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ABSTRACT: Earnings management is a management action in the process of compiling financial reporting so 

that it can increase or decrease accounting profit according to its interests. The purpose of this study was to 

determine the effect of independent commissioners, sales growth, profitability, and leverage on earnings 

management in pharmaceutical companies listed on the Indonesian stock exchange in 2017-2019. This study 

used 11 companies selected using the purposive sampling method with a total of 33 observations. for 3 years. 

This research is descriptive statistical research. The results of this study indicate that independent 

commissioners have a negative effect on earnings management, sales growth has no effect on earnings 

management, profitability has a negative effect on earnings management, 
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I. INTRODUCTION 
The company's financial statements are one source of information that can show the conditions and 

circumstances of the company that will influence decision making. The recording of transactions is carried out 

by the company's management in carrying out all types of recording transactions that occur. The management 

also has responsibility for the work and reports of recorded transactions, which will also be provided to parties 

who are entitled and have a need regarding the company's financial statements. In the financial statements, there 

is information that can be used as a reference to be used as a source. This can be in the form of the company's 

economic sources, then regarding data that can be used as a reference regarding financial data and profits 

obtained by the company during its operations and activities. Furthermore, it is a source of information for 

companies to be able to see opportunities that will be profitable for the company. As complementary 

information whether or not there is a change in the assets and liabilities of the company. Finally, data and 

complementary sources are needed for the company. The available financial statements of a company regarding 

detailed revenues, expenses, gains, and losses within a certain period can be interpreted as an operating income 

statement (Subramanyan and John, 2010). 

Earnings management is a management action in the process of compiling financial reporting so that it 

can increase or decrease accounting profit according to its interests (Scott, 2001). The purpose of earnings 

management is to please investors. Investors like a stable profit level, so management lowers their profits so that 

the company's profit level does not fluctuate too much (Zuhriya, 2010).et.al., 2015). Earnings management is 

carried out by a manager or financial statement preparer because they expect a benefit from the actions taken. 

Earnings management can provide an overview of the behavior of managers in reporting business activities in a 

certain period, namely the possibility of certain motivations that encourage them to manipulate financial data. 

One of the motivations is to meet the expectations of the company's external parties, such as investors and 

creditors. These external parties have an interest in the company's financial performance, and they want the 

company to continue to operate with good results. (Herry, 2014) 

The phenomenon of the practice of earnings management has occurred in PT. Lippo Bank has two 

versions of the financial statements issued to the public. PT. Bank Lippo informed the mass media that it made a 

profit of Rp 98 billion. In addition to these reports, PT. Bank Lippo also reported to the IDX that it even showed 

a loss of IDR 1.3 trillion (Pratiwi and Damayanthi, 2017). Likewise, in 2004, PT. Ades Alfindo Putrasetia Tbk 

(now PT. Akasha Wira International Tbk) also detected a case of earnings management. At that time there was 

new management and he discovered that there had been sales errors reported from 2001-2004. Since 2001, the 

entity has continuously stated sales figures that are higher thanreality (Pratiwi and Damayanthi, 2017). 
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In 2001, one of the pharmaceutical companies in Indonesia was reported to have manipulated the 

company's actual profits by increasing profits in financial statements published to the public, the pharmaceutical 

company was PT. Kimia Farma (Persero) Tbk (Sulistyanto, 2008). PT. Kimia Farma (Persero) Tbk published an 

income statement showing a profit figure of Rp 132 billion. However, in reality, the profit earned is only Rp. 99 

billion (Pratiwi and Damayanthi, 2016). Another pharmaceutical company that performs earnings management, 

namely PT. Indofarma Tbk which increases the value of goods are still being processed in the 2004 annual 

statement of financial position. PT. Indofarma Tbk increasing the value of the ending inventory of goods still 

being processed will have the effect of reducing the cost of goods sold and the effect of increasing net income 

which in fact does not exist. In the end the net profit of PT. Indofarma Tbk increased by Rp. 28 billion (Sunarni, 

2013). The occurrence of this case was caused by a lack of internal control caused by the absence of an audit 

committee in supervising the reporting of PT. Indofarma Tbk (“Bapepam Fines Former Directors of Indofarma 

Rp 500 Million,” 2004). 

