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This study aims to investigate the effect of net income volatility,
other comprehensive income volatility, and comprehensive income
volatility on idiosyncratic volatility. Also, this study includes
derivative transactions as moderation variable in testing the
equation model. The hypothesis test employed multiple linear
regression. The sample in this study is all non-financial companies
listed on the Indonesia Stock Exchange from 2012 to 2017. Data
used in this study are panel data sourced from www.idx.co.id and
www.finance.yahoo.com. The sample selection in this study used a
purposive sampling method with a total sample of 246
observations. The results of this study indicate that comprehensive
income volatility, net income volatility, and other comprehensive
income volatility are not associated with idiosyncratic volatility.
Based on the test results suggest that the interaction between
derivative transactions and comprehensive income volatility, net
income volatility, as well as other comprehensive income volatility,
have a positive effect on idiosyncratic volatility.
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1. INTRODUCTION

Investment risk in the capital market is divided into
a systematic risk that cannot be avoided, and
unsystematic risk that actually can be avoided
(Naomi, 2011). Systematic risk is the company’s
external risk, which reflects that the price movement
of an investment (asset) is caused by changes in the
overall market (Hotvedt & Tedder, 1978). Meanwhile,
unsystematic risk is part of the movement in the
value of investments caused by unique company
factors such as labor demonstrations, company
inventions, research and development, and other
factors that cannot be diversified (Hotvedt & Tedder,
1978). Liu, Di Iorio, and De Silva (2014) asserted that
unsystematic risk from now on, referred to as

idiosyncratic volatility is not a bottleneck in the
imposition of risky asset prices because idiosyncratic
volatility is assumed to be diversified. Ang, Hodrick,
Xing, and Zhang (2009) concluded that idiosyncratic
volatility is a pricing factor for returns from risky
assets; even idiosyncratic volatility is a risk factor
that is missing from the asset pricing model. Based
on conventional financial portfolio theory, rational
investors in capital markets, ideally diversify
unsystematic risk by holding uncorrelated assets in
their portfolios (Kumari, Mahakud, & Hiremath,
2017).

Liu et al. (2014) stated that research related to
idiosyncratic volatility has been developing since
2000. Most of the topics discussed only focus on
testing idiosyncratic volatility on stock returns
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rather than testing factors that can explain
idiosyncratic volatility using developing countries,
e.g., Chang and Dong (2006), Brown and Kapadia
(2007), Wang (2013), Bozhkov, Lee, Sivarajah,
Despoudi, and Nandy (2018). Meanwhile, research
that has examined idiosyncratic volatility mostly
uses data from developed countries that were
conducted by Zhou, Xie, and Li (2016) and Kumari et
al. (2017). Furthermore, Khan and Bradbury (2014,
2016) introduced the concept of risk relevance, the
expansion of value relevance, which only measures
the strength of items in the financial statements on
equity market prices or stock returns. However, the
risk relevance is a test of the extent to which the risk
of accounting data measured by comprehensive
income volatility, including its components, namely
net income volatility, other comprehensive income
can affect company risk (Khan & Bradbury, 2014,
2016).

Research examining the net income volatility,
other comprehensive income component volatility,
and comprehensive income volatility on total risk as
measured by stock return volatility has been
conducted by Anggraita, Rossieta, Wardhani, and
Wibowo (2020), Bamber, Jiang, Petroni, and Wang.
(2010), Black (2014), Bloomfield, Nelson, and Smith
(2006), Hodder, Hopkins, and Wahlen (2006), Khan
and Bradbury (2014, 2016), Maines and McDaniel
(2000). Meanwhile, other studies compare the level
of wvolatility of other comprehensive income
components (items) as conducted by Bamber et al.
(2010), Barth, Landsman, and Wahlen (1995), Hodder
et al. (2006), Khan and Bradbury (2014, 2016).
Meanwhile, research examining the risk of
accounting information using the quality of financial
statements was conducted by Chang, Wang, Chiu,
and Huang (2015), Rajgopal and Venkatachalam
(2011), and Zhou et al. (2016).

Khan and Bradbury (2016) considered that net
income volatility has historically been the most
reliable accounting variable related to equity risk. A
more volatile income statement shows the extreme
net income that is easy to change so that it implies
earnings to be less persistent (Dichev & Tang, 2009).
With the significant net income volatility, investors
and analysts do not fully understand future
earnings, so net income cannot be fully used to
predict future earnings. Meanwhile, other
comprehensive income volatility needs to be
examined in risk relevance framework because
financial statement users, especially investors,
consider that items from other comprehensive
income are unstable and its relevance to the entity’s
core business results (Khan & Bradbury, 2016). It is
deemed to confuse the users of the financial
statements to cause a significant misinterpretation
of the entity’s performance. Khan and Bradbury
(2016) stated that other comprehensive income
items have different properties that are less
controlled, challenging to predict, and can cause
confusion among financial statements users.
Furthermore, the comprehensive income testing in
risk relevance because this component must be
conducted because it is a total net income and other
comprehensive income, which is provided by
financial statements after IFRS Adoption was
conducted in Indonesia. Thus, the volatility of net
income, other comprehensive income, and

comprehensive income as the measurement of
accounting risk (Beaver, Kettler, & Scholes, 1970).
This study aims to examine to investigate the
effect of net income volatility, other comprehensive
income volatility, and comprehensive income
volatility on idiosyncratic volatility. The risk
relevance test conducted by Anggraita et al. (2020),
Khan and Bradbury (2014, 2016), Lucchese, Di Carlo,
and Incollingo (2020) were the examining of the
volatility of net income and comprehensive income
on total risk and beta stocks. Whereas, Khan and
Bradbury (2014, 2016) stated that net income
volatility and comprehensive income volatility could
be tested on idiosyncratic volatility. However, those
studies did not examine it. Thus, this study
complements those studies which examined net
income volatility, other comprehensive income
volatility, and comprehensive income volatility on
idiosyncratic volatility in risk relevance framework.
Besides, in many previous studies, the volatility
of the components of comprehensive income used
annual time series data, whereas this study
employed the elements of comprehensive income
quarterly to obtain the volatility of components of
comprehensive income yearly. Anggraita et al. (2020)
employed the standard deviation of quarterly
earnings for the five quarters calculated. However,
this study employs a standard deviation of quarterly
earnings for four quarters, that is annualized. Based
on the research literature that has been conducted,
research that examines the components of
comprehensive income on firm risk rarely uses data
on quarterly financial statements. Black (2014)
recommended that the use of shorter financial data
(quarterly comprehensive income report data/short
windows) allows attracting investors’ attention in
describing the company’s performance. The use of
data from companies in Indonesia in testing
idiosyncratic volatility attempts to complement the
previous studies using objects of companies in
developing countries, e.g., Anggraita et al. (2020),
Kumari et al. (2017), and Zhou et al. (2016).
Furthermore, this research also includes
derivative transactions to examine risk relevance.
According to Pincus and Rajgopal (2002) and
Oktavia and Martani (2013), derivative transactions
are strongly related to earnings management
actions. Besides, earnings management actions can
increase idiosyncratic volatility as the results of
tests conducted by Chang et al. (2015), Rajgopal and
Venkatachalam (2011), and Zhou et al. (2016). On the
other hand, Black (2016) suspected that the use of
derivatives used for hedging purposes could reduce
the effect of other comprehensive income volatility
on firm risk. Black (2016) recommended the use of
derivatives in risk relevance testing, although the
study only highlights the other comprehensive
income volatility. Based on previous studies, the
presence of internal factors and external factors of
the company resulting in the use of derivative
instruments can trigger risks and cause harm to the
company especially the ownership in developing
countries (Cao, Chen, Goetzmann, & Liang, 2018;
Huang, Kabir, & Zhang, 2017; Lau, 2016; Oktavia &
Martani, 2013; Rajgopal & Venkatachalam, 2011).
Thus, derivatives transactions are expected to
enhance risk relevance.
Furthermore, this study includes financial
leverage as a control variable. According to Rajgopal

a .
AR EL
[FE: V) "l',t*

46



Journal of Governance and Regulation / Volume 9, Issue 2, 2020

and Venkatachalam (2011), financial leverage is
closely related to the company’s financial distress.
Rajgopal and Venkatachalam (2011) have proven
that financial leverage influences idiosyncratic
volatility. The trade-off theory (Modigliani & Miller,
1958) predicted that companies with high volatility
face the possibility of more considerable financial
difficulties. The company will adjust its financial
leverage lower when the company expects the issue
of net income volatility to increase and vice versa.

This research consists of five parts. The first
part contains an introduction that consists of
research phenomena, research problems, research
objectives, differences in this study with previous
research, and the selection of variables used in
testing this study. The second part contains the
literature review and hypotheses development. The
third part contains the research methodology,
including the sampling conducted in this study and
the proxy used to measure each variable in this
study as well as the research model. The fourth part
is the result and discussion that explains the results
of this study both in statistical tests and reviews of
research results. The fifth part is the conclusion,
which is a summary of the discussion based on the
research objectives as well as the limitations and
implications of both the practical implications and
the implications for further research.

2. LITERATURE REVIEW AND HYPOTHESIS
DEVELOPMENT

2.1. Literature review

Based on the theory of efficient markets (Fama,
1970), especially in semi-efficient forms of efficient
markets, financial statement information can
indicate the response and market conditions of a
company. The quality of financial statement
information can be seen from the stability of the
company’s profit. Kothari (2001) stated that the
capital market could be considered to be efficient if
it applies to all stakeholders, such as investors,
managers, standard-setting bodies, and other market
participants. Information interest comes from the
fact that stock prices determine the allocation of
wealth between the company and the owner of the
company. Meanwhile, agency theory (Jensen &
Meckling, 1976) concluded that the relationship
between agent and principal results in asymmetric
information because the agent is in a position to
have more information related to the company than
the principal. In such conditions, agents can use
their discretion to influence accounting information
presented in financial statements. If the principal
considers the information reported by the agent to
the public still has the risk of openness, the agent
will respond poorly to the value of the company
through falling stock prices and high risk of stock
returns. Besides, agents can make policies that lead
to instability in company performance and risks that
must be borne by the company.

Research examining the effect of other
comprehensive income volatility on firm risk
provides evidence for one of the drivers of value
relevance, namely risk relevance. The value relevance
is mostly measured by the strength of the influence
of items in the financial statements and on market
prices or stock returns. In contrast, the risk

relevance is usually measured by the strength of the
relationship between the volatility of financial
statement items and stock return volatility. Black
(2016) and Maines and McDaniel (2000) concluded
that non-professional investors could extract
volatility from unrealized gains and losses of
available for sale securities for insurance companies.
This finding shows that other comprehensive
income helps investors in assessing risks associated
with unrealized gains and losses of available for sale
securities. Barth et al. (1995) found the use of fair
value in net income by including unrealized gains
and losses of available for sale securities for sale
more volatile compared with profit by using profits
historical, but the incremental volatility is not priced
by investors.

Meanwhile, Hodder et al. (2006) found that
comprehensive income is more volatile compared to
net income. The study also found that net income
volatility and comprehensive income volatility can
increase stock return volatility. = However,
comprehensive income volatility decreases stock
beta, and net income volatility does not affect stock
beta. Khan and Bradbury (2014) suggested that the
volatility of incremental comprehensive income does
not affect the stock return volatility and stock beta.
Meanwhile, net income volatility and comprehensive
income volatility have a positive effect on the stock
return volatility and stock beta. Khan and Bradbury
(2016) proved that the volatility of incremental
comprehensive income does not affect the stock
return volatility and stock beta. However, net income
volatility and comprehensive income positive effect
on the stock return volatility of the shares, but does
not affect beta stocks. Black (2014) found that the
volatility of unrealized gains and losses of available
for sale securities and cash-flow hedges has a
negative effect on the total risk of the company.
Anggraita et al. (2020) examined the risk relevance
of financial instruments of banking companies
before and after the adoption of IFRS in Indonesia.
The study wuses net income volatility and
comprehensive income on stock beta and stock
return volatility in risk relevance testing. The study
found that the risk relevance of financial
instruments decreased after the adoption of IFRS.
Lucchese et al. (2020) tested the risk relevance of net
income and total comprehensive income by using
company data in 15 European countries. The net
income volatility and total comprehensive income in
this study use the standard deviation of net income
and total comprehensive income in the last three
years, while the risk of a company is represented by
beta stocks and stock return volatility. The study
found that net income volatility and comprehensive
income volatility have a positive effect on stock
return volatility, but both have a negative effect on
stock beta.

Associated with testing of company risk,
several related studies have tested the volatility of
the comprehensive income component on the stock
return volatility (total risk) and beta stocks
(systematic risk). None of these studies have
examined the volatility of comprehensive income
component on the unsystematic risk represented by
idiosyncratic volatility. According to Liu et al. (2014),
idiosyncratic volatility had attracted the attention of
researchers since the 1990s when the importance of
asset pricing was first reviewed. Campbell, Lettau,
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Malkiel, and Xu (2001) stated that idiosyncratic
volatility must be given a price because investors
determine a higher rate of return to compensate for
the level of idiosyncratic volatility that cannot be
diversified. Ang et al. (2009), Liu and Di Iorio (2012),
and Wang (2013) employed idiosyncratic volatility to
be examined with stock returns.

Previous studies examined factors that explain
idiosyncratic  volatility, especially = accounting
information. Rajgopal and Venkatachalam (2011)
found that the quality of financial statements
negatively affects idiosyncratic volatility. Zhou et al.
(2016) found that the quality of financial reporting
negatively affected idiosyncratic volatility, but the
quality of financial reporting did not affect the
volatility of stock returns. This study also found that
adopting accounting systems that have high
standards can reduce the negative influence of
idiosyncratic volatility. Liu et al. (2014) proved that
dividend yield has a positive effect on idiosyncratic
risk, while valuation, company size, leverage, and
profitability have a negative effect on idiosyncratic
risk. Wei and Zhang (2006) found that ROE
negatively affects idiosyncratic volatility, and ROE
variance positively influences idiosyncratic volatility.
Kumari et al. (2017) proved that the size of the
company, the momentum negatively affects the
idiosyncratic volatility, while the book to market
ratio, liquidity, cash flow to price adversely
associated with idiosyncratic volatility. Testing
idiosyncratic volatility by using the quality of
accounting information represented by earnings
management was conducted by Chang et al. (2015),
Rajgopal and Venkatachalam (2011), and Zhou et al.
(2016). Rajgopal and Venkatachalam (2011)
concluded that poor earnings quality could increase
idiosyncratic volatility. Meanwhile, Chang et al.
(2015) found that accrual earnings management and
real earnings management is positively associated
with idiosyncratic volatility. Zhou et al. (2016) found
that financial reporting quality negatively affects
idiosyncratic volatility, but it does not affect the
stock return volatility.

Furthermore, related to the testing of derivative
instruments on risk has been conducted in several
previous studies. Kang, Kondor, and Sadka (2014)
proved that hedging trading activities could reduce
idiosyncratic volatility. Chng, Fang, Xiang, and Zhang
(2017) found that hedging was irrelevant to diversify
portfolios if the aim was only to reduce the
instability of idiosyncratic volatility. Lau (2016)
stated that companies using derivatives to hedge
effectively could reduce the company’s financial
risk. The use of derivatives allows companies to
manage incremental financial risk better. Ayturk,
Gurbuz, and Yanik (2016) found that derivative
instruments do not affect firm value. Giraldo-Prieto,
Uribe, Vesga, and Herrera (2017) concluded that in
adverse economic conditions, hedging strategies
negatively affect idiosyncratic volatility while in
good economic conditions, idiosyncratic volatility
has a positive effect on hedging performance.
Bartram, Brown, and Conrad (2011) found strong
evidence that the use of derivative instruments
reduces both total risk and systematic risk. The
study also found that the use of derivatives also has
a positive effect on firm value because non-financial
companies usually implement derivative policies
with a motive to reduce risk.

Tessema (2016) found that the recognition and
disclosure that is mandatory for ownership of
derivatives with the aim of hedging has a negative
effect on the total risk of the company. Huang et al.
(2017) concluded that derivative instruments used
by companies in developed countries such as in the
UK could reduce the standard deviation of stock
returns and systematic risk. Companies in developed
countries use financial derivatives aimed at reducing
financial exposure significantly to reduce the
possibility of financial distress and mitigate the
existence of under-investment problems. Cao et al.
(2018) found that derivative transactions with the
purpose of hedging owned by companies tend to
have shares that are overvalued by investors so that
derivative transactions with hedging purposes are
strictly related to the degree of error in the
imposition of stock prices. The study also concluded
that derivative transactions to hedge to increase
share prices and minimize risks must be owned by
the company continuously, not temporary ones.

2.2. Hypothesis development

The efficient market theory states that accounting
information in financial statements must be able to
show information on the condition of companies in
the capital market. In PSAK1 (IAI, 2018),
comprehensive income is defined as changes in
equity during one period resulting from transactions
and other events, in addition to changes resulting
from operations with owners in their capacity as
owners. The component of comprehensive income
consists of net income and other comprehensive
income. Hirst and Hopkins (1998) stated that the
comprehensive income presented in one report is
more effective in communicating the value of
relevant information than if reported in a statement
of changes in equity. Maines and McDaniel (2000)
concluded that the appearance of comprehensive
income is essential for non-professional investors.
Bamber et al. (2010), Hodder et al. (2006), Khan and
Bradbury (2014) found that comprehensive income
is more volatile compared to net income. When
viewed from the risk of accounting information,
changes in comprehensive income over time carry
more accounting information risk than changes in
net income over time. One of the triggers for this is
the change in other comprehensive income items.
Hodder et al. (2006) found that comprehensive
income has a positive effect on the stock return
volatility, which shows the total risk of the company.
Comprehensive income is a combination of activities
that arise from normal operations and outside
normal company operations. Management policies
within the company determine both of these
activities. If the policy chosen by the management is
not appropriate, it can result in internal risk.
Comprehensive income that appears in the financial
statements since the adoption of IFRS conducted in
Indonesia in 2012 is a composite component of
both operating and non-operating activities.
Comprehensive income volatility can reflect both the
effect of the instability of the net income component
and the variability of other comprehensive income
components. The existence of accounting policies
chosen by management in the company related to
the normal activities of the company or not the
normal operations of the company can be reflected
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in the comprehensive income generated by the
company during one period. Therefore, accounting
policies made by companies that change for all
company activities can result in company risk
arising from policy mistakes taken by management
within the company. Thus, the hypothesis in this
study is as follows:

HI: Comprehensive income volatility is positively
associated with idiosyncratic volatility.

The efficient market theory states that
accounting information in financial statements must
be able to show information on the condition of
companies in the capital market. Beaver et al. (1970)
stated that there are implications in evaluating the
relationship between the two. First, alternative
accounting measures are reported that have the
highest level of influence on risk testing. Second,
measurement of risk that might be able to adjust for
differences in reporting methods carried out by
companies from year to year. Third, there is the
possibility of measurement that is not reported to
reflect the level of accounting risk with a higher level
of influence on risk measurement.

The measure of accounting risk can be
considered as a substitute for the total variability of
a company’s stock returns (Beaver et al., 1970). The
measurement of accounting risk is closely related to
the net income volatility that is obtained by the
company from time to time. Therefore, accounting
measures reflect both systematic and idiosyncratic
risk components. Khan and Bradbury (2014, 2016)
found that net income volatility has historically been
the accounting variable most related to firm risk.
Both studies found that net income volatility had a
positive effect on stock return volatility. In line with
the study, Hodder et al. (2006) proved that net
income volatility is positively associated with stock
return volatility. The research demonstrated that net
income is considered as the firm accounting risk to
capture the overall risk of the company.
Furthermore, Chang et al. (2015), Rajgopal and
Venkatachalam (2011), and Zhou et al. (2016) found
that the quality of financial statements is negatively
associated with idiosyncratic volatility. The three
studies proved that the existence of management
discretion in both accrual and real activities
increases idiosyncratic volatility.

Furthermore, agency theory states that the
problem of the relationship between agents and
principals can lead to information asymmetry. This
problem causes the agent to freely use his incentives
in determining accounting policies and other
policies related to the company. The policies taken
by the company can be reflected in the amount of
net income obtained by the company in a certain
period. If the income is unstable from time to time,
it can indicate that the policy chosen by the
company will cause uncertainty about the company’s
future conditions. This condition may be caused by
the existence of specific policies from management
that are opportunistic so that it results in instability
of net income from period to period. Therefore, the
policies taken by management in the company
specifically related to the company’s operating
activities can cause uncertainty in the future of the
company. Thus, the hypothesis in this study is as
follows:

H2: Net income volatility is positively associated
with idiosyncratic volatility.

