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ABSTRACT

The purpose of this study is to determine empirically the effect of earnings smoothness
on company’s performance. The company’s performance used in this study is based on
two indicators of the company's operational performance (ROA) and market perform-
ance (Tobin's Q). In addition to earnings smoothness as the independent variable and
company’s performance as the dependent variable, this study also uses the control
variable leverage and size. The sample used in this study based on the criteria of sam-
pling as many as 96 manufacturing companies listed in Indonesia Stock Exchange
during the years of 2005-2010 so that the number of data samples 576. According to
anova F test in linear regression show that models of regression can be used to predict
the company's operational performance and market performance. While the results of
the anova t test in linear regression show that earnings smoothness significantly affect
the market performance. However, earnings smoothness does not significant affect the
company's operational performance. Control variables are leverage and size results
show the opposite of the independent variable smoothness profit, that significantly
influence the company's operational performance (ROA) but not significantly with
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1. INTRODUCTION

Financial statement is an important part that
should be considered well in a company. The fi-
nancial statement can be used to see the state of
the company, whether it is in an excellent per-
formance, in order to be able to attract a lot of in-
vestors to invest. One of important aspects that
can be seen in financial statement is earnings in-
formation provided by the company. A company
can be said to be in a good condition if the com-
pany has good earnings. Therefore the company’s
earnings should be in good quality in order to
attract investors.

Earnings quality is an amount that must be
maintained by the management in a period that it
should remain stable in generating profits. Francis,
et al. (2006) in Margani and Meinarni (2009) sug-
gested that earnings quality is an important charac-
teristic of financial reporting. Low earnings quality
can undermine investors” confidence in the infor-
mation presented in the company’s financial state-
ment.
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market performance (Tobin's Q).

Earnings quality can be measured by a variety
of measurements. One of them is by using Earnings
Smoothness. Margani and Meinarni (2009) revealed
that earnings smoothness generally uses cash flow
as a construct reference to unsmoothed earnings
and assumes that the cash flows are not manipu-
lated (unmanaged). Earnings smoothness reflects
the idea that managers use information about
forthcoming earnings to smooth earnings so as to
produce more representative earnings (normal-
ized). Representative earnings or smoothed earn-
ings indicate that the future earnings are in high
quality. More smooth earnings also describe high
quality earnings (Margani and Meinarni 2009).
High value of smoothness indicates less smoothed
earnings or getting unsmoothed, so the earnings
quality produced is good. Whereas low value of
smoothness indicates the big amount of smoothed
earnings or getting smoothed, so the earnings qual-
ity produced is bad.

Dechow and Schrand (2004) in Mahmud, et al.
(2009) also explained that the high quality of earn-



ings can reflect the company's performance in the
current period and can be a good benchmark for
the performance of the company in the next period.
Therefore the earnings quality may be the appraisal
of the company's performance (Mahmud, et al
2009). Company's performance can be measured
based on two perspectives namely internal perspec-
tive and external perspective. Based on the internal
perspectrive, the performance of the company can
be measured using financial performance or Return
On Asset (ROA). ROA shows company's ability to
utilize the assets owned by the company with net
profit produced. Then, based on the external per-
spective, the performance of the company can be
measured using market performance or Tobin's Q.
Tobin's Q is used to determine the valuation of
market to the company. Based on the research con-
ducted by Mahmud et al. (2009), it can be con-
cluded that earnings quality has a positive relation-
ship with company’s performance using measure-
ment of ROA and Tobins Q. ROA measures the
financial performance, while Tobins Q measures
the market performance of the company. Both of
these measurements include the overall company’s
performance because it is measured from different
perspectives (Mahmud, et al. 2009).

The formulation of the problem in this study is
whether earnings smoothness affects company’s
performance. The purpose of this study is to inves-
tigate empirically the effect of earnings smoothness
on company’s performance.

2. THEORETICAL FRAMEWORK AND HYPO-
THESIS

Previous Research

Ririk Retnowati (2011) examined the effect of ac-
counting-based earnings quality on the perform-
ance of manufacturing company in the period 2006-
2007. One of the results of her research proves that
earnings smoothness does not significantly affect
the company’s performance (ROA and Tobin's Q).
The dependent variable in this study is the com-
pany’s performance, (ROA and Tobin's Q), while
the independent variable used is the earnings qual-
ity. Earnings quality is measured using 6 measure-
ment techniques: earnings persistence, predictabil-
ity, variability, earnings smoothness, abnormal
accruals, and accruals quality.

