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Abstract : Earnings management is the company'sactions taken so thatthe company reachesa certain level of profit.
Many ways can be done by companiesin the framework of earnings management, one of which is to change
the method or conduct a backup policy that has notbeen or not regulated how and the amount. One way for
acompany to carry outits profit managementis by reserving deferred tax assets. Uncertainty over the
income tax that must be paid by the company causes the regulator to allow management to make all owances
with each other's valuation. Therefore, this can be one of the ways companies do profit management. This
study uses non-financial companies listed BEI in 2016-2018 as research samples. The sample used must
recognize deferred tax assets or deferred tax liabilities in their financial statements. Samplesthat passthe
criteria will be tested with multiple linear regression to find out what accounts affect the reserves and
whether there are indications that the company is doing earnings management. The results show that the
provision for deferred tax assets themselves is affected by deferred tax assets from both fiscal losses and
other records. This study also shows an indication of earnings management through the provision of
deferred tax assets carried outby the company.

1 INTRODUCTION

The company's financial statements are produced and prepared as a form of corporate responsibility to
reflect the company's activities. This obligation is not only limited to internal company parties and stakeholders
but also for tax purposes. The needs in Financial Accounting Standards cannot always fulfill the needs desired
by the taxauthorities. Therefore, the Indonesian Institute of Accountants responded to this difference by issuing
a Statementof Financial Accounting Standards (PSAK) No. 46 Revised 2012 to meetthe need for the enactment
of income tax regulationsissued by the tax authorities. In PSAK No. 46 itself, there are several statements
indicatingthat management is given the freedom to determine the amount of allowance forincome tax. This is
often associated with the issue of earnings management by companies to present financial reports to their
stakeholders. PSAK No. 46 also states that the carrying amount of deferred tax assets should be reviewed (at
balance sheet date). The company must reduce the carrying amount if the taxable income is not sufficient to
offsetpart orall of the deferred tax assets. The decrease must bereadjusted if it is probable that the taxable profit
is adequate (Indonesian Institute of Accountants, 2010). With the obligationto always conduct a review on the
balance sheet date, each year management must conduct a revaluation to determine the balance of deferred tax
assets and deferred tax asset reserves, while management's assessment is to determine the balance of tax asset
reserves.

Accounting/ Faculty of Business and Economics87 the deferment can be subjective (Bauman etal, 2001).
Therefore, accountants mustbeable toimprove their judgment (judgment) in determining pastand future income
which will affectthe valuation of deferred tax assets which can be usedas an indicator of earnings management.

This study aims to see whether there is earnings management that occurs when there is a change in the
company's deferred tax assets. This researchis expectedto increase knowledge and development about earnings
management through the provision of deferred tax assets and accounts that affect the provision of deferred tax
assets.
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2 LITERATURE REVIEW

Agency Theory

Agency theory emerged with the aim of solving this problem. The heart of agency theory itself is the
conflict of goalsinherent in individuals with different preferences who are involved in the samejob (Eisenhardt,
1989). Agency theory isone part of games theory that studies contract design to motivate rational agents to act
on behalf of the leader when the agent's interests conflict with the leadership's.

Profitmanagement

Earnings managementitself can beseenfrom 2 perspectives, namely from the financial re porting side and
the contract perspective. From a financial reporting perspective, managers use earnings management to avoid
reporting losses or to meet analysts and investors' expectations that are expected to prevent companies from
reputational damage and negative stock price reactions. In terms of financial reporting, earnings management
can also be used as a means of communication between management and investors. From a contractual
perspective, earnings management can be used as a way to protect companies from unexpected events when
contractsare rigid orincomplete. (Scott, 2015).

Earnings management itself can be interpreted as behavior carried outby company managers to increase
ordecreaseearnings in the external financial reporting process with theaim of benefiting the company (Belkaoui
and Riahi, 2007). Earnings management canalsobe defined asa collection of managerial decisions that result in
not reporting short-term earnings and maximizing value as known by management (Ronen and Yaari, 2008).
According to Cohen and Zarowin (2010), earnings management can be measured using two integrated
approaches, namely accrual-based earnings management and real activities management. Inthis study, it is more
focused on accrual-based earnings management because in this study a lot is related to the recording methods
and accounting policies used.

