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Abstract

Most management companies focus on their profitability in
many kinds of ways. This research aims to examine
the association between board of directors’ meetings and
the gender of the board of directors on earning management.
In addition, this research has novelty by adding a moderating
variable, namely the audit committee. The population is
companies listed on the Indonesia Stock Exchange (IDX).
The sampling technique uses a stratified random sampling
technique. There were 87 companies as the total sample.
The observation period was three years so the total analysis
units were 261. Data analysis was carried out with the WarpPLS
application. The results show board of directors’ meetings and
gender diversity do mnot affect earnings management.
Meanwhile, the audit committee can moderate the influence of
director gender diversity on earnings management. However,
the audit committee is unable to moderate the influence of
board of directors’ meetings on earnings management. This
research provides empirical evidence that earnings management
does not depend on the number of board meetings or
the gender of the directors. Therefore, this research contributes
to company policy to improve the effectiveness of the audit
committee in implementing good corporate governance. Good
corporate governance can suppress earnings management.
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1. INTRODUCTION

Company profit reports are important information
as a tool for measuring company performance
(Lestari & Murtanto, 2017). Financial reports are also
used to estimate the company’s future profits.
The practice of earnings management can cause less
reliable information regarding profit accounting,
resulting in the company’s performance not being
reflected accurately (Le & Nguyen, 2023). Earnings
management as profit processing is carried out by
management to gain unilateral profits (Saftiana
et al., 2017).

Profit is one of the assessments of company
performance motivating management to always
strive hard to maintain its reputation. Therefore,

management always tries to show that
the company’s financial position is in prime
condition (Alegab & Ighnaim, 2021; Lestari &

Murtanto, 2017). Management takes opportunistic
actions by increasing their profits to achieve greater
imbalance (Alegab & Ighnaim, 2021). Another
motivation that encourages company management
to implement earnings management is to increase
shareholder confidence, improve relationships with
creditors, and attract investors to the business
(Sulaksono, 2018).

Financial scandals in the world are dominated
by companies reporting manipulated financial
information. In 2020, there were 2,504 recorded
incidents which caused a total loss of around
$3.6 billion. In 2019 in Indonesia, there were
239 recorded incidents with total losses reaching
873 billion Indonesian rupiah (IDR). Fraud, especially
related to financial reports in Indonesia, was
recorded to have increased from 22 cases in 2019 to
36 cases in 2020 (Association of Certified Fraud
Examiners (ACFE) Indonesia Chapter, 2020).

Wirecard AG, which is a payment and financial
technology company based in Germany, is reported
to have embezzled €1.9 billion or $2.14 billion from
its balance sheet until finally filing for bankruptcy in
June 2020. As a result of this case, Wirecard AG was
declared bankrupt and two executives became
suspects (Engelen, 2021, p.9; Jo et al, 2021).
A similar case occurred with Luckin Coffee, which is
a fast food cafe company from China known to have
overestimated its profits in 2019 by 2.12 billion
renminbi (RMB) or $310 million and overestimated
its expenses by RMB 1.34 billion or $190 million,
causing Luckin Coffee was declared delisted from
the stock exchange and was subject to sanctions in
the form of fines of RMB 61 million by Chinese
regulators and $180 million by the United States (US)
Securities and Exchange Commission (Peng et al.,
2022). Apart from that, in Indonesia, it can be found
that one state-owned company, namely PT Garuda
Indonesia, in 2018 was found to have manipulated
its revenues worth $239.94 million (Suhadak et al.,
2022, p.17). This case resulted in PT Garuda
Indonesia being fined IDR 250 million, a company
directive of IDR 100 million each for presenting
financial reports that were not appropriate, and
afine for all board members who signed the
financial reports of IDR 100 million each (CNBC
Indonesia, 2019).

Board of directors’ meetings have a negative
effect on earnings management (Binashour et al,,
2021; Chouaibi et al., 2018; Saenz Gonzalez &
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Garcia-Meca, 2014). Furthermore, the gender
diversity of directors has a negative effect on
earnings management (Saona et al.,, 2019; Widagdo
et al., 2022; Zubaidah et al., 2021). Based on the gap
phenomenon and research gap, this research is
interesting and still worth testing again.
The originality of this research is the use of audit
committee quality as a moderating variable. This
research presents audit committee variables to test
their role in moderating meeting variables and
director gender. The presence of this variable is still
something new in research related to the board of
directors. Hence, this research focuses on finding
empirical evidence regarding the role of the board of
directors in earnings management. Furthermore, this
research provides a new understanding regarding
the role of the audit committee as a moderating
variable in the relationship between the board of
directors and earnings management.

The rest of the paper is structured as follows.
Section 2 reviews the theoretical framework of
earning management, the board of directors, and
the audit committee along with the statement of
hypothesis. Section 3 presents the research
methodology including population, sample, and data
analysis. Section 4 focuses on the results of data
analysis encompassing descriptive, and hypothesis
testing. Section 5 provides a thorough discussion of
the results fully with empirical studies. Finally,
Section 6 displays the conclusions of the study,
research limitations, and recommendations for
future research.

