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ABSTRACT

Related party transactions (RPTs) is a phenomenon that occurs in companies in Indonesia,
because the majority of companies in Indonesia are group companies. This study aims to reveal how
political connection of supervisory board and audit committee characteristics have an effect on RPTs
disclosure. In-depth interviews were conducted with audit committee and external auditor. This study
found that political connection and audit committee characteristics play a role in RPTs disclosure.
Keywords: Related Party Transactions Disclosure; political connection; audit committee
characteristics.

1. Introduction

According to the OECD, stakeholders should have timely and consistent access to
relevant, sufficient, and trustworthy information. The corporate governance structure should
ensure that all important information about related party transactions (hereafter RPTS) is
disclosed in a timely and correct manner. Certain critical functions should be performed by
the board, such as monitoring and controlling potential conflicts of interest among
management, board members, and shareholders, such as misuse of corporate assets and abuse
of RPTs.

The market needs to know whether the company is being run with all of its investors'
interests in mind. To that end, the company must fully disclose material RPTs to the market,
either individually or in aggregate, including whether they were completed at arms' length and
on normal market terms. In some jurisdictions, this is already a legal obligation. Related
parties may include entities that control or are under common control of the company,
significant shareholders, including their family members, and key executives. Transactions
involving major shareholders (or their immediate families, relationships, etc.), directly or
indirectly, can be the most difficult type of transaction.

In some jurisdictions, shareholders with a shareholding limit of 5% or more are required
to report transactions. Disclosure requirements include the nature of the relationship in which
control exists and the nature and extent of related party transactions, grouped as appropriate.
Due to the inherent opacity of many transactions, the unitholders may be required to notify the
board of the transaction, and the board will be required to disclose information to the market.
This does not exempt the board from monitoring its own company, which is an important
responsibility.
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In Indonesia, Statement of Financial Accounting Standards Number 7 (PSAK 7) defines
RPTs, as transactions carried out by an entity with managers, a board of directors, shareholders,
as well as companies and subsidiaries affiliated with that company. PSAK No. 7 regulates the
disclosure of related parties and has the scope to identify relationships and transactions with
related parties, identify balances, commitments between the entity and related parties, and
determine the disclosures required for financial statements. Entities need to disclose
transactions with related parties because transactions and financial statement balances are
influenced by parties who have a special relationship with the entity.

Entities that have transactions with related parties during the period covered by the
financial statements should disclose at least the number of transactions, the amount of the
balance, the allowance for doubtful accounts related to the amount of the balance, and the
expenses recognized during the period in the case of doubtful receivables. doubt or write-off
of receivables from related parties. Transactions disclosed with related parties include the
purchase or sale of goods, the purchase or sale of property or other assets, the provision or
receipt of services, rentals, the transfer of research and development, the transfer under license
agreements, the transfer under financing agreements, and provisions for guarantees or
collateral.

According to Wulandari and Setiawan (2021), companies engage in RPTs for three
primary reasons: economic motives, profit manipulation, and tunneling. The accounting
literature provides three different views regarding RPTs. The first opinion is the agency
hypothesis, which states that related party transactions are a mechanism for transferring wealth
between companies and related parties. The second approach is the efficient transaction
hypothesis, which considers RPTs as transactions that can maximize value because RPTs can
reduce transaction costs and can be used as an efficient transaction mechanism in
underdeveloped capital markets (Bansal and Thenmozhi, 2020). Pizzo (2013) suggests that
RPTs are influenced by organizational context and social factors, as well as complementarity
and substitution between governance factors.

Because of its distinctive institutional features, Indonesia provides an intriguing context
for this research. Habib et al. (2017b) have explained five conditions. First, Indonesia is a
strong religious country. Second, company value and company performance in Indonesia are
influenced by the company's political connections. Third, there is a high ownership
concentration. Fourth, RPTs are transactions that commonly occur in companies in Indonesia,
because the majority of companies in Indonesia are group companies. Fifth, there is weak
corporate governance in Indonesian companies.

El-Helaly (2018) suggests that corporate governance can reduce the risk of RPTs, by
taking over shareholder wealth, decreasing company value, lower quality of financial reporting,
and decreasing company performance. In their research, Anwar and Aziz (2019) show that
corporate governance will consider the interests of stakeholders, and the independence of the
audit committee has a positive effect on company profitability. The audit committee provides
recommendations to the board of commissioners regarding whether there is a risk of a potential
conflict of interest for the issuer.

