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Abstract

The purpose of the study is to analysis wheter management did Earning Management with approach discretionary loss
loan provision and use 5 indicator of bank operation performance at bank sharia for the period 2011 — 2016. Based on
empirical result from the bank sharia financial report, the study find: (1) the two earnings-related variables, namely
earnings before loan loss provisions and one-year-ahead earnings, are significantly related to discretionary loan loss
provision; (2) non-performing loans ratio is are not found to be significantly linked to discretionary loan loss provisions,
but bad debts coverage ratio and capital adeuqcy ratio are significantly linked to discretionary loan loss provisions.
Finally, our findings indicate that bank managers may use discretionary loan loss provisions to engage in earnings
management when the earnings before loan loss provisions.
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accounting income [1, 2]. Accrual accounting is divided
into two concepts, namely Discretionary Accrual and
Non-discretionary  accruals.  The  concept  of
discretionary accruals means that management can
manipulate income accruals and is usually used to
achieve the desired income. De Angelo [1] in a previous
study found that managers have the ability to control
the accrual portion in the short term and also find that
the Non-discretinary accruals component is determined

PRELIMINARY

Technical accrual is the difference between
profit and cash. The definition of accruals itself is a
little difficult to find, because profit itself is only
technically defined in accounting standards, namely as a
result of income minus costs. Accrual occurs when
transactions are recorded in books when they occur,
even if payments for a particular product or service

have not been received or made, it is known as accrual-
based accounting. This method is more appropriate in
assessing the health of an organization in financial
terms.

Accruals arise due to accounting rules such as
depreciation, loss reserves and so on. The decision
regarding accounting rules is of course made by
management. If the accrual policy is decided by
management, there are terms Discretionary and Non-
Discretionary.

Accrual  accounting  systems  provide
opportunities for management to manipulate earnings or

by other factors that cannot be controlled by the
manager.

Discretionary Accruals are accounting data
manipulations called abnormal accruals. Discretionary
accruals are accrual components derived from earning
management by managers. Discretionary accruals
cannot be observed directly from financial statements,
they must be estimated through several models. The
model forms expectations on the level of non-
discretionary accruals and the actual number of
deviations observed, this is assumed to be non-
discretionary accruals. So that discretionary accruals are
defined as accruals through the models used. In this
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study the model used to detect discretionary accruals
with the McNichols and Wilson [3] model uses the
estimated remaining regression model of uncollectible
accounts in lieu of discretionary accruals.

Previous research conducted by Ahmed et al.
[4] provide strong support for the hypothesis that loan
loan provisions are used for earnings management and
find there is a positive relationship between Income
Before Losing Loans Provisioning and Giving
Discretionary Losses. However, contrary to the results
of the research found, in the results of the study it was
found that there was no significant relationship between
Income before Lending and Provision of Loans
Discretionary Losses. However, in another study
conducted by Chang et al. [5]. Finding positive results
from the provision of credit before loss and giving
credit loss discretionary. And | suggest that bank
managers need to increase the allowance for accounts
receivable to reduce bad credit and of course it will
reduce the ratio of non-performing loans.

Furthermore [4] did not provide evidence of
Profit ~ Management  through  Allowance  for
Discretionary Loan Disposal. In his research it was
found that Allowance for Discretionary Loan Losses is
negatively related to changes in future income and
ongoing stock returns. Furthermore, the literature
provides different results regarding the relationship
between credit and future loans, [6] regarding the
relationship between Discretionary Loss of Provisional
Loans and Future One-Year Income and finds a positive
relationship between Discretionary Loss Loans and
Earning One Year Future and higher one-year income is
related to the level of loan disbursement this year.

Likewise, Niswander and Swanson [7], using
call report data, financial reporting the Loan Provision
portion was approved by the level of bank capital,
income, and tax. In a sample of 11,000 banks, they
show that banks below the capital adequacy threshold
often make discretionary choices that reduce income
and capital. Banks above the discretionary threshold are
different, with evidence of income smoothing and tax
benefits.

