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1. INTRODUCTION

The current economic development in Indonesia is still experiencing uncertain conditions, 5o it impects
the company. Companies i varions sectors compete fercely with each other to attract investors. Investors will
ivest in companies that are considered profitable and experiencing growth (Safitd & Afrivents, 20200, The users
of financial stetements believe the mformation contained in the income statements tnportant so that companies
compete with each other to optimize their profits. Earmings quality defines the company's reported earnings
following reality and can predict future 2armings (Bemshima et al., 2020). Good camings quality will mfluence
investors toinvest in the company becanuse external parties believe that the company's finances are free from all
forms of irregulanities,

The phenomenon of low eamings quality impacts one of the mannfactuning companies, namely PT. Tiga
Pilar Sejahtera Food Thk which manipulates financial statement data, This kind of action has a substantial negative
impact on the company becanse investors are reluctant to imvest in the company. Manufacturing companies with
high eamings quality and low eamings quality in 2019 1o 2021 are calculated using the ratic 1o profit, pamely
aperating cash flow divided by operaning income, The results obtained are as follows:

Manufacturing Company Profit Quality
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Figure 1. Graph of Manufacturing Company Profit Quality Ratio 2009.202]
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The data in Figure | above shows thar durng 2019-2020 there were six Manufacturing Companies with
a ratio of high-peofit quality and low-profit quality classified by sector, Conswmer Goods Sactor Manufacturing
Companies with high-profit quality in 2019-2021, namely FT. Sarigung Pnmatina Thk. The company experienced
an incredse in the ratio every year by 1.22, 1,34, and 1,41. Then the company with low eamings quality in 2019-
2021 is PT. Ultra Jaya Milk Industry and Troding Company Thk, This company expenenced a low eamings
quality ratio of 0,37 in 2021 from 065 i the previons vear,

The data in Figure | above is a manufacturing company in the basic and chemical industry sector that
has high-profit quality in 2019-2021, namely PT, Aneka Gas Industri Thi. The companv experienced an increase
in the earnings qualitv rario of 1.17, 1.40, and 2.20. Then the company with low eamings quality in 2019-2021 15
PT. Chareen Fokphand Indonesia Thk This company experienced a low carnings quality ratio in 2021 of 0,25
from the previous vear of 0,38

The data in Figure | above is a diverse industry sector manufactiring company with high-profit quality
in 2009-2021, namely PT. Astra Intemational Thk, The company experienced an increase in the earnings quality
ratio of 1,18, 1.73, and 1,81. Then the company with low eamings quality in 2019-2021 is PT, Duning Perfect
Thk: This company experienced a low eamings quality ratio in 2021 of 0,52 from the previous vear of 0.61.

The earnings quality ratio shows that the higher the ratio, the higher the quality of eamingz abtained by
the company because the higher the operating income obtained in cashiHearninta & Ginting, 2020). The calculation
of the earnings quality ratio can measure the company's abilitv to achieve or not achieve the operating objectives
that have been zet so thar it is useful for internal and external parties. A high ratio will affect investors in making
decizions in the fumre.

One of the factors that influence the quality of earnings in the company is the capital structure, According

1o Sokang & Ratanak (2008) capital stroeture is definad as a source of financing for operating activitizs which
usnally consist of equity and long-term debt. If the capital straciure in the company 15 not right. it will increase
the company's burden (Wulandar et al., 2021, According to Silh (2016), companies with high debl levels will
have difficulty paving their debts and impact the low quality of company profits. Therefore, companies munst
cansider the vse of funds from infernial parties and external parties so that their operational activitiss can be
effective. Research conducted by Silfi(2016), Ahmad & Almbba (2017), and Ashma® & Rabmawan (2019) states
that capital structure has s significant effect on earnings quality, In contrast to research conducted by Wulandari
et al (20213 which states that capital structire does not significantly affect camings quality.
One way 10 determine the quality of the company's eamings is to look at the company’s liqmidity,
Liguiditv i a company’s obligation to meet its shor-term liabilities, Companies with high liquidity indicate tha
these companies have high earnings quality. If the profit earned by the company is of guality, then the practice of
eamings management does not need to be carried out (Silfi, 2016). According to Mampaung (2019}, companies
that are unable to pay off their current delas will find it difficolt 1o manage the company’s current assets and profit
engineering actions are likely to occur, Research conducted by Ardianti (2018}, Safitri & Afroventi (20203,
Oktavia & Fariana (2021} states that liquidity has a positive effect on earnings quality. This is differént from the
research conducted by Nugroho & Radvasa (20019 which states that liquidity has no effect on camings quality.

