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Abstract. This study aims to analyze the effect of Managerial Ownership, Company Size,
Profitability, Leverage and Tax on Income Smoothing. The population of the study are manufacturing
companies listed on the Indonesia Stock Exchange in 2015-2017. The data analysis technique used in
this study is logistic regression. The sampling technique used was purposive sampling and the number
of samples from this study were 20 manufacturing companies. The results of this study indicate that
the leverage variable has a positive effect on income smoothing, while the managerial ownership,
firm size, profitability and tax have no effect on income smoothing.

Keywords: Managerial Ownership, Company Size, Profitability, Leverage, Taxes, Income
Smoothing.

1 Introduction

Financial statements are one of the tools used to assess the performance of a company. The parties

interested in the company use financial statements as a basis for decision making because financial
statements contain information about management's performance, one of which is reflected in the
company's earnings information. Income smoothing is a method used by company management in
influencing financial statements by slowing down or accelerating the recognition of income or expenses
in order to deceive users of financial statements who want to know the position and performance of the
company. Shareholder satisfaction increases with the existence of stable earnings growth (Saputra, 2014).
This action is carried out to increase the value and performance of the company so that it looks good to
influence investors in making decisions to invest their capital.
As for several factors that encourage companies to practice income smoothing, including managerial
ownership, company size, profitability, leverage and tax. Managerial ownership by the management of
the company will cause management to easily manage the company's financial statements, because
management has more information about the company and management will do income smoothing to
stabilize the profits generated by the company. Research on the influence of managerial ownership on
income smoothing practices conducted by Noviana and Yuyetta (2011) found that managerial ownership
did not have a significant effect on income smoothing. This is contrary to the research conducted by
Widiawati (2016) who found the results that managerial ownership has a significant positive effect on
income smoothing.

Large size of the company shows that the company has developed so that investors will respond
positively and the value of the company will increase. Research on the effect of company size on income
smoothing practices conducted by Budiasih (2009) found results that firm size had a significant positive
effect on income smoothing. This is contrary to the research conducted by Juniarti and Corolina (2005)
which found that the size of the company had no significant effect on income smoothing.

Companies that have high profitability tend to do income smoothing because management knows
the company's ability to earn profits in the future. Research conducted by Agustianto (2014), Saputra
(2014), and Budiasih (2009) found that profitability had a positive effect on income smoothing practices.
Another result was found by Setyaningtyas (2014) who found that profitability did not affect the income
smoothing practice.

Leverage owned by a company based on the debt covenant hypothesis in positive accounting theory
stated that companies with a high level of debt tend to manage profits to avoid violations of debt
agreements (Rahmawati, 2012). In the research conducted by Dewi (2010) who found results that
financial leverage had a significant effect on income smoothing practices. This is contrary to the research
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conducted by Widaryanti (2009), Rahmawati (2012), and Budiasih (2009) who found that leverage did
not significantly influence the practice of income smoothing.

Management's desire to always pay low taxes is one of the factors that encourages management to
practice income smoothing. Profit that is too high will result in a large tax rate that must be paid by the
company, whereas low profits will show the poor performance of the company. The research conducted
by Pratiwi and Handayani (2014) found that the tax did not affect the income smoothing practice.
Another result was found by Widiawati (2016) who found that tax had a significant positive effect on
income smoothing practices.

Based on the results of previous inconsistent research, researchers are interested in analyzing the
factors that influence income smoothing in manufacturing companies listed on the Indonesia Stock
Exchange in the period 2015-2017. So that this research is expected to expand the results of previous
studies.

2 Literature Review
2.1 Agency Theory

Income smoothing in a company can be explained through the agency theory approach. Agency
relationship is defined by Jensen and Meckling (1976) in Wahyuningsih (2007) as a contract between one
person or more owners (principals) who hire another person (agent) to do several services on behalf of
the owner which includes delegating decision-making authority to the agent. Even though there is a
contract, the agent will not do the best for the benefit of the owner. This is because agents also have an
interest in maximizing their welfare. In other words, the agent will take a policy that benefits him before
providing benefits to the owner of the company.

