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Abstract: The investors’ motive for investing their funds securities in the capital market is to get a return

maximum return with a certain risk. Return on s@i@s owned, especially stocks can be obtainedvinforms of
dividends and capital gains. By investing in s&an investor would expect a higher return. Syoges provide
an objective measure of the value of an investriterat company. In principle, the better the perfanoeof the
company in generating profits, the more demandcénpany shares is concerned, so that the stook will
increase. Otherwise, if the circumstances are atmgtithen this will decrease the company's stodkcepFor
investors, the rate of return is a major factordose the return is the result obtained from ansimrent . Therefore
the investor will require a wide range of infornwatiand analysis that will be used to determineitivestment
options that will be chosen. Based on the expostithe facts, the average return received by sluddels of the
company has always fluctuated from year to yeaedtors who choose to invest in the capital mark#te form of
securities shares means investing in the companyspects.

Financial statement information is one of the ptiédrsources are used by investors to assess ite qfrshares in
the stock. If the financial statements showed gasdilts, the it means that the company has a geddrmance,
otherwise if the result is not satisfied, it isyanptom of the onset of problems. In the capital kegrnot all of the
shares of companies that have a good profile Wit gou a good return to investors so that inuwssteeds to do
more in-depth analysis about the company. It casai@ that many factors affect the movement ofstieek return.
The investors need to do in-depth analysis of thenges, such as by conducting fundamental andhgsied on
financial ratios.

Fundamental analysis is the analysis to calculaérttrinsic value of companies using financiald#bhe company's
intrinsic value can be realized by the stock pritthe prospect of company is strong and gooentie stock price
will reflect that strength and rising with an inase in the financial condition of a company. It fawvestors often
concern only financial statements to gain inforomtiregardless of how profits are generated. Thasnpted the
management company to perform an action, i.e egsmmanagement.

Managers can manage the company's revenue in tws, \iiest, establish policies on accrual optiont tablowed

generally accepted accounting principles in ordeaghieve the desired profit level (known as theraal-based).
Second, managers can manage revenue by changitigithg and scale of operating decisions, it iDalalled the
Real Earnings Management or Real Activity Managen{gang, 2012). Real Earning Management (REM) oan
categorized in three activities, namely Sales Malafion, Over Production and Discretionary Expengesal

earnings management is very difficult to detectelxyernal stakeholders. Because, they are not iedlud the

supervision and oversight of external auditors @gilators. Factors that differentiate between cangs and limit
the ability of management to manage earnings irclidernal structure of governance of the compamd

accounting decisions years earlier made by compaha limit the choices of accounting next. Thisdy focuses
on one of the factors, namely external quality tardiTherefore the purpose of this research isr éut the

fundamental and real earning management effecysinab stock return which moderated by audit quain the

manufacturing companies which are listed in theohesia Stock Exchange since 2010 to 2014 with asizesales
growth as a control variable.

Sample selection method is performed by using mivposampling method which selects samples basegain
criteria in appropriate with the criteria whichrisquired by the researcher. As much as 49 sampéestdained

b
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based on this sample selection method. The anatysteod which is applied in this research is thantjtative
method and statistics analysis is the multipledimegressions analysis.

It is found from the result of the analysis thaturn on asset (ROA) and REM through cash flowhwseo
significancy level, positively effect to stock retu While Current Ratio moderated by audit qualigd positive
effect to stock return or in other words audit gyadtreghten the relation between Current Ratid stock return.
Furthermore, REM through production cost moderatedudit quality had positive effect to stock retor in other
words audit quality strenghten the relation betwe&M through production cost and stock return

Keywords: Fundamental characteristics, Real Earning ManagerREM), Stock return, Audit Quality, Sales
Growth, Size.

Introduction

of the investment.lt is said that there are mamyois affecting the stock return movement. Invessirould
analyze in depth the change of the stock retumexfample by analyzing the fundamental of the camggzased
on financial ratios.

I n capital market, the uncertainty of the expecttdrn make an investor has to choose prudentlplteenative

Fundamental analysis is the analysis to assesdimpany’s instrinsic value by using financial comgandata.
Instrinsic value can be reflected in stock pricehifical analysis can be used by investor besiddafmental
analysis.

If the company’s prospect is strong and good, tbeksprice will reflect that strength dan grow &e tompany's
financial condition increasing.

In valuing stock with fundamental analysis, there financial ratios that reflect the company’s fingl condition
and performance. Financial ratios consists of tiqyj profitability, activity and market ratios. mancial ratios is
used to explain the strength and weakness of coyigpéinancial condition and also to predict thecktaeturn in
the capital market (Hermi and Kurniawan, 2011)

Manager can manage company’'s earnings by applyiagpblicy of accrual methods that can be choosah th
accepted by accounting standard to reach the eeghectinings. (accrual based).Manajer can also reagemgings
by changing the time and operating decision scateat we call real earnings management or real iactiv
management (Zang, 2012)

Enforcement of earnings management may distorigtiadity of financial statement reporting (Sun, £t2908),
which may affect the estimate of the creditor agaihe company's expected cash flow. Based onqursviesearch
conducted by Roychowdhury (2006), Real Earning Manzent (REM) can be categorized in three actiyities
namely Sales Manipulation, Over Production and iisonary Expenses.

Auditing is reducing the information asymmetry tleaists between management and stakeholders abthpany
by allowing parties outside the company to verifg validity of the financial statements. Auditinffeetiveness and
its ability to prevent earnings management is etgubto vary with the quality of auditors. In comigan with the
low quality auditors, more high-quality auditor hi#® ability to detect the accounting practicegjirestion, and
when it is detected, the auditor will issue an @pirother than unqualified opinion without exceptio their audit
reports. Therefore, high-quality auditing act aseffiective deterrent earnings management, becaasagament
reputation will be destroyed and the company'se/alill drop if the misreporting is detected andaabed (Ardiati,
2003) .

DeAngelo (1981) in Ardiati (2003) developed a twindnsional definition of audit quality. The first io be able to
detect material misstatements, and the secondnaterial misstatement should be reported. She itezbthat the
larger the audit firm better they conduct the abditause they have a better reputation. And be¢hadarger the
firm has more human resources, so they can acqure skilled employees. Big 4 auditor is often atsed with

high-quality audits than non-Big 4 auditors.

One useful analysis is to measure the performahtteeccompany through the financial ratios of teenpany or by
doing fundamental analysis and analysis of the Eaahing Management. Given the importance of furetaal
factors, Real Earnings Management and audit quialisynot surprising that many researchers condgaesearch
on the factors that affect the stock returns. Bwg tesearch that has been done, many are stillrierping
inconsistencies with each other. Inconsistencyhés¢ studies led to the emergence of researchitgapgherefore
necessary that further research on the effect A RRER, CR, TAT and REM on stock returns. Differeaof this



Ismail and Witarno / OIDA International Journal 8fistainable Development 09:02 (2016) 25

study with previous research were on the variatledied, in this study using ROA, DER, CR, TAT, REnMough
Operating Cash Flow, REM with Production Costs, REWbugh discretional Expenses and Total REM, with
Audit.Quality as a moderating variable

Research question

Based on the description in the background, ittwarformulated the research question that will lEs@nted is as

follows:

Does the company’s profitability affect on stockuras?

Does the company’s leverage affect on stock returns

Does the company’s liquidity affect on stock reg#tn

Does thecpmpany'’s efficiency affect on stock ret@rn

What is the Real Earnings management through mkaipa of Operating Cash Flow effect on stock

returns?

