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ABSTRACT: The purpose of this study is to examine the influence of firm size,
fixed asset intensity, liquidity, leverage, declining cash flow from the operation,
and its impact on market reaction. The population in this study is manufacturing
companies in Indonesia and Singapore in 2015-2016 period. The sample in this
research was taken using a purposive sampling method, a total of 228
manufacturing companies in Indonesia and 255 in Singapore were used as the
sample. The data were analyzed using logistic regression and simple linear
regression. The results showed that firm size, fixed asset, and leverage affected
revaluation policy in Indonesia, while liquidity and declining cash flow from
operation did not affect fixed asset revaluation policy in Indonesia.

In contrast to what occurred in Singapore, the results showed that fixed asset
intensity and leverage proved to affect fixed assets revaluation policy, and firm
size, liquidity, and declining cash flow from operation variables did not affect the
policy of fixed asset revaluation in Singapore. In addition, this study also found
the effect of fixed asset revaluation on market reaction in Indonesia and
Singapore. Finally, the study also found differences in the adoption of fixed asset
revaluation policies in Indonesia and Singapore.

KEYWORDS: firm size; fixed asset intensity; liquidity; leverage; declining cash flow
from operation; revaluation of fixed assets; market reaction

Introduction

The continuously growing globalization flow demands everyone in the
world to improve the financial reporting standards in their own countries.
The International Accounting Standard Board (IASB) has issued the latest
financial accounting namely International Financial Reporting Standards
(IFRS). The IFRS convergence aims at closing the gap between Pernyataan
Standar Akuntansi Keuangan (PSAK) and IFRS (IAl, 2008). IFRS convergence
in Indonesia has been initiated since 2008 as characterized by an
amendment to PSAK
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as a result of IFRS adoption in Indonesia (Kurniawati, 2013). The Dewan Standar
Akuntansi Keuangan (DSAK) or Financial Accounting Standard Board of IAl formulated
an IFRS Convergence Roadmap stage 1 into three phases, namely: (1) Adoption phase
(2008-2010), i.e. by establishing a program for adopting IFRS completely into PSAK,
preparing the necessary infrastructure, and evaluating the impacts of IFRS adoption on
the applicable PSAK; (2) Final preparation phase (2011) by completing the infrastructure
and gradually applying some IFRS-based PSAK; (3) Implementation phase (2012) by
implementing IFRS-based PSAK gradually and comprehensively evaluating the impacts
of this PSAK implementation. Meanwhile, IFRS convergence stage 2 which was initiated
in 2015 aimed at minimizing further the gap between Standar Akuntansi Keuangan
(SAK) or Financial Accounting Standards and IFRS from 3 years to just one year.

Converging IFRS in Indonesia has a significant effect on the business world, particularly
regarding the financial statements of a company entity. An IFRS-based Indonesian
Financial Accounting Standard is expected to improve the quality of financial statement
standard and the financial statement comparability (IAl, 2017). Financial statements are
the means used to account for the managerial activities of the owner’s resources.
Financial statements are also a means of communication used to inform the parties
related to the company. Additionally, it is also used by investors in assessing the
company’s performance.

The IFRS adoption into PSAK causes changes, and one of these changes is in PSAK No 16
on fixed assets. PSAK (1994) differs in many ways from PSAK 16 (2007 Revision), i.e., in
terms of its use of the word “aktiva” which was replaced with “aset” (both mean
“asset”) in PSAK entirely and measurement after initial recognition. In PSAK 16 (2007
Revision), there are two models regarding the measurement after initial recognition
which can be used by an entity, namely, cost model and revaluation model, and these
two models can be applied to all fixed assets of companies in the same group. Fixed
assets are important components in running a company’s operation process. According
to PSAK 16 (2015 Revision), fixed assets are tangible assets employed for producing and
providing goods and services, and for rent or administrative purpose; and it is expected
to be usable for more than one period, thus it can be concluded that fixed assets play an
important role in supporting the company’s sustainable existence.

Fixed assets in cost method are valued based on the acquisition value minus
accumulated depreciation. This makes the value of fixed assets less relevant since the
presented asset value uses the acquisition value; thus it fails to reflect the actual value
of fixed assets. In addition to its use of acquisition value for recording, another policy
introduced by PSAK 16 (2015 Revision) on Plant, Power, and Equipment is the fixed
asset revaluation policy. According to Kurniawati (2013) in fixed asset revaluation policy,
the value of fixed assets is recorded using the market value of the assets. Thus it can
reflect the actual value of fixed assets. This makes the asset value more relevant. Fixed
asset revaluation policy should provide positive information for the company’s external
parties. Cahan, Courtenay, Gronnewoller, and Upto (2004) argue that fixed asset
revaluation has a positive influence on market reaction as characterized by share return
change. This is different from Tay (2009) who suggested that fixed asset revaluation
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policy had a negative influence on market reaction. Seng and Su (2010) stated that the
managerial decision to use value revaluation method was still influenced by several
factors, including contracting factor, political factor, and information asymmetry which
are related to the company. The factors suspected to have some influence on fixed asset
revaluation decision are company size, fixed asset intensity, liquidity, declining cash flow
from the operation, and leverage (Seng & Su, 2010).

A company’s decision to prefer cost model to revaluation model, even though
conceptually the revaluation model produces a more relevant value, might be because
in practice revaluation model is still hard to implement since it is costly (Yulistia,
Fauziati, Frinola, & Khairati, 2015). Nevertheless, the choices given by the accounting
standards make some companies prefer the revaluation method. The advantages of
fixed asset revaluation involve lowering debt contracting costs (Seng & Su, 2010),
reducing political cost and information asymmetry (Seng & Su, 2010).

