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Abstract

This study explores the effect of corporate governance mechanisms and disclosure of
corporate social responsibility on earnings quality and the effect on stock returns. The
mining sector research analysis is indexed on the Indonesia Stock Exchange for the period
2014 to 2018. The research method used is causal research, with the analysis method used
is multiple linear regression. The sampling technique used purposive sampling. The
results showed that Managerial Ownership, Institutional Ownership, Independent
Commissioners, and CSR disclosure did not affect earnings quality, while the Audit
Committee and Stock Returns significantly affected earnings quality. This study's
findings contribute to financial performance, particularly the relationship between
corporate governance, CSR disclosure, and earnings quality. These findings can be a
consideration for investors in making policies on their investments.

Keywords: CSR Disclosure; Earnings Quality; GCG Mechanism; Stock Return.

1. INTRODUCTION

The company's earnings information does not imply that the earnings are of
high quality. Earnings are considered high-quality as financial statement clients can
use them to make the right choices and satisfy the qualitative requirements for
accurate and trustworthy financial reports (Warianto & Rusiti, 2016). The quality of
earnings is one of the financial success metrics that readers of financial statements
used to make economic decisions. There are two types of parties that need financial
reports: internal business parties such as administrators, managers, and external
parties such as investors, creditors, and the government (Listyaningsih, 2020).

There are also issues in Indonesia with firms publishing false financial results,
one of which is PT. Timah Tbk, a mining firm that perpetrated a public lie in 2015 by
issuing a financial report for the first semester of 2015, stated that efficiency and
strategy had good financial success. However, the actual financial statements
reported net profit for the first semester of 2015 was a deficit of IDR. 59 billion. The
Tin Employees Association (IKT, an Indonesian abbreviation) has called for the board
of commissioners and directors to resign immediately due to this situation. The new
board of directors is expected to improve its performance (mining.co.id, 2016).
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As a result of the phenomena mentioned earlier, various factors, including the
Good Corporate Governance Mechanism, will affect earnings quality. According to
Nasrum (2018), the corporate governance mechanism is a well-defined enforcement
law, procedure, and relationship between the decision-maker and the decision
supervisor. In Agency Theory, Jensen and Meckling (1976) define a situation in which
management or agents appointed by shareholders (principal) on their behalf are
responsible for generating profitability now and then. According to this theory,
agents are more likely to use company resources for their gain than for the benefit of
the company's owners. In this analysis, Agency Theory is viewed as a theoretical
approach consistent with the GCG process. Management (agent) performs its duties
under the contract with the principal to serve the principal's interests. In a company,
the principal and the control agent's division of ownership appears to establish
agency disputes between the principal and the agent. The contract is signed because
the agent does not always behave in the principal's best interests, resulting in agency
costs (Nuryana & Surjandari, 2019). The GCG mechanism is based on Agency Theory,
which is used to resolve agency issues between the owner (principal) and the
management (agent). The failure to enforce the GCG mechanism is associated with a
lack of accountability in the company's management, which leads to the loss of
general control and the involvement of the controlling shareholder in the company's
management. It can result in a conflict of interest that explicitly violates corporate
governance standards, lowering the quality of the company's earnings (Listyaningsih,
2020). The Corporate Governance System includes Managerial Ownership,
Institutional Ownership, the Independent Board of Commissioners, and the Audit
Committee (Nuryana & Surjandari, 2019).

The relation between the GCG mechanism and Earning Quality proxied by
Managerial Ownership, Institutional Ownership, the Independent Board of
Commissioners, and the Audit Committee is based on a previous Polimpung study
(2020). According to the report, managerial ownership has an impact on Earning
Quality. Arniati et al. (2019) conducted the same research and concluded that the
Independent Board of Commissioners impacted Earning Quality. According to
Hamdan (2020) and Mahdi et al. (2020). The Audit Committee has a substantial
impact on the company's earnings quality.

Contrary to the previous study, the findings of Listyaningsih (2020) show that
institutional and managerial ownership has no impact on quality earnings. Similarly,
according to the findings of Handoko (2020), managerial ownership and the audit
committee have no impact on earnings quality. According to Arniati et al. (2019), the
independent board of commissioners does not affect earnings quality.

Other variables that may influence earnings quality, such as CSR disclosure, are
being investigated in this study. Disclosure of Corporate Social Responsibility is a
disclosure of information aimed at interested parties. Social disclosures made by
companies are generally voluntary, unaudited, and unregulated (Setiyawati & Basar,
2017). It concerns Government Regulation No 47, 2012, on Corporate Environmental
Responsibility Implementation. Social and environmental responsibility practices and
the dissemination of information are the responsibilities of the entire company under
this government regulation (IAI, 2015). The public disclosure of a company's CSR
activities serves as a barometer for financial reporting transparency and demonstrates
its accountability to stakeholders. However, the company's social reporting is simply
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a management strategy for manipulating earnings efficiency. It is confirmed by
previous research by Park & Ha (2020), Suwarno et al. (2020), Rezaee et al. (2019) and
Jouber (2019) and (Bagus and Djaddang (2018), indicating that companies with good
CSR disclosure have higher earnings efficiency.

