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Abstract: The intent of this research is to scrutinize the
consequence of information asymmetry and audit quality on
earnings management using institutional ownership as a
moderating variable. The sample of this study consists of 28
mining companies listed on the Indonesia Stock Exchange (IDX)
for 5 years of observation in 2012-2016, with total sample used
were 140 data. Moderated Regression Analysis is used to test the
hypothesis with the results that audit quality has a significant and
negative influence on earnings management. While institutional
ownership is accepted as a moderating variable that weakens the
influence of information asymmetry on earnings management. In
contrast, information asymmetry does not affect earnings
management and institutional ownership does not strengthen the
influence of audit quality on earnings management.
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I. INTRODUCTION

Earnings management is very attractive to corporate
stakeholders, especially once earnings are often regarded as
accurate forecasters of financial reporting quality, because
accounting accruals are enlightening nearby financial
reporting quality. Nonetheless, accruals could also function
as financial reporting quality ascertains that cannot be relied
upon because of the possibility of bias and manipulation (1).

Some research results state that so far company managers
carry out earnings management and their actions can be
stated as manager’ approaches to beautifying financial
statements that will be submitted to stakeholders. For
instance, (2) determined that audit quality has a significant
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negative relationship with earnings management, while (3)
and (4) argue that audit functions assist in information
asymmetry and conflicts of interest that follow between
shareholders and managers. As suggested by agency theory,
monitoring instruments are supposed to harmonize the
interests of shareholders and managers and reduce conflicts
of interest and subsequent opportunistic behaviors (1).

From this, indirect information asymmetry is an
alternative indicator of how so far investors have received
incorrect information in company’s financial statements
obtained from financial markets (5). Previously, the result of
research conducted by (6) stated that agency problems
motivate the conduct of earnings management and
information asymmetry. This earnings manipulation
behavior also arises because of the high information
asymmetry between the management and other parties who
do not have enough resources or access information that is
used to monitor management actions (7).

Several large companies such as Enron, Merck, World
Com, and majority of other companies registered in the
United States are examples of a number of cases of earnings
management that have been widely known in terms of
reporting financial statements by manipulating the
accounting record system (8).

In Indonesia, several cases have arisen in relation to
earnings management that afflict Bumi Resources (BUMI)
Ltd. company, where BUMI Ltd. was reported by Indonesia
Corruption Watch (ICW) for alleged manipulation of the
sale of three Bakrie Group coal mining companies to the
Director General of Taxes. The coordinator of ICW's Budget
monitoring and analysis division, suspected that financial
reporting engineering carried out by BUMI Ltd., and its
subsidiaries since 2003-2008, caused state losses of US $
620.49 million. In addition to these cases, allegations of
manipulation of sales reports occurred at Kaltim Prima Coal
(KPC) Ltd Company, Arutmin Indonesia Ltd Company, and
the parent of the two companies, namely BUMI Ltd. The
results of calculations carried out by ICW using various
primary data including audited financial statements, show
that the sales report of BUMI Ltd. during 2003-2008 was
US $ 1.06 billion lower than it actually was. As a result,
during that time, it was also estimated that the losses
suffered by the state from the lack of revenue from the
production of Coal (royalty) amounted to US $ 143.18
million (www.tempo.co.id).
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The case of earnings management that happened to other
mining companies was a case that occurred in Ancora
Mining Service (AMS) Ltd Company, in 2011 it was
reported by the Justice Care Community Forum to the
Directorate General of Tax of the Ministry of Finance for
alleged financial report manipulation. The Chairman of that
forum Investigation Section, Mustopo, explained that the
indications of manipulation were seen from the income of
IDR 34.9 billion but there was no investment movement. In
addition, evidence of interest payments of IDR 18 billion
was found, even though AMS claimed to have no debt. The
forum also found evidence of receivables valued at IDR 5.3
billion  but there was no clear transaction
(www.republika.co.id).

Another case is still from a mining company, Timah Ltd
company. The Timah Employee Association considers that
directors have done a lot of public lies through the media.
An example is in the press release of the 2015 on financial
report which said that efficiency and strategy have produced
positive performance. In fact, in semester 1 (one) operating
profit lost IDR 59 billion (http://economy.okezone.com).

Information asymmetry occurs because agents tend to
have more information about the company than principals.
Furthermore, the presence of information asymmetry will
lead to various opportunistic actions that will only benefit
the manager, the most common behavior of which is
earnings management even to the point of manipulating the
company's financial statements (9).