Other comprehensive income is a component of
comprehensive income generated from the non-
operating activities of the company. However, other
comprehensive income has a role in influencing
changes in the equity of a company. Other
comprehensive income arises from transactions or
economic events in a reporting period other than
transactions involving non-company owners.
Another comprehensive income component is an
item that only emerged after the adoption of IFRS in
Indonesia since 2012. Based on the efficient market
theory, if the amount of other comprehensive
income that is unstable every year can lead to the
potential instability of the company’s condition in
the future. It is relevant to agency theory due to the
information asymmetry that causes the
agent/management to take specific policies that
have an impact on other comprehensive income that
is not stable. Khan and Bradbury (2016) stated that
readers of financial statements assume that items
from other comprehensive income that are unstable
occur due to the impact of the company’s core
business that can confuse users of financial
statements and cause significant misinterpretations
of the entity’s performance. The cause of financial
statement user confusion in wusing financial
statements is that other comprehensive income
items have different properties, are less controlled,
challenging to predict, and cannot be linked to
management performance. Khan and Bradbury
(2016) found evidence that when fluctuations in net
income and comprehensive income are not proven,
the market will consider that other comprehensive
income information can mislead financial
statements users.

Maines and McDaniel (2000) found that other
comprehensive income has a positive effect on stock
return volatility. Black (2014) proved that other
comprehensive income has a negative impact on
stock return volatility. However, Khan and Bradbury
(2014, 2016) concluded that other comprehensive
income does not affect stock return volatility and
stock beta. Risk-taking management policies can
also trigger company uncertainties that can be
avoided. Investors will view the company as having
increasing company risk. Other comprehensive
income arises as a result of the non-operating
companies. If the amount of other comprehensive
income is not stable every period, it suggests that
the company’s policy for non-operating activities
changes. Besides, investors who have a poor
understanding of other comprehensive income items
will consider that information disadvantage for them
in decision-making. Therefore, the instability of
other comprehensive income can trigger the
emergence of unsystematic risk due to management
policies within the company. Thus, the hypothesis in
this study is as follows:

H3: Other comprehensive income volatility is
positively associated with idiosyncratic volatility.

The implication of the adoption of IFRS in
financial accounting standards in Indonesia, net
income is not the only measure of company
performance for users of financial statements.
However, there is also comprehensive income, which
is a combination of net income components and
other comprehensive income. Chng et al. (2017)
found that companies that have derivatives with
hedging purposes are not relevant for diversifying
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portfolios if the aim is only to reduce the instability
of idiosyncratic volatility. Ayturk et al. (2016) stated
that most companies limit information on the use of
derivatives. In weak economic conditions, ownership
of derivatives with hedging purposes negatively
affects idiosyncratic volatility (Zhao & Brown, 2013).
Bartram et al. (2011) concluded that the use of
financial derivatives reduces both total risk and
systematic risk. Tessema (2016) found evidence that
the recognition and disclosure required by financial
accounting standards for the ownership of
derivative instruments for hedging purposes has a
negative effect on the total risk of the company.

The use of derivative instruments with hedging
purposes used by companies as a tool for risk
mitigation must be seen in the country where they
are used because Cao et al. (2018), Huang et al.
(2017), and Lau (2016) found that the use of
derivative instruments with hedging purposes could
improve company performance only occur in
developed countries. Conversely, the use of
derivative instruments in developing countries can
cause a decline in the value of the company. Weak
institutions and governance have triggered
conditions in developing countries and derivative
markets in less liquid developing countries. This
condition resulted in a lack of effectiveness of the
derivatives used by the company. Derivative
instruments ownership is best used with the
purpose of hedging when used in developing
countries has the same potential as the purpose for
speculative, not used for risk mitigation. Although in
Indonesia, the actual implementation of derivatives
has been regulated in PSAK 55 (IAI, 2018) and
PSAK 60 (IAI, 2018), so derivative ownership is
required only for hedging purposes. Also, derivative
transactions carried out by companies are closely
related to earnings management activities that can
lead to company risk due to company policy choices.

If the ownership of derivative instruments is
used for hedging which actually can align the
interests between the agent and the principal with
the hope that the company can run well in the
future, low idiosyncratic volatility can be influenced
by low comprehensive income volatility because the
policies taken by managers within the company are
more defined. Investors assume that companies that
have derivative instruments with hedging purposes
are more guaranteed for them because the company
is trying to get a comprehensive income that is
stable over time. The instability of comprehensive
income can be affected by net income and other
comprehensive income in one period. The
unsystematic risk could arise from an instability in
comprehensive income. It becomes worse if the
company has a derivative transaction for any
purpose. Investor understanding of derivative
instruments in Indonesia is still limited, and there is
still no transparent market for these instruments in
Indonesia, resulting in unclear derivative ownership
objectives in Indonesia. Therefore, the hypothesis in
this study is:

H4: Derivative transactions Sstrengthen the
positive effect of comprehensive income volatility on
idiosyncratic volatility.

The company has risks from many types of
financial risks that arise from carrying out its
business functions - financial risks associated with
financial policies implemented by the company.

Also, there are operational risks, which are risks of
financial losses caused by inadequate or failure of
internal processes, people and systems such as
employee fraud against company assets and
impairment of inventory, or from external events
such as natural disasters that might damage
company assets. Through variations in company
assets and liquidity, operational risk and financial
risk can lead to volatility in cash flows and earnings.
If managers prefer to minimize profits and cash
flow, companies must use derivative instruments
with different hedging purposes (Attia, 2012).

The company is considered to make
investments to trade derivatives with high risk. As a
result, investors assume that companies that have
derivatives of this type will result in future income,
and loss becomes uncertain. It can also impact the
company’s uncertainty in the future. Murwaningsari,
Utama, and Rossieta (2015) stated that managers
could manage profitability volatility by making
adjustments to cash flow and accrual volatility. In
this regard, Lev and Zarowin (1999) stated that
information in accrual income has a lower quality
than cash flow information. Accrual earnings

provide management with more significant
discretion opportunities, which results in the
accuracy, validity, and reliability of financial

statements being low. As a result, the market
response will be higher for information related to
net income derived from cash flow compared to the
accrual component.

According to Oktavia and Martani (2013), the
existence of derivative uncertainty in Indonesia is
closely related to earnings management practices. It
is in line with Guay and Kothari (2003), which stated
that the use of derivatives is not the only way to
manage risk. There are other possible risk
management tools carried out by non-financial
companies. Therefore, derivatives used by
companies do not always result in a decrease in
company risk. Ayturk et al. (2016) also stated that
most companies limit information on the use of
derivatives. Therefore, many investors find it
challenging to read risk management policies and
hedging strategies from financial statements and
use this information for the benefit of the
investment decision process. The unclear disclosure
of derivative information by users of financial
statements is what results in the ownership of
derivatives that can be dangerous for the company.

Zhao and Brown (2013) found that in adverse
economic conditions, ownership of derivatives with
a hedging objective can reduce idiosyncratic
volatility. In contrast, in good economic conditions,
ownership of derivative instruments with a hedging
purpose increases idiosyncratic volatility.
Meanwhile, Bartram et al. (2011) found that the use
of financial derivatives reduces both total risk and
systematic risk. Tessema (2016) found that the
recognition and disclosure required by financial
accounting standards for ownership of derivatives
with the aim of hedging has a negative effect on
company risk.

The existence of asymmetric information
between agents and principals in the disclosure of
derivatives in developing countries, including in
Indonesia, can be dangerous for companies.
Although the ownership of derivative instruments is
best used with the purpose of hedging when used in
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developing countries has the same potential as the
purpose for speculative because ownership of the
derivative is considered not used to mitigate risk.
Although in Indonesia, the actual implementation of
derivatives has been regulated in PSAK 55 (IAI, 2018)
and PSAK 60 (IAI, 2018), so derivative ownership is
required only for hedging purposes. Also, derivative
ownership is closely related to earnings
management practices that can disadvantage the
company itself because of the decline in the quality
of the company’s information loss. Furthermore,
ownership of derivatives for any purpose results in a
risk for companies to bear losses from the
ownership of such types of derivatives in the future
because the use of effective derivatives to reduce
risk is mostly carried out by developed countries.
Meanwhile, the use of derivatives in developing
countries is the opposite. Meanwhile, in developed
countries, the use of derivatives for effective
hedging purposes as a tool to mitigate risk if owned
persistently, so that ownership of derivatives for
hedging purposes can be considered dangerous for
the company. Thus, the hypothesis in this study is
as follows:

Hb5: Derivative  transactions strengthen the
positive effect of net income volatility on idiosyncratic
volatility.

Derivative transactions are the discretion of
company policy carried out by management. The
policy might result in asymmetric information
between agents and principles. Giraldo-Prieto et al.
(2017) concluded that companies that have
derivatives for hedging purposes have a positive
influence on the market value of the company.
Bartram et al. (2011) found strong evidence that the
use of financial derivatives reduces both total risk
and systematic risk. However, the derivatives are
thought to be more for hedging activities, because
derivatives with speculative purposes have a higher
risk due to profit-taking by the company. The other
comprehensive income volatility and idiosyncratic
volatility is caused by risky company policies or
uncertain internal factors. Guay and Kothari (2003)
stated that the use of derivatives is not the only way
to manage risk. There are other possible risk
management tools carried out by non-financial
companies. Therefore, derivatives used by
companies do not result in a decrease in company
risk.

Cao et al. (2018) concluded that derivatives
with hedging purposes that can increase share
prices and minimize risk are derivatives with
hedging purposes that are owned by the company
continuously, not temporary ones. Therefore, if
ownership of a derivative instrument with a purpose
of hedging by a company that is not persistent or
continuous is the same as ownership of a derivative
instrument for speculative purposes, the ownership
of derivative instruments which tend to be
speculative purposes will increase profitability
volatility because it can lead to higher market risk
and potential financial distress (Murwaningsari et al.,
2015).

Agency problems that occur between agents
and principals can result in asymmetric information
included in the disclosure of derivative instruments
owned by companies in developing countries,
including in Indonesia. The trend that occurs in
developing countries, even though financial

accounting standards only allow the derivatives
ownership for hedging purposes, but the ownership
of derivative instruments does not mean that they
are always used to mitigate corporate risk.
Therefore, ownership of derivative instruments is
suitable for hedging purposes if used in developing
countries has the same potential as derivative
instruments with speculative purposes. The
accounting rules in PSAK 55 (IAI, 2018) and PSAK 60
(IAI, 2018) issued by IAI are to regulate the
accounting for ownership of derivative instruments
by companies that must only be used for hedging
purposes. However, in line with the findings in
previous studies, the company’s goal of ownership
of derivative instruments in Indonesia tends not to
be used for risk mitigation. Therefore, derivative
transactions can threaten the existence of the
company in the future.

The ownership of derivative instruments in
Indonesia certainly has an impact on companies that
also have other comprehensive income instability,
bearing in mind these items are not generated from
the normal activities of the company. Also, the
choice of company policy in the ownership of
derivative instruments for any purpose causes
investors to worry about the future condition of the
company. Investor understanding of derivative
instruments in Indonesia is still limited, also
triggered by the absence of a transparent derivative
market in Indonesia. Other comprehensive income
that changes from period to period results in the
assumption of investors that the company has a
higher risk based on the policies chosen by the
company. Items that appear as part of other
comprehensive income related to the choice of
company policy from non-operating activities result
in the company having to bear a higher risk. Based
on the description, the hypothesis in this study is as
follows:

HG6: Derivative transactions strengthen the
positive effect of other comprehensive income
volatility on idiosyncratic volatility.

3. RESEARCH METHODOLOGY

The research method used in research is quantitative
methods. The object of research uses companies
listed on the Indonesia Stock Exchange. The
population used in the study is non-financial
companies listed on the Indonesia Stock Exchange.
Data was collected using the documentation method
through the official website of the Indonesia Stock
Exchange, namely www.idx.co.id and
finance.yahoo.com. Information data from the
financial statements used in this study for
components of comprehensive income using
quarterly financial statement data, while other data
use annual data. The technique in selecting the
sample used is using a non-random sampling
technique (purposive sampling). In this study,
samples were taken with several criteria. First,
companies used in the sample are non-financial
companies that have registered their shares on the
Indonesia Stock Exchange before January 1, 2011.
Although the data used began in 2012, sample
selection started in 2011 because there was a basis
for calculating the portfolio in the idiosyncratic
volatility variable by using The Fama-French Model
uses data from the previous year. Also, company
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selection began on September 1, 2018. This study
eliminated companies that conduct IPOs after
January 1, 2011. Second, this study removed
financial companies from the sample because the
characteristics of asset structure and liabilities
generate high leverage. Third, this study removed
non-financial companies that have incomplete
financial statements, including information on
comprehensive income components and data needed
in this study from the period January 1, 2012, to
December 31, 2017. Fourth, non-financial companies
have disclosure data of at least 1 type of derivative
transaction either for hedging purposes or for
speculative purposes or which have both from
January 1, 2012, to December 31, 2017. Based on the
calculation of data for each variable, this study
excludes one company because it has outlier data
that have anomalous value. The amount of the
company that can be used in this study is 41
companies so that the sample is 246 observations
(firm-year).

In this study, the dependent variable is
idiosyncratic volatility. The proxy for idiosyncratic
volatility follows Hotvedt and Tedder (1978) and
Herskovic, Kelly, Lustig, and Van Nieuwerburgh
(2014) using the Market Model, with the following
equation:

Ry = Bo+ PiRme + &t 1)

The common factor in idiosyncratic volatility.

Where:

Rir=the company’s monthly stock return i at
time ¢

Rm: = monthly stock return from the Composite
Stock Price Index (CSPI) as used by Liu et al. (2014);

&ir = residual of the regression equation for the
company i at time ¢t

The absolute value of the fair value of derivatives

Based on the equation, annual idiosyncratic
volatility results from residual of standard deviation
for 12 months. According to Kaplan (2013), standard
deviations based on daily, weekly, monthly, or
quarterly stock return data can be annualized by
making a standard deviation of these data by
multiplying by the root of the amount of daily,
weekly, monthly and quarterly data so that they
become standard deviations or annual volatility
(Finance Train, n.d.). Therefore, in line with this
study, to obtain annual idiosyncratic volatility, the
monthly residual of standard deviation from the
equation needs to be multiplied by /12 to obtain
idiosyncratic volatility in one year.

This study uses comprehensive income
volatility, net income volatility, and other
comprehensive income volatility as independent
variables. Comprehensive income volatility, net
income volatility, and other comprehensive income
volatility in this study follow the proxy used by
Anggraita et al. (2020), Black (2014), Khan and
Bradbury (2014, 2016), Lucchese et al. (2020). The
comprehensive income volatility, net income
volatility, and other comprehensive income volatility
are calculated by the quarterly components during
one year divided by the market value of equity at the
beginning of the period. The volatility of the
components in one year is generated from the
standard deviation of comprehensive income
generated every three months divided by the market
value of equity at the beginning of the period, and
multiplied by /4.

Furthermore, this study uses derivative
transactions as a moderation variable. The proxy in
this study follows Oktavia and Martani (2013). The
proxy used for derivatives transactions is the
absolute value of the fair value of derivative assets
reduced by derivative liabilities for both hedging and
speculative purposes, which are described as
follows:

)

DERIV, =

where:

DERIVi = fair value of derivative
(liabilities) for the company i year

The fair value of derivatives = absolute fair value
of derivative assets (liabilities);

Total assetsr; = total company assets iin year t-1.

assets

Total assets;;_4

Also, this study employs financial leverage as a
control variable. In this study, financial leverage as
measured by total liabilities divided by total equity
each year as used by (Khan & Bradbury, 2014, 2016).

Total liabilities

. (3)
Total equity

FINLEV =

To test HI and H4, the regression equation model is:

Model 1

IdioVolMM;, = By + B1CIVoly + B,ERIVy, + BsCIVoly  DERIV;, + BFINLEV, + &

“)

Meanwhile, to test H2, H3, H5, and H6, which are the expansion models of Equation (4) are:

Model 2

IdioVolMM;; = By + BiNIVoly + BOCIVoly + B3DERIVy + BuNIVoly * DERIVy, +

5)

+ BsOCIVoly, * DERIVIT + BsFINLEVy + &

where:
IdioVolMM;: = idiosyncratic volatility using the
Market Model for the company iin year ¢

NIVol: = net income volatility for the company i
in year
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OCIVol = other comprehensive income volatility
for the company iin year

CIVolr = quarterly comprehensive income for
the company iin year t

DERIV;: = derivative
company iin year t

FINLEV; = financial leverage for the company i
in year g

& = residual equation.

transactions for the

Model 3

IdiOVOIMMl‘t + 1= BO + ﬂ1C1Volit + BzERIVit + ﬁ3CIVOlit * DERIVLt + ﬁ4F1NLEVLt + Eit

A sensitivity test is performed to compare the
results of the main equations in the study. The
sensitivity test in this study was conducted in two
ways. The first sensitivity test is testing using the
independent variable t-1, which aims to see investor
responses to the previous year’s accounting
information reporting. To test HI and H4 of the first
sensitivity test, the equation model is:

(6)

To test H2, H3, H5, and H6, which are the expansion of Equation (6) above in the first sensitivity test,

the equation model is:

Model 4

IdioVolMM;; + 1 = By + BiNIVoly, + B,OCIVol; + B3DERIVy + ByNIVoly » DERIV; +
+ BsOCIVoly + DERIVIT + BsFINLEVy + &

where:

IdioVolMM = idiosyncratic volatility using the
Market Model for the company iin year t-1;

NIVoli = net income volatility for the company i
in year t-1;

OClVolis = other comprehensive income volatility
for the company iin year t-1I;

ClVoly = quarterly comprehensive income for
the company iin year t-I;

DERIV;: = derivative
company iin year t-1;

FINLEV; = financial leverage for the company i
in year t-1;

&= residual equation.

The second sensitivity test is the same as the
primary equation model but replaces the
idiosyncratic volatility variable by using the Fama-
French Model as used by Ang et al. (2009), Liu et al.
(2014). The proxy used in these studies uses the
standard deviation of the residual regression of the
Fama and French (1993) model. For the second
sensitivity test, several steps were carried out to
determine idiosyncratic volatility following the
Fama-French Model. The first step is to create a
company category based on market capitalization t-1
(size factor) for the current year, which is

transactions for the

R — Rpe = Bo+ Bi(Rme — Rpe) + BoSMBy + BsHML, + &

where:

R:= company’s monthly stock return i

R = risk-free using monthly yields on 10-year
government bonds as used by Naomi (2011);

Rme=monthly stock return from the
Composite Stock Price Index (CSPI) as used by (Liu
et al.,, 2014);

SMB = monthly returns of small size portfolios
minus the daily returns of large size portfolios. For
SMB portfolios are grouped into 2 by the previous
year’s market capitalization as Liu et al. (2014) and
Kumari et al. (2017).

HML =HML is calculated by the high group
portfolio minus the small group portfolio as

Model 5

IdioVOlitFF = BO + ,31C1Volit+ ,BzERIVlt‘I' B3C1V01it * DERIVlt‘I' ﬁ4_FINLEVLt + Eit

)

hereinafter called Small Minus Big (SMB). Portfolio
size distribution consists of 50 percent of large
companies based on market capitalization, and the
remaining 50 percent is categorized as small
companies (size factor). The second step and book
to market equity t-1 (value factor) are to use a book
market equity ratio (BM) consisting of 1/3 including
big companies, 1/3 including medium companies
and 1/3 including in the low company, hereinafter
referred to as High Minus Low (HML). Every year t,
companies are ranked and sorted into portfolios
according to the size of their capitalization and book
to market equity ratio in December of year t-1.
Returns from the monthly size factor portfolio are
calculated as monthly returns from large portfolios
reduced by monthly returns from small company
portfolios. The monthly return from the value factor
is calculated as the monthly return of the company’s
large portfolio book to market equity ratio minus
the company’s low book to market equity ratio. To
determine the SMB portfolio, this study excludes
companies that do not have complete stock price
information per month as Liu et al. (2014) and
companies with negative equity.

Then monthly regression is performed for the
following equation:

(8)

Liu et al. (2014) and Kumari et al. (2017). The
portfolio is divided into 3 with the previous year’s
book to market equity into three groups, namely
high, medium, and low.

£ = residual of the equation.

Idiosyncratic volatility is an annual estimate
of the residual standard deviation of the regression
equation results above. Similar to Equation (1), to
obtain annual idiosyncratic volatility, the standard
monthly residual deviation from the above
equation needs to be multiplied by +/12. To test HI
and H4, in the second sensitivity test, the equation
model is:

9)
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Meanwhile, to test H2, H3, H5, and H6, which are the expansion of Equation (9) above in the second
sensitivity test, the equation model is:

Model 6

IdiOVOZFFit = ﬂo + BlNIVOlit + ﬂZOCIVolit + B3DER1VM + B4,vaoll‘t * DERIVLt +

where:

(10)

+ BsOCIVoly * DERIVIT + BsFINLEVy + &

IdioVolFFy = idiosyncratic  volatility using FF
Model for the company iin year
NIVol: = net income volatility for the company i

in year g

OCIVoli: = other comprehensive income volatility

for the company iin year

4. RESULTS AND DISCUSSION

Based on data analysis conducted on 41 companies
from 2012 to 2017,
components used in this research are the mean,

the descriptive statistical

ClVol = quarterly comprehensive income for
the company iin year ¢

DERIV;: = derivative
company iin year

FINLEV; = financial leverage for the company i
in year g

&ir = residual equation.

transactions for  the

median, maximum value, minimum value, and
standard deviation. Table 1. shows the results of
descriptive statistics that describe information on
variable characteristics in this study.

