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Preface

This book is one of the five volumes of proceedings that provides an opportunity for read-
ers to engage with selected papers presented at the Ist Asia-Pacific Forum for Research in
Social Sciences and Humanities (Ist APRISH) conference held in Depok (Indonesia) on
November 7-9, 2016. Quoting the theme of the conference “Competition and Cooperation
in the Globalized World,” this book would be a valuable contribution to get a better under-
standing of the future global challenges. Readers will find a broad range of research reports
on topics ranging from globalization, poverty, population and some macroprudential per-
spectives on managing the risk of a more integrated world. One of the unique and valuable
dimensions of this conference is the capability for blending the chemistries among educators,
students, and researchers from around the world to discuss globalization in a broad spec-
trum. The reader will discover both common challenges and creative solutions emerge from
very diverse settings.

The relevance of the conference’s theme, towards an evidence-based society, for a variety
of disciplines, is reflected in the diverse range of papers that have been submitted for publica-
tion. These serve to demonstrate the natural attraction of the conference for sharing ideas and
findings within an international community. Overall, the conference was undoubtedly very
successful. Plenary lectures and presentations were successfully bridging the gap between the
different fields of social sciences, making it possible for non-experts in a given area to gain
insight into new areas. Also, among the speakers there were some young scientists, namely,
doctoral, master’s and undergraduate students, who bring new perspectives to their fields.

The editors would like to thank all those who have contributed to submit full papers for
this conference. We received 101 papers from the conference and after a rigorous review,
only 49 papers were accepted to be published in this volume. We would like to express our
appreciation and gratitude to the scientific committee and the reviewers who have selected
and reviewed the papers, and also to the technical editor’s team who helped carry out the page
layout and check the consistency of the papers with the publisher’s template. It is an honor
to publish selected papers in this volume by CRC Press/Balkema (Taylor & Francis Group).
Finally, we would like to thank the steering committee, the chairman of the conference, the
members of organizing committee involved in preparing and organizing the conference, and
the financial support from Universitas Indonesia.

The Editorial Board of the 1st APRISH Proceedings for Topics in Economics and Business

Prof. Dr. Lindawati Gani
Department of Accounting, Faculty of Economics and Business, Universitas Indonesia

Dr. Beta Y. Gitaharie
Department of Economics, Faculty of Economics and Business, Universitas Indonesia

Zaifri A. Husodo, Ph.D.
Department of Management, Faculty of Economics and Business, Universitas Indonesia

Prof. Ari Kuncoro, Ph.D.
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Supporting factors and the effect of an Initial Public Offering
(IPO) on an Islamic bank: The first case in Indonesia

D. Siswantoro
Department of Accounting, Faculty of Economics and Business, Universitas Indonesia, Depok, Indonesia

ABSTRACT: An Islamic bank has been established in Indonesia since 1992, but there is
only one Islamic bank, Bank Panin Syariah, which has listed its shares on the stock exchange,
which happened in 2014. This listing was initiated by a new fully fledged Islamic bank, which
was established in 2009. Thus, the objective of this paper is to investigate the supporting fac-
tors of an Initial Public Offering (IPO) and its effect on an Islamic bank. This is the first case
in Indonesia, and it may offer a few good lessons for others. The qualitative method was used
by the author to analyse relevant documents and information regarding the Islamic bank’s
IPO, such as prospectuses, news, research reports and stock prices. Topics that covered the
supporting factors in an IPO include the utilisation of funds and an event study in share
issuance by an Islamic bank in Indonesia. The results may indicate that it is quite difficult
to sell shares for a new bank, because the utilisation of funds to boost new branches and the
performance of the stock prices are affected by specific issues.

1 INTRODUCTION

It is a common phenomenon in Indonesia for a bank to be listed on the stock exchange. A total
of 37 banks listed their shares on the stock market in 2013. But this is not true for Islamic banks,
which were established in Indonesia in 1992. There is only one Islamic bank, Bank Panin Syariah,
which has issued and traded its shares on the Indonesian Stock Market (IDX), which happened
in 2014. This issue may be caused by the smaller capital market of the Islamic banks. In addition,
listing shares on the stock exchange may be viewed as an unlawful transaction because traders
can manipulate or ‘short sell’ the transaction, which is unlawful in Islamic teaching.

Yet Islamic banks may benefit from getting funds by issuing shares. Most Islamic banks
in Indonesia have a large demand from customers, so funding is increased from savings. This
has limited time constraints, such as time deposits, so it can only be delivered for a specific
period. Until 2013, Islamic banks in Indonesia only used sukuk (Islamic bond) and equity
injections from internal or external institutions.

This paper will investigate the supporting factors of an IPO and its effect on an Islamic bank
when it lists its shares on the stock exchange; the first listing in Indonesia was implemented by
Bank Panin Syariah. This paper begins with a brief explanation of the topic. It then continues
with a literature review, which includes relevant theories about IPO; the research methodol-
ogy (i.e. how the research was conducted); and an analysis, which focuses on evaluating the
research. A conclusion, which addresses the objectives of the research, will follow.

2 LITERATURE REVIEW

There are many reasons why companies choose to offer an Initial Public Offering (IPO). The big-
gest reason may be to obtain a large amount of flexible funds and to strengthen capital. Another
reason may be to promote the company, which encourages investors and is more transparent.



In general, some of the motives behind an IPO are as follows: (a) to create an efficient
capital structure; (b) to increase bargaining power with the banks because of a better cost
of capital; (c) to increase the market price of a company; and (d) to create publicity (Ising,
2013). Most of these requirements must be met in order to get better funding for an IPO. The
better the market valuation, the higher the valuation of the share price of an IPO. Specifi-
cally, Kim and Heshmati (2010) found that, for an IT company, an IPO has some benefits
and adds confidence to the market. Islamic banks in Indonesia still have a low market share
and stock valuation; this may affect their stock’s activity in the stock market.

Cecchini et al. (2012) state that after an PO, companies tend to write off their bad debts
to increase income. However, Black and Gilson (1998) characterise countries based on stock
market and bank funding domination. Thus, not all countries may be suited to capital market
instruments. We will next discuss the theory of the paper—namely, the theory of underpric-
ing and performance.

2.1  Underpricing

Underpricing is a condition whereby the price of an IPO is lower than it is in a secondary
market transaction. This condition may not occur on purpose, but it can attract investors to
buy shares because the share price looks cheap and it is seen as producing a bigger capital
gain in the future. In fact, a theoretical model of IPOs for underpricing consists of the follow-
ing: (a) adverse selection or underpricing caused by asymmetric information; (b) a principal
agent; (c) signalling or knowing the market better; and (d) a heterodox explanation, which
is characterised by the underwriters’ reputation and the possible risks involved (Anderson
et al., 1995). Underpricing can be an incentive for investors to buy on the IPO date; otherwise
the underwriter may incur a bad reputation. Similarly, underpricing an IPO can be caused
by market sentiment, dividend forecasts, options (Dimovski & Brooks, 2004), and document
completeness (Chen & Guo, 2010).

Borges (2007) found that underpricing IPOs usually leads to better stock performance in
the long run. Investors gain the confidence to buy more shares and the price increases con-
sistently. In addition, having an underwriter tends to stabilise the market price after an IPO,
especially in situations of underpricing (Mazouz et al., 2013).

In the case of a post-IPO bank, dividends can be a signal of a bank’s maturity, which can
mean a higher stock value for investors (Cornett et al., 2011). Conducting an TPO and an
efficient funds placement can create effective asset valuation and development.

2.2 Performance

Some investors would like to keep their shares for a longer period. However, in the long run,
the TPO stock price underperforms due to various factors, such as poor performance (Ecker,
2005). However, most companies underperform in their first year (Dimovski & Brooks,
2004). In fact, in China the IPO process can be manipulated, but we can see the stock per-
formance in the long run (Cai et al., 2008). In the case of a bank, an IPO does not affect the
bank’s performance if it has acquired large debt loans before the IPO (Houge & Loughran,
1999).

The underwriter may play an important role in the IPO. Dunbar (2000) states that the
market share of underwriters is determined by the success of IPOs. In addition, to reduce
asymmetric information and signal issues, some companies choose a qualified underwriter
for an IPO (Baginski et al., 1999). However, Fields and Fraser (2004) found that there is
no difference between commercial and traditional banks in terms of underwriting. In other
cases, Fargher et al. (2000) stated that a new underwriter charges higher fees for an IPO and
assumes a bigger risk because of uncertainty. However, Balkovskaya and Stullova (2012)
found that, following an TPO by a Russian bank, stock prices were affected by macroeco-
nomic factors. In addition, companies that maintain good relationships with banks perform
better after an IPO (Gonzalez & James, 2007). Finally, Ghosh (2012) found that the banking
sector in developing countries performs better after an IPO.

2



Kim (1999) found that, after an PO, smaller companies face more constraints than do big-
ger companies. In addition, an asset quality factor affects banks that conduct IPOs (Ahmad
& Kashian, 2010). Allen et al. (2012) show that China’s model involves offering IPOs in small
share portions to foreign institutions.

3 RESEARCH METHODOLOGY

To conduct the research on the first IPO for an Islamic bank, the author analysed the pro-
spectuses of IPOs, research reports and stock news, and stock price movement after an IPO.
The data is analysed based on the specific issues for this research:

1. Prospectus: A prospectus contains information about the company, the purpose of an
IPO and other related information.

2. Research report and stock news for stock price movement analysis: A company’s securities
give a view of the company, including the corporate actions, issues, and other important
matters. News from the Indonesian Stock Exchange can also be used.

3. Benchmarking analysis: In the benchmarking analysis, the stock price would be compared
with that of the parent company and with related information that could affect the price.
The period was from 15th January 2014 to 9th June 2014.

The research is limited to 2014, both before and after the IPO, and is based on stock prices
and other information and news. From the above, we can see what news or information could
affect the fluctuation of the stock prices.

4 ANALYSIS

4.1 The prospectus

On the prospectus cover, we can see the number of shares that were issued: 5 billion at Rp
100 (equivalent to 50%) with 1 billion warrant at Rp 100 on 17th January 2017 (equivalent to
20%). The underwriters were PT Evergreen Capital and PT RHB OSK Securities Indonesia.
However, the largest market share for underwriting was held by Mandiri Sekuritas in 2013.
As shown in Table 1, holding the market share of the underwriting can affect the IPO process
(Dunbar, 2000). In Table 2, we can see the fund proposal before and after the IPO. The public
would own 50% of the planned shares. In addition, PNBS (Bank Panin Syariah) also has a
warrant, which can add to the number of shares and the Employee Stock Allocation (ESA)
that is taken from the society (see Table 3). Eighty per cent of the IPO was used for work-
ing capital, whereas 20% was used for developing networks. In fact, the total funds from the
society were only Rp 121.7 billion out of a total of Rp 500 billion. This is below expectations,
then the parent company, Bank Panin buys the rest of shares (see Table 4). The IPO did not

Table 1. Underwriter market share in 2009.

Underwriter %

Mandiri Sekuritas 28.4%
PT CIMB Securities Indonesia 24.5%
PT Bahana Securities 9.7%
PT BNP Paribas 8.6%
PT Danareksa Sekuritas 8.6%
Others 20.2%

Source: http://www.ibpa.co.id/News/ArsipBerita/
tabid/126/Entryld/701/Danareksa-Mandiri-Kuasai-
Pasar-Underwriting.aspx
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Table 2. Composition before and after an IPO (in Rupiah).

Before After
Owner Amount % Amount %
PT Bank Panin Tbk 499,995,179,000 99.9 499,995,179,000 49.9
H. Ahmad Hidayat 4,821,000 0 4,821,000 0
Society 0 0 500,000,000,000 50
Total 500,000,000,000 100 1,000,000,000,000 100
Source: Panin Bank Syariah (2013), (2014).
Table 3. Composition after warrant and ESA (in Rupiah).

After Warrant After ESA
Owner Amount % Amount Y%
PT Bank Panin Tbk 499,995,179,000 454 499,995,179,000 454
H. Ahmad Hidayat 4,821,000 0 4,821,000 0
Society 500,000,000,000 45.4 450,000,000,000 40.9
Warrant Stock 100,000,000,000 9.0 100,000,000,000 9.0
ESA 50,000,000,000 4.5
Total 1,100,000,000,000 1,100,000,000,000 100

Source: Panin Bank Syariah (2013), (2014).

Table 4. Composition after and IPO realisation (in Rupiah).

After Realisation (31st March 2014)
Owner Amount % Amount %
PT Bank Panin Tbk 499,995,179,000 49.9 853,245,179,000 87.51
H. Ahmad Hidayat 4,821,000 0 0
Society 500,000,000,000 50 121,754,821,000 12.49
Total 1,000,000,000,000 100 975,000,000,000 100

Source: Panin Bank Syariah (2013), (2014).

significantly affect the fixed assets; this may be caused by large withdrawals from time deposits
(Rp 508.7 billion). So the IPO may not have been conducted well on this occasion. However,
as a plan, 80% of IPO (Rp 369.6 billion) funds are used for working capital and 20% are used
for networking and infrastructure development (Rp 92.4 billion).

4.2 Research report and stock news

Not many securities covered PNBS news but we found some highlights from the RHB
Research Institute Sdn. Bhd. On 20th November 2013 (40 pages):

i. Promising growth (asset, revenue) for the Islamic bank in Indonesia, which was ranked

eighth in total assets, and

ii. Low valuation compared to other banks; its ROE (Return on Equity) was 7.4% (2013),

which is below the cost of equity (14.5%).



Other information is from Reliance Securities (2013), which only covered the company
profile in terms of strategy, risk and activities. Analyses were on lower Non Performing Fund
(NPF) and good Capital Adequacy Ratio (CAR). It also covered decreasing efficiency costs
and cheap IPO stock prices.

We could not find much research coverage or information about securities after an IPO.
Some of the research and news items are as follows:

1. 7th March 2014 (Indonesia Finance Today—news). Bank Panin Syariah would like to sell
25% of its shares, which are owned by Bank Panin. The potential investor, Affin Holdings
Berhad, is from Malaysia.

ii. 26th May 2014 (Paramitra—research). The following news is that Bank Panin Syariah
would like to sell 24.9% of its shares at an amount of Rp 120. The investor would like to
buy 40%; they are from Dubai Islamic Bank.

iii. 4th June 2014 (Myanmar Eleven—news). Dubai Islamic Bank bought Bank Panin Sya-
riah from Bank Panin, so its shares decreased to 64.01% from 87.51%.

iv. S5th June 2014 (Trust Securities—research). Dubai Islamic Bank bought 24.9% of Bank
Panin Syariah for Rp 115, at a total amount of Rp 2.29 billion. Ising (2013) stated that by
listing on the stock exchange, a company could become well known by investors.

Interestingly, the share price increased when there was news of corporate action (i.e. that
Bank Panin Syariah would be acquired by foreign investors, see Figure 1). The price then
tended to decrease when the parent company sold its shares on 5th March 2014, selling at
Rp 103, and on 10th March 2014. The stock price then fluctuated until Dubai Islamic Bank
(DIB) planned to buy about 24.9% of the shares. After the transaction was completed, the
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share price went down; this decrease may have been caused by the selling price being below
the proposed offer price (down from Rp 120 to Rp 115).

4.3 Benchmarking analysis

In the benchmarking analysis, we add Bank Panin (PNBN), as a shareholder, to the analysis.
To measure the stabilisation of the price movement from 15th January to 9th June 2014, the
formula is high price minus low price for each day’s transaction. This formula is used to see
the gap in each day’s transaction—the bigger the gap, the more volatile the stock. Then the
mean and standard deviation are each determined for the stock. PNBS has a mean of 4.64
and a standard deviation of 2.76, whereas PNBN has a mean of 24.79 and a standard devia-
tion of 13.8. The result is a volatility of 1.68 for PNBS and 1.79 for PNBN.

For robustness, we used the stock price movements for the volatility analysis. We found that
the mean of PNBS is 117.08 and the standard deviation is 14.35; PNBN has a mean of 798.33
and a standard deviation of 75.63. The volatility is still greater for PNBN than PNBS: 10.55
for PNBN compared to 8.15 for PNBS. The first approach may be stronger for the purposes of
analysis because it uses a gap analysis of the high-low price for each day. One may assume that
the buyer of PNBS is more cautious because Islamic teaching prohibits speculation.

The next analysis is the correlation between PNBS and PNBN, the result is insignificant. From
this, it would appear that the stock movement between the two stocks might not be different.

From Figure 2, we can see that PNBS did not experience underpricing because the PNBN
and Jakarta Islamic Index (JII) stocks were decreasing. In some cases, even though the mar-
ket did not support an IPO, a company’s IPO stock may increase significantly on the first
day of the offering, which may indicate that the stock is supported by strong investors. How-
ever, in the case of PNBS, it reached 100 again at the beginning of February 2014. Then, it
increased significantly at the beginning of March 2014, reaching 133 in the middle of March.
Borges (2007) would have supported the condition if it were in a normal PO situation. In
addition, an underwriter’s reputation can also be a factor in underpricing conditions (Ander-
son et al., 1995). A good underwriter can be seen from the market share of an IPO (Dunbar,
2000). Again, although concrete references to this specific case would be helpful, a qualified
underwriter can reduce the asymmetric information for an IPO (Baginski et al., 1999).
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From mid-March until the end of May 2014, the stock price fluctuated. It reached its peak
of 138 on 4th June 2014. From Figure 2, we may infer that the correlation between both
stocks is different. Besides, the objective of each trader is different, but not significantly so.
A similar opinion was held by Houge and Loughran (1999), who found that banks have dif-
ferent characteristics pre- and post-IPO.

