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Abstract

This article described the Indonesian market reaction on the announcement of tax amnesty related
information in the financial statements. Statement of Financial Accounting Standards (SFAS) No. 70
required companies to recognized and measured the tax amnesty's assets. Tax amnesty's asset was
selected as information to be analyzed. The total of 141 observations from the year 2016 — 2017
financial statements were selected as a sample. To measure market reaction, three proxies were used.:
value relevance, cumulative abnormal return, and trading volume activity. Data analyzed using
linear regressions. This article showed that the market reacted to tax amnesty information, although
the level of reaction was low. This article also showed that in general, market reaction toward tax
amnesty was positive. These results also implied that the SFAS 70's accounting requirement improved
the quality of financial statements.
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1. INTRODUCTION

This article provides insight into Indonesian tax amnesty programme (TA) that occurred for 9
months, from July 2016 — March 2017. TA resulted in more than Rp. 115 trillion state's income and
the total of declaration and repatriation were Rp. 4.737 and Rp. 147 trillion, respectively. TA was
believed to create long-term tax compliance, and therefore will assist the government in maintaining
it's a source of revenue (Andreoni, 1991; Alm and Beck, 1993; Luitel and Sobel, 2007). TA was also
believed to increase investor's trust toward the company, and like the results, the company's would
likely receive more funds and capital, if it's participating in a TA (Torgler, 2002; Mehmet, 2015).

Indonesian TA was believed to be a successful one, supported by an improvement in a tax
administration system (Waluyo, 2017). Indonesia Stock Exchange's reported that tax amnesty
program had positive impacts on the stock market, as reflected by an increase in the 2016 stock
exchange's capitalization by 18.35 percent from its position in late 2015. The average transaction
value on a daily basis also increased to at least Rp 7 trillion (US$538.4 million). In addition, the trade
frequency hit a new record on July 13, 2016, at 377,000 times.The success level of the program can
also be contributed by the regulations, in which the regulations asked the taxpayer to disclose the tax
amnesty information clearly and precisely (Pommerehne and Zweifel, 1991; Torgler and
Schalteggler, 2005).

Although the market reacted positively toward tax amnesty, there is a critic toward the
financial information about tax amnesty. The information about tax amnesty presented in the financial
statements. Indonesia has SFAS 70 that required the company to present tax amnesty's assets and
liabilities. SFAS 70's requirement would result in the increase of tax amnesty's assets and liabilities,
but the assets will be higher compared to liabilities (Winarso and Panday, 2018). Higher assets will
improve several financial ratios, mostly liquidity, and solvability. However, SFAS 70 were analyzed
heavily in the previous research, and the accounting requirements in SFAS 70 were deemed too
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"relaxing", and have a potential to impair the quality of information (Rinaldi, 2017; Natania and
Davianti, 2018). SFAS 70 required company to present TA's asset according to the fair value, as
described in the Notification Letter of Tax Amnesty. The value described determined freely by
taxpayer, so it might be not in accordance with the criteria of fair value in accounting. This could lead
to a misinterpretation of the company's financial condition (Farida, 2018). Previous articles
concerning tax amnesty and market reaction showed the contradictive results. Tax amnesty's
information in the financial statements shows no reaction of tax amnesty information (Wibowo and
Darmanto, 2017; Agustin, et.al, 2018; Wiratama and Rikumahu, 2018). All previous researches only
used event study, and difference test for their hypothesis testing. The variables that were tested were
only market reaction related proxies: value relevance, abnormal return, and trading volume activity.
There are no variables concerning the tax amnesty that being analyzed in those researches.

This research tried to test whether tax amnesty's information has relation with market reaction.
This research tried to improve the model by adding the variables concerning tax amnesty's
information. There are 3 pieces of information: tax amnesty's assets, tax amnesty's liabilities, and
redemption fee. Not all companies disclosed tax amnesty’s liabilities and redemption fee, so for
generalizability reason, tax amnesty's assets are used as variables. Asset information tells the
resources that were made available for company to utilize, so the higher the asset, the higher will be
the performance expectation. This research will also try to look market reaction simultaneously, by
analyzing 3 related variables: value relevance, abnormal return, and trading volume activity. By
analyzing 3 proxies related to market reaction, we hope that the robust market reaction can be
described.

