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ABSTRACT:
This paper aims to analyze the effect of company size,
leverage and return on assets on earnings management.
The research method uses descriptive methods with a
quantitative approach. The research data used financial
statement data on the Indonesia Stock Exchange from
2014 to 2018. Data sources were obtained from the
Indonesia Stock Exchange website. The research findings
explain that company size has no influence on earnings
management, while leverage and return on assets have an
influence on earnings management.
Keywords: Size, Leverage, Return On Assets, Earnings
Management.

RESUMEN:
Este documento tiene como objetivo analizar el efecto del
tamaño de la empresa, el apalancamiento y el rendimiento
de los activos en la gestión de ganancias. El método de
investigación utiliza métodos descriptivos con un enfoque
cuantitativo. Los datos de la investigación utilizaron datos
de los estados financieros en la Bolsa de Indonesia de
2014 a 2018. Las fuentes de datos se obtuvieron del sitio
web de la Bolsa de Indonesia. Los resultados de la
investigación explican que el tamaño de la empresa no
influye en la gestión de ganancias, mientras que el
apalancamiento y el rendimiento de los activos influyen en
la gestión de ganancias.
Palabras clave: tamaño, apalancamiento, retorno de
activos, gestión de ingresos

1. Introduction
Previous research related to earnings management can be done with pure earnings management and
real earnings management. Accrual earnings management is carried out at the end of the earnings
management reporting period before being engineered so that manipulation is needed to achieve
revenue targets. Earnings management can occur because of financial reporting (Abad D, Cutillas-
Gomariz, Sánchez-Ballesta, & Yagüe, 2018; Abarbanell & Lehavy, 2003a, 2003b; Abata & Migiro,
2016). Accrual accounting systems that already exist in generally accepted accounting principles
provide an opportunity for managers to make accounting considerations that affect company earnings.
This research provides a number of contributions. The results of the study identify the important
issues at present in Indonesia, where company size, leverage and return on assets have a positive
influence on earnings management in Indonesia, which focuses on paying proper attention to the
operations of telecommunications companies. The results of previous studies indicate that company
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size does not have an influence on earnings management, while leverage and return on assets have a
positive effect on earnings management. As such, this paper expands knowledge about earnings
management of companies listed on the Indonesia Stock Exchange.

