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CHAPTER I 

INTRODUCTION 

 

1.1 Background of the Study 

In this competitive business, companies must strive to show the best 

performance in the global market. In order to compete strongly, companies are 

required to have competitive advantages from other companies. Measuring the 

condition and value of the company can be seen through its financial report. 

Financial report is very important information especially related to profit or 

earnings. According to Pernyataan Standar Akutansi Indonesia (PSAK) Nomor 1, 

information regards profit or earnings is needed to assess changes in potential 

economic resources that can be controlled in the future, generate cash flow from 

existing resources and for the consideration of the effectiveness of companies in 

utilizing additional resources. Therefore, profit is the center of attention for 

investors, creditor, accounting policy makers and the government in this case is 

Directorate General of Taxes (Anggraini,2018). 

In accounting practices, conflicts of interest and pressure from top 

management on internal accountants or auditor influence the decisions being 

made tend to be biased. This can be explained using the agency theory which 

explains the conflict interests between the concerned parties (principal) with those 

who authorized to carry out the interest (agent). This conflict arises when each 

party tries to achieve the desired level of prosperity.  
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The existence of certain motives causes the preparation of financial 

statement to be not 100% neutral and profit or earnings as important information 

often become target of manipulation by management to maximize or minimize 

profits, in other word manager practice earning management by manipulation 

financial report.  

The phenomenon of earning management practices have raised several 

cases and summarizes as follow: 

Table  1.1 The Phenomenon of Earning Management Practices 

No. Company (year) Source Explanation 

1. PT. Indofarma,Tbk 

(2004) 

Creative Accounting: 

Mengungkap Manajemen 

Laba dan Skandal 

Akuntansi (2011) 

 

There is violation in Undang-

Undang Pasar Modal where the 

value presented in the 2001 financial 

statements was higher than the 

actual value should be reported. As 

a result of the overstated statements, 

the cost of the production become 
lower than the value that should be 

reported (understated). Because the 

low cost of production it result to 

higher profits, that makes the 

financial statement misleading and 

detrimental to decision makers 

2. PT. Perusahaan Gas 

Negara (2007) 

Creative Accounting: 

Mengungkap Manajemen 

Laba dan Skandal 

Akuntansi (2011) 

 

This case is related to violations of 

the principles of financial statements 

disclosure, where PT. PGAS is 

delaying the publication of material 

information on the declining gas 

volume that had been known since 

September 12, 2006, but had only be 
published in March 2007. Because 

of the delay, it provided misleading 

information to investor where this 

case was revealed because there was 

a significant decline in the share 

price of Rp. 9,650 (closing price 11 

January 2006) to Rp. 7,400 (closing 

price 12 January 2007) per share. 
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Table  1.1 The Phenomenon of Earning Management Practices (continued) 
3.  PT. Garuda 

Indonesia (Persero) 

(2018)  

Kronologi Laporan 

Keuangan Garuda, Dari 

Untung Jadi ‘Buntung” 

(Detik Finance-2019) 

In 2018 surprisingly, Garuda 

Indonesia reach net profit US$ 

809.85 thousand or equivalent to 

IDR 11.33 billion (exchange rate 

IDR 14,000). However both 

Garuda’s two commissioners, 

namely Chairul Tanjung and Dony 

Askaria stated dissenting opinions 

and did not want to sign the 

financial statement. The reason is 

that that net profit is supported by 

the agreement between Garuda and 
PT. Mahata Aero Teknologi with 

agreement value US$ 239.94 or 

around IDR 2.98 trillion revenue. 

Those funds actually still 

categorized as account receivable 

but already recognized as revenue in 

2018. Because of this issue which 

led to controversy, Garuda was 

subjected to sanctions and restated 

the 2018 financial report and 

recorded a net loss of US$ 175.028 
million or around IDR 2.4 trillion 

(exchange rate IDR 14,000)  

Prepare by: Writer (2020) 

Manipulating information through earning management has become a 

major factor causing financial statement does not reflect the value of a company. 

Therefore, this issue can be detrimental to the parties who work as decision maker 

and by using the financial statement it leads to asymmetric information, which is a 

condition where there is a misalignment of information between management with 

stakeholders, investor, creditors and government.   

The company’s decision to conduct earning management is influenced by 

several factors, such as tax incentives and non-tax incentives. As it is known, tax 

incentive is provided by the government to facilitate and encourage tax payer to 

comply tax obligations. Moreover, tax considered as expenses by tax payer but it 

is crucial revenue for government. Based on agency theory, there is different kind 
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of interest between companies (agent) and government (principal). Companies in 

achieving high profit automatically caused higher tax payable but companies also 

try to reduce the tax to be paid to the government. While non-tax incentives are 

incentives that are given by companies to improve company performance and 

adjust with company that report profit or loss. Thus, it can encourage management 

to cope with earning management  

In relation to tax incentives and non-tax incentives, there are several 

factors that influence companies to conduct earning management. According to 

previous research done by Sutrisno et a.l (2018), variable of tax incentive with 

proxy (tax planning) have significant effect partially on earning management and 

non-tax incentives with proxies (earning pressure and firm size) also have 

significant effect partially on earning management while non tax incentives 

(leverage and earning bath) partially not have significant effect on earning 

management. However, all tax incentives and non incentives simultaneously 

affect earning management. 