In a previous study conducted by Khotari et al.
[8] make measurements that are more specific and
powerful than other measurements of Discretionary
accruals. Khotari [9] found that Performance Matching
was designed to control the impact of performance in
measuring Discretionary accruals and performance
matched discretionary accruals and could be used as an
alternative that could be used in researching earnings
management. By referring to research conducted by
Khotari et al. [9]. In this study researchers used 5 bank
operating performance indicators, namely: Earning
before Provison Loss Loan, Earning One Year ahead,
Capital Adequacy Ratio, Non-Performing Loan Ratio

and Bad Debt Coverage Ratio in measuring the
Discretionary Loss Loan Provision.

STUDY OF LITERATURE

Sharia Enterprise Theory (SET) emphasizes
God as its center; the emphasis in Islam is that
economic growth must lead to social justice and a fairer
distribution of power and wealth. The concept of Islam
is brotherhood, equality and justice implies
redistribution and transfer of resources between various
groups in society [10].

A value-added statement shows how the
company's benefits in an effort to gather employees,
shareholders, the government and the company itself,
may be very useful for Muslims. The distribution of
wealth among various sectors of society, by definition,
is a social interest issue and this is a characteristic of
value added statements that support accountability in
Islam. So, the statement of value added can be
considered in accordance with the concept of justice
and cooperation which actually spreads the
characteristics of Islam itself compared to the income
statement [11].

Enterprise Sharia Theory (SET) by Iwan
Triyuwono [12] was developed based on the metaphor
of the character of zakat balance In Islamic sharia;
balance in concrete form is realized in the form of
worship, namely zakat. Zakat (which later becomes the
metaphor of zakat) implicitly contains egoistic -
altruistic values, spiritual material, and individual
worshipers.

Furthermore the concept of SET is very
different from ET which places humans - in this case
shareholders - as a center in this context that welfare is
concentrated in shareholders. Shariah Enterprise Theory
is also different from Enterprise Theory even though the
stakeholders are wider than Enterprise Theory, but
stakeholders here remain in the human sense as the
center.

Accounting must be viewed from a broader
perspective or within the framework of postmodernism.
The essence of accounting as a tool to produce an
accountability report is certainly not only limited to the
relationship between the agent and the principal
(economy). Far from that, accounting is also a tool for
accountability between investors with their social
elements, their environment, and most importantly with
their creators. The order to do accounting records was
there at the time of the Prophet receiving revelations
from God and even in the days of previous prophets
because Islam was a religion of perfection. The relation
between accounting and religion seen from any side has
a very significant relationship. This linkage is not in the
context of causality, or correlational, but in an emulsion
where accounting is part of religion [13].
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Accounting standards in Indonesia are still
guided by pro-western accounting. All accounting
standards are anchored on the theoretical foundation
and accounting technology of IASC (International
Accounting Standards Committee). Indonesia even
openly realized at the IASC Frame Work for the
Preparation and Presentation of Financial Statements,
with the title of the Basic Framework for Preparation
and Presentation of Financial Statements in Financial
Accounting Standards (SAK) issued by the Indonesian
Institute of Accountants (1Al). The latest development
now has been socialized "new" accounting education
system that refers to the internationalization and
harmonization of accounting standards. Meetings,
workshops, workshops, seminars on change [10].

In fact, countries that develop international
accounting standards actually have trade dependence
with the United States. Consequently, these countries
must prepare their accounting systems according to the
Acceptable General Accounting Guidelines in the
United States (US GAAP). This dependence also has an
impact on the acceptance of US GAAP not only in the
United States but also in other countries that are
associated with it. The United States is a country that is
economically strong and large in the world and its
ability to control most of its capital markets is very
strong against changes in the IASB. The impact is clear,
IAS (International Accounting Standards) cannot be
adopted without the approval of the FASB (Financial
Accounting Standard Boards) from the United States.
The form of US involvement referred to by Merino et
al. [8] as MNC's Setting Agenda) through
harmonization for the benefit of MNC's. How then do
accounting interventions through harmonization take
place in Indonesia? Graham and Neu [14] detect it by
what they call policy flows. The flow of policy in
Indonesia was carried out after experiencing the 1997
financial crisis through the IMF (International Monetary
Fund). The IMF proposes several conditions for lending
conditionalities from the Memorandum of Economic
and Financial Policies if it wants Indonesia's
macroeconomic changes. One of the conditions is that
accounting practices in Indonesia must conform and
adopt the Neo-Liberal financial policies made by the
IASB.

