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ABSTRACT

This study presented an investigation into a fraudulent scheme carried out by
Koperasi C, a cooperative affiliated with PT G, a transportation company known for
its intercity travel services. Over a period of 7 years, Koperasi C raised
approximately IDR 4.7 trillion in investment from more than 8,700 investors by
offering attractive return rates, but failed to repay interest and principal as promised,
resulting in a credit failure. Data were collected through interviews and examination
of public documents to uncover the reasons behind the business model's viability
and whether fraudulent activities were involved in the investment plan. The findings
showed that the financial scandal was made possible by the absence of government
oversight over cooperative, despite Koperasi C's economic substance being
comparable to a limited liability company. PT G subsequently fell due to capital and
debt mismanagement, which raised suspicion of money laundering acts. In
conclusion, this study emphasizes the need for stringent law enforcement and
monitoring by the Ministry of Cooperatives and SMEs (Kemenkop-UKM).
Furthermore, Financial Services Authority (OJK) needs to intervene in risky
business models that lack external oversight and adequate disclosure and may cause
losses to stakeholders.
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1. INTRODUCTION

Fraud is an issue that causes loss for an organization and its stakeholders.
According to the Association of Certified Fraud Examiners (ACFE) on Report to the
Nations (2020), fraud has led to organizations losing 5% of their revenues. More
than half of fraud cases arise from four departments, namely Operations,
Accounting, Executive/Top Management, and Sales. Meanwhile, occupational fraud
committed by owners or executives, which only represents 20% of cases, results in
the highest losses compared to other managerial levels.

One of the most popular fraud cases is the Enron scandal, involving a US-based
energy corporation which collapsed in early 2000s. Company's management
employed various accounting manipulations that were approved by Arthur
Andersen, its external auditor. An example of the tactics employed was the creation
of unconsolidated Special Purpose Entities (SPES) to conceal company's losses and
debts (Benston & Hartgraves, 2002). The scandal ultimately led to the passage of
the Sarbanes-Oxley Corporate Reform Act in 2002, which established the Public
Company Accounting Oversight Board (PCAOB) to oversee public company
auditors (Markham, 2006).

This study describes a unique case of fraud that occurred in PT G, an Indonesian
transportation company was well-known for providing intercity travel services.
Within the organization, the board managed a cooperative named Koperasi C, which
was originally established to serve the interests of employees. However, in early
2008, Koperasi C, which was under the control of PT G's board, launched an
investment scheme promising a monthly return of 1.6-1.95%. The scheme appeared
to be an excellent opportunity until news of credit failures emerged in mid-2014.
Cooperative partners who had invested in the scheme reported unpaid interest and
principal, leading to the arrest of four top-level executives, including the President
Director, the President of Commissioner, and two members of the Board of
Commissioners, for alleged fraudulent activities.

The court's verdict on the case found that the corporation engaged in financial
crimes, including investment scam, financial statement manipulation, and Criminal
Act of Money Laundering/Tindak Pidana Pencucian Uang (TPPU). As a result, the
four board members received prison sentences. The scheme amassed an estimated
total of IDR 4.7 trillion from more than 8,700 Cooperative partners under more than
23,000 contract agreements. This scandal raises several questions, such as how the
plan remained undetected for over seven years without any intervention?
Additionally, what actions can government supervisory bodies and corporation
stakeholders take to prevent similar incidents from occurring?

The objective of this study is to provide an accurate description of the case and
to identify the reasons why the fraudulent activity went undetected for seven years
without intervention from authorities. Therefore, to achieve these objectives, data
were collected from various pieces of evidence to uncover the root causes of the
fraud and examine the discrepancies between applicable frameworks, such as
government regulations and financial accounting standards, as well as the scheme.
At the end of the study, a short-term recommendation is proposed to government
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bodies, such as the Ministry of Cooperatives and Small and Medium Enterprises
(Kementerian Koperasi dan Usaha Kecil dan Menengah/Kemenkop-UKM) as well
as Financial Services Authority (OJK) to strengthen their anti-fraud policies and
minimize similar fraud cases. It also focuses on how Cooperative form of business
entities is often abused due to the lack of strict oversight. This study also aims to
raise awareness among other stakeholders, including accounting standard setters and
the general public, about the importance of informed investment decision-making.

2. LITERATURE REVIEW
2.1. FRAUD

According to the Association of Certified Fraud Examiners (ACFE), fraud is
“any criminal act committed for the purpose of financial gain that involves the use
of deception as the primary method of operation.” In the context of financial
reporting, fraud involves a deliberate and significant misstatement that includes both
fraudulent financial reporting and asset misappropriation (Arens, 2016). Fraud can
be perpetuated internally by employees, managers, or owner as well as externally by
costumers, vendors, and other parties. Internal or occupational fraud, occurs when
employees use their positions to engage in deliberate asset misappropriation for
personal gain (ACFE).

Donald R. Cressey (1957) developed three factors that cause fraud, generally
known as the Fraud Triangle. The three factors include (Arens, 2016):

1. Incentives/pressures. Companies with declining sales experience more difficulty
earning financial profit. Sometimes, they manipulate sales or raise share price to
retain their reputation.

2. Opportunities. Risk of misstatement might occur due to weak internal control,
change of corporate accounting personnel, and other deficiencies. Many fraud
related cases are undetected by the Audit Committee and the Oversight Board.

3. Rationalization/attitude. Top management’s behavior plays a big role in
determining the risk of financial fraud. This is because when the top management
ignores the financial reporting processes, it becomes more capable of
rationalizing fraud.

2.2. FINANCIAL SHENANIGANS

Financial statements fraud cases commonly revolve around the manipulation of
accounting treatments to either inflate or decrease reported profits for tax purposes,
or to create a ‘reserve’ in case their profit sharply decline in subsequent years. These
fraudulent practices are referred to as earnings management, where management
employs certain tricks to meet company targets. One type of earnings management
is income smoothing, where companies shift revenues and expenses across periods
to create a more stable income trend (Arens, 2015). There have been several notable
cases of financial statements fraud that resulted from inadequate disclosure.
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Howard M. Schilit and Jeremy Perler authored a book titled "Financial
Shenanigans: How to Detect Accounting Gimmicks & Fraud in Financial Reports”,
which provides an overview of actual instances of financial statement fraud. The
term "financial shenanigans" refers to deceptive actions taken by management to
mislead investors about a company's financial performance or overall economic
health. Schilit and Perler categorized financial shenanigans into three categories:

1. Earning manipulation shenanigans, consisting recording revenue sooner,
recording bogus revenue, inflating profit with non-routine activities, shifting
income to later period, postponing expenses to later period, shifting expenses to
earlier period, and hiding expenses and losses.

2. Cash flow shenanigans, consisting shifting financing cash inflows to operating
section, moving operating cash outflows to investing section, inflating operating
cash flow using acquisitions or disposal, and inflating operating cash flows using
non-routine activites.

3. Key metrics shenanigans, consisting overstating performance to show misleading
metrics and distorting balance sheet metrics to avoid showing deterioriation.

2.2. COOPERATIVE IN INDONESIA

The subject organization utilized a cooperative entity to collect funds from
people. In Indonesia, a cooperative is a legal entity regulated by Kemenkop-UKM,
as indicated in Act No. 25 of 1992 (Cooperative Act/Undang-undang Koperasi), and
derived legal statements. A cooperative is a “legal entity created by individuals or
other cooperative entities who pool their members' assets as capital to engage in
business activities that serve the economic, social, and cultural needs in accordance
with its values and principles” (Cooperative Acts).

