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Abstract: The Government of Indonesia through the Ministryrofance shall regulate the audit
services with the issuance of Decree of the MinisfeFinance No. 423 / KMK.06 / 2002 on
Public Accounting Services, which was subsequartysed by KMK No. 359 / KMK.06 / 2003
with the aim to realize a professional public actant and independent public accounting firm.
Regulatory reforms were carried out in the waketla# globalization crisis in 2008 in the
implementation of Law No.5 of 2011 and lastly, alssued Government Regulation No.20 of
2015.

Based on the audit department's data (2017) fourehwhe enactment of Law No. 5 of 2011, the
number of public accounting firms that received niag sanctions increased and over time
decreased. This indicates an improvement throughattdit regulation. In addition, through the
enactment of Government Regulation No.20 of 20b8ndl the existence of a violating public
accounting firm so that it is subject to freezirgnations in June 2015 and sanction of revocation
in December 2015.

The same impact also applies to public accountartere in the period of application of
Regulation of the Minister of Finance No.17 of 2@B8re is only one freezing sanction on Public
Accountant. This is because there is no criminatsan in the audit regulation. However, in the
period of the implementation of Law No. 5 of 201fiere was an increase in the number of
sanctions against public accountant, although istilhn insignificant number. In the period of
enactment of Government Regulation No.20 of 20b&re is an increase in the number of
sanctions against public accountant compared t@rtigous regulation. And after the 2017 OJK
regulation strengthens Government Regulation Nof2B015, the number of sanctions on public
accountants increases significantly in the firshester of 2017. This indicates that the enactment
of the latest audit regulation proved to improve tjuality of audit through the early and broadly
detection of audit service violations.

In agency theory, agency relationships can leaddonflict of interest that is when the manager as
an agent performs an opportunistic act of doingniegs management in order to achieve targets
charged by the principal (Meisser et al, 2006).sThan occur because of the information

asymmetry between the principal and the agent irctwthe agent knows more information than

the principal and vice versa. The conflicts of iett can be minimized by a mechanism capable of
aligning the interests of shareholders as ownetl mianagement interests. This mechanism is
known for corporate governance in running its bes It is expected that the corporate control
mechanism is effective through the monitoring rble the board of commissioners and audit

committee (Dechow et al, 1995). The role of corpmgovernance as an internal factor of the firm

in limiting or reducing earnings management adgsitKlein, 2002; Xie et al., 2003).

Beside that in the agency theory, an independetitaus a third party capable of safeguarding
the interests of principals and agents in managorgorate finances where independent auditors
can perform monitoring functions of agency workngsia means in the form of financial
statements (Setiawan, 2006). An auditor teststhie@figures for financial statements used in the
contract have been calculated in accordance witlicable procedures, and the possibility of
violations in the terms set out in the contract /and Zimmerman, 1986). The audit of financial



54 Prayogo and Agoes / OIDA International JourngSastainable Development 10:10 (2017)

statements by the public accounting firm has a todng role in testing the credibility of
accounting information generated by the agent stogwovide a fundamental role in ensuring
reliable financial reporting with reduced agencgtsdJensen and Meckling, 1976;Imhoff, 2003).

This study was to examine the role of audit regatabn the effect of corporate governance and
audit quality on earnings management. This studyremed using structural equation modeling
method with the approach of partial least squaB®&M-PLS). And also analyze differences test
by using One Way ANOVA where is use to examinedifferences audit regulation period on the

effect of audit quality on earnings management sgfbre and after implementation of Act No.5,

2011 and Government Regulation No 20, 2015. Theareb sample is purposive with a total of
79 manufacture companies listed on the IndonesiekSExchange in period 2008-2015 with 480

observation years.

The results showed a significant and negativeicglship between independent commissioner and
earnings management, while audit committee andireggnmanagement shows no significant.
Audit quality influences negatively and significgnbn earnings management. Beside it, One
Way ANOVA test shows that audit quality influencesgatively and significantly on earning
management especially in implementation of audjulaion during period 2008-2010 and period
2011-2014. Overall, research conclude that the gdmof audit quality is significantly effect on
earnings management mitigation in companies.

