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Ahstraet

Purpase - The purpose of this paper 15 &0 deterneme e Erect mfuence od the mecharesm of good corporate
governanee HiC) amd corpomte socel eespossilality C5R) on finascial performance as well as throush
Bamngs pEngement o= o medifing vanable.

Desgnimiethodlograppreach — The data used (o this ressorch ame soopdary dag volviog H2
curnpanics lezed on thie Indemeszin Stods Exchange foe the peried 2004, The duts wsed 0 this study were
anahvoed nsing partial kast spore and cimeed oot wrh the help of sefiwsoe Warpd'ls 50,

Fmdimgs — The results shaw that the medanisin of {106 and C5B has o pesmtive effst o fmimcial
perfarmanse 87 wel a5 the L58 n financal performance

Origimalityivalee — The pesuls alzn chow partial medmoon of emwmpe manngoenmt o mpact of G006
mechamEres @ fimnoz| perfonnance ared il medotion of senings mnagerent w0 mEct of CSR o
firsirrial perfarrance.

bBeywords Exmmes monmrenent, Corpacate socnl responsitalite, Corporate governance,

Financsd pernmmime

Paper type Rresearch paper

I v dome thon
The presence of good corporate govermance 1GU0G) = abeolutely requred by an
nrganiztion, considermg GEG requires a2 good govemianee system which can assist in
boilding shareholder confidence and ensre that all stakeholders are treated equally. A good
systern will provide effective protection to shareholders o recover their mvestment
regsonably, appropriately and efficiently. and ensure that management acts for the benefit
of the company

Research on the effect of GCG on the firm performance has been conducted extensively,
Terwever, there are shll moonsistencies anong existmg rescarch resultz, Based on research
v Mastitoh and Trons 2013, usioe bank samples exastne in ndooesia, empincal evidence
vas fomd that showed that the board of commissioners and andit qualdy can mprove
fmuinicgal performance, while resesech Ty Hermivetti and Manik (2003 with 2 sample of 440
companxs bsted on the Indonesian Siock Exchange (DX} during the period 20062010,
ezccept for financial companies, found empincal evidence that GOG mechanism has oo effect
rn fmanci] performance.
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A company not only cperates for the benefit of sharchedders, but also for the mienests of
the stakeholders in busness practices Gwough the mplmentativn of comporate socal
responsibality (05K). C5R activity 18 hased on the theory of legiimacy which confams that
the cormpany confimues to wark to ensire that the company has operated in acoordance wiath
the reles and nomms prevaling m the sooety or envronment m o which the company s
haied, mwhach the company seeks toemsare that ibs operabonal activibes are accepied as
“legitimate” {Deegan, 202

The mplementation of C3R can soprove the company's pecformance as its reputation
and competitiveness moease. Fesearch on the effect of CSE on & company'’s fmancal
perfornunce has been conducted extensively. However, there are gtill inconsistencies among
the existing research results, Based on research by Saleh of of (20110 with sample
companes sted on Bursa Malaysm in the peniod of 1592005, thens 1s provided empmical
evidence that the mplementzbon of C3E has a senificant positive effect sn financal
performance, while research by Mwangi and Jeradich (2013, with samples of manufscturing
companies and consiruction lizted on the Mawohi Siock Exclhange in 2007-2011, found
empirical evidence that CSR has no effect on the financial performance of the company.

The inciastency of previcls tesearch results pompied the reseacher to use anather
varible that could mediate the rélationship between GOG and C3K with the company’s
fmincial performance. The awthors are inferested mreexamming the effect of GOG and C5R
an fmancial performance by meotporating earmings mansgement a5 a medintion variahke,

Earnmgs managemsnt can occur as & resuli of information asymmetry I:ﬂ:i'!.r.'em the
managemnent gent) and the owner (principal) in which the manager gives a signal of
the comdifion of the company to the owner bt does not convey the informabion aceordmg
to the actual eondition. Under these dreametances, & control mechanism that aligns the
different interests between both parties s necded One of the mechanisms that can be
used 15 the GOG mechamsm Uswigbe of ol (2014) found that the sme of the boand of
crmmissioners and independent commissioners mEy decrease SUMngs MAnEFEMENT
actions by managers, while the duality of the CED has a zignificant positive effect on
Ermngs mansgement.

CSR activaty 1= often used by company managens as an entrenchment strateny n
managmg oorporate profis Managers manpubte inoome by using CSR activites asa
stratey to mamtam relationships and gam support from shareholders and stakeholders
Pror e al, 2H08)

Based on the desmiptam that has been deschoesed, the authors are inferested to cxamine
the effect of GOG and CSR on financial performance by incorporating earmings management
as a8 mediation variable, This research develops Sebiawan's (215} research. This paper will
b fulkowed by an overview of Literabore review, research methods, mesults and decwsion
and conclesions

Literature review

Agency Hreory

Jensen and Meckling (1976} describe the agency relstionship a5 a rebtionship between the
company owner (principal) and the agent, with the delegation of the decisionmaking
authority to the agent. In an agency relationship, there may be a conflicy of mierest between
the prciml] and the agent Sharcholders demand inoeased oorperate  profitabalaty
and rtiwui?nrh while the manager i= an agent motvated to maxdmize the fulfillment of
econcanic and psychologxal needs. On the basms of agency and pancpal relabonshps,
management & encouraged beoperform eamings management in preseating  fnancial
statemnents. For that, ome of the wayrs that can be wsed to monstor contmet 1msues hefween
management and investors and limit the opportunstie behavior of management iz through
the mplementatiom of GLG.
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Sterkelidder theory