6. Does the Real Earnings management through marnigulgtoduction Costs affect on stock returns?

7. Does Real Earnings management through manipulBliseretionary Expenses affect on stock returns?

8. Does the total Real Earning affect the Stock Ré&urn

9. Does the audit quality strengthen the relationigifpveen the company’s profitability and Return 885c

10. Is the quality of audits reinforce the relationshigiween the company’s leverage and Stock Return?

11. Is the audit quality to strengthen ties betweerncthrepany’s liquidity and Stocks Return

12. Is the audit quality reinforce the relationship vbetn the ratio of thecpmpany’s efficiency and Stock
Return?

13. Is the audit quality to strengthen the relationdigpween Real Earning management through manipaolati
of Operating Cash Flow and Stock Return?

14. Is the audit quality to strengthen the relationdigpween Real Earning management through manipuolati
Production Costs and Stock Return?

15. Is the audit quality to strengthen the relationdidgween Real Earning management through manipaolati
Discretionary Expenses and Stock Return?

16. Is the audit quality to strengthen ties betweenTibi@l Real Earning management and Stock Return?

arwNPRE

The contribution of research

1. For investors, this research could be used aslat@malysis of the stocks traded on the exchahgrugh
the variables used in this study so that investars choose the investment option that is considerest
appropriate.

2. for academics, this study can be used as an adjtereture in the field of accounting.

Signaling Theory

Signalling theory emphasizes the importance ofrinttion released by the company for investment silacs
outside the company. Information is an importaetrent for investors and businessmen because theniafion is
essentially presenting the information, record oody overview of the state of the past, present fndre
circumstances for the survival of a company and tievmarket of its securities.

One type of information released by the company¢ha be a signal for parties outside the compasgyecially for
investors is the annual report. The informatiortidised in the annual report include accountingrinfetion that is
information relating to the financial statementsl amon-accounting information that is informatiomateg to the
financial statements. The annual report shouldaioribformation that is relevant and revealing infation that is
considered important to be known by the user repuoth the inside and outside. All investors neddrimation to
evaluate the relative risk of each company sottieag can diversify their investment portfolio am tcombination
with the desired risk preferences. If a companytwiés shares purchased by the investor, the coypast make
disclosure of financial statements in an open asparancy.

Agency Theory

Earnings management practices can be explaineldebggency theory. Agency theory began when the ouofithe
company is not able to manage his own company imgélf, so the owner must enter into a contract wikécutives
to run the company. As an agent, morally respoedibloptimize the benefit of the owner (principahd in return
will receive compensation in accordance with thetiart.
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Agency theory model describes the relationship betwprincipal and agent. Jensen and Meckling (18&bye an
agency relationship as a contract occurs when legtwee or more individuals (principal) binding agreent with
another individual (agent) which involves the deliégn of authority to an agent in making decisioAs.the
company that its capital structure in the formludires, shareholders acting as principal, and thedtes their agent.
Shareholders employ the board of directors toratieé interest of the principal -in this case ghareholder.

Fundamental analysis

Fundamental analysis states that any stock investimes a strong foundation called intrinsic valbattcan be
determined through an analysis very carefully smdbndition of the company at the present condiioth prospects
in the future. Intrinsic value is a function of faxs combined company to generate profit (retusrgxpected with a
risk attached to these shares. This value is etgiray investors or analysis, and the results e$ehestimates are
compared with the current market value (currentketaprice) so that unknown stocks overpriced orempdced
(Tandelilin, 2010).

Based on the above statement, it can be concludgdhe fundamental analysts try to predict statlrns in the
future by estimating the value of the fundamensatdrs that affect stock returns in the future andlysts try to
apply the relationship of these factors to obtaitineates of stock returns ,

Stock Return

Return is the result obtained from an investmertuR can be a realized return that has happenexpected
return that has not happened yet but is expectedctor in the future (Jogiyanto, 2011). RealizeduRe is
calculated based on historical data. Realized meBivery important because it is used as a measfuterporate
performance and is also used as the basis of atiloglthe expected return in the future.

Real Earning Management

Roychowdhury (2006) states that earnings managethenigh real activities manipulation is the sHiiim the
earnings management practices from normal operation abnormal operating practices, motivated hey desire
managers to convince some stakeholders in ordbelieve the financial statements are prepared erb#sis of
normal operation. Displacement of normal operapngctice into not normal do not contribute to tteue of the
company despite reporting managers achieve goasaljers involved earnings management concernedhigith
personal interest to achieve the objectives of ntépmpbecause they act as an agent. Thereforeyesotif earnings
management are to avoid losses and avoid debt aoveivlations, to avoid government interventios veell as to
increase the bonus.

Graham et al. (2005) states that the financial manadicated a willingness to manipulate earnithgsugh real
activities rather than accrual. In detecting malaipon of the real activity of the company, Roychitwry (2006)
using a Dechow model et al. (2000) and focus orfdh@wing three earnings management methods are:

a) Sales Manipulation, defined as the managementteffoincrease sales on a temporary basis by offerin
price discounts and soften loans. For examplejrtbiease in sales volumes as a result of the pffee
discounts at any given time will lead to an inflbecomes large, but the cash inflows per salesouligs
net of additional sales, lower than cash flow permmal sales or in other words a decline in margins
Another way to increase the volume of sales managers to offer soft loans, such loans offer insere
rates lower (zero-percent financing) at the entheffiscal year. This will increase earnings orhcisw
into the company immediately. Roychowdury (2006)viutes evidence that the manager did manipulation
through real activity by giving rebates to increasées, reduce cost of goods sold through an iserga
inventories, and reduced discretionary expensastease reported earnings.

b) Reduce discretionary expenses such as R and Drtisthg and general and administrative expenses
which in general are a burden on the period ofékgenditure. Thus, companies can reduce expenses
reported so its profit increases. Examples of cotiweal management related real earnings management
with discretionary expenses is if the expense bbgndiscretionary in the form of cash, then a reiduncin
this expense would reduce cash outflow and woulé laapositive impact on the abnormal Cash Flow from
Operations (CFO) in the current period, but mayptherwise will also pose a risk that is a lowerhctisw
in the future.

c) Overproduction, increase production with the aimegforting Cost of Goods Sold (COGS) lower. Wita th
high level of production, fixed costs plated oraegk unit, resulting in the value of the fixed cpst unit
lower.As long as a decrease in fixed costs peraarntnot be covered by the increase in the margivst|
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per unit, the total cost per unit decreased Thises the COGS reported lower, and companies canmtrep
better operating margins

Audit Quality

Audit quality is defined as a joint probabilit tha auditor will find and report violations thatigtxin the client's
financial reporting system. The possibility thae tAuditor will find misstatement depends on theliuaf the
auditor's competence while the measures reportsstatéments depends on auditor independence (DEAIGS1

in Ardiati, 2003). Audit quality is determined bwa things: the competence and independence. Agditin
effectiveness and its ability to prevent earninggnagement is expected to vary with varied qualiigitar.
Compared with low-quality auditor, the auditor kekd to be of high quality with the ability to detethe
accounting practices of suspicious or vulnerabligaod. Therefore, high-quality auditing is regatdes an effective
deterrent earnings management (Ardiati, 2005). s#rd2005) states that an audit of high qualitysat an effective
deterrent earnings management, because manageepemation will be destroyed and the company's valile
drop if this incorrect reporting detected and exqubs

Hypothesis Development
Effect of the company’s profitability on stock retun

In planning and implementing investment, it neeespdly considerations and calculations becauseeoélgment of
uncertainty. Consequently, Investment activitiestaecide how the amounts invested and in what asssstment

is made. One of the financial assets that can heidered is stock. Stock assessment can be doasskgsing the
fundamentals of company issuing the shares or by efatechnical analysis. Fundamental analysis isedby

looking at the company's financial performance.sTimancial performance can be measured by conwaaitiand

modern method. The company's financial performascmeasured by conventional method using finanafals of

liquidity ratios, activity ratios, profitability t&os and leverage ratios.

