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The Relation of Capitalized or Expensed of
Intangible Expenditures to Firm Value

M. F. Djeni Indrajati W** Elizabeth Sugiarto Dermawan'

Faculty of Economics and Business, Universitas Tarumanagara, Jakarta, Indonesia
*Corresponding author. Email: djenii@fe.untar.ac.id

ABSTRACT

Some expenditures that have an impact on the expectation of future benefits are often treated differently be-
cause the point of view is the possibility of uncertain future benefits. If it is uncertain will be expensed, while
what is likely to come from the acquisition of external parties is capitalized as an asset. This difference treat-
ment inspired the research to see its impact on corporate value in investor point of view. Testing this research
with SPSS version 20 is based on timeseries data on LQ45 companies listed on the IDX in 2013-2017. Refer-
ring to signaling theory, the results of this study find there is a relation of negative and non-significant intan-
gible assets to firm value, there is a relation of positive and significant research and development expenses on
firm value, there is a relation of negative and insignificant employee training expenses to firm value, and
there is a relation of positive and not significant advertising expenses to firm value.

Keywords: Firm value, intangible assets, research & development expenses, trainning expenses, advertising

expenses

1. INTRODUCTION

Investment decisions often refer to accounting numbers that
are read as future prospects by rational investors. Unfortu-
nately, Puspitaningtyas [18] argues that investors still con-
sider accounting information in investment decision making
but are more dominated by factors that reflect investor psy-
chology as a personal signal that causes stock prices do not
reflect their fair value and are in an inefficient stock market
condition.
Skroupa [21] describes the opinion of David Post, chairman
of the Sustainable Accounting Standards Board (SASB),
who argues that the value of intangible assets is very im-
portant because it increases the market value of companies,
although the value of tangible assets greatly affects the value
of the company because the value of intangible assets is
very small but not Thus with the current conditions where
the value of intangible assets has grown from 20% to 80% in
the Balance Sheet which contains intellectual capital and
research and development. Conventional accounting meth-
ods have not evolved to measure the value of intangible
assets because of the characteristics of future benefits that
are still considered uncertain. The long-term value of the
company's total assets (including intangible assets) is driven
by a series of short-term corporate actions and the compa-
ny's long-term decisions.
Generational Equity [9] states that

The important thing that business owners

need to know about intangible assets is this:

they can play a significant factor in a buyer

paying a premium for a company, but do
not appear on a balance sheet. This means
that two companies can have drastically
different values to potential buyers even if
every tangible aspect of their business is
identical......

Mindermann and Brosel [15] argue that the reason why in-
ternal development of intangible assets is not capitalized is
because (1) problems arise in identifying future economic
benefits, (2) more difficult to measure because they are not
available the market price of intangible assets produced
internally. Therefore, the International Accounting Standard
Board (IASB) distinguishes expenses for research and ex-
penditure for development. IAS 38 recognizes the cost of
research (research) as an expense because the possibility of
future benefits is uncertain, while in the development stage
it is an advanced stage of the research stage so that the pos-
sibility of future benefits needs to be evaluated if success
will be capitalized if failure will be expensed.

The results of previous research are still not consistent and
pay little attention to expenditures imposed on the value of
the company. This study descriptively tried to investigate
the perceptions of investors with the formulation of the
problem as follows: (1) how do investors perceive non-
judged assets presented in the Company's Financial Position
Report, (2) how investors perceive the research and devel-
opment expense presented in the Profit / Loss Report, (3)
how are investors ‘perceptions of employee training expens-
es presented in the Profit / Loss Report, and (4) how inves-

Copyright © 2021 The Authors. Published by Atlantis Press SARL.
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tors' perceptions of advertising expenses are presented in the
Profit / Loss Report.

1.1. Theoretical Bases

1.1.1. Signaling theory

The signaling theory in this study focuses on the role of
financial statements published on investment decisions that
affect the value of the company. If financial statements are
seen as information, the numbers in the financial statements
can provide a signal so that it will be followed up by inves-
tors.

Published information will give a signal to investors in mak-
ing investment decisions, and the information can be per-
ceived as good news or bad news that will affect the compa-
ny's stock price which ultimately affects the value of the
company. Unfortunately, signaling theory is often related to
asymmetry information because management as the infor-
mation giver has a specific goal that directs investment deci-
sions of investors as users of financial statements. Lev
(2001) in Anagnosto-poulou [1] suggests that: "In-tangible
information problems between insiders and outside financial
statements users regarding their quality.” Joseph Stiglitz
(2002) in Connelly et.al [6] also suggested that signaling
theory provides a unique, practical, and perspective that can
be empirically tested in conditions of imperfect information.

1.1.2. The value of the company

The value of the company as a result of investor investment
decisions can be indicated by the company's stock price.
Gamayuni [8] suggests that the measurement of company
value can be determined through: (1) Tobin'Q which accord-
ing to James Tobin (1967) in Gamayuni [8] is measured by
the market value of equities divided by book value of equi-
ties, (2) Price to Book Value (PBV) is a value given by de-
veloping financial market and corporate management, which
generally shows a value above one for a healthy company
that can make investors believe in the company's prospects
and can be measured easily and can show signals of expen-
sive or cheap stock prices a company, (3) Enterprise Value
calculated from market value plus debt minus cash, (4) Pre-
sent Value of Cash Flow, and (5) Free Cash Flow as meas-
ured by after-tax operating profit minus re-invested needs.

1.1.2.1. Intangible assets

Intangible assets are non-monetary assets that can be identi-
fied and do not have physical form, according to 1Al [12]
the definition requires identification if: (a) can be separated,
i.e. can be separated or distinguished from the entity and
sold, transferred, licensed, leased or exchanged, either indi-
vidually or together with related contracts, identified assets,
or identified liabilities, regardless of whether the entity has
the intention to do so , or (b) arises from contractual rights
or other legal rights, regardless of whether these rights can

Advancesin Social Science, Education and Humanities Research, volume 570

be transferred or separated from the entity or from other
rights and obligations.

Recognition of intangible assets according to 1Al [12] is
stated as follows:

Intangible assets are recognized if and only if:

(@) it is likely that the entity will obtain economic benefits
the future of the asset, and (b) the acquisition cost of the
asset can be measured reliably.

Related to recognition rules, this is an obstacle in the recog-
nition of intangible assets produced internally, including
constraints in recognizing research costs as intangible assets,
so that these expenses are charged. Sveiby (1998) in Gama-
yuni [8] states that: "Invisible intangible part of the balance
sheet can be classified as a family of three, individual com-
petence, internal structural, and external structure." Gama-
yuni [8] also concluded that intellectual capital became the
main factors that can increase market value and subsequent-
ly the value of the company, so that measurement of intel-
lectual capital is very important because if not measured it
will provide different information between the company and
investors. Pandya & Jain [17] argues that the company's
intangible assets include the ownership of knowledge, ap-
plied experience, company technology, customer relations
and professional expertise that provide competitiveness in
the market, and at the beginning of the 21st century the role
of intangible assets as creators of value is accepted by econ-
omists, investors, and management.

