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Sepaxaexl rr-f ******ring *brrdqr a/ Scon*mri$ nnil B&s*ress. f,.[:firr.rxos Prrr:&*n"gl*arls .1iirsrclnsr,
'" i'i'lrrurn' Yngj,alv*rfa, Ixdrar.rin
S*{:rdrrrrrs Fl*rgr*m 4t &"rllnormrr $rl*trq }fussf,:1'*-f-.Sroa{rrrrrr ad 8tffi*rs-q
Lhrrsr*irrs Si*cIas,tInryt" ind;aerirr

Ari Knn*ara Widagdo* flod$ Setiaue$ & Bamba*g Stt*p
Feplrr*texl rrf :{r*xrlrnlrirg, }krrdrl 4f Jtlrrm*rnn"..r r:$rJ .Bx&irrcs+ Lrnirr*#a-r .5gl*iria,r :1{*rr.l. l*fr*re*rlrl

AE*TRACIT: The purprr* af' thiu res{*rah i* m *cqtrire evidence at- t&s bensfit
*f PSAK Nt i €fiS91 implenr:entaiinn by le*triug whether the prapertirs of lotal cornprehen-
:*iv* inconrs are better than those of net incor*e- F*ur prr:p*rlie* *f nel inc*me arl<I r:f tctal
comprehensive incnme nrre campared- This research nlso investigatal rthether ihe rslue rel-
eyaftc€ nf r*ral c*rnprchen*irx itrt*rre depend* ga lo{atirn r*,h*re the users can obtain this
inl'ormati$n-

$tfi{k r€turn was measurml with arerage daitr3r xt*c& rclurer arcr th* {-isr.'atr yrar *tblrarted
with rnarkct return" A rfuirarry *xriat*e *T s applied to rictcnnine e*-mpanirs lhat t€p6rt Sth€r
Ccmprehensive lac*:me t*{I} in tkeir equiry $talement trr irl tfoeir eornpre&ensh,e iacrmc
stitterrtffil. Ftrr eompanies v$i{h ffi}* thc rlururay variable r{ir* us*{l trr det*rmine lhe peri*!
befcre arui *fler lhc i*pkaru1**ti*a af PSAK Fia. I {3$CI&}. It reFs*Ef{rts a plarr where th*
utrrs r&n *blain ic*tbfi*alion about toral comprelrenxire i*come. Thix ;tlerlg usesl a *rrple
of i!3 manut-a*turieg firrns listeel in the In<lnnecian Strrk Etcfr:rxge fr*rn lildl8 ro llli4-
The analyrisal ts*tr us*d tn test all fryp*tlte*s v*ar ordinal-y least xluxre.

Tfue re*dt *f this rexe**.*r dtr$trnstrate* thett ne{ ir*srne i* r:r*rr* per*i*tence- lerls v:triahle
;rnrI rnsre hare p*dictiee ability than t*tal r*mprehecsive ineann*, yet lrr{al e*mprekensive
israrre h*s rrlors ralu€ relsr?$ce than net iucome. ln additirrr, this rescar*h re*eals that laca-
ties CIf fiCl'is in*igrrift:ant {irr the vatue relevae*E rrf rotal c*rnprehensil'e i$$rrme.

ffe*3,utrr# Iadonegia. pri*ten*e, mriability, prediclite ability, r,zlrs rel€v*n rE, ntt ineume"
lct*l *rrnprehsr$ir,e ine$nra aud *ther csepchensive iucom*

1 TNTEf,rNUCTI{}II{

PSAK Ht;- t {?$*S} that at"[opri IAS No.l of 3fi]S, elle*'live fc]r &$E*1 3ear btgiilning *x I
Ja*uary ?CIl I or after, rrglrlales the pr*seatatian of rau:prehen*ive incanr* st{terf,eflt. The
presen{aticn af coupre}rerrxite inr"r:rse:itateurcnt *f * peri*:ri thst tcverg the net ine<rrue $f
sucfu pri*rX arlded *r uubtracted wirh tke t&irnge* iu *ther c*nrprehen*it'e i*c$me {$CI}
itrxns pr+:vides infirrmr:ti*n tlrat aitl im-ectors *ad *rrditars to enmprcheucl rn*r* a.b*ut
lraristrsrfication ixr eqxity i${er*st *rri a cornpanyt *liility in ge*rrati*g filture {x}sh fl{fla
{C:rsaberna. t$t4.l- The distincii*n rf i*canrre stflta:nent present*tia.r after FSAK ix trrtry in
rhe disp**itian *f *therc*rrprehea*ir* iarxrn* pr**ntaxion, tl'hisk *'a* g.rrevi*uxly pr*sentrd
in rhe stet*rnent af eh*aps in eluir1'-

The benefi* r:f c*:r*preheugiw inr'rlme r,;ln be view*El ftnry twcl F€rr?ef,ti$es: inss*t*r
uxfulaess und #$r{ra{:ting u*'rfulnr** {Slaqk- 3&l5l- Th*se bffilelits hare been rtudiad a:;

a raip{rnse tn the e*tshlishmesi cf $FAS l3S of l**?, with viiricL}E re*srch results $crar

I dai2

-:1

3A/06/2019 20.18



Business Innovation and Develooment in Emergins Economies - Pa... hups://print.vitalsource.cony'printJ978042978 1834?brand:Bookh...
PRINTED BY sudarwdtiuniba@giaiT.com. Printing is for periondl, private use only: No part of this book may be

reproduced or transmitted without publisher's prior permission. Violators will be prosecuted.

iirl1}Sx:rl thr appai for campretrear*iye inc$rus rilatement pr*nentati*4. yet $$txts trlJrers dt:
rlut. T&*::ie rrh* :uppurt the irle;r Elidm thal slean surplus dex:ribing o*ly ne{ irlts:m€ axd
rlil.ittrend is internnlly c$nsis{ertl, Iu:is uupp*rti*e t* rranipuLrtion. and rnorr suitabts ,e"it&

r*lqation theary On the *ther hasd, thqrse r+'hq! do n*t $$FF.!rt sath idv* slate that r*rn-
ings rhoulel bs sumurarixed fmm thr in{trueuce nf ir*nxiterry t$ illuslrate fil$r€E'i *grerating
per{brrflauee a*d the ruar*ger u,ill exrlxde items tlal e}rt"f;erl their eapahilitJi ttr L'i}Etfi}l lh{:te
ilen:* {Biddle **rt (]h*i" fi}(l6}.

Earnings q*ality i: r:b*erv;rble {i*m 4 p*rspwtives: persi*{erce, tnlatility, ahility tc p e<}ict

o*e-y*ar-ah,ead e*sh fl$ws frunr *prratisg e{:tiyitirs *nri net irlttrme. antl ass$c'iatitn with
ffl.:nt*rnlHlrallafiu* st*sk !'etuxu* tBechr:w and Schrand- :ffi4'i. C*mprehensirre in*;uma rtatr-
m*nl dctermines xldeh of nst inqsrne ar {r:i"al c*rnrpreh*nsive ineame {TCI} is m*re que}i-
{-resl" and r+hether the lfi*ati$$ <f OCI regxrrting in{Jue rcffi the t$td r*rnprthexxi*:e iae-crne

in erplaiuing sl.eck re{*rn. K*bir and l-asruad {lf}t li havc qou{irster{ that net inc*rms it more
persirteul imtl rr*rre capable in expl*iring sto*:k returs th*n TCl. The r.'ariability anei pletlic-
tivr ability of both ars iridi{lrrerlt. In additiem, the krcaliun *f *CI dcx:i n*t iaf}:enee the
value relel's$*e *f TCI. Moreover, tlrry ilitti*guish thr insati{}s *rf S{I Frflicrtati{ril em th*
b*sis cf, r*'helher the cr:ruprehensir,* inr:rrme ix a single cofltinffirrls tiatemf,Ert af rxmprehen-
$te inuoms $r two s€Filre.te bui c*nsr*utirre slaternenl. Howertr. nearly all c<nnparirs in
Inrtcnesla repurt OCI in a singl* c*r:tinu*us $t*tcrlre&t *f r-empmheatitt in*eirNe. Thereibr*,
this sturly aims to retcst the res€arch condurted by Ka'oir and Lasr*ad (:fl I I l. 1et depending
** whrther flCI ir reXrcrtec* in the siateurent <f chang$x i* *quiay trr in the in*-*rne statfinent
{**raprehenriive ineomr} to cletermine the lcrcati*n af *CI rep$rrk}g-

lVhether the Lxrati{rn of *ft Frs.$snlati$rr abE:trt iscoms stfltement ir bencficird bscntne:;
a q$nrern fur sqrrsre reisar{r}}ers- Hiret aud }t*:pkius {t998} tlern*xstrate rvith exprirosnt
rnsthc:d that an explicit discl*xure $f intcme staterlent cn c*mprehenslve ia*fime and ii:;
frrrnrpoilsrl{ ean effeetivdy imprnve tr*nspareffy trf ear:rings managerne*t artil'it} ar{i
r*.duce t4rc an*lysti valuati$n jtulgunent. &daixcs & SfcBari*I t:*$e] l'isd t:trl tb*t the par-
ticipa.r:tr sigr*i$r;rntly r*eigh on their r,rilatitity ttrlualion when rmrediaed gains *.nd l+ssss

