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Abstract. Purpose - This research is to develop the integrated modeling for illustrating the influence of accruals
against on the market value of firm performance through the corporate event policy, both the policy of dividend
payout and working capital, so this causal relationship involves the quality of accruals. On the side, this research
tests the capability skill of investors to detect the earnings management by the period of publication, when the issue
was released out formally and informally. This research proves the empirical testing, earnings management that are
commonly used to sending out the message or signaling to the market about firm performance, this fundamental aim
is to matching the different perception.Design / Methodology Approach - This research used the statistical models
by developing the ANOVA analysis, the path model analysis and multivariate regression, where our explanatory
causal research have two stages of the data analysis. Primaryly, we used the testing the influence of discretionary
accruals by path analysis and multivariate regression. By getting rid of the available error or bias, the object of this
research was all the listed company period 2001-2016, where it has the purposive sampling. This research used the
Amos and SPSS at the significant level at 5%. Finding - The critical finding that all public firm have systematic
method for earnings management, we distinguished the discretionary accruals, when it had the high and low
accruals, it is measured by the percentage of the total accruals. The discretionary accruals have the negative
influence on the market value significantly, both indirect and direct impact. The indirect could be done by the
positive relationship with a dividend and a negative relationship with working capital. The other finding is the
impact on the quality of accruals, when estimating the risk of the firm and the usefulness of financial reporting. This
research try to prove the dividend policy, based on the earnings management, and working capital had been the
sensitive indicator for investors.Research Limitation / Implication - This research based on the fundamental
analysis, then developed into accruals testing with Kothari Model. When we used the financial indicators, it so
brings so many limitations, like the lag period and time horizon. By ignoring the error in time horizon accruals in
the long run, this research testing between the accruals and corporate events policy. Practical Implication - This
research has pointed out the financial reporting still be the most valuable document and the high usefulness in
taking investment decision. The investors have capability to detect the earnings management and capable to of make
a judgment, when the high accruals could be found. When a firm released out the financial reporting, it is just like a
game theory. When financial reporting have the high accruals, so this management used the conservative method in
reducing out the risk, as we commonly known as the quality of accruals. Originality / value- The research have
developed out the mutual relationship with corporate earnings management policy and market value by proposing
the concept of market value of accruals, high payout dividend yield and quality of accruals. By re-shaping the new
paradigms of dividend payout, and increasing capability skills of investors, we develop the matrix of game theory
models in illustrating investor and management behavior; include the pattering of flexibility of accounting method.
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BACKGROUND
In the development of accounting

monumental study and dominate the theory
and research of market based accounting and

research literature, started with a study of the
influence of corporate profits on stock price
movements in the 60-70's. The research of
Ball and Brown (1968), which became a

finance since 1968, tested the correlation
between the sign of unexpected earnings to
the average of abnormal rates of return. In the
same year, Beaver (1968) conducted a study
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on the correlation of profit and trading
volume, by proving the effect of financial
statements publication to the return investors’
level, the company's profit has informativity
level for investment decisions. The financial
statements have useful decision level, because
the accounting report contains information
that can affect the stock market’s price.

The development of financial and
accounting research is related the emergence
and the development of Positive Accounting
Theory (Watts and Zimmerman, 1986), which
is dominant in current accounting research. It
is supported by Milton Friedman (in Kothari
et al, 2005) who adopted the positive
economics science to the model of accounting
research. Despite of using normative theory,
he used the positive theory that use the
arguments explaining how the stock exchange
works in reality. The various studies of
accounting research have found earnings
management behavior, in which the accruals
can be used to predict company’s profits,
included the accruals accounting by Sloan
(1996) and the study of earnings management
by Healy (1985), Jones (1991) and Sweeney
(1994) and Dechow et al, (1996).

Regarding the case of earnings
management in Indonesia, Sylvia and Utama
(2005) assumed that a management has an
opportunist characteristic in running the
company for its personal interests which
influenced by the ownership majority and
company's size. This behavior applied income
increasing or decreasing discretionary
income accruals. Leuz et al. (2003) showed
that Indonesia is classified in countries’
clusters that have weak protection for
investors, in which the earnings management
occurred. This statement is similar to the
study of Myring (2006) that categorized it into
"the emerging markets".

