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ABSTRACT

This paper describes empirical evidence that investigates the effect of boards’ charac-
teristics and voluntary disclosure on the accounting information value relevance.
Voluntary disclosure (VD) is measured by voluntary disclosure index, a measure
which in line with some regulations in Indonesia, especially the Company Act No. 40
of 2007 about the limited corporation; board’s characteristics are proxy by board’s
independence (BIN) and board’s size (BSIZE), whereas value relevance is measured by
the Ohlson Price Model. Using the 119 manufacturing firms listed in the Indonesian
Stock Exchange (IDX) for the year of 2011 to 2017 as a sample, taken by purposive
sampling technique, this study finds that the voluntary disclosure strengthens the
value relevance of earnings number but decreases the value relevance of book value
number. Moreover, board size strengthens the value relevance of earnings and book
value. Finally, board independence strengthens the value relevance of earnings num-
bers and book value number. This study provides additional evidence about the
influence of boards’ characteristics and the effect of voluntary disclosure on the value
relevance of accounting information with the evidence from Indonesia.

Keywords: Voluntary disclosure, board’s size, board’s characteristics, value rele-

vance.

Paper ini menguraikan hasil penelitian yang menginvestigasi pengaruh pengungka-
pan karakteristik dewan komisaris dan pengungkapan sukarela terhadap relevansi
nilai informasi akuntansi. Pengungkapan sukarela (VD) diukur menggunkaan indeks
pengungkapan, sesuai dengan regulasi yang berlaku di Indonesia, khususnya Un-
dang-undang Perseroan Terbatas No. 40 tahun 2007 tentang perseroan terbatas;
karakteristik dewan komisaris diproksi dengan independensi (BIN) dan ukuran
(BSIZE), sedangkan relevansi nilai diukur dengan Model Harga Ohlson. Dengan
menggunakan data perusahaan manufaktur yang terdaftar di Bursa Efek IIndonesia
(IDX) pada tahun 2011 sampai 2017 yang dipilih menggunakan teknik purposive
sampling, penelitian ini menemukan bahwa pengungkapan sukarela memperkuat
relevansi nilai laba namun menurunkan relevansi nilai untuk nilai buku. Selain itu,
ukuran dewan komisaris memperkuat relevansi nilai laba dan nilai buku. Terakhir,
independensi dewan komisaris juga memperkuat relevansi nilai laba dan nilai buku.
Hasil penelitian ini melengkapi hasil penelitian sebelumnya tentang pengaruh
karakteristik dewan komisaris dan pengungkapan sukarela terhadap relevansi nilai
informasi dengan menggunakan data perusahaan di Indonesia.

Kata kunci: Pengungkapan sukarela, relevansi nilai, ukuran dewan komisaris, inde-

pendensi dewan komisaris.

INTRODUCTION

This paper describes the result of empirical
research investigated the effect of boards’
characteristics and voluntary disclosure on
the accounting information value relevance
for public companies listed in Indonesia
Stock Exchanges in the year 2011 to 2015.
This research is motivated by previous re-
search who solely focus on the effect of
voluntary disclosure on the stock liquida-
tion (Leuz & Verrecchia, 2000), the effect of
voluntary disclosure on the cost of capital

(Botosan & Plumlee, 2002), or the examina-
tion of voluntary disclosure determinant
(Wang & Claiborne, 2008). Moreover, other
previous research shows a mixed result.
Some report that the higher voluntary dis-
closure does not strengthen the correlation
between current return and future return
(Banghgoj & Plenborg, 2008; Lundholm &
Myes, 2002). Alfaraih & Alanezi (2011) find
that that voluntary disclosure does not af-
fect the earnings and book values value
relevance, whereas Mashayekhi (2014) and
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Mashayekhi, Faraji, & Tahriri (2013) report
that for high-quality disclosure firms the
disclosure qualities have less value rele-
vance, while Ahmadi, Valipour, & Talebnia
(2014) report that the increase in voluntary
disclosure level leads to the increase of in-
formation content of the earnings and
book values. Finally, Belgacem (2014) find
that voluntary disclosure does not affect a
firm’s value.