2. LITERATURE REVIEW AND HYPOTHESIS

2.1. The influence of board of directors’ meetings
on earnings management

A board of directors meeting is a meeting held either
regularly or not by the directors to discuss company
issues (Binashour et al., 2021). This is carried out as
an implementation of corporate governance
mechanisms in the duties of directors as a form of
supervision of management. According to upper
echelon theory, top managers’ decisions, actions,
and judgments are influenced by individual
perceptions determined through their personal
experiences (Hambrick & Mason, 1984). Company
performance is the result of the collective choices of
decision-makers. Strategic decisions are a typical
example of complex decisions and have limited
rationality from decision-makers with many and
often conflicting goals and many alternatives
(Abatecola & Cristofaro, 2020).

Some views state that holding intense meetings
has implications for reducing the effectiveness of
the directors’ performance. Board meetings are not
necessarily a factor in board effectiveness and much
of the board of directors’ time is wasted on routine
tasks rather than controlling the management team
(Jensen, 1993). Likewise, if there is an agency
conflict then the director’s activities behind closed
doors and dedication to work are unknown (Ronen &
Yaari, 2008). Frequent meetings take up a lot of time
and increase meeting costs and travel costs (Alegab
& Ighnaim, 2021).

Another view states that the number of board
of directors’ meetings is a signal indicating
the effectiveness of the board. That means more
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meetings with board members leading to efficient
control and monitoring of company management
(Binashour et al.,, 2021). This view is based on
the upper-echelon theory that “a company’s
profitability is not related to the percentage of
shares owned by top managers, but is positively
related to the percentage of total income that top
managers obtain from the company through
salaries, bonuses, options, dividends, and so on”
(Hambrick & Mason, 1984, p.202). Therefore,
directors must hold frequent meetings to prevent
the emergence of facades that may arise between
them. Some studies assume accounting methods are
chosen for efficiency reasons (Watts & Zimmerman,
1986). Therefore, it can be understood that
the board of directors determines the accounting
methods or procedures that the company will use.
Next, monitor its implementation through regular
meetings they hold.

Reasonable control is useful for improving the
quality of accounting numbers which reduces

information asymmetry thereby increasing
shareholder confidence in financial reporting
and increasing market effectiveness (Watts &

Zimmerman, 1986). The more frequent the board
meetings, the more time the board has to spend on
its responsibilities and activities such as monitoring,
following up, and supervising the company’s
business progress (Sdenz Gonzalez & Garcia-Meca,
2014). This ensures that shareholders and other
stakeholders receive financial information with
higher quality and free from manipulation.
Therefore, the possibility of various problems,
especially earnings management, will be minimized
by the company holding board meetings more
frequently (Karina, 2021). The fewer meetings held,
the higher the likelihood that management will carry
out a hypothetical bonus plan. Holding more
frequent meetings can be a limiting procedure for
individuals and groups who have the intention to act
opportunistically (Watts & Zimmerman, 1990).

Therefore, the intensity of board of directors’
meetings will lead to a decrease in earnings
management practices. The higher the board
meeting, the lower the earnings management will be
(Binashour et al, 2021). There is a negative
relationship between the frequency of board
meetings and earnings management (Chouaibi et al.,
2018). The negative relationship between board
activity and earnings management shows that
the more meetings held by the board the more
theuse of earnings management decreases
(Sdenz Gonzalez & Garcia-Meca, 2014).

H1: Board of directors’ meetings have a negative
and significant effect on earnings management.

2.2. The influence of gender diversity of directors
on earning management

Gender diversity has received increasing attention
over the past few decades (Schumann et al., 2024).
Furthermore, gender roles still influence our
perceptions and form a stereotype of men as
breadwinners and women as housekeepers (Nevid,
2021). This stereotype then spread to the world of
work where men were seen as having a higher level
than women in terms of personality traits.
The gendered psychology literature shows that men
and women differ in many aspects so their
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characteristics can influence their behavior at work
(Lakhal et al., 2015). The management and
psychology literature recognizes that there are quite
large gender-based inequalities in various fields
(Triki Damak, 2018).

However, there are no differences between men
and women in problem-solving, analytical skills,
competitive drive, motivation, social skills, or
learning abilities (Robbins & Judge, 2015).
Experimental studies show that women are equal to
men in terms of their managerial and leadership
skills (Nevid, 2021). Widespread sexist views and
effective leadership behavior may be evaluated more
negatively because the behavior in question is
carried out by women rather than by men.
In addition, other research suggests that a set of
socio-demographic characteristics is relevantly tied
over time to the introduction of variables such as
race, gender, and international belonging (Abatecola
& Cristofaro, 2020).

