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Abstract 

 

This study aims to determine the effect of tax planning, profit growth and firm size on earnings quality 

and also to test the effect of tax planning as moderating variable to influence of profit growth, size and 

earnings quality. It uses secondary data of Indonesian listed manufacturing companies. It shows that profit 

growth directly affects earnings quality and firm size does not affect earnings quality, but after being 

moderated by tax planning the size of the company has a significant effect on earnings quality. It adds 

understanding in assessing earnings quality with the influence of tax planning so that it can be used as a 

decision-making consideration. The more often companies do tax planning, the company will reduce the 

quality of earnings. 
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Introduction 

 

The capital market is one of the important 

components in the world economy today so that 

many companies use the capital market as an effort to 

attract investors to invest to strengthen their financial 

position. The capital market will be optimal if the 

capital market is efficient, capital market efficiency is 

seen from the price of securities in the relevant in-

formation available in the public, namely the financial 

statements. Financial reports issued by the company 

are information tools that reflect the condition of the 

company for the basis of decision making. Part of the 

financial statements that get much more attention is 

information about company profits. Profit information 

is considered able to describe the condition of the 

company and predict investment risks in decision 

making (Imroatussolihah, 2013; Shiri, Vaghfi, 

Soltani, & Esmaeli, 2012). 

Quality accounting income is accounting profit 

that has little or no perception disruption and can 

reflect actual company performance. Information 

published by the company will give a signal to 

investors in making investment decisions (Mahjoub 

& Khamoussi, 2013). The signal given will give a 

response that will give a varied response, the strength 

of the response is reflected in the value of earnings 

response coefficient (ERC). If investors have the opi-

nion that the information has a high level of trust, 

investors will respond strongly to the information. 

Conversely, if the investor's response is low then the 

information has doubtful quality (Dyreng, Jacob, 

Jiang, & Müller, 2019). 

Indonesia is one of the developing countries, 

therefore the government needs a source of revenue 

that is large enough to finance its expenses. Tax is one 

of the sources of state revenue for financing develop-

ment, so the government applies tax rules through 

other tax laws and regulations to maximize tax 

revenue. For companies, tax is a burden that must be 

paid to the state and can reduce the company's net 

income. Therefore, to reduce the corporate tax 

burden, many companies do tax management so that 

matters related to tax can be managed properly, 

efficiently and effectively so as to provide maximum 

contribution to the company. One form of business 

carried out in tax management is tax planning 

(Dyreng & Markle, 2016). 

Tax planning is part of tax management and is 

the first step in tax management. states that tax 

planning is the process of organizing a taxpayer's 

business or a group of taxpayers so that tax, income 

tax and other tax liabilities are at a minimum. Tax 

planning is carried out through careful analysis and 

utilization or opportunity in the regulatory provisions 

made by the government or in other words tax plan-

ning is done by utilizing differences in tax rates, 

differences in treatment of tax objects as a basis for 

tax imposition (Mangonting, 1999). Basically the 

motivation or purpose of a company to do tax 

planning is to minimize the corporate tax burden that 

must be paid so that the company can maximize profit 

after tax (Wahab & Holland, 2012; Armstrong, 

Blouin, & Larcker, 2012). 

This study will examine the effect of profit 

growth and firm size on earnings quality and tax 
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planning as a moderating variable on manufacturing 

companies listed on the Indonesia Stock Exchange 

(IDX). The measurement of tax planning uses the 

Cash Effective Tax Rate (Cash ETR) model deve-

loped by Dyreng, Hanlon, and Maydew (2008). 

Dyreng et al. (2008) uses Cash ETR because it can 

describe tax avoidance activities and is not affected by 

changes in estimates such as tax assessment or 

protection allowances. This study uses tax planning as 

a moderating variable because previous research only 

find the direct effect on tax planning and earning 

quality. Therefore, this research will investigate the 

moderating effect of tax planning to earnings quality. 

