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ABSTRACT

Empirically demonstrate the moderating influence of the audit
committee and ownership structure on the type of creative account-
ing that non-financial companies in Indonesia engage in. A sample
of non-financial companies listed on the IDX was subjected to a
multiple regression analysis. Data from 2017 to 2020 was included
in the analysis. The utmost year that can be analysed is 2020, as
the measurement of future profitability necessitates data for future
years. The nature of creative accounting in Indonesia is opportun-
istic. It is fortified by the information asymmetry between owners
and managers, which is attributable to the moderate proportion of
managerial and family ownership. The results of this study eluci-
date the mechanism by which agency theory explains creative ac-
counting from both a positive and negative perspective. This influ-
ences the shareholder's approach to regulating his relationship with
the manager. The theme of the general form of creative accounting
in Indonesia, which is moderated by ownership structure, has not
yet been extensively explored

Keywords: Type of creative accounting; Opportunistic creative
accounting; Efficient creative accounting; Ownership structure;

Audit Committee

INTRODUCTION

Creative accounting is minimizing
or maximizing a company's profits, which is
carried out to meet performance targets,
maintain the company's reputation, and pro-
vide bonuses to managers (Lewis, 1968). It
is a controversial practice because it can
make information in financial statements
less reliable (Sulistyanto, 2018). Efficient
and opportunistic are the two kinds of in-
ventive accounting, as per Siregar and Uta-
ma (2008). Narsa et al. (2023) said that cre-
ative accounting is an action that intersects
with profit manipulation, which can be
identified as fraud.

The agency of theory is the leading
theory underlies this research because crea-

tive accounting needs agency and a princi-
ples environment. The principal will try to
encourage the agent to work harder through
various incentives to maximize company
value and generate profits for the principal.
Thus, agency theory is an essential basis for
this research to understand how ownership
structure and audit committees influence the
type of creative accounting carried out by
non-financial companies in Indonesia.
Creative accounting is a decision
made by the company's stakeholders
(Purnama, 2017). It is usual for a company
to have various types of shareholders, in-
cluding shareholders who come from fami-
lies, management, and institutions. The au-
dit committee's function is essential in the

33



Journal of Accounting, Governance, and Organization Vol 1, No. 1, September 2024: 33-50

financial reporting procedure of a company
(Wanda et al., 2022). The audit committee
is also accountable for the company's con-
trol as an intermediary between the compa-
ny's board and external auditors, as per
Dwiyanti and Astriena (2018). Creative ac-
counting is still relevant to be discussed be-
cause information from profit is crucial for
users of financial statements from the past
until now (Supriyono, 2018).

The novelty of this study is being
developed from previous research regarding
the accounting creative type that most of
them using a stable period for their sample
(Siregar & Utama (2008); Jiraporn et al.
(2008); O'Callaghan et al. (2018); Alfadhael
& Jarraya (2021); Tlregiin (2018); Zaher
(2019)). Their finding cannot be implied in
abnormal conditions like war or natural dis-
asters, such as COVID-19. This is due to
the different distress and needs in such tur-
bulent times, which will reduce most ideal-
ism and ethics in the normal period (Kumar
& Vij, 2017; Lizinska & Czapiewski,
2023). This emphasizes the urgency of de-
termining whether Indonesia’'s creative ac-
counting type will change during COVID-
19 (2020).

Many previous studies prove that
ownership structures such as educational
background, concentration, origin, and gen-
der are strengthening the creative account-
ing practice's motives (Akter et al., 2024;
Alghemary et al., 2024; Bui & Le, 2024; M.
Chen & Ye, 2024; Ezeani et al., 2024;
Gurinlt, 2024; Xi et al., 2024). This is be-
cause different owners bring different mind-
sets, so the business environment also has a
different perspective in dealing with earn-
ings management issues. However, to pre-
vent conflicts of interest and limit the power
of owners, well monitoring is required
(Alkebsee etal., 2022; Ezeani et al., 2024;
Hassan et al., 2022; Komal et al., 2023;
Mohammad, 2022; Shahroor & Ismail,
2022). A good audit committee is one way
to make sure the monitoring went well. This
research is valuable because besides accom-
modating the crisis period regarding the
type of creative accounting, it also looks at
how ownership structure and audit commit-
tee moderate this influence.

The objective of this investigation is
to identify empirical evidence regarding the
management practices of non-financial
companies that are listed on the Indonesia

Stock Exchange between 2017 and 2020. In
order to enhance its effectiveness, we evalu-
ate the proportion of ownership structure
and the number of audit committees that
moderate the relationship between creative
accounting and the category of creative ac-
counting. These variables are used as the
moderating variables since they have a
strong relationship with accounting creative
(Bui & Le (2024); Al-Shouha et al. (2024);
Al-Shouha et al. (2024); Rosia et al.
(2023); Liu et al. (2023); Semsomboon et
al. (2024)). Thus, by doing this research, we
try to fill the lack of generalization results
from previous research by using more var-
ied data and examining the influence of
ownership identity and audit committee var-
iables.

