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ABSTRACT 

This research aims to empirically test the effect of corporate governance structure, leverage, 

and financial distress on the integrity of financial statements with the size of the public 

accounting firm as a moderating variable. The target population used is companies listed on 

the IDX with a total of 823 companies in 2022. The sample was selected using the purposive 

sampling method and obtained 491 company samples with certain criteria. This study was 

conducted using multiple linear regression analysis and continued with moderated 

regression analysis. The data in this study were processed using IBM SPSS software version 

29. The results of the study indicate that partially, managerial ownership, audit committees, 

and leverage affect the integrity of financial statements. Meanwhile, institutional ownership, 

independent commissioners, and financial distress partially do not affect the integrity of 

financial statements. The size of the public accounting firm is able to moderate the 

relationship between leverage and financial distress on the integrity of financial statements. 

Furthermore, the size of the public accounting firm is not able to moderate the relationship 

between institutional ownership, managerial ownership, independent commissioners, and 

audit committees on the integrity of financial statements. 
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INTRODUCTION 

According to the IAI, the 2022 revision of Statement of PSAK No. Financial 

statements can be defined as a structured representation that reflects an entity’s 

financial condition, in addition to the performance in paragraph 9 section 1. These 
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statements aim toward delivering relevant understandings concerning an entity’s 

financial standing, operational outcomes, and cash flows. For the stakeholders, 

these understandings are necessary in the making of informed economic decisions. 

As stated by the FAS (2023) issued by the (IAI, 2022), SAK-IFRS highlight specific 

qualitative standards for financial information to support decision-making well. 

These characteristics are categorized into two groups, that are fundamental and 

improving. Of relevance, along with faithful representation, are necessary attributes 

while comparability, verifiability, timeliness, and also understandability are 

considered improving qualities (Kartikahadi et al., 2023). 

Presenting financial information with integrity means ensuring it is accurate, 

honest, and neutral. t guarantees that the financial data remains accurate and 

unaltered, reducing the risk of misleading stakeholders who rely on these statements 

for decision-making. This principle is strongly related to one of the fundamental 

qualitative characteristics emphasized in SAK-IFRS, which is the notion of faithful 

representation (Savitri, 2016). For financial information to be considered a faithful 

representation, it must accurately reflect economic events by being complete, 

unbiased, and free from significant errors. Completeness means that all relevant 

aspects of the economic phenomena are included. Neutrality implies that the 

information is presented objectively, without favoring any party. Being free from 

error indicates that no important details are omitted and that the methods used to 

prepare the data were applied correctly and consistently (Wijaya, 

2022)(Kartikahadi et al., 2023). 

A notable example of a financial statement integrity issue in an Indonesian 

public company is the 2019 case involving PT Garuda Indonesia Tbk, which was 

found to have breached financial reporting standards. The irregularity of the 

cooperation agreement between PT Garuda Indonesia and the wireless fidelity 

installation service provider, PT Mahata Aero Teknologi worth USD 239.94 million 

or around Rp 3.48 trillion. PT Garuda Indonesia admitted its revenue fifteen years 

earlier, causing an overstatement of the presentation of profits in 2018. The reason 

is that there has been no payment from PT Mahata Aero Teknologi until the end of 

2018.  In addition, PT. Indofarma Tbk was found to have alleged irregularities in 

operating funds of IDR 371.83 billion for the 2020-2023 period. Such incidents 

contribute to a decline in public confidence toward the company (Ayuningtyas, 

2019)(Sandi, 2024). 

The occurrence of financial statement manipulation cases among publicly 

listed companies in Indonesia highlights the issue of poor financial statement 

integrity, which has the potential to mislead users and undermine public confidence 

in financial markets. One of the key preventive measures is the application of sound 

corporate governance practices, which emphasize the necessity of providing 

shareholders with transparent and accurate information. Furthermore, financial 

distress or high debt levels, there may be a tendency among management to alter 

financial data to present a more favorable outlook.  

In instances of financial statement manipulation, responsibility does not 

solely lie with internal company personnel; external parties such as public 

accounting firms also play a role. Reputable Public Accounting Firms (KAP) that 

offer high-quality audit services can enhance the reliability of financial reporting.  

Parents et al. (2018) the findings revealed that good corporate governance and lev-

erage have no good impact on the integrity of financial statements, while 
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managerial ownership and institutional ownership were found to influence it. Found 

that managerial ownership and Susilawati & Murwaningsari (2021); Suzan & 

Wulan (2022) Leverage has been shown to impact the integrity of financial 

statements. Meanwhile, research on the role of audit committees presents mixed 

results some studies indicate a good effect on financial statement integrity, whereas 

others suggest that the audit committee does not exert a meaningful influence. 

Found that the results Fahmi & Jeremiah (2023), Tanuwijaya & Dwijayanti (2022), 

Fatiha & Triyanto (2021) financial distress has been found to influence the integrity 

of financial statements, while found different results that financial Destika & Salim 

(2021)distress not impact the integrity of financial statements.  

While numerous studies have examined the psychological and behavioral 

effects of online games on children, there is still a lack of focused research on how 

communication management particularly involving parents, teachers, and school 

institutions can be strategically applied to prevent these negative impacts, especially 

at the elementary school level. Most existing literature tends to address the 

consequences rather than the preventative frameworks rooted in structured 

communication. This gap highlights the need to explore how effective 

communication strategies and collaboration among key stakeholders can serve as a 

preventive tool to mitigate the adverse effects of online gaming on young students. 