2.2 Positive Accounting Theory
Watts and Zimmerman (1978) in Agustianto (2014) formulated an understanding of income
smoothing formulated in Positive Accounting Theory (PAT), namely the assumption that the purpose of
accounting theory is to explain accounting practices, including:
a) The Bonus Plan Hypothesis
This hypothesis assumes that companies that use bonus plans will tend to use accounting
methods that can increase reported earnings in the current period from future profits. This is done to
maximize the bonus they will get because how much the level of profit generated is often used as the
basis for measuring the success of performance
b) Debt Convenant Hypothesis
This hypothesis is related to the terms and agreements that must be fulfilled by the company in a
debt covenant. Some debt agreements have conditions that must be met by the borrower during the
agreement period, if such an agreement is betrayed, the debt agreement can provide or issue a
penalty.
c) The Political Cost Hypothesis
This hypothesis states that the greater the political costs faced by the company, the greater the
tendency of companies to use accounting choices that can reduce profits, because companies that
have a high level of profit are considered to receive broad attention from consumers and the media
who will also be interesting the attention of the government and regulators to cause political costs,
including government intervention, higher taxation, and various other demands that could increase
political costs.

2.3 Income Smoothing

Management actions to make income smoothing are generally based on various reasons including
to satisfy the interests of the owner of the company such as increasing the value of the company so that
the assumption arises that the company concerned has a low risk of uncertainty. Income smoothing is one
pattern of earnings management where management seeks to stabilize (flatten) corporate profits for
several periods with specific objectives (Wulandari, 2013). Profit actions are deliberately carried out by
management within the limits of existing rules and lead to a desired level of reported profits. The parties
interested in the company tend to avoid high risks so that they are more interested in companies with
stable profits compared to fluctuating profits.



2.4 Hypotheses

Managerial ownership by the management of the company will cause management to easily
manage the company's financial statements, because management has more information about the
company. Management will do income smoothing to stabilize the profits generated by the company.
Christiawan and Tarigan (2004) state that managerial ownership is a situation where a manager owns a
company's shares or in other words the manager is also a shareholder of the company. Managers who are
also shareholders will increase the value of the company, because by increasing the value of the
company, the value of their wealth as individual shareholders will also increase. The management who is
also domiciled as a shareholder will try to raise the stock price, where the stock price is influenced by the
information presented by the company, one of which is profit. If reported earnings have fluctuations that
will dramatically affect the level of investor confidence. If investors begin to lose their trust, the actions
that investors will take are to sell their shares and this will cause the company's share price to decline
which will harm other shareholders including managers.

Managers who have a lot of access to company information will have initiatives to manipulate that
information if they feel that the information is detrimental to their interests (Febrianto and Erna, 2005).
However, if the interests of managers and owners can be aligned, managers will not be motivated to
manipulate information or do income smoothing so that the quality of accounting information and
informational earnings can increase. Increased managerial ownership is expected to reduce income
smoothing actions and is expected to improve financial reporting quality and profit generated. This
opinion is in accordance with Pratama (2012), Midiastuty and Mahfoedz (2003) which states that
managerial ownership has a negative influence on income smoothing, which means that the higher
managerial ownership will minimize the practice of income smoothing. This can happen because
managers think like company owners who are more concerned with the development of the company and
public trust. The presence of managerial ownership will increase control within the company because
managerial ownership can form harmonious and synchronous relationships as managers and company
owners. With the existence of considerable managerial ownership by management and the thought of
developing the company by management so that it can minimize income smoothing actions. Based on the
description above, the first hypothesis developed in this study is:

H1: Managerial ownership has a negative effect on income smoothing.

The size of the company is thought to have a tendency to affect income smoothing. Larger
companies have the incentive to do income smoothing compared to smaller companies because larger
companies are examined and viewed more critically by various parties. Moses (1987) in Suwito and
Herawaty (2005) found evidence that larger companies also have a greater incentive to do income
smoothing compared to smaller companies because larger companies are subject to scrutiny (tighter
supervision from the government and general public). The results of research conducted by Budiasih
(2009) Yulia (2013) and Briliano et al., (2016) stated that company size has a positive effect on income
smoothing practices. Based on the description above, the hypotheses developed in this study are:

H2: Company size has a positive effect on income smoothing.

Profitability is a component of the company's financial statements that aims to assess management
performance. Company profitability can also be used to measure a company's ability to earn profits and
know the company's effectiveness in managing its assets. In this study profitability is calculated by
Return On Assets (ROA). ROA is obtained from net income divided by total assets. High profitability
fluctuations have a tendency for the company to carry out income smoothing actions, especially if the
company establishes a bonus compensation scheme based on the amount of profit generated. This is in
accordance with the research conducted by Assih et al. (2000) in Budiasih (2009) which states that
companies that have a higher ROA tend to do profit compared to lower companies because management
knows the ability to earn profits in the future. making it easier to delay or speed up profits. The results of
research conducted by Agustianto (2014) and Saputra (2014) state that profitability has a positive effect
on income smoothing practices. Based on the description above, the third hypothesis developed in this
study is:

H3: Profitability has a positive effect on income smoothing.



