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Abstract: This study aims to analyze the effect of institutional ownership, financial performance, and sustainability reports on
earnings management with firm size as a moderating variable. This study uses manufacturing companies listed on the Indonesia
Stock Exchange (IDX) for the 2019-2022 period by collecting data using purposive sampling. There were 102 observational data in
this study. Data analysis was carried out using multiple linear regression analysis of the MRA (Moderated Regression Analysis)
model. Observation data in this study were processed with the help of the SPSS 25 program. The results showed that institutional
ownership has a positive effect on earnings management, financial performance, sustainability reports have no effect on earnings
management, and company size as a moderating variable does not moderate between institutional ownership, financial performance,

and sustainability reports on earnings management.
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INTRODUCTION

Financial reports aim to communicate the
Company's financial information to assist users in
making business decisions that are relevant to their
respective  interests.  Financial information
describes the economic condition and financial
performance that a company has achieved in a
certain period, (Banderlipe 11, 2009 in Mahariana
and Ramantha, 2014)

The practice of errors in financial reporting often
occurs due to human error, however, if there is
manipulation of financial reports so that the
company's financial reports look good in the eyes
of stakeholders, this action is intended to prevent
investors from giving bad assessments and being
interested in investing in the company. Agency
theory shows that a conflict of interest occurs
when the principal (capital owner) and agent
(company operations) want to maximize their own
wealth, which then gives rise to agency problems.
Agency theory provides an illustration that
earnings management problems can be eliminated
by self-monitoring through corporate governance.

Institutional ownership is often used as a form of
monitoring corporate governance (Rice, 2013).
Institutional ownership is able to provide a
mechanism for monitoring operational
performance within the company. Institutional
ownership is company shares owned by other
institutions.  Several research results show
inconsistent conclusions. Rice, by conducting tests
on manufacturing samples from 2008-2012,
showed insignificant results between institutional
ownership and earnings management. The results
of research conducted by Suwanto and Kiswanto,
(2014) show that institutional ownership has a

negative effect on earnings management, which
means that if a company's share ownership is
increasingly dominated by institutional ownership,
it can suppress the potential for earnings
management practices.

The company's financial performance is a
description of the company's financial condition
which is analyzed using financial analysis tools so
that the weaknesses and strengths that the
company has achieved in a certain period can be
identified (Esomar & Christianty, 2021). Changes
in the company's financial performance are
reflected in the financial reports. Performance
reports provide useful information for investors,
potential investors, creditors and other users in
making investments. Profitability ratios are a
measure of a company's ability to create profits
which are taken into consideration in financial
reports. According to Syakirli, Cheisviyanny, and
Halwamati (2019), profitability can show how
much a company's financial performance is in
generating profits. Companies with a good level of
financial performance will have high confidence in
providing information to stakeholders. This is
because the company is able to show that the
company can meet the needs and expectations of
its stakeholders.

This sustainability issue started with the issue of
global warming and environmental damage which
is increasingly occurring throughout the world.
Although initially this issue was a social issue,
sustainability has developed into a strategic issue
for companies. This began with an opinion issued
by John Elkington regarding the Triple Bottom
Line in 1998. According to him, companies should
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not only report their condition from a profit
perspective, but also from a social and
environmental perspective. Sustainability adopted
by companies is starting to be known as corporate
sustainability. The definition of corporate
sustainability based on the International Institute
for Sustainable Development (I1ISD) is adopting
strategies and business activities that meet current
company needs while maintaining, maintaining,
and developing the human and natural resources
needed for future life (11SD, 1992).

Sustainability reports are also one proof of the
implementation of good corporate governance
because they are accountable to stakeholders. The
implementation of good governance will have a
significant impact on the company, one of which is
reducing earnings management practices. Earnings
management practices can affect the quality of
earnings reported in the company so that it affects
the decision making that occurs. Profit is an
important factor in making good decisions for
shareholders, investors and other stakeholders to
evaluate the company's financial performance.