This research has some contribution due to the limited number of companies using the
fixed asset revaluation model, despite the more relevant data this revaluation model
could give thanks to the fact that the fixed asset value in this policy is recorded using its
market value, thus reflecting the actual fixed asset value better. The researcher wanted
to investigate the difference in results between a developing country (Indonesia) and a
developed country (Singapore). Manihuruk and Farahmita (2015) found that the
number of companies using fixed asset revaluation method is still very low since in
Indonesia more companies prefer the cost model. The same occurs in Singapore where
more companies use the cost model as opposed to the asset revaluation model. In
2008-2013, 1400 companies in Indonesia and 2265 in Singapore used the cost model,
and only 39 companies in Indonesia and 249 in Singapore used the revaluation method.
It is possible that this is because the fixed asset revaluation method is more likely to be
performed by countries applying the common law legal system such as Singapore. This
is because in a common law legal system the investor’s interests are protected better
(Manihuruk & Farahmita, 2015). In this research, Singapore and Indonesia were selected
since they have something in common, i.e., both beginning to effectively perform IFRS
convergence in 2012 and both also adopting IFRS gradually. In this research, the
researcher also wanted to investigate whether or not the use of fixed asset revaluation
affected the market reaction. This research is a compilation of studies developed by
Yulistia et al. (2015) and Andison (2015). What made this research different from
previous studies was that this research was a comparative study which compared
manufacturing companies in Indonesia and Singapore.

Literature Review and Hypotheses Development

Positive Accounting Theory
The Positive Accounting Theory suggested by Watt and Zimmerman (1986) can explain

why a company chooses the accounting method it will apply. This positive accounting
theory explains that every company has its own accounting policy which may be varied
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from one to another, and this company can freely decide on the accounting policy which
can minimize the contract costs and maximize the company’s value. The freedom given
to the company’s manager to decide on the accounting policy will make the manager
more likely to take opportunistic action (Scott, 2009). The opportunistic action in
deciding on an accounting policy aims at putting the manager in a favorable position
and, eventually, improving the manager’s satisfaction.

Three hypothesis theories are connected to the management behavior’s opportunistic
behavior by Watts and Zimmerman (1986) namely bonus plan hypothesis, debt covenant
hypothesis, and political cost hypothesis. The research conducted by Watts and
Zimmerman (1986) found that the bonus plan hypothesis was indicated by the
manager’s attitude towards the selection of an accounting method which could increase
the compensation they received. The debt covenant hypothesis was indicated by the
reduced possibility of the bond covenant being violated. Finally, the political cost
hypothesis was indicated by the selection of accounting procedure, i.e., greater
companies were more likely to choose an accounting procedure which could decrease
their profits in financial statements.

Seng and Su (2010) classified the factors which could influence a manager in deciding on
their accounting policy into three, namely: (1) contracting factors, explaining that the
accounting policy selected was to influence debt covenants; (2) political factors which
had tight relationship with political cost hypothesis, where the company’s aim was to
reduce profit in its financial statements to lower any possible political visibility and
political cost; (3) information asymmetry, explaining that the accounting policy was
decided by information asymmetry which tried to influence the appraisal or price of an
asset.

Signaling Theory

Signaling theory explains how investors share the same information with the company’s
managers on the company’s situation. However, in practice, managers have more
information than investors, and this is what we call information asymmetry. This occurs
when a company’s management does not tell all information regarding the company to
investors. Thus, generally, investors will respond to it as a signal to the company’s
prospect which will influence its value and this value will usually be reflected in the
share price fluctuation (Santosa, 2009 ).

Fixed asset revaluation is the action of reviewing the value of a fixed asset. Revaluation
is frequently defined as a review which causes the asset’s value to increase, while in
practice it can make the value higher or lower than the recorded value (Tay, 2009).
Asset revaluation can be used as a tool to lower the debt-to-equity ratio to avoid any
debt failure, and it can also be used as a signal that the company grows (Azouzi &
Jarboui, 2012). According to Kurniawati (2013), when an entity revaluates its assets,
upon initial recognition of fixed assets, its assets are valued at the revaluation value, i.e.,
at a reasonable value during revaluation minus the accumulated loss of decreased value
and the accumulated depreciation. This shows that in fixed asset revaluation policy, the
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value of fixed assets in this policy is recorded using the asset’s market value; hence it
can reflect the actual value of fixed assets. This makes the asset’s value more relevant.

The market reaction can be seen from the change in volume in stock trades. When
information is announced, and all market players have obtained the information, these
market players would first analyze the information as either a good signal (good news)
or bad signal (bad news). If the information announcement is considered a good signal,
these investors would be interested in making a stock trade. This way, the market will
react as reflected by the change in stock trade volume (Suwardjono, 2010). An efficient
capital market is defined as a market whose security price has reflected all relevant
information.

A company’s asset revaluation policy can also serve as a signal for investors or
stakeholders to find out how the company performs. Thus, a fixed asset revaluation
policy as information can be taken into consideration by investors or stakeholders in
making decisions, as can be seen in a company’s market reaction.

Hypothesis Development

Company size is an important factor for fixed asset revaluation decision. Greater
companies are more likely to be politically sensitive and subjected to greater wealth
transfer. Political factor frequently uses company size as its proxy (Seng & Su, 2010).
Therefore, it can be concluded that the company of greater size is more likely to make
asset revaluation. This is because fixed asset revaluation method can increase the
assets’ value which can lead to an increased depreciation cost and the need of
additional costs for the company, i.e., the costs for assets valuation, therefore, the
company can avoid public visibility which may result in the increased political costs.

Manihuruk and Farahmita (2015) who studied “the Factors Influencing the Selection of
Fixed Asset Revaluation Method in Companies Listed in Stock Exchanges of Some ASEAN
Countries”, found that company size has an association with asset revaluation decision.
Aljinovi¢ Bara¢ and Sodan (2011) studied “the motive for choosing revaluation policy in
companies in Croatia” and succeeded in finding the empirical evidence that greater
companies with great return on equity (ROE) are more likely to reevaluate their assets
to reduce profit reporting and attract less attention from the government. Based on the
explanation above and previous studies, the researcher could formulate hypotheses as
follows:

Hi.: Company size has a positive influence on fixed asset revaluation decision in
Indonesia.