A high leverage ratio indicates that most of the company's financing is financed by debt. Income
smoothing practices can be triggered by a large leverage ratio. Based on the debt covenant hypothesis in
positive accounting theory, that the greater the company's leverage ratio, managers tend to practice
income smoothing with the aim of avoiding violations of the debt agreement. So that the higher the debt
ratio, the tendency of companies to do income smoothing will also be higher. Jin and Machfoedz (1998)
explain that leverage influences income smoothing based on the indication that companies do income
smoothing to avoid violations of debt agreements can be seen through the company's ability to generate
profits. The results of research conducted by Yulia (2013) state that leverage has a positive effect on
income smoothing practices. Based on the description above, the fourth hypothesis developed in this
study is:

H4: Leverage has a positive effect on income smoothing.

Management's desire to always pay low taxes is one of the factors that encourages management to
practice income smoothing. Profit that is too high will result in a large tax rate that must be paid by the
company, whereas low profits will show the poor performance of the company. According to Heyworth
(1953) in Widodo (2011) one of the reasons for management to do income smoothing is to reduce the
total tax paid by the company. Management will try to shift profits from one year to the next in order to
obtain the most minimal tax payments (Tanomi, 2012). The higher the profit generated by the company,
the greater the tendency of management to do income smoothing with the aim that the tax paid is lower.
Kusumawati (2002) which proves that taxes affect the practice of income smoothing. The results of these
studies are reinforced by research conducted by Widiawati (2016) which states that taxes have a positive
influence on income smoothing practices. Based on the description above, the fifth hypothesis developed
in this study is:

H5: Taxes have a positive effect on income smoothing.

3 Research Methods
3.1 Operational Definition of Variables

The dependent variable in this study is income smoothing which is measured in the form of an
index that will distinguish between companies that practice income smoothing and those that do not. For

the purpose of this study Eckel Index (1981) was used, as follows:

. . CV Al
Income Smoothing index = ——

CV AS
Note:
CV : variable coefficient of variation, namely the standard deviation divided by the expected value.
Al :changes in earnings in one period
AS : changes in sales in one period
The values of CV Al dan CV AS can be calculated by the formula:

CV Al or CV AS = /w : AX
note:

AX : change in profit (1) or sales (S) between year n and year n-1

AX : average change in profit (1) or sales (S) between year n and year n-1

n :years observed

Criteria for companies that practice income smoothing are:

a. Companies are considered to practice income smoothing if the income smoothing index is smaller
than 1.

b. The company is deemed not to do income smoothing if the income smoothing index is greater than
or equal to 1.

c. Managerial Ownership

In this study managerial ownership is calculated by dividing shares owned by management,

directors and commissioners who actively participate in corporate decision making with the number
of shares outstanding.

d. Company Size



Company size is a variable that is measured by the total amount of company assets transformed
in the form of natural logarithms (Suryani, 2010). Company size is calculated using the natural
logarithm of total assets.

e. Profitability
In this study, company profitability is measured as Return on Assets (ROA). ROA analysis is a
form of profitability ratio that is used to measure the ability of a company with the overall funds
invested in assets used for the company's operations in generating profits. ROA is a ratio of net
income to total assets.
f. Leverage
Leverage is measured using the debt to asset ratio. This ratio shows the amount of assets owned by
companies financed by debt. This variable is measured using the ratio of total debt to total assets.
g. Tax
In this study tax is a variable measured by the total amount of corporate tax burden transformed in
the form of natural logarithms. Taxes are calculated using the natural logarithm of the total tax
burden.

3.2 Samples

The method of determining the sample used in this study is the purposive sampling method which
is part of the Non Probability Sampling, namely the technique of determining the sample with certain
considerations. The purpose of using the purposive sampling method is to get a sample according to the
specified criteria. The criteria used are manufacturing companies listed on the IDX for the period 2015-
2017, not conducting mergers or acquisitions, publishing financial statements that can be accessed during
the study period, and using the rupiah currency in their reports. Based on these criteria obtained a total
sample of 20 companies.