According to Sofa and Respati (2020), there is a
phenomenon experienced by a company where the
company pollutes the environment, namely the
disposal of liquid waste into rivers. This problem
was only resolved by the company paying
compensation and causing an outcry from the
public. Empirical studies have largely focused on
sustainability reporting and disclosure on earnings
management. In research conducted by Chouaibi
and Zouari, (2021) that the role of corporate social
responsibility (CSR) in limiting real activity
manipulation (RAM) or Buertey, et al., (2020)
identifies whether CSR reduces discretionary
accruals. The research conducted by them has
different  definitions. =~ Where  sustainability
performance refers to accrual activities related to
sustainable development strategies.

Company size is a company scale that can be
grouped into company size based on total assets,
total sales and share value (Novari and Lestari,
2016). According to research from Rudangga, it
shows that company size has a significant positive
effect on company value. According to research by
Eka Indriyani (2017), company size does not have
a significant effect on company value.

Research on institutional ownership, financial
performance, and sustainability reporting on
earnings management has been widely studied, but
the results of these studies are still inconsistent.

This makes research on institutional ownership,
financial performance, and sustainability reports
on earnings management need to be re-examined
using a moderating variable, namely company size
to increase the influence of earnings management
on institutional ownership, financial performance,
and sustainability reports.

LITERATURE REVIEW

A. Agency Theory

Jensen and Meckling, (1976) explain agency
theory as a relationship in which management
(agent) is entrusted by the company owner or
shareholder (principal) to manage the company
formed by the principal and delegates some
decision-making authority to the agent. The
principal is the party that owns the resources and
gives the agent a mandate to act on behalf of the
principal, while the agent is the party entrusted by
the principal to manage these resources. The agent
is obliged to consider what has been entrusted to
him by the principal and has the authority to make
decisions that will affect the welfare of the
principal.

B. Stakeholder Theory

Stakeholder theory argues that managers must
make decisions to take into account the interests of
all stakeholders in the company including not only
financial reporting but also employees, customers,
communities, and government officials (Freeman,
1984). From a stakeholder perspective, an
organization should strive to meet a broad range of
objectives from a variety of stakeholders rather
than just those of shareholders.

In developing stakeholder's theory, Freeman &
Reed, (1983) introduces the concept of
stakeholders in two models: (1) business planning
and policy models; and (2) model of corporate
social responsibility from stakeholder
management. In the first model, the focus is on
developing and evaluating corporate strategic
decision agreements with groups whose support is
necessary for the company's business continuity. It
can be said that this model focuses on ways that
can be used by companies to manage the
company's relationship with its stakeholders.
While the second model, company planning and
analysis is expanded to include external influences
that may be opposite for the company. These
opposing groups include regulatory agencies
(special interest governments concerned with
social issues).
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C. Profit Management

Schipper, (1989) in Rice, (2013) states that
earnings management is intentional management
intervention in the process of determining
earnings, usually to fulfill personal goals. Profit
engineering is carried out by managers because
they expect a benefit from this action. Earnings
management can cause accounting distortions,
where managers can use accounting choices to
manipulate or beautify financial reports. Accrual
accounting that uses valuation allows managers to
choose the most appropriate accounting method
for their company. Earnings management can be
seen if managers choose actions with cash flow
consequences for the purpose of changing profits,
so that managers or companies can ignore good
business practices, especially if the level of profit
earned is related to management performance
(Rice, 2013).

D. Institutional Ownership

According to Nabela (2012), institutional
ownership is the proportion of shares owned by
other institutions at the end of the year as
measured by percentage. The institutional
ownership variable is measured by the percentage
of shares owned by other institutions outside the
company of the company's total outstanding
shares.

According to Bernandhi (2013), institutional
ownership is ownership of shares in a company by
institutions or institutions such as insurance
companies, banks, investment companies and other
institutional ownership. Institutional ownership has
a very important role in minimizing agency
conflicts that occur between managers and
shareholders. The existence of institutional
investors is considered capable of being an
effective monitoring mechanism in every decision
taken by managers.

E. Financial Performance

Measuring financial performance is an effort made
to evaluate a company's efficiency and
effectiveness in generating profits. From this
measurement can be seen the company's financial
growth. A healthy company is a company that can
achieve predetermined financial performance. In
measuring financial performance, there are several
ratios used to assess a company's financial
performance (Wibowo, 2020). Researchers use
profitability ratios for this study.