In parallel, the research examines the moderating role of public accounting firm 

size in public companies listed on the IDX in 2022, offering a methodological 

contrast and cross-contextual insight into the importance of institutional roles in 

managing behavioral risks. 

Agency theory addresses the impact between two parties: the principal and 

the agent (Jensen & Meckling, 1976). In agency theory, there can be differences of 

interest between investors and managers, which will cause a conflict of interest 

called the agency problem. This conflict of interest arises when there is a difference 

in goals between investors and managers. The investor's goal is to get a high profit 

from the funds he has invested, and the manager's goal is to improve the company's 

economy. In reality, managers often prioritize their interests; however, managers 

should manage the company's economy to the maximum so that the interests of 

investors can be fulfilled optimally.  

Watts & Zimmerman (1986), focuses on predicting corporate policy 

decisions. According to the theory, when a company aims to reduce costs, it will 

select policies that align with this objective. Watts and Zimmerman (1986) 

introduced several hypotheses within the framework of Positive Accounting. This 

is because the bonus promised by the company will cause the manager to report 

high profits in order to get the bonus. The debt covenant hypothesis explains that in 

companies with significant leverage, managers prefer to use accounting procedures 

that replace the income statements for the future period with the current period. It 

is used to offset debt costs by reporting high profits.  The political cost hypothesis 

explains that large companies will be more inclined to accounting methods that 

reduce profits than small companies, so that it will incur greater political costs. 

Financial information must be free from manipulation to prevent deceiving 

its users. This is because financial statements that are conservative and free from 

profit manipulation tend to exhibit higher integrity, ensuring that the information 

reflects a more accurate and honest portrayal of the company's financial position 

(Savitri, 2016; Shopping & Shopping Syofyan, 2023; Mayangsari, 2003; Meiryani 
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et al., 2023). The information should not be exaggerated in a way that causes any 

party to be unfairly disadvantaged by the way it is presented in the financial 

statements. Companies that experience financial failures tend to overstate profits 

because profits can describe the state and conditions of the company's performance, 

affecting stock prices. The connection between the integrity of financial statements 

and conservatism lies in the commitment to ensuring that financial statements are 

presented accurately and neutrally. Neutral conditions are supported by prudence 

and a cautious attitude when making judgments in conditions of uncertainty. This 

is in line with the principle of accounting conservatism, namely the principle (Cintia 

& Khairani, 2022); (Kartikahad et al., 2023) of prudence against the uncertainty 

inherent in business activities. 

Institutional ownership refers to the shares held by organizations like 

insurance companies, investment firms, governments, banks, and other entities. A 

significant level of institutional ownership can enhance the monitoring of 

management performance within a company. Institutional investors' oversight can 

exert pressure on managers to prioritize the company's overall performance, thereby 

decreasing the chances of actions driven by personal interests. Significant 

institutional ownership can serve as a protection against profit manipulation, 

(Nurbaiti et al., 2021); Parents et al. (2018); Susilawati & Murwaningsari (2021); 

Nugraheni (2021); Cahyo et al. (2022). 

𝐇𝟏: Institutional ownership affects the integrity of financial statements 

 

Managerial ownership refers to the shares of a company that are held by its 

management, enabling them to function both as shareholders and as decision-

makers within the company. This ownership structure incentivizes management to 

present reliable and transparent financial reports to stakeholders, as the accuracy 

and integrity of these reports directly impact the company’s reputation, financial 

standing, and market value. High managerial ownership fosters a sense of 

responsibility among managers to ensure that the company’s financial performance 

is portrayed honestly, as they will bear the consequences of any misrepresentation. 

This alignment of interests typically reduces the likelihood of financial 

manipulation or misleading reporting, ensuring that the financial statements reflect 

the true operational health of the company and increasing stakeholders' confidence 

in the management's ability to lead the company effectively. Thus, managerial 

ownership plays a vital role in promoting ethical and transparent financial reporting, 

contributing to a more accurate reflection of the company’s financial condition. 

Managers who hold a larger proportion of shares are generally more accountable in 

managing the company. (Santia & Afriyenti, 2019; Susilawati & Murwaningsari, 

2021); Suzan & Wulan, 2022); Cahyo et al., 2022) 

𝐇𝟐: Managerial ownership affects the integrity of financial statements 

 

Regulation  (Otoritas Service Finance Number 57/POJK.04/2017 About 

Application Corporate Governance Effect That Do Activities Effort As Guarantor 

Emission Effect And Intermediary Merchant Effect , 2017) Every management 

action is reported to shareholders, creating a system of accountability that 

encourages management to make decisions with greater caution and responsibility. 