By adopting IFRS, with the new
principle based standard, the asset assessment
is based on the fair value. The objective of
fair value usage is to improve the
transparency and quality of financial report. In
Indonesia, the IFRS adoption also attracts
attention and becomes an interesting
phenomenon. The revision then made to

PSAK when adopting IFRS, Prima et. al.
(2012) showed that the IFRS adoption has no
significant effect to the earnings management.
The result analysis showed that statistically
there is no significant difference between
earning management level, before before and
after adopting IFRS. This finding does not
meet the research expectations that there is a
declining in earning management after
adopting IFRS.

First: The Implications of Dividend Pay
Out Policy and Earning Management

This study investigated the correlation
between dividend payout policy with earnings
management behaviors, in which the dividend
amount is able to affect the stock market
value positively and significantly. The
dividend payout policy is used as "signaling"
to the company’s performance, which is able
to influence the investor’s perception. Alwi
(2009) studied that the dividend policy is used
to reduce the agency conflict between the
majority and minority stakeholders.

Kato (2002) wrote about the dividend
policy related to earning management through
"accruals and deferral” item based on
Japanese government’s banking regulations.
The implications of the dividend payments
reached 40% of net income until August
1992. The research of dividend payout policy
research with earning management was firstly
conducted by Kasanen (1996), assumed there
are high demand dividend and “dividend
smoothing”. Thedividend’s role is as "an
active signal” for the investors regarding of
cash flow availability and not as a signal for
the next company's performance. It is related
with the earning management activity,
whereas the companies have various motives
in conducting the dividend payout policy,
Lilian et. al. (2012). In her research assumed
that mentioned that the company tends to
conduct the dividend payout policy, to get
high repayment. It aims to give a good signal
and do the camouflage against the minority
stakeholders rights violations.
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Second: Working Capital Policy and
Earning Management

The effect of working capital policy,
which is a very sensitive indicator, is very
important for investor’s decision (Kerstein
and Rai 2007). In fact, the investor’s
attentions focus on the working capital
components as an earning management item,

the effects of working capital changing
becomes a major concern compared to the
increase of company’s earning. The managers
also prefer to reporting a small increase of
earning rather than losses, that uses
discretionally accruals (Dechow and Dichev,
2002). The Interaction of working capital and
dividend is explained by the figures below:
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Note: Myers (1984); Gombola and Ketz (1983), Soenen (1993) Titman (1988); Baker (2002), Deshmukh (2005), Lazaridis
(2006), Kesanen (1996), Mahdiye (2013), Bandi (2012), Tong and Greene (2005), Kerstein and Rai (2007) Scott (2012),

Megginson (1997) and Yoon, et al (1995)

Figure 1 Scope of Working Capital and Dividends and Stock Market Value.

THEORITICAL FRAMEWORK
Problem Identification

Dechow and Dichev (2002) introduced
the concept of accruals quality to measure the
company risk. It is similar to Watts and
Zimmerman (1978), Roychowdhury (2006)
and Cohen and Zarowin (2010) that accruals-
based earnings management. The
Management’s capability to conduct earning
management was assured having “mis-
leading” financial report indicators. The
disability and failures of investors to
anticipate and detect the aggressive accruals,
is also examined by Bradshaw et al. (1999, p.
2 in Kothari et al, 2005) he said “investors do
not fully anticipate the negative implications
of unusually high accruals”.

Based on the occurrence of financial
“mis-leading” to the investment decisions and
investor’s detection ability of earnings
management, this research dissertation is
formulated as follows: (1) How does the
earnings management, through discretionary

accruals indicators, affect the stock market
value, including the accruals’s impact to the
dividend policy and working capital
management?; (2) How much is the effects of
dividend payout ability and policy, and how
much is the impact of working capital policy
on the performance level of company's market
value?; (3) How does the business risk affect
the debt’s capital cost and the equity through
Beta indicator? And also the accruals’s impact
on business risk through earning quality
concept?

The Signal Theory or ""The Signaling"*

The basis of this theory is that managers
and shareholders do not have the same access
to information to company’s information or
the information asymmetry existence. There is
certain information that is only known by the
managers, while the shareholders do not know
it. As a result, when the company’s funding
policy changes, it delivers information to the
shareholders that make the company’s value
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changed, in other words, the sign appears or
signaling (Desai, 2004, and Bhattacharya, et.
al. 2012)

The signal theory explains how the
investors have the same information about
company's prospects as its manager. It is
called asymmetric information. But in reality,
the managers have better information than the
investors. It is called informative asymmetri,
and it has a significant impact on optimal
capital structure (Brealey et al, 2008). In
general case, market believed that a high
result dividend gives signal that the company

has a good financial performance. This
situation is  supported by effective
communication between company’s

management and investors. It also assisted by
the good reputation to avoid other problems
(Fairchild, 2010).