Researcher use manufacturing company, because the 

manufacturing industry still provides the largest 

contribution to tax revenue. The contribution of 

manufacturing industry for taxes reaches 224.95 

trillion Rupiah in 2017 and on 2018 the manu-

facturing sector reached 251.03 trillion Rupiah with a 

growth of 11.3% (CNN, 2018).  

Several previous studies have examined the 

effect of earnings growth on earnings quality. How-

ever, not many have connected with tax planning, 

therefore this research use tax planning as a mode-

ration so that it can see whether tax planning can 

strengthen or weaken the influence of profit growth 

on earnings quality. Based on the background, the 

formulation of the problem in this study are: Does 

profit growth, company size have affect on earnings 

quality? And does tax planning moderate the effect of 

earnings growth and firms on earnings quality? 
 

Signaling Theory 
 

The originator of signaling theory is Ross (1977) 

stating that corporate executives who have better 

information about the company than potential inves-

tors will be encouraged to convey company informa-

tion so that the stock price increases. Signal theory 

should be able to reflect the relationship between 

current accounting data to predict future earnings 

changes. A good relationship between principal 

(employer) and ageint (company management) will 

continue if the principal is satisfied with the perfor-

mance of the agent and the receiver of the signal can 

also interpret the company's signal as a positive sig-

nal. 

Signaling theory states that investment expen-

diture provides a positive signal about the company's 

growth in the future, thus increasing the stock price as 

an indicator of the value of the company. Signal 

theory also explains why companies provide infor-

mation on financial statements to external parties. The 

company as the party that knows the condition of the 

company so that investors give low value to the 

company. Therefore, in order to minimize informa-

tion imbalances (information asymmetry), companies 

openly disclose information about the company's 

prospects. One way to convey a positive signal to 

investors is that management conducts tax planning 

so that the value of the company rises. Because the 

value of the company is considered good if the stock 

price tends to increase in each period (Mohd Radzi, 

Islam, & Ibrahim, 2011). 
Information is expected to be able to convince 

external parties regarding the profit presented. Espe-
cially for those who do not understand the financial 
statements can take advantage of financial informa-
tion in measuring company prospects. For example, 
companies experience high profit growth, so investors 
will give a strong response to the company because 
they are considered able to provide benefits in the 
future. This can make outsiders believe that the profit 
presented is correct according to the company's per-
formance rather than solely engineered to increase 
profits in order to provide a positive signal to external 
parties to influence decisions that will affect the 
increase in share ownership. Likewise with the size of 
the company, the larger the size of the company, the 
more it is known by the community, the easier it is to 
get information about the company. 

According to Jensen and Meckling (1976) 

example of agency relationship is a contract where the 

owner (principal) authorizes management (agent) to 

make the best decision for the principal. Other 

explanation of agency theory by Herrmann and Inoue 

(1996) is a relationship or contract between the prin-

cipal and agent where it is assumed that each indi-

vidual is solely motivated by the interests of himself 

so that it creates a conflict of interest between the 

principal and agent. The relationship between prin-

cipal and agent can affect the condition of information 

imbalance (information asymmetry) because the 

agent is more aware of the condition of the company 

compared to the principal. 

Information asymmetry can encourage agents to 

fulfill their interests by manipulating information to 

suit the principal's wishes. Agency conflicts can result 

in the nature of management reporting profit in an 

opportunistic manner to maximize personal interests. 

Herrmann and Inoue (1996) stated that with agency 

theory there is a difference in reporting between 

commercial income and fiscal profit that can cause a 

conflict of interest for management in reporting 

company activities or performance. Management will 

report high profit in financial statements to obtain 

compensation or related to debt contract regulations. 

Tax planning activities can be done with an explicit 
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tax reduction. Tax planning creates opportunities for 

agents to cover up bad information that can mislead 

investors. If this is done it will result in a decrease in 

the quality of the company's earnings. 