Radziah Mahmud et al. (2009) examined the ef-
fect of earnings quality on the performance of Ma-
laysia companies in the period 2000-2007. The re-
sult shows that earnings quality (prediction, feed-
back value, and timeliness) has an effect on
copany’s performance (ROA and Tobin's Q).
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Theoretical Basis
Earnings Smoothness
Margani and Meinarni (2009) revealed that earn-
ings smoothness generally uses cash flow as a ref-
erence construct on unsmoothed earnings and as-
sumed the cash flow which is not manipulated
(unmanaged). Earnings smoothness reflects the
idea in which managers use information about
forthcoming earnings to smooth earnings so as to
produce more representative earnings (normal-
ized). Representative earnings or smoothed earn-
ings indicate that the future earnings are in high
quality. More smooth earnings also describe a high
earnings quality (Margani and Meinarni 2009).

The measurement of earnings smoothness used
in this research is:

oNIBE

1
oCFO g
NIBE = Net profit before company’s extraordinary
items divided by total initial asset of the company.
CFO = Company’s cash flow operating activities
divided by total initial asset of the company.

EarningSmoothness =

Company’s Performance

Retnowati (2011) explained that the measurement of
company’s performance can be conducted from two
different viewpoints, namely internal perspective
and external perspective. Seen from the internal per-
spective, company’s performance can be measured
using financial performance (ROA). Return on As-
sets (ROA) shows the company's ability to utilize the
assets owned by the company with net profit pro-
duced, which means that the company can make use
of the company's assets to generate high profits so
that the company can recover the investment that is
embedded in the company's assets.

Meanwhile, viewed from an external perspec-
tive, the company's performance can be measured
using market performance (Tobins'). Tobin's Q is
used to determine the market valuation on the
company, and thus the company's ability to form a
stock price in the capital market can be recognized
(Ririk 2011).

Leverage and Size

Jayanti (2011) revealed that leverage is a tool used
to measure how much the company depends on the
creditors or lenders to finance the company's assets.
Company, that has a high level of leverage, indi-
cates that the company is highly dependent on ex-
ternal loans to finance the company's assets. While
the compan,y that has low level of leverage, indi-
cates that the company finances its assets with its
own capital.
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Figure 1
Research Framework

Independent Variable:
Earning Smoothness

Dependent Variables:

Company’s Performance:

Control Variables:

Leverage

Size

Igan (2007) explained that size (company size) is
a scale that can be classified based on the calculation
of the company size, one of which is log total assets.
Company size is divided into three categories,
namely large, medium, and small company. In gen-
eral, companies that have relatively large total assets
can operate in a higher level of efficiency compared
to companies that have lower total assets. Therefore,
companies with large total assets can generate
higher level of profits well (Chelsiya 2010).

Relationship between Earnings Smoothness and
Company’s Performance
Huang, et al. (2009) in Mahmud, et al. (2009) con-
cluded that high earnings quality can lead to higher
company’s performance. Conversely, the com-
pany's performance declines due to lower earnings
quality (Mahmud, et al. 2009). However, based on
the research conducted by Ririk (2011) about the
earnings quality on the company's performance in
which one of its earnings quality measurement us-
ing earnings smoothness, proved that earnings
smoothness does not significantly affect company’s
performance (ROA). Earnings Smoothness is not
significant on company’s performance (Tobin's Q).
Framework of thought underlying this study
can be described in Figure 1. Based on the previous
research and theoretical basis above, it can be for-
mulated a hypothesis as follows:
H1: Earnings smoothness affects company’s per-
formance.

3. RESEARCH METHOD

Research Design

This research is a quantitative study that tests a
theory through a study variables concerned with
the aim to test the hypothesis (Indriantoro and Su-
pomo 1999:27)

Based on the research data sources, this study
includes the research that uses secondary data
sources. Secondary data is a research data source
obtained indirectly through an intermediary me-
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Tobin’s Q
ROA

dium (obtained and recorded by other parties). Sec-
ondary data is generally in the form of evidence,
records and historical reports that have been ar-
ranged in the archive (documentary) both published
and unpublished (Indriantoro and Supomo 1999:27)

Variable Identification

Based on framework that has been compiled, the
variables used as the guidence of discussion in this
study are as follows:

Independent variable used in this study is earnings
smoothness. While the dependent variable used in
this study is company’s performance with two in-
dicators: ROA (Company’s Operating Performance)
and Tobin's Q (Market Performance). Control vari-
able used in this study is Leverage and Size (Com-
pany size).