5 CONCLUSION

Factors contributing to the success of an IPO may be (a) the reputation and market share
of the underwriter, (b) the economic conditions of the market and (c) the proposed type of
shares, such as a warrant or an Employee Stock Allocation (ESA). The more sweeteners that
there are, the more reluctant long-term investors are to buy the stock. After an TPO, stock
price is affected by (a) rumours, (b) news from securities and the media and (c) potential
foreign information. Bank Panin Syariah may enjoy the benefits from the IPO as it becomes
better known in the market, both locally and internationally.

This research may be useful for other Islamic banks that would like to offer an IPO. An
IPO can be one possible financial instrument for expanding the bank network. The limitation
of the paper is that it used qualitative analysis. Quantitative analysis, such as econometrics,
should be applied to test the significant factors.
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ABSTRACT: This research aims to provide the empirical evidence regarding cost sticki-
ness behavior and its determinants in listed manufacturing companies. Hypothesis testing
is performed using the pooled least square method. The result concludes that there is cost
stickiness behavior in selling, general, and administrative costs. In terms of determinants,
firm specific adjustment costs measured by asset intensity and employee intensity have a
positive significant impact on the level of cost stickiness. Meanwhile, earnings target and
leverage have a negative significant impact on the level of cost stickiness. However, the man-
agement empire building incentives measured by free cash flow has no positive significant
impact.

1 INTRODUCTION

In a traditional cost behavior concept, costs are classified into fixed cost and variable cost,
which are assumed to have a proportional relationship with the level of activities. These costs
may either increase or decrease according to the change in activities (Noreen, 1991). In fact,
previous studies have suggested that the traditional cost behavior assumption does not fully
apply. Cooper and Kaplan (1998) find that there are differences in the cost behavior response
from its activities since management has the desire to increase the cost changes more when
activities are rising than when activities are declining. Anderson et al. (2003) find that selling,
general, and administrative costs respond to upward or downward changes in activity. This
condition is referred to as cost stickiness behavior. The increase of these costs when revenues
increase is higher compared to the decrease caused by the decline in revenues by an equivalent
amount. This cost stickiness behavior is influenced by several factors. Firm-specific adjust-
ment costs measured by asset intensity and employee intensity as suggested by Anderson
et al. (2003) have a positive impact on cost stickiness. These adjustment costs happen when
the firm increases or decreases its committed resources. Kama and Weiss (2010) also mention
that an earning target could be a trigger for firms’ cost saving. As a result, the degree of cost
stickiness will decrease. According to Chen et al. (2012), the degree of cost stickiness could
be influenced by the agency problem considering the amount of incentive to the management
measured by free cash flow (FCF). Higher FCF could increase the management’s opportu-
nity to overinvest in operating costs in response to an increase in output demand and to delay
the cutting of operating costs in response to a decrease in output demand. This condition is
called a management empire building phenomenon, which could distort the cost behavior.
On the other hand, Calleja et al. (2006) find that leverage increases the creditor’s control of
management in administering the firm’s costs. Therefore, leverage affects the stickiness of
cost behavior.

This study replicates the model in the previous studies. The objectives of the study
are to investigate the cost stickiness behavior in operational costs, especially Sales and
General Administrative (SandGA) Costs, and to find the determinants of this cost
stickiness.



2 LITERATURE REVIEW

One of the basic concepts in cost accounting is cost behavior. In general, cost behavior relates
to how cost responds to change in activities and volume. Many types of costs could respond
proportionally, but some are independent with a change in activities and volume. Cost behav-
ior is classified into fixed cost, variable cost, and semi-variable cost (Anderson and Raiborn,
1977; Carter and Usry, 2002).

1. Fixed Cost is the cost which remains constant within a relevant range of activities although
there is fluctuation in business operations.

2. Variable Cost is the cost which will change in direct proportion to the changes in volume
or activity.

3. Semi-variable Cost is the combination of variable and fixed costs in terms of
characteristics.

Related to cost behavior, existing empirical studies find that some of the costs in a company
might not respond proportionally to the change in volume and activity. It means that those costs
will increase when the volume and activity increase, either larger or smaller than the decrease in
costs when the volume and activity decreases. This cost behavior is called cost stickiness. Prior
research by Anderson et al. (2003), Chen et al. (2012), Bruggen and Zehnder (2014), and Venieris
et al. (2015) find cost stickiness behavior on sales, general, and administrative costs. On the other
hand, Calleja et al (2012) state that operating costs in companies have sticky behavior. In Indo-
nesia, research done by Hidayatullah ez a/. (2011) and by Windyastuti (2013) demonstrates that
sticky cost behavior on sales, general, and administrative costs is in tune with change in sales.

Cost stickiness is defined as asymmetric cost behavior because the relative magnitude of an
increase in costs for an increase in sales is greater than the relative magnitude of decrease in costs
for a decrease in sales (Anderson ef al., 2003). Bruggen and Zehnder state that cost stickiness is
cost behavior which depends on a change in managerial decision making, especially when sales
revenue decreases. The sticky cost behavior tends to rise in the short term but will not automati-
cally decline along with a decrease in the activity (Mak and Roush, 1994 in Baumgarten, 2012).
Instead of the cost stickiness phenomenon, the cost behavior could lead to cost anti-stickiness
which occurs when the increase in costs caused by the increase in the activity is smaller than the
decrease in costs resulting from the decrease in the activity. To explain more about this cost behav-
ior, Figure 1 shows asymmetric cost behavior according to Balakrishnan ez al., (2004).

One of the main reasons for cost stickiness behavior is that there is committed resources
cost adjustment in a company, which is not based on a degree of change in business activities
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Figure 1. Asymmetric cost behavior function.
Source: Balakrishnan (2004).
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(Guenther et al., 2014). This happens when the management is involved in the resources adjust-
ment process, especially through their decisions and intentions for the company. Anderson
et al. (2003) state that there are two main arguments why the management would not decrease
the company’s costs when the business activities are declining. Firstly, there could be adjust-
ment costs which are the potential cause of cost stickiness because when demand declines,
managers are faced with a trade-off between the costs of retaining redundant resources on the
one hand, and resource-adjustment costs on the other hand. Secondly, the management has
their individual considerations as well as personal interests. Another reason stated by Guenther
et al. (2014) is that cost stickiness could occur from several factors, such as:

1. Laws and regulations

2. Corporate social and personnel policy

3. Firm and operating policy

4. Psychological and agency-related reasons.

After explaining the reasons for sticky cost behavior, Baumgarten (2012) mentions the
characteristics relating to cost stickiness:

1. General characteristics of cost stickiness.

2. Firm-specific characteristics of cost stickiness.

3. Industry-specific characteristics of cost stickiness.
4. Country-specific characteristics of cost stickiness.

Based on previous studies, there are several factors affecting the level of cost stickiness. These
factors include firm-specific adjustment costs, earnings target, management empire-building
state incentives, agency problem, and other factors. The firm-specific adjustment cost is meas-
ured by asset intensity and employee intensity. Earnings target is measured by return on equity
(ROE). Management empire-building states incentives could be indicated by free cash flow
(FCF). Agency problem is measured by the company’s leverage. Finally, other factors are meas-
ured by GDP growth. Figure 2 shows the conceptual framework for this research.

Related to the cost stickiness phenomenon, there are several hypotheses developed in this
research. First, the cost that will be tested includes the sales, general, and administrative
(SG&A) costs (Anderson et al., 2003).

Selling, General
and
Administrative
Cost
variabel (Anderson et al.,
Independen 2003)

Firm-Specific
Adjustment
Cost
(Anderson, et
al., 2003)

Test of
Cost
Stickiness,

Earnings
Target
(Kama & Weiss,
2010;
Windyastuti,

2013) Cost Stickiness

Management
Empire
Building
Incentives
(Bruggen &
Zehnder, 2014)

Variabel
:927 <y Kontrol
'roblem :
Economic
{Ch;g 1ezt al., Growth
) (Anderson et al.,
2003)

Figure 2. Conceptual framework.
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Hla: The magnitude of an increase in SG&A costs for an increase in net sales is greater
than the magnitude of a decrease in SG&A costs for a decrease in net sales.

Secondly, the company’s resources related to assets and employees will be tested as one
of the factors affecting the degree of cost stickiness. Those variables are indicated by asset
intensity and employee intensity. Thus, the hypothesis could be derived as follows:

H2a: Asset intensity has a positive impact on the level of cost stickiness.

H3a: Employee intensity has a positive impact on the level of cost stickiness.

In addition, the level of cost stickiness is influenced by earnings target. Calleja et al. (2006)
show that the earning target through return on equity (ROE) causes a decrease in the degree
of cost stickiness in many companies in Germany. Kama and Weiss (2010) find that the profit
target could motivate the management to achieve cost saving when sales are declining. Based
on those studies, the hypothesis is:

H4a: Earnings target has a negative impact on the level of cost stickiness.

Chen et al. (2012) express that when the level of free cash flow (FCF) is high, the manage-
ment has the opportunity to get empire-building incentives causing over-investment in oper-
ating costs. As a result, free cash flow (FCF) as an indicator of management empire-building
incentives is related to the degree of cost stickiness.

H5a: Free cash flow has a positive impact on the level of cost stickiness.

The last main factor in this research is the agency problem. Calleja et al. (2006) discover
that higher debt intensity in companies could lead to asymmetric cost behavior. Further-
more, Xue and Hong (2015) state that leverage in companies could improve the companies’
performance as well as corporate governance which will minimize the distortion of cost
behavior coming from discretionary management.

Hé6a: Leverage has a negative impact on the level of cost stickiness.

3 RESEARCH METHOD

The sample used for this research is manufacturing companies listed in Indonesia Stock Exchange
(IDX) ten years starting from 2005 to 2014. Manufacturing companies are chosen because they
have various types of costs compared to other industries. This research constitutes quantitative
research using multiple regressions through the pool least square method. The research model
is developed from previous studies. Variables to be tested are the ratio of sales, the general and
administrative expenses as a proxy to measure the degree of cost stickiness, and the ratio of net
sales as the main factor which determines the sticky cost behavior (Anderson et al., 2003). Other
variables are asset intensity, employee intensity, return on equity, free cash flow, and leverage. There
is one control variable used, namely the GDP growth. The research models are presented below:
Model 1.

| SG& A4, 5+ 41 Sales,, + B% DeeD 5| Sales,, N
og| —— | = og| — ceDummy . *log| —— |+ &
s A4, (e Sales,, , : Jii 108 Sales,, ;|
Model 2.
SG& A Sales. Sales .
log| ——— |= B + B log| —— |+ 3, * Decrease Dummy . *log| ————
g{SG &A”J At A g[Sales,.‘,J A, Vi g{Sales MJ
Sales |,
——— |* Factors ,,; + &,

m,it

Z
+ Zﬁjﬂ * Decrease Dummy ,  * logI:

m=3
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Factors in model 2 are asset intensity, employee intensity, return on equity, free cash flow,
leverage, and GDP growth. Asset Intensity is measured by the logarithm of the ratio of
total assets to net sales. Employee Intensity is measured by the logarithm of the ratio of
the number of employees to net sales. Return on Equity is derived from the ratio of EBIT
to equity. Free Cash Flow is calculated from cash flow from operation minus dividend and
divided by total assets. GDP growth is measured by the percentage of yearly GDP growth.
Finally, leverage is simply the ratio of total debt to total assets.

In addition to the research, the robustness of the test will be achieved by changing SG&A
expenses with total operating costs. Finally, to test the factors, the interaction or moderation
effects between variables will be eliminated.

Model 3.
TC. Sales. Sales.
log| = |= g, + B log| ——= |+ 4, * DecDummy, *log)| ——— |+ &,
og{TC“J A+h Og{Sales,.’tJ A DecDummy,, og{Sales,)lJ .
Model 4.

STICKINESSit = 30 + BISALESCHGit + B2DECDUMit*SALESCHG:it +
B3ASSETit + BAEMPLOYEEit + BSROEit + B6FCFit + B7LEVit + 8GDPit + it

This research has also been tested for any possible multicollinearity, heteroscedasticity, and auto-
correlation for all models. Based on the test, this research is free from those classical assumptions.

3.1 Empirical tests

The first empirical testing is about descriptive statistics as shown in Tables 1 and 2,

Table 1. Descriptive statistics of net sales and SG&A costs.

Mean Median Max Min Std. Dev.
Sales (in billion Rupiah) 5,346.07 1,196.65 201,701.00 29.23 15,656.69
SG&A Costs (in billion Rupiah) 526.15 85.98 17,885.00 1.05 1,490.20
SG&A Costs/Sales (%) 11.30% 7.85% 96.92% 0.48% 11.20%

Table 2. Descriptive statistics of variables.

Variable Mean Median Max Min Std. Dev.
STICKINESS 0.03399 0.04232 0.96310 -0.75358 0.18306
SALESCHG 0.05017 0.05222 1.19132  -0.59127 0.11004
DECDUM 0.21748 0 1 0 0.41273
DECDUM*SALESCHG -0.01814 0 0 —-0.59127  0.05365
ASSET -0.03033 -0.03395 0.72397  -1.20104 0.23321
DECDUM*SALESCHG*ASSET -0.00129 0 0.17198  -0.16920 0.01694
EMPLOYEE -2.98511 -2.98458 -1.80370 —4.86838 0.43187
DECDUM*SALESCHG*EMPLOYEE 0.05325 0 1.67481 0 0.15930
ROE 0.15957 0.12828 445089 -5.95062 0.47583
DECDUM*SALESCHG*ROE —0.00003 0 0.79512  -0.20728  0.03101
FCF 0.00598 0.00315 2.55886  —-1.07237  0.15481
DECDUM*SALESCHG*FCF —-0.00040 0 0.06304  -0.07790  0.00628
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Table 3 describes the result of the level of cost stickiness in SG&A costs. The coefficient
and expected signs indicate that there is cost stickiness in SG&A costs.

Table 4 shows the result of testing factors that influence the level of cost stickiness as well as
the answer to the previous hypothesis. In general, the value of coefficients for all variables is the
same as the expected sign except for the GDP variable. These results indicate that each factor of
cost stickiness has either a positive or negative impact on the level of cost stickiness.

To analyze the result of the robustness testing, Tables 5 and 6 exhibit the summary.
Table 5 shows that the variable of SG&A costs is replaced by operating costs. In Table 6, the
factors of cost stickiness are re-tested by eliminating the moderating impact of each variable.

Table 3. Regression testing results of the first model.

Variable Expected sign ~ Coeft. Std. error  t-stat Prob.

C B0 —-0.0086  0.0049 -1.7494  0.0805*
SALESCHG pr  + 0.7259  0.0448 16.1992  0.0000%**
DECDUM*SALESCHG B2 - —-0.1567  0.0968 -1.6564  0.0979*
R-squared 0.2867

Adjusted R-squared 0.2853

F-statistic 206.423

Prob (F-Statistic) 0.0000

Table 4. Regression testing results of the second model.

Expected Std.
Variable sign Coeff. Error  t-stat Prob.
C B0 —0.0137 0.0039 -3.4789  0.0005***
SALESCHG BlL  + 0.7541 0.0361 20.8660  0.0000%***
DECDUM*SALESCHG B2 - -0.2128 0.1308 -1.6267 0.1042
DECDUM*SALESCHG *ASSET B3 - -0.4135 0.1696 -2.4382 0.015%*
DECDUM*SALESCHG *EMPLOYEE B4 - -0.0742 0.0176 —4.2062  0.000%**
DECDUM*SALESCHG*ROE B5 + 0.1170  0.0704  1.6611 0.0971%*
DECDUM*SALESCHG*FCF p6 - -0.6076  0.7313  —0.8309 0.4063
DECDUM*SALESCHG*LEV B7 + 0.6439 0.2686  2.3973  0.0167**
DECDUM*SALESCHG*GDP B8 - 0.5468 0.3887  1.4068 0.1599
R-square 0.5159
Adjusted R-square 0.5111
F-statistic 108.563
Prob (F-Statistic) 0.0000

Table 5. Result of robustness testing for the third model.

Variable Expected sign ~ Coeff.  Std. error  t-stat Prob.

C B0 0.0011  0.0006 1.7293  0.0841

SALESCHG B1 + 0.9898  0.0071 139.6679  0.0000%**
DECDUM*SALESCHG 82 - 0.0055 0.0176 0.3143  0.7534

R-squared 0.9683

Adjusted R-squared 0.9683

F-statistic 15702.08

Prob (F-Statistic) 0.0000
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Table 6. Result of robustness testing for the fourth model.

