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Deferred Tax Assets and Deferred Tax Expense
Against Tax Planning Profit Management

Warsono
Faculty of Economics and Business, University of Pancasila

Abstract

The purpose of this study is to examine the probability of earnings management performed
by Property and Real Estate companies listed in Indonesia Stock Exchange (BEI) in the
period 2011-2015. How to do the management to influence the accounting numbers
can be either profit management through deferred tax assets, deferred tax expense and
tax planning in the financial statements. This paper examines the effect of deferred tax
assets deferred tax burden, and tax planning to earnings management conducted by
the company. Data of the research is to use secondary data from company financial
statements that were downloaded from the official website of Indonesia Stock Exchange.
Using sampling technique is performed by purposive sampling.The study population
is the Property and Real Estate companies listed in Indonesia Stock Exchange in the
period 2011-2015. The study take sample as many as 34 companies Property and Real
Estate in the Stock Exchange in 2011-2015. Hypothesis testing uses multiple regressions
with SPSS software version 22 o'clock. The result shows that the Deferred Tax Assets
positive and significant effect on earnings management; while deferred tax expense and
tax planning significant negative effect on earnings management.

Keywords: Assets, Deferred Tax Expense, Tax Planning, Profit Management

Introduction

Information profit as stated in the Statement of Financial
Accounting Concept (SFAC) No. 2 has primary been a key element in the
financial statements and very important, to make the management tried

to make earnings management so that the company’s performance look
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good by external parties. Managers tend to favor earnings management
policy by controlling the accrual transaction. Mulford and Comiskey
(2010) defined as the manipulation of accounting earnings management
with the aim of creating the company’s performance in order to look better
than it actually is (Dhamija, 2017). Earnings management can occur for
the preparation of financial statements using accrual basis provides an
opportunity for managers to issue accounting considerations which will
impact on reported earnings (Gao, 2017; Chiwamit, 2017; Meiseberg,
2017). In this case the revenue can be manipulated through discretionary
accruals (Gumanti, 2000). Accrual earnings management can be measured
by discretionary accrual models with modified Jones modified by Kothari
et al. (2005) which was later defined by Tucker and Zarowin (2005).
Discretionary accruals is a model that is used by management to practice
leveling profit, while according Syahril (2016) emerged from earnings
accrual management accounting (accrual) as tesa with anti tesa earnings
management as accrual management childbirth.

Managers who rely on accrual earnings managementalone will be at
risk if the realization of the end of the year the deficit between income that
is not manipulated by the desired profit target exceeds the amount allowed
to manipulate accruals after the end of the fiscal period (Roychowdhury,
2006; Gianni, 2017; Brown, 2017; Bettinazzi, 2017). Profit targets are
not achieved are considered managers do not have a good performance,
so the opportunity to get compensation will be lost even can lead to the
dismissal of manager. View of agency theory that the separation between
the principal and the agent that causes the appearance of potential conflict
that could affect the quality of reported earnings (Rehman, 2017). Intent
with principals in the agency theory is that the shareholders or owners of
the facilities and funds for the needs of the company’s operations while
the agent is a management company that has the obligation to manage as

it has been entrusted to him by Sanjaya principal and Sulistyanto (2004).
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Positive accounting theory predicts such actions related to the
accounting policy choice by the manager of the company and how the
manager’s response to a proposed new accounting standard Scott (2003).
According to Watts and Zimmerman (1990), positive accounting theory
that seeks to explain the observed phenomenon of accounting based on
the reasons that led to the occurrence of an event. Ghozali and Chariri
(2011) states that the stakeholder theory the company is not an entity that
only operates for its own account but must provide benefits to stakeholders
(shareholders, creditors, customers, suppliers, government, community,
corporate analysts, and other parties. Gray et al (1995) states that the
company’s survival depends on the support of stakeholders. According to
Waluyo (2014), the deferred tax assets (deferred tax asset) is the amount of
income tax recoverable (recovered) in future periods as a result of deductible
temporary differences and the rest of the losses can be compensated.

PSAK No. 46 mentioned that if the taxable temporary differences
are not adequately dealing with the departments of taxation are the same
and the company, the deferred tax assets are recognized to the extent it
is probable the company has taxable income sufficient relating to service
tax and the same company in the same period, as opposed to temporary
differences deductible. Burgstahler, et al. (2002) examined the effect of
deferred tax assets on earnings management during 1993-1998 to 482
companies. The results showed that the deferred tax asset has a significant
influence on earnings management. Research Frank and Rego (20006)
examined 2,243 companies to determine the effect of deferred tax assets on
earnings management during the years 1993-2002. The results showed that
the deferred tax asset has a significant influence on earnings management
(Dewi and Fenny, 2011).