Table 1. Descriptive statistics summary

VOL IDMM VOL IDFF NIVOL OCIVOL CIVOL DERIV FINLEV
Mean 33,41% 28,79% 3,27% 2,23% 4,75% 0,61% 168,48%
Median 28,95% 23,87% 1,82% 0,25% 2,11% 0,036% 105,1%
Max. 184,92% 178,65% 39,78% 125,58% 150,66% 6,82% 148,13%
Min. 5,505% 4,06% 0,075% 0% 0,1% 0% 18,72%
Std. Dev. 22,12% 19,81% 4,96% 9,17% 11,29% 1,35% 198,39%
Obs. 246 246 246 246 246 246 246

A summary of the results of the coefficient of
determination test, the model determination test,
the partial test (t-test) Equation (4) (primary model
test), Equation (6) (sensitivity 1), and Equation (9)
(sensitivity 2) are as follows in Table 2.

A summary of the results of the coefficient of
determination test, model permanence test, partial
test (t-test) Equation (5) models (primary model test),
Equation (7)  (sensitivity 1), and Equation (10)
(sensitivity 2) are as follows in Table 3.

Table 2. Determination coefficient test results, Model assistance test, Partial test model Equation (4) (Main
model), Equation (6) (Sensitivity 1), and Equation (9) (Sensitivity 2)

Main Model Sensitivity 1 Sensitivity 2
Coef. T-Stat. Prob. Coef. T-Stat. Prob. Coef. T-Stat. Prob.

Cons 0.3142 12.491 0 k| 0.267 9.024 0 k] 0.267 11459 [ 0
CIVol -0.167 -1.295 0.098 0.464 1.560 0.060 -0.102 -0.848 0.198

Deriv -1.412 -0.950 0.171 2.046 1.200 0.115 -0.23 -0.166 0.433
CIVOl*Deriv_ | 90.584 5.178 0 k] -21.893 | -1.016 0.155 47.901 2.929 0.002 el
Finlev 0.005 0.599 0.274 0.0254 2.677 0.004 1 0.007 0.9157 | 0.180

Adj R2 0.118 0.047 0.043

F-Stat. 9.215 3.557 3.751

Prob. (F) 0.000 0.008 0.006

Table 3. Determination coefficient test results, Model assistance test, Partial test model Equation (5) (Main
model), Equation (7) (Sensitivity 1), and Equation (10) (Sensitivity 2)

Main Model Sensitivity 1 Sensitivity 2

Coef. T-Stat. Prob. Coef. T-Stat. Prob. Coef. T-Stat. Prob.
Cons 0.318 12399 | O % 1 0.263 8.848 0 k| 0.274 11.498 0
NIVol -0.168 -0.556 0.289 0.731 2.245 0.012 o -0.275 -0.976 0.330
OCIVol -0.172 -1.014 0.155 0.284 0.577 0.282 -0.053 -0.334 0.738
Deriv -2.125 -1.293 0.098 * 1.033 0.560 0.287 -1.412 -0.921 0.358
NIVOI*Deriv 72.598 | 2.041 0.021 i 31.348 0.801 0.211 64.023 1.923 0.055 *
OCIVOI*Deriv_ | 100.28 | 4.186 0.000 % ] -36.951 | -1.135 0.128 50.398 2.247 0.025 il
Finlev 0.003 0.441 0.329 0.021 2.203 0.014 0.006 0.763 0.445
Adj R2 0.136 0.0641 0.059
F-Stat. 7.454 3.332 3.600
Prob. (F) 0.000 0.003 0.002
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4.1. The effect of comprehensive income volatility
on idiosyncratic volatility

The result of hypothesis testing suggests that
comprehensive income volatility is not associated
with idiosyncratic volatility. The result of this study
is in line with the findings of Dhaliwal,
Subramanyam, and Trezevant (1999). Furthermore,
the result provides a similar effect on idiosyncratic
volatility using the Fama-French Model. This result
confirms idiosyncratic volatility testing using the
Market Model. However, testing using
comprehensive income volatility in the previous year
is positively associated with idiosyncratic volatility.
Even though the previous year’s comprehensive
income information is not as reliable as the previous
year’s income statement, the previous vyear’s
comprehensive income information is quite
attractive to investors considering that the average
comprehensive income consists of 98.5 percent of
the net income component. Therefore, information
on comprehensive income is greatly influenced by
net income information. In line with net income
information, investors need a considerable amount
of time to understand and respond to the quarterly
comprehensive income information for four periods
in one year contained in the financial statements
starting in 2012. Comprehensive income information
from the previous year can be used in assessing the
company’s stock information in the capital market,
especially unsystematic risk. The result of this study
proves PSAK 1 (IAI, 2018), which states that financial
statements can be used to predict the condition of
the company in the future can be verified from the
test result in this study.

The result of this study is also different from
Hodder et al. (2006). In Hodder et al. (2006),
comprehensive income information is essential in
decision making, especially for issuers’ risk
information in the capital market. Meanwhile, in this
study, comprehensive income information for the
current year cannot be used as a tool in assessing
the risk of company stock in the capital market,
especially unsystematic risk. The contribution of net
income in comprehensive income is very significant,
so in this study, it is evident that investors’ response
to comprehensive income will follow the income and
loss information in making investment decisions in
the capital market. It is also supported by investor
knowledge in responding to accounting information
sourced from the financial statements of the income
statement. Comprehensive income, which is a
combination of components of net income and other
elements of comprehensive income, will follow the
conditions of both components. Still, the component
that contributes significantly to comprehensive
income is net income. Therefore, investors respond
to information on comprehensive income similar to
the pattern of investor response to net income,
especially related to information both of them can
be used as a tool to predict the condition of the
company, especially relevant to the information on
systematic risk of company shares in the capital
market.

The result of this study is not in line with the
findings of Khan and Bradbury (2014, 2016). The
test in this study uses company data in Indonesia,
which is a developing country and uses quarterly
comprehensive income data in one year. In contrast,

the data used by Khan and Bradbury (2014, 2016) is
developed country companies data and uses annual
comprehensive income data for several years. With
IFRS-based financial accounting standards used by
companies in Indonesia, investors may be more
interested in using annual accounting information
data such as comprehensive income information
than quarterly accounting information data.
Moreover, quarterly  comprehensive  income
information consists of 4 financial statements in one
year, which requires more time to interpret the
information. Therefore, investors may prefer to use
annual financial statement data as a basis for
analysis in decision making related to company risk.
Thus, the result of testing in this study proves that
there is the usefulness of financial statements
related to the prediction of company conditions as
PSAK 1 (IAI, 2018) can be fulfilled from the previous
year’s comprehensive income information which was
interpreted in advance by users of financial
statements, the fulfillment of market-based
frameworks accounting research that shows the
previous year’s accounting information can be used
as a valuation of information on the company’s
shares in the following year and proven Black (2014)
predictions that the shorter financial data that is
quarterly comprehensive income information can
attract investors’ attention in Indonesia is verified
even though the information is used to predict the
company’s unsystematic risk in the coming year.

4.2. The effect of net income volatility on
idiosyncratic volatility

From the result of hypothesis testing, it suggests
that net income volatility is not associated with
idiosyncratic volatility. The result differs from
Chang et al. (2015), Rajgopal and Venkatachalam
(2011), Zhou et al. (2016). The result of this study
indicates that accounting information has the power
to be used as a basis for conducting analyzes related
to company stock information on the capital market,
primarily related to the unsystematic risk inherent
in the company’s shares. Differences in the result of
testing in this study with these studies can occur
due to differences in accounting information used.
Chang et al. (2015), Rajgopal and Venkatachalam
(2011), Zhou et al. (2016) stated that the accounting
information used to determine earnings
management calculations is the annual financial
statements in the form of components related to
profit or loss and operating cash flow. Meanwhile, in
this study, the quality of financial statements or the
risk of accounting information is represented by
quarterly net income volatility in one year, which
illustrates the volatility of the company’s operating
performance quarterly. Thus, the response of
investors is more likely to use annual financial
statements than just seeing changes in the
company’s operating performance quarterly.

The result of this study is also not in line with
Khan and Bradbury (2014, 2016) used volatility of
annual income for several years, while in this study
using quarterly net income in one year. Testing the
quarterly earnings volatility data in this study
follows the recommendation of Black (2014), which
stated that shorter financial statement data might
attract investors’ attention in describing the
company’s performance. Therefore, investors, as
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users of financial statements, do not use quarterly
earnings movement information in determining
company risk.

Idiosyncratic volatility, which is an
unsystematic risk, can be caused by the existence of
management policy choices in the company that can
endanger the company’s condition. One such policy
option is the accounting policies in preparing
financial statements. Rajgopal and Venkatachalam
(2011), Chang et al. (2015) and Zhou et al. (2016)
suggested that the current year’s earnings quality is
closely related to unsystematic risk, so information
about earnings management activities can be used
as a basis for decision making on company stock
information regarding its unsystematic risk.
Meanwhile, the result of this test concludes that the
profitability volatility does not affect idiosyncratic
volatility is possible that the volatility of quarterly
income does not reflect earnings management
activities in one period. Earnings management
information in the financial statements is reflected
in the annual financial statements. Therefore, even
with the use of financial statements by IFRS-based
financial accounting standards, the volatility of the
current quarterly net income is a change in quarterly
net income information that requires further
analysis and interpretation, so that net income
volatility is not information that can be used by
investors in determining the systematic risk of
company shares in the capital market in the current
year.

The same test result is generated using
idiosyncratic volatility using the Fama-French Model.
The result of this study confirms that quarterly net
income volatility is not a cause for the emergence of
unsystematic risk in the current year, so testing
using the Fama-French Model confirms the test
result using the Market Model. Furthermore, the
result of the previous year’s accounting information
testing on the company’s unsystematic risk indicates
that the net income volatility of the previous year
has a positive effect on idiosyncratic volatility. The
result of this test suggests that changes/movements
in the quarterly net income of the current year
require time for further interpretation and analysis
related to the data and information which cannot be
used to determine the systematic risk of the current
year. With the adoption of IFRS in financial
accounting standards in Indonesia has resulted,
users of financial statements including investors,
need time to be able to understand the accounting
provisions by the new financial accounting
standards. Therefore, the interpretation of the
previous year’s income statement concluded by
investors can indicate idiosyncratic volatility of the
current year, so that investors’ reaction to
accounting information, especially the quarterly net
income of the previous year, occurred in the
following year in determining the unsystematic risk
of company shares in the capital market.

Based on the result of testing in this study,
using the context of companies and the Indonesian
capital market, the semi-efficient efficient market
theory does mnot apply because net income
information cannot be used as a basis for decision
making, especially in assessing risk systematically.
In the context of a semi-efficient efficient market,
financial statement data should be able to be used in
investment decision making related to company risk,

including unsystematic risk. This research proves
that there is no difference between a more volatile
quarterly income statement and less volatile
quarterly net income for investors in the assessment
of the company’s investment risk, especially
unsystematic risk. Based on descriptive statistics in
this study, the risk of accounting information, as
indicated by the level of net income volatility in
Indonesia, is relatively low, and only a few
companies have high-income volatility. It is similar
to Anggraita et al. (2020). Therefore, this
information could not be used to describe the
current unsystematic risk conditions of the
company.

This finding of the study suggests that net
income volatility information in the current year
looks reasonable for the company. However, it is
possible in the preparation of net income
information that there is an opportunistic
managerial discretion. Information on quarterly net
income in the current year cannot be used as
decision making related to investment risk,
especially unsystematic risk. Investors may be more
careful in responding to the movement of quarterly
net income information in the current year which
may not necessarily be used in investment decision
making in the capital market. Also, users of financial
statements, especially investors, need time to be
able to understand the company’s activities that are
reflected in net income including the policies chosen
by the company in determining revenue and
expenses every quarterly period in one year.
Changes in [IFRS-based financial accounting
standards implemented by companies in Indonesia,
starting in 2012 is not an easy thing for investors to
interpret. Net income information is still used by
investors in making decisions regarding the
information on company risk, given that investors
are familiar with net income information using
previous accounting standards. However, with the
change in IFRS-based financial accounting standards,
investors need time to interpret them, let the
information on quarterly net income consisting of 4
periods in one vyear. Therefore, the financial
statements still have benefits, especially for the
previous year’s net income information, because the
information can be wused in determining
unsystematic risk.

4.3. The effect of other comprehensive income
volatility on idiosyncratic volatility

From the result of hypothesis testing, it suggests
that other comprehensive income volatility is not
associated with idiosyncratic volatility. The result of
this study indicates that information on the
instability of other comprehensive income of a
company cannot reflect the company’s unsystematic
risk. Other comprehensive income items that
emerged after the adoption of IFRS in financial
accounting standards in Indonesia since 2012 have
not come to the attention of investors because they
are not a regular activity of a company that could
endanger the company. The amount is relatively low
compared to net income. Also, users of financial
statements, especially investors, do not necessarily
understand comprehensive income items originating
from activities outside the company’s normal
operations. The result of other comprehensive
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income volatility test for idiosyncratic volatility with
the Fama-French Model shows the same result.
Therefore, the result of idiosyncratic volatility
testing with the Fama-French Model also confirms
idiosyncratic volatility testing using the Market
Model. The existence of management policies in the
company related to activities outside the company’s
operations that result in the emergence of other
comprehensive income items is not too responded to
by users of financial statements, especially investors.
The different test result, the other comprehensive
volatility the previous year did not affect
idiosyncratic volatility. Therefore, information on
other comprehensive income for the current year
and the previous year cannot be used by investors in
evaluating the information on a company’s stock in
the capital market, especially concerning the
unsystematic risk inherent in the company’s shares.

The test result in this study is relevant to the
effect of a test conducted by Khan and Bradbury
(2016). Other comprehensive income items are not a
problem for users of financial statements because
they appear as an impact due to changes in financial
accounting standards in Indonesia. The emergence
of other comprehensive items is different from the
net income component that can be done, which is
partly an accrual component, which is a regular
activity of the company is a risky action for users of
financial statements, especially investors. In addition
to the value of other comprehensive income is lower
than net income, investors do not necessarily
understand other comprehensive income items that
arise as a result of changes in accounting standards
starting in 2012. Still, investors do not consider
these items dangerous for the company’s survival.

Investors may consider items of other
comprehensive income to be unstable and of
relevance to low entity core business results so that
investors do not respond too much to that
information. Also, quarterly other comprehensive
income information in one year could confuse users
of financial statements and cause significant
misinterpretations of the entity’s performance (Khan
& Bradbury, 2014, 2016). Based on this, investors in
Indonesia are thought to be unfamiliar with other
comprehensive income items that appeared in the
financial statements after the adoption of IFRS in
Indonesia in 2012 especially since the numbers are
relatively low compared to the total profit or loss in
the comprehensive income component (1.5%).
Although other elements of comprehensive income
are regulated in IFRS-based financial accounting
standards, it is not an easy thing for investors to
interpret the activities that arise in these other
comprehensive income items.

In agency theory, the existence of agency
problems results in the policies that are carried out
by managers, in general, are not known by the
principal as the owner of the company so that
asymmetric information arises. Changing policies
implemented by companies, one of which can lead to
ups and downs in the value of other comprehensive
income in one period. However, investors consider
company policies that result in instability in other
comprehensive income is not something that needs
to be questioned because it does not endanger the
company. Investors in Indonesia consider all policies
taken by good managers that result in other
comprehensive income is not the main focus of their

primary concern. Other comprehensive income
volatility that does not affect idiosyncratic volatility
also confirms the findings of Bima and Afri (2017),
which stated that comprehensive income
information is less able to provide information on
better quality financial information.

The test result in this study is not in line with
the findings of Maines and McDaniel (2000), which
stated that the volatility of other comprehensive
income could capture the presence of company risk.
The conclusions of this study indicate that investors
may not understand the information on other
comprehensive income. The emergence of
comprehensive income items and the amount is
unstable and relatively low, resulting in a lack of
investor response to the information to the
company’s unsystematic risk information. Also, the
test result in this study is not in line with those
conducted by Black (2014), who found that when a
company has comprehensive income items that are
not stable in several periods, the company’s risk
increases. Also, the test result in this study does not
prove the prediction of Black (2014), which stated
that the use of shorter data could better capture
company risk and be more attractive to investors,
especially other comprehensive income.

4.4. Derivative transactions do not strengthen the
positive effect of comprehensive income volatility
on idiosyncratic volatility

The result of empirical testing shows that the
interaction variable between derivative transactions
and comprehensive income volatility has a positive
effect on idiosyncratic volatility. It indicates that the
volatility of comprehensive income that has
derivative transactions results in the risk of
systematic failure. The result of this study suggests
that users of financial statements, especially
investors, see comprehensive income information
for companies that have derivative transactions. The
existence of IFRS adoption conducted in Indonesia
starting in 2012 has resulted in users of financial
statements that are still new in interpreting financial
statements, especially comprehensive income that
arises after the adoption of IFRS. However, when
companies that have higher volatility of
comprehensive income with ownership of derivative
transactions will react that the information can be
responded negatively by investors as users of
financial statements.

According to Lau (2016), the use of derivatives
when used with the purpose of hedging can improve
company performance and can reduce risks caused
by the company’s operational performance.
Companies that use derivative instruments are more
able to generate sales from any given level of assets
compared to companies that do not use derivative
instruments for hedging purposes. However, the use
of derivatives is less effective if done in developing
countries (Lau, 2016). The existence of weak
institutions and governance in developing countries
and derivative markets in less liquid developing
countries results in a less active role of the
derivatives used by companies. In developed
countries, derivatives used by companies can reduce
the standard deviation of stock returns and
systematic risk because companies in developed
countries use financial derivatives for risk
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management compared to trading purposes (Chen,
Huang, & Jha, 2012). Also, companies that employ
financial derivatives to reduce business exposure
significantly can reduce the possibility of financial
distress and mitigate investment problems (Huang et
al., 2017). The accounting information available after
the adoption of IFRS is applied in financial
accounting standards in Indonesia, specifically
related to company performance, and information
on the impact of policies taken by the company is
reflected in comprehensive income. The instability
of comprehensive income can be caused by both the
normal activities of the company’s operations and
activities outside the company’s regular changing
business. Therefore, users of financial statements,
especially investors, look at company policies
directly related to comprehensive income and
income, given the different sources of net income
and other comprehensive income activities. Also,
derivative ownership that tends to endanger the
company is only directly related to net income and
other comprehensive income activities.

Although the company implements a derivative
transaction policy with the purpose of hedging, the
policy is closely related to the level of error in the
imposition of stock prices (Cao et al.,, 2018). It is
supported by the fact that there are still not many
companies in Indonesia that have derivatives with
the aim of hedging in the long term to be able to
correct mistakes in the imposition of share prices in
a non-instant process. In line with this, compulsory
recognition and disclosure of derivative instruments
with the aim of hedging can reduce the company’s
total risk exposure (Tessema, 2016). Under
conditions for companies in Indonesia, derivative
arrangements for hedging purposes are regulated in
PSAK 55 (IAI, 2018) and PSAK 60 (IAI, 2018). After
implementing the recognition and disclosure of
derivative instruments and the hedging activities
required by financial accounting standards, the
company can be prudent in reducing policies that
result in increased volatility in profit or loss. Ideally,
the application of standards governing the
recognition and disclosure of derivative instruments
for hedging purposes can force companies that enter
the competitive industry to be more careful in taking
significant risks. Therefore, ownership of derivatives
for hedging purposes should reduce the positive
influence of comprehensive income volatility on
idiosyncratic volatility.

The behavior of companies that have derivative
transactions is considered users of financial
statements that are dangerous for the company in
the future. The information is not only imposed only
related to management policies within the company
regarding the company’s normal activities that are
reflected in profit or loss as well as activities outside
the company’s operations that are reflected in other
comprehensive income but also reflected in the
combination of the two. Investors might assume that
companies that have derivatives with any purpose
are more likely to speculative purposes that are
vulnerable to financial distress. The information is
subject to not only net income volatility and other
comprehensive income volatility but also to the
comprehensive income volatility, which is a
combination of both. With IFRS-based financial
accounting standards in Indonesia, starting in 2012,
it is not an easy thing for users of financial

statements to be able to understand activities that
lead to other comprehensive income items. It is
different from the activities of companies that are
included in the net income component because
users of financial statements are familiar with net
income before the adoption of IFRS is carried out in
financial accounting standards in Indonesia.
Therefore, users of financial statements need to
differentiate the treatment of information in profit
or loss and other comprehensive income.