Expected
Variable sign Coeft. Std. error t-stat Prob.
C B0 0.0560 0.0282 1.9861 0.0473
SALESCHG B1 + 0.7273 0.0455 15.9724 0.0000%**
DECDUM*SALESCHG B2 - —-0.2001 0.0979 —2.0438 0.0412%*
ASSET B3 + 0.0313 0.0175 —1.7883 0.074*
EMPLOYEE B4 + 0.0221 0.0090 2.4618 0.014**
ROE B5 - —0.0030 0.0070 —-0.4307 0.6668
FCF B6 + —0.0303 0.0277 —-1.0936 0.2744
LEV B7 - 0.0008 0.0157 0.0482 0.9616
GDP B8 + 0.0203 0.0246 0.8277 0.4080
R-squared 0.2940
Adjusted R-squared 0.2884
F-statistic 53.13627
Prob (F-Statistic) 0.0000

4 RESULT AND DISCUSSION

According to Table 3, the coefficient of saleschg (BI) is 0.7259 and decdum*saleschg (2)
has the value —0.1567. Each of the variables has a significant result in terms of #-stat. Previ-
ous studies state that the hypothesis will be accepted if g1 > I + 2 or if I >0 and B2 < 0.
Anderson et al. (2003) express that the value of S/ indicates an increase in SG&A costs when
sales are high. Meanwhile, S/+/32 denote a decrease in SG&A costs when sales are declin-
ing. Therefore, based on the regression testing result, when net sales increase by 1%, SG&A
costs will rise by 0.73%. On the other hand, when net sales decrease by 1%, SG&A costs will
decrease by 0.57%. Based on this condition, H, is rejected. The accepted hypothesis is that
the magnitude of an increase in SG&A costs for an increase in net sales is greater than the
magnitude of a decrease in SG&A costs for a decrease in net sales. The result of this study is
consistent with the previous research by Anderson ez al. (2003), Windyastuti (2010), Hiday-
atullah et al. (2011), Chen et al. (2012), Bruggen and Zehnder (2014), and also Venireis e al.
(2015).

To determine the factors affecting the level of cost stickiness, Table 4 presents the result of
regressions. The first factor is asset intensity. Based on Table 4, the coefficient of 33 is -0.4135
and is significant at the 95% confidence level. It could be inferred that when net sales increase
by 1%, SG&A costs will rise by 0.75%, and also when net sales decrease by 1% related to asset
intensity, SG&A costs will decrease by 0.34%. The hypothesis that states that asset intensity
has positive impact on the level of cost stickiness could be accepted. This result supports the
previous studies by Anderson et al. (2003), Calleja et al. (2006), Anderson and Lenan (2007),
Chen et al. (2012).

The second factor is employee intensity. In Table 4, the value of B4 is -0.0742 and is sig-
nificant at the 99% confidence level. This condition shows that when net sales increase by
1%, SG&A costs will rise by 0.75%, and when net sales decrease by 1% related to employee
intensity, SG&A costs will decrease by 0.68%. As the number of employees in a company
grows, the cost stickiness will rise. The hypothesis that states that employee intensity has a
positive impact on the level of cost stickiness could be accepted. This result is consistent with
Anderson et al. (2003), Calleja et al. (2006), and also Venieris et al. (2015).

The third factor is the earning target measured by return on equity. Table 4 shows that
coefficient of £5 has a value of 0.1170 and is significant at the 90% confidence level. This
result denotes that when net sales increase by 1%, SG&A costs will rise by 0.75%, and when
net sales decrease by 1% related to return on equity, SG&A costs will decrease by 0.87%.
The earning target from return on equity causes a decrease in the level of cost stickiness.
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SG&A costs have anti-sticky behavior since the decrease in costs when net sales are declining
is greater than the increase in costs when net sales increase. As a result, the hypothesis that
states that the earning target has a negative impact on the level of cost stickiness could be
accepted.

The next factor is management empire-building state incentive, which is measured by free
cash flow (FCF). Table 4 shows that 56 has a value of -0.6076. It means that when net sales
increase by 1%, SG&A costs will rise by 0.75% and also when net sales decrease by 1% in
relation with free cash flow, SG&A costs will decrease by 0.15% but not significant. As a
result, the hypothesis that states that free cash flow has a positive impact on the level of cost
stickiness could not be accepted. This result is not consistent with studies done by Chen et al.
(2012) and Venieris et al. (2015).

The last main factor is leverage. Based on Table 4, the value of 7 is 0.6439 and is signifi-
cant at the 95% confidence level. Therefore, when net sales increase by 1%, SG&A costs will
rise by 0.75%, and when net sales decrease by 1% in relation with leverage, SG&A costs will
decrease by 1.34%. The level of cost stickiness decreases, and SG&A costs have anti-sticky
behavior when the company has higher leverage. Hence, the hypothesis that states that lever-
age has a negative impact on the level of cost stickiness could be accepted. This result is in
line with Calleja et al. (2006).

In relation with control variables, according to Table 4, the coefficient of B8 is 0.5468 with
t-statistic 0.1599. It means that GDP growth does not have significant influence on the level
of cost stickiness.

As part of robustness testing, there are two models to be tested. The first testing is sum-
marized in Table 5. Meanwhile, the second testing is shown in Table 6. Based on Table 5, the
value of saleschg (P1) is 0.9898 and the coefficient variable decdum*saleschg (f82) is 0.0055. It
can be concluded that when net sales increase by 1%, operating costs will rise by 0.99%, but
when net sales decrease by 1%, operating costs will decrease by 1% and not in a significant
level. This condition demonstrates that operating costs have proportional cost behavior to
the change of sales. This is the same with the variable of cost behavior in general. As a result,
operating cost does not have any cost stickiness behavior.

Then, referring to Table 6, there are some results regarding factors of cost stickiness which
are without a moderation variable to the change of net sales. The cost stickiness of SG&A in
this model is still consistent with the first model. In addition, only two variables have consistent
outcome with the main research model, namely asset intensity and employee intensity. Both
variables have a positive impact on the level of cost stickiness. Return on the equity variable
has the same expected sign but not significant statistically. The other variables, namely free cash
flow, leverage, and GDP growth, do not have any impact on the degree of cost stickiness.

Overall, the value of coefficients according to Table 6 is less than 1% for the factors of
cost stickiness. This shows that determinants with no interaction with a change in sales have
less relation and influence to SG&A cost stickiness behavior. The existence of moderation or
interaction variables could substantiate the influence of cost stickiness factors.

5 CONCLUSION

The result of this research can be concluded in two main points. First, cost stickiness behav-
ior could be found on sales, general, and administrative costs. However, the operating cost
does not have sticky cost behavior. Second, factors that affect the level of cost stickiness are
asset intensity, employee intensity, earnings target, and leverage, and this is consistent with
the previous studies.
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ABSTRACT: The objective of this research is to examine the effect of the ownership struc-
ture, board of commissioners and audit committee effectiveness on the value of a firm. Insti-
tutional and managerial ownerships were used to measure ownership structure. The board
of commissioners’ effectiveness was measured by its independence, activity, size and com-
petence, based on Hermawan (2009). Audit committee effectiveness was measured by the
educational background of its members and the number of meetings it held. The value of the
firm was measured using Tobin’s Q. Involving 412 companies listed in the Indonesia Stock
Exchange (BEI) in 2014, this empirical study with multiple regression shows that institu-
tional and managerial ownerships, board of commissioners’ effectiveness and audit commit-
tee effectiveness have no significant effect on the value of a firm.

1 INTRODUCTION

A company is an organisation founded by a group of people working to achieve the common
goal of gaining profits and increasing prosperity for its shareholders. In the long term, the
objective is to increase the value of the company (Sudana, 2001). In the process of maximis-
ing value, sometimes a conflict of interests between the agent and the employer (principal),
often called an agency problem, may arise. The management are more concerned with their
own interests, which are not in accordance with the company’s goal of increasing the share-
holders’ value. Without good corporate governance in place, this would lead to increased
costs, which later on would affect the value of the company.

In companies with weak corporate governance, the actions of managers tend to be self-
ish (Darmawati, 2004). Managers, as the agents of the shareholders, are entrusted with the
company. However, without good corporate governance, shareholders may lose confidence.
Therefore, it is important to protect the interests of the shareholders from management
expropriation. A corporate governance mechanism can be in the form of institutional owner-
ship, because the presence of an institution will empower the monitoring of the management
performance so that the management would be more cautious when making decisions.

Another corporate governance mechanism that can be put in place to discourage the self-
ish actions of managers is providing managers with ownership of the company. Management
ownership will encourage the management to enhance shareholder value. The results of a
study conducted by Jensen and Meckling (1976) prove that the ownership of shares by the
management has a positive effect on a firm’s value. The greater the proportion of manage-
ment ownership, the more likely it is for the management to try harder for the benefit of the
shareholders, who are none other than themselves.

Public companies in Indonesia are also subject to the appointment of independent direc-
tors who come from outside the issuer or public company. The number of independent direc-
tors shall be at least 30% of the total members of the board of commissioners. The higher the
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percentage of independent board members, the better the oversight and co-ordination of the
company; this will increase the value of the company. Other characteristics of the board of
commissioners’ effectiveness in monitoring the company’s performance are the activity, size
and competence of the board of commissioners.

It is also mandatory for public companies to have an audit committee to help the board of
commissioners to exercise their duty of oversight, especially related to financial information
and reports. The existence of the audit committee will contribute to the quality of financial
reporting, which can enhance a firm’s value. The purpose of establishing an audit commit-
tee is to assist the commissioners or board of supervisors with ensuring the effectiveness of
the implementation of the tasks of the external auditor and the internal auditor. The char-
acteristics of the audit committee that can help the monitoring process are the educational
background of its members and the number of meetings.

This research analysed factors hypothesised to be affecting a firm’s value, namely (i) insti-
tutional ownership, (ii) managerial ownership, (iii) effectiveness of the board of commission-
ers, and (iv) effectiveness of the audit committee.

2 LITERATURE REVIEW

Jensen and Meckling (1976) describe an agency relationship as a contract in which one or
more principal assign another person (the agent) to perform some service for them by del-
egating decision-making authority to the agent. According to Jensen and Meckling (1976),
the ownership structure is believed to have the ability to influence the running of the com-
pany, which in turn can affect the performance of the company. Institutional ownership is a
resource that can be used to promote optimal control of management performance in order
to anticipate managerial actions that do not conform to shareholders’ wishes. Institutional
ownership will encourage supervision, which will ensure the increased wealth of sharehold-
ers. The concentration of institutional ownership increases public confidence in the com-
pany, which increases trading volume and stock price, and this will increase the firm’s value
(Tarjo, 2008). Amba (2014) states that institutional owners are more concerned about the
return on their investment, so their contribution to the effective corporate governance of the
company can enhance financial performance. Abukosim et al. (2014) state that the higher the
level of institutional ownership in the company, the greater the interest and control, which
can improve the function for overseeing the management; this will boost the performance
and value of the company.

H1: Institutional ownership significantly affects a firm’s value

Managerial stock ownership means that managers have a stake in the company, or that the
managers are also corporate shareholders (Rustiarini, 2006). Share ownership by the man-
agement will lead to better control over the policies taken by the management itself. Fauzi
and Locke (2012) found positive relations between managerial ownership and a firm’s value.
This is based on the agency theory that high managerial ownership can decrease the agency
costs, which later on increases the firm’s performance and its value. Other studies by Debby
et al. (2014) and Abukosim et al. (2014) found that managerial ownership does not have a
significant relationship to the firm’s value; this happens because the management are under
the control of shareholders, so that even though they have shares in the company, they do not
try to maximise the shareholders’ wealth.

H2: Management ownership significantly affects a firm’s value

Corporate governance mechanisms are geared up to ensure and oversee the governance
system at work in an organisation (Sudiyatno & Puspitasari, 2010). The monitoring mecha-
nisms in corporate governance are divided into two groups, internal and external mechanisms
(Lastanti, 2004). An internal mechanism is a way to control the company by using the struc-
ture and internal processes, such as the general meeting of shareholders, the composition of
the board of directors and audit committee, and meetings with the board of directors.
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Previous studies concluded that the larger the size of the board, the greater the monitoring
of the company and the higher the availability of independent commissioners who can mitigate
management wrongdoings, which will certainly increase the firm'’s value (Barnhart & Rosenstein,
1998; Fauzi & Locke, 2012). Other studies by Debby et al. (2014) found no significant relation-
ship between the proportion of independent commissioners and the firm’s value. However, an
active board of commissioners reflects actual and updated control over the management, which
enhances the possibility of achieving better results and increasing the firm’s value.

H3: Board of commissioners’ effectiveness significantly affects a firm’s value

McMullen (1996) found that investors, analysts and regulators consider that an audit com-
mittee provides a positive contribution to the quality of financial statements. This implies
that the existence of an audit committee positively and significantly affects the value of the
company. Amer et al. (2014) found that audit committee members with an accounting and
finance background have a positive effect on a firm’s value.

H4: Audit committee effectiveness significantly affects a firm’s value

3 RESEARCH METHODS

The analysis in this study used multiple linear regressions, with the following model:

Q,=b,+bKI+Db,KM +b,EDEKOM + b, EKA+ binMA+binTA+ ¢,

Qi is the Tobin’s Q for the firm’s value. Tobin’s Q is calculated by (ME+D)/TA; where ME
is the number of ordinary shares outstanding multiplied by the closing share price. D is cal-
culated as total liabilities + inventories—current assets. TA is the book value of total assets.
KI is the institutional ownership, calculated as the percentage of total shares outstanding.
KM is the managerial ownership, calculated as the percentage of total shares outstanding.
EDEKOM was measured using a checklist developed by Hermawan (2009). This checklist
measures board independence, activities, size, expertise and competence. Table 1 provides the
detailed questions in the checklist. EKA is audit committee effectiveness, calculated as the

Table 1. List of questions.

Question item

Board independence The percentage of independent commissioners on the Board of Commissioners
The chairman of the Board of Commissioners is an independent commissioner
There is a clear definition of independent commissioner in the annual report
The percentage of commissioners working for shareholders or any affiliation
Company has a nomination and remuneration committee
The average assignment period for the Board of Commissioners

Board activities There is a clear statement of the job descriptions for the Board of Commissioners
The number of meetings of the Board of Commissioners in a year
The average attendance of the Board of Commissioners in a year
The Board of Commissioners evaluate the financial statement
The Board of Commissioners evaluate the annual management performance
The Board of Commissioners evaluate business projects proposed by

management
Board size The number of people on the Board of Commissioners

board expertise and  The percentage of commissioners having a finance and accounting background
competence The percentage of commissioners having business and managerial experience
The percentage of commissioners having an understanding of the company’s
business process
The average age of the Board of Commissioners
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percentage of audit committee members with accounting and financial backgrounds. LnMA
is the natural logarithm of the number of audit committee meetings in one year. LnTA is the
natural logarithm of total assets. The samples used in this study were the companies listed in
the Indonesia Stock Exchange in 2014, other than those from the financial sector.

4 EMPIRICAL RESULTS

The final samples were 412 companies. Table 2 shows the descriptive statistics, and
Table 3 shows the correlations among variables.

Table 3 shows that there was only a significant correlation with the dependent variable
with the control variable of LnTA and that other independent variables did not have a sig-
nificant correlation with a firm’s value. There was no potential multicollinearity expected
from the data. Table 4 provides the regression results.

Table 2. Descriptive statistics.

Variable Mean Median Maximum Minimum Std. Dev.
Q 1.20 0.88 7.94 -9.76 1.28
KI 0.64 0.67 0.99 0.00 0.24
KM 0.05 0.00 0.85 0.00 0.13
EDEKOM 41.15 42.00 51.00 0.00 5.43
EKA 0.58 0.67 1.00 0.17 0.23
MA 5.9 4.00 45.00 1.00 5.28
TA 6,948,670 2,079,180 85,938,885 7,000 12,846,942
Table 3. Correlation results.
Variable Q KI KM EDEKOM EKA LnMA LnTA
Q 1.000000
KI —-0.026076 1.000000
KM 0.004404  -0.368381*  1.000000
EDEKOM  0.095547 0.038488  —0.166319  1.000000
EKA —0.018634 0.078317  —-0.028510 —0.009367 1.000000
LnMA —0.033221  —0.088078  —-0.007276  0.040863 0.018918  1.000000
LnTA 0.286686* —0.125177*  0.056815  0.080965 —-0.101541 —0.017966 1.000000
*significant at 5%.
Table 4. Regression results.
Variable Coefficient t-Statistic Prob.
C —0.355337 -1.011657 0.3123
KI 0.018956 0.069609 0.9445
KM 0.021282 0.044672 0.9644
EDEKOM 0.190604 1.512809 0.1312
EKA 0.061643 0.240807 0.8098
LnMA —0.053791 -0.917916 0.3592
LnTA 0.112324%%** 8.317736 0.0000
R-squared 0.088564
Adjusted R-squared 0.074248
F-statistic 6.186441
Prob(F-statistic) 0.000003%%**
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5 DISCUSSION

5.1 Ownership structure and firm value

The regression analysis did not provide any evidence of a relationship between institutional
ownership and a firm’s value. This result is consistent with Rusiti and Welim (2014), who
stated that institutional share ownership does not affect a firm’s value. The regression analy-
sis also did not provide any evidence of a relationship between managerial ownership and
a firm’s value. Indonesian stock market is still considered as having a weak form market
efficiency, so the flow of information towards those undertaking transactions in the market
is still not in the best condition. The rise and flow of stock prices are still affected by the repu-
tation of the company; the ownership structure is not a factor in determining the price. The
market only focuses on the results and performance of the company, which therefore means
that control by an institution or by the management is an insignificant factor in affecting a
firm’s value.

