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ABSTRACT

This study aims to provide empirical evidence of the effect of good corporate governance, firm
size and financial performance on earnings management. Good corporate governance
mechanisms are measured by managerial ownership, the proportion of the audit committee and
the proportion of the board of commissioners. Earnings management is measured by
discretionary accruals using a modified Jones model. The research sample was 10 state-owned
companies listed on the Indonesia Stock Exchange which were selected using purposive
sampling during the study period, 2014-2018. Data were analyzed using multiple regression.
Based on the research results, it is concluded that the effect of good corporate mechanisms,
company size and financial performance on earnings management simultaneously has a
significant effect of 39.9%. However, only partially managerial ownership and profitability
have an effect on earnings management.

Keywords: Good corporate governance, firm size, financial performance, earnings
management, discretionary accruals.
I. Introduction

Financial information generated in the accounting process is called financial statements.
Financial reports can be used for general purposes as well as for specific purposes. (Martani,
et al., 2014: 4). Management requires financial information to implement the planning
functions up to the control of the entity. Based on this information, management can measure
the company's performance and can make appropriate decisions. (Martani, et al., 2014: 9).
Tools that can be used to measure the performance of company management are earnings and
earnings processing. Information on company performance that is reflected in earnings
information in the comprehensive income statement is important information seen by investors
in making decisions about investment or credit, and also information for evaluating
management performance in managing the company (Martani, et al., 2014: 113)

According to Statement of Financial Accounting Concept (SFAC) No. 1, earnings
information is an indicator to measure the performance of management's accountability in
achieving predetermined operating objectives and helps the owner to estimate the company's
future earnings power. Many companies are trying to achieve high profits to meet investors'

expectations to be considered good, so that it will have an impact on the compensation they



receive. Earnings information is often the target of engineering. Thus, the company has the
initiative to carry out earnings management in order to achieve certain profit targets.

Earnings management is the act of adjusting the timing of the recognition of revenues,
expenses, gains and losses in order to achieve certain desired earnings information without
violating provisions in accounting standards. Jensen and Meckling in Rahmawati's research
(2013) said that earnings management arises as a result of agency problems that occur due to
the incompatibility of interests between the owner (principal) and company management
(agent) or what is known as agent conflict. According to Jansen and Meckling, earnings
manipulation is the action of managers in modifying accounting earnings to obtain positive
responses to their performance as well as to obtain positive responses from the market for the
information it presents.

Corporate governance is a concept proposed for improving company performance
through supervision or monitoring of management performance and ensuring management
accountability to stakeholders based on a regulatory framework. The concept of corporate
governance is proposed in order to achieve a more transparent corporate management for all
users of financial statements.

Ball, et al's research in Luthan, et al (2016) shows that high quality standards do not
always produce high quality information, but are also related to the supervisory function,
namely the GCG mechanism. Good Corporate Governance in Indonesia became popular in
1997, when the economic crisis hit Indonesia. There were many bad consequences of the crisis,
one of which was the number of companies that fell because they were unable to survive. Bad
corporate governance has been pointed out as one of the causes of the Indonesian political
economy crisis that began in 1997 whose effects are still being felt today.

Realizing such situations and conditions, the government through the Ministry of BUMN
began to introduce the concept of Good Corporate Governance in the BUMN environment,
through the Decree of the Minister of BUMN No. Kep-117 / M-MBU / 2002 dated August 1,
2002 concerning the implementation of Good Corporate Governance Practices in State-Owned
Enterprises, emphasizing the obligation for BUMN to implement Good Corporate Governance
consistently and or to make Good Corporate Governance principles as their operational basis,
Basically, it aims to improve business cleanliness and company accountability in order to
realize the value of shareholders in the long term while still paying attention to the interests of
other stakeholders, and based on statutory regulations based on ethical values.

In this study, the good corporate governance is characterized by managerial ownership,

the existence of an audit committee and an independent commissioner. Large management



ownership is believed to limit the behavior of managers in carrying out earnings management.
The existence of an audit committee and independent commissioners in a company has also
proven to be effective in preventing earnings management practices, because the existence of
an audit committee and independent commissioners aims to oversee the course of company
activities in achieving company goals.