We suspect that such inconsistency
might because of other variables that affect
the accounting information value rele-
vance. This condition, therefore, opens an
opportunity for us to do further research
about the effect of voluntary disclosure on
the accounting information value relevance
by involving one of the corporate govern-
ance (CG) mechanisms, which is board
characteristics since we believe that the
board characteristics are more related to
information production activities.

Empirical research about value rele-
vance was started since 1968 following
publication by (Ball & Brown, 1968) who
published a manuscript about accounting
income. The research triggers further study
about the use of accounting numbers by
investors and also changes the next re-
search direction by showing the existence
of a correlation between stock price move-
ment and information content of account-
ing reports. The next research about ac-
counting information value relevance was
performed by Francis & Schipper (1999)
which proves that association exists be-
tween book value reported earnings and
stock return. Alfaraih & Alanezi (2011) ar-
gue that the main requirement for the ac-
counting information value relevance is the
disclosure practice quality and degree. The
good quality of information disclosure is
needed to guarantee that the capital mar-
ket and economies well function (Levitt,
1998).

Disclosure is also able to overcome
the information asymmetry between princi-
pal and agent since asymmetry happens
when the principal hides a part of account-
ing information (Krismiaji, Aryani, & Su-
hardjanto, 2016). Disclosure is also useful
to provide more information, especially
information about firm value. Alfaraih &

Alanezi (2011) argue that firm value infor-
mation may prevent investors to underval-
ue the firm's stock price. Incentive power
of preparer affects high-quality infor-
mation disclosure (Juhmani, 2017). Verri-
est, Gaeremynck, & Thornton (2011) argue
that firms that have a strong CG mecha-
nism are likely to produce higher quality
financial accounting reports. This research
aims to fill the research gap by conducting
research that investigates the effect of vol-
untary disclosure and board’s characteris-
tic, one of CG mechanism elements, on the
accounting information value relevance in
Indonesia. Therefore, we state our research
question as follow:

RQ1l. Do voluntary disclosure and
board’s characteristics increase the ac-
counting information value relevance dis-
closed by Indonesian publicly-held firms?

This research has at least two contri-
butions. First, it will enrich literature which
is related to the effect of CG characteristics
and information voluntary disclosure on
the value relevance of accounting infor-
mation. Second, it could be used by the
rule maker’s institution to increase volun-
tary disclosure potential and increase the
quality of boards to enhance the infor-
mation value relevance reported by Indone-
sian companies listed in Indonesia Stock
Exchange.

This manuscript is presented as
follows: Section 2 discusses literature
review and hypothesis development
whereas section 3 presents the research
method. Section 4 discusses hypotheses
testing and results of data analysis and
finally, section 5 presents conclusions,
research implications, research limitations,
and further research opportunities.

LITERATURE REVIEW AND HYPOTHESES
DEVELOPMENT

This research focuses on the value
relevance of accounting information. Value
relevance is the ability of accounting
information to affect the value of the share
(M. E. Barth, Beaver, & Landsman, 2001).
This research uses agency theory because
the extent of information disclosed in the
financial statement is affected by the
managerial incentive. Disclosing
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information is one of the agency problems
since it can create information asymmetry.
To solve this problem, Jensen & Meckling
(1976) suggest companies to fully disclose
financial information. Moreover, previous
researches also use signaling theory to
explain manager incentive for disclosure.
This theory explains how to reduce
information asymmetry by disclosing more
information to the market. Hughes (1986)
stated that disclosure is an indication of
the value of the firm. This disclosure is
reliably valid because it can be confirmed
in the future. Therefore, the disclosure can
be used by managers to inform investors
about the firm’s value and to distinguish
their firm from others.

Firms have motivations to voluntarily
disclose certain information. Usually, they
disclose additional information when they
want to issue securities or plan to purchase
other companies to affect investor's and
external parties' opinions (Healy & Palepu,
1995). When the firm’s stock has a lower
value, a firm's managers are encouraged to
disclose voluntary disclosures to correct
the stock price (Verrecchia, 1990). Gross-
man (1981) stated that the main manager’s
motivation to disclose more information is
to prevent investors to use information
from other sources to undervalue the
firm's stock price. This motivation is trig-
gered by the fact that the asymmetry of
information between agent and principal
will happen if firms do not provide
information completely (Petersen & T.
Plenborg, 2006). Kargin (2013) states that
value relevance is the information ability to
condense a firm value. Accounting figure is
valued relevance if they contain
information which affects share price. The
value relevance is determined by regressing
market returns on accounting figures to
discover whether the association between
variables exist (Suadiye, 2012).

