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EFFECT OF CORPORATE TAX RATE REDUCTION ON
EARNINGS MANAGEMENT PRACTICES:

A CASE STUDY IN INDONESIA

ABSTRACT

Government of Indonesia has reduced
corporate tax rate from 30 percent to
28 percent single tax rate in 2009. This
study observes the companies earnings
management practices in response to
the corporate tax rate reduction. Fur-
thermore, it  examines whether earnings
management practiced by loss firms is
similar to profit firms.

The results suggest that companies
perform earnings management in re-
sponse to corporate tax rate reduction.
The earnings management in profit firms
is affected by tax incentives (tax plan-
ning and net deferred tax liabilities) and
non-tax incentives (earnings pressure).
Earnings management performed by
loss firm is also affected by tax incen-
tives (net deferred tax liabilities) and
non-tax incentives (earnings pressure).
Meanwhile, sample companies earnings
management practices is not affected
by the percentage of total paid-up
shares of companies traded in Indone-
sia Stock Exchange (IDX).
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non-tax incentives.
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1. BACKGROUND

Government of Indonesia has published
new income tax regulation in 2008,

which is Law No.36/2008. It states that since
fiscal year 2009 the corporate income tax
rate is reduced from 30 percent to a single
tax rate of 28 percent and will be 25 percent
by 2010. Therefore, regardless of the taxable
income tax, the applicable tariff is 28 percent
or 25 percent. In addition, listed companies
are given additional tariff reduction of five
percent if they can fulfill subsequent
requirements. Consequently, in fiscal year
2009, the tax rate for listed companies is 23
percent and will be 20 percent in fiscal year
2010.

The change in corporate income tax
rates can affect the behavior of companies
in managing its financial statements.
Changes in corporate income tax rates to a
single rate and decreasing income tax rates
to 28 percent in 2009 and 25 percent in 2010
can provide incentives to the companies to
manage its earnings in order to reduce the
taxable income so that the corporate tax
expense in the year before the enactment
of the new income tax regulation are also
getting smaller.

One of management efforts to get
benefits from the change in corporate tax
rate is tax shifting. Tax shifting means moving
the profit earned in the year before the
change in corporate tax rates to the year
following the change in tax rates. In
accounting, the action is acceptable since
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accounting follow accrual basis principle
that recognizes revenues and expenses in
the period it occurred regardless of the time
when the cash from the revenues is received
or cash for expenses is paid.

Some studies that discussed the
relationship between tax reform by the
government with earnings management by
firms in response to the issue of tax reform
are Guenther (1994),

Setiawati (2001), Yin and Cheng (2004),
Yamashita and Otogawa (2007 ), Husni
(2010) and Subagyo and Octavia (2010). In
those studies, there are nearly different
outcomes of the reform of taxation,
particularly corporate tax rate reduction.
There is research which found out that
companies tend to postpone income
recognition of the corporation to lower tax
rate period (after tax reform) and accelerate
the recognition of expenses in higher tax
rate period (before tax reform). However,
some studies did not find earnings mana-
gement behavior in response to corporate
tax rate reduction.

This study is different from previous
studies. Previous studies use tax planning
as tax incentive on corporate earnings
management practice. In this study, other
tax incentive, which is net deferred tax
liabilities, is added. This factor is con-
sidered capable to detect the possibility of
companies doing earnings management in
order to avoid losses (Yulianti, 2005).
Moreover, we use different operational
models to Setiawati (2001), Husni (2010),
and Subagyo and Octavia (2010). We use
the model of Guenther Current Accrual to
get the value of  This paper has five sections.
Section two describes previous studies and
hypotheses development while section
three describes research methodology. A
discussion of the result and conclusion is
offered in section four and five.

2. Previous Researches and
Hypotheses Development
Some studies about correlation bet-

ween earnings management to tax reform
are Guenther (1994), Setiawati (2001), Yin
and Cheng (2004), Yamashita and Otogawa
(2007), Husni (2010), and Subagyo and
Octavia (2010).

Guenther (1994) examined the earnings
management in response to changes in
taxation policy in the United States with the
Tax Reform Act in 1986. It proved that current
accruals are positively related to debt levels
and negatively related to firm size but have
no relationship with managerial ownership.

Research conducted by Yin and Cheng
(2004) is almost similar to Guenther research
(1994). Yin and Cheng investigated the effect
of tax incentives and non-tax incentives on
earnings management practices carried out
by companies in response to changes in
tax rates in the United States. Yin and Cheng
found out that the companies who earn
profit or profit firms are more interested in
reducing the discretionary accrual for the
tax benefit.