The pressure of political economy shows how
the function of accounting as a technology of control is
over information for centralized calculations and
preconditions of covert subordinated interventions.
Even the conclusion of the search for accounting and
globalization from Graham and Neu [14] is that
accounting organizations and technology are actually
not only directed towards two memorandums of
understanding signed between the IMF and the
Indonesian government in 1997 before President
Soeharto stepped down from the 1998 reform.
Asymmetry and imbalance across international borders,

but furthermore actually accounting is not neutral to
serve salient liberalization especially for MNC's
through its international institutions (such as the IMF,
IASB, World Bank and others) for the flow of capital,
products, information, policies and people. The end is
the certainty of cash flow both in the form of bottom
/profit and real in the form of increased equity for the
owners of multinational companies.

Loss Loan Provision is a fee set aside as an
allowance for loan losses and loan payments. This
provision is used to cover a number of factors related to
potential loan losses including bad credit, customer
defaults and maturity renegotiation requirements lower
than previously estimated payments. The provision for
loss due to loans is an adjustment to the loan loss
reserves and can be known as valuation allowances.

According to 1AS30 and IAS43, banks are
required to provide detailed information about loan
losses. This information covers the method, terms and
disadvantages of uncollectible loans, transfers in the
framework of the allowance during the period covered
by the financial statements (additional, write off
uncollectible loans and Write Off collections and the
total allowance for balance sheet dates [15]. In other
words, very specific information about loan losses is
required under IFRS, also with regard to individual loan
classes, not aggregate amounts.

On the other hand, the provisions of loan
losses will be a less effective tool for earnings
management by bank management, according to [16],
for conditions in Spain. They tested earnings
management in banks in Spain, which had a very strict
set of rules governing Loss Loan Provision and found
that even so, management used a Loss Loan Provision
for earnings management. They concluded that the
adoption of IFRS was a step forward towards a
principle-based approach, which might be the only
remaining option for accounting standard makers to
fight management using Loss Loan Provision for their
policies. More detailed disclosures may be used to
achieve management goals [16].

With this study, researchers hope to find an
increase in disclosure of the Loss Loan Provision under
IFRS which has led to fewer earnings management by
banks, due to the relationship between the level of the
Discretionary Loss Loan Provision and earnings
management.

In the process of preparing financial
statements, management often intervenes in the process
of preparing financial statements, this is done because
management has several motivations for this, including
so that profits look good or stable, thereby increasing
the value of the company and ultimately attracting
investors. The actions taken by management are known
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as earnings management. This is supported by several
theories that strengthen the notion of earnings
management. Scott [17] defines earnings management
as "the choice of manager of accounting policies or
action affecting, so as to achieve some specific
objective” statement explains that earnings management
is the choice made by managers in choosing accounting
policies or actions that can affect earnings, which aims
to achieve several goals in reporting earnings.

Healy [18], shows how large and small an
executive bonus package encourages managers to make
discretionary accounting in a strategic way. Therefore,
determining a minimum level compensation
compensation contract to provide bonuses and
incentives to increase income or decrease earnings
management income depends on the actual level of
profit achieved in a certain period.

Healy [18] uses accruals and changes in
accounting procedures and finds that managers choose
to increase accrual income as long as profit falls within
the minimum and maximum limits. However, managers
also tend to move towards decreasing accrual income if
income is above the maximum level.

Performance is a basic concept that is general
in nature. This concept is usually understood implicitly
so that it is difficult to express explicitly. Performance
related to certain concepts gives birth to specific
approaches or measurements [19, 20]. Performance is
also interpreted as a record of outcomes resulting from
the function of a particular job or activity during a
certain period.

Based on Bank Indonesia Circular Number
6/23 / DPNP dated 31 May 2004 concerning the Rating
System for Commercial Banks, financial performance is
measured using key financial ratio criteria, consisting
of: 1) Problematic Earning Assets, 2) Non Performing
Loans ( NPLs) -Gross); 3) Non Performing Loans
(NPLs) - Net, 4) Ratio of Allowance for Earning Assets
(PPAP) to Earning Assets; 5) Level of Adequacy of
Allowance for Earning Assets (PPAP); 6) Return On
Assets (ROA); 7) Return On Equity (ROE); 8) Net
Interest Margin (NIM); 9) Operational Cost Ratio to
Operating Income (BOPO); 10) Liquid Asset Ratio to
Liquid Liabilities (ALPL); 11) Minimum Statutory
Reserves (GWM) Ratio.