3.3 Analysis Techniques

Logistic regression analysis was used in this study because the dependent variable, income
smoothing is qualitative data using dummy variables and the independent variable is a mixture of
continuous (metric) and categorical (non-metric) variables (Ghozali, 2016:321). States that logistic
regression is used to test whether the probability of the occurrence of the dependent variable can be
predicted by the independent variable. Logistic regression analysis does not require the assumption of
normality of data on the independent variables. Logistic regression analysis was carried out using the
assistance of the Statistical Package for Social Science (SPSS) program.

A logistic regression model can be formed by looking at the estimated values of the parameters in
the Variables in The Equation. The regression model formed based on the value of parameter estimates in
the Variables in The Equation is as follows:

L P (Smoothing)
"Top (Smoothing)

= o + BMOWN + BSIZE + BROA + BDAR + TAX + e

Note:

P : probability income smoothing action
MOWN : managerial ownership
SIZE : company size

ROA : profitability

DAR . leverage

TAX : tax

a : constant

B - logit regression coefficient
Ln : odds

e : error term



4 Result & Discussion
4.1 Logistic Regression Result

The feasibility of the regression model was assessed using Hosmer and Lemeshow's Goodness of
Fit Test. If the statistical value of Hosmer and Lemeshow's Goodness of Fit Test is greater than 0.05, it
means that the model is able to predict the value of its observations or it can be said that the model is
acceptable because it matches the observational data. Based on the test results (attachment), the statistical
values of Hosmer and Lemeshow's Goodness of Fit Test were obtained at 9.506 with a significant value
of 0.301. From these results it can be seen that the significant value is greater than 0.05. This means that
the regression model is feasible to be used in the subsequent analysis, because there is no difference
between the classification predicted by the observed classification. Or it can be said that the model is able
to predict the value of its observations.

This test is done by comparing the value between -2 log Likelihood (-2LL) at the beginning
(Block Number = 0) with the value of -2 log Likelihood (-2LL) at the end (Block Number = 1). The
reduction in the value between the initial -2LL (initial-2LL function) and the value of -2LL in the next
step (-2LL end) indicates that the model is hypothesized to be fit with the data (Ghozali, 2016: 328). The
initial value of -LL is 83,111 and after five independent variables are included, the final value of -2LL
decreases to 71,671 (attachment). This decrease in the value of -LL shows a good regression model or in
other words the model hypothesized to fit with the data.

The coefficient of determination is used to find out how much the variability of the independent

variables is able to clarify the variability of the dependent variable. The determination coefficient in
logistic regression can be seen in the value of Nagelkerke R Square. Nagelkerke R Square value is 0.232
(attachment) which means the variability of the dependent variable which can be explained by the
independent variable is 23.2 percent, the remaining 76.8 percent is explained by the variability of other
variables outside the research model.
Classification table shows the predictive power of a regression model to predict the possibility of a
company making an income smoothing action. The predictive power of the regression model to predict
the probability of the occurrence of the dependent variable is expressed in percent. Classification table
(attachment) shows that of the 29 observational data samples that made 17 or 58.6 percent income
smoothing actions can be accurately predicted by the logistic regression model and 12 observational data
not accurately predicted by the model, while from 31 observational data samples that were not make
income smoothing actions 12 or 61.3 percent which can be accurately predicted by the logistic regression
model, while 19 observational data are not exactly predicted by the model. So overall means the
predictive power of the regression model to predict the likelihood of companies taking action on income
smoothing at 60.0 percent.

A good regression model is a regression with no symptoms of a strong correlation between the
independent variables. Multicollinearity testing in logistic regression using a correlation matrix between
independent variables to see the magnitude of the correlation between independent variables. In the
correlation matrix table shows no serious symptoms of multicollinearity between independent variables,
indicated by the correlation value between independent variables below 0.8.

Regression models formed based on the estimated value of parameters in the Variables in The
Equation are as follows:

P (Smoothing)

"Top (Smoothing)
= —5,786 + 0,054 MOWN + 0,256 SIZE — 0,042 ROA + 0,021 DAR — 0,109 TAX

L

4.2 Discussion

Based on the test results show managerial ownership variables have a positive regression
coefficient of 0.054 with a significance level of 0.088 which is greater than a (0.05). This means that
managerial ownership has no effect on income smoothing. The size of managerial ownership owned by
management does not affect the occurrence of income smoothing actions. The average manufacturing
company that is the sample in this study has a very low number of managerial ownership, namely with an
average managerial ownership of 9.0523. Thus the results can not be used to show that managerial
ownership can influence income smoothing actions by management. This indicates that managerial
ownership does not necessarily indicate management incentives to practice income smoothing. The



results of this study are in accordance with the results of research conducted by Noviana and Yuyetta
(2011), Pratiwi and Handayani (2014) which state managerial ownership does not affect the practice of
income smoothing. Other results found by Widiatmaja (2010) and Widiawati (2016) found results that
managerial ownership had an effect on income smoothing practices.