Freeman (1984 concluded that the real popose of & company s 10 meet te pesds o
sakeholders, 10 those affected by the decsions taken by the company, Gray o of (1995 sad
that the survival of & company depends on the suppoit of TS stakeholders, and that suppoct
should Te soogrbt =0 that the compamy should sk that support. The stronger the stakehokders,
the maore the cunpames are rying o adapt. Stakeholder theory 35 important oBus resarch
because the theory is related to the perties that are mterested in the company; these who wll be
affected and influenced by the activibies of the cmpany, such as acoumtzbality of management
fo shakchokiers i the form oof C5R activibies anid corporaie financal pecformsnce,

Legitimaey thoory

The theory of lepibinescy 15 s as a perspective orentation system, whers conpanies cin
affect and be affected by the commmmibes m places where the comgpany perforns ts
activities. Therefore, tho theory of legiomacy s used as the hass of the company in
dischsing C5R activities. Desgan (27002 explains that legitimacy cin be obiained when there
15 comformily betwern the exastence of an enterpose that = ot intefermg or appropnate
weongruenth with the existence bf the value systems m socety and ervironment. In addmion,
the disclosure of & CSE report & expected to provide benefits for the company, which iz to

i leribimacy from the community and increase corporte profits m the fubure,

Finances! performenee

Aceording to LAL (2007), fingncial perforrance iz the company’s ability 1o manage and
confrol it resources. Financial pecformance cin be messered by analyzing financl
siatements using fmancal mbes. Accerdmg @0 Harahap (2008, po 305}, fmanoal matos are
divided ot for fypes of mitios, namely, baqudity mtios, prefitabiliy mbos, sohrency mbos
arml activity ratios. The measurement results of perdormance achieverrsent serve as the basis
for menagerent or manager of the conmmpany to improve performunce inthe next period and
be used as the basis of reward and punishment.

Firm valee

Apcgedimg o the opinion of Husnan (2006, p 5}, for companies that have not gone public, the
company vilue iz the number of cost walling to be paid by prospective buyers if the
company 18 sold, wiile for compames that have pooe public, company valoe mn be seen
from the vabme of 1ts existing stock m the capital market. One of the alfematives used n
messuning frm value = by using Tohin's £,

Crond corporafe pavemance (GO0

The Cacdlney Cormnittes (in Sswantaya, 2007) defines GOG a2 a set of rules goveming
relttionships bebween shareholders, corporate managers, credites, governments,
amphovees and other internal and externsl mterest holders relatme 0 ther orhis and
ohligatioms. Corporate povernance arises from the interests of the company to ensare the
primcipal/ investors that the funds invesied are used appropriately and efficiently, [wuighe
éf ad (2014) argue that the existence of GCG Gn prevent or reduoce earnings managenent
because sach supervissom becomes ncentive fir management a8 an agent fo act ae best as
prasible m the interest of the principal, 1.2 stakeholders, and suppress deviant behavior so
as o account for thewr duties properly.

Corporale social reshonstbdify (D55
Apcprdimg o 150 26000, CSK is the rezponsibility of an or ganization for fhe impacts of ite
devcispms and activibies o the saety and envvironment, smbodied inothe form of bansparen|
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and ethical behansor, m e with sustamable developmoent and community welfare, #lang
mbv account stakeholder expeclations, m lme with establshed hw and norms of
miernational behavior, and ntegrated with the organization as & whole.

Prafits mrﬁpuhﬂnﬂ as unethicsl actions is vare in ommpanies conmited o CSR
because companies that engage in CSK activities maintain long-term quality relationships
with mvesturs se that companes will seek mot fo practice eamings manapement m order
o mantain bngterm relbtionships with mvestors {irea-Gil, 20161 Emphasis on

fransparency will encourage memagement to present a report that describes the aciual
condition of the company.

Farmengs namagenient

Earnings mansgement, acoording wr Fischer and Bosensweig (1995), 32 the actions of
mianigers who increase o decrense reported profits from ther unif of responsibility that has
oo relabonship with the icrease or dicrmse e the lmg-term corporate profitabality.
Avcarding to Soott (200G pp. 377-383), there are several motivetionz to do eammgs
margement homsses; comiractual motivation: political motvation: sy motivaton; CEO
furmonver; nibial public offermgT1CE and inferm investors, Inorder fo messore eammgs
management. there are several models that @n be used, such as Healy model industrial
model de Angelr model, Jones model and modified Jones model Dechow ef af, 1995},

Hypothesrs r!ewf:{,fmwu!
The ofiect of GOG mechamism or financa p{'r.lr.lm:wrjr.r Besearch by W af o, (200 {mds
empincal evidence that an independent commussioner with lgh professionahsm will
produce mere ohjective decisions and realize effectveness m supervising managers. Thus,
the decisions taken are nol for the zake of cerfain parties, and maragers act only for the
benedit of the company and other staleholdess in order o improve Iinancial performance.
According o Ahmed and Hamdam 20151, a key element in the effecirencss of the board of
comimssioness 2 o hive an mdependent commessiener. Therefore, with o greater numbser
of independent commaossimers, the decison-making process will be more objectve so that
will improve financial perfoemance

Research conducted by Abdullah and Page (2008, Cosloon and Savilic 20612} and Peters
and Bagshaw (2014) found empincal evidence tat GOG mechansms have no sigmificant
effect on financial performance. According (v Coskun and Savilic [(2012), this weak
relatiomzhap could be due to the based aocountng numbers that become the measurement
for the company’s performance, Companys with better corporate povernance tend fo repost
FAIMInEgs more conservatively mather than wsing discretionsry accruntmg procedires.
53 corporate accoumting  procedwres that do nof refer to international auditme and
accountng standards are unabde to assit the wsers of fnancial statements inobserving 8
healthier comparizon of fnance] perfomeance and resulting m more effective svahiation

Bazed an the description, the proposed hypothesss i
HI, GO mechansm influences the company's inancial performance