1.1.2.2. Research and development expenses

IAI [12] in PSAK 19 states that in determining an intangible
asset produced internally it meets the requirements to be
classified into two stages, namely the research stage and the
development stage. In the research phase, all expenditures
are recognized as an expense when incurred, while in the
development phase it is recognized as an intangible asset if
it fulfills all of the following:

(a) the technical feasibility of completing such intangible
assets so that the assets can be used or sold.

(b) intention to eliminate these intangible assets and use
them or sell them.

(c) the ability to use or sell these intangible assets.

(d) how intangible assets will produce the most likely future
economic benefits. Among other things, the entity can indi-
cate the existence of a market for the output of intangible
assets or the market for intangible assets themselves, or, if
the intangible assets will be used internally, the entity can
show the usefulness of the intangible assets.

(e) the availability of sufficient technical, financial and other
resources to complete the development of intangible assets
and to use or sell these assets.

(F) the ability to measure reliably the expenses that can be
distributed against intangible assets during its development.
Johnson and Pazderka [13] suggest that the market value of
a company's stock should respond to the expected impact of
changes in research and development activities on net cash
flows. Salinger (1984) in Johnson and Pazderka [13] sug-
gested that innovative activities can be risky, but their suc-
cess gives the monopolist power to the inventor. Both of
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these aspects are captured in the market value of the compa-
ny reflected in the present value of all future profits, includ-
ing the component of monopoly power and adjusting the
risk.

1.1.2.3. Employee training expenses

Bobinski [4] suggests that training can increase productivity,
customer satisfaction, and sales, but it is very complicated to
calculate the rate of return on investment in training. Bobin-
ski [4] also revealed Philip's opinion that there are 5 levels
of ROI calculation, namely:

Level 1: Reaction / Satisfaction: What are the participants'
reactions to learning and what do they plan to do with the
material?

Level 2: Learning: What knowledge, skills, attitudes have
changed and by how much?

Level 3: Job Application: Are there any change behaviors
and jobs that they learned in the training?

Level 4: Business Impact: Did the on-the-job application
produce measureable results?

Level 5: ROI: Did the monetary value exceed the cost of the
program?

1.1.2.4. Advertising expenses

Godfrey et al [10] suggested that spending on advertising
was immediately recognized as an expense because the
impact of advertisement spending was long and difficult to
determine. Suppose that a customer can buy a product
because of the ad that was seen two years ago, and because
the benefits cannot be determined reliably then the
expenditure of advertising is recognized immediately as an
expense. Pauwels, Silva-Risso, Srinivasan, and Hanssens
(2004) in Conchar et al [5] suggest that promotion spending
is specifically designed for short-term impact, while
advertising expenditure is intended both for short-term sales
increases and long-term benefits in the context of awareness
brand, loyalty, cost savings, and competition barriers.
Vitorino [23] argues that advertising expenditure is an
investment to create brand capital as an intangible asset that
summarizes brand awareness of goods and services
produced by the company. This brand capital will increase
sales, through increasing customer loyalty, and
understanding quality, thus becoming an important
component of the company's market value.

2. BACKGROUND

Swanson [22] argues that lately corporate intangible assets
have become an important trigger for increasing the
economic value of the company, which is actually difficult
to measure, and its study found that the measurement of
intangible assets that are developed internally affects the
value company. Shih [20] states that intangible assets are
positively related to the book value of operational assets and
company cash dividends. Behname et.al. [2] argued that in
recent high competitive economies, intangible assets create
productive value of companies, but the challenge for
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accounting standards compiler bodies related to the
measurement and reporting of intangible assets, also stated
that the results of the testing found that intangible assets had
a positive and significant impact on the market value of
metal industry companies in Bursa Efek of Tehran.
Miyagawa et al. [16] showed that the results of his research
based on Bond and Cummins (2000) show that the greater
intangible assets increase the value of the company,
especially in the Information and Communications
Technology (ICT) industries. Gamayuni [8] 2007-2009
revealed the results of his studies of going public public in
Indonesia that the empirical evidence of intangible assets,
financial policies, financial performance, together had a
significant influence on the value of the company.

Barth and Kasznik (1999) in Anagnostopoulou [1]
suggest that the higher the book-to-market ratio indicates
the low intangible assets because many intangible
expenditures are not recognized as assets in the balance
sheet but are reflected in the market value of equity.
Basgoze and Sayin [3] suggested that investment in
research and development creates corporate value related
to the company's competitive advantage which is a
differentiating strategy that creates new products from
processes that are difficult to emulate by competitors and
that create brand equity. Basgoze and Sayin [3]
observation results revealed that there is a positive and
strong correlation between the intensity of investment in
research and development expenses and the rate of return
on investment. Previous research, Johnson and Pazderka
[13] also revealed the results of empirical research which
also showed a positive and statistically significant
relationship between research and development expense
expenditure and stock market value. Ho et al [11]
revealed that intensive investment in research and
development contributed positively to the market
performance of manufacturing companies for one year,
but not for non-manufacturing companies. In line with
that, Dugi and Torluccio [7] also put forward the results
of their research which illustrate the certainty of the
positive and significant influence of research and
development expenditures on the market value of the
company. Becker (1964) in Riley et al [19] revealed that
investment in employee training and education often
provides positive economic value because it benefits the
knowledge and skills of employees who can increase
productivity, even though the investment is not expected
to improve the company's financial performance. The
rate of return from training can only be seen if the
product increase is higher than the increase in wages.
Kwon [14] presents the results of empirical research that
book value of equity, expense education and training, and
welfare costs have a positive relationship with enterprise
value, while accounting earnings have a significant negative
impact on enterprise value. Ho et al. [11] suggested that
intensive investment in advertising contributed positively to
the performance of one year with shares of non-invoicing
companies. Hanssens (2004) in Conchar [5] suggests that
marketing decision makers are increasingly raising
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awareness of the importance of shareholder value
maximization, which is referred to as evaluating the long-
term impact of their actions on market-product returns in
accordance with the investor response, and research results
empirically states that there are two industries that support
that advertising spending has a long-term positive impact on
the corporate market capitalization and can be negatively
impacted on the competitor's measure of comparative size.
Vitorino [23] argues that advertising expenditure as an
investment in brand capital and the results of his research
states that this brand capital can estimate the company value
of 23% and vary between industries. Conchar, Crask, and
Zinkhan [5] suggest the results of a meta-analysis that there
is a positive relationship between advertising and pro-
motive expenditure with the company's market value,
because marketing expenditures are generally expected to
provide future cash flows that increase prosperity
shareholders.

2.1. Framework for Thinking and Development
of Hypotheses

Intangible assets are recognized as assets (capitalized)
because the expectation of future benefits is certain and can
be measured in real terms, thus it is expected to increase the
value of the company. Given the company's value is the
value that investors perceive for the company's future
prospects, and the recognition of accounting in capitalizing
intangible assets is expected to give a good signal to
investors to buy shares. Therefore the first allegations of this
study are:

H1: Intangible assets have a significant and positive impact
on Firm Value.