5.2 Board of commissioners’ and audit committee effectiveness and firm value

The regression analysis did not provide any evidence of a relationship between the effective-
ness of the board of commissioners and a firm’s value. The regression analysis also did not
provide any evidence of a relationship between the audit committee and a firm’s value. This
shows that neither the monitoring by the board of commissioners nor the help of the audit
committee is very effective in affecting the performance of the company. This is probably
due to the fact that most of the companies listed in the study samples appointed only one
accounting expert to meet the regulatory requirements, namely ‘one independent director
should be the accounting expert on the audit committee’. Moreover, the audit committee
member is usually derived from academic institutions and lacks experience in the industry.

6 CONCLUSION

The regression results show that only the variable of total asset that has a relationship with
firm’s value. All other variables do not have empirical support to having any impact to firm
value. The hypothesis stating that a firm’s value is affected by the ownership structure and
corporate governance mechanism is not proven by the 2014 data in Indonesia. This shows
that the model itself should be tested for further research.
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Perception of accounting students and alumni of the influence
of internships on skill development

E.Y. Favorieta & R. Yuniasih

Department of Accounting, Faculty of Economics and Business, Universitas Indonesia, Depok, Indonesia

ABSTRACT: This research aims to investigate the perception of accounting students and
alumni of the Faculty of Economic and Business Universitas Indonesia (FEB UI) of the
influence of internships on skill development. Online questionnaires were distributed to
accounting students of FEB UI batch 2012 and alumni batches 2010 and 2011 who are work-
ing in public accounting firms. Using an independent sample t-test and the Mann-Whitney
test, 308 sets of data were analysed. The result indicates that both accounting students and
alumni have positive perceptions on the influence of internships on skill development.

1 INTRODUCTION

The accounting profession is one of the few professions that can compete freely within the
scope of the ASEAN Economic Community (AEC) in Indonesia (ASEAN, 2014). This
means that all levels of Indonesian society, including students—especially students of account-
ing-need to be prepared. Under the AEC, employment opportunities are possible for citizens
of ASEAN. However, for Indonesians, this can be an opportunity and a challenge.

Although there is strength in terms of quantity, the quality of accountants in Indonesia
still needs to be improved (Tarkosunaryo, 2015). According to M. Jusuf Wibisana, the level
of competence of public accountants in Indonesia is still low and inadequate. Some compa-
nies also complained that even the best graduates from universities in Indonesia still could
not answer basic accounting questions during job interviews (Subari, 2016). Moreover, cul-
tural constraints and English skills also become an obstacle for Indonesians when they are
competing with accountants from Malaysia, Singapore, the Philippines, and Brunei Darus-
salam (Budilaksono, 2014).

Departing from the notion that experience is the best teacher, one approach to learning is
by a system of practice and real experience, as well as by discovery and exploration, which is
best known as experiential learning. One of the methods of experiential learning is through
an internship programme (Northern Illinois University, n.d). The internship programme
is considered to be one way to improve the readiness of accounting students to face work
(Cheong et al., 2014; Cord et al., 2010; Crisostomo, 2015).

Various studies have been conducted to determine the benefits of the programme and
the internship experiences of the students (Beard & Morton, 1999; Hymon-Parker, 1998;
McCosh, 1957; Pasewark et al., 1989; Rigsby et al., 2013; Scott, 1992; Swift & Russel, 1999;
Gault et al., 2000; Tovey, 2001; Yu et al., 2013). Internships can be a learning tool that helps
students to better understand and apply the theory acquired in the classroom and put it in to
practice at work, as well as a means to explore career options and understand the industrial
world. With internship experience, students will possess networks and obtain an advantage
over other job applicants. Rigsby et al. (2013) also argue that one of the main benefits of an
internship is the increase in job offer opportunities. In addition, the internship programme can
also provide benefits by improving communication skills (Beard, 1998; Beck & Halim, 2008;
Burnett, 2003; Maelah et al., 2012; Milhail, 2006; Paisey & Paisey, 2010; Wesley & Bickle,
2005), problem solving characteristics (Burnett, 2003), confidence (Mohd Jaffri et al., 2011),
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and the networking capabilities of students (Gerken et al., 2012; Mohd Jaffri et al., 2011).
It can be concluded that the internship programme provides many benefits for students.

Based on data from the Department of Accounting, the Faculty of Economics and Busi-
ness, Universitas Indonesia, the number of students who attend an internship programme in
public accounting firms increases from year to year. Students have expectations and a positive
perception of the benefits of internships, thus helping to provide even more students with an
internship programme. But do students and alumni have a positive perception of internship as
being beneficial for a career in public accounting firms? There is an absence of evidence show-
ing that alumni have a positive perception of the benefits of internship on the development of
their capabilities and their careers in public accounting firms in Indonesia, which prompted
this study to determine how the perceptions of students and alumni of the Department of
Accounting, the Faculty of Economics and Business, Universitas Indonesia influence intern-
ships with regards to the development of competence and capabilities. The study uses research
instruments used by Muhamad et al. (2009) and Yu et al. (2013). This study focuses on the edu-
cation sector, the result of this study is expected to provide feedback to universities especially on
the importance of internship program as part of the undergraduate curriculum.

2 LITERATURE REVIEW

2.1  Perceptions on internship and competence development

The research conducted by Martin and Wilkerson (2006) on a sample of 132 students of
the Master of Science in Administration programme at Wake Forest University shows an
increase in knowledge and changes in the behaviour of students after the internship. Students
found that the internship experience they had gone through was useful for their academic
activities; this, in turn, helps to strengthen their academic understanding of issues they have
learned previously, provides additional insight into any new courses they take, as well as
improving their understanding of business concepts and accounting. In terms of behaviour,
student interns feel the positive effects on their maturity, both personally and as a student,
and an increase in confidence in their academic abilities.

Furthermore, the research conducted by Muhamad et al. (2009) on a sample of 243 stu-
dent interns at Universiti Malaya shows that students’ expectations before the internship
programme are not achieved after they have completed the internship programme. Students
have higher expectations of the effects of an apprenticeship, particularly in improving their
understanding of external audit, while their expectations of the influence of an apprentice-
ship in enhancing their understanding of public sector accounting were met. Similarly, the
results of research conducted by Warinda (2013) on a sample of 112 student interns at the
University of Zimbabwe shows that the expectations that the students had before undertak-
ing the internship, of its influence in improving their understanding of information systems,
had been achieved after they had completed an apprenticeship programme.

The research by Yu et al. (2013) towards alumni who had graduated from college the previous
year and who were students at a university in the Midwest from 2000 to 2008 shows that alumni
(as compared to students) has a higher perception on the ability of internship in increasing com-
petence in financial reporting, accounting, auditing, management fees, tax and accounting infor-
mation systems. The research conducted by Crisostomo (2015) shows that a student has a neutral
perception on the influence of an internship experience in improving their understanding of tax
accounting, but provided increased understanding of accounting and auditing and reporting in
aspects that are considered most keenly felt by the students after the apprenticeship.

2.2 Perceptions on internship and skills/capabilities development

Muhamad et al. (2009) conclude that the expectations of students before the internship pro-
gramme, particularly in terms of the development of problem solving ability, communication,
interpersonal relations, and also confidence, is higher than their perception of the actual level
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of skills acquired after the completion of the internship programme. However, the research
conducted by Mohd Jaffri et al. (2011) on 33 business students and 51 students of accounting
of Universiti Sultan Zainal Abidin shows that business students perceive that the internship
experience that they undergo will help to develop their interpersonal skills, while accounting
students perceive that their internship experience will help to boost their confidence. Overall,
both groups of students feel that going through an internship experience will help to improve
their communication skills.

The research conducted by Warinda (2013) shows that, overall, students of the University
of Zimbabwe agreed about the influence of an internship on the development of their soft
skills, with communication capability being regarded as the most developed capability after a
student internship programme. Research conducted by Crisostomo (2015) is also in line with
the research by Mohd Jaffri et al. (2011) and Warinda (2013), with results showing that the
students perceive that their internship experience has helped to develop their skills of prob-
lem solving, communication and interpersonal relations, and that the development of their
communication skill is the aspect considered most keenly felt by the students after internship.

Research on the perceptions of students and alumni on the influence of an apprenticeship
towards the development of capabilities is also specifically made by Yu et al. (2013). The results
show that students perceived that the internship experience would help to greatly develop their
overall ability, except for the ability to master the accounting system and also the use of databases,
while the alumni perceived that the internship experience had helped them to develop skills in
spread sheets, problem solving and written communication, but had not worked so well with the
development of oral communication skills and effectiveness, although it had helped to develop
their ability to use their database. It was concluded that the alumni have a perception of skill
development that is lower than that of the students, especially for the development of effective
oral communication skills, the ability to master the accounting system and the use of the database.

3 RESEARCH METHOD

This study was conducted on all accounting students of the Faculty of Economics and Business,
Universitas Indonesia in the fourth year (class of 2012) and alumni of FEB UI accounting stu-
dents with work experience of one to two years at a public accounting firm in Indonesia (classes
of 2011 and 2010). Data collection was conducted by distributing online questionnaires using
google forms. The questionnaire was adapted from an instrument of research studies conducted
by Muhamad et al. (2009), Yu et al. (2013) and Rigsby et al. (2013) with modifications to adjust
to the competencies and skills expected from internship conducted by students of the Account-
ing Department FEB UI. The questionnaire uses a Likert scale and is processed through a sim-
ple descriptive analysis (i.e. by calculating mean of the perception scale).

4 RESULTS AND DISCUSSION

Data was collected from 308 respondents, consisting of 205 students and 103 alumni; 106 stu-
dents attended an internship in an accounting firm (“KAP”), 73 alumni attended an intern-
ship in KAP. Almost 60% of the respondents are female and 40% are male; they ranged in age
from 18 to 25, with the majority (41.56%) being 22 years of age. Of the student respondents,
7.32% have a GPA below 3, while all the alumni respondents have a GPA of more than 3.

Table 1 shows that the students found that an internship experience provides the greatest
impact in helping to improve their understanding of interpreting and evaluating financial state-
ments. But according to alumni, an internship experience provides the greatest impact in help-
ing to improve their knowledge and understanding of auditing, whether externally or internally,
and also helps to improve their knowledge and understanding of financial accounting and
reporting. This is consistent with the results of the research conducted by Crisostomo (2015),
which showed that the increased understanding of accounting, auditing and reporting are the
aspects that are considered to be most influential during an internship programme.
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Both students and alumni perceive that an internship experience has very little effect in
helping them to improve their knowledge and understanding of taxation. This could have
been caused by the fact that the majority of the respondents do not work or have internship
experience in the tax department. Of the 148 students, only 31 students have an internship
focusing on taxation. Also, out of 82 alumni, there are only nine alumni who have an intern-
ship focusing on taxation.

Table 2 shows that the students found that an internship experience helps them to develop
effective communication skills. This is in line with the results of Mohd Jaffri et al. (2011), Warinda
(2013) and Crisostomo (2015), which show that the development of communication skills is con-
sidered to be the most perceived influence by students after the internship programme.

Table 1. Results from questionnaire for internship experience and development of competence
(knowledge and competence).

Response rate

Question
item Detailed question Students Alumni
comp5 My internship experience helped me to improve my 3.80 4.04

knowledge and understanding of auditing (internal
or external)
compb6 My internship experience helped me to improve my 3.89 4.04
knowledge and understanding of financial accounting
and reporting

comp? My internship experience helped me to improve my 3.17 3.41
knowledge and understanding of taxation

comp8 My internship experience helped me to improve my 3.51 3.44
knowledge and understanding of information systems

comp9 My internship experience helped me to improve my 3.72 3.83
skills in composing a financial statement

compl0 My internship experience helped me to improve my skill 3.93 3.82

in understanding and analysing financial statements

Table 2. Results from questionnaire for internship experience and the development of ability (skill).

Response rate

Question

item Detailed question Students Alumni

skilll1l My internship experience helped me to develop 4.02 3.96
analytical skills and judgement

skill12 My internship experience helped me to develop 4.26 4.30
effective communication skills

skilll3 My internship experience helped me to develop 4.22 4.24
oral communication skills

skill14 My internship experience helped me to develop 4.04 3.98
written communication skills

skilll5 My internship experience helped me to develop 4.22 4.40
technical spreadsheet skills

skilll6 My internship experience helped me to develop 3.93 3.94
problemsolving skills

skilll7 My internship experience helped me to develop 4.16 4.21
interpersonal skills

skill18 My internship experience helped me to develop 4.14 4.27

self-confidence
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On the one hand, in line with the results of Yu et al. (2013), the alumni found that an
internship experience helps them to develop technical spreadsheet capabilities. This is
because the nature of auditors or public accountants’ work is greatly connected to using
spreadsheet programmes. Therefore, technical spreadsheet capability has become impor-
tant. In addition, both students and alumni alike perceived that an internship experience
had very little effect in helping them to develop their problem solving ability. This is in
contrast with the results of Yu et al. (2013), who state that the alumni found that their
internship experience had helped their problem solving abilities. It is also contrary to the
research results of Warinda (2013), which state that problem solving ability is the ability
most developed after an internship.

5 CONCLUSION

From the results of the descriptive analysis (i.e. through on the perception of students and
alumni on the influence of an internship on the development of competencies, capabilities
and career opportunities in public accounting firms, it can be concluded that students and
alumni both have a positive perception on the effect of an internship towards the devel-
opment of competence and capability development. A further study can make additional
comparisons on the differences in the perception between student respondents and alumni
respondents or between those having experience in KAP and those in other types of firm. So
what? What is it for? What do you want to achive in conducting this study?
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ABSTRACT: This paper aims to analyse the characteristics of local government as a zakat
collector in Aceh, Indonesia. In Aceh province, zakat can be collected by the government as
original regional income in the local budget. This study uses primary and secondary data
gathered from in-depth interviews and the audit board’s database. The interviews were con-
ducted in June 2013 in Aceh at Baitul Maal and local administrative offices. Only 6 out of 23
local governments collect zakat. Data is analysed based on descriptive statistics and crosstab
analysis. The paper provides evidence that most local governments did not collect zakat as
original regional income and present the expenditure accordingly and explicitly. It is also
found that the special allocation fund has a significant negative correlation with zakat col-
lection, while significant differences are found between local governments that collect zakat
in original regional income, budget surplus, assets, fixed assets and debt. Local governments
that have not yet collected zakat as original regional income in their local budget can learn
from those regions that have collected it. Some specific characteristics may influence regions
that have collected zakat in their regional budgets.

1 INTRODUCTION

Zakat, or tithe, has been collected by private institutions in Indonesia professionally since
1994 by Dompet Dhuafa. It was started by a newspaper, Republika, which collected funds
from the public. The institution gained the trust of the public and began to be managed
professionally. Currently, they have many branches in some provinces in Indonesia, including
Aceh, which practices Islamic law. Meanwhile, 18 other zakat institutions have been estab-
lished. They are recognised by the Ministry of Finance for taxable income deduction. Mus-
lims can deduct their taxable income only if they pay zakat to those institutions.

Historically, zakat was collected by the government in the era of Prophet Muhammad
PBUH in the 7th century. As the leader of the Arab territory, he also supervised Baitul Maal
(House of Wealth) as the central zakat collection. Currently, the issue of whether zakat must
be collected by the government has become an interesting topic. In the 21st century, in coun-
tries based on Islamic law, such Saudi Arabia, Pakistan, Sudan, Libya and Yemen, zakat is col-
lected and managed by the government by establishing the Ministry of Zakat. Meanwhile in
Iran, Iraq and Brunei, the zakat payer can voluntarily pay zakat through a specific institution
(Hassan, 2010). In countries that do not explicitly state that Islam is their basic system, such
as Qatar, Bahrain, Kuwait, Jordan and Malaysia, zakat is also collected by the government. In
Indonesia, the private sector is permitted to collect zakat in addition to the government, which
is similar to the system in Egypt. However, there is also a separate government institution that
collects zakat, namely BAZNAS (National Zakat Institution, Indonesia), which is also similar
to Egypt. In other countries where Muslims are not the majority, zakat is collected by the
private sector under Muslim associations and unions, such as in the US, the UK, Australia,
Hong Kong, Japan, the Netherlands and Canada. However, in Singapore, where Muslims are
the minority, zakat is collected under an organisation registered by the government.

The potential of zakat collection in Indonesia is still below expectations. This causes zakat
collectors in the private sector to develop more quickly compared to government organisations,
which face bureaucratic and systematic problems. In addition, in 2012 Dompet Dhuafa was
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targeted to collect zakat funds to a total of Rp205 billion, Rumah Zakat Rp324 billion, PKPU
Rp120 billion and Al Azhar Rp100 billion. This significant amount encouraged the government
to centralise zakat collection. This also caused the government to try to establish a zakat organi-
sation to conduct the collection at the local government level. In Aceh, a province that applies
Islamic law, zakat must be collected by the government, as it was historically in the Islamic state.
Interestingly, they have separated the zakat institution, Baitul Mal, which does not have to report
to BAZNAS as the national zakat organisation under the government in Indonesia.

In fact, zakat is a source of funds for the national budget and historically and conceptually
must be managed by the government in the Islamic state. If we look at it on an historical and
conceptual basis, this is the reason why zakat must only be collected by the government. How-
ever, some scholars stated that zakat can also be disbursed directly to recipients if it is based on
non-physical assets, which cannot be seen by the government. This argument may support the
opinion that non-government institutions can also collect and manage the zakat funds.