Keywords: audit regulation, audit quality, corporate goverte, earnings management
I ntroduction

he Government of Indonesia through the MinistryFimfance regulates the audit services with the reseiaf

Decree of the Minister of Finance No. 423 / KMK.02002 on Public Accounting Services, which was

subsequently revised by KMK No. 359 / KMK.06 / 20@&h the aim to realize a professional public
accountant and independent public accounting fiRegulatory reforms were carried out in the waketraf
globalization crisis in 2008 in the implementatiof Act No.5 of 2011 and lastly, also issued Govesnm
Regulation No.20 of 2015.

Based on data from Finance Profession Supervisente€ (Pusat Pembinaan Profesi Keuangan- PPPK)stiin
of Finance (2017) on the implementation of Act Naf 2011, we found that the number of public actimg firms

which received warning sanctions increased and tiwer decreased. This indicates an improvemenudit guality

through the audit regulation. In addition, throulgh enactment of Government Regulation No.20 o52@% found
the existence of a violating public accounting fism that it is subject to freezing sanctions ineJ@2015 and
sanction of revocation in December 2015.

The same impact also applies to public accountah&se in the period of application of Regulatiorttoé Minister

of Finance No0.17 of 2008 there is only one freezagction on Public Accountant. This is becauseetli® no
criminal sanction in the audit regulation. Howeuarthe period of the implementation of Act Noo62011, there
was an increase in the number of sanctions agpirsic accountant, although still in an insignifitaaumber. In
the period of enactment of Government Regulatior2Bl@f 2015, there is an increase in the numbesaattions
against public accountant compared to the previegslation. And after the 2017, the Regulation e€\8ities and
Exchange Commission (known as Otoritas Jasa Kewar@dK) No.13 of 2017 has strengthen Government
Regulation No.20 of 2015, the number of sanctiampublic accountants increases significantly infitet semester

of 2017. This indicates that the enactment of #iest audit regulation proved to improve the quatit audit
through the early and broadly detection of auditise violations.

In agency theory, agency relationships can lead tonflict of interest that is when the manageraasagent
performs an opportunistic act of doing earnings agament in order to achieve targets charged byptineipal
(Meisser et al, 2006). This can occur because efrtformation asymmetry between the principal dmagent in
which the agent knows more information than then@pal and vice versa. The conflicts of interesh dze
minimized by a mechanism capable of aligning therasts of shareholders as owners with managemisnests.
This mechanism is known for corporate governanawiiming its business. It is expected that the @@te control
mechanism is effective through the monitoring tmyethe board of commissioners and audit commitBEzow et
al, 1995). The role of corporate governance asnégrrial factor of the firm in limiting or reducingarnings
management activities (Klein, 2002; Xie et al., 200
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Beside that in the agency theory, an independetitaus a third party capable of safeguarding ithterests of
principals and agents in managing corporate finemdeere independent auditors can perform monitdiingtions
of agency work using a means in the form of finahstatements (Setiawan, 2006). An auditor teststtte figures
for financial statements used in the contract Hae@n calculated in accordance with applicable phows, and the
possibility of violations in the terms set out imetcontract (Watts and Zimmerman, 1986). The aafditnancial
statements by the public accounting firm has a toang role in testing the credibility of accourgiinformation
generated by the agent so as to provide a fundaiesié in ensuring reliable financial reportingtivireduced
agency costs (Jensen and Meckling, 1976;Imhoff3200

