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Abstract: This study has a purpose to investigate the effect of committee audit on earnings
management. Using a sampel of companies companies listed in Indonesia Stock Exchange
(IDX) 2013-2017. Results of this study shows that gender of audit committee significantly
effect earnings management, it explains that female on audit committee are more careful
and allow for discretion in terms of financial reporting. The results explain gender theory
that women are more risk averse and ethical than men. This research provides new insights
for management so that they can consider gender in the selection of committee audit to be
appointed by the company with regard to the financial reporting process.
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INTRODUCTION

Today with globalization triggers technological development in various countries in
the world, where countries compete with each other to show their potential in the eyes of
the public. This in turn makes the company strive to look perfect and provide positive value
for the future. For example, PT. Pertamina Tbk has implemented transparency in the
management of the company as well as being the most transparent company in Indonesia
(Haryanto, 2017).

It is expected to have a positive impact on the company so that it triggers investment
due to increased investor confidence. Transparency and accountability affect economic
growth and reduce the risk of conflict (Kompas, 2017), and are a manifestation of good
corporate governance so that the performance and investment climate of the company also
increases.

On the other hand there are companies that do the opposite, where company
management manipulates earnings by increasing profits in their financial statements so that
the company's financial statements become biased and the information submitted becomes
not transparent. The act of earnings manipulation is referred to as earnings management,
which is an act of the manager who chooses accounting policies to achieve a number of
specific objectives and the intended accounting policy is the use of accruals in preparing
financial statements (Scott, 2011).

For example the case that occurred in 2019 at PT. Garuda Indonesia Thk, where this
began when two Garuda commissioners considered the 2018 financial statements were not
in accordance with PSAK number 23. It is known that projects planned to be received in the
next fifteen years, are recognized as revenue in 2018 (Kumparan Bisnis, 2019). This caused
the Ministry of Finance and the Indonesia Stock Exchange (IDX) to impose sanctions on
PT. Garuda Indonesia Thk, all Garuda directors and Garuda's auditor permission, namely
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KAP Kasner Sirumapea, were frozen because they were considered not to comply with audit
standards.

Cases in large companies are known to bring earnings management issues (Abdullah
and Ismail, 2016; Gavious et al., 2012) and companies found to be cheating have been
known to use earnings management aggressively. Although legal, earnings management
practices are unethical because of their influence on the capital market and the company's
credibility (Khlif and Achek, 2017; Liu et al., 2014; Panzer and Muller, 2015; Soliman and
Ragab, 2013; Zalata et al., 2018).

It is called unethical because management's intention is to mislead stakeholders and
will affect company contracts. Research suggests a positive relationship between earnings
management the previous year and fraud that occurred in US companies. Thus, companies
that previously used earnings management motivated managers to continue commit fraud
in the future rather than manage earnings (Ittonen et al., 2013; Soliman and Ragab, 2013).

Research on earnings management has been studied with diverse results, therefore
research on earnings management is still relevant to do. As an example of research
conducted by (Perols and Lougee, 2011) which states that there is a positive relationship
between earnings management in the previous year and in the future. Thus the company that
previously used earnings management, motivated management to continue to practice
earnings management in the future.

Agency theory states that corporate executives efficiently report accurate financial
information to stakeholders or that they opportunistically manipulate reported earnings for
personal gain or to mislead some stakeholders about the company's financial performance.
This in turn results in agency conflict so that management tends to do things that benefit
themselves compared to the interests of stakeholders (Jensen and Meckling, 1976).

Manager’s behavior in carrying out earnings management practices can be minimized
by applying a mechanism of good corporate governance which is a series of mechanisms
used to limit the emergence of information asymmetry problems that can encourage
earnings management. In relation to corporate governance, the audit committee has the role
of assisting the board of commissioners in providing views on issues relating to accounting
and financial policies, overseeing the company's internal and external control functions and
preparing financial statements (Amar, 2014; Arun et al., 2015; Dhaliwal et al., 2010;
Gavious et al., 2012; Khlif and Achek, 2017; Sultana and Zahn, 2013; Zalata et al., 2018).

