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This study aims to investigate the effect of net income volatility,
other comprehensive income volatility, and comprehensive income
volatility on idiosyncratic volatility. Also, this study includes
derivative transactions as moderation variable in testing the
equation model. The hypothesis test employed multiple linear
regression. The sample in this study is all non-financial companies
listed on the Indonesia Stock Exchange from 2012 to 2017. Data
used in this study are panel data sourced from www.idx.co.id and
www.finance.yahoo.com. The sample selection in this study used a
purposive sampling method with a total sample of 246
observations. The results of this study indicate that comprehensive
income volatility, net income volatility, and other comprehensive
income volatility are not associated with idiosyncratic volatility.
Based on the test results suggest that the interaction between
derivative transactions and comprehensive income volatility, net
income volatility, as well as other comprehensive income volatility,
have a positive effect on idiosyncratic volatility.
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1. INTRODUCTION idiosyncratic volatility is not a bottleneck in the
imposition of risky asset prices because idiosyncratic
volatility is assumed to be diversified. Ang, Hodrick,
Xing, and Zhang (2009) concluded that idiosyncratic
volatility is a pricing factor for returns from risky

Investment risk in the capital market is divided into
a systematic risk that cannot be avoided, and
unsystematic risk that actually can be avoided

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

assets; even idiosyneratic volatility is a risk factor
that is missing from the asset pricing model. Based
on conventional financial portfolio theory, rational
investors in capital markets, ideally diversify
unsystematic risk by holding uncorrelated assets in
their portfolios (Kumari, Mahakud, & Hiremath,
2017).

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

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

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

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

Thus, derivatives transactions are expected to
enhance risk relevance.
Furthermore, this study includes financial

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

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

2. LITERATURE REVIEW AND HYPOTHESIS
DEVELOPMENT

2.1. Literature review

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

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

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

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

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

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

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

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

2.2. Hypothesis development

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

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

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

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

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

HZ2: Net income volatility is positively associated
with idiosyncratic volatility.

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

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

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

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

The use of derivative instruments with hedging
purposes used by companies as a tool for risk
mitigation must be seen in the country where they
are used because Cao et al. (2018), Huang et al.
(2017), and Lau (2016) found that the use of
derivative instruments with hedging purposes could
improve company performance only occur in
developed countries. Conversely, the use of
derivative instruments in developing countries can
cause a decline in the value of the company. Weak
institutions and governance have triggered
conditions in developing countries and derivative
markets in less liquid developing countries. This
condition resulted in a lack of effectiveness of the

derivatives used by the company. Derivative
instruments ownership is best used with the
purpose of hedging when wused in developing

countries has the same potential as the purpose for
speculative, not used for risk mitigation. Although in
Indonesia, the actual implementation of derivatives
has been regulated in PSAK 55 (IAl, 2018) and
PSAK 60 (IAI, 2018), so derivative ownership is
required only for hedging purposes. Also, derivative
transactions carried out by companies are closely
related to earnings management activities that can
lead to company risk due to company policy choices.

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

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

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

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

The company is considered to make
investments to trade derivatives with high risk. As a
result, investors assume that companies that have
derivatives of this type will result in future income,
and loss becomes uncertain. It can also impact the
company’s uncertainty in the future. Murwaningsari,
Utama, and Rossieta (2015) stated that managers
could manage profitability volatility by making
adjustments to cash flow and accrual volatility. In
this regard, Lev and Zarowin (1999) stated that
information in accrual income has a lower quality
than cash flow information. Accrual earnings
provide management with more significant
discretion opportunities, which results in the
accuracy, validity, and reliability of financial
statements being low. As a result, the market
response will be higher for information related to
net income derived from cash flow compared to the
accrual component.

According to Oktavia and Martani (2013), the
existence of derivative uncertainty in Indonesia is
closely related to earnings management practices. It
is in line with Guay and Kothari (2003), which stated
that the use of derivatives is not the only way to

manage risk. There are other possible risk
management tools carried out by non-financial
companies. Therefore, derivatives used by

companies do not always result in a decrease in
company risk. Ayturk et al. (2016) also stated that
most companies limit information on the use of
derivatives. Therefore, many investors find it
challenging to read risk management policies and
hedging strategies from financial statements and
use this information for the benefit of the
investment decision process. The unclear disclosure
of derivative information by users of financial
statements is what results in the ownership of
derivatives that can be dangerous for the company.

