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ABSTRACT 
This study aims to examine the effect of capital structure, profitability and company size on earnings 

management. The population in this study is companies with manufacturing types listed on the Indonesia Stock 

Exchange in the period 2013 to 2017. Samples were obtained using a purposive random sampling method. Data 

analysis uses fixed effects. The results showed that the capital structure, profitability and size of the company 

affect earnings management 

 

INTRODUCTION 
The development of the state of the 

economy in Indonesia is still not stable in line with 
the presidential election event, so the manufacturing 
industry market is currently experiencing a decline 
from the previous year. According to Arif (2016), 
influencing factors are due to a decrease in demand 
in key markets, increasing global trade tensions and 
the need to stay at the forefront of future technology. 
The manufacturing industry has become one of the 
important sectors in the development of a fairly 
stable national economy and is supporting the 
economy with a positive growth rate. With the 
current challenges, both internal and external 
challenges, the government needs to implement 
several strategies. These strategies are focused on 
how to create a manufacturing industry that is 
resilient to crisis shocks and industrial conditions or 
climate that can attract investors. 

The phenomenon that often occurs in 
relation to earnings management usually arises due to 
a form of error and negligence of the subject of 
financial management itself, which is directly or 
indirectly influenced by various factors, both internal 
and external (Mahawyahrti and Budiasih, 2016). 

Mahawyahrti and Budiasih, (2016) said that 
if a condition in which the management did not 
succeed in achieving the specified profit target, then 
management would utilize the flexibility allowed by 
accounting standards in preparing financial 

statements to modify reported earnings. Management 
will be motivated to show good performance in 
producing maximum value or profit for the company 
so that management tends to choose and apply 
accounting methods that can provide better earnings 
information. The interesting to be traced is 
management behavior in carrying out earnings 
management practices. The importance of profit 
information for its users makes each company 
competing to increase its profits. But for certain 
parties there are doing unhealthy ways to achieve 
individual goals of company profit information. This 
is usually used as a practice of profit manipulation 
carried out by company management who know the 
conditions in the company (Dinda Dwi, 2019). 

Management behavior that regulates 
earnings as above is usually known as earnings 
management. Earning management initially appears 
and is done by the compilers of financial statements 
in a company's financial reporting process because 
they expect a benefit from these actions 
(Mahawyahrti and Budiasih, 2016). Earnings 
management is one of the conditions where 
management intervenes in the process of preparing 
financial statements for external parties so that they 
can flatten, increase and decrease profits (Fathiani, 
2016). If the company's earnings management is 
correct and in accordance with existing regulations, 
earnings management can be efficient, meaning that 
it can increase the informativeness of earnings in 
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communicating personal information. However, if 
earnings management is not done in the right way 
then it can be opportunistic, meaning that earnings 
management reports its profits opportunistically to 
maximize its personal interests (Scott in Hartanto, 
2011). Although some writers interpret earnings 
management in different languages, but thus have the 
same meaning of determining earnings in such a way 
by playing with the numbers in the financial 
statements of a company not based on the actual 
situation by obtaining expected profits. 
Problem Identification  

1. Does the capital structure affect earnings 
management? 

2. Does profitability affect earnings management? 
3. Does the size of the company affect earnings 

management? 
 

LITERATUR REVIEW  
Capital Structure 

According to Hery (2015) capital structure 
is the ratio or balance of long-term funding of the 
company which is shown by the ratio of long-term 
debt to equity. Meanwhile, according to Fahmi 
(2015) capital structure is a balance between the use 
of loan capital consisting of short-term debt that is 
permanent, long-term debt with own capital 
consisting of preferred shares and ordinary shares. 
Furthermore, according to Mulyawan (2015), the 
company's capital structure is a mixture or proportion 
of long-term debt and equity, in order to fund its 
investments (operating assets). Based on some of 
these references, the author can conclude that capital 
structure is an important issue for the company 
because of the good or bad capital structure will have 
a direct effect on the financial position of the 
company, especially with the existence of a very 
large debt will burden the company (Hirdinis,2019). 
Profitability 

Profitability according to Harahap (2015) is 
describing the ability of a company to get profits 
through all capabilities and existing resources such as 
sales, cash, capital, number of employees, number of 
branches of a company, and so forth. Meanwhile, 
according to Brigham and Houston (2009), 
profitability is the final result of a number of policies 
and decisions made by the company. Based on the 
opinions of the experts above, the conclusion can be 
drawn is the company's ability to generate profits by 
using existing resources within the company itself. 