The highest position in a cooperative structure is General Assembly, which
corresponds to the position of the General Shareholders' Assembly in corporations.
A cooperative also consists of an Oversight Board and a Board of Directors, all of
whom are appointed and dismissed by General Assembly. The Oversight Board is
responsible for delegating candidates to the Board of Directors, providing advice
and supervision, and reporting on its oversight activities to the General Assembly.
On the other hand, the Board of Directors is responsible for cooperative's daily
operations, the preparation of financial statements, and its legal representation.

Cooperative Act classifies four types of cooperative, namely Consumer,
Producer, Service, as well as Saving and Loan Cooperative, also known as Koperasi
Simpan Pinjam (KSP). KSP refers to those whose sole operation is to be an
intermediary between members in need of capital and those willing to lend capital.
Koperasi C falls into KSP category due to its pooling funds operation. However, in
reality KCKGP did not distribute the funds to fellow members, instead the Board of
Directors managed the funds for their personal gain.

According to Regulation of Kemenkop-UKM No. 15/Per/M.KUKM/1X/2015,
KSP Units must follow certain rules when appointing their Board of Directors and
Oversight Board. One of these rules is that Board of Directors and Oversight Board
members cannot be immediate family members. Managers are also required to hold
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a standardized certificate of competence issued by licensed bodies in accordance
with the law. However, PT Cipaganti Citra Graha Tbk did not follow these
requirements, as the structure of their Board of Directors and Oversight Board
included the President Director's closest relatives.

2.3. DIsCLOSURE GUIDELINE FOR FINANCIAL [INFORMATION OF
COOPERATIVE IN INDONESIAN FINANCIAL ACCOUNTING STANDARD FOR
ENTITIES WITHOUT PUBLIC ACCOUNTABILITY (SAK ETAP)

One of the main issues related to PT G and Koperasi C is the lack of disclosure.
Investors and cooperative partners were promised a significantly higher monthly
return of 1.6% - 1.95% or 19.2% - 23.4% annually, as compared to the typical 11%
to 14% offered by regular banks from 2007-2014. However, they were not provided
with any information regarding company's capital circulation or business
performance report. To address this issue, applicable disclosure frameworks were
employed to conduct an analysis in this study.

Regulation of Kemenkop-UKM No. 13/Per/M.KUKM/IX/2015 mandates the
Indonesian General Financial Accounting Standard/Standar Akuntansi Keuangan
Umum (SAK Umum) and Financial Accounting Standards for Entities Without
Public Accountability/Standar Akuntansi Keuangan Entitas Tanpa Akuntabilitas
Publik (SAK ETAP) as the basis for preparing financial statements for KSP.
Cooperative which operates saving and loan business must prepare (1) balance sheet,
(2) business result calculation report, (3) statement of changes in equity, (4) cash
flow statement and (5) notes on financial statements.

3. STuDY METHODS

This study was carried out using a single-case design approach with a holistic
perspective (Yin, 2003). It used qualitative data, which according to Eriksson &
Kovalainen (2008) is not numerical, assuming the information is not original in
nature. Data were collected from primary and secondary sources. Primary data were
gathered directly through semi structured interviews with two former managerial
employees of the subject organization. Secondary data were gathered through
publicly available information regarding the organization, including annual report
and financial prospectus, as well as external information, such as court decisions,
news outlets, and academic papers regarding the case.

Furthermore, a former Improvement Management Manager and a former Branch
Head and Heavy Equipment Support Supervisor was interviewed through phone and
face-to-face communication. The two personnel were amongst the few people aware
of the plan conducted by the four board members of PT G. The interview aimed to
provide additional information and perspective on the validity of the written data
source from mass media. The interview topics are summarized as follows:

1. Brief background of the establishment of Koperasi C and its partnership
investment plan.
2. The condition of transportation services sector during the partnership period.
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3. PT G business planning during the partnership period, including the expansion
plan to mining and real estate industry.

4. Organizational structure of PT G in factual circumstances, in specific, authority

span of the President Director and intercompany relationship with affiliated

companies.

Financial condition of PT G prior to Initial Public Offering (IPO)

Role of supervisory institutions inside the corporation, for example, the internal

audit unit.

7. Red flags or indications that appeared in the corporate financial planning.

8. The condition inside company after the case is unveiled to the public.

The secondary data applicable to this case were mainly sourced from court
decision transcripts which consisted of the case chronology, lawsuit demands, details
regarding the investment plan, and the final decision. The transcripts are publicly
accessible through the Supreme Court database with two sets of court decision
transcripts, consisting of a civil court lawsuit filed by 79 investors and a criminal
court lawsuit towards four board members of PT G mainly used.

The guide from The Case Study Handbook written by Ellet in 2018 was used in
this study. Based on the study objectives, a problem-diagnosis scenario case was
used to determine the root cause of the associated problem. Steps to conduct a
problem-diagnosis scenario consist of (1) defining, (2) summarizing, (3) proving
every cause, and (4) presenting an action plan. This study also adapts a report style
from Joseph T. Wells’ Fraud Case Book — Lessons from the Bad Side of Business
(2017), consisting of the following:

1. Introduction about the actor(s) in the case, the corporation where it occurred, and
the fraud they committed.

2. Brief background about the corporation and the business operations.

3. Case chronology or timeline consisting of findings such as red flags, deficiencies
in internal control, and a “What went wrong?” question.

4. Resolution that summarizes the investigation result, motives of the fraud
perpetrator, internal and external factors, as well as weakness in control system.

5. An overall conclusion to the whole case study, which summarizes analysis on the
chronology and resolution.

6. Recommendation to prevent similar scheme, addressed to related regulatory
bodies and supporting institutions.

The discussion in this study starts with a summary of alleged fraud cases, which
includes information about the actors involved, the organization’s profile, and the
specific acts of dispute committed. Based on the data presented, factors supporting
the occurrence of fraud and its elements were analyzed in each case using the Fraud
Triangle framework. This study also provides perspective from external audit
function as an independent assurance service provider. Additionally, lesson learned
and conclusions are drawn from the entire discussions that help to formulate short-
and long-term recommendations.

oo
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4. ORGANIZATION PROFILE
41.PTG

PT G started as a private vehicle rental company in 1984, initially operating as
a Commanditaire Vennootschap (CV). Overtime, the business expanded and in
1994, it was established as a corporation. In 2013, company received an effective
statement letter from the Capital Market and Financial Institution Supervisory
Agency (Badan Pengawas Pasar Modal dan Lembaga Keuangan/Bapepam-LK),
authorizing it to conduct an initial public offering (IPO), in July 2013.

Company's products in the transportation sector include Shuttle (point to point),
Travel (door to door), Car Rental, Tours & Ticketing, Taxis, and Heavy Equipment.
Additionally, company also rented heavy equipment and managed residential
properties.

PT G was a group that has five subsidiaries based on the operation of the
following three main business units:

1. Land transportation, through three different subsidiary PTs, including:

a. Vehicle rental, courier, cargo and logistics services,

b. Taxi service, and

c. Travel services, shuttles, tourist bus rentals, flight ticket sales and tour package.
The courier and cargo service business unit originally utilized shuttle business

unit's infrastructure to deliver goods of less than 25 kilograms from one branch office

to another. Company developed business by providing cargo services for goods of
more than 25 kilograms.