Agency theory problems relate with  ownership and
control, along with-information asymmetry in a company,
and also involve information from the financial statement
that occurs between principal and agent, which builds the
need for an external audit (2). However, despite the demand
for external audits, external audit quality must be subject to
various guidelines and procedures, such as audit standard
commitments, independence, competence, and professional
care training. If these things are not implemented by an
external auditor, the auditor's role will not function, because
external auditors have an important role in making
verification of financial statements produced by a company
that is stated fairly in accordance with the standards of
accounting. Therefore, financial reporting produced by the
company also presents a fairness of economic conditions
and the operational findings of the entity (10).

With the occurrence of various financial cases that occur,
it will raise the question of whether the external audit is
considered to be effective in limiting the earnings
management carried out by company managers which has
caused a wave of audit failures in the capital market (11).
External audit is an important instrument for shareholders
to ensure transparency and credibility of financial reporting
produced by a company. Audit services may not directly
ensure that there is earnings manipulation carried out by the
company manager, and also ensures detection of forged data
has been detected. However, the number of manipulations
found depends on the quality of the audit service. In
addition, auditor experience, auditor knowledge about the
industry, and auditor independence greatly affect the quality
of audit services. The knowledge and experience owned by
the auditor will greatly assist the auditor to diagnose
complex problems in certain company industries (10).

Earnings management carried out by company managers
is a serious concern from the auditor because it can give an
unnatural presentation. In addition, it will make auditors
more worried if company managers use accounting
standards that are questionable in accounting practices in a
company (12). Broader accounting quality literature,
according to (13) has identified the importance of the role
of external auditors in relation to the practice of earnings
management as a potential practice that can reduce these
practices. However, auditors often try to fulfill clients’
desires to be satisfied on the one hand and to avoid litigation
and regulatory consequences on the other, and are concerned
about possible damage to reputation. Research results (14)
state that the auditor deals with two important objectives;
satisfies the client and avoids the risk of third parties. Based
on agency theory by (15) higher audit quality can detain the
insiders from misuse of accounting based on contracts and
earnings manipulation as the result on ownership and
control. Audit quality plays an essential role in decreasing
earnings management while auditors accomplish an
authorization duty regarding financial statement integrity
(2). Institutional ownership has an ability to control
management in a company through an effective supervision
process so as to decrease earnings management. The
percentage of certain shares owned by the institution can
affect the process of preparing financial statements that do
not cover the possibility of accrual in accordance with the
interests of the management (16). Furthermore (17), (18),
and (8) found evidence that the supervisory actions taken by
a company and institutional investors could limit the
behavior of managers. Thus, corporate supervisory actions
carried out by institutional ownership can encourage
managers to focus to their attention on company
performance and then it will limit manager behavior in
earnings management. According to (19), also recognized a
significant and positive relationship  between the
concentration of institutional ownership and earnings
management. Hereafter (20), (21), and (22) obtained that
ownership concentration causes information asymmetry
between managers and investors which motivates the
managers to practice earnings management. Based on (23)
agreed that institutional ownership had a positive effect on
earnings management, while (24) found that institutional
ownership had no effect on earnings management. Leverage
is one variable that also affects earnings management.
Leverage is the ratio of debt to assets. The higher the debt to
asset ratio (leverage) of a company, which is equivalent to
the closer the company has to the constraints in the debt
agreement and the greater the probability of breach of
agreement, the more managers are motivated to use
accounting methods that increase income (25). Several
studies have shown that leverage affects earnings
management; for instance (26) concluded that leverage has a
significant effect on earnings management. In the study of
(27) and (28) leverage is proven to be one mechanism that
reduces management's opportunistic behavior. Research by
(29) states that leverage as a control variable has a
significant negative relationship with
discretionary accruals.
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Other variables that influence earnings management are
company growth, company age, and company size.
According to (30) high growth companies in America will
tend to take earnings management actions because they have
strong financial needs, while also showing that companies
with a younger operational age tend to violate GAAP rules
more than companies with older operational age. However,
research in China shows that older companies tend to
receive modified audit opinions from their auditors, because
older Chinese firms tend to be financially unstable (31).
Based on (32), it was concluded that leverage, company
growth, and company age as a control variables and had a
positive and significant effect on earnings management.