The offect of CRR on foancial pesforsgnee. CSR is ablke o mest the needs of every
stakeholder, Internal stakeholders wall be more dedicted o contributbe to the company and
exterms] stakeholders will prve 2 pood assessment of the company. In additon, consumers
will bay more products or sorvices 5o that the ommpany’s fimancial perfrmuance will
mprowve (Chen and Wang, 2001), Th is m accordance with the concept of stalehoelder
theqry, whch assumes that the company nuest be responsinle o vAMNDMIS EIOURS M SOCIETY
that have influence on the cranpsny beeanze the deckions and behavior made will affect the
welfare of the society, Good melationships bebtween sociebe and a compeny will create
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suppaort from the society that affects the company’s survival Such support s reflected in
oustomers who are loval io the company, and emplovess whe work optimally for the benefit
of the commpany 20 a5 bo mprove financal performemnce,

Ressarch that proves that C5R has a positive effect on fimncial performance, inclisdes
research conducted by Saleh et of (2011 Ragpot ef ol (2002), Palmes (2002, Ghell (2013) and
Abamed of gl 2024). The research comducied by Aras and Crowther (2009, Fan (3013} and
Ahwangel and Jerotch (H3) found empirical evidence that C5R has no effect on financal
performance. Based on the desoniption, the proposed hypothesis s

H2 5K affects the company's fmancial performance.

The effect of GOC mechaimsw on earmunes managenens. Research conducted by Lee of o
CHLE, Umonrhe of ad (20 4) and Kamran and Shah (2014) stated that the GOG mechamism
has a mesative and slpmificant mpact on earnings management. The effectiveness of
supervEsy funchions by the board of conmuissioners requires high mdependence. As per
agency thesry, managers view independent commiszioners as being more alert o agency
problems as independent commissioners are fully deduatbed o overseeing management's
performance and behavior a2 it alse supports the nesd for independent commizsimers (o
strengthen their repotabions as expert decision mekers. Thes supervision can certainly
prevent or reduce eamings manseenent because suwch sepervision becomes an moenive for
manzgement as an agend to act as best as possihle o the interest of the principal, e
stakeholders, and suppress deviant behavior 20 as to acommt for their duties properly.

Confrary o the studies above, research studies by Hermipeettiand Mank and AFThometbat
e al (2006} find empuncd evidence that GG mechanzans haw a popegrnifcant effect oo
emings rranagement. Hermivetti and Manik said that the meymificant effect is the result of
tha encistencs of the GUG mechanizm which only gerves ag o form of corporate complemee with
wovermarient w and regulation, so that the applicatin of the GCG mechanism becomes
imeffective and not optimal in supervising management actions, Based on the deacription, the
progaesed frypothesis 1

HE GCG mechansm influences eamnings management

The wffoet of CSR o permivgy swanggement. Companies that engage m CSh activites
maintain kong-ferm relitionships with mvestors so that the company will endeavor not o
prachoe eammges: managersnt n order to memtaan loogterm relobonships with mvestors
WChih of el 2008). Carmroll's (1979 research states that C3R 5 an ethical corpoesate
respoasibility and CSE practice s highly expected by stakeholders. Companies that engage
m CEE activities tend to be ethical and have good standards of conduct with stakeholders.
CarmolTs (1979) research aleo states that if a company practices TSR in the context of moral
otligation, thea the company will tend to limit the exEtence of earnings mamgement,

Mimigess whi mampulabe comngs in the interest of ther personal mierest wall lower
the level of sakeholder trust because the company & considered to be jeopardizmg the
mierests of it stakeholders. Companes committed to (SR vall seek o prevent any esrnmps
munpgement action by meanagers becarse earmings memagement s regarded as
iresponsible in the company’s obligation (o provide real Amancial information (Grasal,
20161 Based on thedescription, the propoesed hypothesis is:

Hd. CSR affects eamings mandarement,
The effect of earmngs mavagement o Smemcdal perfarsiance. Eammgs management 18
cheely related o the pate of profit eamed, This 15 becanse the prodit esmed by an entity s
often usedd @ a benchrmark for the vsers of firancial Matements m assessing the success rite
of ancentity. Therefore, incentives anse for mansgement to make mmgs nemagement. As
consequences, the mformeaton provided to the osmer by management cannot be guarsantesd
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that it reflects the actim] fmancal condition of the company, Esmmg management actions
can degrade (he qualily of information related v profils presented in the fmancal
staterments, The bow quality of mformation eontamed m the fnancial statements will
adversely affect the company's financial performance. Resezrch by Akram of of (3015
crcluces that sarmings managemend actions can reduce franecal perfommance. Based on
the degeription. the propozed hypoihess.is:

H5, Eamings mamagement affects fmancial performance.

T effect of GLG mednaiam on fivawcal performanece throngle carsangs mancgenient. The
fmancial performance of a company iz determined by the extent of its seriosness o apply
corporate. povernande. Theorebailly, GOG practoe cain mprove the company’s Anancaal
performance, reduce the risk that may be done by the board with decsions that favor thair
oam and generally corporate goiTRandce can moerease myvestor confrdence to imvest s
capital that will mpact oo its performance. The existence of a bree mdependent
crrmmissioner and the company's demsion o choose an external aoditor with a good
reputation can provide great supervision o managemest in order not o cormmit fraud in the
fmancial statements The existence of mstiutonal ownership may alse add fo the role of
supervisnr as matitutional nvestors seek o protect the rights of sharcholdess,