The taxi business unit started in 2010 by establishing its own subsidiary.
Company developed a taxi product line with premium features in the form of wi-fi,
movies, and several others at competitive rates.

2. Mining and resources. PT G traded coal on a small scale through its subsidiaries,
which was established in 2008 with a Mining Business License for Special
Production Operations for the Transportation and Sales of Coal from the Ministry
of Energy and Mineral Resources.

3. Heavy equipment rental. Company initially rented forklifts and cranes to textile
companies in Bandung and its surroundings. Along with development of
infrastructure that increases the demand for heavy equipment, company also
served the plantation industry, mining, and infrastructure projects. Furthermore,
it opened branch offices in Sumatra and Kalimantan.

PT G had set a target to sell 2 billion shares or 40% of its shares during its IPO.
However, company fell short of its target, with only 10% of its shares being sold.
Unfortunately, a scandal involving Koperasi C, which was under the PT G brand
name, led to the arrest of the President Director, President of Commissioners, and
two members of the Board of Commissioners. Company officials were prosecuted
for alleged embezzlement and fraud against thousands of business partners.

Due to the absence of PT G’s key management, A Ltd. and its subsidiary B Ltd.
took over ownership of nearly 55% of its shares. After the case, an Extraordinary
General Meeting of Shareholders (RUPS Luar Biasa) was held to reshuffle the
directors and commissioners as well as change the company name, according to the



206
Contemporary Accounting Case Studies,

March 2024, Vol. 3, No. 1, pg. 199-226

Company Deed in April 2015. The business remained unchanged, however,
company changed the brand of its taxi and shuttle bus name, with the headquarter
relocated to South Jakarta from Bandung.

Following a change in name, company applied for a Suspension of Debt Payment
Obligations (Penundaan Kewajiban Pembayaran Utang/PKPU) and had to
restructure its debts in 2016. These debts comprised of obligations to several
creditors, as well as legal service fees from corporate actions. One of the creditors,
a private bank, had a debt claim which included obligations to investors of Koperasi
C's partnership. However, the claim was rejected by the attorney as Koperasi C and
company were considered separate legal entities. Eventually, company was
dissolved in 2017.

4.2. KOPERASI C

Koperasi C was established in 2002 and registered with the Bandung City
Agency of Cooperative in the same year. Cooperative has undergone three
management periods, spanning from 2002 to 2007, 2007 to 2012, and 2012 to 2014.
The management structure consists of a President, two Secretaries, two Treasurers,
Supervisory Board, and Members. In 2008, the President Director of PT G took
control of cooperative and under this new leadership, Koperasi C established a
partnership program aimed at individual investors. The scheme offered returns
varying from 1.4% to 1.6% depending on the investment period, for a minimum
deposit of IDR 100 million.

In May 2014, the management of PT G initiated the debt restructuring of
cooperative by forming a Restructuring Team consisting of financial advisors, legal
advisors, and independent investor relations advisors. Additionally, the board
requested Suspension of Debt Payment Obligations (PKPU) from the Central Jakarta
Commercial Court and submitted a composition proposal to their creditors in an
effort to forfeit debts.

The composition was ratified by the Panel of Judges at the Central Jakarta Court
on 23 July 2014. As part of the restructuring process, Koperasi C, through the
Restructuring Team, aimed to secure funds for cooperative's partners. The
restructuring process involved several stages, including business profiling, fund
raising, preparation of transaction administration systems, due diligence,
performance improvement, and debt restructuring. The PT G Group's other business
units were also subject to restructuring and improvement efforts alongside Koperasi
C.

The composition proposal apparently failed to be implemented by cooperative
due to their inability to submit their related accounts receivable and assets. Despite
attempts by the committee to communicate with officials from Koperasi C and PT
G, no progress was made. Therefore, in September 2016, the Panel of Judges at the
Central Jakarta District Court declared Koperasi C bankrupcy due to their failure to
fulfill the previously agreed composition proposal. Subsequently, the remaining
assets were liquidated by the assigned curator.
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5. RESULT AND DISCUSSION
5.1. FACTS REGARDING THE CASE
5.1.1. LAWSUIT OF 79 PARTNERS

A group of 79 partners of Koperasi C took legal action against both cooperative
and the upper management of PT G, who also served on cooperative’s board of
directors. The partners' investments, which amounted to IDR 40 billion, were not
used to establish independent businesses under the Koperasi C name, but rather were
transferred to subsidiaries of PT G and assets held under the names of PT G's board
members. The lawsuit targeted not only cooperative, but also its boards of directors
and supervisory, as well as several managers of cooperative's subsidiaries.

The partners demand responsibility for Cooperative’s inability to return back the
principal fund and interest as promised. The funds were transferred without the
partners’ consent. However, the court rejected the lawsuit on the basis that
cooperative is not responsible for the assets of its Oversight Board and Directors.
According to the Government Regulation No. 33/1998, cooperatives are mandated
to transfer their capital to autonomous business units. In fact, the capital was
transferred to speculative business and used to buy land and buildings on strategic
locations under the name of cooperative board members. Figure 1 explains the ideal
structure of capital flow in the partnership:

Figure 1. Ideal structure of cooperative capital flow
Cooperative

Structure

Capital

Partners (79) —— PTG

x Subsidiary 1
Subsidiary 2
Subsidiary 3
Subsidiary 4
Subsidiary 5

Capital

[ S S O

Report to
partners

Source: Court Decision (modified)

Figure 2 describes the actual capital flow of the investment partnership in Koperasi C:
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Figure 2. Actual capital flow of Koperasi C

Cooperative
Structure
r
Capital A 4 Capital
Koperasi C 3
Partners (79) —» PTG
Capital L. Subsidimy 1
2. Subsidiary 2
3. Subsidiary 3
4. Subsidiary 4
5. Subsidiary 5
Unidentified

capital flow

Source: Court Decision (modified)

In contrast to the ideal scheme that goes in accordance with the regulations, the
Koperasi C participation capital distribution shows an illegitimate capital flow. The
litigants stated that the flow of the capital participation funds went to assets in the
form of land and buildings on behalf of two managements of cooperative. These
include, a company that is part of the PT G, either as a share investment or through
a cooperation agreement in the business of transportation, car and heavy equipment
rental, and mining.

Defendant 2 as the President Director who controls PT G utilized five of its
affiliated companies as a means to carry out the money laundering process. This
process is seen in the Consolidated Financial Statements Prepared by the Public
Accounting Firm Dated March 2014. Furthermore, cross and convoluted
transactions are carried out to disguise or eliminate the origin of the funds in the
transaction, to ensure the output looks like pure profits from corporate business.

The total loss incurred by the 79 partners was calculated at IDR 61.45 billion,
with an immaterial loss of IDR 39.5 billion. The litigants requested the judge to
confiscate lands and buildings in the name of PT G and funds in the account name
of cooperative.

