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This study aimed to obtain empirical evidence about the effect

of real manipulation
Responsibility (CSR),

practices
and further examined the impact of real
manipulation on relationship between CSR and the
performance of companies in the future.

on Corporate Social
financial

27 companies listed on

Indonesian Stock Exchange during the years 2006-2008 were
selected as sample for this study. Data were collected by
purposive sampling method and statistical method used for
analysis was ordinary least square regression. The study
provided empirical evidence that companies engaged in the
practice of real manipulation had no influence on CSR
activities. The results showed that the higher level of real

manipulation on operation cash flow leads to negative effect on
the relationship between CSR and financial performance.
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. . erform earnings management.
Accounting standards established by The P 9 g

Association of Indonesian Accountants allow

management to choose a set of policy in

applying accounting methods to convey

information about the company's performance to
external parties. Thus, it provides an opportunity
for managers to exhibit opportunistic behavior

and efficient contract. That is, the rational

manager will choose accounting policies in

accordance with their interests. In other words,
managers select accounting policies that
maximizes their expected utility and or market

value of the company. Opportunistic behavior and

the efficient contract, encourages managers to
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According to Scott (2011: 344) earnings

management is the selection of accounting

policies by managers of the Financial Accounting
Standards which exist naturally and can maximize

their utility and/or the market value of the

company. Earnings management by Mulford and
Comiskey (2002) is the financial numbers game
made through creative accounting as a result of
looseness flexibility principles issued by GAAP
(General Accepted Accounting Principles). In

fact, earnings management is managers’

intervention in the external financial reporting

process in order to achieve a certain level of

profit with the purpose to benefit themselves as
their

well (Saputro and

Setiawati, 2004).

as own company
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Motivation to earnings management above

indicates explicitly deliberate earnings

management practices by managers, which in

turn  brings  negative  consequences  for
shareholders, employees, communities where
company operates, career of people, and
reputation of managers (Zahra, Priem and
Rasheed, 2005). One of the most fatal
consequences of  manipulating company's

earnings by managers result in loss of support

from company’ s stakeholders because

stakeholders will face severe problems due to the
pressure come from investors, sanctions from
regulators, high turnover, possible boycott from
activists, and negative news about the company
by media (Prior et al., 2008). This action reflects
dissatisfaction of  stakeholders on  the
performance of company that manipulate, and
finally damage company’ s reputation in the
capital markets (Fombrun, Gardber and Barnett,
2000).

After reporting unsatisfactory performance of
the company, managers use a strategy of self-
(entrenchment strategy)

defense to anticipate

stakeholders’  dissatisfaction. Managers’  self

defense strategies aim to maintain company's

reputation and protect managers’ personal

career. Among other ways, one way that

managers use to perform self-defense is issuing
a policy on the application of the company's
Corporate Social Responsibility (CSR). CSR deals
with ethical and moral issues regarding the
policies and behavior of decision makers, such
as placing a complex issue to secure the
preservation of the environment, human resource
management,

health and safety, relationships

with local communities, and establishment of

harmonious relationships with suppliers and
customers (Castelo and Lima, 2006). Disclosure
of information about the company’ s social
responsibility helps in building a positive image of
company among stakeholders (Orlitzky, Schmidt
and Rynes, 2003). This positive image can help
companies to establish community ties and build
their reputation in the capital markets, because it
can improve their ability to negotiate attractive
contracts with suppliers and governments, set
premium prices for goods and services, and
reduce the cost of capital (Fombrun et al., 2000).
Similarly, Castelo and Lima (2006) explain that by
adopting CSR practices, companies can generate
more favorable regulatory treatments, support of
social activist groups, the legitimacy of the
industrial community, positive news from media,
and ultimately the company's reputation remains
well preserved.

The context of this research problem is the
suspicion that managers use CSR mechanism as
a powerful tool for self-defense when they do
things harmful for the interests of shareholders or
stakeholders. According to Cespa and Cestone
(2007), management has the incentive to
manipulate earnings to project socially—friendly
image through CSR activities to gain support from
stakeholders. With this tactic, the manager will
reduce the possibility of getting pressure from
dissatisfied shareholders, or other stakeholders
affected by the

practice  of  earnings

management. Furthermore, Prior et al. (2008)
report that there is a disagreement between the
effect of earnings management and CSR, which

in turn will impact on the company's financial
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performance. However, companies that

implement CSR programs must reserve adequate

financial resources, which will affect the
company's financial performance in the long
term. This phenomenon encourages

academicians to conduct research to describe
the influence of earnings management on CSR,
and subsequently investigate the impact of these
relationships (earnings management and CSR) on
corporate financial performance.

Research on the relationship of CSR and

corporate performance is required because

previous research showed inconsistent results.
Results of research conducted by Dahlia and
Siregar (2008) showed that CSR activity proved to
have a significant effect on financial performance
but does not affect the company's market
performance.

The differences of this study as compared to
previous studies like Prior et al. (2008) are:
1. This listed

Stock

study population is publicly

manufacturing companies on the
Exchange in the duration from 2006 to 2008.

2. Earnings management variable in this study

real

adopts activities manipulation strategy,

the manager prefers to use this strategy
because manipulations are difficult to be
detected by auditors.

On the basis of this background and previous
literature review, the goal to be achieved from this
study is to analyze and obtain empirical evidence
regarding: (1) the influence of real manipulation
practices on CSR activities and (2) the influence
of CSR activities on relationship between real

manipulation practices to the company's financial

performance in the future.

LITERATURE REVIEW
Positive Accounting Theory
Positive  accounting  theory  explains  why
accounting policy became an issue for company
and interested parties with financial statements,
and to predict accounting policies selected by
company under certain conditions (Watts and
Zimmerman, 1986). This theory is based on the
view that the firm is a ° nexus of contracts’ i.e.
the company is an estuary for various contracts
that came to it. For example, contracts with
employees (including managers), suppliers, and
financiers. As a collection of various contracts,
rational contracting companies want to minimize
the costs associated with contracts that go to it,
such as boarding negotiation, monitoring contract
performance, the possibility of bankruptcy or

failure, and others. Some of these contracts

involved accounting variables, thus positive

accounting theory argues that companies will
utilize accounting policies in order to minimize
contracting costs. This condition is reinforced by
the provision of flexibility by resident entities of
management standards to choose from a set of
accounting Positive

policies permitted.

accounting theory becomes an interesting

rationale for CSR reporting.

Positive accounting theory used agency theory
to explain and predict accounting policy chosen
by ~manager. Positive accounting theory
formulated by Watts and Zimmerman (1986) has
three hypotheses that

predicted encourage

companies to undertake earnings management,

namely:
1. The bonus plan hypothesis: Manager of a
company that had a bonus program
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associated with accounting figures will tend to

choose accounting procedures that shift
reported earnings from future period to the
current period (increase reported earnings
today), ceteris paribus.
2. The debt covenant hypothesis: Company
getting closer to breach debt covenants (debt
contract) will tend to choose accounting
procedures that shift reported earnings from
future periods to the current period (increase

reported earnings today), ceteris paribus.

3. The political cost hypothesis: The greater the
political costs faced by a firm, the managers
tend to choose accounting procedures that
defer reported earnings from current to future
period (lower earnings reported today), ceteris

paribus.
Hypotheses Development

Earnings quality increases with strict accounting

standards, which limits the accrual

earnings management, but there are some
consequences that may be more beneficial. First,
increase real

managers activity manipulation

(more expensive due to higher earnings quality

increases additional benefits). Second, more
stringent accounting standards could increase
profits by accruals. Earnings management

through real activities can be detected through

cash flow from operations, discretionary
expenses, and production costs. Research on
earnings management through real
activities just concentrates on investing
activities as a reduction of  research
and development expenditure (Roychowdury,

2006).

Roychowdury (2006) provides evidence that
managers manipulate through real activities by
providing rebates to increase sales, reduce
boarding goods sold through increased inventory,
and reduce discretionary expenses to increase
reported earnings. Several studies have been
conducted on earnings management by focusing
on investment and research and development
expenditures. Dechow and Sloan (1996) found
that managers reduce the cost of research and
development at the end of the period to boost
short-term profits. Similarly, Bushee (1998) finds
evidence consistent with reduced research and
development costs to increase profits.

Graham et al. (2005) discover in their study
that financial executives indicate a willingness to
manipulate earnings through real activities rather
than accrual. There are two reasons to
manipulate earnings through real activities, i.e.
(1) manipulation of accruals may draw the
attention of the auditor or regulator to examine
more deeply than the real decisions on prices and
production, (2) manipulation of accruals are risky
in nature.

Roychowdury (2006) indicated that earnings
management through real activities manipulation
is a transfer of income from the management of
normal operating practice to practice abnormal
operation, performed by the managers to deceive
some stakeholders. He believes that the financial
statements should be made on the basis of
Displacement of normal

normal operation.

operating practice to not normal operation
practice does not contribute to firm value even
though managers achieve reporting objectives.

Managers involved in earnings management are
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concerned with personal gain to achieve reporting
objectives because they act as agents, e.g.
earnings management to avoid losses, and avoid
debt covenant violations, to avoid government
intervention, as well as to increase the bonus.

In Indonesia, research on manipulation of real

activities was conducted before by Andayani

(2008). The result of research showed that
manufacturing companies were doing
overproduction, discounts, allowances, and

credits as an indication of earnings management,
which leads to high production costs.

We know that accounting data is used to help,
monitor, and regulate the contractual relationship
among a company's stakeholders. Explicit and
implicit compensation contracts are used to limit
the incentives of management and external
stakeholders. Loan contracts need to be written
down in order to prevent the management to take
action that can lose position of creditors. Such
contracts often use accounting numbers as a
measure of corporate performance as stated in
the  contract agreement. Real  activities
manipulation is an important concern of research

lately because managers can do it at any time

during the current accounting period. Some
techniques that can be performed in the
manipulation of real activities include sales
management, excessive  production, and

reduction in discretionary spending.

Nevertheless, the impact of real manipulation
affects not only owners, but it has also a strong
influence on other stakeholders. Stakeholders are
a group of people who have a risk as a result of
their investment in the form of capital, human

resources, or something of value in a company

(Clarkson, 1994). Under this  definition,
management actions such as the practice of real
manipulation would mislead stakeholders on
asset and financial

valuation, transactions,

position, which have serious consequences to
shareholders, creditors, employees, and society
as a whole (Zahra et al., 2005).

