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ABSTRACT

The emergence of Industrial Revolution 4.0 has a significant impact on the business processes. It is also expected
to change the characteristics of the needed accounting information. The close ties between accounting and the
Industrial Revolution 4.0 encourages researchers to conduct research regarding the correlation between the two
fields. The research aimed to discuss the characteristics of companies in the Industrial Revolution 4.0 era and
identify whether a mismatch occurred between the information in the financial statements and the changes in
the characteristics of companies in the Industrial Revolution 4.0 era. It was a narrative literature review using
secondary data from various sources. Data collection was made through library research. Then, the data were
analyzed using content analysis. The results show that more and more digital-based companies emerge and develop
with a remarkably high company value even without having any underlying asset. On the other hand, several
studies indicate that assets as an element of financial statements are necessary for determining the company value
for allocating economic resources effectively. However, some studies explain that companies with high assets
have a high company value. It shows a gap that makes the relevance of financial statements in determining the
company value in the Industrial Revolution 4.0 era questionable. This matter has implications for stakeholders to
use financial statements for decision-making in Industrial Revolution 4.0 era and future research.
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INTRODUCTION

Various advanced technologies are created,
developed, and used by the wider community to
facilitate human life. Amid the rapid development of
technology today, a new term has emerged, namely
Industrial Revolution 4.0. The latter can be felt to have
a very significant impact on various fields of science
that exist. Prasetyo and Sutopo (2017) revealed that
the emergence of the Industrial Revolution 4.0 had
a large impact on industrial, economic, and social
conditions in the global community.

The concept of the Industrial Revolution 4.0 has
not been widely spread, but it has great opportunities to
change various aspects of human life (Fauzan, 2018).
It is synonymous with technological developments
that are equipped with sensors and can communicate
on their own with information technology systems
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(Prasetyo & Sutopo, 2017). The Industrial Revolution
4.0 emerges as a result of the merging of digital
technology and conventional Internet technology
to enable the integration of all operational activities
(Davies, 2015). It subsequently pioneered the
emergence of the fourth technological revolution with
technological characteristics, such as cyber-physical
systems, the Internet of Things (IoT), and the Internet
of Services (IoS) (Roblek, Mesko, & Krapez, 2016).
The characteristics of these technologies enable the
interaction and exchange of information between
humans, humans and machines, and even between
machines that take place continuously through the
Internet network. These technological developments
have led to the emergence of the Industrial Revolution
4.0. The word 4.0 is a continuation of three previous
revolutions (Fauzan, 2018). The first Industrial
Revolution relates to mechanization, and the second
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is the extensive use of electricity. The third relates
to digitalization (Lasi, Fettke, Kemper, Feld, &
Hoffmann, 2014).

The Industrial Revolution 4.0 can change the
company’s activities as a whole so that all involved
parties in business activities must prepare themselves
to remain competitive in its era. It also has the potential
to create a change in the business process. Hence, it
can create new business models based on technology.
The impact caused by the Industrial Revolution 4.0
will certainly provide its challenges for various fields
of science and real practice, including accounting.

The results of the accounting system are
financial statements. It is used to provide information
for decision-making, such as pricing decisions,
lending decisions, and other important economic
decisions (Sriwiyanti, 2016; Mohamed, Yasseen, &
Nikhi, 2020). Moreover, the accounting information
can be used by various parties, including investors,
creditors, governmental agencies, and other potential
stakeholders in or out of the organization (Mohs,
2017).

Accounting is a business language and a
method used by companies to communicate financial
information to corresponding parties (Prasad,
Mubeen, & Rajani, 2020). Financial statements are the
main means for companies to communicate financial
information to parties outside the company. It presents
information about the assets, liabilities, equity,
income, and expenses of an entity (International
Accounting Standards Board, 2018). Accounting
as a business language continues to develop. It can
differ between countries and sectors (Morais, Fialho,
& Dionisio, 2018). As part of the business process,
accounting has undergone various changes (Surianti,
2020). It aims to present accurate information so that
investors can avoid wrong investment decisions. The
previous industrial revolution has broadened the focus
of accounting not only on the recording and reporting
process but also on the analysis of information for
economic decision-making by the management in
charge (Noviari, 2007; Slyozko & Zahorodnya, 2016).

