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ABSTRACT 

 
Companies frequently use earnings management as a tactic to 

sway financial reports, so that it can have an impact on decision 
making by stakeholders. This phenomenon is of particular concern 
in the rapidly growing infrastructure sector in Indonesia. This 
study's objective is to gather empirical data about the impact of 
managerial ownership, company size, free cash flow, leverage, and 
profitability on earnings management. The research sample is 
infrastructure companies that went public on the Indonesia Stock 
Exchange between 2020 and 2023. 56 firm-year observations in all 
and 14 selected businesses were obtained through the application of 
the purposive sampling method. Descriptive statistics, multiple 
linear regression analysis, traditional assumption tests, and 
hypothesis testing are all included in SPSS version 25, which was 
used to analyse the data. The outputs of the study show that 
management ownership has a 0.739 significant value, company size 
0.079, free cash flow 0.020, leverage 0.116, and profitability 0.003. 
These findings indicate that managerial ownership, company size, 
and leverage do not have a significant effect on earnings 
management, while free cash flow and profitability have a 
significant effect on earnings management. 
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INTRODUCTION 

 
Financial statements are a primary tool for assessing the performance of a business and 

financial condition. Profit is a crucial element as it serves as an indicator of operational success, 
a basis for dividend distribution, and a consideration in investment decision-making. However, 
the pressure to demonstrate good performance often drives management to engage in earnings 
management manipulating profits through certain accounting policies that remain within 
permissible accounting guidelines. This practice can mislead stakeholders and reduce the 
reliability of financial information. This phenomenon is reflected in the case of PT Wijaya Karya 
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(WIKA), which is suspected of manipulating its financial reports to present the company as 
profitable, despite having negative operating cash flow and recording significant losses. 

Earnings management practices are not independent but are impacted by a number of 
internal financial variables. Factors such as managerial ownership, company size, free cash flow, 
leverage, and profitability are often the focus in the literature, as They are thought to support 
management's decisions to engineer reported earnings. Based on previous research by (Vini 
Saferiya et al., 2024), managerial ownership does not have a major impact on earnings 
management. However, the results of this study contradict those of (Aburisheh et al., 2022), who 
discovered that managerial ownership had a big impact on earnings management. Similarly, 
research by (Sriayuni Pebrianti & Ayi Mohamad Sudrajat, 2023)suggests that company size 
does not significantly influence profit management, but other studies, such as (Kusumawardana 
& Haryanto, 2019), concluded that company size does have a significant effect on profit 
management. Regarding free cash flow (Santoso, 2023)  found that free cash flow has a major 
detrimental impact on earnings management, which contrasts with the findings(Bailaen & 
Nugroho, 2023), who found no discernible effect. Furthermore, (Damayanti et al., 2024) 
supports the idea that leverage has no significant effect on earnings management, while studies 
by (Joe & Ginting, 2022) argue the opposite, showing a significant impact of leverage on 
earnings management. Lastly, studies such as (Charen Carolin et al., 2022), found a significant 
effect of profitability on earnings management, further highlighting the complex nature of these 
financial determinants (Vini Saferiya et al., 2024).  

This study examines the influence of managerial ownership, firm size, free cash flow, 
leverage, and profitability on earnings management. High managerial ownership may reduce 
earnings management due to aligned interests. Larger firms tend to face greater public scrutiny, 
limiting the opportunity for manipulation. High free cash flow allows managerial discretion, 
increasing the risk of opportunistic behavior. High leverage puts pressure on firms to maintain 
financial appearance. Meanwhile, low profitability may encourage managers to take part in 
earnings management to send positive signals. 

 

 
Source : Processed Data, 2025 

Figure 1. Framework 
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Based on the literature review and conceptual framework, the proposed hypotheses are as 
follows: 
H1: Managerial ownership has an influence on earnings management. 
H2: Company size has an influence on earnings management. 
H3: Free cash flow has an influence on earnings management. 
H4: Leverage has an influence on earnings management. 
H5: Profitability has an influence on earnings management. 
 