4.5. Derivative transactions do not strengthen the
positive effect of net income volatility on
idiosyncratic volatility

The result of empirical testing shows that the
interaction variable between derivative transactions
and profitability volatility has a positive effect on
idiosyncratic volatility. It indicates that the volatility
of net income that has a derivative transaction
results in the unsystematic risk. From the company
side, derivative transactions treated by companies in
Indonesia are not used as a tool to mitigate risk,
whereas from the investor’s side accounting
information in the form of disclosure of derivative
transactions in notes to financial statements for
whatever purpose their use is considered as
derivatives whose nature tends to be the same as
derivatives for purposes speculative. Therefore,
investors in Indonesia are suspected of only
knowing derivative transactions, not as a tool for
risk management in reducing the uncertainty of the
company in the future. Still, derivative transactions
are considered to endanger the company’s condition.

The use of derivatives by companies in
Indonesia is in line with Lau (2016), which states
that the use of derivative instruments in developing
countries tends to cause a decline in the value of the
company. Weak institutions and governance in
developing countries and derivative markets in less
liquid developing countries are triggers for the
ineffective use of derivatives. This condition results
in the lack of effectiveness of the derivatives used by
companies and different functions when used by
companies in developed countries. The use of
derivatives used by companies in developed
countries can reduce company risk because
companies in developed countries use financial
derivatives more for risk management compared to
trading purposes (Huang et al., 2017). Also, the use
of derivative instruments in developed countries
aims to significantly reduce financial exposure to
minimize the possibility of financial distress and
mitigate under-investment problems (Huang et al.,
2017). Therefore, the use of derivative transactions
in Indonesia as a developing country can strengthen
the positive influence of net income instability on
non-systematic risk.

Based on the result of a test in this study
indicates that the net income volatility in companies
that have instruments/derivative transactions
triggers the emergence of unsystematic risk because
investors are worried about the condition of the
company in the future considering the company
must bear the potential losses on the ownership of
derivatives used to tend speculatively. Investors
consider the net income instability due to
company ownership of derivative instruments is
considered because the company uses these
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instruments/transactions for management purposes
only. The problem of information asymmetry also
encourages the assumption that derivative
ownership for any purpose can be considered by
users of financial statements, especially investors,
endangering the company. Investors are not
informed of the real meaning of management policy
in the use of derivatives. The policy is considered
that investors are not in line with the interests of
investors. As a result, the behavior of companies
that have derivatives has the potential to endanger
the sustainability of the company in the future
because the company can bear a significant loss
associated with derivative ownership. Therefore,
ownership of derivatives with speculative purposes
is vulnerable to financial distress, especially by
looking at the instability of a company’s income
statement from time to time (Murwaningsari et al.,
2015).

According to Cao et al. (2018), derivative
transactions owned by companies when used with
hedging purposes tend to result in shares that are
valued too low by investors, so ownership of
derivative transactions is closely related to the level
of error in the imposition of stock prices. However,
ownership of derivative transactions, in the long
run, can increase and correct mistakes in the
imposition of stock prices in a process that is not
instant. Derivatives to hedge to boost share prices
and minimize risks must be owned by the company
continuously, not temporary ones (Cao et al., 2018).
Associated with the inconsistency of companies in
holding derivatives for hedging purposes, based on
data on disclosure of derivative information in the
notes to the financial statements, companies in
Indonesia in this research sample that have
derivatives with hedging purposes consistently from
2012 to 2017 only by 21.9 percent. Therefore,
ownership of derivatives with hedging purposes by
companies in Indonesia is ineffective, and even
tends to be the same as derivative ownership with
speculative purposes.

4.6. Derivative transactions do not strengthen the
positive effect of other comprehensive income
volatility on idiosyncratic volatility

The result of empirical testing shows that the
interaction variable between derivative transactions
and other comprehensive income volatility has a
positive effect on idiosyncratic volatility. It indicates
that the other comprehensive income volatility that
has derivative transactions results in an
unsystematic risk. Based on the test result in this
study suggests that the ownership of derivative
transactions in Indonesia is not treated for hedging
purposes and tends to be used for speculative
purposes. Also, if a company implements derivative
transactions with the purpose of hedging in the
hope of reducing the company’s risk, then that
objective will not be effectively carried out in
Indonesia. Meanwhile, investors in Indonesia are
suspected of still not understanding the company’s
intentions in the ownership of derivatives assuming
that ownership of derivatives by the company could
endanger the company in the future. Disclosure of
the fair value of derivative instruments using the fair
value in the notes to the financial statements is set
in PSAK 60 (IAL 2018).

Investors in Indonesia are less able to
differentiate between derivatives for hedging and
speculative purposes, so ownership of derivatives
for hedging purposes is also considered investors
can endanger the condition of the company in the
future as a result of potential losses that must be
borne by the company in meeting its obligations.
Investors assume that other comprehensive income
that is not stable can lead to risks for the company
that can disrupt the continuity of the company in
the future if the company has derivative
instruments. The test result in this study indicates
that the other comprehensive income volatility can
have a positive effect on idiosyncratic volatility if the
company has derivatives. The use of derivative
instruments is presumed to be still not used as
stipulated in PSAK 55 (IAI, 2018) and PSAK 60 (IAI,
2018), where companies tend to have derivatives,
not for purely hedging purposes. In essence, the use
of derivatives for hedging purposes is closely related
to the company’s strategy in mitigating risk. Policy
managers in companies in Indonesia may use
derivative instruments in general, and it is still
aimed at the interests of investors in the hope of
getting profits in the future. Therefore, the use of
derivative transactions by companies in Indonesia is
not effectively used as a tool for risk mitigation.

The use of derivative instruments for any
purpose in developing countries tends to cause a
decline in the firm value (Lau, 2016). It is due to
weak institutions and governance in developing
countries and derivative markets in less liquid
developing countries. Therefore, the effectiveness of
derivatives plays a less role in mitigating risk,
derivative ownership tends to be harmful to the
company. The opposite condition occurs when the
use of derivatives in developed countries, the use of
derivative ownership, can reduce the standard
deviation of stock returns and systematic risk
because companies in developed countries’ financial
derivatives are more aimed at risk management
compared to trading objectives (Huang et al., 2017).
Different company conditions in developing
countries such as Indonesia with developed
countries in treating derivatives are also different.
The result of this study indicates that ownership of
derivative instruments tends to increase the positive
influence of other comprehensive income volatility
on idiosyncratic volatility in Indonesia. Other
comprehensive income items that arise as a result of
company policy can create unsystematic risk if the
company has derivatives. The instability of other
comprehensive income items appearing from
management policies within the company rather
than from the normal activities of the company can
pose an unsystematic risk to the company if the
company has derivative transactions.

They are related to the instability of other
comprehensive income, which results in an
unsystematic risk if the company has derivative
instruments in developing countries (Lau, 2016).
Also, the ownership of derivative instruments with
the purpose of hedging owned by the company is
not continuous, considered not as a strategy in
reducing company risk. Hedge  derivative
instruments owned by companies tend to cause the
company’s shares to be overvalued by investors, so
ownership of derivative transactions with hedges is
closely related to the level of error in the imposition
of stock prices (Cao et al, 2018). Mandatory
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recognition and disclosure of derivative instruments
for hedging can reduce company risk exposure
including internal risk or idiosyncratic volatility
(Tessema, 2016). The use of derivative instruments
with a protective objective can ideally reduce the
positive influence of other comprehensive income
volatility on  idiosyncratic  volatility.  Other
comprehensive income items and idiosyncratic risks
arise because of policies taken by companies that
have a higher risk. This study proves that the
ownership of derivative instruments, although used
for hedging purposes, tends to increase the positive
effect of other comprehensive income volatility on
idiosyncratic volatility.

The test result in this study also showed that
derivatives tend to trigger risks that occur due to the
instability of other comprehensive income.
Derivative transactions that are designated as
hedging instruments receive special accounting
treatment because the company can match the gains
or losses of derivatives with the underlying items.
Conversely, derivatives that are not designated as
speculative or ineffective hedges significantly affect
the amount of company revenue, resulting in a
mismatch between the advantages and
disadvantages of the derivatives as well as the losses
and gains from the underlying assets. When the
company does not have derivatives with speculative
purposes, investors will not respond to information
about other comprehensive income to be used as a
tool in investment decision making. Investors
assume that items from other comprehensive
income are considered unstable, and their relevance
to the entity’s core business results will confuse
users of financial statements and cause significant
misinterpretations of the entity's performance (Khan
& Bradbury, 2016). Investors in Indonesia consider
that information related to other comprehensive
income items is new in the financial statements after
the company applies IFRS-based accounting
standards. Also, other comprehensive income items
have different properties, are less controlled,
challenging to predict, and cannot be linked to
management performance (Khan & Bradbury, 2016).
Also, items in other comprehensive income are not
very understandable by investors in Indonesia
initially did not get an investor response. However,
when a company has a derivative transaction, the
investor considers that the instability of other
quarterly comprehensive income in the current year
indirectly triggers the company to have an
increasingly systematic risk. Thus, the result of
testing in this study proves that investors do not use
the usefulness of accounting information in the
form of other quarterly comprehensive income in
the financial statements in the current year in
assessing the company’s condition. Still, the
disclosure of accounting information in the form of
derivative transactions in the notes to the financial
statements as stipulated in PSAK 60 (IAI, 2018)
results in a negative response from investors in
assessing the condition of the company’s current
year as well as share information on the capital
market, especially unsystematic risk.

5. CONCLUSION
Based on the test results and discussion in the

previous section, comprehensive income volatility is
not associated with idiosyncratic volatility. The value

of comprehensive income for the year is strongly
influenced by net income because its component
includes 98.5% of comprehensive income. Although
for investors, it is not easy to interpret net income
information using IFRS-based financial accounting
standards, investors have known net income
information using previous financial accounting
standards so that investors respond to
comprehensive income information the same as
investors’ responses to net income. Net income
volatility is not associated with idiosyncratic
volatility. However, information on the volatility of
the quarterly net income from the previous year can
be used as a basis for assessing a company’s
idiosyncratic volatility. Changes in IFRS-based
financial accounting standards cause users of
financial statements, especially investors, to take

time to interpret and evaluate accounting
information related to management policies of
operating activities reflected in net income

information. Other comprehensive income volatility
current year and previous year are not associated
with idiosyncratic volatility. Other comprehensive
income items originating from activities outside the
company’s regular operations do not become too
attractive information for investors. Therefore,
accounting information on the volatility of other
comprehensive income in the current year or the
previous year is not used to assess the company’s
systematic risk.

Furthermore, finding the study indicates that
the interaction variables between derivative
transactions and comprehensive income volatility
have a positive effect on idiosyncratic volatility. It
shows that the volatility of comprehensive income
that has derivative transactions results in the risk of
systematic failure. Investors may be more interested
in information on comprehensive annual income
than information on quarterly comprehensive
income. However, if the company has a derivative
transaction, unstable quarterly comprehensive
income information results in investor concern
related to the emergence of unsystematic risk. The
interaction variables between derivative transactions
and other comprehensive income volatility have a
positive effect on idiosyncratic volatility. It suggests
that the volatility of net income that has a derivative
transaction results in the unsystematic risk. This
finding suggests that investors are concerned about
the information about the instability of net income
that occurs in companies that disclose the
ownership of derivative instruments that tend to be
used for speculative purposes. The interaction
variable between derivative transactions and other
comprehensive income volatility has a positive effect
on idiosyncratic volatility. It shows that the volatility
of other comprehensive income that has a derivative
transaction results in the unsystematic risk. Other
comprehensive income information is information
contained in financial statements after companies in
Indonesia apply IFRS-based financial accounting
standards starting in 2012. Other comprehensive
income item information is new information for
users of financial statements, so users of financial
statements need time to be able to understand items
other comprehensive income items. Information on
other quarterly comprehensive earnings volatility
was initially not responded to by investors in
decision making.
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This study has several limitations. First, this
study examines the risk of accounting information
due to IFRS adoption in Indonesia, which began in
2012 against unsystematic risk as indicated by
idiosyncratic volatility. Therefore, the scope of data
and information is only limited to the condition of
companies in Indonesia. Thus, the results obtained
in this study cannot generalize the results for data
from other developing and developed countries.
Second, the ownership of derivatives in Indonesia is
quite low. It might be due to the lack of a formal
derivatives market in Indonesia or the lack of liquid
derivatives markets in Indonesia. Third, considering
that IFRS adoption has only been started in 2012 in
Indonesia, financial statement data that have a net
income, other comprehensive income, and
comprehensive income information can only use the
company’s financial statement data starting in 2012,
so that the time horizon used in this study is not too
long.

Therefore, future studies can be developed using
data from other emerging country companies -
ASEAN countries, and also developed countries both
by using data and information on net income, other
comprehensive income and comprehensive income
both quarterly and annually which is expected to be
able to compare the results of this study. Future
studies can also test net income volatility by using
data before and after the IFRS adoption to compare
the results of testing against idiosyncratic volatility.
Furthermore, the future study can examine the role
of derivative transactions as a moderating variable
by using other developing countries because
derivative transactions do not have a transparent
and less liquid market in Indonesia. Moreover,
corporate governance disclosure variables can be
used as a moderating variable in subsequent studies
in testing net income volatility, other comprehensive
income volatility, and comprehensive income
volatility against idiosyncratic volatility, which is
expected to reduce the relationship between
comprehensive income volatility and idiosyncratic
volatility.

Based on the results of this study, investors
must better understand financial accounting
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Teverupge bower shen the compiny expecs e oo
el nel mcoime vilakility B0 merease and vice versa

This resirch conssis of e parts, The s
part comgains an neroducton thee oonsisis o
rescarch phenomena, research problems, roscarch
ot tives, differences 0 This smdy with presioas
Feacarcly aisl the sddection of warkables iz i
tewtang this study, The second port condwing the
literatune review and hypotheses decdopment. The
third part wirgains. the reicarch methodolesy,
ingluding the sampling condwcted o chds sty and
the provy wsed o measure cach variable in this
Aruely as wall 22 the research medel. The Toaarth parr
i& the resaln amd Giscussion hat explains fhe nesslrs
al This slady both io stalisbsal lesls ald reviews ol
risearch resubts, The fifth pant I the oonchision,
wlvich ik & Sameoy af the disaaesion hased on The
reseanch ohigcives & well & the linitatans and
implications of both the prociical implications snd
the mphlications for further reseanch,

2 LITERATURE REVIEW AND HYPOTHESIS
DEVELOFMENT

i L Literature review

Baged oo the theory of elfdent madcets Famna,
19700, especialy in senl-eTekm orms af efTosn)
markets,  Anancial  siplement  mformaliom  <an
inslicate the mespona: and market cond#ions of 5
company.  The gually ol finaooal  =tsiemrsnl
infoematon can be seen foom the siabdlly of ihe
compayys profit. Kothan €20H001 siafed thar the
capdtal markst conld b conesdored b be efticient 4f
i appies 1o all spakeholidss such g fnsrsiers
maregers, standard-scibny Bodics, aul other markel
parficipents. Infomation mberesl oomes. from the
fact thal zpoeck prices determine tha allecaton of
wealh Bptween the company and the osner of 1Tk
campany.  Meunwhile, mEoo thesy  (Jen=n &
Meskling, 10761 concladed rhat the relationship
between agent ardd priocipal fesalts in afymmeboe
Iformatlon becmse the agendt is 10 & positon o
hiave more Infornstlon related 1o the company than
1hi pumnlpnl. In zuch comdiboms, Agenks can use
Phedr dliscreciny 0 IMoence aoEHanting infrmarion
preseped m Meancial stolensenls 1 the prncipsl
coneilers the mlonretion meported by the agent o
the pashiic sl has the nsk af apenness, the genl
will respoid poorly wo el vale of e Commpany
through Talling stk poces and high sisk of stock
relarmns. Besigdes, apents con make policies that bad
to instability in compaoy performamoe and risks thai
musk b boome by the company.

Risparth  cxamining 1 affect  of  ather
comprehensky  inoome  velatiliy on frm o odek
prooides evilenoe Tor o OF the drivers of valae
redevince, nimnely dsk relevarge, The valae mdey onoe
15 misly measured by the sinsnpgth of the influence
ol iternx m ibe finareial =atemenis and an mscker
prices wr sixk retams oo conirasi, the Tisk

relevarece s woally measared by the sirength of ihe
relatanahip  Betwesn the  valatility of  fnancdal
wtatement Items and stock retum volanlity Black
R2016) and Maines and MoDanie] G000 concluded
thot  norprelessons investors  could  extriel
volaklity From unrealized gains amd  losges ol
avallable for sale sroinbies For bnsarmnes crmpEn e,
This Cinding shows that  other  comprehensive
Incmie helps ovostors n assesshng fsks associated
with unrealeed gaics ad lossss of dyvalidile for sale
seruritivs. Karth et al. 109950 kuod ihe use of (&
value in net income by mcluding onrealicsd gains
and losses of maolable for sale semumiss for sale
mair e volatibe rompaned sdrh profic by oeing profis
I arcal. Big ehe increimental voladlicy j& man priced
by imveslore

Mognwhibe, Hesdoer et al (20061 Foursl that
ramprehensive income s more volakile comapared 1o
net meome, The siudy abso und tha net inocme
valatliy snd coemprehersive meonw volatlin: can
Irareass wnosck mrrn vnlatidiy Hiwever,
l.'l:fll'll[l_rETh.‘]]th.l' Ivoe solarilly dlecreases stk
beta, nd et e volotdity does ool alfect steck
beta Khan and Bradburny (2(H4) suggeared that the
vidariling of inenensenral eompraliensive ingome doss
et wiTecr the srock rerwm valanilig @ =cock bera,
Shegnwddle, oot income wolatflity ond compnhense
irtame volakility hiove o pasidive effec) on the stock
rebarn vilatility and siock beta Khan and Bracdbary
1200y proved that  the  wolxiifiny of incremenial
comprehensive income does nod affect thesenck
retam vedatibty ard sheck Beta, Howmar, med ineoime
vedarilivy and oomprelensive o positive vilixo
on the gieck return volotlity of ke sberes, bat doss
nol aflect betn shocks, Elack (20041 Found that the
vilatiliny of smrcalized pains and lnsses of aailahle
for sale securikes gl gesl-Nosy hedgis his b
negalns ellfoct o the il rgk of the company,
Arparala b ol A2 emmined the nss relevance
i lmanoal mstruments of kmkdng  compamies
bebnre snd afMer the sdoptien of RS n Indooesis.
The sudy e met  ineome  voladley  and
compreheEnsie neome on Sk beta and =ock
rebai Sula ity 1o pisk pelevaie pesris The S5y
Fenmed that  the fAsk  relevance of  [oamcial
irstrurmenls decresssd after the sdoplon of [HES,
Lucchiese ebal L2020 bested the fsk releviance of nei
ippome and 1otal comprehensve moome by esing
vompany dato in 15 Euwmpean ooureres. The net
ot volatilitye and 1otal sepapoehensive moome 0
this studhy use ibe stupdand deviation ol et income
and total coonprehersive imconse o the {ass three
vears, while e fsk of & cnmpany & represented by
beta swks and srock reparn wodarility, The srudy
foud thar pel ecome solanie mnd comprehensive
imome voldtilily hove o positive cffect op stock
rebtarn vadatility, bot both have s megative elfisct on
sk b

Associwied  with  besting of conpany sk,
several relaed sipdles have tesied the velaiiliy of
The compre Ensive (Pomrs aomporsnr on e sk
retam  wilatilily kot skl oand  Bels  siocks
Ispstematic risky  RNome af  these smudies  have
eamninod 1t voladlity of oomprehensive noome
POmDanenr on rhid Ursyareman nek wepnesenied WY
idhos otk valkatdily, According te Liv clal, (200040,
idinsvrrerabie valaslity Bad otiracted the atlenhon of
regearchers since (be 1990k when the mmportanme of
asnel prcing was Oest reviewed. Camphedl, Let b,
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Malkiel aned Xu {2001y siyied that dkisyoiradc
seilatdlity must be ghen o price bomise nvesbir
determineg a higher rate of eturn o campensate for
e Jeel of Eliosynoraic salaificy tha cannor De
divergified. Ang et al 120008 L ang T oo (2460 21,
and Wang (2001 emploved diosmerabe volatiliy o
e amgamimsd weith stk reiame.