Since shareholders have access to the financial reports, they can assess the 

outcomes of these decisions and determine if the company is experiencing positive 
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or negative developments. This transparency fosters trust between management and 

shareholders, as shareholders rely on these reports. Consequently, the knowledge 

that shareholders are monitoring the results of their decisions can act as a motivating 

factor for management to prioritize accuracy, integrity, and long-term success in 

their financial reporting and overall decision-making process. This oversight 

mechanism ensures that any deviations from expected performance are quickly 

identified, prompting corrective actions when necessary. In agency theory, 

shareholders are often disadvantaged because the company's internal information is 

inconsistent. Thus, an independent commissioner makes it easier for investors to 

obtain information from within the company about management actions and 

decisions. Independent commissioners from outside the company work as 

supervisors, mediators, and advisors in creating (Parents et al., 2018); (Meiryani  et 

al., 2023)Fahmi & Jeremiah (2023); Fitrianingsih et al. (2023); Parinduri et al. 

(2018); Sembiring et al. (2022) 

𝐇𝟑: Independent commissioners affect the integrity of financial statements 

 

To helps identify issues that require the board of commissioners' attention, as 

they play a crucial role in overseeing the management’s actions and ensuring that 

the company operates in line with its governance principles. The board of 

commissioners reviews the financial reports and performance metrics to assess 

whether management is making decisions. If discrepancies or concerning trends are 

found in the reports, the board can intervene by addressing these issues, providing 

guidance, and ensuring corrective actions are taken. This ongoing oversight ensures 

that any financial or operational issues are promptly detected and dealt with, 

enhancing the overall governance and accountability of the company.(Otoritas 

Service Finance Number 55/POJK.04/2015) a good corporate governance 

structure. The audit committee's role can protect shareholders from manipulation. 

The committee assists the commissioner in improving the quality of financial 

statements by regularly supervising managers so that they do not manipulate 

financial statements. Fahmi & Jeremiah (2023), Keeping Up With the Kardashians 

et al. (2023); Susilawati & Murwaningsari (2021). 

𝐇𝟒: Audit committee affects the integrity of financial statements 

As a result, the increased time spent on disclosures may inadvertently lead to 

financial statement manipulation, as management may attempt to present the 

company's performance in a more favorable light to meet shareholder expectations 

or regulatory requirements. This pressure to provide more comprehensive or 

positive disclosures could encourage the manipulation of financial data, such as 

inflating revenues, delaying expenses, or altering valuations, to portray a healthier 

financial position than what truly exists. Consequently, such actions undermine the 

integrity of the financial reports, as the information provided no longer reflects the 

company's actual performance and financial health, but rather a distorted version 

meant to appease stakeholders. This manipulation compromises the transparency 

and reliability of the financial statements, eroding trust and potentially resulting in 

long-term reputational and legal consequences for the company. In positive 

accounting theory, the (Suzan & Wulan, 2022) The debt covenant hypothesis 

explains that businesses with high debt levels tend to use accounting methods that 

can increase profits. This is because with a high level of debt, interest on the debt 

will also be high, so the profits generated are expected to offset the high interest 
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costs. In addition, high profits are also needed to align debt renegotiation costs and 

other costs related to debt transactions with creditors.  Research conducted by found 

that.  Cahyo et al. (2022) ;Destika & Salim (2021); Suzan & Wulan (2022) leverage 

affects the integrity of financial statements.  

𝐇𝟓: Leverage affects the integrity of financial statements 

 

Financial distress is when a company faces serious financial problems, 

usually due to difficulties meeting its financial obligations, such as paying debts or 

operational costs. Companies that experience financial distress often face the risk 

of bankruptcy or liquidation. According to positive accounting theory, the level of 

accounting conservatism can be affected by financial difficulties (Fatiha & 

Triyanto, 2021) Managers will lower expenses and increase savings to reduce fi-

nancial risks in financial distress. This can influence accounting decisions and allow 

manipulation of financial statements to increase revenue and reduce costs. Research 

conducted and found that (Saksakotama & Cahyonowati, 2014)   Fatiha & Triyanto 

(2021) Tanuwijaya  & Dwijayanti (2022)financial distress affects the integrity of 

financial statements.  

𝐇𝟔: Financial Distress affects the integrity of financial statements 

 

A KAP is considered large if it is part of the Big Four, has branches, serves 

large corporate clients, and employs more than 25 experts. On the other hand, a 

KAP is classified as small if it does not have branches, serves smaller companies, 

and has fewer than 25 experts. Companies audited by the (Selviana & Wenny, 

2021)big four  KAP are considered to be good audit quality providers with a good 

reputation and are more independent when compared to non-big four  

KAP(Maulana, 2020).  The quality of the resulting audit is expected to reduce 

opportunistic management behavior, agency problems, material misrepresentation, 

and information inconsistencies. The implementation of a good corporate 

governance structure will provide maximum supervision of the company, so that 

management will work according to its responsibilities if quality audits support it. 

In addition, companies that are experiencing leverage and financial distress but are 

audited by a good audit firm will show financial statements with integrity.   Azizah 

et al. (2023) Barokah     et al. (2023) leverage partially to the integrity of financial 

statements. Therefore, the hypothesis used by the researcher is as follows: 

 
Research Model. Based on the description above, a research model was 

prepared that would explain the relationship between variables in the research.  
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Figure 1. Research Model 

Source: data processed, 2024. 

 

 

RESEARCH METHOD 

Population and Sample  

The target population in this study is 823 public companies on IDX in 2022 

with 11 sectors. The sample selection in this study uses the purposive sampling 

method, which is a sample selection technique according to certain criteria. The 

sampling criteria are: (1) Public companies listed on the IDX in 2022 totaling 823 

companies, (2) Companies that do not contain complete information related to the 

data needed by researchers and incomplete companies publish annual reports based 

on the 2022 observation period as many as 272 companies, (3) Outlier data totaling 

60 companies.  The number of companies that meet the criteria is 491 companies. 

