Management Disfunctional Behaviour toward Financial Statements: Income Smoothing Practice in Indonesia’s Mining Industry Sector.
 
Abstract
Income smoothing has been occurring in many decades done by management due to personality or behalf on company. Income smoothing also happens in all sectors of industry including mining sector industry that is noted having high risk in business because this sector industry depends on the global demand. This research aims to analyze the factors influencing the income smoothing practice. The population in this study is 45 mining companies listed on the Indonesian Stock Exchange (BEI) during the period 2012-2014. The screened number of sample in this study is 37 observations. The data used in this study is a secondary data screened by using purposive sampling method. Variables used in this research is company size measured by total assets, profitability is proxied by Return on Assets (ROA), dividend payout ratio is proxied by comparing the dividend per Share Earning per Share, financial leverage proxy with Debt to Total Assets and income smoothing measured using Eckel index as the dependent variable. This study us es logistic regression tools are processed with SPSS software. The results of this study states that dividend payout ratio and financial leverage give significant positive effect to income smoothing practice. However, the size of the company and profitability has no effect to influence income smoothing practice. The implication of this research suggests that even if the investor is willing to invest in shares, it is important to scrutinize dividend payout ratio and financial leverage level of the future company.
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Background Research
The financial statements are a description of the company's financial condition at a certain period that is intended to provide information to internal and external parties. According Belkaoui (2006: 217) the purpose of the financial statements is to convey useful information in assessing the ability of management in using the company's resources effectively in order to achieve the main goals of the company. Because the performance of this management can be seen in the company's financial statements, then the financial statements become a relevant means to account for what has been done by the management of the resources of the company under its management. Therefore, the financial statements should contain complete but concise information.
According to Indonesia Accountant Association (IAI) in Statement of Financial Accounting Standards (PSAK) No. 1 (2004: 1.3), a complete financial report consists of components of balance sheet, income statement, statement of changes in equity, cash flow statement, and notes to the financial statements . However, users of financial statement information are more interested in the profit information contained in the income statement because l aba contained in the income statement is also a main gauge in assessing management performance. Profitability by Munawir (2002) is the ratio of measuring overall management effectiveness gained in relation to sales and investment. Profitability is an important measure to assess whether or not a company will affect investors in decision making. This causes management to tend to conduct undue behavior (disfunctional behavior) by doing income smoothing practice through various ways (Hepwort, 1953) . Similar statements were also raised by Scott (200 6 ), which states that Companies generally prefer to report a stable profit growth trend rather than showing profoundly increasing or decreasing earnings changes .
