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ABSTRACT

Integrity for someone as a Public Accountant is very important, with the integrity of public accountant someone
is educated to become professional accountants in working so as to detect the manipulation of financial
statements, although public accountant is not a guarantor to find irregularities in the form of manipulation
of financial statements, but public accountant will be considered guilty if it is negligent in carrying out audit
procedures.

The method for this study is descriptive verification that aims to determine the relationship between variables
through a hypothesis testing by using a hypothesis testing of Structural Equation Modeling Partial Least Square
as a tool in making decisions. The study results shows the role of Public Accountant integrity to the public
accounting professionalism is 46.6%, while the impact of professionalism in detecting manipulation of financial
statements is 38.6%.
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1. INTRODUCTION

“The needs of reliable and relevant information to create a demand for auditing services, auditing plays
an important role in the process to produce an opinion on financial statements” (Henry Simamora, 3,
2002; Alfian & Tresna, 2017). “Accountants are always dealing with financial statements and has become
a cultural profession that accountants always pay attention to the details, because accountants are always
dealing with financial statements that require conducting the audit in detail, to build a financial statement
auditor should be accountable for the financial statements, so there are demands that the report must be
right, plus an accountant is usually educated with professionalism” (Djoko Susanto in MAI, 10.2014).
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According Soedardjono in MAI (12.2014), “the crown of an accountant is integrity, how far an
accountant can maintain integrity, do not compromise on an invitation to fraud and cheating, if it can
be shown by an accountant, he will be honored. Now often people fear when they are dealing with the
authorities, the accountant does not have to be so because he acts based on facts. Accountants have
always put forward rules and principles, accountants always work based on standards”. Still according to
Soedardjono in MAI (12, 2014). “Accountants do not want to compromise to cheat, it must be shown so
that people will think twice before they invites us to compromise. Accountants are accustomed to working
with complete information, not half” (Djoko Susanto in MAI, 10.2014).

“Public accountant with integrity is absolutely necessary, accountant can act more as he is educated to
have integrity as a professional, with high integrity, an accountant would be a deterrent on acts of corruption,
not vice viers a that an accountant manipulate reports through creative accounting” (Mardiasmo in MAI,
8,2014).

The phenomenon occurs, “accountants are often stuck to the profession arrogance, to feel as if their
profession is the best it should be reconsidered. In this world there is no perfect system, deficiencies of
a system is populated by other systems, accountants have integrity and professionalism” (Soedardjono in
MAI, 12.2014), “besides Disruption of integrity has been started when someone asks for special treatment
or uncommon treatment, it will be a potential interference with the integrity of the officials who will take a
decision” (Muliaman Hadad in MAI, 35 2015), besides, according to Susi Pudjiastuti in MAI (2014) ‘claimed
that the high score of anti-corruption in Indonesia remained stagnant until last year, this is one of them is
caused by weak professionalism”, another case according to Rusmawan Anggoro W. in MAI (2015) “the
public accounting profession in Indonesia faces audit deficiencies that arise due to lack of professional
skepticism application and the increasing complexity of financial reporting”.

Tuanakotta (130, 2013) “states that the legal obligations of an auditor has not been clear to public,
regulators, and even the auditors themselves, some of the main reasons are the need for wisdom and
professional expertise in applying auditing, public misunderstanding (on the role of auditor), political
influence, continuous changes (regarding the liability of auditors), the nature of substantive and sampling
in the audit, and other environmental factors”. Still according to Tuanakotta (130, 2013) “lawmakers and
regulators seek to establish definitive legal obligations in a practical form. But the effort is not easy. Financial
auditors (internal and external) remain uncertain about the wide legal liability and professional responsibility
for detecting fraud when they perform audit”.

Based on the introduction above, researchers conducted a study with the title: The role of Public
Accountant Integrity to Public Accountant Professionalism in Detecting the Manipulation of Financial
Statements, surveys on public accounting firm in Bandung area.