METHODS

This research analyses the non-financial
sectors that are publicly traded on the Indo-
nesia Stock Exchange for the period of
2017-2020. The purposive sampling princi-
ple is employed to select companies based
on specific criteria. These criteria include
being listed on the IDX (Indonesia Stock
Exchange) in 2017, excluding financial sec-

Table 1. Determining the 2017-2021 Re-
porting Sample

Amou
No.
Sample Criteria nt

Number of companies reg-
1 istered on the IDX as of 31 | 549
December 2017

2 Number of financial sector
(91)
companies

3 Companies with incomplete
data related to the variables | (2)

used in the test

4 The selected companies be-
456

come the sample

The amount of data used as obser-
1742
vation

Source: Data processing results, 2023

tor companies, and ensuring that companies
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consistently and comprehensively publish
their financial statements and possess the
necessary data pertaining to the variables to
be examined from 2017 to 2020. The new-
est period is limited until 2020 because we
need to calculate future profitability to
measure the creative accounting type. Fu-
ture profitability includes the 2-year profit
of an entity. Thus, the 2020 data will in-
clude the data from 2021 and 2022. By the
time this research is done (early 2023),
2020 is the most recent year we can provide
to calculate the future profitability. The fi-
nal amount of the sample is 1742 observa-
tions, as stated in Table 1.

We employed two moderating varia-
bles proven in the previous research as vari-
ables influencing the incentives and motives
for earnings management practice. The first
moderating variable is the ownership struc-
tures, represented by the managerial, fami-
ly, and institutional ownership variables.
These variables are chosen to represent the
internal agent (managerial ownership), in-
ternal principle (family ownership), and ex-
ternal principle (institutional ownership).
The second moderating variable is the audit

independent Variables Dependent Variables |

Profit i Future
Management Profitability

Managerial

Ownership Company Size
Information |

Family Asymmetry COVID-19|

Ownership Pandemic |

Institutional )

Ownership Control Variables |

Audit Committee

Moderation V
Figure 1. Research Framework

committee, the monitoring agent limiting
the owner's power. The research framework
is pictured in Figure 1.

Based on Figure 1, the equation of this re-
search is:

Yit=a + f1CFOit + f2NDACit + f3DACit +
PsDAC * MAN;it + psDAC * FAMit +
PsDAC * INSit + f7zDAC * AC: + fsAlit +
PoSZit + f10COVit + ¢

Based on the figure and equation,
the dependent variable used is the type of
creative accounting that is proxied with fu-
ture profitability represented through 3
measurements, namely “cash flow from op-
erations (CFOt+1), non-discretionary net in-
come”(NDNI 1), and net profit difference
(AEARNw1) (Subramanyam, 1996). Then
the independent variable, namely creative
accounting, is also decomposed into 3
measurements, namely the company's oper-
ating cash flow (CFO), non-discretionary
accrual (NDAC), and discretionary accrual
(DAC). According to Siregar & Utama
(2008).

Then for variable ownership struc-
ture consists of managerial, family owner-
ship, and institutional ownership. Manageri-
al ownership refers to the complete owner-
ship of all common shares in a corporation
by the management (Tatar & Sujana, 2020).
According to Arthawan & Wirasedana
(2018), management ownership is one
mechanism that aims to reduce the gap or
separation between agent and principal.
Management ownership has access to pre-
disclosure information about the company,
so in this case, managers have the flexibility
to make some decisions. This is what is
used as a loophole to carry out creative ac-
counting. Whether for personal advantages
or the interests of the firm and shareholders,
the motive of managers will influence the
direction of creative accounting conducted
(Pricilia & Susanto, 2017). According to
Saona et al. (2020) creative accounting can
tend to be opportunistic if the management
owner has the motivation to enrich himself,
while if the management owner carries out
creative accounting to enrich information
on future profits and profitability, and re-
duce the burden on the company, it can be
said that creative accounting leads to an ef-
ficient type. According to Brigham & Hou-
ston (2019) define management ownership
as the proportion of ownership held by the
board of directors and commissioners of a
corporation divided by the number out-
standing shares, multiplied by 100%..

As to Kumala & Siregar (2020),
family ownership is the second most preva-
lent ownership structure. Over two-thirds of
Indonesian firms are family businesses,
making Indonesia one of the biggest in East
Asia in terms of the number of such enter-
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prises. Savitri (2020) proposes that family
ownership can effectively reconcile the in-
terests of agents and principals. This is be-
cause family owners often assume the role
of active managers, facilitating subsequent
supervision and control. Consequently,
there is improved flexibility in accessing
information and making changes to compa-
ny activities and decisions. Family enter-
prises often strategically control their earn-
ings to preserve their reputation by recruit-
ing investors, bolstering creditor trust, and
preserving the company's positive image in
the public. This approach guides the use of
innovative accounting practices towards
efficiency (Razzaque et al., 2016). Howev-
er, in cases where the family firm exhibits
opportunistic behaviour, the family employs
creative accounting as a means to ensure the
ongoing operation of the business and to
benefit themselves. Consequently, the own-
ership of the family might influence the in-
clination towards certain types of creative
accounting (Franzoi et al., 2020). Wanda et
al. (2022) define family ownership as the
ratio of family ownership shares to the ab-
solute number of outstanding shares, multi-
plied by 100%.

