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Abstract

The flexibility of accounting standards is one of the drivers of creative accounting.
Creative accounting is an cthical dilemma. It seems that creative accounting does not
exPlicithﬂ-’iolate the rules, but led misinterpretation and misdirection in user’s decision-
making. University learning environment is critical to the development of ethical values.
The social norm theory implies that religious institutions will shape people’s behaviors.
Otherwise, the theory of the sacred canopy argues that religion no longer affects the
aspects of life due to the increased level of modern society materiglism. The purposes of
this study are: first, to test the differences of ethical perceptions of undergraduate students
in religious and public universities: second, to examine the effects of moral
disengagement on ethical perceptions. The data collection method involved a
questionnaire to a total of 225 respondents from twcneligious-based universities and one
public university g\nalysis of Variance (ANOVA) was used to test the hypothesis. The
results show: (1) there is a significant difference in studern’ ethical perceptions between
the public university and religious-based universities, (2) there is a significant difference
students’ ethical perceptions students with high and low level moral disengagement.
Educational implication and suggestion for future research are proposed.
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Introduction

The accounting environment becomes more complex due to the change in
accounting standards from US GAAP (Generally Accepted Accounting Principles) to
IFRS (International Financial and Reporting Standards). Accounting rules become more
flexible because IFRS-based accounting standards are based on principle-based. The
flexibility of accounting standards is one of the drivers of creative accounting (Largay,
2002). Accountants take advantage of the flexibility of accounting standards in making
discretionary accounting to move reported earnings toward desired goals. It seems that
creative accounting does not explicitly violate or only slightly deviate from the rules. But
from a user’s perspective, this practice is unethical because everyone who uses earning
information generated from creative accounting tends to misinterpret and misdirect in
decision-making. Creative accounting is an cthical dilemma; then the assessment of
students’ ethical perceptions of the practice measures students’ ability to recognize and

understand cthical issues.

Not all accountants agree on creative accounting practices. Based on the survey,
56% of accountants stated that creative accounting is allowed and only 33% of
respondents said that creative accounting is not allowed (Faragalla, 2&[ 5). The obvious
question is: Why do some accountants agree with creative accounting and others do not?
Therefore, the purpose of this study is twofold. Our first objective is to examine the
effects of reli%)sity environments on ethical perceptions of creative accounting practices.
Our second objective is to examine the effect of individual attributes of moral
disengagement on ecthical perceptions of cr%tive accounting practices. Moral
disengagement is internal mechanism that allow people to behave unethically without

feeling distress (Moore et al., 2012).

Creative accounting is designed to prepare financial reports to achieve financial
performance targets. resulting in a misrepresentation of corporate performances (Balaciu
6 Pop. 2008). There are several methods to do creative accounting, among others: First,
accrual manipulation is ecarnings manipulation éuough the discretionary accrual
manipulation. Discretionary accruals are accruals used to reduce or enlarge carnings

reported by choosing accounting policies subjectively by management (Scott, 2009).




Second, real activity manipulation is defined as a deviation from normal operating
activities of the company which are motivated by management’s desire to give a false
understanding to stakeholders that certain financial reporting purposes have been
achieved through the company's normal cﬁrating activities (Roychowdhury, 2006).
Third. tunneling is defined as transferring of resources out of a company for the benefit of
its controlling shareholders (Johnson et al., 2000). Tunneling activities are often difficult
to identify s'ﬁe the activities are made and hidden within the seemingly legitimate
transactions. There were many ways for companies to do tunneling through related party
transaction such as receivables, asset lranﬁtions. trading transactions, cash payments
and equity transactions to related parties (Cheung et al.,2006; Cheung et al..2009b and
Jian & Wong, 2003).

Each type of creative accounting method have the costs and consequences. Accrual
management has no direct effect on cash flow; therefore, less likely to destroy firm
values (Badertscher, 2011). Because accrual management is done within Accounting
standards, so the possibility to be detected by investors, regulators and auditors is low.
Real activity manipulation and tunneling are more costly than accrual manipulwn' Real
activity manipulation and tunneling are impacts on cash flow, have negative impact on
optimal business activity and destroy long the firm value (Badertscher, 2011: Bertrand et
al., 2002; Cheung et al., 2006; Haseinyan et al. 2016; Sari et al., 2016; Lo et al,,
2010).The risk of detection of real activity manipulation is lower than accrual
manipulation (Badertscher, 2011). For example, if managemw engages a real activity
manipulation by cutting discretionary expenditures such as research and development

costs (R & D), such activities will not be scrutinized by the auditor or regulator.