The contribution of this research was to provide valuable information about the accounting
requirement set by the Indonesian accounting standards board, concerning the effect of the accounting
requirements to the users of information. The accounting requirement needs to be robust, so the
information will reach the optimum level of describing the company’s condition. Tax information in
financial statements not only provide information concerning compliance to tax laws but can also
describe any future payment or benefit that can be received as the taxpayer. (Harding, 2017) The non-
robustness of accounting treatment for tax amnesty might raise the question whether the SFAS 70's
can improve the quality of accounting information. The rest of the paper was divided as follows:
Section 2 would describe brief literature review to develop the research hypotheses, section 3 would
describe the research method, section 4 would describe research results, implications and discussions
of the results, and the last section, section 5 would conclude the article.

2. LITERATURE STUDY

The company provides information about tax in many various reporting. The focus of tax
reporting is to show the level of tax compliance (Harding, 2017). Gupta (2014) stated that accounting
standards tend to report tax conservatively, so the focus was to report tax expense and liabilities, since
both items were also shown compliance, therefore the report on tax compliance can be perceived as
a positive report. On the other side, tax information in the assets account is usually prepaid taxes and
deferred tax assets. The negative report caused by the nature of the tax as an uncertain amount, that
can be reassessed or audited by the government. (Seetharaman, et.al, 2011). Therefore, previous
literature showed that tax information in the assets section was usually not relevant for a financial
analyst, due to the uncertainties of their economic benefit. (Kubick, et.al, 2014; Tumpach and
Stankova, 2014).
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Efficient market hypothesis had shown that the stock market reacts based on the information.
Most of the emerging markets, including Indonesia had been classified as semi-strong or weak form
of the market (Malkiel, 2005; Andrianto and Mirza, 2016). This forms shown that market reacts based
on several pieces of information, which might be relevant or irrelevant for investors decision making.
Financial information presented in financial statements has constraints, including cost-benefit, and
materiality, Several transactions cannot be presented in financial statements since it was not fulfil
accounting recognition criteria (Scott, 2006; IFRS, 2010). Tax amnesty rarely occurred, and the
government can set different tax amnesty policies and procedures (Alm and Rath, 1998; Buckwalter,
et.al, 2013). Therefore, there is no international accounting standard that regulates the accounting
treatment for tax amnesty.

Indonesia creates its own accounting standard, SFAS 70. This standard provide “relaxing”
treatments, such as: (1) Company were able to record the assets prospectively and no need to restate
previous years financial statements (2) Company able to record the asset value as in accordance with
tax rules only, readjustment to the asset's fair value is an option, and (3) few disclosures requirements.
SFAS 70 required company to disclosed 4 things: (1) Date of certificate of tax amnesty; (2) Serial
number of the certificate of tax amnesty; (3) Total value of tax amnesty assets, and; (4) Total value
of tax amnesty liabilities. SFAS 70's "relaxing" requirement provides easier accounting procedure,
but in the other hand, SFAS 70 might hide the important information about company's tax
management, therefore will reduce the positive perception of the investor (Natania and Davianti,
2018). Based on the assessment conducted in the financial statements, most companies disclosed only
tax amnesty's assets. Assets are shown the future economic benefit that can derived value added to
the company. However, in the tax amnesty's assets recognition, the assets recognized based on the
certificate of tax amnesty, in which the asset's value was determined solely by a taxpayer. Taxpayer
didn't require to measure the asset's value at the fair value, so the asset value might be questionable
(Pratama, 2019). SFAS 70 provide a voluntary opportunity for the taxpayer to re-measure it's tax
amnesty assets at fair value, but there is no obligation to disclose it. If we looked at another
perspective, tax amnesty's assets resulted from the income that never been reported previously, so in
the perspectives of the accounting framework, the recognition should be treated as error correction.
Correction of error must be treated retrospectively, which could cause negative implications of a
company's reputation (Goodwin, et.al, 2008). Thus, there was a high probability of taxpayer wouldn't
participate in tax amnesty, if the accounting treatment were not changed. Another problem would be
audit issues, where the retrospective adjustment required restatement of the financial statement, in
which the auditor might review the prior opinion of financial statements, and might decide to revoke
the opinion (Frost, 1997).

