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Abstract

This study aims to determine the effect of stock ownership and dividend policy on earnings quality in companies
listed on the Jakarta Islamic Index. This study uses a quantitative research method and uses panel data,
combining time-series and cross-sectional data. The samples used in this study were eight companies
registered in the Jakarta Islamic Index from 2015 to 2019. The data analysis technique in this study is multiple
regression analysis using the SPSS 22 application. The results in this study indicate that partially institutional
ownership has a significant effect on earnings quality, managerial ownership has a significant effect on the
quality, and dividend policy has no effect on earnings quality.
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Introduction

Profit is an essential component for users of financial statements because it can reflect future cash flows
obtained by the company. So that companies can distribute dividends to investors and pay their debts to
creditors and increase the company's value in the capital market. Profit is also a tool that can measure the
company's performance over a certain period. Information on profit is used to measure the success or failure
of a business in achieving the stated operating objectives because the company's performance information
reflected in profit is important information seen by creditors and investors in making decisions regarding credit
and investment and predicting future profits. High-quality earnings are profits that are free from errors and
misleading information for users of financial statements. Management in agency theory acts as an agent who
represents the principal or owner in managing the company. Earnings quality is an indicator of the quality of
financial information and the actual economic performance of the company, not just the performance listed in
the financial statements. Therefore, various studies continue to be carried out in order to be able to compile
financial reports that have high earnings quality. Earnings quality is an indicator of the quality of financial
information and the actual economic performance of the company, not just the performance listed in the
financial statements. Therefore, various studies continue to be carried out in order to be able to compile
financial reports that have high earnings quality.

Earnings management practices have led to several cases in accounting reporting being widely known.
Badan Pemeriksa Keuangan (BPK) revealed that in the preliminary investigation examination, it was found
that there was a manipulation of the financial statements of PT. Asuransi Jiwasraya (AJS). It was found that
there was profit manipulation of Rp 360.3 billion in 2006. Chairman of BPK Agung Firman Sampurna said it
received an adverse or modified opinion at AJS's financial profit opening. If Jiwasraya made a backup at that
time, it would see a loss of Rp 15.3 trillion. In 2017, BPK saw a fraudulent provision of Rp 7.7 trillion. If the
backup is carried out following the provisions, the company should suffer a loss. Since 2006 PT AJS reported
that the company made a profit, but the profit was pseudo due to accounting engineering or window dressing.
In 2018 PT AJS then recorded an unaudited loss of Rp. 15.3 trillion, and as of September 2019, it is estimated
that PT AJS's loss reached Rp. 13.7 trillion. Then in November 2019, PT AJS is estimated to experience
negative equity of IDR 27.2 trillion. The head of the BPK also suspects that there is an activity to change other
data or window dressing on sales of the JS Saving Plan product. BPK considered a manipulation during the
share sale and purchased transaction by Jiwasraya so that the price of the shares purchased did not reflect the
actual price. Due to this action, there are indications of losses related to mutual fund shares at Jiwasraya of up
to Rp 6.4 trillion. (www.cnbcindonesia.com ).

A scandalous case of earnings manipulation through published financial statements results in doubts about
the reliability of the financial statements, which causes a loss of trust by the public and can lead to a decrease
in the market reaction to published earnings. This can indicate a decrease in the quality of the resulting earnings
information. A financial scandal that occurred caused a crisis of investor confidence in the capital market. The
phenomenon of financial scandals shows that financial statements have failed to meet the information needs of
the users of these reports. Earnings, as part of the financial statements that are widely considered by users of
the report, do not present facts about the company's economic condition, so that the profit information presented
can be detrimental to report users.

Internal factors that affect the opportunities and incentives for management in accounting reporting are
related to institutional ownership and managerial ownership at the company level and the auditors chosen by

o


mailto:rikalidyah_uin@radenfatah.ac.id

Journal of Business Studies and Management Review (JBSMR) Vol.4 No.2 June 2021 P-ISSN: 2597-369X E-ISSN: 2597-6265

the company to audit their financial statements. One of the factors considered to influence earnings quality is
dividend policy. Dividend policy is defined as a policy related to dividend payments by the company,
determining the number of dividends to be distributed and the amount of balance to be retained for the
company's benefit.