 

Operational Definition and Variable Measurement 

This concept of conservatism is applied in measuring the integrity of 

financial statements because conservatism is a principle in the preparation of 

financial statements that apply prudential measures    (Mahendra & Syofyan, 2023; 

Mayangsari, 2003; Meiryani et al., 2023) (Understate) so that the risk is less than 

that of overstate  financial statements   (Saksakotama & Cahyonowati, 2014) . The 

proxies used are as follows:   (Givoly & Hayn, 2000)  

Cit=
(NIit- CFOit) x (-1)

TAit
 ............................................................................................. (1) 

If the final result of the calculation shows a negative value, it is said to be 

conservative, which means high integrity, while a positive value is said to be non-

conservative, which means low integrity.  
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 Institutional ownership refers to the shares held by organizations:    

(Meiryani et al., 2023)  

 

Kinst = 
𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛𝑎𝑙 𝑆ℎ𝑎𝑟𝑒𝑠

Total Shares in circulation
...................................................................  (2) 

 

Managerial ownership refers to the shares of a company that are owned by 

its management, allowing them to be both shareholders and decision-makers within 

the company:   (Meiryani et al., 2023)  

 

KM = 
Number of Managerial Shares

𝑇𝑜𝑡𝑎𝑙 𝑆ℎ𝑎𝑟𝑒𝑠 𝑖𝑛 𝑐𝑖𝑟𝑐𝑢𝑙𝑎𝑡𝑖𝑜𝑛
............................................................................. (3) 

 

Independent commissioners are elected members from outside the company 

and have the purpose of supervising and assessing the achievement of the 

company's performance as a whole:   (Meiryani et al., 2023)  

 

Kindep = 
Number of Independent Commissioners

Total Board of Commissioners
............................................................. (4) 

 

The audit of financial statements, namely standards that are ensured to be in 

accordance with applicable policies have been met and assess whether the existing 

reports have been presented with reliable information and known by audit 

committee members:   (Meiryani et al., 2023)  

KA = Number of Audit 

Committees.................................................................................................... (5) 

The leverage  ratio is a ratio used to measure how much debt the company 

must finance to fulfill its assets:   (Destika & Salim, 2021)  

 

Lev  = 
Total Debt

Total Assets
................................................................................................... (6) 

 

Financial distress refers to a situation where a company's financial 

condition is in a problematic or crisis state. ():X1X2X3X4X5   (Fatiha & Triyanto, 

2021)  

Z = 1.2 + 1.4+ 3.3 + 0.6 + 1.0...................................................................... 

(6)X1X2X3X4X5 

The size of the KAP is a measure used to categorize firms into two group 

(Inspired by Wenny & Wenny, 2021). The size of a public accounting firm is 

measured using a nominal scale, namely: 

 

Value 1 = KAP big four and Value 0 = KAP  non big four 

....................................................... (7) 

 

Data Analysis Techniques 

This study using SPSS Version 29 software for data analysis. Below is the 

formula used to construct the regression equation: 
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Multiple Linear Regression Analysis 

ILK = α + β
1
Kinst+β

2
KM+β

3
Kindep+β

4
KA+β

5
Lev+β

6
FD +  € 

 

Moderation Regression Analysis  

ILK = α + β
1
Kinst+β

2
KM+β

3
Kindep + β

4
KA + β

5
Lev + β

6
FD + β

7
UKAP + 

β
8
Kinst.UKAP + β

9
KM.UKAP +β

10
Kindep.UKAP + β

11
KA.UKAP + β

12
Lev.UKAP + β

13
FD.UKAP  

+ € 

Information: 

FIRST = Integrity of Financial Statements 

A = Constant 

β
1
-β

13
  = Regression Coefficient 

Kinst = Institutional Ownership 

Kindep = Independent Commissioner 

Ka  = Audit Committee 

Lev = Leverage 

FD = Financial Distress 

UKAP = Size of Public Accounting Firm 

€ = Error.  

 

RESULT AND DISCUSSION 

The results can be seen in Table 1 outlined below.  
Table 1. Descriptive Statistical Test Results 

Variable N Minimum Maximum Mean 
Std. 

Deviation 

Institutional 

Ownership (X1) 

491 .0000 .9998 .70802 .27012 

Managerial 

Ownership (X2) 

491 .0000 .7651 .02343 .07771 

Independent 

Commissioner (X3) 

491 .2500 1.0000 .42737 .11084 

Audit Committee 

(x4) 

491 1 6 3.03 .340 

Leverage (X5) 491 .0002 101.8660 .65950 4.58898 

Financial Distress 

(X6) 

491 -284.5403 3693.5581 11.40787 168.13907 

Size of Public 

Accounting Firm 

(Z) 

491 0 1 .25 .435 

Integrity of 

Financial 

Statements (Y) 

491 .-2027 .1909 .-03172 .05969 

 

Table 1 presents for several variables in the study. There are 491 observations 

for each variable, with varying minimum and maximum values.  
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Based on Table 2 above, 124 companies, or 25.2% of the total 491 companies 

studied, use the Big Four public accounting firms. Meanwhile, 367 companies, or 

74.8% of the total 491 companies studied, use non-Big Four public accounting 

firms. This means that the number of companies using the Big Four KAP is less 

than the number of companies using the non-Big Four KAP. 