Profitability ratios according to Weston and 
Copeland (2010) are measuring the effectiveness of 
management based on the results of returns generated 
from sales and investments. Profitability ratio 
according to Kasmir (2016) is a ratio to measure how 
much the level of profit that can be obtained by the 
company. Based on the above theory it can be 

concluded that the profitability ratio is a ratio to 
measure how much a company is able to generate 
profits by using all the factors that the company is in 
to produce maximum profit. 
Firm Size 

According to Riyanto (2013) firm size is 
amount of equity, sales or asset values. According to 
Torang (2012), firm size is the size of the 
organization is a context variable that measures the 
demands of the service or product of the 
organization. Furthermore, according to Kasmir 
(2016) firm size is a scale where the size of the 
company can be classified according to various ways, 
including the size of income, total assets, and total 
capital. The greater the size of revenue, total assets, 
and total capital will reflect the company's condition 
that is getting stronger. Based on some of the above 
understanding, it can be seen that the size of the 
company is a scale that describes the size of the 
company with various values such as equity, sales, 
and company assets, the greater the value reflects a 
stronger company. 
Earning Management 

According to Scott (2012), opinion that 
earnings management is earning management 
intervention in the process of preparing financial 
statements for external parties so that they can 
flatten, increase, and decrease earnings reporting, 
where management can use the leeway of using 
accounting methods, making policies (discreationary) 
which can accelerate or delay costs and revenues, so 
that the company's profits are smaller or larger as 
expected. According to Kieso (2011) earnings 
management is defined as the time planning of 
revenues, expenses, gains and losses to flatten 
earnings fluctuations. 
Past Research And Framework 

There is a gap research regarding the effect 
of Capital Structure, Profitability and Company Size 
on Profit Management. Research conducted by 
Agustia and Elly (2018) and Indracahya and Dewi 
(2017) shows that the capital structure has a positive 
and significant effect on earnings management. The 
results of this study contradict the research conducted 
by Minabari, et al (2017) and Widianingrum and 
Sunarto (2017) that the Capital Structure has no 
significant effect on earnings management. 

Research conducted by Agustia and Elly 
(2018) shows that profitability has no significant 
effect on earnings management. This is contrary to 
research conducted by Tata and Herman (2017) 
which shows that profitability has a positive and 
significant effect on earnings management. 

Research conducted by Ali (2015) and 
Medyawati and Astri (2016) shows that company 
size has a positive and significant effect on earnings 
management. This contrasts with research conducted 
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by Kingsley, et al (2016) and Widianingrum and 
Sunarto (2018) which shows that company size has 

no significant effect on earnings management. 
 

 

 

 

 

Figure 1. 
Framework 

Hypothesis 
H1 :Capital structure has a positive and significant effect on earnings management 
H2 : Profitability has a positive and significant effect on earnings management 
H3 :  Firm size has a positive and significant effect on earnings management 

 

RESEARCH DESIGN AND METHOD 
Operationalization of Variables and Measurement of Variables 

Table1. Operationalization of Variables and Measurement of Variables 

No Variabel Indicator Scale 

1. Earning 

Management (Y) 

Net Incomet – Net Incomet-1 

                                                x 100% 

         Market Valuet-1 

Ratio 

2. Capital structure 

(X1) 

     Total Debt 

                                 X 100% 

     Total Asset 

Ratio 

3. Profitability(X2)           EAT 

                                X 100% 

      Total Asset 

Ratio 

4. Firm Size (X3) ln (Asset) Nominal 

 
Population and Research Samples 

The population in this study are all 
manufacturing companies listed on the Indonesia 
Stock Exchange. This study uses secondary data from 
the financial statements of manufacturing companies 
in 2013 - 2017. Data in this study were taken by 
purposive sampling method, with the following 
criteria:  

1. Manufacturing company  
2. Publish financial statements in rupiah and 

issue audited financial statements as of 
December 31. 

