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ABSTRACT  

 

Earnings management existed because it was impacted from accrual basis. In practice, managers choose policies to maximize 

their utility and market value of the firm (Scott, 2006). Agency theory provides a view that management has more information 

about their companies, so it brings out information asymmetry gap between principle and agent information. Based on agency 

theory, the purpose of this study is to analyze the effect of an information asymmetry, firm size, leverage, profitability and 

employee stock ownership on earnings management in listed companies in Jakarta Islamic Index and LQ 45. The sample is 191 

companies listed in the Jakarta Islamic Index and 226 companies listed in LQ 45 from 2004 to 2013 periods. The results indicate 

that information asymmetry has positive effect on the earnings management (DACC) in both indexes. And the employee stock 

ownership has a negative effect on the earnings management (DACC) in both indexes. The result support agency theory if 

management will do manipulate earnings if there is more information gap between principle and agent and it will be reduced by 

the employee stock ownership. 
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Introduction  

 

Financial statements used as a basis for assessing the performance of a company and is a tool used by management to 

demonstrate its performance accountability to creditors, investors, suppliers, employees, customers, community, and 

government. Financial statements can indicate whether a company has a good performance or not that can help stakeholders to 

make decisions (Healy and Wahlen, 1999).  

 

For preparing the financial statements, the accrual basis has been more rational and fair in reflecting the company's financial 

condition. But the used of the accrual basis may provide more flexibility to the management in selecting accounting methods to 

set the profit number. Profit information is very important, because of its role as a signal and it important decisions by users. 

Profit is the principle component of the limelight for the parties concerned, such as to assess the company's performance or the 

performance of the manager as a basis for giving bonuses to employees, calculating taxable income and others.  

  

Research on earnings management with various earnings management models in the Indonesian capital market both in the 

Islamic and conventional indexes has been done by (Wiyadi et al.2011, 2012). Generally, previous studies (Boediono (2005); 

Kusumawati, et.al, (2005); Veronica and Bakhtiar (2005); Rahmawati, et.al, (2006); Nasution and Setiawan (2007); Ujiyantho 

and Pramuko (2007); Herawaty (2008), Sasongko and Fauziah (2011), Wiyadi and Prasnowo (2011), Trisnawati and Nugroho 
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(2011), are measuring earnings management used accruals aggregate approach. This approach separated total accruals into non-

discretionary component and discretionary accruals (accruals components are in management or policy managers to intervene in 

the financial reporting process). This models  frequently used is the modified Jones. One of the advantages of aggregate accruals 

approach is the approach has the potential to uncover ways to raise or lower profits, because these ways less attention to be 

known by outsiders  

  

The manager is the most responsible person for preparing the financial statements. The manager has primary control for the 

integrity of the accounting system and financial records that are used to create the financial statements. This increases or 

decreases on the accounting number because the manager can exert their ability to make judgments and communicate 

information at their disposal through the options and accounting estimates. Flexibility owned by management in preparing the 

financial statements provide a gap for management to make earnings management practices through the freedom given to them 

in choosing or changing accounting methods.  

  

Discretionary Accrual is a component of accruals that are within the policy manager, it means that the manager can intervene in 

the process of accounting reporting. This action causes the misleading of earnings reports. The earnings management may reduce 

the economic value of the financial statements and the reliability for the reporting process (Subramanyam and Wild, 2010: 86). 

Therefore, it would make the errors decision making by parties which have interested in the company, in particular for external 

parties.  

  

There are several variables that are considered affecting the earnings management. They are information asymmetry 

(Rahmawati, 2006), the size of the company (Hoang, 2006), leverage (Tarjo 2008), profitability (Satya, 2013) and Employee 

Stock Ownership Program or ESOP (Jiraporn, 2006). The conflict interest between managers with shareholders' implies the 

existence of information asymmetry. Information asymmetry arises when managers more aware of the internal information and 

the company's prospects in the future compared to shareholders or other stakeholders. Related with the increasing company 

value, the managers can provide a signal about the company to investors in order to maximize the company's value. Given signal 

can be done through disclosure (disclosure) accounting information (Rahmawati et al, 2007). Earnings management arise as a 

result of agency problems. The manager is better informed than the company's owners or shareholders, so that the management 

will try to manipulate the company's reported performance for its own sake (Herawaty, 2008).  

  

Other factors that influence earnings management is the size of the company (Halim, et.al., 2005). Large companies have a large 

incentive to undertake earnings management, since one of the main reasons is the large companies should be able to meet the 

expectations of investors or shareholders. Companies with medium and large size have more strong pressure from the 

stakeholder. This prompted the management to meet investors' expectations so that the tendency of management do the greater 

earnings management (Widyastuti, 2009).  

  

Other variables that affect to earnings management is leverage. The larger the debt of the company, the greater the risk for the 

owner so the owner will ask the higher the level of profit that the company is not threatened in liquidation. Companies that have 

high leverage ratios tend to manipulate earnings management. By doing earnings management, the company's performance will 

look nice in the perspective of shareholders and the public in spite of its imperiled in liquidation. Tarjo (2008), Jao and Pagulung 

(2011).  