5.1.2. CRIMINAL COURT OF KOPERASI C BOARD

In 2016, four higher ups of Koperasi C were tried in a special criminal court in
the cassation level involving:
1. Defendant 1: PT G Founder and President Director
2. Defendant 2: Koperasi C Vice President
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Defendant 3: Koperasi C Treasurer
Defendant 4: PT G Corporate Secretary
The court summarizes the chronology of the fraud modus operandus as follows:
When the defendants discussed the plan to go public from 2007 to 2008, PT G
formulated the idea to obtain fresh funds by collecting money from the public.
The way to raise funds from the general public is to direct the marketing of
Koperasi C through the distribution of brochures containing the following return

schedule:

Table 1. Return on investment schedule in Koperasi C

Capital (in Rp Periods
million) 1lyear | 2years | 3years | 4years | 5years
Monthly interest | 1,40% | 1,50% | 1,60% | 1,70% | 1,80%
100 1,4 1,5 1,6 1,7 1,8
200 2,8 3 3,2 3,4 3,6
300 4,2 4,5 4,8 51 54
400 5,6 6 6,4 6,8 7,2
500 7 7,5 8 8,5 9
600 8,4 9 9,6 10,2 10,8
700 9,8 10,5 11,2 11,9 12,6
800 | 11,2 12 12,8 13,6 14,4
900 | 12,6 13,5 14,4 15,3 16,2
1.000 14 15 16 17 18

Source: Court Decision (modified)

209

3. The defendants utilized a misleading marketing strategy to attract
investors/partners of Koperasi C by showcasing PT G assets, despite being

listed as different legal entities.

4. The profit-sharing partnership was marketed by Koperasi C by stating that the
profits earned are on average above the Bank's interest, not subject to
devaluation, and are suitable for people who expect a steady passive income.
This partnership also refers to the term “savings”, which is different from

banking.

5. Most of the partners’ funds were not used to increase the business activities
of cooperative, but they were transferred to affiliated companies of PT G, used
on behalf of Defendants 1, 2, 3, and 4, as well as for investor acquisition costs.
Finally, the defendants were sentenced to imprisonment and fined.
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5.1.3. KOPERASI C AND ITS DOWNFALL ACCORDING TO PT G FORMER
PERSONNELS

Based on the interview conducted on two PT G former personnels in managerial
position, it was concluded that the basis of Koperasi C partnership are as follows:
1. Competition in the car rental sector involving a number of big competitors.

2. The need to acquire hundreds of travel cars to serve Bandung-Jakarta trips, and
3. Company developed a real estate business in Bandung as a side business.

PT G was unable to enter the stock market due to its inability to meet the licensing
requirements. Additionally, obtaining loan from banks was also out of option
because the cars operated on behalf of company were not assets owned by PT G.
Several cars were lent from external parties to PT G for operational purposes and
eventually, the management decided to obtain direct funding of approximately IDR
4.7 trillion from the public through Koperasi C.

The President Director of PT G, through Koperasi C, widely advertised the
partnership with inaccurate and misleading information that misrepresented the
business model. For example, Koperasi C marketing staffs used showrooms and
their proposal brochure to display excavator assets, and luxury travel cars. Therefore,
people were tempted to invest up to billions of rupiah in partnerships. Unfortunately,
behind these expensive assets there was an imbalance between overhead costs and
income from assets.

Another red flag noticed by the informants was the fact that the leadership
position in the heavy equipment business belongs to a close relative of the company
president director, indicating conflict of interest. The informants also saw the lack
of supervision from the authorities, which led to a total of seven years of inadequate
supervision. Company used to have internal audit bodies, however, their
performance was insignificant as the informants noted that the reports they produce
did not represent the actual status. Both informants concluded that their awareness
towards, such financial plans resulted to their personal dissatisfaction and
resignation.

5.2. CASE ANALYSIS

According to the data obtained through interviews and court decision excerpts,
the causal analysis of the fraud case can be elaborated in three parts. These include
the motives of successful fraud scheme from business perspective, regulation gaps
or loopholes, and external auditor perspective as a controlling institution. From the
analysis, several recommendations are provided for regulators, in Kemenkop-UKM
and OJK.
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5.2.1 ELEMENTS OF UNLAWFUL ACTS IN THE CASE

The court process in which four board members of PT G and Koperasi C were
convicted concluded that there were elements of unlawful act committed by these
executives. According to the plaintiffs, the unlawful acts committed through both
organizations were:

1. Inalawsuit brought by 79 partners of Koperasi C, the civil court made a decision
based on Article 1365 of the Civil Code (Kitab Undang-undang Hukum Perdata).
This article stipulates that those who break the law and cause harm to others must
compensate for the losses incurred. The partners claimed that Koperasi C had
failed to pay the loan interest and principal as agreed, thereby constituting an
unlawful act. The losses were direct and indirect in the form of monetary losses
equivalent to partners, and loss of welfare with psychological impacts on
investors, comprising a significant number of retired officers. These retirees
invested their severance funds as capital and expected interest.

2. Four board members of PT G and Koperasi C were found guilty by a criminal
court for violating Articles 372 and 378 of the the Criminal Code (Kitab Undang-
undang Hukum Pidana). According to Article 372, embezzlement is the
deliberate possession and control of assets belonging to another person against
their rights. Article 378 defined fraud as the act of “using a fake identity and
committing deception while influencing other people hand over goods or provide
debt.” In this case, the board members-initiated investment offers by promising
high returns and returns on capital, and then used the invested capital in the coal
mining business of PT G group without the knowledge of the investors.

5.2.2 THE MOTIVES OF SUCCESSFUL FRAUD SCHEME FROM BUSINESS
PERSPECTIVE
5.2.2.1 MISLEADING MARKETING WITH PT G BRAND ELEMENTS

Koperasi C uses PT G brand elements as a reputable transportation service
company in their marketing and promotion despite being two different legal entities.
it issued brochure that shows assets and performance of PT G to attract future
partners to invest their capital in Koperasi C. This leads to a perception that investing
in Koperasi C is a path to obtain business growth of PT G reflected by massive
acquisition of operational vehicles and company expansion to mining and heavy
equipment lease business. However, the public might not be aware that Koperasi C
and PT G are two different legal entities and every risk bore by investors of Koperasi
C as apart from management responsibility of PT G.

5.2.2.2. ISSUES IN KOPERASI C FINANCIAL STATEMENTS

Under Cooperative Act, Koperasi C is mandated to release financial statements
annually, at the very least. Court records reveal that Koperasi C has issued audited
financial statements for the 2011 and 2012 fiscal years. Additionally, another court
decision indicates that Koperasi C had assets worth IDR 293.38 billion and equity
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valued at IDR 188.46 billion, including equity capital of IDR 186.9 billion, as of

December 31, 2012. This value falls short of the bills of 79 investors who invested

IDR 40.6 billion and 3,357 other investors with a total of IDR 1.35 trillion in bills.

Two conclusions from the issues related to Koperasi C financial statements are as

follows:

1. Koperasi C financial statements do not meet the two financial reporting criteria
according to IFRS, namely "fair representation.” This is because it does not
provide information according to the data that should be presented in the report
to help cooperative to form decisions, as well as the "relevance," as invalid
financial report are no longer used to make investment decisions.

2. Koperasi C's financial statements suggest that there may be issues with their
reporting, but there are no firm consequences for not issuing accurate financial
reports. Additionally, the Capital Market and Financial Institution Supervisory
Agency (Bapepam-LK), which has since become OJK, has not provided specific
supervision for cooperative institutions as of the time this final study was
authored.