Previs soudies examined tacoors that explain
iddneyneratic volatiling,  ospecially aoooomting
ndirmation Pojgopal and Yenkabschalam 101 1
fompd that the gquality of fnancid  stiements
negailvely alfeces iddnsyoeratic volaciliy. Thow 1 al
(2141 Enand that ibe qualisy of Anancal reporing
negatively arfecied dosyneratic wolatilty, b the
quialty of neddal sporteg Al oer alfecr ke
wilplihity of stock retams. This stndy also found that
aloping  scceounbing svshems  that have  high
stindards cam reduce the negative nfuense of
dddusynaratis volalivy, Ly er sl (2004) verd that
dividond yiold has a positive offect on ynacratic
rigk, while valagtiom, sampany see, lmemge, and
pralpliy hove & pegatie elfect o Esingranc
risk, Wei apd  Fhavg 2000) [aind the EGE
negatively affocts Idiosyoemoie volatility, and ROE
wanance prelively infhenses Idngynoranc volaridiny.
Kuman e al, (2017 proved thar the slze of 1he
compaty, the momenium negonely allecis the
idisyneralic valanlity, while the Bk 1o mardket
ralbn,  lguidily, cash Tk o price  adversely
avsoiated  owith  kdicsyncmilc  wvodsiliy,  Testing
iddagyneratic volstiliy by using the qualiey of
SNt NElnrmacion  epresensed 1y ernamgs
marEgeiRn was coiducted by Chang et . G20 5L
Raggapal and Venkatmschalam 20015 and Thow o1 al
C20EEL  Bajpopal  and  Venkatschalam (3010
eonilided thar pood earnings pasliry could merease
iddosynarand  volanliny,  Beanwhile, Chang el sl
200 5 Tonnd 1hat @Coros] eornings mansgemend and
real cammgs management i poetbvely assocasted
wiih idkesymrabk: valatdiy. Em et ale 2001 foand
that Ansncial reporming quality megacvely affects
iddagynerate volatdiry, bur o dees por alfect the
sk penorn vl anliny,

Furhemnoie, wlaved w e wwelng of deitvatve
instruments om risk has been conducied in several
previous shdies Koy, Kondor, and Sadka (0014
proved ibhat hedgiog frading activities could reduce
iddasynaratic velatiltty, Chog, Fang, Xlang, aod
(200 71 Found that hedging was brelevant 1o dyversify
poctiolss if (be am was only 1o meduce the
instability of idiosyoeranc yolabilsly. Lao (01
szoied chat oo mies using dertvailves fo hedge
effertively mwdace the company’s fancial
risk, The muee ol derimnves Alnws companiss
midrege incremiental Tinandel rEE beuer Sk
Curbayr, ansd Yenik (20160 [oand that denvative
instruments do net alfect frm i, Giraldos-Priek,
Liribee, Wesgn and Herrera (20077 cooeduded that dn
afverse stonomic  oonditkns, hedging  strategies
negaiively affect ddicsynerate voladbiny whike in
gunl eqomomie  mpliioms. dlcsynerate valaniny
has & posigve elfst oo hedging  performance
Bartram, Brown, and Conrad (20010 lound stmng
evidencd that the use of dedvatihe Insremeonts
riduges hoth roral risk and svseeparte nsk, The
study also Frund thal the wse of dermeatives: also haz
& powitive effect oo firm value bocosse poo-[insncsl
companies  osually  mplemen]  denvabive policies
with amuetive 1o rechse rise

Tessema (2 LG Dound 1hat the reosnldan and
dcdonmare that §e meadatory for osmership of
derlivatves wirh the ain of hedgng has 4 negative
elfect oo the wedl riss of e cmpany, Husrg e al,
12017 conclseded thet denvative inatranznls ascd
by vompanies in developed countries sach as in the
LK enuld medduce the sancerd deviaion of seock
retans and sysiematic dsk. Conpanies in developed
pourines wae finandal derivadyes abmesd ar reducirg
finandial  exposure  dgnificamly  t0 meduce  the
possibillly of fnamial disiress aod mitgaie the
mistenre of umder-dinvestment probdens Cso et al.
|20y found that dervative transactons with the
parprse of hedging owned by ompanies end o
Rave shares st ame oy ervalaed DY Dmesiors 2o that
dervoive transsclions with bedping purpeses are
stexily mlated to the dogree of ernor in the
impusidon of shck prices. The ssudy also roncluded
thit derivatlve iransacilons . to hedie o increase
chare prices and minindae risks muost be owred by
rhe pompany conrinasisly, ned @ psOray ones.

2.2 Hypothests development

The efficent meacket theory stades that scobuntiog
irdormation m fnanaal datemenis must be ahle b
shiw tnfinmamiban an the conddism of compandes 0
the rapital marker. I PEAK T (EAL  21HE),
ramprehensive dnrame 15 dellned e charges In
Uiy durimg one perind resiinng from iramscions
and otler events, in mddition to changes mesulling
from cperations with oeners in thieir cepoaly as
pwiers. The compement of remprehensive inooene
ponsis ol net lncome aod other conprehsnsie
Icome, Tirst ard Hoplans (19908 sioced that the
voanprehensive infome resenled o oonme mepoct s
mere elfective n commumcating  the  svaloe ol
rilevani information than IF reported U 4 stutement
of changes in equiry. Malnes and McDaniel G000
ronicluded that the appearance ol comprehensive
Irevmee woersental B nei-professland e s,
RBambeer et al 1200 0% Hodkler eb al, (29006, Khan and
Bradbury (20041 Temnd that comprehensive imooeme
1% mere ynlatle compared o onet oreome, When
viewed from the risk ol accouniing  inlomsation,
changes In comprehensive income over Hme. Carry
mere pecvuntiog information risk than dhanges in
nEn e eier o T of the trgeers Tar this is
the change i elber mmprebensive meoms fems,
Hodder et &l (2006) foand thar comprehensive
Ipcome hae a padltive olfert an the stock netum
valariliry, whicly shevns ghe roial cisk ol the oo peny,
Comprehensive ingome = @ cornbinglion of achvilics
that arise from pormal  cperations and  mitsde
normal company apemikms Maomgement pohoes
within e oompany  determine  bob of  ibese
activiries. H the palicy choson by the manegement 1s
nal appropriae, 1 can resudi ino Inkernal risk.
Civmaprehenaive indoime that appeears i rhe Tinadncisl
slobements sipge the pdoption ol 1ITES cumhstel in
Irddomesia in 2002 e 8 compesite component of
hoih - aperating and  mom-aperaling  acthvites.
Compreliensive inoenie volarllin can teflae Dorh ihe
elfect af the mstability of Vhe et ineore compeaent
wnd the wnakabty of ather comprehensive inoome
rompunenis The exisenee of accramiing  palides
chusen by mansgement n the company related
the oormal activbics af ke company or oot the
normal aperatinns of e creapmy tane be redlected
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in the comprehensive noome genemood by e
compayy durlig one periad. Therelone, aoooant
polides marde by companss that charge far a
COmpAnY Euvitks can resull dn ooompany  fisk
arismg from polcy mistakes loken by mansgensent
wilban the ocompany, Thus, the hypothesis in ths
iy 1% 2 Tullows

HI: Compreheastve fsovene vy o postitely

ecacknded wirk divsymorarie vola o

The offidend market  theooy  skates  Fhat
arsninimg infkrmatina in Bnancial steiemenis st
e able o shirw Infrmegion on cthe cmoilon of
o in the capital market Beaver of al (157K
armped that there ane implications in evalnacng the
relalionslnp bereeen e tea, Flisl,  allemolivi
mvounlmg mcvswres are reporbed thot have the
highe=t level of mfluence on ek festing. Socomd,
measarement of risk thal mighi be sl o adiast for
differsnces In repordng methods cmled o by
rompaEnkes Irom year o year. Third, there is the
poseihilicy ol pwagaremenr thae iz o reported e
reflect v Beed of oocounring sisk with g Digher leved
al influence on Ask messareent,

The mesmune o @copunting #Ask can bo
ennelened 28 o subsrirute foF the wotal vamabiicy of
& coinpEny’s Mock rerims (Beaver of el 1970 The
measgrement ol seoounimg fak i désely relaied o
the ret meome swolatlity that i obtained by the
compaciy from fime in mne Thersfore, acoxanting
measares neflect bioth svsiepsaic and dwsyncratic
rigk onmporcnts. Khan and Bradbury 12014, H01E
Tomnd chat ret icome valandity has histoncally bean
the aooiining vanale most pdaed o Om sk
Both studie= fnd that net meomse solatihty hod a
positive eflect o Siock referm walatibey, In line with
Thee sridy, Hodder o 2l DAEIG pravid] that mit
inapk volaidiny B pEebively associamed witle siock
reham volsility, The rescarch dermuonstrated that net
income s congtdered as the irm scoonting msk b
capiure  the owerall risk of the  compam.
Furthermsore, Charg el al 20035 Ragopal and
Yenkatachalam (201 1, and Zhos o &l (3016 Coand
that thee qualins af financial SETEMENTH I8 regarively
asefiared with Mlgssnerse valamlite. The hivs
mtuches proved thet the exisbencr of mansgensent
dimretion i both sacrual andd  real  activities
increases idinsyrrakic vodaliliy.

Furthemaore, sgency theory stales thar the
proflion of the reladonship beltweon agenis and
prmopaly cm bepd e mEsomaton asvmmetry, Thos
proflem causes the agent b Ereely use s inceciives
in determining acoouniing  policies and  otber
polices related to the rompany. The polaies faken
e the ¢ompany ¢an be reflecred in the amoumn| of
nel incomne sained Ty the company {0 a e
periced. H the ingorme = unstable From me 1o fime,
it can mdicate that the palicy chosm by ihe
company will rause uogertainty #howl the cimpany's
famre condElons. This condigon may be caased by
the exsence of spedflc policks from mansgemsent
ThAT are cppaTrnniie S0 han o ressles in insabiling
af net incvme from pedod (o pedod. Therefone, ihe
polides taken by manegement no the company
specifically related po the company’s operating
SCTIVINER Can causs nneermirty in the fangre af Thic
cumpanyy. Thus, the bvpstdiesis m Ude sudy 5 as
Tolows

et Mol arcgmae wokaBilhe 15 positnehe assoctadod
weltfe el morank soinidis:

Other romprebenstee Incame §s a component ul
romprehenshe dnconw  generatod fram the non-
iperaling acilvitles of the rempany. Hiwever, diher
comprelgnsive inobme has & role (0 in0ugidog
chunges in the eguity of o company, (hher
camprehensive income arises from Cransaclxms or
Eoramic gvenks & reporting perdml other than
iransaciims - lmelving  non-oompany  oWnEers.
Arather commprechensive moime  companent 15 an
ibem that only emerged afler ibe sdoption af [FES in
Iredooesia sioee 2002, Based oo the elficient market
theory, if the amount of viber comprehensiye
irecome that s unstable every year ran lead 1o the
potential iwsrahdlity of - the company’s conditan in
Pie Tuatsie |0 G ridevant 10 agency theory Jue o the
infermativn psvemmaet oy thet  cowses  the
apenl/mansgemenl b lake specific poloies that
have im mmpact oo ciher companebensive inoome that
I5 not stalde, Khan and Bradbury 200400 staced thag
readders of Anonclal sinwmenes ossume ibat dma
frams otk conprehensas inesme thar are aonseablo
o dug o the bmpsc of e conpEys ciie
bastness  thal e comiluse apara of  fioencial
slalctmnents and cause signiflcant misinlerpretations
i rhe enrin's performoance. The canse nf Tnancial
slaletient  user  oomfusion i wsiog Tioaacial
sloternenty B thet okther comprehenshe  ingome
ftems hove dilferent propectios, are e cantrolled,
challenging o prsdit, and cannoi be linked o
managerarnt  performance. . Khan asd  Bradbary
[2016) [nasd sdenee chat when flissmaninns (o nst
I and ramprelendse Inecine &ne ook proven,
the market will corsider that oiler comprehensive
imeme mforeetion scon mislead financial
slalements nsers

Salnes and Melumel 20000 ima 1had Grher
corn el sive ncome Bes g pesbive elFecr oo siock
retam wedobibty. Bk 2004 provesd thal other
vomprehenyive ancome has o nepaine impct on
stk reiarn valailitv. Homvewer, Klsin amed Bosdbary
12014, M6 concluded that oiber comprehensiye
icome dies not alfest svock remurn vedatiliny and
Elock Bwiw, Kisk-laim@  imenagement  podickes can
Alsd  lEEer Company uicerdinries e ocdn be
vedded., Investors will vew the campany a5 havicg
ireasirg  compeny nek Other  comprehensive
imiame arises 2% o resuli of ibe moo-aperating
pampanies, I the amaount of other comprehensiye
Ipcomie 1s mot stable very period, U supgests that
the company’s poldy [or nom-operating achvibes
rhianges. Besikdes, imvesiors wha have o posor
understandivg of other comprehienshe oome lens
will eongider that Infurmation disadvantage [or them
in genrinrEmakng. Therefire, rhe nscabiiny of
wilier  cenpipiehensive  incoime  can  rrigger  the
emergence of unsvatemakic risk due o manspement
pabces within the company, Thus, Phe hvpathesis in
this sty ix & falnys

o diher comprelersne Gwome volenifile B
podiively dovocieted wikh ddlospacratic vakaniin:

The implicatkm of e adaprion ol IFHES N
financial scoomcging standards n Indonesia, net
iwome 5 oot the only measure of company
performaence Tor wsers ol Hoanclal  staterwnts.
Heswever, here 15 alan comprehe nalve incois, which
1 o combinaton el nel e compopeels and
wiher stmprehensive incame, Chag el ol (20170
Ferumd Fhat companies thal have dernalives with
hedsing purpmses zre ool melevand for dyersdyios
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pocifolios if the sim is ondy to reduce the instaldin
al Idiosynoratic solatility. Ayterk oo al (2016 seated
thiat mest campanies e infeemation oo the mee of
dlepbvailves. 0 weuk gotionic Concirions, oawersip
of derivalives with hedping  parposes  regalively
allects idivsvnertic vlakility Chsa & Brown, 200 11
Bareram eloal. 200 concludesd sl the awee o
Imancial derivadves redeces baih ootal risk  and
systeatic rsk. Tessoma (20161 Enund evidence thar
the recogndion and disclosure regquired by Bnancsa
mrsunling  Handards  far the  owoesship of
derisaiive msiumerss o hedglng purpnes has a
negative effect on the total risk of the company.

Tha tse af dervarive instromaents wirh hedging
purpesis UAed by coibpdiikes s oa onl Tor misk
mEigation must b sen in the <ouniny where they
are used becamse Coo el al 2018y Huang. e al
LT, and Lan XMG) foand that the use of
derbvative instnanzems with bedging purpnses. could
improve  oonupony performance only  oocur in
divelopsd  eounres Conversely, the  aee of
derbvmive insimmena in developing colnlis Can
cause & decline in the value of he coapany
instihatiens  and  gvernance have triggored
rondEiene 0 deeloping counrmics and - dervative
markers o less liguid deseloplog countries, This
condition mesalted oo sk of effecivmes of 1
derivatives pesd by the company,  Denvabive
sirunenis  owneship s best used with ke
purpise. of hedging when osed i developing,
coanires bes the same potenilal as the purpose for
appeailaive, nod used Tor risk mitlgadam. Althaugh in
liidloimesia, the rgal implementotkn of dedvarnes
hos been regulated o PRAE 55 sl 2018F and
PRAK 60 (IA], 201EL = derpatve owmership is
rguiTed omly Tor Fedging pumpnses, Alsa, devivanve
diactions cairied out by coippanies are s
redaled W camings munagement scEvibes that can
Teaad B0 conmpeany risk dise bo coipany policy Chences,

I ik pwnership of derhative mstuments is
wsed forf hedglog which achsally man Glgn ihe
Inderests between the agent and the principal sich
the bope thalr fhe mmpany can mn wall in the
Paniiie, ki D sy noradc vakaelicy can b imluereed
Erv low womprehensive maeme volatdity Brcasss the
podies taken by managers within the company are
misare delined. Investnns assume that ceompimies that
have derlvative nsmaments with hodging purposes
are e guarnnfosd for thom becavse the ompany
ir Irying b g2l @ comprehensive imosme el
sizhle ower Bime. The msiabilite of comprehensive
Inoopee can be affected by nel incooe and oiber
comprehensiye  mcome  In oo pefod. The
unEyEemane rek oresld anEe ram an inseandiry e
comiprehgnsiye poome, 0 Beconss wdrse 1 the
sompany hea a  dedsolne  trenswchon for any
purpnes,  Imvestor  anderstandmg of  denvabive
insirumenis in ndomest is sHl limdbed, and thers is
arbll ren wrans parent market for these instroment s in
Indnreesia, resulbing m onclear derivative cwnership
afyEerives 0 Indoncsia, Trerefare, the by peihesis in
this szudy is ]

Fid: Derhpitve Maisacions  SIFengivatn e
poskivee effect of comprrhensivie osre vikatiling oo
[T T T

The ciimpeny hes misks frum many fepes of
fmancial risks thot orise From oarncing o e
busmess funchone - manosl nsks awsocated with
Tmancial policies onplemmenied v the ooonparm.

Alsa, there are aperitional risks, which are nisks of
financial kisses cossed by inadequste o fallure of
inlerral processe, propls and speems soch oas
employee e apgainsl  cofopony  dfsels  and
opminment of bovenbary, o osm exkerns]l aends
such a8 patural  disssbers  thal mighl  damage
rampany mesEs Through sanations in compame
assels and louidity, yperations risk and [nancial
risk can bead 1o wolanlity in cish fleses and camings.
IF managers prefir {0 minmmiee pralits and cash
Aow, companies musi e dertative Insiramenis
il cdfferent hedglng purposess (Aala, 20020,

: cnmpany & consdered i make
irnesIn s o frade derivatives sith high nsk. Ac a
Pesidll, Iestors pasiiine hal oHbpaikes 1hal lase
dervotrees of thas type will cesult in futare iDceme,
pnd loes becumes wnoedam [ can also impact the
vampany s unceriasinty in the fuiuare. Murwaning=san,
Uiaana, and Rosslews (2015 staied chat mansgers
pould manage  profieabling volatloy by moking
adjusiments o cash feve and secrual valatdioe n
thia regand, Lev oand Zarowin (1990 sl that
information in ecoaal mooms has o beser gquality
than cash fow  Inflonoation,  Accrual  carnings
pralde management  with  nswe significane
discmeion  oppornoities,  which  mesalts im0 the
pocuracy;  validity, and  nelinbility of fAnamcial
slalernents being Jow, A= & resull, the macker
response will be hagher for ioformation relaied 1o
et Income dertvisd o cash low oampaced o the
acdrual enmponen L

Accarding 1o (ktavE and Mactand (A014), rhe
prlsreie ol dermglive vienainn o [ndaesia s
chosgly related 0 cenimps management proctices, 1E
i in line with Guay and Eothan (20031, shich stated
rhar e s al derivimes 1e nor the anly way To
memage sk There are wther  posdble  nisk
manngernmt tals carred cal by non-Ffoamcial
COmp anies, Ihenifure, denvibnes wsied v
rompanies die o abwavs result moa decrease o
company sk, Avhek of al (200 also staied that
merel companies lmit informaton on the e of
denivatives.  Therelore, many  Investors  Nnd ir
chillengig 1o read fst maisgemeir pillckes ond
hedging strotegies From Boanda] stioments ond
uze  thi= imkwmaton for the beoelit of the
imuesimeni dedsim press, The uncksr dschesare
f  dertwvative mbceatcn by wsers of floancial
statemments b6 what resulty in the swnership of
depvatves thil can be dangerous for the campany,

Zha amed Hrowen (2L foand that 0 sdverse
eenonmuc nnditions, ownershlp of dervarives with
a hedging aobjective can  reduce  ldinsnoacic
vilariliey. W copirast, o gond sconamie condisans,
wnership af defivatie nsmiments with a2 hedgicg
pearplsEn irTumsey Hlicsynoralic volakility,
Meanwhle, Hartram et al, (200 0 Foursd that the use
if financial derivaives redoces Bach ioial risk amd
svnberapilc riske Teszema (2004 Brnd that the
recognitinn and  disclosure required by Tnamcial
argnning  standangds Tar aaswrship of derivanives
with the aim of hedang has & negative elfmt oo
company risk

The edstenck of asviamerric nlormation
berween agentd anid principals o e diselosine of
derivptngs 11 doveloping  counines includiceg in
Indonesin, ran b danperous fie componkes,
Althaugh the csmership ol derivabive mstnaments 15
bt used with the purpose of hedging wheo used in

- .
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developing munsres has the same potental as the
purposs for speoulative becabe swnership of the
derivative is considersd nenl wsed o mdlgate risk.
Adthough i nddorsessia, the scrad] bnpement glion ol
elerivatives hos been rogulated in PRAE S5 (1AL 3018
and PEAE B0 (18] 20181, s dedvalne cevpership is
required omlby for bedging parposes. Also, demvative
amnenship 5 cosdy  redatemd . o camings
marggemenl praciicss thar con dsadvantage the
campany Vsell Becavse of the Gecline in ibe guality
gl the company’s informatkm les, Fucthermore,
onvnerabdp of derlvagives for aoy purpise resulis ina
rigk for companles o bear  lesses  fram  the
T rship of sich rppes of derivarives in thie finm
Decaiss e wse ol elfecive derlyothes mo mediice
ik 1% mwsly carngd oat by developed countrics,
Meanwhile, the use of dermagives in developing
srmonines is the appasiie. Meanwhide, in developed
omaniries, the use of dedvacves lor  efecolve
hedging purposes os & bool b mdcgate rsk 0 pwmed
persistently, a0 thar ownership of dervanves fore
hedgng parpsses con B coitsldered Jdangercis Mo
the company. Thus, The hypsothesis in this abdy e
as fnllovec

HE Derhnaing  roRsociions  orengihen  the
poekive affect of per icesie vilat Bk on idiesimoranic
wrdatiliby

Dedvatioe tranesctions: are e diseretion of
pompaniy padicy carried oui by manapenste. The
pidicy might resull m asymmernc  nformadon
hetween agents and principles. draldo-Pricte e &l
(20671 onchided  thal  companies thal have
dhirlvmives Tor hedging  porposes hdve o podinive
inflsserse on e market walee of the coonpany,
Bartram et al 1291 15 foond sirong evidence (hat the
WRe of finanezl deriaanives medires Baih sl sk
and sviematie sk Hossaver, e densaliocs e
thoughl ta Be mare for hedging sctivities, Becousse
derivatives with gpeoulabve porposes have o hugher
risk due b profii-taking by the axmpany. The oiber
comprehensie moame volatility and dksnoatlc
walatility 15 wwused by risky conpany palicles or
urgertamn inremal fac s uey and Kacharl LERR
afoted hor the ise o denivarives b non D only w
1o mansge nsk, Them ae ether poemblke sk
marmgemEnl lools camed oul vy non-lneocsl
companies.  Therebre,  dedvatives used by
companks doonnt resalt B oa decrease in company
risk.