The practice of income smoothing according to Koch (1981) is the way management uses to reduce reported earnings fluctuations to fit desired targets either through accounting or transaction methods. Because of the difficulty detected by the users of financial statements, income smoothing practice is a means for management to memanipulas accounting variables (Chong, 2006). According to Ashari   ,   Hian ,   Leng Tan   &   Wei (1994) in their research stated that companies with low profitability level have greater tendency to do smoothing earnings and the higher the profitability of the company will be better management performance in managing the company so that smaller possibility in doing income smoothing . The same thing is also stated by Saeidi (2012) that there is a great influence between profitability to income smoothing action.
With the practice of income smooting the information presented in the financial statements, especially income statement becomes invalid so it will mislead the users of information, especially external parties that result in the occurrence of a mistake in decision-making. The practice of income smoothing is mostly done by an entity because it utilizes the weaknesses of which investors most investors only look from the information of the profits generated by the company (Chong, 2006). This is also because investors are only oriented to dividend (dividend payout ratio) which will be obtained which also depends on the size of the company's profits. Therefore, it was why manaje men trying to 'fix' profits in order to reflect the increase in value of the company by taking the income smoothing (Chong, 2006).
In Indonesia the practice of income smoothing has long been happening, such as cases that occurred at PT. Kimia Farma Tbk. In 2001, it was found that there were overstated sales and inventory on several 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 reported by Forum Masyarakat Peduli Keadilan (FMPK) to the Directorate General of Taxation (DJP) of the Ministry of Finance on the basis of alleged manipulation of financial statements. Chairman of the FMPK Investigation Section, Mustopo, explained, the indication of manipulation was seen from the income of Rp 34.9 billion but no movement of investment. It also found evidence of interest payment of Rp 18 billion, although AMS admitted to not having debt. FMPK also found evidence that there was a receivable account worth Rp 5.3 billion but not a clear transaction (Katarina, 2014).
There are still some findings on mining companies, Indonesia Coruption 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 suspects the reporting engineered by PT Bumi Resources Tbk. and a subsidiary causing a loss of US $ 620.49 million. ICW calculations using various primary data including audited financial statements show that the sales report of Bumi during 2003-2008 is lower than US $ 1.06 billion from the actual. As a result of that year, the country is estimated to suffer losses from the shortage of revenue from the Coal Production Fund (royalty) of US $ 143.18 million (Katarina, 2014).
Then based Katarina (2014), known Bakrie Group continues to experience losses due to the financial performance, where liquidity was in minimal level. With the condition experienced by the Bakrie Group, according to Head of Research Securities Trust, Reza Priyambada, was caused by the miss-management or less good management performance. The Bakrie Group issue is also reported in www.kabar24.com where Rothschild is rumored to have resigned from the board of directors of Bumi Plc, a mining business group he founded with the Bakrie family who were 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.
Based on the background of the above problem then this research aims to find out whether the factors such as firm size , profitability , dividend payout ratio , and financing leverage affect the practice of income smoothing in mining companies that have a big risk to do so listed on the Indonesia Stock Exchange . The background of why the mining company as the research object because the performance of the industrial sector is extremely volatile from year to year due to influenced by world market prices that would be more interesting to do research by choosing this sector as the objects of research.
 
