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Abstract

This research aimed to test whether the implementation of governance in banking in Indonesia influenced
the possibility of unethical creative accounting which had an impact on the quality of banking financial reporting.
The sample used in this research were accountants who worked at banks in the DKI Jakarta and Bandung areas,
totaling 315 respondents. The data analysis technique used was the Structural Equation Model. The research
results showed that the implementation of good governance influences the occurrence of unethical creative ac-
counting and the quality of financial reports. The implementation of good governance also influenced the
occurrence of creative accounting which had an impact on the quality of financial reports. This showed the
importance of implementing good corporate governance in limiting the occurrence of creative accounting which
led to unethical actions, to provide reliable quality financial reports for its users. This research contributed to
empirical testing of decision-usefulness theory which states the need for rules that must be fulfilled in presenting
accounting information reports so that they could be useful in making decisions for users.

Keywords: Implementation of good corporate governance, financial reporting quality, creative accounting.

Introduction

Corporate governance and creative accounting
became an exciting study after the bankruptcy of large
companies due to financial scandals such as the Enron,
WorldCom, and Satyam cases. Creative accounting
triggered the concerns of all stakeholders (Bhasin,
2016b; Abed, Hussin, Almubaydeen, & Alli, 2022). As
a result, the public is more concerned about the
effectiveness of corporate governance systems in
eliminating creative accounting methods. Creative
accounting can be viewed from two points of view:
positive and negative (Olojede & Erin, 2021). From a
positive point of view, creative accounting involves
discovering accounting principles and techniques to
identify changes in accounting practices. Negatively,
creative accounting refers to unethical techniques that
contain unethical elements to deceive investors by
presenting specific misleading and misleading terms.
The basis of the manipulation procedure is accounting-
related estimates allowed in accounting standards. The
techniques used in creative accounting refer to the
manipulation of off-balance sheet financial items,
changes in accounting principles and depreciation
methods, and manipulation of income and other
expenditure items. Corporations and organizations
increasingly rely on accurate and fast information to
aid in decision-making by investors and creditors
(Kardan, Salehi, & Abdollahi, 2016; Bangsa, 2018;
Bertuah & Nurlinda, 2019).

13

PT Asuransi Jiwasraya (PT Jiwasraya) and the
social insurance of the armed forces of PT Asabri is an
example of a failed company demonstrating how
poorly good corporate governance (GCG) is being
implemented. There are several principles that PT
Jiwasraya violated in the case of engineering its finan-
cial reports. The first principle violated is the principle
of responsibility, which can be seen from PT
Jiwasraya's failure to be accountable for the financial
reports published to the public. Next is the principle of
honesty, where the financial condition is deliberately
covered up so that the company's performance looks
good. The financial statements do not reflect reason-
able figures. Apart from that, the public and customers
suffer huge losses and cannot withdraw their in-
surance. PT Jiwasraya also did not behave fairly in
fulfilling the rights of stakeholders based on the agree-
ment agreed to by both parties and statutory regula-
tions. The public experienced huge losses and cus-
tomers were unable to withdraw their insurance.

Apart from that at PT Asabri, weak company
control opens up opportunities for abuse of power
among PT Asabri officials who use company invest-
ment funds for personal interests. This was done
through collusion between PT Asabri officials and
external company parties. To cover up investment fund
management that does not comply with regulation, due
to a mismatch between the value of the company's
assets and liabilities, the company's financial ma-
nagement manipulates by changing financial report
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data to cover up losses and create illegal profits. In the
case of PT Jiwasraya and PT Asabri, it can be seen that
the company is negligent in buying assets whose value
has decreased very low (Christian & Julyanti, 2021;
Haneda & Carolina, 2022). Salehi, Ammar Ajel, and
Zimon (2023) show that strong corporate governance
significantly reduces companies' intentions towards
fraudulent financial reporting. This is confirmed by
Hsu and Yang (2022) who show that good governance
helps mitigate the negative impact of external condi-
tions on the quality of financial reporting. Good quality
financial reporting helps financial market players, such
as investors and lenders, make the right decisions and
helps improve financial market efficiency. On the other
hand, implementing poor corporate governance can
cause a company to experience a situation that is
vulnerable to various problems, lacks resilience, and
contributes to poor corporate management.