Deferred Tax Assetsand Deferred Tax Asset Reserve

Deferred tax assets are the amount of income tax recoverable (recovable) in future periods as a result of
deductible temporary differences and the remaining compensation for losses (Indonesian Institute of
Accountants, 2010). Deferred tax assets can also be interpreted as a consequence of deferred tax caused by
temporary differences that can be deducted (Kieso et al., 2018). This deferred tax asset arises because of
differences in the company’s recording of taxable profit and commercial profit. Thisis due to differences in the
IFRS adopted in Indonesia with tax regulations that cause companies to frequently calculate financial income
before taxand taxable income. Deferred tax asset itself occurs when the commercial profit is less than the taxable
profit. Because deferred tax assets arise from smaller commercial profits than taxable profits, company profits
will tend to increase due to the recognition of deferred tax assets. A business should make a provision for
valuation for deferred tax assets if there is a more than 50% chance thatthe company will not realize part of the
assets.

These allowances should berecorded as income from continuing operations in the income statement. The
need for provision for valuation is most likely if a business has a history of leaving expired items unused, or
expects losses in the next few years. The tax effect of any valuation allowance used to offsetdeferred tax assets
may also affect the estimated annual effective tax rate. The amount of this allowance must be reassessed
periodically (Bragg, 2019). With this revaluation obligation, each year management must make anassessmentto
determine the balance of deferred tax assets and provision for deferred tax assets, while management's assessment
to determinethis is subjective (Burgstahler et al., 2001 in Suranggane, 2007). Therefore, anaccountant must have
the ability of judgment to determine past and future income which effect on the valuation of deferred tax asset
reserves. The enactment of PSAK No. 46 concerning Income Tax Accounting provides the managerial freedom
to determine the accounting policies used for the valuation of deferred tax assets which are usedto indicate the
existence of earnings management in the company.

PSAK No. 46
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PSAK No. This 46 was issued for the purpose of regulating the accounting treatment for income tax. The
main problemto beanswered with this provisionis to accountforthetax consequencesin the current and future
periods for the recovery of recognized asset values or settlement of the recorded liabilities on the company’s
balancesheet andtransactions in the current period thatare recognized in the company's financial statements. In
PSAK No. 46 This requires companies to treat the tax consequences of transactions and other events the same
way they treat these transactionsand incidents. Fortransactions thatarerecognized in the income statement, the
tax consequences should also be recognized in the profit or loss.

Hypothesis

H1: Changes in deferredtax assets from tax loss havea positive effecton earnings management.
H2,: Changes in deferred tax assets from other records havea positive effecton earnings management.
H33 Changes in the company's earnings per share have a negative effecton earnings management.

3 METHODOLOGY

Thisresearchis a research witha quantitative approach. Thesample used is non-financial business entities
listed on the IDX in 2016-2018. This study usesa multiple regression analysis model to test the hypothess.
The multiple regression model usedis:

ADTVAt=B1ANOLDTAT +B2A0ODTAT + B3ADTLt + BAAHEPSt + BSAEPSt + B6AMTBt + B7SIZE +
BBEPS + BIDUMYEAR + B 10DUMYEAR x AN OLDTA + B11DUMYEAR x AO DTA + B 12DUMYEAR x
AEPS +¢i

Information :

ADTVALt: change of provision for deferred tax assets as earnings management

ANOLDTALt: change in deferred tax assets from tax losses

AODTAL: change in deferred tax assets from other income

ADTLt: change in deferred tax liability

AHEPSt: changes in income before tax per share for the year before and 2 years before the sample year.
AEPSt: changes in income before tax per share for the sample year and the previous year.

AMTBL: the difference from the proportion of market value and book value of equity for the sample year and
the previous year.