Through CSR activities, managers have
different goals: to increase company’ s positive
image through media reports, the legitimacy of
local communities, and regulations that make it
easier and get less criticism from investors and
workers. At the same time, some activities can
reduce the possibility of a boycott of the
company's products, and avoid lobbying against
the company. Managers believe that by satisfying
the interests of stakeholders and planning to
increase the positive image Dby taking
responsibility in social and environmental issues,
they could reduce the possibility of being
investigated more thoroughly by stakeholders who
take pride against real manipulation acts. Some
of them abuse the benefits of CSR activities to
about

erase doubts the efficiency of the

implementation  of social policies as a
mechanism of corporate governance. This view
differs from the traditional stakeholder theory in
suggesting that stakeholder participation is an
important way for the management to take action
as follows: (1) strengthen the company's
perception of social legitimacy, (2) strengthen the
relationship among the board of directors, and
(3) binding the management with a higher
standard of performance. All these factors can
help to improve financial performance (Luoma

and Goodstein, 1999).
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Some researchers suggest that the media has
influence on
(CSR)

increasing media

an important Corporate Social

Responsibility activities. Bansal (2005)

reported that reports raise
concern because the company can get attention
or censure from the public. The threat of negative
media publicity has two consequences of all
management practices. First, some publications
to a

resulting pressure force the company

commitment to sustainable development, and
threats that can erode the good image of the
company to apply a practice that cannot be
accepted by the public. Second, CSR stimulates
certain stakeholders and government lobbying
organizations in order to implement changes in
business practices. In cases related to earnings
management, several stakeholders associate with
shareholders

specific responses. For example,

and other stakeholders proactively requesting
restoration of their responsibility for losses due to
earnings management practices (Zahra, 2005). In
addition, some companies began to develop in—
house programs and allow whistle-blowing,
where workers can express their concern about
the issue of prudent accounting and operations
without self exposure.

In the same context, managers in companies
subjected to the rules of the regulators (regulatory
motivations) on earnings management practices;
they may work to strengthen the security of their
jobs by making the protection and still standing in
the job if they do not have the competence and
qualifications for the long run of the company.
Possible means to protect their jobs (and
maintain personal gain) by tying in a series of

activities commissioned (broad) which aims to

build relationships and gain stakeholder support
for companies by societal and environmental
activities, called CSR. CSR includes activities that
into product and

incorporate social aspects

manufacturing process, adopting progressive
human resource practices, improve the level of
environmental friendliness through reprocessing
continued community

and reduce pollution,

purpose organization (McWilliams, Siegel and
Wright, 2006).

The second argument that justifies the use of
insincere CSR, according to the managers, is the

manipulation of earnings relating to the
application of self-defense by manager. In this
view, for social activists and pressure groups,
CSR is a simple self-defense strategy for CEOs,
who are under pressure from shareholders whose
interests would be damaged. Pagano and Volpin
(2005) argue that managers will award
stakeholders, such as employees, as a generous
form of a self-defense

social activity in

mechanism to avoid pressure from financial

markets through a hostile takeover. For that
reason, suspected that when managers act to
pursue personal interests to mislead stakeholders
about the real value of the assets of companies
or financial position, they get permission secretly
other stakeholders to validate

from some

practices. Stakeholders can be persuaded to
offer the satisfaction of their specific interests
and policies that aim to improve the company's
CSR.
Real activities manipulation can reduce the
value of the company, this action increases the
current period income which can have a negative
flow of next period

effect on cash
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(Roychowdhury, 2006). For instance, aggressive
price cuts to boost sales volume and achieving
short—-term  profits lead to the

can same

customers who expect discounts in future
periods. This may have implications for the low
margins on future sales. Over production
generates excess inventory available for sale in a
later period and increase the cost of inventory.
Manipulation operations activities such as R&D,
production, and capital investment lead to
deviations from normal business practices and
potentially lower the performance in subsequent
years  (Roychowdhury,  2006).  Therefore,
abnormally low operating cash flow will negatively
affect the performance, otherwise, abnormally
high operating cash flow will have positive effect
on performance, both will ultimately affect the
performance of CSR.

The companies involved in real earnings
management only to meet earnings benchmarks
have a high subsequent performance as
compared to companies that are not involved and
loss the earnings benchmarks (Gunny, 2010). In
this setting, performing earnings management to
influence the output of the accounting system is
not opportunistic, but consistent with the benefits
that will be achieved and better performance in
the future. So, the real earnings management, as
indicated by the amount of operating cash flow
will impact the better performance in the future.
Operating cash flow is a resource that can be
used to grab opportunities lucrative for business.
Therefore, companies that have abnormally high
operating cash flow will have high performance.
Therefore, based on above literature review, the

first hypothesis is:

H.o: The practice of real manipulation on

operation cash flow has positive
influence on CSR activities.
Real activities manipulation can reduce the
long term profitability. When companies change
the timing and structure of real business
transactions, they deviate from normal operating
practices, optimal planning and corporate real
disturbing cost (Ewert and Wagenhofer, 2005).
The manager will manipulate real activities to
meet earnings targets, even though it will lower
the value of the company in the long run (Graham
et al., 2005). (2005)

Gunny investigated the

consequences of real earnings management
(reduced R&D and selling expenses, general and
administrative, to discount the price to boost
sales and profits from the sale of assets

recognizes the long—term) of the operating

performance in subsequent years. Research
results indicate that companies that perform real
earnings management significantly decreased the
negative effect of cash flow and operating
income in the following years.

Gunny (2010) argues that a manager who is
interested in increasing revenue for the period
investment

would cut in R&D and employee

training programs. This cost cutting has no
economic consequences in the short term, but in
the long—term. So, also in the world of banking,
offering low interest rate loans to borrowers, on
the other hand offering great prizes as well as
high interest rates to customers, and cutting
costs to boost short—term profits will result in
interest expense and discretionary costs will
become high as well as a negative impact on

performance.
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Real earnings management can be done with
a variety of real activities, such as the use of
affiliate transactions (Thomas et al., 2004), by
cutting the cost of research and development,
advertising and maintenance, as well as delaying
the start of new projects (Graham et al., 2005),
through the production excess of goods, discount
sales, discretionary expenses, general and
administrative expenses (Roychowdhury, 2006),
through a set of related transactions (related
party transactions) and excessive executive
compensation (Saanoun et al. 2013), through
tunneling transactions (Luo et al., 2012; Johnson
et al., 2000; Bhaumik and Gregoriou, 2009) or
propping (Jian and Wong, 2010) relations with
firms. These activities could potentially degrade
the performance of the company. Based on the
above arguments, the following hypotheses were
proposed:
real

Hio: The practice of manipulation on

discretionary expenses has positive

influence on CSR activities.

Hi.: The practice of real manipulation on
production cost has positive influence
on CSR activities.

The second aspect addressed in this research
is the impact of CSR on financial performance,
spurred by the practice of real manipulation.
Instrumental stakeholder theory (Donaldson and
Preston, 1995) argues that good management
affects positive relationships  with key
stakeholders (shareholders), which in turn can
improve financial performance. The basic
assumption underlying this theory is that CSR can

be used as a tool for organizations to use

resources more effectively (Orlitzky et al., 2003),

which then has a positive impact on corporate

financial performance. Therefore, the

management  strategy  for  relations  with
stakeholders is an intangible asset that can be
viewed as a tool to improve financial performance
by using resources according to the theory of the
firm (Hillman and Keim, 2001). Similarly, Berman
et al. (1999) also found evidence that supports
the Hillman and Keim statement, which is called
the Good Management Hypothesis. The Good
Management

Waddock and Graves

Hypothesis
(1997)

was explained by
as the position
where good stakeholder relationships have a
positive influence on financial performance.

There are some arguments about the positive
impact of CSR on corporate financial
performance. First, the argument that managers
who want a higher position, tend to pursue short—
term policy focusing solely on financial results
giving birth to long—term burden in social issues
(Preston and O'Bannon, 1997). Second, the
relationship management among a broad set of
stakeholders with the aim of the dispute could
lead to violence and consumption  of
organizational resources that could endanger the
(Aupperle,

financial performance

1985).

company's

Carroll and Hatfield, Finally, managers
can behave opportunistic against financial losses,
following the practice of defense (Jones, 1995)
with the aim to satisfy stakeholders as explained
earlier.

When companies improve their CSR as a
consequence of real manipulation, the positive
impact of CSR on corporate financial
performance should be reduced significantly. This

statement is based on the fact that managers
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who take refuge in accounting adjustments tend
to over—invest in CSR activities to enhance the
company’ s output with self-defense strategy.
The emergence of social license of this strategy
is unproductive and wasteful and, is expected to
have a negative marginal impact on financial
performance. For example, managers may over—
invest in complex projects that are running with
different stakeholders to satisfy their interests
and, at the same time, manage earnings in order
to give greater license to stakeholders. Rowley
(1997) emphasized that a high level of CSR
covers a broad relationship with a group of
conflicting stakeholders in order to delay the
decision making process within the organization.
The next hypothesis is that managers who
perform real manipulation try to involve few
stakeholders as a way to validate their actions in
order to not get the other

This is

pressure of
stakeholders. referred to as an
entrenchment strategy. That method can reduce
the flexibility of the company and affect the
company’ s financial condition. Hence, the
second hypothesis is:

Ho.: The higher the level of real manipulation
on operation cash flow, then the negative
effect on the relationship between CSR
and financial performance of company.

Family company, which is listed on the Milan

Stock Exchange ltaly, using the capitalized costs
of R&D in order to avoid violation of debt
covenants in order to reduce the risk of losing
control of the company, maintain the viability and
prosperity of the company's long—term, and to
their reputation in the

protect long—term

relationship with lenders (Prencipe et al., 2008).

Research results by Abdolmohammadi et al.
(2010) showed that a family of private companies
in Norway generally manage earnings by

decreasing as compared to non—family private

companies to avoid overstate financial
performance.
Management of US and the UK based

companies are encouraged to reduce the number
of earnings that the stock price down and they
can buy shares at lower prices (Wright et al.,
2006). Some other research also proves that to
hide private benefits, insiders often perform

earnings management. For example, Healy
(1985) conducted a research on bonus schemes,
and Crocker and Slemrod (2007) worked on the
problem of managerial compensation uncovered
Insiders in  the weak CG

these facts.

environments, corporate governance company
tend to not report the actual financial condition
(misreport) to cover their private benefits (Leuz et
al., 2003).

Based on the above literature, according to
both agency conflict type | (Jaggi and Tsui, 2007;
Prencipe et al., 2008; Abdolmohammadi et al.,
2010) and type Il (Wright et al., 2006; Healy,
1985; Crocker and Slemrod , 2007; Leuz et al.,

2003; Luo et al. 2012), insiders perform earnings

management to hide the private benefits they get.

Behavior management in  managing these
earnings could affect the company's
performance, such as making investment

decisions become less than optimal (McNichols
and Stubben, 2008) and can increase the cost of
capital (Dechow et al., 1996). This research
indicates that earnings management can affect

the effectiveness and efficiency of the company,
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which in turn will affect the performance.

Therefore following hypotheses are proposed:
Hoo: The higher the level of real manipulation
on discretionary expenses, then the

negative effect on the relationship
between CSR and financial performance.
Ho.: The higher the level of real manipulation
on production cost, then the negative
effect on the relationship between CSR

and financial performance.