Political connections consist of former members of parliament, ministers or heads of
local governments, having close links with politicians or parties, and military membership
(Habib et al., 2017a; Habib et al., 2017b; Habib & Muhammadi, 2018). Avrifin et al. (2020)
distinguish political connections into transactional political connections and relational political
connections. Joni et al. (2020) view political connections as the external side of the company.
Nasih et al. (2020) emphasize political connections owned by the board of directors, board of
commissioners, audit committee members, and company secretary members and then classify
political connections based on Bl Regulation Number 12/3/PBI1/2010. The board of directors,
the board of commissioners, audit committee members, and company secretary members are
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part of corporate governance in a company. Preuss & Konigsgruber (2021) suggest two
measures of political connections that can be measured from financial statements, namely
personal service and state ownership.

The objective of this paper is to examine how corporate political connections and audit
committee characteristics play a role in RPTs disclosure. To achieve the objective, an in-depth
interview with the audit committee and an external auditor were held and analyzed using
thematic content analysis. This research contributes to methodological and theoretical
contributions. This research uses a qualitative approach to explain how political connections
and audit committee characteristics play a role in RPTs disclosure. Previous research used the
qualitative method with a face-to-face semi structured interview to explain that there is no
requirement for a specific classification of related party transaction disclosure (Marchini et al.,
2019). Based on resource dependence theory, political connections and audit committee are
resources owned by the company to reduce uncertainty.

2. Literature Review
2.1. Network interactionist

In Indonesia, patron-client relationships have a significant influence on an organization's
business network. In countries with weak institutional environments, such as Indonesia, close
personal relationships with strong political patrons can reduce uncertainty in business and
access to public sector contracts (Turner, 2007). Networks built by the board of
commissioners/directors can reduce uncertainty and information gaps (Carney et al., 2020).

The importance of business networks in East Asian countries has been documented by
previous researchers (Carney et al., 2020). The existence of professional networks, family
networks, government networks, and political networks is important for a business
organization. There are several countries with strong networks, namely: a) China, namely
business relationships based on kinship, with networks based on business relationships, guan
xi (social connections); b) Thailand, namely family and kinship networks that form business
groups (glum thurakit); c) Philippines, namely family networks, called family-owned
conglomerates; d) Indonesia and Malaysia, namely patron-client relationships that have a
significant impact on the organization's business network. In a weak institutional environment
like Indonesia, close personal relationships with political patrons can reduce uncertainty and
secure contracts in the public sector. €) Japan, a business network known as keiretsu, which
dominates the Japanese economy. f) South Korea, a business network dominated by elite
business families known as chaebol.

2.2. Resource Dependence

In accordance with resource dependence theory, organizations seek to exercise control
over their environment by co-opting the resources needed to survive (Hillman et al., 2009). In
accordance with this perspective, governance and board membership are seen as resources that
can add value to the company (Carpenter and Westphal, 2001). A larger board of directors with
professionally qualified members can better help the company manage its resources. The
purpose of political connections can be explained by resource dependence theory, which
explains that one of the several ways companies use to reduce the uncertainty of the external
environment is to form political connections (Hillman et al., 2009).

2.3. Isomorphism Normative

There are three mechanisms of institutional isomorphism, namely: 1) coercive
isomorphism. Coercive isomorphism stems from formal and informal pressures exerted on the
organization by other organizations on which it depends and by cultural expectations in the
society in which it functions. 2) mimetic isomorphism. Not all organizations are isomorphism
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and when the organization has poor technology and the goals of the company are ambiguous
or when the environment of the organization creates uncertainty, it encourages the company to
model other organizations. Modeling is a solution for organizations to reduce uncertainty.
Organizations tend to model their own organizations after similar organizations in their field
that are considered more successful. 3) normative isomorphism. Normative isomorphism
mainly comes from professionalization. Professionalization consists of two aspects: formal
education and elaboration with professional networks (Dimaggio and Powell, 1983).

2.4. Previous Research in Political Connections, Audit Committee Characteristics, and RPTs
Disclosure

A previous study documented a quantitative method to explain the effect of corporate
political connections on RPTs disclosure. Habib et al. (2017b) documented an association
between political connections and RPTs size. Previous studies have examined the relationship
between corporate governance and RPTs disclosure (Utama and Utama, 2014a; 2014b).
Marchini et al. (2019) used the qualitative method with a face-to-face semi structured interview
to explain that there is no requirement for a specific classification of RPTs disclosure.