1.1. Literature Review
Jensen & Meckling, (1976) Agency theory explains the conflict between management as the agent and
the owner of the company, the agency relationship as the principal to perform certain services in the
interest of the principal, by delegating authority to the agent. To account for the company's
performance to the principal, the auditor provides an opinion. Principles considered more trusting of
reports from auditors with high integrity and independence possessed by large auditors. Asymmetry of
accounting information has access to information about company prospects that are not owned by
outside partiesIf two groups of agents have principles that seek to maximize utility, and then there is
good reason to believe agents do not always act in the best interests of the company owner. (Aarstad,
2010; S. Z. M. Abbas, Mahmud, & Manan, 2017; M. Abbasi, Dadashinasab, & Asgari, 2013; Abd Hadi
& Mcbride, 2000; Abdallah, Darayseh, & Waples, 2013).
Basically earnings management is the potential use of accrual management with the aim of gaining
corporate profits, management disclosure as a direct intervention management tool in the financial
reporting process through the management income or earnings, to obtaining certain benefits or
benefits for both managers and companies that are based by economic factors. Some understanding
of earnings management concludes that earnings management is more related to management
decision-making related to corporate financial statements (Abad D. et al., 2018; Abarbanell & Lehavy,
2003a, 2003b; Abata & Migiro, 2016). Management can take many ways to influence financial
reporting either by manipulating data or financial information of the company or by choosing
accounting methods accepted in generally accepted accounting principles, ultimately aiming to get
company earnings even though the earnings generated do not show the real state of the company.
The size of the company can be seen from the total assets of the company owned. The size of
companies in the public are generally divided into 3 categories: large companies, medium companies
and small companies. The company's operating profit can be obtained if the number of sales is greater
than the total costs incurred by the company (Aabo & Simkins, 2005; J. Abad, Cabrera, & Medina,
2016; Abban, Omta (Onno), Aheto, & Scholten, 2013; J. Abbas, Raza, Nurunnabi, Minai, & Bano,
2019; A. Abbasi & Malik, 2015). In order to have the desired amount of net earnings, the
management carries out careful sales planning and appropriate controls are carried out to achieve the
desired sales amount. The benefit of management control is to ensure that the organization has
implemented its business strategy effectively and efficiently.
Leverage is used to measure the company's ability to guarantee total liabilities with total company
assets. Leverage has an influence on the company because liabilities have a burden borne by the
company. A company's failure to pay interest can cause financial difficulties that can result in the
company's bankruptcy. The use of liabilities also provides tax subsidies on interest that can benefit
shareholders. (Ault, Childs, Wainright, & Young, 2011; Christensen, Kaufman, & Shih, 2008; Coyne &
Singh, 2008; Dotson & Nuru-Jeter, 2012; Dreachslin et al., 2017). Therefore the use of corporate
liabilities must balance the advantages and disadvantages. Leverage has a relationship with earnings
management practice reports, when companies have high leverage ratios, companies tend to practice
earnings management reports because the company is threatened that it cannot fulfill its obligations
by paying its debts on time. There are two kinds of leverage, operating leverage and financial
leverage.
Return on Assets is a ratio to assess the percentage of income that has been associated with the
company's total assets, so that the efficiency of the company in managing its assets can be seen from
the ratio of the percentage of return on assets. The higher the value of Return on Assets means the
higher the company's profit ability. The ability of a company to generate corporate income at the level
of sales, assets, and capital is reflected in the ratio of the ability to obtain corporate profits, one of the
most commonly used earnings ability ratios to assess the results of overall management performance
is the ratio of return on assets (A. Wolf, Stephenson, Knoblauch, & Novakovic, 2016; F. J. Abbas,
Nobanee, Khan, & Varas, 2017; S. Abbasi, Abbasi, & Foghi, 2016; Abdel-Maksoud, Cerbioni, Omran, &
Ricceri, 2015; Ault et al., 2011). This ratio is calculated by dividing the amount of company revenue in
a certain period by the amount of funds invested in the company in that period. The higher the Return
on Assets (ROA) of the company, the more effective the company uses its assets in creating high
earnings. High Return on Assets (ROA) opens up opportunities for corporate managers to manage
earnings by increasing earnings to obtain large bonus amounts.

Effect of Company Size on Earnings Management
Larger companies generally receive more attention from external parties such as investors, analysts,
and the government, so companies are more careful in managing their financial statements. So it 
concludes that the larger the size of the company, the less likely the company to do earnings



management, if the company is still on a small-scale or small then high earnings management (Aabo
& Simkins, 2005; J. Abad et al., 2016; Abban et al., 2013; J. Abbas et al., 2019; A. Abbasi & Malik,
2015). Based on some of the arguments above, researchers propose a hypothesis that is tested as
follows:
H1: Firm size influences earnings management

Effect of Leverage on Earnings Management
Leverage is a measurement of the number of assets financed by debt; the debt comes from creditors,
not from shareholders or investors. Debt policy is another alternative to get funds besides selling
shares. In a debt agreement it is in the company's interest to be evaluated positively by creditors in
terms of their ability to repay debt (Ault et al., 2011; Christensen et al., 2008; Coyne & Singh, 2008;
Dotson & Nuru-Jeter, 2012; Dreachslin et al., 2017) Therefore, the company commits fraud in the
form of earnings management, namely increasing reported earnings to increase the bargaining power
of the company in debt negotiations, reduce creditors' concerns and to get credit line loosening. Thus,
the hypothesis being tested is:
H2: Leverage effects to the earnings management

The Effect of Return on Assets on Earnings Management
Return on Assets is a ratio to measure a company's ability to generate profits using total assets owned
by a company Return on Assets shows management's ability to generate revenue by utilizing assets
used in operating activities (A. Wolf et al., 2016; F. J. Abbas et al., 2017; S. Abbasi et al., 2016;
Abdel-Maksoud et al., 2015; Ault et al., 2011). The greater return on assets shows the greater the
fluctuations in management's ability to generate corporate profits affect investors in predicting income
and estimating risk in investment so that it has an impact on investor confidence in the company's
financial performance.. In this connection, management is motivated to practice earnings
management reports, so that reported earnings do not fluctuate thereby increasing investor
confidence. Thus the hypotheses that can be formulated are as follows:
H3: return on assets affects earnings management

