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Introduction

Financial reports inform internal and external parties about a company's economic conditions in order to determine
economic decisions (Ladini et al., 2022). Company performance is indicated by financial reports as the leading
indicator of management accountability. Preparing financial reports is very important, but management often uses
various engineering efforts to provide a financial appearance to look good and to play with financial ratios that
have the potential to look decent, resulting in a decline in the accountability system (Jarne-Jarne et al., 2022).
Financial engineering efforts are contradictory and deliberate actions carried out by management that provide
financial information to stakeholders that are not transparent and accountable; this is called earnings management
(Savitri, et al., 2020).

Managers can commit to moral hazards by increasing short-term financial performance or specific targets.
This practice raises concerns, because it can reduce the quality of financial reporting and mislead stakeholders. In
agency theory, earnings management reflects a conflict of interest between managers as agents and owners as
principals (Jensen & Meckling, 1976), in which managers have incentives to manipulate information to meet their
interests.

Earning management is a practice carried out by the management to influence the reporting finance with
specific objectives. Earning management practices can reduce the reporting of financials. According to theory, the
agency between the manager and agent conflict (Jensen & Meckling, 1976), respectively, a conflict of interest.
Earnings management practices have a negative impact because the information conveyed to stakeholders is
inaccurate, resulting in a mismatch between financial report information and actual information, which makes
stakeholders unable to meet their needs (Suciani & Purnama, 2019). According to agency theory, managers, as
agents in managing companies, know more about financial information than stakeholders or principals (Putra &
Putra, 2022), so there is the potential for conflict between agents and principals, which can result in fraud. Hence,
managers need supervision to avoid deviations from their personal interests (Huynh, 2020).

Several cases of financial report manipulation or earnings management have occurred in Indonesia, such
as in the PT financial sector. In 2018, BPR MAMS falsified the financial report transactions of PT. BPR Murti Artha
Mas Sejahtera Bekasi's account, worth Rp 6.280 billion, was carried out by the commissioner of PT. BPR MAMS
(Sari & Mappanyukki, 2023). Financial report manipulation activities are also carried out in manufacturing sector
companies, such as non-cyclical customers, namely PT. Garuda Food Tbk violated several audit standards,
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manipulated by auditors from public accounting firms. Furthermore, the auditor revealed a PT. Garuda Indonesia
manipulated its revenue account by collaborating with PT Mahata Aero Teknologi. Income was recognized based
on the compensation provided by the PT. Garuda would receive it after signing the agreement, not based on the
cash flow that had been received. This is contrary to the correct accounting principles, thus having a negative effect
on Garuda's income statement (Nuraya & Fachriyaho, 2024). Not only PT. Garuda Indonesia Tbk., fraudulent
actions also occurred in a company with stock code AISA, which committed fraud on accounts receivable worth
Rp 3 trillion by increasing accounts receivable at the agent company to make it appear to increase.

Some of the case studies mentioned above show that there are still many violations in providing financial
statement information by certain parties. This shows the need for better corporate governance, one of which is to
clearly understand the code of ethics standards (Muda et al., 2018). Corporate governance is one way to control
earnings management. Corporate governance mechanisms are essential, especially when reviewing a company's
share ownership and management (Tamara & Astuti, 2022; Widyaningsih, 2017). Institutional and managerial
ownership is a form of internal supervision that can reduce managerial incentives to manipulate financial statements
(Susanto & Pradipta, 2016). Institutional ownership is believed to provide external pressure through strict oversight
of monetary policies. Institutional ownership can reduce earnings management (Khalid, 2024; Susanto et al., 2021).
If the company pays attention to good governance by implementing institutional ownership, it means that the
company is prosperous. Putra et al. (2023) test institutional ownership to reduce earnings management. Institutional
ownership can help monitor managers in managing their resources. However, several other studies show different
results, namely that institutional ownership can improve earnings management (Hendra et al., 2018; Rianita &
Pramaesti, 2021; Yovianti & Dermawan, 2020). Another study was conducted by Malajai and Aulia (2021);
Purnama (2017); Utami (2019), who showed that institutional ownership does not affect earnings management.

