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Abstract 

Disclosure of financial statement information for companies in Indonesia is very important, especially for 
stakeholders who do not have access to company information, especially in profit management, so that 
stakeholders are able to make the right decisions. Profit management is a managerial activity for 
management in influencing and interfering with financial statements. Public companies have benefited 
greatly because the effective tax rate of the company will become smaller so that the company is able to 
manage profits. Effective tax planning methods through tax incentives and non-tax incentives can help and 
provide convenience for companies in their profit management. Researchers want to find out how 
incentive taxes and non-incentive taxes affect profit management.  The first results of the study showed 
that two variables of projected tax incentives with tax planning and deferred tax expense, as well as one 
variable non-incentive tax projected through leverage, had no effect on profit management. The second 
results of these studies showed that two other tax incentive variables were projected with the current tax 
expense and the number of shares paid, and the projection of one non-incentive variable of tax through 
variable capital intensity ratio had an effect on profit management. Researchers found difficulties when 
analyzing profit management since not all companies have positive test results against profit management 
values; there was a company with negative profit management values. The differences between this study 
to other researchers were the object and variable of research. 
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INTRODUCTION 

Corporate profits were the most important information in the financial statements that often used 

as manipulation targets carried out by management to minimize and maximize profits. Profit management 

is a managerial activity for management in influencing and interfering with financial statements; the 

phenomenon of profit management practices in Indonesia often occurs because the management has 

confidence that stakeholders do not have access to company information, so stakeholders will consider 

the financial statements as true reports (Negara & Suputra, 2017). 

Financial statements are prone to be played first is the freedom to choose and use these accounting 

methods and procedures indirectly make accounting standards as if accommodating or facilitating this 

profit management actions. Taxes must be paid to the Government, but the company does not comply due 

to the opportunistic behaviour of the company. This caused the company's wealth to be improperly 

relocated, thus impacting the Government due to the incorrect amount of the tax received by the 

Government. High profits will cause the company's high tax expense so that it will motivate the company 

to do profit management. This also encourages the company to carry out tax management. This tax 

incentive is one of the first steps in tax management. Tax incentives in the form of reduced tax rates 

http://creativecommons.org/licenses/by-nc/4.0/
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regulated The Minister of Finance Indonesia (Number 77, 2013) issued by the Government through the 

enactment of this tax rate; public companies will benefit greatly because the effective tax rate of the 

company will become smaller profits become more manageable.  

The existence of market failures that occur from asymmetric information makes small-scale 

companies (MSMEs) difficult to develop and profit, so this is where tax incentives aim to reduce tax 

dystrophy to the investment climate for both small, medium, and large companies (OECD, 2013). The 

existence of tax incentive policies is more to prevent than encourage investment so that it has an impact 

on project costs and investment risks. Moreover, on the one hand, the country wants to get revenue from 

taxes, but on the other hand, the country also wants to create a large investment climate with low tax rates. 

Tax incentive schemes give the impression of an unstable tax system in a country because the low tax 

burden can encourage foreign investors to invest and improve the investment climate in the country 

(OECD, 2013).  

Based on the background description and problem phenomenon above, the research wants to build 

the following problem formulation: 

1. How did tax planning affect profit management? 

2. How did the deferred tax expense affect profit management? 

3. How did the current tax expense affect profit management? 

4. How did the number of shares paid affect profit management? 

5. How did leverage affect profit management? 

6. How did the capital intensity ratio affect profit management? 

7. How did profitability affect profit management? 

 

LITERATURE REVIEW 

Positive Accounting Theory  

The theory of positive accounting explains and predicts accounting practices (Watts & Zimmerman, 

1990) consider that positive theory has provided clear confusion related to the choice of accounting 

techniques.  

Tax Planning aims to minimize the burden of taxes owed, maximize the burden of taxes and meet 

tax obligations properly, efficiently, and effectively in accordance with the applicable tax provisions.  The 

higher the tax planning, the greater the opportunity to do profit management; the practice of profit 

management is one of the accounting techniques allowed in positive accounting theory. Companies 

certainly want to reduce the burden of taxes to increase investment (OECD, 2013).   

