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Earning Management, Level of Voluntary
Disclosure and Cost of Equity Capital:
Empirical Study on LQ-45 Index Manufacturing
Companies Listed in Indonesia

Mohammad Adam, Mukhtaruddin and Rizky Amelia Puteri

Abract—  This rescarch aims te mnalyzing the
effect of curaing manazement and fevel of voluntary
disclosure on oot of equity capits] in & finoocial
repert, Since earning managomcnt amnd bevel of
voluntary  discloswry are (he maln probloms in
nﬂnagauuntmﬁry,ammuﬁu-niﬂnmllmlwm
consideration when making 2 policy, The population
& masnfacturigs companies Bisted I Tadmesis
Gaeck Eachasgy (I5F) asd o [0} 45 Imdey oo dhe
sewr of JOS2000  The samples (22 compunies}
e sedcted By perpesive sampling method, The
ey fafs wned in Ohis reearch and abhined
o I mendl et o Esifiple Hscar regroaaons fa

Hokground
Apency theory s the mpin theory underlying the
companys husiness practices in the workd, including
wt Indonesia, Toanda (2007} in Nugohs (261 2) stated
that there were diffcrences in the intcrests af the
working  relationship belwiocn sharcholders
{principals] o e MmInapcient Cmpaty (opency ] m
the form of contract cilled 2 pexus of contrawts ©
comtrets mesting place betwoen the fwo partes,
mammely the principals with mamagement poteaial
o of wtcren Potential conflicts of intercas thae
may mifiesr f goaliv ol informeton the commpany

Infration about the condition of
= sy o imvestors 2nd crodimes

4% n hasis Tor making investnent decisions. The
informittion to suppor making; decisions sharcholders
of croditors 2re financial statements. Manngers have
an obligation Lo maximize the wilfare of tha
shureholders and debe holders, but the other manners
also have an interest in maximisng the welfare of the
compary. The manager had a lot ol informution about
lhe compony and its  sharcholders have it
mlormation. S0 the monager has an oppertimily W
maximiee fdecic own iaterests by pertorming actions
that could harmn shandolders as manipulule the
compuny's financial stdements, Chancern (1) in
Heaky und Pabepa {1993} there are Unee conditivns
that capse commumication through the financil
stntements gre not perfect ond not  mmsgarcot.
ramelv (1) the manuper has mmae infirneation nhout
e stratepy &nd business opesations tn e InvEE,
im) fie menacer and invesiors bove difforent
mrerests. (i) muperfections  of asccountimg and
saditing rales. Thas ls causcd the agency prashlcnn
Onc of the agency probicms that ollen odcur in
ﬂithdnfdrﬂjﬂgx:‘mﬂmﬁﬂﬂimﬂ
St T m done by the mandger so that
Sl mfeemsen can makc the VSIS o0
femlies mec=tod @ mvesting m the comyany, o
& meeeger of Be comgmoy mke some artion of
carmmmes maragenent ol the fevel of disclosure that
the company’s fnancial sttcments ook gl

The practice of exrmings managemenl that ex:cumed in
rhe Ipdoncsien cxpital markel i5 Teow 4 COHTICORML
phenomenon  Earmimgs managemint is ofien done
beranse masagers gssume that other CurpaLies e
aloo dome the == thing by Baymoli aml Watts
{2000} m Lt {2006) Perforpance of COmIpELTE
cam alse Be 3 mgge manage's do AT
csssspeeent 38 mvestors and croditors will dooa
compare B deesm==x hich cempany Iins the best
wak Eormemsl pan infhwenos feleancs
of The coengeg of cspmal mariets development in
Indosesn = mmle S maSIgoTs O cocmigaged o
e == e 35 pessiie W sogese in activites that
s feswsssd W sheeeholders. 1o profecl

wain4 GETE
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sharcholders Indonesion governmeent =00 ap o Caplal
Madoet Supervisiey Apcecy {Bapepan} o perliem
Gav-to-day supervision ol the capilal markets m the
evind ol vinlalions in b sevuritics exchange, Based
o |Sapepam report. there are 25 cascs of vislation of
cupital markess that ocoumed dwring the year Xald up
i Mach 03 O these offensas, thers were 13
cases vl fo eondliets ol inlerest ol disclosuie
Phese vaslahions indicats that the finoncisl statemicnts
af |he information given the moubled compamy.
Funbermore the financil reporing, systizm aned The
lewel of desebivare is alas on miporian csoe, which g
n dbe st by the US Security  Exchange
Commssion (SEC) a5 quoted by Stanko (2001:21) in
Nusiness and Eooaomie Boview (BERY i Juaianli e,
af (205 fouml that the level of disclosure anmd
finapcial sepoiting luoviwns  [or  communiating
infoemabion o sypport mansgoment i oakiog
hasiness decisions inthsding investoent decisions by
invesdtors. Theretime, the data that will be allached
information must be relevant, nmely and wabheble; it
is akbwo casy o unclersiand, Siunko (2001} in haniand
wlal (20863 ulso suid thit the primany mizaion of thy
SEC nploivon om fair disclosure s @0 protect
iovestors and maintain the ety of the seunies
market. Accosding Tuiart {20008 financisl report s
the wmlmmation  that = useld W commmR L
imeElant oformntion owned by the  company's
mamgreTent cEfimates  instancs  omnagcieent
(Frankel er e 1995049} and prolitekalily (Kainodip
ond Leo PWEA% The lmmcial sialements ure the
level of madequide declonme would be viewed as
risky linomial stntements by investors,