 

Tax Planning 

 

Wahab and Holland (2012) states that tax plan-

ning is a capacity that is owned by taxpayers to 

compile financial activities to get a minimum tax 

expense. Tax planning is known as an effective tax 

planning through tax avoidance procedures in accor-

dance with the Tax Law. Hong and Smart (2010) 

states that tax planning is a structuring action that is 

related to the consequences of potential tax which is 

the pressure to control every transaction that has to do 

with corporate tax. The aim is to streamline the 

amount of tax transferred to the government through 

so-called tax avoidance and not tax smuggling which 

is a fiscal crime that cannot be tolerated. The general 

purpose of tax planning is to minimize the amount 

and total tax owed by a legal taxpayer. In addition, it 

is also used to meet the company's targets for the 

completion of tax obligations based on the correct, 

complete and timely tax planning method and also 

refers to the applicable Tax Law, so that adminis-

trative sanctions can be avoided in the form of in-

terest, fines, tax increases or criminal sanctions. The 

motivation of tax planning in general to maximize 

profit after tax by utilizing opportunities or oppor-

tunities in the regulatory provisions made by the 

government to provide different treatment of tax 

objects as a basis for tax imposition (Feller & Schanz, 

2015). 
 

Profit Quality 
 

The strength of market response to earnings 

information is measured using earnings response 

coefficient (ERC). A high ERC indicates reported 

quality earnings. According to Erickson, Hanlon, and 

Maydew (2004) and Kurniawati (2014) there are 

three things that need to be known in earnings quality: 

(1) the quality of earnings depends on information re-

levant to decision making; (2) the quality of earnings 

is seen from the profit figures in the financial 

statements whether the earnings information describes 

the company's financial performance; (3) the quality 

of earnings can be the basis for decision making. 

Separation of ownership between management 

and owner causes conflict in the control and manage-

ment of the company which results in the manager 

acting not according to the owner's wishes. This 

conflict because manager tends to want to gain profit 

even at the expense of the interests of the owner. 

However, the manager also does not want to disap-

point the owner so that the manager manipulates to 

meet the target of the owner. The manipulated profit 

cannot show the actual profit, resulting in decreased 

profit quality. 

 

Profit Growth 

 

Profit growth was calculated by reducing net 

income this year with last year's net profit, then 

dividing the net income last year. Profit growth is an 

increase or decrease in earnings per year expressed in 

percentages. Profit growth affects the quality of 

earnings, because if the company has a chance to 

grow, it is considered that the performance of the 

company is in good condition. So, the higher the 

opportunity for a company to grow, the higher the 

quality of its profits, so that an increase in profits will 

be responded positively by investors (Luqman & 

Shahzad, 2012; Sun & Rath, 2008). 

 

Company Size 
 

According to Siregar and Utama (2008) if the 

size of the company gets bigger then the information 

provided by the company to investors can help in 

making investment decisions in the company. Large 

companies have relatively large growth opportunities 

compared to small companies, so the return on large-

scale companies is higher than the rate of return in 

small companies. Therefore, investors will tend to 

believe in large companies compared to small 

companies with the hope of large profits. Size of the 

company showed the stability of the company to carry 

out economic activities of the company. If the size of 

the company gets bigger then it can be the center of 

attention of the government and will lead to a ten-

dency whether the company obeys taxes or avoids 

taxes. Thus, the quality of the company's financial 

statements must be reliable, free from profit manipu-

lation because it can obscure the information 

available, especially related to shrinking the profits of 

the company with the aim of minimizing taxable 

income that makes the corporate tax paid also small 

(Kim & Byun, 2010). 
 

Classification of Moderation Variables 
 

According to Deng et al. (2015) and Martínez, 

Saulo, Escobar, and Leao (2017) moderation variable 

is a variable that is to strengthen or weaken the 

influence of independent variables on the dependent 

variable. One characteristic of the moderating variable 
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is that it is not influenced by the independent variable. 