5.2.2.3 LACK OF OVERSIGHT IN KOPERASI C FINANCIAL ACTIVITIES

Kemenkop-UKM holds supervisory roles for cooperative institutions across
Indonesia. However, during the active period of the Koperasi C investment scheme
from 2007 to 2014, Kemenkop-UKM did not have a mitigation plan in place to
address fraud within cooperative with high potential for such illegal activity. As a
result, several cases of fraud emerged after the Koperasi C case was resolved in
court. Unfortunately, Kemenkop-UKM did not implement any specific measures to
prevent such fraudulent practices within cooperative institutions until Cooperative
Supervision Task Force (Satuan Tugas Pengawasan Koperasi) was established in
2017. The formation of this task force was spurred by several instances of
cooperative institutions being misused for activities such as money laundering,
which occurred after the Koperasi C case.

In Indonesia, OJK is responsible for overseeing financial service institutions and
products, taking over the role previously held by the Capital Market and Financial
Institution Supervisory Agency (Bapepam-LK). Since 2007, Bapepam-LK had
established the Investigation Alert Task Force, also known as Satuan Tugas
Penanganan Dugaan Tindakan Melawan Hukum di Bidang Penghimpunan Dana
Masyarakat Task Force for Handling Alleged Unlawful Acts in Field of Public Fund
Collection and Investment Management. The Investigation Alert Task Force has
continued its operations under the OJK, responding to reports from the public
regarding the legality of investment offers in finance, property, and commodities.

Although a supervisory task force has been created to oversee financial services
and investment activities, its ability to take action is limited to a reactive approach,
which only allows it to act preventively when there are reports, inquiries, or requests
for investigations from customers, investors, or third parties. This means there may
still be gaps in the system that could be exploited by individuals or legal entities
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engaging in illegal investments through various forms of business entities and
schemes.

5.2.3 REGULATION GAPS OR LOOPHOLES IN THE FRAUD SCHEME
5.2.3.1 WEAK EXTERNAL CONTROL ON COOPERATIVE WITH LARGE
ECONOMIC SUBSTANCE

The relationship between Koperasi C and its partners is synonymous to that of a
company to investors, either in the form of equity capital (shareholders) or loan
capital (creditors). Koperasi C and other Limited Liability Companies (Perseroan
Terbatas/PT) have similar relationships to third party investors. However, Koperasi
C is a cooperative institution which lacks the ability to enforce public accountability,
thereby showing weak control. In reality, cooperative is only responsible for the
partners or owners of capital and not for the public. Koperasi C suffered huge losses
the moment several partners demanded principal and interest on the loan or
investment.

This study proposes that cooperative should not be treated differently from
Limited Liability Companies with the same number of assets or capital and business
activities. Cooperative should ideally operate to achieve economic equality and the
welfare of communities as quoted by the Minister of Cooperatives and SMEs Anak
Agung Ngurah Puspayoga in 2016. However, it should not justify a weak control by
the government. The government is required to focus attention on cooperative
entities in order to enforce regulation because these entities are often misused for
activities that are detrimental to customers or investors.

5.2.3.2 INAPPROPRIATE LEGAL CONTROL IN FORMING A BUSINESS ENTITY
AND SUBSEQUENT BUSINESS ACTIVITY OVERSIGHT

The financial institutions in the country are still poorly regulated not only based
on the form or format of the institution, but also on the substance and risks. In
general, all business entities that provide financial services, including investments,
are required to obtain a license from OJK. However, in reality, the government is
unable to completely prevent potential customers or investors from investing in
high-risk products. The proliferation of investments with risks that cannot be
accounted for is due to the lack of education on the financial product, leading to the
continuation of fraud cycle. Illegal investment cases can only be addressed when
inquiries or reports to prevent future losses are constituted.

A post operation external control is still required after the issuance of permit to
a financing business establishment. The supervisory body must ensure that strategic
decisions are discussed and approved by all stakeholders including the composition
of Cooperative Members’ Meeting (Rapat Anggota) according to the Articles of
Association of cooperative. These decisions must be legitimate and also be able to
protect the interests of partners or investors.
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In obtaining and retaining partners, Koperasi C failed to provide full disclosure
on the financing plans made by cooperative for PT G's business in the mining and
property sectors. Koperasi C also declined to explain certain risks to partners such
as the potential fall in coal prices. In addition to concealing the plans from
cooperative investors or direct stakeholders, oversight bodies were also unaware of
the plans. This led to a potential loss and inability of cooperative to return the
principal and interests to the partners. Sufficient controls from the oversight bodies
are needed to ensure that stakeholders obtain a thorough and deserving disclosure.

5.2.3.3 FACTORS CONTRIBUTING TO FRAUD ACTS

Based on interviews conducted with former PT G employees, it was discovered
that the leadership of Koperasi C were driven by ambition and pressure and this led
to the perpetration of the fraud scheme. Furthermore, the scheme was not exposed
by the regulatory authorities and lasted for seven years due to the absence of external
supervision. This inadequacy created an opportunity for the exploitation of people
with limited information. The management of Koperasi C rationalized their plans on
the assumption that the temporary success being experienced will be long-lived.

5.2.3.4 PRESSURE

The actors behind the Koperasi C partnership program are the leaders (directors
and board of commissioners) of PT G with the ambition to increase the scale of the
main business, consisting of transportation services, and also introduce new business
fields, such as mining, heavy equipment leasing, and property. The pressure on these
leaders was driven by the intense competition among operators in the inter-city
transportation services sector.

According to the source, PT G responded to the competition by adding a new
vehicle fleet strategy. When the partnership scheme was launched, expectations for
business growth emerged, which was marked by the inauguration of the Cipularang
toll road. This was expected to increase the demand for inter-city transportation
services, specifically from Jakarta to Bandung and vice versa. Company also
obtained a special lane at the Soekarno-Hatta airport terminal with the help of an
airline. However, in 2011, the airline was taken over by a foreign one due to
bankruptcy.

The pressure faced by PT G to maintain its business also motivated company to
expand into the coal mining and heavy equipment leasing sectors. This was another
wrong step as evidenced by the fall in coal prices and a decline of the sector. A huge
amount of capital was needed to keep the mining industry running therefore a lot of
investment proceeds from Koperasi C were invested in subsidiaries engaged in the
mining sector.

The advertisement of proof of investment to cooperative was carried out by
Koperasi C’s investment marketing teams by displaying lots of heavy equipment and
new travel car units in order to lure investors. Furthermore, more than IDR 1 billion
was invested in this business by some investors and these individuals did not own
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shares in Koperasi C or PT G, but received high loan interest rates. These high rates
gave rise to more pressure on the management to repay interest debts despite the
huge losses incurred. These losses led to a further decline in PT G's share price after
IPO was carried out. Subsequently, company and cooperative were brought to an
end due to their inability to fully settle the liabilities owed investors.

5.2.3.5 OPPORTUNITY

The absence of prohibitions or restrictions on investing through cooperative
presented an opportunity for the leadership of PT G to take advantage of the ease of
obtaining capital through Koperasi C. The potential investor's desire to obtain
maximum profits was also an opportunity for investment schemes offering high
returns. In addition, the existence and operation of Koperasi C before the scheme
was designed, served as an incentive for potential investors to trust the equity
participation as a safe investment.

The study conducted by Wilkins, Acuff, and Hermanson (2012) on 17 investors
who were trapped in a Ponzi scheme showed that they all knew about the existence
of these investments from fellow investors. Majority of the investors had limited
knowledge of the characteristics of an investment, including its high return rate.
Testimonials from fellow investors that had benefited from the return, played a key
role in influencing their investment decisions.