Large momitoring of independent commzssioners and the abality of good external suditors
i the financial field can mininize poasible fraodulent acions by companies such as esmngs
manggenent, Az o ressdt of declining ewrning ranagement undertaken by meEnagement,
efforts f0 e profite made by managanmt are undertaken by increasing the company’s
operatonz] wctivibies. Increased osporate operational acovity 15 somethmyg that omnapement
will dofor thetr personal gain in order to gaim grester meentives from profits genersted by the
commpeny. Inovased corporate operational actrvity will encourage companies o iogprove ther
company 3 perfommance, The study by Chang of al 2015} and Setiawan (2005} found empirical
evidence that eorporite povenance affecting financial performance is mediated by epenings
managenent, Based on the descrption, the propoessd hypothess s

Hr, GULr mechansm affects Imancial performance through esmings managerment.,

The effect of CSR on finmiciad performance Hironglh sarnings management. Disclsure of
CER activites can belp companies gain support from a conducive socicty emammment in
order for the company o operate calndy, The disclosure of socml responabaliby will make
fmancial reportmg fransparent, enCOUTAFME Managers to reduce eammgs management
practices. In addion, theowgh CSRthe company will improve emplvess’ morale and
migintam good relations with mvestors (Waddock and Graves, 1997) The low practice of
carnings mansgement within the company will crente investor confidance se as to improve
the compeiny's financial performance, Based on the desonphion, the proposed hypotiesis s

HT Ul affects Tmancaal perfoomance through eamimgs ranagement,

Theoretiond Havderng Frommenvork

Performance 15 an illustration of the activity mplementation achievement m realizing the
obyertives of the fivm one of the important goals of the estahlishment of & company iz ©
maximeze shareholder wealth through incressing the valoe of the company (Brigham amd
Houstom, 2000) The effort to reahze optimal company peclormance requires. a0 GOG
mechanism. The Company assures that the mplementation of GOG 5 ancther form of
bsmess ethics and work ethaes endorcement thar has become the company's commibment.
The mle and demands of foreign mvestors and credifors on the application of GEG
prmciples i3 one of the factors m makmg investment decisions in a company, Polickes on
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CAR activities are intended for the company fo gain legitinscy from the commmnty, C5R s
aclam of stakeholers that the company nod only operates for the benefit of sharcholders,
but alzo for the benefit of stakeholders in business practices.

The: inconsistency of previous research results snoourages researchers to (=e a different
variable that con medwbe the rebtionghip between GG oand CSRowath the commmny's
fmanem] pecformance. The varmble vsed as the mediabon variable i this study 15 earnmgs
management. Lsers of financial statements often make profit an indicator of the entity's
spcvess That s why each entify wants to report 2 higher lewel of profit. The information
provided to the owner by management cannot be gusranteed that i reflecta the actual
fimancil condition of the company. Ths & caused by the desive of management (o be able 1o
meet thelr cwn interests The maragement of e cempany & very concerned about the
fmimnicma] statements that have been anadyzed, because the resulis can be esed a2 a fool n
making further decisions for the future

Bazed an the correlation between GG and the (SE mechanism with financial performance
thiugh eamings management described above, the theoretical framework of GCG mamd CSR
miechanism comrelation with fmancin] perfomance through profit management is n Figare L

Research methods

This type of research 5 quanteatve with the method of associative resesrch. Associative
research aims o determune the correlational relationship g2 well &z causal relatiorships
Bevbween variahle (Sulstvanio and Sus s, SO0,

Variahiy iderieation
The varighle denti featon is shown m Tahble 1
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Figure L
Corceprual framewark

Tahle 1.
Varalde clanificarion
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Chheradionel deffrition amd variahde mersaremend

Finsnctad performasce, Financal performence & delined as the company’s ahility to manage
and control its resoumrees [TAL 2007), There are theee fmancial pecformance prosdes wsed for
this resscch:

(1)

(=

(3

Eaturm am asset (BOAK

The ROA wvarable representa the profitabildy ratics a firm has ROA s
formulated az folloas:

Met inoome
. i e Total assets

Earnmg per shares [E1%5);

Dammadji and Falthruddin (2012, p. 154 define EPS a2 a matio showing the amount
of profit contamed o cach shore, EI'S 10 thas ressirch = formulated az folkwes

Mt i ome

K Number of shares mutstandmg

Todbin's £

Tobin's ¢ varable in this research measered with € ratio has been modified by
Chung and Praaet (1994), Smply, Tobmn's @ with Ching and Pruirnt's (1964} version
can ke formulated rmathematically as follows,;

MVECS) -+ BV (S) + BU(INV )+ BVICL) - BVICA)
BYTTA)

where C-1' () i= Tobm's £ mbo with Chune and Prostt (T8 model; MVICS) the
comman share vahe (closme price at the end of the vear = number of shares
mitztandingl, BVIIPS the book vakee of prefferen stock; BVILTE the book valoe of
lopg-derm debt; BVINY) the book valee of mventory; BVICL) the book value of
corvent Lebility; BVICA) the book value of current asset; and BVTTA] & the book
walve of total asset.

C—Fll=

God corparalt fodernance sechnaisn, The GOG meclanem varkble omektz of fhree
prosies, Emel indgpendent beard of commssoners, mstitetion:] owmershap and aucdit quelit:

i1

&2

)

MNurber of ndependent board of commesioner=
The independent board of commissioner2 variables reveal the number of
cormmmssioners who come from outside of the company compared with the total
existing commngssiasns The idependent board of commesioner vsed in this
research 15 formulated as followes
Bumber of independent bogrd of mmmmnﬁs
Tl board of commpssoners

where KIND is the mdependent board of comnisssners proporbon,

KINI =

Instiunional ownsrshin;

Iretitufional ewmership in this resesarch izbe meazired wsing the total proportion
of shares mamership £20 percent or vsually known a5 poncontrolling shaces
amership (Bieso of wl, 20115
Andit - queality:

