
| 429 |

Sigit Handoyo & Safri Fathurrizki
Department of Accounting,
Faculty of Economics, Islamic
University of Indonesia
Jl. Ringroad Utara, Condong
Catur, Sleman, Yogyakarta, 55283,
Indonesia

 Corresponding Author:
Sigit Handoyo: Tel.+62 274 881 546;
Fax. +62 274 882 589
E-mail: sigit.handoyo@ uii.ac.id

Jurnal Keuangan dan Perbankan, 22(3):429–442, 2018
http://jurnal.unmer.ac.id/index.php/jkdp

Article History:
Received: 2018-03-21
Revised: 2018-05-21
Accepted: 2018-07-08

ISSN: 2443-2687 (Online)
ISSN: 1410-8089 (Print)

Sigit Handoyo(Indonesia), Safri Fathurrizki (Indonesia)

Management Dysfunctional Behaviour 
toward Financial Statements: Income Smoothing
Practice in Indonesia’s Mining Industry Sector

Abstract

Companies tried to maintain reported fluctuations in earnings and intervene them to
the desired level. With the practice of income smoothing, the information was pre-
sented in financial statements; especially income statement became invalid so that it
will mislead information to the users. We analyzed the factors influencing the income
smoothing practice. Populations in this study were 45 mining companies listed on
Indonesian Stock Exchange (IDX). The data used in this study was a secondary data
screened by using purposive sampling method. Variables used in this research were
company size measured by total assets, profitability proxied by return on assets,
dividend payout ratio was proxy by comparing the dividend per share divided by
earning per share, financial leverage was proxied by debt to total assets, and income
smoothing was measured using Eckel index as dependent variable. This study used
logistic regression tools. We found that dividend payout ratio and financial leverage
gave significant positive effect to income smoothing practice. However, the size of the
company and profitability did not affect to influence income smoothing practice. The
investor who willing to invest in shares, it was important to scrutinize dividend
payout ratio and financial leverage level of the future company.
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Abstrak

Perusahaan berusaha mempertahankan fluktuasi laba yang dilaporkan dan mengintervensi
mereka ke tingkat yang diinginkan. Dengan praktik perataan laba, informasi yang disajikan
dalam laporan keuangan, terutama laporan laba rugi menjadi tidak valid sehingga akan
menyesatkan informasi kepada pengguna. Kami menganalisis faktor-faktor yang
memengaruhi praktik perataan laba. Populasi dalam penelitian ini adalah 45 perusahaan
pertambangan yang terdaftar di Bursa Efek Indonesia (BEI). Data yang digunakan dalam
penelitian ini adalah data sekunder yang disaring dengan menggunakan metode purpo-
sive sampling. Variabel yang digunakan dalam penelitian ini adalah ukuran perusahaan
diukur dengan total aset, profitabilitas diproksikan dengan return on assets, dividend
payout ratio diproksikan dengan membandingkan dividen per share earning per share,
financial leverage yang diproksikan dengan debt to total asset, dan perataan laba diukur
dengan menggunakan indeks Eckel sebagai variabel dependen. Penelitian ini menggunakan
alat regresi logistik. Kami menemukan bahwa rasio pembayaran dividen dan leverage
keuangan memberikan pengaruh positif yang signifikan terhadap praktik perataan laba.
Namun, ukuran perusahaan dan profitabilitas tidak berpengaruh untuk memengaruhi praktik
perataan laba. Investor bersedia untuk berinvestasi dalam saham, penting untuk meneliti
rasio pembayaran dividen dan tingkat leverage keuangan perusahaan di masa depan.

Kata Kunci: Ukuran Perusahaan, Rasio Pembayaran Dividen; Leverage Keuangan;
Perataan Laba
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The financial statements are a description of the
company’s financial condition in a particular period
that is intended to provide information to both in-
ternal and external parties. According to IASB
(2008), the primary objective of financial reporting
is to provide high-quality financial reporting infor-
mation concerning economic entities, primarily fi-
nancial, useful for economic decision making. Since
the performance of the management can be indi-
cated from the company’s financial statements, the
financial statements become a relevant means to
account for what has been done by the management
to the resources of the company under its manage-
ment. Therefore, the financial statements should
contain complete but concise information.

According to Indonesia Accountant Associa-
tion (IAI) in The Statement of Financial Accounting
Standards (IAI, 2017), a complete financial report
consists of components of the balance sheet, income
statement, statement of owner equity, cash flow
statement, and notes to the financial statements. 