The conditions above show that accountants play
an important role in building trust regarding their
responsibilities in financial reporting (Remenaric, Kenfelja,
& Mijoc, 2018). Accountants' moral intelligence can
also play an important role in building trust because it
increases commitment and responsibility to society and
increases individual and group efficiency. All current
financial information, as well as final information,
comes from accounting. Therefore, all good and bad
information must be visible in accounting documents
and financial reports. Organizations that support finan-
cial reports referring to accounting standards can
present information about the company's financial
position and evaluate its business performance (Asyik,
Agustia & Muchlis, 2023). According to Cugova and
Cug (2020), qualified and independent experts are
needed to avoid misrepresenting accounting infor-
mation and manipulating accounting data by exploiting
loopholes in accounting rules measurement choices,
and disclosure practices to change financial reports
from what they should be to what managers want to
see reported. It is the process by which transactions
occur structured in such away as to produce the desired
accounting results rather than reporting transactions
neutrally and consistently (Blazek, Durana, & Valaskova,
2020).

According to Tassadaq and Malik (2015), creative
accounting is a significant challenge in implementing
good corporate governance. It is supported by Mudel
(2016), Brauwveiler, Yerimpasheva and Balgabayeva
(2019), and Shatiti and Tarmizi (2020). Then Tassadaq
and Malik (2015), Arieftiara and Utama (2018), Nuryana
and Surjandari (2019), Wahyuni and Mahliza (2019),
Blazek et al. (2020), and Abed, Hussin, Hossam, Al-
Ramahi, and Mostafa (2022), It investigates how
governance factors influence the quality of integrated
reporting. Integrated reporting is increasingly becoming

a tool to assist businesses in understanding their value-
generation process and efficiently communicating with
external stakeholders (Bhasin, 2016a; Herath &
Albarqgi, 2017; Nurlinda & Bertuah, 2019).

Creative accounting is closely related to inno-
vation which in turn is directly related to creativity.
Creative accounting aims to creatively adapt company
results to the desired form, which means it can
influence the final value of a company (Adamikova &
Corejova, 2021) so that it can provide information for
investors (Kovalova & Michalikova, 2020). Creative
accounting can influence the choice of depreciation
method or asset valuation, a company's budget policy
for subsequent years the resulting value of its
creditworthiness, or the prediction of a company's
bankruptcy (Adéamikova & Corejova, 2021).

Accountants use their understanding of ac-
counting standards to change the figures reported in the
company's financial statements. However, presenting
an ideal corporate image starts with the fundamental
concept of standards and rules. Although creative
accounting is not illegal, it is unethical since it deviates
from the primary goal of financial reporting, which is
to offer a fair and unbiased image of a firm. A solid
corporate governance structure makes fraud, profit
manipulation, and other creative accounting approaches
less likely.

Previous research has stated that financial reports
can influence the choice of bank owner (Hameedi, Al-
Fatlawi, Ali, & Almagtome, 2021). Previous research
also shows that creative accounting practices influence
the quality of financial reporting (Igbal, Ali, Umar,
Ullah & Jebran, 2022; Chae, Nakano & Fujitani, 2020;
Cugova & Cug, 2020). It is generally seen that top
management puts pressure on accounting personnel in
their companies to further improve the financial
condition of their companies (Abdurrahmani &
Dogan, 2021). As a result, accounting managers often
manipulate financial and accounting information to
maximize company revenues. This dishonest and
manipulative practice benefits shareholders because
the issuer's share price increases. However, creative
accounting practices can often end in their undoing, as
covering up false financial statements regarding a
company's debts can send society. Given the role of
banks as leading financial intermediaries and the inter-
connectedness of banks, the results of their activities
not only impact the welfare of their owners, employees,
and customers but also society as a whole through
participation in the process of capital accumulation
and allocation as well as the impact of the health and
stability of the financial sector on the entire banking
sector economy (Abed et al., 2022). Therefore, a bank
's business objectives should not be limited to maxi-
mizing the profits of its owners, but should also include



Komalasari: Implementation of Good Corporate Governance and Accounting Creative 15

the needs of other stakeholders, and society as a whole
(Bolibok, 2021). From the research gaps described
above, this research wants to prove how the imple-
mentation of banking governance takes into account
the principles of good corporate governance, whether
it has an influence that limits accountants from using
creative accounting which leads to unethical actions
which have an impact on the quality of banking
financial reporting.

