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Abstract. This research is supposed to test and analyze the influence of capital
structure, growth, profitability, and company size on profit management in mining
companies which listed on the Indonesian Stock Exchange in 2016-2018 period both
partially and simultaneously. The design of this research is using causal type research
with quantitative methode. The sampling of this research is using the purposive
sampling which is included in the mining sector which listed on the Indonesian Stock
Exchange in 2016-2018 period. The analytical method of this research is using
multiple linear regressions. The result of this research are The Capital Structure
variable has no significant effect on the Profit Management variable, The Growth
variable has significant effect on the Profit Management variable, The Profitability
variable has no significant effect on the Profit Management variable, The Company
Size variable has no significant effect on the Profit Management variable. The
variables of Capital Structure, Growth, Profitability, and Company Size simultaneously
have significant on the Profit Management variable.

Keywords: Capital Structure, Growth, Profitability, Company Size and Profit
Management.

1. Introduction

Financial Statements have the components information of a company which should have
be published to some parties who need all forms of accountability for the management
performance of the company. Financial Statements have many benefit for its users, however
what gets more attention from financial statements is the profit information. Even though
sometimes the financial statements information doesn’t describe the actual condition of those
companies performances, this is due to their profit management practices that carried out by
those companies management. The profit informationthat have been submitted is the actual
results, not just a manipulation. The profit informationis expected to be the guidelines for the
shareholders and the other users. The importance of profit informationof some companies
made some management’s side have to manipulating the actual profit information. This is
intended to attract investorsto invest their shares in the company.Earnings information is a
component of the report corporate finance that aims to assess management performance, helps
estimating the ability of representative earnings in the long run, and estimating risk investation
[1].

Company's financial performance which is currently unstable will encourage their
management to practice profit management. Profit management is the condition where the
management intervenes in the process of preparing financial statements for external parties so
that they can flatten, increase, and decrease those profits [2]. Profit management is a special
topic in accounting theory and the main impact of profit management practices can lead to
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bias in financial statements. Besides that, except influencing accounting profits, it can also
influence stakeholders in their decision making [3].

Profit management actions have led to several widely known cases of accounting
statement scandals. Many cases of those have a detrimental impact on many parties, including
creditors and investors [4]. The cases regarding alleged earnings management practices at a
mining company, namely Indonesia Corruption Watch (ICW), which reported the alleged
manipulation of reporting sales of three coal mining companies owned by the Bakrie Group to
the Directorate of General Tax. ICW suspects the reporting engineering carried out by PT
BumiRresourcesTbk. and subsidiaries which caused the state losses of US $ 620.49 million.
ICW calculation results using various primary data including financial statements audit shows
that their sales report for 2003-2008 was US $ 1.06 billion lower than the actual amount. As a
result, during this time the state losses were estimated lack of revenue.

A similar case was also carried out by PT. (TimahPersero), back when 2015 manipulated
its financial statements in semester 1-2015. PT Timah made a statement that the company
experienced a positive performance. It’s Chairman, Ali Samsuri, revealed that PT Timah's
financial condition has been unhealthy for the past three years. The inability of the Board of
Directors of it to come out of the trap of loss has resulted in surrender of 80% of it's mining
area to business partners. When referring to the real conditions that occur on it, Ali believes
that the financial statements of the first semester of 2015 PT TimahTbk are fictitious.
According to him, in the first half of 2015 PT Timah's operating profit had lost IDR 59 billion.
In addition to experiencing a decline in profits, PT Timah also recorded an increase in debt of
almost 100 percent compared to 2013. In 2013, the company's debt only reached Rp263
billion. However, this amount of debt increased to IDR 2.3 trillion in 2015.

Based on research background. The formulation of the problem in this study is:How
Capital Structure, Growth, Profitability, Company Size affect management in mining
companies listed on the IDX for the 2016-2018 period. How does the effect of capital
structure on earnings management. How does growth affect earnings management? How does
profitability affect earnings management? How does company size affect earnings
management?

