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ABSTRACT

Financial reports are important elements in economics, so thata rule is formed in the financial reporting
process called General Accepted Accounting Principles (GAAP). The aimis to unify financial reporting and
financial reporting for each business entity in a country to facilitate the auditing process for fairness in
reporting. This studywill discuss earnings managementin terms of Islamic ethics. The research method
uses the literature review method concerning Islam's references and matters relating to profit
managementand Islamic business ethics. In this study, it can be seen that the behavior of a manager
towards profit managementbymanipulating profit figures on paper is not following what is instructed by
Islamic teachings and the basiclaws of various types of muamalah are permissible until arguments are
found that prohibit them.
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INTRODUCTION

In practice, profitinformation can influence users' behavior of financial statement information,
particularly investorsand creditors. Investorsand creditors need this profit information as a basis for
decisions on the rateof return on their invested capital (Kurniasih,2020). Because of financial reports'
enormous benefits, a rule was formed in the financial reporting process called Generally Accepted
Accounting Principles (GAAP).GAAPis a framework of guidelines consisting of accounting standards and
other sources supported by applying legal (juridical), theoretical, and practical accounting practices
(Umam, 2020).

The purpose of establishing PABU as a rule in financial reporting is to uniform the financial
reporting process, along with the results in the form of financial reports on every business entityin a
country, sothatit can simplifythe auditing processfor the fairnessofits reporting (Prasetyanti, 2020).
Another objective is to measure the level of comparability between the financial statements of one
business entity and another so that it shows the comparability of their financial performance levels
(Rachmawati, 2020).

With the application of GAAP by every business entity, it is expected that the resulting financial
statements will be of high quality. The high quality of financial reports can be seenfrom the qualitative
characteristics that support them (Mardian, 2015). The Indonesian Institute of Accountants states that
there are four main qualitative characteristics of financial statements, namely understandable, relevant,
elastic, and comparable. At a normative level, PABU can indeed assure the quality of financial reports
issued by business entities. Butat a practicallevel, Accounting Standards (as an aspect of GAAP) have
limitations thatcan make financial statementsless (reliable) (Maghfur, 2017).

Limitations of financial reports, in practice, cause problems with for-profit management activities
by company management on their financial statements. Profit management aimsto maximize managers'
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utility and tends to benefit themselves (managers) by influencing the financial reporting process
(Ujiyantho, 2007). Practicescarried out to influence profitfigures can occur legally or illegally. To make
this profit, it often impacts income for management, so that management affects profit figures which
causes a decrease inthe quality of the company's financial statements (Purnama, 2020).

The decline inthe quality of financial reports is the main impactresulting from the absence of profit
managementand the other effects. A company's progressand reputation must be demonstrated by actual
performance, not merely by playing with numbers (Sulistyanto, 2008). The best way is to publish a series
of annual profitand loss reports and not a series of flattened stories. This study discusses earnings
managementinterms of Islamic ethics, intending to present the Islamic ethical view of profit management
(Purnama, 2020). An ethical perspective on an action or business activity is very important because
businessethicscan beusedtoalign the strategic interestsof a business or company with the demandsof
morality. Business ethics can also change publicawarenessofa trade by providinga new understanding
or perspective,namely thatbusiness isnot separate from ethics (Yuliza, 2020).

Business ethics concerning Islamic teachings means a thought or reflection on morality that limits
its frame of reference to an organization's conception in economics and business based on Islamic
teachings.Islamic businessethics regulates good orbad,fair or inappropriate,or permissibleor nothuman
behavior in business activities both withinthe scope ofindividualsand organizations based on Islamic
teachings. In this case, thisstudywill try tolook atthe morality / normative aspects of profit management,
namelywhether profit managementis anactof good orbad, fair or inappropriate,orallowed orprohibited
according toIslamicteachings.

RESEARCHMETHOD

The research design usedthe literaturereviewmethod. The type of data usedin this research is
documentary data.Atthe sametime, thesource ofthe data obtained is secondary data. After the data
obtained has been collected, the next step is toanalyze the data. In conducting this research, the data
analysis method used is a qualitative method with the following steps: (1) Reviewing some references
from books and scientific journals on profit management and Islamic business ethics; (2) Making
interpretations or interpretations; and (3) concluding.

