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Abstract:

Research aims: The paper aims to examine the value relevance of asset
revaluation disclosure after seven years of implementation of international
accounting standards (IAS). This paper highlights the implementation of SFAS 16
which is converged to IAS 16 regarding fixed assets. The SFAS 16 requires
companies to disclose the value of fixed assets according to market values if the
book value is significantly different from the market value.
Design/Methodology/Approach: We analyze 46 non-financial companies that
employ the revaluation model during 2012-2018. As benchmarks, we randomly
collect 46 non-financial companies that d0 not revaluate their assets during the
period. To investigate the value relevance of upward asset revaluation disclosure,
we approximate the relationship between and the effect of upward asset
revaluation disclosure and stock price by employing Ohlson modified model
(1995).

Research findings: We suggest that disclosure of upward asset revaluation is
value-relevant. The SFAS 16 states that an upward asset revaluation increases the
value of equity and assets. Furthermore, we suggest that the information of the
book value of equity, net income, and earnings of asset revaluation firms is value-
relevant. The results show that the information of the book value of equity and
earnings are more value-relevant than upward asset revaluation disclosure and
net income.

Theoretical contribution/Originality: Our study contributes to filling the gap of
previous results related to the value relevance of fair value disclosure of fixed
assets.

Practitioner/Policy implication: This research gives an input for financial
accounting standards development in Indonesia, particularly regarding the issue
of asset revaluation.

Research limitation/Implication: Only 46 non-financial companies that employ
the revaluation model during 2012-2018. Thus, our study has a small sample size.
Keywords: Value relevance; fair value disclosure; revaluation model; fixed assets.

Introduction

One of the important issues governed by the financial standards is the
implementation of fair value measurements that are believed to provide
more relevant financial information so that accounting information is
more useful in making business decisions and meeting investor
expectation (Mclnnis, Yu, & Yust, 2018; Hitz (2007). Many conflicting
empirical results have emerged regarding the qualitative characteristics of
financial information produced using fair value measurement. A growing
opinion is a fair value for poverty, plant, and equipment values provide
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more meaningful information than the book value of assets (Gwilliam & Jackson, 2008).
Other scholars claim that asset values measured using fair value are more relevant than
using other methods (Herrmann, Saudagaran, & Thomas, 2006), but less reliable
(Herrmann et al., 2006) since managers may use their discretion to manipulate the
information (Lilien, Sarath, & Yan, 2019). Earlier, Cotter and Zimmer (2003) provide
empirical evidence for the adoption of fair value in Australia. They conclude that fixed
assets that are measured by fair value are more reliable. The contradiction in Cotter and
Zimmer (2003) results may be due to the period of data used before companies adopt
IFRS mandatorily.

Besides, conflicting results occurred regarding the advantage of fair value information.
Quagli and avallone (2010) show that fair value disclosure can reduce the difference
between the market value to book value which reflects a lower information asymmetry.
In the most recent period, Ruan (2019) finds that fair value for fixed assets provides
more relevant information about fixed assets value for resale, however, and allowed
impairment loss may contain a manager's opportunistic behavior which can reduce the
benefits of information for investment decision making. Managers use an upward asset
revaluation strategically to adjust fixed assets value to the value appropriate for sale. In
line with Ruan (2019), Vergauwe and Gaeremynck (2019) show that the adoption of fair
value measurement fails to reduce information asymmetry. This paper contributes to
the literature related to the value relevance of disclosing and measuring the fair value of
fixed assets after years of IFRS implementation in Indonesia.

Revaluation of fixed assets is a model based on fair value. Fixed assets whose fair value
can be measured reliably are recorded at the revaluation amount, that is, the fair value
at the revaluation date less accumulated depreciation and accumulated impairment
losses after the revaluation date (Indonesian SFAS 16). SFAS 16 which is converged to
IAS 16 requires companies to assess their assets after initial acquisition using the asset
revaluation method and then disclose the asset value according to market value if the
book value differs significantly from the market value. The company also records the
value of the asset at the revaluation value in the financial statements. Therefore, the
determination of the value of assets using the market value of assets affects the value of
accounting earnings, the value of equity, and the value of a company's assets (Herrmann
et al., 2006).