METHODOLOGY
The data used were secondary data in the form
of annual financial reports of 27 manufacturing
companies, listed on Indonesia Stock Exchange
(IDX) during the fiscal period 2006-2008. The
sample of this study was taken from several
sources: Indonesia Stock Exchange’ s website,
Galeri Investment of the Economic Faculty in the
(UNS),
in the Gadjah

Sebelas Maret University Master of
Science Program’ s database
Mada University, PDBE (Data Center of Business
Faculty of Economics and

Mada

and Economics

Business) Gadjah University, and

Indonesian Capital Market Directory (ICMD).

The study sample was selected by using a

purposive sampling method, including the

samples which fit in the following criteria:

Manufacturing companies listed on the Stock

Exchange that published audited financial

statements, which were consistent from the years
2006-2008, presents CSR disclosure in its annual
report in

Indonesian currency, not a merger,

acquisition, and other business changes

(divestitures). The total sample used in this study

was 27 manufacturing companies in Indonesia.

This study used ordinary least square

regression to test the hypothesis. The first
hypothesis can be formulated with the model as

follows:
CSRyy = Ay + Apzg(Mar)y + A5 (cfp)jp + &'jf vvvvevcsvvvccen. (1

The result of testing the first hypothesis was
based on whether the coefficient is positive and
significant. These results interpret that the higher
level of real manipulation, then the greater CSR

activity.

The second hypothesis is tested with the

following model:

CFBy = By + By (Mary_y) + B3(CSR) ;1 + By
(Mar * CSR),,_; + P5(SIZE),, + B (KOM),;, + f7(KP),,

+ By (KD)jy + Bo (LEV)jp g + &'y e @

The second hypothesis, based on the coefficient
B 4, is negative and significant, which indicates
the influence of real manipulation that moderates
the relationship between CSR and financial

performance. The higher level of real
manipulation, the influence of CSR on financial
performance worsened the company's financial

performance.

The Operational Definition and Measurement of

Variables

The research model consists of four variables,

namely the independent variable, moderation,
dependent and control. Here is a description of
the operational definition and measurement of

each variable.
Dependent Variables

— Corporate Social Responsibility (CSR)
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Dependent variable to test the first hypothesis of
this study is CSR. CSR is measured by the index
of social disclosure as a dummy variable. Social
disclosure index was calculated by each
company's CSR disclosure, sample was coded 1
if the company revealed the items on the list of
questions, and coded 0 if the company does not
disclose the item corresponding to the list of
questions. Furthermore, the score of each item is
summed to obtain a total score for each
company, and the total score is weighted by the
total score should be in the list of questions. This
study uses a reference list of social disclosure by
GRI in 2006 to determine the CSR index (Prior et

al. 2008).
— Corporate Financial Performance (CFP)

Dependent variable to test the second hypothesis
of this research was the corporate financial
performance or financial performance. Financial
performance was measured using return on
assets (ROA). ROA is the ratio of earnings before

interest and taxes to total asset value.
Independent Variable/Moderator
— Real Activities Manipulation (MAR)

Real activity manipulation was assessed through

Cash Flows Operating activities.

Before entering in the hypothesis testing,

regression analysis was conducted to find the
cash flow to normal operations. Regression
models for cash flow from operating activities of
normal research

replicating according to

Roychowdhury (2006 ) is as follows:

CFOHAF1 = a0+ a1 (1/At=1) + B 1 (SHA1) +
B2 (ASHAHT)+ et

Description:

CFOt/At-1: cash flow operations in year t scaled

by total assets in year t— 1.

a1(1/At=1): the intercept is scaled by total
assets in year t — 1 with the goal of operating
activity cash flow does not have a value of 0O

when sales and sales lag is 0.

St/At-1: sales in year t scaled by total assets in

year f—1.

A St/At-1: sales in year t minus sales in year t —

1 scaled by total assets in year f— 1.
a 0: constants.
e t: error term in year t.

Therefore, in this study abnormal cash flow
operations were used, for each observation year
abnormal  operating activities cash  flows
(ABN_CFOQ) is the difference of the value of the
actual cash flow operating activities scaled by
total assets one year before testing reduced the
cash flow normal operations are calculated using
the estimated coefficients of the model equation

above.

ABN_CFO = CFOt- CFOt/At1

— Real Activity Manipulation Through Production

Costs

Production above the normal level of operating
companies (overproduction) in order to report the
cost of goods sold (COGS) lower, is one of the
ways in which the management manipulate
earnings through real activities manipulation. The
cost of production is the sum of cost of goods
sold (COGS) and change in inventories (A4 INV)
Researchers as

throughout the year.
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Roychowdhury (2006) used the following model

to estimate the cost of normal production:

PROD#At1 =a 0+ a1 (1/At=1) + B 1 ( SHA+1
)+ B2(ASHAET )+ B3 (ASHI/AHT ) + et

Description:

PROD¢#At1: production costs in year f scaled by
total assets in year t — 1 , where PROD¢ = COGS¢
+ A INVL

a ( 1/At1 ): the intercept is scaled by total
assets in year t — 1 with the aim that the value of
the cost of production does not have a value of 0

when sales and sales lag is 0.

St/At-1: sales in year t scaled by total assets in

year f— 1.

A St/At-1: sales in year t minus sales in year 1

scaled by total assets in vyear 1.
ASt+1/At1: change in sales in year +1 scaled
assets in

by total year 1.

a 0 : constants
e t: error term in year t.

Similarly, the cash flow operations, the estimated
coefficient of the regression equation above is
used to calculate the value of the cost of normal
Thus,
(ABN_PROD) obtained by subtracting the value of

production. abnormal production costs
the actual production costs are scaled by total
assets one year prior to the testing period with
normal production costs are calculated using the
estimated coefficients of the model equation

above.

ABN_PROD = PROD¢- PROD¢ /At
— Real Activity Manipulation Through Discretionary

Costs

To calculate the cost of a normal level of
discretionary costs, researchers use the following
regression model

(2006):

as used by Roychowdhury

DISEXPH#/At1 = a0+ a1 ( 1/At=1 ) + B ( S+
1/At1 )+ et

Description:

DISEXP#At1: discretionary costs in year t scaled

by total assets in year + 1

a (1/At=1 ): the intercept is scaled by total
assets in year t — 1 with the goal of discretionary
expenses not have a value of 0 when sales and

sales lag is 0.

S+1/At1: sales in year t-1 scaled by total

assets in year 1.

Discretionary costs are defined as the sum of the
cost of advertising, research and development
expenses, selling expenses, and general and
administrative expenses. Value of the estimated
coefficients of the regression equation above is
used to calculate the normal value of
discretionary costs. Thus, abnormal discretionary
expenses (ABN_DISEXP) obtained by subtracting
the actual value of discretionary expenses scaled
by total assets one year prior to the testing period
with  normal discretionary expense calculated
using the estimated coefficients of the model

equation above.
ABN_DISEXP = DISEXP¢— DISEXPt /At
— Control Variables

The research model uses five control variables
that have an impact on CSR activities. Control

variables used in this study consisted of:
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1. Firm size ( SIZE ), according to Prior et al.
(2008) there is a positive relationship between
financial

firm size and CSR activities and

performance. Firm size is measured by the

logarithm of total assets.

2. Commissioners size (KOM), Coller and Gregory
(1992) and Sembiring (2005) explained that the
commissioners used to monitor and control the
CEOQO. The greater the number of commissioners,
it will be easier to control the CEO and monitoring
conducted more effectively. Thus, the greater the
commissioners are expected to supervise the
CSR activities more effective and aligned with the
interests of stakeholders. Board size used in this
(2004) and

is consistent with Juholin

(2005),

study

Sembiring namely the number of

commissioners.

3. Institutional Ownership (KI) is the number of

shares held by institutional investors to total

shares outstanding. Institutional ownership is
measured by the percentage of shares owned by
institutional investors of total shares outstanding.
According to Bushee (1998) institutional
ownership has the ability to reduce the incentives
of self-interested managers through intensive

supervision level. Institutional ownership may
suppress the tendency to utilize discretionary
accrual management in the financial statements.
This was confirmed by Prior et al. (2008) which
proved that the higher the institutional ownership
in a company, better the effect on the practice of
CSR and corporate financial performance,
because the institutional ownership typically have
greater power of monitoring than noninstitusional

ownership.

4. Leverage (LEV) is a source of corporate
finance from third parties, i.e. parties other than
the investor company. Leverage is measured by
the ratio of total liabilities to total equity. Leverage
is used as a control variable to test the second
hypotheses is the leverage of the previous period.
Leverage the previous period represents a risk
company's financial

that could affect the

performance in the future.
RESULTS AND DISCUSSION

The regression model used in this study has
passed the tests of the classical assumptions,
namely

multicollinearity, autocorrelation,

heteroscedasticity, and normality.

Table 1 (see Appendix— 1) presents the
descriptive statistics of sample. The results of the
descriptive statistics in this table show that the
average negative for real activities manipulation
flow for real activities

and positive cash

manipulation of production costs and
discretionary costs. These results indicate that
manufacturing companies in Indonesia to follow
the pattern of earnings management that
minimizes the average income is negative and
maximize profits if positive average during the
period 2006—-2008. Manipulation of sales done by
delaying the timing of sales and decrease costs
of discretionary cash, as well as the production of
in order the boarding

goods to exaggerate

reported lower sales. On average ability to
generate profits as measured by return on assets

of 15 percent.

The test results of regression Model 1 indicate

that the value of the determinant coefficient (adj.
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R-squared) is 0.125 (12.5%) means that real

manipulation on operation cash flow, on

production cost, on discretionary expense, and

management did not implement real manipulation
practices proven to improve CSR programs.

Table 3 shows the value of the determinant

Variable Coefficient Probabilities Adj.R2 :
Constant 0.344 0.001 -
MARI1 0.036 0.570
MAR2 -0.003 0.727
MAR3 -0.055 0.184 0125
CFP 0.408 0.003"
fStatistic = 2.656 0.045"
n=48;DV: CSR
**p < 05
p <.01

Where:

MARI: Real manipulation on operation cash flow

MAR?2: Real manipulation on production cost

MAR3: Real manipulation on discretionary expense

CFP : Financial performance

Table 2. Result of Regression Test Model 1

financial performance are able to explain 12.5
percent variation in CSR, the rest is explained by

other factors. The Analysis of Variance (ANOVA)

test results show that the fFtest value is 2.65
and significant at 5 percent level, means
that the regression model is suitable for use as

a predictive model for CSR, and it can be said
that real manipulation on operation cash flow, on
production cost, on discretionary expense, and
financial performance jointly influence CSR.

This result explains that real manipulation on

operation cash flow, real manipulation on

production cost, and real manipulation on

discretionary expense has no positive influence
on CSR, so this hypothesis is empirically rejected.

