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ABSTRACT

Purpose: This study aims to examine the effect of financial distress, profitability,
and audit quality on earnings management in Indonesian consumer non-cyclical
sector companies during the 2021–2023 post-pandemic period. Methodology:
This research uses a quantitative approach with panel data regression based on
198 observations from 66 sample. The Fixed Effect Model (FEM) is selected as the
best estimation model after Chow and Hausman tests. Classical assumption
tests are also conducted. Results: The results show that financial distress,
profitability, and audit quality simultaneously affect earnings management
(Prob. F-statistic = 0,0000 < 0,05). However, only profitability has a significant
positive effect (Prob. t-Statistic = 0,0050 < 0,05), while financial distress (Prob. t-
Statistic = 0,2246) and audit quality (Prob. t-Statistic 0,4346) do not show
significant influence. The adjusted R² is 0,4532, indicating that 45.32% of the
variance in earnings management is explained by the model. Findings:
Profitability is the only significant factor influencing earnings management,
implying that higher profitability increases the tendency for earnings
manipulation. Financial distress and audit quality do not significantly affect
earnings management. Novelty: This study uniquely focuses on the post-
pandemic consumer non-cyclical sector in Indonesia, a sector assumed to have
stable demand but still experiences earnings volatility. Originality: By
integrating three key determinants in a single empirical model and focusing on a
specific post-crisis sector, this research offers new insights into earnings
management behavior in relatively stable industries. Conclusion: The findings
highlight that despite assumptions of stability in the consumer non-cyclical
sector, managerial discretion in financial reporting still exists, particularly when
profitability is high. These insights are valuable for investors, regulators, and
auditors in evaluating financial statement reliability. Type of Paper: Empirical
Research.
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INTRODUCTION

The company was established with the primary objective of generating profits from its
business activities. The company's profits may fluctuate from year to year, influenced by the
conditions it faces and how management runs the company. Stable profits are not only an indicator
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of healthy financial performance but also a key attraction for investors in assessing the viability of a
business entity (Tulcanaza-Prieto et al., 2020) . Stable profits can indicate two things, namely the
condition of the company and how well the managers are performing their leadership. A company
can be said to have successfully maintained its business when it manages to generate stable income
and its value exceeds the level of risk faced (Habibie & Prasetya, 2022).

Figure 1. Stock Index IDX Consumer Non-Cyclicals

Amid post-pandemic economic pressures, profit performance fluctuations continue to occur,
even in the consumer non-cyclical sector, which consists of companies producing primary consumer
goods with relatively stable demand and are generally unaffected by economic conditions (Fitri &
Muslimin, 2024) . This reflects structural and managerial challenges in maintaining corporate profit
stability. Based on the stock index data for the consumer non-cyclical sector in Figure 1, significant
dynamics can be observed during the 2021–2023 period. A 16% decline in the index in 2021, the
lowest decline in the 2021–2023 period, followed by a 7.9% recovery in 2022 and a 0.8% stagnation
in 2023, indicates that this sector has not yet fully recovered. The decline in the consumer non-
cyclical sector may be due to a decline in company performance, both in terms of revenue and net
profit.

When a company's financial condition is unstable and income declines, it motivates
managers to prioritize their own interests by implementing earnings management practices
(Sekaranti & Juliarto, 2022). Management engages in earnings management practices with the aim of
presenting a good and stable financial condition to investors. Investors evaluate businesses based
on reported profits to determine the value added by the financial information presented (Purwoto,
2024). Additionally, a company can be considered high-performing if it can increase its profits. This is
because profit levels reflect that the company has achieved good performance (Ngabut & Arlita,
2023).

According to Yusmulianto et al. (2023) , manager involvement in the financial statement
preparation process, especially those intended for external parties with specific purposes, is known
as earnings management. This practice has the potential to reduce the reliability of financial
statements, given that the primary purpose of financial statements is to provide an accurate picture
of the actual business conditions. Profit management can erode the credibility of the financial
information presented. In the context of agency theory, this practice may arise from conflicts of
interest between company owners (principals) and managers (agents) who have greater access to
financial information. There are many reasons underlying management's decision to engage in
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profit management, including improving well-being and seeking to obtain as much credit as possible
at low interest rates, while creditors only wish to provide credit in accordance with the company's
capabilities (Oktaviana et al., 2023).