Aot quality vanahlk 5 measured wsing dummy varisbles, 12, clients andited by
Big 4 Public Arcounting Firme will be aszigned g valee of 1, while disnts audited by
nopeBig 4 Public Accomnting Firms wall be given & waloe of 00 Big 4 Publbc
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Aociumting Firms are considered to have higher expertise and reputaton compsred

o non-Big 4 Puble Acounbing Firms,
Corpornfe soaw responsbdity. The C3E varmble m thes study 1 defined as all company
actrvities that are nof based on the kpal coercion of a country m which the company
operates and are not aimed for taking profit bt for social purpeses ondy (MeWilliams
amd Siegel, 20011 The measurement of CSR m this study will use mndex 91 Glohal
Reporting Initgative (Ekawaiy, 30120, The checklst meghod iz done 10 zee decloswe of CSE
done by the company, Companies that dischese tems of social responsibaliby will be assigmed
avaluwe of 1, while those oot expressing are assgrmed a value of 0. Here 15 the formouls ssed in
thiz sty

Total vahe of 17
Mumber of fem GRI - (74 2005
Egrnings muamagement. Dechow of af (1995} modified from the onginel medel of the Jones
model to reduce the alleged tendeney bo megsure decretionary secmzls ermor when
dizcrenionary measures were measured through income; this mode] waz called The madified
Jones mode] (19950 The =feps m measurng eamings managensent with modified Jones
muodel are:

(1) Determine the total acomal valme, which is the difference betaesn net inenme snd
operating m@sh fow:

(5B =

TAy = Nl -CFOL,
2 Determinmg the parameters vaboe of 1. 2 snd 3 with Jones medel (1991
Ir:'!m =1+ ;'é.EE‘I-f" -+ J’IE.‘ +i.

Tev scale the data, all of the abwove vanables are divaded by the presiows year's assets,
so the formub becones;

T Ay (1A 1)+ [AREV: 2l q ) +3 (PPE S e 1 ) + e

Parameter value of 1, 2 and 3 & estimated with ordmary least square regression.

) Using parameter value of 1, 2 and 3, value of nondiseretionary accrual can be
caloslated with the following formuki:

NDMAG =y (LA )+ [ AREY, Ay —AREG M, )+ (FPE Ay )+

() Tedal accraals are the sumz of dizcretionsy acerial and nondiscretionany acoruals
The value of discretionary aconel, which s an acomel earning management mdicator,
is caleulated by subiracting the tdal accruad wath nondiscretonary aocmaal;

I_'LI-'{". = Tﬂw-ﬁuﬁlﬁ.

where TA; a5 the bl accrual company ¢ in § period NE; the net moome company ¢ in
Fpenod CFOy, the operationa)] cuish flow company § m ¢ pecod; NDA She mondiscretionary
accrial cempany ¢ in £ period; 134, the discretionary acmnm] company @i f perwad: &y the
total aseefs company 4 in d—1 period; AREY; the changes in net zales company | m § period,
AREL, the changes i receivables company 1 in § period; FPE, the property, plant and
exgipreEnt company £ in f peried; 1, 23 are parameters obtamed from regression equntiong
and & 15 the emor term if company § i F perod
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Tubes and sonrces af dafe. Data collection technigques to be conducted m this study 5 a
documentition study, done by collectng secondary datz {rom Inancial reporis and annosl
reports of mamiachurmg companies that have been prblished. Audsted Snancal statements
and annual report of the company can be obtained by accessing the webaite of Indonesi
Stock Exchange (warw idsoonad) or sach company's wehsate,

Hesoaroly pojrnedion and semgple. The population m this study are all manufacturing
crompanies hsted on the Siock Exchange m 2004; an amouant of 146 companis. The
conelition of the manufaciuring sector that has the most number of ss0ers and has the most
vared sectors can describe the congdition of public companses m Indomessa. Simphng i this
research 1= done by usng purposive sampling method, which = sampke technicuoe method
with certain considerations.

Analyss model aue ingdoihess tesfingg, The model used m this research 1s the portial leist
sonare (PLS) model and uses two modeling models, namely, the outer model to evaluate te
measuremsend mode] uemg reflechive indicator and mner model to evaluate stroctural capatal
iGhozali and Latan, 2014, pp. 91-96).

En the outer model measuremends there are theee brpes of fest performed, namely, first,
oonvergent validity: outer model has fulfled the convergence validity requirement for
reflective constroct when badmg factor = 0,70 and significant pomboe < 005, The mdieator
with loadmp oo - 040 will be removed from the model whale the admg Botor between
(LA and AL70 widl be analyzed for the impact of the removal of the indicator agamnst the
average variance expecied (AVE) and composite religbility, where AVE limit valoe iz 0,50
and composite reliability s 0.7 (Sholiin and Batmone, 203, p 566). Second, dizonminant
validity: to pesform a discriminemt validity test, ie. comparing the Joading vakeesz of a
comstruct with another constroct Inading walue, The Grgeted construct kadimg valoe moust
be greater than the loading vahie of the other construct; and comparme the AVE squarerost
of 3 conetruct with comrelation betven constructs (Ghoes| and Latan, 2004, p 45, The AVE
oo squane valee muost be greater the other comstracts, Third, composate: reliability: a
constnct fias reliable dafa when o meeds the reliabality criters of composite reliabality
> 0,70, Value of compesite reliabifity of 0607 & still acceptable for exploratory research

After measuring the ouler model, the inmer model measurement 5 done to test the
relatiomship between variahles using #° The vahes 070, 045 and 0.5 of & indicate that
the model s strong, moderate and weak, respectively [Ghosali and Latan, 2014, p. 106, As
for the relationship between vasiables in a sysem built on the research, i iz caloulased using
the value of prf:didivt-rtlﬂzm-.t' i6F (Yamin and Kumniawsm, 2010, po 124} Value of
predirtive-relevance ((F) i= a vahe that is derived from the F vabue of each vs:able s
dlwenys positive while §F can be negative Tt for models with predictive validity, &F must
have vahue greater than zeto,