In addition to institutional ownership, managerial ownership can also align the interests of agents and
principals. Managerial ownership as part of corporate governance can also reduce earnings management. Generally,
shares owned by the company's management are optimized to generate profits. Octavia (2017) proves that
managerial ownership can improve earnings management. However, several studies conducted by Arthawan &
Wirasedana (2018) showed different results, i.e., managerial ownership can reduce earnings management, while
the study (Muhthadin and Hasnawati, 2022) found that managerial ownership does not affect earning management.

Financial manipulation can also occur when companies optimize tax payments, such as tax evasion or tax
evasion. optimization of tax payments through tax avoidance is allowed, but tax evasion is not allowed because
these activities violate the provisions (Styarini & Nugrahani, 2020). Tax avoidance is closely related to earnings
management practices. Several studies have found that companies with tax avoidance tend to use earnings
management to manage tax expenses and accounting profits (Suhesti, 2015). The study of Syalsabila et al. (2024)
proved that tax avoidance improves earnings management. However, Widyaningsih (2017) showed a different
result: tax avoidance reduces earnings management due to strict supervision by tax authorities.

Some companies have implemented tax avoidance to reduce the tax burden and manage taxes effectively.
Tax evasion in Indonesia during PT. In the period 2020 to 2021, the EIB showed that the company's management
deliberately used incorrect tax invoices and fictitious tax returns, resulting in a loss of IDR 110.7 billion (Bagus
Aditya et al., 2023). Companies that engage in tax avoidance tend not to engage in or reduce earnings management
because the company pays attention to governance (Rumapea et al., 2021). The study of Prihanto et al. (2020) and
Cabello et al. (2019) proves that profitability can reduce earnings management, while Yustina et al. (2022) find that
profitability does not affect earnings management.

Research phenomena and problems related to earnings management show that there are still
inconsistencies and many issues that need to be solved by testing corporate governance, tax avoidance, and
profitability, which can affect earnings management. This research is highly urgent because stakeholders, investors,
regulators, and the public want certainty about whether company managers carry out earnings management,
especially from non-cyclical companies that provide necessities that continue to survive despite unstable economic
conditions.

This study integrates internal governance variables through institutional and managerial shareholding, tax
avoidance, and profitability in an earnings management analysis model in the non-cyclical sector. This study
strengthens the finding that corporate governance through institutional and managerial stock ownership can reduce
earnings management. In addition, this study proves that companies that carry out efforts to optimize tax payments
and have high profitability will continue earnings management. Therefore, governance, tax avoidance, and
profitability testing are essential for proving a company's tendency to engage in earnings management.

Literature Review

Agency Theory

Agency theory describes the relationship between the principal (owner/shareholder) and the agent
(management/company), who have different interests, and each party tries to maximize its utility to give rise to
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conflicts between them (Jensen & Meckling, 1976). Efforts to reduce disputes can be made by optimizing
governance, such as the boards of commissioners and audit committees, including institutional shareholding and
managerial ownership. Such governance can oversee managers' behavior and reduce conflicts, including efforts to
minimize earnings management. However, this study's governance was limited to institutional and managerial
shareholdings because it focused more on shareholding. Therefore, examining the relationship between institutional
and managerial shareholding and its influence on earnings management uses agency theory, because institutional
and managerial shareholding act as a mechanism to reduce conflicts of interest between agents and principals.

Agency theory can explain the relationship between tax avoidance and earnings management because
managers have more information on managing tax avoidance to optimize tax payments. According to agency
theory, tax avoidance can reduce earnings management practices because it increases profitability and risk when
combined with profit manipulation. It also provides an alternative path for managers to achieve their financial
targets without manipulating accounting figures. This is to suppress opportunistic behavior and maintain the
principal's trust.

Profitability is related to earnings management. Agents tend to perform earnings management when
profitability is unstable or needs to be maintained within a specific limit to meet investor expectations and obtain
greater compensation. According to agency theory, high profitability encourages managers to engage in earnings
management to preserve their image.

Financial statements are essential for accurate and measurable decision making (Collis et al., 2012; Tan &
Taufik, 2022). The information must be presented transparently and can benefit stakeholders such as investors,
business actors, and other stakeholders. Therefore, as agency theory explains, financial information benefits
principals and agents. According to Fama (2012), agency theory discusses conflicts of interest caused by various
goals. Managers, as agents, may be incentivized to manipulate financial statements for personal gain, such as
obtaining bonuses or retaining their positions, so institutional and managerial ownership can be used as a
monitoring mechanism to reduce conflicts between managers and stakeholders.