Consistent with theory and opinion of ModiglianidaMlillerd(MM) [1958] which states that the valueatompany
is determined by the earnings power of the compaasgsets. A positive result indicates that thedrighe earnings
power, and a more efficient asset turnover, orhilgber the profit margin earned by the companysThBsulted in
an increase in the value of the company which eattainly affect stock returns. Results of this stuntlicated that
investors are still using the Return On Assets (R@# a benchmark of companies performance thases to
predict the total return of stocks, thus greatetuReOn Assets (ROA) will show the performancelod tompany
rose so that stock returns will also rise , Basethese explanations, it can be formulated hypahess follows:

H1: The company’s profitability has a positive effet on stocks..
Effect of Company’s leverage on stock return.

Leverage has an effect on stock returns becausealge information will affect the performance oé ttock and
led to share price appreciation and depreciatidns Teverage ratio measures the performance otdnepany's
ability to restore its long-term debt. From the gperctive of investor, the higher leverage showedlainger the
company's dependence on outside parties so thagréeer the level of risk companies to meet thuwbt
obligations. This had an impact on the declinetotls prices, according to research (Thrisye anduSi913).
Based on these explanations can be formulated hgpistis as follows:

H2: The company’s leverage has a negative effect stocks.
Effect of Company’s liquidity on stock return.

According to Gitman (2009) Liquidity is demonstragithe company's ability to meet the financial sherm
obligations at the right time or the company'sigbtb provide cash or cash equivalents, whichéatid the size of
current assets, ie assets that are easily convartedcash include cash, securities, receivablegeritory. The
company's liquidity is often measured using a aurratio indicates a company's ability to fundadgerations and
repay short-term obligations. Based Ulupui Resef26R9), variable current ratio has an influencestmek returns.
This indicates that the investor will obtain a heghieturn if a company's ability to meet short-tesbligations is
higher. Allegations about this is because invespmg attention to cash management, accounts rdxdeiand
inventory of the company before making a decismimvest in the stock market. Based on these eagfitams can
be formulated hypothesis is as follows:
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H3: The company’s liquidity has a positive effect o stocks.
Effect of company’s efficiency on stock return.

If the company's management can use company agsktsncrease sales greater than the increasedts,cand in
turn, investor will receive higher returns Thidluence can increase the price of the stock maaket attract
investors to invest their capital in the companilyisTis in line with research conducted by Lambe31@). Based on
these explanations can be formulated hypothesis fsllows:

H2: The company’s efficiency has a positive effecin stocks

Effect Real Earning Management through manipulation of Operating Cash Flow (REMAKO) on stock
returns

Sales management is related to the managers who itngrease sales during the accounting periotl thi¢é aim of
increasing the earnings to meet the targets. litiaddthe company can also offer credit period entenient,

causing cash flow operations of the current pededreased compared to the level of normal salés reésulted
from increasing sales volume that leds to earnfagghe year is high but the cash flow decreasedtdismall cash
inflows because off credit sales and discountse8am these explanations, it is concluded thatRbal Earning
Management by increasing sales that offering aitcpestiod which is softer, will lower the currenperating cash
flow, which is the ultimate goal that the financ&htements look better and increase stock retiditsastuty and
Machfoedz (2003), stating that earnings managemeyt be efficient, not always opportunists. If therrengs

management is efficient, the company would increzemings management (positively related). In lighthe

contracting efficiency perspective it can be foratetl hypothesis is as follows:

H5: Real Earnings Management through operating caslilow (AKO) has a positive effect
on Stock Return.

Effect Real Earning through manipulation of Producion Cost Management (REM PROD) on stock return.

The next technique earnings management that calohe is to carry out large-scale production (ovaipction),
causing large-scale production in fixed overheagtscdivided by the number of units of goods aréntsig that the
average cost per unit and cost of goods sold deeded he decrease in cost of sales will resultnirinarease in
operating margin, which is the ultimate goal the financial statements look better and increaseksteturns. this
is in line with research Koyuimirsa and Prog (201Mjdiastuty and Machfoedz (2003), stating thatneags

management may be efficient, not always opportsniétthe earnings management is efficient, the pamy will

increase earnings management (positively relatied)ight of the contracting efficiency perspectiitecan be
formulated hypothesis is as follows:

H6: Real Earnings Management through the productioncosts has a positive effect on
Stock Return.

Effect Real Earnings Management through manipulatio of discretionary Expenses (REM EXP) on stock
returns.

The company carries out large-scale production with objective of increasing reported earnings (ias and
Zhang 2002). Raising profit or avoiding the negatjrofit or loss can also be done by reducing digmmary

expenses. Discretionary expenses that can be rdutee cost of advertising, research and devedoproosts, and
cost of sales, general, and administrative expesges as employee training and repair and travelscdther
studies conducted by Andayani (2008) that examinddnesia public companies found evidence thattmepany'

did manipulation of real activity. Manufacturingmpanies do overproduction, discounts, and givesdgdo credit
as an indication of real earnings management, wkddhto high production costs. The results alsdceie the
existence of earnings management for discretioe&pgnses are generally recorded when incurred.cohmwany
reduced discretionary costs that are reported iadreasing earnings and stock returns will inceeds Midiastuty
and Machfoedz (2003), stating that earnings managemay be efficient, not always opportunistshé earnings
management is efficient , the company would in@eaarnings management (positively related). Intlighthe

contracting efficiency perspective it can be foratetl hypothesis is as follows:
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H7: Real Earnings Management through DiscretionaryExpenses has apositive effect on
Stock Return.

Effect of Total Real Earning Management (TOT_REM) a stock returns.

According to Roychowdhury (2006), the shift accreatnings management to real earnings managemedutcted
managers based on several factors: First, the @cearnings management were likely to attract tiention of
auditors and regulators as compared with the reakibns, such as those associated with pricingpaoduction.
Second, managers who rely on accrual earnings reare&g would be at risk if desired earnings targatsnot be
achieved despite doing accrual earnings manageesinwhile, real earnings management may occuugtrout
the accounting period runs through the daily atiéigsiof the company, without waiting for the endlué period, so
the manager will be easy to achieve the desirediregs. Therefore, the practice of real earningsagament will
increase earnings in the financial statements amddawraise the stock price. Total Real Earning Mgemaent in this
hypothesis is the total value of Real Earning Mamagnt through manipulation of Operating Cash FlReal

Earnings Management through manipulation Producfiosts and Real Earnings Management through disieedt
manipulation Expenses. In previous hypothesis éxpththat the 3 proxies are Real Earnings Managethesugh

manipulation of Operating Cash Flow, Real Earnikigsmagement through manipulation Production CostsResl

Earnings Management through discretional maniputaixpenses positive effect, it is assumed Total Earnings
Management will have positive influence on stocicgs. Midiastuty and Machfoedz (2003), stating thatnings
management may be efficient, not always opportsnisétthe earnings management is efficient, the pamy will

increase earnings management that increase stbhk stturn (positively related). In light of the d¢oacting

efficiency perspective it can be formulated hypsibés as follows:

H8: Total Real Earning Management has a positive &ct on Stock Return.

Effect of company’s profitability on stock returns which are moderated by Audit Quality

Auditing reduces the information asymmetry thaisexbetween management and stakeholders of thearyniyy
allowing parties outside the company to verify #adidity of the financial statements. Auditing effveness and its
ability to prevent fraud will vary with the qualityf auditors. In comparison with the low qualityd&ors, more
high-quality auditor has the ability to detect #ezounting practices in question, and when it tected, the auditor
will issue an opinion other than reasonable opiniginout exception (unqualified opinion) in theiadit reports.
Therefore, high-quality auditing to act as an dffec deterrent fraud, because management's repuitatill be
destroyed and the company's value will drop if thporting is wrong (misreporting) is detected aetlealed
(Ardiati, 2003).