However, users of financial statement infor-
mation are more interested in the earnings infor-
mation provided in the income statement because
profit in the income statement is also an indicator in
assessing management performance. Profitability is
an important measurement to assess whether or not
a company will affect investors in decision
making. This causes management to tend to conduct
undue behavior (dysfunctional behavior) by doing
income smoothing practice in various ways
(Hepwort, 1953). Similar statements were also raised
by Tokuga & Ayami (2011) who stated that compa-
nies generally prefer to report a stable profit growth
trend and always try to control fluctuations in re-
ported earnings rather than showing profoundly
increasing or decreasing earnings changes.

Companies try to maintain reported fluctua-
tions in earnings and intervene them to the desired
level. Either managing reported figures to increase
earnings when management thinks its initially
planned term-end settlement targets (smoothing

level figures) cannot be achieved or managing re-
ported figures to decrease earnings or when the
achievement of earnings higher than planned is cer-
tain may be implemented during a given fiscal pe-
riod. This type of management behavior in account-
ing is called income smoothing behavior (Tokuga &
Ayami, 2011). Because of the difficulty detected by
the users of financial statements, income smoothing
practice has been considered as a means for man-
agement to manipulate accounting variables (Chong,
2006; Harnovinsah & Indriani, 2015). According to
Saeidi (2012), companies with low profitability level
have a greater tendency to income smoothing prac-
tice and the higher the profitability of the company,
the better the management performance in manag-
ing the company so that smaller possibility in in-
come smoothing practice. With the practice of in-
come smoothing, the information is presented in the
financial statements, especially income statement is
becoming invalid so it will mislead information to
the users, especially external parties that result in
the occurrence of a mistake in decision-making. An
entity mostly does the practice of income smooth-
ing because most investors only look from the in-
formation of the profits generated by the company
(Chong, 2006). Investors are only oriented to the
dividend (dividend payout ratio) which will be
obtained which also depends on the size of the
company’s profits. Therefore, it was why manage-
ment tries to ’fix’ profits in order to reflect the in-
crease in the value of the company by taking the
income smoothing (Chong, 2006).

In Indonesia, the practice of income smooth-
ing has long been noted, such as cases that occurred
at PT Kimia Farma Tbk in 2001, it was found that
there were overstated sales and inventory on sev-
eral units within the company so that the net profit
in the report was reported to be larger. In addition,
in 2011 PT. Ancora Mining Service (AMS) was re-
ported by Forum Masyarakat Peduli Keadilan
(FMPK) to the Directorate General of Taxation (DJP)
of the Ministry of Finance by alleged manipulation
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of financial statements. Chairman of the FMPK In-
vestigation Section, Mustopo explained that the in-
dication of manipulation was seen from the income
of IDR 34.9 billion, but there was no movement of
investment. It was also found evidence of interest
payment of IDR 18 billion, although AMS admitted
to not having debt. FMPK also found evidence that
there was a receivable account worth IDR 5.3 bil-
lion but there was no clear transaction (Katarina, 2014).

There were still some findings on mining com-
panies. Indonesia Corruption Watch (ICW) reported
allegations of reporting manipulation of three sales
of coal mining companies belonging to the Bakrie
Group to the Directorate General of Taxation. ICW
suspected the reporting engineered by PT Bumi
Resources Tbk and a subsidiary causing a loss of $
620.49 million. ICW calculations using various pri-
mary data including audited financial statements
showed that the sales report of Bumi during 2003-
2008 was lower than $ 1.06 billion from the actual
value. As a result of that year, the country was esti-
mated to suffer losses from the shortage of revenue
from the Coal Production Fund (royalty) of $ 143.18
million (Katarina, 2014).

Then based on Katarina’s (2014), known
Bakrie Group continued to experience losses due to
the financial performance, where liquidity was at a
minimal level. With the condition experienced by the
Bakrie Group, according to Head of Research Secu-
rities Trust, Reza Priyambada, it was caused by
the miss-management or less good management
performance. The Bakrie Group issue was also re-
ported in www.kabar24.com, where Rothschild is
rumored to have resigned from the board of direc-
tors of Bumi Plc, a mining business group he
founded with the Bakrie family who was judged to
be cheating. So far it is rumored that Earth Plc. still
has the possibility of misappropriation of more than
$ 500 million in the subsidiary in Indonesia.

Several studies on the practice of income
smoothing that has been done in Indonesia show
inconsistent results, such as Alexandri & Anjani

(2014) study found that firm size, profitability, and
financial leverage had a positive effect on income
smoothing practices. In contrasts, the research done
by Christiana (2012) by using sampling all compa-
nies manufacturing sector listed on the stock ex-
change Indonesia (IDX) between the years 2008-
2010, found that firm size, profitability, financial
leverage, and dividend payout ratio did not affect
income smoothing practice.