Gender perspectives can increase understanding of motives and the level of
involvement in accounting manipulation. Claiming from this perspective is that gender has
implications for engaging in certain behaviors, gender-based explanations will clarify the
socio-cultural context that is the basis of decision making in organizations.

Existing psychological studies, management and financial literature show that there
are significant differences in male and female risk preferences and in decision making
(Zalata et al., 2018). Furthermore, in the gender literature shows that women have a less
aggressive nature than men (Siboni et al., 2016).

Gender and business ethics literature usually shows that women are more ethical than
men in attitudes and behavior (Amar, 2014; Gavious et al., 2012; Gull et al., 2018; Saona
et al., 2019), where earnings management is generally seen as an ethical problem by
managers and accountants. Research conducted by (Saona et al., 2019) states that women
tend to avoid risks and have better ethical values.
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Further research by (Gull et al., 2018) gives the same result, that female audit
committee directors tend to reduce the level of corporate earnings management, and that
becomes more effective if balanced with business expertise in audit committee membership.
And the presence of women on the audit committee results in conservative reporting and
lower tax aggressiveness (Albring et al., 2014; Khlif and Achek, 2017). Based on literature
and previous research on audit committees and their influence on earnings management,
where the audit committee acts as a company monitor in relation to financial reporting
practices.

The existence of previous studies that provide mixed results, shows that gender
differences of the audit committee is a variable that is still relevant to be studied. In this case
the gender literature reveals differences in decision making and risk by men and women.
Where women tend to avoid risks and have a less aggressive nature.

So that the presence of women on the audit committee is considered to have an effect
on earnings management which ultimately makes the focus of this study.Therefore,
researchers are motivated to study the relationship between gender of audit committee and
its relationship with earnings management.

THEORETICAL REVIEW

Earnings Management. Earnings management is an act of managers who choose
accounting policies to achieve specific objectives and the intended accounting policy is the
use of accruals in preparing financial statements (Scott, 2011). The most important types of
earnings management are accrual income management (AEM) and real earnings
management (REM).

AEM is the manipulation of earnings by managers through estimation and accounting
methods, without a direct impact on cash flow, while REM is the manipulation of earnings
by managers through operational activities, which have a direct effect on cash flow (Sun et
al., 2011).

Accrual accounting increases the ability of earnings to disclose company performance
and hence, establish high-quality and sound financial reporting, but (Dechow et al., 1995)
observes that in some aspects, the use of accruals will bring new issues, such as earnings
management, where managers are mostly can use some of their preferences with regard to
accrual recognition.

There is motivation that encourages managers to behave opportunistically in line with
the three main hypotheses in positive accounting theory, namely the bonus plan hypothesis,
debt covenant hypothesis and political cost hypothesis (Watts and Zimmerman, 1990). In
the bonus plan hypothesis it is explained that the company owner promises managers will
receive a number of bonuses if the company's performance reaches a certain amount.

This bonus promise is the reason for managers to manage and regulate company
profits at a certain level as required in order to receive bonuses. According to the debt
covenant hypothesis, it is stated that in the context of a debt agreement, the manager will
manage and manage the company's profits so that the company's debt obligations that should
be settled in a certain year can be postponed for the following year. According to the political
cost hypothesis, it is stated that earnings management is due to government regulations, for
example regulations in taxation.
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The size of the tax depends on the size of the company's profits. The greater the
company's profits, the greater the tax that will be withdrawn by the government. This
condition stimulates managers to manage and regulate company profits so that the amount
of tax paid is not too high. In addition, earnings management is also motivated to influence
stock performance and tax avoidance, in addition (Scott, 2011) states that earnings
management actions are usually carried out through four patterns, namely taking a bath,
income minimization, income maximization, and income smoothing.

However, in general, earnings management techniques carried out are divided into
three, namely: (1) take advantage of opportunities to make accounting estimates; (2) change
the accounting method; and (3) shift the cost or revenue period.

Agency Theory. (Jensen and Meckling, 1976) defines agency relations as a contract in
which one party (principal) involves another party (agent) to perform services on their
behalf. As part of this, the principal will delegate some decision-making authority to the
agent. These agency problems arise because of the impossibility of a perfect contract for
every possible action from an agent whose decisions affect his welfare and principal’s
welfare.