Upper echelon theory states that the diversity
of a company’s top management, such as experience,
values, and personality, is always closely related to
a company’s behavior (Augier & Teece, 2018;
Hambrick, 2016). Women are considered to have
more independent thinking and more efficient
monitoring of executive activities than men when
acting as directors (Le & Nguyen, 2023). This is
because women’s behavior tends to show more
friendliness, warmth, openness to feelings, and
expression of emotions, those more risk-averse and
conservative in making decisions (Riley & Chow,
1992; Zubaidah et al., 2021). Apart from that (Nevid,
2021) states that there are differences in leadership
styles between women and men. Women will tend to
be more democratic and will seek the opinions of
subordinates more when making decisions, whereas
men will tend to adopt a more autocratic or
dominant leadership style that leads more through
command than through consensus.

Gender diversity has a significant impact on
reducing earnings management and is proven to
increase innovation and creativity in business. This
creates a good monitoring mechanism between
the board and management through increased
independence and a better monitoring system
(Riyadh et al.,, 2019). The presence of women in
the composition of the board can increase the role
of the board as a tool for good corporate governance
and improve manager monitoring. This condition
leads to better detection of earnings management
(Lakhal et al, 2015). Board diversity can be
a substitute for corporate governance systems and
result in higher board performance (Bin Khidmat
et al., 2020). This refers to propositions 20 and 21 in
the upper echelon theory initiated by Hambrick and
Mason (1984) which read as follows:

“P20: In a stable environment, team
homogeneity will be positively associated with
profitability.

P21:In a volatile environment, especially
a discontinuous one, team heterogeneity will be
positively related to profitability” (p. 203).

Diversity prevents individuals or groups of
people from dominating the decision-making
process, thus gender diversity plays an important
role in limiting opportunistic approaches to
management (Kouaib & Almulhim, 2019). Women
who are on the board of directors are more sensitive
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to reputation damage and the risk of lawsuits so
they will act decisively to improve accounting quality
(Schumann et al., 2024). This forms an opinion that
male directors will behave more aggressively than
women. This includes maximizing utility to pursue
higher bonuses (Watts & Zimmerman, 1986).
According to gender socialization theory, women are
conservative risk-takers and are more likely to comply
with ethical standards (Zubaidah et al., 2021).

This description builds the basis for thinking
that gender diversity in directors will lead to
a decrease in earnings management practices. This is
in line with other research that proves that
the number of female directors has a significant
effect on reducing earnings management (Widagdo
et al,, 2022). Therefore, companies that have more
women on their boards are better at controlling
earnings management. There is a negative and
significant influence of the gender diversity of
the board of directors on earnings management,
which means that more women’s presence on
the board of directors leads to less earnings
manipulation (Saona et al.,, 2019). Gender diversity
has a negative effect on earnings management,
which means that the more female directors there
are, the fewer earnings management practices there
will be (Zubaidah et al., 2021).

H2: Gender diversity of directors has a negative
and significant effect on earnings management.

2.3.The audit committee can moderate
the influence of board of directors’ meetings on
earnings management

Board of directors’ meetings are proof of the board
of directors’ responsibility and its activities in
monitoring, following wup, and supervising
the company’s business progress (Saenz Gonzalez &
Garcia-Meca, 2014). Meetings are held to discuss
company problems which are held both regularly
and non-routinely (Binashour et al., 2021). This
implies that more meetings of board members can
lead to more efficient management control and
monitoring. Hence, the possibility of problems such
as earnings management will be minimized (Karina,
2021). It is also understandable that holding fewer
meetings can provide space for individuals and
groups to carry out bonus plan hypotheses. In other
words, holding more frequent meetings can be
a limiting procedure for individuals or groups who
have the intention to act opportunistically (Watts &
Zimmerman, 1990). The negative influence of board
of directors meetings on earnings management,
means that the higher the intensity of board
meetings, the lower the pressure on earnings
management will be (Binashour et al., 2021; Chouaibi
et al.,, 2018). This means that board meetings can
present an effective governance mechanism in
the company and can reduce the behavior of
managers to engage in real earnings management.
The more frequently the board of directors holds
meetings can have an impact on reducing earnings
management. In other words, increasing the number
of board of directors meetings will lead to
adecrease in the possibility of earnings
management occurring.

The existence of an audit committee as
a mechanism for good corporate governance can
improve control and monitoring of the performance
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of the board of directors in a more ethical direction
and suppress fraudulent acts committed by
directors such as manipulation of financial reports
(Solikhah et al., 2022). This is because, through its
responsibilities and authority, the audit committee
can monitor management’s role in protecting
the interests of shareholders (Alzoubi, 2019; Ikatan

Akuntan Indonesia, 2015). Thus, the audit
committee can monitor various management
decisions and offer independent professional

opinions to the board of commissioners on financial
reports or other matters that may have an impact on
interested parties (Lestari & Murtanto, 2017;
Meiryani et al, 2022; Solikhah et al, 2022).
In the end, this relationship will form double control
in the form of internal control within the board of
directors and external control carried out by
the audit committee.

Based on the Decree of the Chairman of
the Capital Markets and Financial Institutions
Supervisory Agency No.KEP-643/BL/2012, it is
explained that one of the duties and responsibilities
of the audit committee is to ensure that the financial
reports submitted by the company contain factual
information. This aims to prevent stakeholders from
making decisions based on inaccurate financial
information. The regulation also authorizes
the audit committee to access company documents,
data, and information about employees, funds,
assets, and company resources as needed. The audit
committee can also communicate directly with
the board of directors to seek accurate information
related to fulfilling its responsibilities in reviewing
the company’s financial reports.

