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Abstract. This study aims to determine the size of the company, and capital structure, on 

the quality of earnings. The sample in this study is the food and beverage sub-sector 

manufacturing companies listed on the Indonesia Stock Exchange (IDX) for the 2015-

2019 period. Data was collected by the documentation method. The sample selection used 

a purposive sampling method and obtained 17 companies. Hypothesis testing was carried 

out using pooled least s-quare data regression analysis method. The results of this study 

indicate: (1) Firm Size has a positive and significant effect on Earnings Quality and (2) 

Capital Structure has a negative and insignificant effect on Earnings Quality. by 45% 

influenced by other factors not described in this study. 
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INTRODUCTION 

The importance of profit information for its users drives each company to strive for 

increased earnings. However, certain parties resort to unhealthy means to achieve their 

individual goals regarding the company's profit information. This practice of profit 

manipulation is not uncommon among company management who are aware of the 

internal conditions. The intention is to attract investors to invest their funds in their 

company. Such incidents result in poor-quality earnings. Profit is one of the indicators 

that can be used to measure a company's operational performance. Typically, company 

managers have more information about the company's condition than external parties. 

This can lead to actions by company management to report earnings that do not accurately 
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reflect the true condition of the company. This is often driven by personal interests, such 

as obtaining bonuses. If this happens, it can lead to low earnings quality, causing users to 

make mistakes in decision-making. 

 

According to Themin (2012), profit is the increase in economic benefits during an 

accounting period (e.g., an increase in assets or a decrease in liabilities) that results in an 

increase in equity, other than those related to transactions with shareholders. Net profit 

can have different meanings, requiring clarification. Strict net profit means after all 

deductions (as opposed to only certain deductions used against gross profit or margin). 

Wild and Subramanyam (2014) state that earnings or net income indicate a company's 

profitability and reflects the return to equity holders for the respective period, while items 

in the report detail how the profit is obtained. 

Factors influencing earnings quality include company size and capital structure. 

Earnings quality refers to the profit in financial statements that reflects the actual financial 

performance of the company. Profit can be considered high quality if the reported 

earnings can be used by financial statement users to make the best decisions and meet the 

qualitative characteristics of financial statements, namely relevance and reliability. 

Company size is an indicator that can be used as a guide to the company's condition, 

with benchmarks such as the number of employees, total assets, total shares outstanding, 

and the achievement of sales within a specific period. The debt ratio, a measure of capital 

structure, is a variable used to determine the extent to which a company's assets are 

financed by debt. Capital structure has an impact on earnings quality because if a 

company's assets are more funded by debt than equity, the role of investors diminishes, 

and the company is perceived as unable to maintain financial balance in the use of funds 

between available and required capital.  

RESEARCH METHOD 

The research approach in this study utilizes a quantitative research method that is 

associative, meaning it investigates the relationship between two or more variables 

(Sugiyono, 2013). The relationship employed in this research is causal, consisting of 

independent variables (those that influence) and dependent variables (those that are 
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influenced) (Sugiyono, 2013). This study aims to determine the influence of variables, 

namely the variables (X) Company Size, and Capital Structure on (Y) Earnings Quality. 

The population used comprises manufacturing companies listed on the Indonesia 

Stock Exchange (BEI) from 2009 to 2011, totaling 30 companies. The sample selection 

method utilizes non-probability sampling with purposive sampling techniques. Out of the 

30 manufacturing companies in the population, only 17 meet the criteria to be included 

as samples in this study. All data used in this analysis are secondary data, and the research 

employs the Pooled Least Squares Regression method, combining both cross-sectional 

and time-series data formed annually from 2015 to 2019. The data processing tool used 

in this research is the Eviews 10 computer software.  

FINDINGS AND DUSCUSSION  

Descriptive Data 

Descriptive statistical analysis is used to understand the description of data in terms 

of maximum values, minimum values, mean (average) values, and standard deviation 

values. In this study, the variables used in descriptive statistical calculations are SIZE, 

DER, and KL. Based on the results of the descriptive analysis, the sample is described as 

follows: 

Table 1. Statistical Descriptive Tests 

 
 Source: Data Processing in EViews 10 (2021) 
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Descriptive data for the variable Profit Quality with the highest value is in company 

IIKP in 2019. 𝐼𝑙𝐾𝑃 =
624782

85544158
= 136.9200 for the variable Profit Quality with the 

lowest value is in company 𝑆𝐾𝑀𝐵 =
−1332400

17012389
= −12.7700  SKMB in 2018. Descriptive 

data for the variable Company Size with the highest value is in company ALTO in 2016. 