The next factor is institutional own-
ership, variable ownership by the institution
is added as a representative of the external
owner. According to Aryanti et al. (2017),
shared ownership by institutions can reduce
the separation or gap between agents and
principals. This is because the institution
has the authority to supervise and control
the company based on the experience
gained from managing the original institu-
tion. Therefore, the supervision and control
carried out by institutional owners can af-
fect how the direction and characteristics of
creative accounting (Yanthi et al., 2020).
Unlike the two previous ownerships, com-
panies that have control from institutions do
not have much motivation to take over mi-
nority shareholders so if creative accounting
practices are carried out, it will lead to an
efficient perspective (Siregar & Utama,
2008). Companies with low institutional
ownership usually do not have such strict
supervision and monitoring mechanisms, so
gaps in creative accounting will arise, and
managers will take advantage of the oppor-
tunity opportunistically (Lily & Dermawan,
2020). Riska Ananda & Ningsih (2016)
This metric quantifies institutional owner-

ship by calculating the ratio of institutional
ownership shares to the total outstanding
shares, multiplied by 100%.

The number of audit committees is
an additional variable that is present in ad-
dition to the ownership structure variable.
In the financial reporting procedure, the au-
dit committee's function is crucial (Wanda
et al., 2022). The audit committee is ac-
countable for the company's oversight, in
addition to serving as an intermediary be-
tween the company's board and external
auditors, as per Dwiyanti & Astriena
(2018). The audit committee is the van-
guard in corporate governance, as it is re-
quired to be independent and possess exper-
tise in accounting, finance, and supervision
(Yanthi et al., 2021). Aryanti et al. (2017)
define the audit committee's independence
as an attribute that is incapable of being
contested or influenced by other parties, as
the committee works in the public interest.
The supervision and control of the financial
reporting process will be impacted by the
high number of audit committees in a com-
pany, as per the research conducted by
Mishra & Malhotra (2016). The number of
audit committees in a company will de-
crease the use of inventive accounting prac-
tices, as the profits it publishes have a lower
level of discretionary profit in comparison
to companies with very few or no audit
committees. In accordance with Santosa et
al. (2022). The number of audit committee
members in the company can be used to
evaluate the audit committee.

The control variables employed are
information asymmetry, company scale,
and the COVID-19 pandemic, as these three
variables are among the numerous factors
that influence and direct the company in
determining the type of management. Infor-
mation asymmetry is a phenomenon in
which management provides shareholders
with information that differs from the actual
situation. This is due to the fact that man-
agement has the ability to access more de-
tailed information, whereas shareholders
typically only have access to the outline of
information. The bid-ask spread, which is
the difference between the selling price
(ask) and the purchase price (bid) of compa-
ny shares for one year, is a commonly used
metric to measure information asymmetry,
as per Santosa et al. (2022). The total num-
ber of assets is the metric used to determine
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the magnitude of a company (Marpaung,
2019). As per Riska Ananda & Ningsih
(2016), the company's magnitude can be
determined by the total assets, which are
logarithmic in nature. The COVID-19 pan-
demic is a phenomenon in which the coro-
navirus disease has abruptly and significant-
ly increased. As a result, the government
has implemented PPKM (Enforcement of
Community Activity Restrictions), which
has had an impact on various aspects of life
(Suryana, 2020). Public companies are un-
doubtedly impacted by the COVID-19 pan-
demic, and they will endeavour to mitigate
the situation in order to maintain operations
(Revinka, 2020). In this scenario, the com-
pany modifies its policies and accounting
methods to ensure its survival by imple-
menting inventive accounting. The COVID-
19 pandemic variable employs a fictitious
variable, represented by the numbers zero

(0) for the pandemic event that has not yet
entered Indonesia and one (1) for the pan-
demic event that has entered Indonesia, as
per Susila et al. (2022).

RESULT AND DISCUSSION

Here are the regression test results:

*: Significant at the level of 1%,**: Signifi-
cant at the level of 5%,***: Significant at
the level of 10%

The equation of test results can be
written as follows:

Yie = -0.044488 - 0.195873 + 0.001003 -
0.020198 + 6.68E-06 + 3.96E-05 -
0.000740 + 0.006136+ 1.38E-07+ 0.001880
+0.002098+ e @)

The discretionary accrual variable

Table 2 Regression test results

CFOt+1 NDN |t+1 AEARN+1
Variable Coefficient  p value Coefficient pvalue  Coefficient p value
C -0.044488 0.1087 0.175687 0.0003 0.105113 0.0194
CFO -0.195873 0.0000*** 0.036649 0.0530* -0.104869  0.0137**
NDAC 0.001003 0.0674*  0.001331 0.0715*  -0.000310  0.8870
DAC -0.020198 0.0744*  -0.006130 0.0508*  -0.025929  0.0708*
DAC*MAN 6.68E-06 0.0611*  0.000237 0.0585*  3.12E-05 0.0286**
DAC*FAM 3.96E-05 0.0800*  1.89E-05 0.0542*  2.74E-05 0.0994*
DAC*INS  -0.000740 0.1088 0.001217 0.0251** -0.003213  0.5699
DAC*AC  0.006136 0.3373 -0.002531 0.7685 -0.007107  0.3722
Al 1.38E-07 0.0134**  1.09E-07 0.0958*  -8.47E-07  0.0127**
SZ 0.001880 0.0677*  -0.006022 0.0004*** -0.003618  0.0211**
cov 0.002098 0.0023**  0.001376 0.0686*  0.004289 0.0000***