Research regarding the implementation of good
corporate governance, quality of financial reporting,
and creative accounting in research models still needs
to be improved. There has been no more compre-
hensive study regarding the application of good
governance and creative accounting in open banking in
Indonesia. This research is expected to provide
evidence of how governance is implemented in
banking in Indonesia, and whether it influences the
possibility of unethical creative accounting, which has
an impact on the quality of banking financial reporting.
Indonesian banking statistics data for February 2023
shows that Jakarta is the first largest region and
Bandung is the third largest region that distributes
credit/financing and Non-Performing Loans from
commercial banks to non-bank third parties. Related to
this policy, this research wants to prove whether the
implementation of banking governance in Jakarta and
Bandung with credit and NPL policies indicates the
existence of creative accounting which has an impact
on the quality of financial reports. Thus, this research
limits the observation area to Jakarta and Bandung.
This research contributes to empirical testing of the
decision-usefulness theory which states the need for
rules that must be fulfilled in presenting accounting
information reports so that they can be useful in
making decisions for users. Apart from that, this
research also provides practical contributions to bank
management.

Decision-Usefulness Theory

Decision-usefulness theory covers the require-
ments for the quality of accounting information that is
useful in decisions to be taken by users of accounting
information (Staubus, 2013). The decision usefulness
of accounting information contains components that
need to be considered by the presenter of accounting
information so that the existing coverage can meet the
needs of decision-makers. Decision-usefulness theory
is reflected in the form of rules that must be fulfilled by
components in financial reporting to be useful in
making economic decisions.

Implementation of Good Corporate Governance
(GCG)

Corporate governance reflects the method of
governing and controlling a company. Corporate go-
vernance is a topical subject that significantly influences

creative accounting. Corporate governance involves
balancing the financial interests of shareholders and
stakeholders in a company. It is a method of leading
companies to reduce the conflicts between their prin-
cipals and agents and increase investor confidence,
corporate goodwill, shareholder wealth, and invest-
ment opportunities. It also gives the company the right
direction on how it should work and be supervised
(Igbal & Javed, 2017). Manossch (2016) recommended
good corporate governance to manage relationships
between shareholders, managers and creditors, govern-
ment, employees, and related stakeholders and regulate
the rights and obligations of all parties, such as the sys-
tem that operates and controls the company.

The role of governance of financial accounting
information is the use of externally reported financial
accounting data in a control mechanism that promotes
efficient corporate governance (Bushman & Smith,
2001). Because corporate governance plays a vital role
in assessing the integrity of accounting information, the
evolution of corporate governance has resulted in a
decline in creative accounting methods (Brauweiler et
al., 2019). However, a solid corporate governance frame-
work makes it less likely for fraud, profit mani-
pulation, and other innovative accounting techniques to
occur (Dechow, Sloan, & Sweeney, 1996). According to
a copy of the Financial Services Authority Circular
Letter Number 13/SEOJK.03/2017 concerning the im-
plementation of governance in commercial banks, the
implementation of governance in the banking sector
must always be based on the five basic principles of
good governance: transparency, accountability, respon-
sibility, independence, and fairness.

Creative Accounting (CA)

Creative accounting is a practice adopted within
the framework of an accounting system or taking
undue advantage of loopholes in the accounting system
(Mudel, 2015). In order to convey the ideal business
image to stakeholders, creative accounting refers to
accounting methods that may (or may not) adhere to
accounting principles or standards but depart from their
intended outcomes (Bhasin, 2016b).

Creative accounting is a method in which ac-
countants utilize their understanding of accounting
provisions to modify numbers recorded in business
financial reports (Amat, Blake, & Dowds, 1999).
However, it deviates from the essential notions of such
norms and principles to convey the appropriate
company image. Creative accounting is not illegal but
unethical because it does not meet the main objective
of financial reporting to present a fair and objective
picture of business (Remenaric et al., 2018). Although
creative accounting is neither a criminal act nor a form
of fraud, it can contribute to a company’s failure by
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distorting its financial condition concerning its market
position. The definition of creative accounting varies
significantly throughout the literature. However, it is
feasible to compare points of view that argue that
determining accounting techniques that do not infringe
on the Accounting Act or other associated accounting
requirements is creative accounting rather than
accounting fraud (Hrosova, 2021). Due to the collapse
of several well -known enterprises and banks in the
early 1980s, the focus began to turn to the expectation
of fraud detection by auditors (Abed, Hussin, Ali,
Nikkeh & Mohammed, 2020). Tassadag and Malik
(2015) uses empirical and critical methods to investi-
gate the issue of creative accounting in financial report-
ing, taking into account not only the ethical obligations
of creative accounting but also other aspects of
financial reporting, such as the role of auditors, the
impact of governmental regulations or international
standards, the impact of manipulative behavior, and the
impact of individual ethical values.