Literature Review

Jensen and Meckling (1976) describe agency rekttipe within agency theory that a company or eristya
contractual nexus of the contract between the owh#ére economic resource (principal), the owneslaareholder
of an open company, and the manager (agent). Eatividual in the contract has an incentive to mazertheir
respective interests thereby generating agencysctigtt can reduce the value of the company (Waits a
Zimmerman, 1986). The problem of agency relatigmsiéed to the occurrence of information asymmetry the
conflict of interest due to the inequalities of poéMeisser, et al., 2006) that triggered earningaagements
activities from management (as an agent). Oppatienearnings management is one of the forms afi@geosts.
This is because managers try to hide company pedioce from parties outside the entity so it's eéasyontrol the
private benefit (Leuz et al., 2003). In order teemome or reduce earnings management activitiesptimcipals
require an independent third party as a mediatéwden the principal and the agent, through the aratp
governance mechanism and the quality of auditopadd by the independent auditor.

Relationship between Corporate Governance and Ear nings M anagement

According to agency theory, earnings managemerivitees can be limited by a quality of good corpmra
governance that can align the interests of vanmarties. Corporate governance is a mechanism émabe used by
shareholders and corporate lenders to control @neiregs management activities undertaken by manegerithe
good quality of corporate governance is expectdokta barrier to earnings management activitiessso improve
the quality of financial statements. In this stuthe proxies used for corporate governance arejtiadity of the
board of commissioners and audit committee.

Xie et al (2003) examines corporate governance madagement behavior in listed companies in the 108ks
exchange with emphasis on corporate governance aneths on the number of meetings held by board of
directors, executive committees and audit comnsttegrevent earnings management behavior. How@aecello
and Neal (2000) conclude that the earnings managierehavior can be reduced if the competence and
independence of the audit committee are maintaiRatha and Jensen (1983) state that non-executi@etalis can
act as intermediaries in disputes that occur betirgernal managers and oversee management padieteprovide
advice to management. Proven in Nasution and Satigi2007) research concludes the composition ofdoof
commissioners affecting earnings management desuitegatively.

H1la; Boards of commissioner negatively influencamihigs Management

H1b; Audit Committee negatively influences Earnibdsnagement

Relationship between Audit Quality and Earnings M anagement

De Angelo (1981) defines audit quality as a prolitghivhere an auditor finds and reports a violatiorthe client's
accounting system. In the Public Accountant Pradesd Standard (2011) states that public accoustard in a
responsible manner to be aware of the charactayiatid types of potential material irrelevant, éfation to the
audited areas, so that public accountants cantipdgnaudit to provide reasonable assurance irctetelrregularity
of the material. Qualified auditing process will dlgle to provide adequate protection and confidéhnatfinancial
statements are free of material misstatement, vehetiused by mistakes or fraud.

Audit quality can also be a predictor that can oedaarnings management actions (Chen et al, 20U8n¢ et al,
2011; Sharma et al, 2011). Firth and Liau Tan (3328 that the quality of the audit is often asatwd with the
size of the public accountant's office which is sidered to be of superiority in four dimensionsmedy: (1) the
large number and variety of clients handled byphblic accountant office; (2) the variety of seegcoffered; (3)
extent of geographical coverage, including inteéomatl affiliation; And (4) the number of audit dtaf a public
accounting firm. Knechel et al (2007) finds thaerth is an indication of the lack of auditor indegemce in
conducting audits, because of the length of worfagement with the client and its findings indictlie weak
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influence of the auditor's turnover on the increaséecrease in audit quality. Stein and Cadma3R€ind that
auditors specializing in client industry will pra\d high quality auditing.

Previous research results have documented thagla didit quality was able to reduce corporate egmi
management (Jordan, Clark & Hames, 2010; Yasa3)2Uhe results of the study conclude that auditoesable to
detect client-based accrual-based profits so tmataiuditors make restrictions on aggressive acaoebunting
(Chen et al., 2005; Chiang et al, 2011; Sharm# €041).

H2; Audit Quality negatively influences Earnings hgement

The Role of Audit Regulation on Earnings Management before and after Indonesia Act No 5 of 2011 and
Indonesian Gover nment Regulation No 20 of 2015.

