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Abstract Keywords
earnings management;

The purpose of this study is to obtain empirical evidence about the . .
managerial ownership;

effects of managerial ownership, institutional ownership, board A "
size, income tax, leverage, profitability, audit quality and auditor ~ institutional ownership; board of
independence on earnings management in non-financial companies commissioner’s size; income

in Indonesia. This study uses non-financial companies listed on the  tax, leverage; profitability; audit
Indonesia Stock Exchange (BEI) for three years, from 2016 to quality; auditor independence.
2018. Using a purposive sampling method that sets five sample

criteria, obtained 165 companies. This study uses multiple

regression in data analysis. The results showed that the income IBIRCU

tax, leverage and profitability variables had an influence on
earnings management, while other variables namely managerial
ownership, institutional ownership, board size, audit quality and
auditor independence had no influence on earnings management
practices in a company.

l. Introduction

Along the growing era sophisticated and increasingly many make competition
business Becomes the tighter. Development technology, knowledge, and development
information must be owned by company for Fulfill needs information user. Many
companies competing for increase profits them. Besides that, there are also many
companies that reduce profit they because felt already enough for period certain. Report
finance is means main where company for give information finance to outsiders. Report
finance give history company be measured in money thing. Report most frequent financial
given is (1) statement report position finance, (2) report profit makes a loss or report profit
make a loss comprehensive, (3) report cash flow, and (4) reports change equity. Notes
disclosure is integral part of every report finance. Report finance is information used by the
company for taking decision. Only, a lot user report poor finance notice how profit
obtained. They only see the numbers listed on the report finance course. Development is a
systematic and continuous effort made to realize something that is aspired. Development is
a change towards improvement. Changes towards improvement require the mobilization of
all human resources and reason to realize what is aspired. In addition, development is also
very dependent on the availability of natural resource wealth. The availability of natural
resources is one of the keys to economic growth in an area. (Shah, M. et al. 2020)

Management profit is oneintentional intervention in the process of reporting finance
for reach destination personal than maximizing score holder stocks (Schipper, 1989 in
Saputri and Ahmad, 2017). Management profit could consider legal if company adapt
disclosed income with GAAP guidelines. For example, changing current asset approach
this like evaluation inventory and depreciation. On the other hand, management profit
changed Becomes fraud when no obey GAAP standards such as speed up confession
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income and delay confession costs (Yang et al, 2009). Practice management profit made by
managers no free from freedom of managers in to do techniques for raise or lower profit.
many cases about management profit, one of them is the scandal committed by PT.
Pharmaceutical Chemistry Tbk. in 2001. Former Directors of PT Kimia Farma Tbk. has
proven to do violation with inflate profit clean on report finance company for year 2001
book. Pharmaceutical company this previously take notes profit clean amounting to 132.3
billion rupiah. However, the Capital Market Supervisory Agency (Bapepam) assesses that
that number the has engineered and done bubble. So that re audited as of December 31,
2001 and as of June 30, 2002. After audited repeat, profit clean should only of 99.56
billion rupiah or more low 24.7% of profit initial reported by the company (Tempo.co,
November 4, 2002). This thing could occur because occur overstated on sales and
inventory goods

I1. Review of Literature

2.1 Theory agency

In agency theory, there are two economic actors that contradict each other, namely
the owner of the company and the management. Management as an agent tries to benefit
personally first, at the expense of the interests of the owner of the company reflecting the
opportunistic behavior of the management. Problems will occur when there is a difference
of interest between the principal and the agent (Amertha, 2013). This will cause the
emergence of agency costs (agency costs). Jensen and Meckling (1976) define agency cost
as the total cost incurred by the principal to supervise the agent's performance. Almost all
companies have agency costs because this will make the company's management make
optimal decisions for the company from the view of shareholders.

2.2 Management Profit

The management carries out earnings management because the benchmark for
evaluating the company's performance is the company's profit (Saputri and Achmad,
2017). Managers do this to fulfill their personal interests, not for the interests of
shareholders (Watts & Zimmerman, 1986, quoted in Saputri and Achmad, 2017). As stated
by Healy and Wahlen (1999) in Saputri and Achad (2017), management is able to
manipulate financial statements to achieve company targets and cover up the actual
condition of financial statements and deceive financial statement readers. According to
Rahman and Ali (in Saputri and Achmad, 2017), entities that practice earnings
management will do so in accordance with the limitations in applicable accounting
procedures. Therefore, fraud and earnings management are not the same because earnings
management still follows generally accepted accounting principles.