Discretionary accrual of loan loss provision is
influenced by Earning before Loss Loan Provision;
Academics often use agency theory as explaining
earnings management habits. Agency theory clarifies
contractual relationships between management (agents)
and shareholders (principals). If both principals and
agents act to maximize their own utility, behind a
contractual relationship, management (agents) may not
always act best in the interests of the shareholders

(principals). This difference in importance between the
two is due to agency problems [21]. From the point of
view of some experts, asset abuse is an extreme result
of agency problems. In the case of misuse of assets,
managers infuse company assets for their own wealth at
shareholder costs.

Wang [22] describes the problem of external
agencies between founding families, managers and
outside  shareholders as “effect entrenchment"
(entrenchment effect). Demirkan et al. [23] presents
evidence that multi-segment companies experience poor
quality Discretionary Accrual because more severe
agency problems, companies that have multi segments
are worse than single-segmented companies in the
quality of Discretianary Accrual.

In a previous study conducted by Chang et al.
[6] conducted a study to find out whether there was
Earning Management using the Discertionary Loss
Loan Provision with the approach of 5 banking
performance indicators, one of which was Earning
Before Loss Loan Provision. Furthermore, from the
results of the study found there is a positive relationship
between Earning before Loss Loan Provision and the
Discretionary Loss Loan Provision and it suggests that
bank managers tend to increase the provision of loss of
accounts receivable to reduce bad credit and reduce
Non Performing Loans.

Discretionary accrual for loan loss provision is
Influenced by One Year ahead Earning, Provision of
loan losses in the banking industry is mainly based on
regulatory requirements in Indonesia and globally. In
accordance with relative regulations, bank managers
must classify loans into five categories based on risk
assessment, and then use a predetermined proportion to
calculate the amount of provision for potential loan
losses per month. Ceteris paribus, after the bank
manager decided to increase the amount of the loan loss
requirement substantially in the current year, means that
the number of loan loss provisions is likely to decrease
significantly and cause an increase in profits next year.
Wahlen [18] shows that when the prospect of future
cash flows increases, bank managers can increase the
discretionary component of unexpected loan loss
provisions. They find a positive relationship between
unexpected annual provisions and future changes in
cash flows over the next three years. Beaver and Engel
[24] adopted the concept of motivation signaling and
followed Wahlen [18] to combine the next one year and
the next two years of income in the model to estimate
the discretionary portion of the allowance account.
They see free allowances as a signal for a better future
income and expect a positive relationship between
them. But Ahmed et al. [4] do not provide evidence of
earnings management through provisions for losing
loans. They found that the loan loss provisions were
negatively related to changes in future earnings and
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contemporary stock returns. Because the literature
provides different results regarding the relationship
between loan loss and income provisions in the future,
researchers examine the relationship between future
earnings and loan loss provisions and hope that higher
next year's earnings are associated with higher loan
losses this year.

Furthermore [6] examines the relationship
between future annual earnings provisions and
receivable losses and estimates that higher next year's
income is related to the high level of loan allowance for
this year.

Discretionary accrual on loan loss provisions
is influenced by Capital Ratio, according to the Basel
Capital Accord, capital ratios are calculated using the
definition of capital and risk-weighted assets and are
used by regulators to measure bank capital adequacy.
The capital ratio is not lower than 8% [25]. One of the
goals of banks managing capital is to maintain the
capital ratio above at least 8%. The authorities will
limit bank activity when the capital ratio does not reach
the drinking requirements. Thus, an inadequate capital
ratio will bring banks that do not need to control costs
[26] found that bank managers intend to choose
accounting procedures to increase capital ratios to
avoid additional control costs [27] provide evidence of
the existence of a negative relationship between the
provisions of loss of accounts receivable and capital
ratios. [25] Estimates that the calculation of primary
capital ratios shows that capital is added by increasing
the provisions of losses and or decreasing borrowing
costs, but empirically, banks with low capital seem to
reduce the discretionary loan loss provisions to
consider the capital ratio. Because the capital ratio
plays an important role as an indicator to reflect the
bank's risk status, this shows the bank's ability to
survive in the current capital structure and implies a
risk of default that is not visible [28] referring to the
study [29] and showing an inadequate capital ratio to
banks can use the discretionary loan loss provisions to
increase the capital ratio. Although [4] suggests that
after implementing the new Basel Capital Accord, the
negative relationship between the provisions of losses
and capital management has decreased [28] document
that commercial banks are still utilizing loan loss
provisions to influence capital and increase capital
ratios.