Test of normality. The results Table 3 below: 

 
 Table 3 shows that Asymp.Sig for testing One-Sample Kolmogorov-

Smirnov is 0.073. The test results showed that the residual data in this study was 

normally distributed.  

Multicollinearity Test. To detect the problem of multicollinearity is to use 

the calculation of a tolerance and a VIF < 10. The results in Table 4 below. 

 
 Table 4 presents the tolerance values range from 0.754 (for institutional 

ownership) to 0.980 (for independent commissioner), indicating that 

multicollinearity is not a significant issue. The VIF values, which are the inverse of 

the tolerance values, range from 1.020 (for independent commissioner) to 1.327 

(for institutional ownership). The data was processed using SPSS 29 (2024). 

Heteroscedasticity Test. The heteroscedasticity use The White  test can be 

done by regression of residual squares (U2t) (Ghozali, 2018) 
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In Table 5 it is calculated using = ( n x ) where n : 491 and : 0.027. The 

calculation results were obtained as (491 x 0.027 = 13.257). The number of 

independent and moderator variables is 7, which means df = 7, so that the table 

result is 14.067. Which can be concluded that the white test does not have 

heteroscedasticity symptoms.C2R2R2C2C2C2C2 

 

Regression Results 

The results are presented in Table 6 : 

Table 6. Regression Test Results 
Variable Model I (Direct) Model II (Moderation) 

B t Mr. B t Mr. 

(Constant) -.009 -.594 .553 -.023 -1.571 .117 

Institutional Ownership 

(X1) 

.001 .228 .820 .008 1.394 .164 

Managerial Ownership 

(X2) 

-.080 -3.975 .000 -.052 -1.004 .316 

Independent Commissioner 

(X3) 

.022 1.745 .082 .025 1.701 .090 

Audit Committee (x4) -.013 -3.247 .001 -.008 -1.908 .057 

Leverage (X5) .026 6.179 .000 .014 2.065 .040 

Financial Distress (X6) 4.777E-5 .358 .721 -.001 -2.230 .026 

Size of Public Accounting 

Firm (Z) 

- - - -.033 -2.561 .011 

X1*Z - - - -.003 -1.059 .290 

X2*Z - - - -.001 -.332 .740 

X3*Z - - - -4,830E-5 -.023 .981 

X4*Z  - - -.004 -1.861 .063 

X5*Z - - - .006 1.977 .049 

X6*Z - - - .014 2.348 .019 

 Prob (F-Statistic) - - .000b - - .000b 

 Adjusted R-Square - - .127 - - .172 

Source: data processed with SPSS 29 (2024) 

 

The model of multiple regression equations (direct model) resulting from this 

study can be described as follows: 

ILK = -0,009 + 0,001Kinst – 0,080KM + 0,022Kindep – 0,013KA + 

0,026Lev + 0,000047FD + € 

 Model The moderation regression equation resulting from this study can be 

described as follows: 
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ILK = -0,023 + 0,008Kinst -0,052KM + 0,025Kindep – 0,008KA + 0,014FD 

– 0,001FD – 0,033UKAP – 0,003Kinst*UKAP – 0,001KM*UKAP – 

0,000048Kindep*UKAP – 0,004KA*UKAP + 0,006Lev*UKAP + 

0,014FD*UKAP + € 

 Model feasibility test (Test F) As shown in Table 6, for both Model I 

(Direct) and Model II (Moderation) is 0.000. So, it can be concluded that the 

regression model used in this study is appropriate. 

 Uji The coefficient of determination (Adjusted R2 ) Value Adjusted R2 

Model I (direct) on Table 6  showing a figure of 0.127 or 12.7%.  

The partial test (t-test) in Table 6, Model I (direct) and Model II 

(moderation), the t-test indicates that the size of public accounting firms can 

moderate the relationship between every variables. 

 

The Effect of Institutional Ownership on the Integrity of Financial Statements 

The regression analysis reveals a very low t-value and a probability value 

greater than the significance threshold, indicating that there is no statistically 

significant impact. This suggests that the variable being tested does not have a 

meaningful effect on the outcome being studied, and any observed relationship may 

be due to chance rather than a real, substantive influence. In other words, the results 

imply that the factor in question does not contribute significantly to the variation in 

the dependent variable, and further investigation or alternative factors may be 

needed to better understand the dynamics at play. Additionally, the study observed 

that some companies in the sample lack institutional investors, further explaining 

why institutional ownership does not influence the integrity of their financial 

reporting.  

Nurbaiti et al., (2021), Fahmi & Jeremiyah (2023), Santia & Afriyenti (2019), 

Meiryani et al., (2023), and Rosyidah et al., (2022). The large percentage of shares 

of institutional investors does not necessarily directly impact the company's 

supervision, especially in its financial reporting. In addition, in this research data, 

institutional investors have not been able to reduce agency conflicts in the form of 

differences of interest, because institutional investors usually only invest their 

capital without influencing the company manager in decision-making. However, 

Parinduri et al. (2018), Susilawati (2021), Nugraheni (2021), and Cahyo et al. 