Manager is possible to do engineering in the fifgrstatement in order to report financial ratiosk good, among
others, e.g, Profitability Ratios. Audit quality $&en as the ability to enhance the quality of @ae financial
reporting. Based on these explanations can be fatetihypothesis is as follows:

H9: Audits Quality reinforces the positive effectsthe relation between profitability and
stock return.

Effect of company’s leverage on stock returns whichre moderated by Audit Quality

The leverage ratio is useful for long-term credit@nd shareholders who want to know the end oeast Ithe
prospect of dividends and interest payments iffuhee. Furthermore, there are some criteria sbabapanies can
be said to have a good financial position, whichbfe to meet its obligations on time. Audit qualg seen as the
ability to enhance the quality of corporate finahaieporting. With high quality audits are expectedincrease
investor confidence. The explanation is based erhgipothesis can be formulated as follows

H10: AuditQuality reinforces the negative effectsof company’s leverage on the Stock
Return.

Effect of company’s liquidity on stock return which are moderated by Audit Quality

The most common ratio used to analyze a companmyRimg capital position (liquidity) is to use a cent ratio
(CR). This ratio shows the ratio of current propemlue (which can immediately be used as currengtf) short-
term debt. Current ratio is a ratio that measuneseiktent to which the ability of the company isnoaonly used in
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current assets to meet current liabilities. ReaSBnwidely used as a measure of liquidity becausisddbility to
describe:

1. The ability of the company meet its current liai@k (short-term liabilities).

2. The Company's ability to sustain losses.

3. The ability of enterprises to provide a reservedfun
Audit quality is seen as the ability to enhance thality of corporate financial reporting. Based tivese
explanations can be formulated hypothesis is d@vist

H11l: Quality audits reinforces positive influencecompany’s liquidity on Stock Return.

Effect of company’s efficiency on stock return whib is moderated by Audit Quality

Company’s efficiency which proxied by Total Ass@tgnover (TAT) shows how to use the overall effestiess of
the company's assets to increase sales and impeosaengs. TAT is affected by the value of net satesle by the
company compared to the total value of assets owgdte company. When the value of TAT improved nsean

increase in net sales, an increase in net saldseocfompany will encourage increased profits thilltlead to an

increasing in the company's stock price, whichuim twould increase the company's stock returns.itApdlity is

seen as the ability to enhance the quality of aateofinancial reporting. Based on these explanatican be
formulated hypothesis is as follows:

H12: Audit Quality reinforces the positive influence of company’s efficiency on stock
return.

Effect of Real Earnings Management through manipulion Operating Cash Flow on stock returns which is
moderated Quality Audit

Manipulation of real activity conducted through ledkow operating activities result in increasednéags which
earninngs is a measure of financial performanceniggs growth continues to increase from year tarygves a
positive signal about the prospects of the comptrgyhigher the earnings achieved by the compadigate the
better performance of the company. Companies that kthe ability to increase earnings, its stockeill tend to
rise, because if the company makes the greateimearrthen theoretically the company will be atldedistribute
dividends, which grow and will affect positively stock returns. If the company is able to distibditvidends, it is
believed that the greater the demand for the cogipatock will increase. The increasing demandacks shows
an increasing market performance than before. Igidtg and Machfoedz (2003), stating that earningeagement
may be efficient, not always opportunists. If tleegréngs management is efficient, the company daohtinue to
do earnings management (positively related). Aqddlity is seen as the ability to enhance the tuafi corporate
financial reporting. Thus, the hypothesis can enfdated as follows:

H13: Audit Quality reinforces the positive effectof Real Earnings Management through
Operating Cash Flow on stock return.

Effect Real earnings management through manipulatio of Production Cost Management on stock return
which is moderated Audit Quality

Real earnings management action by the overpramuigiby producing goods greater than that requirexder to
achieve the expected demand firms. Production arge scale causes the price of goods sold dectems¢hat
profits can be increased. Thus, the real earningsagement through production costs will increasedirnings
which the company's performance will also incredfsthe performance of the company increased tlaesprice
will increase so that the performance of the maviditincrease. Midiastuty and Machfoedz (2003ptistg that
earnings management may be efficient, not alway®pnists. Audit quality is seen as the abilityetthance the
quality of corporate financial reporting. Thus, thgothesis can be formulated as follows:

H14 : Audit Quality reinforces the positive effectof Real Earnings Management through
Production Costs on Stock Return.

The effect of Real earnings through manipulation Dicretionary Expenses on stock return which is modated
Audit .

Raise earnings or avoid reporting negative earnargsesses can also be done by reducing discreticgepenses.
Discretionary expenses that can be reduced isdabeaf advertising, research and development cests$,cost of
sales, general, and administrative expenses sueimpfyee training and repair costs and traveleduction of
these costs at the end of the period led to acsqayable was reduced below normal and the impatiepositive
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performance of the stock. Midiastuty and Machfog&03), stating that earnings management may haesft, not
always opportunists. Audit quality is seen as th#ita to enhance the quality of corporate finamhdieporting.
Based on these explanations can be formulated hggpistis as follows:

H15: Audit Quality reinforces the positive effectsof Real Earning Management through
Discretionary Expenses on Stock Return.

Research Methods

Research design

This research is the study of causality, which is/j@e of research with the characteristic probleiva causal
relationship between two or more variables. Re$eeatisality is a type of ex post facto researctype of research
on data collected after the occurrence of a factwant. Researchers can identify the facts or eveanth as a
variable that is affected and to investigate théatdes that affect (Indriantoro and Supomo, 1999).

Operational Variables

Stock Return

Return is the result obtained from an investmertuR can be realized return that has happenexpacted return
that has not happened yet but is expected to doctire future (Jogiyanto, 2011). Stock return ie ttependent
variable in this study. Allegedly stock return \&ddlie is influenced by several other factors. Stoeturns

mathematically formulated as follows:

Systematically, the stock return (Brigham dan Homs2010)calculation is as following:
Stock return =

P1-P
Note: B
P or P, = Pric
P.ior B = Price at time t-1
D, = Dividen

Because of the financial statements has been krbwaing price on the company every year and becaasall
companies pay dividends periodically so that is s#tudy the authors used a formula stock returegaken from
Brigham and Houston (2010) to facilitate the retofmesearchers to calculate the shares.

Profitability

ROA is used to measure how effectively companigaaiixeconomic resources to make a profit. ROArati
represents the ratio of profitability in this studROA is obtained by dividing the Net Income Affieax (NIAT) to
average total assets (average total assets). R@attseematically formulated as follows (Ang, 1997):

NIAT
ROA = ————
Total Assets

Leverage
DER ratio represents the ratio of leverage or salyeatio. DER is obtained by comparing the valtiotal debt to
total equity. In matemaris DER written by the feliag equation (Ang, 1997):
Total Liabilities
DER =

Total Equity

Liquidity
Current Ratio (CR) is used to measure the abilityusrent assets to cover current liabilities ($tierm liabilities)
of the company. CR ratio represents the ratiogafidlity in this study. CR is obtained by dividingreent assets by
current liabilities (short-term liabilities). CR meematically formulated as follows (Ang, 1997):

Current Asse
CR =

Current Liabilities
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Efficiency
Total Assets Turnover (TAT) ratio is used to measte efficiency of the use of all assets to gapeaaevel of
sales. TAT ratio represents the ratio of activitythis study. TAT obtained by comparing the salegt/ revenue
(sales / net income) with total assets / assetthénaatically TAT written by the following formuladfg, 1997):

Net Income

TAT =
Total Assets

Real Earning Management (REM)

Based on Dechow et al. models (2000), Roychowd{R2096) illustrates that normal operation cash flews linear
function from sales and sales movement in a peRegrression should made before getting in in hygeithtesting
to get normal operating cash flow. Regression méatetnormal operation cash flow replicate from Rogwdhury
(2006) research as follows:

CFO/Aw =ag + ag(1/A¢7) + Po(S/AL) + BAS/AL) + &

CFOt/At-1 = Operation cash flow in t year scalethviotal assets in t-1 year.

a(1/At-1) = Intercep scaled with total assets inyehr pada tahun t-1, with the purpose
of operating activity cash flow does not have aigadf O when sales and
sales lag is 0.