Source: Data processing results, 2023
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(DAC) in Table 2 is the benchmark for ex-
amining the relationship between creative
accounting and the three future profitability
variables. The DAC has a significant proba-
bility value for all three. When CFOt+1 and
NDNIt+1 are used as dependent variables,
the discretionary accrual value is significant
at a significance level of 10% with proba-
bility values of 0.0819 and 0.0971, respec-
tively. When AEARNt+1 is used as the de-
pendent variable, the DAC is significant at
a level of 5% with a probability value of
0.0253. The company's profitability can be
influenced by the company's future cash
flow, which is influenced by strong non-
discretionary operating cash flow and ac-
cruals (Neti, 2020). Operating cash flow is a
reflection of the amount of money generat-
ed from sustainable and healthy business
operations.

Due to a lack of corporate transpar-
ency and accountability and a lack of focus
on the company's long-term objectives,
owners, managers, and families have a sub-
stantial negative impact on future profitabil-
ity in the context of ownership structure
variables and audit committees (Ha & Ngo,
2022). Future profitability is not substan-
tially affected by institutional ownership

the variable of information asymmetry have
a substantial positive impact on future prof-
itability. Information asymmetry that results
from conflicts will induce companies to
adopt innovative accounting practices in
order to appear more appealing to investors,
subsequently resulting in an increase in the
company's future profitability (Abad et al.,
2018). The COVID-19 pandemic has the
potential to expedite digital transformation
and enhance  operational efficiency
(McLaughlin, 2022). The future profitabil-
ity of the company is significantly impacted
by its variable size. This is due to the fact
that the larger the company, the more chal-
lenging it is to maintain consistent growth,
which in turn can reduce the company's
ability to achieve sustainable profitability
(Magdalena Chandra & Arifin Djashan,
2018).

The initial equation is intended to
ascertain the correlation between the com-
pany's prospective profitability and discre-
tionary accruals. On the basis of Table 2,
the regression test results indicate that all
three proxies of future profitability have
negative coefficient values. The results of
this study indicate that the sample compa-
nies in this study favour opportunistic crea-

Table 3 Regression test results

. CFOt+1 NDN |t+1 AEARNt+1
Variable Coefficient  p value Coefficient pvalue  Coefficient p value
C -0.042003 0.1129 0.030429 0.0001*** 0.184242 0.0390**
CFO 0.873099 0.0000*** 0.577585 0.0015*** -0.006954  0.0564*
NDAC 0.001252 0.0553*  0.004959 0.0600*  0.001607 0.0828*
DAC -0.002005 0.0819*  -0.000840 0.0971*  -0.000970  0.0253**
MAN -6.81E-06 0.0028*** 6.14E-05 0.0601* -0.000321  0.0086***
FAM -9.25E-06 0.1241 3.36E-05 0.0929*  -1.23E-05  0.0923*
INS -1.86E-06 0.0904*  0.006675 0.8043 0.000573 0.0595*
AC -0.000795 0.3289 -0.000490 0.0748*  0.001616 0.6228
Al 1.24E-07 0.0791*  3.29E-07 0.0891*  -8.83E-07  0.0546*
SZ 0.001628 0.0681*  -0.001277 0.0002*** -0.006536  0.0352**
cov -0.000233 0.0071*  0.000971 0.0354**  0.004849 0.0000***

Source: Data processing results, 2023

and audit committees. This is due to the fact
that the supervision and control activities
conducted by institutional proprietors and
audit committees are not effective and do
not account for future profitability (Yanthi
et al., 2021). The Covid-19 pandemic and

tive accounting over efficient creative ac-
counting, suggesting a correlation between
discretionary accruals and future profitabil-

ity.
Moardi et al. (2020); Simamora
(2019); Azizah (2017); Ghazali et al. (2015)
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have all conducted research that supports
the widespread belief that creative account-
ing is both opportunistic and detrimental.
The company's level of inventive account-
ing is inversely proportional to its future
profitability, as indicated by the study's
findings. The allocation of resources and
the perception of potential investors on fu-
ture profitability are not taken into account
by company management, who employ ac-
cess to detailed company information to
conduct inventive accounting with the moti-
vation to maximise personal profit. In other
words, discretionary accruals are structured
in a manner that benefits the management,
rather than the company as a whole, when
creative accounting is implemented. Ulti-
mately, this innovative accounting practice
will erode the quality of information in fi-
nancial statements, erode the confidence of
investors and creditors, and, at some point,
may elevate the company's bankruptcy risk.
Therefore, it can be inferred that the form of
inventive accounting employed by non-
financial companies listed on the IDX
(Indonesia Stock Exchange) between 2017
and 2020 is opportunistic.