(2022), who found that institutional ownership impact the integrity of financial 

statements. 

 

The Effect of Managerial Ownership on the Integrity of Financial Statements 

The regression analysis indicates a negative relationship, supported by a 

strong t-value and low significance probability. The study, based on data from a 

large number of companies, concludes that managerial ownership plays crucials in 

aligning the interests of agents and principals, thereby influencing the integrity of 

the financial statements. 

Susilawati & Murwaningsari (2021), Suzan & Wulan, and Cahyo et al., 

(2022) also presented similar research results. This refers to the shares or stakes that 

managers hold in a company, which can affect the accuracy and reliability of the 

financial reports. This alignment can lead to more accurate and honest financial 

reporting, as managers are incentivized to act in the best interests of both the 

company and its investors. When managers hold shares in the company, their 
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personal financial outcomes become closely tied to the company's performance, 

encouraging them to prioritize long-term stability and transparency. Moreover, 

managerial ownership helps reduce the risk of financial statement manipulation, as 

managers are less likely to engage in deceptive practices that could ultimately harm 

their own investment. The potential personal consequences of poor decisions serve 

as a deterrent, fostering a stronger sense of responsibility and ethical behavior in 

financial reporting. However, Fahmi & Jeremiah (2023), Santia & Afriyenti (2019), 

Parinduri et al., (2018), Nurbaiti et al., (2021), Meiryani et al., (2023), and Rosyidah 

et al. (2022) found different results. 

 

The Influence of Independent Commissioners on the Integrity of Financial 

Statements 

This finding suggests that the presence of independent commissioners alone 

is not sufficient to ensure financial statement transparency and reliability. 

Managerial ownership fosters alignment between the interests of managers and 

shareholders, which can lead to more accurate and transparent financial reporting. 

When managers own shares in the company, their personal financial well-being is 

directly tied to the company’s performance, motivating them to pursue long-term 

stability and uphold reporting integrity. This ownership structure reduces the 

likelihood of financial statement manipulation, as managers are less inclined to 

engage in actions that could damage the firm and, by extension, their own 

investment. The potential personal consequences act as a deterrent, promoting 

accountability and ethical behavior in financial disclosure practices. 

This suggests that the role of independent commissioners in the company may 

primarily serve to meet regulatory requirements. Independent commissioners may 

fail to carry out their supervisory duties and functions effectively in overseeing the 

company's performance. One possible reason is a lack of commitment to the 

company or limited involvement in corporate governance processes. Additionally, 

some independent commissioners may not exercise adequate oversight of the 

company’s financial activities, which can weaken their role in ensuring 

transparency and accountability, despite their formal presence on the board. 

However, research states the opposite. Sidauruk     et al. (2021)Tanuwijaya& 

Dwijayant (2022)Pratika & Primasari (2020) Fahmi & Jeremiah (2023) Meiryani 

et al. (2023)Sembiring et al. (2022)Parents et al. (2018) 

 

The Influence of the Audit Committee on the Integrity of Financial Statements 

This indicates that the audit committee plays a critical role in ensuring the 

accuracy and reliability of financial reports by overseeing the company’s financial 

reporting processes. The audit committee is responsible for reviewing financial 

statements, monitoring internal controls, and ensuring that audits are conducted 

effectively and independently. By doing so, it helps identify potential discrepancies, 

ensures compliance with relevant regulations, and mitigates the risks of fraud or 

errors. The committee’s involvement enhances the overall transparency of the 

financial reporting process, fostering trust among stakeholders and contributing to 

the integrity of the company’s financial disclosures.  

 Upheld through comprehensive and transparent documentation that verifies 

the audit process, coupled with audits that are both independent and professional. 

The effectiveness of audit committees is enhanced by their number within a 
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company, as they are crucial in overseeing financial reporting. Agency theory 

provides valuable insights into the traits of an effective audit committee, 

highlighting its role in minimizing conflicts of interest and strengthening the 

integrity of financial statements. The results of this study support previous research, 

which emphasizes the vital role of audit committees in maintaining the integrity of 

financial statements through independent reviews and evaluations of the board of 

directors' activities. This reinforces the view that audit committees serve as an 

essential mechanism for enhancing corporate governance and ensuring transparent 

and trustworthy financial reporting. In this process, the audit committee must ensure 

that the financial statements are accurate, reliable, and free from errors or fraud. 

During the audit process, the audit committee must ensure that all audit procedures 

and their results are fully and clearly documented in the audit working paper. The 

audit committee must also have appropriate experience and education in the fields 

of accounting, finance, taxation, management, and computers.    Fahmi & Jeremiah 

(2023) Sembiring     et al. (2022)Nugraheni     (2021)Tanuwijaya     &     Dwijayanti     

(2022)Parents     et al. (2018) 

 

The Effect of Leverage on the Integrity of Financial Statements 

Companies with debts are likely to prioritize ethical standards in financial 

reporting because they understand that manipulation or dishonesty in financial 

statements can have severe consequences. Inaccurate or misleading financial 

information could harm their reputation with creditors, investors, and other 

stakeholders, potentially leading to loss of trust and financial support. Additionally, 

such practices can jeopardize the company’s long-term survival by triggering legal 

or regulatory penalties, damaging relationships with key partners, or affecting stock 

prices. Therefore, companies with significant debt obligations have a strong 

incentive to maintain transparency and honesty in their financial reporting to protect 

their credibility and ensure continued access to capital. As a result, companies are 

more likely to follow high ethical standards when creating financial reports.  On 

average, the leverage level of the companies studied is 65.95% of total assets. This 

implies that a high level of leverage can increase the company's financial risk due 

to its obligation to pay interest and principal debt.  

