IEEME

Fair Values Measured and
Disclosed on Historical
Financial Statements Rusmawan Wahyu Anggoro 1

Analisis Hubungan antara Persepsi
Investor Terhadap Kualitas Kantor Akuntan
Publik dan Pengaruhnya terhadap Earnings
Response Coefficients Windy Johan
dan Nur Indriantoro 8

Meningkatkan Efektivitas Prosedur Konfirmasi

untuk Menghasilkan Bukti yang Kompeten Rusmin 16
Off-Balance-Sheet Resources: Tantangan bagi

Para Controller Abdullah Taman 23
Faktor-faktor yang Mempengaruhi Pembajakan

Software dan Implikasi di Indonesia Siti Murtiyani 30
Faktor-faktor Penentu Arus Kunjungan

dan Pengeluaran Wisatawan Mancanegara

di Indonesia Sarwoko : 37

ISSN 0853-1269 Rp4.000,-



SUSUNAN REDAKSI
JURNAL AKUNTANSI DAN MANAJEMEN
STIE YKPN YOGYAKARTA

Pelindung
Ketua STIE YKPN

Pemimpin Umum/Redaksi
Dr. Djoko Susanto, M.S.A., Akt.

Redaktur Pelaksana
Dra. Enny Pudjiastuti, M.B.A., Akt.

Redaktur Ahli
Drs. Al. Haryono Jusup, M.B.A., Akt.
Prof. Dr. Arief Suadi, M.B.A.
Dr. Djoko Susanto, M.S.A., Akt.
Dr. Harsono, M.Sc.
Prof. Dr. Zaki Baridwan, M.Sc., Akt
Drs. Soekamto, M.Sc., Akt.

Sekretaris Redaksi
Andriya Risdwiyanto, S.E.

« Jurnal Akuntansi dan Manajemen diterbitkan oleh Pusat Penelitian STIE YKPN dengan ISSN: 0853-1269.

« Pendapat yang dinyatakan dalam jurnal ini sepenuhnya pendapat pribadi,
tidak mencerminkan pendapat redaksi atau penerbit.

* Surat menyurat mengenai permohonan izin untuk menerbitkan kembali atau
menerjemahkan artikel dan sebagainya dapat dialamatkan kepada redaksi

* Harga JAM Rp 4.000,- (empat ribu rupiah) per eksemplar.

Alamat redaksi:
Pusat Penelitian STIE YKPN
JI. Seturan, Yogyakarta, 55281
Telp. 62-274-584321 psw. 1017 (Redaksi)
Telp. 62-274-584321 psw. 1024 (Sirkulasi)
Faks. 62-274-584081, 584007




DISCLOSED ON HISTORICAL
FINANCIAL STATEMENTS

Rusmawan Wahyu Anggoro*

INTRODUCTION

The Financial Accounting Standards Board (FASB) has
identified several objectives of financial reporting. The
general objective is to provide useful information for
present and potential investors, creditors, and other ex-
ternal users in making rational investment, credit, valu-
ing companies , assessing cash flow prospect, and simi-
lar decisions. [FASB: SFAC no. 1, 1978, 28]

To be useful for decision making, accounting in-
formation must meet relevance and reliability criteria.
A rapid change in economic conditions and advances
in information technology of recent years have not only
resulted in complexity and difficulty in estimating for
uncertainties, but also accelerated various assets (o loose
some or all of their capacity to recover cost due to ob-
solescence. Furthermore, the introduction of many new
types of financial instruments has raised some problem
related to the validity of the current accounting model.

Cost based measurement has an important advan-
tage over other valuation due to its reliability. However,
cost-based measurement concept which concern prima-
rily on accruing costs to be matched with revenue is not
adequate to keep up with those changes. For example,
under generally accepted accounting principles (GAAP)
financial instruments must be recorded based on their
historical exchange prices, although they do not faith-
fully represent the economic realities of today’s com-
plex instruments.

In addition, cost-based measurement and report-
ing for financial instruments may cause identical finan
cial instruments recorded at different amounts. Its lack
of comparability will decrease the value of financial
statements. These situations bring another reason to-
ward financial statements measurement and disclosure
based more on fair values.