 

Big Bath Theory  

Profit management of the big bath model is carried out with the aim of avoiding future burdens so 

that in the coming period, the company can earn greater profits. The profit management of the big bath 

model in the study was analyzed by looking at how low operating profit was, which was projected by 

return on asset (ROA) and return on sales (ROS) (Sevin & Schroeder, 2005). Through the big bath, being 

able to adjust the report to the economic value of the company, through the way that removes assets when 

the carrying value of the company's assets is less than the market price this can reduce the information 

asymmetry, but also has an impact on investor confidence in investing on shares in the company (Kristian 

Hope & Wang, 2018).  
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Profit management 

Profit management is managerial activity to "influence" and intervene in financial statements. Profit 

management is a deliberate step to regulate profit (Davidson, Stickney, & Weil), interference in the 

composition of financial statements (Schipper), deliberate errors or omissions in making financial 

statements (National Association of Fraud Examiners), actions to regulate profit (Fisher & Rosenzweig, 

1995), flexibility that encourages profit abuse (Levitt, 1998) and use certain decisions to change financial 

statements (Healy & Wahlen, 1999).  

The empirical model for detecting management was first developed by Healy in 1985. In general, 

this model is no different from other models used to detect profit management in calculating the total value 

of accruals (TAC), i.e., reducing the accounting profit it earns over a certain period with the operating cash 

flow of the corresponding period. The accrual model involves the calculation of total accruals. Profit 

management is a selection of accounting policies conducted by managers to influence the company's 

profits, whose purpose is to achieve profits in profit reporting (Scott, 2015). Profit management 

measurements are done by calculating discretionary accrual using the modified Jones model (Jones, 1991) 

by (Dechow & Sweeney, 1995).  

The formula for finding total value of accruals (TAC), i.e., net income of year t minus operating cash 

flow of year t with Modified Jones models (Dechow & Sweeney, 1995) as follows: 

    〖TAC〗_it = 〖NI〗_it - 〖CFO〗_it 

 

Hypothesis Development 

Influence Of Incentive tax consisting of: 

Influence Of Tax Planning on Profit Management 

According to (Agnes & Yin, 2004) stated companies that have good tax planning will benefit in the 

form of tax shields and will minimize tax payments. Tax planning can also increase net profit, with effective 

tax planning will streamline the company's tax credit so as to increase the company's profit. Tax planning 

related to profit reporting, high profit will cause the corporate tax expense is also high, so it will motivate 

the company to do profit management which the researcher formulated with hypotheses 1: Tax planning 

(X1) effect on Profit Management (Y): 

 

Influence Of Deferred Tax Expense on Profit Management 

Taxation can be a motivation for managers to do profit management, namely by reducing taxable 

income using accounting methods in calculating inventory values, depreciation, and allowed reserves. The 

method of freedom provided by Financial Accounting Standards (IFRS) for companies to choose 

accounting methods in compiling financial statements had little difference with fiscal financial statements 

compiled by companies based on tax rules that do not give management the freedom to choose accounting 

models and accounting methods, this is what causes fiscal reconciliation.  

Temporary differences between the amount of tax recorded assets or liabilities with the Basis of 

Taxation on such assets or liabilities. Timing differences occur due to differences in recognition of the 

amount of time in commercial accounting (IAS 12 on PSAK 46) compared to fiscally (Tax Regulation 

Number 36, 2008). The differences between commercial accounting profit and fiscal accounting will result 

in a correction in the form of a positive correction that will result in deferred tax assets, and a negative 

correction will result in deferred tax expense. Tax Regulation on Income Tax (Tax Regulation Number 36, 

2008) "fiscal profit or taxable income is a profit calculated based on applicable taxation".  
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Therefore the company can manage a small number of accounting profits through deferred tax 

expense (Arias & Rodriguez, 2012). (Pincus, P.K, John D, Rego, & O, 2002) states: "The company's actions 

acknowledge early earnings and delay costs indicating that management conducts profit management on 

commercial, financial statements." the higher the profit management practices, the higher the deferred tax 

liabilities recognized by the company as a deferred tax expense", which the the researcher formulated with 

hypotheses 2 : Tax Planning (X2) effect on Profit Management (Y) 

