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ABSTRACT

In the past few decades thare has been a iremendaus discussion cancerming information disclosed
in financial statement prepared in developing countrias. However there are anly few research explore the
fikelihood refiability of the accounting numbers of such financial statement,

and the possiility of creative accounting on disclosure information of the corporate reporting
practices in Indonesia,

By analyeing lime series of the docounting numbers, belfore and after he econamic crash in 1937, 1
argue that up fo the year of 2000, data lfat was provided by some companies in the Jakarta Stock Exchange
(JSX) ware shilless reliable. Some listed companies werg practicing crealive accounting on disclosure
information

With regard 16 the exisling ethical standard of accountants and the stalutory requirements of corparate
reporting praclices in the stock excliange, this study sugges! there /s 2 nead la regulate more to infernal
auditing function af the firms and to do law enforcement to the accountants.

INTRODUGTION

I still remember whan | was taking my course works at the Wollongong University in 1993, the
subject was insalvency, and the lecture gave me 24 company's financial statements to be analyzad.
After a while, he asked the students about the likelihood of those companies, whether the campanles
are going bankrupt or under financial distress. No one answered the questions, but me. Qut of 24
company's balance sheets and profit loss statements only one was wrong answered. Someé of my
collapes asked me: how do | have the right answered?, | [ust implemented some ratio analysis that |
learned and | assumed that the data wers reliable and valid, | replied!

In addition, after | completed my course works, | was attracted by the unanswearad conclusion of the
previols resaarch studies canceming refiability and financial disclosure information on financial datain
developing countries (Cerf R. (1961), Bradish D, {1965); Mahon.l. {1965, Seidler (1967}; Copeland M.
(1968}, Desal B. (1971), Jagol (1973.1975); Ngurah &, (1991}, In order (o answer such unanswered
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canciusion | did a fisld research in the Jakarta Stock Exchange (JSX). By combining two research mathods,
quantitative and qualitative, | found that the financial data that were provided by corporate reporting
practices in Jakarta Stock Exchange (JSX) were fess reliable (Ngurah A, 1993).

I order ta get mare under standing on the progress of corporate reporting practices (n JSX, last
year a time series of the accounting numbers on financial statements of the listed companies in the
Jakarta stock exchange (JSX) are examined. Based on this examination, hypotheses as ta reliability of
financial data and the possible existence of creative accounting on financial disclosure Information of
corporate reporting practices ars developed.

THE ECONOMIC CRISIS

It Is surprisingly, that since Thailand 2xperienced econamic crisis in 1996 and following other
countries In Asia, crisls in Indanasia can not be resolved compared to the other countries. From the
New Order urider Mr Suharto and folowed by Crder Reform by Mr Wahid (Gus Dur) and Mrs. Megawati
Soekarnoputri lately, there 1s no significant imgrovement In economic activities in this country.

Table 1 indicated that there are long crisis in Indonesia, and some significant differences among
some economic indicators during 1994-2000 in Indonesia. As 1o rupiah was devalued from 1USS
equal to Rp 2,206 in 1994 until 1USS equal to Rp 9,385 in 2000, the income per capita in USS
decreased from $ 884.72 in 1994 f0 $629.20 In 2000, Based on BPS (1999) the poverty line increased
from 34.5 million in 1995 to 48.4 million paopie in1999. In ganeral can be concluded that there are
significant differences on economic conditions. before and atter the crash, And there is also no signifi-
cant improvement on the aconomic indicators up 102000,

Table 1
An Analysis Some Economic Indicators from 1994 -2000
Yariahles IREED R | 1996 | |7 i il 1994 10950 2000
Indicatars |
Incame par iP5l 2237 265 312 4.343 3147 005
Capita O Bph |
lncome per £84,72 GRTE0 | 110430 | 54594 560,91 718,75 529,20
Capits | LIS )
T InNation 1ate 0,214 204 647 Y E A 20 938
Exchangs T 2305 | 3308 | 285 |  SA00|  WAMD| 7061|9385
! e
Fopulation ( O00) [0, 670 143,751 190, BT 195, 809 1493 404 200327 207 450