Operational Definition and Measurement of
Variabel

Independent Variable

Earnings smoothness is measured based on the size
of cash flow. This measurement uses cash flow as
unsmoothed earnings, and assumes that the cash
flow is not manipulated (unmanaged) (Margani
and Meinarni 2009). The calculation of earnings
smoothness is as follows:

oNIBE
oCFO

EarningSmoothness =

)

Explanation:
NetProfitbeforeExtraordinaryltems

NIBE
TotalAssetsattheBeginningofY ear

OperatingCashFlow
CFO =

Total AssetsattheBeginningofYear
High value of earnings smoothness indicates the
small earnings smoothness or getting unsmoothed, so
the earnings quality generated is good. Conversely,
small value of earnings smoothness indicates the big
earnings smoothness or getting smoothed, so the
earnings quality generated is not good.



Dependent Variable

This study uses two measures of company’s per-
formance that are based on two different perspec-
tives, i.e. internal perspective and external perspec-
tive. Based on the company's internal perspective,
the measurement of company’s performance used
is the Return On Asset (ROA). According Ririk
(2011) ROA can be used to measure how the com-
pany's ability to manage the assets existing in the
comapny so that high profit can be obtained. With
high profit, then the company will be able to re-
cover the investment that is embedded in the com-
pany's assets (Ririk 2011). ROA used in this study is
ROAt +1. The calculation of ROA is as follows:

NetProfit

3)
Total Asset

While based on the external perspective, the
measurement of company’s performance used is
Tobin's Q. According Ririk (2011) Tobin's Q can be
used to measure how the market valuation agains the
company. The components of Tobin's Q calculation is
using the closing price of the stock, the number of
shares outstanding, the total long-term debt of the
company, and the total assets so that it can be seen
how the company's ability to form a stock price in the
stock market so that investors are interested to invest

(Ririk 2011). Calculation of Tobin's Q is as follows:

MVE + LongTermDebt

7

ROA =

TobinsQ = 4)
Total Asset

where:

MVE = Closing Price of Stock x The number of

Share Outstanding

Control Variable

Jayanti (2011) revealed that leverage is a tool used
to measure how much the company depends on the
creditors or lenders to finance the company's assets.
The calculation of leverage is as follows:

TotalDebt

U ®)
Total Asset

Igan (2007) explained that the size (company
size) is a scale that can be classified based on the
calculation of company size, one of which is log
total assets. The calculation of size is as follows:
Size = Log Total Asset

Leverage=

(©)

Population, Sample, and Sampling Technique
The population of this study is manufacturing
companies listed in Indonesia Stock Exchange. This
study uses period of study from 2005 to 2010. The
sample collection is conducted using purposive
sampling method with the specified criteria.

The sample criteria used in this study is manu-
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facturing companies listed in Indonesia Stock Ex-
change from 2004 to 2010 respectively, revealing a
complete annual report from 2004 to 2010 respec-
tively, having financial data necessary in research
as well as expressed in rupiah currency, and fulfill-
ing the assumptions of data not outliers.

Data Analysis Technique

This study uses multiple linear regression analysis
technique to determine whether there is a signifi-
cant effect of the independent variable on the de-
pendent variable, so multiple linear regression
models are used to be formulated into the regres-
sion equation as follows:

Performance = A + Bl Earnings Smoothness +
B2Leverage + B3Size + e (7)
Explanation:

Performanc = Company’s performance that is

measurd using two measurements, namely com-
pany’s operating performance (ROA) and market
performance (Tobin’s Q).

A = Constanta

B = Regression coefficient

Smoothness = Independent Variable

Leverage= Control Variable toward the effect of
earning smoothness on company’s performance
Size Control variable toward the effect of
earnings smoothness on company’s performance

e = Error rate

4. DATA ANALYSIS AND DISCUSSION
Desriptive Statistics Test

Descriptive analysis is the analysis that provides
description of data seen from the average value
(mean), deviation standard, variance, maximum,
minimum, sum, range, kurtosis, and skewness.
(Imam 2011:19). The descriptive analysis of the data
in this study uses a statistical test with a different
test more than two sample groups (ANOVA).

Sample Description

Based on the sampling criteria, the number of sam-
ples in this study is 96 companies listed in Indone-
sia Stock Exchange, as a hypothesis testing toward
the effect of earnings smoothness on the pecom-
pany’s performance conducted for 6 years of re-
search, then 96 companies multiplied by 6 years of
research so that the number of data is 576 data.

Description of Variable

Independent Variable: Earnings Smoothness
Earnings smoothness is measured based on the size
of the cash flow. This measurement uses cash flow
as unsmoothed earnings. Big value of smoothness
indicates small earnings smoothness or getting
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unsmoothed, so the earnings quality produced is
good. Whereas small value of smoothness indicates
big earnings smoothness or getting smoothed, then
the earnings quality produced is less good (Mar-
gani and Meinarni 2009).

