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Abstract

This study aims to determine the effect of financial secrecy on internet financial reporting disclosure and its implications for
earnings quality in five ASEAN countries simultaneously. It uses leverage and company size as control variables. Financial
secrecy is measured using the Financial Secrecy Index obtained from the Tax Justice Network, while internet financial
reporting disclosure is measured using the Measurement Schemes of Format and Content. Earnings quality is measured by
discretionary accruals using the Modified Jones model. The sample consists of 263 companies selected through purposive
sampling from manufacturing companies listed on the stock exchanges of Indonesia, the Philippines, Singapore, Thailand,
and Malaysia in 2018. The study employs the path analysis method with a significance level of 5%. The results indicate that
financial secrecy has a significant negative effect on internet financial reporting disclosure, while it has a significant positive
effect on earnings quality. Furthermore, internet financial reporting disclosure positively affects earnings quality, and
financial secrecy, mediated by internet financial reporting disclosure, significantly impacts earnings quality.
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1. Introduction

The International Accounting Standards Board (IASB) in 2011 developed financial accounting standards to be applied
globally, known today as the International Financial Reporting Standards (IFRS). IFRS is a codification of accounting
standards, interpretations, and frameworks for the preparation and presentation of financial statements, developed and
published by the IASB. IFRS aims to provide high-quality financial reports. In addition to rule-based standards, IFRS has
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also been developed using principles-based standards, which give companies more flexibility in choosing their accounting
policies and estimations that must be accounted for.

Accounting standards with principles-based standards encourage companies to prepare detailed financial statements
based on assumptions that financial transactions require new items to ensure accuracy and consistency in their preparation.
Meanwhile, the use of rules-based accounting standards reduces professional judgment because companies are required to
report most of their accounts based on historical costs.

According to Watts and Zimmerman [1] in positive accounting theory, management has the objective of implementing
certain accounting policies and estimates for management benefit. According to Healy [2], management uses a systematic
accrual accounting policy to report higher net income to receive a higher bonus. Therefore, implementing I FRS can provide
opportunities for companies to apply more flexible accounting policies to meet their goals and interests.

There are ten worst corporate accounting scandals in the world, including: U.S. Securities and Exchange Commission
(SEC) [3]; McLean and Elkind [4]; U.S. Securities and Exchange Commission (SEC) [5]; Krantz [6]; U.S. Securities and
Exchange Commission (SEC) [7]; U.S. Securities and Exchange Commission (SEC) [8]; U.S. Securities and Exchange Commission
(SEC) [9]; Valukas [10]; U.S. Securities and Exchange Commission (SEC) [11] and Securities and Exchange Board of India
(SEBI) [12]. In Indonesia, the most recent case regarding the quality of earnings reporting is the case of Garuda Indonesia.
In the 2018 income statement, Garuda Indonesia reported a net profit of US $809,846. However, Garuda Indonesia should
have reported losses due to operating costs that were greater than total revenue in 2018.

Meanwhile, in Singapore, more and more people are upset with the Hyflux scandal. According to an article by the
South China Morning Post in 2019, around 34,000 common and preferred shareholders that invested in Hyflux had a total
investment value of S $900 million but were only able to receive a recovery rate of 10.7%, consisting of 3% in cash and
7% in equity.

Other cases have also occurred in Malaysia, one of which is Axis Inc Bhd. According to an article by Thestar.com, the
Kuala Lumpur Court convicted and jailed the former executive director of Axis Inc for giving false statements to Bursa
Malaysia Securities Bhd. The former executive director of Axis Inc provided false information in the form of quarterly
earnings for the end of March 2008, wherein he reported earnings of RM 91.13, but the actual income for the final quarter
of March 2008 was only RM 39.98.

In 2017, the 2GO Group Incorporated case emerged in the Philippines. The management change that occurred at 2GO
caused the company to make an obligatory restatement in 2015 and 2016 as their financial statements with the company's
new management. Restated finances cut 90% of 2GQO's 2015 net profit from 1.08 billion Philippine Pesos to just a mere
109.131 million Philippine Pesos. The same thing also happened in 2016, where the company recorded a profit of 1.34
billion Pesos, which decreased to 344.035 million Pesos, a decrease of 74% from the previous presentation. This also
continued in the first quarter of 2017, where previously the 2GO company recognized a profit of 267 million Pesos, but
after the restatement, the company recorded a net loss of 264.86 million Pesos (Rappler.com).

In 2016, PwC Thailand produced a report on the Global Crime Survey, namely economic crimes that occurred in
Thailand. The report revealed that both private and public companies had been accused of committing a lot of fraud.
Accounting fraud often involves creating false transactions and manipulating financial reports. In addition, the survey also
found that companies had many misappropriated asset cases, which is the top form of fraud in Thailand [13].

Secrecy is considered another factor that can affect earnings quality. Doupnik and Perera [14] study suggested that
secrecy and transparency may reflect a preference for confidentiality. Furthermore, appropriate business information
disclosure is only to those closely involved with management. In addition, they stated that secrecy and conservatism have
arelatively strong positive relationship; in particular, countries with a high secrecy rate are expected to adhere more strictly
to the idea of conservatism in the measurement of assets and liabilities. Gray [15] argues that the value of accounting secrecy
and conservatism has the greatest relevance for the disclosure of information in financial statements.

The rapid development of information, communication, and technology (ICT) via the internet has changed the way
companies deliver information to shareholders, clients, suppliers, and other customers [16], presenting company
information to investors [17, 18] and to present financial information to shareholders, investors, and other significant
parties [19, 20]. The presentation of financial information via the internet or website is called Internet Financial Reporting
(IFR). IFR is defined as the distribution of corporate financial and performance information using internet technologies
such as the World Wide Web [21, 22].