Agency Theory and Asymmetry
Information with the Dividend Policy

The results of Mollah’s research, et at
(2000) showed that insider ownership gives
significant negative effects to payment
dividend. The higher agency cost that high
growth company needs, the lower they pay
the dividend. Desmukh’s research (2005)
found information asymmetry that is is
described as equity publication cost’s reverse
affect positively to dividend’s payment.
Informative asymmetry’s effect on the
dividend’s policy is based on pecking order
theory. While empirical study of Smith Jr. et
al (1992) showed evidence that informative
asymmetri correlate negatively with dividend
policy. As explained by Mao’s model (2003),
when the investment scale’s increases with
debt addition, it encourages the shareholders
to substitute assets by reducing the dividend’s
payments on retained earnings. On the
contrary, when the company faces over-
investment condition due to excess free cash
flow, in order to reduce these conditions, the
retained earnings should be used to increase
the dividend’s payments. In order to reduce
the agency conflict manager and shareholder
when the free cash flow problem appears, can
be conducted by increasing the dividend
payment mechanism (to shift risk).

Dividend as Reduction of Agency Conflict

The research of Lilian et al, (2012)
showed a phenomenal result, by producing
dividend payment to 31 countries, it shows
low attractiveness on abnormal accruals and
high-quality earning. The associative relation
between dividend and earning quality is
appear more in a country that has weak
regulation and less informed environment.
Furthermore, the analysis showed that the
dividend payers not only have more accurate
and better quality information but also a little
biased expectations level. The dividends
provides a good quality earning signals,
especially in high asymmetric information
countries.

The research of Gordon (1962) says that
the constant dividend growth’s level caused a
constant expected return level, a high
dividend payout tends to be follow by a high
P/E indicators growth or low expected
earnings growth. Brav et al. (2005) and
Deshmukh (2005) have one word, showed out
that managers are motivated to increase the
unbalanced dividend result, if the earning
prospect is estimated stronger in the future.
The dividend’s improvement is not
encouraged by company's performance, but
the signal is delivered on the value of future
expectations. Miller and Modigliani (1958)
related to irrelevance theory, assumed that the
investment’s return level which unable to
meet the constant expected return growth
have a high dividend payout that make a
lower company’s growth.

The Measurement Concept of Corporate
Market Value Performance

Tucker and Zarowin (2006) used the
earnings per share approach to measure the
earning quality. The correlation is estimated
between current and future earnings by using
the interaction between earnings per share and
income smoothing. If the income smoothing
improved the earning information, the
correlation between current and future
earnings will be improved too (the earning
quality will increase). The test’s results
showed that the interaction between
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earnings per share and income
smoothing has a statistically significant
positive relation. It confirmed that income
smoothing encouraged earning quality. The
interaction between earnings per share and
income smoothing is proven having a positive
impact on stock return, it measures the
abnormal return level of securities market as a
response on unexpected component of
corporate earning report (Scott, 2012).

Sloan (1996) developed Jones and
Dechow model), it was developed to
Kothari’s (2005) model with "Performance
Based Discretionary Accruals” by adding
ROA variable. Total accruals are used as a
foundation to  determine  performance
capabilities; earnings consist of total accruals
and cash flows. The analysis results showed a
negative correlation between significant
accruals and cash flows, because the accruals
additive factors positively related to earnings
performance.

Francis et al. (2004) measures the
earning quality (earnings persistence) from
the regression slope coefficient of current
earning on logged earning; he also showed
that accruals quality has significantly positive
effects on cost of equity. The earning quality
can effect the dividend growth significantly
and positively. Hanlon (2005) showed that the
company give persistency of current earnings
and has an ability to predict future earnings. It
also gives additional information for
investors, particularly about the dividend
yield or dividend growth.

The Implication of Working Capital on
Company’s Market Value

The research about the correlation
between working capital and profitability was
conducted Lazardis and Tryfondis (2006). It
studied about working capital and profitability
of companies at Greece’s stock exchange by
using cash conversion cycle variable for
independent variable and gross operating
profit for dependent variable. It resulted the
negative correlation between cash conversion
cycle and earning negative correlation
between days of account receiveables and
days of inventory of earnings. The faster the
cash conversion cycle the more earning level
improved.