The Effect of Managerial Ownership on
the Type of Creative accounting

The second equation is to deter-
mine the effect of moderation of manageri-
al ownership and the effect of creative ac-
counting on future profitability. Based on
Table 3, the regression test results show
positive coefficient values in all three de-
pendent variable proxies. Then if CFOu1
and NDNI1 are used as dependent varia-
bles, then the probability value can be ac-
cepted at a significant level of 10% and if
using AEARNw1, the probability value can
be accepted at a significance level of 5%.
Thus, managerial ownership variables have
a positive and significant influence on the
effect of creative accounting on future prof-
itability. Initially, an increase in managerial
ownership can align the manager's incen-
tives with that of shareholders, at the same
time discretionary accruals decrease along
with an increase in ownership by the man-
ager. However, at some point, the discre-
tionary accrual rate will increase as the
number of managerial owners increases.
This happens because owners who act as
company management will have access to
detailed information on the company com-

pared to owners who do not act as company
managers (Pricilia & Susanto, 2017).

The results of this study are con-
sistent with the findings of Larastomo et al.
(2016), Pricilia & Susanto (2017), O'Calla-
ghan et al. (2018), and Saona et al. (2020).
Tatar and Sujana (2020) assert that manage-
rial ownership has a substantial positive im-
pact on creative accounting. When the level
of managerial ownership exceeds a certain
threshold, managers may become a camp,
which can result in an increase in discre-
tionary accruals as they are no longer com-
pelled to engage in non-value-maximizing
behaviour (O'Callaghan et al., 2018). How-
ever, the results of this investigation are al-
so indicative of type 2 agency issues in
agency theory, specifically conflicts be-
tween minority shareholders and majority
shareholders. The dilution of control and
ownership of the company can result in
manager proprietors acting in accordance
with their interests. This can ultimately lead
to more active creative accounting in order
to enhance profit-based compensation, re-
lieve contractual constraints, or avoid debt
agreements (Saona et al. 2020).

In practice, some companies issue poli-
cies in which contracts and management
compensation depend on reported profits.
Therefore, management owners will utilize
access to company information and manage
discretionary accruals to achieve specified
profit targets, so that managers will get
maximum bonuses and contracts according
to their wishes opportunistically (Tatar &
Sujana, 2020). There are several impacts of
opportunistic creative accounting such as a
decrease in economic value, loss of invest-
ment opportunities, and greater economic
costs, suggesting that creative accounting
can reduce future profits (Jiraporn et al.,
2008). Simamora (2019) states that oppor-
tunistic creative accounting can destroy
economic value by making troubled compa-
nies look healthy, which will later reduce
the chances of achieving profitability in the
future.

PT Barito Pasific Tbk. is one of the
companies with fairly dominant managerial
ownership, with a total ownership by man-
agers of 72.4%. The average discretionary
accrual for the past four years is -2,310,
which is a significant difference from the
average discretionary accrual of the entire
company of -0.053. This information is
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based on the data collected in this study.
This demonstrates that the inventive ac-
counting of a company with the BRPT
stock code increased as the ownership by
managers increased. Consequently, the
company's nett profit decreased in 2019 and
2022.. The decline in net profit value oc-
curred due to revenue which fell 21.8% in
2019 (Sukirno, 2020), then in 2022 it was
only able to score a net profit of 1.76 mil-
lion US dollars which decreased significant-
ly compared to the previous period of
109.12 million US dollars (Rully, 2023).
Therefore, the case of declining profits can
support research findings, that the increas-
ing proportion of company ownership by
managers will strengthen the influence of
creative accounting on future profitability.
The Effect of Family Ownership on the
Type of Creative accounting

Based on Table 3, the regression test
results show positive coefficient values in
the three dependent variable proxies. Then
if CFOw1, NDNIw1, and AEARN+1 are used
as dependent variables, the probability val-
ue can be accepted at a significant level of
10%. Thus, the variable of family owner-
ship has a positive and significant influence
on the effect of creative accounting on fu-
ture profitability. At first, type 1 agency is-
sues can be solved through family owner-
ship. However, over time, ownership by the
family can lead to type 2 agency problems
(Claessens et al., 2000). This happens be-
cause the family owner usually has a signif-
icant amount of shareholding and has con-
trol over the board of directors, so the fami-
ly owner will position himself as the con-
troller and begin to use his ability to explore
resources within the company and perform
creative accounting to take over minority
shareholders (Chi et al., 2015).

Family owners try to control minori-
ty shareholders so that they can hide the
activities they do such as utilizing existing
resources in the company, then family own-
ers manage discretionary accruals to main-
tain their family's position in the company
so that they can hold the board key up to the
second or third generation and so on
(Kumala & Siregar, 2020). Majority family
ownership affects the creation of agency
fees, this is due to excessive control rights
and conflicts between family and business
goals. Lack of external governance from
large shareholders and high financing costs.

So in an effort to minimize agency costs,
the company chose to do creative account-
ing.

The results of this study are con-
sistent with the research of Razzaque et al.
(2016), Franzoi et al. (2020), Kumala &
Siregar (2020), Savitri (2020), and Sari &
Fanani (2022), which all assert that family
ownership has a positive and significant
impact on creative accounting. The rise in
the number of family proprietors will result
in an increase in information asymmetry,
which will subsequently lead to the imple-
mentation of innovative accounting practic-
es, such as inflating the company's stock
price to create the illusion of a positive rep-
utation in the community (Savitri, 2020).
When family businesses manage their in-
come, they typically reduce profits to obtain
subsidies and specific government facilities,
as well as to mitigate the tax burden associ-
ated with low profits (Razzaque et al.,
2016). This approach offers numerous ben-
efits. Family companies can establish a pos-
itive reputation and be perceived as depend-
able business partners by presenting con-
sistent profits, despite the fact that they are
not (Ha & Ngo, 2022). The implementation
of opportunistic creative accounting by
family companies will result in a decrease
in transparency in financial reporting,
which will make it challenging for investors
and other stakeholders to accurately evalu-
ate the company's financial health. Addi-
tionally, the company's reputation may be
damaged by legal and regulatory repercus-
sions if the practice is disclosed (Chi et al.,
2015). The family's ownership percentage is
higher, but the company's future profitabil-
ity is lower. This suggests that the family
owner is managing profits opportunistically
for personal gain, without regard for the
company's future profitability.