Source: BPS, Statistical yearbook of Indonesia (1984 - 2000)

Some peaple arguad that the crisis will not so badly, enly if and if the economic crisis nottoo long
and tha Government was not liquidated some banks on 1987, This is mismanagemaent in handling the
crisis! Whatever the arqument, but no one can grove and the fact the crisis still occurred in Indonesia,
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RESEARCH METHOD

Mpst people argue that recently, Indonesia Is suffering from a mufti dimensional crisis. but only
few researchers in accounting and finance explore why tha multi dimensional crisis occurrad? |Is there
any contribution from the accounting profession to that crisis? Those some questions are not belng
studied

aince, the government of Indonesia announced that some banks are baing collapse in Novernbar
1897, | have been driven to do a prefiminary study on the annual reperts of those banks that listed In the
JSX. By doing a simple test, an ex post analysis, on the annual report of those Banks, | found that
auditor's opinions are unqualified, They stated that the financial statements were prasented fairly in
contormity with generally accepted accounting principles applied on consistent basis. Ses Table ?

Due to there Is no exception on auditor's opinion or no any notes on the financial statemants of
oankruptey's banks, some observers doubted that agcountants or auditors are not get involve In such
erisis, From these statements | attracted to see another side of auditor's problems, that is about cre-
ative accounting rather than to discuss how the auditors get involve in creative accounting.

Table 2.
An Analysis of 15 Annual Reporl of Bankruptcy's Bank
in the JSX for the year 1997

| Public .-*a.(‘ci.'l_l.-lhl.'t_t.i;'ig | Number | Auditor's Notes on Fin. | Affiliate Int.
| Firms | of Comp. | Opinton Statement. Ace, Firms
| Sidharta and Sidharta 1 Ungualified None Coopers
Lvbrand Int,
Prasetyo Utomo 12 Ungualified WNone Arthur
Andersen
Hans Tuanzkota Mustafa ! Ungualified None Deloit Touche
| Tohmatsu
Hanadi Sudjendro | Ungualitied None EPMG
I3 |

Table 2, indicate that one-year before the crash, the banks were stated healthy enough, There Is
no any Information provided by the public accountant that such banks have had financial difficulties
gither in their audit apinion or on any notes of the financial statement, But suddenly, in 1997, the
government of Indenesia announced those banks were going bankrupt, due to financial problems.
From this condition it can be concluded that there must be creative accounting on disclosure informa-
tlon provided by the fisted companies

CREATINE ACCOUNTING AND THE AGCOUNTING SUMAERS
AN ANALYSIS OF CORPORATE ASAGRTING NUMHERS 1N JAKARTA STOCK EXCHANGE (150

Vol 4 danean 2004



1). Method and Methodology on this study

A couple years later. in order to get more unoerstanding cancarming creative atouunling aod
reliability of the data, two models of research metheds. guantitative and quaiiiatve research methads,
are implemented. A guantitative methoo asked for utilizing the senes of accounting numbers on the
annual reports, Ex post analysis and ex ame analysis of the series of reported linancial ratios of the
companies, after and bafors the crash in 1997, are examined. The ex post analysis are implemented in
arder to understand what happered and the purpose of ex ante analysis on the serlas of aceounting
numbers are to forecast what will happened after the crash

Figure #1
A Besearch Design for Bankrupt and Not Bankrupt Companies

Not Bankrapt (NB)

Heliable Mot Behable
11 &% |

Bunkrupt (B}

A further step of the research on this study is to develop a research design. See Figure #1. In this
figure, companies are grouped into soma industries and status, either bankrupt or not bankrupt com-
pany. In addition, companies are divided inta companies that provide a reliable and not reliable financial
data based on analysis of the series of accounting numbers. The dichatomy data, reliable and not
reliable data are neaded as ta simplify the problems,

Column 1 and | iIndicated that the possibility status of not bankrupt companies. Tha not bankrupt
companies could exercises reliable or not refizble data on their corporate reporting practices. A not
bankrupt company that provided refiable data were assumed that those companies that still active in
JSX up to 2000, But the not bankrupt companies that provide not reliable data are those that still listed
on JS¥ but not active in trading activities and trend of share prices degling or relative stable.

