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Abstract: This research examines how Good Corporate Governance (GCG) and Key Audit Matters (KAM) influence
financial reporting quality, with firm size considered as a moderating factor. The study is conducted on manufacturing
companies listed on the Indonesia Stock Exchange (IDX) during 2020-2023. GCG is assessed through two proxies: the
proportion of independent commissioners and the size of the audit committee. A quantitative approach is applied, relying
on secondary data obtained from annual reports and audited financial statements. Data analysis employs multiple linear
regression and Moderated Regression Analysis (MRA) using EViews 12. Unlike prior studies that typically address GCG
and KAM in isolation, this work combines the two to build an integrated empirical model. The findings indicate that both
independent commissioners and audit committee size do not significantly affect financial reporting quality. In contrast,
KAM disclosures exert a positive and significant impact. Moreover, firm size does not moderate the relationship between
GCG, KAM, and reporting quality. These results highlight that auditor transparency—captured through KAM
disclosures—has greater influence on the credibility of financial statements compared to board-level governance
mechanisms. The study enriches the literature by presenting the joint effect of governance and audit disclosures, while
offering practical implications for regulators, policymakers, and practitioners to reinforce governance standards, enhance
audit transparency, and reduce risks of financial misstatement in Indonesia.
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I INTRODUCTION This research presents several unique contributions.
First, it explores the combined effect of Good Corporate

The quality of financial reporting is a fundamental
aspect in maintaining stakeholder trust. Relevant, reliable,
and timely information is needed as a basis for economic
decision-making. However, in the midst of the complexity of
the business world, there are still limitations in the financial
reporting system that open up opportunities for manipulation.

NISRT25AUG1439

Governance (GCG) and Key Audit Matters (KAM) on
financial reporting quality, an approach that has rarely been
examined in a single empirical framework. Second, the study
introduces firm size as a moderating variable to evaluate
whether organizational scale influences the relationship
between GCG, KAM, and the quality of financial reporting.
The moderating role of firm size in the link between KAM
and reporting quality has not been widely addressed in prior
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industrial sector studies. Third, the analysis is based on recent
data from 20202023, reflecting financial reporting practices
in the post-COVID-19 recovery period, thereby providing
updated perspectives compared to earlier studies that relied
on pre-pandemic observations.

Cases of financial statement manipulation in Indonesia,
such as those that befell PT Kimia Farma Apotek in 2023 and
eFishery in 2025, show the weak integrity of financial
reporting even though they have been audited by external
parties. This kind of practice has an impact on the company's
image, harms investors, and lowers public trust in the quality
of financial statements.

Financial statement manipulation can occur for various
reasons—ranging from enhancing corporate reputation and
attracting investors to concealing performance shortcomings.
Even large corporations audited by reputable firms are not
entirely immune to such risks. This reality highlights the need
for vigilance among investors, regulators, and other
stakeholders.

To mitigate manipulative practices, the adoption of
Good Corporate Governance (GCG) is essential. Principles
such as transparency, accountability, independence,
responsibility, and fairness serve as the foundation for sound
governance. Key elements like independent commissioners
and audit committees play a critical role in monitoring,
offering strategic guidance, and ensuring regulatory
compliance.

Numerous studies have demonstrated the positive
impact of GCG on financial reporting quality. Independent
commissioners enhance the objectivity of managerial
oversight, while audit committees help reduce reporting
errors, reinforce internal control systems, and promote
transparency. As such, GCG serves as a vital mechanism for
maintaining accountability in financial disclosures.

Beyond GCG, the transparency of financial statements
is further strengthened through the implementation of Key
Audit Matters (KAM), as outlined in auditing standard SA
701. KAM highlights significant areas with potential for
material misstatement, offering additional insights for
investors. Prior research indicates that KAM disclosures
improve auditor-management communication and contribute
to higher-quality financial reports.

KAM also acts as a public signal that auditors have
thoroughly examined areas susceptible to misrepresentation.
Its presence encourages management to exercise greater
caution when preparing financial statements, thereby
reducing external skepticism. Consequently, KAM is a
crucial tool for enhancing the credibility of financial
reporting.

