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ABSTRACT

The Objective ol this study is o examine the mfluences of company size aml
arefitability  individunlly amd ssmulaneously on income  smoothing. The ohserved
population is the whole manulactuning and Anancial seclor companies enfisted o
Inclonesia Stock Exchange in period of vear 2002 uannl 2006, Population samples are
taken by applyving purposive sampling method. The selected company that match w be
the sumples of this reseasch consist of |5 companics. Research design used in this
researely is hvpothesis test research method that is done by psing simple linear réeression
and double lingar regression, The reselt of this study show that there s 2 positive bt not
significant et of protizbilicy individoally on ineome smocthing, There are etfects of
profitability and company size simultaneously toward income smoeothing, Profitabiliny
aives negative effects while company sizes pive positive ellects, Based on the resull of
mdex cokel caleulation ¢ P98 it can be realized that the companies enlisted in Indonesia

Steck Exchange conduct income smoething practice.

Kevword @ Earning Manopement, Income Smoalhing



CHAPTER |

INTRODUCT 1N

1.1, Background of the Study

Capital market is one of the alternatives where ihe INVESTOrs can invest
theie funds, During the commerce transaction in the capital market. the
investors should be sware in making a decision, For th Teason, varkous type
ol accounting  information is needed to deseribe the work  of emitier
completely and rensparently.

Frequently, The investors concern with the strength or the weakness of
a company. They focus on the company’s et income. and not focusing with
the operation income, While, the true COMPANY s net income can be seen from
the operation ncome, the nel income after axation wsually contains the non
operational tems which are potentially making a blurred vision about the
'L'-'l.'llrtFI!-]!'l}'

Une of the common actions taken by management o inerease financial
statemnent perfisrmance in order to have a better Took is CArNINg management.
This action can he done in various wavs for cenain PUTPOsE.

lcome information s a verv essential aspect for both company s
imernal and external parties. 11 is g component o company [nancial stement
inended Ly examine  mansgement  performance. L assist estimatinng
represeitalive income’s polency inoa long term, and o predict the risk of

investment or loan fund (Kirschenheiter snd Melumad., 2H12),



e ot the reasons in doing income smoothing is 1o Ralfil company
cawner s needs. such as inercasing the company value. 5o that the company
will be considered as a low risk company (Foster in Dwiatming and surkhalis,
200 and inereasing e price o company stock  Kirschenheiter oand
Melurnad, 2002). Another feason is 10 gain personal satisfaction of necessily,
ws in getting compensation (ECal Wild in Pool, 2004), and in keeping their
accupation position (Fodenbere and Tirole in Spoehr, 20043

Through the company management has a conain purpose and reasan in
ping meome smoething, tie action keeps having a capahility of changing the
content of information ol company’s income, The presence of this intormation
changes on 4 company s nel income, in many ways, will leave an intluential
impact on the reaction ol thase using the related information. as well as the
application of income smoothing in a company. [hesc are the things tha
fToancial statement user should be aware ofl since both added or reduced
information will possibly be able to lead into a wrong decision making.

Influencing factors on income simoothing are varied. as told by some
late researches. Those factors are: company size, profiahilite,  indestry
seclors, stock prices, operation leverage. bonuy plan and nationality. Bt in
some cases, though measuring the same items, the resolt of the research can

dilTer.



CITAPTER ¥

CLOSING

S.1. Conelusion

Based on the analvsis and study that has been conducted. those

followimg conclusions are resulted:

1t There 15 & positive bt not significant effeet of company size individually

o income smasthing practice in go public company in Indenesia Siock
Exchange m vear 022006 [1 shows that company size variable has
regression coctlicient in positive value (0.031) and p value that is bisger
than DS (OA0E=0.05) S0 thal, the conclusion is company size bas the
positive effect, but this variable does not influence income-smoothing
practice signiticantly. It is consistent o Hmainic research result (1903);
Jin and Machtoedz (1998 Jatiningrom (20000:and  Yusul and Soravia
[ MHER

There is & negative but not significant effect of profitability individually
on dncome smoothing in companies enbisted in Indonesiz  Stock
Exchange vear 2002-204. It shows that prefitabilite variable has the
regression coefllicient i negative valoe (-00073) and p walue that is
bigeer than £,05 (0.3 180,033 S0 that, the conclusion is company size
s the newative effect, but this varisble does not influence income
smoothing sienificantlyv, 1t 15 not consistent 10 research results of Narsa

el all 2003, Suranta and Merditusi, 200,
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