In choosing a moderating variable a relationship 

model is based on the results of thought and theore-

tical or rational considerations, whether the variable 

allows to be used as a moderating variable or not. The 

benefit of giving moderation variables is to be able to 

specify for whom and under what conditions the 

relationship model can be applied. In addition, to 

explain the differential effect of independent varia-

bles. Moderation variables do not correlate with 

independent variables but interact with independent 

variables. Moderation variables can be classified into 

four types namely: 

 
Table 1 

Type of Moderation Variable 
 

Moderation 

Variable 

Direct Relationship 

(independent → 

dependent) 

With 

Moderation 

Variables 

Pure Moderator Not significant Significant 

Quasi 

Moderator 

Significant 

 

Not 

Significant 

Prediktor 

Moderator 

Significant 

 

Not 

significant 

Homologister 

Moderator 

Not significant Significant 

Source: Martínez et al., 2017 

 

 

 

 

 

 

 

 

 

 

 

 
Figure 1. The conceptual research framework 

 

Effect of Profit Growth on Earnings Quality. 

 

Research by Gravelle (2015), Ismail and 

Weetman (2008) found a positive relationship 

between earnings growth and earnings quality. 

Companies with high growth rates provide high 

returns for investors in the future, thus encouraging 

management to report high profits to meet investor 

expectations by manipulating profits which results in 

lower earnings quality. Manipulation carried out by 

management is used to improve the assessment of 

company performance, thus giving the assumption 

that the company's performance is very good because 

it can increase profits every period. Some research 

found same result that profit growth affects the quality 

of earnings because if the company has a chance to 

grow, it is considered that the company's performance 

is in good condition. Investors can provide a strong 

response to companies that generate high profits 

because they are considered able to provide benefits 

in the future. So, the higher the chance that the 

company will grow and develop, the higher the profit 

quality will be so that an increase in profit will be 

responded positively by investors. Companies that 

have good profit growth profit growth will be 

candidates for investors to invest. According to Lai 

and Tam (2007), Tseng and Lai (2007) states that 

earnings growth has a significant effect on earnings 

quality and has a positive coefficient that shows a 

unidirectional relationship.Based on the description 

can be formulated hypotheses: 

H1: Profit growth affects positively earnings quality. 
 

Effect of Company Size on Earnings Quality 
 

Some research showed that a company has a 
large total assets and is classified as a large-sized 
company that easily has access to funding sources and 
has a good level of financial performance, but it is not 
necessarily guarantee that the quality generated is 
high. This is because the company is relatively large 
as well, because the infrastructure of large companies, 
the costs incurred for operations are also large 
(Dyreng & Markle, 2016; Zeng, 2010). Then the 
profits of large companies usually settle on the main 
posts such as inventory and merchandise so that they 
appear to have high profits but have not guaranteed 
the quality of profits generated because the profits 
generated are still in the form of inventory and 
receivables that have not been received in cash 
(Hassan, 2012). Other research by Klingenberg, 
Timberlake, Geurts, and Brown (2013) states that if 
the size of the company gets bigger then the 
information provided by the company to investors can 
help in making investment decisions. Size of a large 
company has a relatively large growth opportunity 
compared to a small company, so that the rate of 
return of shares with large company size is higher 
than the rate of return of small companies. Therefore, 
investors will tend to believe in large companies 
compared to small companies with the hope of large 
profits and other research shows that firm size has a 
significant effect on earnings quality and has a 
positive coefficient (Prasad, Rogoff, Wei, & Kose, 
2003).Based on the description can be formulated 
hypotheses: 
H2: Company size affects positively earning quality. 

Profit 
Growth 

Company 

Size 

Tax 

Planning 

Earning 

quality 

H1 

H2 

H3 

H4 
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Tax Planning Moderates the Effect of Profit Growth 

on Earning Quality 
 

Earnings growth is an increase or decrease in 

earnings per year expressed in percentages. Profit 

growth affects the quality of earnings because if the 

company has a chance to grow, it is considered that 

the performance of the company is in good condition 

(Armstrong et al., 2012). The company experiences 

profit growth, so investors will give a strong response 

to the company because the company is considered 

capable of providing benefits for the future. So, the 

higher the profit will be responded positively by 

investors. Companies that have good profit growth 

will be strong candidates for investors (Rydqvist, 

Schwartz, & Spizman, 2014). 