Besides, being able to produce highly relevant information, fair value measurement has
a weakness to measure the value of assets that have no market value. The market value
of some properties, plant, and equipment does not exist. If the market value of an asset
is not available, the way to determine the value of fixed assets is using the appraisal,
level 3 measurement in fair value hierarchy. The appraisal determines the market value
of fixed assets that have no market value. In this case, the company is required to report
the name of the appraisal conducting the assessment (SFAS 16). However, appraisal
methods have some weaknesses, the validity of doubtful values (Sundgren, Maki, &
Somoza-Lopez, 2018), less reliable due to uncertain and bias measurement which are
the main sources of information risk (Ayres, 2016). As a result, the resulting value is less
credible and cannot be verified (Sundgren et al., 2018) thereby increasing the problem
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of adverse selection (Sundgren et al., 2018). Asset values can be manipulated according
to company needs (Sundgren et al.,, 2018). Therefore, the market does not always
respond positively to large amounts of disclosure of financial information (Vergauwe &
Gaeremynck, 2019). Sometimes, the market evaluates large disclosures with negative
responses. Market participants have different views on fixed asset fair value information
disclosed by companies. For market participants who are risk-takers, this condition is
less influential on their decisions. Conversely, for risk-averse market players, this
condition greatly affects their decisions. This paper contributes to the literature related
to the meaning of fair value information in Indonesia.

This study examines whether fair value disclosure and measurement of fixed assets is
value-relevant. Specifically, we examine whether fair value disclosure has a significant
meaning for market participants after seven years of implementation of IFRS-based
accounting standards in Indonesia. To investigate the value relevance of assets
revaluation disclosure as a fair value-based model, we approximate the relationship
between revaluation of fixed assets and stock price and the effect of revaluation of fixed
assets on stock price using a modified model of Ohlson (1995) which has been
extensively applied in the literature. We collect the data of non-financial firms listed in
the Indonesian Stock Exchange for the period 2012-2018. The year 2012 is the first year
to mandatorily implement IFRS-based standards in Indonesia. The year 2018 is cut off
determined in this study for the last achievement of the implementation of IFRS-based
standards. This study focuses on non-financial companies because the value relevance
of fair value information differs between financial and non-financial companies (Mclnnis
et al., 2018). For financial companies such as banks, the valuation of assets with fair
value is no more relevant than historical cost (Mclnnis et al., 2018). To avoid sample
bias, this research focuses on non-financial companies only. To test the hypothesis, we
employ multivariate analysis. The empirical results of our study make an important
contribution to the question as to whether fair value information of fixed assets is value
relevance in Indonesian listed companies. The results are not consistent with our
expectations that fixed assets revaluation as a base model of fair value is value
relevance.

Our study contributes to filling the gap of previous results related to value relevance of
fair value disclosure of fixed assets that are still getting minimal attention by academics
today (Fathmaningrum & Yudhanto, 2019; Israeli, 2015). Prior empirical research on fair
value measurement is mostly limited to financial instruments (Mclnnis et al., 2018;
Pascayanti, Rahman, & Andayani, 2017; Song, 2015; Song, Thomas, & Yi, 2010; Hassan,
Percy, & Stewart, 2006). The results support the value relevance of fair value disclosure
of financial instrument information. All studies focus on financial sector firms. At the
other side, most literature regarding fair value disclosure investigates the factors
influencing the companies’ decision to revalue their fixed asset in non-financial
companies (latridis & Kilirgiotis, 2012; Quagli & Avallone, 2010; (Missonier-Piera, 2007);
(Lin & Peasnell, 2000); (Brown, lzan, & Loh, 1992). The results are mixed. Testing on the
effect of asset revaluation on stock prices has been done before by using old data
(Cotter & Zimmer, 2003; Aboody, Barth, & Kasznik, 1999; Sharpe & Walker, 1975).
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This paper provides insight into the issue of value relevance after IFRS adoption as a
reference for financial reporting in the context of developing countries, namely
Indonesia. Practically, this research provides input for financial accounting standards
setter in Indonesia for the issue of asset revaluation in particular. The rest of our paper
is organized as follows. In section 2 presents a literature review and hypothesis
development. In section 3, we present the research method consisted of the data and
sample, and analysis method. Section 4 represents the empirical results. In section 5, we
present a summary and conclusions.

