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sl that shew informatson asymmnetry Bave o pastive cffoct on camings management practicns whil
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of the existence of the contparny ™ intermal mechanim
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INTRODUCTION

Financial statements are an important facility for the public to know financial
informaiion in communicating o cach panty in need. The financial repon is expected to help
people 1o be smarter in making decisions i the world of invesiment. One form of running a
good company operation respares good Tunds from creditors and investors. One process of
bringing together partics whe can provide funds 10 companics that need finance for their
business s the copital market. The Indonesian stock ge has the capability in funding
soarces and mamaging funds for the comimunity. ies that e included in the
Indonesin Stock Exchange can issuc shares and bonds that will be traded in the capital market
to olifihin funds from the fund provider,

Clolst of equity capital 16 a caleulation off the discount rate imposed on cach company
share by capital market players on the ha.nsn..l: company s consideration o determine the
current stock pnc-l:nnd estimated cosh Fows in the fature.

Cost ol Equity Capital is a certain assessment that the company miE achicve in mecting
the needs of future investors and creditors. The cons of equiny capitofificost of oquity capital)
is related 1o the bevel of risk of investment in the company's stock cosd of eaquily capitel is
the ol business performance and the risk of financial note is balance (relatvely stable),
The colculation of the Cost of equety capiral uses § soarce of funds provided 10 he
company. There are several sources of fumds, namely ! () long-tarm debt, (b prefemed stock,
(e} common stock, (d) retained camings, Cost of cquity dipital is the level of distribution
needed by the fend provider, both invvestors and credilors. The cosr of eguind capirad related
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b investment fisk Tor Food and beverages companies that occurred in the past four vears i
the first guarter was the result of onstable or Aucluating quakity but not op o delisiing (a
decling that could chminate @ food sector and munitions ndustey from the stock Tist
Indonesian effect), Therefore, it 1% very imporiant to know the cost of cquily capital relacd
to the imvestiment in the food ond beverage sector. where the sector is a secior off basic neods
fior (fk commumnily

ed ) the above background, the formulation of the problem in this siudy i8: {a) How
to-ingrease cof of equiEiapial with the emergence of information asymmetry in fised o
beverages companies listed offithe Indonesia stock exchange” (b) Why dots camings
management not alvways affect the cost ol equily caprifal of food and beverages companilis
listed on the Indoncsian stock exchange” (¢) Does the ageney theory have an influsnce on
the relationship between enformation ssyvmmetry and the occurrence of cost of equity capatal
in fewead ol beverages companies Tiged on the Indonesian stock exchange? (d) Does capital
market theory have an influence on the relaticaship betwesn information asymmeiry and the
occurrence of cost of equily capitol in food o Bevermges companies hsted on the Indonesian
stock exchange?

This theory is relsied o the relaponship between poncipal and apent (agency
relabonship). Agency relationships occur when one entity (principal} delegatguthonty.
authority to another porty (agemt). Agency relationships allow for polential conflicts of
mitcrest barween the principal and the agent, Agency thoory sintes that companics can be
shown as owners of resources. An agency relationship can appear when one or several
idivedianls. entrast 1o one of soveral individuals, to cairy oul several actions and then
delegate decision-making suthority o the agent Agency relationships occur when the
sctions of one mdividual affect the welfare of other individuals. Individuals who perform
thiese actions are relerred o as agents and parties who have welfare (utiliy ) os measured by
the size of the Indonesia monciary unit, and influcnced by the actions of the agent as
peincipal. In the principal agency relationship, the agent wanis o act according to the
principal’s inlerests.

According to Regina (2012) is one offffe rescarchers who examined the information
asymmetry and comings management with cost of @ity capital using the cost of real estaie
companicd, The resulis of hffjrescarch tha information asvmniciny. and carnings
Whnn%ﬂmmﬂmuwmﬂufmwm] Muliati (2011)
15 & reseprcher who ¢xamimes inli aEvmmelny :nifmgztmmeWI
practices thal wse corporate shares hsted on the Indoncsian stock exchange. The resulis of
this study that mﬂm'm.n M has a positive effect on camings management
practices whibe firm siee has a négative effect on camings management praclices.