In this study, we want to see the level of company financial secrecy through the level of behavior of IFR disclosure.
Researchers assume that IFR will function as a variable that can mediate the effect of financial secrecy on earnings quality.
By expanding and presenting full disclosure in digital or internet reporting, consequently, financial transparency will also
increase because companies can no longer hide hidden information, such as committing accounting fraud that has been
perpetrated by the aforementioned companies in countries such as Indonesia, Singapore, Malaysia, the Philippines, and
Thailand
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2. Literature Review
2.1. Agency Theory

Agency theory is a concept that explains the separation of functions in organizations. Jensen and Meckling [23] define
agency theory as a contract conducted by one or more principals (company owners) with an agent (company management) to
perform several services, with the agent being given delegation in some decision-making.

In this theory, it is assumed that a conflict arises between the agent and the principal. This conflict occurs when the agent
and principal try to maximize their own benefits. The relationship between the agent and principal can lead to asymmetrical
information because the agent is in a position to have more information about the company than the principal. Assuming that
individuals act to maximize their own interests, the information asymmetry will encourage the agent to hide some information
that is not known to the principal. On one hand, agents will try to convey information related to their performance as effectively
as possible in order to receive maximum compensation for the work they have done. On the other hand, the principals demand
a quick and substantial return on their investment.

2.2. Positive Accounting Theory.

Positive accounting theory was first introduced by Watts and Zimmerman [1]. This theory seeks to explain and answer the
reasons why accounting practices are carried out and provides predictions for the role of accounting information in making
economic decisions for individuals, companies, or other related parties. According to Watts and Zimmerman [1], the accounting
procedures used by companies do not have to be the same as those of others; instead, companies are given the freedom to
choose one of the alternative procedures available to maximize firm value. There are three opportunistic actions taken by
management in positive accounting theory, namely the bonus plan hypothesis, debt covenant hypothesis, and political cost
hypothesis.

2.3. Signaling Theory

Signaling theory suggests how a company should provide signals to users of financial statements [24]. Signaling theory
is used to explain that financial statements are fundamentally used to provide positive or negative signals to users [25]. These
signals can be in the form of profit or loss experienced by the company, expenses or costs incurred by the company, or other
financial data [26].

2.4. Financial Secrecy

According to Gray [15], secrecy in the accounting context means choosing which information to disclose regarding business
activities. Additionally, secrecy tends to involve selecting the level of disclosure to external parties. Secrecy and transparency reflect
a preference for disclosing information about the business only to those closely related to management [14].

Financial secrecy is measured using a proxy employed by the Tax Justice Network, namely the Financial Secrecy Index released
in 2020. The measurement of the Financial Secrecy Index is based on the methodology used by the Tax Justice Network. This
methodology employs qualitative and quantitative methods in the form of a secrecy score and a Global Scale Weight, which function
to measure the level of secrecy of a country by assessing the contribution of each jurisdiction to the issue of global financial secrecy
[27].

2.5. Internet Financial Reporting Disclosure

Internet financial reporting is the inclusion of company financial information via the internet or website (Lai, et al. [28]).
Hunter and Smith [29] explain that internet financial reporting (IFR) disclosure refers to the use of a company website to disseminate
information about a company's financial performance.

Internet financial reporting disclosure is measured using the Measurement Schemes of Format and Content, which consists of
two main dimensions: content and presentation, developed by Kelton and Yang [30].

2.6. Earnings Quality

Earnings quality is an indicator of the quality of financial information. Bellovary and Gaicomino [31] define earnings
quality as the ability of earnings to reflect the truth of the company's earnings and help predict future earnings, taking into
account the stability and persistence of earnings. Quality earnings are profits that can reflect sustainable earnings in the
future, which are determined by the accrual and cash components, and can reflect the company's actual financial
performance [32].

This study measures earnings quality using accrual quality as a proxy, employing the Modified model [33]. Researchers
chose the Modified Jones model because it is considered to have the best ability to detect earnings quality in companies
[33]. Research conducted by Schipper and Vincent [34] states that the closer the discretionary accrual value approaches
zero, the better the company's earnings quality.
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3. Conceptual Framework

Earnings quality is an indicator of the quality of financial information. According to Wulansari [32], earnings quality
refers to publicly available earnings information that can demonstrate the extent to which earnings influence decision-
making and can be utilized by investors to assess companies. Many factors affect earnings quality.

Firstly, the rapid development of information, communication, and technology (ICT) via the internet has changed how
companies convey financial information to the public. The public can easily access a company's financial information
through the company's website or other media via the internet [35]. However, the presence of the internet has not fully
ensured the transparency of corporate financial information disclosure. Several factors contribute to this issue, one of which
is the level of financial secrecy. Each country has a different level of financial secrecy [27]. Varying levels of financial
secrecy result in differences in the quality of information disclosure.

Countries with a high financial secrecy value tend to conceal or not fully disclose relevant financial information [36].
Additionally, a high level of financial secrecy implies lower or inversely related disclosure [37]. Consequently, financial
secrecy also reduces information transparency. This is inversely proportional to the existence of voluntary disclosure via
the internet or Internet Financial Reporting (IFR). IFR disclosure can lead to better disclosure transparency because the
internet fundamentally improves how companies present financial information to stakeholders. Therefore, based on the
explanation above, the researcher proposes the following hypothesis:

Hi. Financial secrecy has a negative effect on internet financial reporting disclosure

Puspitasari, et al. [38] examined the impact of financial secrecy on earnings quality in Indonesia, Malaysia, and
Singapore after IFRS adoption. They deduced that the quality of corporate earnings among these countries was not at the
same level, even after they had adopted and implemented IFRS. Their research provides evidence that one of the important
factors affecting earnings quality is the level of financial secrecy. They prove that companies with a higher level of secrecy
will present lower earnings quality. This indicates a negative relationship between them.