Research conducted by Yamashita and
Otogawa (2007) examined whether com-
panies in Japan tailored the book income
value in response to corporate tax rate
reduction. The taxation reform occurred in
1998. The empirical results confirmed that
there is reduction of discretionary accruals
during the period prior to the enactment of
new lower rates.

In Indonesia, Setiawati (2001) observed
the effect of the income tax regulation
change in 1994 that was effective as of
January 1, 1995 on the earnings mana-
gement behavior of the companies listed
on Jakarta Stock Exchange. However,
research results could not prove the
existence of firms’ behavior that seeks to
reduce earnings in 1994 with the purpose
of obtaining tax savings in that year.

Husni (2010) conducted similar rese-
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arch. In his research, Husni tested whether
the issuance of new tax regulation in 2008
that was effective as of January 1, 2009
cause the manager to attempt delaying
earnings recognition of period prior to the
issuance of new lower rates. The results have
not been able to indicate that management
manipulated the earnings due to the change
in the Income Tax Regulation in 2008.

Research by Subagyo and Octavia
(2010) found out that manufacturing
companies who manage earnings as a
respond to the changes in corporate tax
rate in Indonesia are only the profit firms.
The companies manipulate earnings in order
to minimize corporate tax payments. They
also proved that earnings management by
profit firms was affected by tax and no-tax
incentives, while earnings management
done by loss firms was affected by non-tax
incentives alone.

Hypotheses Development
In this study, tax reform is associated

with earnings management practices by the
companies, so hypothesis that can be
developed is companies tend to practice
earnings management in response to the
issue of tax reform by moving net income
to the lower tax rate period.

Hypothesis 1: Companies defer (net)
income to the lower tax rate period in
response to corporate income tax rate
reduction

Yin and Cheng (2004) state that
companies which have good tax planning
would get benefit from tax shields and be
able to minimize tax payments. Companies
that have good tax planning would tend to
reduce the company’s net income in order
to gain tax advantages.

Hypothesis 2: Tax planning negatively
affects the discretionary accrual

Yulianti (2005) states that deferred tax

liabilities (assets) increase when firms
accelerate revenue recognition or suspend
the recognition of expenses (expenses
accelerate or defer income) for accounting
purposes compared with tax purposes the
companies. With this pattern, the companies
would report a higher accounting profit
compared to profit for taxation in order to
increase the net deferred tax liabilities of the
companies and vice versa.

Hypothesis 3: Deferred tax liabilities have
net positive effect on discretionary accrual

Yin and Cheng (2004) state that
companies in which the profit has reached
target, the decline in earnings can be
reduced with earnings pressure. If current
year profit has exceeded the target set by
the manager (at least equal to profit last
year) then the companies interested in
conducting accruals reduction that lower
profits for income smoothing.

Hypothesis 4: Earnings pressures adversely
affect the discretionary accrual

Guenther (1994) and Watts and Zim-
merman (1986) indicate that companies get
tax benefit in the form of tax deductions
related to interest payments on debt.
Consequently, the companies would adjust
its debt level to the average level of its debt
in the long term. This occurs because of
the tax implications as a factor that
encourages firms to increase debt. Com-
panies increased its debt because the loan
interest is an expense that could reduce
corporate taxes. In this case, it acts as debt
tax shields because it can reduce the tax
paid by the companies in the form of interest
payments to parties that provide loans.

Hypothesis 5: The level of corporate debt
has positive influence on discretionary
accrual

According to Yin and Cheng (2004), if
the companies earned small profit, then the
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manager would not try to increase the total
accruals, but would minimize the total
accruals in order to get compensation in
the future. This event is called the earnings
bath. The sample firms with ten percent of
the lowest ratings ROE tend to decrease
accruals during the outstanding period.

Hypothesis 6: Earnings bath negatively
affect the discretionary accrual

Richardson and Lanis (2007), Guenther
(1994), and Watts and Zimmerman (1978)
disclose that larger companies would be
more sensitive to political costs and thus
be more likely to use accounting methods
that reduce the net income of financial
statements. Large companies have
adequate resources to manipulate the
political process as they wish for by using
tax planning or regulate their activities to
achieve optimum tax savings. Expectation
is that large firms are more likely to reduce
profits and delayed financial reports taxable

income in response to a reduced tax rate.

