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Abstract
This study aims to determine the effect of corporate governance and audit quality on financial performance with earnings management as a mediating variable. The population of this study is manufacturing companies listed on the IDX in 2020-2023. The sample of this study uses a purposive sampling technique with a total final sample of 175 manufacturing companies. This research method uses a quantitative method with secondary data in the form of company annual reports. The results of the study indicate that corporate governance has a positive effect on financial performance. Audit quality has a positive effect on financial performance. Earnings management has a positive effect on financial performance. Corporate governance has a negative effect on earnings management. Audit quality has a positive effect on earnings management. Earnings management is able to partially mediate the effect of corporate governance and audit quality on financial performance.
Keywords: Audit-Quality Corporate-Governance; Earnings-Management; Financial-Performance

1. Introduction

An effective strategy is the main key for companies in running business processes to achieve goals, especially in increasing profitability (Azzuhry & Prasetyo, 2023). Profitability is the main indicator for investors in assessing how efficient a company is in managing assets to generate profits in a certain period (Ugwu et al., 2020). Therefore, financial performance is used as an important measuring tool to determine the impact of the company's operations on the profits obtained. This assessment also serves as a basis for making investment decisions (Juwita & Febriyanti, 2021). The efficiency and effectiveness of business processes over a certain period of time also serve as benchmarks in assessing the company's financial performance. Sinambela (2021) emphasized that financial performance reflects the company's ability to manage existing resources optimally.
Company performance plays an important role in determining market value and economic well-being, both individually and nationally (Alsmady, 2022). Stakeholders use financial performance information to assess the company's ability to maximize profitability and maintain a good image in the eyes of investors (Phan et al., 2020). Therefore, the reliability of information in financial reports is an essential factor for users, both internal and external, to assess the company's efficiency (Salehi et al., 2017). However, the company's financial performance, especially in the manufacturing sector in Indonesia, shows fluctuations. Return on Assets (ROA) as one of the indicators of financial performance in manufacturing companies listed on the Indonesia Stock Exchange (IDX) for the 2020–2023 period experienced unstable changes. For example, PT Indah Kiat Pulp & Paper Tbk experienced a decrease in ROA from 9.21% in 2022 to 4.16% in 2023, even though the Prompt Manufacturing Index (PMI) in the same year was in an expansionary position of 51.20% (Bank Indonesia, 2023). The decline in the performance of the manufacturing sector was partly caused by the phenomenon of early deindustrialization (Kompas.com, 2023), which requires improvements in corporate governance and productivity.
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On the other hand, market pressures and business competition cause a number of companies to engage in earnings management practices to maintain their attractiveness in the eyes of investors. This strategy is carried out through the flexibility of accounting standards or non-compliance with them, in order to manipulate financial reports (Afifa et al., 2021). This behavior is considered risky because it can cause deviations by internal parties that are detrimental not only to the company but also to investors (Alqirem et al., 2020). The objectives of this earnings management practice can vary, from tax avoidance to improving the company's image (Juwita & Febriyanti, 2021), although the consequence is a decrease in the quality of accounting information (Almarayeh et al., 2022).
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Cases of financial report manipulation in Indonesia emphasize the low quality of audits and weak implementation of corporate governance. For example, the case of PT Waskita Karya Tbk showed the practice of profit engineering amidst negative cash flow, which then caused losses and triggered an investigative audit by BPKP (Tempo.com, 2023). Likewise, the case of PT Indofarma Tbk which was suspected of carrying out fictitious transactions to meet company targets, which caused state losses of up to IDR 371 billion. These incidents reflect the weak quality of audits and internal supervision. The implementation of good corporate governance plays an important role in mitigating such manipulative practices and maintaining the integrity of the company's financial performance (Al-ahdal & Hashim, 2022; Puni & Anlesinya, 2020). Effective governance can build shareholder trust and ensure that management acts in accordance with the company's goals (Faisal & Syafruddin, 2020). Global financial scandals such as Enron and WorldCom reinforce the urgency of implementing high-quality governance and audits (Nguyen et al., 2024).
High audit quality serves as a guardian of the integrity of financial statements. Independent external audits help ensure that financial statements reflect the actual conditions (Rompotis & Balios, 2023). This is important to improve operational efficiency and company credibility (Elewa & El-Haddad, 2019). Independent auditors must be able to detect irregularities and maintain effectiveness and integrity in carrying out their duties (Ayorinde Tobi et al., 2016). However, in reality in Indonesia, audit quality is still relatively low. Many business actors are not fully aware of the impact of audits on transparency and financial performance (Wijaya, 2020; Sri & Solimun, 2019). For example, PT Kimia Farma Tbk received a fair opinion from an independent auditor even though its financial performance showed a significant decline, namely up to -7.95% in the 2020–2023 period. This shows a gap between the audit results and the company's actual conditions.
Theoretically, good audit quality can reduce agency costs and improve company performance, as explained in the agency theory by Jensen & Meckling (1976). However, the results of the study show differences. For example, Wibawarningsi in Altin (2024) stated that the characteristics of the audit committee do not have a significant effect on company performance, because they are influenced by other factors such as information asymmetry and uncertainty. Thus, audit quality and corporate governance are two important factors that are interrelated and significantly affect the company's financial performance. Improving both is a strategic step to maintain business sustainability and increase investor confidence.