Furthermore, Istiqgomah [39] provides empirical evidence that cultural secrecy is one of the important factors that can
affect the quality of financial reporting. Companies that come from high cultural secrecy exhibit higher earnings management
behavior. Because previous studies have similar results, the research hypothesis can be stated as follows:

H». Financial secrecy has a negative effect on earnings quality

A study conducted by Murcia and Wuerges [40] shows that there is a negative relationship between voluntary disclosure
and earnings management. This indicates that the higher the level of company voluntary disclosure, the smaller the earnings
management will be. High earnings management indicates low earnings quality (Farichah, 2017); thus, indirectly, high levels
of voluntary disclosure will increase the level of earnings quality. This indicates a positive relationship between IFR
disclosure and earnings quality.

Sia, et al. [41] explored the relationship between Corporate Internet Reporting (CIR) and company performance. Their
investigations show that CIR has a positive impact on company value, as more relevant information disclosed regularly on a
company website will lead to a higher value-added contribution to the company. This finding confirms that making more
disclosures in internet financial reporting suggests that the company provides a good indication of the quality of earnings
reporting. Because previous studies have similar results, the research hypothesis can be stated as follows:

Hs. Internet financial reporting disclosure has a positive effect on earnings quality

The study conducted by Chen, et al. [42]; Enomoto [43] and Puspitasari, et al. [38] states that financial secrecy has a
negative effect on earnings quality. Meanwhile, other research conducted by Geiger and Van Der Laan Smith [36] and Haniffa
and Cooke [37] provides empirical evidence that financial secrecy negatively affects internet financial reporting disclosure.

Researchers assume that internet financial reporting will function as a variable that can mediate the effect of financial
secrecy on earnings quality. By expanding and presenting full disclosure information in digital or internet reporting,
financial transparency will also increase. This aligns with the statement from the Economist Intelligence Unit [44] that IFR
can lead to better disclosure transparency because the internet fundamentally improves the way companies present financial
information. Therefore, the researcher states that there is an effect of financial secrecy through internet financial reporting
disclosure on earnings quality. Consequently, the researcher proposes the following hypothesis:

Ha: Financial secrecy through the internet financial reporting disclosure has an influence on earnings quality
Based on the results of the explanation above, the conceptual framework of the research can be described as follows:
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TACCit = Total accruals of company i in year t
TAIt-1 = Total assets of company i in year t
NDA.t = Nondisrectionary accrual of company i in year t

3.2. Intervening Variable

The intervening variable in this study is Internet Financial Reporting (IFR) disclosure. IFR disclosure in this study acts
as an intervening variable to analyze the direct effect of financial secrecy on earnings quality and to examine the indirect
effect of financial secrecy on earnings quality through IFR disclosure.

Internet financial reporting disclosure is measured using the Measurement Schemes of Format and Content, which
consists of two main dimensions: content and presentation, developed by Kelton and Yang [30]. The content dimension
measures the type of information reported on the company's website and can include all paper-based content. Meanwhile,
the presentation dimension measures the use of the latest display criteria in disseminating company information and
corporate website design, such as the presentation of financial reports or annual reports in various formats and the
presentation of financial information through media such as video and audio. The calculation of the value of Measurement
Schemes of Format and Content for each company is done by adding up the actual value obtained and then dividing it by
the maximum number of values that can be obtained [30].

3.3. Independent Variable

The independent variable in this study is financial secrecy. Financial secrecy is measured using a proxy developed by
the Tax Justice Network, namely the Financial Secrecy Index released in 2020. The measurement of the Financial Secrecy
Index employs the methodology established by the Tax Justice Network. This methodology utilizes both qualitative and
quantitative methods in the form of a secrecy score and a Global Scale Weight, which function to assess the level of secrecy
of a country by evaluating the contribution of each jurisdiction to the issue of global financial secrecy [27].

3.4. Control Variables

In this study, there are two control variables used: leverage and company size. Leverage indicates the proportion of debt
utilized to finance investments. It reflects the company's financial risk, as it describes the company's capital structure and the
risk of uncollectible debt. This study measures leverage using the Debt to Asset Ratio (DAR), which is calculated by dividing
total debt by total assets owned by the company. This measurement assesses the level of solvency or the company's ability
to pay off debt in the long term [45, 46].
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The second control variable is firm size. The size of the company can determine whether the company's performance is
good. This study measures the size of the company by observing the total assets it owns. Company size can be measured by
calculating the natural logarithm of the total assets it owns [47].

To understand the measurement of each variable and indicator used in this study, the researcher created a variable
operational table as follows:

Table 1.

Variable Operationalization.
No. | Variable Indicator Scale
1. Financial secrecy Financial secrecy index (Issued by tax justice network) Ratio
2. Internet financial reporting Measurement schemes of format and content Ratio
3. Earnings quality Disrectionary Accrual Ratio

TAC jt
DA =(——" ) —-NDA
it TAit1 It

4. Leverage Total debt. per total asset Ratio
5. Firm size Total Assets Ratio

3.5. Population
The population in this study consisted of all manufacturing companies listed on stock exchanges in five ASEAN
countries: Indonesia, Singapore, Malaysia, Thailand, and the Philippines.

3.6. Sample

This study uses purposive sampling, where the researcher determines the sample based on special characteristics. This
type of sampling is chosen to obtain data from specific objects that can provide the desired information. This may occur
because these objects are the only ones that possess the information or because they conform to the criteria set by the
researchers [48].

Thus, this study establishes several criteria for selecting the sample, namely:

1. Manufacturing companies listed on the stock exchanges of five ASEAN countries, namely Indonesia, Malaysia,
Singapore, Thailand, and the Philippines.

