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1. INTRODUCTION

Financial statements are an important source of information for various parties in economic
decision-making. Accounting information submitted through financial statements should ideally be
prepared according to applicable standards so that it can be reliable. However, in practice, financial
statements can be legally manipulated through certain accounting policies carried out by management
to achieve personal goals. This phenomenon is known as earning management or profit management
(Khuong et al., 2019).

Profit management is one of the main issues in accounting because it has a wide impact, not only
economically, but also ethically. The asymmetry of information between management as an agent and
the owner of the company as a principal is one of the causes of this practice. In this situation, the
manager has more access to information than the owner and may choose to convey information that
benefits him, even if it does not reflect the actual condition (Mahrani & Soewarno, 2018). Profits, which
should be an objective indicator of company performance, can actually be engineered for certain
interests.
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According to Mayasari et al. (2019), profit management occurs when management is directly
involved in the process of preparing financial statements to influence the perception of stakeholders,
either by raising, decreasing, or leveling profits. Firnanti et al. (2019) explain that this practice generally
arises due to a mismatch of interests between shareholders and management, as described in agency
theory.

One of the mechanisms that is believed to be able to minimize profit management practices is the
implementation of Good Corporate Governance (GCG). GCG is a framework that regulates the
relationship between the board of commissioners, directors, shareholders, and other interested parties
(Mafruhah, 2020). With a good GCG implementation, agency costs can be reduced and managers'
opportunities to manipulate financial information can be minimized (Susanto et al., 2019). Today, the
implementation of GCG is an important concern in almost all business sectors, as the demand for
transparency and accountability increases.

Another factor that is suspected to have influenced profit management practices is firm size.
Company size can be measured through total assets, log size, stock market value, and other indicators
(Purnama & Taufiq, 2021). Large-scale companies tend to be more careful in compiling financial
statements due to the spotlight from the public and larger regulators, so profit management is carried
out more efficiently (Fathihani & Haris Nasution, 2021). Large companies generally have a higher level
of stability and involve more parties in their operations, so the decisions taken have a wider effect on
the public (Suheny, 2019). Therefore, large companies are assumed to be more likely to avoid profit
management practices.

A real example of alleged profit management practices can be found in leading automotive
companies such as Toyota. In the first quarter of 2017, Toyota reported a decline in profit for the first
time in five years, despite an increase in vehicle sales compared to the previous period. Toyota revealed
that exchange rate fluctuations and high costs are the main causes of declining profits (Setiawan, 2017).
The company also issued a profit warning for the following year, signaling significant pressure on their
financial performance. In this situation, there are allegations that the company is trying to manage its
financial statements to maintain market confidence.

Profit management practices are not only limited to accounting recording engineering, but can
also be in the form of policies that have a direct impact on the company's cash flow (Subramanyam,
2020). This is a serious concern because it has caused damage to business ethics and the financial
integrity of the company (Manik, 2022).

Various previous studies have examined the factors that influence profit management practices.
Regarding GCG, there are differences in the findings. Research by Mulyadi et al. (2024), Pangesti et al.
(2023), and Rahmanjani et al. (2023) shows that GCG has a positive effect on profit management.
However, other studies such as Saputra (2022) and Supatminingsih (2020) actually found a negative
influence. Similarly, firm size, where several researchers such as Tetradia & Priantinah (2023), Fadhilah
(2022), and Joe & Ginting (2022) stated that there was a positive and significant influence on profit
management, while Rianto (2021) found the opposite influence.

This research offers novelty by taking the automotive sector as the object of study, a sector that is
relatively rarely studied in the context of the influence of GCG and firm size on profit management. In
addition, the period used, namely 2019-2023, covers the period before and after the COVID-19
pandemic, which also puts great pressure on the financial performance of companies, including
automotive companies. This opens up the possibility of profit management practices to maintain the
stability of financial statements amid extraordinary economic pressure.

Based on this background, this study aims to analyze the influence of Good Corporate Governance
and firm size on earning management practices in automotive companies listed on the Indonesia Stock
Exchange (IDX) during the 2019-2023 period.
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2. METHODS

This study uses a quantitative approach with a secondary type of data obtained from the financial
statements of automotive companies listed on the Indonesia Stock Exchange (IDX) during the 2019-
2023 period. The population in this study is all automotive companies on the IDX as many as 12
companies, and the sample selection was carried out using purposive sampling techniques with the
following criteria: (1) companies listed on the IDX in 2019-2023, (2) not delisted, and (3) having
complete data related to the research variables. This study aims to analyze the influence of Good
Corporate Governance (measured by the proportion of independent commissioners) and company size
(calculated from the logarithm of total assets) on profit management (calculated using the Jones
Modified Model).