According to Hery (2016) profitability is a ratio
that can show a company's ability to generate

profits from sales activities, use of assets, and use
of capital. This ratio can also be used to measure
the level of management effectiveness in carrying
out company operational activities. For investors,
information about profitability can help them see
whether to maintain their investment in the
company or look for other alternatives (Muljiani &
Jayanti, 2021)

F. Sustainability Report

The Global Reporting Initiative (GRI) is a
framework created to describe a company's
sustainability report. GRI was created as a specific
standard to guide sustainability reports in order to
produce reliable, relevant and standardized
information in  decision-making efforts for
stakeholders. According to the Global Reporting
Initiative (GRI), sustainability reports are defined
as a system of company reporting practices to
measure, understand and disclose social,
environmental and economic information as part
of the responsibilities of internal and external
stakeholders related to organizational achievement
of sustainable development goals. Sustainability
reports are needed by companies to provide
information to stakeholders and as a corporate
responsibility to maintain corporate image. There
are many benefits of disclosing sustainability
reports, namely increasing company reputation,
providing transparency to variables (GRI, 2016).

Sustainability reports present reports that not only
contain financial performance information, but
also non-financial information consisting of
information on social and environmental activities
that enable sustainable company growth
(sustainable performance). This report can be used
by investors to assist in considering whether it is
appropriate to invest in a company (Adhipradana
& Daljono, 2014). Sustainability reports are also
used by government agencies such as the Ministry
of Environment to assess the environmental
performance of companies in each reporting
organization. As in Indonesia, CSR disclosure
rules are regulated in Bapepam Regulations and
Law No. 40/2007 concerning Limited Liability
Companies. Disclosure of sustainability reports in
predetermined rules is in the form of a stand-alone
report, but there are still many implementations of
CSR that are used in connection with the
company's annual report (Gunawan, 2010).

G. Company Size

Jogiyanto, (2016) states that company size is a
scale which can classify company size according
to various ways (total assets, sales turnover,
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production volume, and others). Basically,
company size is only divided into 3 categories,
namely large companies, medium size companies,
and small firms. The determination of company
size is based on sales turnover, number of products
sold, company capital and total company assets.

According to Widiastari and Yasa, (2018) stated
that company size is a scale in which the size of
the company can be classified as measured by total
assets, number of sales, share value and so on. The
formula for company size (Kogiyanto, 2016) can
be determined by: company size: Log N (Total
Asset)

H. Conceptual Hypothesis

1. The Influence of Institutional Ownership on
Earnings Management

Institutional ownership plays a role in every
decision taken by managers. So that institutional
investors can influence managers in carrying out
earnings management actions to show the
company's financial performance so that it looks
good.

This is supported by research conducted by
Fransiska and Heronimus, (2018) which shows
that institutional ownership has a positive effect on
earnings management, where the number or
number of shares owned by institutions can affect
the size of earnings management carried out by
management. Unlike the research conducted by
Sumanto and Kiswanto, (2014) the results of
institutional ownership have a negative effect on
earnings management. Therefore, the hypothesis
formulated in this research is:

H: Institutional Ownership has a positive effect
on Earnings Management

2. The Influence of Financial Performance on
Earnings Management

Financial performance shows the results of the
achievement and success of the company which
can be interpreted as the results that have been
achieved for the various activities that have been
carried out. Based on the agency theory, the
principal supervises the performance of the agent
through  financial  reports  submitted by
management. Financial performance is seen
through the profitability ratio, namely Return On
Assets (ROA) which shows the level of a
company's ability to generate profits. Stable
financial performance will increase market
confidence so that the company maintains
consistent profit levels. The higher the Return On
Assets owned, the more efficient the use of assets

will increase the company's profit. The acquisition
of large profits will attract the attention of
investors because with large profits the company
will have a higher rate of return. If the measured
financial performance is higher, the better the asset
productivity in obtaining net profit. This causes
Return on Assets to encourage management to
carry out earnings management.