SIZE: companysize

EPS: income before tax divided by the number of shares outstanding

DUMYEAR: value of 1 if the observation year 2018, value 0 otherwise

DUMYEAR x ANOLDTA: DUMYEAR multiplied by ANOLDTA

DUMYEAR x AODTA: DUMYEAR multiplied by AODTA

DUMYEAR x AEPS: DUMYEAR multiplied by AEPS

EL. error

The dependent variable in this study is ADTVA, which is the change in reserves for deferred tax assets as
earnings managementwhich can be found using theformula:

ADTVAt=(DTVAt— DTVAt—1) CSHOt

The independent variables used in this studyare NOLDTAwhich isthe recording of deferred tax assets from
tax loss, AODTA which is the recording of other deferred tax assets, and AEPS which is the change in earnings
pershare whose formula can be definedas follows.

ANOLDTAt=(NOLDTAt—NOLDTAt—1)CSHOt

AODTAt=(0DTAt—ODTAt—1) CSHOt

AEPSt=EPSt—EPSt—1 EPSt=PItCSHOt

The control variables usedare as follows, followed by the search formula.

ADTLt=(DTLt—DTLt— 1) CSHOt DUMYEAR: 1 if year2018, 0 otherthan2018
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AHEPSt= EPSt—1—-EPSt —2 DUMYEARXANOLDTA: DUMYEARX ANOLDTA
AMTBt=MVEtBVEt—MVEt—1BVEt—1 DUMYEARXAODTA: DUMYEARX AODTA
SIZEt=InMVEt DUMYEARXAEPS: DUMYEAR x AEPS

EPSt=PItCSHOt

Furthermore, the dependent, independent and control variables will be analyzed using E-Views 10 using
multiple linear regression.

The objectofresearchin this researchis all business entitieslisted onthe Indonesia Stock Exchange (1DX)
in the 2016-2018 period which are in accordance with predetermined criteria, namely business entities that
report the amount of deferred tax assets and deferred tax liabilities in 2016, 2017 ,and 2018, is not included in
the financial sector (category of banks, financial institutions, securities companies, and insurance), and uses
the Rupiahas the functional currency in the consolidated financial statements. The number of issuers registered
on the IDX in 2016 was 539 companies, in 2017 there were 555 companies, and in 2018 there were 659
companies. The total of the three years will be the population of this study. From the existing population,
sample screening is carried out accordingto the criteria of the object of research.

4 FINDINGS AND DISCUSSION

The first result is the result of descriptive statistics which shows the maximum, minimum, and average
values foreach variable used.

Series: Residuals
! Sample 1 858
_ Observations 857

B Mean -1.05e-12
Median 11.78484
Maximum 12740.70
Minimum -8048.262
Std. Dev. 837.1445
Skewness 4.245907

Kurtosis 101.04 50

Figure 1. Normality Test Results

Although the test results show that the distribution is not normal, Central Limit Theorem states that for
large samples, n> 30, regardless of shape distribution of individual values, can be transformed into a normal
distribution approach (Gujarati, 2004). Therefore, the distribution of data in this regression model can be said to
be close to normal, because thesample data used in this study were 857 samples.

In this study, the multicollinearity problem for these four variables can be ignored because the data to
come from related accounts. For the other variables, they are free from the multicollinational problem because
the VIFis below 10.

The autocorrelation test results show a Chi-Square probability value of 0.5820. By using the Breusch-
Godfrey Serial Correlation LM Test, it can be said that there is no autocorrelation in the regression model because

the Chi-Square probability value is greater than o, namely 0.05.
The results of this heteroscedasticity testindicate that the regression model is free from heteroscedasticity

problems. This canbe seen from the Probability F value whichis greaterthan o 0.05 for the two tests used to see
the heteroscedasticity problem.
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To test the three hypotheses, samples from 2016, 2017, and 2018 were used. This research has gone
through several regression models with variations in control variables, namely with all control variables, without
DUMYEAR control variables, without EPS control variables, without EPS control variables and DUM YEAR,
and withoutthe control variables DUMYEAR, EPS, and SIZE.

From the simultaneous significance test (Test F) forall regression models fromthe first tothe fifth test, it
shows the prob value. below 0.05, which means that all independent variables, namely changes in deferred tax
assets from tax losses, changes in deferred tax assets from other records, and changes in profit before tax per
share havea simultaneous effect onchanges in the company's deferred tax assetreserves.