Hypothesis 7: Earnings bath negatively
affect the discretionary accrual

Under Law No. 36/2008 about Income
Tax, there are different rates of corporate
income tax, which is 28 percent (effective in
2009) and 25 percent (effective in 2010) for
companies that have not gone public as well
as companies that have gone public but
paid-up shares traded on the IDX is less than
40 percent, and five percent lower for firms
that go public with at least 40 percent of its
shares traded in IDX. Therefore, listed
companies with minimum 40 percent of
paid-up shares traded in IDX would perform
earnings management in order to respond
to changes in income tax rates.

Hypothesis 8: Percentage of total paid-up
shares of companies traded on BEI
negatively affects the discretionary accrual

3. Research Methodology
To test the hypotheses, the regression model used is:
DAit = α +  β 1YD2008*TAXPLANit + β2YD2009*TAXPLANit + β3 FDit*TAXPLANit +

β4 NDTLit + β5FDit*NDTLit + β6EPRESSit + β7DEBTit + β8ERANKit + β9SIZEit +
β10STOCKit + β11 FDit* EPRESSit + β12 FDit* DEBTit + β13 FDit* ERANKit + β14 FDit*
SIZEit + β15 FDit* STOCKit +εit

Description:
DA it = i firms’ discretionary accrual at time t observation
TAXPLAN it = i firms’ income tax planning in period t observation
NDTL it = i firms’ annual net deferred tax liabilities in period t
YD2008 = 1 for 2008, and 0 for other years
YD2009 = 1 for the year 2009, and 0 for other years
EPRESS it = earnings pressure of firm i in period t observation
DEBT it = i firms’ level of debt in period t observation
ERANK it = i company’s ROE ranking in period t observation
SIZE it = size of firm i in period t observation
STOCK it = i company’s percentage of paid of shares traded on the Stock

Exchange during the period of observation t
FD it = 1 for firms that experienced loss (loss firm) and 0 for a company

that earns profit (profit firm)
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α = constant
β1 β2 β3 β4β5... β15 = coefficients of explanatory variables
εit = disturbance variable of firm i in period t observation

Dependent Variables
The dependent variable in this research

is Discretionary Accrual (DA). Discretionary
Accrual is the most often used tool to
manage earnings. Discretionary Accrual is
calculated using the model that Guenther
(1994) were modified from the model of
Jones (1991). This model uses current
accrual portion of total accruals to estimate
the value of discretionary accrual and
nondiscretionary accruals. This is because
current accruals are accruals that affect
taxable income (taxable income). The
current accrual calculation is:

CACCit = (Current Assetsit - Cash it)
- (Current Liabilitiesit - Current maturities
of Long-Term Debtit - Income Tax Payableit)

Guenther (1994) model assumes that
at the time of the absence of earnings
management, nondiscretionary accrual is a
function of changes in sales. Estimation
model for nondiscretionary accruals are:

CACCit / Total Assetsit-1 = β (Salesit /
Total Assetsit-1) +ε it

Afterward, discretionary accruals are
estimated by subtracting the estimated
nondiscretionary accrual of actual total
accruals as follows:

uit = CACCit / Total Assetsit-1 - b (Salesit

/ Total Assetsit-1)

Independent Variables
Tax planning variable is given the

symbol TAXPLAN. TAXPLAN describes tax
planning undertaken by the companies
before the tax reform that is in 2007 and
2008 where the company tax rate is still high
at 30 percent. Tax planning in this study
followed research by Yin and Cheng (2004),
and calculated using the formula:

Where TAXPLAN is tax planning, PTI is
pre-tax income, and CTE is current portion
of total tax expense.

The variable of net deferred tax liabilities
is given the symbol NDTL. NDTL describes
changes in annual net deferred tax liabilities.
This variable can detect the possibility of
corporate earnings management practice to
avoid losses. This variable uses the value of
changes in net deferred tax liabilities in the
Statement of Financial Position (Balance
Sheet) of the companies. Deferred tax
liabilities (assets) increase when firms
accelerate revenue recognition or suspend
the recognition of expenses (expenses
accelerate or defer income) for accounting
purposes compared with tax purposes.
Changes in net deferred tax liabilities is
calculated using the deferred tax asset and
deferred tax liabilities shown in the records
of corporate income taxes divided by total
assets at the beginning of the year.

The symbol EPRESS represent variable
of earnings pressure. Earnings pressure in
this study followed the approach taken by
the Yin and Cheng (2004), calculated using
the formula:

EPRESS = (Profit for the year - last
year’s profit) / total assets at beginning of
year.