This indicates that companies that do not

implement the real manipulation proved to
increase their activity of CSR as an entrenchment
strategy. Thus the hypotheses 1a, 1b, and 1c of
this study are rejected. In other words, the results

of this study provide empirical evidence that

coefficient (R—squared) of the test results of

regression Model 2 is 55.4 percent which means
that real manipulation, CSR, the interaction
between real manipulation and CSR, company
size, board size, institutional ownership, and
leverage can explain 55.4 percent variation in
corporate financial performance, the remainder
explained by other factors outside the model of
this research. ANOVA test results showed that the
f~test is significant at 1 percent level, meaning
that the regression model is suitable for use as a
model  for financial

predictive corporate

performance, or it can be said that real
manipulation, CSR, the interaction between real
manipulation and CSR, the size of the company,
board size, institutional ownership, and leverage
jointly influence corporate financial performance.

Table 3 indicates that the coefficient of
interaction term of real manipulation operation
cash flow and CSR is negative and p-value is

.01. This indicates that the interaction of real
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manipulation on operation cash flow and CSR is

negatively related to corporate financial

performance and empirically supported at the

to cover the earnings management practices that
can damage the interests of stakeholders.

The second hypothesis (Ha) is rejected; it

Variable Coefficient Probability Adj R :
Constanta 0.198 0.778
Marl 1.402 0.008"
Mar2 0.046 0.595
Mar3 -0.638 0.001
CSR 0.248 0.175
Marl*CSR -2.341 0.010"
Mar2*CSR -0.019 0.886 0.554
Mar3*CSR 1.424 0.001"
SIZE -0.004 0.837
KOM -0.008 0.289
KI 0.000 0.938
LEV -0.018 0.469
f-Statistic 6.307 0.001

n =48,DV: CFP
*%

: Interaction between CSR and real manipulation on operation cash flow
: Interaction between CSR and real manipulation on production cost

p<.01

Where:
Marl : Real manipulation on operation cash flow
Mar2 : Real manipulation on cost production
Mar3 : Real manipulation on discretionary expense
CSR : Corporate Social Responsibility
SIZE : Firm size
KOM : The size of the board of commissioners
KI : Institutional ownership
LEV : Leverage
CFP : Financial performance
Marl*CSR
Mar2*CSR
Mar3*CSR

: interaction CSR and real manipulation on discretionary expense

Table 3. Result of Regression Test Model 2

confidence level of 1 percent. Thus, the second
hypothesis (Hp,) of this research is supported.
These results interpret that the higher level of real
manipulation on operation cash flow leads to an
increased CSR program which in turn the
company's financial performance in the future.
The results are consistent with Prior et al. (2008),
who reported that higher levels of earnings
management affect the CSR negatively as well as
the company's financial performance in the
future, because the CSR program is used by the

management as a form of entrenchment strategy

means the interaction of real manipulation

variable on production cost and CSR is not
significant. The second hypothesis (Hp.) indicates
that the interaction of real manipulation variable
on discretionary cost and CSR has positive value
at the level of 0.001. This indicates that the
interaction of real manipulation on discretionary
cost and CSR is positively related to corporate
financial performance and empirically supported
at the level of 1 percent. Thus, the second
hypothesis (Hy) of this research is not approved
because of the sign contradiction. The result is

not consistent with Prior et al. (2008), who said
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that the higher the levels of real manipulation on
discretionary cost, the more CSR negatively
affect the company's financial performance in the
future because the CSR program is used by the
management as a form of entrenchment strategy
to cover the real manipulation practices that can
damage the interests of stakeholders. Prior et al.
(2008) also explain that management has two
reasons why they do the earnings management
as one way to satisfy the interests of
stakeholders. First, it is a preventive measure in
anticipation of the stakeholders towards earnings
management actions that could jeopardize their
Second, it is

positions within the company.

considered as a mean of self-defense that
management tends to align the diverse interests
of stakeholders.

CONCLUSION

The purpose of this study was to analyze and
obtain empirical evidence about the effect of real
manipulation practices of CSR activities. This
study also aims to test whether CSR activities are
related to real manipulation practices that affect
the company's financial performance in the
future. The results of this research based on
hypothesis testing are the following:
1.The hypotheses Hq,, Hip, and Hy, are rejected
by the which that the

test, proves

practice of real manipulation has no
influence on the activity of CSR. However,
financial

affect CSR.

performance variables significantly

2.The hypothesis Ho, is accepted through the
test, meaning that the interaction activities of
real

CSR associated with manipulation on

operation cash flow practices affect the
company's financial performance in the future.
3.In addition, real manipulation variables, CSR,

the interaction between real manipulation and

CSR, firm size, the size of the board of
commissioners, institutional ownership,
leverage, and financial performance,

significantly together affect the company's

financial performance in the future (model fit
for interaction model).

IMPLICATIONS

The results of this study have implications for
theory and practice. Implications for the theory
supporting the research of Prior et al. (2008),
who concluded that the higher the level of real
manipulation on operation cash flow is, the CSR

negatively affect the company's financial

performance in the future because the CSR

program is used by management as a form of

entrenchment strategy to cover the real

manipulation practices that can damage the

interests of stakeholders. This is due to

management's expectations that real

manipulation practice is adopted to align the

interests of stakeholders. Real manipulation

practice affects performance with moderating
CSR programs. However, the implementation of
CSR programs, real

along with manipulation

practices, negatively impacts the company's

financial performance because CSR activities
require long—term funds. Investors and creditors
are expected to exercise careful consideration to
the investment decision (the decision to provide
loans); especially in manufacturing companies

implementing CSR programs. Management is
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expected to be more aware of the importance of
management of CSR programs for the survival of
future. To that

companies in the end,

management is expected to harmonize the
various interests of stakeholders through CSR
programs by maximizing the positive impacts and
minimizing negative

impact of a particular

business activity. While, management cannot

avoid opportunities for real manipulation on
operation cash flow practices in reporting the
financial

company's performance, but the

expected real manipulation actions are not
detrimental to the interests of other stakeholders.
In the

long run the company can enjoy the

benefits of CSR programs on the financial
performance and in turn can positively influence

public in general.
LIMITATIONS AND FUTURE DIRECTIONS

The results of this research must be interpreted
carefully and thoroughly. As for some of the
limitations that can be found among others are:
1.The relatively limited sample, 27 out of 393
listed companies of the BEIl The Ilimited
number of companies was eligible to be studied
because a few companies listed on the
Indonesia Stock Exchange were exercising
consistent CSR activities throughout the study

period and were agreed for voluntary CSR

disclosure.

2.This research sample was limited to
manufacturing companies, so these results
cannot be generalized for other industries.

Manufacturing companies represent the highest
proportion of industries listed on the Indonesia

Stock Exchange (JSE).

3. Disclosure of CSR was voluntary so there was
no standard rule of the regulator, which can be
used as reference to measure CSR index. This
raises the subjectivity element in measuring the
CSR index.

4.Broad assessment instruments assessed the
expression of only a dummy variable that failed
to give detail information about the quality of
expression, which is needed to well describe
each company.

Based on some of the limitations of the study
above, in the following are some considerations
that need to be considered in developing and
expanding this research:
1. For further research, it is recommended to
multiply the number of samples and use the
data from the most recent annual report to
well describe the latest company’ s condition.
studies to conduct

2. Future are expected

research in all industry sectors, not just

manufacturing companies for the results

obtained to industrial sectors

listed in BEI.

represent all

3. Future studies should use data with a longer
period to obtain a more valid measurement
results.

4. Future studies are required to connect CSR to
the value of the company.
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Minimum Maximum Mean Std. Deviation
ABN_CFO -2.94 .61 -1.08E-1 72
ABN_PROD -2.45 2.02E1 .90 4.27
ABN_DISEXP -3.12 1.660 .029 .88
CSR¢ 436 782 .60 .10
KOM 3 10 5.38 2.37
KI 50 95 72.95 13.25
KP 5 50 26.99 13.29
LEV 1 4 2.05 .587
CFP 0 15 123
n=48
Where:
ABN_CFO : Real manipulation on operation cash flow
ABN_PROD : Real manipulation on production cost
ABN_DISEXP : Real manipulation on discretionary expense
CSRt : Corporate Social Responsibility
SIZE : Firm size
KOM : The size of the board of commissioners
KI : Institutional ownership
KP : Ownership concentration
LEV : Leverage
CFP : Financial performance

Table 1. Descriptive Statistics
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company  operales,  éafeel of people,  and
teputation of managers [Zaha, Prem  ang
Rashsed, 2005}, One of the most  falal
consequences  of  manpulabng  compary's

gamings by managers result in toss of support

from company = stakeholders because
stakeholders will face sevare problams due 1o the
pressure come tfrom investors, sanctions from
regulglars, high lurnover, possible boyeotl fram
activists, and negalive news aboul the compary
by media (Prior af a/,, 2008}, This action reflects
dizsatisfaction: of ztakeholders on  ihe
perfomance of company thal manipulate. and
finally damape comparny' s repuiation in the
capital markets [Fombrun, Gargber and Bamaett,
2000)

After reporting unsalistactory performance of
the company, managers use a strategy of self-
defonse (entrenchment strategy) to anticipate
slakeholders' dissafistaction. Managess’  galf
defense sirategies sim 10 mainiain company's
personal

repulation and  protecl  managers

carsar,  Among  olber  oways, one way  hal

managers use to parform self-defense is issuing
a poiicy en the application of the company's
Corporate Social Responsibility (C5H). C3R deals
with ethical ane meral issues meparding the
policles and Debovier ol dacision makers, sech
a5 placing a compex issue o secure the
eservation of the enviranmient. human resource

management, health and salety, relalionships

wilh. local communities, and establishment of
hammonicus  relationshigs  wilh  suppliers. and
cusiomers (Castelo and Lima, 2006), Disclosure
of information abowt the company’ = social
respansibility helps in building a pasitive imapa of
company among stgkeholders (Orlitky, Schmidt
and Fynes, 2003}, This pesilive image can help
companias (o establish communily ties and Build
their reputation In the capilal markets, becausa il
can moprove therr ability 1o negotaie attractive
contracts with supplers and governmenis, sat
pramium prices for goods and sepdces, and
reduce the cost of capital (Fembrun-eral , 2000).
Similarty, Castelo and Lima (2006) explain hal by
edopting CSR practices, companies cag generate
more favorable regulatory treamments; support of
eocial actvist groups. the legiimacy of the
industrial eammunity, pozilive news fraom madia,
and ultimataly the company's repuiation remains
wll presanced.