Company size is another factor that can moderate the
influence of GCG and KAM on reporting quality. Larger
firms typically possess more resources, complex oversight
structures, and greater budgets for internal audit functions.
These advantages enable them to produce more accurate and
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transparent financial statements compared to smaller
enterprises.

Large companies generally have more audit committees
and independent boards of commissioners, which enhance
supervisory effectiveness and help reduce the risk of financial
statement manipulation. In contrast, smaller firms often
struggle to maintain high-quality financial reporting due to
limited resources.

This study focuses on the manufacturing sector, chosen
for its operational complexity and vulnerability to accounting
manipulation. As one of the key players in Indonesia’s capital
market, this sector’s results are expected to be representative
and widely applicable. The frequent use of accounting
estimates in manufacturing—such as inventory valuation,
asset depreciation, and revenue recognition—makes it prone
to significant Key Audit Matters (KAM), providing a useful
context to examine the interplay between Good Corporate
Governance (GCG), KAM, and financial reporting quality.

What sets this research apart is its simultaneous analysis
of the effects of GCG and KAM on financial reporting
quality, while also considering company size as a moderating
factor. The study utilizes recent data from 2020 to 2023,
offering insights relevant to the post-COVID-19 recovery
period.The findings aim to contribute both theoretically and
practically to the enhancement of financial reporting quality
in Indonesia. Practically, companies can use these insights to
improve governance and transparency; auditors can refine
their approach to KAM; and regulators can implement stricter
measures to curb manipulation. Ultimately, a strong
combination of effective GCG, proper application of KAM,
and the advantages provided by company size is expected to
elevate financial reporting quality, thereby boosting corporate
reputation, enhancing investor confidence, and reinforcing
the overall strength of Indonesia’s capital market.

1. LITERATURE REVIEW

» Agency Theory

Agency Theory, as introduced by Jensen and Meckling
(1976), explains the contractual relationship between
principals and agents in the management of resources.
Financial reporting serves as a medium for management
accountability (Fatimah et al.,, 2020), and high-quality
reporting positively influences stakeholders’ decision-
making (Muraina & Dandago, 2020). Independent
commissioners are essential in monitoring managerial actions
to ensure transparency (Meiryani et al., 2023), while audit
committees play a critical role in safeguarding the integrity of
reports, ensuring compliance, and encouraging voluntary
disclosure (Kyere & Ausloos, 2021; Alawagleh & Almasri,
2021). Furthermore, independent auditors, through the
disclosure of Key Audit Matters (KAM), contribute to
improving audit quality and mitigating earnings management
practices (Li, 2020). Firm size also shapes the dynamics of
agency relationships, making it necessary to implement
aligned incentives, strong oversight mechanisms, and
transparent policies to minimize agency costs.
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» Quality of Financial Reporting

The primary purpose of financial reporting is to offer a
thorough overview of a company’s financial status, enabling
stakeholders to make well-informed decisions (Pratama,
2021). Therefore, it is essential that the information shared
meets high standards of quality. According to the National
Committee on Governance Policy (2021), companies must
promptly disclose significant events and submit their annual
reports regularly. This study measures the quality of financial
reporting using a method widely recognized in recent studies
(Espahbodi et al., 2023; Terzi & Sen, 2023). Although
accurate financial reporting is crucial, it may sometimes
inadvertently affect investment efficiency, since reports that
appear reliable might not always fully reflect the firm’s actual
condition (Choiriah et al., 2024). To evaluate reporting
quality, this research employs absolute discretionary accruals
estimated through the Modified Jones Model, adjusted to
account for company performance.

TACRUt / TAt -1 = o + Bi(1/TAt 1) + B(ASALESt /TAt -1)
+ B3(PPEt/TAt -1) + Ba(INCt/TAt 1) + ét

Where TACRU is total accrual (i.e. the difference
between revenue from continued operations and cash flow
from continued operations), TA is total assets, Sales are net
sales, PPE is gross property, plants, and equipment, INC is
net income.