The granting of authority to an agent causes its own problems because the agent will
use it to maximize personal utility and can be detrimental to the principal. To reduce agency
costs, principals will incur monitoring costs. According to agency theory, monitoring
expenditures allow principals to better observe agent actions, monitoring costs including the
costs of recruiting board members who will then form subcommittees such as audit
committees.

To reduce agency problems, the audit committee has an important role to oversee,
monitor and provide opinions on the performance of company management in implementing
the company's internal control system and is responsible for resolving issues of interest and
earnings management within the company (Al-absy et al., 2018; Gull et al., 2018). In other
words, agency theory considers the formation of an audit committee as a tool to minimize
agency costs and enhance internal control and introduce it as an effective monitoring tool
to strengthen agency relationships (Salehi et al., 2018).

Regarding the presence of women on board related to gender diversity, (Salehi et al.,
2018) stated that the presence of women's audit committees is likely to contribute to
increased monitoring because they tend to avoid risks, so their presence is considered
effective in reducing agency costs. In addition, gender diversity facilitates effective
monitoring by expanding expertise, experience, interests, perspectives and creativity (Ararat
et al., 2012; Hoever et al., 2012).

Hypothesis. Agency theory arises because of differences in interests between agents and
principals, where agents are company management and principals are stakeholders. In this
case the agent is given the authority to carry out the company's operational activities. So the
agent has more information than the principal (Jensen and Meckling, 1976).

This information will be used to maximize the personal utility of the agent and can
mislead users of financial statements. This eventually led to agency conflict. If not handled
immediately, the conflict will lead to earnings management (Kyaw et al., 2015).

To reduce earnings management practices within the company, companies are
required to have good corporate governance (Albring et al., 2014; Kyaw et al., 2015). In
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addition the principal will incur monitoring costs due to agency costs. This monitoring fee
is a form of corporate governance, which includes the cost of recruiting board members who
will then form subcommittees such as an audit committee.

The role of the audit committee is to monitor and provide opinions on the performance
of the company's management in implementing the company's internal control system and
is responsible for resolving issues of interest and earnings management within the company
(Al-absy et al., 2018). It is understood that agency theory uses the formation of audit
committees as a tool to minimize agency costs and enhance effective monitoring activities
to strengthen agency relationships (Ararat et al., 2012; Nelson and Devi, 2013; Salehi et al.,
2018).

Gender literature states the role of women in decision making, the results of the study
state that women have a risk averse nature and tend to be less aggressive and have better
ethical values and obey the rules (Al-Dhamari and Chandren, 2018; Gavious et al., 2012;
Ho et al., 2015; Saona et al., 2019). Previous research has explored gender diversity in
relation to earnings management and resulted in significant relationships between female
directors and earnings management (Arun et al., 2015; Gavious et al., 2012; Gull et al.,
2018; Kyaw et al., 2015; Zalata et al., 2018).

Further research conducted by (Gull et al., 2018) states that women audit committee
leaders mitigate earnings management because of their status within the company and the
presence of women on the audit committee results in conservative reporting and lower tax
aggressiveness (Albring et al., 2014; Khlif and Achek, 2017). Based on previous literature
and research, it is expected that having a female audit committee chairman can mitigate
corporate earnings management practices.

H1: Gender audit committee mitigates earnings management.

METHODOLOGY

Based on the hypothesis in this study, this type of research is explanatory research that
aims to determine the causal relationship between the variables that influence the hypothesis
(Sugiyono, 2012).The approach in research is a quantitative approach which is a method
used to examine a particular population or sample that aims to test a predetermined
hypothesis. This study aims to analyze the effect of audit committee diversity on earnings
management in manufacturing companies listed on the Indonesia Stock Exchange in the
2013-2017 period.

The independent variable in this study is the gender included in the size of the
category. Therefore the variable must use a dummy variable. In this study divided into two
categories, namely men = 0 and women = 1. The dependent variable of research is earnings
management which is believed to be the manager's actions to achieve certain goals by using
an accounting policy in financial reporting. The accounting policy used is the use of
accruals.

