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ABSTRACT

The purpose of this research is to obtain empirical certainty about the relationship between the audit
committee mechanism and income smoothing, and the audit mechanism in this research is seen from its
size, independence, expertise, and the number of meetings held by the audit committee during one
financial reporting period. Because previous research still shows inconsistent results, this research adds
prudence as a moderating variable. Taking research samples using the purposive sampling method,
namely companies depending on LQ-45 for the period August 2023, with the year of observation from
2018 - 2021. The existence of a moderating variable requires researchers to use Moderated Regression
Analysis. Before being regressed, the model was declared not subject to the three classical assumption
tests. Thus, the empirical evidence that can be provided is that the size of the audit committee has a
significant negative effect on income smoothing, while independence, expertise and meetings have no
effect on income smoothing. Prudence only strengthens the relationship between audit committee size
and independence on income smoothing and is unable to moderate the relationship between expertise
and number of meetings on income smoothing.
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INTRODUCTION

Companies use returns as a parameter to assess management performance, because in principle profits
contain financial report information that describes the general condition of the company. Profit is one of
the factors that is paid attention to by external parties, especially readers of financial reports who use
these reports as decision makers related to the company concerned. Profit is also recognized as an
advantage by various parties such as accountants, investors, creditors as well as management and this
factor is the reason for the information gap on returns. presented in the annual report and the actual
return that occurs. This tends to make company management carry out earnings management on its
financial reports, especially in terms of profits so that the financial reports presented look stable.

Income smoothing which is often also referred to as income smoothing, is part of earnings management
and this type of beautification of financial reports is often considered normal and even natural for a
company, because this is done as a deliberate action to reduce fluctuations in the value of profits
(Beidleman, 1973). Mahmud (2012) explains that what is meant by income smoothing is one of the
activities for managing company profits by making the profit value every year as if it does not change or
even though there is an increase or decrease, it does not cause a fluctuation curve so as to give a better
impression of the company's profits. in the eyes of the general public. Maotama and Astika (2020) say
that if seen in general, what is meant by income smoothing is an action taken by company managers to
show profits that tend not to increase or decrease too significantly. The manager deliberately shows
stagnant profits in each annual report. Sometimes what underlies this is that managers want personal
satisfaction (moral hazard) which can be shown to company owners because they can increase the value
of the company by showing that the company has a small risk in the eyes of the public.

LITERATURE REVIEW

Of all the existing types of earnings management, income smoothing is considered the most popular type
of earnings management because to carry out income smoothing the manager still has to pay attention to
the comparison of past, present and future earnings, so that realized earnings are often used to predict
returns. in the future.
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Agency Theory

A relationship shared by several parties, where the first party is an individual who acts as part of the
principal and the second party acts as an agent in providing services and provides delegation from the
first party to the second party to make decisions on behalf of the first party based on (nexus of contracts).
This requires uniform vision and mission between the first and second parties, and in this relationship
requires the second party to make periodic reports about the first party's business which must be
managed by the second party (Lubis, 2017). To show how the second party carries out the company's
operations, the second party summarizes it in a period report or annual report which will be submitted to
the first party at the end of each reporting period. This theory aims to bridge an efficient relationship
between the principal and the agent. This contract contains rules regarding methods for sharing profits,
both regarding profits, returns and risks which will later be agreed upon by both parties.

Prospect theory

This prospect theory is the basis for the reasons for individual behavior in making decisions when faced
with uncertain conditions. The origin of this theory comes from Kahneman and Tversky (1979), because
human behavior is considered inappropriate and contradictory when making decisions (Hasan, 2019).
The same research subject, when faced with several choices, will ultimately form a different decision. This
behavior is called risk aversion and risk seeking behavior (Kahneman and Tversky, 1979). This theory is
used to examine phenomena regarding human behavior in various aspects of life, and is also devoted to
matters connected with the need to make unreasonable decisions. Apart from that, this theory also acts as
a measurement perspective on the behavior of individuals who are members of an organization to
determine their final attitude, namely making decisions (Mahastanti and Wiharjo, 2012).