Expenditures for research and development are recognized
as expenses, even though there are hopes of future benefits
from successful research and development to produce
innovative products that follow the tastes of customers,
thereby increasing the sustainability of the company and
expected to have an impact on the value of the company .
Therefore the conjecture while the two studies are:

H2: The research and development expense has a significant
and positive effect on Firm Values.

Expenditures for employee training are recognized as an
expense, even though there are hopes of future benefits from
the employee's training activities such as increased
knowledge and skills to increase company productivity
which is ultimately expected to have an impact on company
value. Therefore the allegations of all three of these studies
are:

H3: Employee training expenses have a significant and
positive effect on Firm Value.

Expenditures for advertising are recognized as an expense,
even though there is hope to increase future sales even
though there is an uncertain customer response time lag and
measurement of the results of increased sales is difficult to
measure reliably, but advertising expenditure should still be
held accountable provide future benefits so as to increase the
value of the company. Therefore allegations while the four
researches are:
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H4: The advertising expenes has a significant and positive
effect on Firm Value.

3. RESEARCH METHODS

The hypothesis testing technique in this study is simple
regression analysis with the following equation:

PBVIA=a+f1IA +¢
PBVRD =a + ; RDEXP +¢
PBVTR = 0o+ 1 TREXP + ¢

PBVADV =a + 31 ADVEXP + ¢

Information :

PBVIA = Price to Book Value — Intangible Asset
PBVRD = Price to Book Value — Riset & Development
PBVTR = Price to Book Value — Training

PBVADV= Price to Book Value - Advertising

o = Constanta
B1 = Coeficient
1A = Intangible Asset

RDEXP = Riset & Development Expense
TREXP = Training Expense

ADVEXP= Advertising Expense

€ = error

This research is carried out by using secondary data to cap-

ture intangible expenditures that influence company value.
This research model can be described as follows:

A

4. FINDINGS AND DISCUSSION

Based on the results of the physical requirements test, this
study was tested parametrically for H1 and H2, whereas for
H3 and H4 because of heteroscedasticity problems it was
tested non-parametrically with Spearman Rho correlation.
The parametric test results for H1 and H2 are illustrated in
Table 1 below.
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Table 1 Test result of H1 and H2

Alternative Standardized Sig. t Result
Hypothesis Coefficients

H1 -0,087 0,446 Not Accepted
H2 0,713 0,000 | Accepted

Based on Table 1 above, H1 shows a negative correlation
coefficient (-0.087) and a significance value t above 0.05 (ie
0.446), so it is not accepted. The negative correlation coeffi-
cient means the greater the intangible assets - the smaller the
firm value, and vice versa, the smaller the intangible assets -
the greater the firm value. This direction of correlation is
contrary to H1's direction. The signal given from intangible
assets is negatively related to the value of the company.

The H2 test results show a positive correlation coefficient
(0.713) and a significance value of t below 0.05 (ie 0,000),
so that it is received. Positive correlation coefficient means
the greater the research and development expense - the
greater the firm value, and vice versa, the smaller the re-
search and development expense - the smaller the firm val-
ue. The direction of this correlation is in the direction of H2.
Signals given from the research and development expense
are positively related to the value of the company.

The results of Spearman Rho's non-parametric test for H3
and H4 are illustrated in Table 2 below.

Table 2 Test Result of Ha3 dan Ha4

Alternative Correlation Sig. (1- Result
Hypothesis Coefficient tailed)

H3 -0,062 0,314 Not Accepted
H4 0,090 0,212 Not Accepted

Based on Table 2 above, H3 shows a negative correlation
coefficient (-0.062) and a significance value above 0.05 (ie
0.314), so it is not accepted. The negative correlation coeffi-
cient means that the larger of training expense - the smaller
the firm value, and vice versa, the smaller the training ex-
pense - the greater the firm value. The direction of this cor-
relation is in the direction of H3. The signal given from the
training expense is negatively related to the value of the
company.

H4 test results show a positive correlation coefficient
(0.090) and a significance value above 0.05 (ie 0.212), so
that it cannot be accepted. The positive correlation coeffi-
cient means the greater the advertising expense - the greater
the firm value, and vice versa, the smaller the advertising
expense - the smaller the firm value. The direction of this
correlation is in the direction of H4. The signal given from
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the advertising expense is positively related to the firm val-
ue, but is not significant so it is not accepted

4.1. The Relation of Intangible Assets to Firm
Values

Based on H1 test results that cannot accepted because of the
negative direction and the significance value of the t test that
is not significant, it can be described that intangible assets,
which are capitalized by intangible expenditures, are not
considered to increase the value of the company by inves-
tors. This is not in line with the results of Swanson [22],
Shih [20], Behname et.al. [2], Miyagawa et al [16] and Ga-
mayuni [8]. The results of this study are in accordance with
that stated by Barth and Kasznik (1999) in Anagnostopoulou
[1] which suggests that the higher the book-to-market ratio
indicates the low intangible assets, this is due to the many
intangible expenditures that are not recognized as assets in
balance sheet but reflected in the market value of equity.
This can be due to the fact that most intangible expenditures
are not capitalized, because the Financial Accounting Stand-
ards (SAK) regulate internal development, whose future
benefits are uncertain immediately charged. This is the im-
plementation of conservatism which chooses to increase the
expense if there is uncertainty about the future.

4.2. The Relation of Research and Develop-
ment Expenses to Firm Values

Based on the H2 test results that can be accepted because of
the positive direction and significant significance value of
the t test, it can be described that the research and develop-
ment expense which is the intangible expense that is charged
is seen to increase the value of the company by investors.
This is consistent with the results of a study by Basgoze and
Sayin [3], Johnson and Pazderka [13], Ho et al [11], and
Dugi and Torluccio [7]. Even though SAK regulates all ex-
penses for research, it is charged positively by investors so
that it increases the value of the company. Thus investors
appreciate the business done by the company through re-
search.

Accounting treatment regulated by Indonesian GAAP for
research and development expenses when compared with oil
and gas accounting (although the PSAK has already been
revoked) knows two methods, namely successful method
that adheres to the definition of elements of Expenses and
Assets, and a full cost method that adheres to the price con-
cept acquisition, then SAK seems to support Successful
Effort Mehod which focuses more on the definition of ele-
ments of financial statements than the concept of cost. For-
tunately, financial report users as decision makers under-
stand this so that even if recognized as an expense, it can
increase the value of the company.
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4.3. The Relation of Training Expense to Firm
Value

Based on the H3 test results that are not accepted because of
the negative direction and significance value of the Rho
Spearman correlation which is not significant. Therefore, it
can be illustrated that the training expense which is a negli-
gible intangible expenditure is seen as reducing the value of
the company by investors. This is not in accordance with the
results of Becker (1964) in Riley et al [19], and Kwon [14].
The training expense is seen by investors as irrelevant for
making investment decisions, so that the increase in training
expenses reduces the value of the company and is not signif-
icant.