St/ At-1 = Net sales in year t scaled by total tssatyear t-1

St-1/ At-1 = Net sales in year t-1 scaled by tasdets at year t-1

Therefore, this study will use abnormal activittesh flow, then for each abnormal activities désiv observation
year (ABN_CFO) is the difference of actual openatiash flow activities value which scaled by onarymtal
assets before testing less the cash flow activitiesr normal operations that calculated using thgneated
coefficients of the above equation models..

Production above normal levels of operating comgifoverproduction) in order to report the cosgobds sold
(COGS) lower is one of way the management use tdpukate earnings through real activity manipulatidCost of
production is the sum of cost of goods sold (CO@8&) changes in inventoriedlNV) throughout the year.
Researchers like Roychowdhury (2006) used the mtmdekstimate normal production costs with the regjomn
formula as follows:

PRODVA;1 = ag + ay(1/A¢) + B1(S/AwL) + PoA(AS/AL) + B3(AS.1/AL) + &

PROD : production cost in year t, wherein PRGDCOGS + AINV..

Ai1l : total assets in year t-1

S :salesin yeart

AS : sales in year t less sales in year t-1
AS.; : sales movement in year t-1

a0 : konstanta

& : error term in year t.

Similarly with the operating activities cash floggefficient value of the estimated regression éqoatbove is used
to calculate the normal value of the productiornt.cbbus, abnormal production costs (ABN_PROD) itaoted by
subtracting the value of the actual production £aghich scaled by total assets one year prior ¢éoptriod of
testing with normal production costs are calculatsithg the estimated coefficients of the above tguanodels.

To calculate the normal level of discretionary enges, following researchers used regression mbdeképlicates
from research Roychowdhury (2006):
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CFOJ/AL1 =00 + ay(1/Ar) + Bu(S/AL) + BAS/AL) + &

DISEXPt . discretionary expenses in year t
At-1 : total assets in year t-1

St :sales in year t

10 : konstanta

Ot :error termin year t

Discretionary costs are defined as the sum of ts of advertising, research and development exgserselling

expenses, general and administrative expensesvale of the estimated coefficients from the regj@s equation

above is used to calculate the normal value of reiemary costs. Thus, abnormal discretionary egpen
(ABN_DISEXP) is obtained by subtracting the valdethe actual cost of discretionary scaled by teisdets one
year prior to the test period with normal discretiny costs which calculated using the estimatedfic@ants of the

above equation models.

Subramanyam (1996) divides income into three corapts) namely operating cash flow, a non-discretipna
accruals and discretionary accruals, that all treemponents are responded by the stock marketctieleof
discretionary accruals by a company can resultniringrease or decrease in earnings, making imvestould
respond to stock market prices. Moreover, accortbn§ubramanyam (1996) if the market can distirtgbistween
opportunistic and efficient discretionary accrudiksn opportunistic discretionary accruals will legatively related
to stock returns and discretionary accruals wfltefnt positively related to stock returns.

Audit Quality

According Titman and Trueman (1986), Beauty (198@)jnsky and Rotenberg (1989), and Davidson and Neu
(1993) in Widiastuty and Febrianto (2010), audialiy measured by the accuracy of the informatieported by
the auditor. Audit quality is determined from auckipabilities to reduce noise and bias and imptbedineness on
accounting data (Wallace, 1980 in the Widiastuty Babrianto, 2010).

Quality audit is an audit carried out by a competerd independent person. Competent auditor isutitétor who

has the technological capability, understand arément the proper audit procedures, understandisedhe find
the correct method, etc. Instead, an independetitoawvill independently report if finds a violatio Probability of
any violations depends on their level of competebmAngelo (1981b) in Widiastuty and Febrianto @pfound

that only two qualities possessed by large accogrfirms (Big 8 at that time). This opinion is sapied by Lee
(1993) in Widiastuty and Febrianto (2010). Accogiin Lee, if the auditor and client both are refally small size,
then there is a large probability that income Wwéldepend on the auditors' audit fees paid bytslidherefore, this
small auditor will tend to be independent of thierl. Conversely, if the auditor is large accougtfirm, then it

tends to be more independent of their clients, hdretarge or small sized client. Therefore, thee sid the

accounting firm was later widely accepted by reslears of accounting and is widely used as a measuaedit

quality. In the past it was the big eight accougfinms that have shrunk to four today.

Samples are divided into two groups, the compaaighted by Big 4 accounting firm and the compairieg are
not audited by Big 4 accounting firm. If the compas audited by Big 4 accounting firm, the auditltity is high,
and if it were not audited by Big 4 accounting fijrtine quality is low. Many studies have found thadlit quality is
positively correlated with the credibility of thaiditor and negatively correlated with financial egfng errors.
Score 1 is for companies audited by big 4 accogntim, and 0 is for companies that are not audhgdig 4
accounting firm.

Research model

The method used in analyzing the variables in #tigly is using multiple linear regression. Multiglaear
regression is a linear regression model of the nldgrat variable is a linear function of several peledent variables
(Ghozali, 2011).
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Model 1:

RET:= a + h. ROA; + b,. CR; + b. DER; + b,. TAT; + b. REM_BPROLR + bs. REM_AKQO; + b,
REM_DISEXR, + bg. KA+ bg. ROA.KA; + byo. CR.KA; + by1. DER.KA; + byo. TAT.KA;; + bys.BPROD.KA,
+ 4. CFO.KA; + bi5. DISEXP.KA; + &

Model 2:
RET= a + h. ROA; + bp. CR; + bs. DER; + by. TAT; + bs. TOT_REM + RB.KA;+ b,.ROA KA, + bs.CR.KA; +
bo.DER.KA; + byo. TAT.KA; +TOT_REM.KA; + &

RET = Stock Return

a = constant

b = coefficient of the regression line

ROA = Return On Asset

CR = Current Ratio

DER = Debt To Equity Ratio

TAT = Total Asset Turnover

REM_BPROD = Real Earnings Management Through Promu€osts
REM_AKO = Real Earnings Management Through Opega@iash Flow
REM_DISEXP = Real Earnings Management Through Rismnary Fee
KA = Quality Audit

TOT_REM = Total Real Earning Management

SGRO = Sales Growth

Size = Size Company

e = standard error

Audit quality measurement is using a scale dummmyafalit quality, value O for KAP Non Big Four andeofor

KAP Big Four. Variable p- b;s In model 1 and variablesb byg in model 2 the value 0 if the company uses non big
four KAP.

Tabel 1- Purposive Sampling Research Sampling

No Purposive Sampling Jumlah
1. | Manufacturing company list 165

2. | Less manufacturing company which is not comglet#ata in 5 years in a row. (2010-2014 (49
3. | Companies that suffered losses in the years-201@ (52)

4. | Bookkeeping in US Dollars (8)

5. | Does not provide a complete set of financiakstents )

6. | Total 49

Result and Discussion
Descriptive Statistics

Results of descriptive statistical process dag@dsessed with IBM SPSS Statistics 19 program @asden in the
table below:
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Tabel 2.Descriptive Statistics

Variabel Min Max Mean Std_Dev

Stock Return -1.483 2.261 0.300 0.523
CR 0.208 7.727 2.425 1.540
DER 0.104 5.152 0.887 0.776
ROA 0.001 0.715 0.122 0.113
TAT 0.002 0.956 0.163 0.149
SalesGrowth -0.535 2.049 0.152 0.229
Size 11.267 19.279 14.479 1.736
REM_AKO -0.359 0.774 0.000 0.143
REM_PROD -0.367 0.729 0.000 0.143
REM_DISXP -0.500 0.930 0.000 0.245
TOT_REM -0.831 1.790 0.000 0.432

Classic Assumption Testing
There is no problem in classic assumption testingthat the regresission can be continued as ieeath the
BLUES assumption.