RESEARCH METHOD 

This quantitative study's objective is to elucidate how independent variables affect the 
dependent variable. The financial statements of firms in the infrastructure industry that were 
listed between 2020 and 2023 on the Indonesia Stock Exchange (IDX) are examined in this 
study. In this study, the dependent variable is earnings management as determined by 
Discretionary Accrual (DA), while the independent factors are Managerial Ownership (KM), 
Company Size (SIZE), Free Cash Flow (FCF), Leverage (DER), and Profitability (NPM). 

The population in this study is all infrastructure sector companies listed on the IDX during 
2020–2023, totaling 14 companies. The sample was selected using the purposive sampling 
method with certain criteria, namely: 

Table 1. Criteria Table 
No. Criteria Data 
1. The Indonesia Stock Exchange lists firms in the infrastructure industry. 67 
2. Infrastructure sector companies listed on the Indonesia Stock Exchange consistently during 

the 2020-2023 period. 
 

(10) 
3. Infrastructure sector companies that experienced losses during the 2020-2023 period. (24) 
4. company in the infrastructure sector that did not use the rupiah between 2020 and 2023.  (2) 
5. Infrastructure sector companies that have incomplete data for research (11) 
 Number of Samples Based on Criteria 20 
 Outliers (6) 
 Number of samples 14 
 Research year period 4 
 Total Sample During Research Period 56 

Source : Processed Data, 2025 
 

Table 2. Operational variables 
No. Indicator Variable Formula Scale 
1 Managerial Ownership (Percentage 

of shares owned by company 
management)  

𝐾𝑀 = 𝑀𝑎𝑛𝑎𝑗𝑒𝑚𝑒𝑛	𝑠ℎ𝑎𝑟𝑒𝑠
/𝑡𝑜𝑡𝑎𝑙	𝑜𝑢𝑠𝑡𝑎𝑛𝑑𝑖𝑛𝑔)𝑥100 

Source =  (Dita Prada Claudia et al., 2023) 

Ratio 

2 Firm Size (Natural logarithm of the 
company’s total sale) 

𝑆𝐼𝑍𝐸 = 𝐿𝑛(𝑆𝑎𝑙𝑒𝑠) 
Source = (Salsa Ramadina & Setiawati, 2025) 

Ratio 

3 Free Cash Flow ( The company’s 
free cash flow) 

𝐹𝐶𝐹 = (𝑂𝐶𝐹 − 𝐼𝐶𝐹)/𝑇𝑜𝑡𝑎𝑙	𝐴𝑆𝐸𝐸𝑇 
Where :  
OCF (Operation Cash Flow) 
ICF (Investment Cash Flow) 
Source = (Irawan & Apriwenni, 2021) 

Ratio 

4 Leverage (Ratio of total debt equity) 𝐷𝐸𝑅 = 𝑇𝑜𝑡𝑎𝑙	𝐷𝑒𝑏𝑡	/	𝑇𝑜𝑡𝑎𝑙	𝐸𝑞𝑢𝑖𝑡𝑦 
Source = (Dwi Urip Wardoyo et al., 2023) 
 

Ratio 

5 
 
 

Profitability (Net profit compared to 
total revenue) 
 

𝑁𝑃𝑀 = 𝑁𝑒𝑡	𝑃𝑟𝑜𝑓𝑖𝑡	/	𝑅𝑒𝑣𝑒𝑛𝑢𝑒 
Source = (Indrati & Magfiroh, 2023) 
 

Ratio 
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6 
 

Earnings Management 
(Discretionary accruals based on the 
Modified Jones model) 

𝐷𝐴 = 𝑇𝐴 − 𝑁𝐷𝐴 
Source = (Tatar & Sujana, 2021) 

Ratio 
 

   
Source : Processed Data, 2025 

 
To ascertain relationship between variables, this study used a quantitative methodology. 