The operational definitions of variables in this study include: (1) Good Corporate Governance (X1),
which is measured from the ratio of independent commissioners to total commissioners; (2) Firm Size
(X2), measured using natural logarithms of the company's total assets; and (3) Earnings Management
(Y), calculated with Discretionary Accruals based on the Modified Jones Model in three stages, namely
the calculation of total accruals (TA), estimated non-discretionary accruals (NDA), and the difference
between TA and NDA as the value of discretionary accruals. These variables were chosen to test the
structural influence and size of the company on management's tendency to engineer profits.

The data analysis technique used was multiple linear regression analysis with the help of the SPSS
version 26 program, preceded by descriptive statistical analysis and classical assumption tests,
including normality tests (Kolmogorov-Smirnov), multicollinearity tests (VIF and Tolerance), and
autocorrelation tests (Durbin-Watson). The documentation method is used as a data collection
technique by examining financial statements and relevant documents from the IDX's official website
and other legitimate sources.

3.  FINDINGS AND DISCUSSION

Research Results
4.1.1 Individual Parameter Significance Test (T Test)

The significance test of individual parameters or the T test is used to determine the magnitude or
small influence of each independent variable on the dependent variable. Independent variables can be
said to have an effect on dependent variables if the significance probability value is less than 0.05 or
5%.

Table 4. 8 Results of Individual Parameter Significance Test

Coefficients?
Unstandardized Standardized
Coefficients Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) 14.408 2.683 5.369 .000
Good_Corporate_Gover 18.698 4.151 .508 4.505 .000
nance
Firm_Size -.040 .009 -.503 -4.462 .000

a. Dependent Variable: Earning_Management

Source : Data processed with SPSS 26 (2025)

Based on the results of the Regression test above, the following can be formulated:
Y=14,408+18,698X1-0,040Xz+e
The explanation is as follows:
1. The constant of 14.408 means that if the value of good corporate governance and firm size does not
change, then the value of earning management is 14.408.
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2. The regression coefficient of good corporate governance is 18.698 (positive), which is calculated for
every increase in good corporate governance, which will increase earning management by 18.698.

3. The firm size regression coefficient is -0.040 (negative), which means that every increase in firm sie by
one unit, will decrease earnings management by 0.040.

Based on Table 4.8, the significance value is 0.000<0.005, which means that good corporate
governance has a positive and significant effect on earning management. Thus, the research hypothesis
that reads, "Good corporate governance has a significant positive effect on earning management,” was
accepted.

Based on Table 4.8, the significance value is 0.000<0.005, which means that firm size has a negative
and significant effect on earnings management. Thus, the research hypothesis that reads, "firm size has a
significant positive effect on earnings management,” is rejected.

4.1.2 TestF

The F test or called the simultaneous significance test is a test used to find out whether all
independent variables have a simultaneous effect on dependent variables. Independent variables can
be said to have a simultaneous effect on dependent variables if they have a significance level of < 0.05.

Table 4. 9 Simultaneous Significance Test Results

ANOVA-
Sum of

Model Squares df Mean Square F Sig.
1 Regression 340.510 2 170.255 18.597 .000P

Residual 384.512 42 9.155

Total 725.023 44
a. Dependent Variable: Earning_Management
b. Predictors: (Constant), Firm_Size, Good_Corporate_Governance

Source : Data processed with SPSS 26 (2025)

Based on table 4.9 above, the simultaneous significance value or F test is obtained of 18,578 with a
significance of 0.000, where the significance is smaller than 0.05 (a=5%), and F is calculated to be greater
than F of the table (18,597 > 3.21) so that it can be concluded that the variables of good corporate governance
and firm size have a joint effect on the earning management variable. Thus, the research hypothesis that
reads, "good corporate governance and firm size simultaneously have a significant effect on earning
management variables,” was accepted.

4.1.3 Coefficient of Determination Test (R2)

The Determination coefficient test (R2) is a test used to measure the ability of independent
variables to interpret dependent variables. The value of R2 ranges from zero to one. If the value of the
coefficient of determination is small, it indicates that the independent variable cannot provide the
information needed to explain the dependent variable or in the sense that the independent variable has
a fairly limited ability, while if the value of R2 is close to or equal to one thing, it means that the
independent variable provides all the information needed to project all dependent variables.
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Table 4. 10 Determination Coefficient Test Results

Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .6852 470 444 3.02573

a. Predictors: (Constant), Firm_Size,
Good_Corporate_Governance
Source : Data processed with SPSS 26 (2025)

Based on Table 4.10 above, the Adjusted R Square value is 0.444. This shows that the variables of good
corporate governance and firm size simultaneously affect earning management by 44.4% and the remaining
55.6% are explained by other variables outside this study.

