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INTRODUCTION

Accounting scandals such as Enron,
World Com, and Tyson led to a crisis

of credibility for the accounting profession.
The scandals raise educators’ awareness of
the importance of character issues in ac-
counting education. Some schools imple-
menting character education curriculum
(Coyne & Coyne, 2000; Lord, 2001; Skaggs
and Bodenhorn, 2006; Berkowitz and Bier,
2007, Viadero, 2003) are directed to instill
the values   of character. There are several
previous studies testing the effectiveness of
character education. Viadero (2003) found
that students taught by 5 character values
(cooperation, assertion, responsibility, em-
pathy and self control) have reduced their
problem behaviors. Berkowitz and Bier
(2007) found that character education af-
fects socio moral cognition, prosocial be-
haviors and attitudes, problem-solving
skills, and decreases in general misbehav-
ior. Viadero (2003) and Bulach (2002) sug-
gested the importance of character educa-
tion in the class room. However, there is
little or no empirical evidence on the effec-
tiveness of character education in reducing
other specific behaviors (Peterson & Skiba,
2001, p. 159), such as the problem of cre-
ative accounting. This  study is address ed
to confirm a critical gap in the extant char-
acter education literature. This studies
aimed at testing the effectiveness of char-
acter education in reducing the intentions
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of doing creative accounting. This study
compares the intentions of doing creative
accounting between students at the univer-
sity that implements character education
and students in state universities that do not
implement character education.

Further more, this study also compares
the intentions of doing creative accounting
between students at state universities that
implement character education and students
at the religious-based universities. Theory
of rationalization assumes that religious
teaching/education influences ethical behav-
iors (Weber, 1958). Each religion forms the
distinctive orientations to all aspects of life
and the orientation affects peoples behav-
ior and social institutional structures (Lenski,
1963). The theory implies that institutions
including religious institutions will shape
peoples behaviors (Klein, 1987). The theory
of the sacred canopy argued that religion
no longer affects the aspects of life due to
the increased level of modern society me-
terialism (Gorski, 2000). In the modern ma-
terialistic and very pragmatic society, there
is a tendency for the exclusion of religious
values. For example, several prominent
politicians appear as uphold religious con-
tents, but at the same time, carry out ac-
tions that violate religion such as corrup-
tion (Berger, 1967).

Some researchers tested the effective-
ness of character education. Lasley (1997)
reported that implementation of character
education in elementary and secondary
schools has an effect in the reduction of be-
havior problems and students taking more
responsibility for their actions. Lord(2001)
found that the character education in Texas
can change the emotional climate in the
school. Berkowitz and Bier (2007) test char-
acter education and effectivenees in reduc-
ing discipline problems in class. Unfortu-
nately, there is little researchon the effective-
ness of character education in reducing or
preventing specific deviant behaviors devi-

ate (Peterson & Skiba, 2001, p. 159) such
creative accounting.

Manipulation of accounting information
can be categorized into fraud and creative
accounting. Fraud accounting violate ac-
counting standards and laws, while creative
accounting does not. This study focuses on
the effectiveness of character education in
lowering the level of creative accounting.
Creative accounting explains the use of tech-
niques appropriate to accounting standards
to present in a favorable position is some-
thing that does not exist (Ana-Maria
Marculescu et al., 2001). The flexibility of
accounting policy is said to be the legal part
of the practice. Therefore, the goodwill and
the moral values of the accountant matter.
Therefore, the goodwill and the moral val-
ues   of the accountant matter. Mayhew and
Murphy (2009) found that students who re-
ceive ethics education have misrepresented
the financial statement level lower than stu-
dents who do not get ethics education. How-
ever, not many studies compare the effec-
tiveness of character education to reduce the
manipulation of accounting information.