The secondary data used was gathered via documentation approaches from the Indonesia Stock 
Exchange's official website (www.idx.co.id) and other relevant publications, such as books, 
journals, and financial reports. IBM SPSS version 25 was used for data analysis. Methods of 
Data Analysis: Using the Ordinary Least Square (OLS) technique for Multiple Linear 
Regression Analysis; Hypothesis Tests with F tests (simultaneous), t tests (partial), and 
coefficients of determination (R2); and Autocorrelation, heteroscedasticity, multicollinearity, 
and normality tests are examples of classical assumption tests. Model of Regression The 
regression model is configured as follows to examine how independent variables affect earnings 
management (discretionary accruals): 

 
𝐷𝐴 = α + β1KM + β2SIZE + β3FCF + β4DER + β5NPM + ε		. (1) 

 
The following is how hypothesis testing is assessed: F-test: To assess the simultaneous 

effect of KM, SIZE, FCF, DER, and NPM on earnings management. A significance level (Sig.) 
< 0.05 indicates a significant T-test for simultaneous effect: To ascertain each independent 
variables partial impact. A significance level (Sig.) < 0.05 indicates a significant individual 
effect, Coefficient of Determination (R²): to evaluate the independent variables' capacity to 
explain the dependent variable. A higher R² value indicates a stronger explanatory capacity of 
the model. 
 
RESULTS AND DISCUSSION 
 
Outlier Test 

Table 3. Outlier Test 
Casewise Diagnosticsa 

Case Number Std. Residual ML Predicted Value Residual 
13 6.753 1.38 .0252 1.35665 
a. Dependent Variable: ML 

Source: SPSS 25 data processing results, 2025 
 

The outlier test results using Casewise Diagnostics output show that there is one data identified 
as an outlier, namely in case 13 with a standardized residual value of 6.971, which exceeds the 
limit of ±3. This indicates that the data deviates significantly from the general pattern of the 
regression model and can affect the validity of the estimation results. Therefore, this outlier data 
needs to be considered further in the analysis process. 
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Analysis of Descriptive Statistics 
Table 4. Analysis of Descriptive Statistics 

Descriptive Statistics 
 N Range Minimum Maximum Mean Std. Deviation 
Earnings Management 56 .19898 -.07879 .12019 .0030168 .04070753 
Managerial Ownership 56 .79289 .00000 .79289 .0939774 .21696576 
Firm Size 56 7.61599 25.67466 33.29065 29.8169075 2.14416473 
Free Cash Flow 56 .55385 -.14466 .40918 .1304557 .13343222 
Leverage 56 2.79931 .00025 2.79956 .7038451 .75861395 
Profitability  56 .54265 .00219 .54484 .1592535 .15199715 
Valid N (listwise) 56      

Source: SPSS 25 data processing results, 2025 
 

The discretionary accruals (DA) variable has an average value of 0.0030 and a standard 
deviation of 0.0407, according to the descriptive statistics. This shows that the DA values, which 
range from a minimum of -0.07879 to a maximum of 0.12019, are reasonably close to the mean. 
With a mean of 0.0939 and a standard deviation of 0.2170, the managerial ownership variable 
reveals significant variation among the enterprises under observation. This variable's lowest 
value is -0.00000, and its highest value is 0.79289, indicating notable variations in managers' 
levels of ownership. 

The standard deviation of the company size variable is 2.1442, and its average is 29.8169. 
Significant variance in firm scale is indicated by the range of values, which range from 25.6747 
to 33.2907. In the meantime, the free cash flow variable has a standard deviation of 0.1334 and 
a mean of 0.1305. Its values, which vary from -0.14466 to 0.40918, show how much cash a 
variety of businesses can make after capital and operating expenses. 

The leverage variable has a very high standard deviation of 0.7586 and an average of 
0.7038. There is a wide range in the capital structure of businesses, especially in terms of their 
dependence on debt financing, as indicated by the smallest and maximum leverage values of 
0.00025 and 2.79956, respectively. Finally, the profitability variable shows values ranging from 
0.00219 to 0.54484, with a mean of 0.1593 and a standard deviation of 0.1520. This points to 
significant variations in businesses' capacity to produce profits, which may be a major factor in 
determining their financial behavior, including earnings management. 