2. Literature Review

2.1 Agency Theory

The concept of Agency Theory is a relationship or contract between the principal and
agent, where the principal is the party who employs the agent to perform tasks for the interests
of the principal, while the agent is the party who carries out the interests of the principal. Thus,
agency problems can arise when one parts (the ‘principals’) contracts with another part (the
‘agents’) to make decisions on behalf of the principals [5].

2.2 Earning Management

The concept of earnings managementis management's choice of accounting policies or
tangible actions that affect earnings in order to achieve several earnings goals to be
reported. Earnings management is often used by the management and insiders, as well
as the controlling shareholders, to expropriate the costs of the other stakeholders [6].

2.3 Capital Structure



Capital Structure is a combination of debt, preferred stock and common equity which
will be the basis for capital raising by the company [7]. Capital Structure (DER) is a
proportion in determining the fulfillment of a company expenditure needs where the funds
obtained are using some combinations or some sources from long term funds which from
inside and outside of the company.[8]

2.4 Growth

Growth is the change (decrease or increase) in total assets owned by the company.[9]
Assetgrowth is calculated as the percentage change in assets at a certain time against the
previous year. Growth is the change in total assets, either in the form of increase or decrease,
experienced by a company during one period (one year). Growth can be defined as an increase
in a company. [10]The higher the company's growth, which also means that the higher the
company's growth opportunities, the greater the need for funds needed. Companies that have a
fast growth rate tend to use a source of funds in the form of debt rather than issuing equity

[11].

2.5 Profitability

Profitability is the company's ability to make profits and measure the level of operational
efficiency and using its assets efficiency [12]. Profitability is an indicator to assess the
company's financial performance or ability to generate profits. Profitability ratiosmeasure the
income or operating success of a company for a given period of time [13].

2.6 Company Size

Sizeof the company determined from the total assets owned by the company. Company
size is the amount of assets owned by a company. [14] Company size is a scale where the size
of the company can be classified according to various ways, including total assets, log size,
stock market value, and others. [15]

3. Methods

The approach of this research is using a quantitative approach and based on its purpose,
this type of research is causal, namely research that explains the effect of an independent
variable on the dependent variable. The independent variables in this research include capital
structure, growth, profitability and company size and for the dependent variable in this study
is profit management. The framework in this research can be clearly illustrated in the image
below.
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Figure 1. Image of the Framework

The population of this research is all companies included in the Mining Sector which are
listed on the Indonesia Stock Exchange until 2018 which are 40 companies. The sampling of
this research will using the purposive sampling which is part of the non-probability sampling
method. This sampling chooses a specific target group to obtain information. The sample is set
for certain types of groups that can provide the information needed, because the group is the
only party that has the information or because the group is in accordance with the criteria set
by researchers. Considerations or criteria for determining the sample in this study, which are :
1. Public companies in the Indonesia Stock Exchange registered mining sector for the

period of 2016-2018.

2. Companies that publish annual reports for the period 31 December 2016-2018.
3. Companies whose shares are active in the 2016-2018 period.

Table 1. The Definition Operational Variable

Variabl Indicators Scales
Profit Management The dependent variable used is profit
Y) management, discretionary accrual (Dechow,

et al., 1995) Discretionary Accrual Model
Jones has modified with the formula which
have :

1. Determine the total value of accruals

with the formulation: .
Ratio

TAit = NI;; — CFOy
2. Determine the total value of accruals
with the formulation:

TAit = NIj; — CFOx
3. Determine the parameter values al, o2,
and a3 using the Jones Model with the




Variabl Indicators Scales
formulation:
TAit = a; + apARevi; + 03PPE;; + €
Then to scale the data, all of these
variables are divided by the assets of the
previous year(Aijc.1)
TAi/Ai1 = a1 (1/Ai1) + o 2 (RevidAir) +
a3(PPEi/Ai.1) + €
. Calculate the NDA value with the
formulation:
NDAit = oy (I/An.l) + a (RCVn/AiH -
Reci/Air1) + 03 (PPEi/Aj.1)
. Determine the value of discretionary
accruals by using the formulation:
DAt = TAi/Air1 - NDA;
Debt to Equity (DER) _ Total Liquidity
(X1) "~ Total Equity Ratio
Growth Asset,; — Asseti_q .
(X>) Growth = Assetu_. Ratio
Profitability ROA = Net Profit /Total Asset .
Ratio
(Xs)
ggglpany Size Natural logarithm of total asset Ratio

