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Abstract: The Covid-19 outbreak has had a major impact on the automotive sector in Indonesia. There was a decrease in
sales of 48.8 percent from 2019 to 2020 or as many as 532,027| units, which resulted in a decrease in profits for automo-
tive sector companies in Indonesia. The decline in profits that'occurred had an impact on earnings management by the
company to retain investors who invested in the company. The reduction in tax rates is one of the efforts made by th

management to carry out earnings management. In addition, the factors that influence the occurrence of managemen

are non-tax incentives of the company consisting of earning pressure, debt level, company size and managerial owner-
ship.

This research uses literature study and documentation techniques with research instruments in the form of annual fi-
nancial reports to collect data. The types of data in this study include quantitative data types with purposive sampling
data collection methods, in order to obtain 21 financial statement data for 3 years. The data analysis technique used is
multiple linear regression analysis using the IBM SPSS 26 application.

The study obtained the results of a reduction in tax rates and non-tax incentives partially and simultaneously significant
effect on earnings management. Through the research conducted, it is hoped that it can become additional literature
regarding the factors that influence the occurrence of earnings management.
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Introduction

The automotive sector contributes significantly to the national economy and is included in the top three
contributors to household consumption after food and beverages. One of the priorities in the development
of industry 4.0 in Indonesia is the automotive industry. There is always an increase in vehicle sales in Indone-
sia every year. The phenomenon of the covid-19 outbreak has resulted in a decline in production and operat-
ing activities in various companies (Harahap et al., 2021). The automotive sector, especially cars and their
components, has had a major impact due to the Covid-19 phenomenon. The automotive sub-sector compa-
nies on the Indonesia Stock Exchange (IDX) experienced an average decline of 21% in 2020 which was ob-
tained through the results of a decline in 15 automotive companies. The drastic decline in sales experienced
by automotive companies has an impact on company profits. The amount of profit received by investors will
affect the amount of capital invested in the company (Rahmadewi, 2018). Users of financial statements will
pay attention to company profits because profit presents the results of company performance. However,
profitis often the goal of management by minimizing or maximizing profits (Muiz, Enong and Ningsih, 2018).

Earnings management is defined as a step used by business managers to trick parties who need infor-
mation about the condition of the company by manipulating the information contained in financial state-
ments (Sulistyanto, 2018).|tThere is also a statement that says earnings management is not fraud as long as it
follows applicable accounting standards. The choice of accounting policy or method in presenting the profit
profile is the usual way for company managers in the implementation of earnings management (Sochib,
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2016). There are 2 main factors that encourage earnings management practices, both practices are to avoid
declining profits and minimize the possibility of company losses. There is a policy of reducing tax rates by the
Indonesian government in 2020. The reduction in tax rates provides an opportunity for management to delay
the recognition of corporate profits and recognize expenses before the implementation of the new tax rate.
Thus, the company can present a larger amount of profit. Non-tax incentives are incentives other than taxes
used by companies in an effort to retain outstanding employees, increase employee productivity and get bo-
nuses. Non-tax incentives are also a factor in the implementation of earnings management. These non-tax
incentives are in the form of company size, debt level, earning pressure and managerial ownership.

There is still a gap in the results of the research that is considered as a consideration for conducting simi-
lar research using different variables, years and objects. Compiled the research with the title "The Effect of
Reduction in Corporate Income Tax Rates and Non-Tax Incentives on Earnings Management in Automotive
Sub-Sector Companies Listed on the Indonesia Stock Exchange". Through this research, it is hoped that the
factors that influence the occurrence of earnings management in the automotive sub-sector will be known.

Method

The research is classified as quantitative research based on the data obtained. The data used is in the
form of financial statements for the 2019-2021 automotive companies which are accessed through the
www.idx.co.id page with purposive sampling technique as a sampling technique. The data‘fﬁ%‘l‘l‘r&sl-beﬂn col-
lected is then processed and described using the following formula:
1. Earnings Management
Earnings management was determined as the dependent variable with the Jones Modification Method as the
variable measuring method. The use of the Modified Jones Method as a modification of the previously re-
leased Jones Model is because this model is designed with the aim of setting aside the tendency to use
wrong assumptions in the Jones Model (Suyono, 2017).
a. Calculating total accrual (TA)

TA“ = N!it - CFO‘;I

1 AR AR PPE
NDA;, = )81( )+,32 ( evit ectt) +Bs ( tt)

b. Calculating NDA

Ait*l Ait*l Att*l Att*l
c. Calculating discretionary accruals (DA) as earnings management measure
DA = —L _NDA,

it—1
2. Tariff Reduction
The tax rate s a percentage on the basis of taxation (DPP) of the tax object that is dependent. Structurally,
tax rates are divided into: progressive rates, degressive rates, proportional rates and fixed rates. According to