{UR{iL} appeared in SFA$ 13fi comprehensive inesnre. b'tri not i* alt*rnati*-e SFAS t,18
(U&GL repnrtct{ iu .eba*ger in quityl atild $liitrmrar *f change* i& €q$ir}' EE&^$ i 15" *s ths
*axlra.ry. Chasrber*G40?) cunfirms olherra'ise. ffI is o**lusd hg iw.estr:rs r*'h*n it rit*nrls sn
tbe steteinefit *rf changes ir er4lrity b*s-truse invest** are filrnltiat r*:ith tke pr*d*mi*ant OCI
presentati*rr ltqtrti*a. I&'hile Darsonqr (l$l3), ra'hc Fnned ihrtt tht rals *rf *{I inflsrrrna*ion
befur* th* regrrtratirrn $n fflrnprchensiv* int*me pr*srntatiein is effeetiva verifier ihar *CI
influrne*s eam**rr3 +alue. Sinrc he:requires *LlI infirrm*tion fmm the statemsnt af r:hanger

in *quit},- his fiading th*u eonfinus {hat there i* xo irsus abaui. &CI pres€ntati{rn lsrq*ti*n-
Thee*periment b'y FXirst;rnd Hapkinx {1*98}r.Iil.idets f*rrti€iFants intrtl tllt} gr$uFs, aanr*ly

* grr:up rn'ith *ornpreh*r,lsive ins$&1e {qFort {fIl aud * gfi}up rvith*r*t **raprehrnsirt int--slrre

rt.Fi${ {ni}$ {I}, rrhich lilrrlt c*mprehen$ivf, ine$me infar*ratirytt is pres*nte*I in tbe ctatsment
*f uhangrs in *q*ity- Thc resutt points $ul $$ms differenrre* B*s*d nrl thu. rhi* recrarf,h
xuu&J llke i.$ retffit t&e res€areh by H;lbir and La-q*ad {:01t} iu c*n*erti*n with the l*x'*tirtl
*f {}Cf. he*:*use accnrtling t$ lh€ re$€art:h by Hirst ant! il<rpki** {14S8}- the r*ult **rule}
he dilfer*Et r+:he$ $ther cornprehensivr ins{$r:e is rl*I c*nrprehensivr$'preriented t{ig€tker
with th* in$aras tlatenr*rlt. Elen is th* rlirs$ssi*x ah*ut {he res*arch b3' Hir*t errd H*,pkins
{t$*fi}. Lipe {l*98} rmphaskes that erer ii- t*other g*up *f Feriisipaut ix asfded, *fich
i* ihe particip*nt i&flrrrrrmd with the $iru&is trf anerther uunpuehen*ive i&csilt* {CI} *ut tit'
the i*ccrae staierrieat" ths results is murh thc sa*xe. dilTerent tr'r*ru ths *xpreeted result &&ich
prnr:essing anrl jr:d.g*e*t q**uld be dilTerent lia$r tlre nar CI gr$up" It relesrs thtt CI l*trnat
apparently hss fijviirll&ge5.

Valse r,slsvr*rtce is fhc c*rrelatir:n of lin*rr$iad stsisrreni numberl *'ilh the prirx nr slol;li
reluru. Many rcsearches $n *xrningg valu* rrier,ance *ad its itsms h*ue been r"*dueittl-
Lipe {19fi6} finds thar stsck retilr-$ rariatiun af industr**} and lr}rsrnerciai c*mpaairs are
explained hetter by *arrings c*rnponenl th:t* aggregal* earnin*{s. Sr*wn {;ff&l }. wh$ r:$r&-
p.lres the qnality *{ earnings h5* three *rrltiug c&mp$rirnt*. uarnely net inr:€}fle" earniag
per share fr*ur uBeraiicn, end eartring per sh*r* bef{}rs extr:t*n{inary: itrrn- trinds that ilf{
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ine11'rne ha* higher carnings quality crrap+rerl ltl tht *thcr. Jaggi and Zha:: {!0tl}. txha

ryreeifictlly rexearrfu ihe imp*ct +rf tran*f*rma{ic}a {r$H1$Ii4S t} int* SFA$ 115 of t$Sl
ab*ut syailatrle-filr-*iile fiaaaeisl asrgtf reclss*ificatitrr:, find that ihe inftrrmati$R of earn-
ings r*rnpar:erit* iii rxrore relevanl for invex{rrlent dscisions uf{er the irnplemer:tatie$ $f
SF&S 115,

Th* result af tke reseerc-h shat* that net ire$rne in erraplia*re *'ith *FAS I30 dern:inares

trailiriffisl6ct i6l'$r11e {Sid.tk and Chr:i. ifi06} an*l t*ial cor*praher:sive insam* {Bidlle anrl

Chr:i, 1**6; Hahir and Laslsad, :011't in expiaining El&.:k returu. ChamberA et nl- {$X}?}
wh* *pwific*lly dernon*tHte ih€ benellt *f *th* cernpreheuslve iregmq Fre.:ienta{isn Frnve
thal tiln L-tlrnpsr*€nls. e:f cther comprelrenxive inc*nx, rvtrieb irre f*r*ign currsllcy lre$s-
Iation adjustment *nd unr*alireei gains an*tr l$sses fram av*ilable *esuriti* fur sale, h;&e

higher val*e rfleyauce lh$u ihe other e#fl1pe:rrrrit$- lt appears *a f*rr Lin, et al il0*71 as

*'*t1, *h* ur+* sarapks ffi:rrx 1.ari$u$ c$sutr3'" that *r:rrfirms that tclal cther r:ornprehen-

xive iar-:tl$te hss u*lue reletanr:e brX'nrul n*t ine*rne in mar,ry eeurttfi{ti. b*t counpreheurile

iac*me ha* lesri l'*true relsr*!ryce lhan the other m*:t*uremeat nf in*xrse, whish ar* *pra{ing
inq*nre aru] sc{ inesrue, Gn the srther hrari- {he ressar,ches that do ntll pr$alaie the $se ai
e*mprehensitc i:rcome slaleffient :rrs th*t h'y Dh&Hllsd et al' tlgg*} atrl Dr:skakis {l$101'
Dha$wal st a[. {tr**g} *tmctude that compre}rensi're iacocne ir r:*t *:l*scly alis*ciate{: with
st*ck r*turn rurr pra*liet* e:r*h f!$l,tr crr earniug* bstter &a* {tst iae{}*}e. Bsuk*ki* {3$I$}"
wh* ernpltryed th* ad*ptian *f IFRS pirenerrren*n. valid*re* th{t tht *rlapti*n of IFRS
t&at requirrs *aruprehensirre iacsrne slattmsrt presentation d*res not irnpr*rte persistens* cf
earnings and its e*nr5m.nert syst*rnatir:rslly f*r $utura prnlitabilit3: *n rhe e$nlrery. ?Pcryt-
iag anel nim-*per$tir:g inconte peruisteuce are lur*"er- **r is the erpla*at*ry patler alt*r itre
adoption of IFRS

Wi{h a vari*ty sf ennfirmalion abc}ut thr u$e *f t*rrprefuer*si'ie i*e{}rte statetrtssi. tLi$

re:earsh *irns t* tesi the *se +f c*r*prehefisive in*cils 5t&tepnen{ in [ndcaesia &r t]re regu]a-

tion rln eennprahrn*i$e irls.$rne slaterr:snt rep*rtittg ka* ouly ktrr erf€eti'ie ciac{ 2$l l. Thiri
re$ean:h highligkts lbe r*Ie r{ car*Frrhen*ite ist*rce $tiltsr&ent Frese.r*tdion w'irh tlr* per-
sp*rtive trl imCstors uxe{fuinr**i* desmihi*g inve*tors'r*$p$nre- Sitse thcre is :rn ffiI co$l-
pxreent that ktt:ner thr di*ti$tCil'E featLlrs tr{ roraprelm*sive intutrrq stat*mfnt presenlatior
eomparrrn {* the prev,icu$ va?*ion <rf presremtation, {his resareh theref*re highligftts t&e role

*f *Cl in ililfereritiatr*g {he presentali*n hrmat-
From t&* r,iew *f elllcient nrarLet hypathesis" the r*arkel reaa.tion rvdl be intii{fereut sklce

i*v*st*r* am n<rt,sdfected by where the inforsuatitra is pre*enr*l- They cas slill utiliz* the
inJbrrnnti*n t$ mske drcixi*lr" Hn:*'*vul baried nn t&* *rgxmrnt that e rrarket eannqrl be

cs *tllcient ax expectwi. aud lcw st*rc* priee pr*p*rticrn that ean be m.plai*ed b3' hititqlri{H.t

n*i incr:sre {Sfi6ti. 2$15}" msf;rsurerne&t *ppraaeh ar:tt cleaa surplu* tbe*ry justify rhe sig-

ni$icance $f a rets*rch i:n investor$' reasti*s ta the lritnsfurnrati{}n clf this incclrile sletemEilt
presex,t&tti*n"