2. Manufacturing companies that have accessible company websites that are not under construction.

3. Manufacturing companies that have implemented Internet Financial Reporting.

The following is the number of samples that will be examined in this study:

Table 2.

Proportion and number of firm samples.
Countries Number | Do not have Website Has not Sample Sample

of firms website cannot be applied IFR based on Total
accessed criteria

Indonesia 119 0 1 32 86 30
Malaysia 398 0 8 100 290 100
Singapore 234 5 13 112 104 36
Thailand 329 1 3 68 257 88
The Philippines 66 2 5 32 27 9
Total 1146 263

3.7. Data Analysis Technique

The data analysis technique used in this study is path analysis, which aims to test the conceptual hypothesis. According to
Riduwan and Engkos [49], the path analysis model is used to analyze the pattern of relationships between variables to
determine the direct or indirect effect of a set of independent (exogenous) variables on the dependent (endogenous) variable.
In simple terms, the depiction of the path analysis model can be seen in the following figure:
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Figure 2.
Path analysis.
Description:
X = Financial secrecy
Y = Internet financial reporting
Z = Earnings quality
p@€© = Coefficient of financial secrecy path to internet financial reporting
@@ = Coefficient of internet financial reporting on earnings quality
@€ = Coefficient of financial secrecy path on earnings quality
€l = Error of term or other factors affecting internet financial reporting
disclosure
€2 = Error of term or other factors that affect earnings quality

The equations generated based on the path diagram above are as follows: The equation of the first substructure path:
Y =p9@+el
The equation of the second substructure path:

Z=pg9 + 9 +c2

The path diagram in the Figure 2 can have a direct or indirect effect on the financial secrecy variable on the earnings
quality variable. Direct effect is the effect of one independent variable on the dependent, without passing through other
dependent variables [50]. The results of the direct influence between the financial secrecy variable (X), internet financial
reporting disclosure (Y) and earnings quality (Z) can be seen as follows:

Direct effect:

X ——Y 1 pQ@
N —— SV
YT >2:066

The indirect effect is a situation where the independent variable affects the dependent
variable through another variable called the intervening variable [50]. The indirect effect between financial secrecy
variables (X), internet financial reporting disclosure (Y) and earnings quality (Z) can be seen as follows:

Indirect effect:

X > Y > Z:(p99)(r09)

The total effect is the sum of the direct and indirect effects. In simple terms the total effect
can be formulated as follows:
Total effect = direct effect + indirect effect

=p99 + (199 ) (190 )
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Table 3.
Descriptive analysis of research variables in five ASEAN countries.
Minimum Maximum Standard deviation
N value value Mean

Financial secrecy (X) 263 143.84 1022.12 447.4936 247.87781
Internet financial reporting (Y) | 263 0.19 0.78 0.5145 0.11750
Discretionary accruals (Z) 263 -0.77 0.98 -0.0021 0.11162
Leverage (C1) 263 0.00 2.96 0.4211 0.29677
Total asset (C2) 263 23.04 33.15 28.8310 1.58061

4. Research Results
4.1. Descriptive Analysis

The table 3 provides information that the average value of financial secrecy in the five ASEAN countries is 447.4936.
The highest financial secrecy value is held by the state of Singapore with a value of 1022.12, while the lowest financial
secrecy value is held by the state of Indonesia with a value of 143.84. The average IFR value is 0.5145. The highest IFR
value is held by WTON Indonesia (PT. Wijaya Karya Beton Tbk) and BCP Thailand (Bangchak Corporation Public
Company Limited) with a value of 0.78, while the lowest IFR value is held by B69 Singapore (Broadway Ind) with a value
of 0.19.

The average value of the discretionary accruals was -0.0021. AMC Thailand (Asia Metal Public Company Limited)
has the highest discretionary accruals with a value of 0.98, while the lowest discretionary accruals are held by RF7
Singapore (AMOS) with a value of -0.77. The average leverage value is 0.4211. The highest leverage value is held by RICH
Thailand (Rich Asia Corporation Public Company Limited) with a value of 2.96, while the lowest leverage value is held
by HOKHENG (5165) Malaysia (Hock Heng Stone Industries Berhad) with a value of 0.00.

In addition, the average value of the total assets owned is 28.8310 with a standard deviation of 1.58061. The highest
total asset value is held by 032 Singapore (Olam Int) with a value of 33.15, while the lowest total asset value is held by
SPCG Thailand (SPCG Public Company Limited) with a value of 23.04. Furthermore, the following is an overall descriptive
analysis for each variable within each country:

Table 4.
Descriptive analysis of research variables in five ASEAN countries.
Country Financial IFR Discretionary Leverage Total asset
secrecy disclosure accruals (2) (C1) (C2)
(X) (Y)

N 1 30 30 30 30
Minimum 143.84 0.25 -0.04 0.15 27.20

Indonesia Maximum 143.84 0.78 0.10 0.75 32.26
Mean 143.84 0.4824 0.0004 0.4402 30.063
Std. deviation 0.0000 0.10783 0.10423 0.17636 1.36651

The N 1 9 9 9 9

Philippines | Minimum 201.18 0.39 -0.03 0.11 28.32
Maximum 201.18 0.72 0.04 0.76 31.36
Mean 201.18 0.5339 -0.0014 0.4113 29.9832
Std. deviation 0.0000 0.11766 0.01996 0.18699 1.19252
N 1 36 36 36 36

Singapore | Minimum 1022.12 0.19 -0.77 0.04 24.35
Maximum 1022.12 0.69 0.03 1.13 33.15
Mean 1022.12 0.483 -0.026 0.3831 28.7055
Std. deviation 0.0000 0.12304 0.13057 0.23354 1.85212
N 1 88 88 88 88
Minimum 448.86 0.33 -0.25 0.04 23.04
Maximum 448.86 0.78 0.98 2.96 32.41

Thailand Mean 448.86 0.5758 0.0138 0.5036 28.8202
Std. deviation 0.0000 0.11616 0.12597 0.40852 1.53571
N 1 100 100 100 100
Minimum 352.69 0.31 -0.68 0.00 25.19
Maximum 352.69 0.69 0.11 0.98 32.65

Malaysia Mean 352.69 0.4797 -0.0156 0.3573 28.4124
Std. deviation 0.0000 0.09766 0.09459 0.21068 1.37882
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The effect of financial secrecy on internet financial reporting disclosure.