In a research done by Rahmawati & Muid
(2012), it was found evidence that income smooth-
ing is influenced by firm size. While the variable
net profit margin and debt to equity ratio had no
significant effect on the practice of equalization of
profits made by the company. While in research
done by Budiasih (2009) found evidence that firm
size, profitability, and dividend payout ratio had a
significant positive effect on the practice of income
smoothing. Meanwhile, financial leverage had no
significant effect on the practice of income smooth-
ing.

Research by Veronica (2015), it was also found
evidence that financial leverage did not affect the
practice of income smoothing. While in their research,
Indrawan et al. (2018), found evidence that the vari-
able of financial leverage, profitability and audit
committee had a significant negative effect on in-
come smoothing, while firm size had a significant
positive effect on the practice of income smoothing.

Theory of agency explained that there is asym-
metry of information that a manager has more in-
formation about the company than the company
owners or shareholders. Also stated by Jensen &
Meckling (1976), the agency theory implies the ex-
istence of information asymmetry between manag-
ers as an agent and shareholder as a principal. Infor-
mation asymmetry is a situation in which managers
have access to information on the prospect of a com-
pany that is not owned by an outsider (Agustia,
2013). Investors are only interested in profit in the
form of financial returns from their investment in
the company. Management will receive satisfaction
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not only in financial compensation but also from other
additions involved in agency relationships, result-
ing in a tendency for managers to manipulate by
income smoothing for personal gain.

On the other hand, according to Jensen &
Meckling (1976), there are two ways in identifying to
reduce the chance managements do something
action detrimental to investors, i.e., investors out-
side supervision (monitoring) and management
make a limitation on actions (bonding). Both of these
activities will reduce the opportunity of irregulari-
ties done by management so that the company’s
value will increase, while both will bring charges
that will reduce the value of the company. Further,
it was conducted by Jensen & Meckling (1976) that
a prospective investor would anticipate both these
costs, coupled with losses that still occur even
existing monitoring, and bonding that is called re-
sidual loss. The company will anticipate for the three
charges which are defined as the cost of the
agency (agency cost) by making a discount that will
appear on the stock price when the company sells
its shares.

Controls by investors are not easy to imple-
ment. Management has a policy in the field of fi-
nance to apply a standardized accounting policy but
still have flexibility (Chong, 2006). That is why cases
of manipulation accountant still occur and cannot be
easily detected. This case was carried out to make
the value of the company’s shares which made earn-
ings management stable and even increased. Earn-
ings management according to Scott (1997) includes
management efforts to maximize or minimize prof-
its, including income smoothing in accordance with
management’s wishes. Earnings management is also
the selection of accounting policies by managers of
existing accounting standards and naturally can
maximize their utility and/ or market value of the
company. Scott (1997) divided the way understand-
ing of earnings management into two. First, see it
as an opportunistic behavior of managers to maxi-
mize its utility in the face of contracts of compensa-

tion, debt contact, and political costs (Opportunistic
Earnings Management). Secondly, by looking at
earnings management from the perspective of effi-
cient contracting (Efficient Earnings Management),
where earnings management gives managers the
flexibility to protect themselves and companies in
anticipating unforeseen events for the benefit of the
parties involved in the contract. Thus, managers can
influence the market value of their company’s stock
through earnings management, for example by
making income smoothing and profit growth over
time.

The concept of earning management is closely
related to the concept of income smoothing
because income is a branch of earnings management
issues even though the definition of income smooth-
ing itself is still in a long debate. However, gener-
ally earning management is made by management
with the aim of increasing the value of the company.
Earnings management refers to the behavior that
enterprise manager controls accounting earnings
disclosed to the public without violation of account-
ing standards in order to maximize the interests of
enterprise manager’s own, instead of to improve
corporate value. The purpose of earnings manage-
ment is usually to smooth income, i.e., to keep the
earnings of various periods relatively stable and
avoid sharp fluctuation of enterprise income (Zhang,
2016).

Income smoothing is an intervention in the
financial reporting process with the aim of showing
multiple private gains (as opposed to the supposed:
neutrality of the reporting process). Income smooth-
ing occurs when managers use judgment in finan-
cial reporting and in the structure of transactions to
alter financial statements. Judgment obscures some
stakeholders regarding the performance of the eco-
nomic conditions affecting the company or contrac-
tual outcomes that depend on accounting numbers
reported (Kustono, 2009). These studies of income
smoothing indicate that the flow of profits struc-
ture can influence the stability management posi-



Management Dysfunctional Behaviour  toward Financial Statements:...
Sigit Handoyo & Safri Fathurrizki

| 433 |

tion of a company. This position determines the
welfare and personal security of the manager. Thus,
the management of a company is motivated to in-
come smoothing practice as a method to improve
welfare, both for shareholders and for management
himself/herself. 