Yin and Cheng (2004) to Joni (2015), the calculation of tax planning uses the formula:
23,5% (Pre Tax Income—Current proportionof tax)

TAXPLAN = :
al Asset
31 Earning Pressure
Earning pr € is a management activity to carry out profit reduction in order to minimize corporate in-

come tax payments. Earning pressure is also carried out for the distribution of profits so that it looks stable

and the company's performance looks good. Earning pressure calculation using the formula:
_ Current year profit —Last year profit

Epressy =

Total assets at beginning of the year

4. Debt Level

The level of debt is the amount of debt owned by a company (Gusnita and Tagwa, 2019). In relation to earn-
ings management, the company's debt level will have an impact on earnings management to retain company
investors. This debt level can be calculated by the leverage ratio.

B Total Liabilitas

DER = Total Equitas

(&)
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5. Firm Size
The size of a company is directly proportional to the profit it generates. Companies that have large sizes tend
to generate higher profits (Gusnita and Tagwa, 2019). Large companies are highly likely to implement earn-
ings management in order to prevent payments of too large a corporate tax burden (Ramadhan, 2017).

Size = logn(Total Aset)

6. Managerial Ownership
Share ownership owned by thel manager balances the interests of other shareholders and suppresses man-
agement deviant behavior (Fitri'and Laksmi, 2022).

X' Mgnagement stock

ZCBmpany stock

Managerial Ownership = x 100%

After calculating the value of each variable, in the initial test, the classical assumption test is carried out
which is the condition for conducting linear regression to ensure the validity or validity of the research data
(Sugiyono, 2016). Furthermore, statistical tests were carried out to find out the summary of the variable irrT
ages of the companies used as samples. Multiple linear regression analysis is used in testing the effect of in-
dependent variables on the dependent variable because the number of independent or independent varia-
bles in theLrvesearch conducted exceeds 1 variable. After determining the regression equation, then the F test
and T test were carried out.

Result and Discussion
Tests were carried out using the IBM SPSS 26 Application with multiple linear analysis as a means of test-
ing research hypotheses.
1. TestResult
a. The Classical Assumption TEStL-,
The results of the classical assumption test concluded that the regression model had met the classical as-
sumption test and the data was normally distributed, free from autocorrelation, heteroscedasticity and mul-
ticollinearity.
b. Test of the Coefficient of Determination (sza
The results of the coefficient of determination canbe seen in Table 1 below:
Table 1
Test of the Coefficient of Determination
Adjusted R Std. Error|of
R R Square Squard the Estim
0.,904* 02818 0.757 04314436
Source: secondary data processed, 2022
In the results of the coefficient of determination for multiple linear analysis found the independent variable
canexplain the earnings management variable by 75.7%.
c. Simultaneous Significance Test (F-Test)

Table 2
Simultaneous Significance Test (F-Test)
Sum of Mean
Model Squares df ™.  Square F Sig.
1 Regression 12,518 5 2,504 13,449 0.000°
Residual 2,792 15 0,186
Total 15,310 20

a. De’p.\Var: (Y) Earnings Management

b. Predictors: (Constant), (X1) Tax Plan, (X2) Earning Pressure, (X3) Debt Lev-
el, (X4) Firm Size, (X5) Managerial Ownership

Source: Statistical data processed, 2022
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Based on table 2, the test shows simultaneously the independent variable have 51 significant influ-

ence on the earnings management variable or the dependent variable.
d. Partial Statistics Test (T-Test)
Table 3
Partial Statistics Test (T-Test)

Unstandardized Coeffi- Standardized

cients Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) 0014 0,101 0,139 0,891
Taxplan 0,375 0,107 0,410 3,500 0,003
Earning Pressure 0,233 0,089 0,319 2,607 0,020
Debt Level 0,251 0,111 0,297 2,265 0,039
Firm Size 0,345 0,10 0,374 3,179 0,006
Managerial Ownership -0453 0,112 -0,512 -4,039 0,001

a. Dep|'Var: (Y) Earnings Management

Source: Statistical data processed, 2022

Table 3 presents information on the effect of the independent variables consisting of a reduction in rates,
earning pressure, debt levels, company size and managerial ownership partially on the dependent variable,
namely earnings management. The results of calculations on each variable have met the requirements for
acceptance of the hypothesis, namely the T-count exceeds the results of the T-table (2.13) with a significance
of less than 0.05. Thus, the independent variable has a partial effect onthe dependent variable.