Based on the overall mean earnings smoothness
during the observation years, i.e. the mean value of
earning smoothness every year that exceeds the
mean value of the overall earnings smoothness
during the observation year is in 2005 and in 2006.
So in 2005 and 2006 manufacturing companies that
are made as research sample have better earnings
quality than in other observations year, as both
years have mean value of earnings smoothness
above the overall mean during the observation
year. Instead, in 2007 to 2010 the mean value is be-
low the overall mean value during the observation
year. So in 2007 until 2010 the value of earnings
quality is not better than in 2005 and in 2006, be-
cause the mean value is below the overall mean
earnings smoothness during the observation years.

The proportion between the mean value of earn-
ings smoothness which is above the overall mean
value during the years of study and the mean value of
earnings smoothness which is below the overall mean
value during the years of study is 2: 4 or with a per-
centage of 33.33%: 66.67 %. So it can be seen that from
2005 to 2010, the annual mean value which is below
the overall mean value of earnings smoothness is a lot
more than the annual mean value which is above the
overall mean value of earnings smoothness. So based
on the observation years that are seen from the overall
mean value, there are still many manufacturing com-
panies that have poor or less good earnings quality
during the 6 years of the study.

Based on the mean value of earnings smooth-
ness and deviation standard of earnings smoothness,
the deviation standard value of earnings smoothness
which is getting closer to the mean value of earnings
smoothness or the value range produced is small, it
shows better earnings quality than the deviation
standard value of earnings smoothness which is
further away from mean value of earning smooth-
ness or the value ranges of earnings smoothness
produced is big. From 2005 to 2010 shows that the
deviation standard value of earnings smoothness is
away from the mean value of earnings smoothness
or the range value produced is big in 2010. The mean
value of earnings smoothness in 2010 is 1.435064
with the deviation standard of 3.4877969, so the
range value is 2.0527329. The range value is greater
than the other observation years. So the deviation
standard value of earnings smoothness in 2010 is
away from its mean value, which means that in 2010,
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the earnings quality is not better than the other ob-
servation years.

Description of Company’s Performance: ROA
Indicator

Return on Assets (ROA) can be used to measure
how the company's ability in managing company’s
assets so as to obtain high profit. With high profit,
the company will be able to recover the company
investment that is embedded in the company's as-
sets (Ririk 2011).

Based on the overall mean value of ROA dur-
ing observation years, the annual mean value of
ROA that exceeds the overall mean value of ROA
during the observation years is in 2008, 2009, and
2010. So from 2008 to 2010 has the mean value of
ROA above the overall mean value of ROA during
the observation years compared to the other years.
Therefore, during the years the manufacturing
companies that are made sample in this study are
more capable of producing greater profit than the
assets owned by the company so that the com-
pany's operational performance is better than the
other observation years.

Instead in 2005 to 2007 has mean value of ROA
below the overall mean value during the observa-
tion years. So, in 2005 to 2007 manufacturing com-
panies which are made as the sample in this study
are not more capable of producing greater profit
than the assets owned by the company so that the
company's operational performance is not better
than the other observation years, because the mean
value is below the overall mean value of ROA dur-
ing observation years.

The proportion between the mean value of
ROA that is above the overall mean value during
the study years and the mean value of ROA below
the overall mean value during the the study years
is 3 : 3 or with a percentage of 50%: 50%. So it can
be seen that from 2005 to 2010 the annual mean
value which is below the overall mean value of
ROA is as much as the annual mean value which is
above the overall mean value of ROA.

Based on the mean value of ROA and the de-
viation standard of ROA, standard deviation value
of ROA which is close to the mean value of ROA or
the value range produced is small, it shows that the
companies are more capable of producing a better
earnings of the assets owned by the company so
that the company's operational performance is bet-
ter than the deviation standard value of ROA
which is far from the mean value of ROA or the
value range produced is great. From 2005 to 2010,
the year which shows the standard deviation value



of ROA away from the mean value of ROA or the
value range produced is great is in 2007. The mean
value of ROA in 2007 is 4.763125 with the standard
deviation of 10.0738246, so the value range pro-
duced is 5.3106996. The value range is greater than
the other observation years. So the standard devia-
tion of ROA in 2007 is far from its mean value,
which means that the manufacturing companies in
2007 which are made sample in this study are not
more capable of producing greater earnings of the
assets owned by the company so that the com-
pany's operational performance is not better than
the other observation years.

Description of Company’s Performance: Tobin’s
Q Indicator

Tobin's Q is one of the company's performance
measurements that are seen from external perspec-
tive, where the measurement has been adjusted to
the company's financial transactions in Indonesia.
Tobin's Q can be used to measure how the market
valuation against the company (Ririk 2011).

