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Earnings Aggressiveness and Income Smoothing on the Value of Pharmaceutical
Companies on the Indonesia Stock Exchange (2) analyzes whether Good
Corporate Governance can be a moderating variable of the effect of Earnings
Aggressiveness and Income Smoothing on the Value of Pharmaceutical
Companies on the Indonesia Stock Exchange. This is done to prove that the
existence of a company in the Capital Market in the eyes of investors does not
only stop at focusing on achieving high profits as a benchmark for the financial
performance of a company's operational activities, but also must be able to
provide welfare for shareholders/principals as owners of capital, This indicator is
one of the assessments of how far the progress of a company, especially for
companies listed on the Indonesia Stock Exchange. This study focuses on the
company's performance in generating operating profit and its relationship with
the value of the company.The sampling technique used is purposive sampling
method where a sample of 6 companies was obtained for the research period
2010-2015. The tests carried out in this study were the classical assumption test
(normality test, multicollinearity test, heteroscedasticity test and auto correlation
test), analytical method using multiple linear regression analysis with Moderate
Regression Analysis model and to test the hypothesis used t test, f test, and
determination test.The results of statistical tests show that partially and

simultaneously Earnings Aggressiveness and Income Smoothing have a negative

effect on the value of pharmaceutical companies on the Indonesia Stock

Exchange, Good Corporate Governance cannot be a moderating variable of the

effect of Earnings Aggressiveness and Income Smoothing on the value of
pharmaceutical companies on the Indonesia Stock Exchange.
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All rights reserved.

1. Introduction

The existence of a company in the Capital Market in the eyes of investors does not only stop at focusing on
achieving high profits as a measure of the financial performance of a company's operational activities, but also
must be able to provide welfare for shareholders/principals as owners of capital through achieving high corporate
value as well as the outcome of the company's operational activities.

Harahap (2010) defines "profit as the amount derived from the reduction of the cost of production, other
costs and losses from income or operating income". With high profits, the market reaction to the company's
shares will be excited, many investors will buy company shares, and will increase the company's share price,
which in turn will also increase the value of the company. However, the company's profit does not always affect
the value of the company.

Sartono (2008) states "maximizing firm value (or stock price) is not identical with maximizing earnings per
share (EPS)", if profit is defined as profit according to accounting (which can be seen in the company's income
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statement). companies that go public around the world, including companies listed on the Indonesia Stock
Exchange.

Fombrun et al., (2000) stated “earnings management has a detrimental impact on the company.
Consequently, if the manager performs earnings management, the manager can lose his reputation, job, and
career. As for the company, the consequences are the threat of unpleasant actions from employees,
misunderstandings from customers, pressure from investors, termination of relations from company colleagues,
lawsuits from officials, boycotts from activists, cynical views from the public, and disclosures from the media
which in turn will eventually worsen the reputation of the company. Furthermore, according to Zahra et al.,
(2005) "companies will lose support from stakeholders which leads to increased awareness and suspicion from
shareholders and other stakeholders™. Not even a few companies had to close due to their management practicing
earnings management.

An American professor, James Tobin invented a method, known as "Tobin Q" to measure the value of a
company. In this method, firm value is measured using equity market value (MEV), where MEV is the result of
multiplying the number of shares outstanding with the closing share price at the end of the year.

2. Literature Review

2.1 Company Value

Wahyudi (2008) states that “company value, also known as enterprise value (EV) or firm value is the price
that prospective buyers are willing to pay if the company is sold”. Understanding the value of the company
according to Husnan and Pudjiastuti (2007), "The value of the company is the price that prospective buyers are
willing to pay if the company is sold, the higher the value of the company, the greater the prosperity that will be
received by the owner of the company". While the understanding of company value according to Sartono (2008)
"Company value is the selling value of a company as an operating business".

2.2 Earnings Aggressiveness

According to Altamuro et al., (2005) "Earning aggressiveness is defined as management actions that lead to
a tendency to delay the recognition of losses and accelerate the recognition of profits, and subsequently have an
impact on the decline in earnings quality".

Bedard and Johnstone, (2004) stated that “Earnings aggressiveness is a management action related to
earnings manipulation”. According to Chan et al., (2001) "Earnings manipulation can be done by increasing the
value of accrual components (such as inventory) and at the same time lowering costs, so that the income
statement is higher than the actual profit".