One way to-determine the quality of a compamy's eamings i5 to assess its financial perfonmance, Financial
performance is wsed w0 see how the company maximizes its profits by conmolling its operational activities. The
finarcial ratio that can show a company's financial performance is the profitability ratio. According to Ginting
(200 7) this ratio is used 1o measure the company's perfonmance in generating profits and is proxied by Remrn on
Assets (ROA). The higher the Beturn on Assets {(ROA) valne, the better the company managss its assefs 1o
maximize profit (Wolandart et al.. 20215, A high Betuen on Assers (ROA) indicates that the quality of earnings
eengrated by the company also increazes. Invesiors will tend 1o invest their funds i companies with a high level
of profit compared o companies with a low level of profit (Ardianti, 2018). Ressarch conducted by Ginting
(2007). Warrad {2017). and Ardianti (2018) has a signeficant effect on earnings quality. In contrast o ressarch
conducted by Wulandari e al (2021 ) which stares that Retirn on Assets (ROA) does not affect earnings quality.

Based on the nconsistency of previous research amd the phepomena thal occur in mmnufacturing
campanies, this research is interssting to review again with the title "The Effect of Capital Structure, Liguidity,
and Financial Performance on Eaming Cuality in Manufacturing Companies Listed on the Indonesia Stock
Exchange”,

2. LITERATURE REVIEW
a. Agency Theory

Agency theory, according to Jensen & Meckling { 1976) explains the existence of a conflict of interes:
between principals (investors) and agents {management). This theory assumes that each party acts on itz own
needs. Principals expect high feedback on their investments. while agents want their performance 1o the company
to be given high compensation such as commissions and flexible working hours. The agemt has stronger
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formmation 1o koow e company’s actvities than the prscipal. In this case, the principal cannot motiter the work
done by the agent optimally, So the agent has the potential to fulfill lis personal needs by reporting eamings
accurately.

b. Pecking Ovder Theory

The pecking order theory proposed by Myers (1984) explains that financial managers do not consider
high levels of debt, According to this theory, companies only need internal funding fo meet their investment needs
through their profits. Companics with low debt levels tend to gencrate high retums. This is because companics
that have high profits tend to have large internal funds, Meanwhile, less profitable companies will have large debts
30 that the inrerest expense becomes high and is threarened with bankmprey. Management will carry external
funding as a last resort if internal funds are insafficient for the compay's operational needs

c. Earnings Quality

Eamings quality defines the company's reporled eamings following reality and can predict fulure
eamings (Bemshima et al., 2020}, According to Hieu & Qurven (2021) high earnings quality requires predictable
problems that impact future cash potential, Reported profit is the main component of the company in managing
resources, Therefore, the profit presented mwst be based on facts so that the information provided is able to assist
inferested paries in making accurate decisions (Putra & Hermawan, 2021). Good earnings quality will influence
investors to invest in the company because external parties believe thar the company's finances are free from all
forms of imegularities. High-quality sarnings are considered very important because they impact the company's
future development. According to Penman (2013:608), eamings quality in this study was measured using the
eamings quality ratio, which was formulatad as follows:

Cash Flow from Operations

Operating Income

Earnings Quality =

The eamings quality ratio shows that the greater the balance, the greater the operating income obtained
in cash. Earnings quality is high if the ratio results are more than 1.0, and eamings quality 15 said 1o be low if the
ratio results are less than 1.0 (Hadi, 2021}

d. Capital Struciare

Accarding o Sokang & Ratanak (2012), capital structure is defined as financing for operating activiries
that uswally consist of equity and long-term debt. The use of company debt depends on the need for the necessary
sonrces of funds and the abilitv of external parties to provide financing for the company, The company considers
the capital structure vital becanse it can examine the long-term impact of the eamed income as long as it camies
out its operational activities (Fahmi, 2020:111). If the company cannot manage its capital structure propetty, the
higher debt will lead 1o a high-interest expensze as well, The management seeks to improve its performance to pay
off 1ts debts so that th@ompany can continve fo grow (Hakim & Abbas, 2019 The ratio 1o assess the oprimal
capital smacture is the Debt to Equity Ratio. This ratio is nsed o evaluate how the company pavs off@ng-term
debt with its capital. According ro Falumi { 2020: L08), the foromla for calculating the capital structure is as follows:

' . Total Debt
Debt Equity Ratio = Total Equity

This study supports the results of research conducted by Silfi (2016), Ahmad & Alrabba (2017}, and
Ashma’ & Rahmawati (2019, stating that capital structure has a significant effect on earnings quality. In contrast,
Luas et al (2021 and Wulandari et al (2021 stated that capital stmcture has no significant effect on earnings
quality.

HI : Capital Structure Significantly Affects Eamings Qualityv,

e, Liquiity

Liguidity is a company's obligation to meet its short-tem debr. A low level of liquidity will disrupt the
activities carried out by the company so thar it cannot ponualky g (Fahmi, 2020096, Liguidity peovides an
eszential signal for nvestors and creditors before making decisions based on disclosed earmings. The availabiliny
of current assets in the company can positively impact the company because the company can finance its current
debt but still has existing azsets for the continuity of its operations {Hasanuddin et al,, 2021}, Companies that can
manage their liquidity well will credibly report their eamings. The higher the liguidity ratio, the better the
management in managing their finances, According to Fahmi Fakhumi ( 2020:59) to measure the company's liguidity
nsing the current ratio, which is formmulated as follows:
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. Current Assets
Current Ratlo = ———————eeeee
Current Liabilities

This study supports the results of research conductad by Ginting (2017}, EJdiant (2018), and Safitl &
Adfriventi (2020}, which stare that liquidity affects earnings quality. In contrast to the research conducted by Hakim
& Abbas (2019) and Luas exal. (2021) srated thar liquidity does not affect the quality of company earnings.

H2: Liguiditv Significantly Affects Earnings Quality,
£ Return on Assets (ROA)

Renurn on Assers {ROA) is the company's abulity 1o generate net meome throngh the management of
company gszets. According o Putri & Rahywda (20200, a high level of profitability will idicate the prospeci of a
good quality company giving o positive response from the market. The higher the profmability ratio proxied by
ROA, the better the management of assets generates enommons profits, Investors believe that the company wall
further increase its eamings in the foture. According to (Hakim & Abbas, 2019}, a company &5 said to have high
eammings quality if the Renun on Assers (ROA) value 1= more significant. Assets that ars appropriately managed
will get a considerable retum from investors, Investors will invess their shares in companies with high profits
because investors believe thar the profits senerated can be maximized regardiess of whether or not there is fraud

in the company, Retum on Assers can be fonnulaed as follows:
Net Profit

Return On Assets = T

This study supperts the results of research conducted by Ardianti (20181, Heminta & Ginting (2028,
and Luas et al, (2021), stating that Return on Assets has a positive effect on eamings quality. In contrast ta,
reszarch conducted by Hakim & Abbas (2009) and Wulandari et al (2021) stated that Retum on Assets does not
affect the quality of company earnings.

H3: Retum on Assets (ROA) significantly affects eamings quality.