I'itect of camings managenwenl and e lovel of
clisthosure on the cost of oguity has prevesisly been
gtudicd, armwme others by Dechow ot ol (19 whe
said the cormpany’s ¢ost of equity is cxposed to SEC
sunctions  for alleped  camings  management i
sysmilicantly higher than the comtel samgele. DHam
(2006) savs el cermimes mamagzement postbive and
significant wopacl o the cosl ol equity. Financial
Reportings of the American [ostinte of  Cenificl
Fubdie Acoountonts (eakm Comnittes), as quoted by
Botosan (1997324 0 Juniarn {H003) which skses
that disclosun: s imperiant advoniage is the lowr cost
ol eguily, Cwlo {HEEK o Pursants (2002 also saild
thai the extent of valuntary disclosure, as well as fhwe
bota volue of cyuity shanss of the company together
with the abelity o expluin tbe absence of a
relstionship with the rising cost of ey, Tlas mens
iocan be sl there is 3 relationship Teoweeir e
levels of voluntary dischosare of e company™s cost
of Gguily so thal the swthors nssume that the
abiselusure of anacinl satemwenrs can alas alleot U
cosl of cquity. (Hher fhan the level of eamings
manazement and disclosure, firm siee also affects the

4

capilal  siruenere. Bire larger componies have o
prenter probubility of winning pesaingan or swvive in
the industry. Bany cmpiscal studics welating w the
dezchdnre of Tinmgel stnfemeniy v allen seociated
wille e seae 15 siahsteally sipnificont. In addibion
W e sire, slock beta risk alo affects dhe stock
return thar sharcholders desinad. Moasw cncnld of halz
rigk i5 intended w help mvesors defeomime he risk ol
i invesinenl pararmeiers,

P'hes  sucly  exnmines whether investors in the
Indonesin Sock Exchange had amicipated the sk ol
carmings manxgemenl and the level of deehesirs thar
mosoen by carclully commdenng the amount of
aceruils thal served the compony in determining the
ritle ¢l redurn on stecks, I the inveagor has wken inve
pecount i determining the amewnt of the acerusl raie
of retam on fhe steck so he con alapale samings
mangmnenl '|'.|1'.].C|.'iL'|‘:!-i undertaken by the COMTIPELY
This study uses ewmings manngement and the level
of chgelosure 8z o indepesdent vaable thal e
cxpected to bave an olfecrw: on e ot ol egoily, 1L
is described in the concepl thot the higher the
wangs mansEnenl underiaken by ihe company Jed
W dhe comd of ooty that arse olse highe While the
lewel of disclosure is o disclosore that exceads b
disclosure should be dome then there will be rore
CRPENEER I prepaing the linncial stdements, the
mure cxlensive the higher the level of disclosue of
eguly ¢osls. In this paper the outhor rics o
reexamine  the effect ol camings  managemend
proctices on the oesd o wguiy il s beon siidisd
preveowsly By Lllaoma (2KE) bt thes shidy difters
[rom previous stwlies because asscssing camings
mimnaperment relnsionship and the level of dischmau e
ot dhe cost of equiry. Reasen for sbding ihe viomihke
okt disclosure i3 Iscvowse dischsure level = alse n
factur that affects the cost of cquity thon camings
rramiggemenl, - Fomnulotion of the peoblem to T
wibidressed i thies study were (1) How does the oot of
COULny clnings mansgcinenl, (2 1 how does the level
of disclogure an the cost ol equity, and {3} A there
signilicant  differences in the effect of carnings
gl and the level of disclosure on the cost of
caoity between the compamnics nclwded 10-45 melex

il. [ITERATURE REVIEW AND
IIYPOTHESLS DEVELOPMENT

Agency 1henry

The theory waed in this study is (s agoney theory o
dpey thewry, The agency thoory is the hasis
understanding  the carmings  mansgemenl. Apency
theory has assurcd thol each mdividual is solely
modrvated by sell imtetest, miving rise toon conflicr of
inferest between prmcipal and agency. Sharcholdes
a5 the principals ontered inbe o contract o maximize
the welfere of him with an  ever-increasing

W 20L GEETE
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peofitability, Managers as wgenls are mobvaled to
maximize the evonomic and psyvchological necds,
iy oThers, in lermes of obtnining an avestmenl,
loan. contract of compensation. Agency peoblems
arise because vl the opporiumistic behmvior of agents,
namely the hehavior of mapngemont 1o maximize
their own welfare ns opposcd 1o the inesis of the
principal. Managers have meentives 1o sehect anl
apepty accounting method e can show a i
pesfurmance for the purpose of getting a bonus lvoim
the primcipal