3. No de-listing during 2013 - 2017.  

4. Have complete data following the needs of the 
author 
 

Data Analysis Method 
Data analysis was performed using the 

Eviews 8  program which included analysis as 
follows: 1) Test Descriptive Statistics. 2) Inferensial 
Statistic , Common Effect. Fixed Effect. Random 
Effect.3) Model Testing (Selecting the Data Panel 
Model); Uji Chow (F Statistik) and Haussman test. 4) 
Regression Testing Model 5)  Feasibility Test Model 
consisting of Analysis of the Determination 
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Coefficient (R2 test), Simultaneous Regression 
Coefficient Test (F Test) and Partial Test (t Test). 

 

 
 
 
 

RESEARCH RESULTS AND 
DISCUSSION 

Description of Research Object Based on 
data obtained from the official website of the 
Indonesia Stock Exchange or http://www.idx.co.id, it 
is known that the companies that entered the criteria 
in purposive sampling during the study year (2013-
2017) were 25 companies. Criteria specified in 
sample selection: 

 

Table 2. Sample Selection Results 
No Results of Determination of Sample Criteria Amount 

1 Manufacturing companies listed on the Indonesia Stock 
Exchange 

154 

2 Companies that publish Annual Reports are incomplete 
during the research year 

(27) 

3 The company must issue a financial statement that lists 
the values of the variables to be sent 

(40) 

4 Publish financial statements in rupiah and issue audited 
financial statements as of December 31. 

(62) 

Companies that meet the criteria 
Number of Samples (26x5years) 

25 
125 

 
Test Assumptions and Quality of Research Instruments Descriptive statistics 

Table 3 Descriptive Statistics Test Results 
 Earning 

Management 
DER ROA SIZE 

 Mean -0.297056  95.33769  5.936440  14.41197 
Median 0.003000 57.09200 5.449000 14.02700 
 Maximum  14.87000  539.0170  25.32400  19.50500 
 Minimum -26.58900  3.867000 -10.73300  11.48000 
 Observations  125  125  125  125 

 
The table above shows a general description 

of the descriptive statistics of the dependent and 
independent variables. Based on the table above, it 
can be explained: it is known that the number of 
observational data is 125 (25 Companies for the 
period 2013-2017) and no missing data (all data 
successfully processed). In the measurement of 
earnings management there is an average value of -
0.297. This shows that manufacturing sector 
companies listed on the IDX make profit 
management with Income Minimization and are often 
done with taxation motivation. According to 
Sulistyanto (2008), Positive earnings management 
value, means that the company conducts earnings 
management by raising earnings, if the earnings 
management value is negative, it means that the 
company conducts earnings management by lowering 
profits, and if the earnings management value is zero 
/ there is 1 (one) number zero behind the comma, 
meaning there is no indication of earnings 

management in the company. The largest earnings 
management value of 14,870 was achieved by PT. 
Lionmesh Prima Tbk in 2017. The minimum value of 
-26,589 was achieved by PT. Lion Metals Works 
Tbk. 

In the Capital Structure variable, it is known 
that the average value is 95.33%. This shows that 
manufacturing sector companies have a high 
proportion of debt compared to owned capital. This 
can result in high financial risk of the company and 
be a negative signal for investors. Companies with a 
high DER ratio of 539.02% achieved by PT. Jaya 
Pari Steel Tbk in 2015. The DER with the lowest 
value of 3.86% was achieved by PT. Jaya Pari Steel 
Tbk in 2013. 

In the profitability variable represented by 
the ratio of return on assets (ROA) has an average 
value of 5.93%. This shows that manufacturing 
sector companies are able to manage their assets to 
generate profits. The highest value of 25.32% was 
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achieved by PT. Merck Tbk in 2014. While 
companies with the lowest ROA value of -10.73% 
were achieved by PT. Kertas Basuki Rachmat 
Indonesia Tbk in 2017.  