Audit Committee Mechanism

In the 1930s the United States introduced the concept of audit committees. Then in the 1970s, the NYSE
(New York Stock Exchange) required the existence of an audit committee, and used it as a requirement
for recording financial reports, and this was followed by various countries regarding the provisions of the
audit committee mechanism. In line with this tendency, this has become a requirement in Indonesia to
implement GCG guidelines (Toha, 2004, Mardiah, 2018). SE issued by Bapepam with Number SE-
03/PM/2002 (public) and Also the Decree of the Minister of BUMN Number KEP-103/MBU/2022
(BUMN) regulates the existence of an audit committee. In this regulation there are things that indicate
that the audit committee members must consist of a minimum of t3 (three) people and the chairman must
be a commissioner with the provision that the other two external parties have backgrounds, namely
experts in accounting and finance. This is also reinforced by the KNKG (2006) which provides an
explanation that the number of audit committee members must be adjusted to the operational complexity
of a company but must still maintain its effectiveness in making decisions.

Size of Audit Committee

Audit committee members consist of a minimum of one independent commissioner and a minimum of
two other external members, this is regulated by POJK Number: 55/P0JK.04.2015 where the regulation
states that the minimum number of members is a prerequisite for the audit committee's duties to be more
effective (Dezoort in Ika and Ghazali, 2012). Apart from these regulations, the Decree of the Directors of
PT BEI Number Kep-339/BEI/07/2001, part C also states that the audit committee has a minimum of 3
members. This was added by Sutojo (2005) who stated that the audit committee members must consist of
5 five people with a term of office of five years, and two of the members are not public accountants. The
chairman and committee members may not receive any form of return from a public accounting company
except pension money.

H1. Audit committee size has a negative effect on income smoothing.

Independence of Audit Committee

NASDAQ sets the standard that an effective audit committee consists of a minimum of 3 people, and the
three members do not have a binding relationship with the company because this will affect their
independence when supervising the company's operations. Response to the SEC's request to increase the
effectiveness of the audit committee in terms of company management to comply with GCG.
Independence in behavior is a form of audit committee independence in company activities (Basri, 2019).
A proper audit committee must be independent when carrying out its duties without being influenced by
company management or other parties to achieve credibility in the eyes of the public, especially
shareholders. This independence is closely related to morality as the basis of integrity, besides that the
existence of an audit committee is considered a liaison or communication channel for external and
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internal parties as well as functioning as supervision (which is reflected in the internal auditor) (Habbe et
al,, 2019).
H2. Audit committee independence has a negative effect on earnings management.

Audit Committee Expertise

OJK issued regulations regarding audit committee members in a company which are presented in
Number: 55/P0JK.04.2015 which clearly states that it is mandatory for each audit committee in a
company to have at least one member with an accounting or financial background. In this way, it is hoped
that these members will be able to identify or provide statements that are more relevant to management
regarding ensuring the quality of the financial reports presented, including the accuracy of the annual
report time period, because reporting delays will affect the company's performance in the eyes of the
public. Decree of the Chairman of Bapepam No. Kep-29/PM/2004 on September 24 2004 regulates the
requirements for audit committee independence, namely having at least one member with accounting or
financial expertise. If you look at the GCG guidelines, they are almost in line with the rules set by the OJK
where GCG requires balance in terms of experience and appearance of an individual who is an audit
committee member with a broader background in finance and accounting. The audit committee can
better assess whether the company's financial reports have been presented correctly and appropriately.
H3. Audit committee expertise has a negative effect on earnings management.

Number of Audit Committee Meeting

POJK Number: 55/P0JK.04.2015 states that in order for a company's audit committee to run effectively, it
is best to hold regular meetings at least once every three months. Therefore, it can be concluded that
effective audit committee meetings are held 4 times in one reporting period. The main objective of the
audit committee in holding this meeting is to communicate the results of its supervision periodically in a
more formal manner, as well as ensuring that the company's operations are in accordance with GCG
principles in each quarterly report, providing assurance that the company follows the code of conduct,
monitoring the company's operations regularly. periodically so that when violations of statutory
regulations occur they can be identified early, as well as requiring the company's internal auditor to make
written quarterly financial reports on the conformity of the company's financial statements with
generally accepted accounting principles and if there are findings presented at the meeting an evaluation
report is made on the findings. at the next meeting before the reporting period ends (Putra, 2010).