 
Classical Assumption Test 
Normality test 

Table 5. Normality Test 
One-Sample Kolmogorov-Smirnov Test 

 Unstandardized Residual 
N 56 
Normal Parametersa,b Mean .0000000 

Std. Deviation .03592203 
Most Extreme 
Differences 

Absolute .090 
Positive .069 
Negative -.090 

Test Statistic .090 
Asymp. Sig. (2-tailed) .200c,d 
Monte Carlo Sig. (2-
tailed) 

Sig. .725e 
99% Confidence 
Interval 

Lower Bound .714 
Upper Bound .737 

a. Test distribution is Normal. 
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b. Calculated from data. 
c. Lilliefors Significance Correction. 
d. This is a lower bound of the true significance. 
e. Based on 10000 sampled tables with starting seed 2000000. 

Source: SPSS 25 data processing results, 2025 
 

Analyzing the outcomes of the One Sample Kolmogrov Smirnov test, it shows significant 
results because it meets the assumption test according to the standard or criteria for normality. 
In the Asymp. Sig (2-tailed) column, it is 0.200, which is greater than 0.05, indicating that the 
regression model is normally distributed. 
 
Linearitas Test 
Managerial Ownership 

 
Source: SPSS 25 data processing results, 2025 

Figure 2. Linearity Test Managerial Ownership 
 

Linearity test is conducted using scatterplot between the independent variable Managerial 
Ownership and dependent variable Earnings Management. From the scatterplot result, it appears 
that the pattern of data points is spread around the linear regression line with a small slope. The 
linear R² value of 0.010 indicates that the relationship between Managerial Ownership and 
Earnings Management is linear although its strength is low. Thus, the linearity assumption for 
this variable is acceptable. 
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Firm Size 
 

 
Source: SPSS 25 data processing results, 2025 

Figure 3. Linearity Test Firm Size 
 
The scatterplot results for the variable Company Size on Earnings Management also show 

a nearly linear pattern with a very small slope of the regression line and a Linear R² value of 
0.007. This indicates that the relationship between Company Size and Earnings Management is 
linear although its strength is very weak. Thus, the linearity assumption for the variable 
Company Size is acceptable in this regression analysis. 
 
Free Cash Flow 

 
Source: SPSS 25 data processing results, 2025 

Figure 4. Linearity Test Free Cash Flow 
 

The scatterplot results for the Free Cash Flow variable against Earnings Management 
show a linear pattern with a slightly decreasing fit line and a Linear R² value of 0.050. This 
indicates that the relationship between Free Cash Flow and Earnings Management is linear, 
although the strength of the relationship is quite weak. Thus, the linearity assumption for the 
Free Cash Flow variable is acceptable in this regression analysis. 
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Leverage 
  

 
Source: SPSS 25 data processing results, 2025 

Figure 5. Linearity Test Free Leverage 
 

The scatterplot results for the Leverage variable against Earnings Management show a fit 
line with a negative slope and a Linear R² value of 0.026. This suggests that leverage and 
earnings management have a weakly negative linear connection. Accordingly, the greater the 
leverage, the earnings management tends to decrease slightly, but this relationship is not very 
strong. 
 
Profitability 

 

 
Source: SPSS 25 data processing results, 2025 

Figure 5. Linearity Test Free Profitability 
From the scatterplot showing the relationship between Profitability and Earnings 

Management, a fit line with a positive slope and a Linear R² value of 0.083 is seen. This shows 
that there is a fairly weak positive linear relationship between profitability and earnings 
management, meaning that the higher the profitability, the tendency for earnings management 
to also increase slightly. 
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Multicollinearity Test 
 

