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Abstract 
The purpose of this study is to analyze whether the phenomenon of income smoothing 
in Indonesia is signalling or garbling. The sample in this study was 10 manufacture 
companies which released financial statement since 2010-2012 and published bond.  
 
Using Tucker and Zarowin’s income smoothing statistic, this study discovered 
companies with high level of income smoothing and companies with low level of 
income smoothing. Descriptive statistic test with mean, maximum and minimum 
analysis tools were used in this study to analyze the difference between companies 
with high yield and companies with low yield and to analyze the difference of company 
characteristics of companies with signaling income smoothing and companies with 
garbling income smoothing. 
 
Study results showed that the income smoothing phenomenon in Indonesia is tended 
to be garbling. It showed that investors in Indonesia were more selective in making 
investment decision. 
  
Keywords: income smoothing, cost of debt, garbling, signalling, profit 
 
 
PREFACE 

Every company neees funding in building and developing their business 
activities. Two main sources of funding are the internal and external funding. Funding 
is derived internally from profits (retained earnings) as a source of financing 
investment while external funding sources come from outside the company. The two 
main sources of external funding include investors’ equity (owners or shareholders) 
and creditors. 

Bondis one of the company's external fundings. Bonds are mediumto long term 
debt securities which are transferable and contain a promise from the issuing party to 
pay compensation in the form of interest on a particular period and repay the 
principal at a specified time to the purchaser of the bonds (the Indonesia Stock 
Exchange, 2012). Indonesia Stock Exchange (IDX) estimated bond issuance in the 
second half of 2012 is getting crowded. The low level of interest rates by Bank 
Indonesia (BI Rate) at 5.75 percent would encourage corporations to seek fundings 
from capital markets rather than banks (Jakarta Newspaper, 2012). 
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The increasing bond issuance occurred in Indonesia will prompt the investors to 
be more selective in deciding on which companies they will invest to. The decision of 
investors in determining the company depends on the beliefsto the company's 
performance presented on the financial reports, especially in the profits. Investors 
must have confidence wether the company is able to provide benefits and how the 
company's prospects going forward or not. The importance of profit information for 
investors is one reason for the company's management to take some disfunctional 
behavior actions,that is to perform income smoothing practices to resolve conflicts 
between the management with various stakeholders (interested parties) of the 
company. Income smoothing practices include efforts to minimize the number of 
profit reported if actual profit is greater than normal profit, and efforts to increase the 
number of d profit reported if actual profit are smaller than normal profit (Prasetio, et 
al, 2002).  

Income smoothing is defined as a management tool used to reduce the 
variability of the target sequencewhich is visible because of the apparent (accounting) 
or real (transaction) variables manipulation Salno and Baridwan, (2000).The 
contracting theory argues that income garbling is an equilibrium solution because the 
principal would otherwise pay a high premium to compensate the agent, who has the 
information advantage, for taking additional risk (Lambert 1984; Demski and Frimor 
1999). In contrast, other studies view income smoothing as a vehicle for managers to 
reveal their private information about future earnings (Kirschenheiter and Melumad 
2002; Sankar and Subramanyam 2001). Such communication could be either active or 
passive. For example, Kirschenheiter and Melumad (2002) show that reported 
earnings have dual roles. The level of reported earnings allows investors to infer the 
level of permanent future cash flows. The fluctuations of reported earnings reduce 
investors’ confidence in the inferred permanent component. The dual roles cause 
managers to smooth earnings 

 
Most studies in Indonesia on income smoothing are associated with several factors 
that affect the income smoothing practice and income smoothing effect on the stock 
return. For example, the study conducted by Prabayanti and Yasa (2009) which states 
that the size of the company, financial leverage, institutional ownership, and the 
reputation of the auditor do not influence the income smoothing practice. However, 
these results are not in line with the study conducted by Silviana (2011) which states 
that the profitability (ROI), Net Profit Margin, Financial Leverage and Debt to Equity 
are factors that do not affect the income smoothing practice. Windasari (2012) states 
that only profitability and Debt to Equity Ratio that significantly affect the companies 
that do and do not perform income smoothing practice and company growth stock 
returns are the same from time to time.Ronen and Sadan (2005) also tested different 
smoothing instruments and found significant income smoothing behavior. 