Literature Review
Creative accounting

The term creative accounting’ is used
to describe the use of applicable account-
ing techniques that allow the company to
report financial results that do not accurately
describe the substance of their business.
The creative accounting method is note
worthy that, although there is use of gener-
ally accepted accounting principles, if has
proven to be misleading/deceptive (Metcalf,
1977, p188). In general, creative account-
ing is unethical   designed to prepare the
financial statements in order to meet the
expectations of managers regarding the fi-
nancial position and performance, resulting
in mis-representation of the performance of
the company (Balaciu & Pop, 2008, pp.
935-940
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An ethical obligation for all parties in-
volved in the preparation of financial state-
ments in that financial statements should
represent the true financial condition. The
financial report is one way to report
company’s business performance to inves-
tors, regulators, and stakeholders (Elliott,
B. et al. 2005). Reporting an accounting
process involves a lot of judgment and re-
solving conflicts between competing ap-
proaches to the presentation of the results
of financial events and transactions
(Jameson, 1988). Flexibility in the account-
ing standards provides the opportunity for
manipulation and misrepresentation. The
activity is known as ‘creative accounting’
(Jameson, 1988). Creative accounting is the
use of knowledge of accounting rules to
manipulate the figures in the accounts of a
business. Merchant and Rockness (1994)
and Schipper (1989) stated that creative
accounting is a full disclosure of manage-
ment intervention in the financial reporting
process. Gray (1988) stated that creative
accounting is unethical because its conse-
quences can be drawn in terms of potential
damage for each expected beneficiary of
the decision

Theory of Reasoned Action
The Theory of Reasoned Action

(Fishbein & Ajzen 1975; Ajzen & Fishbein
1980) states that the individual performance
of a given behavior is primarily determined
by a person’s intention to perform that be-
havior. This intention is determined by two
major factors: the person’s attitude toward
the behavior (beliefs about the out comes
of the behavior and value of these out-
comes) and the influence of the person’s
societal environment or subjective norm
(beliefs about what others think the person
should do).

Attitudes toward the behavior consists
of positive and negative evaluations. Posi-
tive evaluation is the evaluation of positive

results, or results that drive the behavior.
Evaluation of positive beliefs cause high
attitudes toward the behavior to occur.
Confidence negative (N) is a combination
of the like lihoods of out comes with the
evaluation of out comes. The higher the
value of N, the lower the intention of doing
creative accounting since they result from
desirable but unlikely outcome or unlikely
undesirable. Attitudes toward a behavior will
increase intention to perform the behavior.

A subjective norm refers to the person’s
perceptions of the social pressures to per-
form or not perform the behavior in ques-
tion. Generally, people will perform behav-
iors that they value highly and that are popu-
lar with others and will refrain from behav-
iors that they do not regard favorably and
that are unpopular with others (Petty &
Cacioppo, 1981).A subjective norm is de-
veloped to incorporate beliefs of specific
referents and the individual’s motivation to
comply with these referents. A referent is an
individual or group of individual whose opin-
ion has influence on the individuals deci-
sion process. Individuals who believe that
the referent group agrees with their behav-
ior and have a desiretoad here to another
person, the higher the intention to do cre-
ative accounting.

Udin (2000) tested the theory of rea-
soned action on the intention to perform
fraudulently CFO of financial reporting.
Udin(2000) found that attitudes significantly
effect on the intention to perform fraudu-
lently of financial reporting. Following Ajzen
& Fishbein 1980 in the theory of reasoned
action, we propose these hypotheses:
H1a : there are positive effect positive be-

lief on attitudes toward creative
accouting

H1b : there are negative effect negative be-
lief on attitudes toward creative ac-
counting

H1c : attitudeseffect on intention to do cre-
ative accounting
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H1d : referent groupseffect on subjective
norms

H1e : subjective norms effect on intention
to do creative accounting

The Effectiveness of Character Education
Character education is defined as the

growth of those aspects of the individual
that represent his or her ethical worth in-
cluding behavior, cognition, affects, values,
personality, identity, and skills that are not
moral themselves but support moral func-
tioning(Berkowitz & Fekula,1999, p. 18).
Michael Josephson (2002) developed 6
pillarsof characters consisting of  trust wor-
thiness (honesty, integrity, reliability, loy-
alty), respect,  responsibility, fairness, car-
ing, and  citizenship.Peterson and Skiba
(2001)  suggests that lecturers should have
certain qualifications to teach character
education. Such qualifications include  (1)
self-respect that derives feelings of worth not
only from competence but also from posi-
tive behavior toward others; (2) social per-
spective taking that asks how others think
and feel; (3) moral reasoning about the right
thing to do; and (4) moral values such as
kindness, courtesy, trust worthiness, and
responsibility.