In the Firm Size variable an average value 
of 14.41 was achieved. The companies with the 
smallest company size of 11.48 achieved by PT. 
Kedaung Indah Can Tbk in 2014. While the company 
with the highest company size of 19.50 was achieved 
by Astra International Tbk in 2017. 

 
 Selection of Panel Data Regression 
Model 

Before testing the influence between 
variables, it is necessary to select 3 (three) 
approaches from the panel data regression analysis. 
 
 
 
 

Chow Test 
Chow test is performed to determine 

whether the model used is a common effect (pooled 
least square) or fixed effect. Chow test is performed 
in panel data testing by selecting fixed effects in the 
cross section panel option. The hypothesis used: 

H0: Common Effect Model is better than 
Fixed Effect Model 

H1: Fixed Effect Model is better than 
Common Effect Model 
The provisions that must be considered in choosing a 
model as follows (Ghozali, 2013: 62): 

a. If the probability is> 0.05, then H0 is accepted and 
H1 is rejected, or using the Common Effect Model is 
better than the Fixed Effect Model. 

b.  If the probability is <0.05, then H0 is rejected and 
H1 is accepted, or using the Fixed Effect Model is 
better than the Common Effect Model. 
 

Table 4 Chow Test Results 
 

Redundant Fixed Effects Tests   
Equation: Untitled   
Test cross-section fixed effects  

     
     Effects Test Statistic   d.f.  Prob.  
     
     Cross-section F 2.198862 (24,97) 0.0037 

Cross-section Chi-square 54.300960 24 0.0004 
     
      

Test results Table 4 above shows that the 
probability value of 0,000 or <0.05 so it can be 
concluded that H0 is rejected and H1 is accepted, or 
using the Fixed Effect Model is better than the 
Pooled least square Model. 

 
Haussman Test 

The Haussman test is used to determine 
whether the right model is the fixed effect model or 
the random effect model. In this study the Haussman 
test was performed in panel data testing by selecting 
a random effect on the cross section option. The 
provisions that must be considered in choosing a 
model are as follows: 

 
 

The hypothesis used: 
H0: The random effect model is better than 

the Fixed Effect Model 
H1: Fixed Effect Model is better than 

Random effect Model 
The provisions that must be considered in choosing a 
model as follows (Ghozali, 2013: 64): 

a. If probability> 0.05, then H0 is accepted and H1 is 
rejected or using the Random effect Model is better 
than the Fixed Effect Model 

b. b. If the probability is <0.05, then H0 is rejected and 
H1 is accepted or using the Fixed Effect Model is 
better than the Random effect Model 
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Table 5 Haussman Test Results 
Correlated Random Effects - Hausman Test  
Equation: Untitled   
Test cross-section random effects  

     
     

Test Summary 
Chi-Sq. 
Statistic Chi-Sq. d.f. Prob.  

     
     Cross-section random 26.375986 3 0.0000 
     
      
 
 

    
Test results Table 5 above showa that the probability value of 0,000 or <0.05 so it can be 
concluded that H0 is rejected and H1 is accepted or using the Fixed Effect Model is better than 
the Random effect Model. 
 

Regresion Data Panel Results 
In this study panel data regression analysis 

(panel regression model) was used. That is because 
the data in this study are a combination of cross 
section and time series data. Through panel data 

analysis testing, researchers will find out the 
influence between the variables tested to answer the 
problem formulation and research hypotheses. The 
following are the results of the panel data regression 
analysis in the study. 
 

Tabel 6 Regresion Data Panel Results Fixed Effect Methode 
 

Dependent Variable: Earning Management  
Method: Panel Least Squares   
Date: 09/03/19   Time: 07:22   
Sample: 2013 2017   
Periods included: 5   
Cross-sections included: 25   
Total panel (balanced) observations: 125  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 34.15158 22.87443 5.493002 0.0000 

DER 0.531488 0.007720 4.078609 0.0001 
ROA 0.388338 0.101146 3.839383 0.0002 
SIZE 1.980796 1.579491 2.254072 0.0028 

     
      Effects Specification   
     
     Cross-section fixed (dummy variables)  
     