From the results of the first regression, it is known that the coefficientsthat are positive (+), such as ADTL,
AHEPS, AMTB, EPS, DUMYEARXANOLDTA, DUMYEARXAODTA, and DUMYEARXAEPS indicate a
unidirectional relationship between dependent variables and these variables. Suppose that ADTL has increased
by 1 unit,then ADTVA will also increaseby 0.438 units. Whereasfor negative coefficients (-) as in ANOLDTA,
AODTA, AEPS, SIZE, and DUMYEAR, it shows that there is an inverse relationship between the dependent
variable and these variables. The variables ANOLDTA, AODTA, AHEPS, AEPS, SIZE, EPS, and
DUMYEARXAEPS have a significant effect on ADTVA as the dependent variable, where prob. of the seven
variables are below 0.05. Meanwhile, the variables ADTL, AMTB, DUMYEAR, DUMYEARXANOLDTA, and
DUMYEARxAODTA have prob. above 0.05 which indicates that this variable does not havea significant effect
on ADTVA asthe dependent variable.

The secondregression result shows thatthe positive coefficients(+)are ADTL, AHEPS, AMTB, and EPS,
while the negative coefficients (-) are ANOLDTA, AODTA, AEPS, and SIZE. All variables have a significant
effect on ADTVA asthe dependent variable except for AMTB where the value of prob. is below 0.05 and only
the AMTB variable is above 0.05 which indicates that the variable does not have a significant effect on the
ADTVA variable asthedependent variable.

The regression results of the three coefficients that are positive (+) are ADTL, AHEPS, AMTB, SIZE,
DUMYEARxANOLDTA, DUMYEARXAODTA, and DUMYEARXAEPS, while the negative coefficients (-)
are ANOLDTA, AODTA, AEPS, and DUMYEAR. The variables ANOLDTA, AODTA, ADTL, AHEPS, AEPS,
and DUMYEARXAEPS have a significant effect on ADTVA as the dependent variable where prob. is below
0.05. Meanwhile, the variables AMTB, SIZE, DUMYEAR, DUMYEARXANOLDTA, and
DUMYEARxAODTA have prob values. above 0.05which indicates thatthis variable does not havea significant
effect on ADTVA asthe dependent variable.

In the fourth regression, the positive coefficients are ADTL, AHEPS, and AMTB. The negative
coefficients are ANOLDTA, AODTA, AEPS, and SIZE. The variables ANOLDTA, AODTA, ADTL, AHEPS,
and AEPS havea significanteffect on ADTVA as thedependent variable where prob. is below 0.05. Meanwhile,
the AMTB and SIZE variables have prob values. above 0.05 so it does not have a significanteffect on ADTVA
asthe dependentvariable.

In the last regression, the positive coefficients are ADTL, AHEPS, and AMTB and the negative ones are
ANOLDTA, AODTA, and AEPS. The variables ANOLDTA, AODTA, ADTL, AHEPS, and AEPS have a
significant effect on ADTVA as the dependent variable where prob. is below 0.05. Meanwhile, the variable
AMTB has aprobvalue. above 0.05 soit does not have a significant effect on ADTVA as the dependent variable.