The description above illustrates that
the presence of an audit committee can increase
the effectiveness of the board of directors meetings
in minimizing acts of opportunism carried out by
individuals or groups who prioritize their interests.
The presence of an audit committee can reduce
earnings management actions (Alzoubi, 2019).
Companies with audit committees that have better
financial reporting quality tend to display lower
earnings management activities. The audit
committee provides the highest protection to
shareholders in maintaining the credibility of
financial reports.

H3: The audit committee can moderate
the influence of board of directors meetings on
earnings management.

2.4.The audit committee can moderate
the influence of directors’ gender diversity on
earning management

Women as leaders tend to be more democratic and
will take subordinates’ opinions more seriously
when making decisions, while men tend to adopt
a more autocratic or dominant leadership style that
leads more through command than through
consensus (Nevid, 2021). In addition, women are
considered to have more independent thinking and
more efficient monitoring of executive activities
than men when acting as directors (Le & Nguyen,
2023). This forms an opinion that male directors will
behave more aggressively than women, including
maximizing their utility in pursuing higher bonuses
when referring to the bonus plan hypothesis in
positive accounting theory which was coined by
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(Watts & Zimmerman, 1986). The presence of female
directors on the board is said to be an alternative to
limit earnings management behavior that may be
carried out by individuals or groups to seek profit.
The existence of gender diversity on the board of
directors is thought to have an important role in
limiting opportunistic approaches to management
(Kouaib & Almulhim, 2019). This is because women
who are on the board of directors are more sensitive
to reputation damage and the risk of lawsuits so
they will act decisively to improve accounting quality
(Schumann et al., 2024). Therefore, the presence of
women on the board of directors can increase
the role of the board as a tool for good corporate
governance and increase manager monitoring so
that it can lead to better detection of earnings
management (Lakhal et al., 2015).

The existence of an audit committee as
an extension of the board of commissioners to carry
out supervisory functions is responsible for
monitoring the financial reporting process (Alzoubi,
2019; Solikhah et al., 2022). The existence of
an audit committee is useful for ensuring
transparency, openness of financial reports, fairness
to stakeholders, and disclosure of information
carried out by management (Meiryani et al., 2022).
In addition, the audit committee is responsible for
reviewing the company’s compliance with applicable
laws and regulations. Therefore, it is hoped that with
the existence of an audit committee, decisions taken
by the directors can be monitored and controlled so
that they can bind all interested parties and
suppress acts of manipulation of financial reports
(Hidayah et al., 2019; Solikhah et al., 2022).

The audit committee is tasked with monitoring
to increase effectiveness in creating quality financial
reporting transparency, compliance with applicable
laws and regulations, as well as adequate internal

committee has the authority to fulfill its duties and
responsibilities by communicating directly with
the board of directors to seek accurate information.
Therefore, the presence of an audit committee can
increase the board’s ability to fulfill its legal
responsibilities and ensure that the credibility and
objectivity of financial reports are achieved (Isa &
Farouk, 2018).

The description above illustrates that
the presence of an audit committee can strengthen
the influence of the presence of female directors in
minimizing opportunistic actions carried out by
male directors who are allegedly more concerned
with their interests. The audit committee limits
unethical behavior that may be carried out by
the board of directors through monitoring
mechanisms so that the board of directors can be
more effective in producing information that is
accurate and free from manipulation. An effective
audit committee has been proven to reduce earnings
management practices in companies (Mohd Saleh
et al., 2007).

H4: The audit committee can moderate
the influence of director gender diversity on earnings
management.

3. RESEARCH METHODOLOGY

This research is quantitative. The data used in this
research is secondary data. Data comes from annual
reports and company financial reports for
2019-2021 from each company’s website.
The sample in this study contained 261 analysis
units which were data from 87 companies multiple
by three years. Sampling used a stratified random
sampling technique. Data analysis using WarpPLS.
Detailed measurements of research variables can be
seen in Table 1.

supervision (Meiryani et al, 2022). The audit
Table 1. Variable measurement
No. Variable Indicator Measurement Scale
1. Modified Jones model (Dechow et al., 1995).
2. Total accrual: TA;; = NI;; — CFO;,
3. Total accrual value (TA), ordinary least squares (OLS)
The quality of company | regression:
Earning profits, the size or size of TA; 1 AREV;, PPE;
: = q + a, +as + ¢ :
1 management earnings management Ap—1 Ap—1 Ap—1 Ap—1 Ratio
(DA) behavior as measured by | 4, Non-discretionary accruals (NDA):
discretionary accruals. NDA 1 AREV,  AREC, PPE;,
it = ‘7(1(141,—1)Jr “Z(Ait—l - Ait—1)+a3 A —1
5. Discretionary accrual (DA): DA;, = ATA"tl — NDA;,
it—
Board of The number of meetings | The number of meetings held by the board of directors in
2 directors held by the board of | one year (Aleqab & Ighnaim, 2021; Binashour et al., 2021; Ratio
meeting (MEET) | directors in one year. Chouaibi et al., 2018).
Gender The ratio of the number of
diversity of women on the board of | Female board of directors / Total members of the board of
3 the board of directors to the total | directors (Binashour et al., 2021; Triki Damak, 2018; Ratio
directors members of the board of | Widagdo et al., 2022).
(GENDER) directors.
Aud.lt Audit committee activities | Give good, fair, and poor ratings for each indicator
4 commitree and responsibilities component (Setiawan & Fitriany, 2011) Interval
(COMMA) ' ’ '
4. RESULTS earnings management show that this variable has