Peel and Wilson (1996) emphasized to
an efficent working capital management and
practical implementation of credit
management as the spearhead from
company’s health and performance level.
Berry et al (2002) found that big company’s
developed profit because of the optimal
working improvement of  financial
management. The study of De Chazal Du Mee
(1998) confirmed that 60% companies
experienced losses because of cash flow
problems. Narasimhan and Murty (2001)
emphasized that many industries need to
improve return on capital employed (ROCE)
by focusing on critical point such as freight
costs, working capital’s investment reduction;
and working capital’s efficiency
improvement. Shin and Soenen (1998) and De
Loof (2003) found the significant and strong
correlation  between  working  capital
management and  corporate’s  earning
capabilites. The figure below explains about
the working capital role:

Cost Qf Capital  Ja

- Risk Operational

l

Working Capital
Management

———————————

Profitability

Performance
Market Value

Note: Myers (1984) ; Gombola and Ketz (1983), Soenen (1993) and Lazaridis (2006).
Figure 2 Role of Working Capital Against Market Value Stocks
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This research use working model
management indicator on the accruals’ effect,
conducted by Barth et al (2001) it showed that
there is a negative correlation between
accruals and working capital management,
which its components are divided into cash
and supplies, including account recievable.
Penman and Zhang (2002), use the modelling
of working capital management’s component
as future prediction. The result is that the
working capital component and also
advertising cost and product development cost
can not be used as prediction because of the
accruals’s item. Chan et al (2006) stated that
theres is an effect of accruals on working
capital (account recieveable, inventory and
negative impact payable accounts). Kerstein
and Rai (2007) developed Ali’s research
(1994 in Kerstein and Rai 2007), Ali
investigated that there was a market response
focusing on capital changing, compared with
earning changing. Kerstein and Rai (2007)
used earning management indicator with large
unexpected working capital, there is a market
reaction on discretionary accruals’s and also
the investors conduct predictions for the
future cash flow to get earning quality rather

than predictions for company’s income
fluctuation.

By comparing the capability of
company's working capital in Indonesia,

Fransisca et al (2014) found that management
will conduct earning mangement agressively
in “not good” condition of company’s
working capital capability. This result study
also measured the effect of company’s
leverage level with company’s risk, when the
risk increase, the earning management will be
applied massively. It’s also supported by

Fransisca et al, (2014), when the bankruptcy
happen, from previous time earning
management will be applied agressively. The
motive is to cover the evidence of debt
agreements’ violation. This verfication is
conducted by negative working capital
indicators, so the company is unable to do the
production operations.

Earning Management Studies

Earnings management has attracted the
academists’ attention by the end of 1960s.
Breton and Taffler (1995) concluded that the
accounting manipulation changed two basics
of welfare transfer form. It is between
managers, share holders, holders of shares or
debt securities. Teoh et al (1998a,b)
conducted research about earning
management fluctuations in IPO event, the
accruals usage occured agressively in the
process of open shares bidding. Burgstahler
and Eames (1998) said that earning
management and analysis forecast minimize
the earning improment (earning surprises), it
shows the income smoothing pattern because
company’s management doesn’t want the
sharp earning fluctuation occured as long as
the management composition charging is not
occured, Subramanyam (1996) concluded that
market reaction tested the dicretionary
accruals from pricing terms, studied the
economical consequency of accounting
methods and the adverse implications of
commitment and supervision systems.

Research Method
The study developed a framework of
thinking  through the image below:
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Figure 2. Model's Framework Research

RESEARCH METHODOLOGY

This research is explanatory causal
model, wusing quantitative approach for
mapping the investors’s behaviour process on
earning management. The research’s objects
are the listed companies in Jakarta Stock
Exchange during 2001-2018. It is used
secondary data by following the assumption

of path analysis’ study that is conducted by
Bollen (2009).

