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ABSTRACT

Aims: This study aims to analyze the comparative of Allowance Impairment Losses (AIL) before
and after implementation of PSAK 71 and its effect on banking profits.

Study Design: This study used the quatiative descriptive method.

Place and Duration of Study: Financial Services Authority, Period 2011-2020.

Methodology: This Study used quantitative data with secondary data from financial statement. The
population are conventional commercial Indonesian banks registered with the Financial Services
Authority in 2011 — 2020 with a sample of 46 banks. Data analysis in this study was conducted
using independent sample t-test and multiple linear regression with using the IBM SPSS that is
Descriptive Statistics, Independent Sample T-Test, and also Multiplelinear Regression.

Result: Based on the results of the indepedent sample t-test in this study, it showed that there were
significant differences in the AIL variables before and after implementation of PSAK 71 . Based on
the multiple linear regression test in this research, it shows that there is a negative and significant
effect on AIL after the Implementation of the PSAK 71 on profit.

Conclusion: There are significant differences in the AIL before and after implementation PSAK 71
and negative significant effect on AIL after the implementation PSAK 71.

Keywords: Allowance Impairment Losses (AIL); profit.
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1. INTRODUCTION

Banks in Indonesia are obliged to apply
International  Financial Reporting Standard
(IFRS) No. 9 which has been enacted by the
International Accounting Standards Board (IASB)
on January 1, 2018. However, the accounting
standards board has taken the decision to ratify
the implementation of Pernyataan Standar
Akuntansi Keuangan (PSAK) 71 on financial
instruments that are previously regulated using
Pernyataan Standar Akuntansi Keuangan
(PSAK) 55 which was implemented effectively on
January 1, 2020. The change from PSAK 55 to
PSAK 71 was due to the bankruptcy of the
company in the financial sector.

In the implementation of PSAK 71, there are
changes related to financial instrument
classification and measurement, impairment, and
hedge accounting. In the changes to these
requirements there are points, namely Allowance
Impairment Losses of financial assets in the form
of credit, receivables and loans. So that the
result of PSAK 71 is a change in the concept of
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the calculation method and provision of
Allowance  Impairment Losses due to
uncollectible loans. There are differences in the
method of establishing AIL in PSAK 55 and
PSAK 71. PSAK 55 uses the Incured Loss
method or recognizes credit losses when the loss
occurs, while in PSAK 71 uses the Expected
Credit Loss method which provides faster
recognition of the impact of expected credit
losses after the asset finances are recognized at
the outset.

Based on Bank Indonesia Guidelines Number
14/15/PBI/1212, Remittance for Weakness
Misfortunes is a necessary arrangement so that
the remittance value of monetary resources does
not exactly match the amount of the underlying
remittance. AIL is given to assess the presence
of problematic resources in the bank. The reason
for this AIL principle is to prevent disappointment
with problem loans caused by non-installment of
loans that have been disbursed. Therefore, AlL
plays a role in the monetary security of a bank
because banks cannot avoid the misfortune
resulting from non-performing loans.

Conventional Commercial Bank AlIL Ratio Data
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Fig. 1.Conventional Commercial Bank AIL Ratio
Source: Indonesian Banking Statistics, 2011-2020 (processed)
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Based on the data above which shows the state
of AIL during the application of PSAK 55
(Revised 2011) until implementation of PSAK 71
(January 2020). It can be seen that the ratio of
AIL to productive assets in 2011-2019
(application of PSAK 55) was at 1.93% - 2.78%,
while in 2020, when PSAK 71 was applied, data
on the AIL ratio showed that there was a
significant increase in AlL. set with a ratio of
4.05%. From these data, it can be concluded that
there is a difference between the amount of AIL
determined for productive assets both in the
application of PSAK 55 and PSAK 71. Based on
these data, AIL is also fluctuating. For ten years
in a row, the loan AIL ratio in banks has not met
the provisions made by Bank Indonesia, which is
at least 1% and Based on Indonesian Banking
Statistic period 2011-2020, it shows that the
profit of Conventional Commercial Banks in the
period of application of PSAK 55 (Revised 2011)
is 2011-2019. The profit of banking companies
tends to increase, but in 2015 it decreased by
7,532 (in billion IDR). then in 2020 after the
implementation of PSAK 71 Conventional
Commercial Banks experienced a decrease in
profit of 51,769 (In Billion Rp).