Discussion
4.1.4The Influence of Good Corporate Governance on Earning Management

The results of the analysis show that good corporate governance proxied by the proportion of
independent board of commissioners has a significant positive effect on the earnings management of
automotive companies listed on the IDX in 2019 — 2023, with a significance value of 0.000<0.005.

Profit management is a practice carried out by the company's management to influence financial
statements to suit certain interests, either to influence investors, increase the company's value, or meet
financial targets. This significant positive influence shows that the existence of a higher independent
board of commissioners tends to provide space for management to carry out profit management. This
is contrary to the common assumption that an independent board of commissioners acts as an effective
supervisor that reduces manipulation of financial statements.

One of the factors that can explain this positive influence is the weak supervision mechanism and
limitations in the independence of the board of commissioners. Although independent boards of
commissioners are supposed to act without management influence, in reality, many independent board
members have social or economic attachments to management, so they are less likely to be completely
independent in carrying out supervisory functions. In addition, in some cases, the board of
commissioners may not have sufficient expertise or access to understand the complexities of financial
statements, especially in a technical industry such as automotive.

Furthermore, the Agency's theory also highlights the importance of incentives for independent
boards of commissioners in carrying out their supervisory functions. Jensen and Meckling (1976) stated
that to minimize agency problems, agents need to be given incentives that are in line with the interests
of the owner. However, if the incentives of independent board of commissioners are more oriented
towards short-term performance or specific financial targets, they may become more permissive
towards profit management practices. This research indicates that in the context of automotive
companies in Indonesia, such incentives may not have been designed effectively to support strong
oversight of profit management.

These findings highlight the importance of improvements in good corporate governance practices
in Indonesian automotive companies. One way to improve the effectiveness of independent boards of
commissioners is to improve recruitment mechanisms and provide specialized training that focuses on
financial oversight and financial reporting. With a better understanding of the automotive industry and
the potential for financial manipulation, an independent board of commissioners is expected to be more
effective in preventing profit management practices.

In conclusion, although the Agency's theory suggests that an independent board of commissioners
can reduce agency problems such as profit management, the results of an analysis of automotive
companies listed on the IDX show that the effect is actually significantly positive on profit management.
This reflects the challenges that companies still face in implementing good corporate governance
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effectively, especially in ensuring that the independent board of commissioners is truly able to carry
out its supervisory role.

The results of this study are in line with research conducted by Mulyadi et al. (2024), Pangesti et
al. (2023), and Rahmanjani et al. (2023), which stated that good corporate governance has a positive effect
on earning management. According to Mulyadi et al. (2024), this positive influence occurs due to pressure
from shareholders and management to achieve certain financial targets.

4.1.5The Effect of Firm Size on Earning Management

The results of the analysis show that firm size has a negative and significant effect on the earnings
management of automotive companies listed on the IDX in 2019 — 2023, with a significance value of
0.000<0.005

This means that the larger the size of the company, the less likely it is to perform profit
management. Large company size is usually associated with stronger oversight capabilities, both
internally and externally, which in turn reduces the manager's tendency to manipulate financial
reporting.

In large companies, the supervisory and governance structures of the company are more
sophisticated, thereby reducing information asymmetry between managers and owners. Stricter
supervision from shareholders, auditors, and government regulations makes it more difficult for large
companies to perform profit management. This is consistent with research by Watts and Zimmerman
(1986) which states that large corporations have higher political costs if they engage in financial
manipulation practices, so they tend to avoid such practices.

In addition, large companies are generally more scrutinized by the public and external
stakeholders such as regulators and the media. The reputation of a large company is very important,
and profit management practices can have a detrimental impact on a company's image. Therefore,
companies with large sizes tend to adhere more to stricter financial reporting standards to maintain the
integrity of their financial statements. Research conducted by Dechow and Schrand (2020) supports this
argument, finding that large companies are more focused on maintaining long-term reputations than
pursuing short-term profits through profit manipulation.

Furthermore, the larger size of the company is also related to the use of more advanced technology
and more transparent information systems. Large companies typically have infrastructure that
supports more accurate and integrated financial reporting. This system helps reduce the possibility of
errors or deliberate irregularities in financial statements. A robust internal control system also
minimizes the manager's chances of manipulating profits. Thus, large firm sizes create mechanisms
that prevent profit management practices through better systems.

External oversight of large companies also contributes to the reduction of profit management.
Large companies are often the subject of attention from financial analysts, the media, and regulators,
which significantly increases external scrutiny of their financial statements. This oversight makes large
companies more transparent and increases management accountability. According to research by Hope
and Thomas (2018), large companies with a wider shareholder base and international exposure are also
more frequently audited by large audit firms, which tend to have higher standards in ensuring the
quality of financial reporting.