Of the many cases that have occurred, companies increase profits significantly to show their good 

performance in front of shareholders and cover up the actual conditions that occur in the company. Earnings 

management actions can be influenced by various factors. Previous research found several factors that can 

influence earnings management actions, including profitability, company size, sales growth, managerial 

ownership,leverage, commissionerindependentand audit quality. 

 

II. LITERATURE REVIEW 
Agency Theory 

Agency theoryis an agency relationship is a contract betweenprincipalandagent, where agentis the party 

that carries out the company's activities,principalare shareholder of an entity that authorize the agentto carry out 

company activities and provide resources and facilities for company activities (Jensen and Meckling, 1976). 

Management is a party contracted by shareholders to work in the interests of shareholders. This requires 

management to be accountable for all their work to shareholders. The relationship between the two can lead to a 

conflict due to differences in interests. Shareholders want a large return on stock investment in a short time, 

while managers want high rewards for their performance (Zulaikha, 2019). 

 

Signalingtheory 

Signal theory (signaling theory) originated from the writings of George A. Akerlof in his 1970 work “ 

The Market for Lemons”, which introduced the term asymmetric information (information asymmetry). Akerlof 

(1970) studied the phenomenon of the imbalance of information about product quality between buyers and 

sellers by testing the used car market (used car). From his research, Akerlof found that when buyers do not have 

information related to product specifications and only have a general perception of the product, then the buyer 

will judge all products at the same price, both high-quality and low-quality products to the detriment of sellers 

of high-quality products. . The condition in which one of the other parties (buyers) is calledadverse 

selection(Scott, 2009). According to Akerlof (1970)adverse selectioncan be reduced if sellers communicate their 

products by giving signals in the form of information about the quality of the products they have. 

 

Earnings  management 

Earnings management is one of the factors that can reduce the credibility of financial 

statements.Earnings management adds to the bias in financial statements and can interfere with users of 

financial statements who believe that the engineered profit figure is an unengineered profit figure (Gustina and 

Bulutoding, 2017). According to Schipper (2013) earnings management is a condition where management 

intervenes in the process of preparing financial statements for external parties so that it can increase, level, and 

reduce profits. Earnings management is one of the factors that can reduce the credibility of financial statements, 

increase bias in financial statements, and can interfere with users of financial statements who believe in the 

engineered numbers as numbers. realtor without engineering. Meanwhile, Scott (2015) says that earnings 

management is an act of managers reporting earnings that maximize personal or company profits by using 

accounting policies. Thus, earnings management is an effort made by management to get profits according to 

what management wants to maximize personal profits within the limits allowed by generally accepted 

accounting principles. 

 

Independent Commissioner  

Independent commissioners are members of the board of commissioners who are not affiliated with 

management, other members of the board of commissioners and controlling shareholders, and are free from 

business orother relationships that may affect its ability to act independently or solely in the interests of the 

company (Ujiyantho and Pramuka, 2007). The independent board of commissioners is regulated in decree No: 
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Kep-339/BEJ/07-2001 which states that every public company must establish an independent commission 

whose members are at least 30% of the total board of commissioners. 

 

Sales Growth 

Companies that have high profit and sales growth rates tend to use debt as a larger source of external 

funds when compared to companies with low sales growth. Companies with sales that tend to increase will 

require greater funds to increase their operational activities which may not be fulfilled through internal funding 

sources, so the company needs funds from external parties. With sales growth, it will provide a signal for 

creditors to provide credit or provide loans to the company. In addition, companies with high sales growth also 

have the motivation to carry out earnings management to maintain earningstrendsales andtrendprofits in the 

company (Yunietha and Palupi, 2017). 

 

Profitability 

Profitability is the level of net profit that has been obtained by the company in carrying out its 

operations (Astuti, 2017). When the profit generated by the company in a period is very high, there is a 

possibility of a decrease in profit in the next period (Yaulhusna, 2015). Thus the manager manages his earnings 

so that it is not too high, so that excess profits that are not reported by the company are presented to the income 

statement in the next period. 

Profitability ratio is a ratio that aims to determine the company's ability to generate profits during a 

certain period and provide an overview of the level of management effectiveness in carrying out its operations, 

management effectiveness is seen from the profit generated on sales and company investment. This ratio is also 

known as the profitability ratio (Muchisin Riadi, 2015). 