Based on the overall mean Tobin's Q during
the observation years, the annual mean value of
Tobin's Q that exceeds the overall mean value of
Tobin's Q during the observation years is in 2005
and in 2008. So in 2005 and in 2008 have mean
value of Tobin's Q above the overall mean value of
Tobin's Q during the observation years compared
with the other years, then in those years the market
valuation against the company is highly valued by
investors so that the company's market perform-
ance is better than the other years.

In contrast, in 2006, 2007, 2009, and 2010 have
mean value of Tobin's Q below the overall mean
value during the observation years. So in 2006,
2007, 2009, and 2010 market valuation against the
company is not valued highly by investors and the
company’s market performance is not better than
the other years, because its mean value is below the
overall mean value of Tobin's Q during the obser-
vation years.

The proportion between the mean value of
Tobin's Q which is above the overall average dur-
ing the study years and the mean value of Tobin's
Q below the overall mean value during the study
years is 2: 4 or with a percentage of 33.33%: 66.67 %.
So it can be seen that during 2005 to 2010 the an-
nual mean value which is under the overall mean
value of Tobin's Q is greater, with the annual mean
value above the overall mean value of Tobin's Q.

Based on the mean value of Tobin's Q and the
standard deviation of Tobin's Q, the standard de-
viation value of Tobin's Q which is close to the
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mean value of Tobin's Q or the value range pro-
duced is small, it shows that market valuation
against the companies is valued highly by investors
so that the company’s market performance is better
than the standard deviation value of Tobin's Q
which is far from the mean value of Tobin's Q or
the value range produced is great. From 2005 to
2010 shows that the standard deviation value of
Tobin's Q is away from the mean value of Tobin's
Q, or the value range produced is quite large in
2008. The mean value of Tobin's Q in 2008 is
0.3139038 with a standard deviation of 1.405, and
then the value range produced is 1,091. The value
range is greater than the other observation years. So
the standard deviation value of Tobin's Q in 2008 is
far from its mean value, which means that the mar-
ket valuation against the company is not valued
highly by investors, so the company's market per-
formance is not better than the other years.

Description of Control Variable: Leverage
Leverage is a tool used to measure how much the
company depends on the lenders or creditors to
finance the company's assets. Companies that have
high level of leverage indicate that the companies
are highly dependent on external loans to finance
then their assets. While companies that have low
level of leverage indicate that the companies fi-
nance their assets much more using owned capital
(Jayanti 2011).

Based on the overal mean leverage during the
observation years that is 0.52, the annual mean value
of leverage that exceeds the overall mean value of
leverage during observation years is in 2005, 2007,
and 2008. So in 2005, 2007, and 2008 the mean value
of leverage is above the overall mean value of lever-
age compared with the other years.So during the
years, the manufacturing companies that are made
sample in this study reflects the company's opera-
tional performance which is not better because the
capital owned by the company is less capable of fi-
nancing the company's assets. While the company’s
performance is better because the company is capa-
ble of utilizing its debt for the purpose of expansion
of the company so as to attract investors to invest in
the company compared with the other years.

Conversely, in 2006, 2009 and 2010 the mean
value of leverage is below the overall mean value
during the observation years. So in 2006, 2009, and
2010 the manufacturing companies that are used as
the sample of this study reflect better company's
operational performance because the capital of the
company is capable of financing company's assets,
while the market performance is not better because
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the company is less capable of utilizing its debt for
the purpose of expansion of the company making it
less able to attract investors to invest into the com-
pany compared to the other observation years.

The proportion between the mean value of lev-
erage which is above overall mean value during the
study years and the mean value of leverage which
is below overall mean value during the study years
is 3 : 3 or with a percentage of 50%: 50%. So it can
be seen that from 2005 to 2010 the annual mean
value which is above the overall mean value of
leverage is as much as the annual mean value
which is under the overall mean value of leverage.

Based on the mean value of leverage and stan-
dard deviation of leverage, the standard deviation
value of leverage which is close to the mean value of
leverage or the value range produced is small, it
reflects that the company’s operational performance
is not better because the company’s capital is less
capable of financing company's assets, while its
market performance is better because the company
is capable of utilizing its debt for the purpose of ex-
pansion of the company so as to attract investors to
invest in the company, compared to the standard
deviation of leverage which is away from the mean
value of leverage or the value range produced is
great. During 2005 to 2010, it indicates that the stan-
dard deviation value of leverage is away from the
mean value of leverage or value range produced is
great enough in 2008. The mean value of leverage in
2008 is 0.543229 with a standard deviation of
0.2275660, so the value range produced is 0.315663.
The value range is greater than the other observation
years. So the standard deviation of leverage in 2008
is far from its mean value, which means that manu-
facturing companies in 2008 which are made as the
sample of this study reflect that the companys’ op-
erational performance is better because the com-
pany’s capital is capable of financing the company's
assets, while the performance of the market which is
not better because the companies are less capable of
utilizing its debt for the purpose of expansion of the
company making it less able to attract investors to
invest into the company.