Financial Reporting Quality (FRQ)

The quality of financial reporting can be mea-
sured in terms of its features, such as relevance, ho-
nesty in presentation (faithful representation), under-
standability, and comparability (Beest, Graam & Boelens,
2009). Based on the theoretical framework, financial
reporting information is useful, relevant, reliable, com-
parable, timely, and understandable. In addition, it is
also necessary to provide an explanation or calculation
method (Mohammadi & Nezhad, 2015). According to
Kardan et al. (2016), companies and organizations
need accurate and up-to-date data in decision-making.
Typically, accounting data is a qualitative characteristic
that may be considered throughout the decision-
making process. Financial reports provide accurate
information about a company's financial condition and
operations to help investors and creditors make
decisions. Financial reports will have the necessary
quality if they fulfill these objectives (Aboody, Hughes
& Liu, 2005).

However, managers will skew the information in
financial statements due to two issues, including
conflicts of interest and knowledge asymmetry between
managers and owners (Rajgopal & Venkatachalam,
2011). Managers work to control and disclose earnings
to shareholders as a result. Earnings management
involves hiding a company’s financial situation, making
it hard to decide on such a statement. As a result, the
quality of financial reporting also decreases (Habib,
Hossain & Jiang, 2011).

Hypothesis Development

Corporate structure, board composition, and
management involvement all impact corporate

governance. A well-designed audit system, therefore,
forbids inventive accounting techniques. Corporate
governance is, therefore, the most effective means of
preventing unethical creative accounting techniques
(Johl, Kaur Johl, Subramaniam, & Cooper, 2013;
Mudel, 2015; Bhasin, 2016b; Arieftiara & Utama,
2018; Shatiti & Tarmizi, 2020). According to Al
Momamani and Obeidat (2013), accounting trans-
parency in companies can increase when managers
adopt ethical behavior. Companies face more signi-
ficant agency problems when the corporate governance
structure is weak (Elkelish, 2017; Nguyen, Doan, &
Nguyen, 2020). Additionally, poor governance coupled
with excessive remuneration encourages deceptive
conduct on the part of CEOs (Sunarsih & Handayani,
2012; Kardan et al., 2016; Blazek et al., 2020).

Hi: Implementation of good corporate governance has

a positive affects creative accounting.

The implementation of good corporate governance
also makes company management more focused on
distributing duties, responsibilities, and supervision.
Positive relationship between the audit committee and
reduced management pressure on the committee when
preparing financial statements (Johl et al., 2013,;
Zulhaimi, Apandi, & Sofia, 2016). The results of
research by Mohammad and Ahmed (2017), Zulhaimi
et al. (2016), and Osazevbaru and Emeni (2021) also
show that more independent audit committee members
are still needed. The fairness of presentation can be
fulfilled if the existing data is supported by valid and
correct evidence and the presentation is not intended
only for a specific group of people (Sunarsih & Handayani,
2012; Kardan et al., 2016; Mubarag, Abdulrasaq &
Saidu, 2019; Susanto & Syahputri, 2022).

Ha: Implementation of good corporate governance has

a positive effect on financial reporting quality.

Previous research has shown that creative
accounting practices affect the financial reporting
quality (Johl et al., 2013; Tassadaq & Malik, 2015;
Blazek et al., 2020; Cooray, Gunarathne & Senaratne,
2020; Abed et al., 2022). The goal of using accounting
standards and ethics in financial reporting is to raise
awareness inside the organization of the necessity to
uphold moral principles that foster customer
confidence in the company's services (Blazek et al.,
2020; Lenka & Katarina, 2021). In essence, innovative
accounting ethics procedures exist to assist external
auditors in enhancing their effectiveness and precision
in identifying fraudulent transactions (Johl et al., 2013;
Aprilia, 2017). Lenka and Katarina (2021) stated that
six principles that indicate the maximum use of creative
accounting practices are flexibility in regulation, scarcity
of regulations, assumptions about the future, use of
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artificial transactions, timing, reclassification, and pre-
sentation of financial number games. Due to their lack
of accounting knowledge and inability to conduct in-
depth research, most stakeholders need help recognizing
or comprehending the financial numbers game's truths
(Bhasin, 2016b; Christian & Julyanti, 2021; Hrosova,
2021).

Hs: Creative accounting has a positive affects financial

reporting quality.