Earning Management

In a principal-agent relationship, the potential for conflicts of interest can arise when each party acts according to
its interests, both by the agent (manager) and the principal (stakeholder). Managers can hide private information
from stakeholders, including earnings management. However, by paying attention to good governance, such as
strict supervision and good institutional and managerial ownership supervision, the tendency of managers to carry
out earnings management actions will be reduced. Earnings management refers to how managers inform financial
reports by determining specific accounting policies to achieve certain targets. Governance, through supervision of
both institutional and managerial ownership, will be able to see how managers inform financial reports by
determining certain accounting policies to achieve certain targets, one of which is measuring earnings management
with discretionary accruals (Dechow et al., 1995).

Ownership Institutional and Earnings Management

According to agency theory, there is conflict between managers and principals (Jensen & Meckling, 1976).
Managers are incentivized to maximize their personal interests, which can trigger earnings management practices
that present better financial performance than reality. One aspect of good corporate governance is that institutional
ownership is an effective external oversight mechanism, as institutions have the resources and expertise to actively
monitor managerial performance. Institutional ownership encourages transparency and accountability in financial
reporting. Institutional ownership narrows managers’ chances of manipulating financial statements. Institutional
ownership refers to a company’s shareholding by institutions, such as insurance companies, pension funds, banks,
and other financial institutions that possess significant resources and the ability to influence the company's
managerial policies (Rachmat & Hendayan, 2023).

Several previous studies on institutional ownership and earnings management have been conducted,
including Putra et al. (2023), proving that institutional ownership reduces earnings management. Institutional
ownership plays a key role in monitoring management. Khalid (2024), Reyna (2018), and Sumanto et al. (2014)
prove that institutional ownership has an adverse effect on earnings management. The same study was also proven
by Susanto et al. (2021), who examined 107 manufacturing companies listed in Indonesia and found that
institutional shareholding significantly reduced earnings management practices and increased investment
efficiency. This shows the role of institutional supervision in suppressing opportunistic management behavior.

According to agency theory, if the company pays attention to good governance, institutional ownership
can be used as managerial supervision in reducing conflicts of interest, including reducing earnings management,
then the first hypothesis is proposed:

H;: Institutional ownership has an adverse effect on earnings management.
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Ownership Managerial and Earning Management

Jensen and Meckling (1976), in the theory of agency, state that in a company, there is a conflict of interest between
the manager (agent) and the owner (principal). Managers are incentivized to maximize self-interest, which can
trigger earnings management practices to present better financial performance. However, when managers own
shares in the company (managerial ownership), their interests align with those of the owners. This reduces the
incentive to engage in earnings management because managers will focus more on the company's long-term
performance and reduce the risk of manipulating financial statements that can harm the value of shares where the
manager is also the shareholder. Managerial ownership can serve as an effective internal oversight mechanism that
reduces earnings management. Managerial ownership refers to the proportion of company shares owned by
management, including directors and commissioners, which is expected to align the interests of management with
those of shareholders and reduce agency problems (Putra & Putra, 2022).

Several previous studies have tested managerial ownership related to earnings management, such as the
study of Arthawan & Wirasedana (2018) dan Purnama (2017), which proved that managerial ownership could
reduce earnings management. Similarly, Putra and Putra (2022) prove that managerial ownership has a negative
influence on earnings management, which means that increased shareholding by managers can decrease earnings
management practices.

Managerial ownership is a corporate governance mechanism that focuses more on a proper ownership
structure, good supervision, transparency, and accountability, as well as a proper incentive mechanism to control
agency problems, reduce company costs, and increase company value (Zamzamir et al., 2021). This will create
investor and stakeholder confidence, encourage financial stability, and improve a company's competitiveness in the
long term. Managerial shareholders have an incentive to monitor themselves and to ensure that they act in their
best interests. According to agency theory, managerial ownership is one governance mechanism that can reduce
earnings management so that financial targets are met without having to engage in earnings management.