Managers utilize deferred tax assets in the commercial financial

statements to earnings management, so this may impact on the financial

Vol. 2 No. 2, May - August 2017
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statements of the fiscal (Widiastuti and Chusniah, 2011).Various studies
on the deferred tax asset with a causal design, as described above gives
different results. Likewise, Singkianti study (2015) that uses the construct
of the influence of the deferred tax asset or assets to earnings management.
The research results confirm that the deferred tax assets do not have a
significant effect on earnings management. Study with similar results was
also done by Arista (2013). Waluyo (2014) states that the deferred tax
expense is the amount of expense (income) Deferred tax arising from the
recognition of deferred tax liabilities or assets. While according Phillips,
et al. (2003), the deferred tax expense is expense arising from temporary
differences between accounting profit. Phillips et.al (2003) found that
the deferred tax expense can be used to predict the earnings management
practices by management. Meanwhile, according to the manager as the
manager of the company will maximize corporate profits led to the process
of maximizing their interests at the expense of the owner of the company.
This may occur because the manager has information not owned by the
owner of the company (Yuliana, 2008; Dickinson, 2017; Kianto, 2017).
Net deferred liabilities obtained from the difference between
deferred tax liabilities to deferred tax assets according to Jamaluddin, et
al (2008). Suandy (2008) revealed that if in the future there will be a
larger payout, based on GAAP to be recognized as a liability. Agoes and
Trisnawati (2007) revealed that this deferred tax liability occurs when
the fiscal reconciliation in the form of a negative correction, where the
commercial accounting income greater than fiscal accounting and
expenditure in accordance with commercial accounting smaller than the
fiscal accounting. Yulianti (2005), Abdul Rafay and Mobeen Ajmal (2014),
Justice and Praptoyo (2015) find empirical evidence that the deferred tax
expense had a significant positive correlation with the probability of the

company to manage earnings. Philip et al. (2003), Yulianti (2005) and
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Yana Ulfa (2013) conducted tests on deferred tax expense in identifying
earnings management.

Yin and Cheng (2004) argues that the company’s efforts to
minimize tax payments are limited by tax planning. Plan Tax is one form of
tax management functions in an effort to to save tax legally (Ompusunggu,
2011), while by Erly Suandy (2011), argue as follows: “Tax planning
is a systematic analysis of various different tax election, which aims to
minimize liabilities in the current year for the coming period”. In general,
tax planning (tax planning) refers to the reverse process and transaction
business taxpayer that the tax debt is in a minimal amount, but still within
the framework of tax regulations. Sumomba and Hutomo (2012) in his
research drew the conclusion that tax planning can be used to detect earnings
management, it is because management has always been to respond to
changes in tax rates, both the increase in tax rates or reduction in tax rates
that are considered by management as an opportunity “gold” to give profit
for the company either in the period and future periods. Relate research,
such as Anggreani (2013), states tax planning significant effect on earnings
management, due to the tax planning used by companies to minimize tax
payments so that enterprises receive tax advantages. Similarly, according
to Ulfa (2013), the positive effect of tax planning, tax planning means
that the higher the more likely companies conduct earnings management.

A phenomenon that occurs late in the property and real estate
business is very interesting to observe as the 2008 global financial crisis, as
quoted by Suherman starting from the United States due to the subprime
mortgages spread throughout the world who also have an impact on the
business of Real Estate Property and Indonesia. However this did not
dampen the development of the Property and Real Estate business to
continue to expand. Expansion Property and Real Estate business of the

post-crisis years 2003 to 2008 continues to increase, Property and Real
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Estate in 2009 the government will make a breakthrough policy to open
a wider access for foreign investors to get into the property business in
Indonesia. Manager requires judgment and estimates related to future value
in the financial statements. Rate and these estimates provide flexibility to
the manager in preparing the financial report that regulated under SFAS
No. 1 for the preparation of accrual-based financial statements (accrual
basic). The flexibility provided gives room for managers to manage
earnings. SFAS No. 46 gives freedom to the management in determining
accounting policy choice in determining the amount of provisioning
expenses/ deferred tax income. Backup expenses/ deferred income taxes are
the result of differences between the recognition of accounting standards
with the tax regulations. Implications of SFAS No. 46 associated with
earnings management issue has not been empirically tested in Indonesia.
It is in turn necessary to question of whether deferred tax assets, deferred
tax expense and tax planning effect on earnings management employed
by the company. Based on the previous studies, the authors put forward
the hypothesis that the deferred tax assets, deferred tax burden, and tax
planning has a significant influence on earnings management. Deferred
tax assets, deferred tax expense and tax planning will provide positive

implications for reduction of accrual earnings management.
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Designing Profit Management