En additaon, fit mode] testmg 1= alzo done o fad a model that fis wath the ongmal data s
it can detemmme the guality of the model. This study uses the four it measurement maodel
michedmy average path coefhicent (AFC), average P (ARS), average adjusted B [AARS
and average block varmnce inflation factor (AVIF). APC, ARS and AARS are used to
mezsure the average lane cosfhcent value, & and adjusted & penerated in the model, The
three Tl model measurerenis are measured on povaloe €0.05, while AVIF is wsed o test the
problem of collmenrity in the PLS model and the recommended valoe 5 £33 (Ghomh and
Latan, 2014, pp. 101-102),

The hypothesiz test degign 15 made hazed on research purposes, 16 the hypothesis test o
asaess the effect of independent variables separately, The level of confidence uaed iz 35%, =0
the levedof precimon or naocurcy lomt of (1) = 5% =005, 5

If the pvalue is greater than o #05), then 18 accepted and Ha is rejected.
If the pvaloe is smaller or equal to e, then By, iz rejected and Her is accepted,
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There are two types of tests: farst, direct effect test, which compeares the povalue (the result of
mode] evaluatxm measurement) with sipmf xance level used or 2% When p-value senemted
from fhe PLS provess s greater than the kevel of sgimifaance used, then there 15 s ficand
effect and vice versa, Seoond, mdrect effect st that = done by smultansmesly estimatmg
the indivect effect with the trangle PLS SEM model. Concluding remuarks about mediation
are a2 follows Sholihin and Ratmono, 2003 p. 57 f the path coefficient from the
mdependent varizble o the dependent variable after the mediation vanable 1= inserbed
retreing significant, @md unchanged, the mediation hypoethesiz i@ not supported, it the value
of path coefficent Fom the independend varable o the dependent varable after the
mediation varsble iz included falls but remains sipruficant, then the fom of medation 15
partial mediaton, and if the value of path coeflicent of the independent variable to the
dependent varkble after the mediation variable iz mchded goes down and becommes
msgrmificant, then the mediation is full mediation.

Results and discussions

An pveridene of e research suhjiect and olgec

Besearch subects wsed are all manufactunng companses that have published their Inancal
statements for 2014 peripd at the [DX. Companies zampled W thiz study have met the
requirements specifid previously (Table .

Anelyser vvoddel and fypolless leshng
Eshmated measrement of onter model, Here 12 the measurement of outer model based on
three criterzy, 1e convergent valedity, disciminant validity and composite relizbiliby:

(1) Convergent validity: fom the mesults of combmed badings and oossloadmps
factors befween the proxes amd comstnocts obtmined, proxies that meet the
cotvergent validity are ROA, TOBS, KIND, KA, LING, 505 and DA Proges
requiring further anabysis are EFS and EKCowhile the eliminated prosies are KE and
PRODY (see Table AlL EPS and ERO proxies were further amlvzed wsing AVE and
compostte reliability. From the processmg results it was found that EPS proxies
wers mantamed whik ERC provies were removed [see Tables A1l and AT, Adter
clminating the three prosxies (KL EEKO and PROD} obtained results of eght proxes
Ioadmg factors (ROA, EPS, TOBS KIND, KA, LING, 505 and DA) have met the
cotvergent validity (see Tahle AIV),

@) Dizermuinant validiny: the assessment of discriminant validity & performesd by
=  mensuring the crosz loadmg of each constset; rom the comparative resudts of

crosseloading of each oonstructs, fhe entire proocy has met the oriberia

dizeriminant validity where the relationship of the constrects and it progy is
larger than the proxy with other constmocts (see Tabk AV E and

Mo, Samprhed oompEees idormation Chumtity
L Mumdactr g oompemn g Babed o T in 2014 1496
2 Munefacoring compemy chitf not provice smnoal report m 3004 L
3 Manafaonw ing compiny experence kes (EE
I Whsufacne g oompaeny does oot preeide cornpbete dags s T related o the variabie of this
resssrch 13
5 Manufactoring company selected as sainple of this rsearch 11

Souarces Provessed data G015
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Fakle L
Vahee of 82 and Q8

e comparmg AVE square roots between Blent varsbles; from the cakoulaton nesult
obtained that all vanables have oxet the cnbersa of dsmminant validity besuse
AVE soare oot value must be greater than other comstnicts (see Table AV,
1 Compostte relishality; fom the results of composmte relinkalisy test chtamed, each oomstact
has reached the expected Timit of 0070 which is 0821 FPr 0617 6G0GE 00762
(CERY; LOCKD ERL then the entire corstroct has met the ariteria of composite reliabality

Esfimated measuramient of ner sodel, The vales of £ and ¢F for each endogenous
variable are pregented m Tahle L
., For H, vanables of eamings management and fnancial performance each hivee & valoe of

B of 00T and 0221, This mens that the eamings management varnble can be expbmed
27 perrent by the GO0 mechaniam vemishle while the fnancial performance variable cm be
explained 221 percent by the GO0 mechansm and eamings management. For A7, variables
of earnings management and financal performance each have a valse of & of 12262 and 0068
This means that the earnings managament variable can be exphined a1 262 percert by the
CER wairtable whale the financial performance virable can be explined at 59 peroent by CSR
varpble and carmmpes manapement,. Based oo the resulls of predidive validity (GF)
calculatiom, the obtained vahe of OF fmancial perfirmance in A6 10250 and H7 15 (1067 that
15 preater than zeco so that they meet the oriteria of a wood predicove vabidity,

Tesat that must be done next is fhe fit model test to determming the feasiblity of 3 model.
Table IV shows the fit test results of B8 and A7

