
IAC Good University Governance 
November 24 - 25, 2011, Surabaya - Indonesia 
www.lac-unesa.com 

PROCEEDING 

SEHEN GRESIK 

International Accounting Conference 

(IAC) 

GOOD UNIVERSITY GOVERNANCE 

November 24-25, 2011 

Accounting Department, Faculty Of Economic 
Universitas Negeri Surabaya 
"Growing With Character" 

81.3 

\ 

Accounting Department,, Faculty of Economic, Universltas Nege:ri Surabaya 



IAC Good University Governance 
November 24 - 25, 2011, Surabaya - Indonesia 
www.iac-unesa.com 

International Accounting Conference 

(IAC) 

\ Diterbitkan Oleh : 

~J PT REVKA PETRA MEDIA 

JI. Pucang Anom Timur no.5 Surabaya 

e-mail: reykapetra.medja@liye.com 

~BN : 97&-b02-i9~3~-0-3 

Hak dpta d11indungi undang·undang. Dilarang memperbanyak atau memindahkan sebagian atau 
seluruh lsi buku lni ke dalam bentuk apapun, secara elektroois maupun mekanls, termasuk 
fotokopi, merekam, atau dengan tcknik perekaman lainnya, tanpa izin tertulis dari penerbit, 
Undl!ng-undang Nomor 19 Tahun 2000 tentang Hak Cipta, Bab XII Ketenl\Jan Pidana, Pasal 72, 
AYAT (1). (2) DAN (6) 

Accounting Department, Faculty of Economic, Universltas Ne,eri Surabaya 



Foreword 

IAC Good University Governance 

November 24 - 25, 2011, Surabaya - Indonesia 
www.iac-unesa.com 

Congratulations because of your hard work, finally we can hold this 
prestigious event, The First IAC 2011. I really thank you for your 
dedication and spirit to make this event happen. It needs no less than one 
year to prepare this event. And now we can see people from some 
countries meet and have intense discussions on Good University 
Governance, to exchange information and ideas on how to develop 
education as well as research to build better world for better future. 

I welcome to all my guests from United States, Malaysia, Tunisia, 
Pakistan, and Thailand. Please enjoy not only the conference but also the 
social and cultural activities. You will find out why Indonesia is wellknown 
in their hospitality. People here is warm and open to the foreigner. Once 
again, don't waste your time during your stay, explore Surabaya and find 
many interest things. 

For all colleagues, I would like to say thank you for participate in this 
conference. Hope you have best t ime here. This conference is a good 
opportunity for all of us because it can provide a means to sharing 
experience and knowledge. 

My great honour for all people or companies that help us to realize our 
dream, to have this conference. Thank you for your participation, I hope 
we can maintain this relationship, together we build better education, 
better earth, and better live. 
Finally, enjoy the conference and have fun each other. 

Kind Regards, 

Prof. Dr. Bambang Suratman, M Pd. 
Dean of Faculty of Economic 
Universitas Negeri Surabaya 
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Relationship Between The Corporate Governance Mechanism 
and Auditors Characteristic to The Restated Financial Statements 

In Indonesia Stock Exchange 

Ardiansyah Rasyid 
Universitas Tarumanagara {Indonesia) 
Email: ari_ardiansyah@hotmail.com 

ABSTRACT 

The objective of this research is to find the corporate governance mechanism 
and Auditors Characteristic to influence the occurrence of the restated financial 
statement. That factors influence the financial stement quality. The restated 
financial statement has indicated that the financial statement quality previously 
is down grade. Hence, proxy of decreasing financial reporting quality is measured 
by through occurrence of restated financial reporting. The result of this research 
have found that the number of audit committee contribute to influence this 
occurrence, but for independent Commissioners can not depict clearly. For 
auditors characteristic does not have a relationship to occurrence of restated 
financia l reporting, because not-big four can influence the quality of financial 
statement than the big four performance. This result does not support premise 
that big four have good performance than not big-four. 