Table 5.
Result of path coefficient calculation (Model I).
Variable Standardized coefficients
Beta
Financial secrecy (X) -0.325

In Table 3, it can be seen that the path coefficient for financial secrecy (pyx) is -0.325. Furthermore, the amount of
contribution of influence can be seen in the following table:

Table 6.

Contribution of influence (Model I).
Model R R square
X—->Y 0.325 0.105

From Table 6, it can be deduced that the R-squared value obtained is 0.105, which means that financial secrecy
contributes 10.5% to the IFR Index, while (1-R2) 89.5% represents the magnitude of the contribution of the influence of other
factors that were not studied (epsilon). The structural equation that explains the effect of financial secrecy on the Internet
financial reporting index is as follows:

Y =-0,325 (pyx) + 0,895 (el)

From the above equation, it is known that the path coefficient of financial secrecy is negative, which indicates that a higher
financial secrecy value will have an impact on decreasing IFR disclosure. In other words, low financial secrecy can result in high IFR
disclosure.

After finding the structural equation of the effect of financial secrecy on internet financial reporting disclosure, we conducted
partial hypothesis testing. The statistical method used to test this partial hypothesis is the t-test. The t-table value used as a critical value
in this partial hypothesis test is 1.651, which is obtained from the attachment of the t-distribution table with o = 5% and df (n - (K + 1))
= 261 for one-tailed testing. The test results are shown in the following table:

Table 7.

Hypothesis testing results regarding the effect of financial secrecy on internet financial reporting disclosure.
Model tcount ttable Sig. t o Decision Conclusion
X—>Y -5.543 -1.651 0.000 0.05 Reject Ho Significant

In the table 7, it can be seen that the t-count of -5.543 falls in Ho's rejection area. Thus, with a confidence level of 95%, it
can be decided to reject Ho and accept Ha, which means that financial secrecy has a significant negative effect on internet
financial reporting disclosure. The higher the financial secrecy value of the company, the lower the value of IFR disclosures.
Conversely, low financial secrecy can result in a higher IFR disclosure value. Simultaneous effects of financial security,
internet financial reporting, leverage, and total.

Table 8.
Result of path coefficient calculation (Model I1).
Variable Standardized coefficients
Beta
Financial secrecy (X) 0.228
IFR (Y) -0.176
Leverage (C1) -0.013
Total asset (C2) 0.146

4.2. Asset on Earnings Quality

In the table 8 above, it can be seen that the path coefficient for financial secrecy (pzx) is 0.228, the IFR Index (pzy) is -0.176,
and for control variables, leverage (pzcl) is -0.013 and total assets (pzc2) is 0.146.
Furthermore, the amount of the combined influence contribution (R2) can be seen in the following table:

Table 9.

Contribution of influence (Model II).
Model R R square
X, Y,Cl,C2 > Z 0.331 0.110

From the table 9 above, it can be seen that the R Square value obtained is 0.110, which means that financial secrecy, IFR, leverage,
and total assets simultaneously contribute 11% to earnings quality, while (1-R2) indicates that the remaining 89% is influenced by
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other factors not studied (epsilon). The structural equation that explains the effect of financial secrecy on the internet financial reporting
index and its implications for earnings quality is as follows:
Z=0.228 (pzx)—0.176 (pzy) — 0.013 (pzcl) + 0.146 (pzc2) + 0.890 (€2).

From the above equation, it is known that the path coefficient of financial secrecy (pzx) is positive, which indicates that a higher
value of financial secrecy will impact the increase in discretionary accruals; in other words, it results in worse earnings quality.
Moreover, the path coefficient for the IFR Index (pzy) has a negative value, indicating that a higher IFR Index will impact the decrease
in discretionary accruals; in other words, it results in better earnings quality.

After finding the structural equation of the effect of financial secrecy, internet financial reporting disclosure, leverage, and total
assets simultaneously on earnings quality, the next step is to test the hypothesis simultaneously to see the significance level of the effect
of all variables on earnings quality.

The statistical test used to test this simultaneous hypothesis is the F test. The F table value used as the critical value in this
simultaneous test is 2.407, which is obtained from the F distribution table attachment with a = 5%, df1 (k) 4, and df2 (n - (K + 1)) 258.
The test results are shown in the following table:

Table 10.

Simultaneous hypothesis testing results (Test F).
Model Fcount Ftable o Decision Conclusion
X, Y, ClLC2—7Z 7.953 2.407 0.05 Reject Ho Significant

Dari tabel di atas, dapat dilihat bahwa nilai Fhitung yang diperoleh adalah sebesar 7,953 dengan nilai Sig. sebesar 0,000
< 0,05 (a). Pada tabel di atas, tampak jelas bahwa nilai Fhitung sebesar 7,953 jatuh di daerah penolakan Ho karena lebih besar
dari nilai Ftabel 2,407. Maka, dengan taraf kepercayaan sebesar 95%, dapat diputuskan untuk menolak Ho dan menerima Ha,
yang berarti bahwa financial secrecy, internet financial reporting disclosure, leverage, dan total asset secara simultan memiliki
pengaruh yang signifikan terhadap discretionary accruals.