 

Leverage 

Leverageis debt used by the company to finance its assets to carry out its operational activities 

(Gunawanet. Al2015). This study uses the DER ratio in identifying earnings management to analyze the 

ratioleverage.If a company goes bankrupt, the capital is the first to be used to pay off all the company's debts, so 

the more capital the company has, the better in the eyes of investors. Conversely, if the company's debt is more, 

it will look bad in the eyes of investors, to avoid this the use of debt will be carried out in profit management for 

companies that have a lot of debt. Ratioleveragecalculated using indicatorsDebt Equity Ratio(DER). 

 

III. CONCEPTUAL FRAMEWORK AND HYPOTHESES 
Based on the description previously described regarding the influence of independent commissioners,sales 

growth, profitability, and leverage on earnings management so that the conceptual series in this study are 

described below: 

 

 
 

Hypothesis 

H1: Independent Commissioner has a negative effect on earningsmanagement.  

H2: Sales growth has a positive effect on earnings management.  

H3: profitability has a positive effect on earnings management. 

H4:Leverage has anegative effect on earnings management 

Independent  Commissioner 

( X 1) 

Sales  Growth 

( X 2) Earnings  Management  (Y)  

Profitability  ( X 3) 

Leverage  ( X 4) 
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IV. RESEARCH METHODOLOGY 
Population, Sample and Sampling Technique 

The population in this study are companies listed on the Indonesia Stock Exchange (IDX) during the period 

2017 to 2019 in the pharmaceutical sector. The total population is 11 companies. The sample in this study used 

purposive samplingnamely the technique of determining the sample with certain considerations according to 

Sugiyono (2017: 85). 

The criteria for the companies that are sampled in this study are as follows:  

1. Companies that issue financial statements in a row from 2017-2019. 

2. The company provides data related to the variables needed in the research. 

3. The company presents financial statements in rupiah currency 

Data Types and Sources 

This research design includes a type of quantitative approach. The quantitative approach method is a research 

method based on philosophypositivism, used to examine certain populations or samples, and data collection 

using research instruments, data analysis is quantitative or statistical in nature to test established hypotheses 

(Sugiyono, 2017:8). 

 

Research Variables and Operational Definitions 

Dependent Variable 

According to Sugiyono (2007), "The dependent variable is a variable that is influenced or due to the presence of 

independent variables". The dependent variable in this study is earnings management as measured by proxy 

discretionary accruals. It is a record that makes the accrual component appear easy to manipulate, and this 

model is used because it is considered the best model for detecting earnings management (Sulistyanto, 2008). 

Earnings management (DAC) can be measured through discretionary accruals which are calculated by 

differentiating total accruals (TAC) and nondiscretionary accruals (NDA). The calculation model is as follows: 

1. Total Accruals using the modified Jones model. 

TAC = NIit – Cfit Description: 

TAC = Total accruals of company i in year t NI it= Operating profit i in year t 

CFit= operating cash flow of company i in year t 

 

2. TotalAccrualsTAC) is calculated using the regression equationlinearsimple orOrdinary Least 

Square (OLS) as follows 

TACt /TAt−1= (β)1 (1/TAt−1)+ (β)2 (∆ REVt/TAt−1) + (β)3 (PPEt/TAt−1) + e Description: 

TACt = total accruals in period t  

TAt−1 = total assets in period t-1 

(∆)REVt = change in income in period t  

PPEt = property, plan, and equipment in period t 

(β)1, (β)2, (β)3 = regression coefficient  

e = error term (Error) 

 

3. Non-Discretionary Accruals(NDA) 

NDTACt = (β)1 (1/TAt−1) + (β)2 [(∆REVt ∆RECt)/TAt−1] + (β)3 (PPEt/TAt−1) + e Description: 

NDAt =Non-Discretionary Accrual 

TAt -1 = Total assets of the company in year t – 1 

REVt = Difference in year t's revenue with year t's income – 1  

REC t = Receivables of year t minus receivables t – 1 

PPE t = Total fixed  

assets = Regression coefficient 

 

4. After getting the value ofNon-Discretionary Accruals(NDA), nextDiscretionary Accruals(DA) is 

calculated by the formula: 

DTACt = TACt/TAt−1 – NDTACt Description: 

DACt =Discretionary Accrual  

TACt = Total accruals 

TAt -1 = Total assets of the company in year t – 1  

NDAt = Non Discretionary Accrual 

Independent Variable 
The independent variables in this study are as follows: 
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Independent Commissioner 

Independent commissioners are members of the board of commissioners who are not affiliated with 

management, directors, other members of the board of commissioners and controlling shareholders and are free 

from business relationships and relationships  with others that may affect their ability to act independently. 
 