Creative accounting cases involving
family companies occurred in 2018 in com-
panies incorporated in the Lippo Group,
referring to the financial statements pub-
lished in 2018, Lippo Karawaci posted a
profit of Rpl.15 trillion. This figure in-
creased by 135.15% compared to 2017
Rp487.35 billion. The source of profit
comes from the profit of recording invest-
ments in associated entities with fair value,
which is an interesting thing from this fi-
nancial statement. In this post, Lippo Kara-
waci recorded a profit of IDR 2.36 trillion.
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The post in question is the difference be-
tween the investment value in the subsidi-
ary before the loss of control and the por-
tion of the investment measured at fair val-
ue at the time of loss of control at PT
Mahkota Sentosa Utama which is the devel-
oper of the Meikarta project and also has a
parent relationship with Lippo Cikarang
Tbk. Meanwhile, broadly speaking, Lippo
Karawaci's business is experiencing a trend.
Although net revenue was recorded at IDR
5.49 trillion, which had a percentage in-
crease of 13.66% from the previous period,
behind it all these issuers are facing a large
burden that endangers the company's condi-
tion in the future. This case can be support-
ed by data on the level of family ownership
owned by Lippo Group, which is 70.85%,
which supports research findings that the
increasing proportion of family ownership
will strengthen the influence of creative ac-
counting on future profitability.
The Effect of Institutional Ownership on
the Type of Creative accounting
Based on the results of regression

testing show that Hs can only be supported
at a significance level of 5% by using
CFOx1 as the dependent variable. The other
two proxies show inconclusive and insignif-
icant results, so they cannot prove that the
proportion of ownership can strengthen the
relationship between creative accounting
and the company's future profitability.

The non-influence of institutional
ownership on creative accounting can indi-
cate that creative accounting actions are not

determined by the size or size of ownership
by institutions. In carrying out their respon-
sibilities, institutional owners only act as
owners who prioritize company profits,
therefore the existence of institutional own-
ership cannot always strengthen supervision
effectively and eliminate indications of cre-
ative accounting practices. In addition,
these institutions also have different inter-
ests that encourage them to make different
decisions (Fitri et al., 2018). Then that can
later lead to conflicts of interest with com-
pany managers, such as the desire to obtain
high dividends or increase stock prices con-
tinuously, while company managers may be
more interested in developing long-term
businesses (Reyna, 2018). Therefore, insti-
tutional ownership makes it difficult to ex-
ercise maximum supervision. The results of
this study are consistent with the research
conducted by Aryanti et al. (2017), Saftiana
et al. (2017), Saona et al. (2020), and
Yanthi et al. (2020), which assert that insti-
tutional ownership does not influence crea-
tive accounting. Consequently, it can be
concluded that this investigation has not
been able to demonstrate the impact of in-
novative accounting on future profitability
by examining the proportion of institutional
ownership in companies.

The Effect of the Audit Committee on the
Type of Creative accounting

The regression testing results in table 3
indicate a negative correlation between cre-
ative accounting and future profitability.

Table 1.
Descriptive Statistics

Variables N. Mean Std Min 25% 50% 75% Max
UNDERPRICING 312 0.2658 0.3196 -0.8596 0.0917 0.2993 0.4542 18.348
PD TRUST 312 0.0188 0.5762 -16.624 -0.402 0.0i72 0.4582 16.301
IC TRUT 312 -0.0002 0.5845 -16.236 -0.358 0.031 03885 18.223
PD AGE 312 48.875 10.573 24 41 48 56 78
FIRM AGE 312 6.146 4.573 329 2.681 4.853 8.553 23.564
PERCENTAGE 312 0.2196 0.0852 0.0047 0.1655 0.2 0.2597 0.52
FUND SIZE 312 25.578 13.535 228435 245.29 25341 262.54 3075'17
SIZE 312 268.063 17985 191.734 25530 26640 279.54 3267'22
ROA 312 0.0537 0.0867 -03185 0.0139 0.0385 0.0856 0.5855
LEVERAGE 312 0.9007 37.558 -522.74 0.329 0.7202 1.488 1061'90
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However, the probability value generated
by the future profitability proxy exceeds the
three levels of significance, which indicate
inconclusive and insignificant results. Con-
sequently, the data in this analysis have not
been able to substantiate H4. The number of
audit committees in this study suggests that
the audit committee's role has not been ef-
fective in detecting discretionary accruals in
profits. Consequently, the supervision and
control of the audit committee have not
been effective in reducing creative account-
ing practices in the company. This discov-
ery may be the result of the company's con-
stitution of an audit committee, which is
appointed solely to comply with regula-
tions. Consequently, the committee's over-
sight of the company's financial reporting
process is negligible, as indicated by
Vervaat et al. (2016). Consequently, the au-
dit committee's bulk may not be an effec-
tive mechanism for monitoring the compa-

ny.