In the other side, column b and IV, indicated bankrupt companies that exercise aither reliabie or
riot reliable data. The bankrupt companies are those companies that not listed anymore after the erash,
They bankrupt either because of mismanagement or the unscrupulous managemnent intentionally
exXereising creative accounting,

Matthew and Parera (1991} argusa thal creative accounting can be viewed from two sides Bither
positive or negative. In this study, the companias that provide not rebable data are associated with
Bxercising negative creative accounting, These creative accounting could be exist in nal bankrupicy or
bankruptey campanies,

One measurement used to understand creative accounting In this study Is examining the ditfer-
gnces an the tinancial ratios after and before the crash with the financial ratios in the perod of the
grash. Possibility of creative accounting on financial disclostre also was exarmmed.on this study, by
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using narrative records concerning history of the companies, This is a part of qualitative research method
thatimplemented in this study. Summary of the likelihood of the companies is addressed intable 7. From
those quantitative and oualitative research methods an aptimal resu't study can be gained.

2). Sample Selection

In association with the quantitative research method, annual reports of 88 listed companies,
from 1981 to 1998, were selected, by using stratified random sample. From those companies only
about 82 companies provide completed data from 1394 to 1999, and 7 of them were in completed.
Data from those annual reports were classified into companies going bankrupt and not going bankrupt.
The periods of study were divided into three periods of the study |.e. the periods before 1997, the year
1897 and after 1937

2.1). Companies bankrupt and not bankrupt.

As mentioned in the earlier paragraph, B9 companies were caliacted from the listed companies
in JSX. Then from 82 companies were classified into bankrupt and not bankrupt companies. In this
study, there were 60 companies not going bankrupt until 1999 and 22 companies bankrupt.

In addition to this study, the company's history was collected from interview and discussion with
some officials from J5X, Stock Exchange Commission (BAPERAM) and also with some official from
Indonesian Bank Restructuring Agency-IBRA (BPPN). Seme companies were not bankrupt or going
bankrupt were classified as follows

Tahble 3.
Company’s classification
2.2). Before, Alter and the Year Economic Crash in 1997

| Companies ) Bankrupt | Not bankrupt | Taotal
Cable :
Adhesive -
Appareal & Other Textile 1

E- L]

Automotive & Allied Product -
Lurmber & Wood =
Banking i7
Plastic & Glass Product 1
Whole Sale & Retail
Hotel, Travel & Service
Animal Feed & Hushandry
Chemical Allied Product
Constructions

Electric & Electronic
Machinery

Meral & Allied Product -
Mining 1 |
Pharmaceutical = |
| Transportation -
[Toval { 22

(]
gmpummwumnnnaauu fad | B | Lt

ﬁm#—b\mwmwm:}bhuﬂum
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One problem on this study is to decide the pariod of the crash. This study argue that the year 1997
is the year ot ecanomic crash, whers the government of Indonesia annauncad that 14 hanks were qoing
bankrupt and foliowing panic respond among the people, At this period, rupiah was under valued into Rp
5,700. the income per capita in 1997 was the lowest befare and after the crash. The vear 1997 can be

accepled as the black November of the Banking systems in Indonasia,

2.3). Selected ltems of Information Disclosure

Most research studies In accounting and finance examined BArMING NUMBErs in assaciation with
creative accounting (Dascher PE. And Malcom (1870); Kamin J.Y. and Roner,J. (1378) Rangan {1998);
Teon at al (1998) Healy and Wahlan (1999)Ericson and Wang {1999} and many otners. In this re-
search, ancther approach, besides earning, are claimed as to examine creative account ng on disclo-
surg informatian of the carporate reporting practices. Those are liquidity ratios in order to measure the
degree of the financial liquidity of the firms and leverage ratios and debt to Bquity ratio, in ordar to
measure abllity of the firm to pay if thay are going bankrupt.