Most researchers use company size as a proxy for political sensitivity and managerial
behavior in reporting their financial performance. In Llukani's (2013) study regarding earning
management and firms size with an empirical study in the Albanian Market, it shows that there
are several things that distinguish large companies in relation to earnings management. First,
the financial statements of large companies are audited by a large licensed audit firm. This
process can prevent earnings management initiatives from distorting the results of financial
statements. Second, large companies have a better reputation in the market compared to small
companies, so large companies must take into account a larger reputation cost compared to
smaller companies. This is a good reason to avoid or become involved in earnings management.
Third, most of the large companies have a consolidated structure of the internal audit function.
Therefore, they are more likely to be involved in earnings management initiatives than small
firms. This suggests that large firms may appear less in earnings management. On the other
hand, it can be considered the opposite.

In relation to financial performance (liquidity, leverage and profitability), a company can
be said to be good, if its performance is good. Good performance can be seen from the financial

statements. Financial reports are representative of a company's performance.

2. Literature review and hypothesis development

In order to understand corporate governance, the basis for the agency relationship
perspective is used. Jensen and Meckling (1976) in Agustia's (2013) research stated that the
agency relationship is a contract between the manager (agent) and the investor (principal). The
occurrence of a conflict of interest between the owner and the agent is due to the possibility of
the agent acting inconsistent with the interests of the principal, thus triggering agency costs.
One of the causes of agency problems is the existence of asymmetric information. Asymmetric
Information is an imbalance of information held by principals and agents.

Efforts to increase company value no longer reflect the real agent's performance, but
have been engineered in such a way that it becomes better according to the agent's wishes. If
the award for the agent is determined based on the performance achieved, the agent will get a

salary and bonus that is relatively higher than the previous award. This is what is called the



agency problem in the management of modern corporations. This agency problem is the source
of all corporate irregularities that have occurred in the business world. (Sulistyanto, 2014: 132-
133).

2.1  Good Corporate Governance (GCG)

The concept of good corporate governance develops along with the demands of the

public who want a healthy, clean and responsible business life. According to the Regulation of
the Minister of State for State-Owned Enterprises No. PER - 01 / MBU / 2011 which was later
amended by PER - 09 / MBU / 2012 where it states that Good Corporate Governance,
hereinafter referred to as GCG, are the principles that underlie a process and mechanism for
managing a company based on regulations. legislation and business ethics.
According to Chen and Steiner (1999) in Agustia’s (2013) research, it is stated that managerial
ownership is managerial ownership of company shares. Managerial ownership is an important
internal monitoring tool for resolving agency conflicts between external stockholders and
management. Jensen and Meckling in Indriastuti's (2012) study stated that earnings
management practices can be minimized by adjusting the differences in interests between
owners and management by increasing the company's share ownership by management.

According to Kep. 29 / PM / 2004 audit committee is a committee formed by the board
of commissioners to carry out supervisory duties in the management of the company. An audit
committee formed by a company functions to provide views on issues related to financial
policy, accounting and internal control.

Based on PER-01/MBU /2011 article 13 paragraph 3, what is meant by members of the Board
of Commissioners / Independent Supervisory Board are members of the Board of
Commissioners / Supervisory Board who do not have financial, management, share ownership
and / or family relationships with members of the Board of Commissioners / Board Other
supervisors, members of the Board of Directors and / or controlling shareholder or relationship
with the BUMN concerned, which may affect their ability to act independently. In article 13
paragraph 1, in the composition of the Board of Commissioners / Supervisory Board, at least
20% (twenty percent) are members of the Board of Commissioners / Independent Supervisory

Board who are determined in their appointment decision.

2.2 Firm Size



Firm size as a proxy for political cost is considered very sensitive to earnings reporting
behavior (Watt and Zimmerman, 1978). Medium and large companies have more pressure from
their stakeholders, so that the company's performance is in line with the expectations of its
investors compared to small companies. (Handayani and Rachadi, 2009). Company size can be
measured by total assets, total sales, and market capitalization.

2.3 Financial Performance

To be able to get an overview of the financial development of a company, it is necessary for us
to interpret or analyze the financial data of the company in question. (Riyanto, 2013: 327).
According to Riyanto (2013: 26) states that liquidity is intended as a comparison between the
amount of cash on the one hand and the amount of current debt on the other (business entity
liquidity), as well as expenses for running the company on the other (company liquidity).
Riyanto (2013: 32) states that leverage is intended as the ability of a company to pay all its
debts (both short and long term). Solvency or leverage of a company shows the company's
ability to meet all its financial obligations if at that time the company was liquidated. The
profitability of a company shows the ratio between profit and assets or capital that produces
this profit. In other words, profitability is the ability of a company to generate profits during a
certain period. (Riyanto, 2013: 35)

2.4 Earnings Management
According to Sulistyanto (2014: 51) Earnings management is actually an attempt to

manipulate the numbers in the financial statements by playing with the accounting methods
and procedures used by the company.

