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ABSTRACT

This study aims to analyse financial distress and potential financial statement
manipulation in Islamic commercial banks. In addition, this study analyses the
relationship between the two. Financial distress is measured by the Altman Z-Score
m,odelBeneish M-Score measures potential financial statement manipulationh M-Score.
The analysis techniques used are descriptive qualitative and Pearson CorrelatioUsinging
data from 12 Islamic Commercial Banks in Indonesia for the period 2020 - 2022, the
results of the Altman Z-Score calculation show that Islamic commercial banks in
Indonesia are financially healthy. This indicates the effectiveness of Islamic
bbanks'business strategies, especially in facing the Covid-19 pandemic. The results of the
Beneish M-Score calculation prove that Islamic banks are not included in the manipulator
category. The Pearson Correlation Coefficient shows that there is no significant
relationship between financial distress and financial statement manipulation at Islamic
Commercial Banks in Indonesia. The tight supervision by regulators closes the
opportunity for manipulation of financial statements. In addition, the characteristics of
Islamic banks that are dominated by funds from retail customers can explain the
insignificance of the relationship between financial distress and financial statement
manipulation.
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INTRODUCTION

During the Covid-19 Pandemic, the
government took firm steps to urge people
to stay at home for the health of the public.
Government policy on the public's appeal
to stay at home has resulted in bank
customers massively switching to using
digital banking as their transaction and
financial tool (Yuningsih et al., 2022).
Digital banking is an electronic service in
order to serve and provide information to
customers more easily, quickly, can
maximize the use of customer data, and
according to needs, and can be run
completely independently by customers,

By paying attention to various aspects of
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security (OJK, 2018). The application of
digital banking has been enjoyed by
customers as it is today such as Internet
Banking, Phone Banking, SMS Banking,
and Mobile Banking (Febrian, 2014).

The implementation of digital banking
is a strategic form of banking to improve
the quality of service to customers
(Yolanda et al.,, 2022). According to
Yolanda et al., (2022), the quality of digital
services created by banking has a
significant  influence  on
satisfaction, because it can meet the needs
of the community (Darmawan &; Ridlwan,

customer

2018). When customers are satisfied, it
will increase consumer loyalty based on
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satisfaction which will eventually increase
income (Vahlevi & Indra Vitaharsa, 2022).

However, profitability experienced by
several Islamic banks decreased in the
period 2020 - 2021. Based on the financial
statements presented on the website
(https://idx.co.id/), in 2021, Bank Aladin
Syariah suffered a net loss of IDR 113
billion. In 2022, Bank aladin syariah again
suffered a loss of IDR 270 billion. PT Bank
Panin Dubai Syariah Tbk experienced a
Net Loss in 2021 of IDR 814 trillion. Bank
Bukopin syariah suffered a very significant
loss of IDR 209 billion. In 2020, Bank
Bukopin Syariah only recognized Net
Income of IDR 1.8 billion. The same thing
was experienced by PT Bank Victoria
Syariah in 2021 and 2022 which
experienced a Net Loss in 2021 of IDR
18.5 billion and in 2022 of IDR 29.8
million. Based on the website
(https://lps.go.id/), there are 18 banks that
have gone bankrupt and completed the
liquidation process since 2020 — now.

The decline in bank performance in the
period was triggered by the condition of
financing customers affected by the
pandemic. (Sulton et al., 2022) said that
there was an increase in uncollectible
receivables too large because customers
avoided credit payments after the Covid-
19 Pandemic. This decline in revenue will
affect the financial health of Islamic banks
(Shara et al, 2022). If not mitigated
appropriately, falling revenues will cause
financial distress that can lead to
bankruptcy. (Mai et al., 2024) affirm that
high financing, especially problematic
financing, is proven to increase the
potential for bank bankruptcy.

Responding to the phenomenon of
declining financial performance,
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management needs to predict the potential
for financial distress that can lead to
bankruptcy. According to Syilviana &
Rachmawati (2016), bankruptcy is a
condition of a company that is no longer
able to run its business due to lack of funds
and cannot pay off its liabilities. The
potential for bankruptcy can be analyzed
from the financial statements presented
using the Altman Z-Score model (Marbun,
2022). Altman Z-Score is the most widely
used bankruptcy prediction model in the
world and has been tested for reliability.
The Altman Z-Score formula is very
sensitive and responsive to any changes in
a company's financial condition (Bakhtiar
et al., 2018). The importance of these
predictions is behind the first purpose of
this study, which is to
descriptively financial distress in Islamic
commercial banks.