 

Influence Of Current Tax Expense on Profit Management 

Current tax expense is the amount to be paid by the taxpayer based on taxable income multiplied 

by the tax rate, then paid by himself and reported in the Notification  Letter (SPT) in accordance with the 

prevailing (Tax Regulation Number 36, 2008). The causes of the differences (fiscal correction) between 

income tax expense and taxes to be paid are categorized into two groups first, a) permanent differences b) 

temporary differences (Tax Regulation Number 36, 2008) Researcher formulated with hypotheses 3 :  

Current Tax (X3) effect on Profit Management (Y): 

 

Influence Of Number Of Shares Paid on Profit Management 

Companies’ regulation 33 chapter states that the shares put in IDX are paid in full by the owner. The 

number of shares paid had positive and significant across both measures of profit management, implied 

that the higher the number of shares paid, the more likely firms engage in all types of profit management 

(Doung & Evans, 2016). The number of shares paid is assessed based on government regulation (Number 

77, 2013), if the shares paid by the company traded in the IDX < 40% then 0 and if the company's paid-up 

shares are ≥ 40%, then 1. The researcher formulated  with hypotheses 4: Number of Shares Paid (X4) effect 

on Profit Management (Y) 

 

Influence Of Non-Incentives Tax on Profit Management Consist Of: 

Influence Of Leverage on Profit Management 

Highly leveraged companies are expected to make profit management increase reported profits 

and avoid breaches of debt covenants and the possibility to obtain additional funds from creditors. 

Leverage had a positive effect on earnings management (Lazzem & Jilani, 2017), and the other studies 

found a negative relationship (Rodriguez & Van Hemman, 2010).  The researcher formulated hypotheses 

with Leverage (X5) affects on Profit Management (Y): 

 

Influence Of Capital Intensity Ratio On Profit Management 

Depreciation costs can be used by the company's management to reduce profits so that later it will 

be able to affect the amount of tax to be paid. The greater the number of fixed assets of the company, the 

lower the amount of tax paid annually than the company having a lower amount of fixed assets (Arias & 

Rodriguez, 2012). The researcher formulated this with hypotheses 6: Leverage (X6) affects on Profit 

Management (Y): 

 

Influence Of Profitability On Profit Management 

 (Kothari, A.J, & Wasley, 2005)   and (Ayu, 2019) was founded negative impact. The result showed 

that the higher or lower profitability obtained in companies had no effect on profit management. The 

researcher formulated this with hypotheses 7: Leverage (X7) affects on Profit Management (Y): 
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RESEARCH METHOD 

This research aims to develop previous research and can be classified into causal research types; 

researcher had to test independent variables between incentives tax consist of (tax planning, deferred tax 

expense, current tax expense, number of shares paid) and non-incentives tax consist of (leverage, capital 

intensity ratio and profitability) on company dependent variables (profit management) on LQ45 in the 

period 2017-2019.  

 Based on the research approach, the type of research was quantitative research with secondary 

data to prove the existing theory through multiple linear regression analysis, with the SPSS 25.0 as the test 

tool (Ghozali, 2016).  The research population was obtained using purposive sampling techniques in LQ 

45 companies listed in the period 2017-2019.  Population targets was determined by criteria: (1) 

Companies listed on LQ 45 during period 2017-2019, (2) LQ45 companies that report full financial 

statements for the period 2017-2019, and (3) company that didn't have negative profit value for three 

consecutive years. Multiple linear regression equations used by researchers as follows: 