Research Variables

Based on explanation above, the
variables’ formulation is structured as
follows:

Table 1. The Eplanation of Indicator Variables

Variabel Dimension Indicator Reference
Earning ?Xgl icggiaésl (L'?‘{C)i IE;‘A/PCFE 163 Dopuch et al, (2012), Yoon et
Management ! It I al, (2012) Zarowin (2012)

Cost Of Debt Net Revenue

INV: + 4 Profit Margin: + €+
Ratio Cost Of Debt = (Cost Of Debt)/

Dividend Pay Out = Dividen / Earning

Dividend Dividend Pay Out d (tand t+1)
. Net WC=Current Asset-Current
Working A
Capital Llapllltlesr
Ratio WC= WC/Current Asset
Performance Ratio PBV=Price/Book Value

Market Value Ratio PER=Price/Earnings

Beta (Varians ROA)

Resiko Standard Deviation (period 5 tahun)
Model Ohlson 1995

Cost Of = ( Bt + Xt+1 —Pt)/ Pt dimana

Equity

Er)= Xer1 +0

Chen et al (2006), Binsbergen
(2010),

Tong (2005), Deshmukh (2005),
Xiao & Bong (2007)

Barth, (2001), Chan, (2006)
Dechow&Dichev (2002) ,Sloan
(1996).

Tucker et al (2006), Emke,
(2011), Dechow et al (2002) ,
Eldomiaty (2005),

Chen et al (2006),
Chaplinsky,(1984), Ecker,(2006)
Penman et al (2002), Dechow et
al (2002),

Ohlson (1995), Botosan (2007)
Francis, (2004). Supanvanij.
(2006), Myring (2006),
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The Measurement Indicators of Earning
Management: Discretionary Accruals

In this research, the earning
management measurement model is a model
developed by Dopuch et al, (2012) and Yoon
et al. (2012) through Discretionary Accruals
(DAC) indicator. It is the difference total
results between Total Accruals (TAC) with
Non Discretionary Accruals (NDAC). For
obtaining the Discretionary Accruals, the
calculation is carried out through Non
Discretionary  Accruals (NDAC) as a
prediction value or fitted value. The Dopuch
Model is assumed to anticipate the weakness
of Kothari Model in reducing the error value
(zarowin, 2015).

The Modelling Path Analysis 1: Earning
Management and PBV

The previous studies assumed that
accruals encourages the management to apply

Accruals Positive

high yielding dividend pay out policy that can
affect the stock price fluctuations (Kato; 2002,
Lilian et al, 2012, Kesanen; 1996 Mahdiye;
2013, Bandi, 2012). The working capital has a
role in affecting market value, including
investor’s perception that is sensitive on
working capital movement significantly
(Kerstein and Rai 2007). This research studies
on the financial ratio’s correlation between
stock value’s measurements by using PBV
indicators which put the variable of
discretionary accruals. This model is a
beginning test’s result in testing process of
earning management with market value.
Research of Balakrishnan (2016) assumed that
company’s risk level with conservatism
indicator affect significantly positive on
company’s value. The figure below explain
the encouraged relation between
Discretionary Accruals and PBV indicator.

Accruals Negative

anit L

Ch-mqumare = 21 3681
caf - 13

© o6

Famatl Lyl
Oht-sguare « 14 031
“ure- s

p=- 372

Figure 3 Relationship Model Market Value Performance by PBV

Model path analysis equation can be
written as follows:

PBV = p1 Dividen + f2 Working Capital +
P3 Discretionary Accruals + + (4 Resiko +
Z1 (Error) Q)

Beta = f5 Cost Of Equity + f6 Cost Of Debt +
Z2 (Error) 2

Working Capital = pf7 Cost Of Debt +
P8 Discretionary Accruals + Z4 (Error) (3)

Dividen = [9 Discretionary Accruals + Z3 (Error)

(4)

The Path analysis result of the above
picture showed that there is a compliance of
determined criteria. In other words, this
result’s research showed there’s variables
correlation that has been arranged, has
significant correlation. The difference of
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result can be seen when control variable’s test

have a difference level, like below:

Table 3 Criteria Path Analysis for PBV

Criteria The Critical Value Interpreting
Chi-Square Diharapkan kecil Fit
Probability >0,05 Fit
RMSEA <0,08 Fit
CMIN/DF <2,00 Fit
TLI >0,95 Fit
CFI >0,95 Fit
Degree of Fredom (DF) Positive (+) Fit
The results of Kasanen’s research The results showed that companies used