 

𝐾𝐼 =
𝑡𝑜𝑡𝑎𝑙 𝑖𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑡 𝑐𝑜𝑚𝑚𝑖𝑠𝑖𝑜𝑛𝑒𝑟𝑠

total board of commisioners
 

Sales Growth 

Sales growth rate shows the rate of change in sales from year to year. The higher the sales growth rate, the 

company will rely on external capital. 

𝑆𝐺 =  
𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑦𝑒𝑎𝑟 𝑠𝑎𝑙𝑒 − 𝑝𝑟𝑒𝑣𝑖𝑜𝑢𝑠 𝑦𝑒𝑎𝑟𝑠 𝑠𝑎𝑙𝑒

𝑝𝑟𝑒𝑣𝑖𝑜𝑢𝑠 𝑦𝑒𝑎𝑟𝑠 𝑠𝑎𝑙𝑒
 

Profitability 

Profitability shows the company's ability to generate profits. The greater it is profitability means getting better, 

because the prosperity of the owner of the company increases with  greater the profitability 

 

𝑅𝑂𝐴 =
𝑁𝑒𝑡 𝑝𝑟𝑜𝑓𝑖𝑡

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡
 

Leverage 

Leverageis the ratio used by a company to measure the extent to which the company's assets have been financed 

by the use of debt. 

 

 

𝐷𝐸𝑅 =  
𝑇𝑜𝑡𝑎𝑙 𝑑𝑒𝑏𝑡

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡
 

 

V. RESEARCH RESULTS 
Individual Parameter Significant Test (Test Statistical T) 

Coefficients (a) 

 

 

 

 

  

 

 

 

 

 

 

DA = 0.077 + (-0.192) )+ 0.053 + (-0.025) + e 

The regression equation above can be seen that the coefficient numbers show as follows: 

1. Independent commissioner variable (X1) has a t count of -2.165 and has a significance level of 0.039. 

These results indicate that the independent commissioner has a negative effect on earnings management so that 

the first hypothesis (H1) which states that the independent commissioner has a negative effect on earnings 

management,received. 

2. Sales growth variable (X2) has a t count of -0.515 and has a significance level of 0.610. These results 

indicate that sales growth has a negative effect on earnings management. Thus the second hypothesis (H2) 

which states that sales growth has a positive effect on earnings management, rejected. 

3. Profitability variable (X3) has a t count of 2,364 and has a high level of significance of 0.025. This 

shows that profitability has a positive influence on earnings management. Thus the third hypothesis (H3) which 

states that sales growth has a positive effect on earnings management, received. 

4. Variable leverage (X4) has a t count of -2.274 and has a high level of significance of 0.031. This shows 

that leverage has a negative effect on earnings management. Thus the third hypothesis (H3) which states that 

leverage has a negative effect on earnings management,received. 

 

 

 

 
Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients 

 
T 

 
Sig. 

 B Std.Error Beta   

1 (Constant) 0.077 0.040  1.909 0.67 

KI -0.192 0.088 -0.343 -2.156 0.039 

PP -0.033 0.065 -0.085 -0.515 0.610 

ROA 0.053  0.022 0.398 2.364 0.025 

DER -0.025           0.011 -0.380 -2.274 0.031 
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Simultaneous Significant Test (Statistic F Test) 

F ANOVA test (b) 

Model 

Sum of 

Squares df 

 mean 

Square F Sig 

1 Regression 0.061  4 0.015 4.765 0.005b 

Residual 0.089  28 0.003   

Total 0.150  32    

Source: Results of data processing with SPSS ver. 26 (2022) 

 

The results of these tests can be concluded that the value of sig. 0.005 < 0.05 of the data means the hypothesis is 

accepted which means that simultaneously independent commissioners, sales growth, profitability and leverage 

affect earnings management. 