2.3 Income Smoothing

According to Belkaoui (2009) "income smoothing is the reduction of profit fluctuations from year to year by
moving income from high-income years to less-favorable periods”. Fuddenberg and Tirole in Budileksamana and
Andriani's research argue that income smoothing is a process of manipulating the time of earnings or earnings
reports so that reported earnings look stable.

2.4 Good Corporate Governance

OECD (2007) defines that "Corporate Governance is a set of relationships between company management,
directors, commissioners, shareholders and other stakeholders".

According to Suprayitno (2004) "Corporate governance as a process and structure applied in running a
company, with the main objective of increasing shareholder value in the long term, while taking into account the
interests of other stakeholders".

3. Research Methods

The approach in this study uses an associative approach, associative research is a study that aims to
determine the relationship between two or more variables in a study. The type of data used is quantitative, namely
in the form of numbers (secondary data) using a ratio scale based on a formula that is used as the basis for
measurement and using a statistical analysis tool, namely moderate regression analysis (MRA).
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4.

4.1

Research Result and Discussion

Classic assumption test
Classical assumption test is a requirement of multiple regression analysis. The classical assumption test

includes normality test, multicollinearity, heteroscedasticity test, and autocorrelation test.

a.  Normality test
According to Ghozali (2005) "the normality test aims to test whether in the regression model, the
confounding or residual variables have a normal distribution".
b.  Multicollinearity Test
Multicollinearity test aims to test whether the regression model found a correlation between the independent
variables (independent). A good regression model should not have a correlation between the independent
variables. Multicollinearity can be detected by looking at the tolerance value and variance inflation factor
(VIF). The cut off value commonly used to indicate the presence of multicollinearity is the tolerance value
1> 0.10 or the same as the VIF value 1 <10.
Table 1.
Multicollinearity Test Value Coefficients®
Unstandardized Standardized Correlations Collinearity
Coefficients Coefficients . Statistics
Model T  Sig. .
B Std. Error Beta Zero-order Palrtla Part Toleeranc VIF
1 (Constant) -1571.176 2963.017 -530 .60
0
X1 -.029 .220 -.048 -131 .89 -.205 -023 -.023 .226 4.43
7 3
X2 1488.907 2591.387 .101 575 .57 141 103 .099 .966 1.03
0 5
Moderating -.240 .383 -.201 -626 .53 -.253 -112 -108 .290 3.44
1 6 3
Moderating -.402 77.125 -.001 -005 .99 -.012 .000 .000 .477 2.09
2 6 8
a. Dependent Variable: Y
Source: Data Processing Results ( 2017 )
Based on the results of SPSS data processing in table 1, it shows that the tolerance value of the variables X1
= 0.226 and X2 = 0.99 to Y , the value of X1 and X3 to Y = 0.290 moderation tolerance, X2 and X3
moderation to Y = 0.477 and the value of VIF X1 to Y = 4.433, VIF X2 to Y=1.035, VIF moderation X1
and X3 to y=3.443, Moderation X2 and X3 to Y=2.098 where the data tolerance value does not show any
symptoms of multicollinearity tolerance value 1> 0.10 or VIF value 1< 10 so that for the data X1 and X2 to
Y and X3 moderation to the relationship X1 to Y and to the relationship X2 to Y there are no symptoms of
multicollinearity.
c.  Heteroscedasticity Test

According to Ghozali (2005) "heteroscedasticity test aims to test whether in the regression model there is an
inequality of variance from one observation residual to another observation". A good regression model is
that there is no heteroscedasticity. The way to detect the presence or absence of heteroscedasticity is to look
at the graph plot between the predicted values of the dependent variable.