Hi,: Company size has a positive influence on fixed asset revaluation decision in
Singapore.

Fixed asset intensity represents the proportion of fixed assets to the total assets of a
company. Fixed asset intensity is one of those factors frequently used as a methodology
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in testing the information asymmetry factor (Seng & Su, 2010). The largest part of total
assets is the fixed assets which can increase the company’s value. Therefore, it is highly
potential to increase the asset base by increasing the company’s loan capacity (Tay,
2010). Revaluation can be used to lower the company’s profitability report, either by
increasing the asset base or by increasing the depreciation. A company with high fixed
asset intensity is more likely to prefer fixed asset revaluation method. This is because
fixed asset revaluation can increase the company’s value by increasing the asset base.
The higher the company’s fixed asset proportion, the more likely the managers to make
revaluation. A company’s long-term operating capital is shown by its fixed assets. Thus
the high fixed asset intensity will have a significant impact on its financial statements as
a result of the change in its fixed asset valuation. Fixed asset intensity can depict the
possible cash to be received if the fixed assets are sold.

A company with high fixed asset intensity is more likely to choose a fixed asset
revaluation recording method (Manihuruk and Farahmita, 2015). A study on fixed asset
revaluation and a decrease in equity by Lin and Peasnell (2000) successfully gave
empirical evidence to companies in the United Kingdom in 1989 and 1991. The study
found that there was a positive and significant relationship between a company’s fixed
asset intensity and its selection of fixed asset revaluation method. The result was
supported by the research conducted by Seng and Su (2010) in New Zealand in 1999 to
2003, and Manihuruk and Farahmita (2015) who researched several companies in
ASEAN countries, as well as Ramadhani (2016) who researched Indonesia and
Singapore. On the contrary, Lin and Peasnell (2000), Seng and Su (2010), and Yulistia et
al. (2015) studies found no influence of fixed asset intensity on a company’s choice to
perform asset revaluation. Based on the explanation above and previous studies, the
researcher could formulate the following hypotheses:

Haq: Fixed asset intensity has a positive influence on fixed asset revaluation decision in
Indonesia.

Hap: Fixed asset intensity has a positive influence on fixed asset revaluation decision in
Singapore.

Liquidity reflects a company’s ability to repay its current liability (Andison, 2015). A
company with lower liquidity is more likely to perform asset revaluation. Since liquidity
indicates the company’s ability in repaying their current liabilities, any company with
low liquidity reflects its inability in repaying their current liabilities. Therefore, a
company with lower liquidity is more likely revaluate its assets, since revaluation can
provide more relevant information regarding the amount of cash it can receive from
asset sales, and hence can help improve the loan capacity. Manihuruk and Farahmita
(2015) who conducted a study in companies registered in stock exchanges of some
ASEAN countries found that liquidity has a negative influence on fixed asset revaluation
decision. This research finding was consistent with Tay (2009), Aljinovi¢ Bara¢ and Sodan
(2011). On the other hand, Black, Sellers, and Manly (1998) found that liquidity ratio had
an insignificant positive influence on fixed asset revaluation policy. Based on the
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explanation above and previous studies, the researcher could formulate the following
hypotheses:

Hsq: Liquidity has a significant negative influence on fixed asset revaluation decision di
Indonesia.

Hsp: Liquidity has a significant negative influence on fixed asset revaluation decision in
Singapore.

Leverage is the ratio which can be used to measure a company’s ability in paying both
their short- and long-term liabilities and to measure the proportion of the company’s
assets funded from the liabilities. The higher the leverage ratio of a company, the more
likely for the manager to perform revaluation. This is because a high leverage ratio will
lead to high loss risk to the company. Thus it will result in the company’s decreased level
of worthiness to creditors.

Research by Brown, lzan, and Loh (1992) successfully found that the higher the leverage
level, the more likely for the manager to opt to use the revaluation method. Some
studies failed to find the influence of leverage on asset revaluation in companies in New
Zealand (Seng and Su, 2010) and in Indonesia (Yulistia et al., 2015; Nurjanah, 2013).
Based on the explanation above and previous studies, the researcher could formulate
hypotheses as follows:

Hasq: Leverage has a positive influence on the asset revaluation decision in Indonesia.
Ha: Leverage has a positive influence on the asset revaluation decision in Singapore.

The higher the declining cash flow from the operation of a company, the more likely for
the manager to perform revaluation. If the company’s operating cash flow decreases
compared to the previous period, then it will make the creditors pretty worried about
the company. This is because shrinking operating cash flow will make it less likely for the
company to repay the debts to the creditors. Fixed asset revaluation is performed by a
company expecting that the value of assets it owns will increase and eventually improve
the creditor’s trust in the company.

In a previous study, Ramadhani (2016) who investigated the determination of fixed
asset revaluation decision in manufacturing companies in Indonesia and Singapore
found that declining. Cash flow from operation had a positive influence on fixed asset
revaluation decision. This research finding was consistent with Seng and Su (2010) and
Cotter and Zimmer (1995). On the contrary, Seng and Su (2010) failed to prove this in
New Zeland and so was Nurjanah (2013) in Indonesia. Based on the explanation above
and previous studies, the researcher could formulate hypotheses as follows:

Hsq: Declining cash flow from the operation has a positive influence on fixed asset
revaluation decision in Indonesia.
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Hsq: Declining cash flow from the operation has a positive influence on fixed asset
revaluation decision in Singapore.

Fixed asset revaluation naturally can be positive information for a company’s external
parties since in addition to encouraging its performance improvement as reflected in its
profits, it can also increase the company’s share price (Andison, 2015). Revaluation
policy can give a signal in the form of either return or abnormal return that Investors
have the opportunity to gain profit of what they have invested in. In Andison’s (2015)
research, it was found that fixed asset revaluation has a positive influence on share
return. This statement was confirmed by Courtenay and Cahan et al. (2004) who proved
that fixed asset revaluation had a positive influence on share return. Based on the
explanation above and previous studies, the researcher could formulate the following
hypotheses:

Hsq: Fixed asset revaluation has a positive influence on the market reaction in Indonesia.
Hep: Fixed asset revaluation has a positive influence on the market reaction in Singapore.