Hypothesis Testing

Following table showing the result of the test froradel 1 and 2.

Tabel 3 Hasil Uji Hipotesis

Model Model
1 2
Coefficient t p- Coefficient t p-
value value
Constant -0.415 -1.355| 0.089 0.226 0.328 0.3[72
CR 0.007 0.228 0.410] -0.061 -0.92¢ 0.178
DER 0.015 0.275 0.392| 0.087 0.726 0.235
ROA 5.702 3.429 0.001] -0.425 -0.424 0.336
TAT -3.082 -2.008 0.023| 0.308 0.945 0.173
Sales Growth 0.349 2.395 0.009 0.094 0.449 0.327
Size 0.034 1.591 0.057] -0.005 -0.119 0.4%3
REM_AKO 7.160 1.946 0.027
REM_PROD -6.906 -1.876 0.031
REM_DISXP -0.181 -1.008 | 0.158
TOT_REM -0.295 -1.574 | 0.059] 0.192 0.710 0.240
CR_Kua 0.092 2.929 0.002 0.065 0.758 0.225
DER_Kua -0.019 -0.160 0.4377  -0.003 -0.012 0.495
ROA_Kua 0.338 0.089 0.465 0.437 0.314 0.377
TAT_Kua -0.491 -1.162 0.436| -0.706 -0.653 0.257
REM_AKO_Kua -5.296 -3.004 | 0.002
REM_PROD_Kua 5.08 2.711 0.004
REM_DISXP_Kua 0.129 0.042 0.313
TOT_REM_Kua -0.400 -1.016 0.156
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The results of the test

1) First Hypothesis

The first hypothesis examine the influence betwestorn on assets (ROA) and Return on Equity. Basedhe
above table, it can conclude that the variablernetun assets (ROA) with a significance level ofdd.Owhere 0.001
values is < 0.05, with a beta coefficient amountlng32, Therefore it concluded that Ha accepteHmrrejected,
which means Return on assets (ROA) was effectfgigntly positive on Stock Return.

2) Second Hypothesis

The second hypothesis examine the influence betiednt-to-equity ratio (DER) and Stock Return. Basedthe
above table, it can be concluded that the DER doeésignificantly affect stock returns, where vatug92 > 0.05.
Therefore it can also concluded that Ha is rejeciedHo accepted, which means that the DER varialote
significantly affect stock returns.

3) Third Hypothesis

The third hypothesis examine the influence betw@errent ratio (CR) and the Stock Return. Basedhenatove
table it can be concluded that the current ratiR)(6as no significant effect, the value amountingl0 > 0.05.
Results of this study are consistent with previmsearch by Farhan and lka (2012) with the titharicial ratios to
study the effect of stock return manufacture corgsin the stock exchange Indonesia, that resganmied that
CR have no effect on stock returns. Therefore iit @ancluded that Ha rejected or Ho accepted, wiiehAns that
current ratio (CR) variable does not significaratffect stock returns.

4) Fourth Hypothesis

The fourth hypothesis examine the influence betwieaal assets turnover (TATO) and the Stock RetBased on
the above table, Total assets turnover (TAT) védgifilave negative effect with a significance levabanting 0.023,
where the value 0.023 < 0.05, with a beta coefiice@mounting -0.876 Therefore it can be conclutted Ha
rejected or Ho accepted, which means that the Tasaéts turnover (TAT) does not significantly affetock
returns.

5) Fifth Hypothesis

The fifth hypothesis examine the influence betwé@al Earnings Management through operating cash flo
(REM_AKO) and Stock Return. With a significancedbamounting 0.027, where the value 0.027 < 0.08) &
beta coefficient amounting 1.951 which means thiatyeincrease in Real Earnings Management throyghating
cash flow (REM_AKO) variable will increase the dtaeturns amounting 1.951. Therefore it can cormtuthat Ha
accepted or Ho rejected, based on the above taldeni be said that the Real Earnings Managementighr
operating cash flow (REM_AKO) has a positive sfigaint effect to stock returns.

6) Sixth Hypothesis

The sixth hypothesis examine the influence betweesl Earnings Management through production costsstock
Return, with a significance level amounting 0.0&hgere the value 0.031 < 0.05, with a beta coeffiiceenounting -
1.883, which means that every increase of one DER variable will lower stock returns amounting 838
Therefore it concluded that Ha is rejected or Hoeated, which means variable Real Earnings Manageme
through the production cost have not positive igamt effect to stock returns..

7) Seventh Hypothesis

The seventh hypothesis examine the influence betwsml Earning Management by Discretionary Expeases
Stock Return, the result shows that Real Earningaddement through Discretionary expenses are goifisant
effect on stock returns, with a significance lewél0.158. Based on the above table, it can be aded that Ha
rejected or Ho accepted, which means that the blarideal Earnings Management through DiscretioExpgenses
not significantly affect stock returns.

8) Eighth Hypothesis

The eighth hypothesis examine the influence betwesal Real Earning Management and stock returtalTReal
Earnings Management does not have a significaeteéfn stock returns, with a significance leveD&40, which
0240 > 0.05. Based on the above table it can beleded that Ha rejected or Ho accepted, which méaaisthe
variable Total Real Earnings Management has netefie stock returns.
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9) Ninth Hypothesis

The ninth hypothesis examine the influence betwB€A which moderated by audit quality (ROA_KUA) and
return Shares, with a significance level amoun@m$5, in which 0.465 > 0.05, it means the qualityhe audit did
not moderate the positive influence of ROA withcitoeturn. Based on the above table it can be aded that Ha
rejected or Ho accepted, it can be said that thaditgjuof audit moderating variable ROA (ROA_KUA) dhano
significant effect on stock returns.

10) Tenth Hypothesis

The tenth Hypothesis examine the influence betwBebt to equity ratio which moderated by audit gwyali
(DER_KUA) and stock return, with a significancedéamounting 0.437, 0.437 > 0.05, a beta coefficéamounting
-0.018, which means that the quality of the audit bt moderate the negative effects of DER withcktreturn.
Based on the above table it can be concluded thatejécted or Ho accepted, it can be said thattiadity of the
audit moderating variable Debt to equity ratio (DERJA) had no significant effect on stock returns.

11) Eleventh Hypothesis

The eleventh Hypothesis examine the influence efdhrrent ratio which moderated by quality audiR(&UA)
and return Shares, with a significance level amaogr.002, where the value 0.002 <0.05, with a betfficient of
0.356, which means that every increase in the pumatio which moderated by quality audit (CR_KU®)II
increase the stock return for 0.356. Based on bleeeatable it can be concluded that Ha acceptddoorejected,
which means that the audit quality reinforce pwsitand significant impact on the relationship witle Current
Ratio and Return stocks.

12) Twelfth Hypothesis

The twelfth hypothesis examine the influence of aloassets turnover which moderated by audit quality
(TAT_KUA) and stock return, with a significance &vof 0.436, in which 0436 > 0.05, which means ttiezt
quality of audit does not moderate the influencéallassets turnover (TAT_KUA) and stock returnss&hon the
above table, it can be concluded that Ha rejectedooaccepted, Total assets turnover which modérayeaudit
quality variable (TAT_KUA) did not significantly dct to stock returns.