Literature review
Agency Theory, Earnings Management, and Income Smoothing 
In theory of agency explained that there is asymmetry of information which a managers has more information about the company than the company owners or shareholders. As also it was said by Atarwaman (2011) that the agency theory (agency theory) implies the existence of information asymmetry between managers as an agent and as a principal shareholder. Information asymmetry is a situation in which managers have access to information on the prospect of a company that is not owned by an outsider. This is because investors are only interested in profit in the form of financial returns from their investment in the company. On the management side, according to Anthony and Govindarajan (2005), management will receive satisfaction not only in financial compensation but also from other additions involved in agency relationships, resulting in a tendency for managers to manipulate by smoothing income for personal gain.
On the other hand according to Jensen and Meckling (1976) there are two ways in identifying to reduce the chance managements do something action detrimental to investors, ie investors outside supervision (monitoring) and managements alone make a limitation on actions (bonding). Then Arifin (2005) also stated that on the one hand, both of these activities will reduce opportunity of irregularities done by management so that the company's value will increase, while on the other hand both will bring charges that will reduce the value of the company. Further it was said by Jensen and Meckling (1976) that a prospective investor would anticipate both these costs coupled with losses still occur even existing monitoring and bonding the so-called residual loss so that company will anticipate for the three charges is defined as the cost of the agency (agency cost) with make a discount that will appear on the stock price when the company sells its shares.
Controls by investors are not easy to implement. This is because management has a policy in the field of finance to apply a standardized accounting policy but still have flexibility (Chong, 2006). That is why cases of manipulation accountant is still occur and not be detected. Accounting manipulation cases that most often appear, especially those occurring in America is overstated or inflate revenue income (Phillips, Luehlfing, and Daily, 2001). This is done so that the value of shares of companies that make earnings management can remain stable and even increased.
Earnings management according to Copeland (1968: 10) includes management efforts to maximize, or minimize profits, including income smoothing in accordance with management's wishes.While Scott (1997) states that earnings management is the selection of accounting policies by managers of existing accounting standards and naturally can maximize their utility and / or market value of the company. Then Scott (1997) divides the way understanding of earnings management into two. First, see it as an opportunistic behavior of managers to maximize its utility in the face of contracts of compensation, debt contact, and political costs (Opportunistic Earnings Management). Secondly, by looking at earnings management from the perspective of efficient contracting ( Efficient Earnings Management ), where earnings management gives managers a 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 are closely related concept of  smoothing earnings because profit is a branch of earnings management issues .Although the definition of income smoothing itself is still a long debate. Generally earning management made by maangement with the aim of increasing the value of the company. According to Assih and Gudono (2000) income smoothing is a deliberate act by the management to reduce the reported variability of earnings in order to reduce the market risk of the company's stock which ultimately can increase the company's stock price. While Corolina and Juniarti (2001) stated that income smoothing as a practice of using accounting techniques is to reduce fluctuations in net income over a period of time.
According to Schipper (1989) , that which can be referred to as income smoothing is an intervention in the financial reporting process with the aim of showing multiple private gain gain (as opposed to the supposed: neutrality of the reporting process). Income smoothing occurs when managers use judgment in financial reporting and in the structure of transactions to alter financial statements. Judgment obscures some stakeholders regarding the performance of the economic conditions affecting the company or contractual outcomes that depend on accounting numbers reported (Kustono, 2009).
These studies of income smoothing   indicate that the flow profits tructure can influence of the stability management position a company. This position determines the welfare and personal security of the manager. Thus, the management of a company is motivated to perform income smoothing as a method to improve welfare, both for shareholders and for management itself. According to Arya (2012) income smoothing can be caused by two types, ie. Natural Smoothing process is inherently generating an income stream that is flat. This alignment has implications that the nature of the income smoothing process itself produces a flat profit stream. This can be found in the acquisition of income from the needs / services public, where the flow of existing income will be flat by itself without any interference from other parties. The second one is Intentional Smoothing which is the most frequently performed by management (Chong, 2006). It can be said that intentional smoothing is concerned with situations where the reported profit set is influenced by management actions that can be either efforts taken by management in response to changing economic conditions. Can also mean a real transaction (smoothing) to be done or not done based on the effect of flattening on earnings. This alignment concerns the timing of real transaction events to achieve the target level. Management can also undertake a deliberate attempt to reduce artificial flow variability. This income smoothing implements accounting procedures to remove costs and revenues from one period to another.
Hypotheses
Company Size
In this study the size of the company is proxied with the total assets Ln value. 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, 2004). 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. The opinion according to Budiasih (2009) company size is a scale, which can be classified the size of the company in various ways, including total assets, log size, stock market value, and others. So the appraisal of firm size is based on the value of the assets owned.
Company size can also be a proxy for stock uncertainty. Large-scale companies will tend to be better known to the public so that information about the prospects of large-scale companies in the future will be easier for investors to obtain than information about prospects of small-scale companies in the future. Albretch and Richardson (1990) and research conducted by Alexandri and Anjani (2014) find evidence that larger firms have a drive to smoothing earnings compared to smaller firms because larger firms are studied and viewed more critically by investors. In addition, more big companies has a greater ability in doing creative accounting so that it has a tendency to play accounting methods in earnings management because of the complexity of its operations (Norri, 2013; Ajibolade, 2008). Based on the above description, the hypotheses that can be tested in this study are as follows:
Ho1:  Company size does not have a positive effect on earnings smoothing practices.
Ha1:  Company size has a positive effect on earnings smoothing practices.
 