 

VI. DISCUSSION 
Independent Commissioner Negative Influence on Earnings Management 

The results of hypothesis testing show that the proposed hypothesis 1 is accepted. Thus the hypothesis 

which states that independent commissioners have a negative effect on earnings management. The reason for 

this could be because many companies appoint independent commissioners as a form of fulfilling obligations 

under the regulations set by the stock exchange, namely that registered companies must have commissioners. 

independent. Meanwhile, the fact is that many independent commissioners do not have the ability and 

carry out their independence properly. The reason underlying the research results is that independent parties 

have no ties or interests to management, so they are free from pressure and managerial intervention. The more 

independent parties in the commissioners, the more quality the supervisory process will be in line with the many 

demands of independent parties who want transparency. 

This is in accordance with Agency Theory, where this theory explains the conflict of interest between 

the manager and the owner of the company. Where the independent board of commissioners is responsible and 

authorized to oversee the actions of the Board of Directors, by providing advice to the Board of Directors if 

deemed necessary by the Board of Commissioners, supervising and protecting parties outside the company's 

management, mediating in disputes between internal managers and supervising management policies and 

providing advice to company management. With the existence of independent commissioners in the company 

who work optimally, it can reduce earnings management practices carried out by company management. 

This is supported by research conducted by Robert Jao and G. Pagalung (2011) which states that 

independent commissioners have a negative and significant effect on earnings management. The results of this 

study are also in line with Vajriyanti, et al (2016) which states that the existence of an audit committee has no 

significant effect on earnings management actions because the company only forms audit memberships to meet 

the regulations and is not an expert in their field so they are not professional in their work. 

 

Sales Growth Positively Affects Earnings Management 
The results of hypothesis testing indicate that the proposed hypothesis 2 is rejected. because sales 

growth has no significant effect on earnings management. It is assumed that the declining profit will have an 

impact on the payment of administrative and operational costs of the company which also decreases. Thus, the 

manager is motivated to carry out earnings management with the aim that the company's performance looks 

good and healthy, thus attracting investors in terms of investing, the higher the manager's intention to carry out 

earnings management. 

These results are in line with research conducted by Bayu Lisyawan (2017) and Destiana (2020) which 

state that sales growth has a negative effect on earnings management. The lower the value of sales growth, the 

higher the manager's intention to do earnings management. 

 

Profitability Has A Positive Effect On Earnings Management 

The results of hypothesis testing show that proposed hypothesis 3 is accepted. This shows that if 

profitability has a positive effect, the level of earnings management in the company increases. So return on 

assets (ROA) can be used to detect earnings management activities. Profitability is the company's ability to 

generate profits. Profit is often a measure of company performance, where when a company has high profits it 

means that it can be concluded that the company's performance is good and vice versa, if the company is 

experiencing poor or good performance, it will still trigger managers to act opportunistically by increasing 

profits or decreasing accounting profits. according to the company's performance conditions. 
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The results of this study also support agency theory, namely return on assets (ROA) is something that 

is often seen by investors before investing in the company because it reflects the profit generated from the 

company's assets. This is to attract investors' interest as well as to make the company's performance look good, 

so managers will be encouraged to use return on assets (ROA) by doing earnings management. 

The results of this study support previous research conducted (Noviyanti, 2014).The research shows 

that profitability has a significant positive effect on earnings management, meaning that the positive sign is the 

higher the profitability, the higher the earnings management, and vice versa, the lower the profitability, the 

lower the earnings management. 

 

LeverageNegative Effect On Earnings Management 

The results of hypothesis testing indicate that the proposed hypothesis 4 is accepted. These results are 

in accordance with the research hypothesis stating that Leverage has a significant and significant effect on 

Earnings Management. That leverage is one of the factors that influence earnings management practices because 

earnings management is related to external sources of funds, especially debt used to finance the company's 

future operations. With the results of this study, 

This result is in accordance with the signal theory where the level of debt to equity ratio will be a signal 

used by investors or creditors for decision making in providing loans to companies. Leverage can be a signal to 

describe the company's ability topay off long-term or short-term debts. Creditors see leverage as a level of 

security or level of ability to repay borrowed funds if the company is liquidated. If a company has a high level 

of leverage, management may violate the debt agreement so that the company has a greater obligation in public 

disclosure (Hasty & Herawaty, 2017). 

 

VII. CONCLUSION 
1. Independent commissioners have a negative effect on earnings management 

2. Sales growth has no effect on earnings management 

3. Profitability has a positive effect on earnings management  

4. Leverage has a negative effect on earnings management 
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