Large companies usually have the role of wider
stakeholders. This indicates that various policies of large
companies will have a large impact on the public interest
compared to small companies. Large companies are more
concerned by the community so that they are more careful in
conducting financial reporting, so that the impact of the
company must report its condition more accurately (33). In
line with (34), it was found that the size of companies in the
United States negatively affected earnings management.
Larger companies lack the drive for earnings management
compared to small companies. Whereas research in
Indonesia by (35) found that company size measured by
using the natural logarithm of the company's equity market
value at the end of the year had a significant negative effect
on the degree of earnings management, indicating a larger
extent of earnings management. This is different from the
research of (36) which states that firm size does not have a
significant effect on earnings management.

This study uses a sample of mining companies listed on
the Indonesia Stock Exchange (IDX), because the mining
industry is one of the pillars of economic activity in
Indonesia. Mining companies play an important role in the
economy because Indonesia is a country that produces
potential natural and mineral resources. In addition, the
nature and characteristics of the mining industry differ from
those of other industries. Among other things, mining
companies require very large, long-term investment costs;
have high risks and uncertainties, thus making the funding
problem a major issue related to the development of the
company.

This study aims to explore the effect of information
asymmetry and audit quality on earnings management with
institutional ownership as a moderating variable. Research
on earnings management with the object of mining
companies is still little done in Indonesia. This study
contributes to adding to the literature the results of existing
research using the information asymmetry and audit quality
as independent variables and institutional ownership as
moderating variables. In addition, this study also used
control variables consisting of leverage, sales growth, firm
age, and firm size.

The results of this study are presented in the following
order. Section 2 presents the literature review. Section 3
describes the methodology/materials which consists of
research design also data and the sample criteria used. In
addition, this section also describes research variables
measurement and specifications of the empirical model used
for hypotheses testing. Section 4 describes the empirical
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results of the study and findings. Finally, section 5 presents
conclusions.

Il. LITERATURE REVIEW

A.  Agency Theory

Agency theory describes the relationship between two
parties, namely the owner (principal) and manager (agent).
The owner is defined as the party who gives the mandate to
another party called the manager, to be able to act on behalf
of the owner. Based on the results of the study of (9) there
are two types of agency relations, namely that between
managers and shareholders and that between managers and
bondholders. Furthermore (9) states that agency relations are
a contract between the owner and manager.

Agency issues arise because of a conflict of interest
between shareholders and managers, because the maximum
utility is not met. Company managers know more about
internal information and company prospects in the future
than owners. So, there is a high probability that managers
don't always act in the best interests of the owner (9).

B. Information
Management

In consonance with (37) unbalanced information in
agency theory is also known information asymmetry. This
information asymmetry arises as a result of the unequal
distribution of information between owners and managers.
Ideally, the owner gets the information needed to measure
the level of results obtained from the manager's business.
But in reality, the success measures consumed by the owner
cannot explain the relationship between the success that has
been achieved, and the efforts that have been made by the
agent.

Information asymmetry is a condition where managers
have access to information on the company's prospects that
are not owned by parties outside the company. In situations
where shareholders have less information than managers,
managers can use the flexibility they have to practice
earnings management.

In tandem with (38) agents are in a position that has a
large capacity of the information of the self, the activity
environment and the firm as a whole than the principal.
Assuming that individuals act on maximizing self-interest,
then the information asymmetry possessed by managers will
drive agents to hide some information from the principal. So
often in conditions like this, the principal is in an
unfavorable position.

According to (7) empirical evidence which states that
information asymmetry measured using spread bid-ask and
dispersion analyst estimates have a positive effect on
earnings management.

H1. Information asymmetry has a positive effect on
earnings management.

Asymmetry and Earnings
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C.  Audit Quality and Earnings Management

Audit is a systematic process that ensures that the
information presented in the financial statements regarding
the company's operational activities is truly objective,
reliable, and trustworthy.

The audit quality is the center of external supervision and
is one of the factors considered for earnings management.
The high quality of audit services will add credibility to the
quality of the contract process. If a company holds a
contract that applies to accounting numbers between
managers and investors, it can reduce agency problems (37).

Based on (27) and (37) stated that the relevance of the
auditor’s report in examining contractual relations and
reporting contract violations was influenced by audit
quality. While (28) and (2) expressed the opinion that
qualified auditors have greater tendency to detect earnings
management practices.