According to Dyreng et al. (2019) states that 

profit growth has a significant effect on earnings 

quality and has a positive coefficient that shows a 

direct relationship. Profit growth is related to tax plan-

ning, that is if the company experiences high profit 

growth, then the corporate tax burden is also high, 

thereby reducing the company's profit and the 

obligation to pay high corporate taxes. Therefore, 

management will use various ways to achieve profit 

targets. Tax planning and earnings management are 

related to each other because both aim to achieve 

profit targets by engineering the company's profit 

numbers. If carried out by management, the published 

profit does not reflect actual profit and can mislead 

investors in decision making (Blouin, 2014; Mgam-

mal, Bardai, & Ku Ismail, 2018). Based on the 

description can be formulated hypotheses: 

H3: Tax planning moderates the effect of profit growth 

on earnings quality. 

 

Tax Planning Moderates the Effect of Company 

Size on Profit Quality 
 

According to Siregar and Utama (2008) states 

that if the size of the company gets bigger then the 

information provided by the company to investors can 

help in making investment decisions. The size of a 

large company has a relatively large growth oppor-

tunity compared to a small company, so that the rate 

of return of shares with large company size is higher 

than the rate of return of small companies. Therefore, 

investors will tend to believe in large companies 

compared to small companies with the hope of large 

profits, firm size has a significant effect on earnings 

quality and has a positive coefficient. Firm size has a 

positive effect on tax avoidance. This shows that the 

greater the size of the company, the tax planning 

measured by Cash ETR will be higher, thereby 

reducing the level of tax avoidance. This indicates that 

large companies will be targeted by the government 

regarding tax payments, so large companies must 

obey taxes to maintain their reputation to remain good 

in the eyes of the public and the government by 

conducting tax planning that does not violate the 

applicable Tax Law (Taylor & Richardson, 2014). 

Based on the description can be formulated hypo-

theses: 

H4: Tax planning moderates the effect of firm size on 

earnings quality. 

 

Research Method 

 
Based on research by (Dyreng et al., 2019) profit 

growth is calculated by subtracting current year's net 
income from last year's net profit, then dividing it by 
net income last year. The profit growth formula is as 
follows: 
 

             

  
                                     

                   
 

 

Company Size 
 

According to Luqman and Shahzad (2012) 
company size is measured through natural logarithms 
of total assets. Natural logarithms are selected to 
flatten data or avoid vulnerable data that is too far 
away. Total assets are chosen by considering that 
asset values are relatively more stable when compared 
to market value and sales. The greater the logarithm 
of the total assets, the greater the size of the company 
or the company's assets. The company size formula is 
as follows: 

        (           ) 
 

Profit Quality 
 

ERC is a response to profits announced by the 
company, this response reflects the earnings quality 
reported by the company. The proxy of the stock 
price is used for cumulative abnormal return (CAR) 
while the proxy of accounting profit is unexpected 
earnings (EU) (Edwards, Schwab, & Shevlin, 2016; 
Mohd Radzi et al., 2011). Calculation of earnings 
quality as follows. Stages to calculate ERC. 
Calculate CAR 
1. Calculate Actual Return on Investment (Ri, t) 
 Ri,t = (Pi,t - Pi,t-1) / (Pi,t-1) 
 Remarks: 
 Ri,t = return that occurs for company i on day t 
 Pi,t = closing price of shares i on day t 
 Pi,t-1 = closing price of shares i on day t-1 
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2. Calculate Market Return (RM) 

 RMt = (IDX compositet - IDX compositet-1) / (IDX 

compt-1) 

 Remarks: 

 RMt = return day market t 

 IDX compositet = composite stock price index on 

day t 

 IDX compositet-1 = closing price of shares i on day t 

3. Calculate Abnormal Return (AR)=       
        

 Remarks: 

 ARi, t = abnormal return of company i on day t 

 Rit = real return of company i on day t 

 RMt = market return on day t 

 

Calculate the EU 

UEit = (Eit - Eit-1) / (Eit-1) 

Remarks: 

UEit = unexpected company earnings i in period t 

 Eit = earnings per company share i in period t 

 Eit-1 = earnings per company share i in period t-1 

 