The intentional smoothing which is most fre-
quently performed by management (Chong, 2006).
It can be said that intentional smoothing is con-
cerned with situations where the reported profit
is influenced by management actions that can be
taken by management in response to changing eco-
nomic conditions. It can also mean whether or not a
real transaction can be done based on the effect of
income smoothing. This alignment concerns the tim-
ing of real transaction events to achieve the target
level. Management can also undertake a deliberate
attempt to reduce artificial flow variability. This
income smoothing is implemented by using account-
ing procedures to move costs and revenues from
one period to another.

This research is aimed to analyze the factors
influencing income smoothing practice. This research
is a research development conducted by Alexandri
& Anjani (2014). In the previous study used depen-
dent variables with indicators of company size, prof-
itability, financial leverage. This study adds vari-
able dividend payout ratio as referring to the re-
search of Budiasih (2009), Noviana & Yuyetta (2011),
and Christiana (2012) because the four variables al-
ways gave inconsistent research result so that the
researchers are interested in taking the variables.
The background of why the mining company is se-
lected as the research object because the perfor-
mance of this industrial sector is extremely volatile
from year to year influenced by world market
prices. 

HYPOTHESES DEVELOPMENT

In this study, the size of the company is prox-
ies with Ln value of the total assets. The general
definition of assets is all resources controlled by the

company as a result of past events and is expected
to provide economic benefits for the company in
the future (IAI, 2017). It can be said that the total
value of the asset is used on the basis that the total
value of the assets reflects the property or property
owned by the company. Rahmawati & Muid (2012)
argued that companies with large assets are usually
called large corporations and would get more at-
tention from various parties such as analysts, inves-
tors, and governments. Companies are also expected
to avoid fluctuations in profits that are too drastic
because a drastic increase in profits will cause in-
creased taxes, and if the company experienced a
drastic decline in profits it would result in the value
of the company becomes less good so that manag-
ers tend to perform an income smoothing action
practice.

Large-scale companies will tend to be more
popular for the public so investors will easily access
that information about the prospects of large-scale
companies in the future than information about pros-
pects of small-scale companies in the future. It has
been evidenced recently by Herni & Yulius (2008),
Rahmawati & Muid (2012), and Alexandri & Anjani
(2014) that larger firms have a drive to smoothing
earnings compared to smaller firms because larger
firms are studied and viewed more critically by
investors. Also, bigger companies have a greater
ability in performing creative accounting so that it
tends to play accounting methods in earnings man-
agement because of the complexity of its operations
(Ajibolade, 2008; Norri, 2013). Referring to the above
description, the hypotheses that can be tested in this
study are as follows:
H1: company size has a positive effect on income

smoothing practices
 
Profitability is an important indicator for mea-

suring companies in generating profits. Therefore,
the profitability of a company can be obtained by
comparing the profit earned in a period with the
number of assets or capital owned by the company.
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Profitability is an important measurement to assess
whether or not the company affects investors to
make decisions. Profitability is often used as a basis
for dividend distribution with the assumption that
investors do not like big risk and like stable profit. If
within the company there is great profit variability,
managers tend to make income smoothing in the
hope that high profitability will raise the standard
bonus or earnings in the future and reduce the
manager’s concerns in achieving the target of a stable
profit in the future. Therefore, management tries to
achieve a planned profit by applying accounting
manipulation to earn earnings management (Tokuga
& Ayami, 2011).

Profitability can be measured by using return
on assets (ROA). ROA is derived from net income
after tax divided by total assets. Profit before in-
come smoothing is obtained by reducing the net
profit by the value of total accruals because by us-
ing these measures can be seen the company is
healthy or not and will affect the decision of the
investor. Firms with higher ROA tend to make earn-
ings statements compared to lower firms because
management knows the ability to earn future prof-
its, making it easier to delay or accelerate earnings.
The previous research conducted by Herni & Yulius
(2008) shows that profitability has a positive effect
on the practice of income smoothing. Based on the
above description, the hypotheses that can be tested
in this study are as follows:
H2: profitability has a positive effect on income

smoothing practice
 
The concept of dividend payout ratio can be

defined as the number of dividends paid to stock-
holders relative to the amount of total net income
of a firm. This ratio indicates the percentage of net
income paid out during the year in the form of cash
dividend. It measures the percentage of a company’s
net income that is given to shareholders in the form
of dividends. It means that the larger dividend pay-

out ratio describes, the more profits generated by
the company, as well as to the contrary (Ogilo, 2016). 