According to (39) there is evidence that the size of
earnings management was significantly lower among
companies audited by Big 4 audit firms compared with
companies that audited by Non Big 4 audit firms. Large-
sized professional auditors have more technical ability to
find violations in their clients' accounting systems compared
to small-sized auditors (40).

Research conducted by (41), (42), and (43) suggest that
high- quality auditors prefer to report errors and
irregularities and are less willing to accept questionable
accounting practices.

H2. Audit quality has a negative effect on earnings
management.

D. Institutional Ownership, Information Asymmetry,
and Earnings Management

The agency theory recognizes the existence of
contradictions between outside and internal investors of a
company (manager, controlling shareholder). The study
found that firms in developing countries are primarily
subject to the principal agency problem that arises from the
conflict among the controlling shareholders and minority
shareholders, by (44), (45), and (46).

Institutional ownership has the capability to monitor
management through an effective controlling process so as
to decrease earnings management. The percentage of
certain shares owned by the institution can affect the process
on preparing financial statements that do not cover the
possibility of accrual in accordance with the interests of the
management (16).

In concert with (8), found evidence that the supervisory
actions taken by a company and institutional ownership
could limit the behavior of managers. Corporate supervisory
actions by institutional ownership could push managers to
focus their attention more on the firm's performance so that
it will decrease opportunistic or selfish behavior. This is in
line with (35) who also found that the presence of high
institutional ownership limits managers engagement in
earnings management.

H3. Institutional ownership weakens the influence of
information asymmetry on earnings management.

E. Institutional Audit

Earnings Management

Institutional ownership is the ownership of company
shares by an outside party in the form of an institution,
which is expected to reduce deviant earnings management
actions. With high managerial ownership, investors will get
a smaller chance of overseeing the company.

Research conducted by (47) found that high institutional
ownership limits managers engagement in earnings
management. Audit conducted by Big 4 audit firms were
associated with higher expertise and reputation compared to
audits conducted by Non Big 4 audit firms. Therefore, Big 4
audit firm auditors will strive to seriously maintain their
market shares, public trust, and reputation by providing
protection to the public.

H4. Institutional ownership strengthens the influence of
audit quality on earnings management.

Ownership, Quality, and

I1l. METHODOLOGY/MATERIALS

A.  Research Design

This research is an empirical study conducted by testing
hypotheses to obtain empirical evidence regarding the effect
of information asymmetry and audit quality on earnings
management with institutional ownership as a moderating
variable. To test the hypothesis in this study, the research
approach used is a quantitative approach.

B. Data and Sample

The study data set consisted of all mining companies
listed on the Indonesia Stock Exchange (IDX) during the
period 2012-2016. This study uses the mining company
sector as an object of research because the mining sector is
an industry that is able to provide a relatively high
contribution margin for investors, taking into consideration
the financial statements produced by companies in this
sector and the issues that are commonly considered by
investors (48).

The sample used in the study has several predetermined
criteria. First, this study uses mining companies that were
consistently listed on the Indonesia Stock Exchange (IDX)
from January 1, 2012 until December 31, 2016. Secondly,
the companies published financial statements for the 2012-
2016 periods, and the reports are available at the Indonesian
Capital Market Directory, www. idx.co.id or company
website. Thirdly, data on research variables are completely
available in the company.

Based on the criteria above, then in this study identified
28 companies with 5 years of sample observations, the
research sample used in this study comprised of 140 samples
in the year of observation. The companies used in the
sample of this study have been categorized in the mining
company sub-sector and can be seen in table 1 as follows.
Table 1 below explains the contribution of each sub-sector
in the mining company used in this study. In table 1 it can
be seen that the largest contribution was given by the coal
company sub-sector (50%) while the smallest contribution
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was given by the rock company sub-sector (8%).
Table 1. Research data samples company per sector

No Sub-Sector Total Percentage
Company
1 |Coal 14 50%
2 | Metals and other minerals 6 21%
3 | Oiland gas 6 21%
4 |Rock 2 8%
Total 28 100%

C. Variable Measurement

1. Dependent Variable

In this study, the dependent variable used is earnings
management proxied by discretionary accruals. Total
accruals can be separated into discretionary accruals and
non-discretionary accruals. Discretionary accruals can be
manipulated by management using professional judgment in
accounting choices. The research literature states that
discretionary accrual models are often used in detecting
earnings management (49).