» Good Corporate Governance

According to Ross et al. (2022:13), corporate
governance refers to the set of rules and practices designed to
ensure that management acts in the best interests of
shareholders and other stakeholders entitled to the company’s
cash flows. The National Committee on Governance Policy
(2021) further defines corporate governance as the
framework and processes employed to guide and oversee a
company’s operations, aiming to promote business growth
and accountability. The ultimate objective is to create
sustainable corporate value and enhance shareholder wealth
while considering the interests of all stakeholders. Key
components of effective corporate governance include
mechanisms such as the Board of Independent
Commissioners and the Audit Committee, which play critical
roles in oversight and ensuring compliance.
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> Key Audit Matters

(Velte and Issa (2019) highlighted that the disclosure of
Key Audit Matters (KAM) often relates to management
decisions, such as profit management or financial reporting
practices. However, threats arising from managing these
disclosures may influence management to adopt more
aggressive financial reporting behaviors (Espahbodi et al.,
2023). Li (2020) further explains that KAM disclosure
enhances communication between auditors and management,
encouraging management to carefully evaluate whether the
financial statements accurately represent the company's
operational reality in line with applicable accounting
standards. This process also prompts management to make
necessary adjustments based on auditor recommendations,
ultimately improving the quality of the financial reports.

» Company Size

Company size plays a significant role in determining
corporate profitability. It is typically evaluated to categorize
businesses as either large or small, using criteria such as total
assets, sales volume, market capitalization, and employee
count (Herliansyah et al., 2023). Following the approach of
previous research, this study measures firm size by applying
the natural logarithm to total assets (Al-Slehat, 2020;
Espahbodi et al., 2023; Kyere & Ausloos, 2021).

Firm Size = natural logarithm of total assets

Natural logarithms can reduce large-scale effects on
total assets.

> State of the Art

P Previous research by Meiryani et al. (2023), titled
Factors Affecting the Integrity of Financial Statements and
published in the Corporate Governance and Organizational
Behavior Review, found that independent commissioners
play a significant role in upholding the integrity of financial
reports. Their lack of direct involvement in daily operational
activities allows them to maintain greater objectivity,
ensuring that financial statements are prepared in accordance
with the relevant accounting standards.

. FRAME OF MIND
The conceptual framework for this study, shaped by

prior research and theoretical foundations, is illustrated in the
diagram below.
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e H1: The presence of an independent board of
commissioners significantly impacts the quality of
financial reporting.

e H2: The size of the audit committee has a meaningful
influence on the quality of financial reporting.

e H3: The disclosure of key audit matters affects the quality
of financial reporting.

e H4: Company size moderates the effect of independent
commissioners on the quality of financial reporting.

e H5: Company size moderates the relationship between
audit committee size and the quality of financial reporting.

e H6: Company size moderates the relationship between
key audit matters and the quality of financial reporting.

V. RESEARCH METHODS

This study employs a quantitative research design. Data
were gathered from audited financial statements and annual
reports accessible through the companies’ official websites
and the Indonesia Stock Exchange (IDX) for the period
spanning 2020 to 2023. The research population includes 84
manufacturing firms listed on the IDX during this timeframe
(www.idx.co.id). Sampling was conducted by selecting firms
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that met specific criteria to ensure the relevance and accuracy
of the data.

To summarize the dataset, descriptive statistical analysis
was performed. Data processing and analysis were carried out
using Econometrics Views (EViews) software, version 12.
The study utilized Multiple Regression Analysis and
Moderated Regression Analysis to examine relationships
between variables. These methods were chosen to
accommodate multiple independent variables as well as a
moderating variable, enabling investigation into how the
moderating factor influences the strength or direction of the
relationships.

V. RESULTS AND DISCUSSION

This study uses descriptive analysis to provide a
comprehensive overview and detailed insight into the data. It
examines the dependent variable—quality of financial
reporting—and the independent variables, which include
independent commissioners, audit committees, and key audit
matters. Additionally, company size is incorporated as a
moderating variable to explore its influence on these
relationships.

Table 1 Descriptive Statistical Results

Description X1 (TO) X2 (TO) X3 (KAM) Y (KPK) Z (UP)
Mean 0,4457 2,9880 0,7500 0,0786 29,0061
Maximum 0,8333 5,0000 1,0000 0,6101 33,7306
Minimum 0,2500 1,0000 0,0000 - 0,6695 25,079
Std. Dev 0,1240 0,3938 0,4336 0,1060 1,6704
Observation 336 336 336 336 336

» Independent Commissioner (X1)

The Independent Commissioner variable has a mean
value of 0.4457 with a standard deviation of 0.1240. This
indicates that, on average, the proportion of independent
commissioners among the sampled companies is
approximately 44.57%. The relatively small standard
deviation suggests limited variability across companies. The
minimum and maximum proportions are 0.2500 and 0.8333,
respectively.