  

Profit is an indicator of performance by management in managing the company's assets. The performance of a company can be 

seen from the level of profit, particularly on sales, total assets and equity (Sartono in Herni and Susanto, 2008). The effectiveness 

of the company to generate profits through the operation of the assets can also motivate earnings management in a company. The 

greater Return on Assets (ROA) as a profitability ratio that is owned by a company so it shows efficient used of the asset and it 

will increase profits. Return on Assets (ROA) is an important measure for assessing the company's healthy or not, that affects the 

investor to make a decision. The profits will attract investors because the company has returned their investment with a higher 

level. In other words, the higher this ratio, the better the productivity of assets in net profit. ROA thus motivate management to 

carry out the earning management (Widyastuti, 2009; Herawaty2010)  

  

The earnings management also is affected by employee stock ownership in the company. Employee Stock Ownership Plans 

Program (ESOP) is a program shareholding company by workers / employees. ESOP is a kind of long-term incentives are 

provided or offered by the company to its employees in order that the employee has the sense of belonging against the company, 

which it can increase employee productivity and improve company performance. According to Bapepam (2002), one of the 

purposes of applying the ESOP is to create alignment of interests of employee and mission of executives with shareholder 

interests and so there is no conflict of interest between shareholders and those who run the company's business activities. From 

these statements, it can be concluded that the implementation of equity-based compensation program as ESOP emerged as the 

best means of encouraging managers to make decisions that maximize the value of the company. ESOP makes employees and 

executive officers of the company as owner and manager. Psychologically as owner-managers, employees and executive officers 

of the company will carry out operations effectively and efficiently.  

  

In this study, researchers used two indices which existed in Indonesian capital market. They are LQ 45 and Jakarta Islamic Index. 

LQ 45 is the index which companies have of the 45 most liquid value of the stock market capitalization and it is an indicator of 

company liquidity. LQ 45 used the 45 stocks selected based on share trading liquidity and adjusted every six months (each early 

February and August). Jakarta Islamic Index itself is an index of 30 stocks that comprise accommodate investments in Islamic 

law or an index that is based on Islamic sharia. In this index included stocks that meet the criteria of investment in Islamic law. 

The shares are included in the Islamic Index are issuers whose business activities do not conflict with sharia.  
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The present study needed to prove empirically the effects of information asymmetry, firm size, leverage, profitability and the 

Employee Stock Ownership Program to earning management in companies listed on JII and LQ45 Indonesian capital market.The 

The following sections describe the theory and hyphotesis, research method the research findings and finally come up with 

suggestions and recommendations 

 

Theory and Hypothesis 

1. Agency theory 
Jensen and Meckling (1976) describes the agency theory is a contractual relationship between the investor (principal) and the 

manager (agent).They have different interest, so it make the conflict of interest between principle and agent. Conflicts of interest 

can occur because the agent does not same act in the interest of the principal. According to Eisenhardt (1989) there are three 

assumptions of human nature, namely: (1) humans are basically selfish (self-interest), (2) the power of human thought about the 

perception of the future is very limited (bounded rationality), and (3) The man has always tried to avoid the risk (risk averse). 

Based on the human nature, as human managers also engage in conduct that prioritizes private interests (Harris, 2004). 

  

Managers know more information about the company and its future prospects than the owners. They are obliged to report on the 

condition of the company to the owner of the company in the form of financial statements. Financial statement is critical to 

outsiders because the management is in a state of great uncertainty most information about the condition of the company (Irfan, 

2002). Difference information between management and owners of the company can provide an opportunity for managers to 

make deceptive earnings management for economic performance of the company.  

 

2. Earnings management 

The term of earnings management has become a phenomenon which is interesting study in research. Earning management 

interesting to study because it can provide a picture of the behavior of managers in preparing and reporting financial statements 

with a definite motivation that encourages them to organize reported financial data.  

 

The term of earnings management arise as a consequence of the efforts of managers or preparers of financial statements to 

perform financial information management, especially for the sake of personal profit or the company. Earnings management 

itself is not always interpreted as a bad thing or a disadvantage because they do not always oriented to earnings management 

earnings manipulation. Earnings management performed by the manager, or the preparers of financial statements in the financial 

reporting process because they expect a benefit of the action taken. 

 

Healy and Wahlen (1999), states that the definition of earnings management contains some aspects. The first intervention of 

earnings management on the financial reporting can be done with the use of judgment, such judgment is required in estimating 

the number of economic events in the future to shown in the financial statements, such as estimates of the economic life and 

residual value of fixed assets, the responsibility for retirement, deferred tax losses receivables and impairment of assets. Besides, 

the manager has the option of accounting methods, such as the depreciation method and cost method. Second, the purpose of 

earnings management to mislead stakeholders about the company's economic performance. It arises when management has 

access to information that can not be accessed by outsiders.  

 

Earnings management is defined as a company manager to intervene or influence the information in the financial statements with 

the intention to deceive stakeholders who want to know the performance and condition of the company (Sulistyanto, 2008: 47). 

Subramanyam, 2010: 131) states that management intervere deliberately in the process of determination of the profits, usually to 

meet personal goals. The definition implies that earnings management is opportunistic behavior of managers to maximize their 

utility.  

 

3. Asymmetry information and earnings management 
The existence of information asymmetry is considered as a cause of earnings management. Richardson (1998) argues that there is 

a systematic relationship between the asymmetry information with the level of earnings management. The existence of 

information asymmetry will encourage managers to present information that is not true, especially if the information relates to 

the measurement of the performance of managers. Management flexibility for managing earnings could be reduced by providing 

more quality information to outsiders. The quality of financial statements will reflect the level of earnings management. Some 

researchers Yangseon Kim, Caixing Liu and Ghon Rhee (2003), Rahmawati et al (2004), Halim et al (2004) found that the 

asymmetry of information can affect earnings management. Agency theory implies the existence of information asymmetry 

between managers as agents and owner information asymmetry arises when managers more aware of the internal information 

and the company's prospects in the future compared to shareholders and other stakeholders. If related to earnings management, 

earnings management can perform manipulation because they have better information and interest to give a positive signal to the 

market. Then the hypothesis can be derived the following. 

 H1a: Information asymmetry positively effect on earnings management in the LQ-45           

  H1b: Information asymmetry positively effect on earnings management in the JII  

 

4. The size of the company and Earning Management 

The larger the size of the company, usually the more information available to the investor for making an investment decision. 