3. RESEARCH METHOD

Thes study nses a quantitative approach method. The quantitative approach is a method in the form of
numbers used to examing the population. random sampling, and research media used to collect data to conclude
eatablished hypotheses (Sugiveno, 2009:17). The independent variables in this study are Capital Structure,
Ligmdity, and Financial Performance with the dependent vanable being earnings quality,

The population nzed in this study are manufacturing companies listed on the Indonesian Stock Exchange
in 20092021 with a total of 183 companics, This stdy nses a sample of 77 companies with purposive sampling
technique with the following conditions:

Table 1. Sampling Technique

No Descriptions Total
1. Manufactiring companies listed on the Indonesia Stock Exchange unril 2021, 183
2, Manufacturing companies delisting on the Indonesia Stock Exchange (11
consecutively from 2009 to 2021,
3. Mamfacturing companies that do not publish consecntive annnal financial {9
statements frorm 2019 10 2021,
4. Manufacturing companies that do no! use Rupizh currency. (31}
5. Mamufaciring companies that suffer consecutive losses from 2019 1o with (55)
021,
Chservation Sample 77
Observation Period 3 Tabwin
Total Sample (77 x 3) k] lg;:

The data collecion rechnigue used in this smdy iz secondary data through docummentation sudy
technigques by obtainmg data on the ansual foencial stalements of manufactunng companies listed on the
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Indonesia Stock Exchange through the official website wwwoadx co.d. This research was conducted for two vears,
from 2009 to 2021, and obtained 77 companies o that 231 data were obtained.

The analytical method wsed in this study vees quantitative anabveis, Dara analysis was carried oul after
all research data had been collected. Then the data were processed nsing the SPSS version 235 application program.

4. RESULTS AND DISCUSSION
a. Normality test
Table 2 Normality Test Resulis

One-Sample Kolmogorov-Simirnor Test
Unstandardized Residual

N 187
Normal Parameters™ M - 3222077

Srd Deviarion (B2567858
Mest Extreme Differences Absaliie 0.03]

Positive 0.020

Negarive -(031
Tt Statistic 0,031
Asviwip. Sig. (2-raiiea) 0,200

?i:nun:n:.‘ S:candarj.r‘flntn (processed, Eﬂijl

Based on the resulis of table 2, the Asvmp significance is 0,200 = 0,05, The conclusion is thar all data
are pormally distributed.

. Multiple Linear Regression Analvsis
Table 3 Multiple Linear Regression Test Results

Cinstemelenrdized Stamehardized
Coefficients Coefficiens
Model B Srd. Ervar Beta i Sig
1 fCanstant) gus 68 14.750 R4
Capital Structure AL 35 147 2025 R E]
Liguidity i A3 154 2128 035
ROaA -G 007 - 056 - 777 438

Source: Secondary Data (processed, 2022)

Based on the resulis of teble 3, the results of the omltiple linear regression equation are obtained as
follows;
Vo= 0908 + 0.1 11X + 00063 — 0.0063; + 2
Based on the results of multiple lingar regression testing above, it can be described as follows:
L. The constant (o) of 0,998 means that all independsnr variables are equal to zero, so the eamings quality is 0,998
2. Capital Strucmure (X1) has a positive regression coeflicient of 0,111, which means thar if the capital structmes
inereazes by | point, the guality of earnings will also increasze by | point.
3. Liguidity (N2} haz a positive regression coeffictent of 0,006, which means thar if Liguidity increases by 1 pom,
earmings quality will also inerease by 1 point.
4. ROA (X3) has a negative regression coefficient of -0.006. which means that if ROA decreases by 1 point,
eamings quality will also decrease by | point.

. Hypothesis test
Table 4 Portial Tast Results

Unstandardized Standardized
Coefficients Coefficients
Model B Sid Evror Berg 7 Sig,
1 {Constanti KGES 68 14.950  .00d0
Capital Structure 111 055 147 2025 044
Liguidity A0G 03 54 2.128 035
ROA =006 W7 =056 =777 A3E

Source: Secondary Data (processed, 2022
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Based on the results of the partial fegt above, it ¢an be stated that the significance value al the capital
atructure (50,044 < 0005, it can be stated that HI is accepted, The tepm value of the capital stracture variable is
2025 = e 15 197301 It can be concluded thar the capital strueture has a significant effect on the quality of
eamings in Manufaciuring Companies listed on the Indonesia Stock Exchange.