Investors like companies that provide large
dividends and greater dividend payments, manag-
ers would be more encouraging income smoothing
practices and would try to maximize profits (Denis
& Osobov, 2008; Huang, You, & Lin, 2009). How-
ever, Noviana & Yuyetta (2011) argue that the divi-
dend payout ratio is one factor that allegedly af-
fects earnings smoothing action. In the case of fluc-
tuations in earnings, firms implementing dividend
policies with high dividend payout ratios are at
greater risk than firms with low dividend payout
ratio policies. Thus, a company that implements a
high-level dividend payout ratio policy is more
likely to take income smoothing action. Management
wants to increase the value of the company
(Tyastari, Rosidi, & Saraswati, 2017).

Purwanto (2009) stated that the dividend pay-
out ratio greatly influences the behavior of income
smoothing. The dividend policy will have signifi-
cant implications on the decision of the investor as
well as the potential investment in the purchase of
the company’s shares. Based on the above descrip-
tion, the hypothesis that can be tested in this study
are as follows:
H3: dividend payout ratio has a positive influence

on income smoothing practice

Financial leverage shows the proportion of
debt used to finance its investment. The greater the
debt of the company, the greater the risk will be
faced by investors so that investors will ask for a
higher level of leverage. It can be said that the use
of higher debt could lower the positive effect of in-
vestment from the investors (Wijaya & Wardani,
2017). Therefore, companies tend to perform income
smoothing practices as a result of the condition. 

Budiasih (2009) argued that the greater the
company’s debt, the greater the risks faced by in-
vestors so that investors will ask for higher profit
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levels. The higher the financial leverage ratio rep-
resents, the more debt financed. This is an unhealthy
condition and causes investors to be reluctant to
invest because the higher the ratio of financial
leverage, the higher the manager’s encouragement
to income smoothing practice.

Debt is one of the alternative funding policies
of the company in addition to selling shares in the
capital market. If the debt is used effectively and
efficiently, it will increase the company’s value.
Companies that have high debt will then choose the
accounting policy and shift future earnings into the
present. According to Christiana (2012), the higher
ratio of financial leverage describes the more expen-
diture -financed by debt. This is an unhealthy con-
dition, and causing investors to be reluctant to in-
vest because the higher the leverage ratio, the
higher the manager’s encouragement to practice in-
come smoothing.

To measure financial leverage can be proxy
with debt to total assets acquired through total debt
divided by total assets. An indication that the com-
pany did the practice of income smoothing to avoid
a breach of debt agreement can be seen from the
company’s ability to pay off its debts by using as-
sets owned. Firms with high leverage rates are ex-
pected to practice income smoothing because the
company is in danger of default so management
makes policies that can increase revenue. Based on
the above description, the hypothesis that can be
tested in this study are as follows:
H4: financial leverage has a positive influence on

income smoothing practice
 
METHODS

The population of this research is mining com-
panies listed on IDX (Indonesia Stock Exchange).
The sample is taken by using purposive sampling
method with the criteria of the company to be
sampled: (1) mining companies that have been listed
on the Indonesia Stock Exchange since 2012 which

issued the financial statements as of December 31
for the period 2012-2014, and have complete finan-
cial statements in accordance with the data which is
required in the research variables; (2) mining com-
panies that have not suffered losses since 2012-2014;
and (3) companies that present their financial state-
ments in rupiah currency.

The type of data used in this study is second-
ary data from mining companies listed on the Indo-
nesia Stock Exchange (IDX), which are the annual
financial statements of going public mining compa-
nies. Data collection method used in this research is
literature study and through documentation
method. While the dependent variable in this study
is the practice of income smoothing and indepen-
dent variables in this research are company size,
profitability, financial leverage, and dividend pay-
out ratio.

The dependent variables were the focus of
research is the practice of smoothing earnings. Ac-
cording to Budiasih (2009), income smoothing will
be measured using the Eckel index. The Eckel in-
dex will differentiate between firms that practice
income is smoothing with those who do not the prac-
tice of income smoothing. The following formula
calculates the earnings smoothing index:

Index Eckel = 
ܫ߂ ܸܥ
CV  ΔS

(1)

Information:
CV  I: variation coefficient for earnings change
CV S: coefficient of variation for sales changes 

CV I and CV S can be calculated as follows:

CV Δ S or CV Δ I = ට∑(ݔ߂−∆x̄)2

݊−1
 ⦂ ∆x̄ 

 

(2)
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Information:
X : changes in net income/profit (i) or sale

(S) between year n and n-1
X : average change in net income/profit (i) or sales

(S) between year n and n-1
n : years studied
 

The value of the income smoothing index > 1
means that the company is not classified as a com-
pany performing income smoothing. Conversely, if
the income smoothing index < 1, then the company
is classified as a company doing income smoothing.
The independent variable in this study consisted of:

Company size (CS) is measured by the natu-
ral logarithm of the total assets, the sample com-
pany during the five-year observation period. Natu-
ral logarithms can be formulated as follows:
Company size = Ln Total Assets (3)

Profitability (ROA), measured by the ratio
between net income after tax and total assets
(Budiasih, 2009):
Profitability = Net Profit After-Tax / Total Assets (4)

 Dividend payout ratio (DPR), measured by
comparing dividend per share with earnings per
share with the formula:
DPR = (Dividend per share / Earning per share) x 100% (5)

Financial leverage (LEV), measured by the
ratio between total debt and total asset. Financial
leverage is proxied by debt to total assets by the
formula:
Debt to Total Assets = Total Debt / Total Assets    (6)

Data processing using logistic regression
analysis through SPSS software. The use of this
model because the dependent variable is a dummy
variable (income smoothing = 1 and not income

smoothing = 0). Therefore, this analysis technique
no longer needs a normality test and a classical as-
sumption test on the independent variable (Ghozali,
2012). Since logistic regression ignores hetero-
scedasticity, meaning the dependent variable does
not require homoscedasticity for each of its inde-
pendent variables. The basis of decision making in
the logistic regression analysis is to use the Hosmer
and Lemeshow values Goodness of fit Test Statistic. If
the results obtained significance equal to or less than
0.05, then it means there is a significant difference
between the models with the observation value
(Ghozali, 2012).

Thus the analytical model can be expressed
as follows:

IS = a + b1CS + b2 ROA + b3 DPR + b4LEV   (7)
Information:
IS : income smoothing 
a : constants
CS : company size
ROA : profitability
DPR : dividend payout ratio
LEV : financial leverage
b1,2,3,4 : regression coefficient of independent vari-

ables
 
RESULTS

Descriptive Statistics Analysis

From the results of descriptive analysis on
Table 1, the minimum value of income smoothing
amounts to 0, which means that the company is not
doing income smoothing while the maximum value
of 1 means that the company did income smooth-
ing. The average value of corporate income smooth-
ing is 0.6486 or with a standard deviation of
0.48398. The average value of income smoothing of
0.6486 can be interpreted that the number of com-
panies that do income smoothing is equal to 64.86
percent. The standard deviation value of 0.48398 is
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smaller than the average so it can be concluded that
the income smoothing data is homogeneous.

Minimum value company size amount is 25.72
obtained by PT Mitra Investindo Tbk in 2012 which
means that the company has the lowest size com-
pared to other companies while the maximum
value company size amount 32.05 obtained by PT
Adaro Energy Tbk in 2013 which means that the
company has the highest company size compared
to other companies. Average value of the company
for three years is as big as 29.7208 or with a stan-
dard deviation of 1.38544. The average value of firm
size amount is 29.7208, and the value can be inter-
preted that the level of the company measured by
total assets is 29.7208. The standard deviation of
1.38544 is smaller than the average, so it can be con-
cluded that the firm’s size data is homogeneous.

The minimum value of dividend payout
ratio amount is 0.00002 obtained by PT Petrosea Tbk
in 2014 which means that the company distributes
the lowest dividend. While the maximum value of
the dividend policy of 0.85 obtained by PT Indo
Tambang Raya Megah Tbk in 2012 which means that
the company has the highest dividend policy com-
pared to other companies. Average value dividend
policy year 2012-2014 is as big as 0.3578273 or with
a standard deviation of 0.25784350. Average value
the largest dividend policy 0.3578273 and the value
can be interpreted that the company’s ability to pay
a dividend is 0.3578273. The standard deviation
value of 0.25784350 is lower than the average so it
can be concluded that the dividend policy data is
homogeneous.

The minimum value of profitability amount
is 0.0017 obtained by PT Vale Indonesia Tbk in 2014.
It means that the company can generate the lowest
profit compared to other companies while the maxi-
mum value profitability amount 0.3001 obtained by
PT Harum Energy Tbk in 2012 means that the com-
pany can generate the highest profit compared to
other companies. Average value profitability
year 2012-2014 is as big as 0.088743 or with a stan-
dard deviation of 0.080689. Average value profit-
ability amount is 0.088743, which can be interpreted
that the company’s ability level of the sample in
generating profit is equal to 8.8743 percent. The stan-
dard deviation value of 0.080689 is smaller than the
average so it can be concluded that the profitability
data is homogeneous.

The minimum value of financial leverage
amount is 0.18 obtained by PT Harum Energy Tbk
in 2013, which means that the company has the low-
est capital structure compared to other companies
while the maximum value leverage amount is 0.80
obtained by PT RUIS Tbk in 2012, which means that
the company has the highest capital structure com-
pared to other companies. Average value leverage
year 2012-2014 is as big as 0.4548 or with a stan-
dard deviation of 0.17304. Average value leverage
amount is 0.4548, which can be interpreted that the
level of ability to pay the debt of the assets amounted
to 0.4548. The standard deviation value of 0.17304
is smaller than the average so it can be concluded
that the leverage data is homogeneous.