The first hypothesis in this study states thatchanges in deferred tax assets from tax losses havea positive
effect on corporate earnings management. When viewed from the results of the partial test (t-test), the result is
that changes in deferred tax assets from tax losses have a negative and significant effect on corporate earnings
management. This means that if the company’s deferred tax asset reserves are large, then the earnings
management is smalland vice versa. This is contrary to research conducted by Baumanand Bowler (2018) which
states that changes in deferred tax assets from tax losses have a positive effect on earnings management. This
result is supported by research conducted by Miller and Skinner (1998) which statesthat tax losses are recognized
as assets Deferred tax is an important component in explaining the company's earnings management. This
difference isdue to the company's deferred tax assetreservationis the judgment made by theaccountant so that
the accountant can makeanassessment other than the deferred tax asset account from tax loss. Another factor is
also based on the factthat the tax loss can be recognized only from the last3 years of fiscal loss, if it is more than
3 yearsthen it cannot be recognized. Because these factors cause the direction of the effectof change, contrary
to research conducted by Bauman and Bowler (2018).
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The second hypothesis states that changes in deferred tax assets from other records have a positive effect
on corporate earnings management. When viewed from the partial test (t-test) for the five regression models, the
resultis a significant negative effect. This isalso contrary toresearch conducted by Baumanand Bowler (2018)
which states that changes in deferred tax assets from other recordings have a positive effect on earnings
management. This is supported by research conducted by Schrand and Wong (2003) which provesthatthere isa
negative relationship between changes in other deferred tax assets on earnings management. This result is ako
supported by the research of Miller and Skinner (1998) which also shows that an important indicator in
determining the provision of deferred tax assets as earnings management is the deferred tax asset itself which
indicates the significance of the relationship between the two. The different results of this research may be due
to the existence of several accounts that only experience temporary differences and there are several accounts
that experience pemanent differences so that it could be that the provision is bigger to anticipate temporary
differences in the future even thoughthe recognized deferred tax assets are smaller.

The third hypothesis is that changes in earnings per share have a negative effect on changes in reserves
fordeferred taxassets. This is supported by research conducted by Bauman and Bowler (2018) which hasresults
that are in line with the results of the partial test (t-test) from the first to fifth regression models. The negative
relationship heremeans that if the change in earnings per shareis large, then earnings management is small. This
result is also supported by research conducted by Bauman, Bauman and Hasley (2001) which proves that
companiesdonot use deferred tax asset reserves to increase company profits. In other words, the company carries
out earnings management with the aim that changes in company profits do not fluctuate, but rather increase
slowly from yearto year. Thisis in line with the results of research on thefirst to fifth regression models which
prove a negative relationship between changes in earnings per share and provision for deferred tax assets.
However, thesignificant effecton this hypothesis indicates that there is an indication thatthe company conducts
earnings management through provision for deferred tax assets. This is in line with the research of Phillips, Pincus
and Rego (2003) who also found that provision for deferred tax assets can be usedasa predictor for companies
conducting earnings management.

Changes in the provision for deferred tax assets as earnings managementare not only affected by changes
in deferred tax assets from tax loss and other records, but canalso be affected by changes in deferred tax liabilities
or otherfactors. Itis proven in the first to fifth regressionmodels, changes in deferred tax liabilities also havea
significant effect on changes in the company's deferred tax assetreserves. Company size is also oneof the factors
that influence changes in the company's deferred tax asset reserves as evidenced by the negative significant results
in the first and second regression models.

S CONCLUSION

Based on the results of testing and data analysis that has been carried outby researchers onthe hypothesis,
the conclusion of this study is that changes in the company's deferred tax asset reserves are influenced by changes
in deferred tax assets themselves, both from tax losses and from other records. Changes in the deferred tax asset
reserves also significantly affect changes in the company's earnings per share. This matter shows that the
provision fordeferred taxassets canbe usedas a predictor for analyzing corporate earnings management. There
are other factors thataffectthe company's deferred tax assetreserves, one of which is the company's own defened
tax liability. Company size isalso one of the factors that affect the company's deferred tax asset reserves. Small
scale companies tend to reserve more deferred tax assets than large-scale companies. The results of this study
indicate that the provision of deferred tax assets as corporate earnings management is influenced not only by
changes in deferred tax assets, both from tax losses and other records, but also from corporate deferred tax
liabilities. Company size can also affect the provision of deferred tax assets, although under certain conditions,
company size does not have a significant effect. Deferred tax asset reserves can be a predictor of whether a
company does earnings managementor not.
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TABLE
Table 1. Number of Research Objects

Information Total

Business entities listed on the IDX 2016-2018 1753
Sample Selection Criteria
Financial sector business entities 273
Business entities that donotpresent LK in fullon the IDX 128
Business entities registered on the IDX forthe 2016-2018 period 110
Business entities that donotuse Rupiahas currency 237
Functional 148
Business entities that do not recognize deferred tax assetson 857
Table 2. Descriptive Statistics Results
Variable N Maximum Minimum Mean Std.Deviasi