It can be concluded that there is no heteroscedasticity in the regression model so that the regression model is
feasible to use to see the value of companies listed on the IDX based on the Independent Earnings
Aggressiveness and Income Smoothing variables with Good Corporate Governance as the moderating
variable.
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d.  Autocorrelation Test
The autocorrelation test aims to test whether in the linear regression model there is a correlation between the
confounding error in period t and the confounding error in period t-1 (previous). The way that can be done
to detect the presence or absence of autocorrelation is to perform the Durbin Watson test.
Table 2
Autocorrelation Test Value
Model Summary®

Change Statistics

R Adjusted R Std. Error of the R Square F Sig. F Durbin-
Model R Square Square Estimate Change Change dfl df2 Change Watson
1 .273%.075 .045 1.06946839 075 .625 4 31 .648 1.418

a. Predictors: (Constant), Moderating2, Moderatingl, X2, X1

b. Dependent Variable: Y

Based on the results of the autocorrelation test in Table 2, it shows that the Durbin-Watson value of 1.488 is
at DL 1.3536 d<Du 1.5872 (from the Durbin-Watson table t-1=36 and t=3) so it can be concluded that the model
regression is free from autocorrelation problems.
4.2 Linear Regression Analysis
a. Multiple Linear Regression Analysis

Regression is a method to establish a causal relationship between one variable and other variables.

Tabel 3.
Coefficients®
Unstandardized Coefficients Standardized Coefficients Collinearity Statistics
Model B Std. Error Beta T Sig. Tolerance  VIF
1 (Constant) -1872.422 2873.478 -.652 519
X1 -.116 .103 -192 -1.128 .267 .987 1.013
X2 1754.980 2509.696 119 -.699 .489 .987 1.013

a. Dependent Variable: Y
Based on table 3 above, the multiple linear regression equation is as follows:
Y =-1,872.422 -0.116X1 +1.754.98X2
If the value of X1 increases by 1 then the value of Y will decrease by 0.116 and if X2 increases by 1 then Y
will increase by 1,754.98 and if X1 and X2 = 0 then the value of Y will decrease by 1,872.422

b. Moderate Regression Analysis (MRA)
Statistical analysis to be carried out is to use moderate regression analysis (MRA), moderate regression
analysis in particular by conducting an interaction test which in the regression equation contains an element
of interaction between variables, namely there is a multiplication of two or more independent variables, the
reason for choosing this test is because independent variables are interrelated variables and are not to be
compared between one variable and another.
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Table 4.
Multiple Linear Regression Analysis Value

Coefficients®

Unstandardized Standardized Collinearity
Coefficients Coefficients Correlations Statistics
Model B Std. Error Beta t Sig. Zero-order  Partial Part Tolerance VIF
1 (Constant)  -1571.176 2963.017 -.530 .600
X1 -.029 220 -.048 -131 .897 -.205 -023 - .226 4.433
.023
X2 1488.907 2591.387 .101 575 570 .141 103 .099 .966 1.035
Moderatingl -.240 .383 -.201 -.626 .536 -.253 -112 - .290 3.443
.108
Moderating2 -.402 77.125 -.001 -.005 996 -.012 .000 .000 .477 2.098

a. Dependent Variable: Y

Based on the table above, the Moderating Regression Analysis (MRA) equation is:
Y=-1.576 — 0.029X1+1.488,907X2 -0.24X1.X3 — 0.402 X2.X3

If the value of X1 increases by 1 then the Y variable will decrease by 0.029 and if X2 increases by 1 then Y

will increase by 1,488,907 and if X1 which is interacted with X3 increases by 1 then Y will decrease by

0.24, if X2 which is interacted with X3 increases by 1 then Y will decrease by 0.402 and if X1 and X2 =0

and if X1.X3 and X2.X3 = 0 then Y will decrease by 1.576
4.3 Partial Significance Test (t-test)

Partially, hypothesis testing is done by t-test. According to Ghozali (2005) "the t-test statistic basically
shows how far the influence of one explanatory/independent variable individually in explaining the dependent
variable". This test is carried out by comparing the significance of tcount with the following conditions:

a. if tcount<ttable at 0.05, then Hi is rejected and
b. iftcount>ttable at 0.05, then Hi is accepted.

Where HO:NP = 0, meaning that there is no influence between the independent variable (X) and the
dependent variable (Y)

HO: NP#0, meaning that there is no influence between the independent variable (X) and the dependent
variable (Y)

Hypothesis 1:

Earnings Aggressiveness has a positive and significant effect on the value of pharmaceutical companies
listed on the Indonesia Stock Exchange for the 2010-2015 period.