H,: Ownership managerial has a negative influence on earnings management

Tax Avoidance and Earnings Management

Agency theory explains that there is a conflict of interest between the manager (agent) and the owner (principal)
(Jensen & Meckling, 1976). Managers are incentivized to maximize self-interest, which can trigger earnings
management practices to present better financial performance. However, when companies engage in tax avoidance,
managers tend to focus on legitimate tax savings strategies to maximize their value. This can reduce the incentive
to perform earnings management, because effective tax avoidance can increase after-tax profits without
manipulating accounting. Therefore, tax avoidance carried out ethically and through regulations can serve as an
alternative for managers to achieve financial targets without having to engage in earnings management. Tax
Avoidance, namely the company, involves legally avoiding taxes (Wardani & Purwaningrum, 2018) and is part of
tax management. The measurement of tax avoidance with ETR is Effect and Tax Rate.

Several previous studies related to tax avoidance and earnings management have been conducted. Suryani
(2022) tested tax avoidance in earnings management, and the results showed that tax avoidance significantly
negatively affected earnings management. Studies by Budiantoro et al. (2022) and Yuliastuti and Nurhayati (2021)
also show that tax avoidance reduces earnings management. Companies avoid taxes by lowering costs and
postponing tax obligations (Dyreng et al., 2015). Tax avoidance can reduce shareholders’ reported profits to hide a
company's performance from shareholders (Faizah & Adhivinna, 2017). Tax avoidance activities carried out by
company managers can also encourage fraud, such as earnings management by reducing the income tax burden.
According to agency theory, which explains that efforts to avoid taxes can reduce earnings management, the third
hypothesis is proposed:
H;: Tax avoidance has a negative effect on earnings management.

Profitability and Earnings Management

According to the agency theory, managers want to address moral hazards and maximize their utility. Managers are
incentivized to maximize self-interest, which can trigger earnings management practices to present better financial
performance. High profitability can pressure managers to maintain or improve economic performance. This can
encourage managers to perform earnings management, so that financial statements show positive results that meet
the expectations of owners or investors. Return on Assets (ROA) is a company's profit on the assets used.
Measurement with Net Profit divided by Total Assets (Torelli et al., 2020).

Several studies test profitability and earnings management. Yustina et al. (2022) find that profitability
positively influences earnings management. Similarly, Habibie and Parasetya (2022) showed that unprofitable
companies tend to manipulate profits (Indracahya & Faisol, 2017). However, companies with high profits also carry
out earnings management to maintain performance stability (Yustina et al., 2022). If a company's profitability is
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high, investors are interested in increasing their shares (Mulia & Setiawati, 2023), which can trigger managers to
engineer the presentation of financial statements (Haydar & Machmuddah, 2024; Puspitasari, 2019).

According to Yovianti and Dermawan (2020), high profitability can indicate the optimal use of assets, but
does not guarantee stable profits in the future. Profitability is influenced by several external and internal factors
that must be analyzed to understand financial health. Several previous studies have also tested profitability and
earning management conducted by Abi & Wulandari (2024); Habibie & Parasetya (2022); Ladini et al. (2022);
Rianita & Pramaesti (2021), and Tran & Dang (2021) prove that profitability improves earning management. Based
on agency theory, company managers pay more attention to their performance, including efforts to strengthen
earnings management. Thus, the fourth hypothesis is:

Ha: Profitability has a positive influence on earnings management.

Research Method

The research sample comprises 63 non-cyclical sector companies listed on the IDX in 2018-2022, with a total
observation of 315 companies using the purposive sampling method. The criteria were as follows: 1) companies
listed on the Indonesia Stock Exchange from 2018 to 2022, 2) companies publishing annual financial reports from
2018 to 2022, and 3) companies included in the non-cyclical consumer sector. This study uses two types of
variables: independent variables in the form of institutional ownership (X;), managerial ownership (X,), profitability
(X3), and tax avoidance (X4), while the dependent variable is earnings management (Y). Each variable was measured
as follows:

Table 1. Definition and Measurement of Variables

Variables Operational Definition Measurement
Earnings Earnings management is how managers inform TAC;
Management financial reports by determining specific DAC,; = (TAz t—1) — NDAG,
Y) accounting policies to achieve certain targets. '

Measuring earnings management with
discretionary accruals (Dechow et al., 1995).