X1 = Tax Assets

deferred \

X2 =Tax >

Burden

Y = Profit
Management

X3 = Planning
Tax

Based onthe characteristics of the problem and the data, this type
of research had applied quantitative research methods and the research
design causality, emphasizing on management accrual earnings by relying
on proxy discretionary accruals, discretionary accrual of this study using
the modified Jones modified by Kothari et al. (2005). Population of this
research is company property sector of the manufacturing sector and
real estate listed on the Stock Exchange over the period 2011-2015. The
samples used were industrial sector manufacturing companies and real
estate properties that have met the criteria set by the researchers. The
sampling method used was purposive sampling.

Deferred Tax Asser (X1), according to Waluyo (2014) states that
the deferred tax assets (deferred tax asset) is the amount of income tax
recoverable (recovered) in future periods as a result of deductible temporary
differences and the rest of the losses can be compensated.In this study as a
deferred asset meansured independent variables to changes in the value of
deferred tax assets at end of period t to t-1 divided by the value deferred

tax assets at end of period t.:

Vol. 2 No. 2, May - August 2017
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ADeferred Tax Asset i,

DTA;; =
™ Asset Deferred Taxt

Deferred Tax Expense (X2), according to Phillips, et al. (2003), the deferred
tax expense is expense arising from temporary differences between
accounting profit (ie profit in the financial statements for the benefit
of external parties) taxable income (income that is used as the basis for
calculating tax). Deferred tax expense uses weighting indicator deferred
tax expense by total assets or total assets. Weighting deferred tax expense
by total assets at period t-1 to obtain the value that is calculated by
proportional. Based on Phillips findings (2003), in this study, a deferred
asset had been measured with independent variables to changes in the
value of deferred tax assets at end of period t to t-1 divided by the value
deferred tax assets at end of period t.:

DTE,,
TAj; 1

DTE;, =

Information:
DTEit = deferred tax expense of firm i in year t

Tai, t-1 = Total assets of company i in year t-1.

Tax Planning (X3), is a strategy undertaken by the company to
minimize the tax burden in the year to walk or in the coming year in order
to reduce the burden of taxes to be paid, but still within the framework
of tax regulations. Measurement of Tax Planning can be done by the

following formula according to Wijaya and Martani (2011):
Information:

> '(TP..PTI - CTE)/4

TAX PLAN
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TAX PLAN  :Tax Planning

PTI : Pre-tax income (Earnings before taxes)

CTE : Current portion of total tax expence (Now the tax burden)
TP : The tax rate

TA : Total assets

Profit Management (Y), this study uses a modified discretionary
accrual by Jones modified by Kothari et al. (2005); it have widely been used
in studies of accounting due to its model in detecting earnings management
and provide the most robust results. Similarly, aggregate accruals-based
earnings management to another, this model uses discretionary accruals as

a proxy fOI‘ earnings management.

Tacit = a0 (1 / Assetit-1) + B1 [(ASalesit - ARecit) / Assetit-1] + B2
(PPEit / Assetit-1) + B3 ROAit-1 + &it

Information:

tacit = Total accruals for firm i in year t

Assetit-1 = Logarithm of total assets of the company i in year t-1

ASalesit = Changes in sales of firm i in year t to the year t-1

AARecit = Changes in trade receivables firm i in year t to the year t-1

PPEit = Value of fixed assets on a firm i in year t

ROAit-1 = Ratio Return on Assets in firm i in year t-1

AB1B2 = Estimated non-discretionary accruals

€1t = CITOr term

Total accruals on the model derived from the calculation:

tacit = Operating Incomeit - CFOit

Information:

TACit = Total accruals for firm i in year t

CFOit = Logarithm of total assets of the company i in year t-1

Vol. 2 No. 2, May - August 2017
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Non Discretionary Accrual NDAC) is the predicted value or a fitted value
of the above models, and Discretionary Accrual (DAC) is the difference
of total Accrual (TAC) with Non Discretionary Accrual (NDAC). Here is

the calculation:

DACit = TACit - NDACit

Information:

DACit = Discretionary Accrual firm i in year t
TACit = Total accruals for firm i in year t
NDACit = Non Discretionary Accrual i in year t

Types and sources of data used in this study using secondary
data types and sources. Secondary data used in the form of financial
statements of companies manufacturing sector and Real Estate Property
went public and listed on the Stock Exchange in the year 2011-2015 has
been published. Testing the hypothesis in this study using multiple linear

regression. Linear regression model equation used is as follows:

Y =a+B1X1 + p2X2 + B3X3 + e

The population used in this study is the industrial sector
manufacturing companies Property and real estate listed on the Stock
Exchange in the period 2011 - 2015, with a total population of 34
companies. The sample size amounts to 34 companies for 5 years so that

data is processed amounted to 104 data.