Information Asymmetry a

15 an mformaton situation where the maneger has more knowbed ge aboul the condition
of the c@ppany in the future compared to information owned by inyestors or other inlerested
partics. There are two types of information asymmeiny: adversd selection daa moral o
Adhverse selection s o type of information asymmetry where one or more parties that casmy
oul & business wansaction. of & polential business ransaction has more information than
other partics. Adverse sclection occurs becanse some people such as company managers and
other inside partics are mone aware of the curment condition and prospects for the future of a
company than outside myvestors. The adverse-selection problem arises when the agent has
mformation that is uschal for decisson making and the principal does not know it However
the principal cannot know whether the decision taken by the agent is apgropnae because
they do not have the same information. The principal faces the problem of information
asymmelry.
T8 | The Ieemationad fowmsal of Buaness Boview ( The fobs Beview) Yol | Ne ] [ 2008
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Profit management

Profit management es a disclosure. namely financial stiements intervened with the aim
of oblamng persomal benefits.: Managemeont makes engincenng clfons by wsing certun
techniques so that the appearance of financial sistements looks betier. Looks better om the
profit height, or looks lower m profit. The display 15 adjested to the expected goals of
management, namely @ reduction inax rates, wvoidance of monopolics. Compensation and
bonuses, the pressure of the debd covenant, and other motivations. Managers have
nformation about future camings and will signify their belicfs regarding cérimn rates of
prodit in the Future, IF the manager 15 wrong about the upcommg proft level they wall not
disclose it Earmings management is relaed 1o safeguarding expectstions that futae: periods
will ingrease

Eﬂﬂﬂm Capital
That 15 the amount of equity costs (cost of equityy and the cost of debd that s considered

with & cenain valoe. A company 1o finance s susminability also requires funding from
exiemnal pantics, mamely by becoming an open company o listed on the [DX, the company
can issue shares and bonds. For imermal financing, the company can invest more m the profits
gencrated from the company's operational activitecs

Capital Market Theory

In the capital markel, nvesiors afe nol partics whe have no keowledge of carmings
management ol all, In many previ@El capital market studies, inverters have scen abnormal
secruals more os o reflection of camings management practices. The discussion of the
practice of carmings management also assumes that Nnancial stalemens provide efMicient
information for investors. Reported caming @) financial staticments s reflect managemdént
judgment. Which has relevance value and is a good predicior of future cash flows compared
to current cash Mows Earnings management is chosen by management with the aim of
influcncing users” perceplions oF company Mnancial siatements. Managers face has many
constquences from the reporied camings profile. Analvas and institional investor
preferences will mfluence the reporting decisions made by managers through their impaci
on compensation. repuation, job sccurity, and capital market conseguences that affect
managers’ uiikity.

The Influcnce ﬁwm Information Asymmetry and Cost of Bjuity Capital. The
existence of informption asymmetry is conswdered 1o be the couse of the cost of equity capatal
that can ancrease the level of retum fﬂr recifents of lund channcls. When asymmetry
information is high, the company can cug!nﬁ:r the cost pqumﬂ'ﬂpdﬂ bedore the financial
stalements are asdiled withool worrving about detecting the engneering. Therefore. the
increasing asymmetry information that occurs, the greater the habis of companies that will
nod be monitoned effectively as in companies with bow agymmetry. The grearfjthe sk and
changes in investmend growih the company then scamkin small the level of cost of eguity
capital. This is becanse information asvmmetry will oocur in companies witflhigh
invesiment growth rates. Whereas the larger (8 company . the gresier the level of cost of
equity capital. According to Muliat (2@ The resulis of this study indicate that information
psyvmmelry has a posibve effecl on carnings mannpement practhoes, the results of this
proposal support the resalts of rescarch conducted by Rahmawati, et al (2006), From the
descriptson above, the followingfhypotheses can be formulated as HE: Information
ssymmetry has an infMluence on the cost of equity capital
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- Managerwend on Cond off amity Capitel .