Literature Review and Hypotheses Development
Upward Assets Revaluation of Fixed Assets

The fair value concept is a term in accounting standards where assets and liabilities are
recorded in the financial statements based on market value (Hitz, 2007). The application
of fair value expects users of financial statements to get a more realistic picture of the
amount recorded on the balance sheet because it has been adjusted to market
conditions prevailing at the reporting date (mark to market) (Laux & Leuz, 2010). Using
mark-to-market accounting generates continual changes to the company's financial
statements when the value of assets increases and decreases as profits and losses are
recorded (Laux & Leuz, 2010). Consequently, it is difficult to ascertain whether profits
and losses are due to business decisions made by management or due to changes in the
market. Another problem arises when re-measuring the value of assets based on market
prices. Fixed assets that have no market value are revalued using a level 3 fair value
hierarchy that contains validity and reliability weaknesses (Ayres, 2016). Appraisal as
value-determining parties may have no uniformity of guidance. It makes the revalued
value of assets difficult to verify so they are less reliable.

Asset revaluation is an adjustment of the value of an asset to its market value.
Revaluations affect the book value of an individual asset for the current price and the
book value of the owner's equity (net assets) for the real value given by the capital
market (Saito, 1983). Asset revaluation causes total assets to increase (upward assets
revaluation) or decrease (downward assets revaluation). Incentives for upward assets
revaluation or downward assets revaluation may differ among firms. Upward assets
revaluation is more favored by the company because it reveals the direct cost and the
real value of the company's fixed assets to investors (Missonier-Piera, 2007), increase
the value of assets and display better financial conditions (latridis & Kilirgiotis, 2012),
increase future firm performance (Aboody et al., 1999), and cover equity reduction and
poor liquidity (Lin & Peasnell, 2000). Conversely, one of the reasons for companies to
perform downward asset revaluation is a political cost (Quagli & Avallone, 2010).

Specific for the Indonesian case, the obligation to disclose fair value measurements is
regulated in Indonesian SFAS 68 which has been converted to IFRS 13. SFAS 68 relates to
SFAS 16 in terms of measurement of fair value for fixed assets. Revaluation of fixed
assets is a model based on fair value. Based on SFAS 16 which is converged to IAS 16,
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stated that fixed assets whose fair value can be measured reliably are recorded at the
revaluation amount, that is, the fair value at the revaluation date less accumulated
depreciation and accumulated impairment losses after the revaluation date. Companies
are required to assess their assets after initial acquisition using the asset revaluation
method and then disclose the asset value according to market value if the book value
differs significantly from the market value. The company only discloses in Notes to
Financial Statements but does not record it in the financial statements if the company
applies the cost model. If the company applies a revaluation model, in addition to
disclosing the market value of assets, the company also records the value of the asset at
the revaluation value in the financial statements. Therefore, the determination of the
value of assets using the market value of assets affects the value of accounting earnings,
the value of equity, and the value of a company's assets.

According to SFAS 16, if the value of assets after revaluation increases, a company
records the value of the increase of the difference in market value and book value in
two conditions: (1) recognizing the increase in the income statement as other benefits
outside the post other comprehensive income. This recognition is made only in the year
when the asset revaluation occurs. (2) Recognize the increase in assets due to
revaluation as other comprehensive income and accumulated in equity as a post
revaluation surplus. This post will continue to be reported and disclosed as long as the
company still owns the asset and will stop reporting when the fixed asset is released
(Herrmann et al., 2006).

Value Relevance of Upward Assets Revaluation Disclosure

Public companies, ideally, disclose financial information that is favorable to the market
to reduce information asymmetry. However, in reality, the company prefers to disclose
unfavorable financial information disclosures so that the information asymmetry
remains high (Bertomeu & Magee, 2015). The market response is under the information
conveyed by the company. Largely unfavorable information disclosure does not increase
stock prices (Bertomeu & Magee, 2015). Upward fair value disclosure is favorable
information that is reflected in the high market response to the value of assets that have
been revalued (Mclnnis et al., 2018).