Firm size has a positive regression coefficient of 0.256 with a significance level of 0.574 which is
greater than a (0.05). Based on this, it can be concluded that the variable size of the company has no
effect on income smoothing. Total assets describe the value of assets or assets owned by a company. The
greater the total value of the company's assets reflects that the company has assets that are increasingly
high in value, so that it can be said the size of the company can be seen from the size of the total value of
assets of a company. The total assets owned by the company, cannot ensure a company will earn a profit
in carrying out its business activities, this indicates that the size of the company does not affect the
keiginan of the company to practice income smoothing. The results of this study are in accordance with
the results of research conducted by Dewi (2010) and Prasetya (2013) stating that firm size has no effect
on income smoothing, while Rahmawati (2012) and Narayani (2017) conclude that firm size affects
income smoothing.

Profitability has a negative regression coefficient of -0.042 with a significance level of 0.555
which is greater than o (0.05). This means that profitability has no effect on income smoothing.
Management that is motivated to maintain a position or get a bonus does not take into account the size of
the profits generated by the company, so management is not motivated to practice income smoothing
through profitability variables. The profitability produced by the company in the period of this study did
not fluctuate too much, namely the average profitability of 6.8982, so it did not affect the company to
practice income smoothing. The results of this study are in accordance with the results of research
conducted by Wulandari (2013) and Narayani (2017) which state that profitability does not affect the
income smoothing practice. Other results found by Cendy (2013) and Saputra (2014) found that
profitability had an effect on the practice of income smoothing. The leverage variable has a positive
regression coefficient of 0.021 with a significance level of 0.030 that is smaller than a (0.05). This means
that leverage has a positive effect on income smoothing. Debt covenant hypothesis in positive accounting
theory, which states that the greater the leverage ratio of the company, the management will tend to
practice income smoothing with the aim of avoiding violations of the debt agreement. So that the higher
the debt ratio, the tendency of companies to do income smoothing will also be higher. The results of this
study are in accordance with the results of research conducted by Yulia (2013) which states that leverage
has a positive effect on income smoothing practices. But it is not consistent with the research conducted
by Widaryanti (2009) and Setyaningtyas (2014) who found that leverage did not affect the income
smoothing practice.

The next variable is Tax, has a negative regression coefficient of -0.109 with a significance level
of 0.791 which is greater than o (0.05). This means that taxes have no effect on income smoothing. The
obligation of management to pay taxes to the government, whether in large or small amounts, and the
amount of tax imposition rates set by the government will not affect the company to carry out income
smoothing actions. Besides the strictness of the tax regulations issued by the government does not affect
the company to practice income smoothing, this is because in this study the amount of tax burden
imposed on most companies is also not too fluctuating. The results of this study are in accordance with
the results of a study conducted by Pratiwi and Handayani (2014) stating that taxes do not affect income
smoothing, while Widiawati (2016) concludes that taxes affect income smoothing.

5. Conclusion

The purpose of this study is to examine and obtain empirical evidence the influence of managerial
ownership, company size, profitability, leverage, and tax on income smoothing. Sample selection using
purposive sampling technique and obtained as many as 20 manufacturing companies that meet the sample
criteria. The data analysis technique in this study uses logistic regression analysis. Based on the results of
the analysis it can be concluded that the leverage proxied by DAR has a positive effect on income
smoothing. While managerial ownership, company size, profitability, and taxes have no effect on income
smoothing.

This study only uses five variables, namely managerial ownership, company size, profitability,
leverage and tax in knowing the relationship to income smoothing. Future studies can add other variables



that theoretically have a relationship to income smoothing such as Public Ownership, Institutional
Ownership, Dividend Payout Ratio, Current Ratio, Industrial Sector, and Type of Business. This study
uses the Eckel model (1981) to determine companies that do income smoothing with companies that do
not do income smoothing. It is recommended that further research can use other models such as
Michelson (1995) or Moses (1987), with the aim to find out whether using other models will get the same
or different results.
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