Hypothesis Development

u. Farnine Manapement has relationship on
Equity Cost

Une purpase of Uiy sudy was 1o delermine the exlent
of the impact on the cost of equily Camngs
manipulition.  Motive 0 manipulae CArLings
maagement is W obiain external finapeimg at low
ol Thromias e used to menswne Hwe cost of oquity is
the shoare pricc, the bid-wsk spread, ond the sumber of
anatyst [ollowing. Stolowy and Breton (I000) n
Uiz {60 explamned that the manipulkation of
aceounts made selely based on the managemenl’s
desire W influcnce invesiss' perceptions of risk on
the company. The risk can be brolen down into two
components, namely: (1) risks pssncill  writh
variationg in yield, ag measured by carmings per shane
{earnings por share], and {2) risks wsociated with the
compuny's fingncial siruchone, as messuicd by debi
LTy Falik

Thus the joal ilcl cormings manapanent 5 o
improve both the stee of the risk. The higler levels ol
parmings ranagement showed the higher rigk of stock
peturmes and consequently investors will mise the cost
of equity, Fammgs mansgemnent will meneise the risk
that the actions wken to cover the ugliness of the
performance of the awanpany munagre Francis eLal
{2004 and Tleami {20057 m Tasje (2008 sad thic
quality of scenmls thot 35 a proxy for earnings
management aflects the cost of ogquity and the
gesnciated positive, larnings manngement caused &
lof ol infwrmation et must e discleed by the
managers manipulate camings Lo provide mivsmation
ter the public. This leads to incremsed cosis that need
py he igaued by the company W cover
comemittex] by manmgeers BEffoct ol carmings
managerment in a financial report for company
mumagement is ool peod in the Jong e, Dechow
el VMY o Llvoend §200R ) Cound Thist i thwe Ulniced]
Stutes capital markels firms suspecisl of camimgs
nuanagement practices appeated to have a higher cosl
ol cyaity than those whe did Dol roccive saociwms
fromy the SEC, Ag il twns oot the market reacty
negafively, camings mamagemient 15 considercd had
by capital markcl participanis sesulting in lower
Hauidily and stock prces, which in lure crcased the

cusl of equiry, Farnings mansgement is considered
a frawd in the financial statements even though tste
are ne sel standards, with carnimges management will
Be o lol of informsorss e will e discloscd Ty the
manager, ased on these descriptions, the first
hypothcsis s samings management affocts the cost of
equity

b. Level of Finanacinl Disclosore has reladionship
on Equity Cost

The role of the financiol statements and the
disclosune is W0 communivatle information e suppil
business decksions such a5 investment decisions.
Helationship with the level of disclosure is based on
mmimment of (he cost of eyuity investors wacss
whether the fsancisl repoeis have hod an adequare
levedl of disclosure is inadequate bucause i the
financial sttemoets wonld be considersd  cisky
financial stlements with the effcet of (e oost of
cyuity i be issuel by the conpany o b increaded,
%o that the lovel ol Jischosure 15 onporEnt o be
ansocinted wilh e cost of oguity, becawese if 2o
nclequate Jevel of disclosure ol exuity 1o be low cost
Dotosan (1997:346) in Juniari (2003} supports the
cxistence of 3 pepslive relationsbip betwesn e
levels of disclosuce on the cost of cquity. Although it
iz the inlluence of the levet of disclosurs on the cost
of equity companies felt significandy less n (he
commany at the cenler of attention ol a large umlysis
of finumcial. There is @ high level ot disclosure thit
will Towver the cost of debl, Ve opposite oo OCCUT,
for example, when a compeny has a lot of problenes
then with a hiph level of disclosun: that the mor:
informution that is known b e sky by inveslons so
that investors will cequire higher relums impact the
lewel of the higher cost of sywily. Although dcbate
conlimus whether disclasure would lower (he high
cost of eguity or otherwise, all agreed ar thers ame
signiticant levels of diselosure significunily to the
poet of equity. Botosan  (1997) cxpminesd U
relnsionship between the levels of disclosure W il
cost of equity Cost of equity (measured by moarket
Teta), Sire ise and disclosure level (mesmed by the
woring method) Dhe results show that the groater the
level of accounting disclosare by the compuny, the
lower the cost of equity to he issued by the company.
rulo (2000) suggestcd that the thooretical research
thar supports the pegative rolationship betwen tha
level of disclosere and the cost of equity capital
means the discloaure can impove murkel liguidiy,
thereby reducimyg the cost of oquity shares, could
decresse transzction costs by incrcasing  demand
socurities or shares Discosurc level influcnes in a
company's financial statements Tof munagemens ig
increase the pumber of mvestors. With u good level
of disclosore spd mneestors will be adequaste o
catimare 3 low risk to the company's steck because

w18 GETF
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there 15 nothing: hidden from the finencad =alemenis.