4.1. Descriptive analysis
The results of the descriptive analysis show

the conditions in the research sample companies.
The results of descriptive statistical analysis for
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an average value of -0.0009 and a standard deviation
value of 0.0147. This provides evidence that
the earnings management variable has quite varied
data with quite large data deviations because
the average value is smaller than the standard
deviation value. Apart from that, it can be seen that
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there are indications of earnings management in
the sample companies during the research period.
This is characterized by discretionary accruals

having positive and negative values, which indicates
management activities to increase or decrease profit
figures by utilizing accruals.

Table 2. Results of descriptive statistical analysis

Variable Obs. Mean Std. dev. Min Max
DA 261 -0.0009 0.0147 -0.1046 0.0645
MEET 261 20.9272 18.4013 4 139
GENDER 261 0.1629 0.1806 0 0.8
COMMA 261 26.2529 2.4786 16 29

The highest value of earnings management
(DA) that occurred during the research period was
0.0645 which occurred at PT Dwi Guna Laksana Tbk
in 2021. This shows that in 2021 PT Dwi Guna
Laksana Tbk carried out earnings management by
increasing the highest accrual profit figure
compared to other companies. Meanwhile,
the smallest value of earnings management that
occurred during the research period was -0.1046
which occurred at PT Optima Prima Metal Sinergi
Tbk in 2019. This shows that in 2019 PT Optima
Prima Metal Sinergi Tbk carried out earnings
management by reducing the highest accrual profit
compared to other companies.

The results of descriptive statistical analysis
for the board of directors meetings (MEET) show that
this variable has an average value of 20.9272 and
a standard deviation value of 18.4013. This provides
evidence that the board of directors meeting variable
has less varied data because the average value is
greater than the standard deviation value. Apart
from that, it can also be concluded that the board of
directors of companies in Indonesia has complied
with Financial Services Authority Regulation
No. 33/POJK.04/2014 which states that the board of
directors of a public company is required to hold
meetings at least once every month. This is indicated
by the average number of board of directors

meetings in each company of 20.9272 or
21 meetings, which value meets the minimum
number set by Financial Services Authority

Regulation No. 33/POJK.04/2014.

The highest number of board of directors
meetings that occurred during the research period
was 139 board of directors meetings during one year
which took place at PT Aneka Tambang Tbk in 2020.
When referring to Financial Services Authority
Regulation No. 33/POJK.04/2014, this means in
2020 PT Aneka Tambang Tbk is the company with
the highest level of implementation of these
regulations. Meanwhile, the smallest value of board
of directors meetings that occurred during
the research period was four board of directors
meetings during one year which occurred at
PT Suryamas Dutamakmur Tbk and PT Trimitra
Propertindo Thk in 2019 and 2020. This makes
the two companies the same operate in
the property and housing industry sector as
acompany with the lowest implementation of
Financial Services Authority Regulation
No. 33/POJK.04/2014 among other companies.

The results of descriptive statistical analysis of
the gender diversity of the board of directors
(GENDER) show that this variable has an average
value of 0.1629 and a standard deviation value of
0.1806. This provides evidence that the gender
diversity of the board of directors variable has quite
varied data with quite large data deviations because
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the average value is smaller than the standard
deviation value. Apart from that, it can also be
concluded that the gender composition of the board
of directors in companies in Indonesia is still very
small, as evidenced by the average value of gender
diversity of the board of directors which is only
0.1629 or 16%. This of course can be evidence that
the companies in the sample of this research still
believe in the stereotype that has developed in
society throughout the world which states that men
are seen as having a higher status than women, even
in the world of work (Nevid, 2021).

The highest value of gender diversity of
the board of directors that occurred during
the research period was 0.8 or 80% of female
directors who occupied directorships for one year
which occurred at PT Prodia Widyahusada Tbk. This
shows that PT Prodia Widyahusada Tbk has a board
of directors composition with the highest female
participation compared to other companies.
Meanwhile, the smallest value of gender diversity of
the board of directors that occurred during
the research period was zero female directors who
occupied director chairs for one year, which
occurred in many companies. This shows that quite
a few companies in Indonesia think that male
directors are better at managing their companies
than female directors.