This study differs from previous studies, in which income smoothing was 
associated with the cost of debt. According to Li and Richie (2009), there were two 
motivations that company management practices income smoothing practices, those 
were income smoothing as information (signaling) and income smoothing as garbling 
or distorting. When income smoothing is informative, the financial reports will reflect 
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manager personal information about the company's future performance. Future Profit 
earned will be stable each year. Doing so may lead investors tend to be fooled by 
information from the company's management. So it will a lot of investment for the 
company and the company's cost of debt is low. Meanwhile, when the income 
smoothing is garbling, managers and all interested parties of the company's financial 
reports will not publish any information that is important / valuable. Investors may 
suspect that the company performs the income smoothing practices. So it will have an 
impact on low investment number in the company and the cost of company debt is 
high. 

This study is a replication of Li and Richie study (2009), but with a different 
country case examples, different study problems and purposes. The study conducted 
by Li and Richie (2009) was a study that analyzed the effect of income smoothing,with 
the cost of debt. The results of the study showed that income smoothinghad a 
significant and negative effect on the cost of debt. Phenomenon occured in the 
country were dominated by signaling income smoothing, investors were likely to be 
fooled with the financial reports presented by the company management. Based on 
those results, there is an interesting thing that can be a problem in this study. So, the 
problem in this study is how is the income smoothing phenomenon in Indonesia, 
wether it is more likely to garbling income smoothing or signaling income smoothing? 
 
THEORETICAL REVIEW 
Agency Theory 

Agency theory is a theory that describes the approach to the concept of profit 
management which is strongly associated with income smoothing. Profit management 
is one of the factors that can reduce the credibility of financial reports. There are 
differences in the information or the existence of information asymmetry between 
the manager that as the agent and the company owner as the principal, where the 
manager as the company's internal party knows better than the company owner 
(external parties), so this gap is utilized by the manager to perform disfunctional 
behavior, by doing profit manipulation (earning management) Eisenhardt (1989) 
Signaling Theory 

Information asymmetry can also be the basis of the establishment of signaling 
theory. Signalling theory is a step-by-step management of the company that actually 
provides implicit guidance to investors about how the management looks at the 
company's prospects (Steven and Lina, 2011). In general, investors tend to believe the 
financial reports presented by the company, without finding out whether the 
company doesthe dysfunctional behavior or not. Thus, it can encourage more and 
more investments received by the company which performs income smoothing. 
 
INCOME SMOOTHING 

Income smoothing is a management voluntary act that is motivated by the 
aspects of behavior within the company and its environment. According to Ronen and 
Sadan (1981) and Barnea in Belkaoui (2007) income smoothing can be performed in 
three ways: 
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 Management can set the timing of certain events to reduce the differences in 
reported profit. 

 Management can allocate certain revenues and expenses in different accounting 
periods. 

 Management intheir discretion will classify certain profit items in different 
categories. 

Income smoothing is generally a management understanding of the accounting and 
management principles to reduce profit variability (Si and Li, 2009). Tucker and 
Zarowin (2006) estimate the income smoothing as the negative relationship between 
changes in discretionary accruals proxy (ΔDAP) and change in pre - discretionary profit 

(ΔPDI) in the company.Two previous empirical studies are closely related to ours. 

Using the cross-sectional Jones (1991) model, Subramanyam (1996) finds that 

returns are positively associated with contemporaneous discretionary accruals, and 
that discretionary accruals are positively associated with future earnings and 
operating cash flows, implying that discretionary accruals convey information about 
firms’ future prospects 
 

COST OF DEBT 
Cost of debt can be defined as the degree to be received from the investment to 

achieve a rate of return (yield rate) required by the creditor  or the rate of interest to 
be paid by the company when performing loans (Rebecca and Siregar, 2012). This 
study used a data sample of bonds, particularly the yield of every company that had 
been determined. Daily yields data estimation was obtained, using the midpoint of all 
transactions occurred. 