Then another research done by Budiman et al. (2015), variable of tax 

incentive with proxy tax planning and non tox incentives with proxy earning 

pressure, debt, earning bath and company size partially do not have significant 

effect on earning management and simultaneously als do not have effect on 

earning management.  

This research will reexamine the inconsistent independent variables in 

previous research which are tax incentives (tax planning) dan non-tax incentives 
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(earning pressure, leverage and company size). Then writer is also interested to 

add other independent variables namely deferred tax asset and return on equity 

which in previous research done by Baraja et al. (2017) and Abbas et al. (2019) 

are considered capable of detecting the possibility of companies doing earning 

management. 

  The sample used in this research is service companies sector in 

infrastructure, utilities and transportation companies listed at Indonesia Stock 

Exchange. This sector is divided into subsectors which includes energy, toll road, 

airport, harbor and allied products, telecommunication, transportation and non 

construction building. According to Badan Koordinasi Penanaman Modal 

(BKPM), the highest investment in the year 2019 first quarter is in transportation, 

utilities and transportation companies with IDR 71.8 trillion. The reason to choose 

this service companies is as in previous research by Hamijaya (2015), Sutrisno et 

al. (2018), Budiman et al. (2015) conducted in manufacturing companies. Then, 

based on table 1.1, PT. Perusahaan Gas Negara (Mardiasmono, 2017) and PT. 

Garuda Indonesia (Persero) are included in this sector. Each industry has 

different characteristic that will also cause difference in characteristic of earning 

management (Sulistiawan et al., 2011), 

Based on the explanation of the phenomenon and the previous research, 

the researcher is interested in conducting further research with the research title, 

“The Impact of Tax Incentives and Non Tax Incentives towards Earning 

Management at Infrastructure, Utilities and Transportation Companies 

listed at Indonesia Stock Exchange” 
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1.2 Problem Limitation 

The writer has made problem limitation as follows : 

1. The object of this research is infrastructure, utilities and transportation 

companies listed at Indonesia Stock Exchange. 

2. The independent variable of this research are tax incentive wih proxy on 

tax planning and deferred tax assets and non tax incentives with proxy on  

earning pressure, leverage, return on equity and size of the company and 

the dependent variable is earning management. 

3. The data to be researched is taken from the year 2017 to 2019  

 

1.3 Problem Formulation 

Problem formulations in this research are as follows: 

1. Does tax planning have partially significant impact towards earning 

management at infrastructure, utilities and transportation companies listed 

at Indonesia Stock Exchange? 

2. Does deferred tax assets have partially significant impact towards earning 

management at infrastructure, utilities and transportation companies listed 

at Indonesia Stock Exchange? 

3. Does earning pressure have partially significant impact towards earning 

management at infrastructure, utilities and transportation companies listed 

at Indonesia Stock Exchange? 
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4. Does leverage have partially significant impact towards earning 

management at infrastructure, utilities and transportation companies listed 

at Indonesia Stock Exchange? 

5. Does return on equity have partially significant impact towards earning 

management at infrastructure, utilities and transportation companies listed 

at Indonesia Stock Exchange? 

6. Does size of the company have partially significant impact towards 

earning management at infrastructure, utilities and transportation 

companies listed at Indonesia Stock Exchange? 

7. Do tax incentives and non tax incentives have simultaneously significant 

impact towards earning management at infrastructure, utilities and 

transportation companies listed at Indonesia Stock Exchange? 

 

1.4 Objectives of the Research 

The research objectives are as follows: 

1. To know whether tax planning has partial significant impact towards 

earning management at infrastructure, utilities and transportation 

companies listed at Indonesia Stock Exchange. 

2. To know whether deferred tax assets has partial significant impact towards 

earning management at infrastructure, utilities and transportation 

companies listed at Indonesia Stock Exchange. 
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3. To know whether earning pressure has partial significant impact towards 

earning management at infrastructure, utilities and transportation 

companies listed at Indonesia Stock Exchange. 

4. To know whether leverage has partial significant impact towards earning 

management at infrastructure, utilities and transportation companies listed 

at Indonesia Stock Exchange. 

5. To know whether return on equity has partial significant impact towards 

earning management at infrastructure, utilities and transportation 

companies listed at Indonesia Stock Exchange. 

6. To know whether size of the company has partial significant impact 

towards earning management at infrastructure, utilities and transportation 

companies listed at Indonesia Stock Exchange. 

7. To know whether tax incentives and non tax incentives have simultaneous 

significant impact towards earning management at infrastructure, utilities 

and transportation companies listed at Indonesia Stock Exchange. 

 

1.5 Benefit of the Research 

1.5.1 Theoretical Benefit 

This research will provide benefit theoretically as follows: 

1. For the author 

By having this research, the writer is able to implement the knowledge 

which has been obtained so that can be set forth in this skripsi and also 
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broaden the author insight regarding strategies done by company to 

achieve certain people interests. 

2. For academic purposes,  

It can provide new knowledge that can be used as references and also 

further observation especially related to the impact of tax incentives and 

non tax incentives towards earning management. 

1.5.2 Practical Benefit 

This research will provide benefit practically as follows: 

1. For the author 

In the future and real workplace, author can give insight to the company 

regarding tax incentive, non tax incentives and earning management as 

writer had done research before in the skripsi. 

2. For the researcher 

It is expected to give reference for other researchers who have the similar 

interest in the future. 

  