Table 6. Multicollinearity Test 
Coefficientsa 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients 

t Sig. 
Collinearity Statistics 

B Std. Error Beta Tolerance VIF 
1 (Constant) -.175 .100  -1.756 .085   

Earnings Management -.008 .025 -.044 -.335 .739 .888 1.126 
Managerial Ownership .006 .003 .327 1.790 .079 .467 2.141 
Firm Size -.111 .046 -.364 -2.411 .020 .684 1.463 
Free Cash Flow -.015 .009 -.271 -1.600 .116 .541 1.848 
Leverage .119 .037 .445 3.180 .003 .795 1.258 

 
Source: SPSS 25 data processing results, 2025 

 
Based on the coefficients table with the test results for the managerial ownership VIF 

value of 2.795. The company size VIF value is 2.274. The free cash flow VIF value is 1.902. 
The leverage VIF value is 1.944 and the profitability VIF value is 3.084. The VIF values of the 
five independent variables above are between 1-10, which means that it can be concluded that 
there is no multicollinearity. 
 
Heteroscedasticity Test 

 
Source: SPSS 25 data processing results, 2025 

Figure 6. Heteroscedasticity Test 
 

The data points in the scatterplot graph are randomly distributed above and below zero on 
the Y-axis and do not form any specific pattern, according to the findings of the 
heteroscedasticity test. either a narrowing or widening pattern. This random distribution pattern 
indicates that the residual variance is constant (homoscedastic), which means that there is no 
indication of heteroscedasticity symptoms in the regression model. Thus, the classical 
assumptions regarding homoscedasticity are met and the regression model used in this study can 
be declared feasible and valid for use in hypothesis testing and drawing statistical conclusions. 
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Autocorrelation Test 
Table 7. Autocorrelation Test 

Model Summaryb 
Model R R Square Adjusted R Square Std. Error of the Estimate Durbin-Watson 
1 .470a .221 .143 .03767534 1.440 

Source: SPSS 25 data processing results, 2025 
 

Based on the results in Table 7, it is known that the Durbin-Watson (DW) test value is 
1.440. With the number of independent variables (k) and sample size (n) used in this study, the 
lower limit value (dl) is 1.3815 and the upper limit (du) is 1.7678. Because the DW value is 
between dl < DW < du (1.3815 < 1.440 < 1.7678), then according to the Durbin-Watson criteria, 
it can be concluded that the test results do not provide certainty of positive autocorrelation. This 
means that this condition is included in the indecision area. However, because the DW value is 
close to the upper limit and does not show strong autocorrelation symptoms, the regression 
model can still be considered suitable for use, although it is advisable to be careful in interpreting 
the results and consider additional tests if necessary. 
 
Test of Multiple Linear Regression 

Table 8. Test of Multiple Linear Regression 
Coefficientsa 

Model 
Unstandardized Coefficients Standardized Coefficients 

t Sig. B Std. Error Beta 
1 (Constant) -.175 .100  -1.756 .085 

Earnings Management -.008 .025 -.044 -.335 .739 
Managerial Ownership .006 .003 .327 1.790 .079 
Firm Size -.111 .046 -.364 -2.411 .020 
Free Cash Flow -.015 .009 -.271 -1.600 .116 
Leverage .119 .037 .445 3.180 .003 

a. Dependent Variable: Manajemen Laba 
Source: SPSS 25 data processing results, 2025 

 
The multiple linear regression equation above has the following meaning: 
 

𝐷𝐴 = −0,175 − 0,008	(𝑀𝑂) + 0,006	(𝐹𝑆) − 0,111(𝐹𝐶𝐹) − 0,015(𝐿𝑉)
+ 0,019(𝑃𝑅) + 𝑒 

(2) 

 
Where DA is discretionary accruals, used as a proxy for earnings management, MO is 
managerial ownership, FS is Firm size, FCF is free cash flow, LV is leverage, PR is profitability, 
and e is the error term. 
 

The constant value is -0.175, meaning that if managerial ownership company size, free 
cash flow, company size, leverage, and profitability is 0, then other earnings management is -
0.175. Value of the coefficient of managerial ownership (X1) has a value of -0.008, meaning 
that it can be interpreted that if managerial ownership increases by one unit, then earnings 
management will decrease by 0.008. when management owns more shares, they tend to prefer 
to use internal resources to fund business operations, thus decreasing earnings management. 