2. Methodology
The type used in this research is quantitative research whose analysis generally uses data measured in
a numerical scale that is tested using statistical analysis. Quantitative descriptive is a research design
that aims to explain or provide empirical evidence about a particular phenomenon accompanied by
quantitative and qualitative data extracted from an object. Variables are clearly defined both
conceptually and operationally, variables that can be measured. The variables used in this study are:

2.1. Independent variable (X)
The independent variable influences the dependent variable. The independent variables in this study
include:

Company Size
Company size is denoted by size of a particular client or in the logarithm of total assets against the
total size of the company; Abbasi and Malik (2015).
SIZE = Logaritma (Total Asset)

Leverage (Debt)
Leverage is a comparison between debt and assets that shows some of the assets used to guarantee
debt. If the company's debt is greater than its assets, the greater the risk faced by the company to
pay its obligations. Thus the value of leverage becomes high, so companies tend to do earnings
management to avoid debt agreements. Leverage is defined as the debt to assets ratio which is the
result of dividing t-year total by total t-year equity (Dreachslin et al. 2017), (Rusdiyanto, Agustia,
Soetedjo, Narsa, & Septiarini, 2020). As for the formula used as follows:

Return on Assets(ROA)
Return on Assets is the company's ability to use total assets to generate corporate profits. This ratio is
very important for company management to evaluate the effectiveness and financial efficiency of a
company in managing its total assets The greater the return on assets, the more efficient the use of



company assets to generate corporate profits, and vice versa (Rusdiyanto & Narsa, 2019). This ratio
can be calculated as follows:

2.2. Dependent variable (Y)
The dependent variable in this paper uses earnings management; earnings management is proxied by
discretionary policies. Discretionary accruals use the accrual component in managing earnings because
the accrual component does not require physical evidence of cash so to play with the accrual
component is not accompanied by cash received. Earnings management is the process of preparing
the company's financial statements for external parties can improve and reduce company
management to use the leeway of accounting methods in terms of earnings management, namely
income smoothing reports. Earnings management in this study is measured based on the ratio of work
accruals to income (Harymawan & Nowland, 2016; Jones, 1991). The following is the measurement of
earnings management:

Δ Working Capital Accruals = ΔAL - ΔHL – ΔKAS
Description:
ΔAL         = Changes in current assets in the t-period
ΔHL        = Changes in current debt in the t-period
ΔKAS      = Changes in cash and cash equivalents in the t-period

2.3. Sample Population and Sampling Techniques
The population in this study: researchers used the Company's financial statements on the Indonesia
Stock Exchange from 2014 to 2018. The sampling technique in this study, researchers used a
purposive sampling technique where the sampling is based on consideration and meets the criteria,
the Telecommunications Company, the sample in this study reports information finances published
during the period 2014 to 2018.

3. Results
Descriptive statistical analysis to provide a statistical description of the independent and dependent
variables in this study. The independent variables in this study are company size, leverage and ROA.

Table 1
Descriptive Statistics

 N Minimum Maximum Mean Std. Deviation

Firm Size 25 16.69 26.05 19.8292 3.42125

Leverage 25 .01 .90 .4776 .30691

ROA 25 -140.91 25.70 -17.3296 42.21287

Earnings Management 25 -38.74 69.96 1.3276 20.60538

Valid N (listwise) 25     

The table can be seen that the number of research samples is 25 samples with the lowest firm size
value of 16.69 and the highest value of 26.05 while the overall average value is 19.8292 with a
standard deviation of 3.42125. The lowest value is Leverage (0.01 and the highest value is 0.90 while
the overall average value is 0.4776 with a standard deviation of 0.30691. The lowest Return on Assets
value is -140.91 and the highest value is 25.70 while the value is overall average of -17.33296 with a
standard deviation of 42.21287. The lowest value of earnings management is -38.74 and the highest
value is 69.96 while the overall average value is 1.3276 with a standard designed of 20.60538.