Indonesian Banks are also required to be careful
in choosing the amount of AIL because it can
affect the losses that will be faced by the bank. If
the bank is wrong or inaccurate in determining
the amount of the Allowance Impairment Losses
and it is allocated as a large AIL expense, then
this can result in a large decrease in profit
because it becomes a non-productive asset that
has the potential to cause a decrease in profit.

The motivation of this research is to see how the
application of Allowance for Impairment Losses
after a change in accounting standards in
banking, especially on profits. this is related to
the financial performance of banks after
implementing PSAK 71  whether the
phenomenon of declining banking profits in 2020
was caused by the application of allowance for
impairment losses in PSAK 71. This research is
also useful for banks to be used as a reference in
making decisions, especially regarding reserves
for impairment losses. The formulation of the
problem in this study is whether there is a
significant difference between the allowance for
impairment losses before and after the
application of PSAK 71 and whether the
allowance for impairment losses affects banking
profits after the application of PSAK 71 in banks.

In previous research by devi [1], Sugiarto [2],
showed a significant difference in the allowance
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for impairment losses in PSAK 55 and PSAK 71.
Research by Purnomo [3] that the Allowance
Impairment Losses has a negative and
significant effect on profit/loss. However, in
another study by Tira [4] which states that the
Allowance Impairment Losses has a positive and
significant effect on changes in profit. Due to the
inconsistency in the results of research related to
the effect of Allowance Impairment Losses on
Profit, it is necessary to re-do the analysis and
research related to this matter. The novelty of
this research is to compare the Allowance
Impairment Losses (AIL) to the company's profit
at the time of the application of PSAK 55 and
then change to PSAK 71 which was effectively
used on January 1, 2020.

Hypothesis |

H1: There is a significant difference in AIL before
and after implementation of PSAK

H2: AIL has a negative and significant effect on
profits after implementation of PSAK 71

2. CONCEPTUAL FRAMEWORK AND
LITERATURE REVIEW

2.1 Concept Framework

To Achieve The Goal Of Banking, Namely
Maximizing Profit, Management Must Manage
The Provision Of Allowance For Impairment Loss
So That It Is Not Wrong In Estimating Reserves
For Non-Performing Loans That Will Be Faced In
The Future. There Are Differences In The Ail
Formation System In PSAK 55 And PSAK 71. Ail
Is Formed When Credit Problems Occur, Like
Late Payment Of Loan Installments. This
Evidence Is Then Taken Into Account By The
Bank As A Basis For Evaluating Whether It Is
Included In The Impairment Loss That Needs To
Be Recognized. In PSAK 71, Ail Is Calculated
Using The Forward Looking Expected Loss
Method. According To The Indonesian Institute
Of Accountants (lai), The Expected Loss Method
Requires Banks To Estimate The Risk Of A
Financial Instrument Since Initial Recognition.
There Are Several Studies By Devi [1] Related
To Ail During The Application Of PSAK 55 And
PSAK 71. One Of Them Is The Research
Conducted. Which States That There Are
Significant Differences In Reserves That Have A
Negative Effect When PSAK 55 And PSAK 71.
When A Bank Implements PSAK 71, The Ail
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Formed Will Increase From The Previous Year's
Ail Which Still Uses PSAK 55. The Formation Of
Ail In PSAK 55 Is Different From PSAK 71. Ail
Based On PSAK 71 Is Formed Using The
Expected Loss Method And Is Recognized At
The Beginning Of The Period. Therefore, this
study will examine whether there is a difference
in the allowance for impairment losses on the two
accounting standards.