In order to improve the quality of the audit, ttevgrnment issued several regulations governingteesight of the
quality of audit services performed by the public@unting firm through Decree of the Minister oh&nce No. 423
/ KMK.06 / 2002 in 2002, then revised by Ministérranance Decree No. 359 / KMK.06 / 2003 year 2003.
During the global crisis in 2008, the governmenigsed its regulatory regulation with Regulationtioé Minister of
Finance No. PMK No.17 / PMK.01 / 2008. In the audgulation revision, article 3 is emphasized anristriction
of the provision of audit services whereby the pubtcounting firm is limited to a maximum of siears and the
public accountant is limited to a maximum of thyears. Restrictions on audit periods are expectezhhance the
independence of auditors and public accountantgusiit quality is better and lack of dependency kmdj-term
engagement with audit clients.

However, over time, there has been a significasé ¢a Indonesia Capital Market which is a case lwing several
public go public such as PT Bakrie & Brothers TEBNEBR), PT Bakrie Sumatra Plantations Thk (UNSP), PT
Energi Mega Persada Tbhk (ENRG), and PT Benakableatn Energy Thk (BIPI). In this case it was fouhdt the
manipulation of the interim financial statementssveaviolation of accounting on deposit revenue ahiBCapital
Indonesia (REA). This accounting violation shoudditentified by Public Accounting Firm when audifibecause
there is only one Public Accountant Office auditBiyBR, UNSP and ENRG. Through Securities and Exgban
Commission (SEC), the Government issued SEC DeldmeKep-86 / BL / 2011 dated on 28 February 2011.
Enacted by Act No. 5 of 2011 effective from May2811 where the Act has a heavier law enforcemamheht
than the previous regulations because the Law agggilthe existence of Penal Code for Public Acaniatand
Corporations in article 55 where in the event o&ficial manipulation it shall be punished with impnment for a
maximum of five years and fined of not more thaf &tlllion Indonesian Rupiah.

The Act No. 5 of 2011, however, did not provideleac limitation on the details and the timing obywiding audit
services by a public accountant. Practically, isvi@und that the adoption of Act No. 5 of 2011 ba timing of
public accountant auditing can only be implementedl in the Sole Proprietorship Public Accountafism.
However, within the Partnership Public AccountainirFor Public Accounting Firm that has more tham étartner,
the implementation of Act No. 5 of 2011 still hatoaphole in the limiting period of public accountassignment,
which was found a public accountant who wantedxtered the term of the audit assignment, it was ootetl by
adding another public accountant at a particulddiPAccountant Firm, such as, the AB Public Acctaum Firm
became ABC Public Accountant Firm and then wheragsignment of a public accountant will be exhalstgain,
it will again be done by adding a public accountmoin the ABC Public Accountants Firm became ABCOb
Accountant Firm. This condition can threaten theeleof independence of public accountants. Withhsac
phenomenon, the Government immediately imposes @ment Regulation No.20 of 2015, which in Articled
and 11 does not limit the term of audit servicegasaent to the Public Accountant Firm, but ratheruses on the
limitation of the appointment of auditors by thebRa Accountant only for a maximum of 5 (five) ysaand may
return the audit service within 2 (two) years lat€hrough the implementation of this regulatione tlevel of
independence of public accountants as assessaadinreports is better and accountable to theipublis also
perceived as important and urgent by the Finar®eml/ices Authority, so SEC through Regulation POIK13 /
POJK.03 / 2017 also includes the limitation of #mpointment of a Public Accountant audit servicenakimum
three years and may re-provide its audit serviftes o years conduct non audit service (coolifigeeriod).