Keywords: Restated Financial Statement, Independent Commissioners, Audit 
Committee, AuditorCharacteristic 

INTRODUCTION 
The principal concern is about the event in companies that have presented the 
audited financial statements of companies listed on the Indonesia Stock 
Exchange. This is related to restated financial statement that are presented to 
market or investors. This rise up the questions what happened with the 
presentation of financial statements that were submitted at the previously and 
then be restated. This will bring up the lack of requirement to meet standards of 
financial statements, which may be a disobedience to the accounting standards, 
the complexity in measurement and recognition of the transactions can lead to 
the restated financial statement. There are several options granted to the 
accounting standard that allows the internal company prefers to choose a more 
profitable for the company's internal party and the election of this option causes 
the violation in preparing the financial statements. 

With the restated financial statement led to high transaction costs, due to 
an error in the first presentation. This error can cause a misleading to interpret 

' \ 
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the condition of the company and finally, this occurence influence decision 
making in stock market. This error would hurt investors and inefficient in capital 
allocation. The condition is not good for the capital market and, mostly, investors 
are very dependent of the financial information. That will be reduced by 
corporate governance mechanism implementation and now, most of companies 
have known the concept of corporate governance (CG) mechanism. This is part 
to reform how corporate govern well. With this mechanism can reduce the 
agency cost resulting from the role of agents who try to fulfill their self-interest 
and also by involving outside parties the company to be able to monitor how 
they perform corporate management. Particularly, those manifestations are 
related by the agency cost in preparing the financial statements, namely the 
opportunity to make earnings management to be able present financial 
statements. 

The process of preparing the financial statements must involve the external 
parties and the audit process must be conducted by external auditors 
(independent auditor). The involvement of the independent auditors is to ensure 
that the financial statements to be presented fairly and truthfully. That thing is 
likely as a guarantee in the financial statement in order to achieve higher quality 
in financial statement. 

Additionally, the implementation of corporate governance mechanisms is a 
characteristic of the company, as a manifestation of their concern towards the 
highly quality of financial statements. It means to reduce the gap of knowledge 
between users and preparers or information asymmetry. Besides, the external 
auditor has an impotant role to prepare high quality finanacial statement. 
Therefore, selecting the external auditorsis a part of process in order to ensure 
the higher achievement for quality of report. These accounting issues are the 
intersection of financial reporting quality and audit quality. 

LITERATURE REVIEW 
Restated Financial Statement 
Standing Advisory Group Meeting (SAG, 2008): "We define a 'restatement 
announcement' as the first public announcement, publication date, or filing date, 
that either: 1) captures restatement, 2) reveals an intent to restate, or 3) 
discusses a "concern" that correlates to a subsequent restatement 
announcement''. 

The occurrence of restated financial reporting is caused by errors 
presentation and this thing will distort the price of shares in the capital market. 
With the accuracy and fairness in the presentation of financial statements will 
reduce or eliminate the share price distortion. The financial statements have 

Accounting Department, Faculty of Economic, Universitas Negeri Surabaya 
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control, then this will better ensure the presentation of financial statements that 
ultimately can improve the quality of financial statement presentation. 

External Auditor Characteristics as a External Party 
Studies on the economics of auditing and the pricing of audit services provide 
evidence of the Big 4 as a surrogate for audit quality. The reason of that, because 
the Big 4 audit firms have greater resources, they may represent more attractive 
litigation targets than other a.udit firms, especially much smaller ones. 

The other control is through an external mechanism or known also as the 
market mechanism is done through external auditors. The External part is the 
external auditor (Public Accounting Firm) that aims to focus in the process of 
preparing the financial statements and also due to that matter.The external 
auditors play an important role in ensuring the financial statements quality. This 
means that the external auditor is the end-gate of the process of financial 
statements. 

The external auditors can be classified according to the quality and 
reputation that they already have it. With the reputation of the external 
auditors, the audit work was performed by external auditors will be more 
qualified. It will provide assurance to the fairly and truth fully presentation of 
financial statements. 