In Accordance With The Theory Of Stewardship
Which Explains That Management Acts In The
Interests Of The Organization, So That The
Goals Of The Organization Can Be Achieved. To
Achieve The Current Organizational Goals,
Especially In Banking Companies, Is To
Maximize The Planning For The Provision Of
Allowance Impairment Losses Effectively And
Efficiently So That It Does Not Have A Negative
Impact On Company Profits And Can Maintain
The Existence Of Profits When PSAK 71 Is
Applied. 71, With The Provision That This
Replacement For PSAK 55 Has An Effect On
Banking Profits And Has The Potential To Erode
Bank Profits. This Is Because Banks Need To
Prepare Additional Allowance For Losses (Ail),
Because It Is Calculated Through The Concept
Of Expected Losses. This Means That The Bank
Must Prepare Ail Immediately After The Credit Is
Given. For Outstanding Credit, Banks Are
Required To Provide Ail Based On Expected
Credit Losses For The Next 12 Months. Banks
Should Also Provide Larger Ail For Bad Loans
Than In The Past. This New PSAK Obligation
Can Lead To A Decrease In The Capital Ratio
(Car) And Bank Profitability. There Are Several
Previous Researchers Who Conducted Research
On Ail And Profit. Research Conducted By [3]
Which States That Ail Has A Negative And
Significant Effect On Profit. This Is Also In Line
With The Research Conducted By [1] Which
States That Ail Has A Negative Effect On Profits
Resulting In An Increase In Ail And A Decrease
In Company Profits.The Change In The
Formation Of Ail In PSAK 71 Which Requires All
Banks To Set Their Ail At The Beginning Of The
Period Has Resulted In Banks Having High Ail. If
The Specified Ail Is Used To Cover Credit
Obligations From Non-Performing Loans, It Will
Cause A Significant Decrease In Profit Because
Assets That Should Be Productive Assets That
Can Generate Increased Profits Will Turn Into
Non-Earning Assets Which Have The Potential
To Cause A Decrease In Profits. Therefore, this
study will test whether AIL has an effect on
profits.
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2.2 Literature
2.2.1 Bank

As stated in the Law of the Republic of Indonesia
Number 10 of 1998 regarding Banking, a Bank is
a business entity that functions as a place to
collect public wealth to serve as a source of
reserve funds to be distributed to various regions
form of credit or other forms. The maintenance of
banking duties depends on the trust instilled by
borrowers, both from the community and
business elements. The monetary cycle that
occurs in finance comes from two players,
between debtors who experience an abundance
of assets and creditors as a meeting that
requires reserves.

2.2.2 Allowance Impairment Losses (AIL)

Allowance Impairment Losses (AlL) is a set aside
activity that is made if there is a carrying value of
a financial asset after an impairment is smaller
than the initial recording [5]. According to [6]
stated that AIL is a useful reserve to cover loss of
funds on productive assets. AIL can also be
interpreted as funds that are allocated to
productive assets which are then reserved by the
bank in order to cover future needs, which is the
basis for determining the policy using SAK as a
reference.

2.2.3 Major Changes in Impairment of PSAK
55to PSAK 71

In Pernyataan Standar Akuntansi Keuangan
(PSAK) 55, AIL is calculated using the accruing
loss method, which is retroactive in nature,
where AIL is established if there is objective
evidence that the obligor has suffered a loss,
such as late payment of accounts payable. The
evidence is then calculated by the bank to
assess whether it should be included in an
impairment loss for recognition. The policies of
each bank certainly have differences, especially
in forming AIL. Not only that, considering the
retrospective nature, so that its implementation is
carried out on a historical basis and risk
considerations [7]. Pernyataan Standar
Akuntansi Keuangan (PSAK) 71— as an effective
financial instrument was stipulated on January 1,
2020. Based on Pernyataan Standar Akuntansi
Keuangan (PSAK) 71, the calculation of AIL is
based on expected loss with the main
characteristic of forward looking. Meanwhile,
based on the IAl applies the Expected Loss
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method which obliges banks to estimate the risk