Discretionary accruals have been used by many previous
researchers for the measurement of earnings management
(50), (51), (52), (53), and (49). There are several models
applied calculating discretionary accruals. However, the
modified Jones model has been used extensively in previous
research to measure earnings management. Next, (54), (55),
(28), and (56), with Jones model modified as a measure for
earnings management. This model is used because it is
considered to be the best model for detecting earnings
management (57). To get the value of the discretionary
accrual a calculation is done based on the following steps:

a. Caleulate total accrualwith the equation:

Total Accrual (TAC) = net mcome—cash flow from
operating (1)
b.Caleulates accrial values with multiple linear regression
equations based on ordinary least square {OLS) as follows:

TACY Av1=0(1/ Ap 1 o (ARE Vi Ag rros(PPES Ag g e

@)

Notes :

TAC; : The total accrual of companyiin period t

Aq1 i Totalassets forthe sample of comparny 1in yeart-1
AREV:: Changes in compary sales i from yeart-1 toyeart
PPE; :Property, plant and equipment ofthe yeart

(]

. By using the re gression coefficient above, then calculating
the value of non-discretionary accrual (WDA) can be
caleulated by the formula:

NDA=w1(1/ A Froa((AREV-AREC Y A

03(PPEL/Ac1) (3)

Notes :

NDA,; : Non-discretionary accrualsin yeart

AREC,: Changes in corporate receivables i fromyeart-1 to
yeart

o : Fitted coefficients obtained fromthe regression
results on calculations

d.Calculates the value of the discretionary accrual (DAC)
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2. Independent Variable

a. Information Asymmetry

Information asymmetry is measured using a relative bid-
ask spread. In this case information asymmetry is measured
by looking at the price difference when asking the price at
the company's stock bid or the difference between the
selling price and the buying price of the company's stock
(58).

b. Audit Quality

Audit quality in this study was measured using dummy
variables. If the company is audited by audit firms affiliated
with the Big 4, then a score = 1 is given, but if the company
is audited by an audit firm that is not affiliated with the Big
4, then ascore =0 is given.

3. Moderating Variable

This study uses institutional ownership variables as
moderating variables. Institutional ownership is the total of
company shares owned by institutional shareholders. In this
study, institutional ownership is measured by the proportion
of shares held divided by the number of shares issued by the
company.

4, Control Variable

a. Leverage

Financial leverage (leverage ratio) is a comparison
between funds used to finance a company or funds obtained
from external companies with funds provided by the
company owner. Leverage is formulated with long-term
debt plus current debt divided by total assets/ratio leverage
(10).

b. Sales Growth

The firm's growth measures how well the firm maintains
its economic position, both in its industry and in overall
economic activity (59). The firm's growth shows the
company's ability to survive in competitive conditions. The
firm's growth is measured by the sales growth of the
company's operational activities for one year (32). Sales
growth is calculated from total sales in year t minus total
sales in year t-1 divided by total sales in year t.

c. Firm Age

Firm age shows how long the company has stood. In this
research the age of the company can be measured based on
the number of years since the company was founded (32).

d. Firm Size

Firm size is the size of firm assets. Firm size is proxied by
the natural logarithm of total assets (10).

D.  Specifications of Research Models Used

In accordance with the theoretical framework and the
submission of hypotheses in this research, the following
regression model was developed to investigate the
hypothesis. The regression model is as follows:

with the equation : DAC{TACy A1 - INDA; 4y

Notes :

DAC,: Discretionary accrualin companyiin perod t
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DAC = ggra ASIM+op AUD+as INV+s ASIM*=INV+

as AUD*INV+os LEV+e, SALESGROW TH+

13 AGE+n LNSIZE+e ()

The full operational definition of variable measurement is
presented in table 2 below.

Table 2. Variable measurement and operational

definition
Symbol |  Variable | Operational definition
Dependent variable
DAC Eamings Discretionary accrual (Modified
Management Jones)
Independent variable
ASIM Information Relative bid-ask spread
Asymmetry
AUD Audit Quality | If the companyis audited by audit
firm affiliated with Big 4, then a
score = 1 is given, butif the
company is audited by audit firm
that is not affiliated with Big 4.
then a score = 0 is given
Moderating variable
NV Institutional The proportion of shares held
Ownership divided by the number of shares
issued by the company
Control variable
LEV Leverage Total (Long-term debt plus current
debt)
divided by total assets
SALESGROWTH | Sales Growth | Total sales in vear t minus total
sales in yeart—; divided by total
sales in yeart
AGE Firm Age The total of years since the
company was founded
LNSIZE Firm Size The natural logarithm on total
assets

The use of independent variables and control variables is
also based on previous research conducted by (60), (6), and
(61). Control variables used in this research to control the
characteristics of companies that can affect the level of
earnings management (10).