 N Minimum Maximum Mean Std. Deviation 
Income Smoothing 37 0.0000 1.0000 0.6486 0.4839 
Company Size 37 25.7200 32.0500 29.7208 1.3854 
ROA 37 0.0017 0.3001 0.0887 0.0808 
DPR 37 0.0000 0.8465 0.3578 0.2578 
LEV 37 0.1800 0.8000 0.4548 0.1730 
Valid N (listwise) 37     

 

Table 1. Descriptive Statistics
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ing; (3) hypothesis testing-third. Testing of the third
hypothesis is done by testing the significance of the
regression coefficients of the variables dividend
payout ratio. The third hypothesis of this study sug-
gests that the dividend payout ratio has a positive
effect on income smoothing. Based on Table 2, sig-
nificance value on the hypothesis of 0.012 with re-
gression coefficient 13.008 and at the level of sig-
nificance  = 5 percent; then the regression coeffi-
cient is significant because of the significance of 0.012
< 0.05, which can be concluded that dividend pay-
out ratio have a significant positive effect on the
income smoothing so; and (4) hypothesis testing-
fourth. Testing of the fourth hypothesis is done
through testing the significance of regression coef-
ficients of the variables financial leverage. The fourth
hypothesis of this study suggests that financial
leverage have a positive effect on income smooth-
ing. Based on Table 2, significance value on the hy-
pothesis of 0.014 with regression coefficient 19.162
and at the level of significance  = 5 percent; then
the regression coefficient is significant because of
the significance of 0.014 < 0.05, which can be con-
cluded that financial leverage has a significant posi-
tive effect on income smoothing.

DISCUSSION
The Effect of Firm Size on Income Smoothing

The results of this study have shown that firm
size has no significant effect on income smoothing. It
means that the size of the company does not give a
contribution to income smoothing. The contributions
size of the firm on the probability of income smooth-
ing is likely due to investors ignoring the assump-
tion that large companies always have a large asset
total. The insignificance of this variable means there
is not enough evidence to say that increasingly big
the size of the company in the previous year affected
the higher income smoothing practices conducted
by the company in the current year. That’s because
the larger the firm size will become the public spot-
light, so they tend not to income smoothing practice.

  B Sig  
CS -0.423 0.357  
ROA 15.714 0.121  
DPR 13.008 0.012  
LEV 19.162 0.014  
Constant -666 0.958  

 

Table 2. Logistic Regression Coefficient Test and Hypothesis
Testing

Wald statistical test of the results of logistic
regression was performed to examine the effect of
each independent variable on the dependent vari-
able. Logistic regression coefficients can be deter-
mined using p-value (probability value), i.e., com-
paring values p with á. The decision making in this
test is the level of significance () which is 5 per-
cent.

The results of hypothesis testing can be elabo-
rated as follows: (1) hypothesis testing-first. Test-
ing of the first hypothesis is done by testing the
significance of the regression coefficients of the firm
size variable. The first hypothesis of this study sug-
gests that firm size has a positive effect on income
smoothing.

Based on Table 2, n significance value on the
hypothesis of 0.357 with regression coefficient value
-0.423 and at the level of significance  = 5 percent;
then the regression coefficient is not significant be-
cause of the significance of 0.357 > 0.05, which can
be concluded that firm size has no significant effect
on income smoothing; (2) hypothesis testing-second.
Testing of the second hypothesis is done by testing
the significance of the regression coefficient of the
profitability variable. The second hypothesis of this
study indicates that profitability has a positive ef-
fect on income smoothing. Based on Table 2, n sig-
nificance value on the hypothesis of 0.121 with re-
gression coefficient value 15.714 and at the level of
significance  = 5 percent; then the regression coef-
ficient is not significant because of the significance
of 0.121 > 0.05, which can be concluded that profit-
ability has no significant effect on income smooth-
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Furthermore, amount and nature deal on large
companies as well potentially have a transaction in-
creasingly complex so that the practice of income
smoothing increasingly difficult to do. The results
of this study are consistent with the findings of the
research conducted by Christiana (2012), Yendrawati
& Nugroho (2012), and Sherlita & Kurniawan (2013)
that firm size had no significant effect on income
smoothing. However, this study also shows some
different findings with the results of research con-
ducted by Ajibolade (2008), Norri (2013), and
Alexandri & Anjani (2014) that not all large corpo-
rations that have a strong base for accounting ma-
nipulation have a greater tendency to get earnings
management.