The emergence of new technology-based
business models due to the Industrial Revolution 4.0
leads to the need to adopt accounting that is more
directed towards the characteristics of this specific
revolution. By understanding it, it is expected
that accountants, business people, accounting
policymakers, and regulators can provide accounting
information to support economic decision-making.
Without understanding this revolution, the provided
accounting information in financial reports and other
reports can be irrelevant and cannot support decision
making. Even worse, accounting information that is
not adjusted to the latest developments in its business
processes can mislead decision-makers. Decision-
makers can make decisions that are detrimental to
themselves and the company. However, it can also
have an impact on the general public or society at
large.

The previous

researchers examine the
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publications, which include the title of Industry 4.0.
It shows that more than 50% of the previous articles
are in the manufacturing area without mentioning
research in the accounting sector (Prasetyo & Sutopo,
2018). However, some previous studies have discussed
topic about how Industrial Revolution 4.0 changes
accounting practices, especially the challenges that
accountants face in this era (Arwani, 2020; Rosmida,
2019; Rini, 2019), and education (Adriana, Amalia,
& Utami, 2020; Supriadi, Rahardjo, & Suprihandari,
2020; Surianti, 2020). The previous studies agree that
Industrial Revolution 4.0 has a significant impact on
accounting but does not examine financial statements
as the main accounting product. The existence
of a small amount of research on the relationship
between the Industrial Revolution 4.0 and accounting,
especially about financial statements, encourages the
researchers to research the Industrial Revolution 4.0
and accounting. Hence, it is expected to reach a clear
understanding of its influence on accounting in the
future.

The research aims to discuss the characteristics
of companies in the Industrial Revolution 4.0 era
and identify whether a mismatch occurs between the
information in the financial statements and the changes
in the characteristics of companies in the Industrial
Revolution 4.0 era. The research is expected to be
useful for stakeholders to obtain an overview regarding
the relevance of accounting information presented in
financial statements during the Industrial Revolution
4.0. That overview is expected to help them to make
more precise decisions about allocating economic
resources and giving insight into future research.

METHODS

The research applies the narrative literature
review. It is carried out by conducting studies derived
from various kinds of background literature as
secondary data from various sources. Data collection
is done through library research. Researchers search
and gather information from various background
literature, such as books, articles, and websites related
to the Industrial Revolution 4.0 and accounting. The
related topics include companies in the Industrial
Revolution 4.0 and financial statements, especially
how stakeholders use the provided information in
financial statements. The data analysis method is
content analysis. Researchers analyze the data obtained
from the literature. The data are analyzed to find the
gap between them. Hence, it can produce conclusions
that address the formulation of the problem

RESULTS AND DISCUSSIONS

The Industrial Revolution 4.0 is a digital
revolution marked by the advancement of science
and technology. It provides a breakthrough in
several fields, such as artificial intelligence robots,
nanotechnology, biotechnology, quantum computer
technology, blockchain, and 3D printers (Maryanti,
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Rohana, & Kristiawan, 2020). Nine technological
advances underlie the Industrial Revolution 4.0.
There are big data and analytics, autonomous robots,
simulation, horizontal and vertical system integration,
industrial IoT, cybersecurity, the cloud, additive
manufacturing, and augmented reality (RiiBmann et
al., 2015). These technological advances change the
production process to be integrated, automatic, and
optimal in the production flow. This change in the
production process leads to greater efficiency and
change in relations between suppliers, producers and
customers, and people and machines.

As stated previously, Industrial Revolution 4.0
has brought significant changes to technology. The use
of technology is an integral part of every company.
Therefore, Industrial Revolution 4.0 concept is not
only directly applied to the manufacturing process
of a company but also completed the value chain
(Rojko, 2017). As a result, the companies besides
manufacturing companies will also experience
changes due to Industrial Revolution 4.0.