These results are consistent with the re-
search conducted by Yanthi et al. (2021),
Wan Mohammad & Wasiuzzaman (2020),
Fitri et al. (2018), and Saftiana et al. (2017).
However, the assertion that the audit com-
mittee level does not influence creative ac-
counting has not been proven. This is due to
the fact that audit committee members may
lack a qualified competence in financial re-
porting supervision and an academic back-
ground in accounting or finance. Therefore,
the influence is not convincing enough to
draw a conclusion. This can occur as a re-
sult of other factors that can impact in-
ventive accounting practices, such as the
pressure to meet specific financial goals or
the existence of feeble regulatory systems.
While the audit committee's independence
and strength are critical in the prevention of
creative accounting practices, additional
measures are required, such as enhanced
regulatory oversight and enhanced over-
sight, to reduce the impact of these practic-

Table 2.
Classification Analysis for Categorical Variables
Cate- Uncertainty Underwriter Sta- ) Listing Family
Big4 Status

gory dummy tus Board Company

1 149 85 27 72 212

0 163 227 285 240 100

N 312 312 312 312 312

1 =1PO during 1 =Top 20 1 =1PO firms 1 = Main 1 = Family

2018-2020 underwriters based audited by Big  board index co.

0 = Otherwise on corresponding 4 audit firms 0= 0 = Non
year transaction 0 = Otherwise Otherwise family co.
value
0 = Otherwise

Table 3.
Correlation Table
FIRM FLOAT FUND PD IC UNDER

PD AGE AGE % SIZE TRUST TRUST SIZE ROA LEV PRICING

PD AGE 1.00%**
kk

FIRM AGE 0.36*** 1'03

= sk - ETTY
FLOAT % 0.16 oqpse 100
FUND SIZE 0.11%* 0.04 -0.26%** 1.00%***
PD TRUST 0.01 0.02 -0.04 0.06 1.00%**
IC TRUST 0.10* -0.01 -0.16%**  0.16%** 0.03 1.00%**

*%k
SIZE 0.23%** 0'2*2 -0.45%**  0.75%** 0.01 0.12 1.00%**
1.00*
ROA 0.12%* 0.03 -0.16%** -0.05 0.01 0.08 -0.01 ok
1.00**

LEVERAGE 0.10* 0.03 0.10* -0.01 0.09 -0.04 0.04 -0.01 *
UNDERPRIC N Fokok N *okok ) ) - N *k ) * *kokok
ING 0.13 0.04 026 0275 oqgmr  gppeer 013 015 0.03 1.00

kkk *3k

significant at 0.01

significant at 0.05 * significant at 0.1
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es on the company (Fitri et al., 2018). Con-
sequently, it can be concluded that the im-
pact of inventive accounting on future prof-
itability has not been demonstrated by this
study in terms of the number and existence
of the company's audit committee.

The Effect of Control Variables on the
Type of Creative accounting

The regression testing results in Table 3
indicate that information asymmetry varia-
bles have a substantial positive correlation
with opportunistic forms of inventive ac-
counting. In the event that the information
held by company management is not com-
parable to that held by external parties, such
as investors or creditors, management will
implement innovative accounting strategies
to manage public perceptions of their com-
pany's performance and enhance their prof-
its (Abad et al., 2018). Management will
employ regulated accounting methods, in-
cluding profit levelling, aggressive revenue

recognition, and deferred costs, to inflate
profits and elevate  stock  prices
(Mahawyahrti & Budiasih, 2017). Oppor-
tunistic creative accounting thrives in an
environment of information asymmetry, as
managers who possess intimate knowledge
can capitalise on information gaps to their
advantage. For instance, the financial direc-
tor of PT Hanson International Tbk em-
ploys asymmetric information in combina-
tion with the MYRX stock code to imple-
ment creative accounting. PT Hanson Inter-
national Tbk's information asymmetry is
0.9125, which is 2.36% greater than the av-
erage information asymmetry of the compa-
ny's sample. This is supported by the data in
this study.

The negative relationship between com-
pany size and creative accounting suggests
that larger companies tend to have fewer
creative accounting practices than smaller
firms. It is more challenging for large com-
panies to engage in opportunistic creative

Table 4.

Main Model Regression Result

Dependent Variable: Underpricing

oLS RLS
PD_TRUST “0009%) “00098)
IC_TRUST ©00178) (0.0929)
FAMILY_COMPANY (g:ggﬂ) (82(7)1(1) %)
PD_AGE (-8_'392515 (-8.'3(?31 f)
FIRM_AGE (822(7)22) (8223(1)2)
FLOAT_PERCENTAGE 0('8%%30*;; 1('(}_33‘323*
FUND_SIZE “00002) “0.0000)
UNDERWRITER_STATUS ('8_';):6372) ('8.'25035
e i
LISTING_BOARD (‘8;5712890) ('8_';)831237)

o e

SIZE 0(8.7()%701) 0(.00-2(3)3)30)
ROA -?6?()3 4302 :)* -56.30247721*)*
LEVERAGE (8'_(7)383) (_8.'5(;?247)
N 312 312
Adj R-Square 0.1830 0.1691
F-statistic 27.0585 39.8566
Prob. 0.0000 0.0000