The issue of zakat collection in Indonesia is on the trust factor. The success factor of
private institutions in increasing zakat collection in Indonesia is due to the fact that they can
convince stakeholders that they disburse zakat funds accordingly and transparently, which
can be seen from financial reports. Most private zakat institutions provide their financial
reports easily to customers through their website. On the other hand, local government zakat
institutions do not provide similar services. In Aceh, if zakat is collected as part of the origi-
nal regional income of the local budget, it is reported in the financial report and audited by
the audit board. However, the disbursement side is not stated clearly, as it is assumed in social
expenditure. In addition, only 6 out of 23 local regions have collected zakat, even though it
has been required since 2006 (Act 11/2006 and Qanun (Islamic regulation) No. 10/2007).

2 LITERATURE REVIEW

2.1 Zakat in historical practices

Bakar and Ghani (2011) give the example that the Prophet Muhammad PBUH directly dis-
tributed zakat funds to the correct recipients, especially the poor and needy. He sent peo-
ple to other regions to collect zakat. Then in the period of Omar, the second caliph, with
the Islamic territory expanding, he established a zakat organisation to manage zakat funds
(Helal, 2012).

Qardawi (1999) states that the government must be responsible for managing zakat. This is
because zakat is not an individual activity, but more a systemic and community-based activ-
ity. This is based on the Quran (holy book), which states that the wealth of Muslims should
be purified through zakat. In addition, in hadith (Prophet Muhammad’s sayings), it is stated
that the government must be responsible for managing zakat. This was also practised during
the Islamic state initiated by Prophet Muhammad PBUH, which his followers continued for
some years. Currently, the issue is when Muslim countries neglect zakat due to colonisation
and the adoption of Western economic concepts, such as the tax system. However, the gov-
ernment is still concerned with providing for the needy and the poor, but does so from tax
resources, which is actually different from zakat. Zakat is deducted from a Muslim’s wealth,
while tax is deducted from income.

2.2 Jurisprudence of zakat collection institution

Bakar (2007) highlights that, in Malaysia, zakat is operated as a fiscal system where it is
deducted as corporate tax. Corporate zakat is calculated based on the wealth of the com-
pany and is then multiplied by 2.5%. She states that zakat is part of the fiscal system for that
reason, which highlights an interesting issue as to whether zakat is part of the government
budget or otherwise. On the other hand, Toor and Nasar (2004) state that zakat is not part of
the government budget as it is under central bank supervision in Pakistan. Zakat should be
independent and the government should only monitor the institution.
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In Indonesia, zakat can be collected by independent organisations, which receive funding
from the government budget. Zakat is not included in either the national or local budget
(Beik & Arsyianti, 2013), but in Aceh zakat is included in the local budget. Buehler (2008)
states that Indonesia is unique for zakat collection as each region has different regulations for
collecting it. This may be caused by the decentralisation system adopted by the Indonesian
government. In Pakistan, a similar institution has been formed by local committees. They,
however, spent almost 62.5% of zakat collection, with the rest sent to central zakat (Adebayo,
2011). This causes zakat fund management to be ineffective and inefficient.

Helal (2012) states that it is important to have a government zakat organisation in order
to collect zakat legally and optimally. However, there would be a problem if the country was
in financial crisis, such as in Egypt. He gives the example of Saudi Arabia as having the best
government involvement in zakat management by establishing the Ministry of Zakat and
Income Tax. Similarly, this also occurs in Malaysia and Sudan. In Jordan, zakat collection
is centralised by the government (Benthall, 2008). However, the amount of zakat and other
social funds are lower than social assistance (almost by half). In fact, zakat has not been opti-
mally collected from Muslims (Wartonick, 2011).

The poverty alleviation programme in Indonesia uses the social safety net budget. Each
year the budget almost doubled, but it only lowered the poverty rate by a small percentage.
It would be interesting to see if zakat could be implemented in such a programme. Zakat is
recognised to have successfully lowered the poverty rate. However, there should be clear regu-
lations to manage zakat collection for social activities, which uses social activities expenditure
in the budget (Yaumidin, 2011). This, however, is to avoid double activities in one budget.
Sulaiman (2008) claims that the government must be able to collect zakat optimally and to
eradicate poverty. This is because, compared to the tax rate, the zakat rate is lower. Therefore,
the collection method should be better than tax collection.

Hassan and Khan (2007) claim that zakat funds in Bangladesh can replace social expenditure in
the government budget, especially for foreign aid (Hassan, 2010), but not for disaster management
(Nurzaman, 2011). For this to be the case, the government must collect and distribute zakat. This
is because a legal system can support a zakat mechanism appropriately and with more effective
supervision (Hassan, 2010) and also support the collection of zakat (Ahmed, 2008). However, this
should not decrease other sources of budget revenue and it must also be autonomous.

The objective of zakat in Bangladesh is to alleviate poverty. It has the same objective in
Malaysia (Shariff, 2011) as well as in Pakistan, where zakat has been collected optimally
(Quraishi, 1999).

2.3 Zakat and government budget

The issue of zakat realisation (actual) vs. budget is interesting. Rahman (2007) states that
the performance indicator of zakat institutions is the actual result of the zakat budget. This
is also compared to other factors, which relates to the actual result and budget. This shows
that the current zakat management may be different from what it was in the past, when it was
included in the government budget.

The important thing is how zakat can be disbursed to the right people so that it benefits
the community and society. Each country has a different system and background and cannot
be treated equally.

In addition, the countries that charge zakat as a deductible tax are Jordan, Bangladesh,
Malaysia, the United Arab Emirates and Bahrain (Powell, 2010). This can encourage Mus-
lims to pay more zakat, but, in fact, it may not be successful. In Indonesia, zakat can be
deducted from taxable income.

3 METHODS

The research is based on secondary data, comprising financial statements, which were
taken by the audit board between 2007 and 2010. The problem is that not all the financial
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Table 1.  Filter sample.

Description Data
Total regional government 23
Total 4 years 92
Not available (19)
Available data 73
Do not collect zakat (56)
Collect zakat 17
Zero collection 3)
Final sample 14

Variables used in the research are:

Zakat = amount of zakat collection by local governments
Social = social expenditure of local governments

PAD = Pendapatan Asli Daerah (original regional income)
DAK = Dana Alokasi Khusus (special allocation funds)

DAU = Dana Alokasi Umum (general allocation funds)
Operational = operational expenditure of local governments
Capital = capital expenditure of local governments

Asset = asset of local governments

SILPA = Sisa Lebih Perhitungan Anggaran (budget surplus)
Fixed = fixed asset of local governments

Debt = debt of local governments

Variables are based on factors that may affect other indicators
in local government (Harianto & Hadi, 2007; Putro & Pamudji,
2011; Ardhini, 2011; Darwanto & Yustikasari, 2007, Solikin,
2007; Abdullah & Halim, 2006).

statements can be collected easily and some are not fully up to date. Until 2010, only 6
out of 23 local regions in Aceh collected zakat as original regional income, which was
only 26%. In detail, from 92 financial reports over 4 years, there are only 14 available
financial statements from the period, which was only 15.2% (see Table 1). The primary
data is taken from the interviews with Baitul Mal and local administrative offices in June
2013 in Aceh.

4 ANALYSIS

From the discussion above, the critical issues are who should manage the zakat funds and
whether they should be included in the government budget, which depends on several
factors.

1. If the government has a good infrastructure and system, zakat may be effectively and
efficiently managed by the government. If not, private zakat institutions can participate
to manage the zakat funds. This must also be co-ordinated by the government.

2. To ease the management and zakat disbursement, zakat should not be included in the gov-
ernment budget, as it may cause difficulties in disbursement and bureaucratic problems.
Zakat may just be reported to the government for accountability and monitoring.

In Indonesia, the management of zakat should be flexible in order to enable the involve-
ment of those private institutions who would like to participate, as the conditions are very
complex in this country. On the other hand, the government must prepare the infrastruc-
ture and system for the collection and disbursement of the zakat funds so that it is effective
and efficient. The government’s involvement in the zakat budget can be grouped into three

types:
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1. Zakat is collected by the government
— Zakat is part of the government budget, for example Aceh, Saudi Arabia, Sudan,
Jordan and Kuwait
— Zakat is excluded from the government budget, such as Iran and Pakistan
2. Zakat is collected by an institution appointed by the government (Powell, 2010) and is not
part of the government budget, such as Malaysia
3. Zakat is collected by a registered zakat institution (mixed, private and state), such as Indo-
nesia and Egypt

The important thing is how zakat can be collected as efficiently as possible and distributed
to the correct recipients. However, the tax system may also be different between countries.
This is also based on the beliefs and principles of each country.

Zakat began to be collected in Aceh in 2007, based on the Act No. 11/2006 dated 1st August
2006 and supported by Qanun No. 10/2007 dated 17th January 2008. Total zakat collection in
Aceh was Rp5.4 billion in 2007, then Rp15.8 billion in 2008, Rp18.7 billion in 2009 and only
Rp16.4 billion in 2010. Not all of the data for 2010 was available, so the amount decreased in 2010.
However, zakat was collected from only 6 local regions out of a total of 23 local regions. Therefore,
the potential is still promising, as the amount could be fivefold if all the local regions collect zakat.

Between 2007 and 2010, the minimum zakat collection for local governments in Aceh was
Rpl billion and the biggest was Rp8.3 billion (see Table 2). This was quite a big contribution
to the original regional income (PAD). However, zakat disbursement is restricted to 8 groups
of recipients. The problem was that there were differences in presenting zakat disbursement
in the financial reports. In fact, some local governments presented zakat disbursement under
social expenditure, showing the same amount as the zakat collected, some showed differences
between collection and disbursement, and others did not state any collection and disburse-
ment figures. Similar cases occurred in Pakistan (Adebayo, 2011). This is different from pri-
vate zakat institutions, which stated the disbursement (for 8 groups) clearly and in detail.
However, the amount of social expenditure may be similar to zakat collection. This means
that social expenditure has a specific target for each year. Zakat recipients are part of the
object of social expenditure in some local regions.

Original regional income (PAD) had a larger average than did zakat collection and also a
higher spread. This could mean that actually regional governments may not be dependent on
zakat collection, which had a small contribution to PAD. On the other hand, DAU and DAK
had specific and determined amounts, which relied on specific regional budget deficits and activ-
ities. Furthermore, the amount of operational expenditure was larger than the capital expendi-
ture; this is common in Indonesia where the budget is heavily focused on operational activities.

A higher and more significant correlation of zakat is seen only with DAK (see Table 3). The
correlation is negative, meaning that the larger the DAK (special allocation fund), the smaller
the zakat collection. However, there is no strong theory that supports the phenomenon. Zakat

Table 2. Statistical description (in billion IDR).

Min Max Mean SD
Variable (in billion IDR) (in billion IDR) (in billion IDR) (in billion IDR) Skewness Kurtosis
Zakat 1.03 8.33 3.21 2.06 1.46 1.86
Social 1.12 20.1 8.45 5.59 0.73 -0.28
PAD 6.66 2,830 923.88 995.28 0.51 -1.21
DAU 39.9 395 286.16 83.5 -2.12 5.89
DAK 21.4 48.6 40.3 6.84 -1.69 3.85
Operational  1.12 507 322.97 150.17 -1.43 1.76
Capital 4.64 149 74.47 37.56 —-0.32 0.93
SILPA 0 3.740 836.88 1,202.83 1.5 1.43
Asset 848 302,000 78,629 104,660 1.49 1.36
Fixed 576 71,700 6,716.9 18,734.8 3.72 13.92
Debt 0 21,200 396.33 796.85 1.72 1.33
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Table 3. Correlation variables.

Social DAU DAK Operational ~ Capital SILPA  Asset Fixed Debt

Zakat  0.32 0.42 -0.58 0.48 0.13 -0.12 -047 -0.10 -0.22
Sig. 0.25 0.12 0.02**  0.08* 0.65 0.68 0.87 0.72 0.43
*sig 10%.
**sig 5%.

Table 4. Test of mean difference.

Social PAD DAU DAK Operational Capital SILPA  Asset Fixed  Debt

Sig. 0.19  0.00%** 0.75 0.27 0.19 0.42 0.00%** 0.00%** (.00%** (.00%**

**Esig 1%.

is collected based on a Muslim’s wealth, while DAK is based on specific activities in the local
government. Zakat should have a higher correlation with social expenditure, whereby zakat
collection is disbursed. However, zakat has a positive correlation with operational expenditure
with a 10% significance. This could mean that operational expenditure consists of employee
salaries, subsidies and grants. In this case, zakat is collected from employees’ salaries.

Some zakat officers claimed that zakat was not budgeted for in the local budget, it was just
recorded for collection and disbursement. However, it was stated as budgeted and realised
in the financial report. If zakat is included in DAU calculation, the amount would be larger
than in normal calculations; however, there is no supporting regulation for this issue.

It is interesting to identify which factors drive local regions to collect zakat in Aceh. The
Mann-Whitney test, with a non-parametric test, was used in this study. The significant dif-
ferences were on PAD, SILPA, Asset, Fixed and Debt. PAD can mean that the local regions
can collect local resources optimally (see Table 4). So it would not be a problem for a local
region to collect zakat. Similar issues also occur with SILPA, asset, fixed and debt. A larger
amount means that local governments can be effective and have the economic scale and tools
to collect zakat. However, this may also relate to the wealth of the zakat payer.

5 CONCLUSION

The issue of who must collect and manage zakat in any one country is actually based on
the readiness of the government. Conceptually and historically speaking, the government
must be responsible for collecting and disbursing zakat accordingly. The government has the
authority to conduct that activity. However, for reasons of effectiveness and efficiency, pri-
vate zakat institutions can participate in cases where the government is not well prepared to
manage zakat. However, it is an irony in Muslim countries that they can collect taxes with a
good system and infrastructure, but not zakat. In the case of Aceh, Indonesia, which applies
Islamic law, the government would like to collect zakat directly and disburse it to 8 groups.
However, the government has a strong authority to collect zakat optimally with the support
of regulations. There should be an independent institution that monitors and reviews zakat
management in Aceh, Indonesia.

Not many local regions can collect zakat in Aceh, which shows that the government is not
well prepared for that task. This paper shows that only local regions with bigger assets, fixed
assets, debt, PAD, and SILPA can collect zakat. This may be caused by those local regions
already having the system and infrastructure to collect zakat. In addition, the accountability
of the local government must be enhanced by reporting zakat disbursement in financial reports
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in detail. In addition, supporting regulations to include zakat in the local budget should be
provided by lobbying the central government to accommodate that activity. Otherwise, this
can cause legal problems in the implementation.
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ABSTRACT: This research focuses on the role of internal audit as a coordinator in the
combined assurance approach from the planning, implementation, and reporting points of
view. This qualitative research study on SKK Migas Financial Reporting Assurance analyzes
data from the literature and interviews to reach conclusions. The results of this study reveal
that organizations can perform independent measurements for readiness-combined assurance
implementation. Business processes which become the assurance objects must be mapped to
the embedded risks. Coordination among assurance providers can be implemented using
an assurance map. A combined assurance planning report states the role of each assurance
provider and assists the auditee in performing resource planning for facilitating the assur-
ance providers. The value added for the organization which implements combined assurance
comes from reducing duplication and focusing internal audit activities on significant areas
where assurance has not been performed. A thorough implementation of these activities
reduces assurance gap and assurance fatigue.

1 INTRODUCTION

1.1 Background

Organizations through their will use their resources to achieve their objectives. By perform-
ing activities, companies have to manage related risks to an acceptable level (Kaplan and
Mikes, 2012). To ensure that risks are properly managed and the organization can achieve
their objectives, the management performs assurance process to monitor the process and
implement good governance (Decaux, 2015).

There are many ways to treat risks. One of them is to mitigate the risks by performing
controls. Control implementation by the management involves a risk owner, a risk manager,
and assurance providers in the three lines of defense (Alijoyo, 2011). To implement the three
lines of defense concept, the organization has to create the design, implementation and coor-
dination (Daugherty and Anderson, 2012). The assurance process can occur in every line
of defense. Each assurance provider has its own objectives and also reports the result to its
stakeholders. This situation can create (1) assurance fatigue, due to the management being
too focused on facilitating the assurance process in certain areas and (2) assurance gap, due
to unclear and inefficient risk response and assurance (Sarens ef al., 2012).

To make the assurance process efficient and help the company achieve its objectives, the
assurance process needs to be coordinated. Assurance coordination is the main concept of
combined assurance (Decaux and Sarens, 2015). Coordinated assurance will reduce assur-
ance redundancy and provide benefits such as: (1) effective and efficient assurance, (2) reduc-
tion of assurance gap and assurance fatigue (Daugherty and Anderson, 2012).

Good assurance quality in financial statements will reduce the likelihood of restatement
due to material misstatement (Veronica and Bachtiar, 2005). From that statement, good assur-
ance planning will create good assurance quality. Financial statement is important for man-
agement. It can be used as a governance process for the stakeholders. Generally, the assurance
of financial statement will involve several assurance providers, either internal or external.
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Research done by Decaux and Sarens (2015) reveal that combined assurance is one of many
ways to improve an organization’s governance process. In addition, Decaux (2015) states that
combined assurance is a new phenomenon related to implementation and benefits.