Previous Research 
Previous studies, Agrawal and Chadha (2004) found that the likelihood of 
restatement of financial statements is significantly smaller in firms that have 
audit committees and independent commissioners including financial expertise. 
For that research result, there is a relationship between good corporate 
governance mechanism and therestated financial statements. Now, This 
research was inspired by the previous research and for this research is to 
conduct further observations using the variables in the audit committee and 
independent commissioners have a relationship with the events of the restated 
financial statements. In the article Bachtiar and Veronica (2005), they use 
research methods with a variable occurrence of events such restatement of 
financial statements as the dependent variable is measured using dummy 
variables. The results show that the corporate governance mechanism may 
reduce the errors that will occur, or avoid the mistakes that occurred in the 
financial statements. 

Corporate's audit committee is in charge the process of preparing the 
financial statements and for the presentation of information derived from 
financial statements can be tested, reliable and relevant. Klein {2002) found a 
negative correlation between the audit committee with earnings management. 
Therefore, the existence of an audit committee can avoid the occurrence of the 

Accounting Department, Faculty of Economic, Universitas Negeri Surabaya 
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presentation of false and inaccurate. The results of this study indicate that the 
concept of corporate governance mechanisms will increase the quality of 
financial statement presentation. At present, this is a global demands of doing 
good business practices that resulted in a more transparent and the higher 
quality of information from financial statements. 

Implementation of GCG can be seen by through the presence of audit 
committees and independent commissioners and from GCG can play an 
important role improving the quality of the presentation of financial statements 
or to avoid the occurrence of errors in financial statement presentation. This 
means that will reduce or eliminate the occurrence of restatement of financial 
statements through that actively involvement of audit committees and 
independent commissioners in preparing the financial statements. 

External Auditor is a external party to influence the quality of financial 
statements, because from this party the financial statement can be presented. 
Therefore, the size of external auditor is to characterize the capacity building 
from that external auditors. The External Auditors in the big four will have the 
ability in conducting the good audit process, because they have good human 
resources, good infrastructure and other system to support that work.Usually, 
they have had a lot of experience in providing services to corporates or clients. 

RESEARCH METHOD 
Research Design 
The design of this study is like a descriptive research, which is a study to find the 
facts with the interpretation. The descriptive study aims to describe the 
characteristics of the variables that have a connection or relationship with the 
object to be observed (Sekaran & Bougie, 2010). This research is also a 
translation and explanation of a causal association which aims to determine 
whether there is a correlation between corporate governance mechanism and 
auditor characteristics with the restated financial statements. With the 
implementation of corporate governance mechanism will affect the process of 
financial statements preparation and these will avoid from the restated financial 
statement. The composition of independent commissioners and audit committee 
will also have a relationship of financial statement presentation quality and also 
the independent auditors can influence to. 

Implementation of corporate governance mechanisms, such as the 
composition of independent commissioners and audit committee member is a 
variable that can be associated with the restated financial statements. The more 
qualified the composition of independent commissioners and audit committee 
can influence the higher the quality of financial reporting. This thing can indicate 
the corporate may avoid the occurrence of restated financial statements. 

Ac.counting Department, Faculty of Economic, UnlveNltas Negerl SUrabaya 
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Sample 
Our sample of restatement was selected from audited financial statement by 
through the statement of auditor opinion. Disclosure of other corporate's events, 
and annual report are identified by using keyword searches for restatements 
(e.g., restate, revise, adjust, error). We included restatements on Indonesia Stock 
Exchange Companies where the first submission in the beginning year (from first 
January up to at the end of June (Dechow and Skinner (2000)). 

RESULTS AND DISCUSSIONS 
Descriptive Data 
The total companies listed in Indonesia Stock Exchange that there are 36 
companies that have restated the financia l statement. The period is from 2004 to 
2009 and the research has limited the range of periods, because the research can 
only collect data from this periods. The research reviews the whole sample to 
find which corporates have restated the financial statement. The research 
actually found some corporate and only, the number are 11 corporates. This is a 
kind of research method that must carefully select and this is what we called 
data filterization from 36 corporates to 11 corporates. These corporates is really 
to make errors and it can be read from their audit statement (audit opinion 
statement). 