The dependent variable in this study is earnings management. Dechow et al (1995)
tested a different approach in estimating nondiscretionary accruals. They found that the
modified jones model (Jones, 1991) gave better results, especially in the detection of
earnings management. We use modified jones model for testing earnings management for
dependent variable.
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The control variable in this research is leverage, where it is the amount of debt used
to buy company assets. Companies with a high degree of leverage usually have greater
incentives to increase revenue, this is to avoid debt restrictions (Abdullah and Ismail, 2016;
Badolato et al., 2014; Gull et al., 2018). Therefore, leverage affects the company's earnings
management. In this study leverage is measured using the ratio of total liabilities divided by
total equity

Size is the size of the company is a classification value of the size of a company based
on total assets, stock market value, log size, and others. In relation to earnings management,
companies with relatively large size have high pressure to produce accurate financial
reporting. Therefore, company size influences earnings management. The total amount of
assets of a company shows the size of the company. In this study, company size is measured
as the natural logarithm of the company's total assets (Nelson and Devi, 2013). Size control
variable is measured using the log of total assets of the company.

The ROA variable is a measure of a company's effectiveness by utilizing its assets to
generate profits. In addition, ROA is one proxy that illustrates the company's financial
condition, it is expected that companies with higher financial performance tend to manage
income downwards. So that ROA affects earnings management. In this study ROA is
measured by the formula net income divided by total assets (Abdullah and Ismail, 2016).

Loss can be interpreted as expenses or expenses that are greater than the income
received, is one proxy that illustrates the company's financial condition. It can be said that
the problematic companies have higher motivation to engage in earnings management (Arun
etal., 2015; Gavious et al., 2012; Ittonen et al., 2013; Srinidhi et al., 2011). It is an indicator
variable that is set to 1 if net income is negative and O if net income is positive.

The type of data used in the study is secondary data, obtained from existing sources
in the form of financial reports and annual reports of manufacturing companies in 2013-
2017. The source of the data was obtained from the official site of the Indonesia Stock
Exchange (IDX), namely www.idx.co.id. The sample of this research are all companies in
the Indonesia Stock Exchange (IDX) for the period 2013-2017. Based on a purposive
sampling technique, as many as 1345 companies were selected to become a research sample
with the criteria in the table below.

Table 1. Determination of Research Samples

No Criteria Total

1 Companies listing on the Indonesia Stock Exchange 2250 perusahaan
in the period 2013-2017

2 Financial Company (400 perusahaan)

3 Companies with incomplete financial statements (285 perusahaan)

4 Companies that use USD in financial reporting (220 perusahaan)
Jumlah sampel perusahaan 1345

Source: (Resource data, 2019)

The data collection method used is documentation technique. The first data collection
process, researchers looked for sample company data from the Indonesia Stock Exchange
website, namely at www.idx.co.id and the Indonesia Capital Market Directory (ICMD)
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2013-2017. Data documented in the financial statements are gender audit committee,
accounts receivable, total assets, fixed assets, sales, net income, OCF, loss, ROA, DAR,
size. Linear regression is a statistical test by looking at the statistical results of the test results
with a testing tool using STATA.

Multiple linear regression analysis techniques are used in this study because they can
explain the relationship and the effect of independent variables on the dependent variable.
So that in research, multiple linear regression analysis examines the relationship between
the dependent variable, earnings management and the independent variable, namely the
audit committee's gender, and control variables, namely leverage, ROA, loss and size. The
following linear regression equation in this study.

DA=a + p1ACG + B2LOSS + B3 ROA + BsDAR + B5s SIZE + &iteuueuvrnnrnninninninnennen. 1)
DA = Discretionary Accrual
o = constant

ACG = Audit Committee Gender
LOSS = Negative earnings

ROA = Return on Asset

DAR = Debt to Asset

SIZE = Size of the company

eit = component error

THE RESULTS OF STATISTICAL TESTS

Based on descriptive statistical tables it can be seen that the dependent variable,
earnings management in this study has an average value of 0.015376, this range is quite
high on this variable, seen from the difference between the maximum 1,112 and -2,684
minimum. The independent variable in the study is that the gender audit committee has a
distribution of 387 or 29.8% of companies led by female audit committees and the remaining
958 companies or 71.2% are led by male audit committees.