» Number of Audit Committee Members (X2)

The average number of audit committee members is
2.9880, with a standard deviation of 0.3938. This aligns with
OJK regulations, which require a minimum of three members.
The sample shows variation, with the smallest audit
committee comprising 1 member and the largest consisting of
5 members, reflecting differences in committee size among
companies.

» Key Audit Matters (X3)
Key Audit Matters disclosure has an average score of
0.7500 and a standard deviation of 0.4336. This means that,

on average, companies disclosed about 75% of the auditor-set
KAMs. The minimum disclosure is 0.0000 (no KAM
disclosed), while the maximum reaches full disclosure at
1.0000.

» Financial Reporting Quality (Y)

The dependent variable, Financial Reporting Quality,
shows a mean value of 0.0786 and a standard deviation of
0.1060. The wide range from -0.6695 to 0.6101 reveals
substantial differences in financial reporting quality across
the sampled companies.

» Company Size as Moderating Variable (Z)

Company Size, expressed as the natural logarithm of
total assets, averages 29.0061 with a standard deviation of
1.6704. Within the sample, company sizes range from a
minimum of 25.0790 to a maximum of 33.7306, reflecting
considerable diversity in firm scale across the dataset.

> Panel Data Model Regression Estimation Results

Table 2 Common Effect Model Estimation Results

Variable Coef. Std. Error t-Statistic Prob
C -1,2453 0,3982 -3,1273 0,0019
X1 (TO) -0,1188 0,6161 -0,1928 0,8427
NISRT25AUG1439 WWW.ijisrt.com 3159
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X2 (UKA) 0,8773

0,5991 1,4643 0,1440

X3 (KAM) 1,0014

0,3028 3,6034 0,0004

Adjusted R-Squared

0,1505

The results of the Common Effect Model estimate have
an Adjusted R-Squared value of 15.05%. So that in this
model, it means that independent variables have an influence

of 15.05%. The remaining 84.95% was influenced by other
variables.

Table 3 Fixed Effect Model Estimation Results

Variable Coef. Std. Error t-Statistic Prob
C -0,0946 0,0389 2,4320 0,0154
X1 (TO) 0,0816 0,0975 0,8368 0,4035
X2 (UKA) 0,0504 0,0832 0,6083 0,5435
X3 (KAM) 0,1459 0,0194 7,4955 0,0000
Adjusted R-Squared 0,9976

The Fixed Effect Model estimation yielded an Adjusted
R-Square of 99.76%, indicating that the independent
variables account for 99.76% of the variation in the dependent

variable. The remaining 0.24% is attributed to other factors
not included in the model.

Table 4 Random Effect Model Estimation Results

Variable Coef. Std. Error t-Statistic Prob
C -0,1030 0,2819 -0,3652 0,7152
X1 (TO) 0,0191 0,0908 -0,2105 0,8333
X2 (UKA) 0,0405 0,0826 0,4903 0,6242
X3 (KAM) 0,1601 0,0188 8,484 0,0000
Adjusted R-Squared 0,1648

The results of the Random Effect Model estimate have
an Adjusted R-Squared of 16.48%. So that in this model, it
means that independent variables have an influence of
16.48%, the remaining 83.52% is influenced by other
variables.

» Estimation Model Selection Results

e Chow Test

The steps for chow test decision-making consist of: If
the probability value of the Cross-section Chi-square > a
(0.05), then HO is accepted, meaning that the model used is
Common Effect.

Table 5 Chow Test Results
Redundant Fixed Effects Tests
Cross-Section Chi-Square |

0,0000

The results indicate that the Chi-Square cross-section
probability value is 0.0000, which is below the 0.05
threshold. Therefore, the fixed effect model is the appropriate
choice for this analysis.

e Hausman Test
Table 6 Hausman Test Results

Correlated Random Effects — Hausman Test
Cross-Section Random | 0,0001

The above data shows that the probability value for
cross section is 0.0001 which shows that the value is less than
0.05. then the chosen model is a fixed effect.

e Lagrange Multiplier Test
Table 7 Lagrange Multiplier Test Results

In the Lagrange Multiplier test the value of prob. This
Breusch-Pagan produces a number of 0.0000, which is
smaller than 0.05, so the best model in this study is the
Random effect model.