Calculates ERC 

                
Remarks: 

CARit = cumulative abnormal return company i in 

year t 

UEit = unexpected company earnings i in period t 

α = constant 

b = earnings response coefficient 

ε = error 

 

Tax Planning 

 

In this study tax planning uses by Alexander 

(2013), Dyreng et al. (2008) and the Cash Effective 

Tax Rate (Cash ETR) model developed by (Lai & 

Tam, 2007)with the formula: 
                        

 
        

                          
 

 

For classification of moderation variables, ac-

cording to Dyreng, Hoopes, and Wilde (2016) mode-

rating variables are variables that are strengthening or 

weakening the influence of independent variables on 

the dependent variable. One characteristic of the 

moderating variable is not influenced by independent 

variables. In choosing a moderating variable a rela-

tionship model is based on the results of thought and 

theoretical or rational considerations, whether the 

variable allows to be a moderating variable or not. 

The benefit of giving a moderating variable is that it 

can specify for whom and under what conditions the 

relationship model can be applied. In addition, to ex-

plain the differential influence of independent 

variables. Moderation variables do not correlate with 

independent variables but interact with independent 

variables.  

 

Results and Discussion 

 

The population of this study are companies in 

the manufacturing industry that are listed on the 

Indonesia Stock Exchange (IDX) in 2015–2018 the 

sample selection process uses purposive sampling 

method and from the selection results obtained 28 

companies that meet the criteria. Based on the 

previous sample selection process, a final sample of 

28 companies was obtained during the four years of 

observation total are 112 observation, from Table 2 

display list of sample and Table 3 is the descriptive 

data about sample companies.  

 
Table 2 

List of Sample 

Description 
Number of 

Company 

Manufacturing companies listed on the 

IDX during 2015–2018 

150 

Companies that did not profits during 

year 2015–2018 

(51) 

Report data is incomplete during 2015–

2018 

(60) 

Financial statements does not use the 

rupiah currency 

(10) 

Total sample 28 

Year of observation 4 

Number of samples (28 x 4 years) 112 

Source: Indonesia Stock Exchange, 2018 

 

Table 3 

Descriptive Statistic 
 

Variable Mini- 

mum 

Maxi- 

mum 

Ave- 

rage 

Deviation 

Standard 

Profit 

Growth 

0.0826 52.3390 1.460790 7.7229032 

Company 

Size 

12.9969 29.5159 22.650565 5.568044 

Profit 

Quality 

0.0012 0.0509 0.001916 0.0054313 

Tax 

Planning 

0.0075 12.6446 0.620950 1.4526892 

 

Analysis Partial Least Square (PLS) 

 

The structural model or inner model in the 

conceptual framework will be calculated using the 

Goodness of Fit Inner Model based on the R
2
 values 
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for each endogenous variable namely profit growth 

and firm size. The Goodness of Fit Inner Model using 

PLS is measured by Stone-Geisser Q-Square Test in 

the form of Q-Square predictive relevance calculated 

based on R
2
 for exogenous variables, namely earnings 

quality of 0.12 or 12%, so that structural diversity is 

12% and 88% explained other variables outside the 

research model. The structural model is considered fit 

if the p-value of average R-square (ARS) and average 

path coefficient (APC) is <5% and the AVIF value is 

<5%. If the research passes the Goodness of Fit Test, 

the research can proceed at the hypothesis testing 

stage. Evaluation results of the Goodness of Fit Model 

function serves to determine the suitability of a model 

used in the study (Deng et al., 2015; Shackman, 

2013).  
Testing the hypothesis in this study is done by 

examining the relationship between the variables of 
earnings growth, the size of the company to earnings 
quality and tax planning as a moderating variable. The 
path coefficient level in the WapPls model used in 
this study is p-value <0.10. If the results of the inner 
model test are significant (p-value ≤ 0.10), it means 
that there is a significant influence. The result of 
testing the hypothesis can be seen in the path diagram 
analyzed using PLS in Figure 2. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 2.  Hypothesis testing result 