2. Methodology
This study uses a quantitative approach that aims to test the effect of corporate governance and audit quality on financial performance with earnings management as a mediating variable. The data used are secondary data obtained from the annual reports of manufacturing companies listed on the Indonesia Stock Exchange (IDX) during the period 2020–2023. The sampling technique was carried out by purposive sampling with the criteria: companies consistently listed on the IDX during the study period and have complete annual reports, so that 175 companies were obtained as samples.
The variables studied include corporate governance (X1), audit quality (X2), earnings management as a mediating variable (Z), and financial performance as a dependent variable (Y). Measurement of variables is carried out using standardized indicators, such as Return on Assets (ROA) for financial performance, the modified Jones model for earnings management, the Big Four public accounting firm classification for audit quality, and several indicators of corporate governance structure. Data analysis was carried out using panel data regression using EViews 12 software, with stages including descriptive statistical tests, selecting the best model (CEM, FEM, REM), testing classical assumptions, and testing hypotheses directly and indirectly. The validity of the model was analyzed through the determination coefficient test, F test, and t test.. 

3. Results and Discussion
Descriptive Analysis
Table 1. Descriptive Statistics
	
	ROA
	Corporate governance
	Audit Quality
	Profit Management

	Mean
	0.0180
	0.7125
	0.3071
	-0.0005

	Median
	0.0260
	0.7500
	0.0000
	0.0001

	Maximum
	0.5990
	1.0000
	1.0000
	0.0215

	Minimum
	-1.0498
	0.2500
	0.0000
	-0.4122

	Std. Deviation
	0.1196
	0.0960
	0.4616
	0.0162

	Observations
	700
	700
	700
	700



Table 1 shows the average ROA of the Indonesian manufacturing sector in 2020–2023 of 0.0180 indicating that the average ROA is positive where manufacturing companies are considered to utilize their assets by generating maximum profits. PT Tirta Mahakam Resources Tbk experienced the lowest ROA due to the impact of the COVID-19 pandemic which suppressed export demand and wood supply. The average Corporate Governance Index of 0.7125 reflects the implementation of good governance in accordance with POJK No. 21/POJK.04/2025, with a low standard deviation indicating a stable distribution. The average audit quality of 0.3071 with a median of 0.0000 indicates that most companies are audited by non-Big Four auditors, while large companies tend to use Big Four auditors. Meanwhile, earnings management has an average of -0.0005 and a standard deviation of 0.0162, indicating low earnings manipulation practices, possibly influenced by regulatory oversight and increasing awareness of corporate transparency.

Chow Test
[bookmark: _Hlk198718508][image: ]Table 2. Chow Test Results Equation 1


	


Source: Data Processed with Eviews 2024

[image: ]Table 3. Results of the Chow Test for Equation II






Source: Data Processed with Eviews 2024
Based on the output results in the equation model 1 shows that the value of the cross-section probability F> α (0.3596> 0.05) which means that the common effect model is better than the fixed effect model. Equation II of this study shows the value of the cross-section probability F> α (0.5292> 0.05) also reflects the selection of a better model, namely the common effect model.
Lagrange Multiplier Test
Lagrange Multiplier Testis a statistical method used to determine whether the Random Effects Model (REM) is better than the Common Effects Model (CEM) or more appropriate for use in analysis.