The accounting profession has responded to the
inadequacies of historical cost in several ways. The
Securities Exchange Commissions (SEC) has actively
encouraged the accounting profession to shift from his-
torical cost-based accounting to a fair value based ac-
counting (FVA). The FASB has not completely con-
fronted the issue of FVA versus historical cost-based.
however its current pronouncements clearly indicate that
it is heading in this direction. This paper will address
both the accounting and auditing aspects of fair value
measurement and disclosure for financial instrument and
impairment of long lived assets on historical financial
statements.

FAIR VALUE ACCOUNTING

The concept of fair value accounting was introduced in
1978. Fair value for an asset is the amount at which it
could be exchanged in a current transaction between
willing parties under normal conditions. Fair value pro-
vides financial statement users with information that can
help them assess company accountability, its financial
position, and condition.

*Rusmawan W. Anggoro. M.B.A. is a lecture of Accounting Department, STIE YKPN Yogyakarta.
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Some arguments supporting the use of fair value
accounting are: (1) fair value accounting is more accu-
rate and relevant than historical cost accounting in mea-
suring a firm's current ability to redeploy its resources;
(2) FVA reflects changes in financial conditions result-
ing from fluctuations in interest rates; and (3) FVA re-
duces the alleged gains trading problem of selling high-
quality assets to realize gains while retaining poor-qual-
ity assets to avoid recognizing losses [Cornett, M.M.,
ctal.. 1996. 119-154]. Others argue that the use of FVA
create the following problems: (1) FVA increases vola-
tility of reported earnings and capital; (2) fair value
measures are not objective; and (3) infcasibility of FVA
implementation within the existing accounting frame-
work.

Although users oppose replacing the current his-
torical cost-based accounting model with fair value ac-
counting model, they view that fair value information
useful for particular types of assets and liabilitics in
certain types of industries [Rosenfield, 1994, p.21].
Furthermore, due to rapid changes in market demand
and information technology, fair value information will
continue to grow in its importance, and obtaining fair
value information will continue to become easier and
less costly.

FAIR VALUE ACCOUNTING FOR
FINANCIAL INSTRUMENTS

In December 1991, the FASB issued Statement no. 107,
Disclosure about Fair Value of Financial Instruments
(FASB, Current Text, vol. 1, sec. F25), which requires
all entities to disclose the fair value of certain financial
instruments for which it is practicable to estimate fair
value [Auditing Accounting Estimates. Sec. 342. 1993.
101]. The FASB Statement no. 115, Accounting for
Certain Investments in Debt and Equity Securities, ex-
pands the use of fair value accounting on financial in-
struments and restricts some debt securities that can be
carried at amortized cost. This statement applies to all
entities except for not-for-profit organizations. This
statement supersedes the SFAS 12, Accounting for Cer-
tain Marketable Securities, changes the accounting for
investments, and alters the way investments are catego-
rized.

According to the SFAS 115, Investment in debt
and equity securitics must be classified into: 1. held-to-
maturity securities, 2. trading securities, and 3. avail-
able-for-sale-securities. Each category has different ac-
counting treatments and financial statement implica-
tions. Held-to-maturity debt securities must be carried
on amortized cost, while debt and equity sccurities that
are classified as trading securities are reported at fair
value with unrealized gains and losses included in earn-
ings. Debt and equity securities classified as available
for sale securities are reported at fair value with unreal-
ized gains and losses reported in a separate component
of shareholders’ equity.

All transfers of securities from onc category to
another category must be accounted for at fair value on
the transfer date, Fair values for the debt and equity
securities are quoted at market prices in active markets
at that date. According to Nurnberg and Dittmar (1996),
when fair value information of these assets are not avail-
able, estimates fair value should be based on the best
available information, such as prices for similar assets
or the results of valuation techniques.

The use of fair value accounting for all debt secu-
rities will promote consistency and eliminate complexi-
ties. As a result, it will generate uniformity of the ac-
counting treatment authoritative literature on invest-
ments in debt securities across different industrics. In
addition, using fair value measurement and disclosure
will increase the neutrality of historical financial state-
ments. SFAS 115 is a long overdue step in a direction
that hopefully will lead to more relevant and represen-
tational faithful financial statements.