In the research conducted by Indra, (2017) stated
that financial performance as measured by
profitability ratios has a positive influence on
earnings management. The results of this study are
also supported by research conducted by Astari
and Suryanawa, (2017); Nurminda, (2017) which
states that financial performance as measured by
profitability ratios, namely ROA, has a positive
effect on earnings management. Therefore, the
hypothesis formulated in this study is:

H,: Financial Performance has a negative effect
on Earnings Management

3. The Influence of Sustainability Reports on
Profit Management

According to Gunawan (2015), sustainability
reports provide information on sustainability
performance that has been and is being carried out,
and targets and commitments in maintaining
sustainability reporting. In the sustainability report,
the company reveals negative and positive impacts
on the economy, environment and social which
shows the development of sustainability activities
and company strategy.

Previous research suggests that sustainability
engagement is due to a long-term perspective for
sustainable business operations, while others
consider sustainability to be a practice misused by
managers to cover up their opportunistic behavior.
In research conducted by Chouaibi and Zouari,
(2021) the role of corporate social responsibility
(CSR) is in limiting profit manipulation. Research
by Buertey, et al., (2020) identified that CSR
reduces discretionary accruals. The research
conducted by them has different definitions.
Where sustainability performance refers to accrual
activities related to sustainable development
strategies. Therefore, the hypothesis formulated in
this study is:

H : Sustainability Report has a negative effect on
Earnings Management

4. Company Size Moderates Institutional
Ownership of Earnings Management

Company size will reflect the company's ability to
finance operational needs in the future and have a
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positive influence on investment (Adiwibowo,
2018). Company size as a moderating variable also
has a role in strengthening or weakening the
influence of institutional ownership on earnings
management. Institutional ownership has a role in
carrying out oversight of company management
policies. This action is used to monitor company
performance and is able to reduce opportunistic
behavior where institutional ownership is a tool for
the company's internal control.

In research conducted by Gemi (2019), company
size has a significant role and strengthens the
influence of institutional ownership on earnings
management, meaning that large companies that
have institutional ownership find it easy to carry
out earnings management by reducing profit
figures. Therefore, the hypothesis formulated in
this study is:

H, : Firm size moderates the effect of institutional
ownership on earnings management

5. Company Size moderates Financial
Performance on Earnings Management
Company size is a value that shows the size of a
company. Large companies have more extensive
information than small companies so that the
availability of information in large companies is
higher. (Ross, 1977) explained that the
management of a company is compelled to publish
information owned by the company to attract
investors. So that information inequality will
decrease and external parties will be more critical
in the company's financial performance files

The effectiveness of management in generating
company profits can be proven in measuring
profitability ratios (Setyawan, 2019). Based on
(Gayatri, 2017) states that company size as a
company step in adjusting the accounting system is
related to increasing company profits. The
mechanism of company size is able to control
management by means of effective and efficient
monitoring, thus suppressing the actions of
earnings management, because the higher the size
of the company, the higher the company's
performance (Kao, 2019).

Research conducted by Marpaung, (2019) and
Widiastari and Yasa, (2018) concluded that
company size is able to moderate the effect of
financial performance. In contrast to the research
results of Utama and Fidiana, (2016) it is stated
that company size is not able to moderate the
effect of financial performance on earnings

management. Therefore, the hypothesis formulated
in this study is:

Hs : Firm size moderates the effect of financial
performance on earnings management.

6. Company Size moderates Sustainability
Reports on Earnings Management

In general, company size is divided into 3 forms,
namely large, medium and small. This measure is
the total assets owned by a company. When
compared to small companies, medium to large
companies are more likely to be encouraged to
carry out earnings management 5ehaviour. This is
because the need for funds is obtained from
investors, so that earnings management can be
carried out so that the financial statements look
good and investors are interested in investing in
the company. Moreover, currently large companies
are required to report corporate sustainability
reports every year

As research conducted by Purwanti, (2018) states
that company size is able to moderate
sustainability reports. The greater the efficiency of
using company reports, the higher the relationship
between social disclosure and  earnings
management. The role of company size as a
moderating variable in influencing sustainability
reports on earnings management supports the
research of Budiana and Budiasih (2020), where
the research shows that company size is able to
moderate the effect of sustainability reports on
earnings management. Therefore, the hypothesis
formulated in this study is:

H¢ . Company size moderates the influence of
sustainability reports on earnings management.