(1996), is the first research on dividend
payment with earning management. Some
non-financial companies in Finland were
institutional shareholders that wanted huge
dividend and didn’t want to have a fluctuation
in dividend payment, in other words it
happened the process of dividend smoothing.
During 1970-1989, the company’s earning
level is depended absolutely on the target of
dividend payout payment. The result of
Kato’s research showed the earning
management implementation on Japanese
banking company with dividend payment
(Kato, 2012). It became evidences of dividend
payment with motivated earning management.
It also encouraged the result of Mahdiye et al
(2013), stated that there is a relationship
between dividend and discretionary accruals
in the Teheran Stock Exchange. Savov (2006)
found a company’s motive to apply the
dividend payout policy, it used accruals
agressively. By testing on many Germany
companies in industrial sector, there is a
negative correlation between dividend payout
policy on investment and earning
management policy.

positive accruals. It showed that dividend
policy is not based on earning management,
but when the companies used negative
accruals, then, there is a correlation between
earning management and dividend policy. It
can be controlled by working capital that can
make the same results. It concluded that the
earning management can be seen by dividend
and working capital policy.

The Modelling of Path Analysis |II:
Earnings Management and PER

This study uses discretionary accruals
thet directly tested with stock exchange value
with modelling PER pattern. P/E ratios
showed a higher level of strong growth
prospect when all ratios are in the lowest level
from a high risk company. When the company
has a below average P/E ratio, it recommends
that the company has a high risk having low
growth expectation. (Brealey et al, 2008). By
using the same modeling with the previous
analysis path model (with PBV indicator), the
charts below are made to see the interaction
relationship with PER.
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Accruals Negative
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Figure 4 Relationship Model Market Value Performance by PER

The model
equation:

IS written as the following

PER = p1Dividen + (2 Working Capital +
B3 Resiko + p4 Discretionary Accruals +
Z1 (Error) (5)

Beta = f5 Cost Of Debt + [6 Cost Of Equity +
Z2 (Error) (6)

Working Capital = f7 Cost Of Debt +
P8 Discretionary Accruals + Z4 (Error) @)

Dividen = p9 Discretionary Accruals +
Z3 (Error) (8)

By doing the Discretionary Accruals
against PER, so the results of relation as
shown below:

Xie (2001) studied about stock market
efficiency; she found that  market
argumentation is not efficient as if there is
over value by using acccruals. Company’s
management send messages through earning
management, so that the effect of dividend
and working capital is very significant. The
dividend policy is as conflict of interest

reduction while working capital is as
company’s operational cash flow performance
in finding the opertional activities.

Earnings management affect the capital
cost positively. The higher the accruals level,

the capital cost is high too. Earning
management affect the capital cost
significantly. The objective of earning

management is to repair the measurement of
both risk. According to Wiwik (2005), the
manipulation of accounting transaction is
conducted based on management desires that
influence investor’s perception on company
risks. These risks are divided into two
component. They are: (1) Risks related to of
yield that is counted by the price of per share
(price per earning); (2) Risks related to the
structure finance that is counted with debt
equity ratio.

By conducting the study using PER, the
test path above can be assumed meeting the
minimal predetermine limit. In other words,
the correlation between variables is consistent
and permanent.

Tabel 5 Criteria Path Analysis for (PER)

Criteria

The Critical Value

Interpreting

Chi-Square

Probability

RMSEA

CMIN/DF

TLI

CFI

Degree of Fredom (DF)

More Less Fit
>0,05 Fit
<0,08 Fit
<2,00 Fit
>0,95 Fit
>0,95 Fit

Positive (+) Fit
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Based on the research above, it can be
concluded that earning management positively
influence the company’s performance through
ratio PER. The higher the earning management
performed by the company in manipulating its
earning, the higher its capital cost because the
level of information risk will be higher as well.
The consequences is that the investors will
raise the capital cost rate. The company
maximize its earning in order to increase its
stock price. It will make the dividend , that
will be returned to investor, higher too. The
management  has incentive or even
disincentive  to  disclose  informations
extensively, including the reduction of capital
cost.

In general, the research results indicates
that a company that use negative accruals
gives some different indicator with a company
that use positive accruals. The usage of
positive accruals demonstrated the application
of conservative level to reduce the risk level,
related with earning quality concepts. In this
test, by using the level of variable control
measurement and market value, it can be
proved obviously that there is a different on
dividend policy and working capital on market
value. The earning management’s application
affect the financial report. The results of path

analysis proved that working capital is a
sensitive indicator in company’s earning report
and dividend policy. By doing this, we can see
the company’s capability in sending signals.