DEBT is the symbol for debt level
variable. DEBT describes the company’s
debt level. The variable is measured by
using the ratio of long-term liabilities to total
assets at the beginning of the year.
According to Guenther (1994), because the
use of accounting rates closer to violation
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of debt covenant requirements may not be
intended to reduce the net income the
financial statements to reduce tax.

Earnings bath variable is given the
symbol ERANK. This variable is proxy with
company’s’ ROE ranking. ERANK is
measured by using dummy variables.
ERANK is given the number one (1) if it was
in the lowest quantile (bottom ten percent)
and zero (0) for the other.

The company size variable is repre-
sented by the symbol SIZE. The variable is
calculated by using the logarithm of total
assets.

Percentage of paid-up shares traded
in IDX is given the symbol STOCK. This
variable is measured using the dummy
variables. If the companies’ paid-up shares
traded in IDX is less than 40 percent, it is
given the number zero (0), and if the paid-
up shares of company traded on the Stock
Exchange is greater than or equal to 40
percent then given the number one (1).

Sample
This research is conducted using

secondary data obtained through access
to financial data of public companies listed

in Indonesia Stock Exchange, where there
are 2 periods of research, namely from the
year 2008 to 2009 with 7 types of
explanatory variables.

Samples are took with purposive
sampling which is part of a non-probability
sampling methods. Population members
who are not eligible are not selected as
research samples. The samples selection is
based on two criteria. Firstly, sample
companies must publish annual financial
reports from 2007 - 2009. The time range
was selected so that the research focuses
only on the years surrounding the change
of the Income Tax Act 2008 to get maximum
results. The second criteria is that the
company has a complete financial data for
the years 2007 - 2009 which is required for
the overall variables measurement.

Based on the established criteria, there
are 322 final sample companies. Firms in
the financial industry (especially banks) in
this study is not included. It is due to the
difficulty to

obtain regression component needed
to get the value of discretionary accruals
from firms in the financial industry (especially
banks).



212 ISSN 1410-8623

Effect of Corporate Tax Rate Reduction on Earning Manajement ... (Maxon Hakim Wijaya)

4. Research Result and Analysis
Descriptive statistics of the 322

observations of companies sampled in the

study from 2008 to 2009 can be seen in the
following table:

Table two shows that the average of
discretionary accrual and tax planning is
negative while other variables are positive.
This study also uses descriptive analysis to

give an idea of discretionary accruals and
control variables namely tax planning and
net deferred tax liabilities.

In table three, the average value of
negative discretionary accruals in 2008 show
that there is a reduction of DA that decrease
income. It occurs because the companies
suspended its earnings and accelerated the
recognition of expenses in 2008 due to the
changes in taxation laws, particularly the
corporate tax rate reduction. Meanwhile, the
positive value of discretionary accruals in
2009 shows that there was DA that raised
earnings. Earnings that have been sus-
pended in 2008 were recognized in 2009

that lead to the increase in value of
discretionary accrual. This show there was
tax saving effort in 2008 that was moved to
2009 where a corporate tax rate is lower.

The average value of tax planning that
is negative in Table 3 means that the
companies is less aggressive in their tax
planning in response to tax rate reduction.
The short span of time between the time of
new Income Tax regulation ratification with
the time of its enforcement make mature
companies has not prepared a strategy in
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response to reduction in tax rates in order
to gain tax advantages. In addition, the
reduced tax rate in fiscal year 2010 is greater
(from 28 percent to 25 percent) compared
to fiscal year 2009 (from 30 percent to 28
percent). This can be an incentive for the
managers to formulate better tax planning
in order to get a bigger tax savings in 2010.

The average value of net deferred tax
liabilities, which are positive, indicates that
firms use the deferred tax liabilities in
responding to the decreasing tax rates. This
occurs because of the temporary differences
that can be settled in the future. Value of
net deferred tax liabilities in 2008 was higher

than in 2009. It proves that in 2008 the
companies accelerate the recognition of
incomes or defer recognition of expenses
for accounting purposes compared with tax
purposes.

This study also uses descriptive
analysis to illustrate how the size of each
explanatory variable on the size of the
earnings management practices by the
company (in this case the practice of
earnings management with discretionary
accrual proxies). We divide it into two
categories for each explanatory variable,
which is large (50 percent highest values)
and small (50 percent lower value).