Discretionary accrual over loan loss provision
is influenced by Non-Performing Loan Ratio, Given
the long-term performance, bank managers may prefer
to increase the discretionary reduction loan terms in
order to improve asset quality and reduce the ratio of
non-performing loans in the future. They may sacrifice
this year's income to be exchanged for Dbetter
performance next year, if they expect that they cannot
reach their goals this year. But given the short

performance, bank managers can be forced to reduce
loan terms because of compensation plans and work
preservation motivation. Namely, managers will
overestimate reported income or minimize negative net
income. Therefore, the magnitude of the provisions for
reducing free loans can be influenced by several key
indicators with regard to performance measurement.
The researcher hopes that the amount and ratio of bad
loans can affect the manager's desire to increase or
decrease the loan loss provisions.

The level of the ratio of non-performing loans
shows the general quality of the loan portfolio. The
downward trend in the ratio of non-performing loans
means that the quality of total credit has improved and
vice versa. Because the ratio of non-performing loans
is calculated by dividing non-performing loans with
total credit, the ratio of high non-performing loans
means that the relatively large number of interests and
principals cannot be collected.

Previous research conducted by a study
conducted by Chang et al. [30] found a positive
relationship between the Discretionary Loss Loan
Provision and the Non-Performance Loan and it
suggested that managers might increase Loss Loan
Provision for the purpose of reducing Non-performing
Loan Ratio.

Discretionary accrual of loan loss provision is
influenced by Bad Debt Coverage Ratio, In addition to
the ratio of bad loans, another ratio, which is the ratio of
bad debt coverage, shows the proportion of allowance
for bad debts in the potential for uncollectible loans.
When the ratio of bad credit coverage reaches 100%, it
means the bank is ready for all loans that cannot be
collected. After a potential uncollectible loan has been
established as a "real” bad debt, the bank will clear its
bad debt. Because the level of the ratio of uncollectible
accounts reflects the attitude of bank managers to risk,
banks with a higher ratio of uncollectible receivables
remain the same policy for loans that cannot be
collected.

Beatty et al. [27] provide evidence of a
negative relationship between the provisions of loss of
accounts receivable and capital ratios [25] estimates that
the calculation of primary capital ratios shows that
capital is added by increasing the provisions of losses
and or decreasing borrowing costs, but empirically,
banks with low capital seem to reduce the discretionary
loan loss provisions to consider the capital ratio.
Because the capital ratio plays an important role as an
indicator to reflect the risk status of the bank, this shows
the ability of the bank to survive in the current capital
structure and implies an invisible risk of default [28]
referring to the study [29] and showing an inadequate
capital ratio to banks can use the discretionary loan loss
provisions to increase the capital ratio.
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Although [4] suggests that after implementing
the new Basel Capital Accord, the negative relationship
between loss provisions and capital management has
decreased [28] document that commercial banks are still
utilizing loan loss provisions to influence capital and
increase capital ratios.

METHODOLOGHY

The type of research used in this study is
causality research, which is a type of research that aims
to test hypotheses about the influence of one or several
variables, the type of relationship that is arranged to
examine the causal relationship between variables [31].
The variables used in this study include: 1) the
independent variable is the allowance for losses and 2)
the dependent variable is earnings management.

And the purpose of this study is to test whether
earnings management practices in Islamic banking
occurred in 2011-2016 with a proxy for loss allowance
for discretionary accounts with 5 bank operating
performance indicators, namely: Earning before Loss
Loan Provison, One Year ahead Earning, Capital
Adequacy Ratio, Non-Performing Loan Ratio and Bad
Debt Coverage Ratio. Furthermore, all are awaited by
using SPSS25 software.