Previous research reveal that: (1) an internal auditor is the most legitimate candidate to lead
the combined assurance activities from facilitating, coordinating, and reporting (Decaux, 2015),
(2) the implementation and coordination of combined assurance performed by an internal audi-
tor will ensure the continuous improvement of the organization (Huibers, 2015), (3) combined
assurance methods will provide benefits for the internal auditor in improving the effectiveness of
activities and increase the role of internal audit in the organization’s governance process (Decaux
and Sarens, 2015). Based on previous research, there are still many unanswered questions about
combined assurance, especially from the perspectives of the internal auditors as coordinators.

1.2 Research questions

1. Does the organization have the tools and ability to fully implement combined assurance?

2. Is there any sufficiency on the significant risk identification regarding financial statement
process?

3. What are the forms of the assurance map that will describe relations between significant
risks and the assurance providers involved?

4. What is the form of the combined assurance report plan that will be proposed to the audit
committee?

5. What is the coordinator’s role in the combined assurance implementation?

1.3 Research goals

—

. Analyze the organization’s ability to fully implement combined assurance.

2. Identify and analyze the significant risks related to financial statement process.

3. Create assurance maps based on the determined significant risks and assurance providers
involved.

4. Create a combined assurance plan report.

5. State the roles to be performed by the combined assurance coordinator.

2 LITERATURE REVIEW AND RESEARCH METHODOLOGY

In theory, the Combined Assurance concept aims to help the board ensure that the key stake-
holder needs are met in strategic direction and monitoring direction (Decaux, 2015). The
monitoring roles of the board consist of assurance and risk management activities. These
activities are performed by the risk management department and the internal audit depart-
ment. The separation can cause redundancy in activities. Decaux (2015) confirms that there
should be coordination between the risk management process and the internal audit proc-
ess. Sarens et al., (2012) describe this concept as Combined Assurance. Assurance providers
coordinate on delivering the result to the board and reporting the assurance about the man-
agement of risks that impact the company’s objectives.

The topic of this paper is the financial reporting assurance process at SKK Migas. SKK
Migas is a special task force for upstream oil and gas activities in Indonesia. There are several
reasons why the research was performed there.

First, SKK Migas is a public service agency; therefore, it has to prepare a financial state-
ment based on the Indonesian Accounting Standards (IAS). Starting from the 2015 fiscal
year, SKK Migas’ budget has to be included in the Indonesian State Budget or Anggaran
Pendapatan dan Belanja Negara (APBN), and so the financial statement needs to be pre-
pared in accordance with the Indonesian Government Accounting Standards or Standar
Akuntansi Pemerintahan (SAP). The management decided to continue preparing one finan-
cial statement based on the IAS in order to maintain the bookkeeping balance, and to pre-
pare another financial statement based on the SAP to comply with the government rules.
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Second, because the organization decided to prepare two kinds of financial statements,
additional efforts will be required from the internal accounting department. In addition, the
internal accounting department as the auditee has to facilitate several assurance providers
internally and externally.

Third, from a risk management perspective, the risk register related to financial statement
preparation has not been updated for several years, and the business process risks in prepar-
ing two kinds of financial statements have not been identified and measured.

The methods used in this research are descriptive qualitative. The purpose of using this
approach is to gain understanding on the characteristics of a group and to create the sys-
tematic descriptive related to the research aspect. In the end, the method will help to make a
simple decision (Sekaran and Bougie, 2013) and gain understanding from the interviewee’s
interpretation (Cooper and Schindler, 2014).

Our research is performed in four steps. The first step involves literature review from jour-
nals, books, and the organization’s procedures to ensure that this research will be useful and
that it has not been done before (Sekaran and Bougie, 2013).

The second step involves observation of the involved parties regarding the financial report-
ing assurance from both the auditor’s and the auditee’s perspective. The purpose is to reach a
deep understanding which will lead to better analysis and interpretation.

The third step consists of a combination of a structured and unstructured interview. The
purpose is to get a broad background and interviewee analysis.

The fourth and final step will involve analyzing the data gathered to interpret the literature
about the impact and implementation within the research object (Shauki, 2015).

3 RESULTS

3.1 Measurement of readiness for the combined assurance implementation

Decaux and Sarens (2015) use six components to measure the readiness of an organization
for the combined assurance implementation: (1) establishment of a mature risk management
framework, (2) awareness of combined assurance, (3) identification of the champion, (4)
development of the assurance strategy, (5) creation of the assurance provider map of the
assurance activities, and (6) reporting of the combined assurance findings.

Our finding is that the organization is ready to implement combined assurance but it lacks
a formalized audit charter and support from the management.

3.2 Identification of significant risks

The identification of significant risks has revealed that risks related to the organization’s
financial statement are under confidence. The causes are: (1) risks aren’t linked to the business
processes, (2) risks haven’t been updated since the changes of business processes related to the
preparation of financial statement related to Indonesian Government Accounting Standards.

3.3 Design of assurance map

Currently, SKK Migas does not have an assurance map. Based on the assessment, there are
several concerns.

First, based on EY (2013) the organization has a clear understanding of their risk policy
and goals. In contrast, risk event, risk cascading and risk mapping with roles and responsi-
bilities of the stakeholders need to be updated.

Second, based on the auditee’s workload measurement, the activities for facilitating assurance
providers can impact the normal working hours and there is a potential for assurance fatigue due
to the pressure to maintain work fulfilment and facilitate multiple assurance providers.

Third, the auditee may be experiencing assurance gap, due to the fact that the assurance
activities are still uncoordinated and narrow-sighted.

To prepare an assurance map, the organization has to assess based on PWC (2010) all of
the assurance providers involved in the area and then place them into each line of defense.
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Based on each identified significant risk, there will be an assignment of expected inherent
risk rating and level of assurance extensiveness. The assurance map will be created based
on significant risks and consist of the assurance objective which will be performed by each
assurance provider throughout the line of defense.

3.4 Combined assurance plan report

The purposes of this report are to document all activities related to combined assur-
ance implementation. This report helps the coordination among assurance providers, and
facilitates resource preparation by the auditee. In addition, the report contains the sched-
ule and frequency of the activities that will be performed by the assurance providers.
Internal assurance providers cannot communicate directly with external assurance pro-
viders. By using this report the external assurance providers will be able to use the work
already done by the internal assurance providers and thus reduce the assignment duration.
The report can also be used as a communication tool in reporting the assurance activities
to the audit committee.

3.5 Internal audit activity as an implementation coordinator of combined assurance

Combined assurance has to be coordinated by an internal auditor. The objective is to per-
form efficient and non-redundant assurance activities. A combined audit program links all
the activities together. The successful implementation of combined assurance can also help
reduce assurance fatigue by allowing auditee resources to be used by the assurance providers.
To reduce assurance gap, joint usage of assurance report can be an efficient way to reduce
the redundancy of assurance activities. Each assurance provider focuses on their strengths.
To cover the remaining activities, the internal auditor will take care of the areas that have not
been addressed by other assurance providers.

A summary of the combined assurance process from the resource identification, planning,
implementation, and reporting point of view is represented in Table 1:

Table 1. A summary of the combined assurance process.

Process Activities Objective

1. Identification

2. Assessment

1.1 Identification of readiness to
implement combined assurance

1.2 Identification of ability to
create an assurance map

2.1 Initial identification of
assurance fatigue

2.2 Initial identification of
assurance gap

2.3 Assessment of the existing
risk register

2.4 Measurement of the auditee’s
capacity to assist
assurance providers

2.5 Assessment of all the
assurance providers involved

To measure the readiness of the
organization to implement
combined assurance

To gather information about the
resource availability in order to
create an assurance map

To measure the level of fatigue of
the auditee

To measure the magnitude of the
current assurance gap of the auditee

To measure the relevance of the
existing risk register under the
current conditions

To form the basis of the resource
availability for assisting
assurance providers

To get the description of the
reliability of assurance providers
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Table 1. Continued.

Process

Activities

Objective

2.6 Assessment of the
control rating

To assess whether the control has
effectively managed the risk.

The result will useful as the basis of

the assurance objective and rating
To align the significant risks

to the organization’s current

business processes

3. Implementation 3.1 Updating the risk register

3.2 Mapping the assurance
providers to the lines of defense

To map the assurance providers
to existing lines of defense; forms
the basis of the assurance map

To state the objective of the
assurance process that will be
done by assurance providers,
focusing on reducing assurance gap

3.3 Defining assurance objective

To state the level of assurance that
will be performed by the assurance
providers. This activity focuses on
reducing assurance fatigue.

3.4 Defining assurance rating

To summarize the entire assessment
implementation plans of the
combined
assurance. This document is used as a
communication channel between the
assurance providers and the
audit committee.

4. Reporting 4.1 Making a combined

assurance report plan

4 CONCLUSION

The organization has the ability to implement combined assurance based on the Institute
of Directors Southern Africa (2009). Several things that need to be encouraged within
the organization are: (1) There should be a formal appointment from the management,
ensuring that the internal audit department will be the coordinator of the implementa-
tion, (2) the implementation of combined assurance can also be performed on other
areas by other departments. The concept is that some of the departments have to perform
assurance for the stakeholders, so they also can coordinate with other assurance provid-
ers within the scope.

There should be regular updates for the identification and measurement of current risk
register. The point is that the risk embedded to each business process has to be identified
properly and accurately. This is an important thing for the assurance providers; since com-
bined assurance planning will use a risk-based approach, failure to identify significant risks
will cause the inefficiency of assurance resources.

The usage of assurance map will give clarity about the assurance providers’ profile, their
assignment to each line of defense, and state the reliability level of the assurance to be per-
formed. The assurance map will also contribute to the preparation process, leading to the
efficient usage of the assurance resources. In order to decrease the assurance gap, the assur-
ance map also has to be attached to the coordinated audit or review program; as a result, the
assurance will be performed effectively.

Documentation of the combined assurance on the report will give valuable information
to both sides. For the assurance providers, documentation ensures that the assurance process
covers all significant risks. Coordination prepared by internal assurance providers can help
the external assurance providers plan the activities.
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The benefits of the combined assurance process are:

1. Assurance planning reduces duplication and clarifies the assurance providers’ positions
and roles related to significant risks.

2. Assurance planning identifies and measures all risks related to the organization’s objec-
tives and communicates them to the risk management department.

3. Internal audit activities will be focused on significant areas where assurance has not been
performed.
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ABSTRACT: The objective of paper is to create an Islamic accountability index of cash
wagf institution in Indonesia. Cash waqf is a new phenomenon in Indonesia since the Act was
just issued in 2004. Some new cash waqf institutions were established but unfortunately with-
out tight monitoring from the government. An accountability index can show the reported
activity of cash wagqf institution. This may help society to see the accountability condition
of the institution. Research method conducted is based on qualitative method with literature
review. In-depth interview is added to confirm and to enrich the index analysis. The index is
tested to cash waqf institution based on web basis. The result may show that accountability
index may describe some activities and financial report of cash waqf institutions. Most cash
wagf institutions have not high index for the accountability. This may be caused by limited
support of the cash waqf institutions to show their accountability. Cash waqf institutions
should prepare the supported information system to show the accountability especially in
the online system.

1 INTRODUCTION

Cash waqf was formally regulated under Act No. 41/2004, which permits non fixed asset for
wagf. Then, 82 registered cash waqf institutions were established until 2014. So far, those
institutions should disclose their financial statements to public through Badan Wakaf Indo-
nesia (BWI). In fact, BWI do not disclose them to public. The issue accountability may occur
here as stakeholders need to know how institutions manage and report their activities prop-
erly. Accountability can be measured in terms of several important aspects.

Accountability measurement is also an important issue for not-for-profit organizations,
especially for cash waqf institution. Many not-for-profit organizations utilize the Internet
to publish their reports, which is easier and more efficient. In addition, a wider target of
accountability can be reached by web-based reporting (Gandia, 2011; Saxton and Guo, 2011;
Tremblay-Boire and Prakash, 2014). Dainelli ez al. (2013) state that the number of stakehold-
ers and funds received can be an indicator of accountability measurement for not-for-profit.
Good accountability can lead to bigger donation amounts, as people will trust not-for-profit
organizations with accountability more (Waters, 2011).

Accountability measurement for not-for-profit organizations has been studied by
Dhanani and Connolly (2012); Dainelli et al. (2013); Dumont (2013); and Tremblay-Boire
and Prakash (2014), revealing a conventional theme. The cash waqf institution based on
Islamic teaching has different characteristics that may cause specific treatment for account-
ability measurement.
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2 LITERATURE REVIEW

Coy and Dixon (2004) have completed studies on accountability measurements in the public
sector. They created the Modified Accountability Index (MAD). Further research was con-
ducted by Ryan et al. (2002) for regional government; Nelson et al. (2003) for a Canadian
university; and Ismail and Barizah (2010) in Malaysia. Lima and Pereira (2011) analyze other
education sectors. These measurements show the accountability of public institutions. Each
type of public institution has specific characteristic; therefore, the weighted components may
be different (Carnegie and Wolnizer, 1996).

In the not-for-profit organization sector, some scholars’ studies on the accountability index
are based on Global Reporting Initiatives (GRI) with seven indicators, such as Tremblay-
Boire and Prakash (2014). Dainelli ez al. (2013) study examines museums with 18 indicators,
while Dhanani and Connolly (2012) identify four main indicators, such as strategic account-
ability, fiduciary accountability, financial accountability, and procedural accountability.

Kang and Norton (2004) state that disclosing information on the Internet is useful and
helps to increase credibility (Kenix 2008), but it is not very effective for communication.
Communication with donors is also important; it can increase the amount of donations
(Waters, 2010). Gandia (2011) states that the use of websites for disclosure is important to
increase accountability as well as to increase donations. Sloan (2008) also states that a higher
rating of accountability leads to bigger donations being received. In addition, Rodriguez
et al. (2012) state that the age of an organization, as well as its experiences, can affect the
transparent quality. Dumont (2013) shows that the accountability index on websites is based
on five characteristics: accessibility, engagement, performance, governance, and mission.

3 RESEARCH METHODOLOGY

The research is based on qualitative method with constructivist paradigm. Research objects
in this study were four persons who are waqf expert and shariah scholars. It was conducted
by asking them to fill the weight of proposed themes and components of accountability
measurement. Then, those experts reconfirmed the result of the weighted component. To
check the accountability index of the cash waqf institution, each institution was given a
‘one’ if it fulfilled the component and ‘zero’ if it was not available. The others checked the
component list by reviewing online resources, such as websites and social media (YouTube,
Facebook, and Twitter).

The result then was discoursed by two experts and commented by two Islamic teaching
experts. After that, the result was suggested to cash waqf institutions as the consequence of
constructivist paradigm by authenticity parameter (fairness, ontology, educative, catalytic,
and tactical authenticity) (Lincoln and Guba, 1985).

4 ANALYSIS

Research of the accountability index for not-for-profit organizations was studied by Dha-
nani and Connolly (2012); Dainelli et al. (2013); and Tremblay-Boire and Prakash (2014).
Dumont (2013) has created the accountability index based on an organization’s website. The
Islamic perspective refers to Igbal and Lewis (2009), while the measurement method refers to
Mohammed and Razak (2008). The Islamic accountability index for the cash waqf organiza-
tion consists of five themes taken from previous research. The theme that was most appro-
priate in the cash waqf context was selected. Each theme consists of various components
that are also appropriate in the cash waqf context (see Table 1). The themes with the greatest
support are finance and performance. Four studies support these themes are Dhanani and
Connolly (2012); Dainelli et al. (2013); Dumont (2013), and Tremblay-Boire and Prakash
(2014). Other themes, such as public engagement and the Islamic aspect, are only supported
by one or two research studies, but are still suitable for this case.
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Table 1. Islamic accountability index component.