H4. The number of audit committee meetings has a negative effect on earnings management.

Income Smoothing

Income smoothing or income smoothing is an action by company management that shows calm company
profits, in other words the profits listed in the financial statements show good quality because these
profits do not experience significant increases or decreases but are calm, thus depicting stable company
performance (Yosvid, 2020). Income smoothing can be seen in the profits listed in the annual report,
where this annual report is a communication tool that can be used as a communication bridge between
the company's internal and external companies. Financial reports contain all forms of information needed
by users of financial reports.

Prudence

Prudence or caution is a phenomenon where individuals in making decisions ultimately have different
responses even though the problem they are going through is the same problem in a different format
(Kuhberger, 1998; Levin et al.; 1998). Prospect theory from Kahneman and Tversky (1979) explains that
in cognitively ambiguous conditions individuals are required to make decisions in conditions of
uncertainty that are definitely at risk. These individuals are divided into two criteria, individuals who
dare to take risks and individuals who refuse to take risks. In prospect theory, it has been explained that
individuals place a higher value on outcomes under more uncertain or risky conditions. So this tendency
creates positive farming conditions which encourage individuals to manipulate profits on financial
reports. The existence of this theory is used as a controlling framework for the nature of market
phenomena, where the final decision will be influenced by prudence which is used as a moderating
variable in this research.

H5. Prudence strengthens the relationship between audit committee size and income smoothing.

H6. Prudence strengthens the relationship between audit committee independence and income
smoothing.

H7. Prudence strengthens the relationship between audit committee expertise and income smoothing.
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H8. Prudence strengthens the relationship between the number of audit committee meetings and income
smoothing.
The conceptual framework of the study can be reviewed in the figure below.
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Figure 1. Conceptual Framework

METHODS

Researchers in this study used a casual effects type of research. This research tests the influence of
phenomena or facts by considering theory and looking for truthful information in fact to explain what
factors influence this phenomenon (Priyono, 2016: 33).

METHODOLOGY

Moderated Regression Analysis is used as a technique for analyzing the data that has been collected, and
in analyzing the data it is processed using SPSS version 23 software. The use of MRA is considered an
analytical approach to maintain sample integrity and provide a basis to help control over the moderator
(moderation) variables used in this research (Ghozali, 2016). The reason for choosing this technique is
because of the use of moderating variables which will strengthen or weaken the direct influence of the
independent and dependent variables.

Data Analysis

The descriptive test must be carried out first before analyzing with other methods because through this
descriptive test the researcher obtains information about the characteristics of all the variables used in
the research. According to Sugiyono (2017), researchers must carry out descriptive statistical tests before
carrying out other tests, so that the data used by the researcher can be seen as the basis for the research
and also the researcher obtains a more informative explanation about the data that will be used in the
research so that later the explanation can be used as a basis for justification after it comes out. research
results using predetermined data analysis techniques.

Testing classical assumptions is the next stage that researchers must carry out, before researchers carry
out data processing with the MRA test. The reason researchers have to carry out this test is to obtain
certainty that the equations used in this research do not have the same estimates as previous studies, so
that the results are unusual estimates. This testing is divided into four parts:

1. Test Normality

Ghozali (2016) believes that normality testing is carried out to see the residual value of the data used by
researchers. To ensure that the data used has normal residual values, this normality test is carried out to
ensure that all data from the sample used in this research is definitely normally distributed to ensure that
the regression model used is the right regression model. Test the normality of the data using graphic
analysis and the Kolmogorov o Smirnov statistical test (KS). The data used can be said to have a normal
residual value indicated by Asymp.sig (2-tailed) more than (>) 0.05.
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2. Multicollinearity Test

The results of this test are used as an intermediary in seeing correlations that may occur between
variables in the research (Ghozali, 2016). The basis for assessing whether data is said to be free from
multicollinearity is if the test results comply with the criteria, namely tolerance <0.10 with VIF>10. If the
results of data processing do not meet these requirements, it means that the relationship between the
independent and dependent variables used in the research experiences a high correlation or there is
interference in the relationship between the influence of the two variables.