13) Thirteenth Hypothesis

The thirteenth hypothesis examine the influencevbeh Real Earnings Management Through Operatirgh Ca
Flow which moderated by audit quality (REM_AKO_KUANd stock returns, with a significance level @02,
where the value 0.002 < 0.05, with a coefficientabamounting -1.081, which means every increasednl
Earnings Through Management Operating Cash Flowehwhioderated by audit quality (REM_AKO_KUA) will
lower stock returns amounting 1.081. Based on blowetable, it can be interpreted that Ha rejeotddo accepted,
the audit quality does not moderate the Operatimghd-low Real Earnings Management (REM_AKO).

14) Fourteenth Hypothesis

The fourteenth Hypothesis examine the influencewbenh Real Earnings Through Production Cost which
moderated by audit quality (REM_PROD_KUA) and staekurns, with a significance level amounting 0.004
where 0.004 > 0.05, with a beta coefficient amaunti.028, which means that every increase in tred Rarnings
Through Production Cost which moderated by auddlity (REM_PROD_KUA) will increase the stock retar
amounting 1.028. Based on the above table, it @apdmnclude that Ha accepted or Ho rejected, quafitgudit
variable moderate positive effects Real Earningsdg@ment through Production Costs (REM_PROD_KUA) on
stock returns.

15) Fiveteenth Hypothesis

The fifteenth hypothesis examine the influence leetwReal Earnings Through Discretionary Expenseishw
moderated by audit quality (REM_DISXP_KUA) and tBtck Return, with a significance level amounting13
where 0.313 > 0.05, which means that the qualitthefaudit variable did not moderate the positiiluence of
Real Earning Management through Discretionary EgspenREM_DISXP_KUA) on stock returns. Based on the
above table, it can be concluded that Ha is rejeatedHo accepted, the quality of the audit variahlederating Real
Earning Management through Discretionary Expen&=M_DISXP_KUA) had no significant effect on stock
returns.

16) Sixteenth Hypothesis
The sixteenth hypothesis examine the influence éetwtotal real earning management which moderatealitit
quality (TOT_REM_KUA) and stock return, with a sificance level amounting 0.156, which 0.156 > 0.B&sed
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on the above table, it can be concluded that Hectejl or Ho accepted, the audit quality did not enaté the
positive influence of Total Real Earnings Managen{@®T_REM_KUA) on stock returns.

Research Disscussion

This study was conducted to examine the effect ©ARCR, DER, TAT, REM through Production Costs, REM
through Operating Cash Flow, REM through DiscramgrExpenses and Total REM as an independent Variab
stock return as the dependent variable and audlitgas moderating variable.

The following are discussions of the results ofheaariables involved in the study.

1. Effect of Profitability on Stock Return

Return On Assets (ROA) variable has a positive sigdificant effect on stock returns. This indicatiesat the value
of a company is determined by the earning powehefassets of the company. A positive result iridicghat the
increased of earnings power will also increasedetffieiency level of asset turnover, and the insezhof profit

margin earned by the company which will have andotn the increased in value of the company asdltesl in

increased stock returns. Results of this studycated that investors are still using the ReturnA3sets (ROA) to
benchmark the performance of companies that ar tespredict the total return of stocks, therefttre Return On
Assets (ROA) will show the performance of the compeose, so that that stock returns will also riEeis result

supports the research conducted by Farkhan an@042) Ulupui (2009), and Ginting (2012) which stathe same
thing that the return on assets had a positivesggrdficant effect on stock returns.

2. Effect of Leverage on Stock Return

Debt to equity ratio Variable showed no significaesults. This indicates that the debt ratio dagtsimpacted to
changes in stock returns. This result is in linhwesearch of Hutauruk et al (2014), in contraish Wrista study
(2012) which states that DER had positive and figarit effect on stock prices. The difference iskably due to
differences in sample used. Probably, it wouldlifferent if it is used to predict returns over thext five years.
Although the results are not significant, it does mean that investors can ignore the debt rate admpany. Often
the financial distress facing the company due t fiilure of debt payment. The higher proportiondebt that
causes high fixed payment, and would causing gteaf bankruptcy (Arista, 2012).

3. Effect of Llquidity of the Stock Return

CR variables showed that no significant effect tmelsreturns. CR is usually used as a measuringaoaneasure a
company's liquidity situation. This is in line witesearch conducted Thrisye and Simu (2012), Lowedt ratio is
usually considered to indicate the occurrence mfodlem in liquidation and can be interpreted agary indicator
of the inability of the company to meet its shertnt obligations. On the other hand, a companyhhata Current
Ratio too high does not mean having a good perfocaaThe high Current Ratio which means high liguidlso
shows that the companies are unable to manage dmeymto create money that eventually can reduce the
profitability of the company. Stocks with high ligity will facilitate investors to buy and sell ttehares, but the
high CR does not necessarily guarantee it will bie @0 repay loans that have matured, since thpaption of
current assets that are not in good condition Beczash excess and the proportion of accountsvedxtei and
inventory too big. This shows that the investor wiltain a lower return if the company's abilityrteeet the lower
short-term obligations (Thrisye and Simu, 2012).

4. Effect of Efficiency on Stock Return

TAT variables showed no significant effect on stoeturns. The low activities on a certain salezlevill lead to
increasing the amount of surplus funds that areeeltidd in assets that are not productive, so itleash to total
assets turnover (TAT) to be down. Other eventsccaldo be an impact on the total assets, for examvpen the
economy in not good condition or in an inflatiomddion will have an impact on stock return.

The results support of research conducted by Farldma Ika (2012), Thrisye and Simu (2013) and Aaggr
(2010), which states the same conclusion, thatdtie of the activity is not useful to measure ktogturns. Mostly
investors only see the the new assets that maresily because of the of technology effect, ifidtion condition
assets increase or decrease can cause declimekrsturns.

5. Effect of Real Earning Management through Operahg Cash Flow on Stock Return
Real Earning Management through Operating Cash Fbneble showed the positive and significant inipdbis
is similar to the research conducted by Agmarird amyetta (2011).

Real activity manipulation conducted through ogaratash flows have an impact on profit improvemémofit is
a measure of financial performance. Earnings grastitinues to increase from year to year givessitipe signal
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about the company's prospects. Manipulation ofréa activity of the company will make the companghnual
report looks proper, so the demand for shares imilieasing. Stocks higher demand shows that theehigf
market's performance. So there is a positive miahip between real activity manipulation througtemating cash
flows and market performance.

6. Effect of Real Earnings Management through Prodction Costs to Stock Return

Real Earning Management through Production Costalder had no positive effect. This contrasts witsaarch
conducted by Koyuimirsa and Prog (2012).

7. Effect of Real Earnings Management through Disa@tion Expenses to Stock Return
Real Earnings Management through discretional Es@eivariable showed no significant effect on staatkirns.
This is similar to the research conducted by Koytsemand Raharja (2012).

In this research can be known that the manipulatioreal activity through discretional expensesndt affect the
performance of the market. This indicates thatidihger or higher the manipulation practices of galvity through
discretional expenses may not be able to encow@gganies to improve market performance.

Based on previous research, there are severalne#sat lead to the manipulation of real activibed not affect the
performance of the market, one of them is realvagtmanipulation undertaken by the managementhoftsterm

performance showed good company but potentially reidluce the value of the company. This is becdhse
actions taken by manager to improve earnings ol mave a negative impact on performance (profithpany's
next period (Roychowdhury, 2006). The performareleifi the next period will result in lower compasstock

price, so that the company's value will drop.

8. Effect of Total Real Earnings Management to StdcReturn

Variable Total Real Earnings Management through r&pey Cash Flow, Production Costs and Discretional
Expenses showed that no significant effect on stettkn. This is according to research conducteBitsiyani, Et al
(2012).

9. Effect of Return On Asset (ROA) which moderatedy Audit Quality to Stock Return.
The audit quality variable does not moderate pasigffect Return On Asset (ROA) to stock returns.