Albrecth & Richardson (1990); Lee and Choi (2002) found that larger companies lack to perform earning management than 

small companies because large companies are more critical seen by outsiders. Chtourou (2001) found evidence that the firm size 

negatively effect on earnings management in the United States. This means that large companies have fewer opportunities to 

perform earnings management and vice versa. Companies with medium and large size have more strong pressure from the 
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stakeholders, This prompted the management to meet investors' expectations so that the tendency of management do the greater 

earnings management Main (2005); Nuryaman (2008); Veronica and Siddharta (2005); Halim, et al. (2005) also found evidence 

that the firm size negatively affect earnings management. 

 

H2a: Firm Size negatively effect on earnings management in the LQ 45 index                       

H2b: Firm Size negatively effect on earnings management in the JII  

 

5. Leverage and earnings management 
Leverage is the ratio between total liabilities and total assets. As greater as the leverage ratio, it means as higher as the value of 

corporate debt. Thus, companies that have a high leverage ratio, will tend to do manipulation in the form of earnings 

management in order to avoid violation of the debt agreement. Husnan (2002:319) states that higher leverage caused by errors in 

managing the company's financial management or the lack of proper implementation of the strategy of the management. Lack of 

supervision can make the high leverage. It will also increase opportunistic behavior management to do earning management. It 

used to maintain its performance from shareholders and public. Watts and Zimmerman (1990) states in the debt covenants 

hypothesis that the closer the company about violations of the requirements of the debt based on accounting numbers that 

managers are more likely to choose a procedure that removes the accounting procedures upcoming earnings period to the current 

period. Research conducted by Saleh, et.al. (2005) and Lin et al. (2009) found that the leverage has a positive relationship with 

earnings management. Tarjo (2008) hypothesized in the research that companies with high leverage will offer accounting 

standards to increase or decrease reported earnings. Results of the study are consistent with the hypothesis that firms with high 

leverage tend to adjust reported earnings by raising or lowering the profit compared with companies with low leverage levels. 

Similarly, research conducted by Widyastuti (2009) Widyaningdyah (2001) Gul, et.al. (2003) states that high leverage 

encourages company management to manage earnings  

 H3a: Leverage ratio positively effect on earnings management in the LQ 45 index              

  H3b: Leverage ratio positively effect on earnings management in JII  

 

6. Profitability and earnings management 
Profitability is an indicator of the management performance in managing the company's assets indicated by the profit which 

produced by the company (Sudarmadji and Sularto, 2007). Profitability showed the ability of management to manage profit. 

Companies which get the big profits will strive to maintain and even increase the amount of earnings in addition to providing 

advantages for the company as well as the investors. Therefore, management is motivated to perform earnings management with 

the practice of income smoothing that reported earnings are not fluctuated. So it is increasing investor confidence. In addition, 

managers perform earnings management is also related to bonuses or compensation. In the Bonus Plan Hypothesis theory states 

that if in a current year, the company profit is under the actual performance requirements for bonuses, so the manager will 

conduct its profit by doing earnings management in order to reach the minimum level to earn bonus. Conversely, if in that year a 

manager's performance got the above number signaled for bonuses, managers will manage and arrange to reporting earnings not 

too high. This statement is supported by Widyastuti (2009) which states that the greater the level of profitability, the greater the 

earning management.  

 H4a: Profitability positively effect on earnings management in the LQ 45 index            

 H4b: Profitability positively effect on earnings management in the JII  

 

7. Employee Stock Ownership Program (ESOP) and earnings management 
ESOP is an effective step to reduce the agency problem and the agency cost by aligning the interests of executives with 

shareholders (Brenner et al., 2000). The level of a manager to use his ability to maximize shareholder wealth depends on the 

percentage of ownership in the company (Jensen and Meckling, 1976). So it can reduce the agency problems that often arise. 

According to Bapepam (2000) one of the purposes of applying the ESOP is to create alignment of interests and mission of 

employees and executives with shareholder interests and mission, so there is no conflict of interest between shareholders and 

those who run the company's business activities. From these statements it can be concluded that the implementation of equity-

based compensation program as ESOP emerged as the best means of encouraging managers to make decisions that maximize the 

value of the company. ESOP makes the employees and executive officers of the company as owner and manager. 

Psychologically as owner-managers, employees and corporate executives will be motivated to improve its performance by 

conducting effective and efficient operations. This would minimize the earnings management practices for good performance, so 

that the implementation of the ESOP is expected to reduce earnings management.  

 H5a: Employee Stock Ownership Program negatively effect on earnings management  in LQ 45 index 

 H5b: Employee Stock Ownership Program negative effect on earnings management in JII 

 

Research Method 

  

Population of this study are all manufacturing listed companies that are members of the LQ 45 index and Syariah Index (JII) 

during from 2004 to 2013 periods. The data used in this research is the annual financial statements published by the listed 

companies and published by Capital Market Reference Center (PRPM) and the financial statements of the Indonesian Capital 

Market Directory (ICMD) contained in the BEI. The sampling technique was done by purposive sampling. The sample can be 

described this table below. 

Table 1: Selected Sample 

 

Total listed companies in LQ-45 during 2004-2013 periods 450 

The number of companies that do not publish financial statements  (80) 

Number of non-manufacturing companies (industry, banking, etc.)  (68) 
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The number of companies which their financial statements are not complete  (42) 

Total sample 260 

Outliers (34) 

Total data available for analysis 226 

  

Total listed companies in JII during 2004-2013 periods 300 

The number of companies that do not publish financial statements  (60) 

The number of companies which their financial statements are not complete  (39) 

Total sample 201 

Outliers (11) 

Total data available for analysis 191 

 

Variables 

The dependent variable is earnings management. Earnings management is measured by discretionary accruals (DACC). To 

detect the behavior of management to manipulate earnings by increasing or decreasing the profit is DACC value (positive or 

negative). The model used is the Modified Jones since this model has been used by many previous studies such as Midiastuty 

and Machfoedz (2003); Veronica and Bachtiar (2004); Wedari (2004); Boediono (2005); Kusumawati (2005); Veronica and 

Main (2005); Rahmawati, Suparno and Qomariyah (2006); Nasution and Setiawan (2007); Ujiyantho, Arief and Scout (2007); 

and Herawaty (2008) and they have the consistent results (Dechow et al., 1995; Sutrisno, 2002). The following steps is  

calculating the value of discretionary accruals (DACC) 

Step I 

Compute Total accruals with the following formula 

TACCit = EBXTit – OCFit 

TACCit/TAi,t-1 = α1 (1/TAi,t-1) + α2 ((∆ REVit - ∆ RECit)/TAi,t-1)) + α 3(PPEi t /TAi,t-1). 