4. Result and Discussion

4.1 The Selection of RegressionModel

There are 3 regression models in this study, namely CEM, FEM, and REM. The first step
that must be done is to choose which model is the best among the three models, namely by
means of the Chow test, the Hausman test, and the Lagrange Multiplier test. After processing
the data, it was decided that the best regression model was to use the Random Effect Model.
With the following equation model are:

Profit Management

4114846 Profitability - 13964984 Company Size + e
The explanation in the regression model formed above is:
a. The constants of -3.13E+08, shows that if there is no effect from the variable x
yaituCapital Structure, Growth, Profitability, Company Size then the Profit
Management is -3.13E+08.
b. Regressioncoefficient x1 (Capital Structure) is amounted 8686334, shows that when
x1 increasing asmuch as 8686334 then it will add the value of Profit Management as
much as 8686334. So, the coefficient obtained is positive, which means that if there is
a decrease in X1, there will be a decrease in Y and vice versa, or in the same

direction.

-3.13E+08+ 8686334Capital Structure -8.87E+08Growth -



c. Regressioncoefficient X2 (Growth) is amounted - 8.87E+08, shows that when X2
decreasingas much as 8.87E+08 then it will add the value of Profit Management as
much as8.87E+08. So, the coefficient obtained is negative, which means that if there
is a decrease in X2, there will be anincrease in Y and vice versa, or in the same
direction.

d. Regressioncoefficient X3 (Profitability) is amounted -4114846, shows that when X3
decreasingasasmuch as 4114846 then it will add the value of Profit Management as
much as 4114846. So, the coefficient obtained is negative, which means that if there
is a decrease in X3, there will be anincrease in Y and vice versa, or in the same
direction.

e. Regressioncoefficient X4 (Company Size) is amounted -13964984, shows that when
X4 decreasingasmuch as 13964984 then it will add the value of ROA as much as -
13964984. So, the coefficient obtained is negative, which means that if there is a
decrease in X4, there will be anincrease in Y and vice versa, or in the same direction.

Table 2. Multicollinearity Test

DER GROWTH ROA SIZE

Capital_Structure 1.000000 0.124440 -0.037472 0.029545
Growth 0.124440 1.000000 0.006886 -0.099643
Profitability -0.037472 0.006886 1.000000 0.193192
Size 0.029545 -0.099643 0.193192 1.000000

Based on above, it can be seen that there is no relation coefficient (R2) whose value is
more than 0.80. The coefficient values are 0.124440, -0.037472, 0.029545, 0.006886, -
0.099643, 0.193192. Then it can be concluded that the data does not occur multicollinearity.

Table 3. Heteroscedastic Test

Variable Prob.

Capital Structure 0.7770
Growth 0.0600
Profitability 0.4978
Size 0.1071

Based on above, it can be seen that the prob value of the Capital Structure, Growth,
Profitability and Size variables are respectively 0.7770, 0.0600, 0.4978, 0.1071. All the prob
values there are no value below 0.05 which means it can be concluded that there is not occur
heteroscedastic.

Table 4. Regression Coefficient

Adjusted R-squared  0.199694




Based on the table 4, it can be seen that the coefficient of determination is 0.199694 or
equal to 19.9694% meaning that the variable Capital Structure, Growth, Profitability, and Size
simultaneously affect the Profit Management of 19.9694% and the rest is influenced by other
variables or factors beyond this research.

Table 5. The F Test

F-statistic 4.680451
Prob(F-statistic) 0.002531

Based on the table 5, the Prob (F-Statistic) value is 0.002531 where the number is less
than or smaller than the significance level of 0.05, it can be concluded that the variable Capital
Structure, Growth, Profitability and Firm Size simultaneously have significant effect on the
variable Profit Management.