It i* srrbxtantiat t* c$ffipare the e*rnings qu*lity betr+ea net iac.srae *$d t*tal ear:rprehe*-

sio€ irreqrrue i* onler tr rtreterminr wftir:h *f th* tr** is bstter tqr use ftlr Ear$$,{!tt}i prlbrat
a$cr Bsrislrsilreut {Btack. l99l}. furthertrrore. evisl*ncs arr eurr**tl3 rxquired t* elalaats:

the impternentaii*n of PSAK H*. 1 {3(l*$i. B*sec} oa is&}rm*tir:* ihat I I r:f ehe 1& ctrrnpa-

flies rrith the largest nmrket capit*Ii:nrtics in tlre Indtrncsia St$ek Ex*haagx har;r burin*as in
manufactlring ind*stry ssetr:r {qra,rrr-kemerperin-go-i{t}" tfui:+ resareh faclt*tes *rn ths' fiurxr$-

Iac?uricg iudu*tryt by texting rvhether ths net itre.ome ard tsta! c'o*rpreheudte ist:llme haric

rtriilerences in exrningp qu*lity and ltrlac relat'a$se-
Thiri re:re1reh used 3S4 manula$uring {irrn-year *bxert'sti*n{ [o t€lit the Fen*i*lence,

vxriabititp aad Srredietiv* abilitg' Erf NI and TCI" and 3?7 rna*ul-acturing lirurSEar slbssr'
vaiisns were userl l* test the l.alue r*kvanee uf b*rh- Ohxen'atien* !tssre cantlurte* fu:m
I$0S to 3014. 3 ytar* pri*r t{} the Fres*rttati*x nf c*rnprehensive ic}c*rma aud,* years af,fer-

Thi* rescarch talitlatex that Xr{I is rnure persistcnt, less *ariahle, and m&re eapable in prc-
dicting ep,eratiug eas& f1tr*, tkan TCI. rrith sliglrt differ*ncs- *n fhe clher hac]d" trntrike 1{I.
TCI m;ry etptrain rf,turn, }e{ the lprxtiqra *f *{[ d*ex oer{ influetrce thc vnl{tt releva*ce u{
tlre TflI.
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: LITERATLT*^E REYIE1Y

1,[ C*rrtrrre]wmrrsinr*rrls

Aceuunting ieferrruaticu lierses a pilrp:ie af pr<rriding inf*rrnali*n fnr invtsturs ahput the
*-.umpanyt perlbrrnamce tff rsra|ie bugiffisx de*isi*u *nd 1s evid$ate rn:rrraggn;" ptr{brr*xme-
*esigniag aurtr impiemr*ting xell-*ambixed c$n$Ept *n*l standard, the role ul' iar:eou*iing
in&rsnatiun Ilrr the irv*;teir:1, and ev"aluating l.he mar*ager:;'p*rform*n** are th* furldam*ntal
i*s,urs aif *r-ruur:ling the*rp

Scr:tt {}Sl5} explains that in id+al cc*riithn-, there isn't any fun:larrtenta} isxues &f s{:rqxrnt-
ing thtt:ry The *pplie*ti*n of currenl l'alue kxisd ireLroBtrting io fi*ar*sia! re.pnrting i:l *rurnrl
bext c*rnrlidru. Alrh*ugh thr use ol *urctst acrouniing i$ I?nar$:iitl reporting l* mnre real-

istiq the fund*men*d issusr tlf ace:*unting ihe*ry s:rrtr as menti*Ged abr*e will *iill per*ixt,

Currerlt r,elue re{lxis m$re flhout (he l"altlc in thc rxcan tirne ** th*t iE llri}tr be mrrre prefrr-
ahte by the irs*est*rx. Yet- it ciur be less preferable hetause the invest*r:; ar* a{{ltstontsd t$
historical c*$. Moresler- current aeuounting incluclss unre*lizd gain *rr lorisr* $f assdtx iend

dehts chnnge$ trt san i*ereas* ineo,me r.*lal.ility aad ctt:stfr n*[ r*[Ie* th* actu*l perfornlenrt
of rx*nagers, and it *hr:ul*{ treit be u$xl trr asscss sf}Ersting Fr{i}rnrance o[ mauagcm beuause

unr*ali:ed grdn rr lcss*:l ix ntrt thr result sf *p*r:r.ting perfar'i*raree
Cr"lrrent valur trf *$!ists a$d dahts is rnsrc.Ftrtenlial *wl* hi$trlrkal cosi is elra*"ing iut. .ol-

i.*rs'aitenli*n beeau$€ current urlue pn*'ides ihe fi*est avaitable intli:aticn nB ,-'$mpar-*i

per!'nrraance artd futxre im, stmcst retur&. t{s*.*t'*r" rr}ariagers nriglrr think that unreahzed
gains antl l,o**es flrr:rn th* *djustmert $t- srxrts'*ad drbtr" regirtcrs*l *alus i$ the qurrer:t t'alue
daes n*t re{lcel ih*ir actua} perfor.urxne.e Ac.countirrg *tandanl$ bc}anl inun*diately mcdiates
ctrl{lict cf, ilrttrest betpeen lneirsgef* aEeI inv,sst&rs by trying t* {llak€ si:rn*lardx th*t can

attornmodate the inlerest of borh sider
Ccrnp*reheruiile ia*arns statr"rfieili c*l€rs all r:hanges in eq*it3 sf the *h*rt&*ltier:; €xl:eFt

transautions with thc shareholders as in stock purchase or repurchase aruI dividend distribu-
deu {C*sabaaa. 3Sl4}. OhlsoniI9t5} states thr*;*X chang* in assetldebt that aren*1relats{l
irt clid{nend have {r: Sr} {k4}ug& i*sr:rne sla{sru€nt- **. comgnehensire income is the incernrt
ihat cr:*.er.,s all *haxges crf *s*etldebt thal *rs rrnt rel*ted ttr the tra*sar.1i*ns with the *rvner
{ch*ngex fr*m dirty surplu* tu ei*an riurplus!.

F$iq.K Ntl I *f 3tlt]9 d*mandc +ll c*r*pani*s tt: prercnt slrrdngx in r-.arnprehe*rite irlcorrle
sLaterrient tllar elaborafes such *,r*p,rr,"rrt into gruss profit" oprraring insomr- Lurrent earn-
ing *f the year whi*h is net inc*rn:e kfur* *thar comprefoensfue ineoree. cther earnprehensive
iwffrle. *rd **rnprehensivc inrnnie The fundanre*trd changB ef FSAK Ho- 1 of f*8- *lTer:-

tive f*rsr ?S[tr. eompnred ta the prel'i*us PSAK is the scparation aF unre*iized g*iat alnd

l<rsse* i{tt$ the *att*gnry nf oiher utrmprelmx*ive inr*nre- $ther t".*rmprahcnsile iue*me r".*n-

teins: unre*lixertr geins *xtl }*sses uf ar,ailahl -ftlr'sab linandal a:isets {FSAK 55}, ret'a}sntiot?

sirrphii of tirngitrle anri intangiHe ax*ets {P$AK !S au*l 19}, gEinx nnd lt:x:ex of tls{ined hen-

e6t Flan aetusry gains ard lusses of fioreig'n *arha*ge rate ehanges fr#m trl'ersras bucisies.s