Based on the results of data prowmessing in Table TV, H6 has g gocd G model, APC and ARS
have povalue < 005 whale povalue of AARS = 005, ie equalto 0062, whle the valueof APC,
AMS and A ARSI A7 18 below L. Thes sl that B hes met the ormteria of goodmess of it
model. AVIF value either m 56 or H7 that 1= less than 3.3 indicates that there & no problem of
ol lineartt v between proxies and Bebween mdependent variables i the model,

Ihscsaon
Table V shows the resolt of hypothess testing wsing PLE analvsis,

The effecd o GOG meckarsm on fmancial perfomumce

The effect af GO0 mechanisms on the finsmoial performance shows positve and significemt
effect, The results of thiz study indicate thaf the presence of many commissksers in the
oompany can peovide a strong sapervision of management moan «foct teimprove company
performance. The role of the board of commmissioners ma company s greater n pesforming
the monitommg function of the board of directors policies implementation. The role of an

Hypeitheses Endogennus warmhbles e ¥

Fi Earmngs marmgement {ET Orey
Finanoa] perfirmmngoe L 0358
M7 Eatwings nuars genient (262 0zl
Finarei] pefrnmnee R 0T

Tahle IV.

Fit enodel ket pesuih
b M el 67

L AT MRS AARS AVIF

Hitx {1555 b [hIKI2 124 s DY [IRR e PRI e 1M
Iy 288, p = (W0 16 p = 0E] QL5 p = (HIES 1z
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Tahle V.
Sonmary of
lEyporiess [#EEng

mdependent commissioner cm| punimize agency pssges ansing bebween the board of
directars and the shaveholders. An mdependent bosrd of commissioners can perform ite
fumctions to oversee the performance of the board of divectors so that the perfirmance
wereraled 15 m acoordance with. tw mterests of shareholders,

I addition, the repatation of & pubbic accramtant a5 an independent external auditor can
asid the management peformance by providing an appropriate opinion on the conpeny's
comidibiom, Cpamion issued by areputable publy acooumtzmt can be s gosdelme for the company
o vuprove te company’s perfmance as well az o memban the company's suvival,

The results of this study are in line with research conducted by Mashitoh and s
3, Ahred and Hamdan 20150 and Manafi of al (2005) which states that the G006
mechamism has 8 positive and significant impact on financial performance, The results of
this study are not m Line with the research of Abdulbh and Page (2008}, Akhabomeh of ol
Coskun and Sayilir (20131 Makki o o (3013 and Peterz and Bagzhaw (2014) stating that

GG mechanisms have oo signifcant effect on fmanca] performance,

The effecd of CSR o financial ferformeance

The results showed that the CSR vanable kas a posibive effect on fmance] perfommance ax
evidenced by the Svahee of 018 Thiz sheows that the moprovement of CSE conducted by the
company through the impeovement of coovirommental performance can Toprove company
performance. In addiion, envmonmental improvement efforts will pet & positive
appreciation from investors and mpact the image enhancement for the company,
Positive apprecition as well as the improvernsent of corporate image will provide convpany
bepefls moan effort fo mmprove company performance,




Do pllogacd el by PHOC25 5 95, 19 A 200 102 Drecember 0ER (PT)

The results of thi= shudy supgrt the rescrch conducted by Sadeh o of (2001), Bajput
et af (2012), Palmer (2012 Ghel: @03 and Ahamed of o, (2014) which states that CSR has
a poeitive mnd significant effect on fmancial performance. Thiz i3 in acooedance wath the
cocept of siakeholder theory which assumes that the company muast be responsible o
various grinps in socety that have influence on the company because the decisions and
behavae will affect the welfure of society,

Giond relationships between sncieties and companies will create support from society thar
affect the company's vability, Such sopport & reflected in customers whe are kbwal te the
company and emplovess who work optmally for the benefit of the company 5o 22 to
miprove fmancial performance, The resulis of thiz study are neonestent with the study of
Args and Crowther (2009, Fan (2013} and Mwangi and Jerotich (2017} stating that CSR has
nee effect on financial perfomeance,

TTee Effvct af (00 mieolvand s of) eaviiigs manegensid

The result of the nessrch shows that the GOG mechansm has & sipnificant negative effect
on the varnings mansrenwot. This sugeests that a lerge number of ndependent buaisd of
cramrmissioners will provide more supervision for manegement to manage the company
Batter. As per apency theory, management consicers independent cormimssiomers more alect
o agendey problans as independent eommizzionarz are fully dedicated 1o overseeing
management s perfammnce and behavior. Thos supernsion can certamly prevent or reduce
the action of eamings maragement because such supervision hecomies an imcentive for
manzgement a5 an agent to act as best as possible mothe mierest of the prncipal
fstakebolders) and suppress devent bebasvsor n order to account for its duty.

[n addition to the independert commissioners, aldit quality can reduce the eamings
mznagement action. Manggers n companies that are Big 4 Public Apeounting Firms tend o
avond eprmangs management practice because the Big 4 Public Acoounting Fanms that are
well known to the pablic would be more ciutaowes and vphold independence =01t mises the
manager's oomcern that manipulated reporting wall ke detected and tnoowrerad which can
then destroy the companys name, In addition, the reputation of public socounanis as
mdependent extemal auditors can minimise the euming = management Gee and morease the
crechbality of sccountmg indeemation in the fmancial statements. High-gualiy audifors
have the ability to-detect gquestonabile accounting practicss, and when they are detected, the
audibor Bl issue an opinmon m the aodit repoct.