Can =t oal (2008 comduded that dedvatnes
wiih hedgics purposes that can mxrease  share
prces and monbmlze risk  are dechadves with
hedgiog purpnses ihat are owred by the company
COninaanEl. N lempeeary. anes Therefore, 1
e ship of & dedivaive Dsmuien widh a pErpose
al bedgmy by o comparmny thal ie ot perdatent or
crmnfinaous 15 the came as cwnership of & denvative
instrument fix speculaiive purpses, the eanersbop
al  derlvadyve  drsoumonts which end o be
speoilative  porpnses  will incresse  profiabdig
wilariliy hecavse IF can lead oo ogher marke misk
and potential Onancial disiress (Murwaningsin e al.
2L

Mgency problems char oooar Doivesn agents
and poncipals can resilt in ARYmmETIc infarmaron
inglushd i (b disclorare af dornabive indnaments

cned by componies o developing  countries
mcluding in ndemest The Brend that peours dn
geveloping pounires.  even thowgh  fnanciad

acounting  standards ooly allw  che  dedvaiies
wameship for hedging pﬂﬁﬂ.‘ bt the swnership
il dervative Instrment s & nat mean that they
A ghiuve  used  moo Mgl corporaty  risk,
Therelene, oepership of depsalive siramenis 8
suitzhle Tor hedpng pumoses (T wsed in developing:
rourlnes  has the wime  poteniial oas derneative
Instnumenis  with  spequlxive  purposes. . The
Aponumiing pulics i PSAK 55 (AL ZILH and PSAE B
(AL 2OER dssued by AL @me b0 rpegulake  the
acsonanting for onrership of Gedvative mstramenis
by eompankes that must only be wsed for hedgies
parposes. . However, in line with the fndings in

inus srudees, e mmpanys goal of ownership
ol derlvalive insiomments 0 Indone sa tepds Dol
be weed Tor risk mitigotion. Therefore, dernahyve
trameactions  can thoeaten the esastenos ol the
rampany in the Taiare

The snvrership ol dervadyve insmumens o
Isdoniesia cemtaldy has an impoc an Companies that
alza hve orher conprehensiue noome inseabiling,
Deebring 1 o Pese Dens are nof generaied frns
the rormal sclwilics of the comperne, Alss, The
choice of company polley in the oershlp of
dervative  instmimenis. for any pUrpese  Casds
iestoes 1o warey aluan the fuvare cordicion of the
company.  vesler undervlinding  of  demaltive
irstrmenls in Indonesda s sl Bmited, e
iriggered by the absence of a ransparent dervative
nscket I Indonesla. Geher comprehensve noome
that charges from perled o pedod resulis i the
ASRUIMPLIG o insestoes that the company has a
ligher 1k bassd on b policies chosen by e
vempany. [ems that oppear as part ol <ther
vomprehensive  meomwe nEdaled B the clhooe o
mampany poly From non-npLranne acfivicies veaslt
I Whe copmpany Taving o Dear a highsr ik Bosgd
ll:mim- descriptam. 1he hypoatheais in this sy 18 a8
o[

it Dornates  Irenvacions  sirergther e
poditee  offct o oty onbRpeeloiae oo
sorkaiine on Lflsvrcraik volarine,

3. EESEARCH METHODOLDGEY

The reseanch method used In research 15 quantiativi
mecthesis The obpec) of research uses companies
listex] oo rthe  [ndonesid S0k Exchange. The
pepulalion wedd in the shsly is  pon-loancial
pmpanics lsied on the Indoresia Stock Bochimge.
ata was collected using the denmmentaion method
threeigh e alficial websie aof he Indonesia Soock
Exchange, el v dd oo, kl and
finaneesabhmgom,  Information dates from  the
financial  slatements  used in this  stusdy  for
romponents - of  oomprehensive  incomee sl
gaarterly Anancial statemen: dacn, while ather dats
use anual datz The techrique In seecting the
eaimple dised 12 aisiing B Dob-fondom  sarpling
lechnigue  purpesne samglingl In fhis sy,
samph= were faken with weveral onteria First,
rampanies el N the sanple an pon-fnancial
companies At have egisigred thelr shares oo the
Irlomieaia 3tk Exchange beFore Japuay 1, 2001,
Although the daksy usedd Began in 32, sample
selocium shirved i 2000 because tbene was @ ks
for cababiing the portlolly 1o ik Hesvnoacic
volatilicy variohle by using The Fama-French Model
nacs data froen the previom yesr. Alss, compam
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aclection began oo Sepiember 1, 20018, This study
dliminated comparndes  that Condeot W08 after
Jamuary 1, 2Ll Scond, this  siody  removed
Tinangial cmppeanles Trom e semple ecduse The
characlorstics ol wsesel stnstun: sl Lsbilities
geoerate high lewerage Thard, this stody removed
moeefmarktal  companies (il have  irenmpete
| staternenis, including infonmaison  on
ingome omponents and data nevded
in thas gludy From the perod Bnoere 1, 3002, 1o
Decemtier 31, 2017, Feurctgh, mim-fnancisl companies
have disclosone daes af ar least 1 npe of dervative
iranzaction  cither for hodging  parpeses or for
spmlative purposes or which have Bath Trom
Nanuary- b, AiL2, to Detembsr $1, 2007, Bosed o0 The
galculotion of dote for eoch vareble, (He stady
epclodes o company Beause (1 has outlier dala
thai have anomalous wvalie. The amount al the
company thal can be wsed o this wudy 15 41
compankes o thot the sample & 245 oboenacions
CHrr-peark
W this  snsly, the dependent  vansbke s
msyperatis volalility, The prog By idksyngratic
wvilatility follows Hotvedr and Todder 119757 and
Herskente, Kefly, Luctng  and  Van Hieowernrgh
CA0EE wsing the Sacker Model, witly the folloving
evjuakion
M= fy# B Nga ¥ T ks
The commen Tactar in mliseynoratic solaidity,
Whern=
Re = the conpam’s manthly sk rebam § oo
LT A
fey= monthly stock remm from the Composite
Srnck Price Indox 60SPD as weed by Lin o al (2002
pa = remigdual of the repgrescion equataan for the
cmpaEny i al fime L

Besed wom_thie squation, onooal lelissynoratic
viilatiliy resnlts from residual of standard desiarion
tar 1.2 nonths. Arcording to Kaplan (80 3], stndard
deviprions Dosed on daily, woeekly, iy,
gaaredy skek retuin datp can be anpuaolized By
meking 8 standard  deviation of thess data by
maltiphmp by the oot ol che amommt of daidy,
weekly, mimihly and quarerh data se that they
become  standard  deviatioms or annual  volalivg
IFinaree Tmin, nall Therdfore, in line swith this
sivedy, tn pbimn anoual slicsynerais wdandity, the
nemthly residhual of standard devigilon foom the
equaticth necds to be muliplied by J12 10 obialn
IdtinsancTatic volatdiny in one year

This  arudy  Gses Compaeheinslve  [Dooine
volahality, mnet  meome  soldility,  md  ather
vamprehensve  income volallity  ss  independent
variahles. Comprebersive  dncome volafility,  ne
Irzame volatllivy, and cther clnﬁ:uh.un.ﬂl.w s e
vaoladlity in this study follow the prosy wsed By
Arggrata of al. (2000, Back N4, Khap mnd
Brachury (2004, 2HG6L Lucchese e al (2020, The
LERTLpT sihve  dmoume volakiliy, nel ingome
volatility, and acher hamesive: Income volatility
are calculiwed by the quarteny componsgnts dunng
g yeir divided by (e marker vadue of equiy ar the
beginning of the porxsl The wclablity of the
componenls in one vear @ generdled fom the
standard  deviabnn ceonprehensive  moame
grneraied every theee months divided by e market
value of equity at the beginming of tho period, md
mailriplied by 4

Furthernpoee,  0s stuady usey denivative
trangsctims d= a moderstion vinokle The poosy in
this siody folkms Oktwia and Mactan 2013, The
prosey iEmed Bor GRCRArVERs CRRRSAMIONS 18 rhie
abegie value of e Far value of derbvanse assels
resluced by dirvative Tablitses For both bedigmyg imd

speaakslnye purposes, which  are  descnbed  ax
Feilimse
BERI, - The absalute paluwe of Hhe fair palee of dermmbives )
Total csde iy
Wl Alsn, tis sy emplos finscial g as o
Oy fair value of  deérlvailbve  assets oonbrul vodoelde, In this sy, Aoorasl levemge as

tlabilidesl for che company | year
The e vatue of dervadives = shenlale Gur valae
al derivanve arsers (Habilives);

nweasured by tedal Rakbdlivies divided by rotal eguity
pach yuar as meed by (Khan & Eradbary, Hild, X16]

floistf et s = UG COMDAIY assels (00 Vear & FiNL ot il it i
Tabed prmity
T test 10 arsd 449, Ehe regressaon cquabion model 1<
Mgl
TaiokalMd, = i+ ROV e 5 BFRIV, + BoliValy « DERNG + [GFINLEV: + 1y idi
Seanmwhile, o gsl M2 HF WS el % wwhich are the espansion nedels of Tgoaton 4y ane;
Slngel X
MdiaWold il = 85+ FiNIVoly + ROCIVol: & B0 ERIV: & SNWaly « DERIV & i
+ BeliliWVarly = DERIVIT + (o FINLEV: & Fa
whine: FiFedy = 0ot income voladlicy fnr the coapany 4

deb Bl e = LETiDEVCTANE Vilaniliny 1=ming Thic
Marker Madle] Tor e Comipany (in vear &

10 Veir &
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S0y = uther comprehensive iIncose valatdin
Tar the company (0 year &

Llbal, = quarterly comprehsnsive  incame  for
T Coqnpany §in vear &

IR = qlerivative
COmMpaETy | vear

FINLEY, = Mnandal leverage i e campamy |
TR

Fo= resklual equobon

Ml 3

tramsaclions  Tor  the

A senalhvity tese 18 pedormed o compare the
vosilts of the main esquations dn the smody. The
sarwitiviby fest in this stedy was condusted 10 b
wayk, The Jirst sneiiyviey wsl s esing usmg the
irsdependent vanssle -1, which aims W pes iovestor
responses by e previoes  vvear's  acconnlics
infarmation reparting §oe fest 7 and Ha nd the Trse
sermliiviry 1es1, the wyuation model s

delisb ol My = 1= i + Fivel, + SaER IV + Vel « BERTY, + SETNLE + o i

T test HY MR M5 and He, which are the expansion of Eguatian (61 abave i ehe Tirss senainivieg resr,

The cemutmm nunlel is
Kol 4

TioFalMMy + 1 = fi & [NVole + B00Vole + BBERNV: & BNiVoly » DERIVG +
& BAICIVoiy « DERIVIT & GFINLEV, + &y

whepe.

letir VoW = [elinmymieratic wilatilicy  ising the
MR el W] Tar the cpampay fin vwear &8

ATl = pel anxmme valatdny for the conpany o
i year &

Mok = nther eotaprehensve Inomme valatiliny
Texd e codmijpsy 00 yenr &0

Rk = quorterly  comprehensive  inoane o
the mempany rinovear -0

FERIT, = derivabhue
CompEy 1 in vear -

PR EVe = fnangial keveroge Tor the conpany 1
i year & I

Cem PPsiCRE] squatem.

The secornd sensdilbviiy vest s the same as the
promary oquation. model  but meplees  the
iddneynerane volndling varshle by usng the Fama.
Frereh Moddel a5 wsed by Ang et al (20009, Ly «f al
(20Edl. The progy used In these soudies wses the
stimdard dirdation of the residoal regression af the
Fama and French (1990 mded. Far the serand
sefisitiviry 1esl, several sleps wepe ¢airied oun e
determine . slicsynerats:  wdatibity  Tellowing  1he
Fama-French Masdel, The st slep is o oreale 2
cmpaniy cabrgory based on markel capitabizatan &1
(elee Tactmey for the curent year, which s

traneactions ler the

hereimaber mlled Small Minus Blg GGMEL Porfoli
slzir alizmbmiion consists af 50 percent of large
rompanies hesed on market capitalization, and e
remaimng 30 porent o= calegoized as o omnall
vompanlos (siee Tackerl, The second gtep and book
tey markel oty & F ealue facioc) are foouse 3 hoek
ket dpiiny mtla (B enisising of L0 incisding
b cmmpanies, 173 incduding  mednm ompunics
and 173 includingg in the low company, bereioa er
referred tooas High Mg Lo (HMLL Every yeir T,
rompanies. are mnked and sened o portiolios
acoording o the size of their capitadiz stiom ord boodk:
tn market equiry @i in Decemner of year b
Remrms Ml the manthty abie Tacror porifolia are
valculsies] as muomthly ceturns T loge portlolios
rduced by momthly retums from smeal] company
porticdsns. The monthly retucn from the valae Factor
I5 caloulated as the manthly retern of the compam’'s
large poctfolle Book o market oquiry ratio mims
tho compermy’s bve book o markal squiry rata. To
derermiis: he S5iF ponfeln, s sy exclides
vompanies thay do not have complee siock prce
Informaties por month as L e ol (200141 acd
rompanies with regative acaiing.

Then pedthly regression is performed e the
folhnsing equutEn

Ry— By = fg+ FolBn — R = 1L0M0; + S0+ 5 51

whare:

= pompany's nwmthly stoech rebarn §

ity = mgoree asing monthly vields on 10 year
govermmens bonds a3 ased by haomil (20l 1

A= moplhly  alknk metwne Drom U
Composite Sleck Price ndex IC5P) ae used by (Lig
el al, Fiidi;

S0 = manthly returns af small stee por falios
miniss the daily returns &f large slze porifolios. For
EME portiolios are ped inte 2 by the previous
vears market capirafizarhen ae L er al, GXH4 and
Eaman ef al. 2007

s = HML i3 malimlaied by tbe high group
porifahn monns thee smell gronp portichn

o] 7

Bl ei 2l (2014 ared Kumad et al (207 The
parthalic & divided dnto 3 with the previous yeor's
bk to marked cquity dnto them groups, nanely
high, medinrm, and low,

&= residusl ol ibe equatlon,

Idieesymerarie wolatility & an smisl estinsbe
ol 1be rossdua standand deviation of the megresswon
eyuatem results aboas . Simdlar o Bquation (10, o
olnan annual Kliesynoraic volaulivy, e standar
memehly  ressidual  deviatlon Irom the  above
efuaikm necds to be mualtipdied by L2 To test HP
g 144 an the secvnd sensamaty Lesk Ehe eguabn
madel is

fdi e fF = B+ Gl + BERIVE = BliVely o QFRIVy + 0 FINLEVY + 0 141

F L]
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Meanwhile, to test M2, Y W5, and B which ane the expansion of Byuadon (% abdove o the seomnd

senaithaly tosd, the squatkan mode js:
Il i

IdioV A FFy = fy + MNIVolp 4 B000Fal, & FOERDY, - §NTValy = DERNV; +

+ BB oy = DERIVIT

whape

frir Wt = liosymcratic valanling
Sode foc ibe conmapany d in year G

Ml = et Inoame volaidiny for the conpany 1§
in yeur &

(XS Foke = nther commprehsnsiyve Inomims walatdlity
Tan e codnpeny 1D year £

4, RESULTS AND DISCUSSI0N

using FF

Based on datd amalvsis comdwcied on 41 companies
Treun 2002 o 2017, the descripine  stwlistnsl
componsnts used in thig cesearch are the meon,

+ BpFINLEV, # @y o

ek, = quasterly  comprebensve  jeome  for
rhe Conmpsamy 1 vear &

PERTH = dedwitive
Company 0y

FINL Vs = Tinamzal levecage foc the compimy |
I v &

ee = Desldhial wgueatinm,

irmssctioes fmr the

median, maximmom salee,  nonlomom value  and
planadard Adesdanan. Table L shdses b resigles of

IIEH.[;.'ILTN s sy thal descrilie InfEamaiben oo
v ¢ chamactesstics in this shody.

Tatile ). Descnpiive satisics summary

LLTE. L AT, !El;ﬂm.. wﬂb ] VL ALY D’ﬂ:! -
ian .'-::;;I\J.:Hn O T _:I.e. L. PET ] -I,'J"::h :'I:l. 'Iﬂ. WE’u_l-.d_
Midia 2K, LARTA 1,82 =im 21% |y Eoa 100, 1%

I RS [Fr k) 14,7 K. LR [ T ks [ETNEE

| Mlin a3Es s [T [ 1% Iow 14,72%

Gl Bl R TR 1, [kl [T R 154, 154
b ] e 4l e L] Ha | B 4

A mummmny of the resalis of the coeelTickni ol
gelerminakion test, the model delermination best,
the ol =0 (0-pesel Bguariod H6 (prisery poodd
tepll, Enquasticn (51 isepsitivily 1L and  Equation 1596
{senslbvity 21 are as ol in Tahle 3

A sumeary al the results of b coefllcdent of
determiration fesl, model permmnence jesd, pariial
Pt (0 besl) Eqpd o |35 moedle s prbmary o] nestl,
Equaticn (7] (penstivity 11 and  Equation (161
Isensitiviey 21 ane as follows o Table 3.

Table £ Delerpunotion sucfliient best results, Mondel ssspbars Gesd, Pactial test mndg] Equatiom b
ey Egpantion 161 (Sensitaity Ly, acd Egrualion 19 Sensbivity 20

Bliidn Mo SRy iy 2
Coayl. | Tk, | fmib Canf. | T-Skam Cavf. _ TSiat. | bk
| Cons BEIRCTT TR kil 0 [ -1 ey | rlAGn L n
£ Thied LEET =1 255 (e T | » A4 s [ ] ALTIC pr ] [INE )
Eulr -l -I,Illj_ll mETE 'll'dru E'llln 4] -II';LI '.iM [1E £k
e T T T T T R i e 1 1 AT T I T = T L .
Fisdes AL 1.5 [ | s | TEST i ekl WL 8 LI EEINE L]
_Aﬂll_' IL1L [y LR E]
e B e B e i iihedils
| FndL () [LES] [EIE1T} LA

madel), Bqaatin 7 Sensiivicy 1} and Eqaanian | b Sensiiavin 2

Tahle L. Diermination coellxient test resalis, Model sssistance test, Fartial 1est model Pgoation |55 dain
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#.1. The ffect of comprehensive tncome volatiity
on Micsyncratic volatliny

The result of hypobsesis testing suggesss thar
compmehonsse noame yolarility & oot associsted
Wl Ehosvncraic volanilny, The fessdl aof this soidy
i m lite with the [ndogs of EYhaliwal,
Subromarvam, 2nd Teessvand (19009 Fucthenmore,
the resilt prmddes 3 cmdlar effect oo il@syneratie
wiprility usig e Fama-Freach Model, This pesull
amnfirms i nermbic voluedikty festing wsing 1he
Marke Aerful, Fanviver, festing using
crxmpre herisse 1ncome valatlity in 1he prevkis year
is posiidvely assoclaved with kieaneratic vilatiline.
Even though the previows year's couaspeehensive
ingae mEHTastbom 5 e &3 relinlde a8 the presvioas
veal's  inconw  pmEeement, 1w proviids o owear's
comprehensre  imome informistion i= gaite
atirative B reclars corsbderng that the svermpe
comprehensae incone mmsists of 985 penent of
the: Ded inceais compsanent, Therefpe, hormason
an comprehensive ingome = grestly inflluenced By
net income informstion, n line with pel dncome
indormatian, imvestors need 8 comsadersble amouni
al tme o understasd and respand o the quanerdy
comprelenssye income information for four periods
i one pesk enmtained ino e Nnanos] e smens
SEprting in 2017, Copppivhensnog Divdme i formaon
Iramm the previous year can be geed in sseeseing the
dampany’s steck informmtion in the cipital madket,
e peci]ly wnsrsivmatic nsk, The el ol thes siody
proves PSAR 1 LAL 2018}, wiich states that fascial
sfalements an b ueed 1o predice the conditlen of
thi company tn the fulire sm b verfsd fom e
iest resuli in this study.