Profitability
Profitability is an important indicator for measuring companies in generating profits. Therefore, the profitability of a company can be known by comparing the profit earned in a period with the amount of assets or capital owned by the company. It was said by Suwito and Herawaty (2005) that the profitability is an important measure to assess whether or not the company that affect 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 predictable profit by applying accounting manipulation to earn earnings management (Vinciguerra & O'Reilly-Allen, 2004).
To measure profitability can be done by using return on assets (ROA). ROA is derived from net income before tax divided by total assets. The net income is profit before profit smoothing. Profit before income smoothing is obtained by reducing the net profit by the value of total accruals (TA), because by using these measures can be seen the company is healthy or not and will affect the decision of the investor. According to Assih et al. (2000) firms with higher ROA tend to make earnings statements compared to lower firms because management knows the ability to earn future profits, making it easier to delay or accelerate earnings. The previous research conducted by Atarwaman (2011) shows that profitability has a positive effect on the practice of income smoothing. Based on the above description, the hypothesis that can be tested in this study are as follows:
Ho2: Profitability has no positive effect on the practice of income smoothing.
Ha2: Profitability has a positive effect on the practice of income smoothing.
 
Dividend Payout Ratio
According to Sartono (2001) in his book Management Finance Theory and Applications, states that the larger dividend payout ratio describes the more profits generated by the company, as well as to the contrary. Because investors tend to like companies that give big dividends, the greater the dividend payout is the more encouraging managers to make income smoothing. While Noviana and Yuyetta (2011) argue that the dividend payout ratio is one factor that allegedly affects earnings smoothing action. In the case of fluctuations 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. Furthermore, in his research, Purwanto (2009) stated that the dividend payout ratio greatly influence the behavior of income smoothing. This is because the dividend policy will have significant 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 description, the hypothesis that can be tested in this study are as follows:
H03: Dividend payout ratio has no positive effect on the practice of income smoothing.
Ha3: Dividend payout ratio has a positive influence on the practice of income smoothing.
 
Financial Leverage
According to Sartono (2001), financial leverage shows the proportion of debt usage to finance its investment. The greater the debt of the company, the greater the risk faced by investors, so investors will ask for a higher level of leverage. Therefore companies tend to perform income smoothing practices as a result of the condition. As stated by Rendy and Handoyo (2012) that financial leverage shows how efficiently the company utilizes owner's equity in order to anticipate long-term and short-term debt of the company so that it will not disrupt the company's overall operation in the long run. As according to Budiasih (2009) the greater the company's debt, the greater the risks faced by investors so that investors will ask for higher profit levels. The higher the financial leverage ratio represents the more debt financed. This is an unhealthy condition, and causes investors to be reluctant to invest, the higher the ratio of financial leverage the higher the manager's encouragement to practice income smoothing.
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 the ratio of financial leverage describes the more expenditures-financed by debt. This is an unhealthy condition, and causing investors to be reluctant to invest, the higher the leverage ratio the higher the manager's encouragement to practice income smoothing.
To measure financial leverage can proxied with debt to total assets acquired through total debt divided by total assets. An indication that the company did the practice of income smoothing to avoid breach of debt agreement can be seen from the company's ability to pay off its debts by using assets owned. Firms with high leverage rates are expected 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:
Ho4 : Financial leverage has no positive effect on income smoothing practice.
Ha4 : Financial leverage has a positive influence on the practice of income smoothing.
 
Research methods
The population of this research is mining companies 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 to 2014, and have complete financial statements in accordance with the data which is required in the research variables. (2) Mining companies that have not suffered losses since 2012 until 2014. (3) Companies that present their financial statements in rupiah currency.
The type of data used in this study is secondary data from mining companies listed on the Indonesia Stock Exchange (IDX), which is the annual financial statements of mining companies that go public recorded in the period 2012-2014. 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 independent variables in this research are company size, profitability, financial leverage, and dividend payout ratio.
Operational definition

Dependent Variable
              In this research model the dependent variable that becomes the focus of research is income smoothing done by the company. According to Budiasih (2009) income smoothing will be measured using the Eckel index. The Eckel Index will differentiate between firms that practice income smoothing with those who do not make income smoothing. The earnings smoothing index is calculated by the following formula:
Index Eckel = [image: image1.png]cv a1
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Information:
CV ΔI: Variation coefficient for earnings change
CV ΔS: Coefficient of variation for sales changes 2
CV ΔI and CV ΔS can be calculated as follows:
CV Δ S or CV Δ I = [image: image3.png]



Information:
ΔX : Changes in net income / profit (i) or sale (S) between year n and n-1
ΔX : A verage 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 company performing profit and profits. Conversely, if the income smoothing index <1, then the company is classified as a company doing income smoothing (Albrecht and Richardson, 1990).
Independent Variable
1. Company size (UP) is measured by the natural logarithm of the total assets, the sample company during the five year observation period. Natural logarithms can be formulated as follows:

 
    Company size = Ln Total Assets
 
2. Profitability (ROA) , measured by the ratio between net income after tax and total assets (Budiasih, 2009) :

 
Profitability = Net Profit After-Tax / Total Assets
 
3. 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%
 
4. Financial leverage (LEV), measured by the ratio between total debt and total assets. Financial leverage is proxied by d ebt to total a ssets by the formula:

 
Debt to Total Assets = Total Debt / Total Assets
 
In this study the software used for data processing is a method of logistic regression data analysis with data processing through SPSS software. This model is used because the dependent variable used is dummy variable (smoothing profit = 1 and not revenue smoothing = 0). Therefore, this analysis technique no longer needs a normality test and a classical assumption test on the independent variable (Ghozali, 2012). Since logistic regression ignores heteroscedasity, meaning the dependent variable does not require hemoscedascy for each of its independent 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: 178).
Thus the analytical model can be expressed as follows:
PL = a + b 1 UP + b 2 ROA + b 3 DPR + b 4 LEV
Information:
PL
= Income Smoothing 
A
= Constants
UP       = Company Size
ROA    = Profitability
DPR     = Dividend Payout Ratio
LEV
= Financial Leverage
b 1,2,3,4
= Regression coefficient of independent variables
 
Analysis and   Discussion
Descriptive Statistics Analysis

Table 1

	Descriptive Statistics

	
	N
	Minimum
	Maximum
	Mean
	Std. Deviation

	IS
	37
	,00
	1,00
	,6486
	,48398

	SiZE
	37
	25,72
	32,05
	29,7208
	1,38544

	ROA
	37
	,0017
	,3001
	,088743
	,0808689

	DPR
	37
	,00002
	,84653
	,3578273
	,25784350

	LEV
	37
	,18
	,80
	,4548
	,17304

	Valid N (listwise)
	37
	
	
	
	


From the results of descriptive analysis on tabel l above, then the conclusions that can be drawn are as follows:
1.  The minimum value of   smoothing earnings   amounted to 0, which means that the company is not doing income smoothing while the maximum value of 1 means that the company did income   smoothing. The average value   of corporate income smoothing 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 companies that do income smoothing is equal to 64.86%. The standard deviation value of 0.48398 is smaller than the average so it can be concluded that the income smoothing data is homogeneous.

2. Minimum value   company size   amount 25.72 obtained by PT Mitra Investindo Tbk in 2012 means that the company has the lowest size compared to other companies   while the maximum value   company size   amount   32.05 obtained by PT Adaro Energy Tbk in 2013 means that the company has the highest company size compared to other companies. Average value company size year 2012-2014 is as big 29.7208 or with a standard deviation of   1.38544. The average value of firm size amount 29.7208, the value can be interpreted 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 concluded that the firm's size data is homogeneous.

3.  Minimum value Policy dividend payout ratio amount 0.00002 obtained by PT. Petrosea Tbk in 2014 means that the company distributes the lowest dividend while the maximum value of dividend policy of 0.85 obtained by PT Indo Tambang Raya megah Tbk in 2012 means that the company has the highest dividend policy compared to other companies. Average value   dividend policy year 2012-2014 is as big 0.3578273 or with a standard deviation of   0.25784350. Average value   the largest dividend policy   0.3578273, the value can be interpreted that   the company's ability to pay 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.

4. Minimum value of profitability amount 0.0017 obtained by PT Vale Indonesia Tbk in 2014 means that the company has the ability to generate the lowest profit compared to other companies while the maximum value   profitability   amount 0.3001 obtained by PT Harum Energy Tbk in 2012 means that the company has the ability to generate the highest profit compared to other companies. Average value profitability year 2012-2014 is as big 0.088743 or with a standard deviation of 0.080689. Average value   profitability   amount   0.088743, the value can be interpreted that   the company's ability level of sample in generating profit is equal to 8.8743%. The standard deviation value of 0.080689 is smaller than the average so it can be concluded that the profitability data is homogeneous.

5. Minimum value   financial leverage   amount   0.18 obtained by PT Harum Energy Tbk in 2013 means that the company has the lowest capital structure compared to other companies   while the maximum value   leverage   amount   0.80 obtained by PT RUIS Tbk in 2012 means that the company has the highest capital structure compared to other companies. Average value   leverage year   2012-2014   is as big 0.4548 or with a standard deviation of   0.17304. Average value leverage amount 0.4548, the value 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.