IV. RESULTS AND FINDINGS

A.  Descriptive Statistics Analysis

This part describes descriptive statistics for all
observations containing the value of minimum, maximum,
mean, and standard deviation. Descriptive statistics analysis
results are presented in table 3 below.

Table 3. Descriptive statistics

Variable Minimum Maximum Mean Standard
Deviation
DAC —108.4695 04681 —0.9657 91584
ASIM 0 75 13.14 18.690
AUD 0 1 0.5400 0.5000
INV 0.0000 0.7953 0.2240 0.2533
ASIM*INV 0.0000 19.6450 23035 42975
AUD*INV 0.0000 0.7244 0.1043 0.2059
LEV 0.0058 3.0000 05227 03372
SALES
GROWTH —23.5713 0.9950 —0.2750 2.2807
AGE 7 65 30.68 14.022
LNSIZE 1.0117 7.9786 6.6179 0.9055

Earnings management (DAC) shows a minimum value of
—108.4695 which shows that —10,846.95% of total assets in
year t—1 is the lowest discretionary accrual. The maximum
value of 0.4681 shows that 46.81% of the total assets of year
t — 1 is the highest discretionary accrual. The mean value is
—0.9657 and the standard deviation value is 9.1584.

Information asymmetry (ASIM) produces a minimum
value of 0 which indicates the difference between the selling
price and the lowest stock purchase price is IDR 0. The
maximum value is IDR 75 which indicates that the highest
selling price and purchase price is IDR 75. The mean value
is 13.14 and the standard deviation is 18.690.

Audit quality (AUD) shows a minimum value of O,
indicating that 64 company samples (45.7%) were audited
by audit firms that were not affiliated with the Big 4. The
maximum value was 1, indicating that there were 76
company samples (54.3 %) audited by audit firms affiliated
with Big 4. Mean value is 0.54 and standard deviation is
0.5000.

Institutional ownership (INV) shows a minimum value of
0.0000, which indicates that the lowest number of shares
held by an institution is 0%. The maximum value is 0.7953,
indicating that the highest number of shares owned by the
institution is 79.53%. The mean value is 0.2240 with a
standard deviation value of 0.2553.

Institutional ownership as the moderating variable
(ASIM*INV) between information asymmetry and earnings
management shows a minimum value of 0.000 and a
maximum value of 19.6450. The mean value is 2.3035 with
a standard deviation value of 4.2975.

Institutional ownership as a moderating variable
(AUD*INV) between the relationship between audit quality
and earnings management shows a minimum value of 0,000
and a maximum value of 0.7244. The mean value is 0.1043
with a standard deviation value of 0.2059.

Leverage (LEV) shows the minimum value of 0.0058,
which shows the lowest leverage value which means that
0.58% of the total assets of the company is from debt. The
maximum value is 3, indicating that 300% of the company's
total assets are from debt. The mean value is 0.5227 and the
standard deviation value is 0.3372.

The company's growth (SALESGROWTH) shows a
minimum value of SALESGROWTH -23.5713, which
shows that —235.713% of total sales in year t — 1 is the
lowest total sales. The maximum value is 0.9950, indicating
that 99.50% of total sales in year t — 1 is the highest total
sales. The mean value is —0.2750 with a standard deviation
value of 2.2807.

The firm age (AGE) has a minimum value of 7, which
indicates that the lowest age of the company is 7 years. The
maximum value of 65 indicates that the highest age of the
company is 65 years. The mean value is 30.68 and the
standard deviation value is 14.022.

Firm size (LNSIZE) has a minimum value of 1.0117 and
a maximum value of 7.9786. The mean value of 27.25,
shows that the average value of the company's assets is
6.6179 and the standard deviation value is 0.9055.

B.