The research presented the same results as the leverage variable. Cahyo et al. 

(2022) Suzan & Wulan (2022) Companies with high leverage may be more willing 

to disclose financial information more transparently because they recognize that 

stakeholders, such as investors and creditors, are greatly interested in understanding 

the risks associated with corporate debt. Therefore, companies may be more willing 

to disclose complete and accurate information to gain stakeholder trust.. Pratika &     

Primasari (2020)Parents et al. (2018) leverage does not affect the integrity of 

financial statements. 

 

The Effect of Financial Distress on the Integrity of Financial Statements 

The significance probability is higher than the chosen threshold, which means 

financial distress does not influence the integrity of the reports. Additionally, the 

Altman Z-Score values for the companies studied were positive, indicating that 

these companies are in good financial health and do not face significant bankruptcy 

risks. This financial stability may further encourage ethical financial reporting 
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practices, as companies with strong performance have less incentive to manipulate 

their financial statements. 

Nurbaiti     et al. (2021)Destika     & Salim (2021) Accurate financial 

statements rely on adherence to strict accounting principles, compliance with 

relevant financial reporting regulations, and the application of strong ethical 

practices in financial reporting. These components ensure that financial data is 

presented fairly, without manipulation or misrepresentation, and reflects the true 

financial health of the company. By following established accounting standards and 

regulatory requirements, companies enhance the reliability of their reports, which 

in turn fosters trust with investors, regulators, and other stakeholders. Ethical 

practices, such as transparency and integrity in reporting, further contribute to the 

accuracy and reliability of financial statements, safeguarding the company’s 

reputation and ensuring accountability. However, the results of the study state the 

opposite, that Tanuwijaya     &     Dwijayanti     (2022), Fatiha & Triyanto (2021), 

financial distress affects the integrity of financial statements. 

 

The Effect of Institutional Ownership on the Integrity of Financial Statements 

with the Size of Public Accounting Firms as a Moderation Variable 

The public accounting firm does not strengthen the relationship between 

institutional ownership and the integrity of financial statements. This suggests that 

the mere presence or reputation of an external auditor may not have a substantial 

impact on how institutional ownership influences financial reporting practices. This 

could be due to varying levels of auditor independence or the complex dynamics of 

corporate governance, where other factors may play a more significant role in 

shaping financial transparency. Additionally, the data indicates that a significant 

portion of audits is conducted by non-Big Four accounting firms, which raises 

concerns about audit quality. This implies that the quality of audits may not be 

optimal, potentially undermining the effectiveness of institutional ownership in 

ensuring accurate and reliable financial reporting. Kusumawardani et al. (2021). 

 

The Effect of Managerial Ownership on the Integrity of Financial Statements 

with the Size of Public Accounting Firms as a Moderation Variable 

The research findings were consistent, showing that audit quality does not 

enhance the impact of managerial ownership on the integrity of financial 

statements. This suggests that, despite the presence of high-quality audits, the 

influence of managerial ownership on financial reporting practices remains limited. 

One possible explanation is that managerial ownership may lead to conflicts of 

interest or biased decision-making, where managers with significant ownership 

stakes might prioritize personal financial benefits over transparent reporting. 

Additionally, even with robust audit procedures, auditors may face challenges in 

fully mitigating the influence of such biases, especially if there is insufficient 

independence or a lack of effective corporate governance mechanisms to ensure 

objectivity. As a result, the expected positive relationship between audit quality and 

the integrity of financial statements may not materialize when strong managerial 

ownership is present, highlighting the complexities of balancing ownership 

interests and financial transparency. Public accounting firms act as mediators 

between two parties (Barokah et al. (2023) agents and principles) with different 

interests and functions to reduce agency costs arising from selfish behavior by 
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agents (managers), but may not necessarily be able to improve integrity in financial 

reporting. 

 

The Influence of Independent Commissioners on the Integrity of Financial 

Statements with the Size of Public Accounting Firms as a Moderation Variable 

This results suggesting that external auditor scale or reputation alone may not 

significantly influence how independent oversight translates into transparent 

reporting. This suggests that factors such as the effectiveness, independence, and 

expertise of the independent commissioners themselves play a more crucial role in 

maintaining the transparency and reliability of financial reporting. Even if a large 

and reputable public accounting firm is involved, it does not necessarily improve 

the ability of independent commissioners to oversee financial activities or ensure 

the accuracy of financial statements. The findings imply that the internal 

governance mechanisms, including the active participation of independent 

commissioners, are more critical in upholding the integrity of financial reports than 

the external auditor’s size or reputation. Even with a public accounting firm known 

for its strong audit quality, it does not seem to impact the ability of independent 

commissioners to influence the integrity of the financial statements. This indicates 

that the quality of the audit alone is not enough to encourage independent 

commissioners to effectively carry out their supervisory role within the company.  