McNichols and Wilson [3] used the estimation
of the remaining regression models of uncollectible
accounts in lieu of discretionary accruals. Provisions for
loan losses are equal to the total balance of the

allowance for uncollectible accounts and loan bills, and
then reduce the initial balance of allowance for
uncollectible accounts.

In practice, most bank managers decide on the
number of loan loss provisions each month in
accordance with an individual risk assessment of the
possibility of removing uncollectible loans. Thus, the
researcher uses the following regression to estimate
loan loss provisions and treat regression residuals as a
discretionary loan loss provision:

LLPt = B0 + B1COt + B2B_BALt + &t (1)

LLPt : Loss Loan Provision year t
Cot : Charge Off year t

B_BALLt: Beginning Balance Loss Loan Provision
Et > residual

T : Year

In the event that the discretionary provisions
for the allowance for losses are not directly observable,
it is estimated by negotiating the loan loss provisions in
the explanatory variable in Islamic Banking. The
residuals of the equation are considered as estimates of
the discretionary provisions for the allowance for
accounts receivable. The researcher lowered the
explanation variable, namely earning before Provison
Loss Loan, One Year ahead Earning, Non-Performing
Loan Ratio, bad debt coverage ratio and Capital
Adequacy Ratio, and tested the hypothesis by
estimating the coefficients of the following models:

DLLPt = y0 + y1BP_EARNt + y2EARNt + 1 + y3BISt + y4 R_NPLt t + y5R_COVERt + £t (2)

Where:

DLLPt : Discretionary Loss Loan Provision in year t

BP_EARNTt : Earning Before Loss Loan Provision in the end of the year
EARNt+1 : Earning One Year A head in year +1t

BISt : Capital Ratio in the end of the year t

R_NPLt : Non Performing Loan Ratio in the end of the year t

R_COVERt : Bad Debt Coverage Ratio

The researcher followed [6] using the
discretionary loss loan as a response variable to test the
hypothesis. The six explanatory variables are equated,
namely BP_EARNt, EARNt + R_NPLt, and
R_COVERt added to the model to test the researcher’s
hypothesis. BP_EARN is equal to bank income before
the allowance for loan losses at the end of the year. The
researcher calculates BP_EARNt by summing the loan
loss provisions and pre-tax profits, and dividing the
loan loss provisions at the end of the year with the
number of non-performing loans to calculate
R_COVER. Like EARNt + 1, NPLt and R_NPLt, they
are collected directly from the database on each Islamic
banking website. In addition, researchers include

several factors to tend to affect the bank's discretionary
loan loss provisions.

Samples are a portion of the population. The
sample consists of a number of selected members of the
population. In other words, a number but not all, the
sample in this study is the General Syariah Bank in
Indonesia in 2011 - 2016 and currently there are 12
banks.

The method used in this study is quantitative
data, because this study will analyze the problems that
are realized with certain values. This study uses
multiple regression analysis. Data processing will be
carried out using IBM SPSS Statistics 25 software.
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RESULT

Table-1.1: Determinant Test (R?)

Model Summalryb

Adjusted R Std. Error of the
Model R R Square Square Esimate  Durbin-Watson
1 Kl 4 265 217982 8879 1,296

b. Dependent Variable: DLLP

a.Predictors: (Constant), Bad Debt Coverage Ratio, Capital Adequacy Ratio, Earning After Loss Loan
Provision, Non Performing Loan Ratic, Eaming Before Loss Loan Provision

Table 1.1 shows the R Square value of 0.265
or 26.5%. This means that the Discretiaonary Loss Loan
Provision can be explained by the Earning variable
Before Loss Loan Provision, One year Ahead Earning,

Capital Adequacy Ratio, Non-Performing Loan Ratio
and Bad Debt Coverage Ratio while the remaining
0.735 or 73.5% are explained by other factors that are
not included in this research model.