As shown in table 4a and 4b, earnings management
(DAC) is not correlated with all factors of independent
variables but shows a positive correlation with one firm size
control variable (LNSIZE) and significant at 5% level

Correlation Matrix Test Results
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(0.527). Based on table 4a and 4b, it can also be seen that
there are several moderating variables that are positively and
significantly correlated and have a negative and significant
correlation with independent variables and control variables.
The correlation is not strong (lower than 0.80) because all of
these variables are included in the same model. According
to (62) 0.80 is recommended as a threshold at which
multicollinearity concerns can threaten regression analysis
and indicate that a VIF value of less than 10 is acceptable.
Table 4a. Correlation Coefficient

ASTIM= AUD*
DAC ASIM AUD INV INV INV
DAC 1.000
ASIMV 0.033 1.000
AUD 0.098 0.105 1.000
NV 0.073 —0.136 —0.137 1.000
ASIMVE
NV 0.046 0.398** —0.173* —{,549%= 1.000
AUD*
v 0.048 —0.128 0.467%= 572%x 0.174* 1.000
LEV —0.061 —0.127 —0.097 —0.033 —0.156 =0.076
SALES
GROWTH —0.015 =0.001 0.147 —0.236%* —0.235%# 0.048
AGE 0.133 —.245%= 0.208* —0.142 —.259%+ —0.12%
LNSIZE 0.527%* 0.0190* —0.474%= —.226%* 0.009 0.059
*Correlation is significant at the 0,01 level (2-tailed).
#*Correlation is significant at the 0.05 level (2-tailed).
Table 4b. Correlation Coefficient
SALES LN
LEV GROWTH AGE SIZE
DAC
ASTM
AUD
INV
ASIM=*
INV
AUD*
INV
LEV 1.000
SALES
GROWTH 0032 1.000
AGE —0.094 0.045 1.000
LNSIZE —0.061 0.063 0.064 1.000
*Correlationis significant at the 0.01 level (2-tailed).
**Correlationis significant at the 0.05 level (2-tailed).

C.  Hypothesis Testing Results

Table 5 below presents the results of multiple regression
on testing hypotheses in this study. Hypothesis 1, which
states that information asymmetry (ASIM) has a positive
effect on earnings management, is declared not acceptable,
as shown in table 5, the results of hypothesis testing show
non-significant results that is equal to 0.216.

Hypothesis 2 which states that audit quality (AUD) has a
negative effect on earnings management, otherwise
accepted, as shown in table 5, the results of hypothesis
testing show a significant result of 0.013.

Hypothesis 3 which states that institutional ownership
strengthens the influence of information asymmetry on
earnings management (ASIM*INV), otherwise accepted, as
shown in table 5, the results of hypothesis testing show a
significant result of 0.064.

Hypothesis 4 states that institutional ownership
strengthens the influence of audit quality on earnings
management (AUD*INV), otherwise not accepted, as shown
in table 5, the results of hypothesis testing show significant
results that is equal to 0.914.

From table 5 it can also be seen that the control variables
that have a significant effect on earnings management are
the age of the company (AGE) and the size of the company
(LNSIZE). Leverage control variables (LEV) and sales
growth (SALEGROWTH) have no effect on earnings
management. Based on table 5, the calculated F value is
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9.210 with a significant level of 0.000, indicating that all
independent variables simultaneously and significantly
affect the dependent variable.

Table 5. Regression Test

B t Sig.
(Constant) —50.579 —8.844 0.000
ASIM 0.054 1.242 0.216
AUD —5.156 —2.505 0.013 ==
INV 12.090 2.635 0.009 =*===
ASINFINY —0.423 -1.869 0.064 =
AUD*INV 0.597 0.108 0.914
LEV —0.546 —0.451 0.624
SALESGROWTH 0.032 0.10% 0.914
AGE 0.109 2.112 0.037 =*=*
LNSIZE 7.110 8.571 0.000 *
AdjR? 34.7%
F(5.210) 0.000%**
Significant: *p < 0.10, **p < 0.05,***p < 0.01

The coefficient of determination is indicated by the value
of adjusted R2 can be seen in table 5, showing that the
coefficient of determination shows the value of adjusted R2
is 34.7%. This means 34.7% variation in earnings
management (DAC) can be explained by variations of the
independent variables namely information asymmetry
(ASIM), audit quality (AUD) and moderating variables
namely, institutional ownership (INV), and leverage control
variables (LEV), company growth (SALESGROWTH),
company age (AGE), and company size (LNSIZE). The
remaining 65.3% is explained by other causes outside the
model.