In the era of very rapid technological development and the
era of emergence of ovation in all fields, what is needed is
learning personnel who never stop until the end of their
lives. The rapid changes in technology and innovation make
the company must issue a continuous training expense that
is quickly passed.

4.4. The Relation of Advertising Expenses to
Firm Value

Based on H4 test results that are unaccepted because even
though the directions are positive, the significance value of
Spearman Rho correlation is not significant. Therefore, it
can be illustrated that the advertising expense which is an
intangible expense that is charged is considered to increase
the value of the company by investors but is not significant.
This is not in accordance with the results of research by Ho
et al [11], Vitorino [23], Conchar, Crask, and Zinkhan [5].
The positive direction shows that users of financial state-
ments expect intangible spending for advertising can in-
crease the value of the company, but this is still not signifi-
cant.

Expending advertising is expected to increase future sales,
but there is still uncertainty because consumer tastes change
rapidly. In the era of consumers becoming kings, companies
must try to position their products in the minds of consum-
ers by always paying attention to the existence of new sub-
stitution products and complementary products that can win
the competition. The persistence in the era of intense com-
petition makes investors perceive intangible spending for
advertisements that are positively related to the value of the
company but not yet significant.

5. CONCLUSIONS AND SUGGESTIONS

Based on the results of the classical test, H1 and H2 are test-
ed parametric while H3 and H4 are tested non-parametric
because there is a problem of heteroscedasticity. The first
alternative hypothesis is not accepted, because the results of
the testing of this study show the relation of intangible as-
sets that are negative and not significant to the value of the
company.

The second alternative hypothesis is accepted because the
results of this research test show the relation between re-
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search and development expense that is positive and signifi-
cant to the value of the company. Fortunately, financial re-
port users as decision makers understand this so that even if
recognized as an expense can increase the firm value.

The third alternative hypothesis is not accepted because the
results of this research test show that the training expense is
negative and not significant in relation to firm value. This
can be caused by investors seeing the success of spending
on training is difficult to measure even often leading to re-
sistance given that technological changes and rapid innova-
tion make employees must be lifelong learners.

The fourth alternative hypothesis cannot accepted because
the results of the testing of this study indicate that the adver-
tising expense is positive but not significant to the value of
the company.

The limitations of this study are only observing the reaction
of investors from companies whose liquid shares are traded
on the IDX (LQ45) from 2013 to 2017. The reaction of in-
vestors that reflects the value of the company is reflected in
the value of PBV. This study does not use intervals between
independent variables that influence the dependent variable,
because it assumes that investors always monitor interim
financial reports so that when the annualized free variable
value is expected to affect the value of the company at the
end of the period.

Future research is expected to expand the sample and the
year of the study. In addition, a proxy for company value
can be changed with a measure that is considered more rep-
resentative of investor reaction. Further research is also ex-
pected to use interim financial report data for free variables.

ACKNOWLEDGMENT

Thank you to the Rector, LPPM Director and all
staff of Tarumanagara University, also to the Dean
and staff of Faculty of Economics Untar.

REFERRENCES

[1] S.C. Anagnostopoulou, R&D Expenses andFirm Val-
uation: a Literature Review”, International Journal of
Accounting & Information Management, 2008, vol 16
issue 1 pp.5-24; https://doi.org/10.1108/
18347640810887735

[2] M. Behname, M.R Pajoohi, M. Ghahramanizady, The
Relationship between Intangible Assets and the Market
Value; Metals Industry of Tehran Stock Exchange Case
Study; Australian Journal of Basic and Applied Sciences,
2012, 6(12): 115-122, 2012 ISSN 1991-8178

[3] P. Basgoze, H.Cem Sayin, The Effect of R&D Ex-
penditure (Investments) on Firm Value: Case of Istanbul

163


https://doi.org/10.1108/%2018347640810887735
https://doi.org/10.1108/%2018347640810887735

ATLANTIS

PRESS

Stock Exchange, Journal of Business, Economics & Fi-
nance (JBEF), 2013, volume 2 issue 3; ISSN: 2146-7943

[4] Bobinski, Dan, Training is a Profit Center, Not an
Expense; Mar 17, 2016; https://www.management-issues.
com/opinion/6595/training-is-a-profit-center-not-an-
expense/

[5] M Conchar, R Crask, M Zinkhan, Market Valuation
Models of the Effect of Advertising and Promotional
Spending: A Review and Meta-Analysis, Journal of the
Academy of Marketing Science, 2015, vol.33 no.4 (fall)
page 445-460; DOI:10.1177/0092070305277693

[6] Connelly, Brian L, S.Trevis Certo; R. Duane Ireland,
R Reutzel, Signaling Theory: A Review and Assessment,
Journal of Management, 2011, DOI: 10.1177/
0149206310388419. http://jom.sagepub.com/content/37/
1/39

[7] Dugi, Andi, Gluseppe T, Can R&D Expenditures Af-
fect Firm Market Value? An Empirical Analysis of a
Panel of European Listed Firms, Bank Performance,
Risk, and Firm Financing; London, Palgrave, Macmillan,
2010, pp214-251, available at SSRN, https://ssrn.com/
abstract=1609791

[8] Gamayuni, R. Rindu, The Effect of Intangible Asset,
Financial Performance and Financial Policies on The
Firm Value, International Journal of Scientific & Tech-
nology Research volume 4, issue 01, January 2015; ISSN
2277-8616; www.ijstr.org

[9] Generational Equity, How Intangible Assets Impact
the Value of A Company, 2018 https://www. genequi-
tyco.com/insights/how-intangible-assets-impact-the-
value-of-a-company

[10] J. Godfrey, A. Hodgson, A. Tarca, J. Hamilton, S.
Holmes, Accounting Theory 7" edition, John Wiley &
Sons Australia Ltd, 2010

[11] Ho, Yew K., H. T. Keh; Jin M.O., The Effects of
R&D and Advertising on Firm Value: An Examination of
Manufacturing and Non-Manufacturing Firms, IEEE
Transactions on Engineering Management, 2005, volume
52 issue 1 pp.3- 14, Feb 2005.

[12] Ikatan Akuntan Indonesia, Standar Akuntansi Keu-
angan efektif 1 Januari 2017; Cetakan Pertama, Novem-
ber 2016

[13] Johnson, Lewis D; Bohumir Pazderka, Firm Value
and Investment in R&D; Managerial and Decision Eco-
nomics, JSSTOR- John Wiley & Sons, Ltd., (1993), vol
14, 15-24; Jan — Feb, 1993.

Advancesin Social Science, Education and Humanities Research, volume 570

[14] Kwon, Gee-Jung, The Impact of Human Resource
Expenses on Business Value: Focus on Welfare and
Training Expense in Listed Korean Stock Markets, 2017,
https://journals.sagepub.com

[15] Mindermann, Torsten, Gerrit B., Does the Capitali-
zation of Internally Generated Intangible Assets Accord-
ing to IAS 38 Really Provide Useful Information?
Ekonomia Menedzerska, 2009, nr 6, s 7-16.