RESULTS AND DISCUSSION

Islamiceconomics emerged around the 1970s. Then the growth and developmentin the 21st
century are veryfastand very phenomenal. Signs of change can be seeneasily because the transition is
"institutional” or "institutional growth" (Atmaja, 2020). Everywhere, economic institutions appear with
the addition of theword "sharia." Callit Sharia Commercial Bank ( BUS), Islamic Banking (IB), Sharia Rural
Banks (BPRS), Sharia Accounting, Sharia Insurance, ShariaPawnshops, Sharia Capital Market, Jakarta
Islamic Index (JI1), Sharia Mutual Funds, Sharia Bonds, Sharia Cooperatives (Kopsyah) and others. He said
this indicated the substance of the aim of establishing the institution, namely "Islamization of the economy
and financial mechanisms." In reality, theaddition of the word "sharia" is inevitable and hasbecome a
trend (Kalbuana, 2020).

Regardless of whether thistrendis good or bad, it needs tobe reminded thatsuch designations
should rely on the awarenessthatthe appointment is nota necessity but a trend adjustment. For example,
the economicinstruments "mudaraba” and "musyarakah" existedlong before Islam,but there was no
addition "shariaorIslam" to these instruments. The Prophet's Sunnah also never refersto the term "sharia
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/Islamictrading," even though itis known that there isa ribawi type of trade (Putra, 2020). Islamic
scholars up toIbnKhaldun did not usethe "additional designation of Islam / sharia"in their knowledge
disciplineeven though the economic concept of IbnKhaldunwas used as the basis forthelslamic economy,
which emerged at the end of the 20th century and developedrapidly in the 21stcentury (Dewangga,
2020).

Indeed, thereis alot ofinformation from the Koranthat touches economic problems, explicitly or
implicitly. According to Islam, how to buy and sellthat is good and legal, borrowingand borrowing with
valid contractsto prohibit usuryin the economy. Everythingis thoroughly discussed in Islamiclaw and
sharia(Said,2017).Inlslam, the role modeland role model in applying Islamiceconomic lawis the Prophet
Muhammad (Sulistia, 2020).Islamic economiclawmustadhereto Islamic shariaand will be thick with
Islamic creeds. The Sharia/Islamic EconomicSystem allows humansto be able to fulfill their daily needs
honestly withoutoverdoing it and helpingeach other,soitis hopedthat by running an Islamic economy,
humans can findloyalty and authenticity in Islam, which isexpected to provide prosperity for all humans,
veryright withthe goal of Islam, namely Islam wassent down for creatures on this earth tobe safe and
prosperous (Hassan, 2018).

Therefore, if someone says the term "Sharia Financial Management," then the meaningis a financial
managerialactivityto achieve goalsbypayingattentionto compliance with shariaprinciples (Islam,2020).
Furthermore, planning, organizing implementing, and controlling related to sharia finance is described as
including the following: (1) Every effort in obtaining assets should pay attention to methods that are
following sharia, suchas commerce/sale and purchase, agriculture, industry., services; (2) The object
cultivatedis not prohibited; (3) Assets obtained are used for things that are not prohibited/changeable,
such as buying consumer goods, recreation, and so on—used for items that are recommended/sunnah
such as infaq wagqaf, sadaqah—used for things that are required, such as zakat (Abdullahi, 2017). In terms
of wanting to invest money, you must also pay attention to the principle of money as a medium of
exchange, not asa traded commodity,itcan be donedirectly or through intermediaryinstitutions such as
Islamic banks and Islamic mutual funds (Mohammad, 2018).

Ethics inIslamicFinancial Management

Discussionof ethicsin Islamic financial management cannotbe separated from Islamic teachings'
values as awhole. Therefore, the following shows a mapping of the position of sharia financial or economic
management in the structure of Islamic teachings.