3.1. Linearity Test

Table 2 
Linearity Test of Company Size (X1)

   Sum of
Squares df

Mean
Square F Sig.

Earnings
Managenent *
Size

Between
Groups

(Combined) 9013.607 24 429.219 1.095 .549

Linearity 92.336 1 92.336 .235 .661

Deviation from
Linearity

8921.271 22 446.064 1.138 .531

Within Groups 1176.349 3 392.116   

Total 10189.956 25    

The table can be seen that the number of research samples is 25 samples with the lowest firm size
value of 92.336 and the highest value of 9013,607 while the overall average value is 392.116 with a
standard deviation of 1176,349.

Table 3
Leverage Linearity Test (X2)

Sum of Squares df Mean Square F Sig.

8741.296 24 437.065 1.207 .477

65.348 1 65.348 .180 .693

8675.948 21 456.629 1.261 .456

1448.661 4 362.165   

10189.956 25    

Based on the results of the linearity test in this paper, it can be seen in the Anova table that Sig.
Deviation from Linearity of 0.456> 0.05, meaning that there is a linear relationship between the
variable leverage and earnings management variables.

Table 4
Return On Assets Linearity Test (X3)

   Sum of
Squares

df
Mean

Square
F Sig.

Earnings
Managenent *
Return On Assets

Between
Groups

(Combined) 9030.264 24 392.620 .339 .901

Linearity 1002.718 1 1002.718 .865 .523

Deviation from
Linearity

8027.546 24 364.888 .315 .912

Within Groups 1159.693 1 1159.693   

Total 10189.956 25    

Based on the results of the linearity test in this paper, it can be seen in the Anova Table of Sig.
Deviation from Linearity is 0.912> 0.05, meaning that there is a linear relationship between the
leverage variable and the earnings management variable.

3.2. T-test



T-test partially tests the regression coefficients to find out whether each model used in company size
research, leverage and Return on Assets has an influence about the practice of earnings management
reports for companies on the Indonesia Stock Exchange.

Table 5
T-Test Results

Model
Unstandardized Coefficients

Standardized
Coefficients

t Sig.B Std. Error Beta

1 (Constant) 12.683 40.262  .315 .756

Size -.599 1.706 -.099 -.351 .729

Debt 2.349 18.185 .035 2.139 .003**

ROA .035 .113 .072 2.310 .020**

a. Dependent Variable: Earnings Management

From the results of the research that has been done can be described each of the variables influence
on earnings management as follows:

a. Partial Test of Company Size On Earnings Management
Based on the results of research that has been done shows that tcount is -0.351 while ttable =
1.71387, then the value of tcount <ttable. While the significance value of tcount is 0.729 that means>
0.05. Meaning that it can be concluded that H0 is accepted and H1 is rejected, meaning that there is
no significant effect on company size on earnings management.

b. Partial Test of Leverage on Earnings Management
Based on the results of research that has been done to obtain the results of tcount is 2.139 while the
ttable is = 1.71387, then the value of tcount> ttable. While the significance value of tcount is 0.03
which means <0.05, so it can be concluded that H0 is rejected and H1 is accepted, meaning that there
is a significant positive effect of leverage on earnings management.

c. Partial Test of Return On Assets for Profit Management
Based on the table that has been done shows the result of tcount is 2.310 while ttable = 1.71387, so
tcount> ttable. While the significant value of tarithmetic is 0.20 which means <0.05. Meaning that it
can be concluded that H1 is accepted, this means there is a significant effect of Return on Assets on
earnings management.

3.3. F-test
The feasibility test examines the variables in the study consisting of company size, leverage and ROA
that are appropriate for use in the research model. The feasibility test in this study used the F-test. As
for the testing procedure used, if the significance value of the F-Test> 0.05, then the variable
company size, leverage and ROA are not feasible to use the research model, If the significance value
of the F-Test <0.05, then the variable company size, leverage and ROA are feasible to use the
research model.

Table 6 
F-Test Results

Model
Sum of
Squares df Mean Square F Sig.