2.3 Managerial Ownership and Management Profit

In the agency hypothesis, the separation between management and owners in leading
the company leads to agency problems and reduces the value of the company because of
agency conflicts. If management does not have many levels of ownership in the company,
then they will not act fully as desired by stakeholders to maximize the value of the
company (Jensen & Meckling, 1976). Managerial ownership is shares owned by managers
and directors of the company. If the company is managed individually where he is the
owner, then the manager/owner will maximize the company's welfare. However, if the
manager/owner sells shares to an outside party (so there is ownership from another party),
there will be a conflict of ownership between the manager and the owner of the other party.
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Ha 1: Ownership managerial take effect to management profit.

2.4 Ownership Institutional and Management Profit

Institutional ownership is the ownership of company shares owned by other
institutions or institutions such as insurance companies, investment companies or other
institutions (Dewi, 2008). Institutional ownership has an important meaning in monitoring
management because institutional ownership will encourage more optimal supervision.
Such monitoring will certainly ensure prosperity for shareholders, the influence of
institutional ownership as a supervisory agent is suppressed through their large investment
in the capital market.
Ha 2: Ownership institutional take effect to management profit.

2.5 Size of the Board of Commissioners and Management Profit

The Council is an association consisting of several members whose job is to provide
advice, decide on a matter, and so on by negotiating. The board of commissioner’s
functions as an advisor who provides suggestions, opinions, and inputs in the context of
achieving company goals. The main duties of this independent commissioner include
assessing and directing corporate strategy, risk control policies, annual budgets, and
business plans; assessing the remuneration system for officials holding key positions;
monitor and resolve conflicts of interest; and monitor the process of openness and
effectiveness of communication within the company (Warsono et al., 2010).
Ha 3: Size of the board of commissioners take effect to management profit.

2.6 Income Tax and Management Profit

In some cases, taxpayers have the authority to make accounting policies related to
determining the time of recognition of income and expenses, although the accounting
policies applied must be consistent from year to year. This opens a gap for management to
make various efforts to delay or accelerate revenue and expense recognition, so that it can
regulate the amount of tax to be paid in the tax year (Setiawati, 2001, in Dewi and Ulupi,
2014).
Ha 4: Income tax take effect to management profit.

2.7 Leverage and Management Profit

Leverage is a policy of a company in terms of investing funds or obtaining sources of
funds accompanied by a fixed burden/cost that is borne by the company (Syamsuddin,
2011). The amount of the company's debt level (leverage) can affect the company in
carrying out earnings management activities.
Ha 5: Leverage take effect to management profit.

2.8 Profitability and Management Profit

The profitability ratio used in this study is return on assets (ROA) which describes
the company's ability to generate profits based on the total assets owned by the company
(Alexander and Hengky, 2017). The profit (profit) in the company's financial statements is
used as an indicator of management performance in managing company resources. Profit is
used to measure the effectiveness of a business operation. We can see the performance of
an entity through the level of profit. This performance is illustrated by the company's
profitability which reflects the company's ability to earn profits (Amertha, 2013).

Ha 6: Profitability take effect to management profit.
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2.9 Quality Audit and Management Profit

An audit is a process that consists of collecting data and evidence of information that
will later be used to determine and report the extent of the similarity between the
information made with pre-existing criteria. Audits are also used to reduce the information
gap between owners and managers (Alexander and Hengky, 2017). Users of financial
statements are more confident in financial statements that have been audited by high-
quality auditors than those audited by low-quality auditors because they think that high-
quality auditors will be more effective in carrying out audit procedures and processes
because they have to maintain the credibility they need. Naftalia and Marsono, 2013).
Ha 7: Audit quality has an effect to management profit.

2.10 Auditor and Management Independence Profit

Auditor independence in auditor standards requires that they be independent parties,
which means they are not easily influenced, because auditors carry out their work in the
public interest. Auditor independence is very important because they have an obligation to
report the results of an audit of a company's financial statements that can be trusted by the
public (Alexander and Hengky, 2017). Independence can cause problems when the
company continuously uses the audit services of the same auditor for a long period of time.
Because it is feared that it will create a personal interest between the company's
management and its auditors. This will weaken the independence of the auditor. The larger
the audit fee, the better the services provided, so it becomes difficult for managers to carry
out earnings management activities (Okolie, 2014, in Alexander and Hengky, 2017).
Ha 8: Auditor independence has an effect to management profit.