The uncertainty resulted from unique accounting treatment of tax amnesty's asset might have
effect to the investor that analyzed the information. The tax was always became sensitive information
to the investor since tax information reflects the company's level of compliance to a government rule
(Pratama, 2018a). The company that participates in tax amnesties can be said pleaded guilty of
conducting past tax avoidance or evasion, so the disclosure of the assets was a confession of bad
business practices. However, the recognition of tax amnesty's assets might improve financial
conditions and ratios, especially in liquidity and solvability. Overall reaction to tax amnesty was
positive, but it generally caused by the level of tax revenue generated from the program (Marchese
and Privileggi, 1997). In the micro level, the information disclosed by the company might behave
differently with the macro one. Tax information rarely used or become decision factors for investors,
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except if there is any change in policy, such as new tax policy or change in tariff (Horton and
Serafeim, 2010). The company that had a tax problem and disclosed it in the financial statements
might also incite investor reaction (Hanlon and Slemrod, 2009). Based on the literature review, it can
be said that tax information might incite a reaction from the markets, although it can be a positive or
negative, so the author proposes the research hypothesis as follow:

H: Tax amnesty's assets information had an influence on the market reaction

3. RESEARCH METHODS

The method used in this research was an explanarory quantitative method. Variables in this
research were tax amnesty's assets as an independent variable and market reaction as the dependent
variable. Tax amnesty's assets information taken from the statement of financial position and
measured using natural logarithm om tax amnesty's asset value. Market reaction used 3 proxies: (1)
value relevance; (2) cumulative abnormal return; (3) trading volume activity. Value relevance was
usually proxied by stock price. Stock price serves as equity market performance, and if the accounting
information were relevant and reliable, the consequence of this information is fully reflected in the
stock price (Barth, et.al, 2001). Abnormal return defined as the difference between daily stock actual
return and daily stock expected return, measured by market return. The difference between actual and
expected return signified the investor change due to certain information (Barber and Lyon, 1997).
Trading volume activity measured investor’s decision whether to buy or sell stock. Investors activity
were triggered by information, including information included in the financial statement (Bamber,
et.al., 2011)

The population is the company that listed in Indonesian Stock Exchange that participated in
tax amnesty during 2016 —2017. It is not possible to obtain the actual data of tax amnesty participants,
due to the secrecy maintained by Directorate General of Tax, so the participation is indicated by the
information of the adoption of SFAS 70 in company's financial statement. The total population is 552
data. From 552 data, 88 data were eliminated due to currency differences (used USD, while the
common currency is IDR), 233 data were again eliminated, since they did not include any tax
amnesty's asset in their statement of financial position, due to materiality concern, or the company
voluntarily choose to remeasure the tax amnesty's assets to the accounting fair value. After the
remeasurement done, the company classified the assets to the normal account, so it was difficult to
predict how much the tax amnesty's assets in that situation, 82 company were eliminated due to
incomplete data, so the final data is 151. The data will be analyzed using simple linear regression.
Since there were three dependent variables, then there will be 3 linear regression model to be tested.

Variable measurement can be seen on Table 1 below:

Table 1
Variable Measurement
Variables Symbol Measurement
Dependent Variables
(Y1) VR The geometric mean of stock's closing price from
Value Relevance day 1 until day 5, since the date of financial

statement publication
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(Y2) CAR The geometric mean of stock's cumulative
Cumulative abnormal return from day 1 until day 5, since the
abnormal return date of financial statement publication.

Abnormal return = Actual return — Expected
return

Actual return = (Stock closing price at t — Stock
closing price at t-1) / Stock closing price at t-1

Expected return = (IDX closing index at t — IDX
closing at t-1) / IDX closing index at t-1at t-1

(Y3) TVA The geometric mean of trading volume activity
Trading Volume from day 1 until day 5, since the date of financial
Activity statement publication

Independent Variables

(X) ASSET Natural logarithm of tax amnesty’s asset value
Tax Amnesty’s
Asset

This research used the simple linear regression to check the influence between dependent and
independent variables. Since there were 3 different dependent variables, we used simple linear
regression, 3 times.

4. RESULTS AND DISCUSSION

The descriptives of each variable can be shown in Table 2 below:

Table 2
Variable Descriptives
Variables Minimum | Maximum Mean Std.

Deviation

ASET 9.21 31.58 21.2916 2.52293

VR 3.91 10.16 6.1964 1.37275
CAR -.0104 0111 .000054 .0044315
TVA 4.01 20.10 12.0828 3.57966

Averagely, companies disclosed TA asset amounted Rp. 1,691,055,790.53 (2,71282!216). The spread
of TA asset was high, as shown in the large differences between maximum amount (Rp.
48,678,074,428,694.70) and minimum amount (Rp. 9,812.46). The high spread might be caused by
several factors: (1) Some firms might try to reduce the redemption fee paid to tax office by decreasing
the TA Asset; (2) Some firms might select some of the TA asset to be revalued in accordance with
the accounting fair value, resulting in the reduction of TA asset, since the SFAS 70 required the
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company that revalued the TA asset to combine the value to its respective asset account. The mean
for VR is Rp. 471,98 (2,7128%!1°%). The mean for CAR is .000054, the positive sign mark that most
of the stock in IDX perform better than expectation, and the mean for TVA is 12.0828 or 172 million
shares outstanding.

