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Abstract

This study aims to determine the integrity of the financial statements of plantation companies listed on the Indonesia
Stock Exchange 2017-2020. This study began to observe information on cases of disclosure of corporate financial
statements that are published and do not meet the characteristics of accounting standards in several business sectors
which are thought to be influenced by various factors such as managerial ownership, profitability ratios, and company
size. This study used quantitative methods with multiple regression analysis through statistical data analysis software
SPSS. The data used is secondary data which is collected through literature review and downloading the issuer's financial
statements via IDX.co.id. This study found a negative effect of managerial ownership and firm size on the integrity of
financial statements, while the effect of profitability was not found. This finding explains the function of managers as
agents and at the same time as a principle of providing great opportunities for managers in making policies that benefit
themselves so that the integrity of financial reports is low, as well as the fact that the level of company prosperity
encourages management to take policies that have an impact on low financial statement’s integrity.
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regulations so that there are 25 issuers who are subject
to fines for being late in carrying out their obligation to
publish financial reports [3]. While the integrity of
financial statements is needed by users of financial
statements because with high integrity, the quality of
financial reports is guaranteed and helps investors to
help predict future earnings [4] which in turn has an

INTRODUCTION

Quality or integrity financial statement
information will influence the attitude of providers of
capital and other stakeholders in investing, providing
credit, or other parties. Disclosure of information that is
irrelevant or contains material errors by management in

the financial statements certainly affects the integrity of
the financial statements as accountability to the
economic decision-maker. The freedom to apply
accounting methods following the principles of
accounting standards will influence managers in
earnings management to demonstrate company
performance. Reliability, transparency, and uniformity
of the financial reporting process allow investors to
make smart decisions [1].

Some financial report fraud has occurred in
almost all countries including Indonesia, one of which
is the case of the GOOL plantation company which
resulted in the halt of trading in its shares in 2019 [2].
The fact is that there are still many issuers whose
seriousness and integrity are still being questioned in
carrying out their obligations under applicable
regulations both on the stock exchange and government

impact on the value of the company on the stock
exchange [5].

Several studies have analyzed the factors that
influence the integrity of financial statements.
Managerial ownership was found to have a positive
influence on the integrity of financial statements [6]
because, with a high level of ownership, managers have
a high responsibility for the quality of financial
statements so that the level of integrity of financial
statement information is maintained. Even so, Sauqi, et
al. [7] found the opposite where the negative influence
of managerial ownership on the integrity of financial
statements is due to a conflict of interest so that
company performance looks good, thus sacrificing the
integrity of financial statements.

The level of profitability and company size
was also found to influence the integrity of financial
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statements [8] because changes in company profits and
assets encourage management to take actions that affect
the integrity of financial statements so that company
profits and assets are more sustainable. Even so, the
results of other studies do not find an effect on
profitability [9] and company size [6].

In the case of financial report fraud that
reflects the low integrity of financial statements as well
as the results of previous research, this study aims to
analyze the effect of managerial ownership,
profitability, and company size on the integrity of
financial statements of plantation companies listed on
the Indonesia Stock Exchange in the 2017-2020 period.

LITERATURE REVIEW
Theoretical Framework

Jensen & Meckling [10] define agency theory
as the relationship between agent and principal. In an
agency relationship, there is a contract where one or
more people order other people to perform a service on
behalf of the principal and authorizes the agent to make
the best decisions for the principal. The conflict of
interest between the principal and agent is called the
agency problem.

The relationship between agency theory on the
Integrity of Financial Statements is implemented, each
party involved will take a series of actions that benefit
their respective parties, such as the management who is
most aware of the condition of the company, of course,
will try to inform the company's performance properly
to the owner through quality financial statement
information so that owners or investors can trust
management to continue the business of the company.
The drive for good company performance results is one
of the triggers for management to carry out any practice
to maintain its existence in the company. Through the
role of utilizing managerial ownership of shares,
conditions of profitability and showing the development
of the size of the managerial company, hope to maintain
the integrity of the company's financial statements

properly.

Conceptual Framework and Hypothesis
Development

Managerial ownership is the percentage of
share ownership owned by directors, managers, and the
board of commissioners. The presence of company
owners in the management of the company creates a
conflict of interest so that the policies taken benefit the
company owners as well as the internal management of
the company. Savero, et al. [11] found the effect of
managerial ownership on the integrity of financial
statements.