From the results of hypothesis testing, it shows that the t-count value is

-1,128 while the t-table value at the level of 0.05 and n = 36 is 2.035 where t-table > t-count means Ha is
rejected and HO is accepted where HO: NP = 0, this shows that partially shows a negative effect on Earnings
Aggressiveness to the value of pharmaceutical companies listed on the Indonesia Stock Exchange for the 2010-
2015 period, with an indication of the occurrence of Earnings Aggressiveness does not affect the value of the
company at the 95% confidence level.

Hypothesis 2:

Income Smoothing has a positive and significant effect on the value of pharmaceutical companies listed on
the Indonesia Stock Exchange for the 2010-2015 period.

From the results of hypothesis testing, it shows that the t-count value is

-0.699 while the value of t-table at the level of a 0.05 and n=36 is 2.035 where t-table > t-count means Ha
is rejected and HO is accepted where HO=NP=0 , this shows that partially Income Smoothing has a negative effect
on the value of pharmaceutical companies listed on the Indonesia Stock Exchange for the 2010-2015 period, with
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an indication of the occurrence of Income Smoothing does not affect the value of the company at the 95%
confidence level.

4.4 Simultaneous Significance Test (F Test)

Hypothesis 3:

Earnings Aggressiveness and Income Smoothing simultaneously have a positive and significant effect on
the Value of Pharmaceutical Companies listed on the Indonesia Stock Exchange for the 2010-2015 period.

From the results of hypothesis testing, it shows that the F-count value is 0.982 while the F-table value at the
level of 0.05 and dk = 36 and dk = 4-1 is 2.9223 where F-table > F-count means Ha is rejected HO is accepted
where HO :f =0, this shows that Simultaneously Earnings Aggressiveness and Income Smoothing have no effect
on the value of pharmaceutical companies listed on the Indonesia Stock Exchange for the 2010-2015 period, with
an indication that Earnings Aggressiveness and Income Smoothing do not affect the value of the company at the
confidence level of 95 %.

4.5 Moderating Variable Interaction Test
Hypothesis 4:

Good Corporate Governance Moderates the Relationship between Earnings Aggressiveness and Value of
Pharmaceutical Companies listed on the Indonesia Stock Exchange for the 2010-2015 period.

From the results of hypothesis testing, it shows that the t-count moderating X1.X3 is -0.626 while the t-table
value is 2.035 where the t-count > t-table and the moderating t-count value of X1.X3 is -0.005 while the t-table
value is 2.035 where t-count > t-table means that Ha is rejected indicating that Good Corporate Governance
cannot moderate the relationship between Earnings Aggressiveness and Income Smoothing on the Value of
Pharmaceutical Companies listed on the Indonesia Stock Exchange for the 2010-2015 period.

4.6 Coefficient of Determination ( R2)

The value of the coefficient of determination based on the output of data processing shows the Adjusted R-
Square value of 0.045 which means that the influence of the tested variables is 4.5% while 95.5% is influenced
by other factors not tested in this study.

4.7 Discussion
a. The Effect of Earnings Aggressiveness on Company Value

The results of the study indicate that the t-count value is -1.128 while the t-table value at the level of 0.05
and n = 36 is 2.035 where t-table > t-count means Ha is rejected, this shows that partially there is a negative
influence on Earnings Aggressiveness on the value of pharmaceutical companies listed on the Indonesia
Stock Exchange for the 2010-2015 period, with indications of the occurrence of Earnings Aggressiveness
affecting the decline in the value of the company at the 95% confidence level. If it is seen from the negative
value of Earnings Aggressiveness data every year, the value of the company should increase because
pharmaceutical companies practice accelerating profit recognition, but in reality the value of pharmaceutical
companies continues to fluctuate unstable.
This means that efforts need to be made to obtain increased profits by minimizing production costs or even
by expanding in order to stimulate a positive response from investors to buy shares of pharmaceutical
companies in order to increase the value of the company. Then pharmaceutical companies must try to
increase the value of cash by carrying out an efficiency process of liabilities to reduce interest expenses, so
that later the increased value of cash in the company can be used to increase the company's production
factors so that the amount of assets and the amount of company debt are comparable so that it will support
the positive assessment process of investors towards Pharmaceutical company.