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

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

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

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

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

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

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

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

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

3. RESEARCH METHODOLOGY

The research method used in research is quantitative
methods. The object of research uses companies
listed on the Indonesia Stock Exchange. The
population used in the study is non-financial
companies listed on the Indonesia Stock Exchange.
Data was collected using the documentation method
through the official website of the Indonesia Stock

Exchange, namely www.idx.co.id and
finance.yahoo.com. Information data from the
financial statements used in this study for
components of comprehensive income using

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

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

Rig = fo+ PiRme + i oy

The common factor in idiosyncratic volatility.

Where:

Rit=the company's monthly stock return i at
time t;

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

gir=residual of the regression equation for the
company i at time .

The absolute value of the fair value of derivatives

DERIV;, =

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

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

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

(2)

Total assets;—q

where:

DERIVi= fair wvalue of derivative assets
(liabilities) for the company iyear t;

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

Total assets: = total company assets i in year t-1.

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

Total liabilities )
FINLEV = —/——— (3)
Total equity

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

Model 1

IdioVolMM;; = o+ FiClVolir + BoERIVie + BaCIVoli + DERIVi + BaFINLEV:: + e (4)

Meanwhile, to test H2, H3, H3, and H6E, which are the expansion models of Equation (4) are:

Muodel 2

IdioVolMM;, = fo+ BiNIVoly + B0CIVoly + B3DERIV; + ByNIVoly = DERIV; +

(3

+ BsOCIVoly + DERIVIT + BeFINLEVy + &

where:
IdioVolMM, = idiosyncratic volatility using the
Market Model for the company iin year &

NiVoly = net income volatility for the company i
in year f;
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0CiVal: = other comprehensive income volatility
for the company iin year

ClVol, = quarterly comprehensive income for
the company iin year f;

DERIV, = derivative
company iin year t;

FINLEV; = financial leverage for the company i
inyear

& = residual equation.

transactions  for  the

Model 3

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

IdioVolMM; + 1= fo + fiCIVoly + BoERIVie + BaCIVoli + DERIVie + ByFINLEVe + £3 (6)

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

the equation model is:

Model 4

IdioVolMM; + 1 = By + BiNIVoly + ,0CIVoly + BsDERIVy + BaNIVoly = DERIVy +
+ BsOCIVoly = DERIVIT + BoFINLEVy + &

where:

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

NiVoly=net income volatility for the company i
in year (-1;

ociVel: = other comprehensive income volatility
for the company iin year i-1;

CIVoly= quarterly comprehensive
the company iin year t-1;

DERIVy = derivative
company iin year t-1I;

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

£r = residual equation.

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

income  for

transactions  for  the

(7)

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

Then monthly regression is performed for the

(size factor) for the current vyear, which is following equation:
R —Ree = Po+ Pr1(Rme — Rpe) + P2SMBy + BaHML: + & 8)
where: Liu et al. (2014) and Kumari et al. (2017). The

Re = company’s monthly stock return i,

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

Rue=monthly  stock  return from  the
Composite Stock Price Index (CSPI) as used by (Liu
etal, 2014);

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

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

Model 5

portfolio is divided into 3 with the previous year's
book to market equity into three groups, namely
high, medium, and low.

g = residual of the equation.

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

IdioVolyFF = By + BiCIVoli + B.ERIVy + F2CIVoly = DERIVi + ByFINLEVi + ©)
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Meanwhile, to test HZ2, H3, H5, and HE, which are the expansion of Equation (9) above in the second
sensitivity test, the equation model is:

Model 6
IdioVolFFy = By + BiNIVoly + (,0CIVoly + BiDERIVy + B4NIVoly + DERIVy, + (10)
+ Bs0CIVoly + DERIVIT + BeFINLEV;: + £

where: ClVol = quarterly comprehensive income for
IdioVolFFy = idiosyncratic  volatility using FF  the company i in year

Model for the company iin vear t; DERIVi: = derivative  transactions for  the
NiVoly=net income volatility for the company i company iin yvear ¢

invyear FINLEV, = financial leverage for the company i
OCfVale = other comprehensive income volatility  in yvear f;

for the company iin year &= residual equation.