The results of descriptive statistical analysis
for the audit committee (COMMA) show an average
value of 26.2529 and a standard deviation value of
2.4786. This provides evidence that the audit
committee variable has less varied data because
the average value is much greater than the standard
deviation value. Apart from that, it can also be
concluded that audit committees in companies in
Indonesia are of sufficient quality, as evidenced by
the average value of the audit committee quality
assessment which is 26.2529 or 26 if rounded. This
is close to the maximum assessment value of 29 or
is included in the good category of the assessment
components developed by (Setiawan & Fitriany, 2011).

The highest score from the audit committee
that occurred during the research period was 29 or
was included in the good category which occurred in
many companies. This shows many companies in
Indonesia have quality audit committees and their
performance is under applicable regulations. Based
on the Financial Services Authority Regulation
No. 55/POJK.04/2014 state the audit committee
must hold regular meetings at least once every three
months or four times a year. Hence, all companies
are obliged to comply with these regulations.
Meanwhile, the smallest value of the audit
committee that occurred during the research period
was 16 at PT Optima Prima Metal Sinergi Tbk in
2019. It is still included in the fair category.

@



Corporate Board: Role, Duties and Composition / Volume 20, Issue 2, 2024

4.2. Hypothesis analysis
4.2.1. Convergent validity test and reliability test

Convergent validity is used as a form of testing
the validity of the data for each indicator on its
variables, which is then seen from the factor loading
values. Correlation is said to be of high value and
valid if the factor loading value is > 0.7. However, if

the factor loading value is < 0.7 then the indicator is
invalid for measuring the value of the construct.
The results above show that all research indicators,
including the board of directors meetings, gender
diversity of the board of directors, audit committee,
and earnings management, have an outer loading
value of 1.000 and more than 0.7. Thus, it can be
interpreted that the data is highly correlated and
valid because the factor loading value is > 0.7.

Table 3. Convergent validity test

Description X1 X2 Z Y Z *X1 Z*X2
MEET (1.0000) 0.000 0.000 0.000 0.000 0.000
GENDER 0.000 (1.0000) 0.000 0.000 0.000 0.000
COMMA 0.000 0.000 (1.0000) 0.000 0.000 0.000
DA 0.000 0.000 0.000 (1.0000) 0.000 0.000
Z* X1 0.000 0.000 0.000 0.000 (1.0000) 0.000
Z* X2 0.000 0.000 0.000 0.000 0.000 (1.0000)

A reliability test is a test aimed at testing
indicators in research instruments to see whether
they can be measured more than twice for accurate
results. Carrying out a reliability test that has
reflective indicators can be done in two ways,
namely by looking at Cronbach’s alpha and
composite reliability values. The reliability test

criteria in this research are that the construct is
declared reliable when Cronbach’s alpha and
composite reliability values are > 0.7. Therefore,
each research variable has a Cronbach’s alpha and
composite reliability value of > 0.7, namely 1.000,
therefore, all variables have met the reliability test
criteria.

Table 4. Reliability test

Description X1 X2 Y4 Y Z *X1 Z * X2
R-squared 0.049
Adj. R-squared 0.034
Composite reliability 1.000 1.000 1.000 1.000 1.000 1.000
Cronbach’s alpha 1.000 1.000 1.000 1.000 1.000 1.000

4.2.2. Structural model analysis (inner model)

Based on the results of the coefficient of
determination (R?), it is known that the coefficient of
determination (R? for the earnings management
variable is 0.049, which means it is weak because
the value is less than 0.25. If the R? value is then
multiplied by 100%, it will show how much influence

the variable board of directors meeting, gender
diversity of the board of directors and audit
committee have on the earnings management
variable. The results of this calculation obtained
avalue of 4.9%, which means 4.9% of earnings
management can be explained by board of directors
meeting, the gender diversity of the board of
directors, and the audit committee.

Table 5. The coefficient of determination (R?)

Description X1 X2

V4 Y Z * X1

R-squared

0.049

Based on the results of effect size (F), it shows
that the variables board of directors meetings,
gender diversity of the board of directors, interaction

and gender diversity of the board of directors have
an effect size that is classified as weak because it is
between 0.02 and 0.15 (Latan & Ghozali, 2017). This

between the audit committee and board of directors condition shows that the research model is
meetings, interaction between the audit committee  appropriate.
Table 6. The effect size (F)
Description X1 X2 Z Y Z*X1 7*X2
X1 0.049
X2
Z
Y 0.000 0.002 0.011 0.040
Z*YI
Z*X2

Based on the goodness of fit (GoF) test data, it
shows that the research model has observations in
the medium category with a value of 0.222 where
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the t-value exceeds 0.1 but is less than 0.25. This
condition shows that the research model is fit.
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Goodness of fit: Model fit and quality indices

Average path coefficient (APC) = 0.077, p = 0.052

Average R-squared (ARS) = 0.049, p = 0.106

Average adjusted R-squared (AARS) = 0.034, p = 0.144

Average block VIF (AVIF) = 1.532, acceptable if <= 5, ideally <= 3.3

Average full collinearity VIF (AFVIF) = 1.373, acceptable if <= 5, ideally <= 3.3
Tenenhaus GoF (GoF) = 0.222, small >= 0.1, medium >= 0.25, large >= 0.36
Simpson’s paradox ratio (SPR) = 0.500, acceptable if >= 0.7, ideally = 1