 

Step 2 

Based on the regression above, NDACC (non discretionary) computes by include these coefficients (α) : 

NDACCit = α1(1/TAi,t-1)+ α2((∆REVi t - ∆ RECit)/TAi,t-1)+ α3 (PPEit/TAi,t-1) 

Description : 

TACCit : Total accruals for firm i in period t  

EXBTit : Earnings Before Extraordinary Item for firm i in period t  

OCFit : Operating Cash Flows for firm i in period t  

NDACC it : Non discretionary accruals for firm i in period t 

TAi,t-1 : Total Assets for firm i in period t  

REVit : Revenue for firm i in period t  

RECit : Receivable for firm i in period t 

PPEit : Fixed assets (gross) for firm i in period t  

 

Step 3 

Furthermore, the discretionary accruals (DA) can be computed as follows:  

DACCit = ( TACCit/TAi,t-1 ) - NDACCit 

DACCit : Discretionary accruals for firm i in period t 

TACCit  : Total accruals for firm i in period t 

TAi,t-1 : Total assets for firm i in period t 

NDACCit : Non discretionary accruals for firm i in period t 

 

The Independent Variables used this research are Asymmetry information, the company size, leverage, profitability and ESOP 

1. Asymmetry Information (AI) is the gap information because the management has more information about the condition of 

the company compared with the information held by the investor. Asymmetry of information measured using relative bid ask 

spread which is operated as follows:  

SPREADi,t  = (aski,t – bidi,t) / {(aski,t + bidi,t) / 2} x 100 

 

Description 

SPREADi,t  = Relative bid ask spread company i on day t 

Aski,t   = The highest ask price company i on day t 

Bidi,t   = The lowest bid price company i on day t 

 

2. The firm size is measured by Ln total assets. 

3. Leverage. The leverage ratio shows how much the assets financed with debt. The equation used to calculate the leverage is as 

follows (Horne and Wachowicz, 2009: 209):  

 Leverage = (total debt/total assets) x 100% 

 

4.  Profitability is measured by the Return on Assets (ROA). ROA (return on assets) was calculated using the following 

equation:  

 ROA = (Net profit after tax/ Total assets) x 100%  
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5. Employee Stock Ownership Program or ESOP. It measured by looking for the presence or absence of ESOP in the audited 

financial statements (Rezdiana, 2007). This study used a dummy variable. If the company has been implementing an ESOP, it is 

given a value of 1, while companies that have yet to implement the ESOP, given the value 0.  

 

Analysis Method 
Regression models were developed to test the hypotheses that have been formulated are:  

 DA = α + β1AI + β2SIZE + β3LEV + β4ROA + β5ESOP+ e 

 

Result And Discussion 

  

The regression analysis used to test the hypotheses. Before, we test analysis assumption such as normality, multicollinearity and 

heteroskedasticity. The analysis showed if data has normal distribution (Kolmogorov Smirnov test). There are no 

multicollinearity between independent variables (tolerance value more than 0.10 and variance inflation factor-VIF less than 10), 

and no heteroskedasticity (prob. vale more than 0.05 with Glejser test). The all of analysis will be showed in table 2 and table 3. 

 

Table 2: Regression analysis (LQ 45) 

 

Variables B t count Sig Conclusion 

Constant 0.287  
   

AI 0.009  3,386  0.036 *   H1 supported 

SIZE -0.006  -1.498  0.136   H2 not supported 

LEV -0.004  -1.538  0.126   H3 not supported 

ROA -0.002  -0.255  0.799   H4 not supported 

ESOP -0.114  -5.205  0.001 **   H5 supported 

F 
 

6.566  0.000   Model fit 

R 2 
 

0.110  
  

 

Based on this analysis, asymmetry information and employee stock ownership program significantly effect on earnings 

management, but the other variables such as firm size, leverage, and profitability not significantly effect on earnings 

management. 

Table 3: Regression Analysis (JII) 

 

Variables B t value Sig Conclusion 

Constant 0.043  
   

AI 0.030  2.386  0.016 *   H1 supported 

SIZE 0.003  0.803  0.423   H2 not supported 

LEV -0.015  -0.400  0.689   H3 not supported 

ROA 0.022  0.593  0.554   H4 not supported 

ESOP -0.046  -2.768  0.006 **  H5 supported 

F 
 

2.437  0.036   Model fit 

R 2 
 

0.36  
  

 

There are the same results with LQ 45 index. Based on this analysis, asymmetry information and employee stock ownership 

program have an effect on earning management, but the other variables such as company size, leverage, and profitability not 

significantly effect on earning management. 

 

Discussion 

 

1. Asymmetry information 

Results of hypothesis testing in LQ 45 and JII indicate that information asymmetry has positive effect on earnings management (t 

count =3.386; t count =2.386). The test results supported the hypothesis and consistent by previous studies which conducted by 

Halim, et al. (2005), Rahmawati, et al. (2006). It means that higher information asymmetry or the higher gap information to 

shareholders, it opportunities for the manager to manage earnings. This occurs because the manager has better information than 

the company owners or shareholders. Therefore, the manager is obliged to provide information about the condition of the 

company to the owner. The information given can be made through the company's financial statements. But sometimes, they 

received information submitted does not match the actual conditions of the company. Asymmetry between the management 

(agent) with the owner (principal) provide an opportunity for managers to act opportunistic, such as maximize the personal profit 

by earnings management.  