There are three approaches that can be used to obtain the data sample bond 
according to Bessimber, et al (2008) in the study of Li and Richie (2009), those are the 
approach represents a bond, an approach based on the bonds level, and the approach 
based on the company level. Study conducted by Li and Richie (2009) used an 
approach based on the bonds level and the approach based on the company level. The 
advantages of the approach based on bondslevel that is this approach observes all 
bonds issued from any company or not only one chosen bonds. However, there are 
some disadvantages because of the correlation errors on observations pereformed in 
each company. This can occur in large companies, because these companies do not 
issue a bond only, otherwise they may issue some bonds. While the approach based 
on the company level will use market data from the yield average in every day. 

 
GARBLING VS. SIGNALLING 
Profit is one form of investor consideration in making an investment decision. The 
importance of profit information, will motivate the company management to enhance 
its financial reports (window dressing), especially in the profit, with profit 
manipulation act or income smoothing practice. There are two ways in income 
smoothing those are negative and positive (Li and Richie, 2009). Negative direction 
suggests signaling income smoothing, the higher income smoothing the lower cost of 
debt (cost of debt). Income smoothing can be a signal to investors on information 
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about the company performance. Investors are not interested in fluctuative 
companyprofit. More and more smooth or stable theprofit from year to year, 
indicates that the company has a better performance. Increased activity of the 
company makes the investors increasingly put high expectations of the company. The 
results of the study conducted by Li and Richie (2009) showed a negative direction, 
revealed that there were many investors who just belive the financial report 
information provided by the management company without finding out wether the 
information is in accordance with the company's actual performance or  not. It can 
encourage companies to increase the selling prices of the bonds issued. The high 
selling price set by the company or called a premium price, can cause the coupon rate 
(State Rate) higher than the yield (Market Rate). 

While the positive direction indicates garbling income smoothing, The higher 
income smoothing the higher costof debt. Investors know that information received is 
garbling, so it is not impossible that investors may not be interested in a wide range of 
investments offered, as investors feel fooled with the information provided. 
 
RESEARCH METHODS 
Population And Sample 

The population in this study are manufacturing companies listed on the Stock 
Exchange in 2010-2012. Samples were selected by purposive sampling method. There 
are 10 samples from the study observations in 2010-2012 and had been grouped into 
two categories according to the model of Jones (1991) which had been modified by 
Kothari, Leone and Wasley (2005). Those were, companies with high level of income 
smoothing (code 1) and companies with  low level of income smoothing or no income 
smoothing practice (code 0). 

Income smoothing with Pre-discretionary profit value (ΔPDI) was negative, 
indicating a high degree of income smoothing of the company. These companies 
performed income smoothing for 2 years in a row. While income smoothing with Pre - 
discretionary profit value (ΔPDI) was positive, indicating a low level of income 
smoothing. The company only performed income smoothing in certain years, or did 
not do any income smoothing at all. 
 
RESEARCH MODEL 
Income smoothing in this study was measured by estimating discretionary accruals, 
using Zarowin Tucker statistics (2005) by using the cross-sectional method of Jones 
(1991), the model has been modified by Kothari, Leone and Wasley (2005). 
 
Total accruals for the period are stated in the equation: 
𝐴𝐶𝐶𝑅𝑈𝐴𝐿𝑆𝑡 = 𝛽0(1/𝐴𝑆𝑆𝐸𝑇𝑆𝑡−1) + 𝛽1∆𝑆𝐴𝐿𝐸𝑆𝑡 + 𝛽3𝑃𝑃𝐸𝑡 + 𝛽4𝑅𝑂𝐴𝑡  + 𝜀𝑡  (1) 
𝐴𝐶𝐶𝑅𝑈𝐴𝐿𝑆 = Estimates of total accruals on the company i of net profit 

minus operating cash flow  
𝐴𝑆𝑆𝐸𝑇𝑆 = Total Assets on𝑡 − 1 
∆𝑆𝐴𝐿𝐸𝑆 = Changes in sales 
𝑃𝑃𝐸 = Gross Property, Plant and Equipmentof the company i in the 
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year of𝑡 
𝑅𝑂𝐴 = Net profit during total assets period  
From the equation above, Non discretionary accruals(𝑁𝐷𝐴𝑃)can be calculated by 
inserting the values of the first regression in the equation: 

