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Abstract:  

This study aims to observe and explore every aspect listed on the IDX since 2019 
- 2023. This problem arises because of the characteristics of profit manager 
actions and the inconsistency of the results of the initial study. The approach 
used is quantitative by applying panel data regression, including classical 
assumption tests, descriptive analysis, f tests, t tests, and testing the coefficient 
of determination. The total sample is 21 companies determined from a 
purposive sampling of 64 companies. The information is obtained from 
secondary sources, and panel data regression analysis is carried out using the 
Eviews tool. The study results if each independent variable contributes to 
earnings management. It shows that each aspect determined and selected in this 
study does not contribute to earnings management actions. This study shows 
that profitability, leverage, and audit quality have no significant effect on 
earnings management in energy sector companies on the IDX. Profitability and 
leverage do not determine earnings management practices, while audit quality 
is more utilized to increase investor confidence than to limit manipulation of 
financial statements. 
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INTRODUCTION 
Earnings management can be viewed as an opportunistic action that harms stakeholders or as 

an efficiency strategy to reduce information asymmetry (Faukha & Suwarno, 2024). Managers may 
manipulate financial statements for personal gain, which, in the long run, may reduce investor 
confidence. In contrast, from an efficiency perspective, this practice can help stabilize earnings and 
increase shareholder value. 

A case of earnings management occurred at PT Timah Tbk in 2019, where the company revised 
its 2018 financial data from a net profit of Rp 531.35 billion to Rp 132.29 billion, which reduced its 
2018 profit by 73.67% compared to 2017 (Firjatulloh et al., 2023). This revision shows indications of 
manipulation to cover up the decline in financial performance. 

PT Timah Tbk's 2019 financial statements also showed indications of corruption that cost the 
state more than IDR 300 billion through various manipulation methods, such as the recovery of 
provisions for receivables and adjustments to asset depreciation (RiauKontras, 2021). This practice 
highlights the close relationship between earnings management and corruption. 

The negative impacts of earnings management include loss of stakeholder trust, legal risk, as 
well as a decrease in the company's ability to raise funds in the future. If proven to have manipulated 
financial statements, companies can face legal sanctions, fines, and shareholder lawsuits. 

Profitability and leverage are the main factors that encourage earnings management practices 
(Purba & Tobing, 2020). Profitability reflects the company's ability to generate profits, while leverage 
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indicates the level of financial risk. Companies with low profitability tend to manipulate financial 
statements to maintain a positive image, while companies with high leverage risk use earnings 
management to maintain good relations with creditors. 

Effect of Profitability on Earnings Management. Based on agency theory, conflicts of interest 
between shareholders or managers can encourage earnings manipulation, especially when 
profitability is low. Hardiyanti and Ani (2022) describe if profitability contributes negatively to 
earnings management. Yovianti & Dermawan (2020) and Hardiyanti et al. (2022) also found that the 
higher the profitability. H1 = Profitability Contributes Negatively to Earnings Management in 
Energy Sector Companies Listed on the IDX in 2019-2023. 

The Effect of Leverage on Earnings Management. Based on agency theory, managers are 
responsible for optimizing profits to meet shareholder expectations. A high leverage ratio can reduce 
the company's ability to generate profits. Jelanti (2020) found that leverage has a significant positive 
effect on earnings management. Anisya et al. (2023) and Susilowati and Sari (2021) explain that 
companies with large debts are more prone to earnings management practices to reduce the risk of 
inability to pay off their obligations. H2 = Leverage Contributes Positively to Earnings Management 
in Energy Sector Companies Listed on the IDX in 2019-2023. 

The Effect of Audit Quality on Earnings Management. According to agency theory, conflicts 
of interest encourage managers to manipulate earnings, so independent audits are needed to ensure 
transparency. High audit quality, especially by the Big Four KAP, reduces earnings manipulation. 
Syarif M. Helmi et al. (2023), Ibrahim & Adhawiyah (2020), and Hadi & Tifani (2020) found that 
high-quality audits suppress earnings management practices. H3 = Audit Quality Contributes 
Negatively to Earnings Management in Energy Sector Companies Listed on the IDX in 2019-2023. 
 
METHODS 

This study wants to examine "the effect of profitability, leverage, and audit quality on earnings 
management practices in energy sector companies listed on the Indonesia Stock Exchange (IDX) 
during the 2019-2023 period". The data analyzed comes from financial data published on the IDX 
and the official websites of related companies. The sample selection was carried out using a 
purposive sampling technique from some criteria, such as consistency in the presentation of 
financial statements and earnings during the study period. The approach used is quantitative by 
applying panel data regression, including classical assumption tests, descriptive analysis, f-tests, t-
tests, and testing the coefficient of determination. 
 
RESULT AND DISCUSSION 

Panel Data Regression Model Test. From the assumptions of Priyatno (2022: 66), there are 3 
models in panel data regression such as fixed effect, common effect, and random effect. 

a) Chow Test. The cross-section probability is 0.0002 <0.05, so the model used is FEM. Because the 
Chow test shows the selection of the FEM model, the next step is to conduct the Hausman test 
to determine whether the more suitable model is between Random Effect and Common Effect. 

b) Hausman Test. The probability of a random cross-section is 0.6257 > 0.05, so the REM model will 
be used. Because the Hausman test selects the REM model, the next step is to carry out the 
Lagrange Multiplier test to determine the most suitable model between Random Effect and 
Common Effect. 
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c) Lagrange Multiplier Test. This test produces a Breusch-Pagan cross-section of 0.0001 <0.05. It is 
interpreted that H1 is accepted and H0 is rejected, which means that the most suitable model is 
REM. 