The implementation of corporate governance is
to minimize information asymmetry and to ensure
compliance with the mandate of reporting require-
ments while maintaining the credibility of the
company's financial statements and protection against
manipulative behavior (Brauweiler et al., 2019; Sari,
Sari, Aisyah, & Arifin, 2021). The principle of fairness
in financial reporting means that the information
produced in financial statements is not the result of
management manipulation. The principle of fairness
also means that company stakeholders have the right to
receive the same information as management, so there
is no longer information asymmetry between manage-
ment and stakeholders (Ridwan et al., 2021). The
principle of good corporate governance will ensure that
financial reporting follows generally accepted prin-
ciples. The credible application of good corporate
governance principles is expected to reduce profit
management practices because applying these prin-
ciples is an effective management supervision medium
in financial reporting (Herath & Albargi, 2017).
Corporate accounting, financial reporting, and audits
are under the control of executives. Executives may,
therefore, effectively stop creative accounting (Abed et
al., 2022; Siagian, Amalia & Lusianah, 2022). Based
on the description above, the Hypothesis formed:

Ha:  Implementation of good corporate governance
affects financial reporting quality mediated by
creative accounting.

Research Methods

This study utilizes survey techniques by using
questionnaires distributed online through Google
Forms as a data collection method that is carried out
only once. Therefore, the data collected is primary with
a specific purpose and obtained directly from res-
pondents. The questionnaire used Likert scale measure-
ments with a range of values one to four, where a value
of one indicates 'strongly disagree’ and a value of four
indicates 'strongly agree.' Creative accounting measure-
ment is developed based on various studies, such as the
implementation of good corporate governance, adapted
from a book of works by Manossoh (2016), consisting

of ten questions. Fifteen questions about awareness of
creative accounting practices have been adapted from
Lin, Li, and Yang (2006). For standards/regulations,
four questions were adapted from Lin et al. (2006). Au-
ditor's Comments one question has been adapted from
Lin et al. (2006), and three questions have been
adapted from Mudel (2015). Five questions to measure
ethical issues have been adapted from Sekaran and
Bougie (2016). Eight questions to find out mani-
pulative behavior adapted from Lin et al. (2006). The
quality of financial reporting was measured using eigh-
teen items based on research from Igbal and Javed
(2017)

The population that is the object of this study is
bank employees who work in accounting and are
accustomed to working on financial statements. The
determination of the number of samples based on 63
statements in this survey affects the number of
participants needed, which is 315 respondents (Hair,
Black, Babin, & Anderson, 2014). Then, purposive
Researchers use sampling techniques by deliberately
selecting members of the population or sample units
that are considered to provide the necessary infor-
mation or according to specific criteria desired by the
researcherln this study, the analysis method used is the
structural equation model (SEM) using the LISREL
(Linear Structural Relationship) Program. SEM can
help test a measurement model known as confirmatory
factor analysis (CFA). The purpose of this stage is to
ensure the feasibility of each indicator for each
construct, that is, validity and reliability. The criteria
used in this test are t-value > 1.96, standardized loading
factors > 0.50, construct reliability (CR) value > 0.70,
and variance extracted (VE) value > 0.40. In addition,
SEM-LISREL can help measure structural models,
that is, the relationship between independent and de-
pendent constructs. During this phase, the structural
model is estimated simultaneously to reveal the link
between independent and bound variables and the
accuracy of each construct and indicator's factor load
value measurements (Wijanto, 2008).

Results and Discussion

In this study, researchers surveyed the Jakarta and
Bandung areas by distributing as many as 315 online
questionnaires to accountants working in registered
banks using Google Forms. Each respondent has
different characteristics, so researchers group respondents
based on specific characteristics. The characteristics
used in this survey are superficial because they relate
to the sensitivity of data and information about the
bank where respondents work. For this reason,
researchers only ask the type of bank, government or
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non-government, bank branch, head office or branch,
and finally, how much accounting and financial
experience they have. Respondent’s profile information
as shown in Table 1.

Table 1
Respondent Profile
Criteria Classification ~ Frequency Percentage

State-owned bank 165 52.3

Bank Type Non-state-owned 150 477
bank

Type of Headauarters 168 533

Bank Office Branch office 147 46.7
<2 Years 55 176

Experience 2-10 Years 158 50
>10 Years 102 324

Most of the respondents worked at state-owned
Bank (52.3%) at the headquarters office (53.3%) with
aworking period of two to ten years (50%). Meanwhile,
47.7% of respondents worked at non-BUMN Banks in
branch offices 46.7% with a working period of less
than two years 17.6% and more than ten years 32.4%.