 
TAC=𝜶+𝜷𝟏𝑻𝑹𝑹𝒊𝒕 + 𝜷𝟐𝑫𝑻𝑬𝒊𝒕 + 𝜷𝟑𝑪𝑻𝑬𝒊𝒕 + 𝜷𝟒𝑺𝑻𝑶𝑪𝑲𝒊𝒕 + 𝜷𝟓𝑳𝑬𝑽𝒊𝒕 + 𝜷𝟔𝑪𝑰𝑹𝒊𝒕 + 𝜷𝟖𝟕𝑹𝑶𝑨𝒊𝒕 + 𝜺𝒊𝒕(𝟏) 

FINDINGS AND DISCUSSION 

Point 1 Regression test result 

 Recapitulation of Multiple Regression Test Results is showed in the following table: 

Variable 
Coefficient 
Regression 

Coefficient 
Beta 

t count Prob (Sig.) 

Tax Planning (X1) -0.226 0.271 -0.835 0.413 
Deferred Tax Expense (X2) 0.716 0.121 1.451 0.161 

Current Tax Expense (X3) -0.431 0.202 -2.134 0.044 

Number of Share paid (X4) 7,170 1,465 4,895 0,000 

Leverage (X5) 0,928 0,177 5,227 0,000 

Profitability (X6) 0,592 1,297 0,456 0,653 

Capital Intensity Ratio (X7) 10,833 2,720 3,983 0,001 

Cons 0.023 

      

F count 674.11 

R 0.998 

R2 0.995 

Adjusted R2 0,994 

Sig. F 0 

SEE 6.324 

Table 1. the result of multiple regression analysis with SPSS 25.0 (processed data, 2021) 

 

The results of multiple regression tests as follows: 

TAC= 0.023 + (-0.226)TRR + 0.716DTE +(-0.431)CTE + 7.170Stock + 0.928 DER + 0.59ROA 

+10.833CIR 

This study used profit management as a dependent variable and tax planning, deferred tax expense, 

current tax expense, number of shares paid, leverage, profitability, and capital intensity ratio as an 

independent variables.  

The other variable from deferred tax expense, number of shares paid, leverage, profitability, capital 

intensity ratio had coefficient positive, and this value explains that there is a positive influence between 
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variable deferred tax expense, number of shares paid, leverage, capital intensity ratio, and profitability to 

profit management. 

This research model shows that tax planning, deferred tax expense, current tax expense, leverage, 

number of shares paid, profitability, capital intensity ratio simultaneously have significant effects on the 

dependent variable of profit management.  

 

Point 2 F test result 

If the test significance value F < 0.05, then the model used in the study is feasible and can be used 

for subsequent analysis, and vice versa (Ghozali, 2016). The table 1 result test showed that F-statistics 

probability is below 1%, which 0,000, so the researcher concluded that variables of tax planning, deferred 

tax expense, current tax expense, number of shares paid, leverage, capital intensity ratio, and profitability 

together had a significant effect on the profit management at the level of 1%. 

 

Point 3 t-test result 

Impact Of Tax Planning on Profit management 

The results of this study are different from (Agnes & Yin, 2004) study, which states that tax planning 

can also increase net profit, with effective tax planning will streamline the company's tax credit so as to 

increase the company's profit.  Statistically evidenced found by the value of t-count (1.755) < t-table 2.042 

and significance value of 0.413 > 0.05, thus indicating that tax planning had no influence and was 

insignificant. The resulting test showed that there had no effect on profit management, so H1 was rejected. 

Researchers concluded that good tax planning will be inversely proportional to profit management; these 

results were in line with the results of research conducted by (Ayu, 2019).  

 

Impact Of Deferred Tax Expense on Profit management  

The company managed a small number of accounting profits through deferred tax expenses (Arias 

& Rodriguez, 2012). (Pincus, P.K, John D, Rego, & O, 2002) states: "The company's actions acknowledge 

early earnings and delay costs indicating that management conducts profit management on commercial, 

financial statements." the higher the profit management practices, the higher the deferred tax liabilities 

recognized by the company as a deferred tax expense." The test results stated that the Deferred Tax 

Expense had no effect on profit management, so H2 was rejected.  This is statistically evidenced by the 

value of tcount (1.451) < ttable 1.7139 and the significance value of 0.161>0.05. Deferred tax expenses had 

a negative influence on profit management.  Higher deferred tax expense so that likelihood of the company 

doing profit management will decrease, and vice versa. This is inversely proportional to research (Negara 

& Suputra, 2017) that stated the positive and significant relationship between deferred tax expense and 

profit management. 