Value relevance had been studied
from several perspectives. Miller & Modi-
gliani (1966) perform the first research in-
vestigated equity value in the cost of capi-
tal, whereas Ball & Brown (1968) relate
earnings to share prices, and Ohlson (1995)
associates earnings to the firm’s market
value. Alali & Foote (2012) find a positive

correlation between cumulative returns and
EPS (earnings per share), and a positive
correlation between book value and share
price, while Kargin (2013) reports an im-
provement in the accounting value rele-
vance in the post-IFRS adoption period for
the firm's book value but there is no im-
provement for earnings' value relevance.
Previous research shows that firms obtain
benefit from presenting additional
information, which 1is decreasing
asymmetry of information (Petersen &
Plenborg, 2006), cost of capital reduction
(Botosan & Plumlee, 2002), and increasing
the market’s ability to hold a more news
about future earnings to affect present
returns (Lundholm & Myers, 2002). Yet,
there is a basic question about the effect of
voluntary information level on the
accounting information value relevance.

Investors recognize the CG’s vital role
in increasing the firm’s value (Alkdai &
Hanefah, 2012); thus they agree to pay
more for firms with CG. De Jong, DeJong,
Mertens, & Wasley (2005) find positive cor-
relation between firm’s value and CG,
whereas Black, Jang, & Kim (2006) find
that CG is an imperative aspect of explain-
ing publicly owned firms' value.

Hypotheses Development

There is limited research investigated the
association between additional disclosure
and share prices. Research performed by
Lang, & Miller (2003) found a positive effect
of disclosure on the firm's value, but re-
search performed by Alfaraih & Alanezi
(2011) report that voluntary disclosure lev-
el does not affect the value relevance of
earnings and book values. Similarly, Bel-
gacem (2014) report that voluntary disclo-
sure does not affect the value of the firm,
whereas Banghaj & Plenborg (2008) report
that voluntary disclosure does not affect
the correlation between current and future
return. Another research performed by Mil-
ler & Piotroski (2000) reports that addition-
al disclosure enhances the correlation be-
tween the announcement-period stock re-
turns and earnings information. Addition-
ally, Lundholm & Myers (2002) report that
additional disclosures provide investors
more able to estimate the future perfor-
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mance of the firm, therefore their current
share returns indicate more information
about future returns. Kothari (2000) states
that market participants need qualified in-
formation to alleviate the information
asymmetry between agent and principal.
Barth, Landsman, & Lang (2008) stated that
the high quality of accounting information
leads to a decrease in earnings manage-
ment, and increases the relevance of earn-
ings and book value. Finally, Scaltrito
(2016) report that the voluntary disclosure
level positively affect the value relevance of
Italian listed companies.

Based on the above description, we
conclude that how voluntary disclosure
affects the value relevance of accounting
information is still needs to be further in-
vestigated. Therefore, we state the hypoth-
esis as follows.

Hla: Voluntary disclosure positively af-
fects earnings value relevance

Hlb: Voluntary disclosure positively af-
fects value relevance of book value

Board characteristics used in this research
consists of board independence and board
size. The big size of the board helps directs
and advice about firm strategic choices and
plays an important role to create the identi-
ty of corporate (Rahman & Ali., 2006). How-
ever, the big size of boards is also assumed
to become ineffective and make it difficult
for coordination, communication, and deci-
sion making (Alkdai & Hanefah, 2012). Pre-
vious research about the effect of govern-
ance is performed by Malik & Shah (2013).
They report that that book value per share
(BVPS), EPS, and CG quality affect the stock
price significantly. They also find that the
issuance of the code of CG affects positive-
ly value relevance of book value and earn-
ings’ value relevance. In terms of board
size, Alkdai & Hanefah (2012) find no asso-
ciation between the larger proportion of
independent directors and the informative-
ness of earnings. Bahri, Behnamoon, & Ho-
seinzadeh (2013) reported that the board’s
size is not effective in increasing account-
ing information relevance. Yet, Alfraih &
Alanezi (2015) report that the board in-
creases the accounting information value
relevance. Specifically, board size has an

association with the firm's value. Almari
(2017) finds that the board size has an as-
sociation with accounting information val-
ue relevance. Malik & Shah (2013) find that
BVS, EPS, and CG quality affect the stock
price whereas lkram (2016) finds that CG
has a significant effect on the accounting
information value relevance in which board
size has a positive impact on EPS. Based on
this description, we state the hypothesis as
follows.
H2a: Board size positively affects the value
relevance of earnings.
H2b: Board size positively affects the value
relevance of book value.