Industrial Revolution 4.0 has also changed
the business model trends used by companies. In
general, there are four business models in a company:
developing and selling physical objects (asset
builders), employing employees to provide services
to customers (service providers), selling intellectual
property (technology creators), and creating networks
as a place for various participants to interact and share
value creation (network orchestrators). The examples
of companies with network orchestrator business
models are eBay, Uber, Alibaba, and TripAdvisor
(Nurlansa & Jati, 2016). The Industrial Revolution
4.0 encourages the rise of network orchestrators. This
statement has been reinforced by Bianchi and Labory
(2018). The focus of many industries has now shifted
from selling products to delivering services because
of the increasing number of customers who no longer
buy and own physical objects but pay for services
accessed through digital platforms.

Several studies are cited, and based on the
analysis results, companies with a network orchestrator
business model have three to four times company
value more than other business models. Even over
the past decade, the gap between the value of network
orchestrator companies and other companies has
widened. The way companies create their value has
changed (Nurlansa & Jati, 2016). In the Industrial
Revolution 4.0, companies can create welfare values
with fewer employees than 10 to 15 years ago. In
addition, there is also a change in the role of capital
and business scale. For example, Instagram and
WhatsApp only need a small amount of capital to start
their business enterprises (Bianchi & Labory, 2018).

A measurement to measure the company value
is the price-to-revenue ratio. This ratio shows how
much investors are willing to pay or assess each sale
made by the company (Vruwink, Quirin, & O’Bryan,
2007). The analysis of the company’s price-to-revenue
ratio comparison for each business model shows that
companies with network orchestrator business models

have the highest price-to-revenue ratio compared to
companies with other business models. It also has the
highest revenue and profit growth (Nurlansa & Jati,
2016). It shows that the company with a network
orchestrator business model has a good company
performance in addition to having the highest company
value.

In the facing Industrial Revolution 4.0, which
is full of changes, companies must adapt to changing
operating models and strategies to sustain and create
company value. The operating model and strategy that
can be applied is the platform strategy (Bianchi &
Labory, 2018). A distinctive feature of the Industrial
Revolution 4.0 is the emergence of global platforms
that are closely connected to the physical world. The
platform strategy combines the need to focus more on
customers to improve the products with data. It has
changed the company’s focus from selling products
to delivering services. More and more customers no
longer buy and own goods physically but prefer to
pay for services that can be accessed through digital
platforms such as listening to songs through Spotify.

The company’s business model shifts to a
network orchestrator and changes the operating models
and strategies, which are more customer-oriented,
and focuses on delivering the services coupled with
technological developments. Those changes are the
result of Industrial Revolution 4.0. It has led to the
emergence of companies that do not have their assets
but can operate successfully through digital platforms.
The use of digital platforms has also enabled the use
of digital assets to create company value instead of
physical assets. For example, Uber’s success starts
with improving the customer experience by being
able to track the location of the car through a mobile
phone, seeing the car standard description, and having
a payment process that is not prone to fraud to avoid
delays to the destination (Bianchi & Labory, 2018).
This example illustrates the disruption that occurs
when digital assets and a combination of digital
platforms change the relationship with physical assets.
It is the change from having an asset physically to only
having access to the asset. For example, a company
does not own a car, but a partner (driver) owns the car.
It makes the car usable. It can also be that the company
does not own a house, but the homeowner makes the
house available for rent.

As stated before, the combination of digital
assets and digital platforms has enabled the company
to operate successfully even without owning assets.
In connection with accounting, the asset is one of
the basic elements in financial statements. Financial
statements result from the financial reporting process.
The financial reporting aims to present financial
information to users in making decisions regarding
allocating resources to entities. Decision-making by
users of financial statements involves decisions to
buy, sell or hold investments in shares or bonds, grant
or repay loans, and vote or influence management
actions (International Accounting Standards Board,
2018). The purpose of financial reporting is stated in
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the Conceptual Framework for Financial Reporting.
Investors and creditors need the company’s financial
information to allocate their resources to the company
effectively. The process of allocating resources from
investors and creditors to companies effectively
is essential for economic health. It can increase
productivity, encourage innovation, present an efficient
and liquid market for the buying and selling securities,
and obtain and provide loans (Kieso, Weygandt, &
Warfield, 2018).