*** significant at 0.01 ** significant at 0.05 * significant at 0.1
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accounting without exposure, as they are
more closely monitored and scrutinised by
investors, regulators, and other stakehold-
ers. Furthermore, the establishment of large
companies and the necessity of safeguard-
ing their reputations may serve as impedi-
ments to their participation in such activi-
ties (Panjaitan & Muslih, 2019). On the oth-
er hand, smaller companies may be more
involved in opportunistic creative account-
ing because they have lower visibility and
may be less closely monitored. Small com-
panies also have weaker organizational con-
trols and governance structures, making it
easier to engage in such activities
(Arthawan & Wirasedana, 2018).
Subsequently, the data collected in this
study revealed that PT Astra International
Tbk (ASII), a large company, had an aver-
age 4-year discretionary accrual rate of
0.0082206. This rate is significantly lower
than that of PT Dosni Roha Indonesia Tbk

(ZBRA), a small company, which has an
average 4-year discretionary accrual value
of -4.554436378. The COVID-19 pandemic
has a substantial positive correlation with
opportunistic types of creative accounting.
This is due to the fact that the pandemic
provides companies with an incentive to
implement opportunistic creative account-
ing in response to the financial constraints
that result from the pandemic (SuSak,
2020). Management employs covid-19-
related events as a pretext to commit ac-
counting errors or create irregularities, such
as misclassifying costs or misrepresenting
revenue, as per da Silva Flores et al. (2023).
Subsequently, the data collected in this
study suggests that companies in the infra-
structure, health, and transportation and lo-
gistics sectors have a high average discre-
tionary accrual rate during the COVID-19
pandemic, which suggests that they are em-
ploying inventive accounting. This is

Table 5.
Interaction Model Regression Result

Dependent Variable: Underpricing

OLS RLS
-0.0658 -0.0566
PD_TRUST (0.1690) (0.1359)
-0.0826 -0.0548
IC_TRUST (0.1008) (0.1326)
-0.1241** -0.1117*
*
PD_TRUST*DUMMY_FUND_SIZE (0.0174) (0.0571)
-0.0588 -0.0711
IC_TRUST*DUMMY_FUND_SIZE (0.4548) (0.2339)
0.0024 0.0049
FAMILY_COMPANY (0.9410) (0.8727)
-0.0016 -0.0019
PD_AGE (0.3637) (0.1840)
0.0000 0.0000
FIRM_AGE (0.3077) (0.5220)
1.0220%** 1.1867***
FLOAT_PERCENTAGE (0.0000) (0.0000)
-0.0762%** -0.0824***
FUND_SIZE (0.0002) (0.0000)
-0.0467 -0.0283
UNDERWRITER_STATUS (0.3143) (0.4007)
-0.2009** -0.1682%**
BIG_4_STATUS (0.0177) (0.0020)
-0.0091 -0.0222
LISTING_BOARD (0.8351) (0.5505)
SIZE 0.0797*** 0.0851***
(0.0001) (0.0000)
-0.3718** -0.3564**
ROA (0.0202) (0.0302)
-0.0004 -0.0015
LEVERAGE (0.8206) (0.6880)
N 312 312
Adj R-Square 0,1857 0.1734
F-statistic 26.0893 33.9104
Prob. 0.0000 0.0000

*** significant at 0.01 ** significant at 0.05 * significant at 0.1
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demonstrated by the financial statements of
PT Garuda Indonesia Tbk, a company in the
transportation sector, which reported a nett
profit of Rp 11.33 billion, which is equiva-
lent to US $809.85 thousand. A cooperation
agreement with PT Mahata Aero Teknologi
was the source of one of the profits. Alt-
hough the cooperation fund, which is val-
ued at approximately US $239.94 million or
Rp 2.98 trillion, remains receivable, Garuda
Indonesia has classified it as income.

CONCLUSIONS

The purpose of this investigation is
to ascertain empirical evidence regarding
the efficiency or opportunism of the in-
ventive accounting practices of non-
financial companies in Indonesia, as well as
the influence of audit committees and own-
ership structure on these organisations. The
regression model's feasibility was evaluated
using descriptive statistical analysis and
multiple regression analysis with classical
assumption test analysis in this study. This
study's sample comprises non-financial
companies that were listed on the Indonesia
Stock Exchange (IDX) between 2017 and
2020.

According to the findings of hypoth-
esis testing, researchers can infer that the
creative accounting practices of non-
financial companies on the IDX 2017-2020
are opportunistic. This is supported by the
negative correlation between proxied crea-
tive accounting and discretionary accruals
and the company's future profitability. Con-
sequently, managerial and family owner-
ship can exacerbate the relationship be-
tween creative accounting and future profit-
ability, while ownership plays a role. Insti-
tutional and audit committees have been
unable to substantiate the impact of creative
accounting on future profitability. Addi-
tionally, analytical testing revealed that op-
portunistic creative accounting was signifi-
cantly positively correlated with infor-
mation asymmetry and the COVID-19 pan-
demic, while it was significantly negatively
correlated with company size.
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