Currently there is an increasing desire
to implement character education because
of the decline of the morality of students.
Lori Wiley(1998) states that the morals of
children dropped dramatically as the in-
creasing abuse, vandalism, and violence.
Some schools and universities incorporate
character education into the curriculum.
Some universities implement character
educationin thecurriculumascompulsory for
students.

Lord (2001) found thatThe Dallas State
Schools also instituted charactereducation
programs in Texas and were able to see the
entireemotional environment of their school
district change; it became a kinder, gentler
place, and some schools even reportedthat

fights and suspensions had started to de-
cline (Lord, 2001). In St. Louis, Missouri
implement ingcomprehensive school reform
model sthrough character development.
The school made the school curriculum in-
tegrated with the curriculum athome and in
the community, thus working to create
amore caring group of learners. Through this
model, students were able to recognize vio-
lations of justice without internalizing or re-
acting to them in an inappropriate manner
(Wiley, 2000).

Whitman Middle School integrate and
incorporate character education into the
schoolculture, resulting in lower levels of
number of students’ suspensions in half
(Coyne & Coyne, 2000) .Berkowitz and Bier
(2007) found that character education im-
pact on the socio moral cognition, pro-
social behaviors and attitudes, problem-
solving skills, and reduced general misbe-
havior” (p. 38). Their research provided evi-
dence that character education programs
were effective in decreasing class room dis-
ciplinary problems.

Viadero (2003) and Lasley (1997) found
that character education has an effect
inreducting behavior problems dan an in-
creasing in the students taking more respon-
sibility for their actions. Accordingly we
hypothesize that character education re-
duces the influence of attitudes on the in-
tention ofconducts ofcreativeaccounting
H2a : Character  education has moderat-

ing effects on the influence of attitudes
on intention, particularly the influence
of attitudes on the intentions to con-
duct creative accounting will be lower
in students at universities that imple-
ment character education than those
that do not.

H2b : Character education has moderating
effects on the influence ofsubjective
norms on intentions to conduct cre-
ative accounting, in particular the ef-
fect of subjective normon intentions
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to conduct creative accounting will
belower at universities that implement
character education than those that
do not.

We also compare the effectiveness of
the implementation of character education
in religious based universities. There are two
theories that explain the influences of reli-
gion in everyday life. First, according to the
theory of rationalization, according to this
theory of religious influence on job choices,
attitudes, and ethical behaviors (Weber,
1958). Implies that institutions including re-
ligious institutions will shape our behaviors
(Klein, 1987). Second, the theory of the sa-
cred canopy argued that religion no longer
affects the aspects of life due to the in-
creased levels of our modern society
meterialism (Gorski, 2000). Rawwas et al.,
2006  found that the religious school stu-
dents in Japan have high level of academic
dishonesty than students at secular univer-
sities. It supports the sacred canopy; the
high level of competition and the increas-
ing materialism led to the erosion of reli-
gious values in our lives (Berger, 1967;
Gorski, 2000).Considering the overall con-
clusion from the above discussion, we hy-
pothesize:
H3a : There are differences in the influences

of attitudes on intentions to conduct
creative accounting at state universi-
ties that implementm character edu-
cation and religious-based state uni-
versities.

H3b : There are differences in the effect of
subjective norms on intentions to con-
duct creative accounting at state uni-
versities implement character educa-
tion and religious-based state univer-
sities.

Methods
Sampling Procedure

A survey and questionnares were used
to gather data from senior-level undergradu-

ate economics and business students at-
tending pubic universities which implement
character education, state university and
religious-based state university which do
not.

Sample selection used the cluster sam-
pling approach.The sample was restricted
to students whohad taken the course of
businesse thics and intermediate account-
ing at three universities. The total sample
consisted of 188 students; 121students from
state universities; 67 state university students
from religious-based. Univesities male re-
spondents were 46% and women 54%. The
average age of students in the state univer-
sities was 22.6 years, the average age was
private university 23.4. The average state
university GPA was 3.05 and an average GPA
of private university students was 3.15.