[image: ]Table 3. Lagrange Multiplier Test Model Equation 1








Table 4. Lagrange Multiplier Test Model Equation 1
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Based on the output results in the equation model I indicates that the p-value of 0.2150> 0.05 means that the Common Effects Model is better to use in the analysis of this study. Equation II of this study shows a p-value of 0.7927> 0.05 also reflects the selection of a better model, namely the common effect model.

Classical Assumption Test
Normality Test
[bookmark: _Hlk198718686][image: ]Table 5. Results of the Normality Test for Equation I









[image: ]Table 6. Results of the Normality Test for Equation II













[bookmark: _Hlk198719075]Based on Figures 4.1 and 4.2, the results of the normality test for equation I can be seen that the Jarque - Bera value is 0.055828 > 0.05 and the results of the normality test for equation II, the Jarque - Bera value is 0.573706 > 0.05, which means that in models I and II the data is normally distributed.

Multicollinearity Test
	[bookmark: _Hlk196608784]Variables
	VIF
	TOLERANCE=1/IF

	Profit Management
	1.001507
	0.998495268

	Audit Quality
	1.002194
	0.997810803

	CGI
	1.000691
	0.999309477


Table 7. Results of Multicollinearity Test of Equation Model I







Table 8. Results of Multicollinearity Test of Equation Model II
	Variables
	VIF
	TOLERANCE=1/IF

	Audit Quality
	1.000687
	0.999313472

	CGI
	1.000687
	0.999313472








[bookmark: _Hlk198719327]Based on the output results of the multicollinearity test, the centered VIF value is <10 and the tolerance value is >0.10 VIF for each variable, so it can be concluded that there is no multicollinearity.

Heteroscedasticity test
	
	
	
	
	

	
	
	
	
	

	F-statistic
	0.172878
	    Prob. F(4,695)
	0.9523

	Obs*R-squared
	0.695794
	Chi-Square Prob.(4)
	0.9518

	Scaled explained SS
	204.4544
	Chi-Square Prob.(4)
	0.0000

	
	
	
	
	

	
	
	
	
	



Table 9. Heteroscedasticity Test Results Equation Model I





	
	
	
	
	

	
	
	
	
	

	F-statistic
	0.410955
	    Prob. F(8,691)
	0.9146

	Obs*R-squared
	3.314687
	Chi-Square Prob.(8)
	0.9131

	Scaled explained SS
	1119.750
	Chi-Square Prob.(8)
	0.0000

	
	
	
	
	

	
	
	
	
	


Table 10. Heteroscedasticity Test Results Equation Model II


          



[bookmark: _Hlk198719562]Based on the results of the heteroscedasticity test of equation models I and II above, it is known that the significance probability value is > 0.05 so it can be said that there is no heteroscedasticity problem.

Goodness of Fit Test of a Model
[bookmark: _Hlk198719621]Coefficient of Determination Test
[bookmark: _Hlk198719633]
Table 11. Determination Coefficient of Equation Model I.
	
	
	
	
	

	
	
	
	
	

	R-squared
	0.862564
	Mean dependent variable
	2.039303

	Adjusted R-squared
	0.848811
	SD dependent var
	2.433914

	SE of regression
	2.373770
	Akaike information criterion
	4.583519

	Sum squared residual
	2304.626
	Black criterion
	4.651344

	Log likelihood
	-946.3721
	    Hannan-Quinn critter.
	4.610337

	F-statistic
	4.549372
	Durbin-Watson stat
	1.947073

	Prob(F-statistic)
	0.000176
	
	
	

	
	
	
	
	










Based on table 4.10, it can be concluded that the R-Square value is at 0.82625 or 82.26%, meaning that the independent variable can explain its influence on the dependent variable by 82.26%, while the rest is explained by other factors outside the model.