     R-squared 0.865111     Mean dependent var -0.297056 

Adjusted R-squared 0.788389     S.D. dependent var 3.588893 
S.E. of regression 3.233214     Akaike info criterion 5.379228 
Sum squared resid 1014.006     Schwarz criterion 6.012770 
Log likelihood -308.2017     Hannan-Quinn criter. 5.636602 
F-statistic 8.066022     Durbin-Watson stat 1.702203 
Prob(F-statistic) 0.000025    

     
     Based on table 6, the following is an 

explanation of the panel data regression test: 
In the best capital selection, panel data 

regression model used is fixed effect. This is based 
on the results of the model selection through the 
chow test and the haussman test. The results of 
selecting a research model can be seen in the 

appendix. Based on this, here is the equation of the 
research model. 
Y = 34,151 + 0.531 X1 + 0.388 X2 +1,980 X3 + e 

Constant value of 34,151 with a significance 
value of 0,000. Due to the significance <0.05, the 
value of the constant and can be interpreted that if all 
the independent variables are considered constant or 
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unchanged, the amount of Profit Management is 
34,15. 

The capital structure regression coefficient 
value of 0.531 with a significance value of 0.000. 
This shows that there is a significant influence. The 
regression coefficient number shows that if the 
Capital Structure increases by one unit, the Profit 
Management will increase by 0.531. 

The profitability regression coefficient value 
is 0.388 with a significance value of 0.000. This 
shows that there is a significant influence. The 
regression coefficient number indicates that if 
profitability increases by one unit, the Profit 
Management will increase by 0.531. 

Regression coefficient of Firm Size is 1,980 
with a significance value of 0.002. This shows that 
there is a positive and significant influence. The 
regression coefficient number shows that if the size 
of the company increases by one unit, the Profit 
Management will increase by 1,980 

The coefficient of determination (R-
Squared) is 0.865. This shows that the percentage 
contribution of the influence of the independent 
variable on the dependent variable is 86.5%. In other 
words, it can be interpreted that the independent 
variables (Capital Structure, Profitability and 
Company Size) used in this study were able to 
explain the dependent variable Profit Management of 
86.5%. While the remaining 13.5% is influenced by 
other variables. 

 
F Test 

The F test is used to test whether the 
independent or independent variables entered in the 
model have a joint effect on the dependent variable 
(Ghozali, 2013). If Fcount> Ftable and F have a 
significant value <0.05, the hypothesis is accepted, 
meaning the hypothesis is proven. If Fcount 
<Ftable and F have a significant value> 0.05, the 
hypothesis is rejected, meaning the hypothesis is 
not proven.Criteria for decision making are as 
follows: 

If Fcount> from Ftable, H0 is rejected. Ha 
accepted 

If Fcount <from Ftable, H0 is accepted. Ha 
rejected 

Based on table 6 it is known that the 
Fcount value is 8,066> Ftable 2,680 and the 
probability is 0,000 <0.05 (Ghozali, 2013: 71). 
Based on this, it can be concluded that the Capital 
Structure (DER), Profitability (ROA) and Firm Size 
(SIZE) simultaneously (Together) have a 
significant effect on earning Management. 

 
T Test 

The t test basically shows how far the 
influence of the explanatory / independent variables 

individually in explaining the dependent variation 
(Ghozali, 2013). If tcount> ttable and t have a 
significance <0.05, the hypothesis is accepted, 
meaning the hypothesis is proven. If tcount <ttable 
and t have a significant value> 0.05 then the 
hypothesis is rejected, meaning the hypothesis is 
not proven. Criteria for decision making are as 
follows: 

If t>> t table then H0 is rejected. Ha 
accepted 

If tcount <of table then H0 is accepted. Ha 
rejected 

Based on the panel data regression test 
results, here are the results of the t test (hypothesis 
test) in this study. So it can be concluded that H0 is 
rejected, Ha is accepted or hypothesis 3 is accepted. 