Creative Accounting
Decision-making processes can be di-

vided into four categories: Having ethical
awareness, being able to recognize an ethi-
cal issue,being able to establish ethical in-
tents, and individual engage went  in an ethi-
cal actions or behaviors. This study exam-
ined the level 3 using intention students do
creative accounting. The case of creative
accounting using transfer pricing cases be-
tween related parties. Related parties can
agree on a transfer price beyond the agreed
price on an independent party. Related
parties have flexibility in determining trans-
fer prices. So that the transfer pricing be-
tween related parties can be used to ma-
nipulate earnings (Cheung et al. (2009).

The given case has received comments
from experts in the field of finance both aca-
demician and practitioners. All comments
stated that the presented case had a high
level of realistic ness realism. The case given
is: You are the manager of a business group
(G). PT C and PT B are members of the
business group. You receive compensation
of 30% of the profits of PT C and 50% of the
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profits of PT B. PT C does not sell coal di-
rectly to potential buyers, but sell it through
PT B. Determination of unfavorable prices
(under reasonable prices) at PT B than in
prices with independent parties (arm’s
length) will maximize your compensation
and profit maximization of the majority share-
holder, but harming the interests of PT C
and minority shareholders.

Theory reasoned action
The instrument used to measure belief

evaluation, subjective norms, attitudes and
behavioral intention questions were phrased
and scaled in a manner illustrated by Ajzen
and Fishben (1980).

Questions to negative belief sare “trans-
fer pricing under the fair value willin crease
audit risk” (response: Likert scale from agree
to disagree). Questions of subjective norms
are “ifIdo transfer pricing under reason able
price, then all the important people in the

company will do the same (response: Likert
scale from Disapprove to approve). Ques-
tion to Attitude is “transfer pricing to in-
crease compensation and benefit control-
ling share holders to  the detriment of mi-
nority share holders is..“ (response: Likert
scale from good to bad). Intention: “Iintend
to make the determination of the transfer
price below the market price”(response:
Likert scale from agree to disagree).

To encounter social desirability bias,
we also use indirect questions. Indirect
questioning frequently has been used to
control this social desirability bias (Fisher
1993). Indirect questioning asks respon-
dents about what “other people” think about
a sensitive issue. Respondents may find it
easier to express their own opinions and
attitudes on a sensitive issue in response to
such indirect and impersonal questions (Kid-
der and Judd 1986; p.262).

Variables Measurement

Creative accounting 1 case each respondence
Positive belief 2 questions danLykert type scale
Negative belief 1 questiondanLykert type scale
Referent group 3 questionsdanLykert type scale
Intention 4 questionsdanLykert type scale
Attitude 2semantic diffrential measures

Tabel.1. Measurement Variable:

Results and Discussion
To testthe hypothesis, we used struc-

tural equation model swith partial least
square (PLS) since theycan test multi
pledependent and independent variables
simultaneously. The measurement models
are used to evaluate the relationship be-
tween indicator sand constructsin assess-
ing the reliability and validity of the indica-
tors that relate to a particular construct. The

measure mentanalysis indicated that all
constructs are significantly above the value
of  the 0.60 loading level (Table 2). The load-
ing minimum value of 0.60 indicates that
the measure is accounting for at least 60%
of the variance underlying the construct.
Chin (1998a) states that  the loading should
be at least 0.60 and the composite variable
coefficients for the construct are all above
the accepted level of 0.70 (Nunnaly, 1967).
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Construct validity was assessed being
using convergent validity and discriminant
validity. Convergent validity was assessed
being using the average variance extracted
(AVE). Convergent construct validity was

considered as having good if it hasan value
AVE of 0:50 orhigher (Hulland, 1999). As
shown in Table 2 for all constructs the AVE
values area bove 0.60, So it meets the con-
vergent validity.