Theme

Source

Finance

Audited financial statements

Expenditure information
based on category
List of donors

Composition and management
structure

Activity and shariah board
information

Management note

Performance

Income on investment (net
income/average total asset)
Suggestions from beneficiaries

Program effectiveness and effects
of evaluation

Employee competence upgrading
program

Employee code of ethics and
regulations

Good governance information

Performance indicators
Public

Benefits of waqf for beneficiaries
information

Information of percentage of
funds used for social
empowerment

Environment report
Response to suggestions

Program description and activity
Involvement
Contact access and availability

Wagf online participation
Updates and organizational news

FAQ

Islamic aspect

Shariah compliance
Regulation compliance

Dhanani and Connolly (2012); Dainelli, Manetti, and Sibilio
(2013); Dumont (2013); Tremblay-Boire and Prakash (2014)

Dhanani and Connolly (2012); Dumont (2013);
Tremblay-Boire and Prakash (2014); Dainelli, Manetti, and
Sibilio (2013); Igbal and Lewis (2009)

Tremblay-Boire and Prakash (2014); Mohammed and
Razak (2008);

Tremblay-Boire and Prakash (2014); Dainelli, Manetti, and
Sibilio (2013)

Tremblay-Boire and Prakash (2014)

Igbal and Lewis (2009)

Tremblay-Boire and Prakash (2014); Dainelli, Manetti, and
Sibilio (2013); Mohammed and Razak (2008);

Dhanani and Connolly (2012); Dainelli, Manetti, and Sibilio
(2013); Dumont (2013); Tremblay-Boire and Prakash (2014)

Dhanani and Connolly (2012); Tremblay-Boire and Prakash
(2014); Mohammed and Razak (2008)

Tremblay-Boire and Prakash (2014); Mohammed and
Razak (2008)

Dhanani and Connolly (2012); Tremblay-Boire and
Prakash (2014)

Dhanani and Connolly (2012); Dumont (2013); Tremblay-
Boire and Prakash (2014); Mohammed and Razak (2008)

Tremblay-Boire and Prakash (2014)

Dhanani and Connolly (2012); Dumont (2013); Dainelli,
Manetti, and Sibilio (2013)

Dumont (2013); Dainelli, Manetti, and Sibilio (2013)
Tremblay-Boire and Prakash (2014)

Tremblay-Boire and Prakash (2014); Dainelli, Manetti, and
Sibilio (2013); Mohammed and Razak (2008);

Tremblay-Boire and Prakash (2014); Mohammed and
Razak (2008)

Tremblay-Boire and Prakash (2014)

Dumont (2013); Tremblay-Boire and Prakash (2014); Dainelli,
Manetti, and Sibilio (2013); Mohammed and Razak (2008)

Tremblay-Boire and Prakash (2014)
Dumont (2013); Tremblay-Boire and Prakash (2014)

Dumont (2013); Tremblay-Boire and Prakash (2014);
Mohammed and Razak (2008)

Dumont (2013)

Dumont (2013); Tremblay-Boire and Prakash (2014);
Mohammed and Razak (2008)

Dumont (2013); Mohammed and Razak (2008)
Mohammed and Razak (2008); Igbal and Lewis (2009)
Mohammed and Razak (2008); Igbal and Lewis (2009)

Dumont (2013); Tremblay-Boire and Prakash (2014);
Igbal and Lewis (2009)

Sources: Various.
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The Islamic aspect is an important issue to help hold the waqf institution accountable. This may
differ from similar conventional endowment institutions which are not based on Islamic teaching.
The research that resulted from informants, verified by reconfirmation, can be seen at Table 2.

The highest weight is audited financial statements (10.56%), followed by shariah com-
pliance (8%) and expenditure information based on category (7%). Audited financial state-
ments were the important issue in the previous research by Dainelli ez al. (2013), but not
for Dumont (2013). Dhanani and Connolly (2012) state that financial statements are an
important aspect. Audited financial statements show that one institution has already had
the administrative transaction checked. The shariah compliance aspect has 8% weight. This
shows that shariah compliance is an important aspect that must be fulfilled by the cash waqf
institution. Expenditure information based on category has a 7% weight, which means that
expenditure allocation is an important component to disclose.

The fulfillment theme shows that the average cash waqf institutions report and disclose
the accountability component. The highest fulfillment is the public theme at 79.1%, while the
engagement theme is at 74.86%. The highest fulfillment theme may be caused by a lower weight
component in each theme with 3.5% for public and 3.31% for engagement (see Table 3). The
lowest fulfillment is the accountability theme, which has the highest average weight component

Table 2. Islamic accountability index.

Theme Weight (%)
Finance
Audited financial statements 10.56
Expenditure information based on category 7.00
List of donors 3.90
Composition and management structure 3.35
Activity and shariah board information 2.50
Management note 2.69
Performance
Income on investment (net income/average total asset) 5.99
Suggestions from beneficiaries 3.31
Program effectiveness and effects of evaluation 5.73
Employee competence upgrading program 3.25
Employee code of ethics and regulations 2.26
Good governance information 2.55
Performance indicators 2.42
Public
Benefits of the waqf for beneficiaries information 5.25
Information of percentage of funds used for social empowerment 4.05
Environment report 2.08
Response to suggestions 2.38
Program description and activity 3.75
Engagement
Contact access and availability 4.76
Wagf online participation 3.05
Updates and organizational news 3.35
FAQ 2.09
Islamic aspect
Shariah compliance 8.00
Regulation compliance 5.75
Total 100.00

Source: Data processed.
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ratio (Islamic aspect 31.36%, performance 33.98%, and finance 38.39%). The average weight
component rank is 6.78% for Islamic aspect, 3.64% for performance, and 5% for finance. It can
be stated that the higher weight of component accountability in one theme usually corresponds
to the lowest accountability fulfillment of the accountability index.

The implementation of the accountability index is shown by giving a ‘one’ if the cash waqf
institution provides component requirements, otherwise it is given a ‘zero.” The highest index
score is DD, which may fulfill all components for each theme. The lowest is DT. The biggest
gap is seen in the finance theme (10.56), with a high score of 17.56 and a low of 7. This shows
that one cash waqf institution did not show accountability in the finance aspect (see Table 4).
The lowest gap is in the public theme (4.05, 15.43-11.38). This may imply that each cash waqf
institution in this theme can fulfill the requirements. Only one cash waqf institution has zero
for the Islamic aspect theme. However, the cash waqf institution based on Islamic teaching
should be more proactive in disclosing any Islamic teaching compliance activity.

If we look at each component in detail, not all cash waqf institutions can fulfill the require-
ments, for example, activity and shariah board information, management note, good govern-
ance information, and shariah compliance. All cash wagqf institutions have a score of zero for
this component. Most of the component weights are small (from 2.5% to 2.69%), except for
shariah compliance (8%). This may occur due to ignorance and unpreparedness of the cash
wagf institutions (see Table 5).

Authenticity is used to check the constructivist paradigm. Some requirements discussed
are as follows:

1. Fairness—this study claims to give better suggestions for the institution to be more account-
able. The institution would be concerned with components that create a better account-
ability index.

2. Ontological authenticity—cash waqf institutions realize that reporting to the public
is important, and they should support a good reporting system and resources. Good
accountability leads to better support and response from society to participate in the cash
waqf program in the future.

3. Educative authenticity—some institutions try to improve their reporting on their website
and social media. They try to understand the necessity of having a good activity report

Table 3. Islamic accountability index and fulfillment (%).

Theme Weight Fulfillment Ratio
Finance 30 11.52 38.39
Performance 25.5 8.67 33.98
Public 17.5 13.84 79.1
Engagement 13.25 9.92 74.86
Islamic aspect 13.75 4.31 31.36
Total 100 48.26

Source: Data processed.

Table 4. Islamic accountability index score (%0).

Theme DD Water BWI DT
Finance 17.56 14.25 7.5 7
Performance 11.71 9.04 8.25 5.67
Public 13.45 15.43 11.38 15.13
Engagement 8.11 13.25 10.20 8.11
Islamic aspect 5.75 0 5.75 5.75
Total 56.59 51.96 42.83 41.65

Source: Data processed.
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Table 5. Islamic accountability index and fulfillment.

Weight Average
Theme (%) fulfillment (%)
Finance
Audited financial statements 10.56 25
Expenditure information based on category 7.00 75
List of donors 3.90 50
Composition and management structure 3.35 50
Activity and shariah board information 2.50 0
Management note 2.69 0
Performance
Income on investment (net income/average total asset) 5.99 50
Suggestions from beneficiaries 3.31 25
Program effectiveness and effects of evaluation 5.73 50
Employee competence upgrading program 3.25 25
Employee code of ethics and regulations 2.26 25
Good governance information 2.55 0
Performance indicators 2.42 25
Public
Benefits of the waqf for beneficiaries information 5.25 100
Information of percentage of funds used for social empowerment 4.05 50
Environment report 2.08 50
Response to suggestions 2.38 75
Program description and activity 3.75 100
Engagement
Contact access and availability 4.76 100
Wagqf online participation 3.05 25
Updates and organizational news 3.35 100
FAQ 2.09 50
Islamic aspect
Shariah compliance 8.00 0
Regulation compliance 5.75 75
Total 100.00

Source: Data processed.

and financial statement. Institutions can report the simpler component first in order to

learn for the future.

4. Catalytic authenticity—some cash waqf institutions want to fulfill the component require-
ment of the accountability index. This depends on the institution’s capability of pre-
paring it. Support from related systems and resources are significant roles for greater

accountability.

5. Tactical authenticity—participation from other staff in the institution should be conducted.
This takes time and effort for the organization. One institution assigned staff to prepare
the system and better reports, especially for information systems based on the Internet.

5 CONCLUSION

Constructing an accountability index for the cash waqf institutions in Indonesia can com-
pare and increase awareness of accountability components within institutions. An institution
needs a competent resource that is aware of this area to prepare a good accountability index.
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The most important issues are auditing financial statements and compliance with Islamic
teachings. Institutions should not only be able to conduct the activity, but also report it to
the public. However, the institution can utilize social media and the Internet to increase its
accountability to the public by disclosing information.
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ABSTRACT: The aim of this research is to identify the supporting factors for the sustain-
able development of productive cash waqf institutions in Indonesia. Currently, cash waqf in
Indonesia is still mainly in the social sector, such as mosque development and social hospitals.
Therefore, productive cash waqf must be developed further, especially for the supporting fac-
tors. The research method used is based on a qualitative case study with four productive cash
wagqf institutions. Some supporting factors are identified using main nodes in each aspect. The
result shows that each aspect has an important issue, such as education (need early education
on wagqf), economics (supporting system to pay waqf), media culture (habitual activity to pay
wagqf), environment (not so familiar) and politics (supporting regulations and promotion). The
additional helix is the belief of Muslims to participate in waqf which is the main factors.

1 INTRODUCTION

Act No. 41/2004 on waqf has been issued in Indonesia, and so far 82 cash waqf institutions
have been registered by Badan Wakaf Indonesia (BWI)—Indonesian Waqf Board as legal
government authorities in Indonesia. However, the total fund collection before September
2014 was still about 200 billion IDR (Republika, 2014). This fund is still far from the mini-
mum amount of fund management needed in order to achieve the economics of scale. The
institutions may only use the income generated from the waqf fund (the maximum allocation
is 10% from income) if it is fully invested (according to BWI regulation No. 1/2009). Therefore,
the sustainability of cash waqf will be a problem if the total cash management is still small.

Therefore, the sustainability of the cash waqf institutions is also an important issue. The
cash waqf institutions will become more sustainable if they have the minimum amount of
cash fund management that can generate sufficient income for their operating expenses. To
analyse some supporting factors for the sustainability of cash waqf institutions, this report
uses the N-Helix analysis. Previously, it started from a triple helix that used three aspects,
such as education, economy and politics. The quadruple helix uses education, economy, poli-
tics and media culture. The quintuple helix adds environment as the fifth helix (Carayannis &
Campbell, 2011; Carayannis et al., 2012; Carayannis & Rakhmatullin, 2014). Waqf is a social
fund that must be maintained and organised in order to allocate income to recipients in need.
In this case, it is appropriate to use the quintuple helix approach to analyse the sustainability
of the cash waqf institutions.

Siswantoro and Rosdiana (2016) identified in previous research that cash waqf should be
productive in terms of current or fixed asset types. Knowledge in creation and innovation is
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needed in this area to create sustainability. In fact, this is still based on conceptual and theoreti-
cal analysis. However, the main issue of cash waqf is actually that of having sufficient funds of
cash wagqf in order to productively generate income for operational and social activities.

2 LITERATURE REVIEW

To be sustainable, a cash waqf institution needs the minimum amount of capital necessary
to achieve an economic scale that can generate enough income to cover operational expenses
and targeted allocations for needy. For one cash waqf institution, the minimum amount of
capital to be covered is 50 billion IDR. For example, operating costs per year are 400 million
IDR. An institution can only take a 10% fee from investment income, so they must generate
a minimum income of four billion per year. If the expected return is 8%, the minimum total
investment is 50 billion IDR.

Furthermore, Nasution (2005) created a simulation with ten billion Muslims who give
5,000 to 100,000 IDR per month. The total amount of funds collected is three trillion IDR.
In fact, the total amount of funds received in more than five years was only 200 billion IDR.
The waqf fundraising programme is also not big enough in other countries, such as Bang-
ladesh. In 2013 they only collected 436,010,591 Taka (52 billion IDR) through Islami Bank
Bangladesh Limited (IBBL), while Social Investment Bank Limited SIBL raised 84,577,685
Taka (ten billion IDR). In 2012, Perbadanan Wakaf Selangor in Malaysia, where waqf pay-
ments can count as a taxable income deduction, collected 126 billion IDR in one year. In
Singapore, they use sukuk (Islamic obligation) to raise waqf funds. In one issuance they
can collect almost 400 billion IDR. In 2015, the total amount of waqf assets in Singapore
was almost 6.5 trillion IDR, which generates an income of 111 billion IDR per year. Only
22.5 billion IDR is allocated to the needy and the social sector. The rest is reinvested in the
waqf fund. From this evidence, we can see how waqf funds should be managed and devel-
oped in Indonesia. Bigger waqf funds will better sustain the cash waqf institutions.

To analyse the sustainability of cash waqf institutions in Indonesia, the quintuple helix
approach can be used to evaluate the institutions from the aspects of education, economy,
media culture, environment and politics. Carayannis et al. (2012) analysed the cycle of the
quintuple helix in sequence from those five aspects. If each aspect can strengthen the sustain-
ability of the others, it will create an innovation that will lead to sustainable development.
Siswantoro and Rosdiana (2016) found that the important aspects in the sustainability of cash
waqf development are educational, economic and political systems. In fact, Indonesia still suf-
fers from the existence of cash waqf institutions, so not many people see this as a new issue.

Additional helix may be possible, since each issue has specific characteristics that may be
different from previous studies. Carayannis and Campbell (2012) state that the development
of technology can cause sustainable development. Leydesdorff (2012) emphasises the need for
additional helix to prove the sustainability of specific issues and ease the analysis. Park (2014)
explains that economic development can cause changes in factors to adapt for sustainability.

3 RESEARCH METHODOLOGY

The post positivist paradigm is used in this research along with the qualitative method. Research
objects in this study were Badan Wakaf Indonesia (BWI), Tabung Wakaf Indonesia (TWI),
Wakaf Center (Water) and Pusat Pengembangan Wakaf Daarut Tauhiid (DT). These four
institutions have similar characteristics to the cash wagqf, as they focus on productive assets.

Unit analysis was classified based on the research objective of six people who have custody
of and manage the waqf institutions, government, and Islamic banks. Then, the data analysts
applied the qualitative method, content analysis and narrative. The objective of analysis used
content analysis by coding the interview transcript with the main theme. The helix aspect
required each informant to determine the sustainable development aspect of the cash waqf
institutions in Indonesia.
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The credibility of the research was achieved by checking other responses from the Direc-
torate of Waqf, Ministry of Religious Affairs and observing research objects. The research
may have strong transferability as the unit analysis was taken from qualified and competent
resources (Lincoln & Guba, 1985).

4 ANALYSIS

The analysis of the sustainable development of the cash waqf institutions was based on the
quintuple helix approach. Additional helixes were added since one issue, such as the iman sys-
tem or belief, may not fit in a particular helix (see Figure 1). Issues with the cash waqf are dif-
ferent from those of the fixed asset waqf, which requires large assets, such as land or buildings.
In the cash waqf, Muslims can pay any amount of money, as there is no minimum amount. The
important issue is whether Muslims believe in the cash wagqf institution. If they do not believe
in the institution, they will not pay the waqf. This could cause less sustainable development.

Society, especially Muslims, needs to be educated to create awareness of the waqf. There-
fore, the first effort should be made by the education system. Once they are well educated,
the economic system must improve so that Muslims can pay the cash waqf. This must also be
supported by the payment system. In addition, Iman or belief in the cash waqf institution is
also an important aspect, because a cash waqf donation does not have to be a large amount,
a small amount is also possible, so paying the cash waqf is not a burden.

The media must support the cash waqf, and paying it should be part of a society’s culture.
If this phenomenon occurs, the cash wagqf is likely to be sustainable. The media can also
educate people to participate in this programme. The cash waqf can also be related to the
environmental system if it is allocated to an environmental cash waqf programme. In Indo-
nesia, the environment is an interesting issue that has the potential for further development,
as Indonesia is covered with forests and farmland.

The political aspect also supports the sustainable development of the cash waqf institu-
tions in Indonesia. The government should support the development of the cash waqf insti-
tutions by easing regulations and providing incentives to the institutions. The political aspect
would affect the education aspect by increasing educational awareness and policies that sup-
port cash waqf development.

The analysis of the sustainable development for the cash waqf institutions in Indonesia is
based on the sextuple helix as follows:

4.1 Education system

Socialisation is an important issue for this aspect, for example, giving practice and training
on the cash waqf. Other issues that arise are supporting technology in education, research,
sponsorship for waqf development, early childhood education, testament and incentives in
education (see Figure 2).

Sustainable
Development

Figure 1. Cycle dimension of the sextuple helix.
Source: Data processed.
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Figure 2. Education aspect of the cash waqf institution.
Source: Data processed.

The biggest issue in education for the wagqf is that there has not been very much information
dissemination, even though the Act was issued in 2004. This includes training and courses in
schools and universities. The image of the cash wagf is not well known, so Muslims have not
yet participated in the programme. Society needs to be aggressively educated and involved in
marketing programme participation, like agency systems in insurance. Early childhood education
should also be geared towards the cash waqf. This would help to create a strong image of the cash
wagqf for children before they become adults. Course programmes could be offered in senior high
schools, since they may already be familiar with the cash waqf programme. In elementary schools,
subject material on charity should be introduced to create awareness. The Islamic religion, of
course, must focus on the practice of praying and having empathy for the poor and needy.