ADTVA 857 516244.8 -516244.2 -0.3815 24954.29
ANOLDTA 857 107324.4 -4479.495 | 121.5268 3669.833
AODTA 857 4483.422 -623565.2 | -715.683 21301.86
ADTL 857 974.5624 -684.4611 | 2.584681 60.717
AEPS 857 588389.3 -243844.1 404.17 21770.68
AHEPS 857 588389.3 -344596.1 | -52.6856 24770.99
AMTB 857 13081 -1050 18.56741 453.4748
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SIZE 857 35.12316 20.497 28.05768 2.136351
EPS 857 243923.1 -6045.114 | 408.9874 8345.785
DUMYEARXxANOLDTA 857 157.1655 -67.53331 0.4882 9.547755
DUMYEARXAODTA 857 176.4821 -394.7719 | -0.73303 17.44451
DUMYEARXAEPS 857 2681.94 -3662.411 | -2.35079 186.5386
Table 3. Multicollinearity Test Results
: Coefficient Uncentered Centered
Variable Variance VIF VIF
ANOLDTA 0.284444 4621.112 4616.044
AODTA 0.008924 4884.967 4879.453
ADTL 0.383072 1.704783 1.701696
AHEPS 1.18E-05 8.733963 8.733924
AEPS 0.000145 82.76374 82.73519
AMTB 0.004113 1.020962 1.019251
SIZE 209.9409 200.5376 1.154577
EPS 0.004009 337.2750 336.4660
DUMYEAR 3781.886 1517261 1.012687
DUMYEARXxANOLDTA 15.93736 1.407723 1.403140
DUMYEARxXADODTA 3.763040 1.382305 1.379865
DUMYEARXAEPS 0.029004 1.216316 1.216122
Table 4. Autocorrelation Test Results
Breusch-Godfrey Serial Correlation LM Test:
F-statistic 0.541599 Prob. F(2,842) 0.5820
Obs*R-squared 1.101079 Prob. Chi-Square(2) | 0.5766
Table 5. Heteroscedasticity Test Results

Heteroskedasticity Test: Breusch-Pagan-Godfrey
F-statistic 0.334876| Prob.F(12,844) 0.9828
Obs*R-squared 4.061076| Prob. Chi-Square(12) | 0.9823
Scaled explained SS 196.6477| Prob. Chi-Square(12) | 0.0000

Table 6. Regress

ion Results
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Variabel Koefisien Prob Koefisien Prob Koefisien Prob Koefisien Prob Koefisien Prob
C 1576.922 0.0001* | 1865.973 0.0000* | 40.616 0.9221 71.244 0.8717 23.537 0.4786
ANOLDTA -2.381 0.0000* | -2.378 0.0000* | -4.225 0.0000 * -4.757 0.0000* | -4.753 0.0000 *
AODTA -1.246 0.0000 * -1.189 0.0000 * -1.828 0.0000 * -1.905 0.0000 * -1.905 0.0000 *
ADTL 0.438 0.4797 1.319 0.0362* | 2.458 0.0001* 4.371 0.0000* | 4.37 0.0000 *
AHEPS 0.008 0.0257* | 0.008 0.0190* | 0.01 0.0054 * 0.012 0.0022* | 0.012 0.0021*
AEPS -2.074 0.0000* | -2.071 0.0000* | -2.043 0.0000 * -2.029 0.0000* | -2.03 0.0000 *
AMTB 0.021 0.7457 0.024 0.7137 0.002 0.9795 0.002 0.9829 0.001 0.9941
SIZE -58.317 0.0001* | -69.829 0.0000* | 0.077 0.9958 -1.701 0.9136
EPS 0.756 0.0000* | 0.889 0.0000 *
DUMYEAR -41.916 0.4957 0.5088
DUMYEARXAEPS 1.343 0.0000 * 0.0000 *
DUMYEARXANOLDTA | 4.016 0.3147 0.2876
DUMYEARXAODTA 0.887 0.6476 0.2392
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