Description of Control Variable: Size

Size or company size is a scale which can classify
the size of the company according to a variety of
ways, including log total assets, market value of
shares, and others (Igan 2007).

In general, companies that have relatively large
total assets can operate with a higher level of effi-
ciency compared to companies with lower total as-
sets. Therefore, companies with higher total assets
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are more capable of producing higher level of profit
and this reflects that the company's performance is
good (Chelsiya 2010). This study uses size as a con-
trol variable in the calculation of the log total assets.

Based on the overall mean total assets during
the observation years, the annual mean value of total
assets that exceeds the overall mean value of total
assets during the observation years is in 2008, 2009,
and 2010. So, from 2008 to 2010 have mean value of
total assets above overall mean value of total assets
compared to the other years, then during the year,
manufacturing companies which are made as the
sample of the study are more capable of producing
higher level of profit and it reflects that the com-
pany’s performance is better than the other years.

Conversely, from 2005 to 2007 have mean value
of total assets below the overall mean value during
the observation years. So, from 2005 to 2007 manu-
facturing companies that are made as the sample of
this study is not more capable of producing higher
level of profit and it reflects that the company's per-
formance is not better than the other years, because
the mean value is below the overall mean value of
total assets during the observation years.

The proportion between the mean value of total
assets which is above overall mean value during the
study years and the mean value of total assets which
is below overall mean value during the study years
is 3:3 or with the percentage of 50% : 50%. So it can
be seen that from 2005 to 2010 the annual mean
value which is above overall mean value of total
assets is as much as the annual mean value which is
below overal mean value of total asset.

Classical Assumption Test
Classical assumption test is used to test the normal-
ity of research data, to conduct multicoliniearity test
against independent variables, and to test autocorre-
lation to know whether there is a correlation be-
tween the residuals in the regression model, as well
as to conduct heteroscedasticity test to know the
presence of variance from the residual of the regres-
sion model. Normality test results with a one-sample
Kolmogorov-Smirnov test (Priest 2006: 147) shows
that the only data from leverage variable which is
distributed normally. Residual normality test results
for residual models show abnormal distribution.
After the transformation is done, it is obtained the
same result, therefore the analysis using the original
data, not from the result of trnaformation with the
reason so as to represent the true meaning,.
Multicolonierity test results show the value of
tolerance and the variance inflation factor (VIF)
indicates that the overall variables do not contain



multicoliniearity with tolerance values of more
than 0.1 and variance inflation factor (VIF) less than
10. The test result of run test for detecting autocor-
relation shows that all variables contain autocorre-
lation because the significant value is less than 0.05.
This occurs since the data processed is time series
data. The test results using glejser test show that
based on ROA indicator, variable of earnings
smoothness and size the significant value is more
than 0.05, so it does not contain heteroscedasticity.
While based on Tobin's Q indicator the significant
value of leverage is above 0.05, so leverage variable
does not contain heteroscedasticity.

Hypothesis Test

Research Model Test is conducted using F test, the
model is stated good (fit) if the result of signifi-
cance/probability of F test is less than 0.05. While
tesing of the effect of earnings smoothness on the
company’s performance is using t test. Similarly, the
variable model test of earnings smoothness is said
influential if the result of influence test produces the
value of significance/ probability less than 0.05.

Based on the results of linear regression analy-
sis using SPSS for Windows 17.0, the results show
that testing of F test with the ROA indicator is the
value of F count of 42.835 with a significant level of
0.000 smaller than 0.05, then Ho is rejected which
means that the model regression can be used to
predict the company’s operational performance
(ROA) or it can be said that earnings smoothness,
leverage, and size simultaneously affect the com-
pany's operational performance (ROA). While us-
ing Tobin's Q indicator, the value of F count is
11.605 with a significant level of 0.000 smaller than
0.05, then Ho is rejected which means that regres-
sion model can be used to predict market perform-
ance (Tobin's Q) or it can be said that the earnings
smoothness, leverage, and size simultaneously af-
fect the market performance (Tobin's Q).