The results of the afromentioned study are not far-fetched from the statements of
informants that were interviewed by the author on the case of Koperasi C capital
scheme. The information gap between the marketing team of Koperasi C's
investment business and potential investors led to thousands of these investors being
tempted by high returns. In the first few years, Koperasi C demonstrated the ability
to pay interest on loans, thereby building the trust of potential investors.

5.2.3.6 RATIONALIZATION

The investment scheme of Koperasi C lasted for seven years. During this period,
some of the capital invested in the early years were successfully returned with high
interest rates based on the agreement. Furthermore, the transportation business
climate at that time was promising for PT G's business. The actors behind the case,
namely the executives of Koperasi C, thought that this plan would run smoothly
without any serious consequences in the future. The minimal supervision of
cooperative and investor agreements, as well as positive testimonials supporting the
sustainability of the investment scheme created an impression of a long-lasting
illegal scheme.

5.2.3.7 PERSPECTIVE FROM EXTERNAL AUDITORS AS AN INDEPENDENT
ASSURANCE SERVICE PROVIDER

Koperasi C and PT G were subjected to external audit based on the fact that 1)
Koperasi C had its financial statements audited at least in 2011 and 2012, and 2) PT
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G registered its shares on the Indonesia Stock Exchange (IDX) through an IPO in
2013. The stakeholders of both bodies, consisting of investors or cooperative
partners and the public, were aware of the audit process existence underwent by both
entities.

Indications of the unfairness of PT G's financial statements were seen from the
relationship between cooperative's main business and PT G's financial statements,
which was the pooled investment that was classified as capital loan. Accounts on
behalf of Koperasi C had at least been recorded in PT G's financial system since
2012. Based on the Deed of Statement of Decision of PT G Shareholders, in August
2012 there was a deposit of funds which caused the total paid-up capital of PT G to
increase from IDR 159.5 billion to IDR 325 billion, an increment of IDR 165. 5
billion or approximately twice that amount. The total deposit was recorded as an
additional capital ownership of PT Induk (the ultimate parent entity PT G and its
subsidiaries) of IDR 149.5 billion and Koperasi C of IDR 16 billion.

Table 2. PT G Ownership Structure in 2012-2013

31 December 2012

Shareholders Percentage of ownership

PT Parent (ultimate parent) 95,07%
Koperasi C 4,92%
PT P (minority interest) 0,0003%
Total 100%

31 December 2012

Shareholders Percentage of ownership

PT Parent (ultimate parent) 60,10%
Other shareholders (<5%) 39,10%
Total 100%

Source: PT G Annual Report 2013 (modified)

PT G further disclosed in the Financial Statements Notes that it signed
agreements with multiple cooperative partners on behalf of company in 2011 and
2012. This is evident in the 2012 report, where PT G recorded long-term liabilities
for the purchase of fixed assets worth IDR 95 billion. In 2013, company took a debt
of IDR 40.13 billion from Koperasi C partners using a loan facility from a private
bank.

According to PT G's accounting records, the transactions conducted with
Koperasi C is summarized with the following simplified journal entries:

1. 2012 Financial Statements
Cash/asset IDR 95 billion

Asset acquisition loan IDR 95 billion
2. 2012 Financial Statements
Cash/asset IDR 16 billion
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Paid-in capital — Koperasi C IDR 16 billion
3. 2013 Financial Statements
Asset acquisition loan IDR 40.13 billion

Bank loan IDR 40.13 billion

It was concluded that the financial affairs of Koperasi C have a significant impact
on PT G's finances. In addition, these financial affairs violate the principle that
cooperative and PT G are two different business entities. Cooperative invests in PT
G as a minority shareholder, while PT G is responsible for settling the debts taken
from its cooperative partners. Apart from showing indications of money laundering
through capital channeling and cooperative debt, this transaction is also a failure of
risk management which is detrimental to PT G's shareholders. Company must bear
interest on debts and bank loans to purchase assets from cooperative partners.

PT G has undergone financial statements audit at least twice, prior to the IPO and
an annual audit conducted for the 2013 financial year. The audited financial
statements of Year 2013 were rejected by shareholders in August 2014. At the time,
the General Meeting of Shareholders underlined the issue of Koperasi C’s
management in respects to the investigations carried out by the PT G Board of
Directors and Commissioners for default investment payments. Shareholders
demanded that transparent transactions be carried out between Koperasi C and PT
G.

The auditor plays a crucial role for company, under two circumstances. The first
instance is during company listing application where audited financial statements
for prior years are needed, while the second is when the establishment fulfills the
obligation to have its financial statements audited as a public company. Situations
where these companies engage in risky business activities and inappropriate
accounting treatment shapes the public’s perception of the auditor’s performance.
The public questions why the auditors "allowed" a company with plans such as PT
G to enter the stock exchange, despite being assured of the fairness regarding the
financial statements presented. The auditors do not have the authority to assess the
legality of company's businesses or its continuity. Therefore, the public’s
expectations of the audit performance need to be discussed in respect to the
investment decisions.

The Association of Chartered Certified Accountants (ACCA) discussed audit
expectation gap in their publication report entitled Closing the expectation gap in
audit. ACCA conducted a survey on its 11,000 members regarding the differences
between public perceptions of external and actual auditors’ performances. The
Association of Chartered Certified Accountants further divided the audit expectation
gap into three components, which are stated as follows:

1. Knowledge gap is the gap between the public’s perception of the auditors and
their actual responsibility. A common example is that these auditors are
responsible for preventing company from bankruptcy or the notion they are
eligible to provide non-audit consulting services for audited clients.

2. Performance gap is the gap between what the auditors do and their actual
responsibility. The basis of this gap includes factors that restrains the auditor
from meeting the auditing or regulatory standards, for example lack of focus on
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audit quality or differences in the interpretation of auditing standards or

regulations enacted by regulators and auditors.

3. Evolution gap is the gap between what auditors are supposed to do and what the
public expects of them. This tend to arise due to pressure from the public, and
technological advances, as well as ways to improve audit processes to provide
added value.

The issue of audit expectation gaps is also relevant in the case of Koperasi C's
investment program and its debt channeling to PT G. In this circumstance, there is
no information regarding public pressure for cooperative and corporate auditors to
act beyond the mandated scope. The decisions to approve IPO process and that of
potential investors to purchase PT G shares are related to the financial statements
audit. However, from the Koperasi C’s point of view, its partners usually rely on
financial report audits as a signal to intervene assuming the investment
sustainability, is disrupted. Marketing activities, agreement formation, delivery of
investment capital and payments of partners are not run transparently because
cooperative institutions are not legally bound to the public’s accountability.

In line with the recommendations in the ACCA report, regulators (the
government) and accounting standard setting institutions play a role in covering the
audit expectations gaps. To bridge the knowledge gap, regulators, standard setters,
and public accounting firms or institutions can communicate to the public regarding
the auditors’ duties and responsibilities in accordance with auditing regulations and
standards. In circumstances where there is a change in the auditor's responsibilities
related to the audit, this also needs to be communicated along with the motives for
the change. To bridge the performance gap, standard setters must be responsive to
issues related to audit quality, by updating or supporting standard implementation.
The ACCA revealed that public requests for auditors to be able to identify and report
fraud or prevent company failures can be fulfilled, although further study needs to
be conducted regarding the relationship between the knowledge and evolution gaps.
This enables policy makers to implement laws and regulations that meets public
demand.