From the Figure 1,it can be seen thatfinancial management or sharia economicsis alsorelated to
rational economic aspects as thefocus of conventional economics.So that Islamic value is not an aspect
thatis completely separate from the sensible part of economic reality. The two are closely related.
Therefore, weunderstand thatIslamic financial or economic management is also said to realize economic
motives/principles, namely achieving the maximum profit with the smallestamount of energy, even if it is
not absolute, as is the practice ofthese economicmotives reality. The method of economic motives can
stronglyor even negatively impactand oppressfellow humanbeings. However, for some people globally,
the financial explanation is not a fundamental lawin human endeavorbecause there is a "world view"as
I[slam has becomealivingandreal force (Kurt,2020).As a countrywhere most of the population adheres
toan Islamic worldview with the tradition of infaq sadagah zakat (as an example of generosity/altruism),
the worstimpact of thateconomic motive does notoccur (Murphy, 2020).
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Figure 1: Financial Management in Sharia Economics

Businessethics as asetof valuesabout good, bad, right, and wrongin the business world are based
on the principles of morality (Kurt,2020). Inanother sense, businessethics means a setof principles and
norms which business people must upholdin theirtransactions, behavior and relationships in order to
achieve business goals safely. Ethics in [slamic thought is included in practical philosophy along with
politics and economics. Talk about how ethics vs morals shouldbe.Moralsare the same as the good and
bad values of every human action, ethics is the same as the study of good and bad. In the discipline of
philosophy, ethicsis often equated with moral philosophy. Islamic ethical theory mustbe derived from
religious principles. Ethicaltheorywhich has religiousorigin willnot lose its theoretical substance. Faith
determines actions, belief determines behavior.

The core metaphysical perspective is not different from the religious perspective. The main
substance of theinvestigation of ethicsin Islam,among others: (1) The nature of right and wrong; (2) The
problem of free will and its relationship with God's omnipotence - human responsibility; and (3) God's
justice andthereality of His justicein the nextday. Various western ethical theories can be seen from an
Islamic point of view asfollows: theology-utilitarianin Islam: "individual and group rights are important”
and "responsibility is an individual” (Hasbi, 2020). [slamic ethics has axioms, namely: (1) Unity; the
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concept of monotheism,socio-economic and politicalaspectsand nature,all belongto Allah, the vertical
dimension, avoid discriminationin all aspects, avoid unethical activities; (2) Equilibrium; fair concept,
horizontal size, honestin transactions,not detrimentaland not disadvantaged; (3) Free will; freedom to
contract butrefuse laizez-fire,because the lust of anger tends to encourage violations of the responsibility
system,humans mustbe responsible for their actions; and (4) Benevolence (benefit /kindness); lhsan or
activities mustbe useful (Zulni, 2020).

Good ethics ornoble morals arenotacquired andformed by themselves. Still, there areother factors
besides the worship factor above, as stated by the Islamic business ethicist from America, Rafiq Issa
Berkun, that individual ethicalbehavior canbe influenced by three factors (Suhanda, 2020), namely:

Interpretation of the law

The law will liveandbe believed to existifit is beneficial for humans. Whenthe law conflictswith
human interests, it canendangerits existenceand willnot be obeyed. Interpretation of alaw willtend to
be based on value standards.

Organizational factors

Withouta society, the personality of an individual cannot develop. Likewise, with the moral aspect,
the moralvalues thatare owned are more of something thatis obtained from outside (the environment),
it will record every activity that occursin the background, which will gradually show patterns of behavior
for life in the future (Sulaiman, 2020).

Individual factorsand situations

Things thatfallinto the category of individual factorsinclude one'sinner experience, which is also
a factor for forming ethical behavior. Situation factors contribute significantly to the formation of a
person's moral behavior. In simple terms, studying ethics in business means learning about what is
good/bad, right/wrong in the businessworld based on morality's principles. The study of business ethics
sometimes refersto management ethics or organizational ethics. Business ethics can mean thinking or
reflecting on the character in economics and business. Merging ethics and business can mean
implementing religious norms for the business world (Caniago, 2020).An ethicalbusinessis a business
thathas a sincere commitment to maintainingexistingsocial contracts. The social contractis a promise
that mustbe kept.

Morality here, as mentioned above, means good/bad, praiseworthy/despicable, right/wrong,
fair /inappropriate, proper/inappropriateaspectsofhuman behavior. In the study of Islamic business
ethics, the adjectivearrangementabove is added with halal-haram, as pointed out by Husein Sahatah,
where he describes several ethical business behaviors (akhlaqul al Islamiah) wrapped in Dhawabith
Syariah (sharia boundaries) or generalguidelines. Islamicbusinessis a series of business activities in
various forms thatarenot limited to thenumber of ownership (goods/services),including profit, butare
limited in obtaining them and using theirassets due to halal and haram regulations (Kusuma, 2020).