of financial instruments since the initial
introduction by using forwarding looks such as
projections of economic growth, inflation,

unemployment, and so on.
2.2.4 Profit

Every business wants to make a profit or what is
commonly referred to as profit or (profit). Profit is
necessary for the company to continue to exist in
the economy and to continue its operations. [8]
argues that if income is greater than expenses,
then the difference is called net income (net
income or net income). Definition of net income
according to [9] Net income is the final number in
an income statement that is sought: operating
profit plus other income minus other expenses.

2.3 Theoritical Review
2.3.1 The agency

Theory defines an agency relationship as a
contract between one or more people in which
the owner (principal) hires another person
(agent) to perform certain services on behalf of
the owner, including delegation of authority and
decision making. The existence of information
asymmetry can cause agency problems because
there is a conflict of interest between the
principal and the agent. In an agency
relationship, information asymmetry means that
the agent usually has more information about the
"true" financial position of the entity's operating
results, rather than the unscrupulous owner [10].
Situations like this open up opportunities. Let
agents put their personal interests above their
own owners' interests. One of the management
actions to achieve a goal is earnings
management. Earnings management is the
behavior of management in the process of
preparing financial statements to increase or
decrease the importance of accounting earnings.
"This action will affect the reliability of the profit
figures given because it reduces the quality of
the company's financial statements [11]. one of
the measures for earnings management is to
regulate the amount of allowance for impairment
losses of a bank so as not to reduce the quality
of financial reporting related to financial
performance.

2.3.2 Stewardship theory

theory proposed by Donaldson and Davis in
1997 in relation to the state of management that
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is driven to work, because of individual goals and
focus on organizational interests. The premise of
this theory is that brain research and humanism
are directed at spurring stewards as principals to
act according to the wishes of management
without sacrificing the goals of the association to
achieve predetermined targets. [12] This theory
explains administrative theory and contrasts in
authoritative cultures and initiatives to achieve
common goals without compromising everyone's
interests. The important thing in stewardship
theory is to match goals with standards to make
great collaborations [13].

3. RESEARCH METHOD

3.1 Population and Research Sample

The population in this study are conventional
commercial Indoesian banks registered with the
Financial Services Authority as many as 68
banking companies. The sample in this study
were 46 conventional commercial banks. The
sampling technique was done by purposive
sampling. The sample criteria needed are as
follows: (1) Conventional Commercial Banks
registered with the Financial Services Authority,
(2) Conventional Commercial Banks that apply
PSAK 55 in 2011-2019 and PSAK 71 in 2020, (3)
Conventional Commercial Banks  which
published the Annual Report and financial
reports for 2011-2020 can be accessed and
found.

3.2 Data Collection Technique

This study uses quantitative data with secondary
data sources in the form of financial reports
obtained through the official website of each
company or through the official website of the
Financial Services Authority and the official
website of the Indonesia Stock Exchange.

3.3 Analysis Method

The type of method used is quantitative
descriptive research and data processing
through statistical methods collected from

secondary data. The data presentation analysis
method in this research is comparative analysis
and effect analysis. The hypothesis of this study
was tested using the Independent Sample T-
Test, Classical Assumption Test Then multiple
linear regression.
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4. RESULTS AND DISCUSSION
4.1 Results
4.1.1 Descriptive Statistical Analysis Before and After Implementation PSAK 71

Table 1. Descriptive Statistical Results of AlL, SIZE, and PROFIT Ratios Overall 10 Years Pre-
and Post-Implementation PSAK 71