3. Autocorrelation Test

The reason this research must be tested for autocorrelation is because the data used is secondary data,
meaning the data used comes from annual reports based on time periods or time series. By carrying out
autocorrelation testing, researchers will find out the correlation that exists between data for period t and
data from the previous period t-1. And to assess whether or not there is autocorrelation testing in this
study using Durbin Watson (Ghozali, 2016).

4. Heteroscedasticity Test

The final classic assumption test is the heteroscedasticity test. This test is a test used to see differences in
residual values for each independent variable used in research. To find out more about the differences in
residual values, the Glejser test was used (Ghozali, 2016). The Glejser test is carried out by regressing the
absolute value of the residual with the independent variable. The regression model is good if the residual
values are different. If the residual values are not different, the data is categorized as homogeneous data.
The test criteria are known by comparing the significance value to a= 5%. If the t test value of the
explanatory variables is not significant, it can be concluded that the model does not experience
heteroscedasticity problems.

To carry out hypothesis testing, researchers must prioritize the reality of the phenomenon being
observed and become the basis for the reason for the research, so its truth needs to be proven through a
problem formulation that has been described, and the answer to the problem statement is not permanent.
Rejecting or accepting a hypothesis is a result of the hypothesis testing procedure (Sugiyono, 2017).

This research uses MRA analysis techniques because this research uses moderation model interaction
variables. Moderated Regression Analysis is an analytical technique that researchers usually use to test
hypotheses using moderation to see whether the interaction variables used by researchers can
strengthen or weaken the direct influence of an existing regression model. The existence of this
moderating variable acts as a moderator to eliminate research bias mentioned in previous studies used as
empirical studies in this research. According to Ghozali (2016:213) researchers can add interaction
variables (moderation/intervening) to eliminate bias in research results and in this research the
moderating variable is used. The form/regression model in this research is as follows:

IS = B0 + BI1UK + B2IK + B3KK + B4RK + B5 UK*P + B 6IK*P + B 7KK*P + B 8RK*P +

In general, the value of the coefficient of determination for cross-sectional data is usually quite high. The
results obtained from the R 2 test lie between 0 and 1, which indicates that if it is low, it means that this
type of influence from the independent variable to the dependent variable is very limited, and vice versa,
if the value is close to 1, the independent variables used by the researcher provide sufficient information
regarding the independent variable studied by the researcher. In essence, the coefficient of determination
measures the ability of a model to explain the dependent variable (Ghozali, 2016). In this research, the
number of value coefficients is limited to around the value 0<R 2 <1, where the meaning in question is:

1. When the variable R 2 = 1, this means that the value explains the dependent variable by 100% of the
independent variable.

2. When the variable R 2 = 0 or close to zero, it means that the value is unable to explain the dependent
variable by the independent variable.

If we look at the statistical test of the F test, it means that we are analyzing the ability of the independent
variable simultaneously over the dependent variable. The point is to know the influence of all
independent variables used together to become behavioral parameters of the dependent variable. The
testing steps used as the basis for justification are as follows:

- H ¢ i: Regression coefficient (1) = Regression coefficient (2) = ..= The regression coefficient k is equal to
zero, indicating that the simultaneous independent variable has no influence on the dependent variable.

- H . i: Regression coefficient (1) # Regression Coefficient (2) #... # Regression coefficient k is not the same
as having a value of zero, meaning that the independent variable simultaneously has an influence on the
dependent variable.

Criteria for collecting provisions are carried out such as comparing significance values. If the statistical
value F has a probability value (p) smaller than the significance level o = 5%, then H 0 is rejected and Ha a
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is accepted; in this case it states that all independent variables are significant explanations of the
dependent variable.

The final statistical test tool is a t-significance test or partial test, this test is carried out to see the
influence of each independent variable on the dependent variable. The test criteria carried out are
obtaining a significant estimate, that is, if it is significant (p-value) < a=0.05, it can be concluded that Ho
and Ha are accepted. To determine whether the independent variable has an effect on the dependent
variable or not, the significance value can be seen. If the significance value obtained through SPSS testing
of the independent variable is smaller than a=0.05, it means H 0 is rejected and Ha is accepted, and from
this value it can be concluded whether the hypothesis for the partial influence of each variable can be
accepted or not.