4, RESULTS AND DISCUSSION median, maximum value, minimum value, and

standard deviation. Table 1. shows the results of
Based on data analysis conducted on 41 companies descriptive statistics that describe information on
from 2012 to 2017, the descriplive statistical variable characteristics in this study.
components used in this research are the mean,

Table 1. Descriptive statistics summary

VOL IDMM VOL IDFF NIVOL OCIVOL CIVOL DERIV FINLEV
Mean 33,41% 28,79% 3,27% 2,73% 4,75% 0,61% 168,48%
Median 28,93% 23,87% 1,82% 0,25% 2,11% 0,036% 105,1%
Max. 184,92% 178,63% 39,78% 125 ,58% 150,66% 6,82% 148,13%
Min. 5,503% 4,06% 0,075% % 0,1% 0% 18,72%
Std. Dev. 22,12% 19,81% 4,96% 9,17% 11,29% 1,35% 198,39%
Obs. 246 246 246 246 246 246 246
A summary of the results of the coefficient of A summary of the results of the coefficient of

determination test, the model determination test, determination test, model permanence test, partial
the partial test (t-test) Equation (4) (primary model  test (t-test) Equation (5) models (primary model test),
test), Equation (6) (sensitivity 1), and Equation (9) Equation (7)  (sensitivity 1), and Equation (10)
(sensitivity 2) are as follows in Table 2. (sensitivity 2) are as follows in Table 3.

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

Main Model Sensitivity 1 Sensitivity 2

Coef. T-Stat. Prob. Coef. T-Stat. Prob. Coef. T-Stat. Prob.
Cons 03142 12.491 0 e 0.267 09.024 0 e 0.267 11.459 1] e
Clvol -0.167 -1.2895 0.098 * 0.464 1.560 0.060 = -0.102 -0.848 0.198
Deriv -1.412 -0.950 0.171 2.046 1.200 0.115 -0.23 -0.166 0.433
CIVOl*Deriv 90.584 5.178 0 e -21.893 | -1.016 0.155 47.901 2.929 0.002 =
Finlev 0.005 0.599 0.274 0.0254 2677 0.004 o 0.007 0.9157 0.180
AdjR2 0118 0.047 0.043
F-Stat. 9.215 3.557 3.751
Prob. (F) 0.000 0.008 0.006

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

Main Model Sensitivity 1 Sensitivity 2

Coef. T-Stat. Prob. T-Stat. Prob. Coef. T-Stat. Prob.
Cons 0.318 12399 | 0 - 3848 0 = 0274 11.498 0
NIVol -0.168 -0.556 0.289 2,245 0.012 = -0.275 -0.976 0,330
OCIVol 0,172 -1.014 0.155 0.577 (0.282 -0.053 -0.334 0.738
Deriv -2.125 -1.2893 0.098 = 0.560 (0.287 -1.412 21 (0.358
NIVOI*Deriv 72598 [ 2.041 0.021 = 0.801 0.211 64.023 23 0.055 =
OCIVOI*Deriv 100.28 | 4.186 0.000 i -1.135 0.128 50,398 2.247 0.025 el
Finlev 0.003 0.441 0.329 2203 0.014 o 0.006 0.763 0.445
AdjR2 0.136 0.059
F-Stat. 7454 3.600
Prob. (F) 0.000 0.003 0.002
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4.1. The effect of comprehensive income volatility
on idiosyncratic volatility

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

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

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

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

4.2, The effect of net income volatility on
idiosyncratic volatility

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

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

earnings movement information in  determining
company risk.
Idiosyncratic  wvolatility,  which is an

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

The same test result is generated using
idiosyncratic volatility using the Fama-French Model.
The result of this study confirms that quarterly net
income volatility is not a cause for the emergence of
unsystematic risk in the current year, so testing
using the Fama-French Model confirms the test
result using the Market Model. Furthermore, the
result of the previous year’s accounting information
testing on the company’s unsystematic risk indicates
that the net income volatility of the previous year
has a positive effect on idiosyncratic volatility. The
result of this test suggests that changes/movements
in the quarterly net income of the current vear
require time for further interpretation and analysis
related to the data and information which cannot be
used to determine the systematic risk of the current
vear. With the adoption of IFRS in financial
accounting standards in Indonesia has resulted,
users of financial statements including investors,
need time to be able to understand the accounting
provisions by the new financial accounting
standards. Therefore, the interpretation of the
previous year's income statement concluded by
investors can indicate idiosyncratic volatility of the
current year, SO0 that investors’ reaction to
accounting information, especially the quarterly net
income of the previous year, occurred in the
following vear in determining the unsystematic risk
of company shares in the capital market.