2. THEORITICAL REVIEW

Integrity
To maintain and enhance public confidence, each member must fulfill their professional responsibilities
with the highest possible integrity. Other characteristics that distinguish each profession is the recognition

by profession members of any needs to have integrity, so that people trust each profession, the profession
must act with integrity in all of its decision-making. Integrity is personal characteristic that is valuable to
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accounting profession. This component is the benchmark by which the profession members must eventually
assess all the decisions that are taken in one engagement. Integrity is also the quality that is the basis for
public confidence. Integrity requires professional accountants to be honest and sincere in the corridors
of client confidentiality. The accounting profession has always had access to information about the client
activities. Information about the client’s business strategy is one example, as professionals, professional
accountant must maintain the information (Henry Simamora, 47, 2002)

In the Public Accountants Professional Standards, Section 110 (7, 2011) states that:

The principle of integrity requires that each practitioner’s to be firm and fair in the professional and
business relationship, while Muliaman Hadad in MAI (35, 2015) said Integrity has six pillars, namely honest
behavior, commitment to the vision and mission, Consistent and objective, Dare to take a decision as well
as ready to take risks, Discipline and Responsible

From the above explanation, the indicators for integrity of this study are: Assertive, Honest,
Commitment, Consistent, Objectives, Discipline and Responsible

Professional
In the Public Accountants Professional Standards, Section 150 page 16.

Principles of professional behavior requires each of accountants to comply with any laws or regulations
and avoid any action that could discredit the profession, this includes any action that could lead to the
creation of the negative conclusion by a third party that is rational and has knowledge of all the relevant
information to lower the profession reputation.

According to common definition, a person is said to be a professional if he meets three criteria, having
the expertise to carry out duties in accordance with the field, carrying out a task or profession by setting
standards in the related field of professions and performing the profession task in compliance with the
Professional Ethics which has been set.

Simply, professionalism means that accountants shall carry out their tasks with seriousness and rigor.
As a professional, accountants should avoid negligence and dishonesty. As professionals, accountants
acknowledge their responsibility towards society, clients, and peers, including behave respectably though
this is a personal sacrifice.

Section 150.2

In marketing and promoting himself in his work, every accountant must not demean the profession; every
accountant must be honest and must not do action:

(a) Making overstatement of professional services that can be provided the qualifications which are
possessed or the experience which has been obtained.

(b) Making derogatory statements or performing comparisons that are not supported by evidence
of the work of other accountants.

Profession by Hidayat Nur Wahid (9, 2006) is a conscious choice which is made by someone, a
“work” that is specifically selected, done consistently, continously, so that one can call if he had worked
in that field.
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While the professionalism which over arches the profession is passion, paradigm, spirit, behavior,

ideology, thought, intellectually to improve the quality of their profession. Professional is broadly related

and consistent with the profession itself.

From the above explanation, the indicators for professionalism in this study are:

1.
2.
3.

Auditing according to the rules and laws
Refraining the act which discredits the profession

Respecting colleagues

Detect the Financial Statements

According to Tuanakotta (1, 2013) the definition of fraud, “manipulation”:

1.
2.

3.

To be intentional.

To be done with malicious intent, discreetly and deliberately to cover up the important fact.
There is the element of deception, blurring or camouflage.

The aim is to gain illicit (#/legal advantage).

Still according to Tuanakotta (19, 2013)

The term “manipulation” is a translation of fraud (which is against the law) in the context of accounting

and financial reporting. Manipulation is done deliberately, with malice by the leader or manager of the

entity and not by the auditor. The linkages “manipulation” by accountant is associated with the questions

that are frequently asked, such as:

1.
2.

4.

Whether auditor is responsible for detecting manipulation in financial statements?

What are the expectations of the stakeholders to auditor regarding disclosure or manipulation
detection of financial statements?

Whether auditor and audit engagement that provides reasonable assurance can be relied upon to
detect manipulation in financial statements?

Or is it required special skills (forensic accounting and investigative audit)?

Tracing the history of the view that auditor is not a bloodhound who must be able to detect fraud,

especially manipulation in financial statements. The search showed that this view (that auditor is not a

bloodhound, but the watchdog or guard dog) it is said by a judge in the appeal court in England in 1896
(Tuanakotta, 105, 2013), still according to Tuanakotta (109, 2013) the questions that arise how much the
auditor’s responsibility to detect fraud? The definitive answer is that auditor is not responsible for revealing

errors and fraud which is not waterial.