The SFAS 115 might create a problem when secu-
rities that will result in gains are sold, while securities
that probably will result in losses are reported as held
to maturity using the amortized cost method. However,
the advantages of fair value accounting for debt securi-
ties, particularly in terms of greater information rel-
evance, outweigh its disadvantages and improve finan-
cial reporting.

FAIR VALUE ACCOUNTING FOR
LONG LIVED ASSETS

As another pronouncement toward fair value account-
ing, the FASB released statement no. 121, Accounting
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for the Impairment of Long Lived Assets and for Long
Lived Assets 1o be Disposed of. The FASB Statements
no. 121, applies to long-lived assets, certain identifi-
able intangibles and goodwill related to be held and used
and long-lived assets and certain identifiable intangibles
to be disposed of. Under this statement, management
are responsible for considering whether an asset is im-
paired. Management should implement accounting poli-
cies and procedures to identify and signal for other possi-
ble impairment indicators based on company's opera-
ting environment.

If there is an indication that the carrying amount
of an asset to be held and used may not be recoverahle,
management should test for impairment by estimating
future cash flows from its use and eventual disposal.
An impairment loss, equals (o the difference between
the carrying amount and the asset's estimated fair value,
must be recognized when carrying amount exceeds
undiscounted future cash flows.

However, when market information is not avail-
able or for some reasons [air values are difficult or costly
to obtain, estimated fair value of the asset can be mea-
sured by discounting the expected future cash flow at
an appropriate discount rate. These estimates are based
on judgments regarding future expected loss experi-
ences, current economic conditions, technological
changes, and other factors. In estimating future cash
flows management should consider all incremental cash
flows-—recurring and nonrecurring. The appropriate
discount rate is a discount rate commensurate with the
risk involved in similar investments.

The FASB statement no. 121 does not preseribe
the time frame when discounting estimated cash flows
period for depreciable assets, the period should less be
than or equal to the remaining useful lifes. Estimating
cash flows for short period including a residual value
may be preferable (o estimating cash flows for longer
periods. For measurement purposes, accountant may
refer to the Proposed Statement of Financial Account-
ing Concepts, Using Cash Flow Information in Account-
ing Measurements, June 1997,

AUDITING ACCOUNTING
ESTIMATES

One of the initial findings of AICPA Issues Report on
Information Needs of Investor and Creditors states that
users of financial reporting believe that audited infor-
mation has value because auditors provide independent
assurance of the reliability of amounts reported and ac-
companying disclosures. Generally accepted auditing
standards (GAAS), requires the auditor either to obtain
sufficient and competent evidence to reach judgment
on compliance with GAAP, or to state that a scope limi-
tation exists.

Implementation of fair value measurement and dis-
closure on historical financial statement requires an es-
timation process, which potentially generates estima-
tion error and increases audit risks. Under the SAS 47,
Audit Risk and Materiality in Conducting an Audit, au-
ditors should consider such risks when performing an
audit of financial statements. Additionally, in the SAS
no. 57, Auditing Accounting Estimates, auditors should
make sure that management’s major assumptions un-
derlying the analysis of future cash flows are adequately
supported and documented as to rationale and reason-
ableness [Nurnberg and Dittmar, 1996]. Completeness
and correctness of fair value information must be con-
sidered. If auditors encounter complex or subjective
matters potentially material to the financial statements
they may use the work of a specialist to obtain compe-
tent evidential matter. (AICPA, SAS 73, Using the Work
of a Specialist. 1994),

According to the SFAS 121, auditors should ex-
amine company minutes and other evidence or indica-
tor regarding impairment of long-lived asset. If no such
indication are found, impairment testing and extensive
audit testing are not required.

AUDITING ACCOUNTING
DISCLOSURES

Some companies may disclose information required by
Statement no. 107, 115, and 121, or disclose volunta-
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rily the fair value of assets and liabilities. When audit-
ing management’s estimates of both required and vol-
untarily fair value information, auditors are responsible
for obtaining sufficient competent evidential matter to
reasonably assure that the valuation principles are ac-
ceptable, consistently applied, and supported by the un-
derlying documentation, and that the method of esti-
mation and significant assumptions used are properly
disclosed. If the entity has not disclosed required fair
value information, the auditor should evaluate whether
the financial statements are materially affected by the
departure from generally accepted accounting principles
[Auditing Accounting Estimates, 1993. p. 101].