Table-1.2: Test Result for Statistic F

ANOVA?
Sum of
Model Squares df Mean Square F Sig.
1 Regression 9.575E+11 5 1,915E+11 4,030 o003t
Residual 2,661E+12 56 4 T52E+10
Total 3,618E+12 1

a. Dependent Variable: DLLP

Pravision

h. Predictors: (Constant), Bad Debt Coverage Ratio, Capital Adequacy Ratio, Earning
After Loss Loan Provision, Non Performing Loan Ratio, Earning Before Loss Loan

The ANOVA test data can be calculated using
a F value of 4.030 with a probability of 0.003. The
probability value is much smaller than 0.05 so that it
can be concluded that, Earning Before Loss Loan

Provision, One year Ahead Earning, Capital Adequacy
Ratio, Non-Performing Loan Ratio and Bad Debt
Coverage Ratio simultaneously (simultaneously) affect
the Discretionary Loss Loan Provision.

Table-1.3: Test Result T

Coefficients”
Unstandardized Coefiicients

Maodel B Sto. Error t Sig.

1 (Constant) -44781,730 37417 566 -1,197 236
Earning Before Loss 186 056 572 3528 001
Loan Provision
Earning After Loss Loan 242 084 458 2893 005
Provision
Capital Adequacy Ratio -209283 462 56374,715 - 724 -3712 ,a0o
Mon Perfarming Loan -23403,245  297163,340 -0 -079 938
Ratio
Bad Debt Coverage Ratio  -420464,409  149616,299 -423 -2870 006

a. Dependent Variahle: DLLP

Furthermore, the results of the t test in Table 1.3 can
be described as follows

a. The dependent variable of the Discretionary
Loss Loan Provision shows that the constant value is -
44,781,730 which means if the Earning variable Before
Loss Loan Provision, Earning One Year ahead, Capital
Adequacy Ratio, Non-Performing Loan Ratio and Bad
Debt Coverage Ratio are considered constant, the

Discretionary dependent variable Loss Loan Provision
will remain the same at -44,781,730.

b. The independent variable earning before
Loss Loan Provision has a significant value of 0.001
with a constant value of 0.196 which means that it
partially has a positive effect on the Discretionary Loss
Loan Provision because the significant value is smaller
than the probability value of 0.05. That is because
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managers are indicated to have overestimated the
potential amount of uncollectible loans for smooth
income. In the study of Chang et al. [30] found the
same results where there was a positive relationship
between Earning before Loss Loan Provision and
Discretionary Loss Loan Provision. And suggest that
bank managers aim to increase the allowance for losses
on accounts receivable to reduce bad debt and certainly
will reduce Non Performing Loan Ratio.

c. The independent variable One Year a Head
Earning has a significant value of 0.005 with a constant
value of 0.242 which means that it partially has a
positive effect on the Discretionary Loss Loan
Provision because the significant value is smaller than
the probability value of 0.05. This is because the bank
manager is indicated to have taken action to
substantially increase the amount of loan loss
provisions in the current year, which means that the
number of loan losses will decrease significantly and
does not cause an increase in profits next year.

In accordance with previous studies by Wahlen
[18] indicating that when future cash flow plans
increase, bank managers may increase the discretionary
component of unexpected allowance for accounts
receivable losses. Wahlen found a positive relationship
between unexpected allowances and changes in future
cash flows over the next three years.

And according to the research conducted by
Chang et al. [30] where there is a positive relationship
between One Year Ahead Earning and Discretionary
Loss Loan Provision and it suggests that managers may
use Loss Loan Provision to do Income Smoothing.

d. The independent variable Capital Adequacy
Ratio has a significant value of 0,000 with a constant
value of -209,283,462 which means that it partially has
a negative effect on the Discretionary Loss Loan
Provision because the significant value is smaller than
the probability value of 0.05.

In accordance with a previous study conducted
by Collins et al. [25] suspect that the calculation of the
main capital ratio indicates capital is increased by
increasing allowance for losses on loans and / or
lowering borrowing costs, and empirically found banks
with low capital appear to reduce allowance for losses
on accounts to consider the capital ratio. As where
capital ratios play a very important role as an indicator
to reflect the risk status of the bank itself, it indicates
the ability of Islamic banks to survive under the current
capital structure and interpret risks not to be seen as
default.