Sharpe and Walker (1975) demonstrate that firm choice to upward assets revaluation
changes the stock price. Aboody et al. (1999) strengthen Sharpe and Walker (1975) that
assets revaluation has a positive relationship with a stock return by UK firms. Some
further empirical evidence supports that theory. Cotter and Zimmer (2003) demonstrate
that upward asset revaluation disclosure of fixed assets of non-financial industries in
Australia is value relevance. Israeli (2015) examines the value relevance of upward fixed
assets revaluation of some countries in the world (world scope). The results are
consistent with (Cotter & Zimmer, 2003) that upward fixed assets revaluation has a
higher value relevance. Fathmaningrum and Yudhanto (2019) and Pascayanti et al.
(2017) provide evidence from Indonesia. Fathmaningrum and Yudhanto (2019) examine
market reaction on fixed assets revaluation of manufacturing companies in Indonesia for
the period 2015-2016. However, they do not mention specifically upward assets
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revaluation or downward assets revaluation. They find the revaluation of that fixed asset
positively significantly affects the market reaction.

The other previous studies that examine the value relevance of fair value information of
financial companies especially show inconsistent results. (Mclnnis et al., 2018)
investigate the value relevance of U.S. banking for the period 1996-2013. The results
show that the combined value relevance of book value of equity and income based on
fair value is less than that based on GAAP. Fair value income is less value-relevant than
GAAP income. The book value of equity under fair value is not more value-relevant than
under GAAP. Overall, their results suggest that financial information under fair value
accounting is not more relevant for bank valuation than financial information under
current GAAP. Hassan et al. (2006) examine the fair value of financial instruments of
banking in Australia and find that fair value information of financial instruments is not
value-relevant. Pascayanti et al. (2017) investigate the value relevance of fair value
information of assets and liabilities of banking listed in the Indonesia Stock Exchange for
the period 2012-2014. They find that fair value information of assets and liabilities is
value-relevant. Song (2015) examines empirically the effects of market volatility on the
value relevance of fair value information of U.S. financial companies for the period of
2008 to 2013. He finds that fair values are highly value-relevant when market volatility is
high.

Hi: Upward fixed asset revaluation in Indonesia is value-relevant.

H.: The information of the book value of equity, net income, and earnings of asset
revaluation firms are more value-relevant than them of non-asset revaluation firms.

Research Method
Sample and Sampling Technique

This paper examines the value relevance of fair value disclosure after seven years of
implementation of IFRS in Indonesia. The sample is non-financial firms listed in the
Indonesian Stock Exchange for the period 2012-2018. This study focuses on non-
financial companies because the value relevance of fair value information differs
between financial and non-financial companies (Mclnnis et al., 2018). For financial
companies such as banks, the valuation of assets with fair value is no more relevant than
historical cost (Mclnnis et al., 2018). To avoid sample bias, this research focuses on non-
financial companies only (latridis & Kilirgiotis, 2012; Missonier-Piera, 2007; (Lin &
Peasnell, 2000). As Lin and Peasnell, 2000), this study divide the sample into two groups.
The first group is the companies that disclose the information of fixed assets
revaluation. The second group is the companies that do not disclose the information of
fixed assets revaluation as benchmarking companies. We take the proportional number
of companies in each of these groups. 46 non-financial companies employ the
revaluation model during 2012-2018. As benchmarks, we randomly pick 46 non-financial
companies that did not reevaluate their assets during the period.
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Variables Measurement

To test the value relevance of fair value information, we use the modified Ohlson model
(1995). The dependent variable used in the model is the share price. Upward assets
revaluation, the book value of equity, net income, and earnings (operating income) are
independent variables. Share price (SPit) is measured by using the value of the next
period share price. The current period's financial information is published in the
following year. For example, if a company revalues assets in 2013, the share price used
will be the share price in 2014. Upward assets revaluation (UARg) is measured by the
upward value of fixed assets revalued and reported in the current period income
statement. Book value of equity (BVE:) is the total value of equity reported in the
statement of financial position changes. Net income (Nli) is measured by total net
income after tax as reported in the income statement. Earnings (Eit) are measured by
total operating income (earnings before interest and tax) as reported in the income
statement.