Profit Management

Managershave theflexibility to choose between several alternative ways of recording transactions
while choosingoptions that existin the same accounting treatment. Thisflexibility, whichis intended to
enable managers to adaptto various economicsituationsand describe the true economicconsequences of
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these transactions, can alsoinfluence the level ofincome at a certain time to benefit managementand
stakeholders. This is the essence of profitmanagement, whichis the ability to "manipulate” the available
options and make theright choices to achieve the expected profitlevel.

Schipper sees profitmanagementas a deliberate intervention in the external reporting process to
obtainsome personal gain. Profit management occurs when managers use judgmentin financial reporting
and preparation of transactions to modify financial reports, thereby misleadingstakeholders about the
company's economic performance or to influence contract-related outcomes that depend on the
accounting figures reported. Profit management is the selection of accountingpoliciesto achieve specific
goals (Perawati, 2020).

Motivations thatunderlieprofit management fall into three groups: first motivation from the capital
market as indicated by stock returns, secondly the explanation for contracts which can be in the form of
debt contracts and management compensation contracts, and thethirdis regulatorymotivation. Profit
managementoccurs when managers use theirjudgmentin financial reporting and transaction structures
to modify financial statements to mislead some stakeholders about the state of the company's economic
performance orinfluence contractual results thatdepend on reported accounting figures.

The above definition focuses on applying considerations in financial statements (a) to mislead
stakeholders who do not or cannot carry out profit management and make financial reports more
informative for their users. Therefore, there are both good andbad sides to profitadministration; (a) the
downsideis thecost created by the misallocation of resources, and (b) the bright side is the potential for
increased management credibilityin communicating personal information to external stakeholders and
improving decisions on resource allocation.

There arefinancial statements that canbe targeted for-profitmanagement, namely: (1) Accounting
Policies.A manager's decision to apply anaccounting policy thata company mustapply, namelybetween
using toaccount earlier than the stipulated time or postponingituntil the time the procedure takes effect;
(2) Income.By accelerating or delayingrecognition ofincome; (3) Costs. Regard as an expense (expense)
or consider as an amortize or capitalize ofinvestment.

The reasons for-profitmanagementare: (1) Profit management canincrease shareholders' trustin
managers. Profitmanagementis closely related to thelevel of profitacquisition or business performance
ofan organization,and this is because the level of profitor profitis associated with managingthe account
and also thessize of the bonus thatthe manager will receive; (2) Profit management canimprove relations
with creditors. Companies that are threatened with a default cannot fulfill their debt payment obligations
on time, and companies tryto avoid this bymaking policies that can increaserevenue and profit. Thus, it
will provide a relatively good bargaining position in negotiations or debtrescheduling between the
creditor and the company.

Managers can carry out profit managementin the following ways: (1) Managers can determine
when to do profit managementthrough their policies. Thisis usually associated with all activities thatcan
affect cash flow and profit, which is the managers'authority; (2) The manager's decision to apply an
accountingpolicythata company mustapply. Namely, between implementingearly or postponing until
the policy comes into effect; (3) managers' efforts to change or change a particularaccounting method
from the many available and recognized accounting methods by existing accountingbodies (GAAP).

The factors that influence profit management include (1) Hypothesis of the Bonus Plan.
Simultaneously, companies with bonus planstendto use accounting methods that will increase current
income; (2) Debt To Equity Hypothesis. Whereas in companies with a large debt to equity ratio, the
company manager tendsto use accounting methods that willincrease revenue or profit; (3) Political Cost
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Hypothesis. Whereas inlarge companies, whose operatingactivities touch most of the public, they tendto
reduce reported profits.

Based on certain motivations and interests, profit management through accrual management isnot
the sameas profitmanipulation. Earnings managementis carried outto fulfill management's interestsby
exploitingaccrual accountingpolicies’ inherentweaknesses and is stillwithin the corridor of generally
accepted accounting principles. Meanwhile, earnings manipulation is a violation of generallyaccepted
accounting principles to produce the company's financial performance following the manager or
company's interests. Suppose profit management is carried out on the basis of sound managerial
considerations orthrough the selection of accounting methodsand procedures within the limits permitted
by accounting standards. In that case, profit managementis not an act of fraud, even though profit
management in these ways can influence stakeholder decisions.