Several studies have documented the effect of the number of audit committee meetings
on several types of accounting information disclosure. Chariri and Januarti (2017) presented
results showing that the frequency of audit committee meetings has a positive effect on
financial reporting. Research in Indonesia has examined the characteristics of audit
committees. Syofyan et al. (2021) found that the frequency of audit committee meetings is
positively related to the timeliness of reporting. Haji (2015) presented evidence that the
number of audit committee meetings has a positive effect on intellectual capital disclosure.
Appuhami and Tashakor (2017) tested the influence of audit committee characteristics and
found that the number of audit committee meetings had a positive effect on corporate social
responsibility disclosure. Salehi and Shirazi (2016) presented evidence that the number of
audit committee meetings has a negative effect on the quality of company disclosure.

Several studies have documented the influence of audit committee expertise on certain
types of accounting information disclosure. The financial expertise possessed by audit
committee members influences shorter audit reporting delays and increases the timeliness of
financial reporting (Sultana et al., 2015). Chariri and Januarti (2017) stated that audit
committee expertise has a positive effect on financial reporting. Dewayanto et al. (2017)
presented evidence of a positive relationship between the experience and competence of the
audit committee and the disclosure of the internal control index. Expertise in the audit
committee can eliminate earnings management (Suprianto et al., 2019; Mardjono et al., 2020;
Dwiharyadi, 2017). Irwandi and Pamungkas (2020) suggest that the legal expertise of audit
committee members moderates the strength of the relationship between the risk of investor
distrust and the quality of financial reporting. The financial expertise of audit committee
members is considered a major determinant of the effectiveness of financial reporting (Garner
and Conover, 2016). Haji (2015) shows that the audit committee's financial expertise
influences intellectual capital disclosure. Salehi and Shirazi (2016) presented evidence that the
financial expertise of the audit committee has a positive effect on the quality of company
disclosure.

Several studies have presented evidence of the influence of audit committee expertise on
RPTs disclosure. Sellami and Fendri (2017) stated that accounting and financial expertise
combined with industry expertise possessed by audit committee members is better in increasing
TPB disclosure compared to accounting and financial expertise. Institutional theory, in this
case normative isomorphism, mainly comes from professionalization. Professionalization
consists of formal education and professional networks. The audit committee expertise in
accounting and finance is in accordance with the normative isomorphism theory.
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3. Research Methods

The open-ended interview questions were developed to fulfill the research objective. The
questions were structured under four headings: political connection, related party transactions,
audit committee meetings, and audit committee supervision of system and procedure. In-depth
interviews were conducted in 2023 with one audit committee and one external auditor. A copy
of the interview guide can be found in Appendix 1. The questions were centered around how
political connections and corporate governance affect related party transaction disclosure. The
variety of interviewee profiles can be clearly seen in Table 1.

Table 1. Participant

Code Description Interview Duration
P1, CA Audit committee in BUMN 41 minutes
P2, EA Eksternal auditor 34 minutes

Following contact by phone to make appointments, interviews were conducted online
using the Zoom meeting platform. The interviews (recorded with the permission of the
interviewees) lasted for 41 minutes for participant 1 (P1) and 34 minutes for participant 2 (P2).
Qualitative data collected during the interviews was in the form of audio files saved from the
Zoom meeting platform. The audio data were subsequently transcribed by one of the
researchers to convert the data into text, which enabled the application of text analysis. The
original interviews were conducted using Indonesian and converted to English. The qualitative
data were analyzed using thematic analysis, which can be defined as “a method for identifying,
analyzing, and reporting patterns (themes) within data” (Braun and Clarke, 2006). It is a
systematic way of identifying all the main concepts arising in the interviews and then
categorizing these into common themes. Given the relatively small number of interviews, the
data were processed manually.

Thematic analysis organizes and describes data in a more detailed form. Data collected
during the interview process was recorded and saved in the form of audio files. The audio data
is then transcribed to convert the data into text data that can be analyzed. Thematic analysis is
used to interpret textual data. In this study, themes are identified and built on the issue being
researched. The main themes developed are related party transactions and corporate
governance.

Transcription is a process for changing audio data obtained during the interview process
into a text document. The transcription process allows researchers to classify and analyze data
systematically. The thematic analysis used aims to assist in transforming qualitative
information into manageable and meaningful concepts. The transcription process includes
steps to convert audio data collected during the interview process into a data set. Analytical
tools are needed to transform data into meaningful information. This transformation involves
coding qualitative information and requires explicit coding. Codes can be a list of themes, a
complex model consisting of themes, indicators, and related qualifications, or something in
between (theme and model). Figure 1 explains the steps in a qualitative approach, namely

a. Organize and prepare data for the analysis stage. At this stage, the process of
transcription of the company's annual report and interview recordings is carried out.

b. Read all the data. At this stage, the entire meaning of the information obtained in the
first stage will be studied.

c. Code the data. Coding data is a process for organizing data by taking text data obtained
during data collection, sorting sentences or paragraphs into categories, and labeling
categories using measurements.
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d. Use the coding process to produce a description of a situation or person as well as
categories or themes for analysis. A description includes details about people, places,
or events in a setting. The coding process is also used to generate themes or categories.

e. Interrelated themes describe how descriptions and themes will be represented in the
qualitative narrative. The approach used is a narrative section to convey the findings of
the analysis.

f. The final step in data analysis is making interpretations in a qualitative approach from
the findings or results. Interpretation of the results can come from the researcher's
personal interpretation or by comparing it with the theory used as a reference.