There is a main reason why a company manager manages and regulates profit even
though these activities tend to violate the rules. In simple terms, a manager manages profits to
create welfare for the owners or stock-holders of the company he manages. This is in line with
agency theory which asserts that the authority received by managers from company owners to
manage and run the company brings logical consequences that must be carried out by managers
and company owners. Managers have an obligation to increase company value and owner
welfare and have the right to receive awards for what they have done (Sulistyanto, 2014: 42-
43).

FRAMEWORK RESEARCH

Good Corporate Governance (GCG):

Managerial ownership (X1)




Proportion of Committee (X2)

Comisioner Propotion (X3)

Firm Size (X4) Earnings Management

(Y

Finanacial Performance :

Liquidity (X5)
Leverage (X6)
Profitability (X7) H8

Sumber : diolah oleh penulis, 2020.

2.5 Research Hypothesis
Based on theory and the above framework, hypothesis can be raised regarding the
problem, as follows:
H1: Good Coorporate Governance has on influences Earning Management.
H2: Firm Size has influences on Earning Managemennt.
H3: Fnancial Performance has influences on Earning Management.
H4: Good Coorporate Governancr, Firm Size and Financial Performance has influence on

Earning Management.
Research Methodelogy

The method used in this research is quantitative research methods and categorize as
a descriptive verification research. According to Sugiyono (2016 : 8) quantitative research
methods can be interpreted as research methods based on the philosophy of positivism,
used to examine certain populations or samples, data collection using research instruments,
data analysis is quantitative / statistical, with the aim of testing hypotheses that have been
set. Descriptive verification research in this research aims to know the results of research

related to the influence of working capital, sales, and operating costs on net profit on



manufacturing company sector consumer goods industry listed in Indonesia Stock
Exchange for the period 2015-2017.

The population in this study is State-Owned Enterprises listed on the Indonesia Stock
Exchange 2014-2018). This research sample was taken by purposive sampling technique.
Based on the sampling criteria, the total of samples used in this study are 20 companies in
9 sectors.

The method of data analysis in this study is multiple liniar regression. There are
conditions that should be fulfilled before the multiple regression analysis, namely classical
assumption test that consist of normality test, multicollinearity test, autocorrelation test and
heteroscedasticity test. Hypothesis test in the form of partial hypothesis testing, and
simultaneously hypothesis testing. Partially, hypothesis testing is done by t test, while
simultaneously hypothesis testing is done by the F test.

Equation function in this study is formulated as follows:

4. Results and Discussion
4.1 Descriptive Analysis

Descriptive Statistics

Minimum Maximum Mean Std. Deviation

Managerial Owned 50 ,00020 ,00819 ,0028062 ,00213173
Audit Comite 50 20 60 31,38 8,755
Comisioner Audi 50 17 60 34,18 8,470
Firm Size 50 11,15 14,04 12,7052 ,85481
Liquidity 50 38,01 387,44 145,6166 74,71483
Leverage 50 ,49 5,11 1,6032 ,98937
Profitability 50 -18,04 21,19 4,2614 7,62827
Earning Management 50 -,09906 ,14556 ,0147858 ,04533432
Valid N (listwise) 50

Source : Researcher processed data

Based on the table above, it can be concluded that the managerial ownership variable
has a minimum data of 0.00020%, a maximum of 0.00819%, a mean of 0.0028062% and a
standard deviation of 0.00213173. The audit committee variable has a minimum data of 20%,
a maximum of 60%, a mean of 31.38% and a standard deviation of 8.755. The variable
proportion of the board of commissioners has a minimum data of 17%, a maximum of 60%, a
mean of 34.18% and a standard deviation of 8,470. The firm size variable has a minimum data
of 11.15, a maximum of 14.04, a mean of 12.7052, and a standard deviation of 0.85481.
Meanwhile, the liquidity variable has a minimum data of 38.01%, a maximum of 387.44%, a
mean of 145.6166 and a standard deviation of 74.71483. The leverage variable has a minimum



data of 0.49, a maximum data of 5.11, a mean of 1.6032 and a standard deviation of 0.98937.
Earnings management variable as the dependent variable has a minimum data of -0.09906, a
maximum data of 0.14556, a mean of 0.0147858 and a standard deviation of 0.04533432.