R-squared contribution ratio (RSCR) = 0.963, acceptable if >= 0.9, ideally = 1
Statistical suppression ratio (SSR) = 1.000, acceptable if >= 0.7

Nonlinear bivariate causality direction ratio (NLBCDR) = 0.250, acceptable if >= 0.7

Based on the Stone-Geisser’s (Q-squared) test, it
shows that the predictive relevance value for
the earnings management variable is 0.061, which
then means that the Q-squared value is greater than
0.02 but not greater than 0.15 so it is included in
the small category.

Stone-Geisser’s Q-squared 0.061

Then it can be concluded that the research
model has a small predictive relevance value and
impact on the dependent variable. Hence, the research
model is appropriate. Hypothesis analysis is carried
out by testing the hypothesis, namely by looking at
the path coefficient and p-value. The criterion for
significance value in this research is a p-value
of 0.05 or 5%. The following table presents the test
results by looking at the path coefficient and
p-value.

Table 7. Hypothesis analysis

Hypothesis Path coefficient p-values Explanation
HI: Board of dlrectors meetings have a negative and significant 0.000 0.497 Rejected
effect on earnings management.
H2: Gender dllvemry of directors has a negative and significant -0.036 0.227 Rejected
effect on earnings management.
H3: The audit committee can moderate the influence of board of ] .
directors meetings on earnings management. 0.084 0.085 Rejected
H4: The audit committee can moderate the influence of director
gender diversity on earnings management. 0.187 <0.001 Accepted

Based on the data above, the results of data
processing and testing between variables through
the path coefficient and p-value are explained as
follows:

1. HI testing. The first hypothesis in this
research tests whether the board of directors
meetings have a significant negative effect on
earnings management. After processing and testing
using WarpPLS version 8.0 software, the influence of
board of directors meetings on earnings
management has a positive path coefficient value of
0.000 with a p-value of 0.497 (0.497 > 0.05). Then it
is interpreted that board of directors meetings have
no influence on earnings management, so HI
regarding board of directors meetings having
a significant  negative  effect on  earnings
management is rejected.

2. H2 testing. The second hypothesis in this
study tests whether the gender diversity of
the board of directors has a significant negative
effect on earnings management. After processing
and testing using WarpPLS version 8.0 software,
the influence of gender diversity on the board of
directors on earnings management has a negative
path coefficient value of -0.036 with a p-value of
0.277 (0.277 > 0.05). Then it can be interpreted that
the gender diversity of the board of directors has no
influence on earnings management, so H2 regarding
the gender diversity of the board of directors has
a significant  negative effect on  earnings
management is rejected.

3. H3 testing. The third hypothesis in this
research tests whether the audit committee can
moderate the influence of board of directors
meetings on earnings management. After processing
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and testing using WarpPLS version 8.0 software,
the influence of the audit committee in moderating
the influence of board of directors meetings on
earnings management has a negative path
coefficient value of -0.084 with a p-value of 0.085
(0.085 > 0.05). The path coefficient value for this
moderation effect has a value that tends to be lower
than before the moderation effect, namely
0.000 > -0.084. This then means that the audit
committee is unable to moderate the influence of
foreign ownership on earnings management, so H3
that the audit committee moderates the influence of
board of directors meetings on earnings
management is rejected.

4. H4 testing. The fourth hypothesis in this
study tests whether the audit committee can
moderate the influence of the board of directors
gender diversity on earnings management. After
processing and testing using WarpPLS version 8.0
software, the influence of the audit committee in
moderating the influence of gender diversity on
the board of directors on earnings management has
a positive path coefficient value of 0.187 with
a p-value of 0.001 (0.001 <0.05). The path
coefficient value for this moderation effect has
avalue that tends to be higher than before
the moderation effect, namely 0.187 >-0.036. This
then means that the audit committee can moderate
by strengthening the influence of the gender
diversity of the board of directors on earnings
management so that H4 that the audit committee
moderates the influence of the gender diversity of
the board of directors on earnings management is
accepted.

@



Corporate Board: Role, Duties and Composition / Volume 20, Issue 2, 2024

Figure 1. The result of structural model analysis
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5. DISCUSSION AND IMPLICATIONS

5.1. The influence of board of director meetings on
earnings management

Board of director meetings do not have a significant
effect on earnings management. This is because
the MEET probability value is above 5% significance.
This result does not follow the HI which states that
board of director meetings have a significant effect
on earnings management.

The research results contradict the upper
echelon theory which states that the diversity of
a company’s top management will always be closely
related to company behavior (Augier & Teece, 2018;
Hambrick, 2016). Apart from that, these results also
do not follow positive accounting theory which
refers to the fewer meetings held, the higher
the possibility of management implementing
a bonus plan hypothesis, in other words holding
more frequent meetings can be a limiting procedure
for individuals or groups who have the intention to
to act opportunistically (Watts & Zimmerman, 1990).
There is no empirical statistical evidence that states
that board of director meetings have a significant
effect on earnings management.