ALTO = 1165093632 × 20.8761 = 3.0400000 Descriptive data for the variable Company 

Size with the lowest value is in company ALTO in 2015. ADES = 653224 × 13.3897 = 

2.590000. Descriptive data for the variable Capital Structure with the highest value is in 

company ULTJ in 2015. 𝑈𝐿𝑇𝐽 =
74.249016

27.97505
= 265.4116. Descriptive data for the variable 

Capital Structure with the lowest value is in company 𝑥 =
12.858662

31.9021762
= 0.040307. 

1. Estimation of Panel Data Model 

a) Common Effect Model (CEM) 

From the calculation results using the Pooled Least Squares estimation method with 

a common intercept, using EViews 10 software, the obtained results are as follows: 

Table 2. Common Effect Model (CEM) 

 
  Source: Data Processing in EViews 10 (2021) 

Based on Table 2 above, the estimation results using Pooled Least Squares with a 

common intercept show significant variables at a 5% level of significance. Specifically, 

the company size variable (SIZE) has a coefficient of 24.318, which is greater than 

0.0326, while the capital structure variable (DER) has a coefficient of -0.007, which is 
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less than 0.8726. This suggests that the Pooled Least Squares method with a common 

intercept, considering the variations in independent variables in this study, can explain 

approximately 55% of the variation in the dependent variable, Quality of Data (KL), for 

trading, service, and investment companies listed on the Indonesia Stock Exchange. The 

remaining 45% is attributed to other variables not included in this study. 

 

b) Fixed Effect Model (FEM) 

Subsequently, the author estimates the research data using the Pooled Least Squares 

with a Fixed Effect Model. 

Table 3. Fixed Effect Model (FEM) 

 
Source: Data Processing in EViews 10 (2021) 

Based on Table 3 above, it can be observed that the estimation results of the 

equation using the Fixed Effect Model for Profit Quality (KL) in the manufacturing sub-

sector of food and beverage companies listed on the Indonesia Stock Exchange yield an 

R-square of 30.8%. From the equation results, it is evident that the independent variables 

can influence/explain the dependent variable KL by 30.8%, while the remaining 69.2% 

is influenced by other variables not included in this study. 

c) Random Effect Model (REM) 
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The estimated results using the Random Effects Model (REM) with Generalized 

Least Squares are as follows:  

 

 

 

Table 4. Random Effect Model (REM) 

 
 Source: Data Processing in EViews 10 (2021) 

Based on the results in Table 4 above, it can be concluded that the estimation results 

of the Profit Quality (KL) equation in the manufacturing companies' food and beverage 

sub-sector listed on the Indonesia Stock Exchange using the Random Effects Model 

(REM) with generalized least squares show an R-square of 55%. This means that the 

independent variables can influence/explain the dependent variable KL by 55%, while 

the remaining 45% is influenced by other variables not included in this study. 

2. Model Specification Test 

a) Uji Chow 
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Table 5. Chow Test 

 

 
 Source: Data Processing in EViews 10 (2021) 

Based on the results of the Chow test in Table 4.5, it is observed that the "Cross-

section Chi-square" row in the probability column has a value of 0.0483. Since the 

probability value of 0.0483 < 0.05, which means that the null hypothesis (Ho) is rejected 

and the alternative hypothesis (H1) is accepted. Therefore, the estimation model used is 

the Fixed Effect Model, which is superior to the Common Effect Model (CEM). 

b) Hausman Test 

Table 6. Hausman Test 

 
Source: Data Processing in EViews 10 (2021) 

Based on the results of the Hausman Test in Table 4.6, it is observed that the 

probability value is 0.9617, which is greater than 0.05. Therefore, the estimation model 

used is the Fixed Effect Model (FEM). 

3. Panel Data Regression Analysis 

Panel data regression analysis is conducted to determine the influence of Company 

Size and Capital Structure on Profit Quality in manufacturing companies within the food 

and beverage sub-sector listed on the Indonesia Stock Exchange. Based on the model 

selection results, it can be concluded that the best model is the Common Effect Model 

(CEM). According to Table 2, the panel data regression equation obtained is as follows: 

KL = -64.92591 + 24.31845SIZE – 0.007144DER + e. 

From the regression analysis of the company, the following explanations can be 

provided: 
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1) The constant value of -64.92591 indicates that if the independent variable has a 

value of zero, the Profit Quality (KL) will be -64.92591%. This implies that factors 

not considered in this study may influence each dependent variable. 

