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Abstract:      The purpose of this research to identify tax management which is explained through 

tax planning, deferred tax expense and tax avoidance. In this research the sample 

used was manufacturing companies listed on the Indonesia Stock Exchange during 

the 2016 until 2019 period, 38 company sample with four years of research 

produced 152 data were obtained by purposive sampling. The data used was panel 

data and analysis technique using multiple regressions analysis with Eviews 

software. The result showed that the tax planning and tax avoidance have a 

significant effect on earning management, but the coefficient of determination is 

low at 3,28%. Meanwhile, deferred tax expense have no significant effect on 

earnings management on manufacturing companies. However, research shows that 

the higher the profit earned by the company, the lower the tax payable ratio. The 

tax government should be supervise low income group companies because they 

have a tendency to reduce taxes. 
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1. Introduction 

Earnings management is a way for management to intervene in the preparation of financial 

statements with the aim of benefiting themselves and other parties (Aditama, 2014). The 

intervention causes the financial statements presented do not reflect the actual conditions, 

resulting in an imbalance of information between management as a provider of information and 

shareholders and stakeholders (Lubis & Suryani, 2018). 

Earnings management tends to have a negative impact, therefore companies must be 

careful in making decisions. There are two points of view when a company decides to carry out 

earnings management. First, in terms of maximizing profit, it occurs when the company wants to 

display good financial performance with high profits. While the second point of view is to 

minimize profits for tax purposes (Citra, 2013). 

Management can achieve maximum profit by reducing the tax burden to a minimum. Tax 

management is one way of management to minimize the tax burden. 

The tax scandal occurred at PT Jhonlin Baratama which was found during the 2019 

inspection, involving the Director General of Extensification and Assessment of the Directorate 

General of Taxes for tax bribery. The results of the examination prove that for the 2016 fiscal 

year, the underpayment of PT Jhonlin Baratama was Rp. 70 billion, which should have been Rp. 

91 billion, while in 2017 it was reported that it was overpayment of Rp. 59 billion which should 

have been underpaid of Rp. 27 billion. This is included in one of the tax management actions that 

are detrimental to many parties. 
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Tax management can be done through tax planning, deferred tax burden and tax avoidance. 

Tax Planning is the process of organizing taxpayers' businesses whose ultimate goal is to keep 

tax debts to a minimum, while still complying. Tax planning is categorized as a legal action that 

is allowed by the government (Aditama 2014). 

Another factor that affects earnings management is deferred tax expense. Deferred tax 

expense will be more useful incrementally in detecting earnings management than total accruals 

and abnormal accruals (Hotimah, 2015). Deferred tax expense arises from the fiscal correction 

process. The negative correction shows that income based on accounting is higher than income 

based on taxes, and costs based on accounting are less than costs based on taxes. From this 

statement, it shows that there is an indication of management in prioritizing an increase in 

accounting profit compared to an increase in fiscal profit and a decrease in accounting costs 

compared to fiscal costs (Sumomba & Hutomo, 2012). 

The third factor is tax avoidance. Tax avoidance is an effort to find tax loopholes that are 

actually contrary to tax regulations but are sought so as not to violate the law. Tax avoidance is 

carried out by charging personal costs into operational costs (Apsari & Setiawan, 2018). 

Basically, the ultimate goal of tax avoidance is to reduce the tax payable. The smaller the burden 

incurred, the greater the EAT obtained by the company (Fadillah, 2019). 

Until now, taxation is still the center of attention in financial statements because it is 

related to profit. Many existing theories, with diverse contents, make researchers want to do 

further research by focusing on taxation factors. Based on this description, the formulation of the 

problem in this study includes: 1) Does tax planning affect earnings management? 2) Does 

deferred tax expense affect earnings management? 3) Does tax avoidance affect earnings 

management? 

The objectives of this study are: 1) To analyze the effect of tax planning on earnings 

management; 2) Analyzing the effect of deferred tax expense on earnings management; 3) 

Analyzing the effect of tax avoidance on earnings management. 