4.2 Clasic Asumption Test

The normality test in this study used the Kolmogorov-Smirnov normality test. By using
the K-S test, the data is said to be normal if the probability or significance value is> 0.05. The
results showed a significance value of 0.069, which means greater than 0.05 (0.069> 0.05).
This means that the data is normal and suitable for use in research.

In this study, the multicollinearity test was measured by tolerance and VIF values. A
regression model that is free from multicollinearity if it has a tolerance value of more than 0.1
and a VIF value of less than 10. The results show that the tolerance value of each variable is
more than 0.10 and the VIF value is less than 10. Therefore, it can be concluded that this data
does not have multicollinearity between variables and is suitable for use in research.

In this study, the heteroscedasticity test used scatterplots images. Good research is
research that does not occur heteroscedasticity. The results showed that the dots spread
randomly above and below 0. The dots spread out and do not converge just below or above.
The dot spread does not form a pattern. So it can be concluded that the data does not occur
heteroscedasticity so it is suitable for use.

In this study, the autocorrelation test used the Durbin Watson value. Good research is
research that does not occur autocorrelation. Measurement of Durbin Watson values compared
to Durbin Watson tables (dL and dU). The results showed that the Durbin Watson value was
1.985. Based on the Durbin Watson table (k: 7, n: 50) (k is the number of independent variables
and n is the number of samples) the dU value is 1.8750 and the dL value is 1.2461, where the
4-dU value is 2.1250. This means 1.8750 <1.985 <2.1250 and it can be concluded that the data
in this study are free from autocorrelation.

4.3 Regresion Analysis

Table Results

Coefficients?



Unstandardized Standardized Collinearity
Coefficients Coefficients Statistics
Model B Std. Error Beta T Sig. | Tolerance | VIF
(Constant) -,094 ,098 -,959 | ,343
Managerial Owned 9,663 2,870 4541 3,366 | ,002 ,673| 1,486
Audit Commite -,001 ,001 -,148| -1,067 | ,292 ,634( 1,578
COmisioner -,001 ,001 -,2451 -1,961| ,057 , 786 1,273
Firm Size ,008 ,007 156 | 1,217] ,230 742 1,347
Liquidity ,000 ,000 , 1991 1,450| ,154 ,651] 1,537
Leverage ,012 ,007 260 1,815( ,077 ,598| 1,672
PRofitability ,002 ,001 336 2,484 ,017 ,672] 1,488
a. Dependent Variable: Manajemen Laba
Source : Researcher processed data
Based on tabel the results is :
ML =-0,94 + 9,663KM — 0,001Prop.KA — 0,001Prop. DK + 0,008 UP + 0,000Likuid +
0,012Leverage + 0,002Profit
4.4 Hypothesis Analysis
Partial Test Analysis (Uji t r=test)
Coefficients?
Unstandardized Standardized Collinearity
Coefficients Coefficients Statistics
Model B Std. Error Beta t Sig. | Tolerance | VIF
- (Constant) -,094 ,098 -,959 | ,343
Managerial Owned 9,663 2,870 454 3,366 | ,002 ,673| 1,486
Audit Commite -,001 ,001 -,148 | -1,067 | ,292 ,634| 1,578
COmisioner -,001 ,001 -,2451 -1,961 | ,057 , 786 1,273
Firm Size ,008 ,007 156 1,217 ,230 7421 1,347
Liquidity ,000 ,000 , 1991 1,450| ,154 ,651| 1,537
Leverage ,012 ,007 ,260| 1,815| ,077 ,598| 1,672
PRofitability ,002 ,001 336 | 2,484 ,017 672 1,488

a. Dependent Variable: Manajemen Laba
Source : Researcher processed data

Managerial ownership variable has a t value of 3.366 and a significance value of 0.002

(p <0.05), so the managerial ownership variable has a significant positive effect on earnings

management, which means H1 is accepted. The audit committee variable has a t value of -

1.067 with a significance value of 0.292 (p> 0.05), so the Audit Committee variable has a

negative and insignificant effect on earnings management, which means H2 is rejected. The

proportion of the Board of Commissioners variable has a t value of -1.961 with a significance

value of 0.05 (p> 0.05), so the proportion of the Board of Commissioners has a negative and

insignificant effect on earnings management, which means H3 is rejected.

The firm size variable has a t value of 1.217 with a significance value of 0.230 (p>

0.05), so the firm size variable has a positive and insignificant effect on earnings management,

which means that H4 is rejected.