The ethics of accounting profession needs to be implemented to attract public
trust. The Code of Ethics for Professional Accountants issued by the Indonesian
Institute of Accountants (IAl) mentioned several threats to objectivity and
independence, including conflict of interest and intimidation. An accountant’s
integrity does not need to be affected by other parties or colleagues, thereby causing
them not to be able to discharge their duties objectively. Strict sanctions need to be
enforced in circumstances where public accountants intentionally allow actions that
affects their ability to be objective. In Indonesia, an institution that specifically
supervises public accountants was established since 2011, namely the Public
Accountant Profession Committee (Komite Profesi Akuntan Public).

Mindfulness is one of the attributes, also needed by the auditors at the audit
planning stage. In addition to effective audit procedures, mindfulness enables the
auditor to initiate proper audit opinion. Relevant guidelines include ISA 315
Identifying and Assessing the Risks of Material Misstatement Through
Understanding of Entities and Their Environment and ISA 330 Auditor Responses
to Assessed Risks. Based on the PT G case, any accounting process associated to a
problematic business unit is an inherent entity-level risk that should have been
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detected by public entity auditors. Even for private entity auditors such as Koperasi
C, these individuals need to be careful in conducting business risk assessments
which include financial, operational and compliance risks.

Oversight bodies need to pay special attention to the job functions of auditors in
public and private entities with large economic substance, namely those that
according to the number of assets or circulation cannot be categorized as UKM.
Auditors have the right to give opinions other than an Unmodified Opinion without
being interrupted by the client or other considerations that interferes with their
independence. They are also authorized to submit a report to the capital market
supervisory agency, namely the OJK, assuming the accounting process of a public
entity client is fraudulent, thereby exposing the investors to losses. Conversely, the
auditors also need to be sanctioned, supposing they fail to employ audit procedures
according to the mandated standards, which results in providing the public entities
with improper opinions.

Apart from the supervisory body, IAl as the setter of audit standards needs to
issue specific guidelines on how auditors should treat indications of fraud found
while conducting audit procedures as stated in ISA 240 Auditor Responsibilities
related to Fraud in an Audit of Financial Statements. Fraud detecting activities are
the responsibility of forensic auditors, which is entirely different from that of the
financial statement auditor. Therefore, there is need for these two to collaborate in
terms of detecting indications of fraud. This collaboration is usually carried out
during the field work period, namely when the auditor collects audit evidence for
both interim and end-of-year reports.

5.2.4 LESSON LEARNED FROM KOPERASI C AND PT G CASE
5.2.4.1 ACTORS IN THE FRAUD CASE

Based on the earlier discussion, it was concluded that this financial scandal
resulting in the loss of relatively IDR 3.2 trillion was caused by an agency whose
practice was negligent. Cooperative business entities that provide benefits to their
members through savings and loan services as well as business credit are used as
fundraisers without official permission. This competitive and ambitious company
improved the transportation sector at that time. However, this investment scheme is
detrimental to the sanctioned executives, and specifically the partners who failed to
get the promised principal and interest.

The perpetrators of this fraudulent case were the officials of Koperasi C and PT
G who initiated the partnership program within cooperative, whose initial purpose
was to serve PT G employees. They promise high interest rates, amounting to an
average of 1.5% per month (or 18% per year) to attract potential investors who were
not keen on the risks involved. In a particular partnership contract, investors tend to
invest varying amounts, ranging from IDR 100 million to IDR 5.7 billion.

This study also highlighted the role of supervisory institutions, namely
Kemenkop-UKM, which oversees all cooperative establishments, including IDX as
a means of trading shares of public companies, and OJK as the licenser and
supervisor of financial services activities. Kemenkop-UKM has limited room for
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movement, because cooperative generally operates on a micro basis to provide
benefits only to its members. In addition, public accountability is not required even
though the scheme carried out is highly risky. The IDX failed to trace debt
transactions involving PT G because cooperative's financial statements do not
consolidate with that of PT G as the parent company. When this case was revealed
to the public, OJK failed to pay special attention to investment fraud involving
cooperative bodies. The case of Koperasi C, and several others involving similar
institutions, should be a lesson, specifically for Kemenkop-UKM and OJK,
considering the huge losses incurred, which amounted to relatively IDR 3.2 trillion.

The supporting independent role is played by the external auditors or assurance
service providers who audit the financial statements of corporate institutions (PT)
and other cooperatives. Auditors directly assure stakeholders such as shareholders
or investors, tax authorities, IDX for public companies, and OJK as the regulator.
Fraud schemes evolve in accordance with the complexity of a business, therefore,
the auditor needs to perform audit procedures with care and exercise professional
skepticism before providing reasonable assurance that the financial statements are
free from material misstatement.

5.2.4.2 FRAUD AND OPTIMISM BIAS

Cases of fraud or third-party investment fraud tend to occur when investment
managers trick potential investors and gains their trust. Budi Frensidy (2014)
analyzed the case of Koperasi C and stated that this company did not deliberately
intend to commit fraud and theft for personal or corporate interests, rather the
optimism bias for investment schemes are very speculative. This optimism bias
appears on two sides first is the PT G's management of its business expansion into
mining and heavy equipment rental, and second, partners or investors who invest
their capital.

The interviewed informants stated that coal mining and heavy equipment leasing
are volatile industries, hence, engaging these firms in business activities increases
the overall risk of the investment planned, initially marketed to cooperative partners
(or investors) who expect to get profits from the transportation services sector.
Meanwhile, the management had inexperienced human resources in this industry,
and the business expansion was carried out without a strong forecasting analysis.
When regulations that were detrimental to coal industry players were implemented,
this line of business brought down the overall company's financial condition.

An optimism bias was also discovered by those who invested in the Koperasi C
partnership scheme. There were several red flags found in this investment, including
the absence of a permit to raise funds, lack of transparent disclosure, and a relatively
high promised return rate (18% to 20% per year). This level is higher than the fair
level of share performance on the stock exchange, although it might seem reasonable
considering that PT G has massively increased its transportation fleet assets and
spent large capital to invest in the mining sector. In fact, company did not earn a
profit with the minimum return paid to its investors, instead it had to bear losses due
to the drastic drop in the price of coal commodity.
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Based on the industrial conditions faced by PT G, the rate of return offered by
Koperasi C's investment, and statements made by primary sources who know PT G's
top management personally, it was weakly hinted that Koperasi C deliberately
wanted to orchestrate a heist to earn trillions of Rupiah. PT G did not intend to steal
these funds to increase its assets, instead, what happened was mismanagement of the
funds resulting in a default. However, the marketing strategy that led to
misinterpretation and the use of cooperative oversight leniency was done on purpose,
to fulfill the deception element of a fraudulent activity. Assuming this investment
was acted upon earlier during its active period (2007 to 2014), the large losses borne
by company and investors could have been minimized.

5.2.4.3 EVALUATION REGARDING INVESTORS’ BEHAVIOR IN THE PARTNERSHIP

In speculation-basis investment, two factors that always exist together are risk
and return. Deposits and debt securities are relatively safe forms of investment, due
of its fixed return nature, and payment in the form of interest gain. Meanwhile, for
equity securities or shares, an increase in capital is proportional to their ownership
(capital gain). Shareholders also have voting rights in company decisions. In
circumstances, where company loses money, the shareholders bear losses
proportional to their ownership. As regards bankruptcy cases, shareholders are the
final beneficiaries of liquidated company assets after the government (taxes) and
creditors (debt and interest), while equity securities are highly risky.