Discriminant validity assess as whether
the construct of shares more variance with
its measures than with other constructs. It
is evaluated by comparing the square roots
of AVEs to the correlation between the con-
structs. When the AVE square root the con-
struct is greater than the correlation between

the contruct with another construct, then it
is considered as valid. Table 3 shows the
correlation among constructs in the off-di-
agonal and the square root of AVEs in the
diagonal. The analysis showed that the di-
agonal element is greater than the off-di-
agonal elements, indicating adequated

Latent Variable Mean SD Loading

Positive belief evaluation (Composite reliability= 0.720; AVE=0.750)
Positive belief Evaluation 1 0.750
Positive belief Evaluation 2 0.750

Referent group  (Composite reliability=0.677; AVE= 0.643)
Referent group 1 0.708
Referent group 2 0.593
Referent group 3 0.621

Attitude (composite reliability= 0.784; AVE=0.695)
Attitude 1 0.789
Attitude 2 0.820
Attitude 3 0.546
Attitude 4 0.582
Intention (composite reliability= 0.774; AVE=0.794)
Intention 1 0.794
Intention 2 0.794

Table 2. Reliability and Convergent Validity

Table 3. Discriminant Validity

Positive belief Reference
evaluation group Attitude Intention

Positive belief
evaluation 0.750

Referent group 0.236*** 0.643
Attitude 0.176** 0.222** 0.695
Intention 0.136* 0.098* 0.377*** 0.794

Diagonal element: square root of AVE; off-diagonal: correlation between construct
***p<0.01 (one-tailed); **p<0.05; *p<0.10
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iscriminant validity. Overall, the analysis
shows that measurement models are reli-
able and valid.

Structural model analysis
Goodness of fittesting results show that

the modelis adequate, with the APC, ARS,
and AARS having asignificant pvalue. The
model also does notoccur inmulti collinear-
ity with AVIF and AFVIF under 3.3. Likewise,
an other indicator that fit the ideal quali-
fied. Results of analysis appearin Figure1

Table 4. PLS results (path coefficient, t-statistic and R2)

Variable Path To
Attitude Subjective Norm Intention

Positive belief 0.17**
Negative belief -0.38***
Referent group 0.11**
Attitude 0.36***
Subjective norm 0.09
Gender 0.06
Age 0.09
GPA -0.29***
R2 0.17 0.01 0.25

***p<0.01 (one-tailed); **p<0.05; *p<0.10

Figure 1

The structural models are used to test
the hypo the size drelationships, in particu-
lar examining the effect of subjective norms
on the attitudes and intentions of doing cre-

ative accounting with character educationas
a moderating variable. The researchers  also
add control variables of age, GPA, and gen-
der.

The results of the analysis (Table 4) show
that the positive belief positive effect (coeffi-
cient: 0:17; p<0.05) o attitude. Negative

belief negative effect (coefficient: - 0:38;
p<0.01) to attitude (R2 = 0:17). So the hy-
potheses H1a and H1b are supported. Group
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Refferent effect on Attitude (coefficient: 0.11;
p <0.05; R2 = 0:01), H1d supported. Atti-
tude (coefficient: 0:36; p <0.01) effect on the
intention of doing creative accounting (R2 =
0.25), H1c supported, whereas subjective
norm (coefficient: 0:03; p = 0.3) had no sig-
nificant effect, H1e not supported. The con-
trol variable that significantly affects inten-
tions to do creative accounting  is GPA (co-
efficient: -0.29; p <0.01).

Totest the moderating effects of char-
acter education, we performed a subgroup
analysis. The subgroup analysis was done
by comparing the effect of attitudes and
subjective norms on students intentions to
docreative accounting between students
instate universities that implement charac-
ter education and state universities that do
not implement character education. The re-
sults ofthe analysis (Table 5) show that in-
state universities that implement character
education, the influence of attitudes on in-

tention stoper form creative accounting is
lower  than students instate universities that
do not implement character education
(p=0.004). Thus, H2a supported.

There are differences in the direction in-
fluence of subjective norms to intentions to
docreative accounting in state university that
implement character education and those
that do not. As revealed by Baron and Kenny
(1986), a moderator  variable is a variable
that affects the direction and/or strength of
there lation between an independent or pre-
dictor variable and a dependent orcriterion
variable. Students fo at the state university
which apply character education, subjective
norms have a negative effect on intentions
to do creative accounting (coefficient: -0.235,
p<0.001), Students where as in the state
university students which do not apply, stu-
dents the subjective normshave a positive
effect to intention to do creative accounting
(coefficient: 0.185, p<0:10).