Some previous studies have found regulatory assomsawith earnings management forms. Cohen ¢2@a08) and
Cohen and Zarowin (2010), for example, found thiatrathe release of regulations through the SOX iact
America, the behavior of earnings management ataendhthe tendency to meet the profit target desm@abut the
behavioral management profit management behavitwably increased compared to the previous peridtbuZ
(2008) also found evidence that after the enactnoéntegulations in audit services and public conigsin

America, the company not only became more condseeyaiut also reported lower absolute discretiorsrgruals.
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Cohen et al. (2008) and Cohen and Zarowin (201G)doa shift in the pattern of earnings managemehttior
from accruals to real transactions after the SOXigsued.

Based on the above empirical evidence of the stiidan be concluded that the implementation ofedént audit
regulations may affect the relationship betweeritajuhlity and earnings management.

H3a; Audit Regulations have a role in the effectaoflit quality that negatively impact earnings nug@maents
before Act No.5, 2011 (for a period 2008 to 2010)

H3b; Audit Regulations have a role in the effectaaflit quality that negatively impact earnings ng@maents in
period of implementation Act No.5, 2011 (for a per2011 to 2014)

H3c; Audit Regulations have a role in the effectaaflit quality that negatively impact earnings nggmaents in
period of implementation Government Regulation W@m22015. (for period 2015)

Corporate H1
Governance
X1 Earnings
Management
Y)
Audit Quality H2
X2)
H3
Audit Regulation
Figure 1

Conceptual Framework
M ethod

The populations are companies in the manufactwtisevhich has been listed on the Indonesia Stbahange
(BEI). The units of analysis used in this study everganizations, namely the go public company #natselected
based on purposive sampling method. Samples whkretesg based on suitability to the characterisiicthe sample
criteria specified such as companies listed in hedia Stock Exchange in 2007 and the company r®listing in

stock exchange. Total samples are about 69 lisiegbanies with 480 observation years in period 22085.

Earnings Management was measured using perforrmaatshed discretionary accrual model based on Kioéta

al (2005); Corporate Governance was evaluated uSimigporate Governance Check List based on Hermawan
(2011) which consists 17 indicators of Boards ahoassioner and 11 indicators of Audit Committsed appendix

1); and Audit Quality was measured Audit Quality thiless Score(AQMS) based on Herusetya (2012). AQMS
consists of public accountant firm size; industgpécialty; tenure of the public accountant firngdiaassignment;
and the willingness and accuracy in reporting awgitnion going concern. The value of AQMS scores is
increasingly reflecting the higher audit quality.

Model analysis of the data testing was performedthyctural equation modeling with approach patéakt squares
(SEM-PLS) that supported by SmartPLS 3.0 as statisbl.And also analyze differences test by ustme Way

ANOVA where is use to examine the differences atelijulation period on the effect of audit quality @arnings

management such before and after implementatiohcoiNo.5, 2011 and Government Regulation No 20 @3

that supported by SPSS 22.0 as a statistic tool.

Results

This study used 480 observation years of manufaatompanies listed in Indonesian Stock Exchang&)IIn
descriptive statistics, it shows that audit comaeittnd boards of commissioner are the highest fetween all
variables (see table 1).
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Table 1: Descriptive Statistics

N Minimum Maximun Mear Std. Deviatiol
Boards of commissioner 480 0.94 253 1.77 0.28939
Audit Committes 48( 1.00 3.00 2.1¢ 0.55867
Audit Quality 480 0.00 1 0.34 0.29900
Earnings Management 480 -0.62 0.42 -0.0681 0.15302]
Valid N (listwise) 480

Empirical Tests

In SEM-PLS, there are some tests such as outer Imoder model and hypothesis tests. On outer-mesil
variables consider valid if t-statistics of its icators are more than 1.96 (Chin, 1998; Hair e@1,1). It means that
indicators can reflect on a variable.