 

2. Underlying Theory 

Legitimacy Theory 

The thing that forms the basis of legitimacy theory is the "social contract" between the 

company and the community (Octaviana, 2014). The social contract occurs due to the 

interrelation of people's social life to achieve harmony that will protect their respective interests 

(Hadi, 2011). Legitimacy theory is defined as a psychological state that favors a group of people 

who are sensitive to environmental symptoms that occur around them both physically and non-

physically (Putri et al., 2016). 

 

Agency Theory 

Agency theory is the relationship between two parties, namely the owner and 

management. The theory describes the relationship between ownership and control of the 

company. If there is a separation between the principal and the agent in running the company, 

various kinds of problems will arise because each party plans to maximize the utility function 

(Astria, 2011). 

 

Profit management 

Earnings management is an effort made by management to influence the information 

contained in financial statements or intervene by tricking stakeholders who want to know the 

performance and condition of the company (Sulistyanto, 2018). Earnings management carried 

out causes a reduction in the credibility of the financial statements and the bias in the financial 
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statements increases, so that it can interfere with users of financial statements who have given 

confidence to the company that the figures listed are real numbers and not the result of 

engineering. 

 

Tax Planning 

The tax planning stage starts with collecting tax regulations, researching and selecting 

actions that can be taken to save corporate taxes (Suandy, 2011). Tax planning is the effort of 

taxpayers in organizing tax debts so that they are in a minimal position while still complying 

with applicable laws and regulations (Sumomba & Hutomo, 2012). 

 

Deferred Tax Burden 

Deferred tax expense arises as a result of temporary differences between accounting 

profit (profit according to SAK for the benefit of external parties) and fiscal profit (profit 

according to taxation rules used as the basis for calculating tax) (Harnanto, 2011). According to 

Alawiyah, 2017 temporary differences arise due to differences in standards or provisions relating 

to the recognition and measurement of elements in financial statements. 

 

Tax Avoidance 

Tax avoidance is defined as an effort that is usually made by companies to reduce tax 

debt legally by taking advantage of applicable legal loopholes (Prakosa & Kesit, 2014). Tax 

avoidance raises various risks such as fines and creates a bad reputation for the company in the 

eyes of the public which is carried out by controlling actions to avoid the imposition of unwanted 

taxes. 

 

Hypothesis Development 

Effect of Tax Planning on Earnings Management 

Management's desire to generate profits can be done through tax planning (Puji Astutik, 

2016). Conceptual tax planning is explained in legitimacy theory and agency theory. The theory 

of legitimacy of tax planning shows the public that management manages earnings carefully. In 

addition, tax planning which involves agency theory is seen from the conflict between 

management and government. Where management strives for tax payable to be deferred while 

the government requires to pay taxes in accordance with the time of occurrence. Previous 

research that proves that tax planning has an effect on earnings management is research from 

Mahpudin, 2017 and Negara & Suputra, 2017. 

Based on the explanation above, the following hypothesis is formulated: 

H1: Tax planning has an effect on earnings management. 

 

Effect of Deferred Tax Expense on Earnings Management 

According to Lubis & Suryani, 2018 the reason for deferred tax is to save taxes, reduce 

reported profits by delaying income and accelerate costs so that the resulting profit is smaller. 

Meanwhile, the government wants large taxes and timely tax payments. The two statements 

describe the relationship with agency theory, namely there is a conflict between management and 

government. Puji Astutik's research, 2016 shows that deferred tax burden has an effect on 

earnings management. Then the following hypothesis is generated: 

H2: Deferred Tax Expenses affect earnings management 
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Effect of Tax Avoidance on Earnings Management 

Tax avoidance has a relationship with legitimacy theory because tax avoidance is not 

something that is prohibited, so companies try to follow the regulations carefully so that a 

positive image is needed from the community and shareholders. From the research conducted by 

Larastomo et al., 2016 and Ibrahim, 2019 both show that tax avoidance has an effect on earnings 

management. Based on previous research, the following hypothesis is formulated: 

H3: Tax avoidance affects earnings management 

 

3. Research Method 

This study uses a quantitative approach with the type of data used, namely secondary data 

in the form of annual financial reports obtained from the IDX website. The method of data 

collection was carried out by documenting financial statements and analyzed using descriptive 

statistics, linear regression and classical assumption tests. The sampling technique is purposive 

sampling which is selected by determining certain criteria (Kalsum, 2017). The criteria in this 

research sample are as follows: 

1) Companies listed on the IDX during 2016-2019, by publishing financial statements on 

www.idx.co.id  

2) The financial statements made a positive profit for 2016-2019. 