Based on the research framework, the purpose of
the study is to find out how the implementation of good
corporate governance (X) and quality financial
reporting (Y1) affects creative accounting (Y2). The
complete model of the structural equation modeling
(SEM) equation can be seen in Figure 1.

The model test results are presented in Figure 1
and evaluated based on the goodness of fit value in
Table 2 which are presented model criteria and critical
values with data conformity.

The results of the conformity test processing
showed that all criteria were rated well. Other good-
ness-of-fit (GOF) criteria, namely RMSEA, AIC, NF,

0.26

Creative Accounting (CA)
1. Awareness of Creative
Accounting

2. Standards/Regulation

3. Auditor's Comment
0.85 4. Ethical Values

5. Manipulative Behaviors

CFl, and RMR, produce values above the cutoff value.
That means that the resulting model already has a good
fit. Test of theoretical hypotheses can be carried out
since the results of several conclusions of indicators
lead to the conclusion of the goodness-of-fit model.

Table 2

The Goodness of Fit (GOF) Implementation of Good
Corporate Governance, Creative Accounting, and Financial
Reporting Quality

Goodness-of-Fit  Cut-off-Value Result
RMSEA <0.08 0.026 GOF
AIC Model < Saturated 198664 GOF
& Independence
NFI >0.90 0.99 GOF
CFI >0.90 1.00 GOF
RMR <0.1 0.04 GOF

The loading factor test produces all LF values
above 0.50, declaring all indicators excellent and valid.
From the data above, these four research hypotheses
can be answered. The results of hypothesis testing are
presented in Table 4.

In this study, analysis was used to determine how
the application of good governance to the quality of
financial statements was mediated by creative account-
ing. After the problem is identified, the hypothesis test
is divided into four parts, namely the effect of the Im-
plementation of good corporate governance on creative
Accounting, the effect of the implementation of good
corporate governance on financial reporting quality,
the effect of creative accounting on financial reporting
quality, and the effect of the implementation of good
corporate governance on financial reporting quality
through creative accounting in the Indonesian banking
world.

0.30

The Implementation of Good
Corporate Governance (GCG)
1. Transparancy

2. Accountability

3. Responsibility 0.36
4. Independency
5. Fairnes

Financial Reporting Quality
(FRQ)

1. Relevance

» 2. Faithful Representation
3. Understandbility

4. Comparability

Figure 1. Outer model framework

Source: Manossoh, 2016; Tassadag and Malik, 2015; Abed et al., 2022
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Table 3
Standardized Loading Factor Results

Table4
Hypothesis Testing Results

Variables Queﬁ:eomngawe GCG CA FRQ Hypothesis SF  t-value CS;?EE:?L
Transparency GCG1 079 GCG—CA 0.85 13.64 Proven Hypothesis
GCG2 067 GCG — FRQ 036 3.62 Proven Hypothesis
Accountability GCG3 086 CA —FRQ 030 312 Proven Hypothesis
- GCe4 078 GCG —FRQViaCA 026 312 Proven Hypothesis
Responsibility GCG5 0.80
GCG6 0.88 . .
Independence GCG7 080 Discussion
GCG8 0.90
Fairness GCG9 087 The results showed that the implementation of
GCG10 065 good corporate governance positively impacted
Awareness Of CAl 0.75 creative accounting. These results do not support the
Creative Accounting  CAG 0.87 hypothesis and do not support research conducted by
gﬁ; 8:2? _Olojede and Erin (_2021), which concll_Jdes that frhe r_ise
CA9 079 m_the nu_mber of high-profile companies experiencing
CA10 0.87 failures in recent years has raised concerns for all
CA1l1 0.81 parties involved. The efficiency of corporate governance
CA12 0.84 procedures in limiting creative accounting methods is
CA13 0.89 thus increasingly questioned by the general public.
gﬁg 8-22 Mudel (2015) explains how corporate governance is a
. : potential way to prevent creative accounting techni-
Standards/Regulation gﬁg 8'22 ques. Still, according to Mudel (2015), the occurrence
CA18 0.88 of creative accounting is related to weak corporate
Auditor’s Comment CA20 0.81 governance. Because corporate governance is good at
CA21 0.85 establishing the quality of accounting information, its
CA22 0.81 development results in a decrease in innovative
_ CA23 0.89 accounting methods (Brauweiler et al., 2019). There
Ethical Value CA24 0.87 is a reliable corporate governance mechanism that can
gﬁgg 832 improv_e pro_fessional eth_ic_s_ in business operatiqns
CA27 0.80 and minimize the possibility of adverse accounting
Manipulative CA28 0.77 practices. That is why corporate governance is the best
behaviors CA29 0.73 way to control unethical creative accounting practices
CA30 0.74 (Shatiti & Tarmizi, 2020).
CA33 0.72 However, these findings confirm Mudel's (2015)
Relevance FRQ1 0.65 hypothesis, which claims that creative accounting is
FRQ2 0.76 investigated from positive and negative perspectives.
Eggi 83? Positively, crea'give accounting denotes the deyelop—
FRQS5 073 mgnt of account!ng concept.s and progedures for |qgnt|-
Faithful FRQ6 076 fying changes in ac_:countlng pre_lctlces. In addltlo_n,
Representation FRQ7 0.73 Shah, Butt, and Tarig (2011) pointed out that while
FRQS8 0.77 accounting inventiveness can be harmful, it need not
FRQ9 0.65 be. It may benefit a business and its stakeholders if
FRQ10 0.74 creative accounting combines ethical and regulatory
Understanbility FRQ11 0.82 norms and generally accepted accounting principles
Eggg 8'2 (GAAP). Creative accounting can help maintain or
FRO14 0.80 incr_ease stock prices by sr_]owing better_ returns and re-
FRQ15 059 ducing debt levels. A high stock price can help a
Comparability FRQ16 0.84 company raise new capital and take over. They were
FRQ17 0.79 supported by the results of quantitative descriptive
FRQ18 071 calculations that show the most influential value of one