 
DISCUSSION 
Effect of Capital Structure on Earnings 
Management 

Based on research results, it is known that 
the Capital Structure has a positive and significant 
effect on Earnings Management. Capital structure in 
business organizations consists of two sources, 
namely equity and debt. The use of debt in a 
company's capital structure differs from country to 
country, industry to another, and also from company 
to company in the same industry and in the same 
country, depending on funding needs, and whether 
current shareholders have the will and ability to 
provide for the company's funding needs (Riyanto, 
2013).  

Horne and Wachowicz (2013) which states 
that it is important to determine how much debt and 
capital a company has to determine the level of debt 
use as a source of corporate financing that includes 
both short-term and long-term obligations in 
assessing financial performance. In addition, the 
increase in debt will affect the size of the net profit 
available to shareholders including dividends 
received because the obligation to pay debts takes 
precedence over dividend distribution (Riyanto, 
2013). This can encourage management in carrying 
out earnings management practices because the 
company must finance the shareholders with the 
profits obtained, so the company must maximize the 
use of capital to get the maximum profit. So the 
company will get a good image of investors who 
survive or will come so they will continue to invest in 
the company. The results of this study are in line with 
research conducted by Nikoomaram, et al (2016) and 
Agustia and Elly (2018) that capital structure has a 
positive and significant effect on earnings 
management. 
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Effect of Profitability on Earnings 
Management 

Based on research results, it is known that 
profitability has a positive and significant effect on 
earnings management. Profitability is the company's 
ability to generate profits, the greater the 
profitability, the greater the management's ability to 
manage company assets to generate profits. This can 
influence investors to predict earnings and risks in 
their investments which have an impact on investor 
confidence in the company (Trisnawati, 2015). 

Profitability shows the ability of 
management to manage profits. Companies that get 
big profits will try to maintain or even increase the 
amount of their income to prosper the company and 
investors. Besides that investors also want the 
stability of the company in making a profit. 
Therefore, management is motivated to practice 
earnings management. So this can increase investor 
confidence (Jogiyanto, 2015). 
 
Effect of Company Size on Profit 
Management 

Based on the results of the study, it is known 
that company size has a positive and significant 
effect on earnings management. Firm Size is a scale 
that can be classified in large or small companies. 
Basically the size of the company is only divided into 
two categories, namely large companies (large firm) 
and small companies (small firm). The determination 
of the size of the company is based on the company's 
total assets (Riyanto, 2013).  

Large companies have a broader stakeholder 
base, so that various large company policies will 
have a greater impact on the public interest compared 
to smaller companies. For investors, company policy 
will have implications for the prospect of large cash 
flows for the public interest compared to small 
companies (Jogiyanto, 2015). 

 

CONCLUSIONS AND 
RECOMMENDATIONS 
Conclusion 

Based on the results of the analysis 
conducted in this study, it can be concluded that: 1) 
Capital structure has a positive and significant effect 
on earnings management.2) Profitability has a 
positive and significant effect on earnings 
management. 3) Firm size has a positive and 
significant effect on earnings management. 

 
Suggestion 

Based on the conclusions above, the 
following are suggestions made in this study. 

a. For investors as capital owners can find 
out the earnings management signals 
made by the company through the 

movement of capital structure, 
profitability and company size that is not 
reasonable. In this case, the increase or 
decrease in financial performance is too 
sharp in a period. 

b. For the Indonesia Stock Exchange to 
tighten supervision of financial reports 
provided by companies listed on the 
Indonesia Stock Exchange. The audit 
process on financial performance, 
especially on capital structure, 
profitability and company size needs to 
be carried out strictly to minimize the 
possibility of earnings management 
practices 

c. For company management, it is 
advisable to avoid earnings management 
practices. This is intended so that the 
company still has a good reputation in 
the eyes of shareholders and potential 
investors so that the funds that have been 
invested in the company are not 
withdrawn and can continue to attract 
interest for potential investors for the 
company's sustainability in the future. 
By avoiding earnings management 
practices, the company's credibility will 
increase thus creating a competitive 
advantage in similar industries. 

d. The next research is expected to expand 
the research year or period so that the 
influence can be seen from a longer 
period of time 

e. For future research, it is expected to be 
able to test a number of variables or add 
other variables that are suspected to have 
an influence on earnings management 
such as the company's ownership 
structure, audit quality and others. 
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