[16] M. Tsutomu, M. Takizawa, K. Edamura, Does the
Stock Market Evaluate Intangible Assets? An Empirical
Analysis Using Data of Listed Firms in Japan; paper pre-
pared for the IARIW 33™ General Conference Rotterdam,
the Netherlands, August 24-30, 2014

[17] Pandya, Hemal; MS Ankita Jain, Relationship Be-
tween Intangible Assets and Firm Value: A Study of Se-
lected Indian Companies; Zenith International Journal of
Business Economics & Management Research
(ZIUIBEMR) vol.5 (1), January 2015, pp.132-148; ISSN
2249-8826; www.zenithresearch.org.in

[18] Z. Puspitaningtyas, (2013); Perilaku Investor dalam
Pengambilan Keputusan Investasi di Pasar Modal; Con-
ference Paper October 2013; https://www. re-
searchgate.net/publication/259392260

[19] Riley, Shawn M., Steven C.M., Joseph T.M., Human
Capital Matters: Market Valuation of Firm Investments
in Training and The Role of Complementary Assets;
Strategic Management Journal; 13 February 2017; DOI:
10.1002/smj.2631; http://wileyonlinelibrary.com

[20] S.N. Shu, How Intangible Dynamics Influence Firm
Value, Journal of Mathematical Finance, 2013, 3, 323-
328 http://dx.doi.org/10.4236/jmf.2013. 32032 Published
Online May 2013 (http://www. scirp.org/journal/jmf)

[21] Skroupa, Christopher P, How Intangible Assets
Are Affecting Company Value In The Stock Market;
Nov 1, 2017; www.forbes.com

[22] Swanson, Zane L, Internal Intangible Asset Effect
on Firm Valuation, 2018 SSRN: https://ssrn.com/ ab-
stract=3134117

[23] Vitorino, Maria A., Understanding the Effect of Ad-
vertising on Stock Returns and Firm Value: Theory and
Evidence from a Structural Model; Management Science
vol.60 no. 1, January 2014, pp.227-245; ISSN:0025-1909
(print), ISSN:1526-5501(online), http://dx.doi.org/10.
1287/mnsc.2013.1748.

164


http://jom.sagepub.com/content/37/%201/39
http://jom.sagepub.com/content/37/%201/39
https://ssrn.com/%20abstract=1609791
https://ssrn.com/%20abstract=1609791
http://www.ijstr.org/
https://journals.sagepub.com/
http://www.zenithresearch.org.in/
http://wileyonlinelibrary.com/
http://dx.doi.org/10.4236/jmf.2013
http://www/
http://www.forbes.com/
https://ssrn.com/abstract=3134117
https://ssrn.com/abstract=3134117
http://dx.doi.org/10.%201287/mnsc.2013.1748
http://dx.doi.org/10.%201287/mnsc.2013.1748

International Conference on Economics, Business, Social,
and Humanities (ICEBSH) 2021

CERTIFICATE
of Achievement
No :029/PRESENTER/ICEBSH/2021

Elizabeth Sugiarto Dermawan

for the contribution as :

Presenter
Paper Title :

The Relation of Capitalized or Expensed of Intangible Expenditures to Firm Value

Director Chairperson
Institute of Research and Communitylagagement ICEBSH 2021,

ICEBSH
Assoc. Prof. Ir. Jap Tji Beng, F

untarac.id [§ Untar Jakarta [J @UntarJakarta @untarjakarta

Dr. Eng. Titin Fatimah, S.T., M.Eng.

U N AR TFE’:{:mm A' : STARS ‘ @ ? 4 AC'“'I’!)'A& @ £ ACCOUNTANTS éagggzgitggég

I UNTAR untuk INDONESIA
Universitas Tarumanagara ICEBSH
2021

Publication:
Atlantis Press

indexed by Web of Science

JAKARTA,

1718

FEB2021




ICEBSH 2021_2

by Elizabeth D

Submission date: 08-Aug-2022 12:18AM (UTC-0400)

Submission ID: 1880095447

File name: Penulis_2_The_Relation_of_Capitalized_or_Expensed_of.pdf (320.09K)
Word count: 5562

Character count: 30336



ATLANTIS
PRESS’r

!ivaiwe.r in Social Science, Education and Humanities Research, volume 570

oceedings of the International Conference on Economics, Business, Social, and Humanities (ICEBSH 2021)

8
The Relation of Capitalized or Expensed of
Intangible Expenditures to Firm Value
M. F. Djeni Indrajati W'* Elizabeth Sugiarto Dermawan'

1 Faculty of Economics and Business, Universitas Tarumanagara, Jakarta, Indonesia
“Corresponding author. Email: djenii@fe untar.ac.id

,ABSTRACT

Some expenditures that have an impact on the expectation of future benefits are often treated differently be-
cause the point of view is the possibility of uncertain future benefits. If it is uncertain will be expensed. while
what is likely to come from the acquisition of external parties is capitalized as an asset. This difference treat-
ment inspired the research to see its impact on corporate value in investor point of view. Testing this research
with SPSS version 20 is based on timeseries data on LQ45 companies listed on the IDX in 2013-2017. Refer-
ring to signaling theory, the results of this study find there is a relation of negative and non-significant intan-
gible assets to firm value, there is a relation of positive and significant research and development expenses on
firm value, there is a relation of negative and insignificant employee training expenses to firm value, and
there is a relation of positive and not significant advertising expenses to firm value.

Keywords: Firm value, intangible asseis, research & development expenses, irainning expenses, advertising

expenses

1. INTRODUCTION

Investment decisions often refer to accounting numbers that
are read as future prospects by rational investors. Unfortu-
nately, Puspitaningtyas [18] argues that investors still con-
sider accounting information in investment decision making
but are more dominated by factors that reflect investor psy-
chology as a personal signal that causes stock prices do not
reflect their fair value and are in an inefficient stock market
condition.
Skroupa [21] describes the opinion of David Post, chairman
of the Sustainable Accounting Standards Board (SASB),
who argues that the value of intangible assets is very im-
portant because it increases the market value of companies,
although the value of tangible assets greatly affects the value
of the company because the value of intangible assets is
very small but not Thus with the current conditions where
the value of intangible assets has grown from 20% to 80% in
the Balance Sheet which contains intellectual capital and
research and development. Conventional accounting meth-
ods have not evolved to measure the value of intangible
assets because of the characteristics of future benefits that
are still considered uncertain. The long-term value of the
company's total assets (including intangible assets) is driven
by a series of short-term corporate actions and the compa-
ny's long-term decisions.
Generational Equity [9] states that

The important thing that business owners

need to know about intangible assets is this:

they can play a significant factor in a buyer

paving a premium for a company, bur do
not appear on a balance sheet. This means
that wo companies can have drastically
different values to potential buyers even if
every tangible aspect of their business is
identical... ...