The resuli of this siedy 13 alse diferenr from
Hodder e ol (BKIEL In Hoedder o al  c2HesL,
comprehensne incame inflormarion is essennal in
decision. mokice  cspeciolly  foor issts’ RiER
indermation in the copilal morket, Meanwhile, in thie
stuchy, comprehengve moome informabion for the
curreni year ol b omsed as a ool moassessing
the sk of company stock in the copital market,
especially unsysteatic dsk The contrEmsion of net
inanme N oampredEnsive neanse 15 ey signiflc ane,
=0 in thids sy, 10k evidenr dial pverinds” DespnsE
o comprehensive Inoome will fodiow the income and
Iiss Inbormatics a0 making invesiment dessions in
rhe capdral marker. It g aso suppored by invesionr
Enowlodpe in responding 10 acooimnriigg o rmariog
mmmreed from the financial statemente of the income
sfalemenl.  Comprehemsve inieme whach s o2
erxmbingim of comproents af nel tneame and other
elements af comprehensive income, will follow the
ronditlons of both components. Sull, the oompenent
That corgribiibss  elEnificantly oo cemiprehengee
e 15 en loomie, Theos fore, invesiors res pand
1o infocmation oo compmhensive meomse smilss o
the patiern of nvestor response bo mel inoome,
e pecilly related to infoomstion both of them can
Be wind mow ol b predsd be codition of e
campany, sepecially relovant G the information on
syvtomadiic nsk ol company shares in e capotal
markei

The result of this study 15 mot in line with the
]‘.I:I:I.I:I.Ingl--l:l-l‘ Khan ad Bradbury (2004, 20IEL Thi
test in this snaly uses compamy data in Indonesia,
wilrich ix & doveloping eombry arsd usis quarterly
comprebensroe moome dala in ooe wEr In conirsst,

the data used by Ehan and Eradbury 12004, 200100 |5
develiped eoumtry compaides data and uses anmisal
ramprehensive Incams daia fof averal years. Wb
IFRSOasel Moancial aciounting wtangdards dsed by
empanics in Indonesio, imesiors may beoopaore
irterested in using sorual sccounting infommation
dats smrh ax comprehensive incomrs mlormaticn
than  guarierly  scouning  dofemaion  daia.
Morerwer,  quarterly comprehiensive Inemme
irdermation cocsists af 4 hnancial stakrments m ane
vear., which megares more @Eme i nterpret the
Informatione Therehore, mvesiors many preler 1o ase
anpual financial smiement data a8 0 basds for
amalysis n declsinn making melatisd to compaty risk.
Thiis, 1hi: pebadr of eaing i ehis s0udy pieses thar
there g5 the wsehuloess of finondal satemenis
related B the prediction of company conditiore ax
PSAK 1 CLAL 200081 can be fulfilled frim the previous
vears conyprchensve iInoomne bdormadon which was
Interpreced  in advence by owsors ol finamcdal
statomente,  the fdfillmenr of  marker based
[rameworks sCounliig rescandh thar shaws (he
proviouss years scconnlng informolion Gan be wsad
as @ valation of Informadem on the compam's
chares in the Idinuwing year and preven Black (20040
predictions thar the shorer Apenclal dae char s
gaortedy  comprehensie ncome  information  cen
atlract imvesiors' sitention in Indomecs = owrilied
evenn though the dnformanion is wsed o predice the
pompany s ansvsiermaibe risk o the coming veir.

42 The effect of net incoms volatity on
idinsymcratic volatiln:

Froum the resuli of hypothesis testiog 1 sugpesis
that metl leeome velalling 18 oot assoclaied with
idinsynemtic woladlioy. The result dilfers from
Chang ef al, (A5 Hajgopal snd %enkatachalam
120115 i 2r al, EOlGL The resaln of s sy
irdivater thal accouritng inEwmalian bas the power
bo b mesd 2% @ basas for conduseking ansdyvees rolated
to cernpany 5ok mformaiiem oo the capital market,
primarly related to ibe ansyvstematic risk inherent
In the company’s shars DUEerenoes 1o the resull of
Iesting In this snsdy with hess smedles can acmr
e ro differences i acoouniog information used,
Chang et ol (20175, Hajgopal and ¥enkatachalam
1200115 2how ot al RG] £ated that the acoounticg
Irfarmarinn sl L] eLETmine TATngs
mansgeinent akulaion: s the pnoosl Nozncial
glatements o the foem of componmia felsled o
pradil i loss snd operting cash flowe, Meimwhale, in
this study, the guality of Inancia skaements or the
risk of accounting Informacion 15 represented
gaartedy el income volaility inoone jear, whic
ilktrares the valarlliny af the MmMpEnE's operating
peiluimance quarterly, Thus, the nesponss of
imeilors ix mwore likely te oaee omopal Toancial
slalerments  Ehan  jusy sesmpg changes o the
renmpany s aperaing perfurmance guacierly,

The resall oF this stady s also ol o line with
Khan ond Bradbary (3014, 20061 need vodatility of
annaial mepme For several vears, while in this study
using guarksrh' nel inoane i one vear Tesiimg the
faarterty  camings volatlity dato oo this sud
oliows the recommendation of Elack (200 4), Bhi
stared that shorier linancial siatement data might
Atlract  dnveslors”  alkcnion m describing the
comprny® perfvemance, Therefone,  investors, s




users ol [inencial stabemenss, dio nol use guarterdy
camings  movemant  informarion in delermining
CrTpEny sk

Klivsviranic yolatiiy, which - 4l
unsyriematic cisk, can b caased by the exdsienge of
marsgenent pokoy choiois in the company thet can
eridanger the company™s condrsn U such policy
aption s ke scommiing  polices in prepanng
Tinancial sratements Eaggopal and Venkatachalam
AL, Chang ot ol (20051 and Ehom ek al (il G
simgesied thet the currend year's camiogs qualiiy is
elemely related 1o unsystematlc risk. o information
ahnut samings manageraent acthitks can he msed
@6 A hald Tor dedsion making on company Siork
iiformation  eganding s wnsvslinais  nek.
Memnwhile, thi result of this test copcludes thet the
pralitainlity volatility does ot Jlfect idosynccatic
watlubility is possible ibai the valatility of guarberdy
inomime does oot rellect  carnings  mansgensni
activitks I oe  perod.  Eamings  managenwat
informanan in the Pnancial sacemenes ie reflecned
i 1he pnieal Mnancs srabemenls, Theelom, oven
wilh Bhe use ol Mnoncial slatenwibs by [FRSSosed
Financizl actraating standards, the volatiley of the
Current quarerly ner Inomme 1k a change in quart ey
mer bnccdne foimetcon e rogiins Tueber
sonlvein omd  imempretation, =o thot ool income
walalihty i mod informdtan that can be used by
fnvesiors an determining  the swsbematx sk of
compaiy shaees o the capital market in the curpem
el

The same Tes resadr s gememied  using
sy L rad volalilin, usng 1 Fans-French Model.
The result of thie study confinne ikt quardedy net
ingame valatility 15 et 3 cause for Uhe emengenoe of
SIMEYEEMATE Sk 0 the QTR Year, &6 esnng
wEing the Famo-French . Modgl oonfms e g8l
result waing the Mackaet Model Furthermore, the
residl of thee previoue year's acosanding idformabon
Pesiang un the ooEm pany's wnsyslemaiie rsk indicaes
that the net inconse valaeilicy of the previous year
hag a pasitive elfect on diesyneratc volatlicg. The
reslt of 10 e Sagaenis Iha Chargess, Ty emenis
hi rhe gamamedly nel ooome of he Curfent yes
require time for Forther bberpn: lotdon arkl analysis
rebitigd to the dala and mfomnation which canno Be
used fu debermine ibe ssiemaiice sk of 1be rrent
year, Witk the adoption of RS in fleaiecal
acounting standards in Indoniesia hes resulied,
weers of finaoiceel stements waduding investoes,
need timse 1o be ade o andersiaced the acoaning
provisions by che opew  lnanclal  accounting
standards. Therdore, ihe Interpretatsn of  the
Previmes  years  moame  sEement eoncladed By
dvesiors can inglica e Ihesy e ranic valacling of 17e
garrenl yer, a0 thal  invesbors”  neochen  Eo
svountrg informabion, especially the quarierly net
ingome of the previous e, ooumesd in the
folliwing vear In detsrmining the onsystematic risk
af cempany chares o ik caplial nuare.

Rardal om the pesodr of reseing i rhis srucky,
asmp the concext of companies and the Ddeoesian
capital narket, the semi-efficient ctlidens marker
theooy  dows not apply  becocse mol  dncome
infoematan cennat b gaed a8 2 hasls for degdsion
making, sroeially in ossessmp sk svdenoiealhe
In the watext al o remi-efldent officient murket,
Fmnancial statement data chenald Be abde o be used in
Invesinent decision makng relsled B oanperny risk,

trcluding. umsysiematic dsk. This reseach pnoves
thar chere e no differenee Betacen o mare volailie
faarterly  Income  stalement  and  lees  volarile
Qaartery net Dcome for isestors o 1he 4 sient
ol the xonpeny’s  Unasbnent Ask especialh
unsystermatic msk. Based on descripdive slabisbces in
thiz wody, the sk ol Evounting inhsrmation, as
indicamed by the level of et iocomes voladlicy o
Idoniesia, 15 relovely  bow, ard  mly & fow
vammpanies hive high-imeome solatdity, I is sinalar
W AmEerat el sl (20E0L Thereluane,  this
Inlarmachim oould naor b2 used o describse the
parmrent  unsysiematlc  dsk  condiflens of  the
PO ATy

This Tinding of the snidy siggest= that ner
irme soladilily informmlisn in the darrent year
loks reascmable for the company. Hiweer, b is
posible  in the  preparsizion of nel noxme
Information  that  there s an opponunlssic
manageriol discretion. Informaion oo gquarterly nat
v in the current year cunnnt b uaed as
decision making rdaed 10 iveEmment sk,
caperinlly ursyslenmbic sk, leveestors moy be more
rarchul In rispemding o the movement of quarterdy
nat meanse inlamaron o the Qrmnl yoar which
ey pen mevessarily be used (o mesimen deciEion
maempe in Ehe capital market. Alsa, user: of fnancal
slalernents, rpecially muvesire, nesd Eime o be
alle o understand the company's activabies that are
reflevved Innet income including the polices diosen
by the oompany Io detennbung  revemae  and
mpenss  Pery qaanedy  perdaed noone year.
Chapges i IFESbased  Moamcdal  @&0ousing
standards inaplemented by compomes in Indooesia,
slarting m 200 2 i= reot @nocasy thing for imestors s
jeterpmer. Mel incore information is aeill used W
lorvestors 0 meking  decisons  pegandlig  the
information oo compary risk, given thal investomns
are Damiliar wiath net inoome wformabion esing
previoies accouniing stindards, However, with the
rhimge in TFIRS besed Dmamcial scoounting stundamds,
ievestors weed v o imerpret then, ket the
Infarmarion on guanedy ner imoome conssnng al 4
pefilesle b e vesr, Thevelod, the  Tioamcial
stoterments abll Fonve Beeefity, eepecmlly Tor the
previces year's el moame infurmation, becypge the
infarmation can be  wied m delerminiog
unsalematic sk

43 The effect of other comprohensive lncome
volatility on idlosynoratic wolatility

Fram fhe result of hypothests testios 1 suzpesis
that other comprehenshee income solatilty & not
associated with Minsyncratic volatiliey. The nesult of
this sngly wdicares  that  inlermaran on the
frssadliey of mber  campeehensive inceiae of 8
company cannisl reflect the company’s unsyslematic
rizk, (ber comprehensme  ineame  tems that
emergesd alier the adoptioo of FRS m lnamcial
acinaniing slardards n sdooesia since 2002 ave
el eomxe b the ablention of imyesiare bogpuse Ehiy
are nol & repular sty of o comparsy thal coald
En o the aonpimy. The amummi is selabhesly kew
compared B oEt income. Also, nsers of floancial
slatements, especizly investons, do nal recesganly
undérsiand eomprehensive incmme iems erigina iirg
from  wcbvities oulside the conppany’s  nenaal
pperafiima, The st of other fompntheinsive
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Inwaime voladlity vest for fiosynoraic volatiby wich
the Faoma-Fremch Model shews e zanmss resuli
Theretnmne, the msult o dissyncerate  valadioy
lestmg Wb e Fama-Frendh Ml alsg culirms
idkesynormtic wolatility testing usiong the Market
Maicked. The existence of managoment policies in the
cusmpany related s mEiities potside the compeny's
aperatioms ibar result o ibe smergence of olber
comprehensive (noomne foas |8 ok oo responded o
Erv wgers of Moapaal statements, especially omosiom
The differenl sl resal, the other comprehensie
virladlity the.  previoas  year  did  onoe affect
iddneynerate velarility. Therefore, Information on
ather oomprehensive incoms for the morens year
i The pAvicUs yiear critisn e vesed by Jiyestars ik
oyvaluaiing the information an o compam’e ok in
the capiftal mocked, especally concerning  the
unsy s ema fic fsk inberent in the compam’s shares.

The test pesull in thds siady s relevanl 1o the
effed of o hest condoected by Ehon and Eradban
C20LE). dirher comiprifhensive inoamme iFEme S Nl a
problem [or users al NnonciEl stseicsins belause
They mppear o= an impact doe o changes m Dneiecml
aocemnting standards In ndenesla, The emengence
al mhar somprhensve fens is differsar Tram the
ner igvine compomnl ol can B dene, which s
purtly @n scomaal component, which s @ regular
stivity of 1he compary is & sl aclion for wsers of
Emancial shaknents, espedally ovesions. naddiiion
1o the valee of odier comprehensive incorme is kver
than nel incovee, investors do ant necessarly
urdersrand ot comprehonsive dnenns Nems chat
ariss an & fesull of Changes in eCcouiimg sindards
storting m FOED, Sl iovvesiors e potb consider
thi=e iteme dangerous Foe the company™ survival,

Imeabnrs  mey  canslder  items  oal o atber
comprebansie  incodie @ e anstable and ol
relevunce to Jow enfity cone buginess resulis so thal
investors 3o pof pespornd B mnuch GG thal
indrmatian, Als, gueriedy other compeehensive
Incaie Iedomaaian n ane vear coald confuse asers
al  fmancial sataents and  caose  significant
miasnierpreranons of the enrirys peanrmance € fan
& Eradoumy, JO14, 2016 Naaed danl this, ITveslars fih
Indursesin are thogeht to Be pndooabiae wath otber
comprehensny momme (fome Vat appeared oo e
Imancial stalemenis after the sdoptem of FRS in
Indocesia in 2012 especially sinde the nembers are
redatbvedy Lo compased ta ibe patal profic or loss in
the compprehensne  wnoome ooamponent |1 3E
Although ather. elemenss of compochensve dneome
are  regaloied In FRS-besed  Gnmcial accoanding
standacds, 11 is not an casy thing Tor uwesioes o
inferprer the acfviries [hat arlse m rhess olher
dnmiprehers®oe indcene: fleis.

In opency  theory, the essteno: of apency
preflems meeulis 1y the policies tat are carried cast
' mensgers, in peneral, ane e known by the
principal. o8 the pvwrer of the compony  so  dat
asynneins Informacion adses Changlog polleics
impdemerited by companiea, one of which can lead to
ups axl deras in the valee of oiher comprehensive
inoame in o period. Hoseves, investors onnsider
company palicks that resull i iostahility 16 aibor
COmPRERCnsR Y Ineorne A red soething thal nesds
1o |l goestioped bcause i doos oot endanger e
company. Investors in Indosesos aoneider ol policies
Taken by meewl maregers that mesalt in alber
erxmprrehersme 1 ome 1% not the main foos of their

imacy  concern.  Ciber  comprebensive  ncome
Lllr'rulaulu:}' that does nob affoot idiesyneratie volatiling
alma confirma the findings al Bl and Al (20071,
which  staed thel conpgrehensdye  oome
infarmation s less sble to proside mloarmation o
batter guality Mmancial informiation
The test result in bl sioddy 45 ool in line with
the findirgs of Manes and ScDzadel (2000 whicds
stated that the wvadaidily of other ¢omprehensise
irdomie could capiumne he prosecos of compony risk,
Ihe conclusins o this study Indkabe thal investors
may e understand che  information. oo other
romprehensive . menmws The  cmergence of
romprehensive inmme inems ard the amouns s
instalHe and relaiyvely live, tésilnig in oo letk of
imveslor peppamse Boo the isformation o the
rompany s unsvslemalic risk infonoation, Aleo, the
fesi resuli in this stoudv is pol m line with those
poncucied by Black 12004 whis {ound that when a
rompany has comprebansive income foms that are
nat stahle in several perinds, thio cnmpany's dgk
Irrease s, Als, The besl resill o this srpdy does Dok
prone the poedictom of Black (3004 svhoch slabead
that the wse of sharer data could belter caprare
rompeny ML and beomoie anraeive o invesones,
eapially ceher comprehenahoe o,

4.4 Derbvative transactions de not strengthen the
pasitive affect of comprebimsive income volatility
oo ddiosynoatic voladlite

The mesule of empirscal iesiing shows 1hat e
imteractizn vansble betwern denvelive transaclions
wnd comprehenane Inoome salaclity bas o positie
elfect om dicsyners e wlatlivy. 1t indicates that the
vilariliy  of  coinprelensive  gcmae thin - has
derivubne trarsactons  resulls o the nsk wof
svelernnlic Faihure, The repall of thas siudy suggesis
that users of  (inancial - skalemenls,  especialh
Imvesiors, see comprebensive dncome nlormation
for conparies that have derhabve mansactions. The
Fdetened of IFRS sdnpilan annducted in Indnnssis
slrring in 2002 has mesalted in vsers of Ooeancial
slatermentys tha | are s e incinterpaeting Moancial
slalements, especmdly comprehensive income  thatb
arisss atter the adoptinn of IFRS. . Eoevern, when
rompanies  ba Dave  Jdgher  widwiliny  of
vomprehrnsive incae with evvprship of demvative
tramepctions will p=ick thal the infyrmation can be
respondrd  pegabively by owveshors as users al
Fnanclal siaiemens.