N Minimum Maximum Mean Std. Deviasi
AlL 460 0,04 18,71 1,6708 1,69441
SIZE 460 0,588 14,229 9,75133 2,417634
PROFIT 460 -6483 34413 1667,37074 4873,509711

Based on Table 1, the results of the descriptive analysis, it is stated that the AIL value as an
independent variable from 46 Conventional Commercial Banks registered with the OJK from 2011 to
2020, has the lowest data of 0.04% which is located at PT. Bank Capital Indonesia, Tbk in 2015, PT.
Bank Jasa Jakarta, Tbk in 2014, and PT. Bank Mizuho Indonesia, Tbk in 2019. This means that the
three banks have AIL values in current quality of 0.04% of earning assets. While the highest data is
18.71% which is located at PT. Bank J Trust Indonesia, Tbk in 2013 which means that the AIL held in
the attention is substandard. The average AlL at 46 Conventional Commercial Banks registered with
OJK is 1.6708 and the standard deviation is 1.69441, which means that if there is an average
deviation, the deviation is not more than 1.69441 or -1.69441.

Size as a control variable of 46 Conventional Commercial Banks registered with OJK from 2011 to
2020, has the lowest data of 0.588 which is located at PT. Bank Ganesha, Tbk in 2011 and the
highest of 14,229 which is located at PT. Bank Rakyat Indonesia, Thk in 2020. The average size of
the 46 Conventional Commercial Banks is 9.75133 and the standard deviation is 2.417634, which
means that if there is an average deviation, the deviation is not more than 2.417634 or -2.417634.

Profit as the dependent variable of 46 Conventional Commercial Banks registered with OJK from
2011 to 2020, has the lowest data of IDR -6,483 billion located at PT. Bank Permata, Tbk in 2016 and
the highest amounting to Rp 34,413 billion which is located at PT. Bank Rakyat Indonesia, Thk in
2019. The average profit at 46 Conventional Commercial Banks is Rp. 1667.37074 billion and the
standard deviation is 4873.509711, which means that if there is an average deviation, the deviation is
not more than 4873.509711 or -4873.509711.

4.1.2 Independent sample T-Test before and after Implementation PSAK 71

Table 2. Independent Sample T-Test, Difference Test Results

F Sig. T df Sig. (2 tailed)
AIL Equal Variances 3,999 0,046 -3,820 458 0,000
Assumed
Equal Variances Not -3140 51,293 0,003
Assumed

Table 2, Basis of decision making for Independent Sample t-test if the value of Sig. (2-tailed) < 0.05
then Ha is accepted, but if the value (2-tailed) > 0.05 then Ha is rejected. Based on the results of the
Independent Sample t-test, it can be seen that the value of Sig. (2-tailed) on the variable Allowance
Impairment Losses is 0.000. Because the value is 0.000 <0.05, then H1 is supported, meaning that
there is a significant difference between the Allowance Impairment Losses before and after the
implementation of PSAK 71 on 46 Conventional Commercial Banks registered with OJK.

4.1.3 Normality test on PSAK 71
Table 3. AlL, SIZE, and Profit on PSAK 71 Performance Normality Test Results

One Sample Kolmogorov Smirnov-Test
Asymp. Sig. (2 tailed) Conclusion
0,052 Normal
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Based on Table 3. the results of the multicollinearity test of AIL and Size data at the time of
implementation of PSAK 71 show that the tolerance value is 0.944 > 0.10 and the VIF value is 1.059
< 10. So it can be concluded that there is no multicollinearity between variables in the regression.

4.1.4 Multicollinearity test on PSAK 71

Table 4. AIL, SIZE on PSAK 71 performance multicollinearity test results

Collinearity Statistic

Tolerance VIF
AlL 0,944 1,059
SIZE 0,944 1,059

Based on Table 4. the results of the multicollinearity test of AIL and Size data at the time of
implementation of PSAK 71 show that the tolerance value is 0.944 > 0.10 and the VIF value is 1.059
< 10. So it can be concluded that there is no multicollinearity between variables in the regression.