Mindermann and Brosel [15] argue that the reason why in-
ternal development of intangible assets is not capitalized is
because (1) problems arise in identifying future economic
benefits, (2) more difficult to measure because they are not
available the market price of intangible assets produced
intemally. Therefore, the International Accounting Standard
Board (IASB) distinguishes expenses for research and ex-
penditure for development. IAS 38 recognizes the cost of
research (research) as an expense because the possibility of
future benefits is uncertain, while in the development stage
it is an advanced stage of the research stage so that the pos-
sibility of future benefits needs to be evaluated if success
will be capitalized if failure will be expensed.

The results of previous research are still not consistent and
pay little attention to expenditures imposed on the value of
the company. This study descriptively tried to investigate
the perceptions of investors with the formulation of the
problem as follows: (1) how do investors perceive non-
judged assets presented in the Company's Financial Position
Report, (2) how investors perceive the research and devel-
opment expense presented in the Profit / Loss Report, (3)
how are investors 'perceptions of employee training expens-
es presented in the Profit / Loss Report, and (4) how inves-
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tors' perceptions of advertising expenses are presented in the
Profit / Loss Report.

1.1. Theoretical Bases

1.1.1. Signaling theory

The signaling theory in this study focuses on the role of
financial statements published on investment decisions that
affect the value of the company. If financial statements are
seen as information, the numbers in the financial statements
can provide a signal so that it will be followed up by inves-
tors.

Published information will give a signal to investors in mak-
ing investment decisions, and the information can be per-
ceived as good news or bad news that will affect the compa-
ny's stock price which ultimately affects the value of the
company. Unfortunately, signaling theory is often related to
asymmetry information because management as the infor-
mation giver has a specific goal that directs investment deci-
sions of investors as users of financial statements. Lev
(2001) in Anagnosto-poulou [1] suggests that: "In-tangible
information problems between insiders and outside financial
statements users regarding their quality." Joseph Stiglitz
(2002) in Connelly etal [6] also suggested that signaling
theory provides a unique, practical, and perspective that can
be empirically tested in conditions of imperfect information.

1.1.2. The value of the company

The value of the company as a result of investor investment
decisions can be indicated by the company's stock price.
Gamayuni [8] suggests that the measurement of company
value can be determined through: (1) Tobin'Q which accord-
ing to James Tobin (1967) in Gamayuni [8] is measured by
the market value of equities divided by book value of equi-
ties, (2) Price to Book Value (PBV) is a value given by de-
veloping financial market and corporate management, which
generally shows a value above one for a healthy company
that can make investors believe in the company's prospects
and can be measured easily and can show signals of expen-
sive or cheap stock prices a company, (3) Enterprise Value
calculated from market value plus debt minus cash, (4) Pre-
sent Value of Cash Flow, and (5) Free Cash Flow as meas-
ured by after-tax operating profit minus re-invested needs.

1.1.2.1. Intangible assets

Intangible assets are non-monetary assets that can be identi-
fied and do not have physical form, according to IAI [12]
the definition requires identification if: (a) can be separated,
ie. can be separated or distinguished from the entity and
sold, ransferred, licensed, leased or exchanged, either indi-
vidually or together with related contracts, identified assets,
or identified liabilities, regardless of whether the entity has
the intention to do so , or (b) arises from contractual rights
or other legal rights, regardless of whether these rights can
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be transferred or separated from the entity or from other
rights and obligations.

Recognition of intangible assets according to IAI [12] is
stated as follows:

Intangible assets are recognized if and only if:

() it is likely that the entity will obtain economic benefits
the future of the asset, and (b) the acquisition cost of the
asset can be measured reliably.

Related to recognition rules, this is an obstacle in the recog-
nition of intangible assets produced intemnally, including
constraints in recognizing research costs as intangible assets,
so that these expenses are charged. Sveiby (1998) in Gama-
yuni [8] states that: "Invisible intangible part of the balance
sheet can be classified as a family of three, individual com-
petence, internal structural, and external structure." Gama-
yuni [8] also concluded that intellectual capital became the
main factors that can increase market value and subsequent-
ly the value of the company, so that measurement of intel-
lectual capital is very important because if not measured it
will provide different information between the company and
investors. Pandya & Jain [17] argues that the company's
intangible assets include the ownership of knowledge, ap-
plied experience, company technology, customer relations
and professional expertise that provide competitiveness in
the market, and at the beginning of the 21st century the role
of intangible assets as creators of value is accepted by econ-
omists, investors, and management.

1.1.2.2. Research and development expenses

IAI[12] in PSAK 19 states that in determining an intangible
asset produced internally it meets the requirements to be
classified into two stages, namely the research stage and the
development stage. In the research phase, all expenditures
are recognized as an expense when incurred, while in the
development phase it is recognized as an intangible asset if
it fulfills all of the following:

(a) the technical feasibility of completing such intangible
assets so that the assets can be used or sold.

(b) intention to eliminate these intangible assets and use
them or sell them.

(c) the ability to use or sell these intangible assets.

(d) how intangible assets will produce the most likely future
economic benefits. Among other things, the entity can indi-
cate the existence of a market for the output of intangible
assets or the market for intangible assets themselves, or, if
the intangible assets will be used intemally, the entity can
show the usefulness of the intangible assets.

(e) the availability of sufficient technical, financial and other
resources to complete the development of intangible assets
and to use or sell these assets.

(f) the ability to measure reliably the expenses that can be
distributed against intangible assets during its development.
Johnson and Pazderka [13] suggest that the market value of
a company's stock should respond to the expected impact of
changes in research and development activities on net cash
flows. Salinger (1984) in Johnson and Pazderka [13] sug-
gested that innovative activities can be risky, but their suc-
cess gives the monopolist power to the inventor. Both of
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these aspects are captured in the market value of the compa-
ny reflected in the present value of all future profits, includ-
ing the component of monopoly power and adjusting the
risk.

1.1.2.3. Employee training expenses

Bobinski [4] suggests that training can increase productivity,
customer satisfaction, and sales, but it is very complicated to
calculate the rate of return on investment in training. Bobin-
ski [4] also revealed Philip's opinion that there are 5 levels
of ROI calculation, namely:

Level 1: Reaction / Satisfaction: What are the participants'
reactions to leaming and what do they plan to do with the
material?

Level 2: Learning: What knowledge, skills, attitudes have
changed and by how much?

Level 3: Job Application: Are there any change behaviors
and jobs that they learned in the training?

Level 4: Business Impact: Did the on-the-job application
produce measureable results?

Level 5: ROIL: Did the monetary value exceed the cost of the
program?

1.1.2.4. Advertising expenses

Godfrey et al [10] suggested that spending on advertising
was immediately recognized as an expense because the
impact of advertisement spending was long and difficult to
determine. Suppose that a customer can buy a product
because of the ad that was seen two years ago, and because
the benefits cannot be determined reliably then the
expenditure of advertising is recognized immediately as an
expense. Pauwels, Silva-Risso, Srinivasan, and Hanssens
(2004) in Conchar et al [5] suggest that promotion spending
is specifically designed for short-term impact, while
advertising expenditure is intended both for short-term sales
increases and long-term benefits in the context of awareness
brand, loyalty, cost savings, and competition barriers.
Vitorino [23] argues that advertising expenditure is an
investment to create brand capital as an intangible asset that
summarizes brand awareness of goods and services
produced by the company. This brand capital will increase
sales, through increasing customer loyalty, and
understanding quality, thus becoming an important
component of the company's market value.