We alsoassume thathumans generally donot agree that the motive is carried out purely and
absolutely, regardless of morality. Homo economicus, namely humans who always act according to
economicreasons, only existin theory. Economicprinciples according to normative economics cannot
happen absolutely.In this case, the economicrationale in society is the financial motive according to
positive economics. Inreality,in society, the economic rationale is manifested by various modifications or
changes thatare often caused by multiple factors or multi-dimensional humanbeings. Soitis necessary to
distinguish between economic motives according to normative economics and positive economics.
Accordingto positive economics, the financial explanation (Homo economicus) is not much different from
the economicjustification in understanding the mainstream Islamic Islamic school (Homo Islamicus).

Therefore, here will be reformulated economic motives following sharia to complement the
normative economic formulation of mainstream [slamic schools of thought. Thatin essence, the pursuit of
profitis not aforeignbusiness consideration in a strongIslamic society. Because we all acceptthat the goal
of business isto make a profit,so anything thatdistracts fromobtaining a profit, of course,mustbe avoided.
Thisis a human effortto seek Allah SWT's superiority in the world, as in the Al-Qur'anverse of the letter
al-Qashash verse 77.

However, in Islam,businessactions based solely on economic principles are highly criticized by
honest Muslims. Even if thebusiness is for profit, even if it has been done voluntarily, it is still not justified
ifitviolatesrulesor general knowledge, indudingknowledge about general/fair prices; for example, the
behavior of increasing the costof an item to a newcomer and to people who are usually in the area, giving
acheap/reasonable price. The Al-Qur'anstates thatit is related to the wrongeconomic motive becauseit
merely pursues material gainand 'worldliness, Surat Hud verses 15-16.

The economic motive/principal results from a reasonable human understanding in meetinghis
materialneeds, notapure Western capitalismformula. So supposing that theproblem issolved byblaming
Western capitalismis wrong eventhough the economic motiveis inherent in intelligent human beings.
Because the nature of the financial explanation works according to the measures of reason or ratio.
Meanwhile, the balance acceptsonly values that can be measured and weighed "quantitatively.” So that
the economicprinciple /motive measures resultsand costs in terms of "money," thatis, by numbers which
are prices thatcan be compared and calculated. The process of the origin of the formulation of economic
motives is evident, namely arising from the behavior of aperson or asociety in meeting the material needs
of anotherpersonor organization.In thateffort, goods or services mustbe purchased from other people
or communities. For this purchase, moneyis needed as ameasuringtool / measuring price and amedium
of exchange. There is anunderstanding of economic principles thatuse quantitative measures and, in the
last process, in the form of money as a tool to measure the value of something, especially assessing it
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compared to costs.Ifthe resultexceedsthe cost,a profitis obtained.Ifthe product isless than the price,
there will be aloss.

Butthereis another factthat we also acknowledge and do; if we walk according to nature, human
life's needs cannot alwaysbe measured in terms of money. Human beingsbasically cannotaccept/do not
allowthemselves to be valued in money.Sothat goods which for someonehasahigh valuewhen measured
in terms of money, for others can have absolutely no price. Anexample of a seriously illperson is willing
tospend any amountof money for his recovery. An artenthusiast can pay any costor pay any amountof
money to get a painting that catches his eye.

Meanwhile, peoplewho do not likeartwillnotbe willing to do it, evenat alower price. The habit of
stating somethingcheap or expensive, profitor loss according to the size of money, causes us to forget
anotherfactthatthe human need for that personis not objective-quantitative but subjective-quantitative.
Therefore, money cannot be used to assessand measure human needs. Hungry people cannot be satisfied
with foods thatare "expensive" butnot filling. The criterion is not the price in moneybut which one can
better satisfy needs.