RESEARCH METHODOLOGY

A. Operational Definition and Variable
Measurement

1. Research Variable

The dependent variable in this study is earnings
management. The independent variables in this
study are institutional ownership, financial
performance, and sustainability reports. And the
moderating variable in this study is company size.

2. Profit Management

Earnings management is the behavior of managers
in reporting business activities, with the possibility
of certain motives for manipulating profit reports
which can have a negative impact on earnings
quality because it can distort the information
contained in the profit and loss report. (Herry,
2018). Earnings management is measured by
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discretionary accruals using the Modified Jones
Model (Dechow, 1995) with the formula:

a) Calculating total accruals with the difference
between net profit and operating cash flow:

b) Calculating the value of accruals with the
previous year's net in the equation of multiple
linear regression or Ordinary Least Square (OLS):
TAplAij—1 = By (MAje—q) + B2 (ARevylAj—q) +
B3 (PPE /A1) *+ €

c) Calculating the wvalue of non-discretionary
accruals (NDA):

NDA; = By (UAy—1) + B2 (ARev;/Ay—1- ARecy,
lAjt-1) + B3 (PPE/Ai—1)

d) Calculating discretionary accruals by
subtracting the value of accruals and the value of
non-discretionary accruals:

DAy =TAy/Air-1 — NDAy

e) In preparing the calculation of earnings
management, it is obtained by means of an
absolute value of the total discretionary accruals.

3. Institutional Ownership

Institutional Ownership is ownership of company
shares owned by institutions that are able to play
an important role in supervising, disciplining and
influencing managers so that they can force
management to avoid selfish behavior (Darsani,
2021). The measurement limits are measured from
the Independent Commissioner, with the formula:
Kl = holding owned by institution/number of
holding outstanding

4. Financial Performance

According to Fahmi (2013), company financial
performance is an analysis carried out to see the
extent to which a company has implemented
financial implementation rules properly and
correctly. Financial performance is proxied by
profitability. In this research, profitability is
measured by return on assets (ROA) with the
following formula:

Return on Assets (ROA) = Running profits/total
assets

5. Sustainability Report

Sustainability Report is a report carried out by a
company to measure, disclose, and the company's
efforts to become a company that is accountable to
all stakeholders for the purpose of company
performance towards sustainable development,
where in this report there are disclosure principles
and standards that able to reflect the level of
company  activity related to  economic,

environmental and social aspects. Researchers use
GRI G4 as an assessment standard to determine
the quality of sustainability reports in
manufacturing companies. This will allow
companies to measure costs based on each
company's disclosure index which is calculated by
dividing the company's net income by the amount
the company is expected to disclose (Mauludy &
Faigoh, 2018). Sustainability report measurements
can be formulated as follows:

Sustainability report = n/k

6. Company Size

In this research, the author uses company size as a
moderating variable. Company size is a scale
which can be classified into large companies,
medium companies and small companies based on
total assets, log size, share market value and
others. (Suwito, 2017). In this research, company
size is calculated by the natural log of total assets.

. Company Size: Ln (Total Assets)

B. Population and Sample

The data population used in this research is
financial report data from manufacturing
companies listed on the Indonesia Stock Exchange
in  2019-2022 via the official website
www.IDX.co.id. The sample that is the source of
data in this research is Manufacturing Sector
companies on the Indonesia Stock Exchange
which consistently report company financial
reports for the 2019-2022 period. The number of
companies according to the criteria is 30
manufacturing companies listed on the Indonesia
Stock Exchange, with a total of 120 observations.

C. Data Analysis Method

The data analysis technique used in this research is
multiple regression analysis. This analysis is used
to find out and obtain an overview of the influence
of institutional ownership, company performance
and sustainability reports on profit management of
listed companies on the Indonesian Stock
Exchange in 2019-2022 with the help of the SPSS
(Statistical Product and Service Solution) version
25 program.