In contrast to the findings of a study conducted by (Hutasoit et al., 2020), CSR
disclosure has no impact on earnings quality. GRI G-4 was used to test CSR
disclosure in this report. The Global Reporting Initiative (GRI) is used to build and
offer reporting benefits to company stakeholders through reporting and standardized
disclosures that signify corporate social responsibility. These guidelines are intended
for companies of all sizes, sectors, and locations. It also serves as a global resource for
all parties interested in identifying environmental, social, economic, and
organizational governance, efficiency, and impacts (GRI G-4, 2013: 5)

Since leverage is assumed to influence the efficiency of a company's earnings, it
was used as a control variable in this study. According to Hartono (2017), if a
company's assets are funded primarily by debt rather than its capital, its leverage will
be higher, and the quality of its earnings will be more inferior. The source of
company funds may come from its resources or loan when running a company.
Sulistyanto (2014) explains that debt or leverage is an economical cost made by a
corporation in the future, in the form of the supply of goods or services resulting
from past transactions or events. It is confirmed by earlier research (Febriani et al.,
2020), which notes that leveraging has a negative impact on the quality of the
earnings. The findings of research carried out by Indriani (2020) are different and
show that leverage impacts earnings efficiency.

The size of the firm is another control variable used in the analysis other than
leverage. Brigham (2019) defines that "Firm Size is the size of a company that is
shown or valued by total assets, total sales, generated profits, tax expense and
others". One of the factors that determine the quality of earnings is the size of the
firm. Firm size is assumed to impact earnings quality. Since the bigger the company
size, the easier it would be to receive funding sources and the higher the quality of
earnings (Putra, 2020). Compared to research conducted by (Safitri et al., 2020), which
claims that firm size has no impact on earnings quality, previous research conducted
by (Putra 2020) claims that firm size affects earnings quality.

Investors rely on earnings data to make decisions about whether or not to invest
in a company. If a company's earnings is high, investors' returns are likely to be high
as well, and vice versa (Yuliza, 2018). It can be deduced from this explanation that
earnings quality information affects stock returns. If investors assume they will
receive security and a guaranteed return, they are more likely to invest. The higher
the rate of return, the greater the company's profitability and earnings quality. It is
confirmed by previous research (Yuliza, 2018; Simorangkir, 2019), which found that
earrings' quality affects stock returns. However, according to a different study
(Damanik, 2019), earnings efficiency does not affect stock returns.

Based on the explanations mentioned earlier, hypotheses, and previous studies,
This study aims to learn more about the effects of the GCG process, CSR disclosure,
earnings quality, and its effect on stock returns using Leverage and Firm Size as
control variables. The research was carried out in the Indonesia Stock Exchange (IDX)
mining sector during 2014 to 2018. The mining industry was selected for the study
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because mining companies are one of the nation's economic pillars, and their
inclusion contributes to state revenue for social welfare. According to data released
by the Indonesian Mining Association (IMA) in 2019, the mining industry contributed
the most to state revenue, with IDR 37 trillion in 2017 and IDR 46.6 trillion in 2018.

This study is intended to provide theoretical contributions to academics and
other interested parties, allowing them to generate research ideas for future studies.
Meanwhile, in terms of practical contribution, it is expected to advise the corporation
on developing the GCG mechanism and CSR disclosure to improve earnings
efficiency and stock returns. In terms of policy contribution, it is expected to provide
data to inform companies in developing corporate governance strategies that will
allow them to achieve successful financial reporting.

2. HYPOTHESIS DEVELOPMENT

Managerial Ownership's Effect on Earnings Quality

Under Law No. 40 of 2007 on Limited Liability Companies states, Commissioners
and directors must disclose the number of shares they hold in their companies and other
companies to the corporation if they own shares in both (Hapsoro & Shufia, 2018). As
Jensen and Meckling (1976) stated, Managers and shareholders' interests can be matched
if managers own a greater share of the business. If a manager is also a shareholder, it is
assumed that this would reconcile differences in preferences between outside
shareholders and management, reducing agency conflicts ( (Nanang & Tanusdjaja, 2019).
Increasing managerial ownership will minimize earnings manipulation, allowing
reported earnings to represent the company's actual economic situation better.
Furthermore, pressure from the stock market encourages businesses with low managerial
ownership to use accounting practices to inflate estimated profits, causing them to
misrepresent the company's economic situation (Indrawati et al., 2010). According to
previous research (Polimpung, 2020; Ismail, 2018; Barkadehi & Mirbargkar, 2017).
Managerial ownership has an impact on improving earnings quality. Contrary to
previous research findings by (Listyaningsih 2020) and (Handoko et al., 2020), Managerial
ownership has no impact on earnings efficiency. The following hypothesis is formulated
based on the analysis:

Hi: Management ownership’s has an impact on the quality of earnings

The institutional ownership’s Effect on Earnings Quality

Institutional ownership plays a vital role in corporate governance in reducing
agencies' cost (Mehdi et al., 2017). According to Bushee (1998), institutional ownership
through an intense level of supervision can reduce managers' incentives who only think
about personal interests. Institutional ownership can reduce discretionary expenditure in
financial reports, improving reported earnings (Indrawati et al.,, 2010). According to
Irawati and Sudman (2016), institutional ownership supervises the corporation while the
firm manager controls it. Supervision of the company will increase along with the
increase in institutional ownership and management. It has to do with institutional
investors' position in overseeing company results, preventing conflicts of interest from
minority shareholders, and limiting earnings management actions (Nuryana &
Surjandari, 2019). Research conducted by Barkadehi and Mirbargkar (2017) has shown
that institutional ownership positively impacts earnings quality. It differs from the
research results carried out by (Handoko et al., 2020) and (Arniati et al., 2019), which state
that institutional ownership has no impact on earnings quality. According to the results,
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the hypothesis will go as follows:
Ho: Institutional ownership has an impact on the quality of earnings

The Independent Commissioners’ Board Effect on Earnings Quality

Beasley's (1996) study explores the relationship between the proportion of
commissioners on board and fraudulent financial reporting. When they conduct audit
comparisons between businesses that have committed fraud and those that have not, they
find that companies that commit fraud have a substantially lower number of external
commissioners than those that do not. Another attribute of earnings knowledge is the
composition of the board (Nanang & Tanusdjaja, 2019). The Commissioners' Board's
supervision role is influenced by the size of the Commissioners' Board (Indrawati et al.,
2010). The independent board of commissioners' role in carrying out the company's
operational, supervisory function includes making a significant contribution to the results
of quality report preparation and avoiding earnings management to improve the quality
of the company's earnings (Arisanti, 2020). The findings of the research conducted by
(Mahdi et al., 2020) indicate that independent boards of commissioners impact the quality
of earnings. In comparison to the findings of the research conducted by Arniati et al.,
2019, the independent board of commissioners has no impact on earnings quality. Based
on this study, the suggested hypothesis is as follows:

Hs: The Independent Commissioners” Board has an impact on the quality of earning

The Audit Committee's Effect on Earnings Quality

The management performance can be monitored and supervised with a company
audit committee, whether it meets company standards and targets (Nanang & Tanusdjaja,
2019). The greater the size of the audit committee inside the corporation within the
optimum limits, the greater the quality of earnings expressed in the financial statements
of earnings (Nuryana & Surjandari, 2019). The audit committee serves as a conduit
between the external auditor and the corporation and between the commissioners'
supervisory role and the internal auditor. The knowledge quality of earnings is improved
by increased independence and audit committee operations (Indrawati et al., 2010). The
impact of increasing the independence of the audit committee will decrease if the audit
committee is involved. The audit committee members' independence is considered a
mechanism for controlling the financial reporting process (Nuryana & Surjandari, 2019).
Therefore, indicators of independence may be used to determine earnings quality. The
results of research by Handoko & Arbi (2020), Mahdi et al. (2020) and Hamdan (2020)
indicate an impact on the earnings quality from the audit committee. It differs from the
findings of previous research carried out by Handoko et al. (2020), which reported that
the audit committee had no impact on earnings quality. Based on the study, the
hypothesis proposed is as follows:

Ha4: The Audit Committee’s has an impact on the quality of earning

The Corporate Social Responsibility (CSR) Disclosure Effect on the Quality of
Earnings

In the annual report of the company, Hutasoit et al. (2020) argue that CSR
disclosure is one of the company's business strategies to increase the quality of its
earnings, where companies that perform better with CSR are more likely to report the
quality of earnings expected by investors than other companies. CSR operation disclosure
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will serve as a benchmark for financial reporting transparency and corporate
accountability to stakeholders. High-income management leads to low-profit quality,
while low-income management leads to high revenue quality. One reason for
management to do social reporting is that CSR activities will provide a shield for
management to exploit revenue (Muttakin el at, 2015). Previous research on the
relationship between CSR disclosure and earnings quality (Park & Ha, 2020), (Suwarno et
al.,, 2020), (Rezaee et al., 2019), (Jouber, 2019) and (Bagus & Djaddang, 2018) has shown
that companies with good CSR disclosure will likely have better earnings quality. It
contrasts with the findings of a study by Hutasoit et al. (Hutasoit et al., 2020), which
found that CSR disclosure has no impact on earnings quality. The following hypothesis is
suggested based on the analysis:

Hs: The CSR disclosure has an impacts on the quality of earnings

The impact earnings quality on stock returns

The benefit/return relationship is based on the premise that earnings is beneficial to
investors. Several previous studies that have tested this empirically have accepted the
premise that earnings have usefulness. The pioneers who studied the relationship
between information quality and earnings figures were Ball, R. J., Brown (1968), and
Beaver (1968). The reported earnings figures would be helpful if the market responds to
the announcement of annual earnings reporting, according to Ball, R. J., and Brown
(1968). They show a connection between changes in annual earnings and changes in stock
prices. According to Ray & Philip (1968), if the market responds to the announcement of
annual earnings reporting, the published earnings figures would be helpful. They show a
connection between changes in annual earnings and changes in stock prices. The findings
of past studies (Simorangkir, 2019; Damanik et al., 2019; Yuliza, 2018) indicate that returns
on company stocks affect earnings quality. It differs from Nurmasari (2018) study
findings, which found that stock returns have no impact on earnings quality. Based on the
data, the hypothesis is:

He: The Quality earnings has an impact on stock return

As shown in Figure 1, the analysis uses the framework above to describe the relationship
between the relationships and the research objectives.