$fleration (PSAK ltll. aruI gains *rnl l***es nf hetlgiag iaxtrumerll {f$AK 55}-

The first step *f [hr e*:rnprefttnsi+e inc*rne eotrwpt impl*rnentali*n was *xecu*ed thr*ugh
$FAS t{n. I 3ft, issued by FASB in t**7- SFA.S ltl*. I -Ttl ie a request lrqrm AtrM&. {Ax**ri*ti*n
f:*r lffirctffirnt and Rer*eareh| thal rec*nmr*nds *eyeral eLanges in {inanciarl rcp*rliag rnod*L
Thal xtaxdant <iernands cermp*airs t€ rept:rt c**rpreheasive inc$nlfl *ltlng irirft its e*rrrpa-
nenl:l in x st*l€rue&t r+:iih similar r.miaeuee to basie financial slat*m€Et ttiirxg ancl Ff*pbirlr,
t9SSl. Initially- enrnpr*h*n*he inrpr.ne iltateilre&t f*r a rrpcrti:lg F{tiqd c$}?lt nst inc*r*e,
as rcp*rted ia incarne $tai€$lent, adr*ed or $ubtrarted r.rittr i&rns ol" ath*r *:mpre.hen*ire
inr:,$ruc uareprrtet{ in incan:e:ilatem€rit. Ic Juse 381 1- FKSB issue{g Ass*unting $tandar
Upiate {ASU} N*:- 3*11-45 that regrlares the nranner r:f pr*x:rtati*n sf *stiti*s io rcp$rt
carnprell*n:i'i*'e inc*rne in liuiureful Etatcmeiri" Previ*us FASS slir€etile through Aeatltlni-
ing Standar Cndi{icati*n {ASCI 33*-45*8 xl}r:r*ec! three *ptions in xp*r[ing ei:mprehen-
*irs inc$Ee as f*llur+x {C*sab*na. 2*X4}: I } the t*t*r} *f r:orngrrehmsive inc*rue of * greri*d,
as well as *ther e*ulpreh*n*ive iacsmq *"xn be rrprrted uuder Eet inet:rne t*:tal irr a siagle
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c*mbined $tstern€nx *{ incarns and c*rmpreltencir'* irc*nrr- li ia separatesi cr:nrprchenrlve
i*rorue slatera*nt txginning with net iur::me* aad 1I in quit3' siat€mflnt *f the shareh&hl-
ers. La{er on. ASL} 2*t tr*S-5 rernaved the thinl npti*n" :rq: thcse tu,c *ptitrr* remairx a xixgl*
s*ntinu*u.s st{ter1}snt i}f c{}mprehen$'ire i$eoil}s au<I t.!#*r ssparatc hffl tatlsstutiv€ tst lt€sli€rlt.
E3 a single esntiuu$ur slatemer*t trf r:clmpr{hensive inc*me. entitiex hwc 1* inr'lutle tlre
&:$iltFrment trf, net inrlern€" t*ral erf rrt irr**rmq ssrupsnent *l +ther tarnpre.hersit'* i*rurxe,
tuutr nf *ther c*rnprefuen*ir,'r incnnre" ar*d t+tal *f e*rurprchenrir,e iatume. lYhereat by t*'er
sep;traied-but-q*nspcnti?e-str*tsmert" enlities hale to re.p*rt the €$mp$$snts *f rtct iat cnre
lnd t<ruul of net inc*me in net income slnteme&t {rvhieh i* im:orne staleraeni}. rhat has t* be

fsllurted *p with statsm*nt uf, cther ceirnprc,hensite i*corns cc,rering esxnFsnrn{s af other
cr:rnprehenxive inrrrrne sntl tctal af *rther enrnprehencive inc&rn€, an*l tr:td of ctrrnprehensive
inrour*- PSAI{ Nr:" I of ?009 a}s$ pruvides 3 *ptiarr* af carnprehensive ilsa}me stalenrcnt as

in ASIJ 3f]] 1-{5, **rir:h are sing:Ie aod sepa.ratxf.

2.2 [$due rele,rsrrt:tal errrirg,t

Earaings ligure ix the rnain {irncer& in a finarllci*l $latesrc$t, By l*+kiag al earnilrg= fig-
ure, the {irun*Ld iitatrirrent inf$rmaticln re*eiver*€tn vier-r ae*rnpany's {}rerall pertrbrma**t,
Earnings are lhe function of a companS's l-manrial perfcrrmance. ilnd such fuuction demon-
strates ths ar.cug*ting $],$ttrm that com.erts unob*ere'abk {iaand*l perfcrurarte* ista ab:ierv-
able earnings ligure {Dechow et al. 20101. Thsrefore- earnings figure; canuol completely
desrribs a campanyb Iinancial perlbi.marce, Why can't accouuting nreastri*g tiyst€m L?l*-
pletely $reasur€ the aetusi perbrr*a*e. of, a e*:rrpany? *ech*rr st *1. {:010} pr€sent thrffE
rsnlillnls. First is r.'arious rnsel*ls qf drefuisn. An ac{.*untins *}s.tenr thal d*fi1'ers *iag*e earn-
ingr figure xtirtarr!f,rlt sans{}t proEfuIe re}e*i}r!{ Iinarlcial per{brr,uaurce reprenfl$aa$*n for *ll
kint}s sf dscixiun*" Thr dssiti*n ruaker buirrd ereatcs trade-,*ff t:u a*ticipate the users'uee*Is-
antl evemtually there isn't any single deci$on rnale*rc that atquires the imge erl- perfarmaerre
of tfue {:o$rparl1r rhat is perfee*fu rcXtl'ani fur desuioa rnakialg. S*cocd is thc variati&n in
finaacistr perf*rrn&*ae rneasrrrarue,nt, There is xc :;iagle stand:rrel th*l rvilt nreiiture flnanr;iid
performance perfe.ctly fr-rr all kinds of companl: As an examplu. the rneans of COGS {cost of
g*:ad s*ldl nua*urrnxutrleFe*ds nn *vhen & eomFarny recr:gnize in relrn*e. Differeut *xe-
p*nics ga withdi{Iersni basi* r{ recogniti*n. Third is irap}erneat*tinn- A* aee*urltir:gsy$terrr
[hst m@*urcs ur.rtbser*,abls lirlansial perlirrmarue e$rr$lrrrct inhex*rly irttuh'es estimati*$
;rnrl juelgt*ent. trt rau! csuc* *ither uxiatention*! $r iat*Eliaral nristake {r"x*npie: earniags
rutnagErn€nt)"

H*w faithfrul earriugs explaiu artu*l fiuancitl perli:rma**e ix in f,a*t approa*&erl wirh the
e*mings qu*lity:. Earnings qlralily is;l cnnrept that has na grneral definiti*n in {he literat*re.
Schippr and Yineent {3fit}3} tle{in* *araingx q*elit3'{r*:r* the decicio.n r:sef,Hl$ers pcrsFse-

th.e thal is ir$w t-xithful un inu.oms explains Flicksiac inesme- inckuling asr',ets'*et changr*
ather thnn tr*,mastio&c *ith the *lwiles. Ayres { 19S4} state* thn:! rarrings quality is relxted
t+ psrmarert rarnings" r*"hicb i* hig& quaiity *f earning:i that portr*3s sust*inabte **raings
fcr s long Fsrii$l trf tir**- Beltr*rvae'y et aI- {Jflff,{} defirre} earningx q*ality as rhc ebilitl' o{
the reprrted i*carrne tr: explaie rr tirmparyk acluirl earning. jus{ like the ability +f reporred
ine$rne tn preriict future exrnirgx. E*l"ning:i quality als* rxplains xtability. per*istenca ancl
lffrry r.ariability *f the rep*rted iftfi$ne.

A ldgh q*rlity *f earnings Jigrrre rnay deliver tfue desrripiir*t oi'eurreut tlpsr;rting F€r-
fura$rnc*. a gr*d ir+ii*at*r of {'ulure *perating perli:rrxarl*.re" an:d atcurate reprercntation
*f a c<rmpary's inrriasir: value. H**'*vcr. ilc:I ail earair:gu iigurc* are crealed equal r{ue 1o tht
drprndeney crf camimg* crl the c**rp+*ition* ri the earnings itxtrf. the st$ge rf tha tirrn'c life
rycle. the lime prirrd, *tnqt t[:e inclu*try. {Ser.hc*u ancl Shrrurrd, :004}"

Measuring mrnings quality is significant hesausil earniugs arr nannally *sed i* *rrangf,
ff:mpeus*iisn nrriebi agrerrrarrt- A co*tract decisi*rr baiisd *n lcv.* quaiity earuixg will re**lt
in an un*spected liffilf&re trausfhr. For erarxpla an $!"erslalad i$c$nls lhat i:i u:rc{l *x an indi-
c&tor t:f lnanager perfurrnarxe $ill crffile an oltr*l,atcd **rnpen*a{i*s as t*e11, Frsm ttre
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perspective sf ialectmert. law,earniugs quality is urrwi$Ilcd keau*e it is a sigrlal of pc*r
rssr:urcs allsrati*r:. rrhich ir ireflicie:r{ be+uuse it dist*rt* p*rtrntial praj*ctr to le*s pnrfitable
px$ecte

C*rnell alrd Landsman {3fl*3} expres$ that the di*ag*er*ert sn earni*gs quality is
ba*ed un more fuu*tar'nenial is*ue- Tbe kef issue that becam€r asrrncfrfl for thr r*gulartorc
*nd stanrlsrds bqrarcl ix nn e{fieient capital a-ltacarion in a praper r'*pit*l nrsrket functi*n-
The preeonditi*s f*r *ilicieut idi*catiqrn is that market l'alue ex.Srlaias er-srnsmic l-alue
as hig ilr p*r*sible. Ttr*y rnake tr+'$ ergrline*is as falk:rn"s: l ! a<lt c**ea * kind +f ear*i*gs
rleasilrqment, iatfuding GAAR satixfyingly wpresents fi naaci*l statr*rrilt infurmation
lirr lhe FurF{}s* *f predi*tiun, }} therr ix ao n:eaningful eriteri* ts} deisrrsi*e *ihelher an
earnings fllsa$urtrs h*tter than the other {:$rsp$nents, even fnr c*rtain s*mparien lhan by
experien*e in pre*Iicting* a$d then determinirg tfu*t hist*rical tir*e *eries is mcre aecirrat€
for predicting.