Manihuruk and Farahmita (2015) conducted a study in several ASEAN member
countries, i.e., Indonesia, Singapore, Malaysia, and the Philippines from 2008 to 2013. In
this research, a total of 3733 companies were studied, and 817 of them opted to
perform fixed asset revaluation. This indicates that only 21.87% of companies chose to
perform fixed asset revaluation, where the remaining 79.13% decided to use the cost
model. Meanwhile, in Indonesia, only 39 (or 2.7%) out of 1439 companies chose to
perform fixed asset revaluation, and 249 (or 9.9%) of a total of 2514 companies in
Singapore performed fixed asset revaluation. Therefore, it was safe to say that more
companies in Singapore applied fixed asset revaluation than in Indonesia. This is
probably because the fixed asset revaluation method is more likely to be performed by
those countries following a common law legal system such as Singapore. Moreover, this
is because in common law legal system investors’ interests are better protected
(Manihuruk & Farahmita, 2015). Based on the explanation above, the writer drew the
following hypothesis:

H;: There is a different application of fixed asset revaluation policy in Indonesia and

Singapore.

Research Method

Population, Sample, and Sampling Technique

The population in this research were all companies registered in Indonesia Stock
Exchange (BEI) and Singapore Stock Exchange. The sample used in this research was
manufacturing companies registered in Indonesia Stock Exchange (BEIl) and Singapore
Exchange from 2015 to 2016. The data used in this research were secondary ones
obtained from the official website of the Indonesian Stock Exchange at www.idx.co.id
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and Singapore Stock Exchange at www.sgx.com as well as from Yahoo finance website.
The sampling technique used in this research was Purposive Sampling.

Operating Definitions and Variable Measurements
Fixed Asset Revaluation

Fixed asset revaluation is the re-appraisal of the value of a fixed asset. The method used
to measure fixed asset revaluation is a dummy method, i.e., by assigning 0 scores to
companies which did not perform any revaluation and one score to companies which
performed revaluation. Companies generally mention revaluation information in their
note to financial statements (CALK).

Market Reaction

The market reaction in this research was proxied with share return. Return is a variable
which arises from share price fluctuation, as a result of new information which invites
reaction from investors. The market reaction can be measured using CAR (Cumulative
Abnormal Return). CAR (Cumulative Abnormal Return) can be obtained from summing
up Abnormal Return (AR). Abnormal return is the difference between the return
received by investors (actual return) and the return they expected (expected return)
(Hartono, 2014). Abnormal return can be calculated using the following formula:

AR, =R, —E(Ry)

Note:
ARit :abnormal return of company i at t-th period
Rit : actual return of company i at t-th period

E(Rit) :expected return of company i at t-th period
Company Size (SIZE)

Company size will give a picture of the size of a company which can be measured using
the natural logarithm of total assets.

Fixed Asset Intensity (FAI)

Fixed asset intensity is a company’s fixed asset proportion compared to its total assets,
commonly used to measure information asymmetry. FAl can be measured using:

FAI = book value of total fixed assets / Total Assets
Liquidity (LIQ)

Liquidity is an asset’s saleability or the ease for it to change into cash (Andison, 2015).
Liquidity can be measured using an acid test ratio.

LIQ = (Current Assets — Inventories) / Current Liabilities
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Declining Cash Flow from Operation (CFFO)

Declining cash flow from operation is the decline of several cash and cash equivalents
from a company’s routine (Seng and SU, 2010). CFFO can be measured using.

CFFO = CFFO changes for two years / Total fixed assets
Leverage (LEV)

Leverage is a company’s debt level; leverage level, in general, is measured using the
ratio as used in Seng and Su (2010).

LEV = Total Liabilities / Total Assets
Method for Analyzing Data
Descriptive Statistic

Descriptive statistic analysis was the technique for analyzing data used in this research.
The descriptive analysis includes such values as mean, median, minimum, maximum,
and standard deviation of the research data.

Data Quality Test

This Research Model 1 would be tested using Logistic regression, and the Data Quality
Test for Logistic Regression includes:

a. Overall Model Fit Test

The model fit test was done to figure out whether or not the hypothesized model fit the
data. The model fit assessment in logistic regression used a statistic which was based on
the likelihood function. The likelihood function in statistics was used to assess that the
model fit in logistic regression. Likelihood L of a model is the probability that the
hypothesized model depicted the data input (Ghozali, 2016; Nazaruddin & Basuki,
2016). The overall model assessed in logistic regression (-2 loglikelihood) was an
assessment to -2 loglikelihood. See in number -2 loglikelihood at the beginning of block
number = 0, and number -2 loglikelihood in block number = 1. If a decline occurs in
value -2 loglikelihood (block number = 0 — block number = 1), then the model is
acceptable since it fits the data.

b. Model Feasibility Test

The regression model feasibility test used Hosmer and Leweshow’s Goodness of Fit Test.
The basis for decision making is done by seeing the value of Chi-Square of Hosmer and
Leweshow’s test. If the p-value > 0,05 then no difference is found between the model
and the data, yet if p-value < 0,05 then there is a difference between the model and the
data (Ghozali, 2016)
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Meanwhile, research model 2 would be tested using Simple Linear Regression. The data
quality test for this simple linear regression include:

Data Normality Test

Normality test was used to see whether the residual in the regression was distributed
normally. In this research, the Kolmogorov Smirnov test was used to test the data
normality. Data can be said to be normally distributed if the value of sig >a (0.05).