4.1.5 Heteroscedasticity Test on PSAK 71

Scatterplot
Dependent Variable: LABA

Regression Studentized Residual
1]
L]
L]

Regression Standardized Predicted Value

Fig. 2. AIL, SIZE, And Profit on PSAK 71 Performance Multicollinearity Test Results

In the scatterplot graph above, it shows that there is a spread of dots and does not form a pattern.
Thus, it can be concluded that the model is not affected by heteroscedasticity symptoms.

4.1.6 Autocorrelation Test on PSAK 71

Table 5. AlL, SIZE, and Profit on PSAK 71 Performance Autocorrelation Test Results

Durbin-Watson
1,672

Based on Table 5. the results of the autocorrelation test at the time of implementation of PSAK 71
show that the DW value is 1.672. Then it can be written systematically with -2 < 1.672 < 2. So it can
be concluded that there is no autocorrelation in the data used in this study.

4.1.7 Multiple linear regression analysis based on implementation PSAK 71

Table 6. Multiple linear regression

Unstandardized Coefficient

B Std. Error
(Constant) 4,445 0,046
AlL -0,021 0,009
SIZE -0,181 0,046
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Based on Table 6. Multiple linear regression test results obtained multiple linear regression model as
follows:

Y = 4,445 -0,021X;, — 0,181X, + ¢
From the results of the multiple linear regression equation formed, it can be concluded that;

1. The constant value is 4.445, which means that if all independent variables are considered
constant or have not changed (value 0), the total profit (Y) has increased by 4.445.

2. The value of the Allowance Impairment Losses is 0.021 negative. This means that every time
there is an increase in AIL PSAK 71 (X1), it will have an impact on reducing the value of profit (Y)
by 0.021. So that the increase in the value of AIL, the value of profit will decrease with the
assumption that other variables are constant.

3. The value of Size as a control variable is negative 0.181. It means that every time there is an
increase in Size (X2), it will have an impact on reducing the value of profit (Y) by 0.181. So that
the increase in the value of Size as a control variable, the profit value will decrease assuming
other variables are constant.

4.1.8 Coeffient of determination test result (R Square)

Table 7. AlL, SIZE, and profit on PSAK 71 performance coeffient of determination test result

Model R R Square Adjusted R  Std. Error of the Estimate
Square
1 0,626 0,392 0,363 0,01954

Based on the table above, from the results of the coefficient of determination test, it is known that the
Adjusted R Square value is 0.363 or 36.3%. These results indicate that the ability of the independent
variable, namely Allowance Impairment Losses when applying PSAK 71 and the control variable,
namely Size, in explaining the dependent variable, namely Profit, is 36.3%. while the remaining 63.7%
is influenced or explained by other variables. The variables referred to in 63.7% are assumed to be
variables in previous studies that affect banking profits. As in the research conducted by (Pratito &
Puspitasari, 2017) in addition to AIL, there is an Analysis of the Effect of the Statutory Reserve Policy
(GMW), Net Open Position (PDN), and Loan To Deposit Ratio (LDR) which affect earnings. In the
research conducted by (Sutriani, Tira, Fermayani, 2018) in addition to AlL, there are LDR, Liquidity
GAP and BOPO that affect earnings.