Furthermore, the ROA control variable has an average of 0.0237481 with a minimum
value of -17.67 and a maximum of 3.3. The second control variable, DAR, has an average
value of 0.54 with a minimum value of -1.458 and a maximum value of 1,683. The third
control variable, SIZE, has an average value of 2,833 with a minimum value of -1.458 and
a maximum value of 3,332. The last control variable is LOSS, as many as 294 companies
have positive net income and the remaining 1051 companies have positive net income.
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Table 2. Statistic Descriptive

Variable Obs Mean Std. Dev. Min Max
EM 1,345 .015376 4423742 -2.684.265 1.112.111
ROA 1,345 .0237481 .6313825 -17.67 3.3
DAR 1,345 5424522 .8228406 -1.458.727 1.683.488
SIZE 1,345 2.833.591 1.860.144 1.858.927 3.332.018
Dummy
Variabel
Variable %Scorel %Score2 Total%
ACG (387) 28.8% (958) 71.2% (1345) 100%
LOSS (294) 21.9% (1051) 78.1% (1345) 100%

Source: (Research data, 2019)

Table 3 presents Pearson correlation used to determine the strength of the relationship
between variables. In the table it can be seen that the gender audit committee has a negative
correlation with a significance level of 5% on earnings management. This explains that the
company with the chairman of the female audit committee has a significant influence to
mitigate earnings management. Furthermore LOSS has a significant effect with a negative
correlation on earnings management, with a significance level of 10%. ROA has a
significant effect with a negative correlation on earnings management, a significance level

of 1%.
Table 3. Pearson Correlation Result
EM ACG LOSS ROA DAR
EM 1.000
ACG -0.059™ 1.000
(0.030)
LOSS -0.080™" 0.021 1.000
(0.003) (0.431)
ROA -0.230™" 0.019 -0.212"™ 1.000
(0.000) (0.496) (0.000)
DAR 0.008 -0.058™ 0.159™" -0.264™" 1.000
(0.780) (0.034) (0.000) (0.000)
SIZE -0.042 0.061™ -0.109™" 0.105™ -0.104™"
(0.125) (0.024) (0.000) (0.000) (0.000)
p-values in parentheses " p < 0.1, ™ p < 0.05, ™ p < 0.01
Source: (Resource data, 2019)
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The hypothesis in the study was tested by multiple linear regression tests. In this study,
the model used is feasible to do a multiple linear regression test because it has passed the
classic assumption test. Furthermore, the F test results show a significance value of 0.000,
it can be concluded that the gender and audit committee control simultaneously have a
significant effect on earnings management.

Table 4 shows that the hypothesis in this study which states that the gender audit
committee mitigates the company's earnings management is accepted. With a significance
level of 5% (0.047 <0.05), so H1 is accepted. Explanation of the results in this study is the
gender audit committee has a significant influence on earnings management, so it can be
concluded that women tend to be able to mitigate corporate earnings management.

The results in the study are in accordance with gender literature which states that
women are more risk averse and less aggressive, and have better ethical values (Amar, 2014;
Gavious et al., 2012; Gull et al., 2018; Saona et al., 2019). Given the differences in risk
preferences and decision making, the presence of a female director on the audit committee
is able to limit earnings management practices.

Tabel 4. Statictical Test Results

Variable Earnings Management (EM)

Coef. Std. Err. t P>t
ACG -.0513323 .0257666 -1.99 0.047™
LOSS -.1397975 .0290589 -4.81 0.000™
ROA -.1864585 .0194417 -9.59 0.000™
DAR -.0257901 .0147935 -1.74 0.082"
SIZE -.0070817 .0063352 -1.12 0.264
_cons .279788 .1809163 1.55 0.122
F 0.0000
R? 0.0756
N 1345
Years Dummy Included

p-values in parentheses “p < 0.1, ™ p < 0.05, ™ p < 0.01
Source: (Resource data, 2019)

Table 5 is the results of robustness tests. Research with regression testing usually finds
things that are violated in testing classic assumptions. Therefore, robustness tests are carried
out to reduce bias results in research and it is important to analyze data that might be affected
by outliers and minimize the influence of outliers on the model so that it produces the best
model. The results of the study are also strong where there is almost no difference with the
OLS panel data regression model.
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Table 5. Robust Regression Results

Variabel Earning Management (EM)

Coef. Robust t P>t

Std. Err.