The theoretical foundation of this study is grounded in agency theory Jensen & Meckling
(1976) , where earnings management emerges from information asymmetry between principals
(shareholders) and agents (management). The interaction between financial distress, profitability,
and audit quality creates a dynamic system that influences managerial incentives to engage in
earnings management. Financial distress serves as a pressure mechanism that may trigger
opportunistic management behavior. When companies face financial difficulties, management
experiences pressure from stakeholders, and managers may manipulate financial reporting to
present favorable positions and avoid covenant violations (Aljughaiman et al., 2023) . Profitability
operates as a dual-edged driver with complex relationships to earnings management. Highly
profitable companies may engage in income smoothing to reduce volatility or income minimization
to reduce tax burdens. Audit quality functions as an external monitoring mechanism designed to
mitigate information asymmetry. High-quality auditors from Big Four firms theoretically possess
superior competence and resources to detect earnings management, thereby constraining
manipulative practices through increased detection risk (Makhlouf et al., 2022).

Based on the theoretical framework above, extensive empirical research has examined
these three determinants with varying results. Financial distress, as the first critical determinant,
serves as a fundamental pressure point that potentially triggers earnings management behavior.
Financial distress is caused by difficulties in a company's cash flow because the company's income is
insufficient to cover the operating expenses of the company's operations, thereby hindering the
company's operations and increasing the likelihood of bankruptcy (Nadhifah & Arif, 2020). Earnings
management behavior will increase as the financial difficulties experienced by the company increase
(Minarti & Suwarno, 2024) . This is because when a company experiences financial difficulties, its
income may not meet investor expectations, leading to a decline in stock prices and company value
(Aljughaiman et al., 2023).

There are several factors that can influence profit management practices. The first factor
that can influence profit management is financial distress. Financial distress is caused by difficulties
in a company's cash flow because the company's income is insufficient to cover the operating
expenses of the company's operations, thereby hindering the company's operations and increasing
the likelihood of bankruptcy. Research conducted by Antari et al. (2022) and Aljughaiman et al.
(2023) found that financial distress has a positive effect on earnings management. This means that
when a company experiences financial distress, the likelihood of managers engaging in earnings
management increases. Different results were found in the research conducted by Khairunnisa et al.
(2020) , Kristyaningsih et al. (2021) , and Dewi et al. (2024) which stated that financial distress does
not have a significant effect on earnings management. Companies experiencing financial distress
consider that earnings management practices can be detrimental to the company in the future, so
company management prefers to report actual earnings.

A company's effectiveness in generating profits through the operation of its assets is a
measure of its performance and can also motivate profit management actions within the company.
Profitability refers to the extent to which a company generates net profits through its business
activities (Safitri & Sipayung, 2024) . When a company's profitability declines, management will
engage in profit management practices to stabilize the company's income so that the company's
image in the eyes of investors remains good. However, managers do not always like high reported
profits because high profits will result in high tax burdens, so managers will minimize reported
profits to avoid such tax burdens. Additionally, excessively high profitability can also prompt
managers to engage in earnings management through profit smoothing, as they aim to reduce
profits and maintain profit stability from fluctuating profits (Ngabut & Arlita, 2023).

Research conducted by Antari et al. (2022) on the effect of profitability on earnings
management found that profitability has a positive effect on earnings management. This study
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states that high profitability will determine whether a company engages in earnings management
practices. Different results were found in the study conducted by Hardiyanti et al. (2022) , which
found that profitability has a significant negative effect on earnings management. The study showed
that companies with low profitability levels tend to engage in earnings management.