Analysis Method

To investigate value relevance of upward asset revaluation disclosure, the book value of
equity, net income, and earnings, we approximate the relationship between upward
asset revaluation disclosure, the book value of equity, net income, earnings, and stock
price and the effect of upward asset revaluation disclosure, the book value of equity, net
income, and earnings on the stock price. We employ Ohlson modified model (1995)
which has been extensively applied in the literature to examine the value relevance. This
study occupies Mclnnis et al. (2018) ways to examine the hypothesis by separating the
model for companies that revaluate fixed assets and those that do not revaluate assets.
The model used is as follows:

SP_ARFit =Qp+ (11UAR_ARFit + azBVE_ARFn + (13N|_ARFit + (14E_ARFit +E&... (1)
SP_NonARFi = ag + a;BVE_NonARF;: + a;NI_NonARFVi: + asE_NonARFi: + & (2)

Where:

SP_ARFis share price of firm i with assets revaluation for period t; UAR_ARFiis upward
assets revaluation of firm i with assets revaluation for period t; BVE_ARF;; is book value
of equity of firm i with assets revaluation for period t; NI_ARFVj is net income of firm i
with assets revaluation for period t; E_ARF; is earnings of firm i with assets revaluation
for period t. NonARF is non assets revaluation firm.

Additional Analysis

To support Fathmaningrum and Yudhanto (2019), whether asset revaluation information
value relevance or not for the period 2012-2018 in Indonesia, this study combines the
non-asset revaluation firms and asset revaluation firms by using a dummy variable. 1 for
assets revaluation information from assets revaluation firms and 0 for otherwise. The
model to capture the value relevance of assets revaluation information is as follows:
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SPit = Bo + B1UAR_NUAR,t + BzBVEit + B3N|it + B4Eit +E&..... (3)

Where, SP;: is the share price of firm i for period t; UAR_NUAR;is assets revaluation and
non-assets revaluation disclosure of firm i for period t; BVE;: is book value of equity of
firm i for period t; Nli; is net income of firm i for period t; Ei: is earnings of firm i for
period t.

Result and Discussion
Descriptive Statistics

Table 1 presents descriptive statistics for all variables employed for investigating
hypothesis 1. A total of 92 firms-years observations from 2012 to 2018 are employed to
test the hypothesis. The average share price for models 1 and 2 is quite different. IDR
1,190 compared to IDR 3,170. The maximum and minimum gap values either in model 1
or in model 2 are high. In model 1, the highest share price of assets revaluation firms is
11,900 and the lowest is 50 rupiah. In model 2, the highest share price of non-assets
revaluation firms is 52,100 rupiah and the lowest is 80 rupiah. The average share price of
both asset revaluation and non-asset revaluation in model 3 is relatively moderate,
2,180 rupiahs. Specific for upward assets revaluation, the average value of upward
assets revaluation is 1.44 trillion rupiahs. The gap between the maximum and minimum
value of assets revaluation is reasonably high. The highest assets revaluation value is
10.47 trillion rupiahs, and the lowest is 0.00 trillion rupiahs. It indicates that assets
revaluation firms adjust the value of assets to reasonable fair value (latridis & Kilirgiotis,
2012; (Lin & Peasnell, 2000).

The average book value of equity in models 1 and 2 is slightly different. However, the
gap between the maximum and minimum values in the two models is extremely high. In
model 1, the highest value of book value of equity of asset revaluation firms is 41.65
trillion rupiahs and the lowest value is -0.14 trillion rupiahs. In model 2, the highest book
value of equity of non-assets revaluation is 89.81 trillion rupiahs, and the lowest is -0.2
trillion rupiahs. Especially for net income and earnings, the average net income and
earnings of assets revaluation firms are lower than non-assets revaluation firms. The gap
of maximum and minimum value of net income of assets revaluation firms is low. It
indicates that the characteristic of net income and earnings of assets revaluation firms is
almost the same. As much as 28.26% of assets revaluation firms experienced a loss in
the year of asset revaluation. Net loss is one of the reasons companies reevaluate their
assets (Lin & Peasnell, 2000).