Independent Variables:

Managerial ownership

Institutional Ownership

Independent Board of Commissioners
Audit Committee

CSR Disclosure

v

Gk ®N e

Earnings Quality m——p] Stock Returns

Control Variables: 7 )
1. Leverage
2. Firm Size

------J

Figure 1. The Framework between the relationships and the research objectives
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3.

METHOD, DATA, AND ANALYSIS

Design of research, sample and population
The method of study is quantitative research. It was a confirmatory analysis to

confirm the hypothesis about the independent variable's impact on the dependent
variable. The population consists of mining companies listed on the Indonesian Stock
Exchange for the period 2014-2018. There were 49 companies in the sample population.
Purposive sampling is used in this procedure, with the following criteria: (a) businesses
that have published financial reports regularly from 2014 to 2018 (b) organizations that
have released CSR reports for the years 2014-2018. The mining companies sampled in this
study were 30 and were selected based on these criteria. In this report, the techniques for
statistical analysis used version 11 of E-Views, as shown in Table 1.

Table 1. List of Research Variables Operational definition

No Variable Dimension Indicator Measurem
ent Scale
Managerial ownership Managerial ownership = )
Mekanisme NumberofManagerialShares x 100% Ratio
Good Corvorate NumberofSharesOutstanding °
G P Institutional Institutional Ownership =
overnance Ownership NumberofInstitutionalShares x 100% Ratio
NumberofSharesOutstanding
1 (Nuryana &
Surjandari, Independent Board of Indepe.nd.ent Board of
2019) Commissioners Commissioners = Ratio
ZCommissioners o
——————x100%
YAllCommissioners
. . Audit Committee = ¥ Audit .
Komite Audit Committee Ratio
2 CSRdisclosure  GRI 4 CSDYj = e MAeeiors ot Ratio
Leverace . . _ TotalAmountofdebt P .
3 (brighga m, 2020) Debt Equity Ratio DER TotalEquity 100% Ratio
Firm Size Size = Ln Total Aset .
4 ( brigham, 2020) Total Assets Ratio
Pit = Bo + B EPSit + 2 BVSit +eit.
Note:
Earnngs Quali Pit: Stock Price for company i at
& y the end of the year .
5 (James Ohlson, Value Relevance ) . Ratio
1995) EPSit : Earning Per Share of
company i in period t
BVSit : Book Value Per Share of
company I in period t
Stock returns = 2=
Pt-1
Note:
Stock returns Pt : closing price of company I
6 (Eggene F. Capital Gain shares in period t Ratio
brigham, 2020) Py1 : closing price of the shares of

company I in
period

the previous
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4. RESULT

The maximum, minimum, standard deviation, and total observations for all
variables in this analysis are shown in Table 2.

Table 2. Descriptive Statistics

KM KI DKI KA CSR SIZE LEV VR RS
Mean 74290 6.3902 3.8734 31333 0.2007 29421 5.6164 1.630.1 0.26820
65 30 39 33 33 03 33 87 1
Median 0.00840 6.510.0 3.333.3 3.000.0 0.1813 2.933.9 0.77381 7.146.0 0.00000
0 00 33 00 19 10 4 12 0
Maximum 9.561.0 9.739.0 7.500.0 5.000.0 0.5494 3.225.8 6.573.3 15904.0 8.4444
00 00 00 00 50 41 02 8 00
Minimum 0.00000 0.00000 2.000.0 2.000.0 0.0439 2.662.3 0.04245 4.656.6 -
0 0 00 00 56 89 1 56 0.90420
0
Std.Dev. 1.748.6 19199 98344 047298 0.1117 1.318.6 5358.6 2.879.0 1.058.0
18 57 97 4 16 38 68 07 99
Observati 150 150 150 150 150 150 150 150 150

ons

Source: Processed data comes from the IDX (http://www.idx.co.id) 2014-2015 using the E-Views statistical
technique version 11.