	[bookmark: _Hlk198719755]
	
	
	
	

	
	
	
	
	

	R-squared
	0.796998
	Mean dependent variable
	6.829591

	Adjusted R-squared
	0.783751
	SD dependent var
	9.808257

	SE of regression
	9.388552
	Akaike information criterion
	7.333543

	Sum squared residual
	36051.27
	Black criterion
	7.401367

	Log likelihood
	-1518.377
	    Hannan-Quinn critter.
	7.360360

	F-statistic
	7.322277
	Durbin-Watson stat
	1.960761

	Prob(F-statistic)
	0.000000
	
	
	

	
	
	
	
	


Table 12. Determination Coefficient of Equation Model I.
[bookmark: _Hlk198719895]       





Based on table 4.11, it can be concluded that the R-Square value is at 0.79699 or 79.7%, meaning that the independent variable can explain its influence on the dependent variable by 79.7%, while the rest is explained by other factors outside the model.
[bookmark: _Hlk198719924]
Simultaneous Significance Test (F Statistic Test)

	
	
	
	
	

	
	
	
	
	

	R-squared
	0.862564
	Mean dependent variable
	2.039303

	Adjusted R-squared
	0.848811
	SD dependent var
	2.433914

	SE of regression
	2.373770
	Akaike information criterion
	4.583519

	Sum squared residual
	2304.626
	Black criterion
	4.651344

	Log likelihood
	-946.3721
	    Hannan-Quinn critter.
	4.610337

	F-statistic
	4.549372
	Durbin-Watson stat
	1.947073

	Prob(F-statistic)
	0.000176
	
	
	

	
	
	
	
	


Table 13. F Statistic Test of Equation Model I













Based on table 4.11, it is known that the probability value (F-Statistic) is 0.000176 < 0.05, meaning that the independent variables together influence the dependent variable.

Hypothesis Testing
[bookmark: _Hlk198720454]Panel Data Regression Analysis Results

Table 14. Results of Regression Analysis of Equation Model I
	
	
	
	
	

	
	
	
	
	

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.

	
	
	
	
	

	
	
	
	
	

	C
	0.088930
	0.040723
	2.183767
	0.0293

	PROFIT_MANAGEMENT
	0.611777
	0.171942
	3.558035
	0.0004

	QUALITY_AUDIT
	0.553513
	0.158368
	3.495103
	0.0005

	CGI
	0.191660
	0.083709
	2.289598
	0.0223

	
	
	
	
	



The following is the model I equation:
Financial Performance ​= 0.0889+0.1916 CGI +0.5536 KA +0.6177 ML+ϵit
The equation above can be explained as follows:
1. [bookmark: _Hlk196625286]The constant or intercept is 0.0889, meaning that if the Corporate Governance (CGI) and Audit Quality values ​​are constant or fixed, then the Financial Performance (ROA) value is 0.0889.
2. [bookmark: _Hlk196624644]The regression coefficient of Corporate Governance (CGI) is 0.19166, meaning that if Corporate Governance (CGI) increases by 1 unit, it will also be followed by an increase in Financial Performance (ROA) of 0.19166, assuming that other independent variables remain constant.
3. [bookmark: _Hlk196625316]The regression coefficient of Audit Quality (KA) is 0.5536, meaning that if Audit Quality increases by 1 unit, the increase in Financial Performance (ROA) is 0.5536 assuming other independent variables remain constant.
[bookmark: _Hlk196625109]The regression coefficient of Earnings Management (ML) is 0.6177, meaning that if earnings management increases by 1 unit, the increase in Financial Performance is 0.6177 assuming other independent variables remain constant.

Table 15. Results of Regression Analysis of Equation Model II
	
	
	
	
	

	
	
	
	
	

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.

	
	
	
	
	

	
	
	
	
	

	C
	0.318921
	0.111989
	2.847797
	0.0045

	QUALITY_AUDIT
	0.321988
	0.111989
	2.875179
	0.0042

	CGI
	-0.367986
	0.106333
	-3.460702
	0.0006

	
	
	
	
	

	
	
	
	
	











The following is the equation of model II:
Profit Management​= 0.3189 - 0.3679 CGI +0.3219 KA+ϵit
The equation above can be explained as follows:
1. The constant or intercept is 0.3189, meaning that if the Corporate Governance (CGI) value, Audit Quality (constant or fixed, then the Earnings Management value is 0.3189.
2. [bookmark: _Hlk196624698]The regression coefficient of Corporate Governance (CGI) is -0.3679, meaning that if Corporate Governance (CGI) increases by 1 unit, it will also be followed by a decrease in Earnings Management of 0.3679, assuming that other independent variables remain constant.
3. [bookmark: _Hlk196624724]The regression coefficient of Audit Quality (AC) is 0.3219, meaning that if Audit Quality increases by 1 unit, Earnings Management increases by 0.3219 assuming other independent variables remain constant.
The results of the regression analysis on models I and II are used as the basis for interpreting the causal relationships in path analysis. Path analysis is an extension of multiple linear regression. The results of the path analysis illustrating the influence of corporate governance and audit quality on financial performance, with earnings management as a mediating variable, are available in Figure 4.1:
[image: ]