Literature Review
Agency Theory

Jensen and Meckling, states a working relation between the party giving the authority (principal), namely
the investor, and the party receiving the authority (agency), namely the manager, in a cooperation contract.
This difference in interest can be caused or caused by the emergence of information asymmetry (information
gap) between shareholders and the organization. Agency theory assumes that all individuals act in their
interests. Because of these differences in interests, each party tries to increase its profit for itself.

The relationship between agency theory and earnings quality is the agency relationship that exists between
earnings and management. Earnings quality provides information about the situation and condition of a
company that the economic impact of transactions that occur will vary between companies as a function of the
essential character of the business. The assumption that humans have a selfish nature attached to managers will
encourage managers to act more selfishly than act to increase the company's economic value. This will affect
the quality of company earnings reported by management which causes management to act freely in carrying
out earnings management practices. Conflicts of economic interest occur between shareholders and managers,
and this will lead to information asymmetry.

Signaling Theory

According to Brigham and Houston, a signal is an action taken by a company to provide clues to outsiders
about how management views the company's prospect. One way to reduce information asymmetry is by giving
signals to outsiders. Information about the company's profit or loss is a signal for investors to estimate the
company's performance in the future which will affect their decision on the company. The quality of earnings
reflected in the company's financial statements can trigger a reaction to the company's stock price in the market.
Through Home Visits signal suggests how a company should give a signal to users of financial statements.
This signal is in the form of information about what management has done to realize the owner's wishes. Signals
can be promotions or other information stating that the company is better than other companies. Manager
provide information through financial statement that apply accounting policies that the produce higher quality
earnings because this principle prevent companie from the exaggerating earnings and helps users of the
financial statements by presenting profits and asset that is not overstated.

Research Method

The analysis technique used in this research is multiple regression analysis, which uses SPSS (Statistical
Package For Social Science) version 22. In conducting data analysis, several test forms are used, namely the
Classical Assumption Test in the form of the Normality Test, Linearity Test, Multicollinearity Test,
Autocorrelation Heteroscedasticity Test. The population used in this study were all companies in the Jakarta
Islamic Index ( JII) for 2015 - 2019; there are eight companies. In conducting this research, sample selection
using a purposive sampling method, which is sampling taken following the stated research objectives. The
company criteria used as samples in this study are:
1. Companies listed on the Jakarta Islamic Index (JII) from 2015 to 2019.
2. During the research period, the company did not experience delisting (not listed) from JII.
3.Companies that have published annual reports or financial statements that have been audited by independent

auditors during the research year.

4. Companies listed on the Jakarta Islamic Index (JI1) for 2015 - 2019 and carry out a dividend policy.

Institutional Ownership H1
Managerial Ownership H2 > E[;rni?lt?s
uality
H3
Dividend Policy

Source: developed for this study (2021 )

Figure 1. Research Model
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Result and Discussion

Table 1. Classical Assumption Test
Classical Assumption Test Provision Result
Normality Test
(Kolmogorov-Smirnov)
Linearity Test R Square < 0.05 0.025
X1 Tolerance  0.486 VIF  2.057

Sig > 0.05 0.547

Multicollinearity Test Tolerance > 0.10 or
(Tolerance and VIF) VIE < 10 X2  Tolerance 0.486 VIF 2.058
X3  Tolerance 0.996 VIF 1.004
Autocorrelation Test DW values between 1.082
(Durbin Watson) -210 +2 '
H dastici X1 0.233
eterocedasticity test .
(Park Test) Sig > 0.05 X2 0.208
X3 0.157

Source: SPSS Output, 2021 (data reprocessed)

Table 1 insignificance value for normality test is 0.547 > 0.05, it is concluded that residual data values are
normally distributed. In the R square for the linearity test is 0.025 < 0.05, it is concluded that in this study, the
occur linearly. The value of the variance inflation factor (VIF) independent variable < 10, it can be concluded
that there is no multicollinearity. The value of DW is 1.082, based on the decision-making criteria that the DW
value between -2 to +2 there is no autocorrelation. Thus it is concluded that the regression model does not
occur autocorrelation. The significance value for the park test in this study shows all variables are significance
values > 0.05, and it can be concluded that in this study, heteroscedasticity did not occur.