Table 5. Moderating Effect of Character Education

Additional testing to test the effective-
ness of character education is done by com-
paring the effect of attitudes and subjective
normson intentions of doing creative ac-
counting in state universities implementing
character education with religious-based
state university. The analysis showed that
there was no significant difference in the ef-
fect of attitudes towards intentions of do-

ing creative accounting at the university
implementing character education than re-
ligious-based state universities (p = 0787),
H3a not supported. There are differences in
the directions of the influence of subjective
norms direction to  intentions of do creative
accounting. In state universities education
implementing character education, the
negative effect of subjective norms (coeffi-
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cient: -0.235, p <0.001), whereasint the re-
ligious-based state universities, the positive
effect of subjective norms (coefficient: 0.185;
p = 0.002), H3b supported.

Conclusion, limitation, and future
research

This study examines whether character
education is able to reduce intentions to
do creative accounting using the theory of
reasoned action models. Using a sample
of 188 students in three different types of
universities in Indonesia. Testing the mod-
erating effect using sub-group analysis by
comparing the effects of attitudes and sub-
jective norms on intentions to do creative
accounting at state university that implement
character education, and state  universities
that do not implement character education.
The effects of attitudes towards the inten-
tions of creative accounting are lower for
universities that implement character edu-
cation than they are for universities that do
not implement character education. It sup-
ports research by Berkowitz and Bier
(2007), Viadero (2003) and Lasley (1997)
that character education has effects on the
reduction of problem behaviors and the in-
crease in students who take more respon-
sibility for their actions.

There are differences in the effects of
subjective norm directions against the in-
tentions of creative accounting. For the
university implementing character educa-
tion, subjective norms have negative effects
on the intentions of creative accounting. For
the university which does not implement, a
positive influence. At universities that imple-
ment character education, individual actions
are inversely related to social perceptions.
Although peers around will commit acts of
creative accounting, the intentions of do-
ing creative accounting decrease. That is,
they commit to their internal values    with-
out being easily influenced by the opinions
of others. Mean while, at the university which

does not implement character education,
actionsare taken in line with the social per-
ceptions.  If peers and families state that
they agree on the actions of the creative
accounting, then individuals will confirm the
social perception. This indicates that char-
acter educationmakes the individualsfirm
ontheir valuesbecause of character educa-
tion teaching about the basic human val-
ues, including honesty, kindness, courage,
and respect. Implementation of character
education programs makes greater im-
provement in behaviors (Skaggs and
Bodenhorn, 2006).

In comparison with  there ligious-based
state university, there was nosignificant dif-
ference in the effects of attitudes toward
sintentions of creative accounting (p=0787),
although there are different directions of the
influence of subjective normson intentions
to do creative accounting. Instate universi-
ties that implement character education,
there an negative effects of subjective norms,
while in based on religious state universi-
ties, there are positive influences of subjec-
tive normson intentions it docreative ac-
counting. These findings support thes acred
canopy the ory, that religion has lostits in-
fluence overour lives because of increasing
materialism (Berger, 1967; Gorski, 2000), so
that students inreligious-based  university
are affected by the social perceptions of
unethicalactions.

In contrast tothe results Udin(2000) that
uses a sample CFO of a state company in
the US, Udin (2000) found that the only at-
titudes influence the intention of doing cre-
ative accounting, while subjective  norms
have no effect. Possible explanation can be
traced to cultural differences between the
US and Indonesia; the US is individualistic;
while Indonesia is collectivistic (Hofstede and
Hofstede, 2005) that cultural  differences
affect the test results of subjective normson
attitudes. Indonesia with collectivistic cul-
tures, social perceptions affect individual
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***

intentions to docreative accounting, while
the US with individualistic culture social
persepsiton.  The results showed that the
negative and positive out comes have
strong influence on the attitudes and atti-
tudes have a strong influences on intentions,

This makes students fully aware of the nega-
tive effects of fraudulently reporting on fi-
nancial statements and the positive effect
of ethicalactions that may help reduce
fraud.