The Influcnce between carnings management and Cost of Edquity Capital. The
management cxmings that is ofien used is the value of company ssseis. Assel value is used
s .4 measure of the company because there is still a compounding effect that anises becouse
Iarge companics are always identified with large asset values. This siuation makes managers
meotrvaded to do the cost of equity capital becanse managers belicve that users of lnancial
stitements are still baging one of the assessmenfifon the company on the asset value.
According to Reicky, (2012) the res@lis showed that there was no relationship: between
gsymmetry and camings managemend of cost ol equity capital. From the resulis of previous
research, il can be compared as a reference for futwre research. From the description above,
it can be fonglilated the following provisional hypothesis as H2: camings management has
an influence on the cost of cquity capitall

Is there an influence of agency theory on E: relationship between information
asymmetry and the eccurrence nfl:m.l;i"u[uﬂ}r.wi[ﬂ. Agency conficts that have the
potential to arise when managers have sElies of less than 100 percent. If & company is an
individual governed by the owner, the owner-manager will ke aclion 1o maximize his
welfare, The owner-manager might measure vtility with a measure of personal well-being,
I the owner-manager sells owncrship 1o cutssde investors, conflicts of micrest ane krffvn as
agency conflicts. According to Jensen and Beckling (1976) added that if’ the two groups
{agenis and principals) are people who inv o maamize their utality, then there is a sirong
reason to beligve that the agent will not always act the best for the principal’s interests. With
the conflicts that occur the agency thed 15 very important to be measured in the presence
of information asymmetry that eccurs in the ¢ost of equily capital that occurs in food and
beverage industry compaiies listed on the Indonesian siock exchange. Agency theary will
Later be known whether i plave an imporunt role in the sustainability of the investments that
are carmied oul. From the above descrifiion. the following hvpothesis can be formulnied as
H3: Ageney theory has an influcnce on the refationship between information assmmetry and
the occurrence of cost of equity capital

a

Is there an influence of capital market theory on the relationship between information
asymmeiry and the nccurrence of cosi of equity capital. Peblic companies have not only
an arge o avoid losses or decrease profits, but also to be able to achieve market expectations
50 thal the slock pice docs nol po down. According o Bavwhede, Wilekens and
Gaeremynck {2003) examing whether therg are dilferences in the behavior of profit-making
companics with regisiered companics of nod. The hypothesis propoesed by registered
companics has more impetas 0 increase profits compared o private companics, The
evidence found is that lisied companics make fewer profig than unregiziered companics
whon equity capital has not been manipulated over the provions year. Non-public companics
are more willing (o lower equity capatal with the sim of saving for futune eamings fomation.
From the description above, the @lowing hypothesis can be formulated as H3: Capilal
miarket theory has an influence on the relaionship beiween informateon asymmetry and the
occurrence of cost of cquity capital. concepual framework Based on the explunation of the
theory that has been staded previousiy, then it is conveyed theoretical thinking that describes
n conceplual framcwork which is an alloy as well as a flow of thought and as the formulaiion
of a hypothesis. Measurement of good camings management i asymmetry policy in
sceordance with the applicable proviswns i the compaiv. To make belid@berween
principals and agents. This rescarch model is based Ethe study there are faciors tha
influence the cost of equity capital of food and berapes companies fisted on the Indonesian
stock exchange The concepiual framework will be described as follows:
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1. Agowcy' Fhoory
I Capital mairkef thoory

I + * LT
Axvmmery ‘!"4"""-1"
capital
Peudia
managcnieni
Figure 1, Framework
RESEARCH METHOD

The tvpe of data in this stsdy is Documcntary daa This stody used secondary data which is
a source of rescarch dala obtaned by researchers ndirectly or through the nesults of
someone's work in the company (the results of @ party's reffd in the company which is the
source of evidence in the completion of the wek. The data is@fnenally in the form of
histarical evidence, records or reports that have been compiled inarchives (docomentary
data) puli§hed and unpublished. Indriantoro and Supoma (2013)