Based on Table 2, the minimum value of Managerial Ownership (KM) is held by 73
of the 150 observations at 0 percent for the period 2014-2018, while the maximum value of
95.6 percent implies the greatest value of KM. The standard deviation exceeds the average
value (mean). It shows that, on average, managerial share ownership in 30 firms has had
a reasonably strong percentage data distribution over the last five years. Institutional
Ownership (KI) has a minimum value of 0%, indicating that companies in this sample do
not have institutional ownership. Simultaneously, the 97,39 % maximum value shows the
institutional ownership of a corporation that hits 97,39 %. The average (mean) value is
larger than the standard deviation, suggesting a relatively good data distribution
percentage over the past five years of institutional shareholding in 30 firms. The
Independent Commissioner (DKI) has a minimum value of 20%, which means that there
are about 20% of DKI in the company and a maximum value of 75%.

The standard deviation is lower than the average value (mean). It indicates that
the distribution of independent commissioners in 30 companies has been poor on average
over the last five years. It demonstrates that the number of independent commissioners is
distributed differently in each corporation. The Audit Committee (KA) minimum value of
2 represents two audit committees in the company, while the maximum value of 5
represents the presence of five audit committees. The average value (mean) is higher than
the standard deviation. It shows that the average number of audit committees in 30
companies has been adequately good over the last five years. CSR disclosure has a
minimum value of 0.043956, meaning that the lowest CSR disclosure is about 4%, and the
highest value of 0.549451, or 55%. The average value (mean) exceeds the standard
deviation, suggesting that the average of CSR disclosure in 30 companies over the last five
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years was quite responsible for their social activities. The lowest company's overall asset
value in this study is 266,238,917, as shown by the minimum Firm Size value of
266,238,917. the maximum value is 3,225,841,055. The average (mean) value is greater
than the standard deviation, which indicates that the average firm size in 30 companies
over the last five years is satisfactory. The lowest level of the company's leverage ratio is
0.042, as shown by the minimum Leverage value of 0.042. the maximum leverage value is
6.58. The average value (mean) exceeds the standard deviation, suggesting that the
average Firm Size in 30 companies has been relatively good over the last five years. The
minimum value of profit Quality (VR) is 4,656,656,346, meaning the earning value per
share and the book value per share is 4,656,656,346, while the maximum value is 15904,08.

The average value (mean) is lower than the standard deviation suggesting that, on
average, the quality of earnings information in 30 companies has not been good in the last
five years. The minimum value of the stock return is-0.904202, meaning that the return
rate on the shares of the company in this analysis does not result in a reduced return. The
maximum value is 8.4444. The average value (mean) is smaller than the standard
deviation indicating that the average over the last five years of stock returns in 30
companies is not good. It shows that the returns on research stocks appear to decline year
after year. The Stock Return minimum value of -0.904202 shows that the return rate on the
company's shares in this analysis does not offer a decreased return. The average value
(mean) is less than the standard deviation for the maximum value of 8.44444. It shows
that the average stock return in the 30 companies over the last five years has been low.
This research shows that stock returns tend to decrease from year to year.

Statistical techniques in data analysis with multiple regression methods use E-
Views version 11 software. In this study, two regressions were performed: the first with
the dependent variable of earnings quality and the second with the dependent variable of
stock returns. Table 3 shows the results of the panel data regression model estimation test
and model selection.

Table 3. Model estimate outcomes and selection of regression models.

Type/Model Common Effect  Fixed Effect Random Effect Result
Earnings Quality of Dependent Variable
Chow v v Fixed Effect
Hausman l V Random Effect
Lagrange Multiplier v v Random Effect
Selected Model Random Effect
Stock Returns of Dependent Variable

Chow N N Common Effect
Hausman l V Random Effect
Lagrange Multiplier v v Common Effect
Selected model Common Effect

The Random Effect Model was used as the Dependent Variable Earning Quality
model for the First Regression. Since the Random Effect Model uses the Generalized Least
Square (GLS) method to estimate the model, there is no need to test classical assumptions
(Surjandari & Wati, 2020). As for the dependent variable, Stock Return, the selected model
is the Common Effect Model. Since the Common Effect model is estimated using the
Ordinary Least Square (OLS) method, it helps verify the classical assumptions. The
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Multicollinearity Test and the Heteroscedaticity Test are two classic assumption tests for
the Common Effect Model (Surjandari & Wati, 2020). The autocorrelation test typically
collides with data that is distinguished by time series for the autocorrelation test.
Furthermore, there is no feature when e-views use panel data (Ghozali & Ratmono, 2017).

Multicollinearity Test

Table 4. Multicolonierity Test

KM KI DKI KA CSR SIZE LEV
KM  1.000000 -0.646014 -0.646014 -0.022973  -0.162938  0.043422 -0.030464
KI -0.646014 1.0000000  0.015660 -0.045175 -0.017740 -0.103746 -0.002574
DKI  -0.027189 0.015660 1.0000000  -0.230059 -0.241353 -0.117139 -0.042093
KA -0.022973  -0.045175 -0.230059 1.000000 0.467113  0.277338 0.148830
CSR  -0.162938 -0.017740 -0.241353 0.467113  1.000000  0.360814 0.163584

SIZE 0.043422  -0.103746 -0.042093 0.277338  0.360814  1.0000000 0.106829
LEV  -0.030464 -0.002574 -0.042093 0.148830  0.163584  0.106829 1.000000

Table 4 illustrates this point. The coefficient of correlation between the independent
variables is <0.80, so it can be inferred that there is no multicollinearity.