?-3 Ilrrurqplere r*r,sln s*ra llxoi&*crs

In the efficienl market hyporfueria the l?,:rm *f pru-sen{atiaxL eiih*r *irxrpk &r de*riled" rdll
rr*t influencr the jud$&lexlt rf infermati,Bn usflrs ktaux in ** ef{icieat market" the usErc $f
ixfirrmatinn ran Frfffissc atrtr kind* *f, in*rrraarion quir*ly and pr*perly. Horrerer, the iafirr-
maticu receiver rnight react tli{terent$ torpard cii$ferent &ind tlf iaf*nrratian prese$ta*se
form. The theory that explains sr.u'h p:ssibility is lnrornpbte Reretation Hy-pothesis {Sloam-
tleld" lfi&?lcr IRH- lEH pr**Jietsthat iarcst$rsu*,&rb$tantial res$urce to fuientify misprioed
*{*ck *n the ha*is of publi* data, a&$re fiu}nager tri# t& iacre**r *tutk pritr by biding bad
a*+'* iu the f$$tnot€:s. aurl where ik regulators, warlt t$ prel'$nt sur& EfforL berarse thf
ir:f*naatien tfuat is {Xi{ficult t$ be *xtr*ded ii.-trnr lke l}xsreeial i.tatsnrem will not be reflc'*ted
in th* et*:*k priee"

lEH clistfu:gui*hcii {rata frofft st*tisti$s. Data is rr*lteiz lefi.t $r number* *r t*e *nes sssed

in the **mputer file" Wherea$ ststistic$ ic urefui fucts tlrat ars ealr*ictc{3 {i*m thal dat*, for
exarrnple is prolit figures or finansial ratio- So if nhe data is extracled into meaningful infor-
mati+n* thcn it kglr:es st{tiritirx. Markct ptra3.rm hmre rrari**:* t*}eranre torcards lhe risk and
fr$nts related ts lh*{ ri*k. Statistics &*r iffire&sr trading rie*ire if the sellers cErllst it rnore Emd

itr th$s* rrh* eolle* It h*ve big risk lerlergme Statistics with expensite ertractipn crysi frrm
availahle FliftIit i*{brmati*n qu the {x}ntrirry will ciecre*se lradiag dssire, *n* such statixtir:s

'*'iXI n$* e*ragrlet*ly reflect*d in dre st$nk priee- So. EMH pretJieh that stqck m*rket prfu"e

co*rpletely dexribc* all *$ailitble ubtria infcrmatisn" but IRH is othrrrrise. IEII predic** that
*te6k rrlarkt,prire enres n*t {:omFletsly d*l*ribe all n'ailable public in{irrr:.ratic}r-

I&.1I fu al** x,upparted by psyehcl*gi*d rerean;hw that prsye that an inforr**iron *ill n*t
bs ursettr if it is uailr.aiiahle and net prr:t=*rxd imrne+liat*ly. Therelbre" Hirrt ard Hephins
{I$SS} rrggest that the judgrnent of arurlSist vduati,on *ilt be influ,enecd witir the c}arity cf
relev.ant infurrnatio* vidue dfuLl$urrre" 8y applyng *perim*xt neth$d. tbey lind that an
explicit disrlnsurr of income slalumsut in c<rmprehrnsilw iacor:re irrd it* iterxs ea& ir:rprr*e
the trun*parenqr nf man*gerrlefit a{tirily and company pr*fit, aad dimixish tht jxlgrn*nt
o[ analyst viduation.

3 HYTT*THSEs

As Kebir:lnd Lasr.ritd {:fiI I} orxx perfnrrned. rhis ress*mfu al** obs.sfired 6lryp*theses.

3-l &r:sritexr* *xrf rul-lk$ifi*-r,*.f .\'Jr*nd flff
FSJLI{ Ntr. 1 *rf 3fr0$ *.iernands xltr crrnpitrniex tc Fresnt tarningx in esrnprehensire ist*rrte
rtaterre$t that $kb#rates it intn gr*ss prr:Iit. nperati$g inc.*rn*. etrffent earniag af {he ye*r
r*.hish is xet ins*rms befi*re tftt, *CI. tnd TCL OCI *ompriscs ulrrsaliztrl gains;xrd lar*es
l=rom sever:ll itrme arising fc$m the fair r'alrre r.hanp sf asxet or triability.
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Th* snrea.lired g*in lrr l*rsms f$lrr! the l'almc *h*nges qrf a:iut*i *nd debts ca* inueaxe
irlctrlne volatility {Sc*tt* 3GI}} berau*e il is tr*n*itary ar:d des nnt dercribe uorr *arning

{Chamberx" et *i-. ?frS?}, '*.hiuh is ine*fte e*rned frox* ihe etrrr activity af the {;nmydli}-
lncurne lulatility iri8 eixaplirate tbe inlestqrrs trl rneke retur* eslimation iu aE*elsing invest-

rnent. Unrealired gain or l$$ses alsa tI*es nnt reltrfft the ilet$al prf*rm*nee rrf maxagerx"

axd it shnuid ntrt bs used tn assess n;rcrati*g perfirr-r*anre of :rtalrsgrrs kr:au*e muealized
g*in or ltri* is nct the result *f *per*{ing pr{erm**ee. U&rea}ixsrt gain or lo** is in{lu*need
by nrarket f*et$rs irhdl cannsl k c*rntrnlle{l by raenagers *rd usu.ally ie a result of u*prcdiet-
*hle ritndom prlll€ss {Ch*mbera et id., 1$*7}" Thua Htr rnay be rncne per*istent compared
with TCl. and TCI is r*srre tariahls than NI.

!1i: Htr is more persisteut thas TCI"
F{2: The crnsc-$6sli$nal r.*.risrirn *f TCI is m*:rt lhan that ttf Nn.

-3..3 Prerfld'iis* nr5#r1r' rd--lfflrrrd ?fJ
{ilsh {1aw *f rhe r:pcratiag activitirs i* the cash furtr *til,imd arirt cleriving fnxn tlle pri-
raary activiiies af xhr csmpary. Ufirealicsd gair:s anell**xs fr*:rn ru:rprimary aetivilies ar*
rrpmrl*rl an CICI which is & r$mp$rl*$t of TCI- Th*rafare- a qce*1ian is raised eonorrnir:g
rvhich tlf !i{I trr TCtr t&at is mrrre caB*hle in prditting fut*** eash {ior+s.

Two arg:naen(!. *srs then dewl*ped. Tlr* foltor+errof :rlt-inclusive {*lean xurplu.*} klielle
th;rt TCI csntains all *hangmi *f economie rralue r*ulting from f!-e4, $smprrny *ctisiry
exet*ding tnmsactioxs **ith the ffi#nffi Tbersf**. invector and rreditor will extr*q*tieely
rcrnprehend tfus firtur* pructlert af the firru xnrl *'ill be mpabtre t* prerlict future earnings
and cash il*:ws ia a batter manner {Ka*agarrt*aar- }00S}- F"nrln *n*ther prri*t of vku', rh*ss
*.h* pnrrn*rle {;urretat {}Frnli4& ilw}ffi€ {r*fi.{y xrirptru*}considsr thst n€t irlr:$ffie xhall *lefine
the str*ngrh of pernanent earningE *rf a rxrmpray gain*rI fr*m the pri**r,y *nr! repratetl
r{}E}p*uy ectivity that is il}e&silr*rt *bjeeir"'eiy u*ing hi*tcrical cast ba*d on realiz*tion prin-
eipt* The *haags nf e*mptrrty val*e multing fa:m traaxil*rry e*tivi{y }nfly impair its predic-
tir.e capabilitJ:

Kanergaretnam &ffi} fiadt that tcrfil e*mprehensite incnmc correlates fiI$rt t# pri*e an<I

xtmr:k returr: and gneiiict* future L'ash flfirx better thas xrt in*rire. Cantrarill', Barfb et al.

{}0Sl} and Sec.h**' arxi S*"*rand {:fi0*} c*nfirrr that Hl prertietr f*ture ra*h f}r:,*'s and }'i}
bctter ih*n aurxuale varrc*l fnrst th* tranxit*rytkange of vlltrue withirr TCI.

H3: Predistive ability *f NI ro predict cne-y*ar-*head fFO i: better thax TCl.
H;[: Pr*ctietitr€ {bility rlf HI tc} }r***t nr:e-j'sst-ahrad Nl is better than TCI.

3.3 l'ulee rele.-onre o{ NI s*d TCI

Valse rclctgct&1q is rhe ability of financial stst€r*eilt in{irrmatisn t$ cap{$re or summari.ze
inforne*tion that in{luenl:ss the car*p*ny value {Collins et al." l*9T; Frantis aael Schipper-
t9*91 sr *tock price {}iell,itffrru* ?fi65}" High ear*ings qu*lity prnvitles inft:rffiatil:n *botll
the *..anrpany's linaueial perf*rr:r*ue* that is r*lcvafll tc) m&ks *peeifit: derisinn. Isrsr:n:e

ic rslated to **pital rnarkei perfcrr.nxnce. Au uaming* is higtl in qualiry if ths Eorrelati$n
bet*.eerr ins$ine and rtot.k prie* *r r:rarkel r€tura is xtroag. Sy *, the mealiuretn*nt sf
earnings villue retrela*ue is perforrned by testing lhe torretadsn betue*n carxing* an*l
stock price.