Therefore, we especially examine whether religious environment and moral
disengagement influence ethical perceptions on methods of dnanaging earnings.
Differences from previous studies are: first, previous studies have extensively examined
the influences of religions on personal behaviors (Lehrer, 2004; Rawwas ef al., 2006) but
the extent to which religious environments have effects on ethical perceptions of creative
accounting of students has limited attention. Second, most of the previous studies focused
on the cthical judgments of the accruals and real activity manipulation methods (Bruns

and Merchant, 1990; Elias, 2002; Graham ef al.. 2005; McGuire ef al., 2012) but ethical
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considerations regarding tunneling have limited consideration. Meanwhile, with the
business group structure and low legal enforcement cause many cases of tunneling in
Indonesia, they are difficult to detect (Sari ef al., 2013). Recognition of cthical issues in
tunneling activities is important because it may cause harm to the company and
non-controlling sharcholders may even lead to the transfer of state resources to other

countries,

Understanding the impacts religious environment and individual attribute on ethical
perceptions of creative accounting is important because it makes us understand the
mechanism to increase the ethical values of accountants. Examining the factors that
influence the perﬁptions of ethical students will provide useful insights to educators and
regulators. The remainder of this paper proceeds as follows. In the next section, we
provide a review of I'&rature and hypothesis development. In section three, we describe
the research method. Section four, we discuss the results. In the final section, conclusion,

we present the implication of this study.
Review Literature and Hypothesis Development
Religiosity and Ethical Perception of Creative Accounting

There are two arguments about the influence of religion on creative
accounting. First, the opinion that religion has an effect on creative
accounting practice. According to this school of thought, religion
influences the practice of creative accounting because: (1) ti-
manipulative ethos of religion norms powerful reason against creative
accounting (K.Kanagaretman et al.2015); (2) several previous studies
indicate that religion is theource of morality and ethical behavior (Vitell,
2009:; Walker et al., 2012): (3) ocial norm perspective of religion also
suggesting a dampening creative accounting practice. Social norms influence
behavior because individuals prefer to conform to their peer group (Kohlberg,
1984) and avoid punishment for opposing standards, values, and beliefs that

are considered acceptable (Sunstein, 1996). Social norms have strong




a
influence.on human behaviors (Sunstein, 1996; Cialdini and Goldstein, 2004).
7
Stavrora et al (2013) states T#at religiosity as an social norm. Religion
7
is a social control mechanism. Those who behave in accordance with religious

norms will receive a higher level of social recognition, on the contrary,
those who violate the norm will accept social sanctions. (4) Risk aversion
is another explanation of why religion has an effect on creative accounting.

Manager in countries with higher religiosity relative molia risk averse
7
(Hilary and Hui, 2009; Shu et al, 2012). Risk-averse managers are less likely

to engage in opportunistic earnings management if only because of potential

litigation cost.

Recent studies test whether religion matter for financial accounting outcomes.
Conroy and Emerson (2004) examined the influence of religiosity on éhe use of
“accounting tricks to conceal”. With an experimental design, they found that religiosity is

ociated with lower acceptance of accounting manipulation. McGuire ef al., (2012)
found that firms in religious areas are less likely to engage financial reporting
irregularities. They argue that religiosity reduces acceptance of unethical business
practices. Du (2014) found that religion mitigates tunneling. These findings are consistent
with the view that religion has an important influence on corporate behavior and can be a
set of social norms and/or alternative mechanisms for reducing unethical tunneling

behavior.

Second, the theory of sacred canopbdeveloped by Peter Berger (1967). The main
component of Berger’s principles can be summarized that religious worldviews are
constructions by which societies legitimate the social order and maintain their
&mstellation of things, meanings, rituals, and institutions. Religious legitimatizes is
constructed and maintained by human activities; yet when this aspect of their existence is
agotten, they also inherently carry with them the danger of alienation (Kline, 2001).
Alienation is associated with the problems caused by rapid social changes, such as
industrialization and urbanization (see Industrial Revolution), which have broken down

traditional relationships among individuals and groups. The Sacred canopy theory argues




that religions have lost their influences in many aspects of life due to the increasing

materialism of our modern society (Berger. 1967. Gorski, 2000). People have become
very pragmatic and putting aside religious values. For example, politicians who are
legitimized religiously may at the same time do their activities in contrary to religious

values such as corruption and so on (Berger, 1967).

Several studies support the theory of sacred canopy. For example, among others,
Rawwas et al. (2006) examined ethical belief differences in academic dishonesty among
students at religious and secular universities in Japan. They found that religion is not an
impediment to academic dishonesty. Because of the Egh pressure of the capital market to
meet the profit targets, McGuire ef al.. (2012) found positive association between
religiosity and real activity manipulati(ﬁ‘ Managers in religious areas remain to
manipulate earnings. They prefer to use real activity manipulation rather than accrual
manipulation because managers view real activity manipulation is more cthical and less

risky (Graham et al., 2005).