The results of this study are m Ime with the research of Lee ef al (2002}, Usngbe of o
(4 and Kamean and Shab (2014} stating that the GO0 mechanizm has a negative and
significant effect on erningz management. But the result of this research was not congistent
with mesegrch by Hermiyetti and Mande and Al Thyuneibat of wf stabing that GUG
mechanizms have 4 non-semificant effect on eamings moansgent

The effecd o TSR on earnpgs monepereil
The meenlts of ths study indicate that CSR has a sipmcant positive effiect on earmmps
management. The result of the research shows that the improvement of CSE done by
the company threugh the improvement of envronmentzl perfomance can mprove the
managemeni’s suming management action. CSR gives the impact of increasing the
COHMpAnY’ s operaing expenses so a2t reduce the company s profit, Beduced profiis 1= a bad
news for companies, it can be interpreted negmtvely by investors, Therefore, an effort is
needed o incresse the company’s profit toough the acoountme policy by mamagement,
Thes study suppacted the study of Gargount of &l (20000, stating that C3R has a positive
and significant impact on eamings management, This 5 due to the high costs thar
companies epend on (SR activity which resulis n decressed fimncial perfonmance, Decline
m Ananeal performance then shmuoliates management to tike immgs nsmagement acbioa
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G5l is also considered o oreate collusion bebween managers and employees who aim to
shame the pofits fom the action of carninee: management (Gargoun of @f, 20005 The resulis
af this study are meonsistent with the research of Chih of &l 2008) and Gms{l of al
which states that C5E has a negative and significant effect on earnings manmgement,
The negabive rebbionship i becavse companies that engage i CSR activibies maintain
bngterm relabonshags with mvestors so that companies will try oot to prachce earnmps
menagement in order to mamtain bng-term relatonships with investors.

The @ffect of eqrmings managenend on finencaal mawigement

Thee results of thiz stady prove thitt commegs meamagement has a significant negative offoct
on financial performance. Users of fmancisl statements view the profit generated by an
entity 2% a benchmark in assessing the success of that entity. The action of earnmgs
management ¢an decrese the quality of information related w the company's earnings
presenbed mothe Bnancial statements, The lTow q.mlilqr of mformation combained in the
fmanckd statoments will adversoly affoct $8ompany's fnancal performandce,

The resulis of Ihlbsh.u:l].raremhnewuh research by Adaram of ad (30150 which states that
earnings management his a negamve and aigmificant mpact on financial performance. The
practice of profit mendpelation is 3 high-oost strategy as the inorease of profits manipulation
must be offaet by the amount of cash flow. Thesedore, inthe long ran, eamings managemen!
oo lesd fo ' decrense in profits dee booancreased expenses, for example, the cost of capital
raizmge (Fan, 2007 m Alram o of, 20150,

The effect of GOG mechanigm en francial berformance Nrongh earnings mangsermeil
The results of this research show that there 1sa negative and significant effect between GOG
mechaniem and eamings management, az well 2= thet for earminge manapement oo
fmanca] perfromance there B a negative and significant effect. This research alan proves
that camings momsgement can mediaie some (par ] mediation) offect of GOG mechanizm
on fmance] performance,

The resuliz show that the presence of laree mdependent cenmissioners and the
appomibroent of ecbernal auditors with 2 geod repotation cam provide great supervimom o
management noorder nod to commt fracd nothe mancal sttements Geeat monmberme o
mebepemident commissnmers and the ahility of good exctimal geditoes m the firanei] fekd can
nm s sy poszible frasdelont aotions by companis sudy a8 eammings managenent scions,

Az 3 result of declinmg esrmings manapement underiaken by management, efaris by
manzgement H increase profitz ane dope by increasing the company’s operational activities,
Increased corporate operational actvity 1= an efort mamagement will undertake dor their
personal gam m order to gain greater incentives from profits generated by the company.
Ireaged corporate operational activity will encourage companies to improve their
oompany’s performence. The results of this research are consigtent with the rezearch of
Chirge ef of (20150 and Sebawan (2005) statmg that eamings management is able to mediate
the nfleence of GCG mechanizsms on fmanci] performance

The effect af CSR oxn finenckal perfrmanee fougl carrings maeagenod
The results of this resenrch show that there 15 a positeee and signilcant effect between CSR
o earnmes memagrement, whale for cammps monagement oo fmancs] pecfrmance there s
a negative and spnificant effect. The resoits of research alsn prove Y that earnmgs
management can mediate (full mediation) the effect of CSKE on financial performance
Mansgement can perform accounting policies in the form of Meome maxmmization or
meome minimization. When management forecasted eamings in the first and second
quarkers of a perod merense exceeding the expectatimie, # owould caose conosn for
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mvestors, =0 there was an effort pot bo recogniee the profit. Efforts are made by the
management of CSE activibies that funding 15 the profd beld last vear. Ths sugpests that an
merense in enviommentil and socisl performanee gotivities wall have an mpact on the
mprovement of marEgement’s sarmings manageent.

Earmimgrs management & done by allocating unrecogmized profits to cover earnings of
the previous vear, Mot professmp earmngs wbnetely mpacts on the dechine m fnancal
performance. Besearch comducted by Fitrivans of of (2014) finds empirical evidence thar
accrual earmings management practices affect the fm'’s performance over a peraod.

Conclusion
Testing and analyziz results show that the GUG mechanizm and CSR have a positive effed on
Fincial performance and earnimes management, GOO medwmsms and CSR e proven o
be sigmnficant Meanwhile, the test resulis and anabris show that earmings namspEement
negatively  affects the fmancial pedfomance and proved sigmficant, Bul eammgs
manigement can mediate the effect of the GOG mechanism on fingncial performance with
miediabion from partial mediation. Then the et results and analyss mdcate that cemngs
managentent can mehate the effect of C2R to fmancial performance with full mediabon.

A lmitation of this study 15 that instntaonal osmership 5 mahle to refloct the GOG
mechanizm; it shows that s requires another measurement ool which s capable of

reflecting the GOG mechanizm.
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