Auditor is not a detective, or as it says, to do approach (in audit) with suspicion, or conclusions that

(it is obvious) there is something wrong. Auditor is a watchdog, not a bloodhound. Auditors should

not be held the responsibility if they do not successfully reveal fraud scheme that is so neat, when there is

nothing which arouse auditors’ suspicion.
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According to Samuel A.D. piazza, CEO of Price water house Coopers interviewed by Economic
Times (February 18, 2003) in Tuanakotta (123, 2013) about the role of auditor, the answer is:

In general, audit is not designed to detect fraud. Audit is designed to assess the financial position of
company. When doing it carefully, we observe whether there are things that look strange/extraordinary,
and sometimes it is found that it may find cheating.

Still according to Samuel A.D. piazza in Tuanakotta (123, 2013) it is not fair to expect all fraud cases
will be revealed in audit. But I agree, there is the issue of expectations here. Public thinks that we should
be able to detect fraud and therefore we believe that we must increase our focus on cheating. The gap
between public expectations about what we should do and what we are really doing is partly the cause of
the present confidence crisis. In a process of solving this problem we have to be realistic. If we do an audit
with the aims of revealing all the cheating, the fee for the audit will be increased 10 to 20 times. Because
it is a trade off between risks and benefits which should be considered.

There are some basic concepts which are related to the auditor’s responsibility to disclose material
fraud:

1. The first and foremost responsibility to present financial statements that are free from material
misstatement, which is caused by willful misconduct (fraud) or error (unintentional, error) is
on the company owner (in the closed company) or management (in a public company). In the
universal capital market regulations, this responsibility ultimately is at the CEO (chzef executive
officer) and CFO (chief financial officer). The owner/manager of the company is responsible for
building the environment and internal control systems so that the financial statements are free
of material misstatement.

2. When the manager (public company) conveys financial and nonfinancial information to users,
there is inequality of information (information asymmetry). Managers know (or should know)
whether the information is delivered to user information, it is true or not. Instead, users of
financial statements bear the information risk (information risk), the risk that the information
which receives, it is not true.

3. To reduce the risk of information to low enough level that can be accepted (acceptably low level),
the auditor’s role. Auditor checks the reasonableness of the assertion or statement which is made
or implied by manager of the company. The parables which are close to it is the profession of
journalists who cover the news and present the facts about what happened, and their opinions
about that fact. If that is presented does not correspond to the facts, and them embers of
profession (journalists or public accountant) provide opinion as if the report has already been
appropriate with the object it covers, at least report users question the ability or the credibility
of the complainant (journalist or public accountant).

According to Tuanakotta (117, 2013) Auditor’s Responsibilities are:

1. Auditor who conducts his audit is responsible for obtaining adequate assurance that the overall
financial statements are free from material misstatement, due to fraud or error. Because innate
constraints of an audit, there is a risk that it is inevitable that a material misstatement in financial
statements might not be detected, even though audit is planned and implemented with appropriate
ISAS.
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2. The potential impact of native constraints on an audit, is particularly significant in the case of
misstatement due to fraud. The risk of not detected a material misstatement due to fraud is greater
than material misstatement due to error. This is because fraud may involve sophisticated and well
organized ways to hide or disguise it, as in forgery, deliberately do not record the transaction, or
intentionally giving false representations to the auditor. The attempts to hide the fraud would be
more difficult to detect if it is done with conspiracy. Conspiracy could cause auditor to believe that
audit evidence is persuasive, but in fact it is false. The auditor’s ability to detect fraud depends on
the factors such as the perpetrator expertise, the frequency and width of manipulation, whether
there is collusion, amounts which are manipulated, and the perpetrators seniority. The auditor
may be able to identify potential opportunities for fraud, but it is difficult to determine whether
misstatements in the things that require thinking such as accounting estimates occurred due to
fraud or error.

3. The risks for auditors to detect misstatements due to fraud by management is greater than cheating
by employees, as the management is in the position that is directly or indirectly manipulating
accounting records, making false financial information or authorized in cutting control procedures
which are designed to prevent similar fraud to the employee.

4. When obtaining adequate assurance, auditor is responsible for maintaining his professional
vigilance during the audit, by considering the potential of management shutting down or stopping
the control and realizing that effective audit procedures to detect the error may be ineffective to
detect fraud.