» Classical Assumption Test Results

e Normality Test

Table 8 Normality Test Results
| Probability | 0,227431 |

The Jarque-Bera test yielded a probability value of
0,227431, which exceeds the 0.05 significance level.
Therefore, the test results indicate that the data follow a
normal distribution.

e Multicollinearity Test

Table 9 Multicollinearity Test Results

VAR

X1 (TO)

X2 (UKA)

X3 (KAM)

X1 (TO)

1,0000

-0,3090

0,5177
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X2 (UKA) -0,3090

1,0000 -0,1665

X3 (KAM) 0,5177

-0,1665 1,0000

The correlation between the KI variable and UKA is -
0.3090, while UKA with KAM is -0.1665 and KI with KAM
is 0.5177. The entire correlation between independent
variables has a value greater than 0.80. This means that in this
regression model there is no multicollinearity or in this model
there is no correlation between independent variables.

Table 10 Autocorrelation Test Results
Breusch Godfrey Correlation LM Test
Durbin-Watson Stat | 1,694393

The Durbin-Watson test results indicate a Prob*R-
Square value of 1.6943, which exceeds the 0.05 significance
level. Therefore, it can be concluded that the data do not
exhibit autocorrelation issues.

Table 11 Heteroscedasticity Test Results

Variabel Coef. Std. Error t-Statistic Prob.
C 2,03544 0,25916 7,85412 0,00000
X1 0,07586 0,40097 0,18918 0,85010
X2 -0,03604 0,38993 0,09243 0,92640
X3 0,00094 0,19712 0,00478 0,99620

The results of the heteroscedasticity test with the glacier
test method. The probability value of each independent
variable of X1 = (0.85 > 0.05), X2 = (0.92 > 0.05), X3 =

(0.99> 0.05) is accepted and means that there is no
heteroscedasticity problem in the data distribution.

Table 12 Fixed Effect Model Results

Variable Coef. Std. Error t-Statistic Prob
C -0,0946 0,0389 2,4320 0,0154
X1(TO) 0,0816 0,0975 0,8368 0,4035
X2 (KA) 0,0504 0,0832 0,6083 0,5435
X3 (KAM) 0,1459 0,0194 7,4955 0,0000
e The Regression Equation of Panel Data in this Test is:
Y =-0.0946 + 0.0816* KI + 0.0504*UKA + 0.1459*KAM
» T-Test Results with Fixed Effect Model
Table 13 T-Test Results Using the Fixed Effect Model
Variabel Coef. Std. Error t-Statistic Prob.
C -1,23019 0,39959 -3,07861 0,00230
X1 -0,02994 0,62116 -0,04820 0,96160
X2 0,80770 0,60255 1,34047 0,18100
X3 1,11697 0,30459 3,66713 0,00030

Model Suitability Test (Statistical Test F) The results of
the F test on the Fixed Effect model show a probability value
(Prob > F) of 0.0000, smaller than the significance level of
0.05. The results of the determination coefficient test in the
Fixed Effect (Weighted Statistics) model showed that the R?
value was 0.0080.

o Independent Board of Commissioners (X1):

The t-test results for the independent board of
commissioners variable show a probability value of 0.9616.
Since this value exceeds the 0.05 significance level, it can be
concluded that X1 does not have a statistically significant
effect on the dependent variable (Y). This suggests that
changes in X1 do not meaningfully contribute to explaining
variations in Y.

NISRT25AUG1439

e Audit Committee Size (X2):

Based on the t-test results within the Fixed Effect model,
the audit committee size variable (X2) has a probability value
of 0.1810. As this value is also greater than 0.05, X2 is
considered to have no significant impact on Y. Although the
relationship between X2 and Y is positive, the effect is not
strong enough to be considered statistically meaningful.

o Key Audit Matters (X3):

The t-test results for the Key Audit Matters variable
(X3) indicate a probability value of 0.0003, which is below
the 0.05 threshold. This means that X3 has a significant
influence on the dependent variable (Y). In other words, an
increase in X3 is associated with a meaningful improvement
in the quality of financial reporting.
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Tabel 14 Moderated Regression Analysis Test Results

Variabel Coef. Std. Error t-Statistic Prob.