D. Discussion

This study examines the effect of information asymmetry
and audit quality on earnings management with institutional
ownership as a moderating variable. The study consists of
four hypotheses and has been tested with the results of
hypothesis 1 which states that information asymmetry has a
positive effect on earnings management while the results of
the hypothesis are not accepted. Information asymmetry is
stated to have no effect on earnings management. These
findings indicate that there is a possibility of errors in
previous financial reporting that are not in accordance with
qualitative rules (63). Another reason is the possibility of a
relatively small number of samples so that the parameter
estimation is less precise eliminating the effects of
information asymmetry ton earnings management (35). The
results of this study are consistent with research by (64),
(65), and (66). However, the results of the study are not in
accordance with the research conducted by (67), (68), (69),
(70), and (71).

Hypothesis 2 states that audit quality has a negative effect
on earnings management, showing the results of the
hypothesis are accepted. The results of hypothesis testing
stated that audit quality has a negative effect on earnings
management. From the results of research data shows that if
a company audited by audit firm affiliated with Big 4 shows
the results of a report that is more qualified and can prevent
the practice of earnings management by a manager within a
company. Auditors who are affiliated with Big 4 are more
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competent and professional so that they have broader and
more adequate knowledge about how to detect earnings
management. Furthermore, the results of this study are in
line with the results of research conducted by (72), (73),
(74), (75), and (1). However, the results of this study do not
support the results of research conducted by (35),(65), and
(10).

Hypothesis 3 states that institutional ownership weakens
the influence of information asymmetry on earnings
management. As stated by (16) that institutional ownership
has the ability to control management through an effective
monitoring process so as to reduce earnings management.
The percentage of certain shares owned by the institution
can affect the process of preparing financial statements that
do not cover the possibility of accrual in accordance with
the interests of the management. The results of this study
support research conducted by (8), (35), and (68). But the
results of this study contradict the results of the study (69)
and (71).

Hypothesis 4 states that institutional ownership
strengthens the influence of audit quality on earnings
management, otherwise it is not accepted. High institutional
ownership is not a factor that can improve audit quality.
Audit conducted by Big 4 audit firm has high expertise and
reputation compared to audits conducted by Non Big 4 audit
firm. Therefore, Big 4 auditors will strive to seriously
maintain market share, public trust, and reputation by
providing protection to the public. The results of this study
support research conducted by (76) but does not support
research conducted by (72).

V. CONCLUSION

The purpose of this study was to examine the effect of
information asymmetry and audit quality on earnings
management with institutional ownership as a moderating
variable. The sample used in this study comprised of mining
companies listed on the Indonesia Stock Exchange in 2012-
2016. Based on the predetermined sample criteria, the
resulting sample was 140 company samples.

This study proposes four research hypotheses. From the
four hypotheses, the accepted hypothesis is the second
hypothesis which states that the audit quality has a negative
effect on earnings management and a third hypothesis which
states that institutional ownership weakens the influence of
information asymmetry on earnings management. The first

This research contribution is to use institutional
ownership variables as moderating variables. However, the
results of this study state that institutional ownership does
not moderate audit quality on earnings management, while
the influence of information asymmetry on earnings
management is influenced by institutional ownership as a
moderating variable. So it can be concluded that audit
quality can directly affect earnings management without
going through institutional ownership intermediaries,
whereas information asymmetry cannot be directly related to
earnings management.

Like most similar studies, this study is subject to
inevitable limitations. Although this study has attempted to
use accurate and up-to-date proxies for earnings
management, discretionary accruals are a standard measure
of earnings management, these measures are prone to
measurement errors and thus the validity of these findings
depends on the accuracy of discretionary accruals as the
right proxy for earnings management. In addition, the
quality of the selection of the right proxy for the information
asymmetry variable also makes an important thing other
than by using the difference between the selling price and
the purchase price of the stock.

This finding has implications for researchers in the
development of the audit and accounting professions by
increasing auditor independence and competence and
solving problems in the Indonesian capital market. In
addition, it is time for companies listed on the Indonesia
Stock Exchange to disclose audit service fees and non-audit
service fees because this can contribute to solving the
problem of reducing audit fees. Finally, the lack of evidence
about this potential relationship shows that, just using
agency theory cannot solve the problem. Therefore, it is
hoped that future research will further explore research
questions using alternative theories.
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