Table four shows that the amount of net
deferred tax liabilities and the amount of
earnings bath would significantly affect the
magnitude of earnings management
practices by the companies. Average
discretionary accruals, which is more
negative on the companies with small net
deferred tax liabilities, shows that com-
panies that have big net deferred tax
liabilities tends to use less discretionary
accruals reduction than the companies that
have small tax liabilities. These results are
consistent with research conducted by

Yulianti (2005) that conclude large deferred
tax liabilities occurred when companies
accelerated revenue recognition or sus-
pended the recognition of expenses so that
the companies would report a higher
accounting profit compared to profit for
taxation purposes.

Meanwhile, the more negative average
discretionary accruals on the companies
that have big earnings bath indicates that
firms with high level of earnings bath
(companies with low rank level of ROE) use
greater discretionary accrual reduction than
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the firms with low earnings bath level. It is
consistent with research by Yin and Cheng
(2004) that states if a company’s profit is
small, then the manager will not try to
increase the total accrual but will minimize
the total accrual in order to get com-
pensation in the future.

Testing Basic Assumptions
Regression model does not have

multicolinearity problem. None of the
explanatory variables has correlation
coefficient greater than 0.8 with other
explanatory variables.

The model in this initial test did not
violate the assumption of homoscedasticity,
because the probability value Obs * R-

squared of the White Test is greater than
the level of significance (±) of five percent
that is equal to 0.262745.

Hypothesis Testing
Table 7 shows regression results from

the influence of tax incentives and non-tax

incentives towards discretionary accrual in
the sample firms.
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Variable YD08*TAXPLAN and YD09*
TAXPLAN affect negatively and significantly
to the discretionary accruals. This occurs
because tax planning is the main variables
that influence the discretionary accruals. The
coefficient of tax planning (TAXPLAN) is
negative which means that companies tend
to use negative discretionary accrual for tax
benefit. Tax planning significant effect on
discretionary accrual in the two years of 2008
and 2009 are different with previous findings
in which companies use negative dis-
cretionary accrual in the year of corporate
tax rate reduction alone.

It is expected that the reason is
reduction in corporate tax rate was done in
stages in 2008 and 2009. A short span of
time between the ratification and the
implementation of the new Income Tax
Regulation makes the companies did not
prepare well-developed strategies in
response to reduction in tax rates in order
to gain tax advantages. In addition, the
reduced tax rate in fiscal year of 2010 is
greater (from 28 percent to 25 percent)

compared to fiscal year of 2009 (from 30
percent to 28 percent). This can be an
incentive for managers to obtain greater tax
savings in 2010.

Variable FD * TAXPLAN has positive but
not significant correlation to the dis-
cretionary accrual. It suggests that tax
planning done by the loss firms has no effect
on corporate earnings management prac-
tices.

T-test value of variable NDTL shows
significant probability value. This occurs
because the net deferred tax liabilities
(NDTL) is the main variable other than tax
planning in testing earnings management
practices by the companies. It can be
concluded that the total net deferred tax
liabilities (NDTL) can detect a significant
probability of earnings management done
by the companies. The coefficient of net
deferred tax liabilities (NDTL) is positive
which means the greater the company’s net
deferred tax liabilities, the greater its value
of discretionary accruals.

FD*NDTL variables has negative and
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significant impact on discretionary accruals.
This shows that net deferred tax liabilities in
loss firms has effect on earnings mana-
gement practices by the companies.

T-test value of variable EPRESS shows
a significant probability value. It indicates
that companies tend to do “big bath” if the
profits had exceeded the target set by the
companies. Negative coefficient is in
accordance with previous findings in which
the companies would be attracted to use
the negative accrual to reduce revenue
(income) for income smoothing if corporate
profits in the current year have exceeded
the target. Variable FD* PRESS has positive
and significant impact on discretionary
accruals. This suggests that earnings
pressure made by loss firms has an effect
on earnings management practices by the
companies.

T-test value of DEBT variable shows
insignificant probability value. It means that
the level of corporate debt has no significant
effect on earnings management practices
by the companies in order to gain tax
advantages. While the variable FD*DEBT
has a negative and not significant to the
discretionary accrual. This shows that the
level of debt owned by companies that
suffered losses does not significantly affect
earnings management practices conducted
by the companies.

T-test value of ERANK variable shows
insignificant probability value. Its inter-
pretation is that the level of company’s ROE
has no significant effect on earnings
management practices by the companies.
Whereas, the variable FD*ERANK has
negative and not significant to the dis-
cretionary accrual which suggests that the
ROE of companies that suffered losses (loss

firm) has no effect on earnings management
practices by the companies.