Heteroscedasticity Test

Based on Table 3, it can be inferred that the first regression of the Dependent
Variable Earning Quality model chosen is the Random Effect Model. Therefore, a
Classical Assumption Test is not required (Surjandari & Wati, 2020). In the meantime, the
Common Effect Model has been chosen for the second regression of Dependent Variable
Stock Return. Moreover, the assumption test required is the heteroscedasticity test. One
way to assess heteroscedasticity is to emphasize the Common Effect Estimate Model. The
Unweighted Common Effect model is then compared to the Weighted Common Effect
model (Surjandari & Wati, 2020). The Unweighted Model and the Weighted Common
Effect Model are compared in Table 5.

Table 5 contrasts the Unweighted Model with the Common Weighted Impact Model.

Parameter Unweighted Weighted
t Statistic Probability 0,1083 0,0094
R-Squared 0,035425 0,090002
F Statistic Probability 0,108293 0,009407

Table 5 compares the Unweighted and Weighted Common Effect Models with the
dependent variable Stock Return based on the values of three predictor parameters: t, R-
Squared, and F Statistic Probability. The Unweighted value is greater than the Weighted
value. Thus one can infer that the Common Effect Model Weighted is a better model than
the Common Effect Model Unweighted.
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5. HYPOTHESIS

The panel data regression model of choice for first return dependent variable
income output derived from the data processing results The Random Effect Model is the
suitable model. As for the Second Regression for Dependent Variables, Stock Return, the
appropriate model is the Weighted Common Effect Model. Table 6 displays the
Hypothesis of a Random Effect Model with Earnings Quality as the Dependent Variable
and a Weighted Common Effect Model with Stock Returns as the Dependent Variable.

Table 6. Hypothesis - Random Effect Model - Profit Quality Variable and Weighted Common
Effect - Dependent Variable Stock Return
Random Effect Model - Dependent Variable Earnings Quality

Hypotheses Independent Random Effect Model Result
Variables
B t-Statistic ~ P-value

Managerial Ownership's Managerial 0,026428  0,450987  0,6534 Rejected
Effect on  Earnings ownership
Quality
Institutional Institutional -0,776052 -1,876073 00,0649 Rejected
Ownership's Effect on Ownership
Earnings Quality
The Independent Board Independent Board -0,451527 -1,079568 0,2841 Rejected

of Commissioners' Effect of Commissioners

on Earnings Quality

The Audit Committee's Audit Committee 2,327488  2,460371 0,0164*** Accepted
Effect on  Earnings

Quali
CSR'st}éffect on earnings CSR disclosure -0,384276  -1,111504 0,2703 Rejected
quality
Control Variable Firm Size 14,66652  3,657476 0,0005
Leverage -0,689881 -4,648554 00,0000
Weighted Statistics
Statistical Model R-Squared 0,467720
Adjusted R- 0,412926
Squared
Prob(F-statistic) 0,000000
Unweighted Statistics
R-Squared 0,529062
Weighted Common Effect Model - Variable Dependent Return Saham
Hypotheses Independent Weighted Common Effect Model
Variables Results
B t-Statistic P-value

Effect on stock returns Quality of Earnings 0,203552 0,0094 0,0094*** Accepted
of earnings quality

Statistical Model R-Squared 0,090002
Adjusted R- 0,077363
Squared
Prob (F-statistic) 0,009407
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The panel data regression Random Effect Model's outcome with dependent variable
Earnings Quality-Adjusted R-Square on Weighted Statistics is 0.412926. It can be
interpreted that the independent variables used in this model are capable of explaining
the dependent variable by 41.29 %, and variables outside this model influence the
remaining 58.71 %.

The better R-Squared value in Unweighted Statistics is 0.529062 or 53 %, showing
that the impact of all independent variables on earning efficiency is very high since the
score is >50 %. The Adjusted R-Square value of 0.077363 is found in the Weighted
Common Effect Model panel data's regression results with the dependent variable Stock
Return. It indicates that the independent variable of earnings quality has a 7.7% effect on
stock returns, while factors outside the model determine the remaining 92.3 % The R-
Squared value obtained is 0.090002 or 9%, suggesting that the earnings efficiency
indicator has a poor effect since it is less than 50% of the time.

Earnings Quality shows the importance of Prob (F-statistic) 0.00000 <0.05, It can be
deduced that the suitability of the Random Effect Model regression model used has a
simultaneous impact on KM, KI, DKI, KA, and CSR on Earnings Quality. The regression
results from the data panel of the dependent variable Stock Return has a significant value
in the Weighted Common Effect Model of Prob (F-Statistics) 0.009407 <0.05, It can be
interpreted that the suitability of the Common Effect Regression Model influences the
relationship between Earning Efficiency and Stock Returns.