Corporate Governace Mechanism (CGM) 
Audit Committee (AC) 
CGM should influence the financial statement quality, such as Table 1: 

Table 1 
Committee Audit 

No The Ran e of Members #of Corporates 
1 Up to 3 members 8 

3 More than 3 Members 3 

Members Type 
1 Commissioner lndep. 
2 Outside Cor . 
1 Commissioner Ind. 
3 Outside Corp. 

Based on the above, the figure can depict the corporate influence data 
collection from this research, hence, it is consistent that the content of 
committee audit member can influence the restated financial statement. It can 
be seen in the Table 1, the number of audit committee member can indicate that 
influence the restated financia l statement. It means that the number of 
composit ion from the audit committee. The composit ion from the outside can 
effectively influence to the process of financial statement presentation. 

Accounting Department, Faculty of Economic, Universitas Negeri Surabaya 
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The Size of External Auditor 

The size of External Auditor should influence thequality of financial statement, it 
means External Auditor from the Big Four (BF} are more qualified than Not-Big 
Four (Not-BF}. BF has many clients, more experience, good reputation, good 
infrastucture and good human resources. Now, the research have found such as 
in the below: 

Table 2 
Before and At the Restated Financial Statement 

No Description The 
Number 

1 BFBefore Restated 5 
Not-BFBefore Restated 6 

2 BFAt the Restated 4 
Not-BFAt the Restated 7 

In the above table has indicated the data does not proof that there is a 
relationship between size of External Auditor and the quality of financial 
statement. Because external auditor from the big four has actually five 
occurrences and this is not big different with not-the big four (S compare 6 
occurrence}. It means that the external auditor from the big four is not 
automatically no error. At the restated financial statement, external auditor from 
not big four is more than the big four to find error or mistaken from financial 
statement. Once again, this describe that the Not BF has good quality to find 
some kind of error (7 compare 4). The premise is that the BF has good quality 
than not-big four, it is not right for that some condit ion. 

External Auditor Switch 

Restated financial statement can be occurred by external auditor, because 
external auditor find something error or mistaken from the financial statement. 
If the corporate is really wants it, the corporate can influence by switching the 
external auditor. This motivation can increase the quality of financial 
statetement. Hence, the restated financial statement does happen.this can be 
seen in the table below: 

Accounting Department Faculty of Economic, Universita.s Negerl Surabaytl 
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Table 3 
Auditor Switch 

No Switch/Without- Number Description 
Switch 

1 Switch 1 AmongBig Four 
3 AmongNot-Big Four 
0 Big Four - Not-Big Four 
0 Not-Big Four - Big Four 

2 Without Switch 3 Big Four 
4 Not-Big Four 

In the above table indicate that it is not strong to prove the premise, because it is 
only 4 occurence for auditor switching and the others are 7 occurence. But the 
research can analyze between big four and not-big four, t he number from not­
big four is more than big four. Those thing can indicate that it is not always Big 
Four can perform good quality audit, because there are 7 not-big four can 
perform to find the something error from the financial statement. Contrary, with 
big four Is only 4 occurence. 

CONCLUSION, LIMITATION ANO SUGGESTION 
Conclusion 
The research result can conclude as below: 
1. The research can not proof that CG mechanism can achieve good quality for 

financial statement, but only in audit committee can proof that the number 
of audit can influence to find sothening error in the financial statement. 

2. For External Auditor can not show that Big Four more better quality than 
Not-Big Four, it is not so different number for finding error in the financial 
statement. Also, for Auditor switching show that the number of Not-Big Four 
is more than Big Four. 

3. And the last, auditor switch is rarely happen and this indicate that 
corporates do fully to drive to the highest of financial statement quality. 

Limitation 
The research has some limitations such as: 
1. The period is only around 2004 - 2009. 
2. The research is only to include corporates have done the restated financial 

statement. 
3. The research does not classify the type of error from the restated financial 

statement. 
4. The research model is only description research model, the research is only 

to describe it. 
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1. The research has to extend the periods. 
2. The research should include corporates that do not restate the financial 

statement. 
3. The research should identify and classify the type of error from the restated 

financial statement. 
4. The research should develope the other research mode and more in depth 

analysis. 
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