So wilh thal siock redums demamde] by investors was

alsr low thus veducing e coat of capiinl {Coles of

wl, 1995 3I0dy (Cluksen of aof, 19960 6% 79 n

Tzt (2005 Hescardes comducted by Frankel

elal {1995} amd Dleaby (1999) in Jumerl (M08 lso

bove slwown that the level of disclesure has oo

mflwenee on e cost of cquity. The higher the fevel

ol dhisclosure m the anmual fmancial statcaoenls wall

fower the sl of ey, Based on the abowe

deacripion tben, the second hypobesis is Level of

Dischosure aftocts the cost of oquity.

. Earnings Mapagement and Disclosure Levels
have relstionship on equily Cost in :l'm'lrlil'liﬁ
LA)-45 Index

Blobive compony monsgemsent pul thooogeh earmimges

rnnageiment asd disclosus 13 o disclose the level of

cood information about the company, Campanics that
dir a bl ermings msnagemont e disokess the

miormadsm wopld benefit mo the shorl derm bul o

growing number of invesiors whem  eqmings

manageinent & dons confiveously, it will aroosc
suspickn sharehallers  whose  coBegquenoes  can
mclude . sncveased  seock retarns  roguested  the
shargholders. Companiss with #n adequate Tevel of
discinsere will reduce the peresived nsk of the
dezined stock returns mvestors, O omversely low lovels
af disclogwe ase likely w make investors high risk
culimdnne,  For thies e alnse all companies
perfirm  enmings  management  and  disebosome,
including the level of public companics n Induncsia

Seock Exclange lisfcd specifically in the LO-45

inclux which s the company with e mwst Dguad

sk sl dhe best interests ol the shacholdes,

Giosed on s, the tiird hypothesis o s ressaoch 1s

carninss  manascment and the level of disclosare

affect on the cost of cquity

M. RESEARCH METHOIMI (MY

. Popuolation and Sample

Popudagion iz the whole of the objoct of rescarch,
Chanssteristics winsl lmitabisms of e popalation to be
sluched o thig reseamch = oo hslad company o the
Indopcsinn Stock Exchanpe and are included in the
Li)-45 index, Target population is manufichuring
commpany. L onsiderations v schecting manufacturing
cormpany 15 bl om ihe results ol previeas esmpirenl
studics  show  thot comings monopement and
discloanrs lovels hawe o wvaricty of variations for
every bype of industiy. Tutad manefachuring cempany
that mude the population s 45 companies.  The
sample iz part of the number aod charocteristcs
possessed by e populatsm. Samgdes ke from e
popnalaticon maed be toely sepreacniative. Beseaches
used purposive sompling techniques 0 snmpling, in
which cxisting critcria sct by the rescarchers, Certain

erberia defioed o Ow stwdy o obtain de farpet
popuzlation 1w e taken. Based o these criteria then,
spmpling procedurs im this shedy = the purposive
soppling methid. Purposive sonpling i3 a samgling
mectled that is not ot Endom (raodom) but pre-
defermmined  according to the noeds of rescarch
Rample fioms are then eollecied inin the combined
crims=souional and Ume senics o Betier koown s
pancl dats, Where Use cooss sectaon of his conypauy
congists of 22 objocts and finee serics consists of a 2-
wear siudy petial,
b, Viriahles s Mewsurement ol Varihles
Messuroment spproaches nsed in mansuring samings
management in this rescarch 2 0 model the
spprepae sl Mabilcd o modiled - by
Vechow el al {1995 D inodel gses iegiession
residual fotnl acoranl of sales and changes in
progorty, plant amd cquipment which contmls the
poition of tolal scoiuals celaed e e oot of
depreciation of nendizcretionary. In thiz model the
:njjw&ll:.;l imscommee Tecenyihle ch:mgﬂ; that securmed in
the period to control changes in coonomic congditions
COMPOTISS  ohn  Censideratins for  psing ths
approach because this madel shows dhe wreatest
ahility i diclectimyg carnimgs mamgEnenl selweo
srorl models are speesiad aml congudeiod e be
cosicr und more appropriate for this study, With the
tormula:
a Tolal Accroal

TACC, = EBXT, OCF,
[hescripdion:
TACUIL = Tkl seorels inyizr L
[TRX Tt — Mel prodil helire i in T yemr |
O3~ Cashe Mo Troem operitings welivibies:
Mon Discretionary Akonsal

NDACC, = m {m.l;. .} i

“‘: [I‘IRE‘I'I“I AR rllj i (Ii{. PFJ\”}
Ay TAp- 1
Rl TR
MIXALE I~ Mom §lsererionarr Accousl i year t
IAa | EH A L RS THT R B
ABREYI = Revenie oliamges from vaor 81 to yenr
ARECH = Wed receivewbde clureges from vear -1 1o
yior |
I'ILal= Cereess proseriy', plomat orerd eqfnipwmrent il Yar |
b, Dizcrctionary Accmal
i TACL
DACG, = [Tt

ir 1

— NDACE,,
Uripiiem:

DACCH - afivoretionary Acciual in yenr €

AL — Total accrus! movear t

PIRALE T - New Dserestimery Acensl in wear |
CAd-1 = Tolal assel woend of vear =1