Institutional Institutional ownership refers to the 10 = (Number of shares owned by
Ownership shareholding of a company by institutions such institutions / Total shares outstanding)
(X1) as insurance companies, pension funds, banks, x 100%

and other financial institutions that possess
significant resources and the ability to influence
the company's managerial policies (Rachmat &
Hendayan, 2023).

Managerial Managerial ownership refers to the proportion of MO = (Number of shares owned by
Ownership company shares owned by the management, management / Total shares
(X2) including directors and commissioners, which is outstanding) x 100%

expected to align the interests of management
with those of shareholders and reduce agency
problems (Putra & Putra, 2022).

Tax Tax Avoidance, namely the company is legally Tax Expense
. - . . ETR = —

Avoidance avoiding taxes (Wardani & Purwaningrum, Pretax Income

(X3) 2018), and is part of tax management. The
measurement of tax avoidance with ETR.

Return On Return on Assets (ROA) is a company's profit on ROA

Assets (Xs) the assets used. Measurement with Net Profit _ Net Profit After Tax © 100%
divided by Total Assets (Torelli et al., 2020). B Total Assets °

Source: Created by the Authors.

The research analysis used multiple linear regression, and the hypotheses were tested using a t-test with a
significance of 5%. The equation is as follows:

Yit = B0 + B 1 X1it + B2 X2it + B3 X3it + B4 Xdit+eit

Information:

Yit = Company earnings management within year t (measured by discretionary accruals)
X1it = Institutional shareholding of the company in the first year of the year t

X2it = Company managerial share ownership in the first year of year t

X3it = Tax Avoidance
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X4it = Return on Assets of the company to —i 1st year
£ = Error term

Results and Discussion

Descriptive Statistics Test

There are two types of variables in this study: independent variables consisting of institutional stock ownership
(X1), managerial stock ownership (X,), tax avoidance (X3), and profitability (X4), and the dependent variable is
earnings management (Y). Descriptive statistics are presented in Table 2.

Table 2. Descriptive Statistics

Variable N Minimum Maximum Average Standard Deviation
X1 365 0.00 1.00 52.40 0.28
X2 365 0.00 1.00 8.97 0.20
X3 365 -6.49 99.97 11.78 86.60
X4 365 -58.52 62.10 4.69 12.23
Y 365 -1034.6 621.0 -8.93 93.18

Source: Author’s calculation.

Table 2 shows the number of samples from 63 companies; thus, the total observations for the 5 years
2018-2022 are 365. The average institutional share ownership variable of 52.40 shows that most samples have
shares of more than 50%, while managerial ownership averages 8.97%. The average profitability measured by
ROA is 4.69%, the average tax avoidance is 11.78%, and the average sample reduces earnings management by -
8.93%. All classical assumption test requirements were met.

Hypothesis Test Results

This study proves that the monitoring mechanism of both institutional and managerial ownership is effective in
limiting earnings management according to agency theory, as well as tax avoidance and earnings management,
which are considered as two strategies that can be chosen by management to achieve specific goals (strategy
substitution), and companies tend to choose one rather than both. However, this study cannot prove through an
agency that profitability is not enough to be a limiting factor for managers’ opportunistic behavior; in fact, external
pressures, such as market expectations, may be more dominant in driving earnings management, even though
profits are already high. Table 3 presents the hypothesis test, which can be summarized as follows:

Table 3. Hypothesis Test Results

Model Unstandardized Coefficient t Significance Information

B Standard Error
Constants 43.91 10.78 4.074 0.000
X1 -76,87 17.21 -4.465 0.000 H1 = supported
X2 -97,97 23.95 -4.090 0.000 H2 = supported
X3 -0,63 0,050 -12.66 0.000 H3 = supported
X4 0,78 0.363 2.169 0,031 H4 = supported
F Value 49.29
Sig. F 0.00

Adjusted R? 0,389
Source: Author’s calculation.