Source: Manossoh, 2016; Lin et al., 2006; Mudel, 2015;
Sekaran and Bougie, 2016; Igbal and Javed, 2017

of the variables of the Implementation of good corporate
governance, namely the responsibility that the company
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as amember of the community has accommodated the
interests of parties related to the company (stakeholders),
while still upholding applicable accounting principles.
Furthermore, the results of this study explain that res-
pondents strongly agree that government regulations
are essential in preventing creative accounting techniques,
with the role of the Financial Services Authority (OJK)
in supervising the implementation of good corporate
governance in commercial banks in Indonesia. This
result is also supported by Boediono (2005), who looked
at how corporate management mechanisms affect profit
management, finding that institutional ownership,
managerial ownership, and the composition of the
board of commissioners affect profit management
positively and significantly.

These results show a positive influence of the
implementation of good corporate governance on
financial reporting quality. Notes to revised estimates
and accounting considerations should clearly explain
the implications of such revisions. These results support
research by Cooray et al. (2020), which explores the
connection between governance systems and inte-
grated reporting quality. Integrated reporting is a fast-
developing instrument that aids businesses in under-
standing their value-creation processes and communi-
cating effectively with external stakeholders. The five
principles of good corporate governance are essential
because they have been proven to improve financial
statements and overall company performance. Corporate
governance is intended to clarify corporate management
for everyone who sees financial statements (Manossoh,
2016). Research by Alsalim, Amin, and Youssef
(2018), shows that there is a positive correlation bet-
ween company management and the quality of financial
statements.

Data processing results found that respondents
strongly agreed that banks use fair value instead of
historical value because historical value-based
accounting will not provide a better comparison. There
may be different accounting calculation methods, such
as depreciation methods and inventory recording.
However, fair value-based accounting helps with
better comparability. This result is by the respondent's
answer in the good corporate governance variable,
with the highest answer strongly agreeing with the
statement that the financial statements are presented
relatively following generally accepted accounting
principles in Indonesia (in this case, financial accounting
standards) and do not contain misstatements. That
shows that fairness is one of the essential elements of
good corporate governance to produce relevant
financial reporting quality that describes the bank's
actual financial condition.

From the processing results, creative accounting
positively affects financial reporting quality. The higher

the creative accounting, the higher the financial
reporting quality, and vice versa. These results show a
positive influence of creative accounting on financial
reporting quality. This finding contradicts the research
of Habib et al. (2011), which claims that using profit
management entails hiding the business's financial
situation, making it difficult to make informed
decisions based on such assertions. As a result,
financial reporting could be better. By reducing the
possibility of fraud in financial reporting, the quality of
financial statements will increase automatically
(Manossoh, 2016). Although creative accounting is
essential for financial reporting, creative accounting
also has a negative effect, as more managers involved
can decrease the value of financial information
(Tassadag & Malik, 2015). Research data shows that
many respondents strongly agree that company reports
are accurate information and free from the interests of
any party.