Based on this discussion, we propose the following hypothesis 1 and More specifically,

stated in Hla-Hlc

Hl1. There is a difference in the ethical perception of creative accounting methods

between students at state universities and religious universities.

Hla. There is a difference in the ethical perception of accrual manipulation between

students at state universities and religious universities.

H1b. There is a difference in the ethical perception of real activity manipulation between

students at state universities and religious universities.
Hlc. There is a difference in the ethical perception of tunneling manipulation between

students at state universities and religious universities.

Moral disengagement on Ethical Perception of Creative Accounting

In addition to external factors, individual attribute of moral disengagement may

significantly affect the ethical perception of creative accounting. Moral disengagement




describes a mahanism for people to behave cthically without feeling depressed (Moore

et al., 2012). Social cognitive theory Etes that individuals use a three-step process to
maintain moral behavior according to what the individual possesses socially acceptable.
These measures include self-monitoring, assessment anddeactions. Self-monitoring
shows individuals controlling their behavior, according to their own moral standards.
Furthermore, the individual assesses this behavior through self-assessment, to ensure
appropriate action, given a moral standard. Eventually the process of individual

self-reactions allows people to anticipate how they will fall given specific action.

However, this process may not always work well, and individuals may disengage the
process. In this way, they can act in ways that are contrary to what they feel socially
acceptable, but they will not suffer from cognitive impairment. Moore (2008) hypothesis
that moral disengagement will result in increased initiation, facilitation and perception of
corruption within an organization. Individual with high on moral disengagement will be
casier to make an unethical decision (initiation), which result in a benefit for the
organization (facilitation). If this practice is rewarded and prevalent within organization,
it the organization could be perceived as corrupt (Moore, 2008). Research previously
found that a tendency to morally disengage predicts  some uncthical outcomes,
including self-reported unethical behavior, self-serving at work and a tendency to commit

fraud (Moore et al., 2012).

Individuals with higher levels of moral disengagement will have a tendency to
engage in unecthical acts in a business setting that would agree on creative accounting
practices even having a high tendency to undertake creative accounting. Following the

formally stated hypothesis relating to moral disengagement.

H2. There is difference in the ethical perception on creative accounting methods between
students with high and low moral disengagement

> R— s
H3a. There is a difference in the ethical perception of accrual manipulation between
students with high and low moral disengagement

- f— s

H3b. There is a difference in the ethical perception of real activity manipulation between

students with high and low moral disengagement




H3b. There is a difference in the ethical perception of tunneling manipulation between

students with high and low moral disengagement
Research Method

Participants and Procedure

The survey offered to 225 undergraduated business students from two religious-based
universitia and one public university. The survey offered to 225 undergraduated business
students from two religious-based universities and one public university. Sample
selection using purposive sampling with criteria: first, the students come from university
that accredited A. second, the student has taken the course of business ecthics,
intermediate accounting and auditing. Table 1 shows the sample characteristics.

Table 1: Participant Characteristics

Public University Religious-based university
Mean SD Mean SD

Age 20.6 0.78 20.5 0.86

GPA 3.57 0.16 347 0.21

Percent in Each Category
Male Female Male Female

Number of 35 64
Samples Observed 46 80

There were 25 male and 64 female respondents in the public university. In the
religious-based university, there were 46 male and 80 female students. The average age
of the public university students is 20.6 and that of the religious-based universities is
20.5.

Variable Measurement

Ethical Perception of Creative Accounting. We used modified Burns and Merchant’s
(1989) questionnaire to measure ethical perception of creative accounting. The

questionnaire contained accrual and real activity manipulation cases and we added a




tunneling case. The respondents were required to rate each question on a five-point Likert
scale ranging from 1 to 5 as follows: 1: ethical practice; 2: questionable practice; 3. minor

practice: 4: serious infraction: 5: totally unethical.

Moral disengegament. We used self-assesment of the propensity to moral disengage

which developed by Moore et al., (2012).

The type of university is measured by a dummy variable, 0 for public university and 1 for
religious-based university. Gender is measured by variable dummy: 0 female, 1 male.
aur model for testing the influence of ethics education, religiosity, and ethical orientation

on ethical perception of creative accounting uses the following form:

Ethical Perception on Bo+ i Type of University + fzMoral Disangement + BsGender +e

Creative Accounting=

The dependent variable, ethical perception, represents three measures of creative
accounting for accrual-based. real earning management, and &mneling. The independent
variables are type of university and moral disengagement In addition to our variable
interest, we also control for gender variable that prior research suggest are associated

with ethical perception (Ritter, 2006).