The value of the company size coefficient (X2) has a value of 0.006, meaning that it can 
be interpreted that if the company size increases by one unit, then profit management will 
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experience an increase of 0.006. This shows that larger companies have more resources or assets 
to influence financial statements. 

The value of the free cash flow coefficient (X3) has a value of -0.111, meaning that it can 
be interpreted that if free cash flow increases by one unit, then profit management will 
experience a decrease of 0.111. free cash flow has an effect because when a company has high 
free cash flow, the more cash flow is used. This will allow for the freedom of profit management 
to occur 

The value of the leverage coefficient (X4) has a value of -0.015, meaning that it can be 
interpreted that if leverage increases by one unit, then profit management will experience a 
decrease of 0.015. low leverage indicates that the Company has a high amount of loans to finance 
the Company, the more the company uses its debt, the lower the company's earnings 
management. 

Finally, the profitable relationship is indicated by the profitability coefficient (X5) which 
is 0.119. Earnings management must grow by 0.119 units for every unit increase in profitability. 
This indicates that companies that have more incentives or profits tend to use earnings 
management techniques. 
 
The R2 or R Square (determination coefficient test) 

The Determination Coefficient Test (R2) gauges how well the model can elucidate 
variations in the dependent variable  (Imam Ghozali, 2018). 

 
Table 9. The R2 or R Square (determination coefficient test) 

Model Summaryb 
Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .470a .221 .143 .03767534 
 

Source: SPSS 25 data processing results, 2025 
 

The level of influence caused by the variables of managerial ownership, free cash flow, 
company size, leverage, and profitability. In the Adjusted R Square column, a figure of 0.143 or 
14.3% is obtained, meaning that the Adjusted R² value is close to 1, which means that the 
independent variables, namely managerial ownership, company size, free cash flow, leverage, 
and profitability in 95% explain the dependent variable. The remainder 85.7% is explained by 
independent factors not included in this study model, such as sales growth, debt policy, net 
financing, and dividend policy. 

This research adds to the existing body of literature by enhancing comprehension of the 
functions of free cash flow and profitability in influencing earnings management, particularly 
within the context of infrastructure companies in Indonesia an area that has been relatively 
underexplored in prior research. The findings offer practical implications for companies to 
strengthen financial governance and for investors to evaluate earnings quality more critically. 

However, the study is subject to certain limitations. The analysis is restricted to a three-
year period (2020–2023) and focuses solely on infrastructure firms listed on the Indonesia Stock 
Exchange. Additionally, the study employs the Modified Jones model as the sole proxy for 
earnings management, which may not capture all dimensions of accrual-based manipulations. 
Future research is recommended to broaden the observation period, include more industry 
sectors, and utilize alternative models or proxies to improve robustness and generalizability. 
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t Test 
Table 10. t Test 

Coefficientsa 
Model Unstandardized Coefficients Standardized 

Coefficients 
t Sig. 

B Std. Error Beta 
1 (Constant) -.175 .100  -1.756 .085 

Earnings Management -.008 .025 -.044 -.335 .739 
Managerial Ownership .006 .003 .327 1.790 .079 
Firm Size -.111 .046 -.364 -2.411 .020 
Free Cash Flow -.015 .009 -.271 -1.600 .116 
Leverage .119 .037 .445 3.180 .003 

a. Dependent Variable: Earnings Management 
Source: SPSS 25 data processing results, 2025 

 
The test results indicate that the managerial ownership variable has no effect on earnings 

management, with a t-value of -0.335 0.05. Management's decision to engage in earnings 
management is unaffected by the number of shares they possess. This could happen as a result 
of corporate rules or policies that regulate how managers prepare financial reports.  

The Test findings show that the Company Size variable has no effect on earnings 
management, with a t-value of 1.790 <t table 2.00856 and a significant value of 0.079> 0.05.This 
indicates that there aren't any notable distinctions between the earnings management strategies 
of large and small businesses. While small businesses might not have much motivation to engage 
in earnings management, large corporations probably already have a stringent monitoring 
system in place.  