Based on the partinl test results above, it can be stated that the liquidity significance value of 0.035 <
(.05 can be stated that H2 is accepted, The tawss value of the liquidity variable 15 2,128 = trage 15 1,97301. It can be
conclided that liquidity significantly affects earnings quality in Manufacturing Comypanies listed on the Indonesia
Stock Exchange.

Based on the partial rest results above, it shows thar the ROA significance value of 0,438 = 0,05 can be
srated that H3 is rejected. The toom value of the ROA variable is -0,777 = tuxe i3 1,97301. It can be concluded thas
ROA has no significant effect on earnings qualiny in Mamifacniring Compantes listed on the Indonesia Stock
Exchange

DIGUssION ,
a. Effect of Capital Structure on Earnings Quality

The first hypothesis in thiz smdyv is the effect of capital stucture on eamungs quality i manufacturing
companics listed on the BEL The partial test results ahove show that B t o value of the capital strocture variable
13 2,025 = fuke i5 1,97301 with & significance value of 0,044 < (.05, Based on the results above, it can be said that
the capital stucmre has a significant effect on earnings quatity, so HI is accepted.

Capital structure has a significant effect on eamings quality. Parties will azsess the impact that will sccur
in the fumre if the company cannot balance internal and external funding. Capital struchire is & comparison
berween own capital and debt. Companies with a high capital strecture indicats that their company produces high-
quality earnings. However, if external parties more capitalize on the compay's assets, the company's operating
cash flow will decrease and unpact low eamings quality. Operational activitzes that use more debt are considerad
to bave o high-interest expense, and as a result, the company cannot pay off s debis,

On the other hand, external parties will be adnit 10 nvest in compamies with a stable financial situation
and gnerate positive returns, The average manufactaring company used in the study has a DER (Debt 1o Equity
Ratio} value of less than 1, which means that the company has a smaller debt level than its capital. So it can be
conchuded that the better the capital structure proxied by DER (Debt to Equity Ratio), the better the quality of the
company's earnings through operating cash flow which is assessed based on the eamings guality ratio of more
than 1.

The company's capital structure I5 considered necessary because the company's capital finances all
company activities. A good capitel structre can improve the quality of company earnings and can affect
shareholders. This smwdy supports the results of research conducted by Silfi (2016), Ahmad & Alrabba (2017),
Ashma’ & Rahmewati (2019), Pardosi et al, (2019), and Lusiani & Khafad (2022), stating that capital structure
bas a significant effect oo earnings quality, This is because companies with a reasonable capital structure can
show that their company is genting better, The company will ultimately be motivated to optimize the performance
of its compamy further and be able to make external parties give s positive response to the company to invest their
capital in the company,

The study results are not in line with the research proposed by Luas et al. (2021) and Walandari et al,
(2021}, which state that capital structure does not affect the quality of company earings. The company will be
more focused on fonding 5o that operational activities can run smoothly o obtiin maxinmum profit, Balanced
company funding does not necessarily result in high-qualitv earnings hetmﬂm-‘esturs will be amached 1o the
profits imformed by the company, so changes in capital structure do not affect eamings quality.

b. Effect of Liguidity on Earnings Quality

The second hvpothesis n this smdy is the effect of liquidity oo samings quality in mannfaciuring
comparies listed on the BEL The partial test reaulis above s]mwh[ the L value of the lquidity variable is
2128 =ty 15 197301 with a significance value of 0,033 = 0,05, Based on the results above, it can be sead that
liquidity has a significant effect on earnings quality, so H2 is accepted.