𝑁𝐷𝐴𝑃𝑗 ,𝑡 = 𝛽 0(1/𝐴𝑆𝑆𝐸𝑇𝑆𝑗 ,𝑡−1) + 𝛽 1∆𝑆𝐴𝐿𝐸𝑆𝑗 ,𝑡 + 𝛽 3𝑃𝑃𝐸𝑗 ,𝑡 + 𝛽 4𝑅𝑂𝐴𝑗 ,𝑡  (2) 

anddiscretionary accruals(𝐷𝐴𝑃) are represented by the actual accrual deviations of 
the 𝑁𝐷𝐴𝑃: 
Pre-discretionary profit (∆𝑃𝐷𝐼)is a counting result ofnet profitminusdiscretionary 
accruals, or: 
𝑃𝐷𝐼 = 𝑁𝐼 − 𝐷𝐴𝑃 (3) 

TZ statistic is a correlation between discretionary accruals changes with profit 
Pre - discretionary changes. The company with negative correlation is a company with 
higher income smoothing, while the company with positive correlation is a company 
with lower income smoothing or no ioncome smoothing. Companies with high income 
smoothing will be coded 1, and companies with low or no income smoothing income 
smoothing will be coded 0. 

The cost of debt can be defined as an acceptable return by investors on 
investment given. The cost of debt in this study is measured using the average yield of 
each bond issued by each company. Yield measurements use the current yield. 

 
RESULTS AND DISCUSSION 

In accordance with Table 3.1, the samples obtained were only 10 companies. 
Here is the description of the 10sample companies: 

 
Table 2 

Sample companies  

Nu. Company code         Company name                             Industry type 

 
Source: Indonesian Capital Market Directory 

 
According to Table 4.1 above, the manufacturing companies with industry sector 

of food and beverages dominated the issuance of bonds compared with other industry 
sectors. Investors were more interested in the activities of companies in the food and 
beverages industry, as companies with food and beverages industry were not affected 
by the economic crisis. Thus, if there is a decrease in the demand for food and drink, it 
does not significantly affect the company's activities in generating profit ( Devita , 

1 INDF PT Indofood Sukses Makmur Tbk Food and Beverages

2 TBLA PT Tunas Baru Lampung Jaya Tbk Food and Beverages

3 AISA PT Tiga Pilar Sejahtera Food Tbk Food and Beverages

4 SMAR PT Sinar Mas Agro Resources Technology TbkFood and Beverages

5 ROTI PT Nippon Indosari Corporindo Tbk Food and Beverages

6 FAST PT Fast Food Indonesia Tbk Food and Beverages

7 MYOR PT Mayora Indah Tbk Food and Beverages

8 SMSM PT Selamat Sempurna Tbk Automotive and Allied Products

9 AKRA PT AKR Corporindo Tbk Chemical and Allied Products

10 LTLS PT Lautan Luas Tbk Chemical and Allied Products

No Kode Perusahaan Nama Perusahaan Jenis Industri

Sumber: Indonesian Capital Market Directory
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2012). Stable profit is one factor thataffects the investors in making investment 
decisions. 