Boards’ independence is depicted by the
external board’s members. Assigning the
external board member is important in
monitoring corporate management. OECD
(2004) claims that board members with
sufficient independence can affect board
decision making. They may deliver some
objective opinion in evaluating the board
performance and management perfor-
mance. Previous research reports the posi-
tive association between board independ-
ence and the monitoring effectiveness of
financial statement preparation. This, in
turn, enhances accounting information val-
ue relevance. Mungly, Babajee, Maraye,
Seetah, & Ramdhany (2016) found a posi-
tive association between the net asset and
EPS with stock prices. Holtz & Neto (2014)
find that board independence characteris-
tics affect positively equity value relevance.
Abdoli & Royaee (2012) find that the num-
ber of independent directors positively af-
fects the informativeness of earnings.
Based on the above description, we state
the hypothesis as follows.
H3a: Board's independence positively af-
fects the value relevance of earnings.
H3b: Board's independence positively af-
fects the value relevance of book val-
ue.

RESEARCH METHOD

Sample selection

This research uses a sample of firms which
are listed on the Indonesian Stock
Exchange (IDX) for the year of 2011 to
2017. This research period is selected be-
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cause in this period all relevant regulators
such as the International Financial Report-
ing Standard (IFRS) and the Indonesian Cor-
porate Governance Manual of 2014 had
been implemented. This research uses a
purposive sampling method to select the
sample. Several criteria should be fulfilled
to be included in the research sample. The
first is that a company is a public company
that is listed in IDX from 2011 to 2017. The
second is that the companies are manufac-
turing firms. Manufacturing firms are se-
lected because of their complex business
activities which could represent all other
industries. The third requirement is that
the firms have data that can be publicly
accessed. Data is obtained from three
sources: (1) Indonesian Capital Market
Directory (ICMD); (2) Indonesian Stock
Exchange website (www.idx.co.id); and (3)
firm’s website. The unit analysis used in
this research is firm-years. Based on the
criteria, this research uses 119 firms so
that the total observation is 833 firm-years.

Variable Definition and Measurement

This research uses a measure of voluntary
disclosure (VD) which in line with some
regulations in Indonesia, especially the
Company Act No. 40 of 2007 about the lim-
ited corporation. Voluntary disclosure in-
dex (VDI) is an instrument that is valid and
reliable to measure voluntary disclosure (T.
Cooke, Omura, & Willett, 2009)(Cooke &
Wallace, 1989). Reliable means that a simi-
lar result will be obtained with a similar
instrument for a certain time (Marston &
Shrives, 1991). We also use the index to
measure voluntary disclosure. Our index is
designed by the following steps. First, we
refer to the index used by Alfaraih & Alane-
zi (2011). Second, we identify and remove
from the list items which mandatorily
should be disclosed based on the compa-
ny's act of 2007. The result is a final index
which consists of 51 items. Consistent with
such previous research, our index consists
of eight groups which view that all disclo-
sure elements are important for financial
reports users. Therefore, each item is stat-
ed to 1 if such information is disclosed and
0 otherwise. Finally, all scores are summa-
rized and divided by the maximum scores

if all items are disclosed.

This research uses the Ohlson price
model to assess value relevance. This mod-
el is used for testing an association be-
tween stock price (market value) and book
value (Ohlson, 1995). This model connects
market value with the reported earnings
and book value. Abnormal earnings are
proxy by the current year’s earnings and
the present value of expected future
normal earnings is proxy by the book
value. The price model denotes that the
firm's share price is affected by earnings,
book wvalues, and other value-relevant
information. The relationship between
stock price and earnings and book value is
used as the main figure for measuring
value relevance of accounting numbers. If
accounting numbers have value relevance,
then there will be a relationship between
stock price with earnings and book value.
Additionally, the coefficient of earnings
and the coefficient of book value will
statistically significant. The relationship is
measured by R? (the explanatory power) of
the regression model. The model is as
follows:

P =a_ +BEPS +B.BVS +e (1)

Where:

P, = Stock (share) price firm i at year t,
three months after the fiscal year-
end of time t

EPS = Earnings per share of firm i at
year t

BVS = Book value per share of firm i at
year t

. = error term
Other independent variables are

board’s independence (BIN) which is meas-
ured by the percentage of non-executive
(external) director on the board and board
size (BSIZE) which is measured by the num-
ber of boards member in a company. Previ-
ous research find that some factors affect
earnings value relevance and value rele-
vance of book value, including earnings
sign (Collins, Pincus, & Xie, 1999) and size
of the firm (Babalyan, 2005). Consequently,
the price model includes profitability and
the firm’s size as the control variables in
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testing the hypothesis. Profitability is a
dummy variable, which equals 1 if the firm
achieves negative earnings and 0 otherwise
and it proxy by Loss. The firm's size is
proxy by size which is measured by the
natural logarithm of total assets.

To test hypotheses 1a and 1b, the VD
is included in the model to detect its effect
on the value relevance of earnings and
book value. Similar ways are also per-
formed for board characteristics to test
hypotheses 2a and 2b (board size) and hy-
potheses 3a and 3b (board independence).
The variable of interest for testing such a
hypothesis is the interaction between ac-
counting construct and voluntary disclo-
sure construct (for Hla and Hlb) and the
interaction between accounting construct
and board characteristic (H2a, H2b, H3a,
and H3b).

Model Specification
To test hypotheses, model (1) is extended
by involving variables of voluntary disclo-
sure, board independence, the board size,
and control variables. Model 2a is used to
test hypothesis Hla and Hlb, model 2b is
used to test H2a and H2b, and Model 2c is
used to test H3a and H3b, whereas model
2d is used to confirm the result of all hy-
potheses testing. All models are as follows.
P = a + BEPS + BBVS + BVD, +
B.EPS *VD ~ + BBVS *VD  +
BsLOSSIt*EPS, + B;SIZE + e, (2a)

P = «+ BEPS, + BBVS + BBSIZE +
B.EPS*BSIZE, + BsBVS*BSIZE +
BLOSSIt*EPS, + B/SIZE, + ¢, (2b)

P = a + BEPS, + BBVS, + BBIN +
BEPS*BIN ~ + B{BVS*BIN  +
BoLOSSIt*EPS, + BSIZE,_+ ¢, (20)

P = a+BEPS, + BBVS + B;VD, + BBIN, +
BsBSIZE, + BGEPS *VD + BBVS *VD +
BEPS*BIN, ~ + BEPS*BSIZE +
BuBVS*BIN ~ + B, BVS*BSIZE,  +
BLLOSSIt*EPS + B,:SIZE +¢,  (2d)

Where:
P = stock price per share for firm iat
time t, three months after the

fiscal year-end of time t

EPS = earnings per share of firm i at
time t

BVS = Book value per share of firm i at
year t

VD, = the voluntary-disclosure score of
firm i at time t

BIN = board independence of firm i at
time t

BSIZE = board size of firm i at time t

LOSS, = dummy variable that equals 1 if
the firm achieves negative
earnings and 0 otherwise

the natural logarithm of total
assets of firm i at time t

= error term.