4.1.9 Regression model feasibility test result (Statistical Test F)

Table 8. AlL, SIZE, and profit on PSAK 71 performance regression model feasibility test result

ANOVA
Model Sum  of df Mean Square F Sig.
Square
1 Regression 0,010 2 0,005 13.547 0,000
Residual 0,016 42 0,000
Total 0,026 44

Based on the results of the ANOVA test in Table 8, the F value is 13,547 with a significance of 0.000.
So it can be concluded that the significance value <0.05, which means that the regression model in
this study is feasible to test and can be continued for further testing.
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4.1.10 Individual Parameter Significance Test Result (Statistical Test t)

Table 9. AIL, SIZE, and profit on PSAK 71 performance individual parameter significance test

result
Coefficient
Model Unstadardized Standardized t Sig.
Coefficient Cofficient
B Std. Beta
Error
1 (Constant) 4,445 0,046 97,269 0,000
AlL -0,021 0,009 -0,288 -2,329 0,025
SIZE -0,181 0,046 -0,492 -3,975 0,000

Based on the table above, the explanation of the
results of the t statistical test can be concluded
as follows:

1. Effect of Allowance for Impairment Losses

Based on the table of statistical results t, it
can be seen that the independent variable is
Allowance Impairment Losses as measured
by a nominal scale. Obtained a significance
value of 0.025 (0.025 < 0.05) and a negative
coefficient (direction) of 0.021. It means that
AIL has a significant negative effect on the
profits of Conventional Commercial Banks
registered with OJK. So it can be concluded
that H2 is supported.

2. Effect of Control Variable Size

Based on the statistical table t, it can be
seen that Size as a control variable has a
significance of 0.000 (0.000 <0.05) and a
negative coefficient (direction) of 0.181. It
means that Size has a significant negative
effect on the profits of Conventional
Commercial Banks registered with OJK.

4.2 DISCUSSION

4.2.1 Differences in Allowance Impairment

Losses Before and After
implementation of PSAK 71
Allowance Impairment Losses (AIL) is an

allocation of funds from earning assets that is
reserved for banks to cover the risk of future
losses. Banks in Indonesia are required to
provide an Allowance Impairment Losses as
regulated in PSAK 55 which came into existence
on January 1, 2000 and underwent an update,
one of which was PSAK 55 (Revised 2011)
which became a variable in this study. Then

currently there is a change to PSAK 71 which is
effective on January 1, 2020.

Based on the different tests in this study using
the Independent Sample t-Test in table 4, Sig. (2-
tailed) on the variable Allowance Impairment
Losses is 0.000. Because the value is 0.000 <
0.05, this indicates that the H1 hypothesis is
supported, meaning that there is a significant
difference between the Allowance Impairment
Losses before and after the implementation of
PSAK 71 on 46 Conventional Commercial Banks
registered with OJK.

This is due to differences in the Impairment
Methodology, namely the formation of the initial
AIL. The formation of AIL in PSAK 55 as IAS 39
requires banks to calculate AIL at the time of
presentation of financial statements or called the
Incurred Loss method, while PSAK 71 in
accordance with IFRS 9 requires banks to
calculate AIL at the beginning of the period or
called the Expected Loss method. Due to the
difference in these methods, the AIL value at the
time of implementation of PSAK 71 will be
greater than when the application of PSAK 55.
As an example at PT. Bank Rakyat Indonesia
Thk. in 2019 when PSAK 55 was implemented,
the AIL on earning assets was 3.36% and in
2020 it was 5.42%. AIL increased by 61.3% from
the previous, the main factor for this change was
the transition from PSAK 55 to PSAK 71.

This shows that changes to PSAK 71 have an
impact on increasing the accumulation of
reserves for impairment losses owned by each
bank. The greater the value of AIL will result in a
decrease in lending, the decrease in lending will
cause a decrease in profit. With the large
formation of the existing AIL in 2020, it will
anticipate a deterioration in asset quality and
potentially reduce profits. Based on the results of
the different tests in this study. This study is in
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line with research conducted by [1] which states
that there is a significant difference in the
Allowance Impairment Losses in PSAK 55 and
PSAK 71.