Determination coefficient test

a. The Determination Coefficient Test for Logistic Regression

Determination coefficient test (R?) was used to measure to what extent the model was
capable of explaining the variations of dependent variables. A small value of R means
the ability of independent variables in explaining dependent variables is highly limited
(Ghozali, 2016). Cox and Snell’s R square constitutes the measure which imitates R2
measure in multiple regression based on likelihood estimation technique with a
maximum value less than 1 (one), hence it is difficult to interpret. Negelkerke’s R square
is a modification of Cox and Snell’s coefficient to ensure that its value is varied from 0
(zero) to 1 (one). Negelkerke’s R? value can be interpreted as the R? value in multiple
regression (Ghozali, 2016).

b. Determination Coefficient Test for Simple Linear Regression

Determination coefficient test (R?) was used to measure to what extent the model can
explain the dependent variables. If the value of the determination coefficient is close to
1, then the independent variables can explain the dependent variables.

Hypothesis Testing

Hypotheses 1-5 or the ones in research model 1 were tested using logistic regression.
This method was chosen since the dependent variables in this research were dummy
variables. Thus, the equation of logistic regression in this research was as follows:

REV = a+ B1SIZE+ B2FAI— B3LIQ + B4CFFO + BSLEV + e

Note:

REV : Dummy variables for asset revaluation
o : Constant

B1-B5 :Regression coefficient

SIZE : Company Size

FAI : Fixed Asset Intensity

LIQ : Liquidity

CFFO : Declining Cash Flow From Operation
LEV : Leverage

E : Error
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The criteria for accepting the hypotheses were that if the significance value owned by
each hypothesis in the logistic regression test was less than a 0.05 and the regression
coefficient went to the direction of the proposed hypothesis.

Hypothesis 6 or research model 2 was tested using simple linear regression analysis
since it tested the influence of one independent variable on one dependent variable.
The simple linear regression equation in this research was as follows:

RP=oux+fRA+e

Note:

RP : Market Reaction

a : Constant

B : Regression Coefficient
RA : Asset Revaluation

e : Error

The criteria for accepting the hypothesis were that if the significance value owned by
each hypothesis in the simple linear regression test was less than a 0.05 and the
regression coefficient went to the direction of the proposed hypothesis.

Hypothesis 7 was tested using independent sample t-test. This test was done to
determine whether or not there was a difference in the fixed asset revaluation policy in
Indonesia and Singapore. In an independent sample t-test, a variance was first
performed by judging the sig value of levene test. The criteria for accepting the
hypothesis were that if the sig value of levene test was greater than 0.05, then to test
the hypothesis the sig (2-tailed) value was used in equal variance assume column, and if
the sig value of levene test was less than 0.05, then the sig (2-tailed) value was used to
test the hypothesis in equal variance not assume column. If the sig (2-tailed) value was
less than alpha 0.05, then H; was accepted.

Result and Discussion
Descriptive Statistic Test

Table 1 showed the descriptive statistics of each variable. Based on Table 1, the number
of data of each variable processed in this research was 228 sample companies. The size
variable had a mean value of 8.8262E+12, which was higher than the median value
1.87E+12. Thus it could be concluded that the average size (manufacturing company
size) in Indonesia was great. The fixed asset intensity variable had a mean value of
0.36834, which was higher than the median value 0.36834. Hence it could be concluded
that the average fixed asset intensity owned by manufacturing companies in Indonesia
was high. The liquidity variable had a mean value of 0.49254, which was higher than the
median value 0.97003. Thus it could be concluded that on average the manufacturing
companies in Indonesia had high liquidity level. The leverage variable had a higher mean
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value than the median value. Thus it could be concluded that on average the
manufacturing companies in Indonesia had high leverage level.

Table 1 Descriptive Statistics of Indonesia

N Valid 228 228 228 228 228 228 228

Missing 0 0 0 0 0 0 0
Mean 0.13 8.8262E+12 0.36834 0.49254 1.81995 -0.08668 -1.01338
Median 0.00 1.87E+12 0.36834 0.48213 0.97003 0.02400 -0.32260
Std. Deviation 0.334 2.169E+13 0.20120 0.30961 3.98103 2.94602 5.61305
Minimum 0 1.47E+10 0.00517 0.00955 -0.67959 -41.55529  -23.69722
Maximum 1 2.6186E+14 0.91741 3.02908 51.33504 5.93383 28.02989

The declining cash flow from operation variable had a mean value of -0.08668, which
was lower than the median value 0.02400, hence it could be concluded that on average
the manufacturing companies in Indonesia experienced low declining cash flow from
operation. The market reaction variable had a mean value of -1.01338, which was lower
than the median value -0.32260. Hence it could be concluded that on average the
market reaction occurring in the manufacturing companies in Indonesia was low.

Table 2 showed the descriptive statistics of each variable. Based on Table 2, the number
of data of each variable processed in this research was 255 sample companies. The size
variable had a mean value of 9.6E+08, which was higher than the median value 1.1E+08.
Thus it could be concluded that on average the size (manufacturing company size) in
Singapore was great. The fixed asset intensity variable had a mean value of 0.22547,
which was higher than the median value 0.20637. Hence it could be concluded that on
average the fixed asset intensity owned by the manufacturing companies in Singapore
was high.

Table 2 Descriptive Statistics of Singapore

Valid 255 255 255 255 255 255 255

Missing 0 0 0 0 0 0 0
Mean 0.25 9.6E+08 0.22547 2.59722  0.49586 -0.02361 -3.09400
Median 0.00 1.1E+08 0.20637 1.47245 0.17835 0.01363 0.00
Std. Deviation 0.432 3.9E+09 0.18249 3.40953 3.34468 2.04067 21.48815
Minimum 0 118000 0.00011 -0.58730  0.00304 -19.14687 -179.6382
Maximum 1 3.7E+10 1.49634 23.01982 48.11016 8.6969 66.59102

The liquidity variable had a mean value of 2.59722, which was higher than the median
value 1.47245. Thus it could be concluded that on average the manufacturing
companies in Singapore had a high liquidity level. The leverage variable had a mean
value of 0.49586, which was higher than the median value 0.17835. Thus it could be
concluded that on average the manufacturing companies in Singapore had a high
leverage level. The declining cash flow from operation variable had a mean value of -
0.02361, which was lower than the median value 0.01363, hence it could be concluded
that on average the manufacturing companies in Singapore experienced low declining
cash flow from operation. The market reaction variable had a mean value of 0.01363,
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which was lower than the median value of 0.00. Hence it could be concluded that on
average the market reaction occurring in the manufacturing companies in Singapore
was low.