Picture1. Path Analysis Results
T-test
T Statistic Test Model I
Table 16. Statistical Test Results (T-Test) of Equation Model I
	
	
	
	
	

	
	
	
	
	

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.

	
	
	
	
	

	
	
	
	
	

	C
	0.088930
	0.040723
	2.183767
	0.0293

	PROFIT_MANAGEMENT
	0.611777
	0.171942
	3.558035
	0.0004

	QUALITY_AUDIT
	0.553513
	0.158368
	3.495103
	0.0005

	CGI
	0.191660
	0.083709
	2.289598
	0.0223

	
	
	
	
	



Based on the results of the t-test presented in Table 4.16, it can be seen that:
1. [bookmark: _Hlk198720662]Based on the t-test, the t-statistic shows that the Corporate Governance (CGI) variable has a regression coefficient of 0.19166 with a probability value of 0.0223 <0.05. Based on these results, it can be said that Corporate Governance (CGI) has a positive effect on Financial Performance. So the first hypothesis, Corporate Governance Has an Influence on Financial Performance is "accepted".
2. Based on the t-test, the t-statistic shows that the Audit Quality variable has a regression coefficient of 0.55351 with a probability value of 0.0005 > 0.05. Based on these results, it can be said that Audit Quality has a positive effect on the company's financial performance. So the second hypothesis, Audit Quality has an effect on the company's financial performance is "accepted".
3. Based on the t-test, the t-statistic shows that the Earnings Management variable has a regression coefficient of 0.61177 with a probability value of 0.0004 > 0.05. Based on these results, it can be said that Earnings Management has an effect on Financial Performance. So the third hypothesis, Earnings Management has an effect on financial performance is "accepted".

T Statistic Test Model II
Table 17. Statistical Test Results (T-Test) of Equation Model II
	
	
	
	
	

	
	
	
	
	

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.

	
	
	
	
	

	
	
	
	
	

	C
	0.318921
	0.111989
	2.847797
	0.0045

	QUALITY_AUDIT
	0.321988
	0.111989
	2.875179
	0.0042

	CGI
	-0.367986
	0.106333
	-3.460702
	0.0006

	
	
	
	
	

	
	
	
	
	









1. [bookmark: _Hlk198720696]Based on the t-test, the t-statistic shows that the Corporate Governance (CGI) variable has a regression coefficient of -0.36798 with a probability value of 0.0006 <0.05. Based on these results, it can be said that Corporate Governance (CGI) has a positive effect on Earnings Management. So the first hypothesis, Governance has an effect on earnings management is "accepted".
2. Based on the t-test, the t-statistic shows that the Audit Quality variable has a regression coefficient of 0.32198 with a probability value of 0.0042 > 0.05. Based on these results, it can be said that Audit Quality has a positive effect on Earnings Management. So the second hypothesis, Audit Quality has an effect on earnings management is "accepted".

Sobel Test
1. Corporate governance influences financial performance with management as a mediating variable
[image: ]






Picture2. Sobel Test Calculation

Figure 2 shows that earnings management mediates the influence between corporate governance and financial performance because the Sobel test results have a sig value <0.05.

2. Audit quality affects financial performance with management as a mediating variable
[image: ]







Figure 3. Sobel Test Calculation
Figure 3 shows that earnings management mediates the influence between audit quality and financial performance because the Sobel test results have a sig value <0.05.