RESULT AND DISCUSSION

Univariate Analysis

This section discusses the descriptive sta-
tistic for VDI exclusively and descriptive
statistics for all variables. Table 1 present
the descriptive statistic for VDI. Panel A, in
Table 1 shows that the mean of voluntary
disclosure for firms listed in the IDX at the
period of 2011 to 2017 is 48.2% and has a
range between 0% and 78%. The mean is
larger than that of previous research per-
formed by Hossain and Hammami in Qatar
(2009) of 37%, and Alfaraih and Alanezi in
Kuwait (2011) of 22%. Although each coun-
try adopts different measures of disclosure
index based on its regulation, this becomes
one of the indicators that Indonesian firms
are better than the others in terms of giv-
ing additional information to interest par-
ties. Panel B presents the frequency
distribution of voluntary disclosure index
scores for 119 selected firms sample for
five years or 833 observations. The statistic
shows that 51 observations (6,1%) have a
score of 0.000 - 0.166 from total voluntary
disclosure index, 103 observation (12,4%)
have a score of 0.167 - 0.333, 156
observations (18,7%) have a score of 0.445
- 0.555, 253 (30,4%) observations have a
score of 0.445 - 0.555, 178 (21,4%)
observation have a score of 0.556 - 0.667),
and only 92 observation (11,1%) have a
score of 0.667 - 0.778.
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Table 2 which presents descriptive
statistics for all variables shows that all
variables used in this research have logic
variation. Table 2 reports that the mean
(median) of stock price per share for the
period of 2011 to 2017 is 4.566,92 (780,
00). EPS has mean (median) value of 671,23
(42,39) and BVS has mean (median) value of
4.899,56 (322,72). Table 2 also shows that
Size varied significantly in the range be-
tween 1,70 and 11,56 with a mean (median)
value of 6,79 (6,46). Meanwhile, board inde-
pendence (BIN) and board size (BSIZE) has
mean (median) value of 0,99 (1,00) and
4,21 (4,00) in the range between 0,00 (4,57)
and 2,00 (12,00) respectively.

Bivariate Analysis

Table 3 presents the correlation matrix be-
tween independent variables which is ana-
lyzed using Pearson correlation. Table 3
shows no correlation coefficient above 0.8.

This indicates that there is no multicolline-
arity. The correlation coefficient between
EPS and stock price (P) is significantly posi-
tive at the level of 1%. A similar coefficient
is also presented for the correlation be-
tween BVS and P, between VD and P, be-
tween BIN and P, between BSIZE and P, and
between Size and P. These results show an
early indication that voluntary disclosure
and board characteristics increase value
relevance of earnings and book value. The
more comprehensive testing is performed
by using regression analysis in the next
section.

Multivariate Analysis

The result of regression analysis is present-
ed in Table 4. We use four models. Model
2a is used to test hypotheses la and hy-
pothesis 1b, model 2b is used to test hy-
potheses 2a and hypothesis 2b, model 2c is
used to test hypothesis 3a and hypothesis

Table 1.
Descriptive Statistic for Voluntary Disclosure Index

Panel A: Descriptive Statistic

Variable N Mean Median Std.Dev. Minimum  Maximum
VD 833 0,482 0,50 0,157 0,000 0,78
Panel B: Frequency Distribution

Range Observations Percentage Cumulative Percentage
0,000 - 0,166 51 6,10 6,10
0,167 - 0,333 103 12,40 18,40
0,334 - 0,444 156 18,70 37,10
0,445 - 0,555 253 30,40 67,50
0,556 - 0,667 178 21,40 88,90
0,667 - 0,778 92 11,10 100,00

Total 833 100,00

Table 2.
Descriptive Statistics
Mean Median Std.Dev. Min. Max.

P 4.566,93 780,00 11.210,02 50,00  118.300,00
EPS 671,23 42,39 3.792,81 (17.350.40) 55,576.08
BVS 4.899,56 322,70 87.116,04 (12,182.44) 2,511,315.28
BIN 0.99 1.00 1.11 0.00 4.57

BSIZE 4.21 4.00 1.79 2.00 12.00
SIZE 6,79 6,46 1,24 1,70 11,56
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3b, and model 2d is used to conduct ro-
bustness test. The result shows that all
model used in this research is significant
(p<0.01) and explains about 65%, 67%, 69%,
and 70% of the relationship between
dependent variables and independent
variables for model 2a, 2b, 2c¢, and 2d
respectively.

To test hypotheses la and 1b, the
model used is model 2a with the variable of
interest are the interaction between EPS
and VD (EPS*VD) and BVS and VD (BVS*VD).
The result shows that the coefficient of
EPS*VD is positive (46.159) and significant
at the level of 1%, whereas the coefficient
of BVS*VD is significantly negative (-8.339)
at the level of 1%. This result shows that
voluntary disclosure strengthens the earn-
ings value relevance but lessens the value
relevance of book value. Therefore hypoth-
esis 1a which stated that voluntary disclo-
sure positively affects value relevance of
reported earnings is supported and con-
firmed by empirical data, whereas hypothe-
sis 1b which stated that voluntary disclo-
sure positively affects value relevance of
reported book value is rejected and is not
supported by empirical data. The test re-
sult of hypothesis la confirms previous
research performed by Barth et al. (2008)
who find that high quality of accounting
information leads to more relevance earn-
ings; Lang et al. (2003) who find that there
is a positive relationship between disclo-
sure and firm value, and Miller & Piotroski
(2000) who report that additional disclo-
sure such as forward-looking statements
enhances the correlation between the an-
nouncement-period stock returns and earn-
ings information in the next quarter. Sig-
naling theory explains that information
asymmetry can be reduced by disclosing