HYPOTHESIS AND ANALYSIS OF DATA

In order to answer the research question concerning creative accounting and reliability of data
some hypotheses are designed and data from a series of financial ratio are examined and are 2850C1-
ated with the history of the comgany, Thase hypotheses are:

H1:  There are significant differences an perceive Impartance of financial ratics amang man-
agement of bankrupt and not bankrupt companies

H2:  Management of Bankrupt companies tend to manipulate the data and smaoothing theirs
financial ratios than management of not bankrupt companies

H3:  The companies that experiencing bankrupt mostly are the companies that provide unreli-
able data and experiencing creative accounting on their carporate reporting practices,

D.1. The Financial Ralios

As mentioned in the previous paragraphs, this study attempts to explore another component of
financial statements, besides earning, in arder to measure sort of reliability of financial data and cre-
alive accounting on the disclosure information. There are three kinds of ratios that implemented in this
study. Those are current ratios (CR), leverage ratio (LR) and debt to equity ratios (DR). Current ratios
Indicate the liquidity of the company and leverage ratios and debt to equity ratios indicate the ability of
the company to pay all of debt, It they are stated Insalvent,

D.2. An Analysis ol Financial Ratios

In order to understand problems of creatve accounting, a series of ratios are needed, In this
case, B (slx) years of financial ratios, from 1994 1o 1999 are examined By utilizing computation
statistical package (SPSS), two model statistical analysis, Paired “t* test and multivariate tests are
implementad

In order to test the first and the second hypothesis, two tail test with 95% confidence interval are
used and a symmary of narrative records are used together in testing the third hypothesis, Tests for the
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lirst and second hypothesis are design as follow;

1). A pair 1 {est for the not bankrupt companies

Table 3
2). A pair "t" test for the hankrupl companies’

Paired Samples Test

Parred Dilferarams
D5 Contidence
51d Inte el of 1P
S Eros Cifference sig

. Maan | Deviation | Mean | Lowor | Upper i dl | {2-tulted)

Parl GCR.BF-CR_PRA | -B014 9423 | 1160 - BN -3698 | -6.165 &5 e

Par? GCR_B7-CR_AFT | .1p0ad BidE | 7ass. | -a3818 2351 | -2209 B (7]

Prd  CH_PRA-CR_AFT| 1240 GER4R [ 8127 | -26684 3858 | -1 526 58 132

Pard DE_O7-DE_PRA 15980 2E458 |3509 A804 22096 | 4338 &5 oo

Pars DE_97-DE_AFT |-Z2ym 16418 | 16 | s3o 7555 | <1503 i 134

Paréi  CE_PRA-DE_AFT| .za74 11674 | 1,51 | -E9a89 <955 | 25 5 ER

Par?  LR_O7- LA PAA 14548 104818 | 1.2 | 1¢8n 40716 | 1158 65 251

Palrd LR 87 LA AFT 2380 10082 | 1288 | -4956 [1.8T4ER | o1B4aT 4] ]

Pairg LR_PRA-LA_AFT | .45E65 Bage | 1241 +BRa3 2T | -3.7E1 &5 olua]

Table 4
Paired Samples Test
Paired Diffarences
5% Confidance
=i Integrval of the

St Eirar ‘Difference Sig
Mean | Deviation | Mesn | Lowar | Upper t ct | {2-alled)
Palt 7 GR_O7 - CR_PRAS 3086E-02 3370 [ 954E-02 | -2074 DD44E-02 |-734 |20 AT2
Pair4 DE_B7-DE_PRA 34011 | 101420 | 22132 L -t.2185 | g7y (1537 |20 140
Falr ¥ LA _97- LE_PASY 852 4281 ) 342E-02 poaIsE-02 i JAB0T | 53.053 | 20 08

The table 3, 4 and 5 show that there are significant differences of perceive importance amaong

management of bankrupt and not bankrupt companies onto financial ratios. Those tables also indicate the
likelinood of companies to manipulate the financial ratios.
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Companics

“Not bankrupt

Ssnificant

Tahle 5
Perceive importance of Financial Ralios
among Management of Bankrupt and Not Bankrupl Companies

Current Ratio

" Debt
Ratin

1o

Equity

Leverage Ratio

Sigmbicant

L Notsienifizan

Bankmupt

Not significant

Notsignificant

Sigaificant

In arder to under stand whether each financial ratios are effected before and after the crash, a
multivariate analysis with gensral linear mocel —repsated measuremnents: are designed as fallow :