C -1,23019 0,39959 -3,07861 0,00230

X1 -0,02994 0,62116 -0,04820 0,96160

X2 0,80770 0,60255 1,34047 0,18100

X3 1,11697 0,30459 3,66713 0,00030
X1z 0,22261 0,20874 1,06645 0,28700
X2z7 -0,13487 0,15679 -0,86019 0,39030
X3z 0,10262 0,07811 1,31375 0,18980

The results regarding the moderating variables’ than a genuine effort to enhance oversight effectiveness. As a

influence on the relationship between the independent and
dependent variables are as follows:

e Variable X1 shows a negative coefficient of -0.029939
with a p-value of 0.9616, which is greater than 0.05,
indicating that X1 does not significantly affect Y.
Variable X2 has a positive coefficient of 0.807702 with a
p-value of 0.1810, also exceeding the 0.05 threshold,
suggesting that X2 does not have a significant impact on

Variable X3 displays a positive coefficient of 1.116974
and a p-value of 0.0003, which is below 0.05,
demonstrating a significant positive effect on Y.

The interaction terms involving the moderating variable Z
(X1Z, X2Z, and X32Z) are all statistically insignificant, as
their p-values exceed 0.05. Therefore, Z does not have a
significant moderating effect on the relationships between
X1, X2, and X3 with Y.

Discussion

The Effect of Independent Board of Commissioners on
Financial Reporting Quality

The independent board of commissioners variable (X1)
was found to have no significant effect on financial reporting
quality. Consequently, this study does not support the first
hypothesis, which posited that a higher proportion of
independent commissioners would enhance the quality of
financial reporting. This implies that the number of
independent commissioners is not a dominant factor in
influencing financial reporting quality. These findings are
consistent with the research of Candra et al. (2024), which
concluded that the presence of independent board members
does not effectively reduce financial reporting fraud or
improve reporting quality. However, the results contradict the
studies of Indah et al. (2023) and Tambunan et al. (2022),
Research has shown that independent commissioners can
positively impact the quality of financial reporting.
According to Srikandhi and Suryandari (2020), companies
with an adequate proportion of independent commissioners
are better equipped to detect and oversee risks related to
fraudulent manipulation of financial data, which helps
maintain the integrity of financial statements. Regulation
POJK No. 57/POJK.04/2017 mandates that at least 30% of a
securities company’s board of commissioners must be
independent members upon establishment. However, this
requirement is sometimes treated as a formal obligation rather

NISRT25AUG1439
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result, simply increasing the number of independent
commissioners does not always lead to improvements in
financial reporting quality. From the viewpoint of agency
theory, independent commissioners are intended to reduce
conflicts between management (agents) and shareholders
(principals) by providing unbiased supervision. Ideally, their
presence encourages management to produce transparent,
accurate, and standards-compliant financial reports.
Nevertheless, the findings of this study indicate that this
oversight mechanism may not always function as expected.
In other words, the monitoring role expected of independent
commissioners has not been fully realized, and thus their
presence has no significant impact on financial reporting
quality. This highlights that the mere number of independent
commissioners is insufficient; rather, their effectiveness and
performance in carrying out supervisory duties play a more
crucial role in enhancing financial reporting quality.

The Effect of Audit Committee Size on Financial
Reporting Quality

The audit committee size variable (X2) does not have a
significant influence on financial reporting quality. This
suggests that a larger number of audit committee members
does not automatically translate into stronger oversight. This
finding is consistent with Hasan et al. (2020), who showed
that audit committee size has a negative impact on the quality
of financial reporting through real earnings management.
Similarly, Permatalia & Haryono (2020) argue that the
presence of an audit committee is necessary but not sufficient
to enhance reporting quality. The OJK/IDX regulations
stipulate that companies must have a minimum of three audit
committee members, with the chairperson drawn from the
independent commissioners. In practice, many firms fulfill
this requirement merely as a formality, without ensuring
substantive performance. As aresult, despite compliance with
the numerical requirements, the effectiveness of financial
reporting oversight remains limited. From an agency theory
perspective, the audit committee is expected to mitigate
agency conflicts by ensuring reliable and transparent
reporting. However, the results indicate that this oversight
mechanism has not operated effectively. A large audit
committee without sufficient expertise and independence
cannot act as an effective monitoring tool. Thus, the
effectiveness of the audit committee is determined more by
the competence, independence, and intensity of their
activities than by the number of members.
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e The Effect of Key Audit Matters (KAM) on Financial
Reporting Quality