more information to the market and
Hughes (1986) stated that disclosure is an
indication of the value of the firm. There-
fore, the test result of hypothesis la also
confirms such a theory. The test result of
hypothesis 1b does not confirm any previ-
ous research. A rational explanation for the
hypothesis 1b testing is that many inves-
tors are unable to use such extra infor-
mation for their interest, especially to value
the firms. This also happens in other
emerging markets.

To test hypotheses 2a and 2b, the
model used is model 2b with the variable
of interest are the interaction between EPS
and BSIZE (EPS*BSIZE) and the interaction
between BVS and BSIZE (BVS*BSIZE). The
result shows that the coefficient of EPS*
BSIZE is positive (1.859) and significant at
the level of 1%, whereas the coefficient of
BVS*BSIZE is significantly positive (0.156)
at the level of 1%. This result directs that
board size strengthens the earnings value
relevance and the value relevance of book
value. Therefore hypothesis 2a and hypoth-
esis 2b are supported and confirmed by
empirical data. This result represents previ-
ous research performed by Malik & Shah
(2013); Alfraih, Alanezi, & Alanzi (2015),
and Ikram (2016) who report that CG sys-
tem increases the value relevance of ac-
counting numbers.

To test hypotheses 3a and 3b, the
model used is model 2c with the variable of
interest are the interaction between EPS
and BIN (EPS* BIN) and BVS and BIN (BVS*
BIN). The result shows that the coefficient
of EPS* BIN is positive (3.155) and signifi-
cant at the level of 1%, whereas the coeffi-
cient of BVS*BIN is significantly positive
(0.187) at the level of 1%. This result speci-
fies that board independence strengthens

Table 3.
Pearson Correlation
P, EPS, BVS, VD, BIN, BSIZE,

EPS .267%*
BVS, .236%* .398%**
VD, .086** 133%* .054
BIN, .169** .236%* .063 .085%
BSIZE, 173%* 201 % .093* .354%* .356*
SIZEit .276%% .089** .270%* .270% 414%* .089*

#* * Correlation is significant at the 0.01 level and 0.05 level respectively (2-tailed).

247



Boards’ Characteristics, Voluntary Disclosure, And Accounting Information Value Relevance - Indonesian Evidence (Krismiaji dan
Kusumadewi )

Table 4.
Regression Analysis

Panel B. Regression result for Model 2a and Model 2b
P =a+BEPS + B,BVS + B;VD, + BEPS *VD, + BsBVS *VD + B,LOSSIt*EPS, + B-SIZE + ¢ (2a)
P =a+p EPS + BZBVS + B;BSIZE + B4EPS BSIZE + BSBVS BSIZE + GéLOSSr[ “EPS, + B7SIZE +g  (2b)

Model 2a Model 2b
Variables Coeff1c1ent t-Statistic Coefficient t-Statistic
Intercept -4512.998 *** -15.924 -4355.46 *** -15.750
EPS 1.736 *** 3.520 1.106 *** 2.793
BVS -0.035 -0.466 -0.274 ¥ -4.544
VD 2640.71 *** 6.094
BIN
BSIZE -227.440 % -5.543
EPS*VD 2.158 2.690
EPS*BIN
EPS*BSIZE 1.859 *** 5.586
BVS*VD -0.067 ¥ -0.446
BVS*BIN
BVS*BSIZE 0.156  *** 4.681
LOSSSEPS -2.263  wwE -6.415 -7.499  wx -8.732
SIZE 764.721 11.069 270.326  *** 4.161
Adj. R? 0.291 0.674
F-statistic 49.731 **=* 176.884