Table 6. The t Test

Variable Coefficient Std. Error t-Statistic Prob.
C -3.13E+08 2.85E+08 -1.095276 0.2782
Capital Structure 8686334. 9255707. 0.938484 0.3521
Growth -8.87E+08 2.09E+08 -4.236274 0.0001
Profitability 4114846. 6524338. 0.630692 0.5309
Size 13964984 14448041 0.966566 0.3380

Based on the table 6, the prob values for the Capital Structure, Growth, Profitability, and

Size variables are 0.3521, 0.0001, 0.5309, 0.3380 then it can be explained that :

a.  The Capital Structure variable has a Prob value of 0.3521 which the value is bigger than
the significance value of 0.05 so it can be concluded that the Capital Structure variable
has no significant effect on the Profit Management variable.This is in accordance with
the theory which states that capital structure has an influence on Profit Management, but
there are differences where in their research it has a significant effect while in this study
it has an insignificant effect. (14) The greater the leverage ratio, the greater the level of
dependence of the company on external parties (creditors) and the greater the burden of
debt costs (interest costs) that must be paid by the company. Based on this research, it
states that there is the same direction between capital structure and earnings
management, this means that the higher the leverage ratio, the greater the manager's
ability to manage earnings because the company is threatened with not being able to pay
interest costs that must be paid or default.

b.  Growth variable has a Prob value of 0.0001 where the value is smaller than the
significance value of 0.05 so it can be concluded that the Growth variable has a
significant effect on the Profit Management variable.This is in accordance with the
results of research which state that growth has a significant effect on earnings
management. If you look at the negative direction of the growth variable on the earnings
management variable, it means that every decrease in the growth variable will increase
the earnings management variable. (15) Low growth will reflect poor company
performance, so by carrying out earnings management it is hoped that the company will



continue to receive funds from investors and will continue to grow. When viewed from
the research results that show the opposite direction between growth and earnings
management, it can be concluded that the smaller the growth, the greater the likelihood
of managers doing earnings management and the greater the value of growth, the smaller
the managers to do earnings management.

c.  Profitability variable has a Prob value of 0.5309 where the value is greater than the
significance value of 0.05 so it can be concluded that the Profitability variable has no
significant effect on the Profit Management variable.This is in accordance with what was
stated that profitability has an effect on earnings management, although there are
differences in research that has a significant effect while in this study it is not significant.
[16] If you look at the direction of the results of this study, it can be seen that the
direction is negative or opposite between the profitability variable and the earnings
management variable. It can be concluded that the smaller the profitability value, the
higher the chances of managers doing earnings management, this is done to improve the
performance of a manager so that looks good in managing and producing the company.
meanwhile, the higher the profitability value, the less likely the manager is to carry out
earnings management.

d. Company Size variable has a Prob value of 0.3380 where the value is greater than the
significance value of 0.05 so it can be concluded that the Size variable has no significant
effect on the Profit Management variable.This is in accordance with the results of
research which in their research stated that the firm size variable has an influence on the
earnings management variable, although there are differences in research have a
significant effect while in this study states that the effect is not significant. When viewed
from the opposite direction, the greater the Company Size, the less likely it is for
managers to practice earnings management.[17] This is done because in large companies
it will get more attention from shareholders, investors and the public so that there is less
incentive to do earnings management. And vice versa, the smaller the size of the
company, the greater the likelihood of managers doing earnings management.

e. The variables of capital structure, growth, profitability, company size simultaneously
have a significant effect on earnings management variables

5. Conclusions

Based on the results above, the conclusions that can be drawn from this research are as
follows: Capital Structure variable have no significant effect on Profit Management variable,
Growth variable have a significant influence on Profit Management variable, Profitability
variable has no significant effect on the Profit Management variable, the variable size of the
company has no significant effect on the Profit Management variable, thus both capital
structure, growth, profitability, company size simultaneously have a significant effect on the
Profit Management variable.

Some suggestions that researchers can convey based on the results are: for investors who
want to invest their funds in the company both be more careful and cautious whether the
company plays a high profit management practice or not, in order to obtain profits in
accordance with expectations. For further researchers, the research indicators can be replaced
with other proxies or by adding other variables in order to obtain better results. This research
can also be developed by trying on other sectors or subsectors and or adding more complete
research periods, methods and test equipment.
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