The results of this study are in line with the research of Pratama (2014) which proves that earnings

management has a negative effect on the value of companies listed on the Indonesia Stock Exchange and

this study is not inconsistent with the research of Indriani, et al (2014) in Indonesia and Hwang (2014) in

Taiwan. earnings have a significant positive effect on the value of companies listed on the Stock Exchange

and

High earnings management actions taken by the management will reduce the value of the company in the

future. This shows that market participants/investors do not consider fundamental factors through financial

statements in purchasing pharmaceutical company shares, where there is an indication that market
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participants have confidence that pharmaceutical companies have investment prospects because
pharmaceutical companies are a sector that produces products that produce high quality products. much
needed by society.

b. The Effect of Income Smoothing on Firm Value From the results of hypothesis testing, it shows that
the t-count value is
-0.699 while the t-table value is at the level of 0.05 and n = 36 is 2.035 where t-table > t-count means Ha is
rejected, this shows that partially there is a negative effect of Income Smoothing on the value of
pharmaceutical companies listed on the Indonesia Stock Exchange. The period 2010-2015, with indications
of the occurrence of Income Smoothing, affects the decline in company value at the 95% confidence level.
If it is seen from the data on the Income Smoothing value of pharmaceutical companies, which is quite
stable every year, this is indeed one of the factors that triggers the movement of decline in the value of
pharmaceutical companies.
With the income smoothing process, the profit that was supposed to be high in a certain year and a positive
response for investors to buy shares will disappear, because pharmaceutical companies will never show
spectacular profits due to the income smoothing effect. So, pharmaceutical companies should be able to
carry out a strategy of minimizing costs in order to obtain maximum profit in an effort to attract investors,
not by smoothing profits which results in a decrease in the value of the company. The value of the company
will increase if the pharmaceutical company does not practice accelerating profit recognition, and vice
versa, the value of the company will become unstable if the value of the company's income smoothing
increases.
With the recognition of accelerated profits, pharmaceutical companies also have to pay taxes on profits that
they have not actually earned, so that the income that should have increased will decrease due to the tax
burden, this is one of the things that must be eliminated in an effort to increase real income and profit, so
that In the future, pharmaceutical companies will be able to obtain net income that is not too burdened by
tax debt.
The results of this study are in line with the research of Pratama (2014) which proves that earnings
management has a negative effect on the value of companies listed on the Indonesia Stock Exchange and
this study is not in line with the research of Indriani, et al (2014) in Indonesia and Hwang (2014) in Taiwan.
profit has a significant positive effect on the value of companies listed on the Stock Exchange and this
This means that investors who buy shares in pharmaceutical companies do not consider the indications of
income smoothing in the financial statements and may when deciding to buy shares in pharmaceutical
companies the orientation of investors is only on stock returns and the distribution of dividends they will
receive.

c. The Effect of Simultaneous Earnings Aggressiveness and Income Smoothing on Firm Value
From the results of hypothesis testing, it shows that the F-count value is 0.982 while the F-table value at the
level of 0.05 and dk = 36 and dk = 4-1 is 2.9223 where F-table > F-count means Ha is rejected, this shows
that Simultaneously there is a negative effect of Earnings Aggressiveness and Income Smoothing on the
value of pharmaceutical companies listed on the Indonesia Stock Exchange for the 2010-2015 period, with
an indication that Earnings Aggressiveness and Income Smoothing do not affect the value of the company at
the 95% confidence level.
If it is seen from the data that the Earnings Aggressiveness and Income Smoothing values of pharmaceutical
companies are quite low and stable every year, then this should be one of the correction materials for
pharmaceutical companies, but in fact from the data obtained the value of pharmaceutical companies
fluctuates which indicates that the company management does not make improvements in terms of reducing
the practice of accelerating profit recognition and increasing the company's cash flow.
In the future, it is expected that pharmaceutical companies should be able to increase the company's cash
flow by reducing the interest expense on tax debt and long-term debt, then the increase in profits and
income must be accompanied by good management of company assets so that there is a balanced
comparison between the company's cash flow and the number of assets owned so that it can be maintained
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In the future, investors' assessment of pharmaceutical company shares could be more positive which has
implications for increasing the value of pharmaceutical companies.
The results of this study are not in line with the research of Indriani, et al (2014) in Indonesia and Hwang
(2014) in Taiwan proving that earnings management has a significant positive effect on the value of
companies listed on the Stock Exchange.
The results of this study are also not in line with the theory of Efficiency Market Hypothesis (EMH) which
states that financial statements can affect the capital market. This shows how important the role of financial
statements is, but in this study in the absence of a significant effect of Earnings Aggressiveness and Income
Smoothing on the value of pharmaceutical companies, it shows that the stock purchase decisions made by
investors in pharmaceutical companies listed on the Indonesia Stock Exchange do not consider the
fundamentals. There are indications of Earnings aggressiveness and income smoothing which can later
backfire for the company because the discrepancy in reporting earnings and dividends distributed is too
large to affect the increase or decrease in the value of the company, meaning that market participants tend to
see short-term opportunities when deciding to buy. pharmaceutical company shares because the level of
company value is quite high without thinking about the risks that will occur in the future if the
pharmaceutical company continues to practice earnings management.