The level of discloswe measwed by fhe scoding
method. [sclosure level 15 cabeukated Iy psang il
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method of scorimy om the hist of criteria for the kevel
ol woluntary disclosure. Wolunbery disclosure criteria
include the pencral criteria and selected disclosed by
thie compamy,
The mode] used o meers the onst of oquity is the
CAPM repdcl thar has besn psed i prior rescarch
and Banriclwaon Komatasan (2005, Mensurement scale
dependent varable 15 the caliv seale, CAPN model 1
inflocmecd by thres ticlors:
{1} The amoont of the risk-free interest BETA {risk
free mie)
(ii} Svstemmite mak mcheaked by the BETA
cocfficicnt.
{in1) The markes risk premivm is incicabed by the
difterenee betwean the retuen o the sleck markat
return (R 1)
Model CAPM lorrmala s

R; = .ﬂ'f + (R
Licacription:
Bi— Fxpected stock renew
Bf— Free Risk roluwrn
R Expected porffale refurn
Bi— coctfisien stock beta
{omtrnsl vanables are variablos that wre held constant
so (bt the aclaticiship of independent varisbles on
the depencent varuble that is aot mfluenced by
caxtornal factors med examaeed. This variable is often
weed by rescarchers m 8 comparative stady, drongh
expezimenial icscarch. Control variables used in this
study i2 the beta risk of the stock ond the sire of the
company. Bets msk of the stock and the size of the
company  are wied a3 & confrol vanable because
provivus studics showed i beta risk, the omcket
value off equity and finm size has a sigmificant effect
on the cust of equily (Bolosan 199T) in Utami {2006}
Heta i3 a measare of systematic risk on the volarilice
ol 4 sty o0 the sire of the sysiematic nisk of U
company. Thas, the wystematic sk of the stock
varisble (befa risk) and firm wec & used &5 confrol
variables Rzl (BETA) messmwed by beta
caleulzied dulv by the method of Fowler and Rorke
{ 193 ) whach caleulates the value based on the slope
of e stock pove of siock remams with the markel
retorn on the sample firm Fum siee (SIZE) is 0
meezmre of the avalabaliy of infermation o the si2e
of the company. (o this siudy, o messure the siee ol
the companies used proxy market valoe, ieo dhbe
number of shares outstanding during the mouth of the
snouncenent of financial sisicments closing share
price muftiplal by tee sespoctive months,
¢. Dara Analvsis Tochmigues
Amzbvas wchmoue thar will be used m this sosdy 13
e=ltple mepreswe amabsk Motple epreson
v o BB sy W dohirmese e efect of
oETeg SEMSspeepey 3 T SO 7 Sl Form of
e matE el o oS TETECT

d

Ry)BI

r =+ a, ML+ uD5C0ORE +
iyBeta + a,Size + £
TRaseaigivin:
[ = Cauity cost
ML~ carning manngement
DSCORE - 1 evel of Vohentary Disclosure
Botn Dot nak
Sire = mar Kapket capilalisation