Furthermore, the implementationof economic principles quantitativelyexperiences difficulties and
even fails tohave becausethereis the factthathumans wanttobe judged and treated according to their
personality as subjects. Because the implementation of these economic principles deals with humans who
have multi dimensions: psychological, religious, cultural, political, and others andrejecttreatmentif they
are considered an object. Also,many economic principles in theirimplementation fail because they are
disturbedand do not or cannot fully achieve their goals because of the prevailing customs or beliefs that
prevent them.Often also good plans, whichare following economic principles, in practice deviate from
their goals and are even the opposite of that good goal, such as the existence of government efforts to
protect people'sbusinessesand ensure the running of the law, in practice, civil servants are not protectors,
instead becamea bully for the people.Instead of beingan enforcer, he is a destroyer of the law. Although
there havebeen many violations and deviations from economic principles, thisdoes not diminish the fact
that thefinancial code isto work following human nature aslongashumansareintelligent.

The Islamic Economic System occupies an intermediate position between the Liberal Economic
System and the Social Economic System. Itis clear that while Islam recognizes the profit motive, it also
binds the explanation with moral,social,and temperance conditions. The Islamic Economic System (SEI),
if followed and implemented, is a harmonious balance (harmonious measure, author) between the
interests of individuals and the interestsof society. Thus,according to my conclusion, the economicmotive
following sharia/ Islamis to seek material gain efficiently and otherright/ethical methods that lead to
benefitsin the presentlife and the life after death. So that saving costs inachievinglarge profitsis justified
because itisin the form of efficiency.

Meanwhile, Islam does not prohibit efficiency/savings. What Islam forbids is stingy and
wastefulness. The correct methods are formulated accordingto revelation aswell as a human experience
in their economiclife.

Backin the economiclife of the company, financial management problems are very complex. Of the
many reasons, thereare ethical causes, namely those that arise from the company's violation of ethics
within certainlimits of size and significance concerning financial management. The company is hampered
in achieving its business goals; however, this does not mean that full compliance with ethics will
automatically increase itsprofitability. This we admit. However, we also acknowledge that violations of
financial managementethics caninterfere with achievinga company's financial management goals, even
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thwartthem. Thishappens because the company's financial managementuses ethical people as one of its
production factors. Human needs are not just material needs.

Moreover, human material needs are understood as individual material needs. This theoryis
wrong. Because in addition to material needs in a narrow and broad sense, humans also have socio-
spiritual and culturalneeds.However, it should be noted, in practice, no company that pursues profit
ignores ethics/morality completely / absolutely. However, the occurrence of economicinequality is due
toviolationsofbasicethics related to social life, such as corruption and breach of promises.

Based on theview ofthe company's human economy, here are formulated benchmarks /indicators
of success in financial management following Islam inthe formof processes and resultsintheembodiment
of the values thatemerge in the corporate environment. As an initial description, below are mentioned the
general importancein the company's businessenvironment (stakeholders and concerned), whichare
following Islam and mustbe applied in conjunction with financial management practices and other
disciplines.

These valuesareas follows: first, obtaining profits in the right wayand without causing damage,
including the market economy system (Hud: 15-16). Second, the balance (equilibrium) between the
fulfillment of stakeholders' material and spiritual needs (Surat al-Qashas: 77). Third, high trust, keeping
promises, and "adequate” incomesharing are wellreceived and not detrimental. The three cannot be
separated inthe company's financial management (QS. An-Nisa ': 58, 59, 84; ash-Shura: 38; Ali-Imran: 159
and about keeping An-Nahl's promise: 92, 94). In fostering stakeholders' and shareholders' trust, the
quality of confidence in managementcan be measured by itsattitudein dealing with strategicdilemmas
and riskysituations. Fourth, generosity towards people whoare weakand oppressed economically. (Surah
Adz-Dzariyaat: 19; As-Sabaa: 31; Al-Baqarah; 254, 261, 275; Ar-Ruum: 39; At-Taubah: 60).

CONCLUSION

Based on this research, related to Islamicbusiness ethics and profit management, researchers have
an interpretation that: (1) The behavior of a manager towards profit management is done by manipulating
profit figures on paper; thisis not followingwhatis guided by the teachings of Islam; (2) Ifthe financial
statements are reported as is and do not deviate from what has been stipulated by the prevailing
regulations or Islamic religiousteachings, profit management will not generatecontroversy among several
parties; (3) Good profit managementcan be done utilizing good operationsmanagement, for example,
production management, financial and investment management, marketing management, or other field
management; (4) Whereas the basiclaw of varioustypes of muamalah is permissible untilan argument
againstitis found.
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