4.2.2 The effect of allowance impairment
losses on profit after implementation of
PSAK 71

On January 1, 2020, PSAK 71 officially became
effective in Indonesia. In PSAK 71, AlL is formed
at the beginning of the period and uses the
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Expected Loss method. This causes banks to
have a higher AIL than the previous year. In this
study, the value of AIL measured by the nominal
scale of AIL in the financial position statements
of Conventional Commercial Banks registered
with the OJK has an important role in
determining banking profits. If AIL is allocated to
the closing of non-performing loans, then the AIL
will be in non-productive assets and cause a
decrease in profit. The following is AIL data on
productive assets from 46 Conventional
Commercial Banks registered with OJK:

AlL Against Earning Assets at 46 Indonesian
Conventional Commercial Banks in 2020
Post-Implementation of PSAK 71
14
12
10
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, ; | .
2
0
W CKPN Againts Earning Assets

Fig. 3. Graph of AIL against earning assets of 46 Conventional Commercial Banks

Based on the picture above, which shows that from 46 Conventional Commercial Banks that apply
PSAK 71, 8 Conventional Commercial Banks have AIL of less than 1% of productive assets which
means current quality, 33 Conventional Commercial Banks that have AIL under special mention, and
5 Conventional Commercial Banks have AIL under substandard attention. This shows that there are
only 8 banks that comply with the Circular Letter of Bank Indonesia if the AIL has a value of < 1% of
earning assets. In implementation of PSAK 71 , the previous AIL value at 46 Conventional
Commercial Banks increased by 112.3% on average in 2020 and banking profits tended to decline.
Banks that experienced a decline in profits occurred in 33 banks from the research sample.

From Table 9, it can be seen that the significance value of AIL is less than 0.05, which is 0.025 and
the value of is -0.021. This shows that the results of the H2 hypothesis are supported, namely AIL has
a negative and significant effect on profits after implementation of PSAK 71 . As an example at PT.
Bank Rakyat Indonesia Tbk. in 2019 when PSAK 55 was implemented, it had a profit of Rp 34,413
billion and in 2020 it was Rp 18,660 billion. Profit decreased by 46% from the previous year. Likewise
with other banking profits, when applying PSAK 55 profits tend to increase from 2011 to 2019, but
when implementation of PSAK 71 in the first year, 2020, banking profits tend to decrease from 46
Conventional Commercial Banks registered with OJK.

The main factor for this change is the transition from PSAK 55 to PSAK 71. The higher the
establishment of AIL in anticipation of non-performing loans, the credit distribution will decrease and
profits will be lower at Conventional Commercial Banks registered with the Financial Services
Authority. Especially profit in the first year of application of PSAK 71. The results of this study are in
line with research conducted by [3] which states that AIL has a negative and significant effect on
profits.
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5. CONCLUSION

The changes in accounting standards in
Indonesian banking resulted in an increase in the
value of the allowance for impairment losses.
based on the results of a different test using an
independent sample t test, it is concluded that
hypothesis 1 is accepted, namely that there is a
significant difference in the allowance for
impairment losses in PSAK 55 and PSAK 71.
From this difference, the financial performance of
banks as seen from the profits of each bank
decreases. Based on the effect test using
multiple linear regression analysis, hypothesis 2
is accepted, namely that the allowance for
impairment losses has a negative and significant
effect on profits after the application of PSAK 71.
Therefore, it can be concluded that this study
answers the phenomenon of profits decline
caused by increasing reserves for impairment
losses.

6. RECOMENDATIONS

This research is related to changes in the
standard for establishing allowances for
impairment losses for banks causing a decrease
in financial performance, from this research it is
recommended that:

In establishing the allowance for impairment
losses, it must be carefully considered whether it
could harm the banking system in a material
amount. therefore the manager is required to
analyze how the condition of credit problems in
the future as a reference for making allowances
for impairment losses.

After establishing an allowance for impairment
losses, banks are recommended to control
customers who have credit at the bank to
continue to pay their obligations so that the
allocation of the allowance for impairment losses
is not directly charged. so that although the value
of the allowance for impairment losses is high, it
does not result in an impairment.
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