In conclusion, the results of this analysis show that company size has a significant negative
influence on profit management practices in automotive companies listed on the IDX. Large companies
with better oversight systems, both internal and external, are more likely to produce honest and
transparent financial statements, reducing profit management opportunities.

The results of this study are in line with research conducted by Tetradia & Priantinah (2023), Afifah
Fadhilah (2022), and Joe & Ginting (2022), firm size has a negative and significant effect on earnings
management. The studies show that larger companies tend to find it more difficult to perform profit
management practices because they have more internal and external oversight. In addition, large

Alfin Nazlil Khanif, Sutarni / The Influence of Good Corporate Governance and Firm Size on Earning Management in Automotive Companies
Listed on the IDX in 2019 - 2023



Journal of Economics and Social Sciences (JESS) Vol. 4, 1 (January-June, 2025): 119-128 125 of 128

companies also have more complex organizational structures and more stakeholders who monitor
financial performance so that it can reduce the incentive to manipulate financial statements.

4.1.6 The Influence of Good Corporate Governance and Firm Size on Earning Management

The results of the analysis show that good corporate governance and firm size simultaneously have a
significant effect on the earnings management of automotive companies listed on the IDX in 2019 - 2023,
with a simultaneous significance value or F test of 18,578 with a significance of 0.000 where the value
is smaller than 0.05 and F is calculated to be greater than F table (18,597 >3.21).

The simultaneous influence between these two variables confirms that good corporate governance
mechanisms and company size are important factors in controlling profit manipulation practices in
automotive companies. The combination of effective supervision and large corporate scale helps
minimize the practice of manipulation of financial statements by management.

Firm size also plays an important role in reducing profit management. Larger companies tend to
have more complex and stronger internal control systems, as well as more stringent scrutiny from
various external stakeholders, such as investors, financial analysts, and the media. Research conducted
by Dechow, Sloan, & Sweeney (2018) shows that large companies tend to face more scrutiny from the
market, so they have a lower incentive to perform profit management. This oversight makes large
companies more focused on long-term sustainability than short-term gains through profit
manipulation.

The combination of GCG and firm size creates an environment where managers have a lower
incentive to do profit management. In companies that implement good governance and have a large
size, there is strict oversight from an independent board of commissioners as well as an effective audit
system, all of which play a role in ensuring the accuracy and transparency of financial statements.
Research by Beasley (2016) found that having a strong independent board of commissioners reduces
the likelihood of companies manipulating profits, while the large size of the company strengthens this
mechanism with more resources to implement strict supervision.

In addition, large companies tend to be more exposed to the capital market and the public.
Therefore, their reputation is crucial to maintaining the trust of investors and regulators. Good corporate
governance helps large companies in maintaining the credibility and integrity of their financial
statements. When GCG mechanisms are implemented well, managers find it more difficult to hide
information or manipulate financial statements because there is a stricter audit process and higher
transparency. The size of a company reinforces the impact of good governance because large companies
are generally more overseen by regulators and external auditors who are more credible.

The significant influence between GCG, firm size, and earning management also reflects the
importance of integrating corporate governance with appropriate management policies. Automotive
companies listed on the IDX during the 2019-2023 period tend to experience increased accountability
when these two factors run simultaneously. Good corporate governance allows companies to manage
conflicts of interest effectively, while large company sizes provide greater ability to enforce controls
and transparency.

The results of this study are in line with the research of Tiong & Sumari (2022) which states that
Good Corporate Governance and firm size have a simultaneous and significant effect on earning
management. The study also confirms that despite greater supervision, both factors can simultaneously
worsen earning management practices, suggesting an interaction between the influence of Good Corporate
Governance and company size on profit management policies within the company.

4. CONCLUSION

This study aims to empirically examine how the influence of good corporate governance (GCG)
and firm size on earning management practices in automotive companies listed on the Indonesia Stock
Exchange (IDX) during the 2019-2023 period. Data is obtained from the annual financial statements
published by each company. This study uses a quantitative approach with regression analysis to test
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the relationship between these variables, both partially and simultaneously. The main focus of this
study is to see the extent to which good corporate governance practices and company size can be factors
influencing managerial decisions in managing profits.

The results of the analysis show that good corporate governance has a significant and positive
influence on earning management, which indicates that the better the implementation of GCG, the
higher the likelihood of management managing profits. On the other hand, firm size shows a significant
and negative influence on earnings management, meaning that the larger the company's size, the lower
the tendency to do profit management. Simultaneously, these two variables have been proven to have
a significant effect on earning management. These findings confirm the importance of paying attention
to aspects of governance and company size in an effort to oversee and control managerial practices that
can affect the quality of financial reporting.
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