[bookmark: _Hlk198721225]The Influence of Corporate Governance on Company Financial Performance
The first hypothesis shows that corporate governance has a positive effect on financial performance, with a coefficient of 0.19166 and a probability of 0.0223 (<0.05). This means that the better the corporate governance, the higher the financial performance. This shows that Indonesian manufacturing companies have considered governance as a determinant of performance. Governance components include board composition, CEO duality, share ownership, and audit committee. Research by Agasva & Budiantoro (2020) and Faisal & Syafruddin (2020) emphasizes the importance of the existence of independent commissioners and audit committees in improving supervision and objectivity of decision making.
POJK No. 43/POJK.04/2020 encourages transparency and good governance. Of the 175 samples, 147 companies have implemented three of the four components of governance. This regulation strengthens the company's system and supports sustainability (Mooneeapen et al., 2022; Ghabri, 2021). Given that the manufacturing sector contributed 18.67% of Indonesia's GDP in 2023, investors are increasingly paying attention to compliance with governance, which also affects company performance (Boachie, 2023). The implementation of governance also strengthens the validity of financial and non-financial information (Jesuka & Peixoto, 2022). These results are in line with agency theory, which states that good governance through the board of commissioners, audit committee, share ownership, and the absence of CEO duality can reduce agency conflicts and information asymmetry. Support also comes from research by Adedeji et al. (2020), Ghabri (2021), Sitanggang & Ratmono (2019), Mahrani & Soewarno (2018), and Kumari & Pattanayak (2017), but different from Talalwa et al. (2024) and Masliyani & Murtanto (2022) who found the opposite results.

The Influence of Audit Quality on Financial Performance
The second hypothesis shows that audit quality has a positive effect on financial performance, with a coefficient of 0.5536 and a probability of 0.0005. Companies audited by Big Four KAP tend to have better financial performance. The indicator of audit quality in this study is the use of Big Four auditor services, which are considered more competent in handling business risks and complexities (Alaamri et al., 2023; Phan et al., 2020).
The presence of specialist auditors such as the Big Four increases oversight and improves the company's image in the eyes of stakeholders (Lee, 2019; Zahid et al., 2022). A quality audit process also reduces agency conflicts and increases the reliability of accounting information (Elewa & El-Haddad, 2019). Investors respond positively to this, especially when companies use well-known auditors as a signal of quality (Al-ahdal & Hashim, 2022). This study is consistent with the findings of Alaamri et al. (2023), Hyarat et al. (2023), Al-ahdal & Hashim (2022), and Le & Moore (2023), but differs from the results of Elewa & El-Haddad (2019) and Ugwu et al. (2020) who did not find a significant effect of audit quality on financial performance.

The Influence of Earnings Management on Financial Performance
The third hypothesis shows that earnings management has a positive effect on financial performance with a coefficient of 0.61177 and a probability of 0.0293 (<0.05). This means that the higher the intensity of earnings management, the better the company's financial performance indicators. Manufacturing companies in Indonesia carry out earnings management to show better financial performance quantitatively (Lim & Mali, 2023). The calculation of discretionary accruals with modified Jones shows a negative average value, indicating the company's tendency to reduce profits for tax purposes or future stabilization (Afifa et al., 2021). This practice is a long-term strategy that requires adequate cash flow support (Mahrani & Soewarno, 2018), and is relevant to increasing profitability post-pandemic (2022–2023).
Efendi et al. (2024) showed that earnings management in the food and beverage sub-sector aims to create profit stability. In the context of agency theory, this action is not always opportunistic, but can accommodate the interests of the owners. This practice also increases internal efficiency and market confidence (Sitanggang & Ratmono, 2019).