T-test value of SIZE variable indicates
the probability value is not significant. It
implies that the size of the company that
proxy with the logarithm of total corporate
assets has no significant effect on earnings
management practices by the company.
Meanwhile, the variable FD*SIZE has
positive but insignificant effect to the
discretionary accrual. This suggests that the
size of loss firms has no effect on earnings
management practices by the companies.

STOCK variable has a positive but not
significant effect to the discretionary accrual,
which indicates that the number of paid-up
issued shares traded in IDX has no significant
effect on earnings management practices
by the companies. FD*STOCK influential
variable are negative and not significant
effect to the value of discretionary accruals.
It applies to profit firms as well as loss firms.
Although according to Regulation No.36 of
2008 regarding income tax that income tax
rates for companies that have gone public
and at least 40% of shares traded on the
Stock Exchange paid in Indonesia (BEI) was
five percent lower than the rate of 28 percent
(effective 1 Jan 2009) which will benefit
companies that went public and at least 40
percent of the paid-up shares traded on the
Stock Exchange, but this study conclude
that earnings management by companies
are not affected by this rule.

We also conducted comparative
model to determine whether using the FD
variables (profit and loss dummy firms)
where 1 to loss firms and 0 for profit firms
will yield the same equation with a model
that uses two types of regression that is
model for profit firms and loss firms.
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Table 8 above shows that the coefficient
of variables from both the research model
has a value that is not much different.
Coefficients, both positive and negative, for
each variable showed the same thing. This
means that the model using FD variable
(profit and loss dummy firms), where 1 for
loss firms and 0 for profit firms, is more
effective when compared to using two
models profit firms model and loss model
firms because the measurement will produce
a not much different value.

5. Conclusions
The study find out that companies

manage earnings in response to the
decrease in corporate tax rates in Indonesia.
Profit firms are not the only one who
manipulate their earnings to minimize tax
payments but the loss firms that are also
conduct earnings management in response
to the corporate tax rates reduction in
Indonesia. However, profit firms conduct
greater earnings management practices
than the loss firms. It is indicated by the
average level of profit firm’s discretionary
accruals which is more negative (lower)
when compared with discretionary accruals
of loss firms. The reason is the companies
that suffered losses can be exempted from

payment of taxes in accordance with tax
regulations in Indonesia, which states that
loss firms is allowed to compensate the
losses suffered in the period of maximum
five years.

It is also found out that earnings
management performed by profit firms is
influenced by tax incentives, which are tax
planning net deferred tax liabilities and non-
tax incentives, which is earnings pressure.
Meanwhile, earnings management of loss
firms is affected by the net deferred tax
liabilities as the tax incentive factor and
earnings pressure as the non-tax incentives
factor. In addition, the earnings mana-
gement made by sample companies, both
profit and loss firm, is not affected by the
percentage of paid-up issued shares traded
on the Stock Exchange. This shows that
regardless of the percentage of paid-up
issued shares traded on the Stock Ex-
change, the companies earnings mana-
gement would not affected.

This study has several limitations. The
first limitation is this study’s observation
periods of earnings management is relatively
short; one year before and after the
enactment of new tax laws (in 2008 and in
2009 alone). Subsequent studies should use
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two-year observation period before and after
the enactment of changes in tax laws and
supported by a decline in corporate tax
rates again in 2009 (effective as of January
1, 2010) to 25 percent. It should be further
investigated whether the companies will
perform earnings management after a
decrease in tax rate to 25 percent. The next
limitation is that the factors examined did
not include the financial industry, especially
banks. It is due to the difficulty to obtain
the components of regression to obtain the
value of discretionary accruals for firms in
the financial industry, especially banks.
Development of future research should
include the financial industry into the study
samples. The third limitation is the trade off
between tax advantages gained from the
company’s corporate income tax rate
reduction with the reaction of capital
markets of decline in company’s profits.

The fall in (net) income indicates that
firms in poor condition so that interested
parties will be more careful in making
decisions. Suggestions for future research
is that it should pay more attention to the
trade off between the benefits caused by
the reduction in corporate tax rates and a
target profit expected by shareholders
because the shareholders will be careful to
invest their money back if they see the
growth of the company is shrinking. It must
be taken into consideration that the
companies will lose (net) income to get
benefit on corporate income tax rate
reduction.
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