The data consists of transcripts from interviews with audit committee members from
companies selected from the sample (P1, KA) and external auditors (P2, AE).

Interpreting the Meaning of
Themes/Descriptions

fr

Interrelating
Themes/Description

) ]

Themes Deszcription

i U

Walidating the ;
Accuracy of the Cj Coding the Data Manually

Information
Feading Through Alll Diata

|

Organizing and Preparing
data for Analysis

I

Transcripts

Fesource: Creswell (2014)
Figure 1. Steps in Data Analysis

Interviews were conducted using the Zoom meeting platform. Data obtained during the
interview is in the form of audio files stored in a video recording device downloaded from the
Zoom meeting application. The audio data is then transcribed to convert the data into written
data. In this research, themes were identified and built around RPTs disclosure. There are
several steps in the analytical cycle to analyze data in the form of interviews, namely
description, comparison, categorization, conceptualization, and theory development. To
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perform the analytical process, a bookcode and thick description are used. The codebook can
be seen in Appendix 2, and the thick description is in Appendix 3. The research design was
highlighted in Figure 2.

Data Collection
7 semi-structured 1 audit committes
interviews 1 external auditor
Dazta Analysiz

Qualitative content Coding system developed
analysis inductively

Fescurce: Boruchowitch and Fritz (2022)

Figure 2. Research Design

4. Research Findings and Discussion
This section provides the results of the interviews as they relate to the research questions
detailed previously. These questions, in turn, are then answered in the conclusion.

4.1. Political Connection

According to Preuss and Konigsgruber (2021), political connections can be measured
using eight proxies, and this research uses political connection proxies, which are measured by
politicians' positions on company boards of commissioners and government share ownership.
The interview stage was carried out to explore the role of political connections and government
share ownership on the RPTs disclosure.

There is influence, for example, in state-owned mining companies whose parent companies are
The Ministry of Energy and Mineral Resources and The Ministry of State-Owned
Enterprises. Well, the mining commissioner of course comes from the government. (P1,
AC)

The Ministry of SOEs does, the Ministry of Energy and Mineral Resources does. (P1, AC)
Well, of course, if mining is the commissioner, which one is from the government. (P1, AC)

The existence of political connections means that many commissioners do not understand their
capacity as company supervisors because their knowledge and knowledge in accounting
and tax reporting may not be understood. (P2, EA)

So if he has anything to do with a political party, he is not allowed to join. (P2, EA)

By using the code words 'BUMN', ‘The Ministry of Energy and Mineral Resources’, 'The
Ministry of State-Owned Enterprises', and ‘government’, the analysis carried out on the first
participant's statement shows that political connections, in this case government share
ownership, play a role in the transparency of related party transactions. By using the code
words ‘political connection' and ‘political party’, the analysis carried out on the second
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participant's statement shows that political connections, in this case the political connections
of the board of commissioners, play a role in the transparency of related party transactions.

4.2. Audit Committee Characteristics

The qualitative stage aims to find out how committee characteristics play a role in disclosing
related party transactions. There are several participant statements that examine the role
of audit committee meetings.

Well, this was, that, detailed and in-depth, yes, because we know very well the conditions why
party A did not pay us immediately, what the difficulties were, well, we already knew
that from the internal auditor, they gave us a quarterly report, then at the director and
commissioner level, this has also been discussed in the monthly reports from directors to
commissioners. (P1, AC)

This is deep, we are under the realm of law, yes. If we make a mistake, what is it called, give
a recommendation, give a wrong solution, we are in the realm of law. So, we have to be
really careful, then we understand the problem, the existing debts and receivables, and
so on, as clearly as possible, then, we as representatives of minority shareholders on the
stock exchange, of course we want to provide good transparency, that's clear, that's it. It's
not detrimental, just what's fair, what's right. It's not detrimental to the company, or
anything, but the sentence that was written sounds very clear, that's how it is. (P1, AC).