6. DISCUSSION

The t-test regression hypothesis tests (H1) showed that the managerial ownership of
earnings quality has a significant p-value of 0.6534, greater than a = 0.05. It can be
inferred that managerial ownership does not impact earnings quality. It rejects the H2
hypothesis. This study's findings show empirically that management ownership does not
improve the efficiency of corporate earnings as certain firms have relatively limited
management ownership, which makes management less capable of influencing decision-
making in operating businesses. The consequence is that the small percentage of
managerial ownership as the business owner has little bearing on the financial accounts
reflecting the quality of the earnings. Data from this study indicate that for the period
2018-2018, the amount of management ownership in the mining sector listed on the
Indonesian stock exchange is meager. There are 73 observations out of 150 observations,
indicating the company's managerial ownership is 0%. Moreover, based on research
results, the managerial ownership structure has family relationships (relations) and a
solid and strategic role in the business structure. It can lead to earnings management
opportunities that increase corporate profits' profitability so that earnings quality does
not represent the actual situation (Nanang & Tanusdjaja, H. (2019).

It can contribute to earnings management opportunities by improving the quality
of earnings that do not accurately represent the actual situation (Nanang & Tanusdjaja, H.
(2019). According to Theory Agency (Jensen & Meckling, 1976), the higher management's
shareholding, the greater the management's propensity to maximize resource usage. The
findings of this analysis are consistent with previous studies (Listyaningsih, 2020).
Managerial ownership has no impact on earnings quality, according to Nanang &
Tanusdjaja (2019), Handoko & Horison (2020). It refers to the percentage of managerial
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ownership that holds little or no stock in the company, allowing RUPS to control its
policies and regulations on behalf of all shareholders. The research is not consistent with
earlier research (Handoko & Arbi, 2020), (Polimpung, 2020) and (Barkadehi &
Mirbargkar, 2017) in which managerial ownership can increase earnings quality.

The regression results of the t-test in this analysis suggest that institutional
ownership of earnings quality has a p-value of 0.0649 greater than a = 0.05. It can be
inferred that the second hypothesis (H2) is rejected, implying that institutional ownership
does not affect earnings quality. It may be due to a lack of management performance
control, resulting in less-than-optimal management performance outcomes. Dewi (2019)
reports that business governance can be affected by institutional ownership, which,
according to the theory of aggression, would promote better supervision. Furthermore,
institutional ownership focuses on the market response by rising share prices to not link
institutional ownership to earnings quality (Listianingsing, 2020). Fundamentally,
corporate ownership will encourage management to improve corporate performance by
increasing profit from the company's operations. This research, however, shows that
institutional ownership has little impact on income quality, which means that
institutional investors are not dependent on current earnings. Institutional investors are
more focused on long-term business success, so institutional ownership of shares may be
an obstacle to opportunistic behavior managers (Irawati and Sudirman, 2016).

Furthermore, managers seek to manipulate income to achieve institutional
shareholders' profit targets. Management continues to conduct earnings management to
satisfy its large institutional shareholders (Ujiyantho and Pramuka, 2007). It reduces the
quality of earnings and makes it impossible to explain the actual income or profits
produced by the company's operations (Nanang & Tanusdjaja, 2019). This study's
findings support the findings of (Nuryana & Surjandari, 2019), who claim that
institutional ownership has no impact on earnings management. Unlike previous studies
(Barkadehi and Mirbargkar, 2017; Mehrani et al., 2017), institutional ownership impacts
earnings quality.

In this analysis, the regression results from the t-test between the independent
board of commissioners on earnings efficiency indicated a significant p-value of 0.2841,
which is greater than a = 0.05. The third hypothesis (H3) is thus dismissed, implying that
the independent board of commissioners has little effect on quality earnings. It is because
the company's independent board of commissioners is unable to fulfil its responsibilities.
Table 2 on Descriptive statistics shows that the average value of the independent board of
commissioners of mining companies listed on the Indonesian stock exchange for the
period 2014-2018 is very low at 38.73% below 50%. It indicates that independent
commissioners have little operational control of the company because of the company's
small number of independent commissioners. Failure to control will result in company
fraud resulting in reduced income for the company, which does not correspond with the
current situation (Nanang & Tanusdjaja, 2019). Centralized ownership of the shares of a
single group or family may be one of the reasons for the weakness of the independent
board of commissioners, since the appointment of an independent commissioner is
provided as a mere sense of appreciation or based on family relations or close ties,
notwithstanding the integrity, capacity and independence of the commissioner, which is
essential to quality earnings (Effendi 2009). The findings of this study are consistent with
previous studies (Nuryana & Surjandari, 2019; Nanang & Tanusdjaja, 2019) that the
independent board of commissioners has no impact on the quality of earnings. In
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comparison to previous studies' findings, Arniati et al. (2019) reported that an
independent board of commissioners could improve the quality of earnings.