The confext ol (his ressarch probiem is he
suspicion that managers use CSA mechanism 55
& powerful ool for self-defense when they do
things harmful for the interests of shareholdars o
stakaholders. According 0 Cespa and Castong
207,

manipulate eamings. {o project socialy—iriendly

manaosmenl  has  tha incentive 1o
image (hrough SSR actvilies 1o gan supporl fram
stakeholders, With Ihis tachic. Ihe manager will
reduce the possibility of Qetting pressure from
dissatistiod shareholders, o other stakeholders
affected by the practice of  earnings
maragamenl. Furthermore, Pnor e al (2008)
reparl thel there 15 8 disagreemenl belween [he
effect of earnings management end CSA, which

in wm will impacl on the company's finsncial
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perlomance. Howeyer companss  [hal LITERATURE REVIEW
implement CSR programs must reserve adequate Rﬁnmm

financial respurces; which  will aliect the
company's: financial performance in the long
term. This phenomenon gnCcouragas

academigians 1o condug! esearch 1o describe

Ihe influence of esmings manspemant on G3R,

and subsequently ivastigalg the impacl al these

relationships (earnings managemen! and CSR) on
ate financial performance.

Research’ on the relationship of CSA and
cormporata parformancea |8
previous: rasearch showsd mmnsfﬁtﬁ

5|

reqlirad  becauso
results.
Results of research conducted by Dablia and
Sireigar (2008} showed that CSR activity proved to
have a significant effect on financial performance
but does nol atiect the company's markel
perlomance.

Tha differences of this study az compared 1o
previous siudies lke Prior ef & (2008) are:
1. Thig ation s publicly  lisled
manutaclunng the  Stock

Exchange in the duration from 2006 to 2008.

sludy

companmes on

2. Earnings managemant varable in this study
adaoptz real actwities manpulation strategy,
prefers 1o

he  manager his  siralegy

lo be

li5a
because manipulaiions wre difficuit
gelecled by audilers,

On Ihe basis of this background and previous
literature review, the goal to be achieved from this
sway Is 10 analyza and obtain em pirical evidence
ragarding: (1) tha influence of real manipulation
practicas on CSR activiles and (2) he influence
of CSA activities on gelationship between resl

manipulation practices to the company's financial
performance in [he future,

Positive  accounting  theory

accounting policy became an issue for company

explaing  why
and Intarasted parties with financial statamants,
anel 10 pradict accounting policies selaclaad by
(Walls and
Zimmermnan, 19861, This theary is based Bi the
view thal the firm is 8 ' nedls’ol conlragis’ 1.2

the company i5 an estuary for varlous contracis
i ¥

company under cerain condilong

that came 1o it. For example. contracts with
employaas (including managers), sipplisrs, and
financiers. As a gollection of vanous coniracis,
ralignal conlraching companies wanl [o minimize
the costs sssocialed with contracts that go to i,
such as boarding negaotiation, monitoring contract
parformance, the possibility of bankrupicy o
Some of thase contracis

failura, and athers.

imvolved accounting wvanables, ihus positive
accounling theory argues that companies will
ulilize aecounting policlas in order 1o rmunimize
contracting costs. This condition is reinforced by
the provision of flexbility by resident entities of
managemeant standards to choosa from a st of
accounting Positive

policies permitted.

gecounling  theory becomas  an  inleresting
ralicnale for CSR reporting,

FPosilive socounling theory used agency eory
accounting policy. chosen
by  manager. iive accounting  theory
tormulatac by Watts and Zimmerman (1986) has

fhiat

to explan and pr

mredicted  three hypatheses encalraga

companias o underlake eamings manageman,
namely:

1. The bonuz plan hypothesis' Manager of a
fhal had a boous

Company program
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assnoialzg wilh rocounting Niguras will 18nd 10
choose acocunting  procedures  thal - shifl
reported eamings from” future period o the
curent period
today), ceteris paribus.

lincromse reported  Gamings

2. Tha debd covenant  hygolbesizt  Company
gelling closer to breach cebl covenants [debl
Ganiract) tend to cheose accouniing
procedires {hal shifl reported earmings from
future pericds o the cument peried (increasa
feparted eamings today), coters paribus.

3. The Iﬁnal cosl hypothesis: The graater he
poliical costs faned by a firm, the managers

tend to choose accounting procedures that

will

diefer reportad garnings: from cumant 1o fuure

period (lower samings reported today). coteris

paribus
Hypotheses Development
Eamings gualily Increases with stiel acoountng
slandards, which lirmiils [he acurual
eamings management, but there are sSome

consequaences that may be more beneficial. First,

managers increase real actvity manipulation

(more expensive due to higher earnings guality
increages  additional  banafits).

Sacond, morg

strngent accountng standargs could ncrease

profils acoruals.  Esmings  managemen
through real activities can be defscted through
cash. flow from operations. discretionary

gxpanses, and produdtion cosis. Rezsarch on

earnings manggement thraugh resal

activities just concentrates on MwWesting
acthaties ags a reduction of  resaarch
ard  develooment  sxpendilute  [Rovehowdury,

20046]

Roychowdury  (2008) provides evidence [hal
managers mampilale through real activities: by
providing bates to increase sales, reduce
boarding goods sald through increased inventony,
and reduca discretionary expenses fo increasa
fepofled eamings, Several sludies bavae been
conducied on eamings managemesnl by focusing
an irvesimeanl  and ressarch
expenditures, Dechow and Sloan {1998) found

that managers reduce the cost of research and

and  developmeant

development at the end of the period to boost
short-term profits. Similady, Bushees (1988) finds
evidance consisfen! with reduced research and
developmen| cosls o increase profils

G m e & [2005) discover in their study
that %:nciﬂ executives indicate: & willingness to
maripulare sarnings through real ‘activities rather
Thara ara

marpulate eamings through real aciwvities, i.a.

than acecrual. Iwa. fegsong (o

(1} manipulation of accruals may draw  the
gllention ol the audilor of reguigion 10 examing
more deeply than the real decisions on prices and
production, {2) manipulation of a@ccruals are rizky
in‘mature.
i

Roychowdury (2006) indicated 1hat earnings
management thicugh real activilieas manipulaticn
iz @ lransfer of income from the managemenl of
rormal oparaling practice 1o praclice abnormal
operation, performed by the managers o deceve
some slakeholders. He believes that the financial
statements should be made on tha basis of
riarmal narmal

operation.  Displacement of

opacating  practice 10 nol normal  operalion
mractice does nol contnbule to firm value even
though managers achieve reporfing objecives.

Managers iwolved in eamings managemenl are




Rahmawati e al

concamed wilh peraonal gain to achiave reponing
ohiectives because [hey act as apents, e.qQ.
earnings management Lo svoid losses, and svoid
dobt covenani wviclations, o avoid government
Intervantion, as wall as to incraase the bonus,

In Indonesia, research an manipulation o real

acliviles was concucted belore by Andayani

(2008, The resull of research showed 1hal
manufactunng QOMmpanies Were doing
overproduction, ciecounts,  allowances. and

credits as an indication of earnings managemen:,
which leads to hi reduction costs.

We know that accounting data is used o help,
monilor, and régulate We conlmelual relalionship
among 8 company's Ekzl‘mld‘&m. Explicit and
implicit compensation contracts are used to himit
the incentives of management and exfamal
siakeholders. Loan contragls naad o ba wiittan
down in order o prevent the management o take
aclian thai can lose posiion of creditors, Such
confracts ollen use aceounling numbers 85 &
measure of corporate perlormance as stated in
the  contract Feal

agresment, activities

manipulation iz an important concer resaarch
lately because managers can <o i1 at any time
tha curranl Sorme

during ascounting  penod,

techniquas thal can be periormed in the

mampulalion  of real achviles moloce sales

management, excassive  production, and
reducticn in discretionary spencging.

Mevertheless, the impact of real manipulation
affects not only owners, bul || has also a strong
influenoe on olher stakehelcars, Slakeholdans are
a grogge of people who have a risk as a resull of
thelr fnvestment in the form of capital, Ruman

resources, or something ol value in a-company

(Clarkson,  1994)

managemen! actions such as lhe practice of real

Linder Ihs dalinilion,
marnipulation would miskead stekeholders on
asset  waluation ransactions, and financial
position, which %ﬂ serious consequeEnces to
sharehoiders, oredilars, emplayeas, and socialy
asa whole (Zatra e ai, 2005).

CSR

differen! poals: lo increase company’ 5 posilive

Thraugh aciwiliss, managers  have
image through media repors, the lagitimacy of
local communities, and regulations that make it
eagiar and gat lass criticism from investors and
workers. Al the sama fime, some activities can
reduce  he possitiity of a boycoll of he
company's products, and svoid lobbying against
the compamy. Managers belfieve that by satistving
the interests of stakehclders and planning to
inCcrease the  positive  image by taking
responsibility in social and emarcamantal issues,
they could reduca the possibiily of baing
Imvesligatad more [haroughly by slaksholders who
taks prnide ageinst real mampulation acts. Some
of them abuse the benetits of TSR activities to
erase doubts about tha efficiency of the

implementaticn of  social  polices as  a
mechanigm of comporale povermance. This view
differs from the fraditional stakeholder theory in
sugpesting 1hal slakeholder participalion s an
important way for the management 1o leke achion
s follows: [1) strengthen the company's
cy, (2] strangthen tha
relaticnship amang tha rd ot directors, and
(3} minding the management wilh & Bigher

standard of performance. All thess faclors can

perception of social logt]

help &0 improve finarcial performance (Luoma
snd Goodstein, 1999},




Intemational Jourmal of Mandgement, Economics and Social Sclences

Soma researcharns supgesl (hal (he meadiz has
influence  on  Corporale  Social
(CSR) [2005]

increasing media

an importanl

Respaonsibility activities. Bansal

reported  that roports  raise
concern because the company can gal atfentian
or gernoure Irom the public. The (hreal of negalive
media publicty. hes lwo consequences ol &l
management praclices. Firsl, some pubilicalions
o 8

rasulbng  messure  force  |he  compsny

commitment 1o sustanable development, aneg
threats that can ercde the good image of the
company 0 apply a practice that cannot be
accepted by the public, Second, C5R shmulaas
carlain slakeholders and governmen! loblbying
organizations In order o implement changes in
business practices. In cases relaled (o earmnings
managemen;, several stakeholdars associate with
gpacific responses. For example, shareholders
and other stakeholdars proactively  requesting
ragicration of ther responsibiily tor losses due to
samings management praclicss (fahra, 20080, In
addition, some companies began to develop in-
house programs and asllow  whistle-blowing,
where workers can espress their concern aboul
tha issua of prudent accounting ang operations
wilhoul sell exposure,

In e same contexl, managers In companies
subjeciac 10 he rules of ne regulalons regulalony
motivaticns) on earnings management prachices;
they may work to strengthen the security of their
jobe by making the pratection and still standing in
the job if they de nel have the competence and
qualifications for the long ren of the company,
FPossible mesns to prolect their jobs  (and
mainlgin personal gain) by tying in & series of

aclivities commissioned (broad) which aims to

il relalionships and gain slaksholder supporl
for companies by socielal and envirchmental
activities, called CSR. CER includes activities that
into product  Gnd

Incorporate -social - aspecis

manufaciuring process, adopling progressiva
human rasource praclices, improve the level of
emvironmantal frendiness Throogh reprocessing
and  recuce  pollution,  conlinued

[McWilliams,

COmmniy
purpcse  organization Siegel and
Wright, 2006).