The third factor that can influence earnings management is audit quality. Audit quality is
considered capable of reducing earnings management through the examination of company
financial statements. A quality audit not only serves to fulfill legal obligations but also to enhance
the credibility of financial statements and provide protection for stakeholders (Pramesti & Hidajat,
2024) . Public accounting firms that are part of the big four are believed to provide higher quality
audit services than other accounting firms. This is supported by the big four's superiority in terms of
human resources, which includes experienced auditors with high competence. In addition, the big
four's excellent reputation in the eyes of clients is a guarantee that they will carry out every audit
process professionally and in accordance with standards (Agustin & Triani, 2023)

Research on the effect of audit quality on earnings management conducted by Makhlouf et
al. (2022) and Mollik et al. (2020) shows that there is a negative relationship between audit quality
and earnings management. This means that qualified auditors are able to detect accounting
manipulation or engineering carried out by managers in financial statements. Different results were
found in the study conducted by Arafah et al. (2024) , which stated that there is no significant
relationship between audit quality and earnings management, indicating that although audit quality
is important, in this context it does not directly influence earnings management practices.

Despite the consumer non-cyclical sector being categorized as defensive due to its focus on
essential goods with stable demand, the sector's stock index showed notable fluctuations during the
2021–2023 period. This contradicts the general assumption of sectoral stability and indicates
underlying managerial or financial reporting challenges. Previous studies on earnings management
have largely concentrated on periods prior to the Covid-19 pandemic or on more volatile sectors,
resulting in limited insights into post-pandemic dynamics within defensive industries. Therefore, this
study addresses that gap by analyzing the influence of financial distress, profitability, and audit
quality on earnings management in Indonesian consumer non-cyclical companies during the post-
pandemic recovery phase. Based on this gap, the hypotheses proposed in this study are as follows:
(1) financial distress has a positive effect on earnings management, (2) profitability has a positive
effect on earnings management, and (3) audit quality has a negative effect on earnings management.
This study offers new empirical evidence by focusing on a sector theoretically expected to be stable
yet empirically demonstrating volatility.

METHOD

Analysis Method

The type of research in this study is explanatory using a quantitative approach. The variables
used in this study are financial distress (X1), profitability (X2), audit quality (X3), and earnings
management (Y). The measurement of each variable in this study uses several indicators that have
been adjusted to previous studies and are relevant to the research context. The operational
definitions and proxies for each variable are detailed in Table 1. The population in this study consists
of consumer non-cyclical sector companies listed on the Indonesia Stock Exchange (IDX) during the
2021–2023 period. The sample was selected using purposive sampling with the following criteria: (1)
companies classified under the consumer non-cyclical sector based on the IDX sector classification;
(2) companies that consistently published audited financial reports for the years 2021 to 2023; and
(3) companies whose financial statements are presented in Indonesian Rupiah (IDR) to ensure data
comparability. The final sample consists of 66 companies, resulting in 198 observations over a three-
year period. Secondary data were obtained from the official IDX website (www.idx.co.id) and the
respective companies’ financial reports.

http://www.idx.co.id
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Table 1. Operational Definition of Variables
Test Result

Financial Distress (X1)
Springate (S-Score)
S = 1,03X1 + 3,07X2 + 0,66X3 + 0,4X4

Profitability (X2)
Return on Assets
ROA = Net Income / Total Asset

Audit Quality (X3)
Dummy Variable
1 = Audited by Big Four accounting firm
0 = Audited by non-Big Four accounting firm

Earnings Management (Y)
Modified Jones Model by Dechow et al. (1995)

DAit =
TAit

Ait−1
− NDAit−1

Source: Processed Data, 2025

Eviews 12 is used in this study because it is well-suited for panel data analysis, which
combines cross-sectional and time-series data. Given that the data in this research consist of
multiple companies (cross-sections) observed over a period of three years (2021–2023), Eviews is an
appropriate statistical tool for estimating regression models such as the Fixed Effect Model, which
was selected in this study. Before regression is performed, classical assumptions are tested,
including normality, multicollinearity, heteroscedasticity, and autocorrelation. The panel data
regression model is analyzed using three estimation approaches, namely the Common Effect Model
(CEM), Fixed Effect Model (FEM), and Random Effect Model (REM). The selection of the best model is
done through several stages of testing, namely the Chow Test (to compare CEM and FEM), the
Hausman Test (to compare FEM and REM), and the Lagrange Multiplier (LM) Test (to compare CEM
and REM). Hypothesis testing was conducted using the t-test to examine the significance of each
independent variable partially, the F-test to examine the significance of the model simultaneously,
and the coefficient of determination (R²) to measure the model's ability to explain the dependent
variable.