The cash waqf institutions must utilise technology that is capable of bringing socialisation
to the cash waqf. Social media is a cheap and effective tool for marketing. Society needs to
see the benefits of a productive waqf asset so that they will have a sense of belonging to this
programme. In addition, sponsorship on waqf research and incentives by the government for
further study can create triggers to develop the cash waqf.

4.2 Economic system

The economic aspect of the sustainable development of the cash waqf institutions in Indonesia
allows society to participate in the cash waqf and makes it easy to pay for it. Important issues
raised in this aspect are niche markets, trust, priority and unknowns from society. Other interesting
issues are limited socialisation and the utilisation of a temporary cash waqf in banks (see Figure 3).

Understanding of the cash waqf becomes an interesting issue. Many people are reluctant
to pay the waqgf. In fact, it has a specific niche market, but not many people feel comfortable
with all of the cash waqf institutions. People have a tendency to use specific institutions that
they know well. Trust can also be an important issue for donors. Trust can be built if the
institution is transparent and reliable. Society must know that the cash waqf institutions are
reliable and meaningful, and that they are also of benefit to them.

A temporary deposit for the cash waqf can be an effective tool for boosting waqf income.
The cash waqf institutions should co-operate with Islamic banks to promote this plan, so
that they do not feel threatened. Another important issue is that society must know the real
physical assets of the cash waqf, for example, hotels, rental houses, shops and office build-
ings. The poor and needy can also rent the store to sell their products. In other words, this
will empower those to improve their life. This is a good example whereby the cash waqf can
empower the poor and needy, as the generated income is also beneficial to them. Muslims
would have strong incentives to participate in the cash waqf programme if they could see this
process and its result.
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Source: Data processed.
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Figure 4. Iman aspect of the cash waqf institution.
Source: Data processed.

4.3  Iman system

The waqf is not obligatory for all Muslims. Only those who have strong beliefs will partici-
pate in the cash waqf programme. It is necessary that the cash waqf programme be of a larger
amount in order to generate a larger income and so increase the economic scale. Even if the
participant only gives a small amount to the cash waqf, the total amount will be large and
able to generate greater income if it is collected effectively. Therefore, the problem with the
cash waqf is not the amount of money or its capability, but the willingness to pay. This stems
from the belief or Iman of Muslims, as it is not an obligation, not many Muslims participate
in the waqf (see Figure 4).

People are not familiar with the cash waqf as there are other types of charity, such as infaq
(donation), shadaqah (charity) or zakat (tithe). In fact, the cash waqf is like waqf in general,
but it focuses on productive assets. The cash waqf has lifetime benefits for wakif (people who
pay the cash waqf). It does not require large amounts to be paid, but the collective total will
be large.
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4.4  Media culture system

Media has quite a significant role in the sustainability of waqf development. Currently, media is
not only based on common media, such as television, radio and newspapers, but on social media,
based on the Internet. Some cash wagqf institutions have utilised the media, such as radio and
television, to promote their programmes. In addition, they have also used social media, such as
Facebook, Twitter and YouTube. If the institution promotes the cash waqf aggressively, this can
be beneficial to the marketing of the cash waqf. Media promotion also needs a good example of
cash wagqf practices; therefore, a professional cash waqf institution is needed (see Figure 5).

Developing supporting systems to ease the process of waqf payments can create a culture
that supports the sustainable development of the cash waqf institutions. This can be in the
form of automatic payment schedule of waqf. The Islamic banks must also support the cash
waqf programme by promoting it to their customers. Culture can be shaped if it becomes a
habit in society. The government should also give incentives and support to make it easier for
people to give cash waqf systematically. The cash waqf can be in the form of productive fixed
assets that generate income (productive assets).

4.5 Environment system

This aspect is suitable in an Indonesian context. Feasible programmes, such as plantation
wagqf or agriculture waqf, should support it. Agriculture waqf can be in the form of profit
sharing with the farmer who cultivates the land. This would benefit to farmers (see Figure 6).
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Figure 5. Media & culture aspect of the cash waqf institution.
Source: Data processed.
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Figure 7. Political aspect of the cash waqf institution.
Source: Data processed.

Wagf in this area can help to preserve the environment and protect the earth from further
damage. The cash waqf can also be allocated to a natural electricity power supply. This can ben-
efit institutions by saving energy, which means that the cash waqf supports the environment. The
impact may be indirect, but the benefits are long term. Nevertheless, this programme is still not
likely to be seen as a top priority by society, as the effect is not direct and it takes a long time to
see the results. However, this may affect the life and sustainability of human beings.

4.6 Political system

The political system in Indonesia may also be able to support the sustainable development of the
cash wagqf institutions. Indonesia is a developing country that still requires alignment from the
government. Issues that occur in this aspect are unstructured waqf mechanisms, lack of govern-
ment socialisation, good practice and support from others. BWI and the Ministry of Religious
Affairs should have clear job descriptions for reporting, including the monitoring and control of
the cash waqf institutions. The report must be disclosed to the public by an online system so that
the performance of the cash waqgf institution can be easily accessed (see Figure 7).

The government should have promotion programmes for cash waqf, similar to those for
taxation. There should be targets for each city, district and province. The amount of the cash
waqf would be increased by region and time period. Currently, the government has prepared
cash waqf information by publishing an e-book that can be downloaded on the website, but
this has not been promoted to the public.

The problem with the socialisation of cash waqf is that there is no interesting cash waqf
programme that the government can promote. A good pilot project is needed from a produc-
tive cash waqf programme that would encourage the public to participate in it. At this time,
this only occurs in the private sector. However, corporations can ask to be involved in the
cash waqf programme by offering programmes from Corporate Social Responsibility (CSR).
Companies would benefit from this, as they will gain a positive image in society.

5 CONCLUSION

The sustainable development of the cash waqf institutions can be seen from the N-Helix
perspective, based on the quintuple helix. From this, we can see which aspects are important
and what institutions need to be concerned about. This covers education, economics, media
culture, the environment and political systems. For additional consideration, a sixth helix is
added, which is the Iman system or belief of the benefits of cash waqf. The cash waqf can
be paid in small amounts so that any Muslim can join, as long as they have these beliefs.

61



This research may add to the study of Siswantoro and Rosdiana (2016), which is still at the
preliminary stage at this time.

REFERENCES

Badan Wakaf Indonesia. (2009). Regulation of Badan Wakaf Indonesia No. 1/2009 on Pedoman
Pengelolaan dan Pengembangan Harta Benda Wakaf Bergerak Berupa Uang (Guide to management
and development of moveable cash waqf).

Carayannis, E.G. & Campbell, D.F.J. (2011). Open innovation diplomacy and the 21st century fractal
research, education and innovation (FREIE) ecosystem: Building on the quadruple and quintuple
helix innovation concepts and the “Mode 3” knowledge production system. Journal of Knowledge
Economics, 2, 327-372.

Carayannis, E.G. & Campbell, D.F.J. (2012). Mode 3 knowledge production in quadruple helix innovation
systems. New York: Springer.

Carayannis, E.G., Barth, T.D. & Campbell, D.F.J. (2012). The quintuple helix innovation model: Global
warming as a challenge and driver for innovation. Journal of Innovation and Entrepreneurship, 1(1), 2.
doi:10.1186/2192-5372-1-2.

Carayannis, E.G. & Rakhmatullin, R. (2014). The quadruple/quintuple innovation helixes and smart
specialisation strategies for sustainable and inclusive growth in Europe and beyond. Journal of the
Knowledge Economy, 5(2), 212-39. doi:10.1007/s13132-014-0185-8.

Leydesdorff, L. (2012). The triple helix, quadruple helix, ..., and an N-tuple of helices: Explanatory
models for analyzing the knowledge-based economy? Journal of the Knowledge Economy, 3(1), 25-35.
doi:10.1007/s13132-011-0049-4.

Lincoln, Y.S. & Guba, E. (1985). Naturalistic inquiry. California: Sage Publications.

Nasution, M.E. (2005). Wakaf tunai dan sektor volunteer. In M.E. Nasution & U. Hasanah (Eds.),
Wakaf tunai inovasi financial Islam peluang dan tantangan dalam mewujudkan kesejahteraan umat
(pp. 28-50). Jakarta: Pusat Kajian Timur Tengah dan Islam, Universitas Indonesia.

Park, H.W. (2014). Transition from the triple helix to N-tuple helices? An interview with Elias G. Caray-
annis and David F.J. Campbell. Scientometrics. doi:10.1007/s11192-013-1124-3.

Republika. (2014). Dana Wakaf Capai Rp 200 Miliar. http://www.republika.co.id/berita/koran/
khazanah-koran/14/09/18/nc2z881-dana-wakaf-capai-rp-200-miliar.

Siswantoro, D. & Rosdiana, H. (2016). Sustainability of cash waqf development in Indonesia: A quin-
tuple helix perspective. Sains Humanika, 8(1-2), 111-116.

62


http://www.republika.co.id/berita/koran/khazanah-koran/14/09/18/nc2z881-dana-wakaf-capai-rp-200-miliar
http://www.republika.co.id/berita/koran/khazanah-koran/14/09/18/nc2z881-dana-wakaf-capai-rp-200-miliar

Competition and Cooperation in Economics and Business — Gani et al. (Eds)
© 2018 Taylor & Francis Group, London, ISBN 978-1-138-62666-9

Do accrual accounting practice and the supreme audit institution
role improve government financial disclosure? Cross-country
empirical studies

S.W. Kartiko & S. Utama

Department of Accounting, Faculty of Economics and Business, Universitas Indonesia, Depok, Indonesia

ABSTRACT: The study aims to examine accrual choice practices and the role of the
supreme audit institution at the level of government financial statements disclosure in dif-
ferent countries. By using the data from a range of 65 observations in 2012, this study finds
that the accrual level and independence of the supreme audit institution affects the level of
government disclosure. The disclosure level increased sequentially based on the choice of
accounting practices, as follows: cash basis, modified cash, modified accrual and full accrual.
Nevertheless, the role of the supreme audit institution is only visible in strengthening disclo-
sure levels in countries that implement full accrual, as found in previous studies.

1 INTRODUCTION

The improvement of transparency and accountability in government accounting practice is an
important agenda of public sector management reform. It has encouraged the management
and accounting practices that are used in the business sector to be adopted in the government
sector as a New Public Management (NPM) concept (Hood, 1995; Osborne, 1993). Efficiency,
effectiveness and economical principles in the NPM require the disclosure of accounting infor-
mation, such as government financial performance indicators, recognition of rights and obli-
gations, cost of public services and the availability of resources in the future (IFAC, 2014).
Financial statements based on the accrual accounting system have provided one full set of man-
agerial actions (Kwon, 1989) to be adopted by public sector entities (Pallot, 1992; Pallot, 1999).

There is a wide spectrum of accrual practices reflecting such meeting points as political
compromise, cultural background (Hyndman & Connolly, 2011; Lapsley et al., 2009), struc-
ture of the economy and characteristics of business infrastructure (Pina et al., 2009). The lat-
est survey conducted by PwC (Sturesson et al., 2013) shows the adoption of various accrual
levels in each country. Government accounting practices are still dominated by cash-based
accounting methods (Table 1). However, it is predicted that five years from now, over 50%
of the countries in the world, especially the developing countries, will have converted their
accounting system to a full accrual basis (Sturesson et al., 2013).

Table 1. Survey of accounting basis choice and commitment towards full accrual in
140 countries (Sturesson et al., 2013).

Basis of accounting March 2013 (%) 2018 (%) (Estimated)
Cash 31 14
Modified Cash 23 9
Modified Accruals 20 14
Full Accruals 26 63
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It is believed that the application of the accrual basis of accounting will improve the qual-
ity of government financial reporting. The benefits obtained from using the accrual basis are
to improve the cost of services measurement efficiently and effectively and to complete serv-
ice performance (value for money) information that can be compared between agencies and
business partners. In addition, accrual practice would increase government functional and
administrative accountability (IFAC, 2014), as well as improving the transparency of fiscal
sustainability (Evans IIT & Patton, 1987; Mellor, 1996; Robinson, 1998).

Many studies advocate various benefits and advantages of adopting the accrual basis rather
than a traditional or cash basis, such as increased transparency (Lapsley & Oldfield, 2001;
Lye et al., 2005), enhanced performance information (Sturesson et al., 2013) and improved
accountability (IFAC, 2014). However, there are a limited number of empirical studies that
explain that the accrual level encourages transparency, especially in central government.

The growing adoption of international accounting standards, such as the International
Public Sector Accounting Standards (IPSAS), in a number of central governments creates an
opportunity to explore accounting disclosure studies (Pina & Torres, 2003). A previous study
explains the spectrum and variability of accounting information items that are publicly dis-
closed when trying to implement IPSAS (Pina et al. 2009; Torres, 2004). However, the depth
of the disclosure lists in a financial statement, such as cash flow and changes in the equity
report, was not compared thoroughly. Moreover, a comparative accounting disclosure list
used in these studies has not accommodated a cash basis practice.

IPSAS adoption studies at central government level have been surveyed for developed
countries (Christiaens et al., 2010) and also extended to developing countries (Christiaens
et al., 2014). These studies grouped accounting practices such as cash basis and accrual adop-
tion (IPSAS, IPSAS accrual GAAP-like and business-like) descriptively in each country,
including the reasons and commitment in the next IPSAS adoption. However, the discussion
that links the adoption of accrual choice and the disclosure level has not been tested explicitly
and empirically in these studies.

The determinant factor of the disclosure level has been discovered by various researchers,
but is limited to the local government level, such as the United States context of adopting US-
GAAP (i.e. Copley, 1991; Gore, 2004; Malone, 2006). A previous study found that external
auditors have an important role in enhancing the disclosure of accounting information in
local government (Copley, 1991). Studies at the central government level generally indicate a
new audit role as part of the element of governance that contributes to improving the level of
transparency (Benito & Bastida, 2009; De Renzio & Masud, 2011). The role of the Supreme
Audit Institution (SAI) was assessed based on the perception of auditor independency (Seifert
et al., 2013). Therefore, the SAI role in improving the disclosure levels is a gap that will be filled
in this study.

This study aimed to test the viability of accrual on accounting information disclosure
in central government. This test requires a disclosure index that gives an opportunity at
various accrual levels, including cash basis reporting, such as cash receipts and disburse-
ment statements. Lastly, the role of SAIs in strengthening transparency and accountability
is also tested. Hence, the research question posed is “Do accrual accounting practice and
the SAI role improve government financial disclosure levels”? The general hypothesis is
“There is a positive association of accrual accounting choice and strength of the SAI role
on disclosure levels”.

There are at least three things that makes this study unique: first, it empirically models
the effects of the various accrual level options on the level of disclosure of accounting infor-
mation. Second, it creates a list of disclosures based on the depth level of the accounting
information items and accommodates various options, including cash basis disclosure. The
disclosure index is rebuilt based on the accrual basis of disclosure checklist (Pina et al., 2009;
Sturesson et al., 2013) and according to the statement of cash IPSAS standards (IFAC,
2004). The disclosure index also accommodates central governments that do not provide a
complete financial information report (i.e. budget realisation reports and annual reports).
Third, it empirically tests the role of the SAI, which is associated directly and moderately
(strengthened) with the disclosure level.
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2 THEORY AND HYPOTHESIS DEVELOPMENT

2.1 Level of accruals adoption and financial disclosure

The accrual accounting basis has many advantages over the cash basis. Information related
to government rights and obligations in the statement of financial position reflects the fiscal
conditions that will be encountered in the future. The government’s fiscal strategy is more
precise when considering accrual information (such as taxes receivable, long-term assets
and long-term debt). From the theory of stewardship standpoint, the recording of accruals
avoids misappropriate disclosure of assets (Copley, 1991; Monsen & Nasi, 2001) and takes
into account provision and contingent liability.

INTOSATI’s (1995) Accounting Standards Framework mentions four characteristics of the
accounting system: cash basis, modified cash, modified accrual and full accrual. Cash basis
recognises transactions when cash is received or paid. Financial statements prepared on this
basis would show cash received and paid during the reporting period (INTOSALI, 1995). Dis-
closure by this method produces a balance sheet, but it is limited to current assets and current
liabilities (Gross et al., 2005).

Modified cash basis recognises what is beyond the cash receipt and disbursement in the
reporting period, as well as cash received and paid during the short period after the end of
the reporting period (INTOSAI, 1995). Although there are many variations of this method,
adjustments at the end of the year resulted in some of the information being disclosed (i.e.
receivables and short-term debt) (Van der Hoek, 2005). In other cases, it acknowledges the
receipt of cash from liabilities, such as long-term debt, and its reclassification into short-term
debt as a current portion of long-term debt (Bremser & Hiltebeitel, 1992).

Modified accruals basis presents economic events when a transaction occurs regardless
cash received/paid with several conditions. For example, in the US, tax revenue are recognised
when the cash flow are both: 1) reasonably estimated, and 2) available for current expendi-
ture payment no later than 60 days. However, disclosures on the balance sheet still include
the accounts that are accrued as both assets and liabilities, just like full accrual. In addition,
amortisation/depreciation is commonly ignored (Voorhees & Kravchuk, 2001).

Full accrual basis uses an extensive practice of accounting in the business sector that presents
complete government performance and financial position statements. The recognition of rev-
enues and expen