@ The dependent vanable i this sindy is the cosfl equity capsial of Tood beverages
companies listed on the Indonesian stock exchange Costoof equity capital (') is the cost
ineurred 1o lnance Numdinig sources (source Mmanced, Moderatmg variable, Demonstrale
agency theory and capitnl market theory as mederating variablegifhich can weaken or
strengihen the relationship between mdependent vanables, namely nformation asvmmetry
and the dependent vanable, mamely cosl of equity capatal. In supporting good audi quality,
moderating vaniables meed 1o be osed in finding betier resulis The moderating variables in
this study are agency theory and capatal market theory - Agency theory composition (TR}
AND The measure of capital morket theory (TPM). The data anadvsis method this study isa
statistical snolysis method with multiple lincar regression cquations using the SPSS
apphication

RESULTS AND MSCUSSION

It began on November 2, 1971 and af the nnng of 1974 began operating commercially.
The place of this business head office 15.on IL Raya Cimareme 131 Padalarang - 40552, Kab,
West Bandung.

&L _Your¥a =

2005 30i6 W7 018
ILOIOT (%078 851068 17,7685

1273654 04738 727440 26 58705

{d h Cahaya Kaliber Thic,
Ty

3 fofood CHP Sukses 1344084 OATHBD  SE9TM 2 3ITRI
Makimu T, PT

4 Indofood sukses hMakmur 177808 256R8T 912602 2LG3ETY
Tk, T

5 Mavora Insfuh Thic, PT 1123096 | 559H7 503043 1843673
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| o et Ll off
6 Pragheds Ancka Misga Thic, 1016564 267717 H43282 I 2709
T
F 'N::'l;'mn Indossn Corponndo 1L,30157 (42774 63267 19,5004
Thk, PT
8 Sekar Bum Thi. PT 103208 037254 933065 1736278
9 Sckar Lawt Thk, PT 1EETI2S 033087 292681 BTSN
10 Siantar Top Thic, I'T 1257647 1,70952 852322 1352378

hrajava hilk Endustin And 1079022 165722 TA5000 1881347

Tradmg Company Thi, FT

AVERAGE 10,35372 DBOETS 7376 1988719
Source; Data processed

Information asvmmetry is the sverage oddamed from the percentage of agent and
principal information. While the calculation result of the highest information asymmeiry is
in 2018 that is equal 40 19888719, While the lowest percentage of information asymmetry
in 2006 is O.G0RTS. The complele calculation of percentage information asymmetry can be
seen in Table 4.2

Table 2, Earnings Management Data 2005 Until 2005 in the First Quarter
My Climpaiy ising Yead ¥
015 2016 017 2%
1§ Pilar Scpabier Food 1213470 243760 998760 2187605
Thk. PT
1 Wibmar Cahaya Inidosicsia
Tok, PT m 15716023 356E B908TH 2634567
(i h Cahaya Ealibar Thi;
. abood CHE Sukses 1367800 2ATIS0 269012 - 2934532
Thk, PT
4 Incdofood subises Makon 1272208 2095064 911389 22,3980
Tk, FT
5 Mayora lsdah Thi, PT L 26008 L 11SRT  QO0BO04Y 20 40981
6 Prashds Ancka Niagn Thi, 1006564 2ATTIT  BASIED ILOETIS
T
7 N:p‘h‘ﬂ Trichiovszn L'm'puruﬂ.r 1030297 | A2 G 34027 1947621
Thk. T
& Sekor Home Thi, FT 00756 2,10254 923005 IR (H2TE
& Sokar Lam Thi, BT 1L3T825 23T RIT4ED 2RA5506
13 Siantar Top Thk, PT 1204547 34007 ROET22 2319378

11 Utrjaye Milk Erdostin And 10,0078 LETH0 10095 [E LS
Trankng Company This, 7T
AVERAGE 11, 78408 208875 BASTTL 2235719
Source: Data processed