RESULTS AND DISCUSSION

RESULTS

Descriptive Statistical Analysis
Table 2. Descriptive Statistical Analysis Results

Variabel Obs. Mean Maximum Minimum Std.
Dev.

Financial Distress (X1) 198 1,162134 3,704557 -0,81229 0,877367
Profitability (X2) 198 0,056664 0,399674 -0,15772 0,094604
Audit Quality (X3) 198 0,454545 1,000000 0,00000 0,499192
Earnings Management (Y) 198 0,024363 0,445223 -0,20267 0,100842

Source: Processed Data Eviews 12, 2025

Based on the results of descriptive statistical analysis in Table 2, the financial distress
variable, measured using the Springate S-Score model, shows a mean of 1,162134. Critically, this
mean value exceeds the Springate threshold of 0,862, indicating that the majority of sample
companies maintain adequate financial health and are not in immediate distress. Companies like PT.
Estika Tata Tiara Tbk. with negative S-Scores (-0,81229) indicate potential financial distress, while PT.
Wilmar Cahaya Indonesia Tbk. demonstrates strong financial stability with positive S-Scores
(3,704557). The profitability variable (X2) shows a mean value of 0,056664, a maximum value of
0,399674, and a minimum value of -0,15772 with a standard deviation of 0,094604. PT. Sentra Food
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Indonesia Tbk.'s exceptional ROA of 39.97% represents outstanding operational efficiency, while PT.
Wicaksana Overseas International Tbk.'s negative ROA of -15.77% indicates operational challenges
during the observed periods. The audit quality variable (X3) shows a mean value of 0,45, a maximum
value of 1, and a minimum value of 0, with a standard deviation of 0,499192. The mean value of 0,45
indicates that approximately 45% of the 198 sample companies use Big Four auditors, while the
remaining 55% use non-Big Four auditors. Furthermore, the earnings management variable (Y)
shows a mean value of 0,024363, a maximum value of 0,445223, and a minimum value of 0,202671
with a standard deviation of 0,100842. The highest value was held by PT. Sentra Food Indonesia Tbk.,
and the lowest value was held by PT. Wilmar Cahaya Indonesia Tbk.

Panel Data Regression Model Selection Test
a. Chow Test

Table 3. Chow Test Results
Effect Test Statistic Prob.

Cross-section F 2,463735 0,0000
Cross-section Chi-square 159,8074 0,0000

Source: Processed Data Eviews 12, 2025

Based on the Chow test results in Table 3, the Cross-section Chi-square probability value is
less than 0,05, namely 0,0000 < 0,05. The interpretation of the Chow test results is that the Fixed
Effect Model (FEM) is better than the Common Effect Model (CEM), so the Hausman test can be
performed next.
b. Hausman Test

Table 4. Hausman Test Results
Effect Test Chi-Sq. Statistic Prob.

Cross-section random 13,031978 0,0046
Source: Processed Data Eviews 12, 2025

Based on the Hausman test results in Table 4.7, the probability value of Cross-section
random is less than 0,05, namely 0,0046 < 0,05. The interpretation of the Hausman test results is
that the Fixed Effect Model (FEM) is better than the Random Effect Model. Since the Chow test and
Hausman test indicate that the selected model is the Fixed Effect Model (FEM), there is no need to
perform the Lagrange Multiplier (LM) test.