Overall Model Fit Test

Table 3 showed the initial -2LL value (block number = 0) and final -2LL value (block
number = 1) of Indonesia and Singapore. Indonesia had an initial -2LL value (block
number = 0) of 173.743 and final -2LL value (block number = 1) of 140.717. There was a
decline difference of 33.026; then it could be interpreted that the tested model fit the
data. Table 4.4 showed that Singapore had an initial -2LL value (block number = 0) of
285.131 and final -2LL value (block number = 1) of 266.765. There was a decline
difference of 18.366; then it could be interpreted that the tested model fit the data.

Table 3 Comparison of Initial -2LL and Final -2LL Values

Indonesia Singapore
Initial (Block Number : 0) 173.743 285.131
Final (Block Number : 1) 140.717 266.765

Model Feasibility Test

Table 4 showed the result of model feasibility test in Indonesia and Singapore using
Omnimbus Tests of Model Coefficients. Based on the Omnimbus Tests of Model
Coefficients, it could be seen that Indonesia had a significance value of 0.000 <0.05,
and Singapore 0.003 < a0.05. Thus, it could be concluded that both Indonesia and
Singapore had feasible research data to be investigated.

Table 5 showed the result of Hosmer and Lameshow Test used to test the feasibility of
the research model used by seeing the result of Chi-square and significance values.
Indonesia had a Chi-square value of 14.607 and a significance value of 0.067 >a0.05,
and Singapore had a Chi-square value of 10.295 and significance value of 0.245>0.05.
Based on the result, it could be then concluded that Indonesia and Singapore’s
manufacturing companies had a feasible model to be used for the further test in this
research.

Table 4 Assessing Overall Model Fit

Model 1 Indonesia Step 33.026 5 0.000 Feasible
Block 33.026 5 0.000
Model 33.026 5 0.000

Model 2 Singapore Step 18.366 5 0.003 Feasible
Block 18.366 5 0.003
Model 18.366 5 0.003
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Table 5 Result of Model Feasibility Test

Model 1 Indonesia 14.607 0,067 Feasible
Model 2 Singapore 10.295 0,245 Feasible

Data Normality Test

Based on Table 6, the result of data normality test for Indonesian manufacturing
companies using Kolmogorov Smirnov (K-S) test showed Asymp. Sig (2-tailed) value of
0.52 and it was greater than alpha (0.05), meaning that the data was distributed
normally.

Table 6 Result of Normality Test for Indonesia

N 228
Normal Mean .0000000
Parameters Std. Deviation 5.60066815
MostExtreme Absolute 0.130
Differences Positive 0.101

Negative -0.130
Test Statistic 0.130
Asymp. Sig. (2-tailed) 0.052

Based on Table 7, the result of data normality test for Singaporean manufacturing
companies using Kolmogorov Smirnov (K-S) test showed Asymp. Sig (2-tailed) value of
0.061 and it was greater than alpha (0.05), meaning that the data was distributed
normally.

Table 7 Result of Normality Test for Singapore

N 255
Normal Mean .0000000
Parameters Std. Deviation 21.487104
Most Extreme Absolute 0.213
Differences Positive 0.191

Negative -0.213
Test Statistic 0.213
Asymp. Sig. (2-tailed) 0.061
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Determination Coefficient Test

Table 8 shows that Indonesia had Nagelkerke R Square value of 0.253, meaning that
25.3% of fixed asset revaluation decisions in manufacturing companies in Indonesia
were explained by such variables as size, fixed asset intensity, liquidity, leverage, and
declining cash flow from operation, and 74.7% of fixed asset revaluation decisions in
manufacturing companies in Indonesia were explained by other variables beyond those
investigated in this research. Singapore had Nagelkerke R Square value of 0.103. This
meant 10.3% of fixed asset revaluation decisions in manufacturing companies in
Singapore could be explained by such variables as size, fixed asset intensity, liquidity,
leverage, and declining cash flow from operation, and 89.7% of fixed asset revaluation
decisions in manufacturing companies in Singapore were explained by other variables
which were not investigated in this research.

Table 8 Result of Determination Coefficient Test for Research Model 1

Step -2 Log likelihood Cox & Snell R Square Nagelkerke R Square
1 140.717 0,135 0,253
Singapore

Step -2 Log likelihood Cox & Snell R Square Nagelkerke R Square
1 266.765 0,069 0,103

Based on Table 9, Indonesia had R Square value of 0,029, meaning that 2.9% of market
reaction variable in manufacturing companies in Indonesia were explained by fixed
asset revaluation variable, and 96.1% of market reaction decision in manufacturing
companies in Indonesia were explained by other variables not investigated in this
research. Singapore had R Square value of 0.018, meaning that 1.8 % of market reaction
variable in manufacturing companies in Singapore were explained by fixed asset
revaluation variable, and 98.2% of market reaction decision in manufacturing
companies in Singapore were explained by other variables not investigated in this
research.

Table 9 Result of Determination Coefficient Test for Research Model 2

Model R RSquare Adjusted R Square Std. Error of the Estimate
2 1710 .029 .024 3.41338339
Singapore

Model R RSquare Adjusted R Square Std. Error of the Estimate
2 .134a .018 .013 8.53432921

Hypothesis Testing Results
The hypotheses in this research were tested using logistic regression analysis using SPSS

for Windows version 23. The result of regression logistic and simple linear analyses was
presented in the Table 10. Based on Table 10, it was found that for firm’s size variable,
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Indonesian manufacturing companies had sig value of 0.009 <z0.05 and the coefficient
direction was positive 0.363, meaning that firm’s size (SIZE) variable had a positive and
significant influence on fixed asset revaluation policy (REV). Thus, Hi, which suggested
that a firm’s size had a positive influence on fixed asset revaluation policy in Indonesia is
accepted. This was because companies of greater size were more likely to do asset
revaluation, since fixed asset revaluation method could increase the asset’s value which,
in turn, could increase depreciation costs and required additional costs for the
companies, i.e., the costs for asset valuation, hence the company could avoid public
visibility which might result in an increased political costs. This test result confirmed the
research conducted by Seng and Su (2010) on managerial incentive behind fixed asset
revaluation on companies in New Zealand which found that company size had a positive
and significant influence on fixed asset revaluation since it was used to reduce political
costs.