 

To minimize the occurrence of earnings management by management, the company needs to implement the mechanisms of good 

corporate governance for the company's control and management system. This mechanism is done to ensure that investors get 

their rights in accordance with the company's financial reporting. Corporate governance is an effort made by all parties to direct 

and control the enterprise in order to achieve a balance between the strength and authority of the company (Sutedi, 2011). 
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Fundamental principles of corporate governance that need to be considered for the implementation of the practice of good 

corporate governance. There are transparency, accountability, fairness, and responsibility. By implementation of GCG expected 

to be a tool to give confidence to investors that they would receive the returns they invest. GCG is expected to reduce the 

information asymmetry between investors and management, so it can reduce earnings management practices. 

 

2. The company size 

Results of hypothesis testing in LQ 45 and JII indicate that company size is not a significant negative effect on earnings 

management with (t count = -1.498; t count = 0.803). It shows that the size of the company may not be able to minimize the 

possibility of earnings management, The results support the research conducted by Jin and Machfoeds (1998), Salno and 

Baridwan (2000), Jatiningrum (2000), as well as Nasser and Herlina (2003), who found that company size has no effect on 

earnings management practices. This research is also consistent with research Marihot Nasution and Setiawan (2007) that 

company size has no significant effect on earnings management, because the larger companies lack the impetus to perform 

earnings management than small companies and large corporations is viewed more critically by shareholders and outsiders 

(Marrakchi, 2001).  

 

3. Leverage  

Results of hypothesis testing to LQ 45 and JII show that leverage has not significant negative effect on earnings management (t 

count =-1.538; t count = -0.400). Based on the agency theory, companies with a high proportion of debt in the capital structure 

would have cost control or monitoring costs is high (Jensen and Meckling,1976), Cost control arises because the interests of the 

owners is to monitor management activities, especially for manage the funds and the facilities provided by the owner to run the 

company. Therefore, companies that have high leverage, they have more obligation to meet the needs of adequate information 

for owners, shareholders and creditors. Results this study did not conclude that the leverage effect on earnings management. 

Companies with the level of leverage is high due to the amount of total debt to total capital will be at risk, which is threatened the 

company was unable to meet its obligations. Earning management can’t be used as a mechanism to avoid the risk. Fulfillment of 

obligations must still be done and can’t be avoided with earnings management. This research is contrary to research conducted 

by Agnes Utari Widyaningdyah (2001) that stated leverage has positive effect on earnings management. By the way, this study 

supported the results conducted by Muhammad Ary Ershad (2008) and Rohans Rivaldo (2013). The results are also consistent 

with the results of research by Machfoedz Midiastuty (2003), Peasnell (2003), Murhadi (2009) and Pagalung (2011) who found 

that leverage had no significant relationship to earnings management.  

 

4. Profitability  

Results of hypothesis testing in LQ 45 and JII showed that the profitability has not significant negative effect on earnings 

management in both indexes. (t count = -0.255;        t count = 0.593) Results of this study are not consistent with the previous study 

which stated that the return on assets (ROA) effect on earnings management. Although the results are not significantly, it does 

not mean that investors can ignore the return on assets (ROA) in a company, because the return on assets (ROA) measures the 

rate of return on investment their assets in a company. If the increasing of Return on assets (ROA) shows that the better 

performance of the company and the shareholders will receive the increasing rate of return. Thus managers would automatically 

get the rewards great, so the manager does not ignore their attention to ROA. The result supported the previous research 

conducted by Ary Muhammad Ershad (2008), which stated no effect on the profitability of earnings management.  

 

5. Employee Stock Ownership Program  

The analysis of hypothesis in LQ 45 and JII indicated that the Employee Stock Ownership Program has negative effect on 

earnings management (t count = -5.205; t count = -2.768). Results of this study are consistent with research conducted by Jiraporn 

(2006) which states that employee Stock Ownership Program has negative effect on earnings management. ESOP companies 

with larger holdings will lower earnings management practices. This occurs because the ESOP motivates employees to monitor 

the management, so the managerial opportunism in the form of earnings management will be reduced. In addition, the ESOP can 

act as a takeover defense and help managers take a long term view of the company, thereby reducing distortion motivation for 

profit. Results from this study are also consistent with the rule of Bapepam (2002), which creates alignment of interest and the 

mission by the employees, executives and the shareholders, so there is no conflict of interest between shareholders and parties 

who running the company's business. From these statements it can be concluded that the implementation of equity-based 

compensation program as ESOP emerged as the best means of encouraging managers to make decisions that maximize the value 

of the company. ESOP makes employees and executive officers of the company as owner and manager. Psychologically, as 

owner-managers, employees and executive officers of the company will carry out operations effectively and efficiently. This will 

affect the actions of employees and executives to manage earnings, so that the implementation of ESOP negative effect on 

earnings management.  

 

Conclusion 
 

The main focus of  this study is to examine the effect of effects of information asymmetry, firm size, leverage, profitability and 

the Employee Stock Ownership Program to earning management in companies listed on JII and LQ45 Indonesian capital market. 

Based on the analysis and discussion that has been stated in the previous description, it could be concluded that firm size, 

leverage, profitability have not significant effected to earnings management, for both indexes, LQ 45 index and the JII. Even 

though, asymmetry information has positive significant effected to earning management, while the Employee Stock Ownership 

Program  has negative significant effected to earnings management in LQ 45 index and JII. The result support agency theory if 

management will do manipulate earnings if there is more information gap between principle and agent and it will be reduced by 

the employee stock ownership. 

Limitation 
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This study has some limitations and suggestions for the future research, it can be described follows: 

1. The research used manufacturing company as the sample, so the results of this study can’t be generalized to the type of 

other companies such as banking, transportation or telecommunications.  