2. BACKGROUND

Swanson [22] argues that lately corporate intangible assets
have become an important trigger for increasing the
economic value of the company, which is actually difficult
to measure, and its study found that the measurement of
intangible assets that are developed internally affects the
value company. Shih [20] states that intangible assets are
positively related to the book value of operational assets and
company cash dividends. Behname et.al. [2] argued that in
recent high competitive economies, intangible assets create
productive value of companies, but the challenge for
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accounting standards compiler bodies related to the
measurement and reporting of intangible assets, also stated
that the results of the testing found that intangible assets had
a positive and significant impact on the market value of
metal industry companies in Bursa Efek of Tehran.
Miyagawa et al. [16] showed that the results of his research
based on Bond and Cummins (2000) show that the greater
intangible assets increase the value of the company,
especially in the Information and Communications
Technology (ICT) industries. Gamayuni [8] 2007-2009
revealed the results of his studies of going public public in
Indonesia that the empirical evidence of intangible assets,
financial policies, financial performance, together had a
significant influence on the value of the company.

Barth and Kasznik (1999) in Anagnostopoulou [1]
suggest that the higher the book-to-market ratio indicates
the low intangible assets because many intangible
expenditures are not recognized as assets in the balance
sheet but are reflected in the market value of equity.
Basgoze and Sayin [3] suggested that investment in
research and development creates corporate value related
to the company's competitive advantage which is a
differentiating strategy that creates new products from
processes that are difficult to emulate by competitors and
that create brand equity. Basgoze and Sayin [3]
observation results revealed that there is a positive and
strong correlation between the intensity of investment in
research and development expenses and the rate of return
on investment. Previous research, Johnson and Pazderka
[13] also revealed the results of empirical research which
also showed a positive and statistically significant
relationship between research and development expense
expenditure and stock market value. Ho et al [11]
revealed that intensive investment in research and
development contributed positively to the market
performance of manufacturing companies for one year,
but not for non-manufacturing companies. In line with
that, Dugi and Torluccio [7] also put forward the results
.' their research which illustrate the certainty of the
positive and significant influence of research and
development expenditures on the market value of the
company. Becker (1964) in Riley et al [19] revealed that
investment in employee training and education often
provides positive economic value because it benefits the
knowledge and skills of employees who can increase
productivity, even though the investment is not expected
to improve the company's financial performance. The
rate of return from training can only be seen if the
product increase is higher than the increase in wages.
Kwon [14] presents the results of empirical research that
book value of equity, expense education and training, and
welfare costs have a positive relationship with enterprise
value, while accounting earnings have a significant negative
impact on enterprise value. Ho et al. [11] suggested that
intensive investment in advertising contributed positively to
the performance of one year with shares of non-invoicing
companies. Hanssens (2004) in Conchar [5] suggests that
marketing decision makers are increasingly raising
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awareness of the importance of shareholder value
maximization, which is referred to as evaluating the long-
term impact of their actions on market-product returns in
accordance with the investor response, and research results
empirically states that there are two industries that support
that advertising spending has a long-term positive impact on
the corporate market capitalization and can be negatively
impacted on the competitor's measure of comparative size.
Vitorino [23] argues that advertising expenditure as an
investment in brand capital and the results of his research
states that this brand capital can estimate the company value
of 23% and vary between industries. Conchar, Crask, and
Zinkhan [5] suggest the results of a meta-analysis that there
is a positive relationship between advertising and pro-
motive expenditure with the company's market value,
because marketing expenditures are generally expected to
provide future cash flows that increase prosperity
sharcholders.

2.1. Framework for Thinking and Development
of Hypotheses

Intangible assets are recognized as assets (capitalized)
because the expectation of future benefits is certain and can
be measured in real terms, thus it is expected to increase the
value of the company. Given the company's value is the
value that investors perceive for the company's future
prospects, and the recognition of accounting in capitalizing
intangible assets is expected to give a good signal to
investors to buy shares. Therefore the first allegations of this
study are:

H1: Intangible assets have a significant and positive impact
on Firm Value.

Expenditures for research and development are recognized
as expenses, even though there are hopes of future benefits
from successful research and development to produce
innovative products that follow the tastes of customers,
thereby increasing the sustainability of the company and
expected to have an impact on the value of the company .
Therefore the conjecture while the two studies are:

H2: The research and development expense has a significant
and positive effect on Firm Values.

Expenditures for employee training are recognized as an
expense, even though there are hopes of future benefits from
the employee's training activities such as increased
knowledge and skills to increase company productivity
which is ultimately expected to have an impact on company
value. Therefore the allegations of all three of these studies
are:

H3: Employee training expenses have a significant and
positive effect on Firm Value.

Expenditures for advertising are recognized as an expense,
even though there is hope to increase future sales even
though there is an uncertain customer response time lag and
measurement of the results of increased sales is difficult to
measure reliably, but advertising expenditure should still be
held accountable provide future benefits so as to increase the
value of the company. Therefore allegations while the four
researches are:
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H4: The advertising expenes has a significant and positive
effect on Firm Value.

8
3. RESEARCH METHODS

The hypothesis testing technique in this study is simple
regression analysis with the following equation:

PBVIA=o+p 1A +¢
PBVRD=a +f, RDEXP +&
PBVTR =a+ i TREXP +¢

PBVADV=u+f ADVEXP +¢

Information :

PBVIA = Price to Book Value — Intangible Asset
PBVRD = Price to Book Value — Riset & Development
PBVTR = Price to Book Value — Training

PBVADV= Price to Book Value - Advertising

[ = Constanta
i = Coeficient
1A = Intangible Asset

RDEXP = Riset & Development Expense
TREXP = Training Expense

ADVEXP= Advertising Expense

£ =ermror

This research is carried out by using secondary data to cap-

ture intangible expenditures that influence company value.
This research model can be described as follows:

RDEXP

T

4. FINDINGS AND DISCUSSION

Based on the results of the physical requirements test, this
study was tested parametrically for HI and H2, whereas for
H3 and H4 because of heteroscedasticity problems it was
tested non-parametrically with Spearman Rho correlation.
The parametric test results for H1 and H2 are illustrated in
Table 1 below.
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Table 1 Test result of H1 and H2

Alternative Standardized Sig.t Result
Hypothesis Coefficients

H1 0,087 0446 | Not Accepted
H2 0,713 0000 | Accepted

Based on Table | above, H1 shows a negative correlation
coefficient (<0.087) and a significance value t above 0.05 (ie
0.446), so it is not accepted. The negative correlation coeffi-
cient means the greater the intangible assets - the smaller the
firm value, and vice versa, the smaller the intangible assets -
the greater the firm value. This direction of correlation is
contrary to H1's direction. The signal given from intangible
assets is negatively related to the value of the company.