Lip {1986} {ind* th*r Etsck return riarialion af indu*trial and cornr:rsr*ial xrmpanisr ar*
better explained by ear*ir:gs sr?rrponsat than aggreg;rt* earaingu He {intl lhat elrry crxtr-

F$uent pre*'ides infr:rm;rtirn that uomplet€s aggrega{e earni*gs i&{brrrrati$n" snd i{ rhc

inlbrrnstisn &f earnings e*mp{}nsut i* mergecl iata aggrrg*te carningr iigura then th*t infor-
matirl$ will rlisappear tsi{f,ereat fnrm Lipe { 19g6}. .lxggi *lril Zhas t3ffil} specifieal}y urmluct
a rrseareh orl l&e impact *f ths ehangr of SFAS t] inia SEAS I 15 cf l*93 th*t r**las:${iet
tfue frrsserrttrtiolr of, i*]-ettrflqrti sec*rjlia5 t:n baohiug ei:rparati*n" Se*urities recta"stificatisu
i* unrpecterl t* sleereaxg E&arlflgp.nr&1 tliscrsti$* in clas*if3ing laiearities a*d reduee tht gap

I {tr
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*f sareidired gxiru and laxses brtrteen *:*rapani*a aud furthrr rvii! i$crta*s the sx:Htexl $f
ssre*lizetl loss and prr{it infurrration. Th* rsult *f th*ir research verilies rh*t the irlf*rrfla'
iir:n of earaiag* cwnprnent is nt*rc retrel'ant fcrr invertmexl d*cisi$a after the imphrn*nta-
ti*n erf SFA.S I15.

The i*f,nrmati*lr colrtent fif ifiearrce anrl its c.cmp*re*ls r*n be rxea*i*resl frsrn its st:r-
relati*ru wirh xs*&. returp. Inrestars ndll reaet t* an ielornration if tha{ i*furryritti*n is rxl-
event fifir them tn makc r{scixi*n alr'd it prill bs re{lsctcd in the :it${k price rr *{nck reh.rrn-

Frior X* tb* implern*ntati*n af F$AK Nt:" 1 tlf 3{t*}* rnmpaniel preseat ixctrme slate-
fl*ent consicting *f three c*nrpr:ne$ts; gr*rsr prclit, aperatin-e inc*rme, and *et i:rrnme"
After the irnplernentati**, c*rnp*nies are {iemlade{tr l+ present prafit in c*mpreh*n*ile
i*corne cttrterxeat that elabsrates it i$t* gro*s prnfit. *prating itlcome" curreal earning
sf the year n'hkh k rlet inc$fil* befinrc *lherc*rrnprehenri*'e inea*e**rtfuer c*mpr*her*il"*
incorrne. and c*raprehersiv* incorffi- With eaurprehensive ineirma tlr*t has m$re inc$rnt
csmp$nrnt$ ccrrnpiired i* the preiri*us irrr{}mr *lstdm€ilt. a qt**ti+n arises abcut which
incr:rne is pre{rrrrr} hy inn-est*rs in maki*g t{ecisisn- In pra,cti*e. irl fusdam*nrel an*fu-
siq net incume still bee,tr$res the t{rp priorily i* rnaLi*g de{:i*ipn cu inverlxrsn{. Furihsr"
lransitory L'*{ap**ent:i ar *r}rnF{r$ents thst Ers rtct the t*rr* cperating aetivity trf the
crlrup&ny, bse*nre th* fr,li*wing eeiuxitlrati*n. Eidtrte and fh*i {3{tf6} s..or:{irm thst DEt

inq$rfle itrrat t-"nr{brms with $FAS l-1* dcminxte$ traditfurnal net i:rc*rne, Sl: d* Kabir a*r}
L*s*.ad {201t } that Frrlw that Eet incErrne dan expl:rin slock rsturn beltar than {:sntpre-
hensire incorne.

Frorn the point of vi*w of investor. inconre is the amount uI profit for the purpost of
iEn.cc{$rent ruluari*n. Intes{*rs *s$es* inttstmenl b{sed *n the *ppr:rtunify co*t-. tlfii*h i*
rfiarkfl rate *f ret*ru {Sur,rtrclj*ae" }tS5}. Thug from the i*se*tor*'point *f yieu., itt$lrrre ;g

th* interaal ra{E of rqturn cf futur* easbflcw that ean he earnerl if th*r*u iuvestom int#l their
*$s{t* sr}lrrewhrre slx* {*pportutrity **ut}* meaning if, inte*t*m iffiiq*l their assdts scme&htre
*lse, then {h$ ineame bet:enre$ opporrunity qsst far ther:a" Inrs]nre fnrrn th* pcirt of *is*'nf'
inve*tur is thq Ef{}nomic i*eome (real income}. a,hieh i* iru*rre is the f,prr* *I the irr,srase *f
ecanomic pxrspxrity.

Nel iucornr rnay be rnore rclevant to investors bec'ause it is ;:ersistent. less tarisd, and more
*fole is prediet retrrf,B. ihcn rle{ inrcrne may be msre relet€*t. Hrlr*trer, totai ccmpreh*nsire
ineoure rna3r be runrs releva*{ thas net im:$rne beeause haserl on IRH iafCI$$stirrn wiltr br
ussrl if it ic *v*il*btre *nd prcce*e.d inemediatety.

H5: The r.alus qelrvance t:f NI dillkrs fronr TCI-

T,hr fnsd*menta! rh*nge *f PSAK. Ho. I *f ?O&- ecraptred tc preui*us PS.&K !ie* in iht
pm:ent*.ti*n sf unr**liied gains and lo.rx* r-wtp*nentsinto *tlrer rr*nprehtnsive int"sme
{ategrlfy prel,i*us}y p:e*:entcrtr in thc ehange* oI aluity. The k*$ri*n pf &CI is *$denrly
r*pable [c irapr*ve thu transpareilry rf e*rairtg:i ma$*grme$t aqtil,itier ltnd reduce t&r asir-
lysr'r vaiuatiax judgunr*u{ {Ffirst arx} }&:pkina l9**} ar well a$ inl"lueuce ths u,*E $f r,*lerility
t$ asire$:i t'rlrr.l'p{rny perfurrnmee {Id,*ines & il{cDaniel. 3{tfl($- Alth*ug& al! infr*rm*tioa iu
an eStrieiffit r*pital rnarket can be gnc,cessrd iry the iufhrmati*n u$rrs. ghe ilscrs clf {iaarnia}
r.tare&lent prefer te utilice the:irt.f*rrllati$rl rx'hen s*ch infurmation * elear and pre*enral with
*impte *irth$d {J*hsmr, *t at" 1$&*.}. It ir tfue louadatian tr: pdici that the lry-:lri*m ot- *Cl
prescntatian irt c*rxpr*henrive inctlme stalement ir rnn* hsnefisial than the presentaiion in
rhanges of equity statern€nt-

H6: The lelue rel€ye&i,re of TCI di{feru dexren*ting *u its reprting l*eati*n.

4 METHSI}fiLOGY

.{.1 &rrrn **rJsrnrple

The acc*xnting data f$r rhir researl* l*a* lahen f!*rm cnnrplete financial Etclf;mrni rstrist'sd
fl*rrl rrwt+'.idx.e*,id and the market rlata rryas taken fr*rn daily *i*ck prir.e au;uired fram
Ind*necia $trx;k Exchargsc*rner. The pop*lation llf rhic ressarch is therxrmpanies listed ip

i rll{t

2 dari2 30/0612019 20.22



Business Innovation and Development in Emerging Economies - Pa... h@s://print.vitalsorrce.com/print/9780429-781834?brand=Booksh...
PRINTED BY sudarwdthffiiba@gdaiT.com. Printing is for periondl, private use only. No part of this book may be

reproduced or transmitted without publisher's prior permission. Violators will be prosecuted.

lndorresia St*ck Exch*nge t Bsr*a Efek trndc*csitlBEl), arun the *ampl* cf this r*te*rch is the
manufucturing c'emp*airs lisled in EEI fnffi 20&8 to ?S14. The sample cr:llec{i6n reehniqut
appli*d was purp:sir* sampli*g nretbnd vrift rlrr criteria that finaneial rtstefflent an*l rn*rk*t
priffi d&ta were aequired from ?{H}? to l*15.