RESULT AND DISCUSSIONS

There is positive relationship between audit committee size and income smoothing. The more the size of
the audit committee conforms to POJK regulations or even more than the basic regulations, the better the
quality of supervision carried out by the audit committee, so that the possibility of management to carry
out profit feelings on financial reports can be minimized.

The level of independence of a company's audit committee does not have any influence on income
smoothing actions carried out by company management. If you look into the actual theory, individuals
who come from outside the company and are part of the audit committee have no special ties to anyone in
the company concerned, let alone emotional ties, of course this is impossible. Without this feeling of
attachment, individuals should be more independent in making judgments about a matter, and if it is
assumed that the relationship between individuals from outside the company who join the company as
members of the audit committee without any sense of attachment should be able to prioritize
independence, which should be able to suppress One of the deviant behaviors that company management
may carry out is income smoothing.

By having audit committee members with this area of expertise, the company's internal parties can better
understand the impact of the accounting policies chosen by the company and these accounting policies
will provide positive or negative results for the company that are more predictable at the start of decision
making.

No proof of influence between the number of meetings held by the audit committee during one reporting
period and its influence on income smoothing.

The existence of prudence as a moderation suppresses the bias that occurs in the relationship between
audit committee size and income smoothing. The existence of prudence possessed by company
management makes company management more careful in preparing the company's annual report
because without prudence, company management usually has an overly optimistic attitude. and in
preparing annual reports, this excessively optimistic attitude does not have a positive impact because
individuals are usually careless and can cause errors.

The existence of prudence possessed by company management strengthens the relationship between
audit committee independence and income smoothing behaviour that may be carried out by company
management.

The behaviour of the companies observed as samples in this study did not appear to hold regular
meetings between audit committees or it could be said that the frequency of meetings was not too many.
Prudence is not able to strengthen or weaken the influence of the number of audit committee meetings on
income smoothing

CONCLUSION, LIMITATIONS AND FUTURE STUDIES

Based on everything that has been discussed and explained in each previous chapter, the conclusions that
can be conveyed by the researcher are:

1. Audit committee size has a negative and significant effect on income smoothing. The larger the size of
the audit committee, the greater the practice of income smoothing in the company.

Audit committee independence has no effect on income smoothing.

Audit committee expertise has no effect on income smoothing.

Audit committee meetings have no effect on income smoothing.

Prudence strengthens the influence of audit committee size on income smoothing.

Prudence strengthens the influence of audit committee independence on income smoothing.
Prudence is unable to moderate the influence of audit committee oversight on income smoothing.
Prudence is unable to moderate the effect of the number of audit committee meetings on income
smoothing

XN WD
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Apart from the conclusions above, the researcher feels limitations in this research so that for further
research he can make improvements to the results of this research and develop the theories that have
been used in this research in order to obtain more reliable results. In this regard, there are suggestions
that researchers can make. show is:

1.

In the future, company management should pay more detailed attention to the possibility of earnings
management, in this case earnings management by means of income smoothing. This is closely
related to GCG, and the audit committee mechanism is an important part of achieving effective GCG.
Therefore, management certainly needs to pay more attention to the applicable provisions regarding
minimum standards for the number of members in the audit committee, external parties who are
needed as part of the audit committee which will increase the independence of the audit committee
itself, better filter the individuals who will be part of the audit committee by prioritizing individuals
with recent education related to accounting or finance, and finally paying attention to the number of
meetings held by the audit committee to ensure that its existence is effective and efficient for the
smooth running of the company's operations.

For future researchers who will carry out research development based on this research, it is hoped
that they will replace the research sample with a different number of sectors or other sectors that are
more hyped according to the time of the next research. In fact, to be able to generalize the research
results further, researchers can then use all company sectors that are part of the manufacturing
companies on the IDX or they can also change the type of company, not just looking at the
manufacturing side but looking at the banking company side.

It is also felt that future researchers can develop this research by adding different types of variables
assessed from the adjusted R 2 value which is quite small in this research means that future research
can use mediation variables, by adding mediation variables it is felt that we can see what other
factors influence the income smoothing behavior of a company.
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