I11. Research Method

3.1 Election Sample and Data Collection

Object used in This study is a non-financial company listed on the Indonesia Stock
Exchange for the 2016-2018 period. This research uses purposive sampling research
method. The criteria used in the company's sampling are:

No Information Total Company  Total
Data
1 Non-financial companies that are consistently listed 418 1254
on the Indonesia Stock Exchange in 2015 — 2018
2 Financial companies that do not issue financial (@) (12)
statements ending on December 31 from 2015 - 2018
3 Non-financial companies that do not publish (95) (285)

financial statements in Rupiah currency consistently
from 2015 - 2018

4 Non-financial companies that do not consistently (120) (360)
generate profits from 2015 — 2018

5 Non-financial companies that do not consistently (34) (102)
have income tax expense from 2016 - 2018
Number of research samples 165 495

Source: Research sample criteria
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Data collection for _ study it uses secondary data. The data is in the form of report
the financial statements obtained from the Indonesia Stock Exchange website are:
WWW.idx.co.id .

3.2 Definition Operations and Measurement Variable
a. Management Profit

The management carries out earnings management because the benchmark for
evaluating the company's performance is the company's profit (Saputri and Achmad,
2017). Managers do this to fulfill their personal interests, not for the interests of
shareholders (Watts & Zimmerman, 1986, quoted in Saputri and Achmad, 2017). In this
study, earnings management was measured using a discretionary accruals approach and
also applied the modified Jones model (Aygun et al., 2014) with the following formula:
DACCit=  TACCit/ Ait-1-[1(1/Ait-1)] + 2 [ AREVit - ARECit) / Ait-1] + 3 [

PPEit / Ait-1]

b. Ownership managerial

In the agency hypothesis, the separation between management and owners in leading
the company leads to agency problems and reduces firm value due to agency conflicts
(Jensen & Meckling, 1976). Measurement seen from big proportion owned shares
management at the end years ( Aygun et al., 2014). With formula according to Aygun et al.
(2014):

Amount Share Ownership By Management

Jumlah Saham Beredar

c. Ownership institutional

Institutional ownership is ownership of company shares owned by institutions or
institutions such as insurance companies, banks, investment companies or other institutions
(Dewi, 2008). Jensen and Meckling (1976) suggest that institutional ownership has a very
important impact in reducing agency conflicts that occur between management and
stakeholders. The measurement is seen from the large proportion of shares owned by the
company with the formula (Aygun et al., (2014):

K| = Amount Institutional Share Ownership

Jumlah Saham Beredar

d. Board of Commissioners Size

The Council is an assembly or body consisting of several members whose job is to
provide advice, decide on a matter, and so on by negotiating. The Board of Commissioners
can be seen as one of the important mechanisms in monitoring the company's internal
impact on the company's earnings management (Aygun et al., 2014). The measurement is
seen from the number of members on the board with the formula (Aygun et al., 2014):

Size of the Board of Commissioners = Number of Members in the Board of
Commissioners

e. Income Tax

The income tax law classifies types of income as taxable objects, although income
classified as taxable does not specifically regulate the time of recognition of related income
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and expenses. Income tax measurement can be calculated using the formula (Dewi and
Ulupui, 2014):
Income Tax = Log (current tax + deferred tax)

f. Leverage
Leverage is a policy of a company in terms of investing funds or obtaining sources of
funds accompanied by a fixed burden/cost that is borne by the company (Irawati, 2006). In
this study the formula used to measure leverage according to Aygun et al. (2014) are:
Leverage =  Total Debt
Total Assets

g. Profitability
The profitability ratio used in this study is return on assets (ROA) which describes
the company's ability to generate profits based on the total assets owned by the company
(Alexander and Hengky, 2017). Ratio profitability using return on assets (ROA)
(Alexander and Hengky, 2017) with use formula as following ( Aygun et al., 2014):
ROA = Net Income
Total Asset

h. Leverage

Leverage is a ratio used to assess how much of a company's assets are financed using
debt (Agustia and Suryani 2018). In accordance with the research of Jatiningrum et al.
(2016) leverage can be measured using formula as follows:

Total Amoun of
LEV = debt
Total assets

I. Audit Quality

Auditing is a process consisting of from data and evidence collection on future
information will used for determine and report how far are the similarities Among
information created with the criteria already there is before. Audits are also used for reduce
gap information Among owners and managers (Alexander and Hengky, 2017). Variable
this is variable dummy. Audit quality is measured with if company audited by one among
KAP Big four so value is 1 (one). However, if company audited by KAP other than Big
four so value O (zero).