4.3 &'*rlrrllJrr ond nprmrirrrxl *trefirirlan */ urric&les

Tke variables irr this rssearr":b are:

4-3.1 firpmrJerrr#ri{xblr
The deFeadert vflriable* fur this reseanc,h are cne-1'xar*aheartr net irrct>rr!* {Htr,rl $rlfr-ysir-
ahead t*tel er:mprehe*sive incame {TC[..r]. nne-ye-*r-ahr*d ca*fo &ss frrrni opemti*t
ifF&..,1, stoch rctur$ {R,}, ad *tmk pri*x {f',1. tUe val*e rekven*e of *n:iugi in this
refieaneh *as mea*ure<t wirh sta{k retur$. r*.hieh is the equity ret&{a af eompany t in 1'st
I, that :8'** {sl*utrlrteel fr*nr the gap of sltx* priee cf year t :*nd t*l addsl *ith dividrr* per
share rf year t. sc*lsd with st*ck priee *f yr*r t*l- Siae* tl-r*s*rmgoui*s that *liviricd the rfivi-
d*ari ix o*ly flw froru the entire rsamptrq then tfur numkrs of iliuids*d is igrrcred.

4.t.3 f*reJep*r*nf $rrln&le
Tlre indepndent *ariable fnr Lhi* rewarch is, net iuer:m* of the {:unerrt year, that is *et
income kfore other cornprehensive income (NI). total comprehensive incorne {TCIL book
value {SY}. anri the prtsrtrrti$$ rlf *CI troeati*a {Seriod}, wbich ie the pri* beftne rh*
impknrentation of stutement of comprehensirr inrumc &here OCI is lrx'ated in the sta{e-
ment of c.kange* in aquity aud the pr*cd after t*re irrpleru*nl*tit*n uf **mpreh*nshe ine*me
reporting wtrers OCI is incorprr+lesl n'ithin the iucorne statemenl.

4.1 frlodels

The fir*t an*l sec lnd n:*del t6 t€** dre psrsi$t*ri{:e *f HI an*l TCtr irl tke {"*rst }ryp*tlresis pro-
posed in rhis research are as lirllorvx {De*'how and Schrand" 2004}:

lY{,,*, = f,4 + pdIJ,, + r;,

Fefu{ tr rr,r +,r#'{:4, +fio

Hr:,tet:
ild, = pg1 ,in**m* cf r.*rnpany i in year I are *el*ii by the w*ig$terl ilrierag€ nurnbsr {rf

chare*
3f?,n = 1sta1 c*mprehensiv* ine.nme *f ccrnpny i ia year t are *tatr*d b3' tha rreig*rtal arcr-

age nurnber ol sharer

Frorn [bn*e trrya msdels- the crxffrcient (p] of liil cr TCtr vari*ble is ohserysd to liud
which i* *igrifii**nt. If *pparer:tl3r bor& are sigaific*nt. tte bi-ggest r*!ue *f adjustel R:q*ars
bctx.e*$ rh*s* mrldds will be used to determine whethfr hyptthesis I is xupp*rted.

The tariabiliry *f brll aruI Tfl*rre c$r&Farcd Eith the basis of standanl de*,iaei*rn^ lligfrer
s tandard deviation reflect s higher va riabilit,l.:.

Frrdi$tire ahilily *f t'{I *nd TCI *:n the third hl,pothesis pr*p**ed in this rttsa!-eh $lhr
te*ted using thild rneslsl and fuurth nrstrel *re as fulla*'s {Dmha*'*rtd Sshand- 3$**}:

r l!
{3}

C$"tl*,, =4+/*V1,.+e;
##r*, = q, +ffflu, +4,

H*te3;
Cfr0;*, = ofle-ygsr-shfdd w:h {ltw from rprating *ctiviti*s arr s:alod hy **'er*gr unreber

$f *harcs.

{3i

{4}
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Fr*rm thr:xr tr*"* c:sldelg th e+reflluieftt {$i *f Hl *rTCI x"as th+n observed r+: fin<I:*'hit*r ix

dguilicar,rt" lf apparuntly hoth are sigrificant, rhe highrsl t'*lue tlf adu*trd Rquare betrs*ee
tbmis modsls will tre uxed lo d*lernrifie whether hypthesir I ir *uppr*al.

fiie predi*tive ability *f NI anstr TCI war als$ tesud by ctrlnpring whieh of NI er T{I
i:* e*pahle to predirt HI in ibe f*lIe*ting 3'*rr. The tesr applied r*txlel 5 helu*'tDechtrw ar#
Sehrand' 3fft41: 

,$r,.,,, =r{, +$r.,.n +r,. {5}

lf the ei:ellicient ffi rrI Ht i:r mrrdel I is hiEher than ihe e$eflicient {$; tf TCI in m*del 5"

fu,pthesix "l ir* **pp*rtetl.
The v:rlus relcvsrrce of NI and TCI ri,a* tesled using uroclel 6 ur 11, Model 6 ro I were

applied t6 te$t the fiflh hypothe*is prupored in thic resarch. The twt of value relevance rvas

carried out using relurn rnstrel tDeehow- 1994 anil E"aston. l*941 and price model {Dh*liwal.
19991 us follow;:

J{,. ,* r.{, + ll.\ 1.. tt. . i t.,

It. =rt,t/ll{t /}, -i,,'

!t. rr,, + ;i ii I , + ;1.\'/-- +. r'.

l'*tt,.t fl,lll "r r;l.lt.i."t t'

ft,, = e, + fl,I.tlu_f,_r+ $rl't[,,_ p,,, Pera#, +4,

& = 4, + SEf* + /{fCfn + fiI-t:l u* fe,r.i*d + ru

l-{$tec:
ft,, = ennurl averirgtr of equiry ret!.rrn of the company i in year t, calculated from rhe stock

price gap of year t and t-l- sc'aled with the sterck prire of year t-1.
P., = price per xharr af the r.arnpaay i at the cffl of ttle f:xal year I
d l',, = 6arop vaLlue pxr shgre of the cornpany i at thr e nd o[ the fiscal year t
lVf,n- P, r = fl81 i$eff$e te {:*m$iffi prr share ef cr:mpauy i in year t are *ealed b*gir,ming-

of-_v"ear stock price
i"{?o Fuu n 

j ratal c&rlrpreh&rc,iye in*cme to {4}Errrl*fl pr rih*re *:f ,scrfrpxrny i in year t arc
saaleri beginnirg"*:f*yr*r sl{ck Fries

If the cs€{Ilcient {$} *f NI in rnor}el6 and or * is higfur tb*n rhe c*e{Iiqie&t {6, aI ?CI in
rlrrx*el ? aad rr 9, h3p*the*is 5 is rupgxrrteri.

The m*earek hy Hirst aad H+4rkins { tSS} results in different conclud*n u.hen $therqom-
preheusi*e ineclse is n*t c*mprahensiudy p**euted mllabprativ*ly with inurrne:&taterrrert-
llexce. *CI ls{atio$ ar ihs deterrnirant uf the diffsrurlae kl*eer Htr aatl T{I shatrl be *
a$tiffi dr] tit*usfrn By nt*+Iifyiag the mu{sl x*ed by fiabir tnd Las*ad tt01IL the f*8*wing
nrorlrt [* und I ] rvert *pplied:

i{r }

(ll

i,5l

{qi

{10}

{r I }

kri"4 = durnrnl, variable Ibr year L I if th*: eorrrp{rily reFaned OCI in i1s inrorne sra{e-

rns&i. fl if the e*rnpaqr repor.ted {}CI in the stateme*t cf changes in *quity.
Fr*r:r the mosl*ls nbsvg, if tht esx.Ifil"ieot S. and or fl af TCI interaeti*rn and the Surnr*y

rsriaHe, i,e" prflflf,r-F,-1 '*Prrr*:rJ, antl *:rftFff,, *Fr"ri*d,is positive sig*ific*$t, fup*hrsi* 6
is then suppoxte*-

5 F{NDIN.GS

5.t Be"rrmjp;irr sftrrr-sfic

The d*ta $f macul'aq:turing firrn* lir*ted in In*ftrnrEia *t+e& excha,nge during the abs*rvation

Frio{i rr.as aequireci frarn Faet Etrok publithrel auau*lly hy Ind*neria St*ck Exehanga The
fa,llo*i*g is the *arupling result fur ihe hypathesis t*iting:
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'[,ri-i.' i. 5..i*rpl;.

I1;*:r.r:.1;:r:nr:g liru. ir: [][:l Jiitr:'r ]{x15 :t,l j

{ }irr! 1.. ,1 1 1.r11

lrt:t.tiitt,:l :lilltl:1i::i lr .:3; ilqit -11 .131,:hlt'

\l .iirri 
.lt'! 

.rir: liri r:i::r.' lhlrr: ::ri {X'! rt*nirt
'I'rt.il 

"-,hr:ir ;tir:;t li:l ::t.td:l i ti' :; *ltt ::tt',-ll :L'i';.

{ "!r,:il:i l'rtL:: "ir,' ilt}t .i1 ttll.iL'lf
-[,r1.i] ,.r[1.;;t.;llir;1 li:;3;11r.]g] t-' ti] i : {tii}l,r:i1,:}:r,I1:

i ll r ' ;:tll'l::] l. .
*-:1 ll:t,: rr,:: ,il':.i;'' "il;.,::.
-i.; - ::-:t: r;,:r .,:-:,rr" :{-l. ri,t
il-: l r:r:: ir,,.:' rrl'rt':"\.ii:r!1"!-;
:, !,'.-.,. , -, .!.