There are five basic elements of financial
statements, namely assets, liabilities, equity, income,
and expenses (International Accounting Standards
Board, 2018). These elements of the financial
statements can be used to calculate financial ratios.
Financial ratios can analyze the performance and
value of companies (Marsha & Murtaqi, 2017). Thus,
financial statements have an essential role for users in
the process of determining the performance and value
of the company. It can help users in making decisions
regarding the allocation of economic resources.

Various studies have proven the critical role
of financial statements, involving information in
financial statements as research variables. The studies
have been conducted using accounting information
presented in financial statements as a proxy that
represents the studied research variables. The research
variables, which are calculated based on financial
statement information, are used to make the decision.
The results of these studies encourage investors to use
information in the company’s financial statements to
make decisions regarding the allocation of economic
resources owned. Table 1 (see apendix) shows the
reference of these studies.

In Table 1 (see apendix), there is an explanation
of accounting information in financial statements
that are employed as research variables. Various
studies have shown that the variables in question
must be considered in the decision-making process
of economic resource allocation. It can be seen that
the presented accounting information in the financial
statements has an influence on decision-making
concerning the allocation of economic resources.
Accounting information can be used by users of
financial statements in analyzing the condition and
performance of a company. The results of various
studies, which as a whole state that investors and
creditors should consider accounting information in
financial statements when making decisions about
the allocation of economic resources. It indicates that
financial statements have an important role in the
decision-making process. It can be used as a basis
for making resource allocation decisions. Moreover,
investors and creditors use financial statements to
analyze a company to decide which company will be
the target of resource allocation.

Furthermore, the results of the various studies
up to the latest year, in which the era of Industrial
Revolution 4.0 has occurred, still state that accounting
information presented in financial statements,
including assets, is essential in determining company
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value for decision-making. On the other hand, the
Industrial Revolution 4.0 has changed the company’s
business processes. Changes in business processes
have created many digital-based companies that do
not have any underlying assets but high company
value. It is previously explained to have an impact on
the existence of elements in the financial statements of
the company. It causes the reliability and relevance of
financial statements to be questioned because financial
statements do not provide a real picture of the company.
Companies that can actually benefit investors and
creditors can look bad due to bad financial ratios so
that economic resources are not effectively allocated.
The previous research also questions whether it is still
important for companies to have underlying assets
in the context of economic changes in the Industrial
Revolution 4.0 era (Bianchi & Labory, 2018).

This doubt is reinforced by Bianchi and
Labory (2018) by quoting Tom Goodwin’s article in
the TechCrunch article. As the largest taxi provider
company in the world, Uber has no vehicles, and
Facebook, as the most popular media owner in
the world, does not create any content. Similarly,
Alibaba, as the most valuable retailer in the world,
has no inventory. Meanwhile, Airbnb, as the biggest
accommodation provider, has no real estate. It is a sign
that digital disruption has begun (Demirkan, Spohrer,
& Welser, 2016).

Companies that use digital platforms are well
known and have a large business scale. Facebook and
Alibaba are digital companies that ranked among the
100 best versions of Forbes Magazine in 2018. Uber
is a giant technology company that has been reported
to be worth more than $60 billion, and Airbnb is worth
around $25 billion (Dawson, Hirt, & Scanlan, 2016).
The digital companies in Southeast Asia are also
growing so rapidly that they have an investment of
more than ten billion dollars, dominated by Singapore
and Indonesia. Some other examples of successful
digital companies are Sea, Razer, Tokopedia, Gojek,
and Traveloka (Rahardjo & Sugiarto, 2019). Gojek,
which is one of the unicorns in Indonesia, has reached
a company value of up to 3 billion Dollars (Azzuhri,
Syarafina, Yoga, & Amalia, 2018).