The company samples then were grouped into 2: 1) companies with negative 
Pre - discretionary profit (ΔPDI), indicating companieswith high level of income 
smoothing (code 1) and 2) companies with positive value of Pre - discretionary profit 
(ΔPDI), indicating the low level of income smoothing (code 0). To find out the results 
of the 10 sample companies grouping, we may take a look at the table below: 

Table 3 
Company grouping based on Income smoothing level  

Nu. Company code        ΔPDI        Income smoothing        ΔPDI        Income smoothing   
Final result 
                                    (2010-2011)   level (2010-2011)     (2011-2012)   level (2011-2012)      
of profit 
                                                                                                                                                   
smoothing level 

 

Source: processed data                               Code 1: high income smoothing 
PDI: Pre Discretonary Profit             Code 0: low income smoothing/No income smoothing practice 

 
Table 4.2 shows that in average, manufacturing companies in Indonesia perform 

income smoothing. There are 7 manufacturing companies with high level of income 
smoothing, while the remaining three companies are manufacturing companies with 
low levels of income smoothing / companies who perform income smoothing 
practices only in certain years. After analyzing the income smoothing in each 
company, the next step is to analyze the size of the yield that would be accepted by 
investors as a reciprocal of their investment in buying bonds. The table below is an 
analysis of 10 sample companies yield: 

 
Table 4 

Yield Analysis of 10 sample companies 

 
Source: Processed Yield data of 10 sample companies 

1 FAST (69.512) 1 (43.220) 1 1

2 MYOR (590.354) 1 (1.005.988) 1 1

3 INDF (3.578.080) 1 (2.849.749) 1 1

4 ROTI (216.085) 1 (388.486) 1 1

5 AISA (515.154) 1 (443.571) 1 1

6 SMSM (167.885) 1 (282.759) 1 1

7 TBLA (571.686) 1 (154.267) 1 1

8 SMAR (2.022.723) 1 647.592 0 0

9 AKRA (3.503.474) 1 1.755.943 0 0

10 LTLS 107.535 0 (169.396) 1 0

Kode 1: Perataan laba tinggi

PDI: Pre Discretionary Income

Tingkat perataan 

laba 2011-2012

Hasil akhir tingkat 

perataan laba

Sumber: Data olahan

Kode 0: Perataan laba rendah/ tidak 

melakukan praktek perataan laba

No Kode Perusahaan ΔPDI (2010-2011)
Tingkat perataan 

laba 2010-2011
ΔPDI (2011-2012)

Mean 9,36%

Standard Error 0,003

Median 0,09

Standard Deviation 0,01

Range 0,03

Minimum 7,96%

Maximum 10,50%

Sum 0,94

Count 10

Sumber: Data olahan Yield  10 sampel perusahaan 
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Table 4.3 shows taht 10 sample companieshave the yield average value of 

9.36%. With the average value, the samples were grouped into 2 companies at low 
cost of debt and companies with high cost of debts (Li and Richie, 2009). There are 5 
companies with low cost of debts and 5 companies with high cost of debts. Here is a 
grouping of  yield levels of the 10sample companies: 

 
Table 5 

Company Grouping based on Yield 

Nu. Company code Yield Grade 

1 ROTI 7,96% Low 

2 MYOR 8,28% Low 

3 AKRA 8,65% Low 

4 FAST 9,02% Low 

5 SMAR 9,13% Low 

6 INDF 9,77% High 

7 LTLS 9,75% High 

8 AISA 10,22% High 

9 SMSM 10,27% High 

10 TBLA 10,50% High 
Source: Processed Current Yield data 

Based on Table 4.4 above, PT Nippon Indosari Corporindo, Tbk (ROTI) from food 
and beverages industry sector was the company with the lowest yield of 7.96%. While 
PT Tunas Baru Lampung Tbk (TBLA) from the same industry sector, was the company 
with the highest yield of 10.50 %. 

These results indicate that although both companies are in the same industry 
(food and beverages) which is the most attractive industry for investors, but the yield 
may be different. In fact the difference is quite big. Such differences may be caused by 
the high interest of the investors in bonds issued by PT Nippon Indosari Corporindo 
(ROTI) compared with investors’ interest in PT Tunas Baru Lampung Tbk (TBLA). 
According to the study conductedby Handayani and Artini (2013), the investment 
decision made significant negative effect on bond yields. The higher interest of the 
investor to decide to invest in a company, the lower yield on the company would be. 