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

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

This finding of the study suggests that net
income wvolatility information in the current year
looks reasonable for the company. However, it is
possible  in  the preparation of net income
information that there is an opportunistic
managerial discretion. Information on quarterly net
income in the current year cannot be used as
decision making related to investment risk,
especially unsystematic risk. Investors may be more
careful in responding to the movement of quarterly
net income information in the current year which
may not necessarily be used in investment decision
making in the capital market. Also, users of financial
statements, especially investors, need time to be
able to understand the company’s activities that are
reflected in net income including the policies chosen

by the company in determining revenue and
expenses every quarterly period in one year.
Changes in  IFRS-based financial accounting

standards implemented by companies in Indonesia,
starting in 2012 is not an easy thing for investors to
interpret. Net income information is still used by
investors in making decisions regarding the
information on company risk, given that investors
are familiar with net income information using
previous accounting standards. However, with the
change in IFRS-based financial accounting standards,
investors need time to interpret them, let the
information on quarterly net income consisting of 4
periods in one vyear. Therefore, the financial
statements still have benefits, especially for the
previous vear's net income information, because the
information can be used in determining
unsystematic risk.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

The use of derivative instruments for any
purpose in developing countries tends to cause a
decline in the firm value (Lau, 2016). It is due to
weak institutions and governance in developing
countries and derivative markets in less liquid
developing countries. Therefore, the effectiveness of
derivatives plays a less role in mitigating risk,
derivative ownership tends to be harmful to the
company. The opposite condition occurs when the
use of derivatives in developed countries, the use of
derivative ownership, can reduce the standard
deviation of stock returns and systematic risk
because companies in developed countries’ financial
derivatives are more aimed at risk management
compared to trading objectives (Huang et al., 201 7).
Different company conditions in  developing
countries such as Indonesia with developed
countries in treating derivatives are also different.
The result of this study indicates that ownership of
derivative instruments tends to increase the positive
influence of other comprehensive income volatility
on idiosyncratic wvolatility in Indonesia. Other
comprehensive income items that arise as a result of
company policy can create unsystematic risk if the
company has derivatives. The instability of other
comprehensive income items appearing from
management policies within the company rather
than from the normal activities of the company can
pose an unsystematic risk to the company if the
company has derivative transactions.

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

The test result in this study also showed that
derivatives tend to trigger risks that occur due to the

instability of other comprehensive income.
Derivative transactions that are designated as
hedging instruments receive special accounting

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

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

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

of comprehensive income for the year is strongly
influenced by net income because its component
includes 98.5% of comprehensive income. Although
for investors, it is not easy to interpret net income
information using IFRS-based financial accounting
standards, investors have known net income
information using previous financial accounting
standards so  that investors respond to
comprehensive income information the same as
investors’ responses to net income. Net income
volatility is not associated with idiosyncratic
volatility. However, information on the volatility of
the guarterly net income from the previous yvear can
be used as a basis for assessing a company's
idiosyncratic  volatility. Changes in IFRS-based
financial accounting standards cause users of
financial statements, especially investors, to take
time to interpret  and evaluate accounting
information related to management policies of
operating activities reflected in net income
information. Other comprehensive income volatility
current year and previous year are not associated
with idiosyncratic volatility. Other comprehensive
income items originating from activities outside the
company’s regular operations do not become too
attractive information for investors. Therefore,
accounting information on the volatility of other
comprehensive income in the current year or the
previous vear is not used to assess the company's
systematic risk.

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

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

standards in Indonesia because changes in financial

accounting  standards can  result in  different
understandings and interpretations in financial
statements using prior financial accounting

standards. Therefore, a good knowledge of IFRS-
based financial statements is in line with the
benefits of financial statements in making
investment decisions in the capital market. Also, a
good understanding of [FRS-based financial
accounting standards results in an investor’s
interpretation and analysis of information in
financial statements more easily and quickly. Based
on the findings in this study, investors, as users of
financial statements, need time to interpret
information in financial statements, especially
information on comprehensive income components.
Therefore, investors must improve their ability and
understanding of net income items by IFRS-based
financial accounting standards.

Based on the results of this study, the
Indonesian Institute of Accountants (IAI) is expected
to continue to be able to improve the rules of
financial accounting standards, especially related to
the policy of disclosure of activities incduded in
comprehensive income to increase the usefulness of
financial statements for wusers of financial
statements. IAI needs to improve the quality of
financial accounting standard settings so that
information in financial statements can be better
understood and more useful for investors. Also, IAI
needs to increase access to the availability of
financial accounting standards for users of financial
statements for both existing investors and potential
investors, given the changes in IFRS-based financial
accounting standards are quite dynamic so that
investors can use accounting information in making
investment decisions on the capital market.
Furthermore, IAI needs to coordinate with the
Indonesia Financial Services Authority related to the
ownership of derivative instruments by companies
listed on the IDX so that the companies should
follow the provisions in the actual financial

volatility. accounting standards that are used for hedging
Based on the results of this study, investors rather than being used for speculative. This action is

must  better understand financial accounting a good step for investor protection in Indonesia.
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