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ABSTRACT

Banks are financial industries which dealing witte tfinancial instrument.
They use financial instruments especially deriestivfor trading and hedging
purposes. The use of financial instrument signifiyaaffects their risk management
decisions. Hedging practices become the most comvaga in reducing some risks
in order to prevent earnings. However some previ@searches indicate that the
improper planning and some types of transactionshedging practices might
increase the risk itself. This research analyzesitfplementation, disclosure and its
affect toward earnings volatility of hedge practicand its accounting treatment in
PT. Bank Negara Indonesia (BNI).

The study result shows that the hedging practicddNI from year of 2006 - 2010
have proved that hedging practices reduces theiegsnvolatility. BNI also disclose
their hedge accounting treatment based on the P@&kKnyataan Standar Akuntansi
Keuangan) no. 55 revision of 2006. BNI hedging pecas is one of the strategies to
minimize the risks. All of the critical terms reddtto the hedging practices in BNI
are already matching with principle based on thensfards.

Keywords: Hedging Practices, Hedge Accounting, Earnings \idigtPSAK no.55,
Risk Management.



CHAPTER |
INTRODUCTION

1.1 Background

For decades, accounting profession has been sfriginachieve greater accuracy,
transparency and user friendliness in financialorepg data (Schroeder, et.al, 2005).
Consistent efforts have been taken to reduce judtgghéias and subjective estimates. By
doing so, data are easily and accurately comparableng companies and facilitating

investor in making decisions.

Nowadays, investors are no more restricted by ggdgeal boundaries of their own
countries in the search for investment alternati@s the other hand, companies seeking for
financial resources both in the form of equity aett. Companies can now use international
capital markets which offer a large choice of al&tives compared to local capital market. In
such case the financial data should be comparabteonly among different national

industries but also on international scale.

Regarding this issue, Indonesia is trying to adbetinternational Financial Reporting
Standard (IFRS). Indonesian accounting standarddb@a Dewan Standar Akuntansi
Keuangan (DSAK®f Ikatan Akuntan Indonesia (IAReeps moving with the revision of the
standards. Since 2009, IAl required the companies iadustries in Indonesia to apply
Pernyataan Standar Akuntansi Keuangan (PSNK)55 (2006 revision), as the adoption of
the International Accounting Standard (IAS) numi3 related to the recognition and

measurement of financial instruments.

Banks are financial industries which dealing wtle financial instrument. They use

financial instruments especially derivatives foading and hedging purposes. The use of



financial instrument significantly affects theiski management decisions. As the business
entity, banks have major concern in their earnipgsformance. The risk management

decision is expected to be able to organize anttadheir earnings over the year.

The earning is not only important as the perforneasgaluation but also as the
recommendation to the investors’ information fagithnvestment decision. There are several
ways to evaluate the earning performance of a cagppfr example by analyzing the
volatility of earnings. The volatility of earninggves the future predictions based on the past
performance. It is one of the important points malgzing the profitability of company. It
provides the management and third party the infitomaabout whether or not the company

has got stable earnings development (Weston, 20@8).

IAI required companies to implement the PSAK n6.(8006 revision) since 2009.
Furthermore, Bank of Indonesia (BI) pronounced thlhtbanks that operate in Indonesia
should follow the standards started on January Z8@8ranews.com, 2010). However, the
execution of the standard is complained by the bdmcause of the resources and some

technical reasons. Therefore, the standard istefédg applied started from the year of 2010.

One of the scopes in PSAK No0.55 is about hedgeustitwy. The standards require
the companies and industries report and disclose tiedging activities. Since this standard
is linked to the other standards about fair valusasarement, which explained in PSAK
No0.50, the financial instruments should be measatddir value. So that, companies use the
hedge accounting to prevent their earnings fromri$le resulted from the change of fair

value measurement.

Based on the previous research, the hedging aesiviwvill reduce the earning
variability and earnings volatility (Francis, 1990)The argument supported by Hill and

Schneeweels (1984) cited in Barton (2001), findeéareductions in variability in the presence



of hedging. Kopenhaver (1983) cited in Francis 9@ports 80 percent reductions in the

variability of hedged versus un-hedged profits.

Unless there are so many studies conducted witlpdiséive result, some of them
also argued the opposite opinion (Benston and ksgsi989). In response to the different
opinions, the writer intended to conduct a reseétldd: “The Effect of Hedging Practices
toward Earnings Volatility and the Implementation of Hedge Accounting (a Study at
PT. Bank Negara Indonesia Tbk). The research will review the hedge accounting
implementation in a financial institution, analythe reasons and factors that contribute to the
hedging activities and examine the relationshipvben the hedging implementation and the

earnings volatility.

1.2 Problem Definition

Based on the background that explained above, theresome problems to be

analyzed:

1) How is the disclosure of hedge accounting implegmm in banking sector?

2) Does the hedging implementation is effective of?not

3) Does the hedging practice affect the bank’s easvdatility?

4) What factors contribute to the hedging activitidsch lead to the changes of earning

volatility?