Model 3 is an additional analysis to examine the value relevance of assets revaluation
disclosure by combining upward assets revaluation and non-asset revaluation. We use a
dummy variable, 1 for assets revaluation information, and 0 for otherwise. The average
share price of all observation is 2,180 rupiah.
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Table 1 Descriptive statistics for variables used in the model (1), (2), and (3)

Model Mean 1.19 1.44 3.11 0.11 0.26
1
Median 0.53 0.35 0.33 0.02 0.04
Maximum 11.96 10.47 41.65 2.17 3.98
Minimum 0.05 0.00 -0.14 -1.54 -1.76
Std. Dev. 2.17 2.53 7.46 0.62 0.88
Observations 46 46 46 46 46
Model Mean 3.17 - 5.43 1.03 1.47
2
Median 0.92 - 0.66 0.10 0.17
Maximum 52.10 - 89.81 22.74 27.90
Minimum 0.08 - -0.20 -1.86 -0.76
Std. Dev. 8.01 - 15.08 3.50 4.37
Observations 46 - 46 46 46
Model Mean 2.18 0.50 4.27 0.57 0.87
3
Median 0.61 0.50 0.51 0.04 0.08
Maximum 52.10 1.00 89.81 22.74 27.90
Minimum 0.05 0.00 -0.20 -1.86 -1.76
Std. Dev. 5.92 0.50 11.89 2.55 3.20
Observations 92 92 92 92 92

SP refers to share price; UAR is upward assets revaluation; BVE, NI, and E stand for the book value
of equity, net income, and earnings respectively. The share price is shown in a thousand rupiahs.
BVE, NI, and E display in trillion rupiahs. The sample companies for models 1 and 2 are different.
Model 1 is for assets revaluation firms, and model 2 is for non-assets revaluation firms.

Table 2 Pearson correlation coefficient for all variables used in the model (1) and (2)

Model 1 UAR Correlation (0.15)
t-Statistic (0.98)
BVE Correlation 0.38 (0.13)
t-Statistic 2.70*** (0.88)
NI Correlation 0.50 (0.06) (0.16)
t-Statistic 3.80*** (0.38) (1.09)
E Correlation 0.66 (0.14) 0.06 0.91
t-Statistic 5.75%** (0.96) 0.43 14.79***
Model 2 BVE Correlation 0.36
t-Statistic 2.55%**
NI Correlation 0.30 0.95
t-Statistic 2.05%* 19.74%**
E Correlation 0.36 0.96 0.99
t-Statistic 2.52%* 23.69%** 45 .44%**
Model 3 AR Correlation (0.17)
t-Statistic (1.61)
BVE Correlation 0.36 (0.10)
t-Statistic 3.70%*** (0.94)
NI Correlation 0.32 (0.18) 0.82
t-Statistic 3.26%** -1.76* 13.81%**
E Correlation 0.39 (0.19) 0.85 0.99
t-Statistic 4,02%** -1.84%* 15.35%** 58.22***

SP refers to share price; UAR is upward assets revaluation; BVE, NI, and E stand for book value of
equity, net income, and earnings respectively. ***, ** * denotes a significance level of 1%, 5%,
and 10% respectively.

The Pearson correlations among independent variables in the models of Equation (1),
(2), and (3) are presented in Table 2. It shows that most of the variables of interest are
significantly correlated at 1%, 5%, and 10% level. However, some variables have low
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correlations; thus, it is not potential problems for our results. Model 1 presents that
upward assets revaluation has a positively weak relationship with the book value of
equity, net income, and earnings. The relationship between the book value of equity and
net income and between the book value of equity and earnings are weak. However, the
correlation between net income and earnings is positively significant at 1% level. Model
3 represent also a weak relationship between assets revaluation and the book value of
equity, net income, and earnings. In model 2 we show that all variables are significantly
correlated at the level of 1% and 5%.

Main Results

We examine the value relevance of upward assets revaluation disclosure in Indonesia
for the period 2012-2018. We investigate also the value relevance of book value of
equity, net income, and earnings of asset revaluation firms. The multiple regression
results are presented in Table 3. We suggest that the information of upward asset
revaluation in Indonesia is value-relevant to support the results of Fathmaningrum and
Yudhanto (2019) and Pascayanti et al. (2017).