J. Auditor Independence

Auditor independence in the auditor standard (SA 220) requires that they are
independent parties, which means they are not easily influenced, because the auditors carry
out their work in the public interest. Auditor independence is very important because they
have an obligation to report the results of an audit of a company's financial statements that
can be trusted by the public (Alexander and Hengky, 2017). This variable is a dummy
variable. Auditor independence is measured by if the company is audited by different
auditors in a period of 3 consecutive years, the value is 1 (one). However, if the company
is audited by the same auditor for a period of 3 consecutive years, the value is 0 (zero).
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IV. Result and Discussion

Following this is the results of descriptive statistics and also hypothesis testing is
presented in tables 2 and 3 below:

Tablel. Descriptive Statistics Test Results

Variable N Minimum Maximum mean Star_lda_trd
Deviation
EM 495 -,246420 1.170960 -0.00000024 0.099620874
KM 495 0.000000 0.846872 0.04151440 0.107795515
KI 495 0,000000 0,994297 0,64996283 0,199555740
BOARD 495 2 12 4,400 1,7866
IT 495 7,255273 12,998172 10,62371303 0,943688233
LEV 495 0,009063 0,840339 0,42700049 0,185247174
ROA 495 0,000282 0,920997 0,07358029 0,080800513
KA 495 0 1 0.41 0.493
HE 495 0 1 0.82 0.388
Table 2. t test results
Variable B Sig Conclusion
( Constant) 0.226 0.000 -
KM -0.042 0.363 Ha 1 is not accepted
Kl -0.006 0.813 Ha 2 is not accepted
BOARD -0.002 0.504 Ha s is not accepted
IT -0.027 0.000 Ha 4 accepted
LEV 0.062 0.009 Ha s accepted
ROA 0.492 0.000 Ha s accepted
KA -0.003 0.741 Ha 7 is not accepted
HE 0.013 0.241 Ha g is not accepted

Based on the results of the t test in table 3, show that the variable ownership
managerial no take effect to management profit. These results are consistent with research
conducted by Arifin and Destriana (2016); Pradipta (2011); Agustia (2013); and Guna and
Herawaty (2010).

Based on the results of the t test in table 3, show that the ownership variable
institutional no take effect to management profit. These results are consistent with research
conducted by Wimelda and Chandra (2018); Guna and Herawaty (2010); and Agustia
(2013).

Based on the results of the t test in table 3 show that the variable size of the board of
commissioners has no effect on earnings management. This is consistent with research
conducted by Andrianto and Anis (2014); Agustia (2013); and Hidayanti and Paramita
(2014).

Based on the results of the t test in table 3 show that the income tax variable has a
negative effect on earnings management. This result is consistent with research conducted
by Dewi and Ulupui (2014) which states that income tax has a negative effect on earnings
management.

Based on the results of the t test in table 3 show that the leverage variable has a
positive effect on earnings management. These results are consistent with research
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conducted by Deviyanti and Sudana (2018); Agustia and Suryani (2018); and Wimelda and
Chandra (2018) which state that leverage has a positive effect on earnings management.

Based on the results of the t test in table 3 show that the profitability variable has a
positive effect on earnings management. These results are consistent with research
conducted by Amertha (2013); Guna and Herawaty (2010); and Evadewi and Meiranto
(2014) which state that profitability has a positive effect on earnings management.

Based on the results of the t test in table 3, show that the variable audit quality has no
effect on earnings management. This is consistent with research conducted by Alexander
and Hengky (2017); Arifin and Destriana (2016); and Christiani and Nugrahanti (2014).

Based on the results of the t test in table 3 show that the auditor's independence
variable has no effect on earnings management. This is consistent with research conducted
by Alexander and Hengky (2017); and Guna and Herawaty (2010).

V. Conclusion

H result from research that has been done show that income tax, leverage and
profitability take effect to management profit. Whereas variable ownership management,
ownership institutional, board of commissioner’s size, audit quality and auditor
independence are not taken effect to management profit. In study this there is a number of
limitations that is only there is eight variables just whereas still many other variables that
can be influential, no normal distribution, research only 3 years period, and their problem
heteroscedasticity. A number of recommendations that can recommended for researcher
next is m plus other possible independent variables can affect management profit, increase
the amount of data by extending the research period, and perform data transformation on
data that has undergone heteroscedasticity.
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