From the above explanation, the indicators for detecting financial statements manipulation in this
research are:

1. Giving opinion on the presentation of financial statements that is supported by evidence
2. Accurate and relevant information in the opinion on the presentation of financial statements

3. Public Accountant examines the reasonableness of management’s assertions

3. RESEARCH METHODS

The research method in this study is Deseriptive |V erifikatif (Cansal). Descriptive research is the research that
illustrates the characteristics of the variables which are examined in a situation, whereas erification (Cansal)
is a research that aims to identify causal relation between variables through a hypothesis testing of S#uctural
Equation Modeling Partial 1 east Square as a tool in making conclusions.

In this research, data collection method was survey method for researching more than one
public accounting firms, whereas types of data in this study is consisted of primary data and secondary
data.

The population in this study was 30 Public Accounting Firms in Bandung Area (Directory IAPI
2016). The sample used as many as 15 Public Accounting Firms due to limited, time, place and cost, of 15
Public Accounting Firms it is represented by three public accountants for one Public Accounting Firm.
The paradigm of this research is:
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Integritas Profesionalisme Mendeteksi
Akuntan > Akuntan » Laporan Keuangan
X Y Z
Figure 1

4. RESEARCH RESULT

To test the role of integrity (X) in professionalism (Y) and its impact on detecting financial statements
manipulation(Z), researcher will use structural equation modeling with partial least square alternative method
using SmartPLS 2.0 software. 1n structural equation modeling there are two types of models which are formed,
they are measurement model and structural model. Measurement model describes the variance proportion
of each manifest variable (indicators) that can be explained through latent variables. Through measurement
model it will be known which indicators are more dominant in reflecting latent variables. After each
measurement model of latent variables is described it will further be elaborated the structural model that
will examine the role of independent latent variables (exogenous latent variable) to dependent latent variable
(endogenons latent variable).

5. MEASUREMENT MODEL (OUTER MODEL)

Measurement model is a model that connects between latent variables with manifest variables. In this
study, there are three latent variables with 13 manifest variables. Integrity latent variables consists of seven
manifest variables, professionalism latent variables consists of three manifest variables and latent variables
in detecting financial statements manipulation which consists of three manifest variables. The calculation
result uses Smar/PLS 2.0 it is obtained path diagram of full model as follows:
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2 . 2 2
| Y, | | Y, | | Y3 |
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0.753 0.846
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Figure 2: Full Model of Line Diagram

Through the factors weight which is contained in Figure 1, it can be seen in integrity latent variables
(X), X, dimension (Honesty) is the most powerful in reflecting integrity latent variable, on the contrary
X-dimension (responsible) is the weakest in reflecting integrity latent variable. At professionalism latent
variable (Y), Y, dimension (avoids any action that discredits profession) is the most powerful in reflecting
professionalism latent variable, on the contrary Y,dimension (audit according to the rules and laws that apply)
is the weakest in reflecting professionalism latent variable. At last on latent variable in detecting financial
statements manipulation (Z), Z, dimension (information that is accurate and relevant in the opinion on
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the presentation of financial statements) is the most powerful in reflecting the latent variable on detecting
financial statements manipulation, on the contraryZ,dimension (Giving an opinion on presentation of
financial statements which is supported by evidence) is the weakest in detecting latent variable on detecting
financial statements manipulation.

Furthermore, to determine whether the indicators which are used to measure the integrity and to
detect financial statements manipulation has had high degree of conformity, then it is calculated composite
reliability and variance extracted. Here are the calculation results of composite reliability and variance extracted for
each latent variable.

Table 1
Construct Reliability (CR) dan Variance Extracted (VE)
Variabel 1aten CR VE
Integritas 0,921 0,627
Profesionalisme 0,878 0,707
Mendeteksi manipulasi laporan keuangan 0,879 0,709

In integrity latent variables, extracted variance value of 0.627 indicates that on average 62.7% of the
information which is contained in each of manifest variables can be represented through integrity latent
variables. Then composite reliability value of integrity latent variables (0.921) is still greater than that is
recommended it is 0.70. Furthermore, on professionalism latent variables, extracted variance value of 0.707
indicates that on average 70.7% of the information which is contained in each manifest variables can be
represented through professionalism latent variables. Then composite reliability value of professionalism
latent variables (0.878) is still greater than that is recommended it is 0.70. Recently on latent variable that
detect a financial statements manipulation, variance extractedvalue of 0.709 indicates that 70.9% of information
that is contained in each of manifest variables can be represented through latent variables to detect financial
statements manipulation. Then composite reliability value of latent variable detects financial statements
manipulation (0.879) is is still greater than that is recommended it is 0.70.