The test results show that the Key Audit Matters
variable (X3) has a significant positive impact on financial
reporting quality. This confirms that KAM disclosures
contribute substantially to improving reporting quality. These
results are consistent with prior studies (Espahbodi et al.,
2023; Gold & Heilmann, 2019; Li, 2020), which emphasize
that the adoption of ISA 701 has led to significant
improvements in reporting quality. KAM disclosure
strengthens  communication  between  auditors and
management, thereby encouraging management to ensure
that the financial statements fairly represent the company’s
operations in accordance with accounting standards and
auditor certification requirements.

This finding is aligned with agency theory, which
highlights information asymmetry between managers
(agents) and shareholders (principals). The disclosure of
KAM by external auditors reduces this asymmetry by
providing additional insights into areas of significant audit
risk and professional judgment. KAM disclosures enhance
management accountability in preparing financial statements.
By highlighting key estimates, significant judgments, and
potential material misstatements, auditors place greater
pressure on management to adopt transparency and caution.
Consequently, KAM serves as an effective external
monitoring mechanism, leading to more reliable and higher-
quality financial reports. These findings reinforce agency
theory by demonstrating that stronger oversight mechanisms
reduce managerial opportunism and increase stakeholder
trust.

e The Moderating Role of Firm Size in the Relationship
Between Independent Commissioners and Financial
Reporting Quality

The results reveal that firm size does not moderate the
relationship between independent commissioners and
financial reporting quality. Agency theory suggests that larger
firms, with greater complexity, should require more effective
oversight from independent commissioners to mitigate
conflicts of interest. However, the findings show that firm
size does not enhance the effectiveness of independent
commissioners in improving reporting quality. Independent
commissioners are often appointed just to meet regulations,
not to really oversee the company. Even big companies with
lots of resources won’t improve their financial reporting if
these commissioners don’t do their job well. So, what matters
most is how independent and effective they are—not the size
of the company.

e The Moderating Role of Firm Size in the Relationship
Between Audit Committee Size and Financial Reporting
Quality

The analysis indicates that firm size does not moderate
the relationship between audit committee size and financial
reporting quality. This implies that the effectiveness of audit
committee size is not influenced by firm scale. From an
agency theory perspective, larger firms with greater
complexity should require stronger audit committee
oversight. Yet, the results demonstrate that firm size does not
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reinforce this relationship. These findings suggest that the
number of audit committee members in large or small firms
is not the key determinant of reporting quality. Audit
committees may often be established to meet governance
requirements rather than to fulfill effective monitoring
functions. Moreover, even in large firms with more resources,
if audit committee members lack sufficient accounting and
auditing expertise, reporting quality will not necessarily
improve. In other words, the committee’s effectiveness is
determined by quality, independence, and commitment,
rather than firm size.

e The Moderating Role of Firm Size in the Relationship
Between Key Audit Matters and Financial Reporting
Quality

The results show that firm size does not moderate the

relationship between KAM and financial reporting quality.
While KAM disclosures remain important in improving
reporting transparency, their contribution is not dependent on
firm size. According to agency theory, larger and more
complex firms should require more extensive KAM
disclosures to reduce information asymmetry between
managers and shareholders. Yet, this study finds otherwise.
The effectiveness of KAM disclosures in improving financial
reporting quality lies in their substance, not in firm size.
Transparent and relevant KAM disclosures can reduce
information asymmetry for both small and large firms.
Conversely, when disclosures are made merely as a formality,
without providing meaningful insights, reporting quality does
not improve. Thus, consistent with agency theory, KAM
operates as an external monitoring mechanism whose
effectiveness depends on the quality of auditor disclosure, not
on the scale of the audited entity.