After had been grouped by the yield level, 10 sample companies were 
regrouped according to the income smoothing properties of their respective 
companies. The table below shows the income smoothing properties of each 
company. 

The table above is a result of table 4.2 and table 4.4analysis. There were 60% of 
garbling manufacture companies and 40% of signaling manufacture companies. 
According to Li and Richie (2009), the garbling company is the correlation between 
income smoothing and the cost of debt to the positive direction. While signaling is a 
correlation between income smoothing and the cost of debt with a negative direction. 
Table 4.5 shows that garbling income smoothing phenomenon in Indonesia is more 
dominant. In contrast to the results of the study conducted by Li and Richie (2009) 
which shows in America, signaling is more dominant. 



 

The 2nd IBEA – International Conference on Business, Economics and Accounting 
Hong Kong, 26 – 28 March 2014  

 

 
 

 
Table 6 

Company grouping based on income smoothing properties  

Nu. Company code IS COD Note 

1 INDF High High garbling 
2 SMSM High High garbling 
3 TBLA High High garbling 
4 AISA High High garbling 
5 AKRA Low Low garbling 
6 SMAR Low Low garbling 

7 ROTI High Low signalling 
8 FAST High Low signalling 
9 MYOR High Low signalling 

10 LTLS Low High signalling 

Source: Processed data                      IS: Income smoothing 
                                                          COD: Cost of Debt 
 
In Table 4.5, PT Nippon Indosari Corporindo (ROTI) as the company with the 

lowest yield was included in the company with signaling income smoothing. Investors 
were more interested and more confident with the financial reports presented by the 
company management. While PT Tunas Baru Lampung Tbk (TBLA) with the highest 
yield, was included in the company with garbling income smoothing. Investors are 
aware that income smoothing is performed by the company management, so they are 
not too interested in the bonds issued by the company. To further investigate the 
differences in company characteristics between the company with signaling income 
smoothing and the  company with garbling income smoothing, we may take a look at 
the table below: 

Table 7   
Comparison of the company based on the company characteristics  

(in millions of rupiahs) 
No. Company 

code 
DEBT ROA Rating Note 

2012 2011 2010 2012 2011 2010 

1 INDF 0,42 0,41 0,47 0,09 0,10 0,10 AA+ Garbling 

2 SMSM 0,43 0,35 0,47 0,20 0,21 0,16 AA- Garbling 

3 TBLA 0,66 0,62 0,66 0,06 0,12 0,09 A Garbling 

4 AISA 0,47 0,49 0,70 0,07 0,08 0,05 A- Garbling 

5 AKRA 0,64 0,56 0,62 0,07 0,30 0,05 AA- Garbling 

6 SMAR 0,45 0,50 0,52 0,15 0,14 0,12 AA Garbling 

7 ROTI 0,16 0,28 0,20 0,20 0,20 0,29 AA- Signalling 

8 FAST 0,25 0,46 0,35 0,13 0,19 0,19 AA Signalling 

9 MYOR 0,63 0,63 0,54 0,11 0,11 0,15 AA- Signalling 

10 LTLS 0,72 0,76 0,72 0,03 0,03 0,04 A- Signalling 

 Mean: 0,49 0,51 0,52 0,11 0,15 0,12   

 Maximum: 0,72 0,76 0,72 0,20 0,30 0,29   

 Minimum: 0,16 0,28 0,20 0,03 0,03 0,04   
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Table 4.6 is a comparison characteristics of the company in 2010-2012. Study by 
Li and Richie (2009) used the company characteristics to analyze the effect of income 
smoothing on the cost of debt. Based on the table above, the DEBT average of 10 
samplemanufacture companies decreases each year. The decline revealed that the 
liabilities of the company decrease every year, while the profit generated in each year 
was fluctuated annually as indicated by an average of ROA in Table 4.6 above. The 
average bond rating of the sampleswas at the A level, the rating indicated that the 
ability of each company to pay was pretty good. To simplify in analyzing differences by 
characteristics, we made a comparison chart as below: 