Evaluation of outer model test concludes that Idicators of the Board of Commissioners indicatenificance
with t-statistic above 1.96. This means that alli¢gators used to reflect the variable of boardahmissioners are
valid. Among the 17 indicators, the NC indicatorofhinating Committee) is stronger reflecting the rdoaf
commissioners with a t-statistic value of 4.947r Radit Committee, there is only one significantlicator of 11
indicators. That was EKL (Complete Committee Evabrg with a t-statistic value of 2,320 (t-stats®@). This
means that only audit committee evaluation indicatan reflect audit committees. Lastly, for Au@itality and
Earnings Management variables are not obtainedtistts results because it only uses 1 indicatoickvcan't be
processed by statistical tool SmartPLS 3.0.

In inner model, it tests how well the observati@iue is generated by the model and also estimstgmiameters.
The result shows that Earnings Management variaddeinfluence with the predictive strength of therall model
of 0.328 or 32.8%, while 67.2% is influenced byestifiactors or variables that are not included i& dguation
model.

One-tailed hypothesis test is done by looking atualue of t at 95% confidence level (significateeel of 0.5%)
and the path coefficien) on each of the hypothesized relationship betwenvariables. Based on the rule of
thumb, hypothesis is tested significantly if t-vais more than 1.64 (Hair et al, 2008).
Below is a table of test results of the calculat@mrtput relationship between variables that arel usetest the
hypothesis:

Table Hypothesis Tests

Hypothesis Estimation t-value Test Results

Hla : boards of commissiongearnings Significant
management -0.318671 | 3.836800

Hlb: audit committee ->earnings No
management -0.001378 | 0.009998 significant
H2 :audit quality> earnings management 0.220101 | 2436574 Significant
H3a :audit quality> earnings management Significant
(period 2008-2010) -0.230421 | 1.986572

H3b :audit quality> earnings management Significant
(period 2011-2014) 0.310104 | 1.993521

H3c :audit quality> earnings management No
(period 2015) -0.002163 | 1.435534 significant

*one tailed,a = 5%

The results showed a significant and negative iogighip between boards of commissioner and earnings
management, while audit committee isn't significartten, this result also showed that a signifiGamd negative
influences of audit quality to earnings managenwesrall. Besides that, this result also showed #haignificant
and negative influences of audit quality to earsintanagement during period 2008-2015 (before AcbN62011)
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and 2011-2014 (during the enactment of Act No 2@if5). For period 2015 where Government Reguldtior20
of 2015 was implemented, the result show that apditity can’t influence significantly on earninggnagement.

Differentiation Test

This study conducted a different test on the afmral variables using secondary data where tHereifices in the
research samples before the enactment of Act N20OB] (period 2008-2010), during period the Act §p2011
(period 2011-2014) and during Government Regulaiorb, 2015. Differentiation test in this studyngsianalysis
of variance or ANOVA is one of the multivariate &sis techniques that serves to differentiate ntbam two data
groups by comparing the variance (Ghozali, 2013).

Table 3: Group Statistics

95% Confidence Interval for
Mean
N Mean Std. Deviation | Std. Error | Lower Bound | Upper Bound | Minimum | Maximum
1 187 .3757 .28911 .02114 .3340 4174 .00 .75
2 234 .3184 .29412 .01923 .2805 .3563 .00 .75
3 59 2712 .24691 .03215 .2068 .3355 .00 .75
Total 480 .3349 .28844 .01317 .3090 .3608 .00 .75

*1=Period 2008-2010; 2=Period 2011-2014; 3=Perio@25

Based on the table above, the average number dfquality in audit regulation 1(period 2008-20118)0.3757; (2)
the average audit regulation 2 (period 2011-2044).3184 and (3) the average audit regulation 8q@e2015). =

0.2712 and it can be concluded that the highestageenumber of audit quality in audit regulatioper{fod 2008-
2010).

Table4: OneWay ANOVA (F Test)

Sum of

Squares df Mean Square F Sig.
Between Groups .614 2 .307 3.733 .025
Within Groups 39.239 477 .082
Total 39.853 479

*1=Period 2008-2010; 2=Period 2011-2014; 3=Perio@25

Based on the table above, the p-value of 0.02fnaller than 0.05 so it can be said Ha is acceptbith states that
from the three audit regulatory groups there isa difference. And differences in the number ofiAQuality are
in audit regulation 1(period 2008-2010).

