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ABSTRACT

Audit Committee Effectivencss in Indonesia— From The Perspective of
Independent Aunditor
¢ Advisors D, Eddy R.Rasyvid, M .Comm,Ak

This research is mmed 1o describe the opinion of independent auditor fowards
the efectiveness of audit committee in Indonesia. The participants of this rescarch
are & independent auditors who have working expenence over than & years m 50108
CPA firms. The maodel of this research 15 deductive gualitative research which use
interview as lechnique in collecting the data The data is analyzed by using content
analysis methed. As a resuly, the participants stated that audic commuliee effectvencss

in Indonesia 1s vanss
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INTRODUCTION

L

1.1 Background 3

Financial reporting is the process of pathering and recording financizl
information which done by management in one accounting period. The financial
veporting priduees a Anancial report that will be announced to the users for intended
purpases. The users of financial report are commonly called as the stakeholders.,
which include investor, creditors. analysts, emplovees, and  government, The
stakchalders use financial report as a basis 1o measure the com pany’ s performance,

The fimancial report reflects the whole company’s financizl condition in one
accounting peried. So that the financial report must be reliable and relevance for the
stakeholders. Unreliable disclosure in financial repart will cause weong decision that
sulTers stakehalders to the loss.

One example of unreliable disclosure in financial repoart was the seandal of
Enron. The bankruptey of Enron Comporation was the biggest case of bankruptey in
2001, Enron was the higgest natural gas pipeline company ounded by Kenneth Lay
in 1983 through the merger of Houston Matural Gas and Intermorth (Palepu, Healy,
2MIEh Enron had an excellent performance in the year of 1990 - 2000, It could he
seen through its stock rose 31 1%, By December 31, 2000, Enron’s stock was priced

al B83.13 and its market capitalization exceeded S 60 billion, 70 times eamings and



six times book value, indication of the stock markel’s high expectations about its
future prospects, In Addition, Enron was rated the most innovative larpe company in
America in Fortune’s Most Admired Companies suevey, In the vear of 2001, Enron’s
Image was in tatters and its stock price became nearly 1o zere and December 2001 the
company was going o bankraptey (Palepu, Healy. 20031, The bankruptey of Enron
indicated that there was a fraudulent in financial reporting done by management and
the weaknesses of its intermal control

Palepu., Healy (2003} sssed that the povernance and incentives prizhiem
contributed o Enron’s rise and f2ll. Catanach Jr, Catanach (2003 found a high
prabability of esmings manipulation in Enron's financial statement for several vears
preceding its bankruptey, In addition, they briefly described that there was 2 misused
of accounting and lnancial reporting standards related to Enron’s consalidation of
Special Purpose Entity (SPE) and issuance of stock for notes receivahle.

Overall. the bankruptey of Enron was caused by the weaknesses of its internal
control that trigger management did manipulation through using the lmiation of
accounting standard in that time. This randulent was undetected for so long because
there was cooperation between its manzgement, external auditor — Arthur Andersen,
and its sell-side analyst in hiding the problem. The corporate audit commities, as a
monitoring board, did not effective at all. There are some facls about the weakncsses
of Eoron’s audit committee that quoted from Journal of Economics Perspectives -
The Fall of Enron written by Palepu, FHealy {2003) :

1. Corporate audit committee usuzlly meets for just a few times during the year,
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CONCLUSION AND

RECOMMENDATION

5.1 Research Conelusion

.- The overall objective of this research 15 to explain the implementation of rales
ol audit commettee reparding o mamtain the guality of financial reporting within the
company that wall let the company achieving geod comporate governance. In addition
this research explams the nature of the implementation audit committes and pood
corpotate povermance i Indomesia based on the opmion of some independend
auditors,

The develepment of good corparste povemance existed in Indoresia since the
case of Enron in 2002, The povemmenl makes serious affort o creale GOG
condition i Indonesia by issuing the regulabion 1w implement GOG o within the
comparry, especeally in the highly regulated companies such as public listed
company, BUMN, and hanking company. The regulation brings posilive impacts 1o
the busmess environment in Indonesia, event though the companies are forced by the
regulation. Maostly the auditor assessed that there 15 rapid development of GCG in
Indanesia, bul it 1 not elfective at 2l In contrany, there are some auditor wha do not
able 10 pssessed the development of GCG in Indonesia becavse they not aware in
assessing GO G speailically

Audit commuttee 15 one of imperant elements of corporale povemnance as an

oversight funciion that help BaC in monitoring the company. The need of audi
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