From the table 10, it can be seen that the Fcount value obtained is 7.953 with the Sig. equal to 0.000 < 0.05 (o). In table
10, it is clear that the Fcount of 7.953 falls in Ho's rejection area because it is greater than the Ftable value of 2.407. Therefore,
with a confidence level of 95%, it can be decided to reject Ho and accept Ha, which means that simultaneously, financial
secrecy, internet financial reporting disclosure, leverage, and total assets have a significant effect on discretionary accruals.

4.3. T Test (Partial)
Hypothesis I1: Effect of Financial Secrecy on Discretionary Accruals

Table 11.

Hypothesis testing results of the effect of financial secrecy on discretionary accruals.
Model tcount ttable Sig. t o Decision Conclusion
X—Z 3.669 1.651 0.000 0.05 Reject Ho Significant

Based on the test results, it was found that the t-count value obtained was 3.669, with the Sig. equal to 0.000, which is
less than 0.05 (o). In Table 11, it can be seen that the t-count value of 3.669 falls in the rejection area of the null hypothesis
(HO). Therefore, with a confidence level of 95%, it can be concluded to reject HO and accept Ha, which means that financial
secrecy has a significant positive effect on discretionary accruals. Hence, the higher the value of the company's financial
secrecy, the greater the impact on higher discretionary accruals, or in other words, the worse the resulting earnings quality.
Conversely, low financial secrecy can result in lower discretionary accruals, indicating that the resulting earnings quality is
better.

Hypothesis 111: The Effect of Internet Financial Reporting Disclosure on Discretionary Accruals

Table 12.

Hypothesis testing results of the effect of internet financial reporting disclosure on discretionary accruals.
Model tcount ttable Sig. t o Decision Conclusion
Y —>Z -2.719 -1.651 0.007 0.05 Reject Ho Significant

Based on the test results, it is found that the t-count value obtained is -2.719 with the significance equal to 0.007 < 0.05 (o). In
Table 12 above, it can be seen that the t-count value of -2.719 falls in the rejection area of HO, so with a confidence level of 95%,
it can be decided to reject HO and accept Ha, which means that internet financial reporting has a significant negative effect on
discretionary accruals. Therefore, the higher the IFR value of the company, the lower the value of discretionary accruals, or in other
words, the better the resulting earnings quality. In contrast, a low IFR value can result in an increase in the value of discretionary
accruals, which means that the worse the resulting earnings quality.

4.4. Direct and Indirect Effect
Based on the test results of the two path analysis models above, the following equation is obtained:
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1) Y =-0.325 (pyx) + 0.895 (el)

2) Z=0.228 (pzx) — 0.176 (pzy) — 0.013 (pzcl) + 0.146 (pzc2) + 0.890 (e2)

If mapped in the path diagram of the mediation model, the values contained in the two path analysis equations above will appear
as follows:

P—
X e -0.328 - Y 0.895
_
0.228 -0.176
™
Cl |—— -0.013 - $- 7 0.890
0.146

C2 i

Figure 3.
Path analysis diagram.

The calculation of the contribution of the direct and indirect effects from the path diagram above can be seen in the
following description:
1) The direct effectof XonY
= (pyx)? x 100
=(-0,325)2 x 100
=10.5%
Financial secrecy directly contributed 10.5% to internet financial reporting.
2) The direct effect of X onZ
= (pzx)? x 100
=(0,228)2 x 100
=5.2%
Financial secrecy directly contributed 5.2% to earnings quality.
3) The direct effect of Y on Z
= (pzy)? x 100

= (:0,176)2 x 100
=3.1%
Internet financial reporting directly contributed 3.1% to earnings quality.
4) The indirect effect of X on Z through Y
= (pyx) x (pzy) x 100
=-0,325x -0,176 x 100
=5.7%
Financial secrecy indirectly contributed 5.7% to earnings quality through internet financial reporting.
The recapitulation of the results of the calculation of the contributions of direct and indirect effects is presented in the following table:

Table 13.

Contribution of direct and indirect effects.
Model pi Direct effect Indirect Total effect

Y Y4 effect through Y

Financial secrecy (X) -0.325 10.5% 10.5%
Financial secrecy (X) 0.228 5.2% 5.7% 10.9%
Internet financial reporting (Y) | -0.176 3.1% 3.1%
Leverage (C1) -0.013 0.02% 0.02%
Total asset (C2) 0.146 2.1% 2.1%

Based on the results of the calculations presented in Table 13 above, it is known that the direct effect of financial secrecy
on earnings quality is 5.2%, while the indirect effect of financial secrecy on earnings quality through internet financial
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reporting disclosure is 5.7%. This shows that the internet financial reporting disclosure, which acts as an intervening variable,
is able to increase the effect of financial secrecy on earnings quality by 0.5%. These results indicate a mediating effect
between financial secrecy and earnings quality through internet financial reporting disclosures. To strengthen the evidence
that the model under study has an intervening effect (mediation), the Sobel test is carried out.

4.5. Sobel Test

Table 14.

Recapitulation of hypothesis testing results of the mediation effects.
Model Zcount Ztable p-value o Decision Conclusion
X—>Y—>7Z 2.437 1.96 0.000 0.05 Reject HO Significant

The Z-table value used as a critical value in the Sobel test is 1.96, which is the standard Z distribution value at an error
level of 5%. Based on the calculation results, it is found that the obtained Z-count value is 2.437, with a p-value of 0.0147
< 0.05 (a).