Classical Assumption Test
Table 5. Classical Assumption Test Results

Test Results
Normality Jarque-Bera Prob. = 0,197331 > 0,05
Multicollinearity Correlation value between variables < 0,8
Heteroscedasticity Probability value of all variables > 0,05
Autocorrelation Durbin-Watson stat = 1,814728
Source: Processed Data Eviews 12, 2025

Based on the results of the classical assumption test in Table 5. The results of the normality
test using Jarque-Bera obtained a Jarque-Bera probability value greater than the significance value
of 0,05, namely 0,197331 > 0,05, so it can be concluded that the data is normally distributed. The
results of the multicollinearity test show that all correlation values between variables are below the
threshold of 0,8, meaning there is no strong correlation between independent variables. The results
of the Glejser heteroscedasticity test showed that the probability value of each variable was greater



ISSN : 2721-2971 e-ISSN : 2721-267X

Journal Bima (Busiiness, Management And Accountiing), Vol. 2 No. 1 2020 page: 67 – 82| 1279

than 0,05 (> 0,05), so it can be concluded that there are no signs of heteroscedasticity in this
regression model. The autocorrelation test results obtained a Durbin-Watson (DW) value of
1,814728. This value is between the upper limit (dU = 1,7982) and 4 - dU (2,2018), dU < DW < 4 - dU,
so it can be concluded that the regression model does not experience autocorrelation.

Panel Data Regression Test
Table 6. Panel Data Regression Test Results

Variable Coefficient
C -0,068598
Financial Distress (X1) 0,031718
Profitability (X2) 0,583850
Audit Quality (X3) 0,050638
Source: Processed Data Eviews 12, 2025

The panel data regression equation in Table 6, which was formed using the Fixed Effect
Model (FEM) approach, can be explained as follows:

Y = -0,0686 + 0,0317*X1 + 0,5839*X2 + 0,0506*X3

The constant value of -0,0686 represents the value of earnings management (Y) when all
independent variables are zero. The coefficient of the financial distress variable (X1) of 0,0317
indicates that every 1-unit increase in financial distress will increase earnings management by
0,0317, assuming that other variables remain constant. The coefficient of the profitability variable (X2)
of 0,5839 indicates that every 1-unit increase in profitability will increase profit management by
0,5839, assuming other variables remain constant. The coefficient of the audit quality variable (X3) of
0,0506 indicates that every 1-unit increase in audit quality will increase profit management by
0,0506, assuming other variables remain constant.

Hypothesis Test
Table 7. Partial Test Results (t-test)

Variable t-Statistic Prob.
Financial Distress (X1) 1,220192 0,2246
Profitability (X2) 2,857738 0,0050
Audit Quality (X3) 0,783742 0,4346
Source: Processed Data Eviews 12, 2025

Based on the t-test results in Table 7, the financial distress variable (X1) shows a significance
value (Prob.) of 0,2246, which is greater than the significance level of 0,05 (0,2246 > 0,05). This
indicates that financial distress does not have a significant effect on profit management. The t-test
results for the profitability variable (X2) have a significance value (Prob.) of 0,0050, which is less than
the significance level of 0,05 (0,0050 < 0,05). This means that profitability has a significant positive
effect on profit management. The t-test results for the audit quality variable (X3) have a significance
level (Prob.) of 0,4346, which is greater than 0,05 (0,4346 > 0,05). Therefore, it can be concluded that
audit quality does not have a significant effect on profit management.

Table 8. Simultaneous Test Results (F-Test)
Statistic Value

F-statistic 3,401275
Prob (F-statistic) 0,000000

Source: Processed Data Eviews 12, 2025
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Based on the simultaneous test results shown in Table 8, an F-statistic value of 3,401275 was
obtained with a significance value (Prob.) of 0,0000, which is smaller than the significance level of
0,05 (0,0000 < 0,05). This indicates that simultaneously, the three independent variables have a
significant effect on earnings management.