Based on the results of linear regression analysis
using SPSS for Windows 17.0, the results show that
the test of t test with the ROA indicator is the value
of t count of earnings smoothness variable (b) is -
0.251 with significant level of 0.802 which is greater
than 0.05, it means that there is no earnings smooth-
ness (b) effect on company's operating performance
(ROA). In addition the value of t count of leverage
variable is -10.126 with a significant level of 0.000
which is less than 0.05, it means that there is leverage
effect on company’s operating performance (ROA).
And the value of t count of size variable is 5,900 with
a significant level of 0.000 which is less than 0.05, it
means that there is size effect on the company's op-
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erating performance (ROA). While using Tobin's Q
indicator, the value of t count of earnings smooth-
ness variable (b) is 5.714 with a significant level of
0.000 which is less than 0.05, it means that there is no
earnings smoothness effect on the market perform-
ance (Tobin's Q). Moreover the value of t count of
leverage variable is 0.688 with a significant level of
0.492 which is greater than 0.05, it means that there is
no leverage effect on the market performance
(Tobin's Q). And the value of t count of size variable
is -1.709 with a significant level of 0.088 which is
greater than 0.05, it means that there is no size effect
on market performance (Tobin's Q).

Discussion

Based on the test result of F test, it indicates that the
regression model can be used to predict the com-
pany’s operational performance (ROA) and market
performance (Tobin's Q) or it can be said that earn-
ings smoothness, leverage, and size simultaneously
affect the company's operational performance (ROA)
and market performance (Tobin's Q). While the test
results at the time t test is conducted show that earn-
ings smoothness significantly affect the market per-
formance (Tobin's Q). While earnings smoothness
does not significantly affect the company's operating
performance (ROA). The result of control variables
of leverage and size indicates the opposite of the
independent variable of earnings smoothness; it
significantly affects the company’s operational per-
formance (ROA) but does not significantly affect
market performance (Tobin's Q).

Several things that cause earnings smoothness
do not significantly affect company's operational
performance (ROA), among others are; the propor-
tion of the mean value of earnings smoothness
above the overall mean value compared to the
mean value of earnings smoothness below the
overall mean value in which the mean value of
earnings smoothness is a lot more below the overall
mean earnings smoothness, the standard deviation
value which is getting far away from the mean
value or the value range produced greater from
earnings smoothness variable and ROA, based on
the classical assumption test that uses the com-
pany's operational performance as dependent vari-
able show that the sample data of the research are
not normal and prove that there is autocorrelation.
Several things mentioned above can affect the re-
sults of hypothesis test in this study.

Results of this study agree with the research
conducted by Ririk (2011) which states that earn-
ings smoothness does not significantly affect the
company's performance which is measured using
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company’s operational performance namely ROA.
However, this study does not agree with the study
of Mahmud, et al. (2009) which states that earnings
quality significantly affects the company's perform-
ance as measured by ROA.

Several things that cause leverage and size do
not significantly affect the market performance
(Tobin's Q), among others are: the proportion of the
mean value of Tobin's Q above overall mean value
compared to the mean value of Tobin's Q below the
overall mean value in which average value of
Tobin's Q is a lot more below the overall mean of
Tobin's Q, the value of standard deviation is further
away from the mean value or the value range pro-
duced great from the variable of log TA (size), based
on the classical assumption test using market per-
formance (Tobin's Q) as dependent variable shows
that the sample data of the research is not normal,
there is autocorrelation, and there is heteroscedastic-
ity. Results of this study agree with the research
conducted by Mahmud, et al. (2009) which states
that the earnings quality significantly affect com-
pany’s performance as measured by Tobin's Q. But
do not agree with Ririk research (2011) which states
that earnings smoothness does not significantly af-
fect the company's performance as measured by the
market performance namely Tobin's Q.

5. CONCLUSION, IMPLICATION, SUGGES-
TION, AND LIMITATIONS

The purpose of this study is to determine empiri-
cally the effect of earnings smoothness on Com-
pany’s performance which is measured using the
company's operating performance (ROA) and mar-
ket performance (Tobin's Q). The sample used in
this study is based on sampling criteria as many as
96 manufacturing companies listed in Indonesia
Stock Exchange from 2005 to 2010 so that the total
sample are 576 data. The data used in this study is
obtained from the financial statements of compa-
nies listed in Indonesia Stock Exchange and the
Indonesian Capital Market Directory (ICMD) as a
supporting tool. Testing for this study is performed
using SPSS 17.0 for linear regression, using the help
of One Way Anova test for data description, and
also the classical assumption test.

Based on the hypothesis test with t test, it can
be concluded that earnings smoothness signifi-
cantly affect the company’s performance as meas-
ured by market performance (Tobin's Q), and the
control variables in this study, namely leverage and
size have no significant effect on the company’s
performance as measured by market performance
(Tobin's Q). While earnings smoothness has no sig-
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nificant effect on company’s performance as meas-
ured by the company's operational performance
(ROA), and the control variables used in this study
namely leverage and size have significant effect on
company’s performance as measured by the com-
pany's operational performance (ROA).