The regression results on the t-test in this analysis suggest that the audit
committee's impact on earnings efficiency shows a significant p-value of 0.0164 lower
than a = 0.05. As a result, we can assume that the fourth hypothesis (H4) is accepted.
It implies that the audit committee has a direct influence on the quality of the
earnings. It demonstrates that the greater the number of audit committees, the higher
the quality of earnings. The audit committee's effect on the quality of earnings is
attributed to the fact that the audit committee, composed of independent parties, has
excellent knowledge of finance and accounting. Besides, the audit committee does an
excellent job of monitoring external reporting systems, adhering to regulations, and
ensuring formal communication with the board of directors, management, external
auditors, and internal auditors. These study findings are consistent with previous
research (Hamdan, 2020; Mahdi Obaid & Rajab Amrah, 2020), which states that the
audit committee substantially influences earnings quality. In comparison to the
findings of Handoko & Horison (2020), Nuryana & Surjandari (2019), Nanang &
Tanusdjaja (2019), the audit committee does not affect the quality of earnings due to
the limited authority of the audit committee to carry out its duties.

Regression findings in this analysis show that CSR disclosure of earnings
quality on the t-test shows a significant p-value of 0.2703, which is greater than a =
0.05. The fifth hypothesis (H5) can be concluded to be rejected. It ensures that the
disclosure of CSR does not affect the quality of earnings. Due to managerial
opportunism, managers use CSR practices as opportunistic incentives to hide
company wrongdoings. CSR disclosure will intensify agency issues and trigger
profit-seeking insiders to conceal the company's actual performance (Jouber, 2019).
according to Theory Agency (Jensen & Meckling, 1976), The managerial opportunism
hypothesis predicts a negative relationship between CSR disclosure and Earning
Quality. This study's findings are consistent with previous studies by Hutasoit et al.
(2020), which reports that CSR disclosure has no impact on earnings quality.
However, this differs from previous research (Park & Ha, 2020; Rezaee et al., 2019;
Jouber, 2019: Bagus & Djaddang, 2018), which claims that CSR disclosure has a
positive impact on earnings quality. The more companies perform CSR, the greater
the confidence of market participants in the information on earnings.

The t-test results in this analysis show that the quality of earnings on stock returns
has a p-value significance of 0.0094, which is smaller than the significance of a = 0.05,
indicating that the sixth hypothesis (H6) is accepted. Quality profit can be perceived as
having a significant positive impact on stock returns. This study's findings show that
earnings quality is a factor that influences stock returns and that earnings information is a
positive signal for investors (Yuliza, 2018). The study results correlate to previous
research (Simorangkir, 2019; Yuliza, 2018; Damanik et al., 2019), which shows that the
quality of earnings significantly has a positive impact on the returns on the stock.
Nurmasari (2018), on the other hand, claims that earnings efficiency does not affect stock
returns, contrary to previous studies.
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6. CONCLUSIONS AND SUGGESTIONS

Conclusions

Based on the research results by performing two regressions, the audit committee
will improve company earnings quality in the first regression. The audit committee,
which is part of the GCG mechanism, consists of independent parties with adequate
financial and accounting expertise to increase earnings quality. The involvement of this
independent audit committee is a signal of the integrity of the good earning quality of the
company. However, the GCG system has not improved the quality of financial results,
especially earnings quality, through managerial ownership, institutional ownership and
the independent committee of commissioners.

The second regression indicates that the quality of earnings leads to shareholders'
investment because good earnings quality increases high returns on investment. The facts
of the company's performance reflected in the earnings quality information so that
investors respond positively, which is reflected in their investment decision-making.

Suggestions

For future studies, the research object should be extended to include companies
from other sectors to be compared to previous results. The findings of this study will be
helpful in further research into the GCG mechanism in Indonesia. As a result, future
research will continue to be very important. Future research should test and re-examine
the GCG process using a set of variables relevant to the consistency of a company's
earnings.

Investors should be more selective in their future investments in the business. To
make the best decision, investors must pay careful attention to the company's financial
details. Since stable company earnings do not guarantee current performance conditions,
reading the company's financial statements in their entirety includes the income
statement and reviewing the company's past financial statements to determine the
company's overall growth and condition.

Based on this report's findings, the organization should devote more resources to
internal control functions such as supervision and monitoring by the audit committee as a
GCG mechanism to enhance company performance. Furthermore, the company is
required to include as much financial information as possible that explains the actual
details of the company's performance in order for investors to react favorably, resulting in
higher share prices.

In the meantime, for knowledge development, this is the starting point for an
analysis of the company's financial efficiency, which is greatly aided by the
implementation of a suitable GCG mechanism. As a result, a thorough investigation into
the GCG mechanism and CSR disclosure role in promoting earnings quality and
providing accurate company performance data is needed.
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7. LIMITATIONS

In this mining sector study, the CSR disclosure variable is focused solely on
subjective assessments so that the evaluation of the results can differ. Future studies
should be planned to evaluate the CSR index using Sustainability Reporting, which the
Global Reporting Initiative has cross-checked. This attempts to avoid subjective
judgments to justify the evaluation outcomes.
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