H1. Managerial ownership has an impact on the
integrity of financial statements

The profitability ratio shows the company's
ability to earn profits [12]. With this ratio, management
uses its resources in the procedures for preparing
financial statements so that the integrity of financial
statements is low due to internal conflicts of interest. In
his research, Himawan [13] found the effect of
profitability ratios on the integrity of financial
statements.

H2. Profitability has an impact on the integrity of
financial statements

The size of the company indicates the level of
prosperity of the company because it is seen from the
number of asset values, market values, and others. This
level of prosperity encourages management to do things
that are normal or unreasonable, both operationally and
in the procedures for preparing financial statements,
thus impacting the integrity of the financial statements.
Gayatri, et al. [8] found a significant effect of company
size on the integrity of financial statements.

H3. Company size has an impact on the integrity of
financial statements

METHODOLOGY
Population and Sample

The unit of analysis for this research is
plantation companies listed on the Indonesia Stock
Exchange for the period 2017-2020 as a population,
while the research sample was obtained by using the
purposive sampling method with criteria 1) plantation
companies listed on the Indonesia Stock Exchange, and
2) having complete research data. A total of 21
companies were sampled in this study, with a total of 63
data.

Operational Variable

The integrity of financial statements is the
dependent variable of this study. Modifying the
measurement of book market value used by Budiharjo,
et al. [6], this study measures the integrity of financial
statements by subtracting the current stock price from
last year's stock price then dividing the current stock
price.

Adopting Dewi & Suryanawa's [14] research,
managerial ownership is measured by dividing the
number of shares owned by managers by the number of
company shares. Meanwhile, profitability in this study
is measured using Return on Assets [15]. The size of
the company represents the level of prosperity of a
company. Total Sales are used in this study to calculate
the size of the company.

Hypothesis Testing Method

The 63 data analyzed in this study found the
problem of classical assumptions so that data outliers
were eliminated and 36 data was left. After the data
passes the classical assumption tests such as normality
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test, heteroscedasticity test, multicollinearity test, and
classical assumption test, then the Fit test is analyzed
which produces a fairly good value. As for the t-test, the
following results were found:

Table-1: Hypothesis Test

Variable INTEGRITY (Y)

Unstandardized B | Sig
MAN (X1) -0.005 0.008  ***
ROA (X2) 0.313 0.650
SIZE (X3) -0.116 0.019  **
N 36

Table 1 shows that managerial ownership has a
significant effect on the integrity of financial
statements, these results indicate that the first
hypothesis is accepted. With an unstandardized value of
-0.005, it shows that managerial ownership hurts the
integrity of financial statements.

Table 1 also explains that profitability does not
affect the integrity of financial statements, so
hypothesis 2 is rejected. Table 1 also finds a significant
effect of company size on the integrity of financial
statements, so hypothesis 3 is accepted. With an
unstandardized value of -0.116, it shows that company
size harms the integrity of financial statements.

RESULT AND DISCUSSION

This study found a significant negative effect
of managerial ownership on the integrity of financial
statements. With the large number of shares owned by
the manager, the manager's internal conflict of interest
becomes high so that it has an impact on the financial
report preparation process and the integrity of the
financial statements is low. Managers who are also
company owners find it easier to adopt policies in the
procedures for preparing financial reports for personal
purposes. The finding of the effect of managerial
ownership on the integrity of financial statements is in
line with the research of Savero, et al. [11] and Sauqi, et
al. [7].

Similar results are also found on the effect of
company size on the integrity of financial statements.
With a fairly high level of prosperity, the fact is that
management is still motivated to carry out procedures
for preparing financial statements that lack integrity so
that the integrity of financial statements is low. The
finding of the influence of company size on the
integrity of financial statements is in line with the
research of Gayatri, et al. [8, 16].

This study did not find any effect of
profitability on the integrity of financial statements.
This indicates that the level of corporate profits in the
current year does not have a sufficient impact on
management in the process of preparing financial

statements, including in assessing the integrity of
financial statements.

CONCLUSIONS & SUGESTIONS

The results of this study found the following:

1. Managerial ownership harms the integrity of
financial statements. These results provide
important information for investors in assessing the
integrity of financial statements.

2. Profitability does not affect the integrity of
financial statements. Future studies can analyze
other variables that may have a strong influence or
other units of analysis that may have different
results.

3. Company size hurts the integrity of financial
statements. These results can also be important
information for investors in assessing the integrity
of the issuer's financial statements in predicting
future earnings.
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