Liguidity has a significant <ffect on canfgles quality. This is becanse the higher the level of shost-term
debt payments made by the company, the higher the quality of profits. generated by the cucmpamnn addition, a
company with a high level of liquidity can be said to have a satisfactory performance becavse liquidity is the
company's ability 1o meet its shor-term debr. Liquidity relates to investors' and creditors’ trust in the company 1o
be used as a significant consideration in making investment decistons related to earnings quality. Good Liquidisy
is easier to get capirtal from external parties. That companies with & high rate of repayvment of short-term debt tend
to have high samings quality through operating cash flow which is assessed based on the ratio of higher earnings
quality of 1.
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A company with o high hoguidity level means that the company has ugh guality of ¢amings so that
eamings management practices do not need to be carried out. This study supparts the results of ressareh conducted
by Ginting (2007} Ardiann (2008), Saraswan et al. (2020). Safitn & Afrivent (2020}, and Hazannddin et al.
{2021 ), which siwi@har liguadity affects eamings quality. This is because the quality of a good company’s earnings
can be seen from the ability of & company to meet its short-term debt. High liquidity will cause the company 1o
provide profit information more broadly to external parties, which can provide good value for investors,

The results of the study are not in line with the research conducted by Hakim & Abbas (2019, Heminta
& Ginting (20200, Luas et al, (2021} and Putra & Hermawan (2021), which states that quujdilg:ocs i
significantly affect the quality of company eamings. The level of high or low liquidity does not impact the gquality
of profits generated by the company because if the company’s liquidity is high., the company will have difficulty
managing its current assets. This will have an impact on the decline in the companyv's financial performance and
can lead to fraud in the fpapcial statements,

c. Effect of Return on Assets (ROA) on Earning Quality

The third hypothesis in this smdy is the effect of Return on Assels on eamings quality in manufachuring
companies listed on the BEIL The pamial test results above show that the feawe value of the Return on Assets
variable is {1,777 < tue of 1,97301 with a significance value of 0,438 = 0,05. Based on the results above, it can
be zaid that the Rewirn on Assets has no significant éffect on eamings qualitv, s0 H3 is rejected.

Return on Assets (ROA} has po significant effect on earnings qualitv. This is becavse ROA is the
company's ability toearn profits through its assets. However, the size of the company’s ROA value does not reflect
the quality of the profits generated. High vields can be reported unbealthy becanse they want fo attract invesiors
like PT. Three Pillars of Prosperous Food Thi. Most investors will invest their funds in companies that generare
high profits without observing the presegce or absence of financial enginesring in the company. Poor company
performance does not necessarily result in low ROA, it can be cansed by large Labilities, losses that eccurred in
the past penod, and uncertam ncome. The aversge manulactuneg company used in the study has a low level of
ROA with a value of less than 0.0398, It does not have an unpact o the good or bad quality of the compamy’s
earmings because quality earnings are profits thar realize conditions, acmally, without amy manipulation.

This stucy supports the results of research conducted by Marsels & Maryono (2017}, Hakim g Abbas
(2019), Bemshima et al, (2020), and Wulsndari et al. (2021) steting that Retum on Assets (ROA) does not
significantly affect the quality of company earnings. This 15 because the high and low value of & company's ROA
doea not canse the low quality of the profits generated. (Good quality earnings do not mean that the company’s
asset value is large, and poor quality eamings have small asset values, It depends on how the management in
feponuﬂe actual profit,

g resiilts of the Sfidy are oot in line with research condncted by Ardiant: (2@38). Jannah efal. (2019},
and Herminta & Ginting (20200, which states that Return on Assets (ROA) has a positive effect on enmings quality.
This is because the higher the ROA value of o company, the quality of its carnings will also be increased. If a
company has low profitability, the rate of its camings will also decrease compared to companies that have high
profitability,

5 CONCLUSION

Based on the hypothesis test resuliz above, the following conclusions are that capital structure has a
significant effect on earnings quality; liquidity has a significant impact on eamings quality, and Betum on Assets
{ROA) has no significant effect on earnings quality, For the nexr ressarcher who will conduct similar research. it
15 expected that adding other variables 10 have more inflnence on peofit qualiny, such as Growth Oppormunity, andit
quality. and conservatizm accountancy.
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