Based on Model 1 in Table 3, shows that upward assets revaluation is negatively related
to stock price. However, the effect is not significant (coefficient = -2.3664, t-stat.= -
0.0118). The result indicates that the information of upward assets revaluation is not
essential information for the market. The results do not succeed to support the
hypothesis (H1) and contradict with the results of the previous result by Fathmaningrum
and Yudhanto (2019), Israeli (2015), Cotter and Zimmer (2003), Aboody, et al. (1999),
and Sharpe and Walker (1975). This result is not following our expectation that asset
revaluation disclosure is value-relevant and it is getting higher after seven years of
implementation of IFRS in Indonesia.

The result could be an indication that upward asset revaluation disclosure is not useful
to an investor in making a business decision. The results are consistent with Vergauwe
and Gaeremynck (2019) that fair value disclosure is not important information for
market participants so the share price does not change significantly when this
information is conveyed to the public. The benefit from disclosing information on asset
revaluation could be less considered by investors because there is an indication that
upward asset revaluation, especially for fixed assets that have no market value, is used
by managers to conceal companies’ bad financial performance (Lilien, et al., 2019). By
using upward asset revaluation, negative net income can be covered by positive and
higher asset revaluation of the fixed asset so that it looks more profitable
comprehensive income.

For fixed assets that have no market value, its market value is determined by the
appraiser. Appraisal methods have some weaknesses, the validity of doubtful values
(Sundgren et al., 2018), less reliable due to uncertain and bias measurements which are
the main sources of information risk (Ayres, 2016). The market participants are aware of
the condition. As a result, the resulting value is less credible and cannot be verified
(Sundgren et al., 2018) thereby increasing the problem of adverse selection (Sundgren
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et al., 2018). Asset values can be manipulated according to company needs (Sundgren et
al., 2018). Therefore, the market does not always respond positively to large amounts of
disclosure of financial information (Vergauwe & Gaeremynck, 2019). Sometimes the
market evaluates large disclosures with negative responses. Market participants have
different views on fixed asset fair value information disclosed by companies. For market
participants who are risk-takers, this condition is less influential on their decisions.
Conversely, for risk-averse market players, this condition greatly affects their decisions.

As SFAS 16 state that asset revaluation affects total equity and assets. We suggest that
the book value of equity, net income, and earnings of asset revaluation firms are value
relevance. The results show that net income is negatively related to stock price. The
same as the results of the testing of upward asset revaluation, the effect of net income
on share price is not significant. Both upward assets revaluation and net income are not
value-relevant. The other main information, the book value of equity and earnings of
asset revaluation firms positively significantly affects share price at 5% and 1% level of
significance respectively. It indicates that the Book value of equity and earnings of asset
revaluation firms provide more useful information for users. Both the book value of
equity and earnings are value-relevant.

In model 2, net income and earnings of non-assets revaluation firms affect share price at
a 1% level of significance. It indicates that net income and earnings of non-asset
revaluation firms are more value relevance than the book value of equity for non-assets
revaluation firms. Based on Model 3 in Table 3, we provide the information on upward
assets revaluation negatively affects share price but insignificant (coefficient = -
1003.151, t-stat.= -0.9228).

Table 3 Statistic indicators of all variables for Model (1), (2), and (3)

UAR Coefficient -2.3664 -1003.1510
t-Statistic -0.0118 -0.9228
BVE Coefficient 0.0001** 0.0000 0.0000
t-Statistic 2.2896 0.0887 0.0426
NI Coefficient -0.0008 -0.0061*** -0.0053***
t-Statistic -0.7234 -2.8990 -4.0361
E Coefficient 0.0021%** 0.0054*** 0.0049%**
t-Statistic 2.7394 2.7167 4.2779
C Coefficient 506.2464 1379.9160 1481.6590
t-Statistic 0.2185 1.2113 1.8393
Stat. Indic. R-squared 0.5481 0.2749 0.2979
Adjusted R-squared 0.5040 0.2231 0.2656
F-statistic 12.4304 5.3067 9.2269
Prob(F-statistic) 0.0000 0.0034 0.0000
Durbin-Watson stat 1.8679 1.7679 1.8074

SP refers to share price; UAR is upward assets revaluation; BVE, NI, and E stand for the book value
of equity, net income, and earnings respectively. ***, ** * denotes a significance level of 1%, 5%,
and 10% respectively.
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It indicates that the information of upward assets revaluation is not value relevance.
These results reinforce the results in Model 1 that upward asset revaluation is not value
relevance.