RESULTS

A. Descriptive Statistical Analysis

Descriptive statistical analysis is used to provide a
general overview or description of data. In this
study, the results of the descriptive statistical tests
were presented in tabular form which provided
information on the minimum value, maximum
value, mean value and standard deviation.
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Table 1: Descriptive Statistical Test Results

Descriptive Statistics

N | Minimum | Maximum Mean Std. Deviation
Institutional Ownership | 102 | .500820 994350 77043580 154777051
Financial performance | 102 | .000230 482220 .08594394 .090996316
Sustainability Report 102 | .373620 .626370 52138210 .050344034
Profit management 102 | .00616600 | .92522000 | .2349014983 | .28205082532
LNUP 102 | 12.73 30.73 23.2481 6.08247
Valid N (listwise) 102

(Source: SPSS 25, 2023)

Based on tests carried out on manufacturing
companies listed on the IDX for the 2019-2022
period, the following statistical test results were
obtained:

1. Institutional Ownership (IC) shows a maximum
value of 0.994350 owned by PT Tunas Alfin Tbk
in 2019 to 2022, which means that there are
around 99.4% of the company's shares owned by
institutional ownership and a minimum value of
0.500820 owned by PT Indofood Sukses Makmur
Tbk in 2019 to 2022, which means that around
50.08% of the company's shares are owned by
institutional ownership.

2. Financial Performance shows a maximum value
of 0.482220 owned by PT Waskita Beton Precast
Tbk in 2020 and a minimum value of 0.000230
owned by PT Sekar Bumi Thk in 2020.

3. The Sustainability Report (LK) shows a
maximum value of 0.626370 owned by PT Mayora
Indah Tbk in 2022 and a minimum value of
0.373620 owned by PT Wilmar Cahaya Indonesia
Tbk in 2019.

4. Profit Management (ML) Shows a maximum
Discretionary accruals value of 0.96 owned by PT
Hanjaya Mandala Sampoerna Thk in 2020 and a
minimum of 0.08 owned by PT Ultrajaya Milk
Industry Thk in 2019.

5. Company Size (UP) Shows a maximum value of
30.73 owned by PT Mayora Indah Thk in 2022
and a minimum value of 12.73 owned by PT Astra
International Thk in 2020.

B. Analysis of Research Results
1. Classic assumption test

1) Normality test

Based on the results of the one sample
Kolmogorov-Smirnov test, it shows that the data
used in this research is normally distributed. The
test result is 0.077 which means it is greater than
the predetermined a (a=0.05)

2. Multicollinearity Test

Based on the results of the multicollinearity test
conducted on SPSS 25, the collinearity tolerance
value is greater than 0.10 and the VIF value for all
variables is less than 10. Based on these two
values, it can be concluded that there is no
multicollinearity occurring in this research model.

3. Heteroskedasticity Test

Based on the results of the heteroscedasticity test
using the Glesjer method, it shows that the
significance value for each variable is greater than
0.05. Based on these values, it can be concluded
that there are no symptoms of heteroscedasticity in
this research model.

4. Autocorrelation Test

Researchers used o of 5% with a total of 100 data
(n=100) with a total of 3 independent variables
(k=3). Based on the results of the study, it was
shown that the d value obtained from the Durbin-
Watson test was between Du and 4-Du with: 0.488
< 0.639 < 1.257. It can be concluded that this
research model is free of autocorrelation.