 

The Influence of the Audit Committee on the Integrity of Financial Statements 

with the Size of Public Accounting Firms as a Moderation Variable 

This suggests that factors such as the effectiveness of the audit committee, 

including its independence, expertise, and level of involvement in overseeing 

financial reporting, play a more critical role in ensuring financial statement integrity 

than the size or reputation of the accounting firm conducting the audit. It implies 

that even smaller or less renowned accounting firms can contribute to maintaining 

financial transparency, provided the audit committee is strong and committed to its 

oversight functions Kusumawardani     et al. (2021) This suggests that the audit 

committee's effectiveness in ensuring the accuracy and transparency of financial 

reports may depend more on internal factors, such as its structure, independence, 

and active engagement, than on the size or reputation of the external auditor. While 

a large, well-known public accounting firm may contribute to audit quality, the 

audit committee’s role in overseeing financial reporting processes, ensuring 

adherence to accounting standards, and addressing potential issues within the 

organization is fundamental. Its ability to identify risks, ensure compliance, and 

promote ethical financial reporting practices is more closely tied to the committee’s 

own capabilities and involvement rather than the external auditor’s influence. 

Therefore, regardless of whether a Big Four or non-Big Four firm is involved, the 

audit committee's role in overseeing financial reporting remains crucial in 

upholding the integrity of the statements.   

 

The Effect of Leverage on the Integrity of Financial Statements with the Size 

of Public Accounting Firms as a Moderation Variable 

This, in turn, enhances the accuracy and reliability of financial reporting in 

firms with higher levels of debt. When a reputable public accounting firm is 

involved, it provides greater assurance to stakeholders that financial statements are 
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prepared with greater transparency and adhere to rigorous standards. In companies 

with significant debt, the pressure to maintain investor and creditor trust is 

heightened, making it crucial to present reliable financial information. A high-

quality audit can mitigate the risks of financial misreporting and ensure that the 

company's financial position is accurately reflected, which is vital for maintaining 

credibility and securing continued financial support. The involvement of a larger, 

more reputable firm could provide additional assurance to stakeholders that 

financial statements are prepared with greater transparency and adhere to higher 

standards, particularly in companies facing the pressures of leverage. This suggests 

that a larger public accounting firm has an influence on how leverage affects the 

integrity of financial reports. In other words, having a bigger public accounting firm 

involved in auditing helps reduce the risk of manipulation or distortion of financial 

data, especially in cases where there may be pressure to use leverage unethically.  

 

The Effect  of Financial Distress on the Integrity of Financial Statements with 

the Size of Public Accounting Firms as a Moderation Variable 

The test results revealed that the probability value was significantly lower 

than the established threshold, indicating that the size of the public accounting firm 

plays a key role in reinforcing the connection between financial distress and the 

integrity of financial statements. A larger public accounting firm, in particular, 

contributes to minimizing the likelihood of financial data manipulation, especially 

in times of financial hardship. This suggests that when a company faces significant 

financial challenges, the engagement of a well-established public accounting firm 

can help ensure that management adheres to proper financial reporting practices 

and maintains transparency in the face of financial pressure. 

. 

CONCLUSION 

This study explores various factors influencing the integrity of financial 

statements, highlighting the roles of institutional and managerial ownership, 

independent commissioners, audit committees, leverage, financial distress, and 

public accounting firm size. The findings indicate that institutional ownership does 

not significantly affect financial reporting integrity, as institutional investors often 

lack the direct involvement or influence in decision-making necessary to impact 

transparency. In contrast, managerial ownership aligns the interests of managers 

and shareholders, potentially improving the accuracy and reliability of financial 

statements. However, the effectiveness of independent commissioners in ensuring 

financial integrity was limited, as their low involvement and lack of commitment 

may undermine their supervisory role. The audit committee, on the other hand, 

plays a crucial role in maintaining the quality of financial reports, with strong 

evidence supporting its effectiveness in overseeing corporate disclosures. Leverage, 

while not universally affecting financial integrity, was shown to be influenced by 

the size of the public accounting firm, with larger firms strengthening the 

relationship between leverage and reporting transparency. Financial distress did not 

appear to significantly impact financial reporting, suggesting that companies in 

stable financial health maintain ethical reporting standards despite challenges. 

Furthermore, the study found that the size of the public accounting firm, whether 

Big Four or not, did not enhance the effectiveness of certain corporate governance 

mechanisms, such as institutional ownership or audit committees, in ensuring 
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accurate financial statements. Ultimately, the study emphasizes the complexity of 

these relationships, with internal factors, such as corporate governance structures, 

playing a more significant role than external influences like the size of the 

accounting firm. 

This research is expected to contribute to the development of science.  For 

academics and practitioners, it is hoped that through this research, they can 

understand more deeply the principles and concepts underlying the integrity of 

financial statements. For companies listed on the Indonesia Stock Exchange, this 

research can help companies improve the quality of their financial reports. Thus, 

this can increase investors' confidence in the company and increase their interest in 

investing.  For Financial Services Authorities, this research can provide valuable 

insights for financial services authorities in developing more effective policies and 

regulations. With a deeper understanding of the integrity of financial statements, 

authorities can design a more robust regulatory framework and strengthen the 

necessary oversight measures.   
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