d. Good Corporate Governance Moderates the Relationship between Earnings Aggressiveness and
Income Smoothing on Firm Value
From the results of hypothesis testing shows that the t-count moderating X1.X3 is -0.626 while the t-table
value is 2.035 where the t-count > t-table and the t-count moderating X2.X3 is -0.005 while the t-table value
is 2.035 where t-count > t-table means Ha is rejected indicating that Good Corporate Governance cannot
moderate the relationship between Earnings Aggressiveness and Income Smoothing on the value of
Pharmaceutical companies listed on the Indonesia Stock Exchange for the 2010-2015 period.
If it is seen from the disclosure data of the Good Corporate Governance index of pharmaceutical companies
which is quite stable every year, then the value movement of pharmaceutical companies should increase
because there is a process of improvement and openness of the management system and governance of
pharmaceutical companies, but in fact the value of pharmaceutical companies from the data obtained
fluctuates. which implies that Good Corporate Governance is not able to provide a positive effect for
pharmaceutical companies because of the significant negative effect of Earnings Aggressiveness and
Income Smoothing. This shows that Good Corporate Governance cannot moderate the effect of Earnings
Aggressiveness and Income Smoothing on firm value.
This shows that the disclosure of a transparent company management system is not enough to increase the
value of pharmaceutical companies, it is possible that the level of profitability and return of stock returns is
a factor that investors pay more attention to in the process of buying shares of a company. So that
pharmaceutical companies need to pay attention to the ratio of liquidity and profitability so that investors
can be more interested in buying shares of pharmaceutical companies in order to achieve an increase in
company value.
This study is not in line with research conducted by VinolaHerawaty (2008) on "The Role of Corporate
Governance Practices as Moderating Variables of the Effect of Earnings Management on Firm Value"
proving that the Corporate Governance variable has a significant influence on firm value with independent
commissioners and institutional ownership variables. The results of this study are also not in line with
research conducted by Rachmawati and Triatmoko (2007), entitled "Analysis of Factors Affecting Earnings
Quality and Firm Value". The results of this study indicate that the Investment Opportunity Set (10S) and
the Corporate Governance Mechanism have an effect on earnings quality and firm value
This means that in pharmaceutical companies, the GCG disclosure process cannot be a supporting factor to
eliminate indications of earnings management practices, because when there are indications of earnings
management practices, it does not also affect the increase and decrease in the value of pharmaceutical
companies for the 2010-2015 period. , Investors direct their focus and attention to the significant increase in
profits of pharmaceutical companies without realizing that there has been fluctuation in the value of
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pharmaceutical companies and the lack of disclosure of the company's operational management system that
is good in accordance with the GCG index set by BAPEPAM.

Because we can see from the GCG disclosure index in pharmaceutical companies which is still very small,
this makes the implementation of good operational management through GCG has no influence on
investors' decisions when buying shares of pharmaceutical companies.

Conclusion

Earnings Aggressiveness partially negatively affects the value of pharmaceutical companies listed on the
IDX for the 2010-2015 period.

Income Smoothing partially has a negative effect on the value of pharmaceutical companies listed on the
IDX for the 2010-2015 period.

Earning Aggressiveness and Income Smoothing simultaneously have no significant effect on the value of
pharmaceutical companies listed on the IDX for the 2010-2015 period.

Good Corporate Governance cannot moderate the relationship between Earnings Aggressiveness and
Income Smoothing on the value of pharmaceutical companies listed on the IDX for the 2010-2015 period.
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