The emergence of the Industrial Revolution 4.0
encourages more and more network type companies
to operate using digital platforms. Thus, the Industrial
Revolution 4.0 has given rise to many digital
companies that do not have underlying assets but can
achieve high company value. In other words, assets as
elements presented in the financial statements do not
determine the level of the company value. However,
as described in Table 1 (see apendix), other recent
studies still explain that the accounting information in
financial statements (assets, debt, equity, income, and
expenses) is important for determining the company
value in the decision-making process about source
allocation of economic power.

The explanation from existing studies shows
that there is a gap. The financial statements are still
considered important in helping users to assess the
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company to make decisions on the allocation of
economic resources. On the other hand, the elements of
financial statements cannot be used in determining the
company value due to digital disruption arising from
Industrial Revolution 4.0. This gap raises questions
about the relevance of the role of financial statements
as a tool to assess companies in the framework of
the decision-making process of economic resource
allocation in the Industrial Revolution 4.0 era. As a
result, users of financial statements find it increasingly
difficult to determine the company value in this era
of digital disruption so that the challenges in making
effective decisions are even more daunting.

The purpose of financial statements as described
in the Conceptual Framework for Financial Reporting
is questionable in terms of relevance in determining
the company value for the decision-making about
allocating economic resources in Industrial Revolution
4.0 era. It is structured to be used as a tool for the
International Accounting Standards Board (IASB) to
compile International Financial Reporting Standards
(IFRS) consistently. Hence, it can produce useful
financial information for investors and creditors as
a tool for preparing financial statements and for all
parties involved in understanding and interpreting
accounting standards (International Accounting
Standards Board, 2018). The doubt about the relevance
of the objectives of financial statements with the
development of the times in the Industrial Revolution
4.0 also raises problems about the relevance of the
Conceptual Framework for Financial Reporting.

In addition to the purpose of financial
statements, the Conceptual Framework for Financial
Reporting also explains that assets are current
economic resources that can be controlled by entities
due to past events (International Accounting Standards
Board, 2018). During the Industrial Revolution 4.0,
companies that use resources they cannot control
emerge, as explained earlier. For example, Gojek uses
its partners’ resources. These resources can provide
economic benefits for the entity. Still, they cannot
be controlled by the entity, so it does not meet the
definition as an asset in the financial statements. The
financial statements do not reflect the state of the entity
that receives these economic benefits.

Moreover, the value of assets in the financial
statements becomes too small compared to the
actual received economic benefits. In other words,
the financial statements do not provide a true or
accurate picture of the state of the entity. Therefore,
the definition of assets disclosed in the Conceptual
Framework for Financial Reporting needs to be
reviewed not to mislead users of financial statements,
especially in the Industrial Revolution 4.0 era, which
has caused digital disruption.

CONCLUSIONS

Financial statements are a product of accounting
used by economic actors to help to decide the allocation
of economic resources. Decision-making of economic

actorsis based on an analysis of the elements of financial
statements, namely assets, debt, equity, income, and
expenses. The era and the existence of the Industrial
Revolution 4.0 have brought significant changes
related to science and technology. These changes have
resulted in changes to the company’s business model
and how the company operates, leading to digital
disruption. It is shown by the emergence of digital-
based companies. These digital-based companies
operate without having underlying assets and use
the digital platform as a medium of their operations.
Even without underlying assets, these companies can
achieve a very high company value. However, the
asset is one of the five essential elements of financial
statements in determining the company value.

Meanwhile, recent previous studies have shown
that elements of financial statements are important in
valuing a company so that the information can be used
for determining the allocation of economic resources
more effectively. It calls into questioning the relevance
of the role of financial statements in determining
the company value in the Industrial Revolution 4.0
era. More in-depth research regarding the financial
statement in Industrial Revolution 4.0 is urgently
needed to prevent mistaken economic decision-
making.