Hypothesis Testing Results
To know the influence of each independent variable to the dependent variable is done statistical test Wald of the logistic regression results. Logistic regression coefficients can be determined using p-value (probability value), ie comparing values p with α. The decision making in this test is the level of significance (α) used is 5% and the criterion for testing the hypothesis is based on signification (Ho and Ha). Ho is rejected if p greater than the significance level of 5% (sig t > 0,05) hence can be concluded can not influence between independent variable to dependent variable  and the sign of the regression coefficient as predicted. Instead, Ha accepted if p is smaller than the significance level of 5% (sig-t <0.05) then it can be concluded there is influence between independent variables to the dependent variable, then the hypothesis accepted.
The results of hypothesis testing can be seen as follows:
1. Hypothesis testing-First

    Testing of the first hypothesis is done through testing the significance of the regression coefficients of the firm size variables. The first hypothesis of this study states that firm size has a positive effect on income smoothing. Based on table 1, n significance value on the hypothesis of 0.357 with regression coefficient value -0.423 and at the level of significance α = 5%; then the regression coefficient is not significant because of the significance of 0.357> 0.05, it can be concluded that, firm size has no significant effect on income smoothing so that H01 is accepted and Ha1 is rejected   .
2. Hypothesis testing-Second

    Testing of the second hypothesis is done through testing the significance of the regression coefficient of the profitability variable. The second hypothesis of this study states that profitability has a positive effect on income smoothing.   N Based on table 1, n significance value on the hypothesis of 0.121 with regression coefficient value 15.714   and at the level of significance α = 5%; then the regression coefficient is significant because of the significance of 0.121> 0.05, it can be concluded that, proitability no significant effect on income smoothing so that Ho2 is accepted and  Ha2 is rejected.
3. Hypothesis testing-Third

4.     Testing of the third hypothesis is done through testing the significance of the regression coefficients of the variables dividend payout ratio. The third hypothesis of this study states that dividend payout ratio have a positive effect on income smoothing. Based on table 1, significance value on the hypothesis of 0.012 with regression coefficient 13.008 and at the level of significance α = 5%; then the regression coefficient is significant because of the significance of 0.012 <0.05, it can be concluded that,   dividend payout ratio   have a significant positive effect on the income smoothing so that, H03 is rejected and Ha3 is accepted.
5. Hypothesis testing-Fourth

    Testing of the fourth hypothesis is done through testing the significance of regression coefficients of the variables   financial leverage. The fourth hypothesis of this study states that financial leverage has a positive effect on income smoothing. Based on table 1, significance value on the hypothesis of 0.014 with regression coefficient 19,162 and at the level of significance α = 5%; then the regression coefficient is significant because of the significance of 0.014 <0.05, it can be concluded that, financial leverage have a significant positive effect on income smoothing   H04 is rejected and Ha4 is accepted.
Table 2.   Hypothesis Test Results
     Logistic Regression Coefficient Test and Hypothesis Testing
	Variables in the Equation