v, FIMIMMO AND DISCTISSI0N
T extaming the elleel of cunings managemont and
voluntary disclosure level on the cost of cquity is
dong with nnaftiple repression analysis auned to
determime the effect of fhe independent varbles
{carmings  mnwgentcl and  veluntasy LTS PN
level} on the dependent wariabla (cost of equily).
Hugresaio st reanls ns tollows:
r-ih121 -4, 198EM
01 TelSODRE 155 i Bela+3 5551 E 12
Constant valuz 0,121 means that the cost of equily
will be positive (there) although Use independent
varinhle (the level of cammps memagement and
voluntary  disclosure] docs med exisl Bogicssion
coclficiont for cpmings munagersent at -419% showed
that the effect of ewmings management on the cost of
cyuily & negative whech means that if the
memagement camings increased by 1 unil, the cost of
equity will be decremsed by 4198 Resmession
cocfficient  for the warisble bevel of vohmlary
disebosme of <0076 indientes thai the ellool ol th
level of voluntary discosure the cost of cquity is
negative which means that if e level of voluntary
disclosure incressed by 1 unit, the cost of eguily will
be decreased by D176 Ropression coefticient of
coptrol variables in this study are posilive, ic stocks
with het coefTicient value of 0583 which means that
if fhe bern gtowks dncrenoad by 1 oumit of the
company’s cost of cquity will mercuse by 0583
Beprnssion cocfficient is equal Lo the siac of the
compnny this means et ol e s of the 1,551
codmpinies wes 1opent, the oost of equily will
increase by 3,551, el on the results the coctficient
ol determination is 0852, These relis suggest that
vurintion in changes i the cost of equity is afficiod
by warptueis 0 curnings  mEnagement  variible
clanges, the level of disclosure, bola and lim size. of
48 7 pereent
a. Effeer of Cost Manszemenl Return on Equity
Higher cammps mangrermenl would reselt o the
ogher cost of cquity to be issued by the company.
Mapagement comparses  that  perfirm  esrmings
marssement in the long ren will harm the company,
Tescaps the mamagement will keep doing beesuwese
Imtorst cEmmgs SAnagement company b oobiain
sddimes] capml whach 15 in Bne with ageney theory
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managers wha want o firm (fhe principal) colpocale
weliime on the one hond ond also lead to the
prospeniry of the slacdwldes, O i o be exploesd
the possibality of a form of agency probbern, smely
camungs managerrenl. Managers perlom epmings
ranzgermeml objectives are oo obtain  additional
caparal thar 15 by ncccasing the amount ol funds
mrvesiod By the imvest incorder fo ohein awbdibond
(emueds Intsration o run the company, Rased of basic
comeiapl whinch stiafes Thal the h.lj_.',l:t:l’ lhe income, the
Bigher management ost of equity W be mswed by e
compamy. 1 the company made profi rrnn'q:rem:nl
Sovond the chutas wosis W be incuned by companies
= ::u.rL._ﬂ\.m;._ Lot ool ey &= o dynumie Coneept
damt s aefluenced by seversal econpime e,
L apuial cosd structure s basced on scveral assumpioes
relaned 1o reskoand taxes. The basse assempliom sed
o= e esmemation of the cost of equity s the bisiness
rod anal Pesmiwaad sk g sl {relwively siable).
Mermrerent of the cost of common stock capital
oot of equity capiral), influcoced by copeowat:
vafmatkon awsdels e wied, The owsded used o s
sy o omAgpoks ol ol spoiy o the CAPRM
mwodel of the {apiel Astel Poomgr Model, Based on
e CAPA madel, the cost of common stock capilal
= the mie of remm expecred by invesions as
compensation for the risk that can not Ie owasimed
mmh 2 hera risk. Baged oo the reseamch of datn
betwern  he  mclependent wmiable [(the level of
emmmgs mendgemen ond voluoacney discloswie) and
comtrol vanables (bota stocks and finm sizd) on e
dependent variable shows hal the cosl of equity
cemmys managemenl endependend wamiable has a
sader of K1 ORXE F signilicance with simificong
S The test resulls support the theory that used
e goeocy  theory which stabes  thal the obf
mmmseernent aocncy probleom whicl g cigse he
probicm wall |l o increised costs in the long-term
egesly [orme Farmings mamapgement is considering of
mrotd mEme arracting investols fo weecase the value
of the company. [ncrcnse knowlolee o analysing the
Smmncml stfcnwnls a5 oA way b overcome s
spen . paaahlem macvoedance with previsus stodics
omcocted by Litnmi (2006 Fuienmore,
mmmpement that does not excood the Bemil o will
mmprone the welfre of the wirnpany, a8 the company
mmbeernd  the bevel ol Towmgl thid eould  educe
swporzty welfore, Bescarch conductesd by Tlami
(20 spaced that dhe results of the ansdy provals
smparcal cvidence that carings mmagement and
egrmlcand posiive elfecl oo the eost of eguity
mpral [t means that the hicher acomal ate, e
Begher the cost of cquity capital, This shows thal The
vl of cormings osmnagemncinl n Indemesia gs
sefntpnely ligh i revealed by Lesiz of al. (2003) in
Dmrmi (200} bos been carcfidlly anticigsaicd by

inveskrs ab the Jukarin Stock Exchanpe. Enniogs
manmagemend i3 progied by the rato of workieg
vapitnl nccruals o sodes (Ukama mewlolsp proved 1obe
the greatest contrilaction in explarmng e virmion m
the cost of cguity capital. Thiz linding s 10 lne with
the opinm of MoNichols {2000} and Dochow and
Skirmer (2000} which states thal botior carmings
mzmgement proxy with specific acerusl ond ke o
simphs  model  (not complicnied), The  resulis
Trurveite (2002} & mol m lime with the statement of
ihe resulls of wus sndy which statcs thal carnings
menagemient has a positive elfizcl on the oot of
cquity capital. Fosults of tbe repression analysis
showed posilive earminge manngement cocfficient of
LAY wilh a sipmificance bevel of 0,702, Ths sosuli
way ned statistically significant duc to far above the
level of sipnificance et al 005 amd concluded that
there was oo sgnificnd  selubenship  betorcen
cznings management on cost of equaty capimal. These
rezsully mshicate that the cost of cquity capital will nod
be preater with increasing camings mancgemenl
With 5o rescarch imdbcales acceptnes of the firss
hypothesis 5 the exeeies of o reldwnship that
camings manzgement has o simificant influcnce o
the cosd of equity. I can be concheded that tene s
stirmi Figsmit relntionalip Bistwizen SAMITES
manugement twards fee cosl ol ety 1 hese resulis
indicate sal e cost of equity will be greater with
INETEAS g COTIings MaTaEement.