Descriptively, this study reveals poor or less
good earnings quality, because when it is tested, the
normality shows that the study data are not nor-
mally distributed. However, when tested simultane-
ously with the F test, a research model test, show
that the regression model can be used to predict the
company’s operational performance (ROA) and
market performance (Tobin's Q), it is viewed by a
significant value of 0.000 which is less than 0.05.

The limitations of this study are that this study
still contains disease of classical assumption test.
Testing of pooled data is not choosing the best
method, random or fixed effect. Future studies
should pay attention to these by utilizing testing
tools that facilitate the selection of methods for the
data pooled.
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APPENDICES

Table 1

Description of Variables

N Minimum Maximum Mean Std. Deviation
ROA t+1 576 -25.0700 52.0000 5.8154 8.6004
TOBINS Q 576 -.3650 13.8494 2491 .8859
SMOOTHNESS 576 .0101 27.5843 1.4923 2.5721
LEVERAGE 576 .0400 1.3700 5163 2272
LOGTA 576 27721 47275955 2714243 5377459
Valid N (listwise) 576
Table 2
Result of Classical Assumption Test
Normality Test
One-Sample Kolmogorov-Smirnov Test
Unstandardized Residual
ROA Indicator Tobin’s Q indicator
N 576 576
Normal Parameters?-b Mean .000 .000
Std. Deviation 7.772 .860
Most Extreme Differences Absolute .098 316
Positive .098 316
Negative -.080 -.301
Kolmogorov-Smirnov Z 2.350 7.578
Asymp. Sig. (2-tailed) .000 .000
Multicoliniearity Test (ROA Indicator)
Coefficients?
Model Unstd. Coefficients Std. Coefficients T Sig. Collinearity Statistics
B Std. Error Beta Tolerance VIF
1  (Constant) -5.234 3.185 -1.643 101
SMOOTHNESS -.032 127 -.010 -251 .802 991 1.009
LEVERAGE -14.544 1.436 -384 -10.126  .000 992 1.008
SIZE 3.118 529 224 5900 .000 .986 1.014
a. Dependent Variable: ROA t+1
Multicoliniearity Test (Tobin’s Q Indicator)
Coefficients?
Model Unstd. Coefficients Std. Coefficients T Sig Collinearity Statistics
B Std. Error Beta Tolerance VIF
1  (Constant) .670 .353 1.899  .058
SMOOTHNESS .080 .014 233 5714 .000 991 1.009
LEVERAGE 109 159 .028 688 492 992 1.008
SIZE -.100 .058 -070 -1.709 .088 .986 1.014

a. Dependent Variable: TOBIN'S Q
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Autocorelation
Runs Test
Unstandardized Residual
ROA Indicator Tobin’s Q Indicator
Test Value2 -711 -.085
Cases < Test Value 288 288
Cases >= Test Value 288 288
Total Cases 576 576
Number of Runs 173 154
Z -9.675 -11.260
Asymp. Sig. (2-tailed) .000 .000
a. Median
Heteroscedasticity Test (ROA Indicator)
Coefficients?
Model Unstandardized Coefficients Std. Coefficients T Sig.
B Std. Error Beta

1 (Constant) 4.091 2.335 1.752 .080

SMOOTHNESS -.066 .093 -.030 -.708 479

LEVERAGE -2.613 1.053 -104 -2.481 .013

SIZE 435 .387 .047 1.123 262
a. Dependent Variable: ABSUTROA
Heteroscedasticity Test (Tobin’s Q Indicator)

Coefficients?
Model Unstandardized Coefficients Std. Coefficients T Sig.
B Std. Error Beta

1 (Constant) 1.080 312 3.464 .001

SMOOTHNESS 120 .012 375 9.679 .000

LEVERAGE -.082 141 -.023 -.581 561

SIZE -.163 .052 =122 -3.150 .002

a. Dependent Variable: ABSUTTOBINSQ
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Table 3

Result Regression Test
t test (ROA Indicator)
Coefficients?
Model Unstandardized Coefficients  Std. Coefficients T Sig.
B Std. Error Beta
1 (Constant) -5.234 3.185 -1.643 101
SMOOTHNESS -.032 127 -.010 -.251 .802
LEVERAGE -14.544 1.436 -.384 -10.126 .000
SIZE 3.118 529 224 5.900 .000
a. Dependent Variable: ROA t+1
t test (Tobin’s Q Indicator)
Coefficients?
Model Unstandardized Coefficients  Std. Coefficients T Sig.
B Std. Error Beta
1 (Constant) .670 353 1.899 .058
SMOOTHNESS .080 .014 233 5.714 .000
LEVERAGE 109 159 .028 .688 492
SIZE -.100 .058 -.070 -1.709 .088

a. Dependent Variable: TOBIN'S Q

192




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