- l'ii li1 iJ,rr iilr'.Jl--,,:lt{1:1\
I -- i.::tt: r r.,:,.11-.:i;-r iilri.;ir

The dexriptivs stagi.itics fbr the 384 tlnn-yearr obs€rvatisns and -17? firm-ye*r ob#rya-
tions is as follows:

'lahlrl, IIL:Lnlliii :l..tr,l:ii.

\.:rr::ii"i*r

H!,
Ht _,

T{jI,
TCI,,r
qr$'{i
(fo*,,
t*x_F, ,

T{lI*p, &

TCI*fi,*firri$d
T(:l *kri$d
Rr*srn
EV
Ft

i i.jiiiq ?j$ti
ii,il(I..,liI l

il.ltiirt}-il i

i l.i li ( 111 -1

i! lgtit"lil
! r.i ti x r:j.,
i,.l-1S{!5:
i !-+ I *:-l,j
ri,.1 ,:li,jI

,t-1{i-tr!:^1.,ir! _1

i i,1 n:il.ir,.ti

l $trj.j lr ll{,1}
-1:-1r.,1j -!arli

r:-r trl,tl,
t 1-t :1it r:Ji,
| )-t ;i rl!ia,a,

I l_t ll !i ii_i _

i;-r::lrri!ii
ii-rl;I.r-i\-
: --.J,ir:i,:
:_:i-irr.
1;_,11r-!'i

I t i-, j-{ j: a a 
i tlr

!;-l l: l'j: (r',

-illil,i-_: I:\

: l,\.-i -. -ii"lrltl

,t ii -t

.: r"l
.\J

:i I

.: lJ

.::iJ
j-

:-r-

Fr*rm th* taHr *b*rle" tbercml'mrrpreb*nsixe i*rome {.TfI} of *ranld**trrriag firnrs is rn*re
*lir.erse th*r,r net irldo*le &{Iles ffiprffier}t€rl hy the hig&er *tsuds*&*l*daticrl It indicates that
TCI is morc r{$[afik dcrc to fiCI- Hor*wer. both thesta$d*nl ds*i*{i$n arx} *eragp af HI axd
TCI are nearly similar- most likdl'due to snaltr pdrffirrtag€ of OCt f,{rmparcd to total asti€t.
whir:tr is et l -dHr, Yhe mturn ktwee* Iirsr* i* less dfueme a$ pfiEss$ted fu I*:n' *tardard deviatir:n-

5.2 Relrult oJ'hpVotlwsis fr,.ri,ng

the t**ti*g rcsutt rf ail t*.f$thsscs i* <Xisplasect in Tables 3 and 4 belou;

Tabk -1. Rcsult (!l htrpottu:sis tc:itinp

| )1"1:g1;'i;'1 1 i,rlurhlc.

Et*, {f#i,.r c:F{},,., $4.'

I :r.ir;.tnilt:r I !,r r'ir.rllil'l
Csfr$tgnt

i!f;.
Fffj,

ff
Adj$*i#l It:
JL$tsricfc

{I.S{1$

{6,75I *t*,
$.036{3"*}5***}

]84
$.tI35
14-?fi**'r*

lr_riJl{l

, --Jhi, 
;

!i"r l:.-i

l_1- _l i

:- l

: r-r:.:l
ll r i-

o.{x}0

{?Jd**'t}
0.$fi1{t.9l2r**1

-1&{
s.0r9
I 478+.*

{t,fra8 $,{ffi
{?-?ss$*{} {6j}?}r.}

0.61? *.{}t
(!,???***I {3"?}5'r**l

;x,i
,r-ii;-

:t-i
r 1-r r l.1

i,**tes: Sc*tlxtically signifir$rrt &t *I{} $S. and *r*I F*rpent.
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llhi<'1. lt*ui:,tf itr1:'ril1g'.1r'g--11.-

I I i,.lr'1

I );J'*rtdt'rrt I ;t i t:t{--L'.

iilii

Itftr,t,-
[]*1:c:r.ir:r:l
i :-rr r.ilriir p

Ia&pe*d*nt varisbk*
Ccilstafi[ $,S$3

{5'}32***1
,S*,&,r S,#g'm8?

{*.1#}
TCL.PL-t

?'('1" Pf, r *
f&3r$o

8["

,ltq

"lTl"

trcr" *
J,C&ff;iI

.r$ 3??

.itd.|uet*d R- -&.061

.*'-xarisir fl"t16:

0,ffi3 i694"3:3
{5,6$3*r*t1 { l.3e?}

{,r}0t
{:Jff}***}

,i.lll:

l^ :.
{l.ri.[:,i,]

t l- iilr

I"ii..i!
l(,:ii

li. .:l.*ll
r Ll'-i i

I- "'tiI

i,i. i. llti ; 
" ;

i ," \frrJ

r 1.:.-'lr

I i_{ i,i I.

I i !-,i.frt i" " '

1i.txi-l

ti.f-"l"'-' " i

li.ir;:
11.,!ir " 'r

i l.l rt: i
i ; .:ir!. i

,i': .

rr.iili..
i. l.;!-'

: :1,1..4,

' 1,,::l t

, }--l..l,j' 'i

i.t iil-.
r I :"lr l,t

-i .i ltl$ i i r.!i{r. ,

.lt.
i i.il..l \
--.-ii..l' '

hir:i:'.5trti:l:t:rll,' ":grr.ii. rr:? itt "ii!- ''"5-,iirLi i*'l it<rL(irt.

lv{udei I and 2 *ere *pplied in the rcst of- persixtrener c}f NI aml TC{ in h3,'pothesis 1. Fnrnr
the test result in Table 3. hoth rnmlels are signifir-unt. either NI or TCI influentes one-year-
dread HI ilad eae-year-shearl TCtr" Hu**r'r*L if cnmparcd to atljusted R: nf bcth egtrarifiIs"
m*rtrel I ha* higftcr nrdjusted R:, thus hygrthesis I propasing that HI is m{rre persistert than
TC{ i* suppfirtr{r" This c*rr*spruris tel the {irtding oJ K*bir ancl L;rsrisd t:ilII}-

Ths tariability o"S ?{I iir$l TCI icr the xctmd fu'p*thesis rlla* testcrtr h,1 rhr errmparis*rn *rf
*nan+{ard sleviatio$- Fr,cm the rrs$l? i$ Tahie 4 *tand*fii dsl,iati$n *f TCI i$ higl-*r than that
nf !.tJ. incli+ati*g the hig&er variabiiity of TfI rhan NI. ?hu*" h3.p*thes;ri 2 is supprried.

Tahls 3, sp*e:ilic;rlly in model 3 and 4" illustrateE the lert r€$rlt sf prseliclive ahilily rf NI
and TCI ar the ihirrl h3polheds- Both rsodels impiy the signifimncy *I NI a*d TCI i* pre-
dirting ont-3'eflr--ah#fld CFO- yct tbs adjusteti ft: qrf rs*d*l -3 t0.*i9) is higher ecrnpareri tr:
nrrxlsl4 {*-et?}. Thercfsrc, hyputhesir -1 ie supprte{ *lenotiag rhat rhe preriictive abili*'$I=
NI to Fm{iict trfi*-ys;lr-i*r€ad fFO is bettnr than T'Ctr. The prxlictiv* ability rrf NI *n*I TCI to
Fredidt nre-yeilr-ahead Ntr rvas alsn ts$ed **ing rnt:rlel I anel 5. In m*del I ard 5 al Table f,.
hoih NI *nd TCI ars t*igrif*rcirnt to predid onrSear*ahea*l l.{I- tf*wevrr, t}re adjusted Rr of
**del I i* higher than that eif rnoclel 5. Thua hyp*thmis 4 ix supportetl. clarif3.i.ng thaf thr
predietive ahility *rf NI rtr predicr *n*-1'ear-alread lril is betts &an TeI-

The vrdur rrle.r'rerux srl' NI and TCI tra* tr;txl rrsiag n:*del6 t$ *. Ar elari{i*rl in T[bls 4,
err:ly anadd 7 tharexhihit* thertgrabiliry r:f TCI iu deE*rihing str:ck r*{*rn sigai{icar{ty ar l{'ri,,

sihereas Nl is an the e*ntrary In th* price rnudel" either ltll cr TCtr is in*apahle *f desrribing
xt*uk price" Thra hypaihesis 5 is supporterl that the ralse rEkvaale nf HI diltrbrs fnrm TCt.

The re"rp*rnsr *:f the *sers of ieeome statcul*{rt tffsar{rs TCI xray xls* b* in{luense{l by OCI
krl'*ltitln. htcdel lS snd l I rryer* u=td t*r test ;ueh irs*urapti$n" As thc re*utrt, Table 4 pr€s*ts
htlw nrorlel lS ancl 1l cl*rify that *CI l*qatirxr i* irxigrrifiea*l fnr th* user$ irl rrspo*ding
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