The marketing of investment products by the Koperasi C marketing team is run
smoothly where by the exhibition of luxury fleet units in the showroom and
promising returns, causes potential investors or cooperative partners to entrust
hundreds of millions and billions of funds in a program that does not get Bapepam-
LK permits. However, from the investors' perspective, they failed to carry out further
study regarding whether Koperasi C received permission to raise funds, company's
business history, and the risks of depositing funds with a business entity without an
investment permit. In 2000, the investment manager Peter Lynch in One Up on Wall
Street advises against buying shares in companies that sell investors' favorite
products. Enjoying the product may be grounds for study, but not an ideal reason to
invest in the item. A potential investor must understand company's earnings
prospects, financial condition, competitive position, expansion plans, and other
relevant financial information.

Evaluating how investors become victims of default due to their investment
decisions, prospective individuals need to critically analyze the available products
before deciding to invest in the business. Investors need to understand company's
earnings pattern in respect to the industry's trends in question, alongside evidence of
successful performance disclosed in financial reports, which is perceived as growth.
Financial reports also provide risky information through the value of the debt related
to the possibility of bankruptcy. According to Lynch investors should avoid small
companies with unproven big plans and profitable firms diversified by the
acquisition of unprofitable businesses. With sufficient understanding of the share
issuer company, investors tend to be careful in making investment decisions.
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6. CONCLUSION AND RECOMMENDATION
6.1 CONCLUSION

Based on the results and discussion, it was concluded that the root cause of credit
failure is management over-expectation. The management desires to improve the
travel industry by acquiring fixed assets in large number. However, such purchases
are beyond their capability, and the directors are pushed to form an illegal investment
scheme. Its diversification strategy to heavy equipment rental business was not
profitable either. The management failed to consider a second opinion or thorough
analysis as they lack human resources capable of financial planning, nor someone
whose expertise is required in the mining industry. As a result, Koperasi C owes
8,700 partners approximately IDR 4.7 trillion, which cannot be absolutely covered
by the entire PT G’s assets. The President Director and its affiliates might not mean
to ‘steal’ from people, but their attempt to bypass regulation, combined with
unfortunate situation has caused individual investors, huge financial losses.

6.2 RECOMMENDATION

Koperasi C was founded as a cooperative business, an entity that operates to raise
capital from the community. This capital is converted into various types of
businesses with all returns, including profits and losses borne by its members.
Meanwhile, in reality, Koperasi C collects capital from the community and promises
returns. The business model of Koperasi C is similar to that of time deposits,
investments in the capital market, etc, but it is not regulated as financial and
investment service providers because of its status as a cooperative. One proof of lack
of strict regulations is the minimal consequences of non-transparent communication
of cooperative performance through the presentation of financial reports.

Koperasi C itself is monitored and supervised by certain regulations and
authorized institutions, namely Kemenkop-UKM. However, their roles are not
optimal in preventing or following up on fraud incidents committed in cooperative
institutions. Several violations of cooperative laws and regulations, such as the not
releasing financial statements to members, and the inappropriate selection of board
members, were out of the supervisory institution control.

To provide effective supervision, it was proposed that Kemenkop-UKM and OJK
need to employ the following preventive actions:

1. Cooperative with financial indicators exceeding a certain limit is required to
register as a Limited Liability Company (PT) legal entity, regardless of the
industry these are usually in the form of business activities. Examples of such
indicators include the loan capital, total assets, or business income per year.

2. Meanwhile, the Ministry can decide to implement regulations mandating those
in the form of KSP to providing lending and saving activites to members. These
requirements tend to be in the form of a minimum deposit, such as loan ratio to
guarantee the function of savings and in circumstances where this ratio cannot be
met, cooperative is required to provide disclosure. This action is useful in terms
of reducing money laundering due to the large amount of funds collected in one
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legal entity. It simply implies that KSP can be directed to SMEs while funding

for larger businesses is supervised not by Kemenkop-UKM, but by OJK through

listing on the stock exchange.

3. Provide a maximum limit for the outstanding capital obtained from one party. It
also aims to protect individual partners from potential losses, however, assuming
prospective investors who have large investments intends to maximize these
funds, they must invest through share capital in PT that has gained OJK trust
through the issuance of permits to be listed on the stock exchange as well as meet
company's financial performance.

4. Alternatively, the Ministry can also limit the number of partners (non-members)
who have substantial interests in cooperative such as investment loans. Koperasi
C has approximately 8,000 partners with each depositing IDR 100 million to IDR
5 billion capitals. However, of the total capital raised, the rights of each individual
partner are relatively small, namely none exceeds 1%. A situation where there is
no dominant investor serves as an incentive for cooperative leaders to abuse
power. This is because investors do not have enough power to object to
cooperative leaders’ decisions.

5. Conduct an in-depth assessment prior to issuing a cooperative business license
regarding its capital structure, membership and partnership systems, and sources
of income. In addition to issuing permits, performance evaluation can also be
conducted in cooperative financial year, for example requiring these entities to
release an accountability report (which includes financial reports) for
Cooperative Office in the relevant city or district.

6. Carry out stricter supervision for cooperative bodies affiliated with corporations
or PT with large operating sizes. Koperasi C initially labeled itself as PT G's
employees’ cooperative even though it was actually a vehicle for PT G to obtain
large amounts of funding without going through a difficult process. This also
includes proving company's financial performance to obtain bank loans or
permission to issue shares.

Furthermore, it is expected that OJK collaborates with Kemenkop-UKM to
prevent and deal with potential fraud in cooperative, specifically KSP. In 2022, the
government approved the bill on the Development and Strengthening of the
Financial Sector (Rancangan Undang-Undang Pengembangan dan Penguatan
Sektor Keuangan). This bill states that cooperative under OJK supervision actively
engage the financial services sector, for example microfinance or rural banks. The
Deputy of Kemenkop-UKM, Ahmad Zabadi, also diclosed that an independent
supervisory institution specifically for KSP, namely Cooperative Supervision
Authority (OPK), would be established.

As preventive, long-term actions, certain recommendation that can be conducted
by 1Al, supported by accounting firms, mass media, and educators regarding fraud
detection and investment educations are as follows:

1. Establish a supporting guideline for auditors that highlights active plans related
to fraud indications during collecting audit evidences, in collaboration with
forensic auditors.
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2. Educate the public by creating awareness regarding the expectations of financial
statement audits and misinformations to auditor responsibilities.

3. Educate the public by creating awareness regarding illegal investment and its
inherent risk for investors, as well as mechanism to report illegal investments.

6.3 STUDY LIMITATION

The acknowledged study limitations that affect the results of the analysis include:

1. The object of study is a cooperative business entity and a public company that
have been liquidated and dissolved, thereby leading to limited acquisition of
internal information or data needed in the analysis. The information accessible to
the public is limited given that cooperative public accountability is not promoted,
which is one of the issues underlined in this case study.

2. Primary data sources who agreed to answer interview questions for additional
information are two personnel at the managerial level with opinions based only
on field facts related to their respective scope of work and position. The external
observer was unable to profile the investigations of fraud cases despite witnessing
related issues in the organization.

3. The case analyzed in this study occurred approximately eight years before this
final work was completed, during which time there were limited reviews of
accounting and business perspectives that discussed similar cases used as a
references, thereby limiting prior analyses.

These limitations serve as a reference for the future in order to formulate more
thorough study.
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