2. Discussion
a. Earnings management affected by rate reduction

The calculation means that the rate reduction variable has a significant effect on the earnings manage-
ment variable. Therefore, H1 is accepted and Ho is rejected. Testing of the H1 hypothesis includes testing
with a positive direction. This means that the higher the reduction in tax rates results in increased tax
planning, so that in the automotive sectojthere is an increase in earnings management.

One of the three hypotheses contained in positive accounting theory is the Political Cost Hypothesis. The
hypothesis explains that transferring current profits to future periods is an effort made by the manager to
carry out earnings management which aims to reduce the payment of corporate tax burden.

. Earnings management affected by earning pressure

The hypothesis testing shown in Table 3 resulted in the earning pressure variable in automotive companies
on the 2019-2021 BEI obtaining a value of 2.607 for t count. This value has met the requirements for the ac-
ceptance of the hypothesis with t-count > t-table (2.607 > 2.13). The significant value of the earning pres-
sure variable is 0.02, which is lower than 0.05. Thus, indicating the acceptance of hypothesis H2, there is a
significant effect of theg earning pressure variable on earnings management. The high earning pressure has
an impact on the high €arnings management practices that occur. Companies that have reached the target
perform income smoothing by diverting income in years with high income tolyears with low income (Hami-
jaya, 2015). This is done in order to equalize the company's profits and show astable company condition
and increase company value.

. Earnings management affected by debt IeveJ

The t-count results obtained have exceeded the t-table (2.13) with a significance result of less than 0.05.
Thus, the acceptance of the hypothesis (H3), there is a significant influence of| the debt level variable on
earnings management. The test includes a test with a positive direction which means that increasing debt
levels will affect the improvement of earningd management practices in automotive companies. The high
level of corporate debt has resulted in a tendency to do earnings management as an effort to convince in-
vestors who have invested that the company is still able to cover its debts with the profits generated by
the company. The company will use a method that is able to recognize future profits to the current period
as an effort to avoid risks due to violations of debt agreements. There is a tendency for earnings manage-
ment to be carried out by companies that have high debt levels because of the possibility that the entity
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will not be able to fulfill its obligations. There is no tendency for managers to carry out earnings manage-
ment for companies that violate debt contracts compared to companies that comply with debt contracts.

. Earnings management affected by firm size

Based on these tests, it is indicated that the hypothesis (H4) is accepted, earnings management is influ-
enced by firm sizej Company size variable testing includes testing with a positive direction, which means
that increasing the value of company size has an impact on increasing the implementation of earnings
management in automotive companies. Investors can get a positive signal to invest their capital in compa-
nies that are companies with large sizes or large total assets. The number of resources owned by the
company is related to the entity's ability to generate profits each period (Gusnita and Tagqwa, 2019). The
existence of great trust causes pressure to be received by thi| management in the company to always pre-
sent good performance so that the tendency to carry out earrings management increases (Karina, 2020).

. Earnings management affected by managerial ownership

The calculation shows that the hypothesis (H5) in this study is acceptable. Testing of managerial] owner-
ship variables includes negative testing, which means that the large value of managerial ownership will
have an impact on the small amount of earnings management actions that managers take. Ownership of
the company by management will increase the sense of ownership by managers so as to improve the qual-
ity of the company. Agencﬂ theory states that the problems that arise are caused by differences in inter-
ests between the agent and the principal] The management of the company tends to be selfish and ignore
the interests of the owner of the companL Thel ownership of the company's shares from the management
will have an impact on the implementation of 'tasks to the maximum and according to the objectives of
other investors.

Earnings management affected by rate reduction, earning pressure, debt level, firm size and managerial
ownership

Hypothesis (H6) in this study is acceptable. There is a significant effect between the variables of tax rate
reduction, earning pressure, debt level, company size and managerial ownership together 0r| earnings
management variables

Conclusion

The conclusions that can be obtained after testing and analysis are: 1) The decrease in tax rates has a sig-
nificant effect on earnings management, 2) Earning pressure has a significant effect on earnings manage-
ment, 3) The level of debt has a significant effect on eamings management, 4) Firm size has a significant ef-
fect on earnings management. signiﬁcantl effect on earnings management, 5) managerial ownership has a
significant effect on earnings management, &) a decrease in tax rates, earning pressure, debt levels, company
size and managerial ownership have a significant effect on earnings managementi
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