Conclusions

This study analyzes the influence of corporate guaece, audit quality and earnings management opocate
value. In addition, this study examined the diffexes in audit regulation on the effect of auditlijy@an corporate
value. The test results conclude that boards ofnaissioners as a proxy of corporate governanceipelitaffects

earnings management. Audit quality has a negaffeeteon earnings management, especially in theoge2008-
2014.

Audit quality has a negative and significant effentearnings management in the period 2008-201Grengeriod
2011-2014. But apparently among the three peritds2008-2010 period of regulatory audits had ayeseigher
than other periods. In addition, the most noticeatiifference occurred between the 2008-2010 periaddit
regulation and the 2011-2014 period's audit regaiaOn the other hand, the significant differebeéween period
2011-2014 and period 2015 in conjunction with thaament of Government Regulation No.20, 2015 arew
large, so the enhanced audit quality is not sigaift. It was concluded that the adoption of newule@ns

improved the quality of audits and improved audiality that was most significant in the period 2€ZI8L0 and the
period 2011-2014.
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APPENDIX |
Corporate Gover nance Checklists

No Description Good Fair Poor

Part 1 — Board of Commissioners Score

A. Board Independence

1 Among board of commissioners. how many are indepeind
commissioners?

If more than 50% ofthe board is independent, thapmamy will
be given a 'good' score. Firms with 30% to 50%haf board
made up of independent commissioners will earraigs€ore.
Ifless than 30% of the board is independent, omfarmation,
the company will earn a 'poor'score.

2 Is the chairman an independent commissioner?

If the chairman is an independent commissioner fitine will
earn a 'good' score and 'poor' score otherwise fonoi
information.

3 Docs the company state in its annual report tsnition of
independence?

Firms with a clear definition of independence ire tAnnual
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report will earn a 'good' score. A 'poor' scord i given if the
company does not define independence or if no mébion.

Among board of commissioners, how many 3fe enmg#syof
shareholders or affiliated companies owned by $tudders?

If there is more than 50% of the board, or 110 rimfation, the
company will be given a 'poor' score. If there @@3to 50% of
the board, the firm will earn a 'fair' score. I§$ethan 30% of th
board, the company will earn a 'good' score.

U

Does the company have a nominating committee
remuneration committee?

Firms that have both committees will earn a 'gsedre. Firmg
that have at least one of the two committees vélhea 'fair'
score. A 'poor' score will be given to the comptrat does no
have any ofthese committees or ifno information.

and

What is the average years the Board of Commisssbtenure?

If the average tenure of the board is less thane&rsy the
company will receive a 'good'score. Ifthe averageute of
board is between 5 and 10 years, the score is ‘&ad ifthe
average tenure is more than 10 years, the scarbavipoor'.

B. Board Activities

Does the company clearly describe 'the boardresbilities?

If board responsibilities are clearly stated argtidised, the firm
will receive a 'good' score. Company that has mdindd board
responsibilities or no information will earn a 'pogcore.

How many meetings were held during the year?

If the board meets more than six times, the firrmea 'good
score. If 4 -6 meeting, the firm is scored as"farhile less tharn
four times or no information is scored as ‘poor'.

What is attendance performance of the board memihging
the year?

Ifthe overall board attendance for the year is grethan 80%,
the firm earns a 'good' score. Ifattendance is (-8eceives a
‘fair" score, and less than 70% or no informatieceives g
'‘poor' score.

10

Does the company have a separate board of caiomes's
report describing their responsibilities in reviagi firm's
financial statement?
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Firms will receive a 'good' score if they producé@ard of
commissioner's report as part of the annual regorgcore of
'‘poor'will be awarded if there is no report frone thoard or ng
information.

11

Does the BOC conduct annual assessment of tiE?BO

If the board evaluates the performance ofthe topcetive
officer, the company received a 'good' score awor'pscore
otherwise or no information.