According to the test results, the Free Cash Flow variable has a substantial negative impact 
on earnings management, with a t-value of -2.411 < t-table 2.00856 and a significant value of 
0.020 < 0.05. This implies that a company's likelihood of engaging in earnings management 
decreases with increasing free cash flow. This may be as a result of the lack of pressure on 
businesses with strong liquidity to aggressively manage earnings. 

The Leverage variable has no effect on earnings management, according to the test results, 
with a t-value of -1.600 < t-table 2.00856 and a significant value of 0.116> 0.05. 
This demonstrates that management choices about profit management are not immediately 
impacted by the amount of debt the business owns. Creditors could be more interested in other 
factors, including operating cash flow, than accounting profit. 

The test findings show that the profitability variable has a strong positive impact on 
earnings management, with a value of 3.180 t-count> t-table 2.00856 and a significant value of 
0.003 <0.05. This implies that a company's propensity of engaging in earnings management 
increases with its level of profitability. High-profit businesses might be urged to keep up the 
profit-growth trend in order to draw in investors and keep their stock prices stable. 
 
The F Test 

Table 11. The F Test 
ANOVAa 

Model Sum of Squares df Mean Square F Sig. 
1 Regression .020 5 .004 2.842 .025b 

Residual .071 50 .001   
Total .091 55    

 
Source: SPSS 25 data processing results, 2025 
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The management of earnings is impacted by managerial ownership, free cash flow, 
company size, leverage and profitability has a calculated f value of 2.842 > 2.40 f table and has 
a 0.025 is less than the significance level of 0.05. The independent variables in this study 
influence each other together. 

 
Discussion 

The outcomes of the initial Hypothesis testing indicates that there is no appreciable 
relationship between managerial ownership and earnings management. The regression 
coefficient is -0.335 with a t-statistic of -0.335, which is lower than the t-table value of 2.00856, 
and a significance level of 0.739, which exceeds the 0.05 threshold. This suggests that an 
increase in managerial ownership does not influence earnings management practices. When 
management holds more shares, they tend to utilize internal resources more efficiently, thereby 
reducing the likelihood of earnings manipulation. This finding is consistent with 
Kusumawardana and Haryanto (2019), but contradicts the study by Avriani and Suhendra 
(2023), which found a significant effect.  

Similarly, firm size is found to have no significant effect on earnings management. The 
regression coefficient is 1.790 with a t-statistic of 1.790, which is lower than the t-table value of 
2.00856, and a significance level of 0.079. This indicates that the size of a company does not 
directly influence its tendency to engage in earnings management. Although larger firms have 
greater resources, this does not necessarily lead to manipulation of financial statements. These 
results are in line with Sriayuni and Sudrajat (2023), but differ from Kusumawardana and 
Haryanto (2019) who found a significant relationship. 

A different result is observed in the third hypothesis, where free cash flow has a 
significantly negative effect on earnings management. The regression coefficient is -2.411 with 
a t-statistic of -2.411 and a significance level of 0.020, which is below the 0.05 threshold. This 
implies that higher levels of free cash flow are associated with reduced earnings management. 
Companies with more free cash flow may experience less pressure to manipulate their financial 
reports. This finding supports the results of Fatmala and Riharjo (2021), but contrasts with 
Budianto (2023), who found no significant effect. 

Leverage, However, it doesn't significantly impact earnings management. The regression 
coefficient is -1.600 with a t-statistic of -1.600 and a significance level of 0.116. This indicates 
that the company's capital structure does not significantly influence earnings management 
behavior. High levels of debt may encourage companies to be more prudent in financial 
reporting. This finding is supported by Damayanti et al. (2024), but contradicts the results of 
Christian and Sumantri (2022), who found a significant relationship. 