Structural Model (Inner Model)

Structural model is a model that links exogernons latent variables with endogenons latent variables. Based on
the results of data processing it is obtained structural equation that will be tested as it is presented in the
following table.

Table 2
Structural Equation of Integritas Role to Professionalism and its Impact in
Detecting Financial Statements Manipulation

Sub Struktur Jalur Koefisien Dyitung™ R-Squnare
Pertama X—>Y 0,682 13,731 0,466
Kedua Y—>Z 0,623 8,120 0,386

Fhris = 1,96

Through the R-square value it can be seen that integrity gives the role of 46.6% in auditors’
professionalism at Public Accounting Firm in Bandung. Then the impact of professionalism gives 38.6%
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influence on the detection of financial statements manipulation at Public Accounting Firm in Bandung.
Furthermore, to prove whether integrity contributes to professionalism and its impact in detecting financial
statements manipulation, then hypothesis test is done.

The Influence of Integrity

Hy:v,;, =0  Integrity does not play a role in auditors’ professionalism at Public Accounting Firm in Bandung,.

Ha:y,;#0 Integrity plays a role in auditors’ professionalism at Public Accounting Firm in Bandung.

Based on the data in Table 5 it is seen 7.
(1.96). Because £, value is greater than 7,

Ha is accepted. So based on the test results it can be concluded that integrity contributes to accountants’

value of integrity variable (13.731) is greater than 7,

ritical
dicas then the error rate of 5% was decided to reject Ho so
professionalism at Public Accounting Firm in Bandung. The study provides empirical evidence that higher
integrity will improve accountants’ professionalism at Public Accounting Firm in Bandung. Integrity gives
the role of 46.6% in accountants’ professionalism at Public Accounting Firm in Bandung.

The Effect Professionalism

Hy:PB,; =0  Professionalism does not play a role in detecting financial statements manipulation at Public Accounting
Firm in Bandung.

Ha : Bz,1 #0 Professionalism plays role in detecting financial statements manipulation at Public Accounting Firm
in Bandung.

Based on the data in Table 5 it is seen 7, ic
than 7 ;.. (1.96). Because 7. value is greater than 7,
reject Ho so Ha is accepted. So based on the test results it can be concluded that professionalism plays a

value of professionalism variable (8.120) and is greater
dicas then at the error rate of 5% it was decided to
role in detecting manipulation of financial statements at Public Accounting Firm in Bandung. The study
provides empirical evidence that higher professionalism will make the detection of financial statements
manipulation better at Public Accounting Firm in Bandung. Professionalism provides role at 38.6% against
the detection of financial statements manipulation at Public Accounting Firm in Bandung.

6. DISCUSSION

To cope with the disruption of integrity when someone asks accountant for special treatment or uncommon
treatment, accountant must be Assertive, Honest, Commitment, Consistent, Objectives, Discipline and
Responsible, whereas to prevent fraud because accountants’ professionalism is weak, is when doing Audit
an accountant must be according to the rules and laws, Refrain the action which discredits profession
and Respect colleagues, so that in the end accountant will be able to detect the manipulation of financial
statements through the Giving an opinion on the presentation of financial statements which are supported by
evidence, obtaining accurate and relevant information in the opinion on the financial statements presentation
and Public Accountants examine the reasonableness of management’s assertions

7. CONCLUSION

Public Accountants Integrity has a role of 46.6% in the professionalism of public accountants, while
professionalism has an impact in detecting manipulation of financial statements of 38.6% means a public
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accountant who is Assertive, Honest, Commitment, Consistent, Objectives, Discipline and Responsibility,
then the accountant in conducting his audit will be according to the rules and laws, avoid the actions that
discredits profession and respect for colleagues so that to detect the manipulation of financial statements
through Giving an opinion on the presentation of financial statements which is supported by evidence,
obtaining the information which is accurate and relevant in the opinion on the financial statements
presentation and Public Accountant examines the reasonableness of management’s assertions.
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