2. The study examines five variables as the independent variables which affected earning managements, so the future 

research cab ne added with another variables such as:. 

3. Future studies could use another proxy for firm size, leverage and profitability and compare their results with using 

different proxy.  

 

Research implication 
1. For companies, should apply good corporate governance for reducing earnings management. The elements of CG such 

as transparency, accountability, justice (fairness), and responsibility will provide assurance to investors that they will 

receive a return on their funds which they invested. Investors should be cautious in making business decisions, not only 

focused on profit information, but also consider the non-financial information, such as the existence of the internal 

mechanism of the company. The informed investor needed for control the management activity, it will reduce 

asymmetry information. 

2. Regulators have to supervise more intensive for implementing good corporate governance. For example, the companies 

are not having yet the qualified independent board composition. Regulators should conduct more rigorous supervision 

for realize the GCG in Indonesia. The GCG will reduce earnings management. 

 

Acknowledgment:  

* This paper is funded by  DP2M DIKTI: Surat Koordinator Kopertis VI No: 007/K6/ KM/SP2H/PENELITIAN_BATCH-

1/2015, Date : 30 Mach  2015. 

* Thanks for all of team post graduate research programs (Dr. Noer Sasongko, Dr Rina Trisnawati, Andri Veno, Fauzi Ichwani, 

Destia Nugraheni, Noviana, Lina Ayu Safitri, Happy Purbasari). 

 

 

References  
 

 

Agnes UtariWidyaningdyah. 2001. Analisis Faktor-Faktor Yang Berpengaruh Terhadap Earnings Management Pada Perusahaan 

Go Public Di Indonesia. Jurnal Akuntansi & Keuangan Vol. 3, (2), 89 – 101. 

Ali Irfan (2002). Pelaporan Keuangan dan Asimetri Informasi dalam Hubungan Agensi. Lintasan Ekonomi Vol. XIX. No.2. Juli 

2002. 

Amertha, IndraSatyaPrasavita, 2013, “Pengaruh Return on Asset pada Praktik Manajemen Laba dengan Moderasi Corporate 

Governance”. E-Jurnal Akuntansi Universitas Udayana. 

Albercht, WD and FM Richardson (1990) (Income Smoothing by Economic Sector). Journal of Business Finance and 

Accounting, 713-730.  

Bapepam, ESOPs Implementation Study Team. (2002). ESOPs Application Study of Public Company in Indonesia Capital 

Market, Bapepam. Www.jsx.co.id 

Boediono, G. 2005. “Kualitas Laba : Studi Pengaruh Mekanisme Corporate Governance dan Dampak Manajemen Laba dengan 

Menggunakan Analisis Jalur.” Simposium Nasional Akuntansi VII, Solo,15-16 September 2005. 

Chtourou S. Marrakchi, Jean Bedard, and Lucie Courteau. 2001. Corporate Governance and Earning Managemen. Working 

Paper. http://papers.ssrn.com. 

Dechow,P.M.,  R.G. Sloan, and A.P. Sweeney. (1995). Detecting Earnings Management. The Accounting Review 70, p. 193-225. 

Eisenhardt, Kathleem. M. 1989. Agency Theory: An Assesment and Review. Academy of Management Review, 14, p. 57-74 

Ershad, Muhammad Ary. 2008. Effect Analysis Company Size, Profitability, Risk and Leverage to Profit On Practice Alignment 

Company â € "Companies Listed on the Jakarta Islamic Index. Essay: Faculty of Sharia State Islamic University 

Sunan Kalidjaga. Yogyakarta. 

Gul, Ferdinand, A. Bikki L. Jaggi and Gopal V. Krishman, 2003. Auditor Independence: Evidence on the Joint Effect of Auditor 

Tenure and Non autdit Fess, Auditing: A Journal of Practice and Theory, Vol.26 No.2 November 2003. 

Guna, Welvindan Herawaty, Arleen. 2010. ”Pengaruh Mekanisme GCG, Independensi Auditor, Kualitas Audit dan Faktor 

Lainnya Terhadap manajemen Laba”. JurnalBisnisdanAkuntansi Vol.12, No.1. Jakarta. 

Halim, Julia; Carmel Meiden; Rudilf LumbanTobing, 2005. “Pengaruh Manajemen Laba Pada Tingkat Pengungkapan Laporan 

Keuangan  Pada Perusahaan Manufaktur Yang Termasuk Dalam Indeks LQ – 45”. Simposium Nasional Akuntansi 

VIII: Solo, 15 ‐16 September 2005. 

Haris, W. 2004. Pengaruh Earnings Management terhadap Kinerja di Seputar SEO.Thesis S-2. Magister Sains Akuntansi 

UNDIP. Tidak dipublikasikan. 

Healy, PM &Wahlen, JM (1999). A Review of the Earnings Management Literature and its Implications for Standards Setting. 

Accounting Horizons, 13, 4  

Herawaty, Vinola, 2008. Peran Praktek Corporate Governance Sebagai Moderating Variable Dari Pengaruh Earnings 

Management Terhadap Nilai Perusahaan. Makalah disampaikan dalam Simposium Nasional Akuntansi XI di 

Makassar, 26-28 Juli. 

Herni dan Yulius Kurnia Susanto. 2008. Pengaruh Struktur Kepemilikan Publik, Praktik Pengelolaan Perusahaan, Jenis Industri, 

Ukuran Perusahaan, Profitabilitas, dan Risiko Keuangan Terhadap Tindakan Perataan Laba (Studi Empiris Pada 

Industri yang Listing di Bursa Efek Jakarta).  Jurnal Ekonomi dan Bisnis Indonesia, Vol. 23, No. 3, hal: 302-314. 