b, Effeed of Voluntney DHsclosare on Egquity {osi
Test resulls botwcen the independon vaible levels
of veluotary disclosure on dhe dependent vacioble
cosl of cquily showel nosigmificant offect between
valuntary disclosare level indopendent vaniohbcs on
the dependent vanuble oost of oquity. Tevel of
vabantary disclosue has sizmifiznt value well phove
(k05 s equal fo 00529 and he pemalive viloe of 1
which is equal to A4d], by the second hypotlesis is
repected becouse o is. The result means thar the size
of the company's voluntary disclosure level of the
siudy sample was ool whle b piTe ihe company™s
cost of equity. The resulis support the rescorch
cimteducted Iy Puraoanin (2010} showed the value of
the volmtary cxpression of a negabive  malbex
coeflicient of 0538 with a giprificnce fevel of
0624 and comcluded Usat there was me signiticant
cffect helween volumtzry broad cxpression in the
annusl report of the conipany’s cust ol cguily copital.
The resuli are akze i acosndinee with or reacnrch
conduciod by Murwaningzan {2300 which stufes m
the secomd equation has & disclogure in scoordance
with the direction Botosan study (1997) that the
gereatar the level of dischsure, the Boawer the cost of
capital. {0 conversely snnual reports that have lower
ehsclosure index will impact the highes ils cosl of
copital, Tt means dhat dhe compary G5 sl mat
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pomplying with amy provisions 0 the Finanuial

Accounting Stendzrds and regelations of Bapepam.

Dut the relationship bepween bwo varibles i5 not

signtificont, ‘The same ihing abs Tappensd on he

pasearch  comdusted by Asnmik (2009} which
exomines the relstivnship of camingg: Managemedit

amd the level of disclosere of (e company’s cost o

euity, roscarch rosulis slating thut the voluntary

dischosure level has no effect on the cost of ety
capital, However this i ool cousistent with stuclcs

Ciulo (201 which siates that voluntary dlischosume

may impact positively o negotively on the vost of

equily capial.  Posifnvaly inlmence  con b

demosdrated by the higher evel of volumlary

disclieure  (volunlary  disclosure)  made by the
company, he higher cust of capilsl. This study is also
incenzistent witl research Botosun {1997: 346} which
slales that volpmary disclosus of negative affect as
inticated by the kigher level of volusiary dasthosune
made by (ke compamy will ks lower the Company's
cost of equily. The resulls are alse ot in line with the
research  conducted by Mardiyah (2002} who
conducted . sudy on the eftects of nformation

and e level of disclosure oa cost of

capitnl, Mauidivoh stated that thers Was no significani
relationship hereen the levels of disclosun: on cos!
ol capital, Results of the same study also siaed by
Tupiarti and Yumita {2003} in her sty e nfheenc:
of the level of disclosure on the cost of equity stules
that the tesults showed no similican ellfea wall
miucnee the level of disclosure on the cost of
oquity. The same smdy was also coaducted by Pus
{20047 which syain shows that volimtary disclosure
has am influcnce oo companty's cost of capital. In the
veluntary  disclosure  tescaich shows 8 positive
correlation with the cost of capital of the compiny.
Based on these results con be explaimed that things
neny have happened i because the lovel ol elisclodure
docs pot have § wgnificant efoct on invishor
decisions in mvesting. Resalts of this smdy reject the
sevongl hypothesis which statcs thid the lewel of
dischmure has an inflaence on 1he cost of equity. It
can be conchuded that there s oo symificant
relationship  between  the lovels  of  volumtary
diselsare in the sonual repest the company’ 0 the
company's cost of cuuity.

. Effcet of earnings mamagement and the fevel of
disclosure on the cost of equity herween the
companics included LO-45 indes,

From rescasch done by takimg the annual financial

gratement data of mopufscnring firms o Indonicss

ek Fechonge are inclhuled in the 1 (45 index seen
thal anwng manufacturing frms ncluding LO-23
index has we significant ditference will influence the
level of cornings muomegement =nd  volmimy
disclosur: 1 the company's cost of cquity Resels of

this study indicate that fhe level of  camugs
manasement and volunary disvhosue by coupanies
belonging o the LL} 45 15 =till relatively bow and is
unable memeprescntsikin cntire pupulation Vlsizs
guoppests that investors ore oot overly concerncd
shout the presepve of absonce  of | camings
mumagnent and s bevel of diselosure or whether a
volyrtary  disclosure made by i company [t
counsidarntion  in mvesting. The differcnces  of
eamings management = 4 lower valie ol corporals
prolits and there aue increments profit bat thiz docs
o affect the elfect of cornings ManagonIcnt amsslg
firms L{-45. So, the different of kevel disclosure hy
cowmpanies [0)-45, then: arc companics fully disclose
i be  gowd  company because oy requirced
information W wser. I can be proven at the highest
vahae of the fom's equity cost of 1,61 or 46.1 peroent
of the siudy sample, namely PT. Iz Mewz
Persadn. The kowest value of the cust of SYWITY N
2K amounted to 2.3 ur 23 per cent owned by the
company PT. XL Axiata [bk. On coeipany PT.
Encrgi Mega Persubs, the valee of -11 camings
managesment in 2008 ad 002 m 2010 10 the el of
voluntary disclosure n 2009 and 2010 respectirnchy
by 0K and 0,52 While on cosnpany PT. X1. Axiala
Thk, the value of camings m@nagement in the yuar
2009 amounted o 0.03 or -3 wnd amaunted to
0.02 or -7% in 2010, The value of the vohmiory
disclosore loved of 097 or %7 in 2009 and
amouniced o D91 of 91% in 000, Pauh compimnics
have (e same value of comings mmsgement that
bulh acpntive and high disclosure level is sbove .82
ar K2%. Bt il docs ool alfoer the cest of egquily
perusahaan, Hal this means i increise of decTeisg in
the level of volunmiay discloswe dess oot preatly
alfeet the cost of equity. The resulis indicale rejection
of the third hypothesis is that thos is sigmilicant
differences influence chmings managenicnt and the
level of disclosure v the cost of oquity. Bt can be
concluded thot there was no significanl difference
influence  earmmgs  mnsgement  and  voluntacy
daselosire tevel on the cost of oquity the companics
inchaded [ (45 midex