5. Hypothesis testing
Simultaneous Test (F Test)

Table 2: F Test Results

ANOVA®
Model Sum of Squares Df Mean Square F Sig.
1 | Regression 2.538 4 634 11.451 .000°
Residual 5.374 97 .055
Total 7.912 101
a. Dependent Variable: Profit management
b. Predictors: (Constant), LNUP, Sustainability Report, Financial Performance, Institutional Ownership

(Source: SPSS 25, 2023)
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From the results of the F test using ANOVA in the
SPSS application, a significance value of 0.000
(Less than 0.05) was obtained. based on these
results it was concluded that the variables of

sustainability reports simultaneously have a
significant effect on earnings management. With
these results, this regression model can be said to
be feasible.

institutional ownership, financial performance and
Table 3: F Test Results with Moderating Variables

ANOVA?®
Model Sum of Squares | Df | Mean Square F Sig.
1 | Regression | .404 3 135 10.760 | .000
Residual 1.226 98 |.013
Total 1.630 101
a. Dependent Variable: Res
b. Predictors: (Constant), UP_ROA, KI_UP, SR_UP

(Source: SPSS 25, 2023)

earnings management with company size as a
moderating variable. With these results, this
regression model can be said to be feasible.

Based on these results, it is concluded that the
variables institutional  ownership,  financial
performance and sustainability reports
simultaneously have a significant effect on
2. Determination Coefficient Test

Table 4: Test Results for the Coefficient of Determination

Model Summary”

Model | R R Adjusted | Std. Error of Change Statistics Durbin-
Square | R Square | the Estimate R F dfl | df2 | Sig. F | Watson
Square | Change Change
Change
566° | .321 293 .23538079267 | .321 11451 |4 |97 |.000 0.639

1
a. Predictors: (Constant), LNUP, Sustainability Report, Financial Performance, Institutional Ownership
b. Dependent Variable: Profit Management

(Source: SPSS 25, 2023)

the rest is influenced by other variables not
examined in this study.

Based on the table above, it can be seen that the
adjusted r square value shows a value of 0.293.
this means that the variables of institutional
ownership, financial performance, and
sustainability reports are able to explain their
effect on earnings management by 29.3%, while

Then, in the second model a moderating variable is
included in conducting the test. In this second
model, we also tested the coefficient of
determination again in the regression model with
the following results:

Table 5: Coefficient Test Results with Moderating Variables

Model Summary”

Model | R R Adjusted | Std. Error Change Statistics Durbin-
Square | R Square of the R F dfl | df2 | Sig.F Watson
Estimate | Square | Change Change
Change
1 498° | .248 225 11184 248 10.760 |3 98 | .000 0.861

a. Predictors: (Constant), UP_ROA, KI_UP, SR_UP

b. Dependent Variable: Res

(Source: SPSS 25, 2023)

company size are able to explain the earnings
management variable by 22.5%.

The adjusted r square value after the moderating
variable shows a value of 0.225. That is, the
independent variables after being moderated by
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3. Partial Test (t test)

Table 6: Moderated Regression Analysis Test Results

Coefficients®

Model Unstandardized | Standardized t Sig. Correlations Collinearity
Coefficients Coefficients Statistics
B Std. Beta Zero- | Partial | Part | Tolerance | VIF
Error order
(Constant) 460 .298 1.544 | 126
Institutional | 1.130 | .546 .660 2.067 | .041 | .112 | .210 177 | .071 13.987
Ownership
Financial -2.050 | 1.022 | -.704 - .048 | -.013 | -.204 - .059 16.923
performance 2.005 71
Sustainability | -.235 | .999 -.045 -236 | .814 | -.137 | -.024 - 202 4.942
Report .020
KI_UP -027 |.024 -.675 - 261 | -.257 | -.116 - .020 48.908
1.130 .097
KK_UP 071 .043 567 1.642 | .104 | -.123 | .168 140 | .061 16.349
SR_UP -022 |.036 -.279 -605 | .546 | -.462 | -.063 - .034 29.062
.052

a. Dependent Variable: SQRTEM

(Source: SPSS 25, 2023)

The following are the results of the MRA test

using SPSS:

e The institutional ownership variable shows a
significance value of 0.041 <0.05, so H1 is
accepted, so it can be concluded that the
institutional ownership variable has a positive
effect on earnings management.

e The financial performance variable shows a
significance value of 0.048 <0.05 the value of
the t result is negative, so H2 is accepted, so it
can be concluded that the financial
performance variable has a positive effect on
earnings management.

e The sustainability report variable shows a
value of 0.814 > 0.05, so H3 is rejected, so it
can be concluded that the sustainability report
variable has a negative effect on earnings
management.

e Institutional ownership variable moderated by
firm size shows a significance value of 0.261 >
0.05, then H4 is rejected so it can be
concluded that firm size does not moderate
institutional ownership of earnings
management.

e The financial performance variable moderated
by company size shows a significance value of
0.104 > 0.05, then H5 is rejected so it can be
concluded that company size does not
moderate financial performance on earnings
management.

e Sustainability report variable moderated by
company size shows a significance value of

0.546 > 0.05, then H6 is rejected so it can be
concluded that company size does not
moderate sustainability reports on earnings
management.