Table 2. Hypothesis Test Results

Hypothesis Test Provision Results
t-count) >t — table) _X1 t 3.633 Sig. 0.001
T-Test (Partial) t table = 2.024 X2 t 4,284 Sig. 0.000
Sig. < 0.05 X3 t 0.705 Sig. 0.486

Coefficient determination (R?) R Square 0.350

Source: SPSS Output, 2021 (data reprocessed)

Based on table 2 for institutional ownership variable obtained t count 3.633 > t table 2.024 with a significant
number of 0.001 < a = 0.05 then H1 is accepted. Managerial ownership variable obtained t-count 4.284 > t-
table 2.024 with a significant number of 0.000 < o = 0.05 then H2 is accepted. While dividend policy variable
obtained t-count 0.705 < t-table 2.024 with a significant number of 0.486 > o = 0.05 then H3 is rejected. The
value of R square (R2) in this study is 0.350, meaning that the influence of institutional ownership, managerial
ownership, and dividend policy on earnings quality is 35 %. In comparison, the remaining 65% is influenced
by variables outside the regression model.

The effect of institutional ownership on earnings quality

Based on the results of statistical tests on institutional ownership variables that affect earnings quality, it
shows that the higher ta level of institutional ownership, the stronger a level of control the carried out by
external parties to the company so that agency costs that occur within the company are decreasing. The values
of the company can also increase. In addition, with the more substantial level of the control carried out by
external parties, it is expected that the level of internal control of the company is also getting better so that the
financial statements and reported earnings information will be of higher quality. Rachman and Maghviro
(2012) stated that institutional ownership could be an oversight for managing any act performed in the
company. Therefore, it is expected that institutional investors can take part in every internal activity of the
company so that they can monitor every opportunistic manager's actions.

The effect of managerial ownership on earnings quality

Managerial ownership affects earnings quality, indicating that the greater managerial ownership of the
company, management will tend to try harder for the benefit of shareholders. The greater the managerial
ownership will reduce the manager's opportunistic actions. Low managerial ownership will choose accounting
methods to increase reported earnings and do not reflect the company's economic condition. Suppose the
interests of the owner and agent are aligned due to the managerial ownership mechanism. In that case, the
motivation to perform earnings management will decrease so that the reported financial information will
produce quality earnings.
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The effect dividend policy on earnings quality

Based on the statistical test of the dividend policy variable, the results are not significant, this means that
dividend policy does not affect earnings quality, which indicates that dividends cannot reflect information
about future earnings. Dividend distribution is based not only on management's view that there will be profits
in the future but also on maintaining a stable dividend level. This is done because if the company previously
always distributed dividends and then stopped distributing dividends, there would be a decline in stock prices.

Conclusion

Based on the results of the analysis research data analysis that has been carried out, it can be ascertained
that the results of each variable are as follows: 1) this study gives a partial influence between institutional
ownership on earnings quality which shows that the higher institutional ownership the control which exercised
by external partie on the company’s is more substantial, so that the agency cost incurred in the company are
reduced. The value of the company will increase. 2) The managerial ownership variable has a significant effect
on the earnings of quality which indicates the greater the managerial ownership of a company, the management
will try to control the shareholders to reduce the opportunistic actions of managers. 3) While the dividend
policy variable shows that it is partially insignificant to the quality of the lab, which indicates that dividends
cannot reflect information about future earnings
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