The H2 test results show a positive correlation coefficient
(0.713) and a significance value of t below 0.05 (ie 0,000),
so that it is received. Positive cormrelation coefficient means
the greater the research and development expense - the
greater the firm value, and vice versa, the smaller the re-
search and development expense - the smaller the firm val-
ue. The direction of this correlation is in the direction of H2.
Signals given from the research and development expense
are positively related to the value of the company.

The results of Spearman Rho's non-parametric test for H3
and H4 are illustrated in Table 2 below.

Table 2 Test Result of Ha3 dan Ha4

Alternative Correlation Sig. (1- Result
Hypothesis Coefficient tailed)
H3 -0,062 0314 Not Accepted
H4 0,090 0212 Not Accepted

Based on Table 2 above, H3 shows a negative correlation
coefficient (-0.062) and a significance value above 0.05 (ie
0.314), so it is not accepted. The negative correlation coeffi-
cient means that the larger of training expense - the smaller
the firm value, and vice versa, the smaller the training ex-
pense - the greater the firm value. The direction of this cor-
relation is in the direction of H3. The signal given from the
training expense is negatively related to the value of the
company.

H4 test results show a positive correlation coefficient
(0.090) and a significance value above 0.05 (ie 0.212), so
that it cannot be accepted. The positive correlation coeffi-
cient means the greater the advertising expense - the greater
the firm value, and vice versa, the smaller the advertising
expense - the smaller the firm value. The direction of this
correlation is in the direction of H4. The signal given from
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the advertising expense is positively related to the firm val-
ue, but is not significant so it is not accepted

4.1. The Relafion of Intangible Assets to Firm
Values

Based on HI test ‘ulls that cannot accepted because of the
negative direction and the significance value of the t test that
is not significant, it can be described that intangible assets,
which are capitalized by intangible expenditures, are not
considered to increase the value of the company by inves-
tors. This is not in line with the results of Swanson [22],
Shih [20], Bchn‘c etal. 2], Miyagawa et al [16] and Ga-
mayuni [8]. The results of this study are in accordance with
that stated by Barth and Kasznik (1999) in Anagnostopoulou
[1] which suggests that the higher the book-to-market ratio
indicates the low intangible assets, this is due to the many
intangible expenditures that are not recognized as assets in
balance sheet but reflected in the market value of equity.
This can be due to the fact that most intangible expenditures
are not capitalized, because the Financial Accounting Stand-
ards (SAK) regulate internal development, whose future
benefits are uncertain immediately charged. This is the im-
plementation of conservatism which chooses to increase the
expense if there is uncertainty about the future.

4.2. The Relation of Research and Develop-
ment Expenses to Firm Values

Based on the H2 test results that can be accepted because of
the positive direction and significant significance value of
the t test, it can be described that the research and develop-
ment expense which is the intangible expense that is charged
is seen to increase the value of the company by investors.
This is consistent with the results of a study by Basgoze and
Sayin [3], Johnson and Pazderka [13], Ho et al [11], and
Dugi and Torluccio [7]. Even though SAK regulates all ex-
penses for research, it is charged positively by investors so
that it increases the value of the company. Thus investors
appreciate the business done by the company through re-
search.

Accounting treatment regulated by Indonesian GAAP for
research and development expenses when compared with oil
and gas accounting (although the PSAK has already been
revoked) knows two methods, namely successful method
that adheres to the definition of elements of Expenses and
Assets, and a full cost method that adheres to the price con-
cept acquisition, then SAK seems to support Successful
Effort Mehod which focuses more on the definition of ele-
ments of financial statements than the concept of cost. For-
tunately, financial report users as decision makers under-
stand this so that even if recognized as an expense, it can
increase the value of the company.
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4.3. The Relation of Training Expense to Firm
Value

Based on the H3 test results that are not accepted because of
the negative direction and significance value of the Rho
Spearman correlation which is not significant. Therefore, it
can be illustrated that the training expense which is a negli-
gible intangible expenditure is seen as reducing the value of
the company by investors. This is not in accordance with the
results of Becker (1964) in Riley et al [19], and Kwon [14].
The training expense is seen by investors as irrelevant for
making investment decisions, so that the increase in training
expenses reduces the value of the company and is not signif-
icant.

In the era of very rapid technological development and the
era of emergence of ovation in all fields, what is needed is
leaming personnel who never stop until the end of their
lives. The rapid changes in technology and innovation make
the company must issue a continuous training expense that
is quickly passed.

4.4. The Relation of Advertising Expenses to
Firm Value

Based on H4 test results that are unaccepted because even
though the directions are positive, the significance value of
Spearman Rho correlation is not significant. Therefore, it
can be illustrated that the advertising expense which is an
intangible expense that is charged is considered to increase
the value of the company by investors but is not significant.
This is not in accordance with the results of research by Ho
et al [11], Vitorino [23], Conchar, Crask, and Zinkhan [5].
The positive direction shows that users of financial state-
ments expect intangible spending for advertising can in-
crease the value of the company, but this is still not signifi-
cant.

Expending advertising is expected to increase future sales,
but there is still uncertainty because consumer tastes change
rapidly. In the era of consumers becoming kings, companies
must try to position their products in the minds of consum-
ers by always paying attention to the existence of new sub-
stitution products and complementary products that can win
the competition. The persistence in the era of intense com-
petition makes investors perceive intangible spending for
advertisements that are positively related to the value of the
company but not yet significant.

5. CONCLUSIONS AND SUGGESTIONS

Based on the results of the classical test, H] and H2 are test-
ed parametric while H3 and H4 are tested non-p&mctric
because there is a problem of heteroscedasticity. The first
alternative hypothesis is not accepted, because the results of
the testing of this study show the relation of intangible as-
sets that are negative and not significant to the value of the
com.ly.

The second alternative hypothesis is accepted because the
results of this research test show the relation between re-
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search and development expense that is positive and signifi-
cant to the value of the company. Fortunately, financial re-
port users as decision makers understand this so that even if
recognized as an expense can increase the firm value.

The third alternative hypothesis is not accepted because the
results of this research test show that the training expense is
negative and not significant in relation to firm value. This
can be caused by investors seeing the success of spending
on training is difficult to measure even often leading to re-
sistance given that technological changes and rapid innova-
tion make employees must be lifelong leamers.

The fourth alternative hypothesis cannot accepted because
the results of the testing of this study indicate that the adver-
tising expense is positive but not significant to the value of
the company.

The limitations of this study are only observing the reaction
of investors from companies whose liquid shares are traded
on the IDX (LQ45) from 2013 to 2017. The reaction of in-
vestors that reflects the value of the company is reflected in
the value of PBV. This study does not use intervals between
independent variables that influence the dependent variable,
because it assumes that investors always monitor interim
financial reports so that when the annualized free variable
value is expected to affect the value of the company at the
end of the period.

Future research is expected to expand the sample and the
year of the study. In addition, a proxy for company value
can be changed with a measure that is considered more rep-
resentative of investor reaction. Further research is also ex-
pected to use interim financial report data for free variables.
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