4 Tfecs of Beta Stocks and Firm Size on Equity
Lol

Tn this stady, the authors ine e stock beta and firm
cize 3= g conmol vanable. Sovoral previvus studies
chowed T betz socks and firm size has a
sxgmificant &ffiect on the cost ol couily vapiil Shares
msed iz caleulating boia proay slope value of the
stock prics of sock reterns with the marke] fomm oo
the wmeple fire In caleularing the size of the
commpany wsad prony market valug, ie the number of
shares outsmmiee muitiplicd by the closing share
pric= donmy the event wdow. Fezsuls of walysis of
cxni @k besr (Bom) suppests thal there WA
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positive nnd significant offect on the cost of equity
Ieta stock with a significance of 0000 This indicates
that Uw company's cosl of cyuily 15 poeter with
o Teeinng, el stocks il conversely ihi the sanille
Tt {:qui.l}' shuores ot the {;ﬂ'rr[l.nn}"s costs are alsn
sering smaller. Meamwhile, firm size a5 a contral
varmble dows mol alfool the wost of eyuily capital W
the sipilicance ol (07 W Weslis of this sy showaed
mat the cosd of equity is not neccssanly geting
smaller with the increasing size of the company aod
wice versn, Phese sosults we consistent wilth U
resulis of Laale (2000 which  slates thal e
sompany’s cost o gty capitd 15 nol alTected by the
sizeg of the hmm's equity mocksl value, but not
wopnssrent with the resuls of provious stsdies by
Bdosan LT, Pure (2004 ) and Uleami (2006

VOUOMOLLISIONS AN
RECOMMUENDATIONS

{ ereicdarsdoes

Aaacd on the analysis and discission m Clepler V, in

acorchmes wilth the problems wnd  objectives  ond

sl by thesry, o con e contluded ag llows

[. Eamings management bos a significant cffiect on
the cost of cquity comipanies incheded TOrA5. Te
vzt Mgy i nepmtive, which msns i the
einrrn manigemen decresses the gl ol epniy
will also decTease.

r  Lewvel of disclosure docs not have a gignificant
effeet sm the cost of eguity comgrnivs chekd
Loy 45 The resulling anilieero: iz negmhive, whh
mein i 1he level of disclosure decrenses the cost
uof eruity is wot necessnrily decreased

§, There were oo signifcant differases o the offeo
of camings managenbent  and the lewel of
disclsrs om0 the cest ol senly - betwemen the
vormpimies  included  [O-25 This menns  thot
curneys monsgement and the exiting level of
disclosure in the anoual fisancial stateoomls of
the: cuenpany bave (e same st on e cost of
gLy

4. Beta slocks s a comrol voriabls i this sudy had o
significant inspact on the cost of cquity, whale U
conmol vanables Nem sice has oo signilean
e Megl oy the gompamiy™s eost ol spnaky

.'ﬁr.l_gg-;"ir.l'n:rrn

Based on theory, analysizs and discussuen, ot can I

mggeshod:

[ Continued repeurch i chonging the culculations
sl o comprite comings management with other
mgthods of swople foms. TE ames o gol owee
sizmifiznt nearnles,

L. Further research needs o be done by combining
lhe comgany’s book value of equity and positive
and also acpgative Biw Uk non-manufustusing
ot

15

Trviplfoadions

Mazninude of discretionary accmsls can be wsed by
v b kel Uw pesibiliy ol wmings
inEgeinel paactiees anderiahen by the company
cun thus anbicipate well, and the level of disclosure
would affoct the cost of cquity that the company had
W ancrcase bse awwmreness of  fimincizl  slElensent
disclosures.
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Journals,
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Glabal Science & Technology Forum (GSTF) Annual international Conferencas

2014 - 2015 CONFEREMNCES

dth Annual International Conference on Business Stratepy and Qrganlzational Behaviour [BlzStrategy 2014)
2ist = 22nd July 2014
W biz-stratepyorg

Sth Annupal Imternational Conference on Accountine and Finance (AF 2015]
18th = 15th May 2015
wnsnanace-fina mo2, Qg

5th Annual International Conference on Qualitative and Quantitative Economics Research [QOE 2015)
18th = 15%th May 2015
WONTAL G ~EC O DT S5 OFE

Plaasn vielt www GlabaiSTR.org for o complate bt of 2il the confersnces,
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