When voluntary information is presented in addi-
tion to the required information, the AU Sec 9342.04
state that the auditor may audit the voluntary informa-
tion only if both the following conditions exist: (1) the
measurement and disclosure criteria used to prepare the
fair value financial information are reasonable, and (2)
competent persons using the measurement and disclo-
sure criteria would ordinarily obtain materially similar
measurements and disclosures. However, if the auditor
does not engaged to audit voluntary disclosure or both
conditions in AU Sec 9342.04 can not be met, the vol-
untary disclosure should be labeled “unaudited” and
auditor should give disclaimer opinion on that part. The
auditing guidance related to each of these alternatives
is presented in figure 1 (adapted from Auditing Account-
ing Estimates: Auditing Interpretations, 1993).
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CONCLUSION

Fair value accounting is a new reporting require-
ment and has numerous calculations and definitional
requirements. The understandability of measurement
methods and fair values would be improved by more
detailed explanations of fair value methods used, more
detailed breakout of asset, liability, and off-balance-sheet
financial instrument classifications, and more neutral
statements. Without adequate descriptions, users of fi-
nancial statements may draw inappropriate conclusions
as to how specific fair value is determined, and may
mislead their decisions. Inadequate disclosures of such
details will reduce the usefulness of financial statements.

Fair value for financial instruments would be more
objective and relevant than historical cost, because it is
based on an estimate of the current value of assets. Rel-
evant information help users predict the ultimate out-
come of past, present, and future events (predictive
value), or confirm prior expectations (feedback value).

Management or the independent auditors, or both,
should warn users about the possibility of the assets to
be disposed of, and disclose them earlier. These infor-
mation will reduce surprise and shock, unless the de-
clines are sudden, or unexpected. Since fair value mea-
surement and disclosure are new issues, the accounting
profession should further train its members on the mea-
surement techniques to maintain their competence.
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Figure 1. Auditing Guidance for Fair Value

Is the entity required by

Has the entity No
disclosed fair FASB 107, 115, and 121
value informa- to disclose such

tion? information?

Do the disclosures consist
of only those required by
FASB 107, 115, and 121?

Are (1) the fair value amounts
determined in accordance with
FASB 107, 115 and 121, the

Are the financial

method consistently applied, o s materially
and the fair value amounts
: affected by the GAAP
supported by the underlying
documentation and (2) the departure?

method of estimation and
significant assumptions u:

The auditor should determine the
Yes effect of the GAAP departure and
whether a qualificd or adverse
The auditor may issue a standard unqualificd opinion is required.
and may consider adding an emphasis-of-
matter paragraph describing the nature and
possible range of such fair value information.

L




Vén STIE PN - Resmawsn Wabye Arggono

Fair Values Measured

Has the auditor been
engaged to audit the

voluntary* information?

Are (1) the valuation
principles acceptable,
consistently applied, and
supported by the underlying
documentation and (2) the
method of estimation and
significant assumptions used
properly disclosed”

Are the financial
statements materially
affected by the GAAP
departure?

Yes

‘The auditor should determine
the effect of the GAAP de-
parture and whether a quali-
fied or adverse opinion is re-
quired.

Do the disclosures’
constitute a complete
balance sheet
presentation?,

The auditor should exp an opinion on

Are the combined
disclosures located on
the face of the financial
statements or in the

Yes

the fair value presentation. The report

should include a paragraph that:

- States that the fair value financial state-
ments were audited and are the respon-
sibility of management.

Explains what the fair value informa-
tion is intended to present and refers to
the footnote describing the basis of pre-
sentation

States the presentation is not intended
to be in conformity with GAAP.
Includes the auditor’s opinion related to
the vair value information.

The auditor should add
an additional paragraph
to the report as discussed
in Section 551.12.

A

Are the disclosures
located on she face of
the financial statements,
the footnotes, or in a
supplemental
schedule?

No

Yes The auditor should con-
sider the guidance in
Section 550.

Is the information
included in an auditor-
submitted document?

Yes The voluntary disclo-
sures should be labelled
“unaudited.”

A

The voluntary disclosures should be la-
belled "unaudited” and the auditor should
disclaim an opi on the dited in-
formation as discussed in Section 551.13.

The auditor may issue a stan-
dard unqualified opinion and
need not mention the disclo-
sures in the report