The hypothesis test of the institutional ownership variable (X;) has a value (significance) of -4.465 (0.000)
with a p-value < 5%, which means that Hypothesis 1 is supported; institutional ownership is proven to be able to
reduce earnings management (Y). Table 3 shows the beta coefficient of X; at -76.87, meaning that if X; increases
by 1, it decreases earnings management (Y) by 76.87. This research is consistent with the study of Putra et al.
(2023), where institutional ownership has a negative and significant effect on earnings management. This supports
agency theory that corporate governance, with a more dominant institutional ownership mechanism, can control
managers to reduce earnings management. When institutional ownership increases, external oversight of fraudulent
acts is created and agency costs are reduced, illustrating that institutional ownership is essential in lowering financial
manipulation (Sumanto et al., 2014). Institutional ownership can improve access to information and protect
investors (Pronosokodewo & Adyaksana, 2021). The results of this study align with those of Chen et al. (2021);
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Reyna (2018), which prove that higher institutional ownership tends to reduce earnings management. Institutional
investors play a role in lowering earnings management practices.

Hypothesis 2 proves that managerial ownership (X;) can reduce earnings management with a t-value
(significance) of -4.090 (0.000) or a p-value < 5%. The beta coefficient value of X; is -97.97, which means that if
X, increases by one, earnings management (Y) will decrease by -97.97. Companies with managerial ownership are
motivated to reduce earnings manipulation because their managers have a direct responsibility for the company's
long-term success. These findings align with agency theory, which states that the involvement of a company's
managerial ownership and internal controls can improve company performance. Managers and investors have
different goals related to profits; the higher the manager's shareholding, the stronger the company's internal control
in minimizing the potential for accounting fraud. These findings are in line with the research of Arthawan &
Wirasedana (2018); Nuhu et al., (2024); Purnama (2017); Tran & Dang (2021) which proves that ownership
structures, including managerial ownership, influence earning management practices abroad such as in Malaysia
and Vietnam. Managerial ownership can oversee managers in reducing profit-manipulation practices. Managers
who invest their capital in the company are encouraged to choose accounting methods that transparently and
accurately produce financial statements, provide added value to the company, and attract investors. High
management shareholding can support managers in acting responsibly and professionally when presenting a
company's financial information.

Meanwhile, profitability, measured by ROA, showed a value (significance) of 2.169 (0.031) or p < 5%,
indicating that Hypothesis 4 is supported. This finding proves that ROA increases managers' motivation to engage
in earnings management. Managers tend to engage in earnings management if they earn a high profit. According
to the agency theory, agents and principals desire to meet each other's needs, so that agency problems occur. The
relationship between the principal's desire to maximize welfare and the agent's efforts to maximize their interests
can drive earnings management practices. Entities with high profitability are more susceptible to earnings
management. Earning management techniques, such as minimum and maximum profits, can be used to manipulate
profits. This research is not in line with the research of Cabello et al. (2019) and Putra and Putra (2022), which
states that if profitability decreases, it means that the company is in a bad condition, so that it has a negative impact
on the implementation of earnings management because managers continue to manage profits even though they
have good governance supervision.

Hypothesis 3 testing showed a tax avoidance value (Xs) of -12.66, significance (0.000), or < 5%, which
means that Hypothesis 3 is supported. The results prove that the tax avoidance variable with the ETR calculation
has a negative and significant direction toward earnings management (Y). The tax regulations of the Directorate
General of Taxes currently impose the discipline of tax payment through self-assessment. Suppose that the taxpayer
is a company disciplined to pay taxes. If this happens, the company does not deviate from the tax procedure because
it is the tax obligations that must be paid, including optimizing tax payments through tax avoidance. The results of
this study align with those of Budiantoro et al. (2022) and Yuliastuti and Nurhayati (2021) that tax avoidance
reduces earnings management. The results of this study are also in line with the aggressive tax avoidance practices
can increase the risk of scrutiny from tax authorities, so that managers can reduce earnings management practices
to avoid further attention (Dong et al., 2020; Suryani (2022). The beta coefficient value of tax avoidance is -0.633,
which means that if tax avoidance increases by one, earnings management will be reduced by -0.633.