Table 6
GCompanies classification

Status

Status

“alue Lahel N tnumber of |

sample)
n Bankrupt 22 =
| Mot Bankrupt J 514 —J

In order to 1estthose kKinds of relationship a test on each of the ratios are designed as iollows:

1). Multivariate tests on Current Ratios of companies

Table 7
Muitivariate Tests®
Hypotheasis
Effagt Valug F i Errar of Sig
A Pilars Trace 28 | 2107% 5000 | 76000 | 063
Wiks' Lambda av4 21a7s 5000 Ta.000 Hik]
Hoteling's Trace 148 2197 5000 TE.000 BA3
RAay's Largest Rocl 145 2.197% 5000 76000 063
CR"BTATUS Pilai's Trace 108 1.880% 5000 TB.O0G 113
Wiks Lambna 8oz 1 BEQA 5000 THOOD 113
Hotaling's Trace 122 1 8504 5000 TH.O00 113
Aoys Larges) Root A28 1,850 5000 TH.ODO 113

8. Ewact statisiic

b

Design: Inlercept+STATLIS
Within Sublects Dasign: CR
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Table 7. indicated that there s no significant effect on current ratios of the companies before and
after the crash

2). Multivariate tests on Debt to Equity Ratios of companies

Table &

Multivariate Tostg

Hypothesis
Effect Value F df Ernor i Sig.
CE Pillals Trace 1686 | 3016" 5.000 76.000 0t5
Wilks' Lambda Baa | 3oe? 5.000 75000 015
Hetslling's Trace 88 | 30ge 5.000 76,000 o5
Roy's Largeal Aoat 498 | 3o0ee 5000 TB.000 .05
DE* STATUS Pila's Trace 108 18372 5.000 78,000 18
Wilks' Lambda BRZ | 1837 5,000 TE.000 G
Hotelling's Trace 21 yig3r? 5009 TEQOQ 16
Hay's Larges Fool a1 1.B378 5,000 TE.000 16
8- Exact slatishc
b

Design: nlgrcept+STATUS
Within Subjesis Design; DE

Those tests indicated that there are significant effects on debt to equity ratios of the companies
betore and after the crash.

3). Multivariate tests on Leverage Ratios of companies

Tahle 8
Multivariate Testd
Hypoihaas
Ellea Valug F ot Error o Sp
LR Pilai‘s Traca P p=ls| T2640 5000 TE.00D GO0
Wilks' Larbda BT TEEqH 5000 76000 (]
Hotelling's Trace ATH T.2847 5000 TE000 Goa
Roy's Largest Raot 478 | 72647 8400 76000 000
LA~ ETATUS Filas Trace 335 | 7Gag 5000 76.000 400
Wilks' Lambda HG65 T Eagh 5000 TE OO0 =000
Haoledling's Trace 503 | 7L 5.000 78000 000
Aoy's Largest Aoat 503 | 7498 5.000 FE.O00 000

B Exact statalic
a

Design: Intercent+STATUS
Within Suhjecs Dasign: LA
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This tests indicated that there is significant effect on laverage ratios of the companies betore and
after the crash, In total, can be concluded that the result varies among the financial ratios, There is not
significant effect an current ratios of those companies before and after the crash, but on leverage ratios

and debt to equity ratios the results indicated that those ratios affected significant before and after the
crasf.

D.3. Historical Analysis

Based on the results studies on narrative records of the bankrupt companies, indicated that the
bankrupt companies are those companigs that delisted in JSX and under IBRA. Those companies
under IBRA are & group of banks that suspended fram aperation in 1998 and 1988, And the others are
a group of banks whose operational supervision was transierred to [BRA from the central bank (BI).
Those banks are maostly due to circumvent the Central Bank rule that related 10 legal lending limit i.e.
provide loans over the limit to the group or affiliate companies. When the banks were struck again the
¢risis those group can not return the loans, Those companies bankrupts are as follow:

Tahle 10
The list of Companies bankrupts at J5X
[  Company Status Remarks
FT Super Mitory utama | Bankrupt "~ Delisied
Bank Burva Bankrzpt Drzhsted (FR)Y
Rank |imum Masianal Inde, Bunkrup: Detsted [FB)
BN [ Rankmup Melisted (FH)
I_.I.l,mk Madern | Bznkrupt Delisted (FB)
fank Fapan Scuhlera 1 Bank ot elisted (FB)
| Hunk Birw Hanhrupt Diclisicd | T4IR)
Rank Unwm Servitio | Bankrug T Deizsted (FB)
Bank Mashil Utama . Bankmp Dalisted (FB)
Bank Arva Pandhuara _| Banknpt Delisted (FB)
Bunk Bakhasi Bankrupt | Delisted (FB)
Benk Ficoninvest Bunkrup! 1 Delisted (FB)
Benk Indovest Thi Bunkrup Delzsted (FB)
Bank PDFCI Banxrupl Delisted (TOB)
[Bark Duta Bankrupt Delisted (TOB)
Bark Rarnn Bankrupt Delisted (TOR)
Bunk Tinra Bunkrum [Drelisted (TOBY
Pank Tamard [arkup Delisted (TOB) |
Avter Dharmi Insiusin Fankrap | Delimed
Mharmla Agnfood Bankrupl T Delisted
[ Anwwr Sewmd ~ | Bankrep: Dellsted
i Prharmindo Adhacdata Hankrum [elisred
Notes: FB Frozen Bank -
TOE Takan Dver Bank
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Those circumvents are not provided on the annual reports until the central bank stated that those
bank provide loans over the credit limits as stated on the central bank regulations. This is an evidence that
unscrupulous management exercising creative accounting in theirs reports by provide not reliable data in
the annual raports.

IMPLICATION AND DISCUSSION ON THE STUDY

One of the likely implication of creative accounting is the greater tension on auditors as o provids
Independent auditors report to the company. Not reliable data is likely a manifestation of creative ac-
Counting . Itis realized that accounting numbers of financial statement in developing countries are less
reliable than in devaloped countries

The resuits study Indicated that, the Dankrupt companies are the result of creative accounting,
The more intents creative accounting by managemenit of the companies, the more not reliable the
financial data that pravided by the Corperate reporting. The not reliable data will be considered by the
stake Nolders especially the investors and creditors a5 a sign the intrinsic value of the company is under
the market

By law enforcement and increase the professional ethics and gualifications of Auditors and
Management Accountants, it could be lesser intents corparate management to manipulate aceounting
numoers for the purpose of their self. The role of internal auditors as a unit that supervised and control
the operation of companies and the role of management accountants as a part of management in
providing the data will increase the performance of the campanies. One would expect less drastic shift
in estimating the value of the companies under any situations,

In developing country, Indonesia the accounting number are likely still not reliable due to creative
accounting on financial statements of the companies. This study found that there Is significant diffar-
ences on perceive of Importance of financial ratios. The ratio of bankrupt companies Indicatad compa-
nigs are expenencing creative accounting by manipulating the accounting numbers. A smoothing cur-
rent ratios and debt to squity ratios are desm necessary by the unscrupulous management of the
bankrupt companies.

This study also provige insight that from the beginning up to the year 1999 financial data in JSX
still less reliable. For the future research this study suggest therg |s a nead to study accountants quall-
fications .ethics and attitude towerds craative accounting,

SUMMARY AND CONCLUSSIONS

This study demonstraies statistical test in modeling the creative accounting and reliabllity of
accounting numbers that provided by corporate reparting In Indonesia. The results of this study showed
that there is an indication of creative accounting on bankrupt companies. The result provide evidences
that bankrupt companies are companies that provide not reliabie data, Creative accounting are exar-
cised by smaothing not only Income but alsa current ratio and debt to equity ratio of the financial ratios
companiesby unscrupuloys managament.

Ithas been demonstrated empirically that the perceive importance of management of the bank-
rupt companies and not bankrupts companies_onto the financial ratios ara signiticant. Although this
study not statistically exarined the symptom of the bankruptey companies, by referring to the compa-
nies histories it can be concludad that thera s significant association between creative accounting, not
refiable data and bankrupt companies.
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