ACG -.0513323 0191316 -2.68 0.007™
LOSS -.1397975 .0304959 -4.58 0.000™"
ROA -.1864585 1174057 -1.59 0.112
DAR -.0257901 .0436213 -0.59 0.554
SIZE -.0070817 .0061588 -1.15 0.250
_cons .279788 1683077 1.66 0.097
F 0.0000
R? 0.0756
Years Dummy Included

p-values in parentheses *p < 0.1, ™ p < 0.05, ™ p < 0.01
Source: (Resource data, 2019)

DISCUSSION

As a result of the separation of contracts between agents and principals where the
agent has the authority to carry out company activities. This in turn gives rise to asymmetric
information, where agents have more information than principals which agents will
ultimately use to maximize personal utility rather than corporate interests. So that if not
immediately addressed, it will lead to earnings management practices in the company.

Earnings management is the act of manipulating earnings performed by management
to achieve certain goals and is considered unethical because it can mislead users of financial
statements in decision making. This conflict can be minimized by monitoring expenses
where the audit committee is one of these manifestations.

The audit committee as a manifestation of corporate governance has the role of
assisting the board of commissioners in providing views on issues relating to accounting
and financial policies, overseeing the internal and external control functions of the company
and preparing financial statements (Arun et al., 2015; Bédard and Gendron, 2011; Yang et
al., 2018; Zalata et al., 2018).

The role of the audit committee is to monitor and provide opinions on the performance
of the company's management in implementing the company's internal control system and
is responsible for resolving issues of interest and earnings management within the company
(Al-absy et al., 2018). It is understood that agency theory uses the formation of audit
committees as a tool to minimize agency costs and enhance effective monitoring activities
to strengthen agency relationships (Salehi et al., 2018).

Gender literature states the role of women in decision making, the results of the study
state that women have a risk averse nature and tend to be less aggressive and have better
ethical values and comply with the rules (Gavious et al., 2012; Saona et al., 2019). Therefore
this study focuses on gender in the audit committee on its relationship with earnings
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management, based on previous research, the hypothesis of this study is that the audit
committee's gender affects earnings management.

The results of the statistical test show that the hypothesis of the study was accepted
(H1 accepted). Therefore this study provides empirical evidence that gender in the audit
committee has an impact on earnings management. The results of this study are consistent
with research conducted by (Arun et al., 2015), (Gavious et al., 2012), (Gull et al., 2018),
(Kyaw et al., 2015) and (Zalata et al., 2018).

From the results of research conducted and previous studies can be seen that the
presence of women on the audit committee stated that women on the audit committee have
a significant effect on earnings management with a negative direction. This proves that the
presence of women on the audit committee is able to limit earnings management practices,
because women tend to avoid risks and have better ethics.

The gender literature states that women tend to avoid risk and are not aggressive and
have better ethical values than their male counterparts(Gavious et al., 2012; Saona et al.,
2019). The results of the study provide empirical evidence that the gender audit committee
mitigates earnings management, and is useful for the development of gender literature in
corporate decision making, where stakeholders can consider the presence of women on the
audit committee due to their influence on earnings management practices.

CONCLUSION

This study examines the effect of gender in the audit committee on earnings
management. The population used in this study are all companies listed on the Indonesia
Stock Exchange for the period 2013-2017. The quantitative method used in this study and
the test tool used is STATA with data analysis techniques using multiple linear regression
analysis.

The results of the statistical test support the hypothesis proposed in this study, where
the gender audit committee influences earnings management. Based on agency theory which
states that differences in interests between principals and agents can be minimized by the
existence of corporate governance, where the audit committee is a form of good governance.
In addition, there is a gender literature which states that men and women have differences
in risk preferences and women are considered more ethical than male counterparts.
Therefore, the presence of women on the audit committee has an impact on corporate
earnings management practices. The results in the study provide empirical evidence that the
gender audit committee mitigates earnings management and provides additional knowledge
in the gender literature. Limitation in this study is the number of female audit committee
chairpersons in the company is 387 or around 28.8% while the male audit committee
chairperson is 958 or around 71.2%, this may affect the research results.
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