Classical Assumption Test. Since this study uses REM, the test to be carried out is the 
multicollinearity test. The analysis results in freedom from multicollinearity because the coefficient 
values of the independent variables are <0.8. 

Panel Data Regression Analysis. This analysis will be carried out using the random effect 
model; the results are listed in the following table: 

 
Table 1. Panel Data Regression Test Results 

Variable Coefficient Std. Error t-Statistic Prob. 

C -0.000601 0.035804 -0.016781 0.9866 

X1 0.097931 0.061541 1.591311 0.1147 

X2 0.049261 0.065007 0.757784 0.4503 

X3 -0.038992 0.023019 -1.693929 0.0934 

Effects Specification 

   S.D. Rho 

Cross-section random   0.044134 0.3253 

Idiosyncratic random   0.063555 0.6747 

Weighted Statistics 

R-squared 0.053830 Mean dependent var 0.005167 

Adjusted R-squared 0.025726 S.D. dependent var 0.063989 

S.E. of regression 0.063160 Sum squared resid 0.402914 
F-statistic 1.915393 

Durbin-Watson stat 1.446710 
Prob(F-statistic) 0.131857 

 
Through Table 1. An equation can be formed as follows: 

 
Y = 0,000601 + 0,097931X1it + 0,049261X2it – 0,038992X3it + Ɛit 

 

a) The constant of - 0.000601 means that if each independent variable is fixed, then earnings 
management is 0.000601. 

b) The profitability coefficient of 0.097931 means that each increase in profitability can increase 
earnings management by 0.097931, indicating a positive relationship. 

c) The leverage coefficient of 0.049261 means that each increase in leverage can increase earnings 
management by 0.049261, indicating a positive relationship. 

d) The audit quality coefficient of -0.038992 means that each increase in quality can reduce earnings 
management by 0.038992, indicating a negative relationship. 

Hypothesis Test. Coefficient of Determination. The coefficient of determination of 0.053830 
shows that the independent variables can explain 5.38% of the variation in earnings management 
variables; then, the difference of 94.62% is accompanied by factors outside this study. 

Partial Test (t Test). Through table 1. The test results can be summarized as follows: 

a) The t value is 1.591311 with a probability of 0.1147 (>0.05), it is assumed that profitability does 
not contribute to earnings management and H1 is rejected. 
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b) The t value is 0.757784 with a probability of 0.4503 (>0.05), it is assumed that leverage does not 
contribute to earnings management and H2 is rejected. 

c) The t value is -1.693929 with a probability of 0.0934 (>0.05). It is assumed that audit quality does 
not contribute to earnings management and H3.  

Simultaneous Test (F Test). The test results show an F-statistic value of 1.915393 with a 
probability of 0.131857, which indicates that profitability, leverage, and audit quality simultaneously 
have no significant effect on earnings management. 

Profitability on Earnings Management in Energy Sector Companies Listed on the Indonesia 
Stock Exchange (IDX). The results of this study show that profitability, as measured by ROA, does 
not contribute significantly to earnings management in energy sector companies on the IDX (t-
statistic 1.591311; p-value 0.1147 > 0.05), so H1 is rejected. Based on agency theory, although conflicts 
of interest may encourage earnings management, investors focus more on total earnings than ROA. 
This finding is in line with Meliza (2024) and Sari and Susilowati (2021) but contrary to Ani and 
Hardiyanti (2022) and Yovianti and Dermawan (2020), who found a negative effect of profitability 
on earnings management. 

Leverage on Earnings Management in Energy Sector Companies Listed on the Indonesia 
Stock Exchange (IDX). The results showed that leverage had no significant effect on earnings 
management in energy sector companies on the IDX was rejected. (t statistic 0.757784; p-value 
0.4503> 0.05), so H2 is rejected. Based on agency theory, the amount of debt does not encourage 
companies to carry out earnings management because the risk of default cannot be avoided by 
manipulating financial statements (Umah & Sunarto, 2022). This finding is in line with Hanisa and 
Rahmi (2021) and Ani and Hardiyanti (2022) but contradicts Sari and Susilowati (2021), who found 
a negative effect of leverage on earnings management. 

Audit Quality on Earnings Management in Energy Sector Companies Listed on the 
Indonesia Stock Exchange (IDX). The results showed that audit quality had no significant effect on 
earnings management in energy sector companies on the IDX (t statistic - 1.693929; p-value 0.0934 > 
0.05), so H3 was rejected. Based on agency theory, high-quality auditors should limit earnings 
management, but this finding indicates that companies use reputable auditors more to increase the 
credibility of financial statements, not to limit manipulation. This result is in line with Fadillah and 
Noviyanti (2022), Sari and Susilowati (2021), and Desmy (2022). 
 

CONCLUSION 
This study shows that profitability, leverage, and audit quality have no significant effect on 

earnings management in energy sector companies on the IDX. Profitability and leverage do not 
determine earnings management practices, while audit quality is more utilized to increase investor 
confidence than to limit manipulation of financial statements. 
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