Panel B. Regression result for Model 2c and Model 2d
P = a+BEPS + B,BVS + B:BIN, + B,EPS*BIN, + BsBVS*BIN, + B(LOSSIt*EPS, + B;SIZE + ¢, (20)
P =a+BEPS + B,BVS + B;VD, + B.BIN, + BsBSIZE + BEPS *VD, + B:BVS *VD, + BsEPS*BIN, +

BoEPS*BSIZE, + B1oBVS*BIN, + B1,BVS*BSIZE + B,LOSSit“EPS_+ BisSIZE + ¢, (2d)
Model 2c Model 2d
Variables Coefficient t-Statistic Coefficient t-Statistic

Intercept -3181.082 *** -12.758 -3209.540 *** -14.079
EPS 3.485 ¥ 10.069 4.597 5.981
BVS -0.014 *** -9.171 0.672 *** 3.368
VD 1489.421 ™ 7.814
BIN 497.376 88.232 498.838 6.603
BSIZE 89.425 *** 3.852
EPS*VD 6.131 *** 5.979
EPS*BIN 0.809 *** 7.664 1.533 ** 7.966
EPS*BSIZE 0.691 *** 5.834
BVS*VD -0.506 -5.239
BVS*BIN 0.037 *** 0.678 0.153 ** 2.178
BVS*BSIZE -0.021  ** -0.833
LOSSSEPS -4.274 -7.861 -4.132 -8.565
SIZE 609.598  ** 10.928 416.596  *** 4.746
Adj. R? 0.456 0.498

F-statistic 100.334  *** 64.607

wex ek coefficient is significant at 0.01 level, 0.05 level, and 0.10 level respectively
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the book value and earnings value rele-
vance. Therefore, hypothesis 3a and hy-
pothesis 3b are supported and confirmed
by empirical data. This result is in line with
OECD (2004) which claims that board mem-
bers with sufficient independence can af-
fect board decision making. They may de-
liver some objective opinion in evaluating
the board performance and management
performance. Additionally, this research
confirms previous research performed by
Mungly et al. (2016) who finds a positive
association between net asset and earnings
per share with stock prices, Holtz & Neto
(2014) who find that board independence
characteristics affect positively equity val-
ue relevance, Abdoli & Royaee (2012) who
find that the number of independent direc-
tors positively affects informativeness of
earnings.

To confirm the initial results, we also
perform additional analysis by including all
of the variables into one regression in mod-
el 3d. The result is presented in Model 2d,
Panel B, in Table 4. Column Model 2d
shows that the result is mixed. Four coeffi-
cients show consistency with that of the
initial result, which are EPS*VD, EPS*BIN,
EPS*BSIZE, and BVS*BIN, whereas two coef-
ficients show inconsistency, which is
BVS*VD which shows insignificant and
BVS*BSIZE which shows a negative sign. We
estimate that the inconsistency of two coef-
ficients simply because BVS value relevance
is less than earnings value relevance.

CONCLUSION
This research investigates the effect of
board characteristic and voluntary disclo-
sure on the accounting information value
relevance. The result shows that five out of
six hypotheses are received and supported
by empirical data, whereas one hypothesis
is rejected. The only rejected hypothesis is
hypothesis 1b which stated that voluntary
disclosure positively affects the value rele-
vance of reported book value. The five hy-
potheses, Hla, H2a, H2b, H3a, and H3b are
accepted. Hla is related to voluntary dis-
closure, whereas the others are related to
board characteristics.

This research has two limitations
so that it opens an opportunity for further

research in the future. First, this research
uses five years of data. If this period is re-
lated to board characteristic, board charac-
teristic tends to unchanged for five years.
If this period is connected to voluntary dis-
closure index, then this period is assumed
to be too short period since the effect of a
policy on the accounting information value
relevance is not expected to happen in a
short period, especially in the emerging
market. This result implies that investors
do not respond to the new information rap-
idly for investment decision making. There-
fore, further research can be conducted
involving longer period data. Second, this
research uses market-based relevance
measures. This kind of measure indeed
more realistically, but this measure is also
affected by the investment decision made
by the market participant. The varied level
of competence and knowledge owned by
market participants may produce the in-
consistent and out of prediction result.
Therefore, future research can be per-
formed by using the accounting-based
measure, which tends to be more neutral
and is not affected by market participant
investment decisions. The implication of
such a situation tends to affect the practi-
cal aspect which helps the market partici-
pants to make their investment decision.
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