Eamings management calculations are done with discetionan acemal (DA), The
highest average percentage of results in 20 35 2235719 while the lowest percentage
results in 2016 is 264875, More complete ealculation results can be scen in Table 4.2

Table 3. Cost of Equity Capital Data 2015 Until 2018 in the First Quarier
Mo Company name Year %
2015 2016 2017 TR
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1

I Tiga Pilar Sciahtera Food 1 1LOB474 098760 1009760 2083405
Thk, PT

1 Wilmar Cohava Indongsia
Thk, PT i 1245081 251043 845376 2411567
(d.h Cohaya Kaltbar Thi,

FT

3 h:fbfmcl CHBP Sukses [267002 2098500 92192 M8TA32
Makmur Thi, FT

4 Indofood sukses Makmuer 1456700 276344 93MI9  2X35470
Thk, PT

§  Mavora Indah Thi, PT I4, 08821 1BOT0]  JOSTRE  XROSHK]

6 Prashda Ancka Niagﬁ Thk, 2089843 230977 1145081 2002198

PT
7 Mippon Indosan F263032  LGTS04 922627 2089620
Corporindo Tok, PT
&  Sckar Bumi Tk, PT FLAZTSG 235544 938901 IRO9RTR
Sekar Laut Thik. PT 14080658 287600 B34019 2640506
10 Siantar Top Thk, PT 1200454 1440107 898012 2029508
Ultrajaya Milk Industri TLIT6S0 156000 1041096 2109765
And Trading Company
Thk, PT
AVERAGE 12 08605 297602 90R976 2221019

Source: Data processed

a2

Cosi of cquity capital is the size of the company in the kel of equity capital
meeasured by total assets based on book value. The highest vatee data cost of dquity capital
occurred i 2018, amounting 1o 2221009 while the lowes@atue ocourred in 2006 which
was. 297602 The results of 2 clearer calculation cam be seen in Table 43

Mo Hipotesis Slpctﬂm Alpha {u) Sl.uuun
1 The effect of Infrmabion Asymmetry 058 s 30 n:p.:mi
ol Loat of Equity Capital
1 The ellect profit Mamgement on Cosl LAEEH] 005 10 aceepied
of Fquity Camital
3 The elfect of Agemy Theory on 0114 1111 Hi rejeciad

infismation asymmetry relstonshaps on
cid ol cupisty capatal
4 Effect of Capilal Market Thoory on the 0,712 L1151 Hih perpocted
relationshap of informabion asynuneiny
on st of equuiy capatal

Hypothesis testing proposed m this study 15 that there 15 an mflucnce based on the iabée 50
the decision 1o accept or analvee hypifheses (hO and hl) consizting of information
asymmetry and camings managemenifih cost of equity capital are as follows:

_ The first hypothesis The effect between Information Asymmetry and Cost of Syuity
Capatal. The exsstence of informiation asy mavetry i considered 10 be the cause of the cost of
equily capital thar can increase the level of retumn for recipiclfis of fund channels. When
ssymmetry information is high. the company can engineer the cost of cquity capital before
the linancial statemems are oudited without worrving about detecting the enginecring,
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Thercfore, the increasing asvinmetry information that occurs, the greater the habins of
companies thal will nol be monitored effectively as in companies with low asymmetry. The
ficater the nsk and changes in the company’s investment growith, the smalber the level of
cost of equity capital. This is becaese infprmation asymmetry will oocur in companics §fjh
high investment growth ratcs, Whereas the larger the company, the greater the level of cost
of equity capital. Based on i results of the analvsis in tff§ study. information asymmetry
is thought to have no cffect on the cost of equity. capital. Based on the wble affe can be
seen that the significance of 0.554= 0,05, HO is @focted 5ot can be said that the infdrmation
ssymmetry does not significantly influence the cost of equity capatal

The second hypothesis The infloence between carnings management and Cost of Equity
Capital Eamings management is & financial statement with the aim to gain profit personally.
Denagan hos mformation about profis o the foture. will make changes in good trust
reffrding the level of profit in the futere, thus will reveal a linkage of eamings management
1o cost of equity capital because in accordance with the theory above, management docs not
comvey all information 1t has in its entirety so that mformation asymmetry occurs. Based on
the resulis of the @alysis m this study, camings management is thought 1o influence the cost
of equity capital. Based on the table above it can be seen that the significance of 0.001 <0.05
then HEJs accepted so that the results can be sad that carmings management has a significant
effiect on the cost of equity capital.