Based on the results, we conclude that after seven years of implementation of IFRS in
Indonesia, financial statement users still consider that the book value of equity and
earnings is more important information than fair value disclosure of fixed assets. The
book value of the fixed asset is still very important information for investors cause of its
high reliability. The book value of assets can be traced reliably. Meanwhile, the fair value
of fixed assets suspected of containing the discretion of the manager. Fair value
information is relevant but less reliable (Herrmann et al., 2006). Users know that the
measurement of a fixed asset that has no market value by using level 3 hierarchy
contains many weaknesses so it is less reliable (Ayres, 2016; Song et al., 2010). The
resulting financial information is more uncertain (Ayres, 2016). Fair value measurement
can be a company's vehicle to manage their earnings (Lilien, et al., 2019; Hsu & Lin,
2016). Users feel the use of fair value that increases the value of comprehensive income
and assets is a way for companies to mislead the company's financial information so that
the company's financial condition looks good (Vergauwe & Gaeremynck, 2019). Fair
value measurement could be noisier and less precise simply due to the subjectivity
nature of the appraisal (Ayres, 2016). Level three measurements are thus subject to
greater information asymmetry than are level one and two measurements (Vergauwe &
Gaeremynck, 2019; Song et al., 2010).

Conclusion

We examine the value relevance of asset revaluation disclosure after seven years of
implementation of international accounting standards. The spirit of implementing
international standards is the functioning of fair values measurement that are believed
to provide more relevant financial information. However, the application of fair value for
assets that have no market value contains many weaknesses so it is less reliable. Almost
all types of fixed assets have no market value. Using a level three fair value hierarchy
contains validity and reliability weaknesses to re-measure the value of fixed assets. This
causes the value of fixed assets to be less reliable, although highly relevant.

This paper highlights the implementation of SFAS 16 which is converged to IAS 16
regarding fixed assets. SFAS 16 requires companies to disclose the value of fixed assets
according to market values if the book value is significantly different from the market
value. Revaluation of fixed assets is a model based on fair value. We analysis 46 non-
financial companies that employ the revaluation model during 2012-2018. As
benchmarks, we randomly collect 46 non-financial companies that did not reevaluate
their assets during the period. We suggest that disclosure of upward asset revaluation is
value relevance. The results show that upward assets revaluation is negatively related to
stock price. However, the effect is not significant. The result indicates that the
information on upward assets revaluation is not essential information for the market.
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The results do not support the hypothesis (H1) and contradict the results of the previous
result.

As SFAS 16 state that asset revaluation affects total equity and assets. We suggest that
the book value of equity, net income, and earnings of asset revaluation firms are value-
relevant. The results show that net income is negatively related to stock price. The same
as the results of the testing of upward asset revaluation, the effect of net income on
share price is not significant. Both upward assets revaluation and net income are not
value-relevant. The other main information, book value of equity and earnings of asset
revaluation firms positively significantly affect the share price. It indicates that the Book
value of equity and earnings of asset revaluation firms provide more useful information
for users. Both the book value of equity and earnings are value relevance. The results
support the hypothesis (H,).

This study is subject to several limitations. First, we use a small sample size of all non-
financial firms listed in the Indonesia stock exchange due to only 46 non-financial
companies that employ the revaluation model during 2012-2018. Further studies may
combine non-financial firms with financial firms as well as lengthen the time of
observation to capture a comprehensive feature of firms with asset revaluation
disclosure. Second, we observe fair value disclosure by using the information and value
reported in the income statements, the statements of financial position, and the notes
of financial statements. We are unable to deeply explore the measurement method for
each fixed asset components. Further studies may specify the level of fair value
measurement of each fixed asset component to capture the level of fair value
measurement which is not value-relevant. Third, we focus on upward asset revaluation
only. Further studies may focus on upward and/or downward asset revaluation.
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