First Game Theory in the Investor
Perception

This research related the company’s
performance  modelling and investor’s

perception model, with the based principle
agent model, it describes the effect that is
made by informative assimetry. While the
management gives the pattern of company’s
earning management without considering the
double identifications. Because the company’s
management might have have some share in
practical cases (Jensen and Meckling, 1976).
From the picture below can be seen that there
is a type of trade off and correlation between
behavior orientation and outcome orientation
(remuneration, bonus, equity owner and ither
sources that is related to share holders wealth).
This empirical reaearch used the game theory
to analyze the decision masking and startegies
of each side, so that it is implication of agency
theory in publishing the financial report. This
interaction is related with uncertainty and
asymmetric information between investor and
management.

Strategy Strategy Strategy Strategy
Growth Financing Dividend Investment
A 4
Financial Reporting Source Information
Conflict P

of I<_.___._._____._._____._._____._.__

Principal

To Determine

i..] Target Performance

Communication External

F 3

0 . - — -~ im—oi. j
% Asyimetris Information % ¢ Gap 2
T FIEXIblllty ofChoice » FPendekatan Konservatif |
Conflict [~~~ Accounting
Of_‘fgf,’??? Treatment \‘ Aeccruals Accounting ‘
Model . Real Manipulation Aetivity
o « Actual Information Performance
Monitoring

Source: Compilation Coate (1999) and Bhattacharya et al (2012)
Figure 6 The Impact of Asymetris Information on Game Theory
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game theory, beside the uncertainty that
appear from the real natural condition, there is
an analysis of decision making and strategies
conducted by each player in a conflict. This
game theory is a supplementary explanation
towards the theory of decision and investation
(Cushing, 1999), This showed out that a
freedom from each side has proclivity to
change the rule in business strategic game. So
that the moral management choice affect the
decision of conservative accounting and
accruals usage, so the investors then have
investment choice considering conservative
concept and earning management towards
performance achievement target, especially
the level investment target.

Investors want a relevant and reliable
information of financial report that help in
assessing the value and risk of the investment.
The manager does not always want to reveal
the information needed by investors, prefer
not to reveal all the accounting policy used so
that he can have space to manage the earning
by chaning the policy. There is a conflict
between management and principal, with
different interest and effort to maximize the
expected utilitybetween them, that cause
asymmetric info. This maximize expected
utility is also explained by the game theory
well. This empirical testing has proven the
publication financial reporting is an practical
implication of game theory, because of the
investor capability in detecting the accruals’s
using. In this case, this mentioned investor is
shareholders in dominant position or strategic
partners, who have potential power in making
out the critical influences on management’s
decision.

First Conclusion

By arranging the path analysis chart, it
obviously showed that the accruals usage has
astrong correlation with company’s market
value performance. By using the variable
control, it’s seen that the company use
positive accruals is able to increase the market
value, but in negative accruals usage the
negative contribution occurs. Generally, the

company’s  behavior  toward  earning
management is same, the differences happens
in dividend policy and working capital on
company’s market value.

Second Conclusion

The effect of accruals usage can
influence the dividend policy and working
capital. By using the variable control, it can
be seen that the company uses positive
accruals have negative correlation between its
dividend and accruals. But, by considering the
company used negative accruals, the dividend
and accruals occurs positively. Based on the
correlation between working capital and
accruals, the positive accruals has negative
realtion and on the negative accruals usage,
the second relation is postive.

Third Conclusion

By considering the risk element, it can
be assumed that the risk has a positive
relationship with company’s value
performance through positive usage. But by
using negative accruals, the risk has negative
relation with market value performance. It
reflects that the management is trying to
minimize the risk through accruals’s usage,
while the company with conservative level
has a high market value toward the high
company’s risk. It is assumed as
compensation for investors to the investment.
Shortly, the concervative relation occur
because of assymetric information, so that the
stock price fluctation can be anticipated by
investor through financial report benefit.

Research’s Limitation

The research has a limitation problem,
the effect of assymetric information and
concervatives aais not included as an
intergrated model. It is that the research
objectives are limited to the investor’s
anticipation toward the benefit of financial
report through investment decision. Other
thing is a limitation of financial report in
making variable indicator in assymetric
information and conservative. For the next
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research, the concervative and assymetric
information will be included relating to an
earning management with company’s value
performance.
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