The third hypothesiff agency theorv s thoughi (o influcnce the relafionship of
information asymmetry on- the offf) of coquity capital. Agency conflict 15 coused by
information asvmmelry thil occars 10 the cost of equity capatal. Manager: have an intercst
in bonuses, compensation, promelions that are oficn based on accounting numbers. Because
with $0 much informsation aboul the company, managemenl has the opportuniy & moke
profits that benedit them, These opportunitics can be mimmized by agency costs in the form
of supervision and arditing. This agency tends 1o bring up agency costs, the costs charged
to mamiain an . effective agency relasonship (cgffmanagement 5 gven bonuscs for
performance that is dome in the hope of gifiburaging monagers 1 act in accordance with the
intercsts of sharcholders). Based on the table above it can be seen that the significance of
(L 114= 005 then HO 35 rejectcd so that it @ be said that agency theory does not affect the
relationship of information asymmciry on cost of equity capiial

The fourth hypothesis @gpital market theoey is thought to influence the relationship of
information asymmetry on cost of equity Iy the capital markel, investors are not
partics wha do not bave the full knowledge of the cost of equity capital. Eoany previous
capital market studies, investors kave seen abnormal accruals cccur more a5 a reflection of
the practice of cost of cquily capial Some stedics alse show that cquity capatal is also
sddressed by investors. The company's operstional environment is public and not very
differcat. Reports of @blic company [nancial position are alse observed by financial
analvsis and investors. Based on the whle above il can be seen that the significance of 0,722
0.0 then HO is rejected 20 it can be @lid that capital marker theory does not affect the
rebationship of information asvmmetry on the cost of cguity capital

CONCLUSION

Based on the resulis of the analysis and discussion in this study, the conclusion is that
information  asymmetry  produces a non-significant  positive . difftion and  camings
management produces o positive direction significantly inMuence the cost of equity capital,
The results of moderating variables of agency theory affficapital market theory produce a
non-si gnificant positive direction on the relationshif§of’ information asymmetry’ on the cost
of equity capital. 11 food and beverage companies listed on the Indonesia Stock Exchange
m the 2015-2018 period i the first guarter. This is because miormation: asymmetry
B4 | The Intemationad Jormal of Buasess Review (The Jobsx Beview) Vol | Mo ] | 2018
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contributes negatively g0 cost of eguny capual, While i camings management has a real
contrebution to the cost of equity capil. Investors assexs at this time, the company that issued
new ordinary shares s 10 cover its operational and investment debt. so that the company is
less atractive to mvestors. In addion, imvestors consider other things in investing in 2
company such as business decision making, not only focusing on camings information
asymmetry, bt atso considering non-financial mformation on the existence of the company’s
internal mechanism. Based on ithe conclusions above. some suggestions can be submiied,
namely as follows: (1) It is recommended 1o design a regulation that prevents or resincts
managers from camvimg ool information asymmetry. These regulatin ¢an be contamed in the
Financial Accounting Standards Regulations in Indonesia. With this segulation, it 15 expecied
thist the practice of information asyvmmetry m Indonesia can be redweed. The regulaion, for
example, 15 a provision for displaving mulple fmancial stolements for companics thal cary
oul Gocounting system companies in their companies. Thus users of financial statements
based on the new svsiem do not cause beas for siake holders and information related o
extemnal internal parts should be more open and monitored properly. (2) 10 is recommiended
1o conduct similar rescarch wsing samples from several more companies, so that they are
belter able o represent the condition of the Indoncsian Stock Exchange in pencral In
addition. it s akso recommended 1o conduct sther rescarch using a bonger and most recent
period,
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