Table 9. Coefficient of Determination Results
Statistic Value

Adjusted R-Squared 0,453213
Source: Processed Data Eviews 12, 2025

Based on Table 9, the adjusted R² value of 0,4532 indicates that 45,32% of the variation in
earnings management can be explained by financial distress, profitability, and audit quality.
Although this level does not represent strong explanatory power, it is considered acceptable.
According to Ozili (2022), an R² value ranging from 0,10 to 0,50 is commonly observed and still valid
in empirical modeling, particularly when one or more variables show statistical significance, as seen
in this study. Moreover, Chen & Qi (2023) emphasize that adjusted R² may still overstate explanatory
ability due to overfitting and it only measures in-sample fit—meaning its usefulness is confined to
the data used for model estimation. In addition, the defensive nature of the consumer non-cyclical
sector may inherently reduce variability in earnings management practices due to relatively stable
demand and lower external pressure, which also contributes to the model’s moderate explanatory
power. The fact that 54,68% of the variance remains unexplained highlights the complexity of
earnings management decisions and suggests that future research should consider additional
variables such as corporate governance, board characteristics, or institutional ownership that may
influence managerial discretion in financial reporting.

DISCUSSION

The Effect of Financial Distress on Earnings Management
The finding that financial distress does not significantly affect earnings management in

Indonesian consumer non-cyclical companies contradicts the first hypothesis. This result indicates
that financial difficulties experienced by companies in this sector during 2021–2023 do not drive
management to engage in earnings management practices, suggesting that managers do not
automatically resort to profit manipulation to conceal deteriorating performance. From an agency
theory perspective, agents (management) typically have incentives to hide poor company conditions
from principals (owners). According to this theory, agents facing pressure from financial distress
should be motivated to engage in opportunistic actions, including earnings management, to
maintain their position and reputation. However, our findings demonstrate that these basic
assumptions of agency theory do not hold in the Indonesian consumer non-cyclical sector context.

The results actually show that during distress conditions, management does not significantly
engage in earnings management practices. This indicates that managers do not view earnings
management as an appropriate solution for short-term financial problems. Companies experiencing
financial difficulties consider that manipulative practices could actually worsen the company's long-
term condition and exacerbate information asymmetry. If a company is found to engage in profit
management practices, it will experience a decline in trust from stakeholders, including
shareholders. Investors tend to trust companies with good reputations more, which are assessed
not only from profit perspective but also from clean track records and absence of financial
statement fraud indicators.

These findings are consistent with the research of Dewi et al. (2024), Khairunnisa et al. (2020),
and Kristyaningsih et al. (2021) , which conclude that financial distress does not affect earnings
management practices. These studies suggest that companies in financial difficulties realize that
earnings management would actually harm them in the future, leading management to prefer
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reporting accurate rather than manipulated profits. Companies experiencing financial difficulties
consider that manipulative practices can be detrimental to the company in the future, so company
management prefers to report actual earnings rather than engage in manipulation. However, this
finding contrasts with studies by Antari et al. (2022) and Aljughaiman et al. (2023) , which found
positive effects of financial distress on earnings management. Research by Aljughaiman et al. (2023)
conducted in China found that when companies experience financial distress, they are driven to
engage in earnings management, especially accrual-based earnings management.

The Effect of Profitability on Earnings Management
The significant positive relationship between profitability and earnings management

strongly supports the research hypothesis and provides compelling evidence for agency theory's
core predictions. This finding indicates that higher levels of company profitability increase the
likelihood of management engaging in earnings management practices. This result is highly relevant
to the basic concepts of agency theory that explain conflicts of interest between agents
(management) and principals (company owners). Management as agents have various incentives to
manipulate profit figures related to their personal interests. When companies achieve high
profitability levels, management faces pressure from various directions that encourage them to
engage in earnings management.

According to agency theory, the separation between ownership and company management
creates information asymmetry, allowing management to engage in opportunistic actions such as
earnings management. When companies record high profitability levels, management has more
room to make accounting arrangements to achieve certain objectives. Earnings management
practices in the context of high profitability can be carried out through income smoothing and
income minimization in accordance with the earnings management patterns proposed by Scott
(2015) . One commonly practiced form is income smoothing, which involves leveling profits from
period to period to create an impression of financial performance stability. High profitability can
also trigger income minimization, where management deliberately reduces reported profits for
strategic purposes, such as avoiding high taxes or reducing regulatory scrutiny. This finding
reinforces that earnings management motivation does not always arise from poor performance
pressure, but also from the desire to manage public perception of company financial performance.