Hypothesis testing

To test the hypotheses, Analysis of Variance (ANOVA). The assumptions for factorial

ANOVA are that the observations are independent, the variances of the groups are equal
(homogeneity of variances), and the dependent variable is normally distributed for each
group.To test the assumption of horrﬁieneity of variances, Levene statistic was used. The
result of levene test is insignificant. This indicates that the assumption of homogeneity of
variances has been fulfilled. One-Sample Kolmogorov-Smirnov test was used to test the

assumption of normality, and the normality assumption is also fulfilled.
The analysis result of hypothesis testing of Hla - H1b presented at table 2.

Table 2 The result of Analysis of Variance
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Panel A: Result of testing hypothesis 1

Dependent Variable Type of University Mean F Test
Ethical Perception on Public University 292 7 16%*
Accrual Manipulation o ) ‘
Religious-based
university 2.64
Ethical Perception on Real Public University 248 477

Activity Manipulation o
Religious-based
university 2.35

Ethical Perception on Public University 329 10.12%*

Tunneling Manipulation
Religious-based

university 3.03

Panel B: Result of testing hypothesis 2

Dependent Variable Level of Moral Mean F Test
Disengagement

Ethical Perception  on Low 292 19 9%k

Accrual Manipulation ‘ ' '
High 2,64

Ethical Perception on Real Low 255 7 24k

Activity Manipulation ) ’ '
ngh 2>28

Ethical Perception on Low 397 g 14%*

Tunneling Manipulation ‘ ” ‘
High 3.05

%% 50 01, **p<0.05; *p<0.10

Hypothesis la predicts there is a difference in the ethical perception of accrual

wnipulation between students at state universities and religious universities. The result
show that there is a significant difference in the average value of students' ethical
perceptions on accrual manipulation between public and religious based university
students (p<0.05). The mean response of accrual manipulation of public university
students is higher than the mean response of religious-based university students. Results
showed that students in public universities is considered that accrual manipulation are

more unethical compared to the students in religious university. Therefore, the result
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support hypothesis la.
The result of hypothesis 1b testing show that there is a significant difference in the
average value of students' cthical perceptions on real activity manipulation between
public and religious based university students (p<0.05). The mean value of ethical
perception of public university students (2.48) is higher than the mean value of
religious-based university students (2.35). This suggests that students at religious-based
universities view manipulation of real activity as a more acceptable practice compared to
students in public universitia

Hypothesis 1c predicts that There is a difference in the ethical perception of real activity
manipulation between students at state universities and religious universities. The mean
value of cthical perception of public university students on tunneling manipulation is
higher than the mean value of religious-based university students. This implies that
students in a religious-based university view tunneling manipulation as a more acceptable
act compared to students in public universities.

The results of hypothesis testing 2a, 2b and 2c¢ (Table 2 panel B) indicate that there are
significant differences of students' ethical perception with high and low disengagement
moral level. Students with low moral disengagement assess that accrual, real activity and

tunneling manipulation are more uncthical than students with low moral disengagement.
Discussion and Conclusion

Although all the creative accounting methods have the same consequences of
misinterpretation for the user and degrade the quality of information, the ethical judgment
on creative accounting methods is different. Students in religious-based universities
perceive that accrual, real activity and tunneling manipulation are more ethically
acceptable than the students in the public university. This phenomenon supports the
sacred canopy theory which contends that religious values have faded due to the high
materialism. The results of this study also support McGuire et al. (2012) that aanagers in
religious areas also manipulate earnings using real activity manipulation due to high
capital market pressure to achieve profit targets.

Results of the testing of hypotheses 2a, 2b and 2¢ indicate that as individual's propensity

to disengage increase their acceptance in creative accounting practices. The result support
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previous research that moral disengagement will result in initiation, facilitation, and
perception of &aud (Bandura et al., 2000).

Overall, the results may be beneficial to academicians, practitioners, and accounting
researchers. All interested parties can suggest possible remedies and solutions to mitigate
creative accounting behaviors. Improvements should also be made on the education
organizational infrastructure such as performance evaluation and reward not only
oriented in the short term. This is because short term orientation can escalate competition
and deprive organizational members of ethical perspectives (Park, 1998) and religious
values (Rawwas, et al, 2006). Improvements are also required in the teaching of business
ethics to instill ethical values in prospective practitioners. Effective ethics education will
result in increased sensitivity cthical, moral reasoning, and even ethical behavior (Sims,

2002), thereby reducing the likelihood of moral disengagement.
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