 
Table 4 

Hypothesis Testing Results 
 

Hypo-thesis Path  
Coefficient 

P-value Description 

H1 -0.12 0.061** Supported 
H2 -0.06 0.218 Not Supported 
H3 -0.23 <0.013* Supported 
H4 -0.20 <0.011* Supported 

** 10% significance * 5% significance 
Source: PLS process out put 

 

Based on Table 4 we can see profit growth posi-

tively influences earnings quality this study supports 

the research of Luqman and Shahzad (2012) which 

states that profit growth positively affects earnings 

quality because high-growth companies provide high 

returns for investors in the future, that will come, thus 

encouraging managers to report high profits to meet 

investor expectations by manipulating earnings which 

results in lower earnings quality. Manipulation carried 

out by management is used with reason to improve 

the assessment of company performance, thus giving 

the assumption that the company's performance is 

very good because it is able to increase profits every 

period (Diyanty, 2014; Nawaiseh, 2016). 

The size of the company has no effect on 

earnings quality as we see on Table 4, this study reject 

the research of Hassan (2012) and Zeng (2010) which 

states that firm size affect earnings quality because 

even though the company has a large total assets and 

is classified as a company with a large company size, 

easily possessing funding source assets and having a 

good level of financial performance does not neces-

sarily guarantee that the quality of the profits gene-

rated good quality. Large corporate profits usually 

settle in major posts such as inventory and merchan-

dise, so that it looks to have high profits but has not 

guaranteed the quality of profits generated because 

the profit generated is still in the form of inventory 

and receivables that have not been received in cash. 

From Table 4, tax planning moderates the 

influence of earnings growth on earnings quality 

because profit growth is related to tax planning, 

namely if the company experiences high profit 

growth, the corporate tax burden is also high, thereby 

reducing corporate profits and the obligation to pay 

high corporate taxes. Therefore, management will use 

various ways to achieve profit targets. However, 

companies that often do tax planning will result in 

smaller profits from companies that do not carry out 

tax planning, thus resulting in a decrease in the quality 

of profits generated by the company (Dyreng et al., 

2019). 

Tax planning moderates the influence of firm 

size on earnings quality because the larger the size of 

the company, the company will more easily obtain 

profits so that the resulting profits are greater as 

showed on Table 4. However, some researcher 

concluded the larger the size of the company is not 

necessarily the profit that is produced is quality 

because the more often companies do tax planning, 

then the company can reduce the quality of earnings. 

Companies that often do tax planning result in 

decreased profits due to more recognized costs so that 

the taxes paid are lower before tax planning (Dyreng 

et al., 2016). 

Profit 

Growth 

Company 
Size 

Tax Planning 

Earning 

quality 

H1 Β=-0.12 
P=0.061 

 

H2 Β=-0.06 

P=0.218 

H3 Β=-0.23  

P<0.031 

H4 Β=-0.20  

P<0.011 
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Conclusion and Suggestions 

 

Based on the analysis and discussion that has 
been done in the previous chapter, the results of the 

research that has been done can be concluded that 
profit growth positively affects earnings quality and 

also the size of the company does not affect earnings 

quality. However, tax planning moderates the effect 
of earnings growth on earnings quality and the tax 

planning variable is Quasi Moderator for the influence 
of profit growth on earnings quality. Therefore, tax 

planning variables moderating the influence of firm 
size on earnings quality and the tax planning variable 

is the Pure Moderator for the influence of firm size on 
earnings quality. This study has several limitations, 

among others, first, this study only uses companies 
engaged in the manufacturing industry as samples so 

that it cannot be generalized to other industries 
besides the manufacturing industry. Secondly, manu-

facturing companies in Indonesia have not experienc-
ed successive profits in the research period, this has an 

impact on the number of sample companies used to 
be small. As a suggestion for further research, it 

should expand the research sample not only the 

manufacturing industry but all industrial sectors, so 
that the results of the research can be more mea-

ningful by providing evidence of earning quality of 
each industry sector. 
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