The second argument that justifies the use of
Inemcare CSR, according to the managers, © the
mampulation  of eamngs  relating  to the
goplicalion of saeli-defense by manager, In (his
view, lor social activists and pressure groups,
CSR is & simple self-defense strategy for CEOs.
reholders whaose
infarasts would be damaged. Pagans and Valpin
(2005] argue that managars il
stakeholders, such as employees, ds a penarous
sogial actvity  in’ a sell-dafense
mechanism to avod opressure. from  financial
markeis, through 'a h takgover. For that
feasan, suspacted that when managers act ©
pursue personal infarests 1o mistead sfakeholdars

abel he real value

who are under pressure fram

award

fom ol

Ihe asaals ol compamas
' gel permission secretdly
from olhar  staksholdes 1o validate

prattices. Stakeholders can be persuadsd o

or tinancial postion,

some

offer the safisiaction of their specific interesis

and policies that aim to improva the company s

C

5%&4 aalivilies  manipuiaion oan @dece hea
value of the gcompany, this Enn increases lhe
current perfod Income which can have a negative

effect on cash lYlow of nmexl pericd
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(Royehowdhury, 20081 For instance, agoressive
prica cuts o boost sales volume and achieving
shori=term profits can fsad fo the same

customers who expect discounts i future
perads. This may have implicationg for the low
masrging on Wiure sales.  Dver  proaduction
gENErglas axcess inveniony avalable lor sale 0 a
later pariod and increase the cosl ol invenlory,
Maniputalion opershons achwilies such ss R&D,
production, and captal investment lead 1o
dewviations from normal business practices and
potartially lower tha performance in subsaguent
VRArs [ Ry huiry, 2008), Therafora,
abnarmally low pperating. cash flow will negalively
affect the performance, clberwize, abnormally
high operating cash flow will have positive eftect
on performance, both will ultimately affect the
perfomance of CSA.

Tha companes imvobsad 0 real eamings
management anly [0 meef earmings benchmarks
have & high  subsesquenl  performance a5
compared to companies that are not involved anc
loss the earnings benc s (Gunny, 20700, In
this- setting, perferming earnings-managemant o
influence the output of the accouniing system ia
nol apporlunisic, but cansistant with 1he benefits
Ihat will be achie and belter perfaormance in
Ihe luture. So, [he ealeamings mansgemeanl, as
indicated by the amounl ol operafing cash flow
will impact the betier performance in the future.
Cperating cash flow is a resource thal can be
uzed to grab opportunities lucrative for business.
Trerafore, comparnes Thal have abonormally high
operaling cash flow will have high performance,
Therefore, based on sbove literature review, the

lirst hypothesis is:

Higt The practice of mal manipelabon on

aperation  cash  How  has  positive
inflignce on CSH activities.

Real activities manipulation can reduce the
long term profitability, When companies change
the timing and struclure o real  business
ransaclions, they deviate lrom normal opearaling
pmachices, oplimal planning and corporate aal
dislurbing cosl (Ewert angd Wagenhofer, 2005,
Tha manager will manipulate real activities to
meaat eamings targets, UE thaugh it will lower

tha value of the pany in tha fong run (Grakam

af -al, 2008}, Gueoy [2008) investgated the
conseou ol real eamings managemaent
(reduced and selling =xp=ns=s, general and

pdministrative, to discount the price fo boost

gales and profits from the sale of assois
recognizas  tha long-term) of the oparating
performance In subseguent vears. Hesearch

resulls indicate that companies thal perfom real
gamings managemean signlicantly decrezsed (ha
negative eftect of cash flow anc operating
income in the following years.

Gunnoy (2010) argues that a manager who iz
intarestaa in increasng revenuae for the pencd
wolld  cul in R&D and employes

This 51

investmer!
traming programs. cutling has no
EGONGIMTIC Gonsaquences in the short lerm, bul in
the long-térm. So, also in the world of banking,
offering low interest rate loans to borrowers. on
the other hand cffering great prizas as well as
high interest rates to customers, and cutting
cosls 1o Bo0s! short-term prolits wall resull in
inferesl expense and  discrelicnary cosls will
become high as well as & negative impact on

perfommance.
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Real earnings managemenl can be done with
a varielty of real activilies, such as he use of
affifiate fransactions [Thomas & al. 2004), by
cutting the cost of research and developmens,
advarizing and maintenance, as well as delaying
Ita alarl of new projacts (Graham & al,, 2008),
Ihrough the produchon excess of goods, discoun
sales,  discretionary  expenses,  general  oang
administrative expenses |Roychowdbury, 2006],
through a saf of ralated transacions (refated
party

compancation (Saanoun &t a. 2013), through

transactions] and excessive oxecutive

lunneling transactions (Luo af &/, 2012, Johnsan
el g, 2000; Bhaumik and Gregoriou, 20090 or
propping (Jian and Wong, 2010) relations with
tirms. These activities could potentially degrade
the parformance af the company. Based on the
above argumenis, the Tallowing hypothases wara
proposed:

My Tha prachca af real manipulalion on

discrelionary  expenses has  posilive
influence on CSA gohivities.

Hy: The practice of real manipulation on
produciion cost has positive Influence
on SR activities

The second aspect addiessed in (his reseaih

ig the impacl of CSA on linancial performeance,
spured by he praclice of real manipulglion,
Instrumental slakeholder theory (Donaldson and
Freston, 1995) argues that good management
affects pasitive relationships with Ky
slakeholders |shareheolders), which in tum can
impeove: financial  performance;  The  basic
assymplion underying lhis theory 15 that ©SA can
be used as & toocl for organizations o use

résources more effectively (Ovlitzky et al., 2003),

ﬁnn [nen has 2 posilive IMpast on corporaia

performance. (he
with

financial Therefara,

managemen! trategy  for  refations
stakeholdors 15 an intangible asset that can be
vigwed as a tool to improve financial parfonmance
by wsing rescurces accoraing 1o the theory of [ha
lirm (Hillman gnd Kesm, 2001). Similarly, Berman
af @l 11988) also found evidence (hal suppons
the Hillman and Keim sialement, which s called
the Good Managament Hypothesis. Tha Good
Management

Waddock and Graves (1987) as the position

Hypothesis was explained by

whare good  slakeholder refafionzhips have a
positive Influence on financial pﬁrnanc&.
out the positive

corporata

Thera are some arguments
impact. eof GCSR  on
parfarrmance. First, thg argument that managers

financial

who want a highar position. tend to pursua shor=
term policy focusing solely on financial resulis
piving karth 1o long—taerm burden in social issues
19497
relaticnship management among a broad set of
stgkeholders with the aim of the dispute could
ard

(Presion and O'Bannon, Seoond,  1ha

lead o wiolence corsumption  of
organizational resources thal could encanger the
compariy's  Hnancial  performance  [Aupperla,
Carrgll and Hatlield. 1985). Finally, managers
can behave opporlunisic agams! linancal losses,
follopwing |he practice of defense lJones, 1985)
with the aim to satisfy stakeholders as explained
earier.

When companies improve thelr CSA as a
consequence of real manpulalion, 1he posliva
C5R  on

performance should be reduced significantly. This

impact  of corporalg hinancal

stelement is based on the fact |hat managers
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who lake raluge in-accouniing adgjustiments lend
o over-mvest in GSR acljgliies to enhance the
company’ s output with seli-defense siralegy.
The emergence of social licensae of thiz sirategy
is unprocuctive and wasteiul and, is expecied 10
have a nepalive marginal mpact on financial
performance. For example, menagers may over—
Irvest In comples prajecis (hal ara rnning with
different stakeholdars 0 salsly their nlerests
and, at tha sama timea, marage earmngs in order
to give greater license to siakehciders. Rowley
(1897} amphasized that a high level of CSR
covers A troad relatonship with a group of
conllicing slakeholders in order 1o delay the
decision making process within the crganizaton.
The next hypothesis is that managers who
perform  real manipulaticn ty to  Involve  faw
slakeholders as & way 1o validate thair actiong in
other

order to not get tha

This s

pressurg of

slakeholders. referred 1o as  an
anlranchment stralegy. Thal mathod aan reduce
the fiembility of the company and abect the
company’ s linancial condition. Hence, the
sacond hypothesis is!

Mz~ Tha hagher the level of real mamnpulation
ar ::na@un cash llow, then the negalive

effact ke refalionship between CSR

and financial performangs ol company

Family company, which is @eﬂ ‘on the Milan
Stock E Italy, using the capitslized costs
of RAD i order to avold viclation of debt
covenants in order G reduce the rigk of losing
contral of the company, mamlain he vabilily and
prospernty of the company's long—lerm, and to
their reputation in  the

protect fong-term

relationship with lenders (Prencipe ef 8., 2008).

Ressarch resulis by Abdolmohammead er Al
(2010 showed that a family of private companies
in  MNorway generaly manage esmings by

decreasing as compared to non=family prvale

companias  to avold  overstate financial
parfomance,
Mansgement of US and the UK based

companias are gncouraged (o reduce the numbsar
ol earnings (hat |he stock price down gnd Ihey
can buy shares at lower prices [\Wright af al.,
2006). Some o:her research also proves that to
hide private benafits, Insiders often perform

gamings managament. For example, Healy
(1988) conducted & research on bonus schemes,
end Crocker and Slemrod (20071 worked on the
problem ot managerial compensation uncoversd
Insiders in  the weak CG

thesa: facts.

environmants, corporata  governance  company
tenc 1o not report the actual financial condition
(misraport) 1o cover their private banafits (Lawr af
al., 2003,

Besed on the sbove literaiure, -according to

h agency confiict type | [Jaggi and Tsul, 2007,
Prencipe of-af., 2008. Abdolmohamimadi af ar,
20100
1985;

tvpe || (Wright af al, 2006, Healy,
acker and Slemeod |, 2007 Leur &1 &l
2003: Luo @&l 201 2), insiders perform earnings

maragermeant o fida Ihe prvale benelits 1hay gal.

Behavior management 0 managing lhese
eamings could aftect the COmMpany =
performanca, such as making imvestment

decisions bacorme lass than optimal (MocNichols
and Stubben, 2008) and can increase ne cost of
capital [Dechow el af, 1996). This research
indicates ihat earnings management can affect

lhe effectiveness and efficiency ol the company,
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which in lurn will affect the perlormanoe,
Theretore following hypotheses are proposed’
H=' The higher the level of resl manipulation
nses, then the
of tha  refationship
betwean CSR and linancial performiance.