Sharia bank managers indicated an increase in
allowance for doubtful accounts to raise capital so that
the Capital Adequacy Ratio will increase. Because the

higher the CAR, the better the bank's ability to bear the
risk of each risky credit/productive asset.

e. The independent variable Non Performing
Loan Ratio has a significant value of 0.938 with a
constant value of -23.403.245 which means that
partially does not affect the Discretionary Loss Loan
Provision because the significant value is smaller than
the probability value of 0.05. That is because
Indonesian banking has a non-performing loan that is
relatively higher than conventional banks because it is
not careful and selective in financing and the news
about the high level of non-performing loans in Islamic
banking is far greater than non-performing loans in
conventional banking [4]. And the impact on the total
credit generated is high enough so that the provision for
reducing the ratio of Non-Performing Loan Ratio will
be close to zero, and will not affect the Discretionary
Loss Loan Provision.

This credit risk cannot be controlled by
management because it can happen at any time without
expectations by the company, for example the customer
fails to pay off his debt in a timely manner, as a result
the debt is categorized as non-performing loans and this
will affect the value of Non-Loan Loan Ratio. The
results of this study contradict the research conducted
by Zahara [32].

But on the other hand the results of this study
are in accordance with the research conducted by Chang
et al. [30] where there is no relationship between Non
Performing Loan Ratio and Discretionary Loss Loan
Provision.

f. The independent variable Bad Debt
Coverage Ratio has a significant value of 0.006 with a
constant value of -429,464.409 which means that it
partially has a negative effect on the Discretionary Loss
Loan Provision because the significant value is smaller
than the probability value of 0.05. This is because the
level of the ratio of uncollectible accounts reflects the
attitude of bank managers to risk; banks with a higher
ratio of uncollectible receivables remain the same
policy for loans that cannot be collected. So the
manager will try to keep the ratio of the problematic
credit level still good.

But this is contrary to the research conducted
by Chang et al. [30] where they found no relationship
between Bad Debt Coverage Ratio and Discretionary
Loss Loan.

CONCLUSION

Previous studies on loan provisions mainly
focused on the effects of discretionary loan loss
provisions on earnings management,  capital
management, tax management and stock returns. The
author uses Islamic banking financial data for the period
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2011-2016 to investigate the factors that can affect the
provision of loan losses. This finding provides evidence
of a positive relationship between Discretionary Loss
Loan Provision and Earning before Loss Loan
Provision, One Year Ahead Earning, Non-Performing
Loans and Bad Debt Coverage Ratio.

Furthermore, Based on the analysis of earnings
management practices with the debt loss allowance
approach using the Earning proxy Before Loss Loan
Provision, One Year Ahead Earning, Capital Adequacy
Ratio, Non-Performing Loan Ratio and Bad Debt
Coverage Ratio in Islamic banking for 2011-2016
conclusions can be drawn as the following:

1. Earning Before Loss Loan Provision has a positive
effect on the Discretionary Loss Loan Provision on
Islamic Banks. This indicates that managers increase
the allowance for losses on accounts receivable to
reduce bad credit and reduce Non Performing Loan
Ratio.

2. One Year ahead Earning has a positive effect on the
Descretionary Loss Loan Provision on Islamic Banks.
This is indicated by managers using the Discretionary
Loss Loan Provision to do Income Smoothing.

3. Capital Adequacy Ratio has a negative effect on the
Descretionary Loss Loan Provision in Islamic Banks.
Because managers of Islamic banks are indicated to
reduce the number of Discretionary Loss Loan
Provision to raise capital so that the Capital Adequacy
Ratio will increase.

4. Non-Performing Loan Ratio does not affect the
Descretionary Loss Loan Provision at the Bank. This is
because the impact on the total credit generated is high
enough so that the provision for reducing the ratio of
Non-Performing Loan Ratio will not close to the value
of 0 (zero), and will not affect by reducing or increasing
the number of Discretionary Loss Loan Provision.

5. Bad Debt Coverage Ratio negatively influences the
Descretionary Loss Loan Provision at the Bank. This is
indicated by managers of Islamic banking tend to
reduce the number of Discretionary Loss Loan
Provisions to increase operating profit so that it will
increase Bad Debt Coverage Ratio
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