The research is limited to the previous
literature. Hence, more field research that involves
the stakeholders of financial statements is needed.
To further explore the role of financial statements in
the Industrial Revolution 4.0 era, the next researchers
can examine the views of financial statement users
more closely, specifically on the relevance of financial
statements in decision-making in allocating economic
resources. It can be achieved using a questionnaire
as a research aid. Moreover, the research is for all
stakeholders of financial statements as an insight about
financial statements in Industrial Revolution 4.0, so
they can use accounting information more wisely. The
research also can be used on further research about
accounting and Industrial Revolution 4.0.
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Table 1 Reference to Various Previous Researchers Using Financial Statement Information as Variables

Research Variable Proxy
Logarithm
Dogan (2013) Firm Size Total Assets
Natural Logarithm Total Sales
John and Adebayo (2013) Firm Size Log Total Assets
Siahaan (2013) Firm Size Total Assets
Mule, Mukras, and Nzioka (2015) Firm Size Logarithm Total Assets
. Financial Leverage Total Debt
Adenugba, Ige, and Kesinro (2016) Total Eouite quity
Akhtar, Khan, Shahid, and Ahmad Financial Leverase Total Debt
(2016) fnanciat Leverag Total Equity
Ilaboya and Ohiokha (2016) Firm Size Log Total Assets
Sucuahi and Cambarihan (2016) Péogablht}; . Net Profit
(Return on Assets) Total Acsets
Tsik, Unal, and Unal (2017) Firm Size Natural Logarithm Total Assets

Karakus and Bozkurt (2017)

Wijaya and Djajadikerta (2017)

Return on Assets

Net Working Capital Turnover

Debt to Total Assets

Leverage

Liquidity

Natural Logarithm Total Sales

Met Profit
Total Assets

Met Sales
Average WC

Total Debts
Total Assets

Current Dehts
Equity Total

Current Assets
Current Debts
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Table 1 Reference to Various Previous Researchers Using Financial Statement Information as Variables

(Continued)

Researcher

Variable

Proxy

Chandra and Djajadikerta (2017)

Marsha and Murtaqi (2017)

Cordeiro da Cunha Aratjo and
André Veras Machado (2018)

Sadi’ahdividend payout ratio and
debt-to equity ratio on the firm
value. Firm value uses a price-to
book value (PBV (2018)

Profitability
(Return on Assets)

Leverage

Intellectual Capital (Value Added
Intellectual Coefficient (VAIC))

Return on Assets

Current Ratio

Acid Test Ratio

Book to Market Ratio (BM)
Expected Future Book to Market
Ratio (FBM)

Expected Future Return on Equity
(FROE)

Return on Assets

Dividend Payout Ratio

Profit after Tax
Tetal Assets
Total Debt
Total Equity

VAIC = VACA + VAHU + STVA

VACA = VA / net book value of assets
VAHU = VA / total employee costs

STVA = (VA-HC)/VA

HC = Total employee costs

VA = Operating profit + employee costs +
depreciation + amortization

Net Profit

100G
Total Assets * 100%

Current Assets
Current Debts

Cash amount+ Marketable
Securities + Accounts
Receivable
Current Delts

Book Value._;
Market Value,_,

¥o + ¥ BM;

Ay + A Return on Equity

Met Profit

Total Assets ~ 100%

Dividend per Share

Earnings per Share
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Table 1 Reference to Various Previous Researchers Using Financial Statement Information as Variables

(Continued)
Researcher Variable Proxy
Dang, Vu, Ngo, and Hoang (2019) Firm Size Total Assets
Company Size Ln (Total Assets)
Price to Book Ratio Market Value

Takamatsu and Lopes Favero (2019)

Chandra (2019)

Gross Profitability

Firm Size

Activity Ratio

Return on Equity

Dividend per Share

Net Equity Value

Gross Profit

1
3% (TA,_; +TA,)

Total Assets

Net Sales
Total Assets

MNet Income X 100%
Total Equity :

Total Dividend
Number of share
cutstanding

Binus Business Review, Vol. 12 No. 1, March 2021, 75-84