 

Impact Of Current Tax Expense on Profit management 

Test results showed the current tax expense had an influence on profit management with the 

comparison of tccount with ttable, obtained the value of tcount -2.134 statistically> ttable 1.7139 and the 

significance value of 0.04<0.05 so that H3 was accepted. The result means that the current tax expense had 

a significant effect on profit management; it was concluded that the higher the tax burden now, it can 

improve profit management even though the effect is negative (weak), and this result is in line with 

government tax regulations (Tax Regulation Number 36, 2008).  
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Impact Of  Number Of Shares Paid On Profit management  

A number of shares paid shows a significant value of 0.000 < 0.05 with a comparison of taccount 

and ttable, obtained the value of tccount (4.895) statistically> ttable 1.7139 and significance value of 0.00 

< 0.05. The authors found out that a number of shares paid have a positive and significant influence on 

profit management, so that H4 was accepted. The results test line with (Doung & Evans, 2016), which 

states the results that the higher the number of shares paid, the more likely firms engage in all types of 

profit management. 

 

Impact Of Leverage on Profit management 

Higher corporate leverage can trigger improved profit management. Leverage got  significant value 

of 0.000 < 0.05. It can be concluded leverage has a significant effect on profit management so that H4 was 

accepted. Highly leveraged companies are expected to make profit management increase reported profits. 

These results wasn't in line with previous research conducted by (Lazzem & Jilani, 2017) but in line with 

research conducted by (Rodriguez & Van Hemman, 2010). 

 

Impact Of Capital Intensity Ratio on Profit management 

Capital intensity ratio obtained t count of 3,983 and table t 1.7139. The researcher found out that 

the Capital intensity ratio has an effect on profit management so that H6 is accepted. The results of this 

study conducted by (Rodriguez & Van Hemman, 2010) stated that the greater the capital intensity ratio so 

the more likely the company to carry out profit management is higher. 

 

Impact Of Profitability on Profit management  

Profitability has no effect on profit management because management in developing businesses 

prioritizes its own capital over loans. From the results of the comparison of tcount with ttable, obtained 

the value of tcount 0.456 < ttable 1.7139 and the significance value of 0.653 > 0.05 statistically. The 

researcher found that profitability has no effect on profit management,  so H5 is rejected. This means that 

the more profit levels, the probability of the company carrying out profit management are slight (small). 

Researchers have similar results with previous researchers, namely (Kothari, A.J, & Wasley, 2005) and 

(Ayu, 2019). They were founded that the higher or lower profitability obtained in companies had no effect 

on profit management. 

 

CONCLUSION  

Partially based on the result, the researcher found out that the projected tax incentives with tax 

planning and deferred tax expense had no significant impact on profit management. The current tax 

expense and number of shares paid have significant effects on profit management. Partially based on 

results, the researcher found out that the projected non-tax incentives with leverage and capital intensity 

ratio have a significant impact on profit management. Profitability had no significant effect on profit 

management.  

The results of the analysis showed the current tax expense, the number of shares paid, leverage, 

profitability, and capital intensity ratio affect profit management. Meanwhile, tax planning, deferred tax 

expense, and leverage had no significant effect on profit management. 

 

 

LIMITATION & FURTHER RESEARCH 
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Researchers found difficulties when analyzing profit management because not all companies had 

positive profit management values; there are some companies with negative profit management values.  

The differences between this study are the object and variable of research. The limitation of the study that 

can be concluded is that this study only uses a short span of time that is for three years. Researchers found 

difficulties when analyzing profit management because not all companies had positive profit management 

values; there are some companies with negative profit management values.  Further research is expected 

to be able to develop new variable variables that are more updated so that researchers can further develop 

a relationship between tax incentives, tax policy, governance, and non-taxes with the audit field. 
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