This research is in line with other research
which found evidence that there is no influence
between board size and earnings management
behavior carried out (Aleqab & Ighnaim, 2021;
Karina, 2021). Board of director meetings cannot
provide a guarantee that earnings management can
be minimized. This is in line with agency theory that
the existence of a conflict of interest between
the board of directors (agent) and the shareholders
(principal) makes earnings management unavoidable.

5.2. The influence of gender diversity of directors
on earning management

The results of hypothesis testing prove that gender
diversity of directors does not have a significant
effect on earnings management. This is because
the GENDER probability value is above 5%
significance. This result does not follow the HZ2
which states that gender diversity of directors has
a significant effect on earnings management.

This condition is because the gender
composition of the board of directors in companies
in Indonesia is still very small. This research is in
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line with other research that finds gender diversity
does not have a significant impact on reducing
earnings management (Binashour et al, 2021).
The presence of women on the board of directors
does not play a role in minimizing earnings
management. Many companies choose to have male
rather than female board directors. There is a view
that men are superior to women. This means that
women are not considered good for positions on
the board of directors. This is due to stereotypes
that believe men are breadwinners and women are
housewives (Nevid, 2021). Furthermore, this
condition shows that companies lack awareness of
the important role of women in corporate
governance.

5.3. The influence of board of directors meetings on
earning management moderated by the audit
committee

The audit committee is wunable to moderate
the influence of board of directors meetings
on earnings management. This is because
the MEET_COMMA probability value is above 5%
significance. This result does not follow the H3
which states that the audit committee can moderate
the influence of board of directors meetings on
earnings management.

The results of this research contradict
the upper-echelon theory which states that
the diversity of a company’s top management will
always be closely related to company behavior
(Augier & Teece, 2018; Hambrick, 2016). Apart from
that, these results also do not follow positive
accounting theory which refers to the fewer
meetings held, the higher the possibility of
management implementing a bonus plan hypothesis,
in other words holding more frequent meetings can
be a limiting procedure for individuals or groups
who have the intention to act opportunistically
(Watts & Zimmerman, 1990). This is because there is
no statistical evidence that the audit committee
plays a role in moderating the influence of board of
directors meetings on earnings management.
Moreover, the results of this research are supported
by agency theory. The director is an agent whose job
is to carry out the wishes of the principals (Jensen,
1993). The existence of this conflict of interest
makes the board of directors focus on its interests
to display its consistently good performance in
various ways.
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5.4. The influence of gender diversity of directors parties. This can suppress acts of manipulation of

on earning management moderated by the audit financ_ial reports. Qood corporate governance has
committee been implemented in companies optimally, able to

increase  company value (Hidayah, 2022).
The presence of an audit committee can moderate
the gender diversity of directors in earnings
management (Isa & Farouk, 2018). The audit
committee plays a role in increasing
the effectiveness of female directors in reducing
earnings management practices. In addition, this
shows that the company has implemented good
corporate governance. Therefore, companies can
minimize earnings management.

A summary of the results of hypothesis testing
provides evidence that the audit committee can
moderate the influence of director gender diversity
on earnings management. This is because
the GENDER_COMMA probability value is above 5%
significance. These results follow the H4 which
states that the audit committee can moderate
the influence of director gender diversity on
earnings management. The GENDER_COMMA
coefficient shows that this interaction has a positive
effect on earnings management. This means that
the presence of an audit committee can strengthen
the influence of director gender diversity in reducing
earnings management.

The results of this research are in line with
the upper-echelon theory which states that - . A !
the diversity of a company’s top management will director gender d.lversr[y and earnings man_agement.
always be closely related to company behavior The audit comr_mttee as a moderatlng Varlal_ole can
(Augier & Teece, 2018; Hambrick, 2016). Apart from strengthen Fhe influence of director genc}er diversity
that, these results also follow the positive ©OI ~~ €arnmngs management.  This shows
accounting theory in the bonus plan hypothesis the importance of the audit committee in controlling
which refers to the characteristics of male directors COMPany earnings management. o
who behave more aggressively than women, This study has a limitation which is only
including maximizing their utility in pursuing higher ~ focusing on the board of directors. Hence, further
bonuses. A quality audit committee can carry out its research can use corporate governance mechanisms

supervisory role efficiently, to ensure transparency, © lf‘z-ia‘:h, comprehensive I"ES(;llt.S. Tl;ls research
openness  of financial reports, fairness to Provides important recommendations for company

stakeholders, and disclosure of information carried ~ Policy-making regarding the implementation of good
out by management. The existence of an audit corporate governance to achieve higher company
committee can monitor decisions taken by the board ~ Performance.

of directors so that they can bind all interested

6. CONCLUSION

This study’s findings demonstrate board of directors
meetings and gender diversity of directors are not
influencing earning management. Then, the audit
committee can moderate the relationship between
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