10. Effect of Debt to Equity Ratio (DER) which modeated by Quality Audit to Stock Return.

Debt to Equity Ratio (DER) which moderated by QtyaAudit Variable showed negative and significafieet on
the stock return, in other words Audit Quality dowsd moderate negative relationship between Dekgtaity Ratio
(DER) with the Stock Return.

11. Effect of Current Ratio (CR) which moderated byQuality Audit to Stock Return.

Current Ratio Variable (CR) which moderated by Quaiudit showed positive and significant impact stocks, in
other words Audit Quality strengthen the positieéationship between the Current Ratio (CR) and Restiocks
significantly.

12. Effect of Total Asset Turnover (TATO) of the Svck Return moderated by Quality Audit.

Total Asset Turnover Variable (TAT) which moderatadQuality Audit showed negative and significafieet on
the stock return, in other words Audit Quality doex moderate positive influence between Total A3sgnover
(TAT) with Stock Return.

13. Effect of Real Earning Management through Opering Cash Flow which moderated by Audit Quality to
stock return.

Real Earnings Management through Operating Castv Mariable which moderated by Quality Audit showed
negative and significant impact on stocks, in otiwerds Audit Quality does not moderate positiveatiehship
between Real Earnings Management through Oper&@ash Flow which moderated by Quality Audit to Stock
Return.

Roychowdhury (2006) found that real earnings mameaye is less attract auditor's attention than treeuml-based
earnings management due to the real activity méatipa is an operational decision by the companyporduct
pricing, restrictions on spending, and productiarargities that are not the auditor’s responsibilgchow et al
(2000) research results showed that some companiggected do the manipulating earnings, capitakebar
authorities did not investigate the decisions eslato pricing and production. Moreover, manipulatiof real
activity usually performed by companies with poimahcial performance, the purpose is to achievéitpiargets
slightly above zero. Therefore auditor will not payuch attention to the manipulation of real acyivtince
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corporate profits will not be too high amount. Zaino Cohen (2010) research results showed that udeas who
have a high level of vigilance was not able to dietke real earnings management conducted by dliRatimono,
2010).

14. Effect of Real Earnings Management through Progction Costs which moderated by Quality Audit to
Stock Return.

Real Earnings Management through Production Cobishvmoderated by Quality Audit Variable showedifes

and significant impact on stocks, in other wordslid@uality moderate the positive relationship betw the Real
Earnings Management through production costs amckReturn.

15. Effect of Real Earnings Management through Digetion Expenses which moderated by Quality Audit to
Stock Return.

Real Earnings Management through discretionary resgee which moderated by Audit Quality Variable sbdve
positive and not significant effect against Shares,other words Audit Quality does not moderate ateg
relationship between Real Earnings Management gfiraliscretional Expenses with Stock Return.

Roychowdhury (2006) found that real earnings mamesge is less attract auditor's attention than treeual-based
earnings management due to the real activity méatipa is an operational decision by the companyporduct
pricing, restrictions on spending, and productiarargities that are not the auditor’s responsibilgchow et al
(2000) research results showed that some compauniggected do the manipulating earnings, capitalkebar
authorities did not investigate the decisions eslato pricing and production. Moreover, manipulatiof real
activity usually performed by companies with poimrahcial performance, the purpose is to achievéitpiargets
slightly above zero. Therefore auditor will not paeych attention to the manipulation of real acyivtince
corporate profits will not be too high amount. Zaino Cohen (2010) research results showed that udeas who
have a high level of vigilance was not able to detke real earnings management conducted by dliReatimono,
2010).

16. Effect of Total Real Earnings Management whiclmoderated by Quality Audit to Stock Return.

Total Real Earnings Management which moderated ugliy Audit Variable showed negative and not Sigaint
effect on stocks, in other words Audit Quality doest moderate the positive relationship betweeralTReal
Earnings Management with Stock Return, it is i mth research conducted by Fitriyani, Et al (2012

According to Roychowdhury (2006) and Cohen and &arg2010) argue that earnings management in ez |
attract auditor’s attention than earnings managérbesed on accrual basis, because of the manipulafi the
activity of the real is an operational decision thg company on product pricing, restrictions onnsjireg, and
production quantities are not be the auditor's orsibility. Research results Dechow et al. (1998)vged that the
investigated companies suspected of manipulatingregs, capital market authority-even (in this ctdse SEC) did
not investigate the decisions related to pricing @noduction. Moreover, manipulation of real adfivusually
performed by companies with poor financial perfoncewith the sole purpose of achieving profit tésgaightly
above zero. Therefore auditor will not pay muclertibn to the manipulation of real activity, sirm@porate profits
will not be too high amount. Therefore auditor witit pay much attention to the manipulation of @ealvity since
corporate profits will not be too high amount. Z&i® Cohen (2010) research results showed thatudéaxs who
have a high level of vigilance was not able to dietke real earnings management conducted by dliRatimnono,
2010).

Conclusions And Implications

Conclusion

This study was conducted to prepare the empiriddleace regarding the factors that affecting statkrns such as

fundamental characteristics, Real Earnings Managemed Audit Quality. Based on the research that leen

done, the researcher can conclude that:

. Return on assets (ROA) has a positive impastack returns.

. DER does not significantly affect the stock ratu

. Current ratio (CR) does not significantly affetick returns.

. Total assets turnover (TAT) does not have pasiifect on stock returns.

. Real Earnings Management through operating t@sthave significant positive effect on stock nets.

. Real Earnings Management through the producti@h does not have positive effect on stock returns

. Real Earnings Management through DiscretionaqyeBses Variable does not have significant effact o
stock returns.
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8. Total Real Earnings Management Variable haveffext on stock returns.

9. Quality audit does not moderate positive effettveen ROA and stock returns.

10. Quality audit does not moderate the negatifexctsf between debt-to-equity ratio and stock return

11. Audit quality strengthen positive relation effbetween Current Ratio and stock returns.

12. Audit quality does not moderate the positiieafbetween Total assets turnover and stock return

13. Audit quality does not moderate the positivieaf between Real Earnings Management through the
Operating Cash Flow and stock returns.

14.Audit Quality moderates the positive effectdRefal Earnings Management through Production costs a
stock returns.

15. Audit quality does not moderate positive effettReal Earnings Management through Discretionary
Expenses and stock returns.

16. Audit quality variable does not moderate pusitéffect of Total Real Earning Management andkstoc
returns.

Limitation of the research
This study has several limitations, such as:

1.

Due to the limited time and ability possessedthy author, the research objects were limited datythe
company that categorized as manufacturing compahigch is contained in IDX Fact Book 2010 until 2014
which published their financial statements for @rgein a row for period 2010 to 2014. The resuli
different if the sample size is more bigger.

. The object of the study issues are also limitethe fundamental factors and real earnings mamagewhich

moderated Quality Audit lited in Indonesia StoclcRange.

Implications

Managerial Implications

Based on these results, return on assets (ROA),HReaings Management through operating cash flald), the
Current Ratio which moderated by audit quality (BR) and REM Through Production Costs which modeddig
Audit Quality (REM_BPROD_KA) can be used as mogn#icant benchmarks in determining the amountto€ls
returns.

Further Research Implications
Based on the above limitations of the study, thian@s hope that subsequent research can pay atteotiother
factors that can be considered to make improvements

1. Extending the research object to cover all commaligted on the Indonesia Stock Exchange, in otaler
obtain more accurate results and can represent coanplete information about stock returns.

2. Increase the time period of observation in ordeddliver better results and accurately, in ordesege the
consistency of the research data.

For further research it is better to exclude otfetables that allegedly have an influence on stetkrns such as
the age of the company, collateralized assets et gariables that affect stock returns.
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