1.3 Research Objectives and Benefits

The objectives of this research are:



1.4

1) To describe the disclosure of hedge accountingemphtation in PT. Bank
Negara Indonesia Tbk.

2) To analyze the effectiveness of hedge accountimpjgmentation

3) To analyze the effect of the hedging practicehéoltank earnings volatility.

4) To explain and interpret the indicators behind tleelging activities that lead

to the earnings volatility changes.

The benefits of this research are:

a. To the companies

To give recommendation about hedge accounting imgfeation, disclosure, and its

contribution to the earnings volatility.

b. To the writer

To get better understandings about hedge accoumtiplgmentation, disclosure and
the advantages of hedge accounting in risk managenaspecially in banking

sectors.

c. To the other parties

As a document to support study and also provideessources related to the hedge

accounting implementation.

Writing Systematic

Section 1 describes the background, problem defim#énd the purpose of the study.

The variables will explain in the section 2, as Iwed explanation of the concept and

theoretical frameworks. Section 3 consists of meteanethod and data collection. This

section also describes the type of research coadu&ection 4 indicates and explains the



company profile. The result and analysis of datth lva explained in section 5. At last, the
conclusion and advice will be served at sectionwBh the description of the finding

summaries, final suggestion and the limitatiothef research.



CHAPTER VI
CONCLUSION

6.1 Conclusions

Based on the problem definition, the writer conelsdme point from the result and

discussion analysis about the effect of hedgingtfes to the earnings volatility and the

hedge accounting implementation at PT. Bank Nelpatanesia Tbk, as follows:

1)

2)

3)

4)

PT. Bank Negara Indonesia Tbk or BNI using thew@ive financial instruments
in its business. BNI enters into hedging policy amnactices in order to minimize
the interest rate risk and currency risk.

BNI already disclose its hedging practices basedhenrequirement. The formal
documentation, assessment effectiveness and dh&atedge relationship is done
by BNI in applying hedge.

BNI hedging practices followed by the implementatad hedge accounting based
on the standards. From the year of 2006 until 29| report its hedging
activities based on PSAK no.55, 1999 revision. theryear of 2010 BNI applied
the revision of 2006 of PSAK no.55 prospectivelyd areporting it in the
consolidated financial statement.

The analysis of BNI earnings data from 2006 ur@il@, showing the low value of
volatility. The earnings volatility conclude frornd statistical analysis of Return
on Assets (ROA), Return on Equity (ROE) and Negriest Margin (NIM) of BNI

from 2006 until 2010.



5) The earnings volatility of BNI is measured from ttedculation of each proxy’s
standard deviation. All of the proxies show the lealue of volatility, ROA is
0.00579, ROE is 0.06808 and NIM is 0.004802. tbsult can be seen in page 62

6) The effect of hedging practices to the earningatidl at BNI show the positive
relationship. The BNI hedging practices as thetsgpato minimize the risks. The
risk management derives from the BNI objectivesnder to prevent its earnings
and develop its earning performances.

7) The assessment of hedge effectiveness at BNI lmasedtical terms comparison
is conducted in this study. All of the critical nes related to the hedging practices
are already matching with principle based on tlamdards. The decision of BNI
management to enter into the hedging decisiondstve according to the result
of risk assessment. The risk control system faerast rate risk and currency risk
show the satisfactory result.

8) Based on the analysis page 64, risk managememicanie the important factors

in applying hedge and give contribution to redudimg earnings volatility in BNI.

6.2 Suggestions

Based on the study and analysis conducted, thenwiuld like to give some

suggestions:

1) The hedging practices should be recognized basettheistandards applied, in
order to give more available information and diseleabout the management
decision and strategy. The implementation of PSAIKSH (2006 revision) should
follow by the related institution.

2) The implementation of hedge accounting should bézed by the companies as

the option and strategy to manage their risk andiregs performance.



3) In applying hedge accounting, bank should analjeerisk factors and identify
the suitable hedge relationship that must be obtaiifhe formal documentation
must be provided in the reporting.

4) For the further research, it is needed to expaadiibcussion to include hedging
alternatives for foreign exchange risk in the bagksector. Then, this study can
be analyzed from the quantitative method sidess$ess the significance of hedge
accounting implementation in broader sample. Ttayars of hedge effectiveness

can assess using the regression analysis for trgitptive method of study.

8.3 Limitations

Since the method of this study is based on theatilee surveys and using the

secondary data only, there are some constraintsi®study:

1) This study is not discussing the compliance of BEtging policy according to
the regulations of PSAK no.55 (2006). This studylyorreviews the
implementation generally.

2) The revision of PSAK no.55 of 1999 become 2006oisaonsidered in analyzing
the hedge accounting applied at BNI.

3) The data is analyzed based on the annual repoyt salthe writer analysis is
limited to the hedging policy and earnings resauliyo

4) Since the data disclose for assessing the BNI teftawess of hedge accounting is

limited, this study only measure it from the criterm comparison approach.
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