Table 10 Result of Logistic Regression test for Indonesia and Singapore (Hypothesis 1-5)

B Sig. B Sig.
SIZE 0.363 0.009 -0.090 0.347
FAI 3.057 0.007 3.035 0.005
LIQ 0.752 0.346 0.027 0.534
LEV 0.979 0.033 2.231 0.041
DCFFO -0.049 0.594 0.024 0.808
Constant -13.173 0.002 0.227 0.902

From the result of firm’s size variable test, it was found that Singapore had sig value of
0.347 >@0.05 and a negative coefficient direction of -0.090, meaning that firm’s size
(SIZE) variable did not influence fixed asset revaluation policy (REV). Therefore, Hip
which stated that the firm’s size had a positive and significant influence on fixed asset
revaluation policy in Singapore is rejected. The ascending fixed asset revaluation
performed by a company would result in the difference between the book value of fixed
assets and its revaluation value.

Thus the company’s comprehensive profit balance would increase, and this would lead
to the imposition of additional tax by the government. PMK No. 191/2015 on fixed asset
revaluation for taxation purpose explains that the difference of fixed asset revaluation
should be subjected to a tax of 3% to 6%. Therefore, this would encourage managers to
prefer cost model to ascend the revaluation model to avoid the obligation to pay
greater tax. This research result was supported by the studies conducted by Firmansyah
and Sherlita (2012), Nurjanah (2013), Yulistia, et al. (2015), Latifa and Haridhi (2016),
and Ramadhani (2016). Those studies found that company size (firm size) did not
influence fixed asset revaluation.

Based on Table 10, in terms of fixed asset intensity variable, it was found that Indonesia
had a sig value of 0.007 < a0.05 and positive coefficient direction of 3.057. From the
result of the test for fixed asset intensity variable, it was found that Singapore had a sig
value of 0.005 < a0.05 and positive coefficient direction of 3.035, meaning that fixed

Journal of Accounting and Investment, May 2019 | 92



Fathmaningrum & Yudhanto
Determinants of Fixed Asset Revaluation Decision and Its Impacts on Market Reaction

asset intensity (FAl) variable had a positive and significant influence on fixed asset
revaluation policy (REV). Therefore, H,, and Ha, which stated that fixed asset intensity
had a positive influence on fixed asset revaluation policy in Indonesia and Singapore are
accepted. This was because fixed assets were a company’s long-term operating capital.
Thus the high fixed asset intensity would have a significant impact on the company's
financial statements.

A high fixed asset intensity would make the obtained cash increasingly greater if the
fixed assets were sold. Thus, the higher the fixed asset intensity, the more likely for
managers to prefer the revaluation model. This is because revaluation model can reflect
the asset’s actual value better (Manihuruk and Farahmita, 2015) This test result
confirmed the research conducted Tay (2009) who found that fixed assets could
increase a company’s value and hence had greater potential to increase the asset base
by improving its loan capacity, making the revaluation model of fixed assets more
suitable to be applied, because fixed asset revaluation could increase the values of fixed
assets.

Based on Table 10, it could be seen that in terms of liquidity variable Indonesia had a sig
value of 0.543 >00.05 and a positive coefficient direction of 0.752. Also, from this result
of the test for liquidity variable, it was found that Singapore had a sig value of 0.346
>a0.05 and a positive coefficient direction of 0.027, meaning that variable liquidity (LIQ)
did not influence fixed asset revaluation policy (REV). Thus Hs, and Hs, which stated that
liquidity had a negative influence on fixed asset revaluation policy in Indonesia and
Singapore are rejected. A company with low liquidity would focus more on the attempt
of increasing their liquidity to prevent themselves from breaching debt agreements,
even though a company with high liquidity had greater freedom to make another policy
since they were not troubled by liquidity issue. This result confirmed the research
conducted by Manihuruk and Farahmita (2015), Andison (2015), and Tay (2009) who
failed to prove that liquidity had a negative influence on the decision to valuate fixed
assets.

Based on Table 10, it was found that in terms of leverage variable, Indonesia had a sig
value of 0.033 <&0.05 and a positive coefficient direction of 0.979. And from this result
of the test for leverage variable, it was found that Singapore had a sig value of 0.041 <
a0.05 and a positive coefficient direction of 2.231, meaning that leverage (LEV) variable
had a positive and significant influence on fixed asset revaluation policy (REV). Thus, Ha,
and Hap, which stated that leverage had a positive influence on fixed asset revaluation
policy in Indonesia and Singapore are accepted. This was because the high leverage
ratio would lead to equally high loss risk to the company thus from the creditors’
perspective it would result in the company’s feasibility level. This result of testing
confirmed the previously made hypotheses as well as the study conducted by
Missonier-Piera (2007) who stated that if a company’s leverage level were high, then it
would encourage the company even further to apply revaluation method for its assets.
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Based on Table 10, it was found that in terms of declining cash flow from operation
variable Indonesia had a sig value of 0.594 > «0.05 and a negative coefficient direction
of -0.049. Also, it was found that in terms of declining cash flow from operation variable,
Singapore had a sig value of 0.808 >a0.05 and a positive coefficient direction of 0.024,
meaning that the declining cash flow from operation (DCFFO) variable did not influence
fixed asset revaluation policy (REV). Thus, Hs, and Hs, which stated that declining cash
flow from operation had a positive influence on fixed asset revaluation policy in
Indonesia and Singapore are rejected. This was because cash flow from operation was a
part of a company’s overall cash flow, hence declining cash flow from operation might
be compensated by the cash flow from other activities. Therefore, the creditors not
focused solely on the declining cash flow from the operation, rather they focused more
on the cash flow from all activities of the company (Missonier, 2007). Another reason
why creditors not focused only on declining cash flow from the operation was the
leverage. So, as long as the leverage of a company was low, then the declining cash flow
from the operation would not cause too significant impact on creditor’s appraisal. This
was because if the company had high fixed assets, then the company would be still
capable of repaying its debts despite liquidation. This research result was supported by
the studies conducted by Seng and Su (2010), Yulistia, et al. (2015) and Ramadhani
(2016). These studies proved that declining cash flow from operation did not influence
fixed asset revaluation decision.