In Table 14, it can be seen that the Z-count value of 2.437 falls in the rejection area of Ho. Therefore, with a confidence
level of 95%, it can be decided to reject Ho and accept Ha, which means that financial secrecy mediated by internet financial
reporting disclosure has a significant effect on earnings quality. The stronger the effect of financial secrecy on internet
financial reporting disclosure, the more significant the impact on earnings quality. These results indicate that internet
financial reporting disclosure is able to perform its function as an intervening variable that can mediate the effect of financial
secrecy on earnings quality.

4.5. The Effect of Financial Secrecy on Internet Financial Reporting

Based on the results of the study using path coefficient analysis in five ASEAN countries, the financial secrecy path coefficient
(pyx) on disclosing internet financial reporting (IFR) in five ASEAN countries is -0.325, with a direct effect contribution of 10.5%.
The path coefficient value is negative and indicates that there is a significant negative effect of financial secrecy on internet financial
reporting (IFR) disclosure. These results indicate that the higher the value of financial secrecy, the lower the value of internet
financial reporting (IFR) disclosure. Conversely, the lower the value of financial secrecy, the higher the value of internet financial
reporting (IFR) disclosure. This is in line with the study by Haniffa and Cooke [37], which concluded that a high level of financial
secrecy implies lower disclosure or is inversely related; noting that cultural phenomena can affect disclosure policies in companies.
In addition, financial secrecy will also reduce information transparency.

4.6. The Effect of Financial Secrecy on Earnings Quality

Based on the results of the study using path coefficient analysis, the financial secrecy path coefficient (pzx) on earnings quality
is 0.228, with a direct effect contribution of 5.2%. The path coefficient value is positive because discretionary accruals have an
inversely proportional relationship with earnings quality; where the higher (away from zero) the value of the discretionary accruals,
the lower the resulting earnings quality. Therefore, it can be concluded that there is a negative effect of financial secrecy on earnings
quality.

The results of this study are in line with previous research, such as the research by Puspitasari, et al. [38], which examined
the impact of financial secrecy on earnings quality in Indonesia, Malaysia, and Singapore. Puspitasari, et al. [38] found that
companies in countries with high financial secrecy levels produce lower earnings quality. Research conducted by Istiqgomah [39]
also found the same outcome, where companies originating from countries with high secrecy tend to engage in higher earnings
management behaviors.

4.7. The Effect of Internet Financial Reporting Disclosure on Earnings Quality

In this hypothesis, research has also been consistent in measuring earnings quality, where the researcher uses discretionary
accruals and performs a one-tailed test and absolute values of the discretionary accruals. Hence, the results state that based on the
results of the path coefficient analysis, the internet financial reporting (IFR) disclosure (pzy) path coefficient on earnings quality is
-0.176 with a direct influence contribution of 3.1%. The path coefficient value is negative because discretionary accruals have an
inversely proportional relationship with earnings quality, where the higher (away from zero) the value of the discretionary accruals,
the lower the resulting earnings quality. Thus, it can be concluded that there is a positive influence between internet financial
reporting (IFR) disclosures on earnings quality.

The results of this study are in line with previous studies such as in research conducted by Murcia and Wuerges (2011). The
results of this study indicate that there is a negative relationship between voluntary disclosure and earnings management. This
shows that the higher the level of voluntary disclosure, the smaller the earnings management will be. Furthermore, high earnings
management indicates low earnings quality [51]; therefore, indirectly high levels of voluntary disclosure will improve earnings
quality.

The Effect of Financial Secrecy through Internet Financial Reporting Disclosure on Earnings Quality

Based on the results of the study using direct and indirect effect analysis along with the Sobel test, it is proven that financial
secrecy through the internet financial reporting disclosure on earnings quality in five ASEAN countries, namely, Indonesia, the
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Philippines, Singapore, Thailand, and Malaysia, has a significant effect of 10.9%. The results of this study are in line with agency
theory and signaling theory. The background of this research is based on agency theory, which explains that there are differences
in interests between management (agent) and investors (principal) that can lead to agency problems. The high level of financial
secrecy makes management more flexible in choosing information to disclose and makes reporting and disclosure of information
to the public less transparent. Financial secrecy can trigger criminal acts in the interest of company profits [38]. This is in line with
the idea of asymmetrical information in agency theory, where information asymmetry will encourage managers to present false
information, especially if the information is related to the manager's performance measurement. Information asymmetry between
management (agent) and owner (principal) can provide opportunities for managers to carry out earnings management in order to
mislead owners regarding the company's economic performance [52]. IFR as a medium for voluntary disclosure can mitigate the
bad effects of this information asymmetry. By expanding and presenting full disclosure information in digital or internet reporting,
financial transparency will increase. This is in line with the Economist Intelligence Unit [44] statement that IFR disclosure can
lead to better disclosure transparency because the internet fundamentally improves the way companies present financial
information.

Furthermore, the results of this study are also in line with signaling theory, in which the company will provide signals for users
of financial reports. IFR disclosure through internet media can be a medium for companies to provide signals to users of financial
statements regarding the condition of the company. Companies with a good level of earnings quality will disclose more information
so that investors can better assess reported earnings credibility [53]. This is in line with research conducted by Miller [54], where
the better the achievement and performance of the company, the more information will be conveyed by the company to the market.

The results of this study are in line with research conducted by Puspitasari, et al. [38]; Enomoto [43] and Istigomah [39], which
state that financial secrecy has a negative effect on earnings quality. In addition, other research conducted by Geiger and Van Der
Laan Smith [36] and Haniffa and Cooke [37] provides empirical evidence that financial secrecy has a negative effect on internet
financial reporting disclosure. Researchers assume that the disclosure of internet financial reporting (IFR) will function as a variable
that can mediate the effect of financial secrecy on earnings quality. By expanding and presenting full disclosure information in
digital or internet reporting, financial transparency will also increase. This is in line with the Economist Intelligence Unit [44]
statement that IFR can lead to better disclosure transparency because the internet fundamentally improves the way companies can
present financial information.