The liquidity variable has a t value of 1.450 with a significance value of 0.154 (p>
0.05), so the liquidity variable has a positive and insignificant effect on earnings management,
which means that H5 is rejected. The leverage variable has a t value of 1.815 with a significance
value of 0.077 (p> 0.05), so the leverage variable has a positive and insignificant effect on
earnings management, which means that H6 is rejected. The profitability variable has a t value
of 2.484 with a significance value of 0.017 (p> 0.05), so the profitability variable has a
significant positive effect on earnings management, which means that H7 is accepted. Tabel
Hasil Uji Simultan (Uji F)

ANOVA?2
Model Sum of Squares Df Mean Square F Sig.
1 Regression ,049 7 ,007 5,652 ,000°
Residual ,052 42 ,001
Total ,101 49

a. Dependent Variable: Earning Management
b. Predictors: (Constant), Profitability, Firm Siize, Liquidity, Comisioner, Audit Commite,
Managerial Owned, Leverage

Source : Researcher processed data

From the test results of regression analysis, it was obtained that the F value was
calculated at 5.652 with a significance value of 0.000 (p <0.05), the independent variable
simultaneously had a significant effect on earnings management, which means that H8 was

accepted. Tabel Hasil Koefisien Determinasi (R?)

Model Summary®

Adjusted R Std. Error of the
Model R R Square Square Estimate Durbin-Watson
1 ,6962 ,485 ,399 ,03513846 1,985

a. Predictors: (Constant), Profitability, Firm Siize, Liquidity, Comisioner, Audit Commite,
Managerial Owned, Leverage
b. Dependent Variable: Earning Management

Sumber : diolah oleh penulis, 2020
Based on the table, it can be seen that the value of Adjusted R Square (R2) is 0.399 or
39.9%. This means that 39.9% of the dependent variable earnings management is influenced
by the independent variable, namely managerial ownership, audit committee, board of
commissioners proportion, company size, liquidity, leverage, and profitability. While the
remaining 60.1% is explained by other factors.

4.5 Discussion
4.5. 1 The Effect of Managerial Ownership on Earnings Management



Based on the tests conducted, the results of this study indicate that managerial
ownership has a significant positive effect on earnings management. The results of this study
support the research conducted by Lin and Hwang (2010) which shows that Managerial
Ownership has a positive effect on earnings management, meaning that the greater the
managerial ownership, the greater the earnings management. This is because direct financial
interests, such as share ownership, can weaken management independence and its
effectiveness in monitoring management decisions, including in the area of financial
reporting.

45.2  The Effect of the Audit Committee on Earnings Management
Based on the tests conducted, the results of this study indicate that the audit

committee has no effect on earnings management. The results of this study support research
conducted by Rahmawati (2013), Yogi and Damayanthi (2016) and Agustia (2013) which show
that the Audit Committee has no effect on Earning Management. This means that the increasing
number of audit committees has no influence on earnings management activities. This is
because the existence of the audit committee has not shown an effective impact on earnings
management. According to Efendi in Agustia's research (2016: 37), the existence of audit
committees in public companies is still only to fulfill the regulatory requirements
(government). The appointment of members of the audit committee is not based on competence
and capability but still uses the proximity factor to the board of commissioners. This is still
unprofessional and not independent in the audit committee.

45.3  The Effect of the Proportion of the Board of Commissioners on Earnings
Management

Based on the tests conducted, the results of this study indicate that the Proportion
of the Board of Commissioners has no effect on Earning Management. The results of this study
support research conducted by Yogi and Damayanthi (2016), Indriastuti (2012) and Agustia
(2013).

According to Effendi, in Agustia’s research (2013: 37), there is a tendency that
the position of directors is usually very strong, there are even directors who are reluctant to
give authority and do not provide adequate information to independent commissioners. In
addition, there are obstacles that are quite hindering the performance of independent
commissioners, namely their weak competence and integrity. In practice, although the
proportion of independent commissioners is relatively large, it does not guarantee that they are
truly independent.

45.4 The Effect of Company Size on Earnings Management



Based on the tests conducted, the results show that firm size has no effect on
earnings management. The results of this study support research conducted by Llukani (2013)
and Winingsih (2017). This means that the size of the company does not have a significant
influence on earnings management.

Firm size has no effect on earnings management, because large companies have
a good relationship with large auditors and allow negotiations with them about reports and the
audit process to be more flexible.