Based on Table 11, it was found that in term of variable, fixed asset revaluation
Indonesia had a sig value of 0.016 <@0.05 and a positive coefficient direction of 1.480.
Also based on Table 11, it was found that in term of fixed asset revaluation variable
Singapore had a sig value of 0.048 < a0.05 and a positive coefficient direction 2.646,
meaning that variable, fixed asset revaluation (REV) had a positive and significant
influence on market reaction (CAR). Therefore, He, and Hgp, Which stated that fixed asset
revaluation had a positive influence on the market reaction in Indonesia and Singapore
are accepted. This was because revaluation policy could give a signal in the form of
either return or abnormal return that Investors had the chance of gaining profit from
what they invested in, and market reaction could be seen from the investment return
expected by the investors from their investment. Thanks to fixed asset revaluation
policy, the company would be enabled to generate high profit, and this served as an
indicator that the company had a good performance and resulted in a positive market
reaction from the investors. This research result confirmed Andison (2015) who proved
that fixed asset revaluation had a positive influence on share return.

Table 11 Simple Linear Regression Test Result for Indonesia and Singapore (Hypothesis 6)

B Sig. B Sig.
(Constant) -1.142 0.000 -0.469 0.483
REV 1.480 0.016 2.646 0.048

The t-test variance test was used to determine the difference in fixed asset revaluation
application as measured using the dependent variable fixed asset revaluation policy in
manufacturing companies in Indonesia and Singapore.
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Table 12 Result of Mean Group Test
Country N Mean
Indonesia 228 0.1272
Singapore 255 0.2558

REV

Based on Table 12, it was found that Indonesia and Singapore had different mean values
of fixed asset revaluation policy application. Indonesia had a mean value of fixed asset
revaluation policy of 0.1272, less than the mean value of fixed asset revaluation policy in
Singapore whose value was 0.2558. As can be seen in 13, the sig levene test value was
0.000 < a0.05, meaning that the variances of Indonesia and Singapore were different.
Therefore, the t-test variance test used the equal variance not assumed. The
significance value of (2-tailed) equal variance assumed was 0.003 < a0.05.

Table 13 Result of Independent Sample t-Test

Sig. (2- Mean Std. Error

F Sig. t df tailed) Difference Difference

Equal variances

57.23 0.000 -3.608 484 0.003 -0.12862 0.03564
assumed

REV i
Equal variances

-3.668 474.307 0.003 -0.12862 0.03507
not assumed

This meant that there is a different application of fixed asset revaluation policy in
manufacturing companies in Indonesia and Singapore. Based on Tables 14 and 15, it
could then be concluded that H; which stated that there was a different fixed asset
revaluation policy in Indonesia and Singapore are accepted. This was because of the
different legal systems followed by Indonesia and Singapore, in which Singapore which
followed the common law legal system were more likely to prefer the revaluation model
than Indonesia. In common law legal system, investors’ interests were protected better
(Manihuruk & Farahmita, 2015).

Conclusion

This research aimed at testing the empirical evidence on the factors which influenced
fixed asset revaluation policy and its impact on market reaction. The independent
variables tested in this research were company size, fixed asset intensity, liquidity,
leverage and declining cash flow from operation and fixed asset revaluation. The
dependent variables tested in this research were fixed asset revaluation and market
reaction. Based on the result of analysis performed to manufacturing companies
registered in Indonesia Stock Exchange and Singapore Exchange Stock for the 2015-2016
period, it could then be concluded that company size had a positive and significant
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influence on fixed asset revaluation decision in Indonesia, yet it had no influence on
fixed asset revaluation decision in Singapore. Fixed asset intensity had a positive and
significant influence on fixed asset revaluation decision in both Indonesia and Singapore.
Liquidity did not influence fixed asset revaluation decision in Indonesia and Singapore.
Leverage had a positive and significant influence on fixed asset revaluation decision in
Indonesia and Singapore. Declining cash flow from operation had no positive influence
on fixed asset revaluation decision in Indonesia and Singapore. Fixed asset revaluation
had a positive influence on the market reaction in Indonesia and Singapore. There was
different fixed asset revaluation policy in manufacturing companies in Indonesia and
Singapore.

Based on the results in this research, some suggestions the researcher could
recommend and could be considered for further studies are: to increase the number of
samples to make it more extensive so that the conclusion withdrawn would have wider
scope either by increasing the research year period or adding the company sector.
Adding other independent variable which might affect fixed asset revaluation decision is
also recommended, such as profitability, bonus, guarantee debt level, ownership
control, company age, and other independent variables to make the obtained prediction
value more extensive. Further studies could also use a sample from other ASEAN
countries which adopt IAS 16 such as the Philippines and Malaysia. Adding the number
of window event of the research and replacing the declining cash flow from operation
variable with declining cash flow from all activities of the company are also suggested.

In this research, we had highlighted some limitations which could be fixed by the next
research. Among these limitations was the variables used to test the factors which
influenced the asset revaluation decision being limited to only five variables, namely
company size, fixed asset intensity, liquidity, declining cash flow from the operation, and
leverage. The research period used in this research was relatively short, i.e., two
research year from 2015 to 2016. Furthermore, it used a relatively short window event,
i.e., from t-7 to t+7.
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