The Effect of Profitability on Income
Smoothing

The results of this study prove that profitabil-
ity does not significantly affect income smoothing.
Profitability has been a major concern for creditors
and investors. This main concern encourages com-
pany managers to be able to decide whether or not
to implement income smoothing for the survival of
the company. When profitability is higher, compa-
nies tend not to make income smoothing because
companies will increasingly become the public spot-
light. Companies should not take big risk actions
that can risk the company’s credibility. Another
possibility of bias is caused by stable economic con-
ditions that result in stable operation of the com-
pany so that the profit also tends not to fluctuate so
that companies do not need to make income smooth-
ing. These results have been consistent with previ-
ous results research from Christiana (2012), Saeidi
(2012), Nafea, Vakilifard, & Fathollahi (2013), Sherlita
& Kurniawan (2013), and Ratnaningrum (2016) that
profitability has no significant effect on income
smoothing.

The Effect of Dividend Payout Ratio on Income
Smoothing

The results of this study prove that the divi-
dend policy has a significant positive effect on in-
come smoothing means increasingly aggressive divi-
dend policy will result in increasing management
tendency to smoothing corporate earnings.

The size of the dividend depends on the size
of the profits obtained, so the company tends to
practice income smoothing. Dividend payout ratio is
also one of the factors that allegedly affect the ac-
tion of income smoothing Noviana & Yuyetta
(2011). If fluctuations occur in earnings, firms imple-
ment dividend policies at a rate dividend payout
ratio. The higher risks are higher than those that
apply the dividend payout ratio policy the low
one. Thus, a company that implements the dividend
payout ratio policy the higher is more likely to take
income smoothing action. Dividend payout ratio
very closely related to the practice of income
smoothing because of direct contact with the deci-
sion to be taken by investors in the purchase of com-
pany shares seen from the dividend policy which is
given by the company. Also, investors prefer the
companies that provide dividends so that indirectly
will further encourage managers to practice income
smoothing. These results are consistent with previ-
ous studies conducted by Noviana & Yuyetta (2011),
and Moradzadehfard & Babaie (2012) shows that
the dividend payout ratio positively affects the prac-
tice of income smoothing.

The Effect of Financial Leverage on Income
Smoothing

The results of this study prove that leverage
has a significant positive effect on income smooth-
ing that is the greater the leverage will be increas-
ingly improving the possibility of a corporate earn-
ings statement.
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Financial leverage describes the ability of a
company to pay its liabilities. The leverage ratio is
the ratio used to measure a company’s ability to
fulfill its liabilities. This ratio describes how many
companies are financed by debt. The higher the le-
verage ratio, the greater the company’s debt. This
ratio indicates the amount of risk faced by inves-
tors, so companies with high leverage ratio will be
less attractive to investors.

Then in line with positive accounting theory
that is creditor would provide its money if the
debtor can pay. Company managers who breach
credit agreements tend to choose accounting meth-
ods that have a performance-enhancing effect to
maintain their reputation on external parties so that
creditors will believe in providing loans if the com-
pany can guarantee to make payments for its fu-
ture. Management will tend to do income smooth-
ing which is reflected in debt compared to its capi-
tal becomes lower resulting in trust from the debtor
to grant the loan.

This is an unhealthy condition and causes in-
vestors to be reluctant to invest because of higher
financial leverage ratios, the higher the likelihood
of managers in income smoothing (Christiana,
2012). According to Prabayanti & Yasa (2010), is an
indication that the company is carrying out income
smoothing to avoid breaching the debt agreement
is known from the company’s ability to repay its
debt using assets owned. Referring to various ex-
planations, that financial leverage has a great op-
portunity in encouraging managers to practice in-

come smoothing. This research is also in accordance
with previous research by Alexandri & Anjani
(2014) and Zarnegar & Hamidian (2016).

CONCLUSION AND SUGGESTIONS

Conclusion

The practice of dysfunctional behavior is of-
ten done by management as a result of its efforts to
maintain the stability of a company’s performance.
Although the income smoothing practice would be
difficult to detect by the user of the financial state-
ments, this action cannot be ratified, especially con-
cerning reporting of intentionally presenting incor-
rect information. The results of this study prove that
dividend payout ratio and financial leverage con-
tribute to the income smoothing practice. This study
implies that with dividend payments, management
expects investors to disregard whether the company
practices income smoothing or not. The quality of
financial leverage can also function as a prediction
of the existence or at least the possibility that the
company did the income smoothing practice.

Suggestions

For further research can use or add other ex-
ternal factors outside the model such as the mecha-
nism of corporate governance and the quality of
external auditor as independent variables that can
prevent dysfunctional management behavior.
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