455 The Effect of Managerial Liquidity on Earnings Management

Based on the tests conducted, the results showed that liquidity had no effect on
earnings management. The results of this study support the research of Winingsih (2017) and
Dira and Astika (2014) which show that liquidity has no effect on earnings management. This
means that the percentage of liquidity has no impact or influence on earnings management
activities. In this study, liquidity is proxied by the current ratio. This is because the level of
liquidity, which is proxied by the current ratio, only shows the company's ability to manage
assets on corporate debt, not to returns to investors.

4.5.6 The Effect of Managerial Leverage on Earnings Management

Based on the tests conducted, the results show that leverage has no effect on
earnings management. The results of this study support research conducted by Winingsih
(2017) which shows that leverage has no effect on earnings management. In this study, leverage
is proxied using the Debt Equity Ratio (DER). The results in this study indicate that there is no
influence between leverage on earnings management activities, where the company's efforts to
fulfill debt covenants do not motivate management to carry out earnings management.

4.5.7 Effect of Managerial Profitability on Earnings Management
Based on the tests conducted, the results of this study indicate that profitability,

which is proxied by using Return on Assets (ROA), has a significant positive effect on earnings
management. This supports research conducted by Amertha (2013), Winingsih (2017), and
Dewi and Priyadi (2016) which state that profitability has a significant positive effect on
earnings management. Profitability is a measure of financial performance, if profitability is
good then company performance will be good, and vice versa. This proves that the greater the
Return on Assets (ROA) as the profitability ratio of a company, the more efficient the use of
assets will be so that it will increase profits. Large profits will attract investors because the
company has a higher rate of return. In other words, the higher this ratio, the better the
productivity of assets in obtaining net profits. So that ROA motivates management to carry out

earnings management.



4.5.8 Effect of Good Corporate Governance Mechanisms, Company Size and
Financial Performance on Earnings Management
Based on the tests conducted, the results show that simultaneously the

independent variables consisting of managerial ownership, the audit committee, the
proportion of the board of commissioners, company size, liquidity, leverage and profitability
have a significant effect on earnings management. This means that these seven variables

together have an influence on earnings management.

5. Conclusion
Based on the results of data analysis and discussion that has been stated above, the
following conclusions can be drawn:

1. The regression test results show that the good corporate governance mechanism
which is proxied by managerial ownership has a significant positive effect on earnings
management. This indicates that the percentage of managerial ownership has an
impact on or affects earnings management. This means that greater share ownership
by management can weaken independence and will trigger earnings management
practices.

2. From the results of the reg receipt test, it shows that the good corporate governance
mechanism proxied by the proportion of the audit committee has an insignificant
negative effect on earnings management. This indicates that the existence of an audit
committee has no effective impact in preventing earnings management activities. This
is because the existence of the audit committee is not yet based on competence and
capability.

3. The results of regression testing show that the good corporate governance
mechanism, which is proxied by the proportion of the board of commissioners, has an
insignificant negative effect on earnings management. This indicates that the
existence of independent commissioners does not necessarily affect earnings
management activities. This is due to the very strong position of the board of directors
and their weak competence and integrity.

4. From the regression test results, it shows that company size as proxied by total assets

has a positive and insignificant effect on earnings management. This indicates that
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company size does not motivate management to carry out earnings management
activities.

The results of regression testing indicate that financial performance as proxied by
liquidity has a positive and insignificant effect on earnings management. This indicates
that the percentage of liquidity is not a motivation for conducting earnings
management. This is because the level of liquidity, which is proxied by the current
ratio, only shows the company's ability to manage assets on corporate debt, not to
returns to investors.

The results of regression testing indicate that financial performance as proxied by
leverage has a positive and insignificant effect on earnings management. This
indicates that the leverage proxied by the Debt Equity Ratio (DER) has no impact on
earnings management. This is because the company's efforts in fulfilling debt
covenants do not motivate management to carry out earnings management.

The results of regression testing indicate that financial performance as proxied by
profitability has a significant positive effect on earnings management. This indicates
that profitability is proxied by Return On Assets (ROA) which has a positive impact on
earnings management activities. In other words, the higher this ratio, the better the
productivity of assets in obtaining net profits. So that ROA motivates management to
carry out earnings management.

The regression test results show that the mechanisms of good corporate governance,
firm size and financial performance simultaneously influence earnings management.
The correlation coefficient is 0.696, which means that the simultaneous correlation
between good corporate governance mechanisms, company size and financial
performance on earnings management is very strong. The coefficient of
determination is 0.399, which means that the relationship between good corporate
governance mechanisms, company size and financial performance simultaneously

affects earnings management by 39.9%, while 61.1% is influenced by other variables.
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