 

Husnan, Suad. 2002. Dasar-dasar Teori Portofolio dan Analisis Sekuritas. Edisi ke tiga. Yogyakarta : AMP YKPN. 

https://translate.google.com/translate?hl=id&prev=_t&sl=id&tl=en&u=http://www.jsx.co.id
http://papers.ssrn.com/


International Journal of Business, Economics and Law, Vol. 8, Issue 2  (Dec.)                                                                                              

ISSN 2289-1552 2015 
 

 

29 

Husnan, Suad dan Pudjiastuti, Enny. 2002. Dasar-Dasar Manajemen Keuangan. Edisi ke tiga.Yogyakarta: AMP YKPN. 

Jao, Robert dan Gagaring Pagulung, 2011, “Corporate Governance, Ukuran Perusahaan, dan Leverage Terhadap Manajemen 

Laba Perusahaan Manufaktur Indonesia”. Jurnal Akuntansi dan Auditing ; 8 (1) : 1-94. 

Jatiningrum. 2000. “Analisis Faktor-Faktor yang berpengaruh Terhadap Perataan Penghasil Bersih/Laba pada Perusahaan yang 

Terdaftar di BEJ”. Jurnal Bisnis dan Akuntansi, Vol. 2, No. 2. hal 144-145. 

Jensen, M,C. & Meckling, W.H., (1976).  Theory of the Firm, Managerial Behavior, Agency Cost and Ownership Structure. 

Journal of Financial Economics, 3, 305-360. 

Jin, Liauw She dan Mas’ud Machfoedz. 1998. “Faktor-faktor yang Mempengaruhi Tindakan Perataan Laba Pada Perusahaan 

yang Terdaftar di Bursa Efek Jakarta”. Jurnal Riset Akuntansi Indonesia. Vol. 1(2). 

Jiraporn, Pornsit. (2006). “ESOPs and Earnings Management: An Empirical Note”. Great Valley School of Graduate 

Professional Studies at Pennsylvania State University  

Kim, Y., Liu, C., & Rhee, S. (2003). The Relation of Earnings Management and Firm Size. Working Paper, University of 

Hawaii. from the website: ww2.hawaii.edu/~fima/ Working_Papers/2003_papers/WP03-02.pdf  

Kusumawati, Dwi Nova dan Riyanto. 2005. “Corporate Governance dan kinerja Analisis Pengaruh Compliance Reporting dan 

Struktur Dewa terhadap Kinerja”. Makalah SNA VIII. 

Lee, B.B. and B. Choi. 2002. Company Size, Auditor Type, and Earnings Management. Journal of Forensic Accounting. Vol. 

3:27-50. 

Lin, P., Hutchinson, M., and Percy, M. Can an Effective Audit Committee Help to Mogate Earnings Management in Chinese 

Firm Listed in Hong Kong? Asian Finance Association 2009 International Conference, 30 June – 03 July 2009. Hilton 

Brisbane, Brisbane, Queensland. 

Marrakchi S.,Chtourou. Corporate Governance and Earning Management. 2001. http://paper.ssrn.com. 

Midiastuty, Pratana P., dan Mas’ud Machfoedz. 2003. Analisis Hubungan Mekanisme Corporate Governance dan Indikasi 

Manajemen Laba. Artikel yang Dipresentasikan pada Simposium Nasional Akuntansi 6 Surabaya tanggal 16-17 

Oktober 2003  

Murhadi, Werner R. 2009. Studi Pengaruh Good Corporate Governance terhadap Praktek Earnings Management pada 

Perusahaan yang Terdaftar di BEI. Jurnal Manajemen dan Kewirausahaan. Vol. 11. No. 1. Maret. Hal 1-10. 

Nasser, E.M. & Herlina. 2003. “Pengaruh Size, Profitabilitas dan Leverage terhadap Perataan Laba pada Perusahaan go Publik” 

Jurnal Ekonomi, vol. 7(3), hal. 291-305. 

Nasution, Marihot dan Doddy Setiawan. 2007. PengaruhCorporate Governance Terhadap Manajemen Laba di Industri 

Perbankan Indonesia. Makalah disampaikan dalam Simposium Nasional Akuntansi X di Makassar, 26-28 Juli. 

Nuryaman (2008). Pengaruh concentration of ownership, company size, and the mechanism of Corporate Governance Against 

Laba Management. National Symposium Accounting XI. 

Pramuka Agus, Bambang dan Ujiyantho, Arief. 2007. Mekanisme Corporate  Governance, Manajemen Laba Dan Kinerja 

Keuangan.Unhas Makasar.  Tgl 26-28 Juli 2007. 

Peasnell, K.V, P.F. Pope. and S.Young. (2001). Board Monitoring and Earnings Management: Do Outside Directors 

Influence Abnormal Accruals. Accounting and Business Research, Vol. 30:41-63.  

Rahmawati.,Suparno, Yacob, and Qomariyah, Nurul. 2006. Effect of Information Asymmetry Against Profit Management 

Practices in the Public Banking Company Registered In Jakarta Stock Exchange. National Symposium Accounting IX. 

Rachmawati, Andridan Triatmoko. 2007. “Analisis Faktor-Faktor yang Mempengaruhi Kualitas Laba dan Nilai Perusahaan”. 

Simposium Nasional Akuntansi X. Makasar, 26-28 Juli 

Richardson, Vernon J. 1998. Information Asymmetry and Earning Management: Some Evidenceî. Working Paper. 

Rivaldo, Rohans, 2013. “Analisis Pengaruh Corporate Governence, Leverage, Dan Profitabilitas Terhadap Manajemen Laba 

Pada Perusahaan Manufaktur Yang Terdaftar DI Bursa Efek Indonesia”, Medan. 

Saleh, N. M., Iskandar, T. M., and Rahmat, M. M. 2005. Earnings Management and Board Characteristics: Evidence from 

Malaysia. Jurnal Pengurusan. 24: 77-103 

Salno, H. M. & Z. Baridwan. 2000. “Analisis Perataan Penghasilan (Income Smoothing): Faktor-Faktor yang Mempengaruhi dan 

Kaitannya dengan Kinerja Saham Perusahaan Publik di Indonesia” Jurnal Riset Akuntansi Indonesia, Vol. 3(1), Hal. 