1 Regression 8022.811 3 2674.270 7.905 .004a**

Residual 5412.793 21 338.300   

Total 13435.604 24    

a. Predictors: (Constant), ROA, Debt, Size



b. Dependent Variable: Earnings management

The table above explains the significant level of the F-test is 0.004 <0.05 which shows that the
influence of the independent variable company size, leverage and Return on Assets together affect
earnings management. These results indicate the model is feasible to use.

3.4. Multiple Linear Regression Test
Regression analysis used in this paper is multiple linear regression analysis that examines the
relationship between one variable with another variable, in this paper there are one dependent
variable and three independent variables.

Table 7
Results of Multiple Regression Test

Model

Unstandardized Coefficients
Standardized
Coefficients

B Std. Error Beta

1 (Constant) 12.683 40.262  

Size -.599 1.706 -.099

Debt 2.349 18.185 .035

ROA .035 .113 .072

a. Dependent Variable: Earnings management

The multiple linear regression formula in this study, researchers can describe as follows:

3.5. Discussion
3.5.1. Effect of Company Size on Earning Management
The results of regression testing the size of the company the significant value is 0.729, meaning that
the size of the company does not have a significant effect on earnings management because the value
of the significance level is greater than 0.05 so this hypothesis is rejected. It means that the
company's total assets have no influence on earnings management. The size of the company is total
assets information about the total assets of the company so that the size of the company becomes
part of the public's attention related to the company's financial performance. Companies with a high
level of assets of oversight from stakeholders are also increasingly large to oversee the company in
managing its assets. So the company is careful in managing its assets into profits and reducing
earnings management practices. Research that has been conducted in line with the signal theory that
explains the high attention of external parties to the company,  increasingly encourages large
companies to be more careful in presenting financial reporting so as to avoid earnings management.
Thus this research strengthens the signal theory that large companies do get higher attention than
small companies so that it is possible to avoid earnings management.

3.5.2 Effect of Leverage on Earnings Management
The results of tests that have been done show the significance level of leverage with the level of
singification is 0.003. So leverage has a positive and significant effect on earnings management,
because the significance value is less than 0.05 so this hypothesis is accepted. This means that the
amount of division between total liabilities and total assets can influence the company in modifying
earnings management. This research shows that leverage has a positive influence on earnings
management reports, meaning that the greater the company's leverage, the greater the occurrence of
earnings management. This is in line with the signal theory that explains that companies need to
convey information to external parties so that external parties can assess the current situation and
prospects of the company in the future, one of which is the company's ability to pay off long-term
liabilities.



3.5.3 Effect of Return on Assets on earnings management
The results of testing this paper show the significance value of Return on Assets of 0.020. It means
that Return on Assets has an influence on earnings management because the significance value is less
than 0.05 or the hypothesis is accepted. This means the rise and fall of the value of the division
between net income and total assets of a company affect the company in carrying out earnings
management practices. To sum up, if earnings ability has increased or decreased, the company
continues to do earnings management because management thinks investors prefer stable earnings
than fluctuations. Thus affecting investors in predicting the risk to get investment income, thus this
has an impact on investor confidence in the company. This is also possible because the object of this
research is a telecommunications company which incidentally is a company with income levels that
increase from year to year. So the company is likely to take action on earnings management practices.
The results of research that have been conducted are in line with agency theory which states that if
the ability of earnings increases or decreases, the tendency of modifying earnings management
reports is carried out by company management to attract investors.

4. Conclusions
The size of the company in this paper does not have an influence on earnings management, meaning
that total company assets cannot influence earnings management. The size of the company in this
paper provides information about company wealth. Leverage in this paper has a positive effect on
earnings management, meaning that the percentage of division between total liabilities and total
company assets can affect the company in presenting earnings management reports. While the Return
on Asset variable has a positive influence on earnings management. This means the rise and fall of the
value of the division between net income and total assets of a company affect the company in carrying
out earnings management practices, earnings ability has increased or decreased, the company
continues to do earnings management. Adjusted R Square value is 63.5%, that the independent
variable consisting of company size, leverage and ROA can explain the dependent variable that is
earnings management at 63.5%, while 36.5% is explained by other variables not included in this
paper.
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