 
Graph 1 

Comparison between DEBT and ROA (2012) 

  
 
Based on the graph 4.1 above, in 2012 the PT Nippon Indosari Corporindo Tbk 

(ROTI) obtained higher profit in the amount of 20% in comparison with the obligation 
to be fulfilled by 16%. PT Nippon Indosari Corporindo Tbk (ROTI) with superior 
products of various types of bread with a famous brand of "SARI ROTI", capable to 
generate large and relatively stable profits. Companies included in the food and 
beverages industry sector has a high level of income smoothing, but investors still 
provide a considerable interest in the activities of the company. Investors believed the 
profits in the financial reports presented by management, as investors knew that the 
demand and consumer needs for bread were increasing (www.anneahira.com). 
Additionally, the market share of "SARI ROTI" is widespread, being able to make sales 
increased. Thus, although management did a high income smoothing, investors were 
not overly affected. Investors believed that the increasing sales of PT Nippon Indosari 
Corporindo (ROTI) was caused by high demand for bread, and it wiould increasingly 
affect the smoothness of the company to meet its obligations, particularly in meeting 
the bond yield. Bond rating of PT Nippon Indosari Corporindo Tbk (ROTI) indicated the 
company's ability to meet its obligations was quite good, because it had a rating of 
AA-. 
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On the other hand, at PT Tunas Baru Lampung Tbk (TBLA), the obligation to be 
fulfilled by the company was 66%, much higher than the profits of only 6%. According 
to www.etraddinggallery.com, a decrease in net profit of PT Tunas Baru Lampung Tbk 
(TBLA) was the worst, compared to other companies in the amount of 42.31%. 
Company with a superior product that is oil "ROSE BRAND" had experienced problems 
due to commodity weakened prices of crude palm oil (CPO) (www.sawit - 
indonesia.com). These constraints make trading activity was interrupted, and create 
an impact on the profit generated and encourage the increasing obligations that must 
be met. PT Tunas Baru Lampung Tbk (TBLA) also performs income smoothing with a 
fairly high level. However, investor interest in PT Tunas Baru Lampung Tbk (TBLA) was 
different to PT Nippon Indosari Corporindo Tbk (ROTI). Because of the problems 
caused by the commodity prices weakening of crude palm oil (CPO), investors did not 
believe the profits that had been generated by the company. In addition investors had 
confidence if PT Tunas Baru Lampung Tbk (TBLA) was unable to meet its obligations in 
providing bond yields. PT Tunas Baru Lampung Tbk (TBLA) had a bond rating, but the 
rating was lower than the bond rating of PT Nippon Indosari Corporindo Tbk (ROTI). 
The rating indicated that the company's ability to meet its obligations TBLA was still 
pretty good. 
 
CONCLUSIONS AND RECOMMENDATIONS 
Conclusion 

Most of the manufacturing companies in Indonesia practice income smoothing 
successively from year to year, but some are only in the certain years or even no 
income smoothing practice at all. Based on the comparison between the rate of 
income smoothing with the cost of debt of the company, income smoothing 
phenomenon in Indonesia is dominated by garbling income smoothing. This result 
indicates that investors are cautious enough to make decisions in investment. 
Investors and company analysts believe will not easily believe with the financial 
reports presented by the company management. 

Characteristics of the company showed the difference between garbling income 
smoothing and signaling income smoothing. The difference can be seen from the 
comparison chart between DEBT and ROA of each company in 2012. 
  
Recommendation 

The study results are expected to help investors to be more selective and more 
careful in making investment decisions. Limitation of this study is that the time span of 
only 3 years. Future studies are expected to use a longer time span, and also use 
descriptive statistics to examine the differences between the company and the nature 
of signaling income smoothing and garbling income smoothing. Company 
characteristics should be added, for example ROE, LEVERAGE, and other factors that 
can affect income smoothing, or can also use regression to analyze the effect of 
income smoothing on the cost of debt, according to the study conducted by Li and 
Richie 2009. 
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