VI CONCLUSIONS AND SUGGESTIONS

A. Conclusion

The research findings indicate that the Good Corporate
Governance (GCG) elements, namely the independent board
of commissioners and the size of the audit committee, do not
significantly influence the quality of financial reporting. This
suggests that simply having an independent board or a larger
audit committee does not necessarily lead to better financial
statement quality. It implies that the oversight roles of both
the independent commissioners and the audit committee have
not been fully effective in practice. Key Audit Matters
(KAM) has a significant effect on the quality of financial
reporting. This shows that the disclosure of KAM in
independent auditors' reports is able to increase transparency,
provide additional relevant information, and help
stakeholders understand high-risk areas in financial
statements. With the existence of KAM, auditors signal to
financial report users regarding material issues that require
special attention, thus encouraging companies to be more
careful, accountable, and transparent in compiling financial
statements. Therefore, the implementation of KAM has
proven to be one of the effective governance instruments in
improving the quality of financial reporting.

The results show that the size of the company cannot
moderate the relationship between good corporate
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governance (which is proxied through the independent board
of commissioners and the number of audit committees) and
key audit matters on the quality of financial reporting. This
means that the size of the company does not strengthen or
weaken the influence of the independent board of
commissioners, the number of audit committees, and key
audit matters in improving the quality of financial reporting.

B. Suggestion
» For Companies

o Companies need to realize that the number of independent
commissioners or audit committees does not guarantee the
effectiveness of supervision, what is more important is
how their role is carried out. Future corporate governance
practices should lead to strengthening the quality of the
supervisory process, not just meeting quantitative rules.

e The KAM disclosure encourages companies to be more
transparent and careful in the preparation of financial
statements. Therefore, management needs to improve the
quality of internal control and strengthen communication
with auditors so that material issues can be handled from
the beginning.

> For Investors and Stakeholders

e Investors need to be more critical in assessing corporate
governance by not only referring to the number but also
evaluating the active role and quality of oversight from
independent commissioners and audit committees.

o KAM can be used as a basis for investment considerations
because it provides more detailed information about the
risks of financial statements. Investors need to pay
attention to the content of the KAM to understand the
potential problems faced by the company, so that the
decisions taken are more rational and information-based.

» Future research

e These results highlight opportunities for future studies to
incorporate additional relevant factors, such as the quality
of external auditors, how often audit committees meet, the
attendance rates of independent commissioners, or the
professional backgrounds and expertise of board
members.

e Further research could also explore different types of Key
Audit Matters (KAM) and analyze how each type relates
to the quality of financial reporting.

e Additionally, expanding the scope to cross-sector or
cross-country comparisons would help determine whether
these findings hold true or vary under different regulatory
environments and governance frameworks.

VII. RESEARCH LIMITATIONS
» Simplified Measurement of GCG Variables
This study measures Good Corporate Governance

(GCGQG) using only the number of independent commissioners
and audit committee members as indicators. However, these
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metrics may not fully capture the effectiveness of supervisory
roles, which also depend on factors such as expertise,
independence, attendance at meetings, and the depth of
participation in decision-making processes.

» Basic Measurement of Key Audit Matters (KAM)

The study employs a binary (dummy) variable to
indicate the presence or absence of KAM disclosure. This
approach only identifies whether KAMs are disclosed but
does not consider the quantity, type, complexity, or quality of
the information provided. Given that different KAMs can
vary considerably in their influence on financial reporting
quality, this simplified measurement might overlook
important nuances.

» Unexplored Influencing Factors

The quality of financial reporting is affected by
additional factors beyond the GCG components examined in
this research. Elements such as the quality of external audits,
the integrity of management, the robustness of internal
control systems, and adherence to the latest accounting
standards also play significant roles but were not included in
the scope of this study.

» Sample Scope

This research focuses on a sample of companies limited
to specific periods and sectors listed on the Indonesia Stock
Exchange (IDX). Consequently, the findings may not be fully
generalizable to companies outside these sectors or periods,
particularly those operating under different governance
frameworks or regulatory environments. This presentation
acknowledges limitations clearly and thoughtfully, which
strengthens the integrity and transparency of your research
discussion. If you want, | can help expand these points with
suggestions on how future research might address them.
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