3) Financial statements in rupiah currency. 

4) Have complete data. 

 

The dependent and independent variables in this study were calculated using the following 

approach: 

 

Table 1. Measurement 

Formula Source 

∆E  =  
Eit - EAit-1

MVE t-1
 (Syilvia et al., 2016) 

TRR = 
Net income it 

Pretax Income (EBIT it)
 (Mahpudin, 2017) 

BPT  =  
BPT periode t

Total Aset periode t
 (Sumomba & Hutomo, 2012) 

ETR =  
Total Tax Expense it

Pretax Income (EBIT it)
 (Suyanto & Supramono, 2012) 

Source: Processed data(2021) 

Description: 

△E :  Profit Distribution 

TRR : Company retention rate 

ETR : Effective Tax Rate 

 

4. Result And Discussion 

This study uses 38 manufacturing companies with 4 years of observation. The results of 

the descriptive statistical test are explained in the following table: 
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Table 2. Descriptive Statistical Test Results

 

Source: Processed data(2021) 

 

 

Source: Processed data(2021) 

Figure 1. Pattern of Low Income Tax Expense 
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Figure 2. Pattern of the Middle Income Tax Expense

 

    Source: Processed data(2021) 

Figure 3. Pattern of High Income Tax Burden

 

    Source: Processed data(2021) 

The pattern in the graph above shows that groups with low incomes tend to pay less taxes than 

those in the middle and high income groups. This is indicated by the magnitude of the deviation 

between the pretax income line and tax expense. 
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Table 3. t test results 

 

    Source: Processed data(2021)

  

 Multiple regression analysis in this study shows the R² value of 3.28%, which means that 

there are many other factors outside of taxation that can affect earnings management. The F test 

obtained a probability value of 0.047326, which means that H0 is rejected and H1 is accepted so 

that the estimated regression model is feasible to use. 

The results of the t-test obtained a t-statistical tax planning value of -2.019392 with a 

probability level of 0.0453 which is smaller than a significance level of 0.05. It can be concluded 

that the tax planning variable has a negative effect on earnings management, so H1 is accepted. 

The results of this study support previous research that has been carried out by Mahpudin, 2017 

and Negara & Suputra, 2017. A negative effect means that the lower the profit generated by 

management, the higher the company's tax planning. 

The t-statistic value of deferred tax expense is 0.419009 and the probability value of 0.6758 

is greater than the significance level, which means that the deferred tax expense has no effect on 

earnings management, so H2 is rejected. This result is in line with research conducted by Barus 

& Setiawati, 2015 and Utami, 2019 which states that deferred tax expense has no effect on 

earnings management, because there is a decrease in temporary difference earnings which results 

in the effect of not too large a deferred tax expense so that it cannot affect the ability of the 

expense. deferred tax in detecting earnings management. 

The tax avoidance test shows a t-statistic value of -2.319825 with a probability value of 

0.0217 which is smaller than a significance level of 0.05. A negative ETR value means the 

greater the ETR, the lower the tax avoidance. If ETR has a negative effect, then the value of tax 

avoidance has a positive effect on earnings management, H3 is accepted. The results of this 

study support the research that has been done previously by Larastomo et al., 2016 and Agatha, 

2020. Tax avoidance has a positive effect, meaning that the greater the tax avoidance carried out 

by the company, the company is maximal in earnings management. 
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5. Conclusions, Implications and Limitations of The Research 

Conclusion 

Based on the results of the analysis of research data, it can be concluded that companies 

with low income groups have a tendency to pay small taxes. 

Tax planning has a negative effect and tax avoidance has a positive effect, but has a low R² 

value. Meanwhile, deferred tax expense has no effect on earnings management. 

 

Implications 

Companies with small profits tend to have a high ratio of profits to taxes paid. This is a 

concern for the director general of taxes to be more careful in carrying out the supervisory 

function of low-profit companies. 

 

Research Limitations 

The limitation in this research is that the company's profit has a negative value, which 

makes the number of objects studied less and less. 
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