However, this study's results align with the studies
Abed etal. (2022). They show a positive and significant
relationship between parameters impacting creative
accounting and the quality of financial reporting. The
statement is supported by the results of quantitative
descriptive calculations that show the most influential
value of one of the creative accounting variables,
namely ethical value, which states that financial state-
ments must be prepared and presented according to
bank ethical guidelines, in addition to transparency and
disclosure of financial statements according to the
answers of respondents who strongly agree that the
notes to financial statements are clear. That relates to
the interests of investors who must know the actual
state of the company's condition. The research of Shah
et al. (2011), states that the audit committee of the
board, consisting of independent non-executive directors,
can play an influential role in preventing the abuse of
creative accounting techniques and compliance with
ethical standards in financial reporting. It is proven by
the answers of respondents who strongly agree that the
auditor's comments are trustworthy and that internal
audit practices are effective in Indonesian commercial
banks.

The results showed an indirect influence of the
implementation of good corporate governance on
financial reporting quality through creative accounting.
Implementation of good corporate governance affects
creative accounting and has an impact on financial
reporting quality. The higher the implementation of
good corporate governance, the higher the creative ac-
counting, which also increases financial reporting quality.
The statement means that creative accounting can
mediate the implementation of good corporate gover-
nance against financial reporting quality. That shows
that the level of creative accounting also needs to be
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considered to obtain financial reporting quality. The
results of Mudel's (2015) research state that corporate
governance is a method against creative accounting.
The complex role of corporate governance mechanisms
is to minimize information asymmetry and to ensure
compliance with the mandate of reporting require-
ments while maintaining the credibility of the
company's financial statements and protection against
manipulative behavior. Applying good corporate
management principles is expected to reduce profit
management practices because these principles serve
as practical management oversight tools in the finan-
cial reporting process. Patrick, Paulinus, and Nympha
(2015), state that the quality of financial statements im-
proves when good corporate management principles
are applied, consisting of transparency, accountability,
responsibility, independence, and fairness. Good cor-
porate governance is proven by reducing the level of
engineering carried out by management (Manossoh,
2016).

Although in the same context as the results of this
study, the theory above shows a negative relationship
between creative accounting and the implementation
of good corporate governance and financial reporting
quality, while the opposite theory states that there is a
positive relationship between creative accounting and
the implementation of good corporate governance and
financial reporting quality (Abed, Hussin, & Ali, 2020).
Then further research was carried out by Abed et al.
(2022) who stated that transparency and disclosure in-
fluence the relationship between creative accounting
and the quality of financial reporting in interactive practice.

Conclusions and Implications

Based on the results of research and discussion on
the effect of the implementation of good corporate
governance on financial reporting quality mediated by
creative accounting done at open commercial banks in
Jakarta and Bandung have revealed that the implemen-
tation of good corporate governance has a direct impact
on creative accounting, implementation of good
corporate governance on financial reporting quality,
creative accounting on financial reporting quality and
indirect influence of implementation of good corporate
governance on financial reporting quality through
creative accounting. The relationship between corpo-
rate governance and creative accounting practices has
shown positive results for better quality financial re-
porting; this can be due to Indonesian banking or-
ganizations seeing that creative accounting is a tool that
can be used to overcome accounting problems, in
addition to its use must be limited by qualitative des-
criptive support which states that government regula-
tions are essential in preventing creative accounting

technigues. The government has established the finan-
cial services authority (OJK), whose role is very active
in overseeing banking operations in Indonesia. In addition,
in terms of ethical value, it describes that financial
statements must be prepared and presented according
to bank guidelines because banks have standard ope-
rational procedures (SOPs) that must still be complied
with because this is related to trust in stakeholders who
need quality financial information. The influence of
creative accounting mediation variables is also insepa-
rable from the comments of trustworthy auditors
because, as control, both internal and external controls
result from what the bank has done in realizing the
results of good corporate governance and financial
reporting quality implementation. Bank management
must be more motivated to implement good bank
governance so that they can provide accurate infor-
mation and be free from any interests. This can be done
with effective supervision through audits of bank
financial reports to reveal information regarding the
extent and actual results of the actions taken.

Research ideas for the future: Future research
needs to include the dimensions of banks' social res-
ponsibility in their business decisions and the imple-
mentation of bank governance which can help the
choice of innovative accounting techniques in deter-
mining market competitiveness evaluations.
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