One, for example in the financial statements, the disclosures may have hundreds of items,
because the accounts will be explained, for example, accounting policies. There may be
several, a, b, ¢, d, e, so right, well we discuss it in detail and in depth, because the audit
committee is given the opportunity to review yes, review, he will review until the end of
the financial statements. (P1, AC)

The audit committee itself, when holding meetings with management in presenting financial
report presentations, if the SOP rules are regulated, which ones must be disclosed in the
meeting agenda will definitely be clearer, which limits are violated, risks -what risks,
what management can cause distortion. (P2, EA)

If it's red, it's a concern, when we meet the risk monitoring committee... Well, why is it red?
Well, you can't lie anymore, because the application control itself has already said that,
right? (P2, EA)

I think eee the rules that ee set both eee limits and eee what should be opened in eee meetings,
meeting agendas, it determines eee the supervisory function itself in addition to eee SOPs
or internal controls or eee delivery of authority systems that have been set up at the
beginning. (P2, EA)

By using the code words 'detailed’, 'deep’, 'review', 'meeting' (in Bahasa Indonesia:
pertemuan), 'meeting’, 'meeting’ (in Bahasa Indonesia: rapat), and 'meeting agenda’, the analysis
carried out on participant statements shows that audit committee meetings are carried out in
detail, in depth, and discuss the presentation of financial report.

At the interview stage, information was sought on how the characteristics of the audit
committee play a role in the transparency of related party transactions. There are several
participant statements that examine the role of audit committee types, namely
So there is a main commissioner, who is usually also an independent commissioner, he is an
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expert in maritime affairs, and so on, for example. Because our production is at sea too,
right? Then secondly, independent commissioner, which was because of his expertise.
Then the regular commissioner. So, for example, an ordinary commissioner could come
from the government, or at the request of the region. (P1, AC)

The commissioner is the supervisor, and the rules of the audit committee itself are actually in
its capacity to assist the board of commissioners to carry out the supervisory function in
company management. (P2, EA)

And that makes it easier for all parties, both internal audit and the audit committee, which helps
supervise the implementation of supervisory functions within the company. (P2, EA)

If these limitations are presented and expressed, it will be very, very helpful for us as an audit
committee in supervising company management. (P2, EA)

By using the code words 'commissioner', 'audit committee', and ‘supervisor’, the
interview results showed that participants explained the types of commissioners who discussed
the company's financial reports at audit committee meetings. One type of commissioner is an
independent commissioner, who is the chairman of the audit committee. And the function of
the audit committee is to monitor company management.

There are several participant statements that examine the role of the accounting and/or
financial educational background of audit committee members.

The audit committee must consist of two, one whose background is geology, the other whose
basis is finance, because according to POJK regulations, at least one member of the audit
committee must understand accounting or finance, that is, or business, like that. (P1, AC)

At least one member of the audit committee must understand accounting or finance, or
business, like that. (P1, AC)

Well, that's actually good because they collaborate, complement each other, that's how it is.
(P1, AC)

The OJK regulations themselves actually already exist, so there must be someone who is an
expert in auditing. (P2, EA)

By using the code words 'accounting', 'finance', 'collaboration’, ‘complement’, and
‘audit’, the results show that an expertise background in accounting, finance, or auditing is one
of the requirements that must be met in the composition of the audit committee.

In general, the interview results show that political connections, audit committee
characteristics (number of meetings, type, and accounting and/or financial expertise) play a
role in the transparency of related party transactions. The research results support network
interactionist theory (Carney et al., 2020), resource dependence theory (Hillman and Collins,
2009), and normative isomorphism theory (Dimaggio and Powell, 1983). Figure 3 explains
the framework for analyzing the results.
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Figure 3. Framework for analyzing results

5. Conclusion

The results of this research show that political connections, in this case, government
ownership and the political connections of the supervisory board, play a role in the RPTs
disclosure. Audit committee meetings are held in detail, in depth, and discuss the presentation
of financial reports. The audit committee functions as a supervisor of company management.
Expertise in accounting, finance, or auditing is one of the requirements that must be met in the
composition of the audit committee. A limitation is that the participants in the interview
sessions were audit committee members and external auditors. Future research can add the
board of commissioners, the board of directors, and the company secretary as participants.

This study supports network interactionist theory (Carney et al., 2020), resource
dependence theory (Hillman and Collins, 2009), and institutional theory, namely normative
isomorphism (Dimaggio and Powell, 1983). The purpose of political connections can be
explained using resource dependence theory, which states that one of the several ways
companies use to reduce the uncertainty of the external environment is to form political
connections (Hillman et al., 2009). The research results have implications for the application
of institutional theory, namely normative isomorphism. Normative isomorphism mainly comes
from the professionalization of audit committee members; that audit committee members must
have expertise in accounting, finance, and auditing to support their professional duties.
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