The results of the hypothesis 4 test showed that the profitability t value measured by ROA (X4) was 2.169
with a significance of 0.031, which means that Hypothesis 4 is supported. Profitability (X4) positively affects
earnings management (Y). If viewed from the beta coefficient of profitability (X4) in Table 3 of 0.788, it means that
if the company increases ROA by one, it will increase earnings management by 0.788. The results of this study are
from previous research conducted by Abi and Wulandari (2024) and Habibie and Parasetya (2022), who proved
that ROA has a positive and significant effect on earnings management. The research of Tran and Dang (2021)
strengthens these results because high profitability tends to improve earnings management by reducing abnormal
production costs to maintain a positive image in the market. These findings suggest that high profitability motivates
managers to engage in earnings management to meet specific financial targets.

Conclusions

This study proves that institutional stock ownership has a negative influence on earnings management because
institutional ownership acts as a strong external supervision mechanism that can suppress managers’ opportunistic
behavior: the greater the proportion of shares owned by the institution, the lower the tendency of managers to
manipulate profits. Similarly, managerial stock ownership can reduce earnings management; when managers own
company shares, the manager's interests will be aligned with the owners (shareholders), so that the motivation to
manipulate financial statements decreases. Both institutional and managerial stock ownership play a role in
reducing conflicts through supervision (institutional) and alignment of interests (managerial) by explaining agency
theory, in which there is a conflict between the principal and the agent.



98 Jurnal Akuntansi dan Auditing Indonesia, Vol. 29 No. 1, June 2025

Tax avoidance negatively affects earnings management, showing that a legitimate tax avoidance strategy
gives the company room for tax efficiency, so that managers no longer need to manipulate profits to achieve specific
financial targets. Tax avoidance can be an alternative managerial strategy to achieve economic goals without using
profit manipulation, so that conflicts of interest between agents and principals are reduced. In addition to tax
avoidance, which can be related to earnings management, profitability, measured by ROA, can also have a positive
effect on earnings management. Companies with high performance want to maintain a good profit reputation, so
there is a tendency for investors to engage in earnings management to keep performing well. High profitability
creates pressure from owners/investors to maintain performance, which encourages managers to perform earnings
management as a form of conflict of interest, which is typical in agency theory.

This study fills a gap in previous empirical research on the influence of stock ownership and tax avoidance
on earnings management, which shows inconsistent results. This study clarifies the direction of this relationship,
especially the negative impact of tax avoidance on earnings management, which has rarely been explored in depth.
Few studies examine the influence of institutional ownership, managerial ownership, tax avoidance, and proficiency
simultaneously on earnings management using a panel data approach. Therefore, this study makes a significant
contribution to understanding the relationship between governance and financial factors on management practices
profit.

This research is novel because it combines institutional, managerial, tax avoidance, and profitability in a
model to explain earnings management behavior and develop the application of agency theory by considering not
only the conflicts between relevant owners and managers, but also the role of external parties such as tax authorities
and institutional investors as controlling mechanisms.

Theoretically, this research reinforces the relevance of agency theory by showing that governance
mechanisms such as shareholding (both institutional and managerial) are effective in reducing managers'
opportunistic behavior (profit management). In addition, this research has theoretical implications by integrating
tax theory and financial accounting by linking tax avoidance and profit management that contribute to the cross-
field literature, namely, tax accounting and financial accounting within the framework of conflicts of interest
according to agency theory.

This research provides implications for regulators and policymakers that can be used as an additional
reference in tightening the oversight of earnings management practices and encouraging transparency of legitimate
tax avoidance as an alternative to managerial efficiency. The practical implications of this study for company
management are that it can promote the strengthening of organizational ownership and legitimate tax avoidance
so as not to create pressure for profit manipulation. The practical implications of this research for investors are to
be more critical in analyzing ownership structures, tax strategies, and profit performance, and not just looking at
net profit statements typically.

This study is limited to non-cyclical sectors with different characteristics; therefore, the results cannot be
generalized. In addition, the measurement of earnings management is limited only to ETR with the Modified Jones
Model approach, with a better possible outcome if it is used with other calculations, such as real earnings
management. This study is also limited to measuring the governance of institutional and managerial ownership
with a percentage without a minimum size requirement, so that governance based on shareholding can affect the
response of the research results. Further research could use other governance measures, such as independent boards
of commissioners or audit committees, to test the consistency of the results.
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