Hao The higher the lavel of resl mampulaion

on discretionary

negative elfiect

an  production cos!, Thean |he negalive
effect on lhe relalionshp belwesn CSR

ang financial perfcrmance.

METHODOLOGY

The data used were gecondary dala in the Torm

annual financlal reports of 27 menutacturing
companies, listed on Indonesia Stock Exchange
(DX) cunng the fiscal period 2006-2008. The
sample of this study was taken from several
soUrces! Indonesia Stock Exchange’ s website,
Gateri Invesimeant of the Economic Facully in the
Sebelas  Marel (UNS), Masler o

Science Program’ 5 database in the (Gadjah

Universily

Mada University, PDBE (Data Cenier of Businoss
and
and

and Economics Faculty of Economics
Gadiah Mada

Indonesian Capital Markat Directory (ICMD),

Business) Lirivarsity,

The study sampie was salocted by Using a
purposive:  sampling mmhnummcluﬂmg 1he
samples which fit n the lollowing critara:
Manufacwring cempanies listed on the Siock
Exchangs  tha!  published  avdited  linancial
statements, which were consistent from the ygars
2006-2008, presents CSR disclesure n its annual
report i Indonesian cumency, ot oa merger,
acouigiicn, and  other businass  changeas
idivestilures), The lalal sample used in s sludy

was 27 manufacturing campanies in Indonesa

This sludy used ordinary  least  sguare

regression fo lesl lhe hypothess. The  first
twpothesis can be formulated with the model as

follows:

OS5l = A + dygg(Mar), + Rgdali),, + 8 ol (1

The resull of teshing the first hypothasis was
based on whelher 1hae cosllicien! s posilive and
signiticant, These resulls interprat that Ihe higher
level of real manipulation, then the greater CSH
activity.

The second hypothesis iz fested with fhe
fallcwing model:

CFEy = By + PatMig )+ Py fCERY, o+ By
(Mar * C5R),, | + P {SE), = B AKOM ), + H51KP),

AR v g TEET Yy g #  lR)

The second hypolhesis, based on the coellicient
4
lhe influance ol real manipulaiion thal modaralas
relabignship. between CSR and
Fighar

& negativa and significant, which indicates
the financial

performanca., Tha lavel of roal
manipulation, the influence of CSR on financial
parformance worsened the company's financial

parlommance,

The Operaticnal Definition and Measurement of
Varlables

The msegrch model consisls ol lour vanables,
namely the ndependent varable, modegration,
dependent and control. Here iz 'a description of
the operational definition anc measurameant of

each variahle.
Dependent Variables
- Corporate Social Responsibility (CSR)
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Dependan! vanabie Lo les! the irsl hypolhasis of
Ihis study i3 GSH, C8R is measured by |he index
of social disclosure as a dummy varigble. Social
disclosere  index  was calcufated by each
company's C3R disclosura, sample was codad 1
il the caompany ravealed [he items on the lisl of
guestions, and ceded O il the company doss nol
diseipse the ilem coresponding 1o the Nsl ol
gueslions. Furthermore, the score of sach item ia
summed fo obtain a taotal score for each
company, ard the tolal score ls weighted by the
total score should ba Inthe list of quastions. This
stucy uses a referance he! of social disclosure by
GRIin 2006 1o delermine the CSA index (Prio ef

al. 2008},

- Corporate Financlal Performance (CFP)

Dependant variable Lo tesl the ssocond hypothesis

of this research was the corporate financial
performance aor financial performance. Financial

formance was maasured wsing rsiurn on
aasels (ROAL ROA g (he ratio of samings before

inlerast and laxes 1o total assel value.
Independent Varlable/Moderator
- Real Acthities Manipulation (MAR)

Real activity manipulatton was assessed through
Cash
Befora

Flowe Dparating activities.

enfaring In  tha hypalhesis  lasting,

regression analysis was conducted o lind the
cash flow 1o normal operations. Regression
modeis for cash flow from cperating activities of
research

normal  replicating

Roychowdhury (20068 ) s az follows)

according 10

CEOMASl =g+ al (A1) + 81 (SHAM) +
FelASHAR )+ et

Cescnplion:

CFO& A1, cash flow aperations in year r scaled

by total agzois-in yaar = 1.

a1/ he

gssets m year + — 1 with lhe goal of operaling

inlercepl 15 scaled by lolal
activity ‘cash flow does not have -a walue of O

whan salos and safes lag |s 0.

SiAM1 sales in year !scaled by tolal gssels in

year f— 1.

A “M—Ifgﬂs in year ¢ minus seles invear |-
1 scaled by total assels in year - 1.

a 0: constants.
& 1 Lerror lenm o year |

Therafore, & this study abnormal cash flow
operations were used. for each cbservation yoar
abmormal  operating activiies cash  flows
(ABEN_CFO) is Ihe diflerance of tha valda of [ha
sstual cash Now operaling aclivilies scaled by
tolal assets one year befarg testing reduced the
cash fiow normal operations are calculated using
the estimated coefficients of the model equation

above.
ABN_CFD = CFOr— CFO¢ /A1

~ Real Acthvity Manlpulation Through Production
Costs

Production above the normal level of operating
companies (overproduction) in order to report tha
cost of goods sold (COGS) fower: is one of the
ways

in which the managemen manipulate

eamings through r thaties manipulation. The
cost of production is the sum of cost of goods
sold (COGS) and change in inveniories (4 INY)
the Hesearchers as

throughout YEar,
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Roychowadhury (2006} used the following maode|

[o eslimate the cost of normal production:

PRODHAETl = a 0+ a1 [1/A1) + 81 [ BHA1
I+ A2l ASKAR VAL ASHIAR ) vt
Description:

14
PROCKAS production cosls in year fecaled by

(olal essates in waar =1 , whera PROD! = COGS!
+ ANV

&3
a | 1/A~1 ) the intercept is scaled by fofal
aagkls 0 pEar [ -1 wilh he aim hal (he value of
thae cost of production does not have a value of O

whern sales and sales lag s 0
Siar1 sales in year fecaled by total-assets in

year f- 1.

ASUAR sales inyearf minus sales inyear /=1

scaled by fotal ts. ‘In° year 1.
ASH1/AF1! change In saLE ift year =1 scaled
by [atal assals In year -1,

a0 constants
£t Uaemor temm in yvear f.

Simiarly, the cash Now operalions, the eslimaled
coefficient of the regression eguation above ia
used to calculate the value of the cost of nomal
progduction. Thus, abnommal production costs
(ABMN_PROD) obtained by subtracting the value of

aclual production cosis are scaled by [olsl
agsels ane year rior 1o the festing penod with
norfiah produclion tosls are caltulaled uEing he
estimated cosfficients of the model egualion

above.
ABN_PRCD = PROOI - PROD! fAE

- Real Activity Manipulation Through Discrationary
Costs

To cakndale the cost ¢l a normal Jevel of
dizcretionary costs, researchers use [he following
regession model as used by Roychowdhury

(2006):

CISEXPYAI-Y =a D+ a1 (1AM )+ F | 5F
VAR )+ et

Dascriptian:

DISEXPH A1 disoretionary cosis in year [ scaled
by total asseis in year &= 1

(1A )0 the infercepl i5 scaled Dy lolal
gssets N year [ — 1 with the goal of discretionary
gxpanses ool have 8 value of 0 when sales gnd

sales lagis 0.
salas i year -1 scaled by Total

assals i year -1,

Si-10A-10

Discrationary costs arg defined as the sum of the
coat of aising. research and development
expenses, saling expenses, and genkral and
gdministraiive expensas. Valug pf the eshmatad
coellicanis of the regression eguabion abive 18
used fo calculate the pomal  valug  of
discretionary costs. Thus, abnormal discretionary
cxpanses [ABM_DISEXP) obtained by subtracting

actual value of discrationary expensas scaled
@WIHI ansels one Year pror 1o 1he lesling period
with nommal  disgretionary expgnse  caloculated
using the estimated cosefficients of the model

equation above

ABN_DISEXP = DISEXP - DISEXP! (A1

= Confrol Variables

The research model uses lwe conlrol vanablas
that hawe an mpact an CSR actiaties, Contral
vanables used in Thig study consisied ol
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1. Fem size { SIZE ), acoording to Prior ef &l
12008) there |s a positive relationship balween
firm size and CSR aciyifies and financial
performance. Firm size & measured by the

lagarnthm af total assets.

2. Commissioners size (KOM), Coller and Gregory
(1892} and Sembinng (2005) explained thal the
commissioners used to monitor and conlrol the
CEQ. The greater the numbar of commizssioners,
it will ba sasar 1o contral the CEQ and manitoring
conducled more affecively, Thus, the greater the
commissicners am axpecled o supernise the
C3R ectivities more effectve and aligned with the
interests of stakeholders. Board size used In this
(2004} and

sugy 15 congigtent with  Juholin

Sembirng (2005), namely the number of

commissionars.

3. Institutional Ownership (K1) is the number of
shares held by insfitutional irvestors to total

ares  outstanding.  mstitutional ownership  is
measurad by the percentape of shares owned by
inshiluticnal inveslors ol lelal shares outstanding.

cording  to  Bushes {1928}  institutionzl
ownership has the-ability 1o reduce |he ncenlives
of sali-inferectea managars through intensive
ﬁmwmsmﬁ leved.  Inshitufional ownership may
E:JDIJTBEE the tendency to utilize discretionary
accrual management in the linancial statenenis,
This was conlirmed by Prior af al [2008) which
proved that the higher the institutionsl ownership
in a compary, better the effect on the practice of
CS8R and corporate  financial  performance,
because tha instilutional ownership vpically have
greater power of maoniionng han nonnstilusional

ownersnip.

4. Lewarsge (LEV) is 8 source of corporale
finance lrom third parties, 1.8, parties ofher than
the investor company, Leverage is measured by
the ratio of total fabiliies to total equity. Loverago
is used as a confral variable 1o test tha second
Mpathases s the leveraga of |he previous pariod,

Leverage he previous period reprasenis 8 nisk

that could affes [he company's  finganoal
pariomance in the Tuture,
RESULTS AND DISCUSSION

The regression mods! used in this study has
passed lhe tests of the classicel assumptions,
autocomelation,

namely multcoliinearity,

haterngcedasticity, and normaliy.