Accarding 1o Lo (FOLGL ke use of derdabives
whien wsed with the purpese of bedglng can improse
company EiTorimance o can redude fisks cansed
by b compony's operationel pedonmamse,
Crmpapanm:s that use derivative mebnaments are more
ahle 1o peEnerate sales [rom any gheen level of s
o pabed 10 Coinpdides that do pol use dervative
irsdrumenls for hadging purpoeses, However, the sse
f darivatnug s loee effective i dose in dise choping
rounines  (Lan, A0y The edstence o weak
Irsmitinrs @nd govemanoe in developing counises
and derhatyve mancets in less lguid desloping
rompiines resulie mo@ bese artive mile of rhe
deriaties used DY companiss. o develupsio
coruprlne s, derivatives used by conpanies con rediige
the shandard dedation of stk metams  and
syvlernmic mzk bBecmse companiess in developed
rounities e finamial  derivaihes  for sk




manegerenl ompared 10 mading purposes (Chen,
Husdng, & Jha, 20025 Als, companica thas ceplay
Tmancial derlvatives o reduce business expesire
spgruficarily £dn rediice 1he possibilicy of Ml
eliztrens urel mitigate imestment problems (Heang et
al, TUTL The sccounting inlormatkm availabde after
the  sdopitem ol IFRS 1 apphied  in o finarecs
armounimg  standands  in ndonesis.  specificaly
redated to comipany performance, and information
an the mpt of polides talen by the compmny 18
redlected in amprehensse income The instabaline
al comprehensive inogrme ran be caused by boch the
normal sckivitks of the company's operatons and
activities curside the company's regular changing
Bisines, Therelore, isers of fnsncsl 2Eemenis
empzeilly  nvestom, look ol compony. poliies
dire:tly relates] to comprehensnw - income and
inoome, given the different soumes ol oef incume
and otber comprehensive Inoome sodvitkes. Adso,
derbvative ownership that tends o endanger the
comipaniy is omly directly redared o 0t Incoene . anid
eher comprehense inoorme aervitkes,

Albuugh the gompany implements o denvolive
transactiom podicy with the purpose of hedging, the
podiny 4 closely redaced coothe kel af omor in Thae
fimposition of seck prices Can o &, 20018, b s
sapperled by the Fact thot there s sl pot many
companes in hdomesia that bavce derivalves with
the aim of hxlging i the kmg jenn o be oble o
correct misakes in the inaposidmm ol shave pices in
& mitkiNstant procese. o e with this, compualascy
Teognitiem and deckiean of dorvative mErnments
il the aim of Teedging can feduce the Coipany s
bl msk  expoeure  (Tessema, 2006 Under
condEicns e comparmes 0 Elonesia, densative
Arangements far hedging [umsees are remiared in
P5AL 55 AL 20081 and PSak 63 (1Al D018 A
implementing the recogniton aod  disclosare of
derivative dpstruments and the hedging activaties
required By linancial swoouning  stindards,  the
cnmufmy @n be prudent in reducing pollces that
resull in dnereased voladliyy In prafit or koss. deally,
the applicarion  of  sancards  peemnng e
Fistopninon aid dsckisame of derfvarive IDsrEnee
Tor hedging purposers on Jorce compenies that enter
the compsbitive indaetey Su be more careful in biking
sigmilicani risks. Therefore, awnership of dedvaiives
for hedging parposes shvald redece the ldve
infleerce af  comprehensve noome 'mlulE:' oL
sy i volatility,

The brehavior of ooamparpes that fave dervaove
iramsacioms s coosldered  osers of  fnenckad
statemints that ae dangervas for the tompany 1o
rhe furare The infoematan (£ non anly impoeed anly
related w0 menagerwl palicies swithin the company
regardmp the compiny's nérmal sctivibes (hat are
rellected n profit or ose gz well a8 pefivities oalside
the company's aperabiong that ame reflecied 5 oiber
comprehensye eome bar alse reflecied moothe
combination of the twn. Investors mighs assume that
companes hal hae denvanies with any pommess
are more kel 16 specahiive porpeses (i are
witleerable to fnandnl disiress. The infocmation is
sidjert o not anly nel incane volatllity and otber
comprenensee  roome valanly b oalso o thie
comprehonsee  inane whiibity, shkh &5 a
combinotiom ol Baodth, With IFRS-based  fAnsneml
scvonirlam standards in edonesia, starlicg o F0LE,
it 15 nol an easy thing e osers of Onancal

siaernents io be able 1o undersiaml acriviides that
lead t ather oomprebensive dnoome tems. It s
ditferent from the setivites of companios thar sre
Idadisd o the ner  Docdone conipeesenl edause
waers of finemoal stabements ore Tamdiar with neo
imome beloee 1he adoption ol [FRS i carvied ot in
financial - srcomning standards m eloresia.
Thersfone, wers of lpandal siaeEnenss osed o
differentiate the troatment of informatlon in profE
o1 boss and ather comprehensise indome,

positive efect of nef come sty oo
idinsymeratic volatiliy

The mesult of empickal testing shoes {bat the
imleraction varsble between denvative fansclions
and profiwbiliyy salisiidily beas a posiine elfss oo
idinmymoratic valasliey. Ik indimtes 1hat the valatiliy
of et meome that has o dervative Imnsasction
resall s in the unsvslematc rigk. From the company
shile, derivatlve iranssceions meated by compank s o
Indoniesia are not wsed as a ool o micgste risk,
whereas from  ihe  investor's  dde acrounting
irdarmarion in e kem of disclesuare of demvative
tramesclisms in noles o foecid =alenrenis Tor
whatever  purpose  thar mse s consklensd  as
derivitnes whose nalare 1ends & be the sames as
derbvatsves  for purposes  speodailve,  Thereloce,
ivestors o Indoncsds  are sespected  of  oaly
knowing derivative ransactime, mie w3 ol for
risk marggemeni In weducing vhe smceriaing of the
veinpiny 10 the futmre. S0l denvatve ranmaclisons
are cnnsadened b endarger the comipany's canditicn.

The mss of derwanives by rompcdes o
Irehonneala §s i lnee wiih Lan 20060, whieh stales
thil the wse of derivelive instrangnls m devckopicg
pounbnise s s boocprse g dedine i the valbae of the
rampany. ek mslibalioms md  govemance 0
develnplng ouniries amd defvative markees (o less
lquid  developing coanires are triggers Bor the
Irdtecrive men of derivatves. This condielon reailis
it the Ttk af e MTectiveies s of the dervatives med by
vampmics mul different functiomes when wed by
vompanies . develops]  couninies. The ase of
derivatives  1=med by coenpandics G develnpsd
ceyies  can redloce company  rEk Decause
rompanics 0 developed o use Toancial
derivatves more Tor msk management compared o
Irading purpioses (Husag oF al., 20071 Alas fhe ose
i derhadve Insimumenis o developed o Hes
wins fo :‘Jgnll'l.-:mrlL reduce fnencil exposare o
minimize the possdbility of Dnancdal dserese and
it gate urderdnvesumen probkoms (Huang e al,
2017 Therelore, (b ae of derndtive tranmactions
in Ilearesis 2= a divaloping country can strergthen
the positive influence off nel meome mslabibly oo
- alemanc rikk,

Fesedl o the rewull of a el in this sty
irdlicater that the net mcemme vidstility m compani=s
that  have  insimmentsSdervaiive ransaciions
trgpers the ememenoe of unssieomii nsk because
Ieastors ard wiorrkd abeal tho condinen of tho
rompary in the tumre concdering the compame
sl Deranr e potential lossis on e ownership of
dervalives wesd 1o lepd specalotively, Ionveskors
congider the net meome  instability  doe e
vampany emmership of dervanve muiroments 1%
onsidersd  becawse  the company wwes these
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Insirumens Irnnsactions for mansgenenl parposes
anly. Thie problem of Infarmation asmmsetry also
enpmimgEes the assumpbion that - derlvadue
enadierabdp Tod & parpose cain e codisidened B
weem of Moomial statements, especally invistins,
endangering  the  compimy, Inwveshos ae ool
indvemed af the real meaning of momagement policy
in the we of defdvaives. The policy s cunsdered
thal lrveshors are noi bn line with the Ineress of
invesiors, As @ resull, the bebhavasr of companies
that have derfvatives has the povnidal i endanger
the sustainabiliy of tbe mmpany in tbe Future
bernse the mmpany can bear o sdgnificann loss
aesnnaeed with derlvative ownershipe Therelane,
gl oF depivallves wilh spesculalive purpsss
i vulmmble o fpaccisl distress, especislly By
Togking af the insiahility &l & company™s income
statemeni fram @me o Hme urwaningsan etoal.,
20HE FL

heoording o Canoor oal. (201EL  derivagive
TrAEAriEma owmed by companies when imed wich
hedglng purpokes gl o _I"i."!nl.ﬂl in shaves il are
vahwd b ke by insestom, o oownership of
derbvatlyve iramsactions Is dlesely related 1o che leved
al ernar in the impositn of shatk prices. Hovoues,
emerzbip of demivarive mansecions, (B the lmg
run, cun incregse and  ocorreet mistakies in the
impozibon of shsck prices in o procese that is ool
instanl. Derivatives o bedpe @0 boosi share pres
anil minimize risks mast be owned by the commpny
combinseualy, cat temporary ones (Coa et al., 2KEL
Azsnciatved wirh the ineonsisenoy of companies in
hodding derivanives Tor Tedging pur poses, basad oil
duta nn discdosure of dernative information m the
nikes ba the fnsndal siatements, companics in
Idnpeslsy i thiz mesearch sampde  hae have
derivatives with Pedeling purposc Copsiaenly from
2002t 2017 only b 215 percent. Therelore,
ansnersbap of derpealives with hedgiong purpos es by
compank= m Indonesa 15 ieffective, amd o
pendds to b= the sanye as Jecivative awnersbdp wich
speoulative purpases.

4.6 Derwative ranssctions do not strengthen the
positive effect of nther comprehersive moome
volatility on idiosyneratic volariEty

The result o ecmpicical 1estiog shows et the
inferaction varisble between decivative mane sctions
and piber comprehengsy moome vilaliliby B a
pmitive oflect on kissyoereli vadatility, 1 indicates
that 1he ather compnchensive income voladlity that
haz demvalive ransachoas resulls m oo
unsyEemaic risk. Hassd oo the tes resule o this
study sagpesrs that the ownership of derivadve
trangarfems in donesia & pot irated Tor hedging
purposss and tends g e veed T specidarive
purpiosss, Abx o 8 ceEnoparny mnploments dorisalive
Irensaclicme with the pompsse ol bodging o e
hopre al reducing the company's miske then that
cipjeriive will npoi e effeciively crded out in
Indomesa. Meamehile, investors o Indonesia are
agpeecied of wHll mot vnederstancing the company's
indeniinns o the pwnership of derivatives asaming
that wwnershdp of derbvatves by tbe company <ould
ondanger the rmpany in the foture Disclosuro of
Thie TaiT valae af derivative insimimems iking the Fair
vahie i the notes o te [onanciel steboasents i sl
an FEAK B0 AL 20LEI

Investors  in Iddomesla are less able
dfforentate between derivatives o bedging and
speculatine urpaes, o pwoership o dervarves
Tor hedgng pairpsses 5 o coneidensd investins
can endanger the condidon of tbe compary o the
Mt a8 A mesul af porental Irsses that mast be
hogmee I rhig cammipany e mieeting s obligaiemns,
Irvestirs axsuane thot other comprehensve inoame
that is o slable can kead b fsks For the camparmy:
that eam disrupl the comlmuty of the qamparmy in
the futare if the oompany  has dedvatve
irestrucoesits. The test result o chis siody mdicates
that the other meaprebenslye inoome valatility ran
have i positive effect o Elicsvmoratie volailicy ar the
vempany  hos derivolives, The use of dervatbyve
irstrmenis 6 presnred 1o be sl not used as
snpulakd i Faak 55 0AL JIF1ED and PSAE &0 1AL
2018), where companies tend o bave denvathes,
nal for prurely hedging purpeses. In gxsence, the wae
ol denviikives for bedgicg porpinses s closely’ relsted
ta the comipany’s siravegy Lo moisaiing risk. Polloy
nuoEgers In componles o Indocesia may  use
derlvatie insmiments in gencral, and it 15 sl
aimard ar e interesis of imes@ors inothe bope of
grlting profils in the Tulvee, Therefre, the use of
dervuine Iransactione by comparies i Indunesia
nit effectnvely =sed ax o ool Far risk mitigaton,

The me of denvabve siTruments . for ame
parpose in developing coantries tends Bn casse &
decling I itk Mres valbse (Lo 2016 & §s due o
weak iosdmtkns and govermaoee nodevesipiog
countries arsl dechabive markets in less lguid
developing coantries. Therefore, the effectivencss of
derivarwes plavs & less e in miblgacing risk,
derivare wwnership weds o be harmld e the
vompany. The apposdie combiion oours when the
e ol depvatwes in devekiped countnies, the nwe of
dervatve  mamership, o reduce  the staodard
deviation of stock rehons and systemacic sk
beraisce companics o develnped ¢oumries’ financial
derivares are more aimesd ar riEk management
coampaned 10 rrading aectives dHoamg e al,. 20070,
Dilferent  sompony  conditisms in developing
vomnlnes such  as  Indomesia with  deseloped
reuprines (o ireabng derivaitees are alsp different.
The pesuli of (hie shady indicotes thak owmershap of
derivatve insiromenls tends fo increase The peetiive
influence of aiher omnprehensive income volailibe
m idkevreradic  viladilicy o Indonesia, . Other
pomprehensive Income lems thol adee as & reodt of
rompany palicy mo ceate anasemate i 3F the
vompany as derpeatives, The instabdity of oher
vamprehengve  lpgomw Dems  appearing  froin
meanagement pohides  within the company rather
thim fram ibe ndarmml octiviges of ihe company ren
pose an unsvsbemaile sk oo ibe oampamy 1IF the
rompany has derhvatlve mramsaciiona

They are mehited to tho irsisbding of other
comprehensive  ligome,  whiclh  pesalte 100 &
unsysrematic risk Il the company has derhvative
irermiments 10 devloping comdries (Qaw, 2008
Al the osnership of derlvarive msrEnenis it
thi purpse of hidping oened by the company is
nil continuoss, oonsikdensd sl 2% 2 strobepy in
reduikdrg;  cormopany nsk.  Hedge  demative
Irssrmenis ovmed by companies wend (o cease the
comparys shares to be overvalumd by investors, s
wemership af derivative irarsactions with bedges is
Rty pelaned 1o rhe Tesed ol ereaf | e imposirios
of astock pmices av el oal, 3018k Mandutary
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reciopniiiem and disclosare of dervatlye smnaments
Ty img cn mduce momparn sk eapesnre
including - irderral dsk ar ddioeynceraic valaiilig
flesseni, FEIGL The use af derivatlve [netianels
wlih & proteceive obfective can ideally reduce the
positive influenee o other compeebenslye Income
welatiity - em TR TR LT IRTINS e
cumprebenssoe moomne ens asl idbosng ratic nsks
arige bocause of policies takenn by compames: thal
have a higher nsk. This siody prvees thal the
awnenship of derivarive instmuments, Aibough used
for hedging porposes, wends 1o inorcase the posiiive
effert ol other rompeehendse incame salsiin oo
nlEsy narand alanling,

The test pesuli in this study alss skrmoed that
derivatives fend o irigger doks that necur due o the
nstakiliy of  oeher  comprehensiy indoime
Dertvailve  ransactinns that are desdpnated] as
hiedging  instrupents recefve special accoanting
Trestamiend becanse 1he compamy can makch the gains
e losses of derbvaglves wiili the underlving dbeEms.
Canversely, derbvatlves thar are not desigraned as
speculative ar melfectve hedges slpgnificancly affect
The amnami of oampany rewerme, esllting inoa
nuismsich b hwvwen ke sdvanlages and
elizesdvamEngen of the denvatnes os wiell pr the logses
and gaing from the anderhing assets. When the
sompany ckwes nol have dertvakives wiih specalaive
purpnses, investars will nint respond o formaton
ahout otbkr conprelicnsive income tn be used as a
foal i imoestment decidon  making.  Envesbors
assame that  lems from other  comprehensive
e are consickeed unstable, and thedr relevance
o the enniiy’s oore MIsiness pesilis will romfuse
wipers of finandal stsemens and coose gnifican
masinberpretations of the entitys peffarmance (Khan
& Eradbury, 20061 vestors o dosesio ooosider
that infaomation melaied b other comprehensive
inonine fbems s new o ibe finencial siolements afeer
the compary  applles  IFRSbmed  decnumting
srandards Alsiy, other comprenensive iInoome ifeme
have  {ilferens  propertics, ame less  ooncrolled,
challenging 1o predist, ond capnct bBe linked o
maregenenl pedormance (Khan & Bradbeary, 20061
Alscy fermns I piber oanprehensive income aré ool
viry  wnderstunsdabde By bnvestore o Indonapda
indially id not gor pn investor pespomse Blinsiver,
when o canpany hes o dervaite fmmsaction, (b
iwvesior cunslders that e Dsabilly of otber
quurtedy comprelorsive noame inthe cwrent yoar
ingtirectly  tripgers  ihe  company o hee an
inrvasingly svwlemmaric fsk Thus, the pesulv of
Texting in Vhis stush proses (hal nvestors do b use
the usefulness of sccountmyg information mo the
foorm o other gquarierly amprehenshe mosme in
the [narkisl shitements i the owgrenl year in
asscaslng  the compamy's  condidon il the
disctesiare of aromoiting information o the form of
derivatle IransAcrs 10 he ooses o e Nl
stobemaents & sipulated o PHAK GOOILAl, 2008
Tealdte In 0 negativie rdspanee from estors in
atspnslig the condicinn of the coanpany™s e
vear i well as abore miformation on e copital
market, epecialh unsystemabie risk.

5, CONCLLSION

Based cn the kel resoles amd  disoassion in the
prevaows sistion, comprehensive oame solabliby s
N assnciEed with Elicsynerand volanhty, The valar

uf coprehensne noome for the year s stroogly
influenced by net [eomc becauss s mmponent
irclikdes HFX of comprehenswe incame. Alihaugh
T iovestoms, B0 I8 Gl eosy O e rpees cel indoense
information wing [FESHased Goes:iol sccemn livg
slandards,  myestors hme known  nel indome
infarmatinn using  previons  Tinancial  accemniirg
stundards . s thar  ovestors . resposd
ramprehensive incons Infarmation the same as
irestors’ megpunses boopel ibciome Nek indome
vilaility 3% e associaied  with  dbsyneraic
valatliy. Hosever, informaton oo the solaiidingy of
the quarterly net Incoime feom the preyvims year can
he usidl s A hasis lor assessing a company's
idbesvircraele  wdatiliny, Changes  In TFRES-Dasdd
finangial peossmeing stendacds  comee wsers of
financial stements, sspecially ivestors. 1o take
fime  tn  iolerpret and  evalmie  accouniirs
information related w0 mansggment polloes  of
nperatng  acthities mefleciod  in et come
irdarmarinre Cidher comprebwnese inocimne volariing
fuirenn vepl and poAkiUs e ane ol associaied
wilh klissyncrola volatility, QOther comporhenaive
Imerand: Eems arlginating Fom acdvitis snside the
rmpEnyE regular operatinns o not Becnms 16
artmactve  [mifemmatics  for Dvestois Therclare,
pocombing informotion on the velstility of other
vomprehensive income in B current year or the
presaces year Is ned oamed b assess the company's
sywiernalc risk.

Furthermors, Heding the study indicates that
the  Inioretinn verkhliz Btween  derivatvi
IransECTEHs Al copprehersive e Volanlin
have a poaitive cffect oo idivsyneratic valstify, e
shuws that the sclatility of comprehensive inoome
rhar Fas denvarive ransactions resule in rhe nsk af
svnlemaild Tallire. Mvesiors inay Be more neergsned
in information on comprehensse anoosl income
thin mbormatian  on quiarlerdy  comprehspsive
imame. Henvever, U the compsoy beso s deriva ive
transactian  unstable  quarterly  comprehensive
Iroene dndfoemadon  cesulis N lovesior  conoerm
rﬂill;ll B rhe emergencs af amsysiemanc r=k, The
line pagtion vaieiles berveen B fvalive tragisalans
and other comprehensive income wvaatility bave @
positive offedl on sdivsvnertic valablity, I sogposs
that the volatilily uf pel inoome that bas a dermadive
iransacikin results Inoibe ansyaiematic risk. This
findirg supgests thar investors ore conremed aboat
the infarmatiom albout the instability of nel inoene
that  pocurs n companies  thai disclose  the
wenership of deriyathve instrumenis that vend @ be
used for speoulatve purposes, The  Eeraciion
varianle Beneween derivarive transactions and arher
compiehensive Incoae salariity s s posinis of fe
o idiosy peratis valatility. 1t shews that the volotline
] mlhir comprebensive inoamne that s o dernea ive
tramsscidmn resulis o the unsysiematic nsk. Ciher
pomprehensive dncome infornaation 1s mlommation
contained in fnancial saicments after companies in
Irsdonesia apnly TFRR-hasesd Moancial - aovoanting
stundards stacting in 2002 Other comprehensive
Ircome Liem infoomstlon Is new informastion for
uacrs of finarcol stocnwns, soowsers of Anencial
Erabemen s peed rimse o e abde o underemnd inens
wiher soimprehsrsive income ilores, fonmation oo
piher smorterdy csmprehersive camiogs solobline
was il ool responeded 6 by inveslors m
e cison mking.
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This siudy lees seversl lmbailons Forsi, thds
sty cvamines the rsk of acooantng informatinn
dize m IFRY adopion in ndonssia, which began in
2002 appinst unsvslemanie ek oas pedicged b
ailisyucrmi volatility, Themnelore, e soaps: of dola
and informsation s enly limdted s the conditison ol
prsmpariies In Indonesia. Thos, the resulis abtxned
in ihis simdy cannot seremliee the resades for data
from other deseloping and developed tountries
Sodond, Ehe pwnership of déerivatres i Inddmesia js
guaie ke, It moght be due o ibe lack of a fermal
dierbvallves marke! i Indonesda or the lack of Uoud
derlvatives markeis in Indonesia, Thied, considering
That IFRS adoption has ooy been started in 200 2dn
Nilorssca, Nmancial Alareimsinn dota 1ha) hivg a nel
oo, olber comprebemsive inomme. and
gomprehensre inoome information can anly wse the
srmpany’s Ananci] saiement dafa strbng in ZE2,
o ihat ke clme hocbeom ased o chds soady 15 not tou
long
7 Thiredore, fumere sisdies can be develnped asing
diva frogn ocher omengdog  CHMIY  Onipanlss -
AREAN couniries, and ko develaped countries bath
by weng data ad Information on Det ncome, other
crmprvhensive ey and enmprehensive income
Boch guaiedy ond anmaslly wioch is oxpecied o be
ahle 1o compare the results of this study. Palure
efudies can aleg tect nel imeome valatility by using
elitd bafore and after the (FRS sdispiam o campare
the cesulis of cesilng sgains ddxesyaorats volaiing:
Furthernsore, tho e stody can esamine the male
ol Sernative Maneactims as & mnderarmp. vanabk
I ousing onher  developing  ceninlies Dedause
derivative frunsmtions sk ot hiv'e 2 transparent
and less Dguwid mackst in Indemesin.  Moregwer,
COTROrAN: penernandae distoaine varahles an be
uEed] as oA paoderaving vartable in sulsegaenl studise
in leximg ref tnowme volakiity, other compechiensive
incoime - volaklity, amd  comprehengsne income
valatblty sgains idxsyncraic volatiboy, wiod s
eqpicted o reduce  the relatonship  betwsen
comprehonsse meanw volatdiy and Idosymcradc
wellariling
Based on rhe vessiles of this siidly ldesion:

butter  understand  Bnancial  aseunking
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