Each Variable Significantly

Testing the hypothesis in this study uses linear regression analysis.
Hypothesis test in this study aims to examine the effect of variable deferred
tax assets, deferred tax expense and tax planning to earnings management

by using multiple linear regression and the results are shown in Table 1.

Vol. 2 No. 2, May - August 2017



Deferred Tax Assets and Deferred Tax Expense 209

Table 1 shows the significance of each independent variable in influencing
the dependent variable. The significant value of each variable compared to
the alpha level of 5% (a = 0.05). If the value of the significance of each
variable below 0.05 the independent variable on the probability of the

dependent variable occur.

Table 1. Hypothesis Test Results

Coefhicientsa
Coeffici
Model octhetents standardized
unstandardized . T Sig.
B Coefhicients
Std. Error beta

1 (Constant) 27 325 473 5806 .000
APT 1,482 225 .033 2393 .005
CPM -161 484 27 564 -.495 -5858 .000
TP -1714 .000 -.220 -2603 .011

a. Dependent Variable: EM
Source: Data processed

Table 1 shows the significant value of each variable in the test
Statistics. Test each linear regression coeflicient as follows: the coefficient
variable load deferred tax assets and a significant positive effect. Variable
deferred tax expense a significant negative effect. Variable tax planning has
no significant negative effect. The regression equation formed from this

study is:
EM =27.325 + 1,482 DTE t APT- 161.484 - 1.714 TP

Effect of Variable against Each Profit Management

This research is the study of earnings management and usefinancial
variables such as deferred tax assets, deferred tax expense, tax planning.
This study was conducted using 34 manufacturing company property and

real estate sector into the sample through purposive sampling techniques.

Vol. 2 No. 2, May - August 2017
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This study covers the period 2011 to 2015 (5 years). Hypothesis testing is
done by using multiple linear regression. A summary result of hypothesis

testing that has been done is stated in Table 2.

Table 2. Summary of Results of Testing Hypotheses

No. Hypothesis result

1 [Acetate Deferred tax effect on earnings Support
management

2 |Deferred Tax Expense effect on earnings Support
management

3 | Tax Planning effect on earnings management Support

Source: Data processed

Hacyl hypothesis testing indicates that the deferred tax expense
and a significant negative effect on earnings management. The existence
of IAS 46 which regulates the company’s deferred tax does not guarantee
not to perform earnings management. Deferred tax expense arisen from
temporary differences between accounting income with taxable profit. The
difference between the accounting and fiscal financial statements resulting
in the preparation of financial statements, accounting standards give more
flexibility for managers to determine the methods and estimates than
allowed under the tax. This makes managers take advantage of gaps to
manipulate the amount of deferred tax expense owned (Yulianti, 2005).
The large amount of deferred tax expense reduces corporate profits, thereby
takes effect on the amount of tax to be paid.

Based on this fact, the planning had been done through two
mechanisms to get the lower of the profit before tax. If the company
acquires revenue/ huge revenue it will generate big profits. With this
condition, the company will make tax planning are greater. Companies

with a payment they will tend to seek a decrease in the value of corporate

Vol. 2 No. 2, May - August 2017
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profits through discreonary accrual. Put it simply when planning increases,
the company will reduce the value discreonary which is a proxy of earnings

management, therefore it take the negative effect of tax planning.

Conclusion

Based on analysis of the three hypotheses testing, it concludes
that deferred tax assets and take a significant positive effect on earnings
management by the company manufacturing industry sector property
and real estate listed on the Stock Exchange; deferred tax expense and
take a significant negative effect on earnings management by the company
manufacturing industry sector property and real estate listed on the Stock
Exchange; Tax Planning and take significant negative effect on earnings
management by the company manufacturingindustry sector property and
real estate listed on the Stock Exchange.

The results also supported by the phenomena that earnings
management practices are commonplace in a way to minimize income
through deferred tax expense and recognition of income or expense to shift
the tax planning to avoid taxes. Some of the limitations contained in this
study are: first, the study examined only one sector within manufacturing
companies namely property and real estate sector. Second, the study
period was limited to 5 years, from 2011 to 2015. Based on some of the
limitations in this study, the research will be expected to use other types
of industry to determine the effect of the variables studied in other types
broader industry; extending the period of study in order to obtain the
possibility of other studies are limited in this study due to its short period

of research.

Vol. 2 No. 2, May - August 2017
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