The Influence of Corporate Governance on Earnings Management
The fourth hypothesis shows that corporate governance has a negative effect on earnings management, with a coefficient of -0.36798 and a probability of 0.0006 (<0.05). This means that the better the governance implemented, the lower the earnings management practice. Touski & Seyfideli (2024) emphasized that an adequate number of boards and audit committees strengthens the supervisory function of managers. The average governance score in this study was 0.71 (equivalent to 3 out of 4 components). A total of 155 out of 175 companies have met the minimum board composition according to POJK No. 33/POJK.04/2014.
Board composition and the existence of an audit committee play an important role in suppressing accounting manipulation, in line with agency theory which states that good governance reduces conflict and information asymmetry. These results are consistent with research by Assenso-Okofo et al. (2021), Sari (2017), Nguyen et al. (2024), Duho et al. (2024), and Tessema et al. (2024). On the other hand, Giovani (2019) stated that governance has no effect on financial performance.
The Influence of Audit Quality on Earnings Management
The fifth hypothesis shows that audit quality has a positive effect on earnings management (coefficient 0.32198; p = 0.0042). This means that companies audited by Big Four KAP tend to have higher levels of earnings management, as seen in PT Organon Pharma Indonesia Tbk. which was audited by PWC and had an earnings management value of 0.0174. This finding shows that auditor reputation does not always guarantee effective supervision, especially in companies with high profitability and complex structures (Wulandari & Suganda, 2021; Madhushani & Sujeewa, 2023). Audit quality can limit or facilitate earnings management practices depending on internal contexts such as leverage and cash flow (Le, 2025).
In the perspective of agency theory, auditors should be independent monitors. However, earnings management practices can also be used for long-term goals such as profit stabilization and positive image. This is reinforced by Ozili (2022) who stated that economic uncertainty encourages increased earnings management, even using Big Four auditors. These results are supported by Alaidha & Syafruddin (2023), Hoang et al. (2022), and Le (2025); different from Mardnly et al. (2021) and Felicya & Sutrisno (2020) who stated that there was no effect.
The Influence of Corporate Governance on Financial Performance with Earnings Management as a Mediating Variable
[bookmark: _Hlk198722144]The sixth hypothesis in this study is that corporate governance affects financial performance with earnings management as a mediating variable. The results of the Sobel test show a significance value of 0.012 <0.05, where earnings management is proven to mediate (partial mediation) the relationship between corporate governance and financial performance. The influence of governance not only directly improves financial performance, but also indirectly through optimizing earnings management practices. In line with research conducted byMahrani & Soewarno (2018)stated that the implementation of good governance provides good operational performance and a monitoring system for company managers regarding decisions related to the company's sustainability strategy through profit management.
[bookmark: _Hlk198722155]The difference in interests of the agent and principal based on the agency theory is in line with the fact that through corporate governance as a form of principal control system for actions taken by the agent. In addition, the existence of this earnings management also affects the perception of financial performance, especially when a strategy is used to provide positive signals to stakeholders. This research is supported byThe Last Airbender (2021),Faisal & Syafruddin (2020), AndMahrani & Soewarno (2018). Different from the research conducted byAvilya & Ghozali (2022)which states that there is no mediating influence of earnings management on the relationship between corporate governance and financial performance.
The Effect of Audit Quality on Financial Performance with Earnings Management as a Mediating Variable
The seventh hypothesis shows that audit quality affects financial performance with earnings management as a partial mediator (p = 0.024). Highly reputable auditors contribute directly and indirectly to financial performance through earnings stabilization and positive image. This finding supports agency theory, where auditors act as an independent monitoring mechanism that reduces information asymmetry. Earnings management practices in this context are understood as informational strategies to maintain positive investor perceptions.
Conceptually, these findings support agency theory, where external auditors function as an independent monitoring mechanism that can reduce information asymmetry between management and company owners. In addition, earnings management actions are not only interpreted as opportunistic actions that are detrimental to the principal but can also be said to be informational or efficient. This aims to create profit stability so that investor perceptions remain positive. The direct contribution of audit quality remains significant, reflecting the role of auditors in increasing credibility, reputation, and access to funding. This study is in line with Phan et al. (2020), Afifa et al. (2021), and Alaidha & Syafruddin (2023), but different from Kusmiyati & Machdar (2023) who did not find a mediating effect.
4. Conclusion
This study empirically examines the effect of corporate governance and audit quality on financial performance with earnings management as a mediating variable, using a sample of 175 manufacturing companies listed on the IDX for the period 2020–2023. The results show that corporate governance and audit quality have a positive effect on financial performance, indicating that the implementation of good governance and the selection of Big Four auditors can increase stakeholder trust and company performance. Earnings management was also found to have a positive effect on financial performance, but its effectiveness depends on the company's cash flow conditions. In addition, corporate governance has a negative effect on earnings management, indicating that a strong internal control system can limit manipulative practices. Conversely, audit quality has a positive effect on earnings management, reflecting that auditor reputation does not completely limit such practices, but can be used as a corporate image strategy. Furthermore, earnings management is proven to partially mediate the relationship between corporate governance and financial performance, as well as between audit quality and financial performance, indicating that the influence of both on financial performance also occurs through strategic and measurable earnings reporting mechanisms.
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