In contrast, profitability is found to have a positive and significant effect on earnings 
management. The regression coefficient is 3.180 with a t-statistic of 3.180, which exceeds the t-
table value, and a significance level of 0.003. This implies that companies with higher profits 
are more inclined to manipulate their earnings management, possibly to maintain favorable 
perceptions among investors and stakeholders. This result is consistent with Sriayuni and 
Sudrajat (2023), but not with Damayanti et al. (2024). 

Simultaneously, the five independent variables managerial ownership, firm size, free cash 
flow, leverage, and profitability are found to significantly affect earnings management. The F-
statistic is 2.842, which is greater than the F-table value of 2.40, with a significance level of 
0.025. This indicates that these variables collectively explain variations in earnings management 
practices among the companies studied. 
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CONCLUSION 
 

Based on the results of statistical tests and discussions, several It is possible to draw 
conclusions. First, managerial ownership does not have a significant effect on earnings 
management, as indicated by a t value of -0.335 (0.739 > 0.05), so H1 is rejected. Second, 
company size also does not show a significant effect on earnings management, with a t value of 
1.790 (0.079 > 0.05), so H2 is rejected. Third, free cash flow has a negative and significant effect 
on earnings management, as evidenced by a t value of -2.411 (0.020 < 0.05), which supports 
H3. These findings imply that higher levels of free cash flow are associated with reduced 
earnings management practices. Fourth, leverage does not significantly affect earnings 
management, indicated by a t value of -1.600 (0.116 > 0.05), so H4 is rejected. Fifth, profitability 
has a positive and significant effect on earnings management, with a t value of 3.180 (0.003 
<0.05), thus H5 is accepted. Finally, the simultaneous F test shows that all independent variables, 
managerial ownership, free cash flow, firm size, leverage, and profitability collectively affect 
earnings management, as indicated by the F value of 2.842 (0.025 <0.05), thus supporting H6. 

This research adds to the body of literature by expanding the understanding of the role of 
free cash flow and profitability in influencing earnings management, particularly in the context 
of infrastructure companies in Indonesia, an area that has been relatively under-explored in 
previous studies. These findings offer practical implications for companies to strengthen 
financial governance and for investors to evaluate earnings quality more critically. 

However, this study is subject to certain limitations. The analysis is limited to a three-year 
period (2020–2023) and focuses only on infrastructure companies listed on the Indonesia Stock 
Exchange. In addition, this study uses the modified Jones model as the only proxy for earnings 
management, which may not capture all dimensions of accrual-based manipulation. Future 
research is advised to expand the observation period, cover more industry sectors, and utilize 
alternative models or proxies to improve robustness and generalizability. 

 
RECOMMENDATIONS 

 
Investors intending to invest in company stocks are advised to carefully examine the 

company’s financial statements and assess all potential risks that may arise in the future. 
In terms of Free Cash Flow, companies with high cash flow levels should pay greater 

attention to identifying ineffective earnings management practices. This can be achieved by 
ensuring transparency in the use of free cash flow, such as for long-term investments, dividend 
distribution, or share repurchases. In terms of Profitability, companies should maintain the 
integrity of their financial reporting and ensure that reported earnings accurately reflect actual 
performance. Companies are also encouraged to focus on sustainable growth and ensure that 
earnings practices support long-term objectives. 

Companies are expected to implement sound financial management strategies to 
maximize profits by reducing unnecessary costs and improving financial reporting performance, 
thereby supporting profitable investment activities. Future researchers are encouraged to expand 
the research sample by increasing the number of companies and infrastructure sub-sectors 
analyzed, while also considering earnings management indicators to establish more precise 
research criteria. Additional variables that may influence earnings management such as sales 
growth, debt policy, net financing, and dividend policy should be incorporated to enrich the 
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analysis. Furthermore, researchers are advised to explore alternative proxies for earnings 
management beyond the Modified Jones model, such as the Conditional Revenue Model 
proposed by Stubben using discretionary revenue (DR). Extending the research period and 
utilizing the most recent data is also recommended to improve the relevance and accuracy of 
future findings. 
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