DISCUSSION

Hypothesis 1:

A significance value of 0.041 <0.05 with a
regression coefficient of 1.13 means that H1 is
accepted, which means that institutional ownership
has a positive effect on earnings management.

It can be said that by increasing institutional
ownership it will improve earnings management.
What is done by institutional shareholders in
Indonesia is in fact done by the directors of
companies that buy shares (investors). The
directors of investor companies always change
according to the general meeting of shareholders,
therefore the supervision carried out on companies
that issue shares (investees) is relatively often
ineffective/strict, this will cause the management
that issues shares to be more flexible in carrying
out earnings management. this is in contrast to
research conducted by Febria (2020), the level of
institutional ownership in companies has no effect
on earnings management.

H2 = Significance value 0.048 <0.05 with a
regression coefficient of -2.05 then H2 is accepted,
which means that financial performance has a
negative effect on earnings management.
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This shows that the company's good financial
performance means that management no longer
needs to do earnings management. This is in
accordance with the agency theory which says that
management has an interest so that its performance
is assessed well by investors. Conversely, if the
financial performance in one period is not good
(loss) then management will tend to do earnings
management to cover up its failure in managing
the Company.

H3 = Significance value of 0.814 then H3 is
rejected, which means that sustainability reports
have no effect on earnings management.

So it can be concluded that the sustainability report
has no effect on earnings management. This is
because corporate social responsibility is a
government regulation that must be obeyed for the
long-term benefit of society. Expenditures for
long-term  social interests are  relatively
insignificant, so this will not greatly affect the
company's financial performance. Therefore the
sustainability report will not affect earnings
management.

H4 = Significance value 0.261 > 0.06 then H4 is
rejected which means company size does not
moderate institutional ownership of earnings
management.

Firm size as a moderating variable and institutional
ownership as a form of management oversight in
large  manufacturing companies can reduce
earnings management practices. This conclusion is
in contrast to research conducted by Muhammad,
(2022) which shows that earnings management
practices can be reduced by controlling oversight
of financial management. This is because in this
study most of the data on the size of the company
does not vary significantly, there are no very small
or very large company sizes.

H5 = Significance value 0.104 > 0.05 then H5 is
rejected, which means that company size does not
moderate financial performance on earnings
management.

Increasing company size does not prove capable of
reducing deviant earnings management actions.
The impact of decreasing financial performance so
that it still has unstable performance, the size of
the company is expected to be able to become a
monitoring in the behavior of company
management on financial performance.

H6 = Significance value 0.546 > 0.05, then H6 is
rejected, which means that company size does not

moderate sustainability reports on earnings
management.

This indicates that there is no significant role of
company size in influencing the relationship
between sustainability reports and earnings
management. This is because the size of
companies involved in sustainability performance
practices has little effect on manipulating earnings
by reducing discretionary earnings to benefit from
higher debt.

CONCLUSION

The conclusions in this study are that institutional
ownership has a positive effect on earnings
management, financial performance has a negative
effect on earnings management and sustainability
reports have no effect on earnings management.
Company size does not moderate the variables
Institutional Ownership, Financial Performance,
and  Sustainability Reports on  Earnings
Management. There are research limitations
experienced and can be factors that future
researchers can pay attention to, namely:

1. This research only examines manufacturing
company objects.

2. Earnings management is only measured based
on accrual data in financial reports.

JFrom the Adjusted R square calculation, it shows
only 29.3% and thus there are many other factors
that affect earnings management, therefore it is
necessary to study more both internal factors and
external factors that can influence management to
manage earnings.
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