2) The coefficient for SIZE (X1) is 24.31845, meaning that a 1% change in SIZE will 

result in a 24.31845% increase in Profit Quality. 

3) The coefficient for the debt to equity ratio (X2) is -0.007144, signifying that a 1% 

change in the debt to equity ratio will lead to a -0.0071447% change in Profit 

Quality. 

4. Hypothesis Testing 

a) Partial Significance Test (t-test) 

The T-test is conducted to determine the statistical significance of regression 

coefficients on a partial basis. It is used to examine the partial influence among 

independent variables on the dependent variable, assuming that other variables are held 

constant. Generally, the T-test indicates the significance of individual variables in 

explaining the variation in the dependent variable at a 5% significance level (Rusiadi, 

2013). 

Based on Table 2, the following observations can be made: 

1) The calculated t-statistic for Company Size (SIZE) is 2.173889, which is greater 

than the tabulated t-value of 1.66342, with a significant probability of 0.0326 (less 

than the significance level α = 0.05). Therefore, it can be concluded that the null 

hypothesis (Ho) is rejected, and the alternative hypothesis (H1) is accepted. This 

indicates that, on a partial basis, Company Size (X1) has a positive and significant 

impact on Profit Quality. 

2) The calculated t-statistic for Debt to Equity Ratio (DER) is -0.007144, which is less 

than the tabulated t-value of 1.66342, with a significant probability of 0.8726 

(greater than the significance level α = 0.05). Consequently, the null hypothesis 

(Ho) is accepted, and the alternative hypothesis (H1) is rejected. This suggests that, 

on a partial basis, Debt to Equity Ratio (X2) has a negative and significant impact 

on Profit Quality. 

b) Simultaneous Significance Test (F-test) 

The Simultaneous Significance Test (F-test) aims to determine the joint statistical 

significance of regression coefficients. The F-test assesses the simultaneous influence of 
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the independent variables, Company Size, and Debt to Equity Ratio, on the dependent 

variable Profit Quality. Based on Table 2, the calculated F-statistic is 2.422755, which is 

greater than the critical F-value of 2.72, with a significant probability of 0.095000 (greater 

than the significance level of 0.05). 

Therefore, it can be concluded that the null hypothesis (Ho) is rejected, and the 

alternative hypothesis (H1) is accepted. This suggests that, jointly, the independent 

variables, Company Size (X1) and Debt to debt-to-equity ratio (X2), do not have a 

significant impact on Profit Quality (Y). 

c) The Coefficient of Determination (R-squared) Test 

The Coefficient of Determination (R-squared) Test is conducted to understand the 

strength of the independent variables in explaining the dependent variable. This analysis 

is used to determine the percentage of the variation in the dependent variable that can be 

explained by changes in the independent variables. Based on Table 2 above, the R-

squared value is 0.055795, indicating that all independent variables, Company Size, and 

Debt to Equity Ratio, collectively influence/explain 55% (0.055795) of the variation in 

the dependent variable, Profit Quality. The remaining 45% is influenced by other factors 

not accounted for in this study. 

CONCLUSION AND RECOMMENDATION 

After conducting model selection using the Chow test and Hausman test, the most 

appropriate method is the Fixed Effect Model (FEM), as indicated by the Cross-section 

Chi-square value of 0.0483 < 0.05. This means that the null hypothesis (Ho) is rejected 

and the alternative hypothesis (H1) is accepted, confirming the use of the Fixed Effect 

Model. 

The t-test results reveal that for Company Size (SIZE), the calculated t-statistic is 

2.173889, which is greater than the tabulated t-value of 1.66342, with a significant 

probability of 0.0326 < 0.05. Therefore, it can be concluded that the null hypothesis (Ho) 

is rejected, and the alternative hypothesis (H1) is accepted. This indicates that, on a partial 

basis, Company Size (X1) has a positive and significant impact on Profit Quality. 

However, for the Debt to Equity Ratio (DER), the calculated t-statistic is -0.007144, 

which is less than the tabulated t-value of 1.66342, with a significant probability of 0.8726 

> 0.05. Consequently, the null hypothesis (Ho) is accepted, and the alternative hypothesis 
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(H1) is rejected. This suggests that, on a partial basis, Debt to Equity Ratio (X2) has a 

negative impact but is not significant in influencing Profit Quality. 

Investors are advised to pay close attention to the disclosure of information in 

company financial statements to make informed investment decisions. It is highly likely 

that some companies may engage in earnings management to present significant profits 

in financial statements. 
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