17-34. 

Sasongko, Noer dan Fauziah. (2011). Identification of Earning Management on the Company Listed on The LQ 45 index in 

Indonesian Stock Exchange. PROCEEDINGS, Malaysia-Indonesia International Conference in Economics, 

Management and Accounting( MIICEMA), October 13th-14th ,Bengkulu, Indonesia. ISBN 978-979-9431-68-4. 

Scott, William R. (2006). Financial Acconting theory.4th Edition. Canada Inc: Pearson Education. 

Subramanyam, K.R dan J.J. Wild. 2010. Analisis Laporan Keuangan, Penerjemah : Dewi Yanti, Buku 2, Salemba Empat,Jakarta. 

Sudarmadji, Ardi Murdoko dan Sularto, Lana. 2007. Pengaruh Ukuran Perusahaan, Profitabilitas, Leverage, dan Tipe 

Kepemilikan Perusahaan Terhadap Luas Voluntary Disclosure Laporan Keuangan Tahunan. Cibinong: Proceeding 

PESAT. 

Sulistyanto, H. Sri. 2008. Manajemen Laba Teori dan Model Empiris. 

Sutedi, Adrian. 2011. Good Corporate Governance. Penerbit : Sinar Grafika 

Sutrisno. 2002. Studi Manajemen Laba (Earnings Management) Evaluasi Pandangan Profesi Akuntansi, Pembentukan dan 

Motivasinya). KOMPAK.No, 5 Mei, hal. 158-179. 

Tarjo. 2008. Effect of Institutional Ownership Concentration and Leverage to Profit Management, Shareholder Value, and Cost 

of Equity Capital. National Symposium Accounting XI, Pontianak. 

Trisnawati, Rina, Wiyadi dan Noer Sasongko. (2012)  Manajemen laba pada perusahaan go public di Indonesia, Jurnal 

BPPK Vol 5 tahun 2012 ISSN 2085-3785 

 

Trisnawati, Rina dan Nugroho S.P, (2011), Accrual Earnings Management Practices: The Comparative Studies Between 

Shariah Index And Conventional Index In Indonesian Stock Exchange, PROCEEDINGS, Malaysia-Indonesia 

http://paper.ssrn.com/


International Journal of Business, Economics and Law, Vol. 8, Issue 2  (Dec.)                                                                                              

ISSN 2289-1552 2015 
 

 

30 

International Conference in Economics, Management and Accounting( MIICEMA), October 13th-14th ,Bengkulu, 

Indonesia. ISBN 978-979-9431-68-4 

Van Horne, James C, dan Wachowicz, John M. 2009. Prinsip-prinsip Manajemen Keuangan, Salemba Empat, Jakarta. 

Veronica, Sylvia, dan Siddharta Utama. 2005. Pengaruh Struktur Kepemilikan, Ukuran Perusahaan, dan Praktek 

Corporate Governance terhadap Pengelolaan Laba (Earnings Management). Artikel yang Dipresentasikan pada 

Simposium Nasional Akuntansi 8 Solo tanggal 15 - 16 September 2005 

Veronica, dan Yanivi S. Bachtiar. (2005). Good Corporate Governance Information Asymetry and Earnings Management. Jurnal 

Akuntansi dan Keuangan Indonesia. 2. (1). 77-106. 

Watts, Ross L. and Jerold L. Zimmerman. (1990). Positive accounting theory: A ten year perpective. The Accounting Review. 

65:131-156. 

Wedari, Linda Kusumaning. 2004. Analisis Pengaruh Proporsi Dewan Komisaris dan Keberadaan Komite Audit terhadap 

Aktivitas Manajamen Laba. Artikel yang Dipresentasikan pada Simposium Nasional Akuntansi 7 Denpasar tanggal 2 

-3 Desember 2004. 

Widyaningdyah A.U. (2001). Analisis Faktor-Faktor Yang Berpengaruh Terhadap Earning Management Pada Perusahaan Go 

Publik Di Indonesia. Jurnal Akuntansi & Keuangan, 3(2), 89-101. 

Widyastuti, Tri. 2009. Pengaruh Struktur Kepemilikan dan Kinerja Keuangan Terhadap Manajemen Laba: Studi Pada 

Perusahaan Manufaktur di BEI. Jurnal MAKSI, Vol 9 No 1 Januari 2009: 30-41 

Wiyadi, Noer Sasongko, dan Rina Trisnawati, (2011). Pengembangan dan implementasi model manajemen laba melalui 

mekanisme corporate governance (studi empiris pada perusahaan go-publik di Indonesia. Laporan Akhir Hibah 

Pasca Sarjana tahun 1(pertama) 

Wiyadi, Noer Sasongko, dan Rina Trisnawati, (2012). Pengembangan dan implementasi model manajemen laba melalui 

mekanisme corporate governance (studi empiris pada perusahaan go-publik di Indonesia. Laporan Akhir Hibah 

Pasca Sarjana tahun 2 (kedua). 

Wiyadi dan Prasnowo (2011), Earning Management Practices in Companies Listed in Jakarta Islamic Index-Indonesian 

Stock Exchange. PROCEEDINGS, Malaysia-Indonesia International Conference in Economics, Management and 

Accounting( MIICEMA), October 13th-14th ,Bengkulu, Indonesia ISBN 978-979-9431-68-4 

Wiyadi dan Safitri, Lina (2012), The Practices of earnings management; Long Term and Short term Discretionary Accrual 

Models (Empirical Studies on LQ 45 Index during 2004-2010 period. PROCEEDINGS Malaysia-Indonesia 

International Conference in Economics, Management and Accounting (MIICEMA), October 18th-20th ,Palembang 

Indonesia ISBN 979-587-424-1 

 

 

 

 

 

 