The research findings are consistent with studies by Antari et al. (2022) and Ngabut & Arlita
(2023) , who found positive effects of profitability on earnings management. Ngabut & Arlita (2023)
explain that profitability levels relate to earnings management actions aimed at reporting
profitability levels that are at safe stages. This confirms that management engages in profit
manipulation not only when performance is poor, but also when performance is too good. However,
these results differ from findings by of Hardiyanti et al. (2022) and Arafah et al. (2024) who found
negative effects of profitability on earnings management.

The Effect of Audit Quality on Earnings Management
The finding that audit quality does not significantly affect earnings management in

consumer non-cyclical companies listed on the Indonesia Stock Exchange during 2021-2023 leads to
the rejection of the third hypothesis. This finding indicates that differences in audit quality, whether
conducted by Big Four or non-Big Four accounting firms, do not significantly influence the level of
earnings management practices in this sector. From an agency theory perspective, external audits
should function as an effective monitoring mechanism to reduce agency problems between
management (agent) and company owners (principal). In this theory, external auditors are
positioned as independent parties who can detect and prevent opportunistic management behavior,
including earnings management practices. High audit quality is expected to reduce information
asymmetry and provide assurance to principals that financial statements presented by agents are
accurate and reliable.
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However, the absence of audit quality influence on earnings management can be attributed
to limitations in detecting earnings management practices, even by high-quality auditors. Earnings
management is often conducted through very subtle manipulations within the boundaries
permitted by accounting standards, making it difficult to detect even by experienced auditors.
Earnings management does not always constitute direct legal violations, but is often conducted
legally through arrangements such as revenue recognition timing. Although Big Four auditors have
superior reputation and resources, they can only assess financial statements based on data
provided by companies, remaining dependent on available evidence that is retrospective in nature.
Moreover, in some cases, auditors objectivity may be influenced by long-term relationships with
clients.

This finding aligns with research by Arafah et al. (2024), who state that audit quality does not
provide significant impact on earnings management. Arafah et al. (2024) explain that society
generally believes that Big Four accounting firms can always provide excellent audit quality.
However, in reality, not all companies audited by Big Four firms are able to avoid earnings
management practices. This means that the reputation of renowned accounting firms does not
necessarily guarantee that company financial statements are free from management manipulation.
These results differ from findings by Mollik et al. (2020) and Makhlouf et al. (2022) who found
negative effects of audit quality on earnings management. Mollik et al. (2020) found that audit
quality can limit earnings management, while Makhlouf et al. (2022) showed that high-quality audits
can reduce information asymmetry levels and mitigate earnings management.

CONCLUSION

This study examines the determinants of earnings management in Indonesian consumer
non-cyclical companies during 2021-2023, revealing that financial distress does not significantly
influence earnings management, managers choose transparency during difficult periods to maintain
stakeholder trust rather than engage in manipulative practices that could damage long-term
relationships. Conversely, profitability shows a significant positive relationship with earnings
management, supporting agency theory's premise about information asymmetry where profitable
companies engage in income smoothing and income minimization for strategic purposes. Audit
quality does not have a significant influence on earnings management, indicating that the presence
of auditors from the Big Four accounting firms does not guarantee prevention of manipulative
practices, due to the limitations of auditors in detecting actions that remain within the scope of
accounting standards. These findings provide practical implications for investors to exercise caution
when analyzing highly profitable companies as they may be more prone to earnings management
than financially distressed ones, for auditors to adjust risk assessment procedures recognizing that
high profitability increases manipulation risk in defensive sectors, and for regulators to develop
sector-specific monitoring approaches. The study acknowledges limitations including single-sector
focus, three-year post-pandemic period, and 45.32% explanatory power suggesting additional
variables needed. Future research should examine cross-sectoral patterns, incorporate governance
variables, board characteristics, or institutional ownership. This study contributes by demonstrating
that sector characteristics significantly influence earnings management determinants, providing
guidance for more effective monitoring strategies in the Indonesian capital market.
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