	 
	B
	Sig
	 

	SIZE
	-.423
	.357
	 

	ROA
	15714
	.121
	 

	DPR
	13008
	.012
	 

	LEV
	19.162
	.014
	 

	Constant
	-666
	.958
	 


       Source: SPSS Output Data   processed, 2016
The Effect of Firm Size on Profit Income
The results of this study prove that firm size has no significant effect on income smoothing. This means the size of the company does not give contribution of probability of income smoothing.The uncontribution size of the firm on the probability of income smoothing is likely due to investors ignoring the assumption 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 had an effect on the higher income smoothing practices conducted by the company in the current year. That matter   can be caused   because increasingly big companies will become the public spotlight so they tend of not doing income smoothing. Furthermore, amount and nature deals on large companies as well   potentially   have a transaction   increasingly complex so that the practice of income smoothing increasingly difficult to do. The results of this study   support from the results   research which are conducted by Suwito and Herawaty (2005), Juniarti and Corolina (2005), Zulfa and Maya (2007) and Christiana (2012) and Sherlita and Kurniawan (2013) who found out that firm size had no significant effect on income smoothing.  However, some   contrary to the results of research conducted by   Norri (2013), Ajibolade (2008) and Alexandri and Anjani (2014) that not all large corporations that have a strong base for accounting manipulation have a greater tendency to earn earnings management.
The Effect of Profitability on Profit Income
The results of this study prove that profitability does not significantly affect income smoothing. Profitability of the company has become a major concern seen by the community   good as   creditor as well   as   investors. The presence of these main concerns encourages company managers to think hard in deciding whether doing smoothing profit for the sake of the company's survival or not. The higher the profitability then the company tends not to make income smoothing because the company will increasingly become the public spotlight, so the company may try not to take action at risk big which can be at stake credibility of the company.   Another possibility of bias is caused by stable economic conditions that result in stable operation of the company so that the profit also tends to not fluctuate so that companies do not need to make income smoothing. These results has been consistent with previous results research from Suwito and Herawaty (2005), Juniarti and Corolina (2005), Zulfa and Maya (2007), Tseng and Lai (2007) Christiana (2012), Saeidi (2012),  Nafea, Vakilifard and Fathollahi (2013), Sherlita and Kurniawan (2013) and Ratnaningrum (2016) that profitability has no significant effect on income smoothing.
Influence of Policy Dividend Payout Ratio to Profit Income
The results of this study prove that the dividend policy has a significant positive effect on income smoothing means increasingly aggressive dividend policy then will increase management tendency to smoothing corporate earnings.
According to Sartono (2001) the size of the dividend depends on the size of the profits obtained, so the company tends to practice income smoothing. The other sense according to   Noviana and Yuyetta (2011) dividend payout ratio is one of the factors that allegedly affect the action of income smoothing. If fluctuations occur in earnings, firms implement dividend policies at a rate   dividend payout ratio.  The higher risks are higher than those that apply the level policy   dividend payout ratio the low one. Thus a company that implements level policy   dividend payout ratio   the higher are 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 decision to be   taken by investors in the purchase of company shares seen from the dividend policy   which is given by the company. In addition, investors prefer the companies that provide dividends so that indirectly will further encourage managers to practice income smoothing.
This results corresponds to previous research conducted by Noviana and Yuyetta (2011) and Moradzadehfard and Babaie (2012) shows that dividend payout ratio positively affect the practice of income smoothing
Influence Financial Leverage to Profit Income
The results of this study prove that leverage has a significant positive effect on income smoothing that is the greater the leverage will be increasingly improve the possibility of a corporate earnings statement.
Financial leverage   describes the company's ability to pay corporate liabilities. Ratio leverage is the ratio used to measure a company's ability to meet its obligations. This ratio illustrates how much the company is financed by debt. The higher the ratio value leverage means the greater the company's debt. This then indicates the amount of risk that will be faced by investors. So companies with high leverage ratios will be less attractive to investors. Then in line with positive accounting theory that is creditor would provide its money if debtor has ability to pay. Company managers who commit breaches of credit agreements tend to choose accounting methods that have the impact of improving the performance to maintain their reputation in the eyes of external parties   so   the creditor will   believe   provide loans if the company   can guarantee   make payments for its future debt   (Watt and Zimmerman, 1990). For that management will tend to make income smoothing order ratio leverage which is reflected in debt compared to its capital becomes lower resulting in trust from debtor to grant the loan.
This is an unhealthy condition, and causing investors to be reluctant to invest, the higher the ratio financial leverage the higher also possibility managers do income smoothing (Christiana, 2012). According to Prabayanti and Wirawan Yasa (2010) there indication that companies do smoothing earnings to avoid breach of debt agreement that can be seen through the company's ability to pay off its debts by using assets owned. With various explanations above it can be said that financial leverage has a great chance in encouraging managers to practice income smoothing. This research is also in accordance with previous research done by Diastiti (2010), Alexandri and Anjani (2014) and Zarnegar and Hamidian (2016).
Conclusion
Practice of disfunctional behaviour is often done by management as a result of its efforts to maintain the stability of a company's performance. Although   the practice of flattening profits will be difficult to detect by users of financial statements, this action can not be legalized, especially in terms of reporting deliberately presenting information that is not true. The results of this study prove that dividend payout ratio and financial leverage contribute to the practice of income smoothing. This proves that management actions by paying dividends are expected investors will not care whether the company does   the practice of income smoothing or not. Then the quality of financial leverage can also be to predict the existence or at least the possibility of a company doing income smoothing.
Implication 
The implication of this research suggests that even if the investor is willing to invest in shares, it is important to scrutinize dividend payout ratio and financial leverage level of the future company
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