Takie 1 {see Appendix- 1) presenis the
descriplive stafistics of sample, The results of the
descriptive stafistics in this table show that the
avarage negative for real activities manipulation
flow  for real  activibies

and  posilvae  cash

marpulation of  poduction costs and
discretionary costs. These results ingicate that
manufacwuring companies In Indonesia to follow
the pattern of earnings menagement that
minimizes: the average income Is negative and
maximiza profils i positive avarage durng the
penog 2006-2008, Mampulahion of sales done by
delaying the timing ol sales ard decrease costs
of discretionary cash, as wellas the preduction of
goods in order to exaggerate the bearding

reportad  lower sales. On average ability to

penarate profits as maasurad by raturn on assels
of 15 parcen:.
The fest results of regression Model 1 indicaie

that the vaiue of the determinant coefficient (adi.
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A-sauared) is 0,123 (12.5%) means [hal real

manipulation  on  operation  cash flow,  on

production cost. on discretionary expense, and

managerman! did nol implemant real manipdlahon
practices proven 1o improve CSR mwograms,

Table 3 shows the value of the determinant

Variable Coefficient Probabilitics Adj.R2”
Constent .34 00 -
MARIL LNLET (L570
MAR2 40003 0727 0.12%
MARZ L1055 (L1E4 e
CFP {408 oo
FSatsne = 1 636 onas”
=50 C5R
P = A5
F=<n0l

Whre:

MAR1: Renl manpulation ém opemtion cash flow

AAART T Bl man pulncion on producien ooa
MARS

CFI* ¢ Finnneisl performnes

Rl muinipulation on discrelimary expiase

Table 2. Result of Regression Tesi Madel !

fingncial pertormance are -a to explgin 12.5
percant variation In CSR, the rast s explained by
other fagtors. The Analsis of Variance (ANOVA)
testresults show that the Ftest value s 2.65
and significant  al tevel,
thal  he regression model is suilable o iSe-as

a predictive model for CSR, and it can be said

5 percent Maans

that real manipulation on operation cash flow, on
oroduction cost. on diecrationary  expense, and
financial parformance jcintly influence C5H.

This resull explaing that real maniglalion on

operalion cash low, real mamipulaiion on

produchion  oosl,  and el manipulahon on

discrefionary expense has no positive influence
on C8R, s0 this hypothesis is empifcaly rejected.
This that do not

incicaies that companies

implament the real manipulation proved o
increase thaw aclivily of CER as an-enlrenchmen
sirategy. Thus Ihe hypotheses 1&, 1h, and 1o of
thiz study are rejected. In other words, the results

of this sludy provide empinical evidence thai

cocfficient (R-sguared) of the test results of
regression Meodel 2 i 55.4 percent which means
CSR,

betwean real manipulaton and CSR, company

that real manipukation, the interaction

siza, board size, instiutional ownership, and

laverage oan sxplain 654 paroen! venalion in
corporate financaal performance, the remainder
explained by er factors outside the mocel of
this research. ANOVA tast results showed that-the
Hest s-significant a1 1 parcant lavel, meaning
thal the regression maodel 15 sullable for ise 88 8
prediclive corporate  financial

modal  lor

perlomance,  or il can be saidl  hal  real
maripulation, TSR, the inferaction between real
manipulgtion and CSR, the size of the company.
boarc size, instiutional cwnership, and leverage
jeindy influence corporate financial performance.

Tape 3 indiczlas hal Iha  ocoeflician  of
imeraction term of real manipulation oparation
cash flow and CSR is negative and p-vglue is

M. This indicates thal the interaction of real
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maniputabion an operation cash low and CS5R I8

negatively  related 1o corporale  financial

performance and empitically supported at the

lo cover 1he aamings managamaeanl prachces (hat
can damage the interests of stakehclders.

The second hypothesis (Hz! is rejecied: it

Variuble CuoelMident Probubiity  Adj R’
Constanta 198 T78
Mar] 1.402 0008
Mar2 (L1 (L5305
Mard 1638 ot
Cak 0245 0175
Marl *CSE -234 oo
Mar2*USE .00 % (LERG 1,554
Mard=USR L424 0001 "
SIZE LIS 0537
RO SRR (284
Kl 0000 (03K
LEV -8 (1469
f-Satistic 307 o
=408 LFP
px ]
Where
Plnr! < Reall manpuinien mm ope oo cash fow
I : Rzl manipulatbion m ocost prod oction
Mnrl +. Reeall marmpudniien on disretronnry cxpense
UNi Uil Socanl Bespnsibiliy
SIZE : Firm size
KOn Thesier of the bocd of ¢ ovmemi ssimicrs
Kl + Imvetrhiitimal cwmership
LEY Levernge
CFr i Finangial performance
MMorl *CER 1 Imtemotiom heeween CSR nnd real mamipulation on opemtion csh flow
Muart* SR It ceniztim betweoen CSE nd real menipubation on peoduciion cost
Marl *CER +imterac ton C5R and real memipulntion on discretionnry expense

Table 3. Kesult of Regrevsion Test Model! 2

confidence level of 1 percent. Thus, the second
ypothesis (H.) of this research s supported.
Thesa resulls interpral thal the higher lavel ol real
menipulation on operation cash flow leads to an
mnocreasad CSA progeam which o um the
company's financiel performance in the fulure.
The resultz are consistent with Pricr af & (2008],
who repored that higher lewels of earnings
management affect the CSR nepgatively as wall as
e companys financiel  perfomance in he
future, becsuse the GSR program is used by the

management 85 a torm of entrenchment sirategy

meaans the interaction of real manipulation
vanable on production cost and CSA s not
sgrificant, The sscona hypothesis [Ha ) indicales
that the mteraction of real manpukalion vaniskbie
on discrelionary cosl and TSR has postive value
al ihe Ievel of 0,007, This indicates that the
interaction  of rﬁ manipuletion on discretionary
cost and CSR is positively related 1o corporate
financial parformance and empincally supportad
gl tha level of 1 Thus,

parcen. Ihe  second

hypathesis (Hxt of this research is nol oved
because of the sign contradiction. The resull is

not Consisten] Wilth Prior ef &l [2008), whe said
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Il 1he hgher [he levals ol real manipalalion on
discrefionary cost, the more GSH negslively
affect the company s financial performance in the
fuwre because the CSR program is used v the
managemen; as a form of entrenchmant eirategy
lo eover the real manipulation praclices thal can
damage [he inlerests of stakeholders. Prior &t &l
(2008) also explain thal managament bas [wo
reasons why lhey do the gamings managemeni
as one way to satisfy tha interests of
siakeholders. First, it is a preventive measure in
anticipation of the stakeholdars towarde earnings
managemen! actions thal could jeoparaze (heir
Ihe company. Second, Il Is

that

posilions  within
considersd a3 & mean of seif-defenss
managemen: tends to align the diverse interests
of stakaholders.

CONCLUSION

The purposa of this study was to analvze and
atdain empirical evidence about the affect ol real
mamipulation practices ol CSR aclivilies., This
study also aims to test whether CSR sciivities are
refzted to real manipulation practices that affect
the company £ financial perfomanca in the
future, The results of this research based on
hypothesis lesling are (he Tollowing:
1. Tha nypotheses Hig, Hip ang Hs. are ejactad
by the Ihat  the

practice ‘of

tasl,  which  proves

real mamdpulation has no

influence on the achwty of CSRE. Howewar,

financial pertormance variables significantly
attect CSR.

2.The hypothesis Hz s sccepled through the
fest, meaning fhal the imteraction activilies of

CSH associated with real manipulation on

opsfation  cash flow prachces  alfect  lhe
company's financial periormance in the future.
3.In addifion, real manipulation variables, CSR,

the interaction between real mampulation znd

CER, firm size, the size of the board of
COEMMiSsionars, instintional wnarahip,
leverage, anG linancial perfonmance,
signilicanily 1opather affect the company s

financial performance in (he lutore (model fit

dat).
LICATIONS

The resulls of his sludy have implications lof

for mtaraction

thecry and practice. Implications for the theory
supperting the research of Prior ef al (2008],
who concludad that the higher the level of real
manipulation on operatlon cash flow is, the CSR

negatively affect the company's financial

parformance n he lulure b2ceuse e OSSR
program s used by manapement as a lom ol
sirategy lo the real

entrenchment COVES

manipulation practices tat can damage the
This i due fo

thal

inarests of stakeholders.

manageamant's axpactations faal

manipulation practice & adopteg to align the

interests ol slakeholders. Aesl manipulation
practice atfectz performance with moderating
CSR programs. Howewer, tha implementation of
CS5R programs, along with real manipulation
practices, negafively

iImpacts the company s

financial performance because CS5R actities
require lgng-term funds, Investons and oredilors
gre axpected 1o exercise carelul consideration o
the investment decision (the decision to provide
loans): especially in manufacturing companies

implementing CSR programs. Management is
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axpacied 1o be morg awarg of he importance of
management of CSR programs for the survival of
thet end,

companies  in  the futwe. To

managemant s expacted to harmonize the
vanous intarests of stakehaolders through CSRE
programs by maximizng he positive impacls and
impact of &8 parlicular
While,

avoird  oppordunities o

minmmiiEng nagalive

busaness  aclivily, ranagament cannc

real manpulation o6
oparation cash fow practices in reporting the
financial but  the

company s performance,

expacied real manipulation  actions  are not
detiimantal to the interasts of olher stakenolders,
fn the long mwn the company can enjoy the
benafits of CSR programs on the financial
performance and in tern can positively influence

public In genaral.

LIMITATIONS AND FUTURE DIRECTIONS

The results of thiz research must be Interpreted
carafully and thoroughly. As for some of the
limitations that can be founa amang othars ae-
I.The refalively limiled sample, 27 oul of 393

listed companies of the BEIL The limited
mumber of companies was eligible to be-studiad
bocause a fow companias listed on the
Indonazia Stock Exchange  weara  8xercising
consistent CSA activiies throughout the study
parod  and were agreed for voluntary CSH
digclosure

. Thiz

(=

resegrch  sample was  mited  to

manuiacturing companies, so these results
cannot be peneralized for other industries.
Manufacturing companies represant the highest
properlion of indusiies listed on the Indonasia

Stock Exchange (JSE).

E.ﬁmmum ‘ol CSA was volunlary so hefg was
no-standard ruke of the regulator, which can be
used a5 reference to measure CSHindex, This
raisgs the subjectivity element in measuring the
CSA indax,

4 Broad assassment inglroments agsessad Lhea
axpression of only & cummy vanable thal lailed
o give datail information aboul the cualily of

axprassion, whith is nesded o well descrbe

h company.

Es’mﬂ an some of the limitations of the study
above, in the following arg some considerations
thai nead o be considersd in developing and
sxpanding this ressach’

1. For farther research, it |s recommended to
multiply the number of samples and use the
data from the most recent anndal report 1o

Il dascriba the tates! company ¢ condition.

2 égum ‘studies are. expacted to  conguct

resaarch 0 @l Industry saciars, nol  just
manufacturing  companes  [or (ke esulis
oblmned to represent all industrial sectors

jsted in BEL

3. guhre giudies should use data with a longer
panod to obtain 8 more valic' measurameant
resulls.

4. Fulure studies g required o connect CSA o

e value ol the Compary,
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