5. Conclusion

1. Financial secrecy has a significant negative effect on internet financial reporting, with a contribution of 10.5%. A
higher value of financial secrecy impacts lower IFR, while low financial secrecy can result in higher IFR.

2. Financial secrecy has a significant positive effect on discretionary accruals, contributing 5.2%. A higher company's
financial secrecy value leads to higher discretionary accruals, indicating worse earnings quality. Conversely, low financial
secrecy can result in low discretionary accruals, which means better earnings quality.

3. Internet financial reporting has a significant negative effect on discretionary accruals, contributing 3.1%. A higher
company's IFR results in lower discretionary accruals, indicating better earnings quality. In contrast, a low level can lead to
an increase in discretionary accruals, meaning worse earnings quality.

4. Financial secrecy, mediated by internet financial reporting disclosure, has a significant effect on discretionary accruals,
with the contribution of the internet financial reporting disclosure variable amounting to 5.7%. Before internet financial
reporting disclosure, the effect was only 5.2%. This shows an additional contribution of 0.5% after mediation. Therefore,
overall financial secrecy through internet financial reporting disclosure has a total effect of 10.9%. This indicates that
financial secrecy mediated by internet financial reporting disclosure significantly affects earnings quality, where a stronger
effect of financial secrecy on internet financial reporting disclosure significantly impacts earnings quality. These results
suggest that internet financial reporting disclosure effectively mediates the effect of financial secrecy on earnings quality.

5. Indonesia's financial secrecy value is 143.84, ranked 79th out of 133 countries [27]. A higher value of financial secrecy
indicates a higher level of secrecy in the country. The average internet financial reporting disclosure value is 0.4824, meaning
that companies in Indonesia have presented 17 items from a total of 36 indicator items. The average value of earnings quality
is 0.0004, indicating that Indonesian companies tend to increase their reported income. A lower (close to zero) value of
earnings quality indicates better earnings quality. Additionally, the average values of leverage and total assets are 0.4402 and
30.0630, respectively.

6. The Philippines' financial secrecy value is 201.18, ranked 60th out of 133 countries [27]. A higher value of financial
secrecy indicates a higher level of secrecy in the country. The average internet financial reporting disclosure value is 0.5339,
meaning that companies in the Philippines have presented 19 items from a total of 36 indicator items. The average value of
earnings quality is -0.0014, indicating that the Philippines tends to report undervalued income. Additionally, the average
values of leverage and total assets are 0.4113 and 29.9832, respectively.

7. Singapore's financial secrecy value is 1022.12, ranked 5th out of 133 countries [27]. The average internet financial
reporting disclosure value is 0.483, meaning that companies in Singapore have presented 17 items from a total of 36 indicator
items. The average value of earnings quality is -0.026, indicating that Singapore tends to report undervalued income.
Additionally, the average values of leverage and total assets are 0.3831 and 28.7055, respectively.

8. Thailand's financial secrecy value is 448.86, ranked 17th out of 133 countries [27]. The average internet financial
reporting disclosure value is 0.5758, meaning that companies in Thailand have presented 21 items from a total of 36 indicator
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items. The average value of earnings quality is 0.0138, indicating that Thailand tends to report overvalued income.
Additionally, the average values of leverage and total assets are 0.5036 and 28.8202, respectively.

9. Malaysia's financial secrecy value is 352.69, ranked 32nd out of 133 countries [27]. A higher value of financial secrecy
indicates a higher level of secrecy in the country. The average value of internet financial reporting disclosure is 0.4797,
meaning that companies in Malaysia have presented 17 items from a total of 36 indicator items. The average value of earnings
quality is -0.0156, indicating that Malaysia tends to report undervalued income. Additionally, the average values of leverage
and total assets are 0.5036 and 28.8202, respectively.

10. The highest and lowest financial secrecy values among the five ASEAN countries are 143.84 (Indonesia) and 1022.12
(Singapore), respectively. The average internet financial reporting disclosure value is 0.5145, meaning that companies in
these five ASEAN countries have presented 18 items from a total of 36 indicator items. The average value of earnings quality
is -0.0021, indicating that these five ASEAN countries tend to report undervalued income. Additionally, the average values
of leverage and total assets are 0.4211 and 28.8310, respectively.

6. Suggestions
6.1. Investors

For investors, researchers suggest that in assessing company performance, they can take into account the financial secrecy factor
in a country, which can be measured using the proxy financial secrecy index released by the Tax Justice Network. This is because the
level of financial secrecy in a country can affect the quality of earnings.

6.2. Company
Companies should pay attention to the disclosure of financial information that is carried out using internet financial

reporting disclosure because, by using internet financial reporting disclosure, the company can present up-to-date information
disclosures by providing access without time and geographic limitations to reach all stakeholders of financial information
(investors, creditors, stockholders, analysts, etc.) globally. Some of the things that companies can do are:

e  Adding types of financial information content to be disclosed on the company website.

e Conduct regular updates regarding financial information disclosed on the website.

e Increase the appearance of the company website to make it more attractive and user-friendly.

6.3. Further Research

In this study, the earnings quality under investigation is influenced by the level of financial secrecy, leverage, and firm size.
Therefore, further research can explore other factors that have not been examined by the researcher. Additionally, future research
can expand on financial secrecy through internet financial reporting disclosure and its implications for earnings quality in other
countries and industries that have not been studied. Consequently, this can make further research more complex and varied,
contributing to a better understanding of the phenomenon of financial secrecy through internet financial reporting disclosure and
its implications for earnings quality in the future.
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