The regressions result can be shown at below:

Table 3
Regression Result

VR CAR TVA
Var B Sig B sig B Sig
C 3.39412 | 0.0005** | -0.00697 | 0.0269* | 6.44148 | 0.0115*
ASSET | 0.13161 | 0.0036** | 0.00033 | 0.0247* | 0.26496 | 0.0255*
R? 5,18% 2,84% 2,80%
Notes:
*ox : significant at a = 1%
* : significant at a = 5%

The table showed us that TA asset information did result in a positive market reaction. This result
also showed robustness, since it showed the same and consistency results. The R?, however, is small,
the highest is only 5%. Therefore we can conclude that tax amnesty information had influenced the
market reaction.

The result above can show how the markets reacted to tax-related information in the financial
statements. First, the low level of R? coefficient confirmed that the tax-information generally has low
level of attraction for the investors. Although tax amnesty event can be considered as an unusual and
infrequent, but not all of the investor have a high level of understanding concerning tax amnesty’s
information in the financial statements. Tax information currently not have adequate disclosures
requirement in the financial statements (McGill and Outslay, 2004). Accounting standards board
could not add more disclosures requirement since, in many jurisdictions, information concerning tax
is very secretive information (Hanlon, 2003). Indonesian tax amnesty information declared to be
secret information, as stipulated in the Tax Amnesty Laws. So the more requirement of accounting
disclosures might be conflicted with the secret nature of tax amnesty's information. Another reason
for the low understandings, might came from the nature of the tax amnesty. Since tax amnesty is an
extraordinary event, it usually being excluded from the basis for the company's performance analysis.
Hoyle et.al (2017) stated that extraordinary items have many weaknesses, including: (1) inconsistent
criteria for defining extraordinary items; (2) variation in financial statement placement, and (3) the
changing nature and size over the years.The "unfairness" nature that exists in measuring tax amnesty's
assets can also be another reason of why the financial analyst, or the investors, not considered the
information of tax amnesty in the financial statements.

Second, the overall market reaction to tax amnesty’s information is positive, as indicated in
the Beta sign. This result showed us that investors perceived tax amnesty to be a good event. The
increase of the assets will improve several ratios, especially liquidity and solvability, therefore, reduce

risks in companies (Scott, 2006). Tax information also showed compliance with the law, and by
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disclosing the information in the financial statements, it can also be implied that company that follows
tax amnesty had greater compliance. The greater compliance can also lower the risk of getting any
inspections or sanctions, therefore will reduce any uncertainty causing with tax.

This tax amnesty’s accounting can also be a new point of view of political accounting. Deegan
(2016) stated that the accounting standards might not free from interventions from specific group
interest, however, the pure positive or normative approach to construct standards might result in the
overload of the standards, so the intervention can be viewed as a solution to avoid this problem. SFAS
70 as an accounting standard might not be a perfect standard in comparison with the conceptual
framework. But the relaxing requirement of SFAS 70, can be seen as a political compromise between
three parties: Investor, whose demand information concerning the company's participation in tax
amnesty; Company, which want an accounting requirement that provide relevant, but in the efficient
way, and Regulators, which want to maintain order and provide a robust gateway of the information.

S. CONCLUSION

In the end, the tax amnesty program has concluded. From the view of accounting information,
tax amnesty did provide information about the increase in the company's economic benefit, and
investor reacts positively to that information. We can see that SFAS 70, as accounting standards, is
not without weakness, but the SFAS 70 indeed provide information about company's action
concerning tax amnesty, and the requirement can be said to be adequate.

The “political” nature of this accounting standard might set a precedent for a future event, like
the future tax amnesty's event, or any kind of governmental event. But, as we can see in the results,
investors in Indonesia seemed to be positive as long as the information is positive. The Indonesian
investor is still yet to shift their attention to the quality of requirements, they were still focused on the
results of the requirements.

This research hopes to trigger another kind of research in the future. The common problem is
not all the data concerning tax were available for research. If in the future, the data were available,
the future researcher could do more exploration, concerning the types of assets that were disclosed in
tax amnesty. Current and non-current assets have a different economic life span and have a different
impact on companies operation, so the composition difference could trigger different reaction to the
markets. The source of the asset acquiring can also different, and might trigger a different reaction.
Therefore, the researcher hopes that in the future, more data concerning tax amnesty might be
available for the public, so the more robust research may be produced at that time.
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