12

Does the board conduct assessment of the basprespects
prepared by the BOD?

If the board assess the business prospects, theatgymeceived
a 'good' score and 'poor' score otherwise or rayrmdtion

C. Board Size

13

What is the size of the board of commissioner?

A 'good' score will be given to firm with 5 -10 bhdamembers
Firm with board size of 11 -15 members receivetiadr' score.
Boards with size of 16 or more or less than 5 memba no
information will receive a 'poor' score

D. Board Expertise and Competence

14

Does the board member have a sophisticated knowladgut
accounting and finance?

If there is more than 50% of the board has the kedge, the
company will be given a 'good' score. ifthere 863t 50% of

the board, the firm will earn a 'fair' score. i§$ethan 30% of the

board, or no information, the company. will earp@or' score.

14

15

Does the board member have sufficient experienceuts
business (i.e. has the experience as a memberdidard of
commissioners in any company including this compangs al
CEO in other company)?

If there is more than 50% of the board has the repee, the
company will be given a 'good'score. If there i83® 50% of
the board, the firm will earn a 'fair' score. I§$ethan 30% of th
board, or no information, the company will earp@o’r' score.

1%

16

Does the board member have a sophisticated knoe/latigut~
the company' s bu~illess?

If thereis more than 50% of the board member has
knowledge, the company will be given a 'good' scrthere is

th
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30% to 50% of the independent board member, the ¥iill
earn a 'fair' score. If less than 30% of the indepat board
member, or no information, the company will earripaor'
score.

17

What is the average age of the board?

Ifthe average age of the board is more than 40syeht, the
company will receive a 'good' score. If the average of the
board is between 30 and 40 years old, the scdfairs and if,
the average age is below 30 years old, the scdréavipoor,

Part 2 — Audit Committee Score

A. Audit Committee Activities

1-5

Assess the responsibilities fulfiled by the auddmmittee
during the year, include the following items:

Evaluating internal control
Propose auditor

Financial report review
Evaluating legal compliance

Prepare a complete audit committee report for désole.
each category, ifthe responsibility is fulfilledirms will

receive a 'good' score. If the responsibility i$ futfilled, or no
information, the company will receive a 'poor' sor

ERE

How many meetings were held during the year?

If the audit committee meets more than six timhe, firm will
earn a 'good' score. If 4 -6 meeting, the firm wiflrn a 'fair’
score, while less than four lime or no informatieiti be scored
as 'poor".

What is attendance performance of the audit cdteei
members during the year?

If the overall audit committee attendance for tlearyis greater
than 80%, the firm earns a 'good' score. If attendas 70 -80%
receives a 'fair' score, and less than 70% or forrration
receives a 'poor' score.

Does the audit evaluate the scope, accuracy,effesttiveness
independency and objectivity of external auditor'!

If the audit committee evaluates all of the itethg firm has a
‘good' score, If only some part of the items waal@ated, the
score will be 'fair', And ifnone of the items wasmhiated, the
score will be '‘poor’,
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B. Audit Committee Size

What is the size of the audit committee?

If there are 3 people in the audit committee theresavill be
'fair’, and if there is more than 3 persons inahdit committee
the score will be 'good', If there is no informatithe score will
be 'poor’,

C. Audit Committee Expertise and Competence

10

Does the audit committee have an accountingdvaakd'!

If the company has more than 1 person with accognt

background. the firm will earn a 'good' score.h& tcompany
has only 1 person with accounting background, itme &éarns a
'fair" score, and if none has accounting backgrowndno
information, the score will be 'poor’,.

11

What is the average age of the audit committee?

If the average age of the audit committee is mbaa 40 years
old, the company will receive a 'good' score. H Hverage age
of the audit committee is between 30 and 40 yelakstive score
is 'fair', and if the average age is below 30 yexdds the scorg
will be'poor.
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