A decrease in financial performance is
certainly not desired by management
because it will reduce the company's
performance reputation. If predicted, the
company has the potential to experience
financial likely that
management will commit fraud to cover up
their low performance. Cheating refers to
dishonest acts that aim to gain an
advantage illegally or unethically (Irianto
& Novianti, 2018). Andrew et al., (2022)
prove that companies that experience
financial distress tend to commit fraud
through financial statements.
Manipulation of financial statements is
done by changing the financial statements
so that they do not reflect the actual

analyze

pressure, it is

financial state of the company
(Hidayatullah ~ &;  Sulhani, 2018).
Dinasmara &  Adiwibowo, (2020)

conclude that the most frequent fraud
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committed by company management is the
manipulation of financial statements.

Manipulation of financial reporting can
be detected with the Beneish M-Score
model. The Beneish M-Score model can
detect the possibility of companies
committing financial reporting fraud and is
able to classify these companies as
manipulators and  non-manipulator
companies (Fhiqi & Triani, 2019). The
results of the Beneish M-Score model can
detect fraudulent actions committed by
companies by 89.5% (Beneish, 1999) . To
identify the potential for manipulation of
financial statements, the purpose of these
two studies is to analyze descriptively the
manipulation of financial statements of
Islamic commercial banks.

The tendency to manipulate financial
statements will increase when banks
experience financial distress. Marbun
(2022), proves that financial distress has a
positive influence on financial statement
manipulation. Likewise, (Tanusdjaja &
Kurniawan, 2018) strengthen with the
results of his research that Alman Z-Score
has a significant effect on fraud. Therefore,
the purpose of these three studies is to
analyze the relationship between financial
distress and manipulation of financial
statements in the context of financial
institutions.

In this study, there are two recents.
First, in terms of context, this study is a
study testing both Altman Z-Score and
Beneish M-Score methods simultaneously
at Sharia Commercial Banks in Indonesia
After the Covid-19 Pandemic. This
method makes it possible to gain a more
comprehensive understanding of financial
health and potential manipulation of
financial statements at Sharia Commercial
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Banks in Indonesia Post Covid-19. Testing
of potential bankruptcy with Altman Z-
score and Beneish M-Score at Sharia
Commercial Banks in Indonesia was rife
during the Covid-19 pandemic, as was
done by (Muharrami & Sinta, 2018). There
are also studies that have the same goal,
but use different methods, namely Grover
G-Score and Springate S-Score, as
conducted by (Febrian et al., 2022).

Second, in terms of method, this study
tested the correlation coefficient between
the results of the Altman Z-Score method
and the results of the Beneish M-Score.
This study measured the correlation
between the Altman Z-Score method and
the Beneish M-Score to determine the
significance of the relationship between
the two methods. Meanwhile, previous
studies were limited to testing both
separately and descriptively like research
conducted by (Citra Pertiwi et al., 2023;
Putra, 2021; Tanusdjaja &; Kurniawan,
2018).

This research uses financial data of all
Islamic Commercial Banks for the period
2020 — 2022 which amounts to 3 financial
years. Altman Z-Score and Beneish M-
Score scores were calculated in the period,
analyzed descriptively, and tested for
correlation of both scores with the Pearson
Correlation. The results of this study
become input for Sharia  Bank
management about the condition of its
financial health. For depositor investors,
information ~ about  the  potential
manipulation of financial statements is an
important  consideration  in  their
investment decisions. As for regulators,
the results of this study feedback the need
for relevant regulations to limit the
practice of  financial statement
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manipulation.
RESEARCH METHOD

The object of research analyzed in this
study is Sharia Commercial Banks

registered with the Financial Services
Authority for the period 2020 — 2022.
Financial distress is measured by the
Altman Z-Score specifically for non-
manufacturing companies with the
following formula (Altman, 2000):

7 =6.56X1+3.26X2+6.72X3 + 1.05X4
Working Capital to Total Asset (X1)

This ratio serves to determine the
bbank'sability to meet its short-term
obligations. The greater the value of this
ratio, the better the ccompany's liquidity
condition.

Return Earning to Total Asset (X2)

This ratio serves to determine the
ccompany's ability to obtain cumulative
income from operational activities against
the number of existing assets. A high value
indicates that the company can generate
high revenue by using relatively smaller
total assets.

Earnings Before Interest and Taxes to
Total Asset (X3)

This ratio aims to determine the ability
of the ccompany's assets to generate
profits.

Book Value of Equity to Book Value of
Total Liabilities (X4)

This ratio reflects the proportion of
equity to total liabilities held by the
company at any given time. A high value
indicates that most of the company's
capital comes from equity, which can be
considered an indicator of financial
security due to smaller liabilities.

If the company's Z-score is above 2.99,
it is predicted that the bank is in a safe

financial position. If the Z-score is
between 1.81 and 2.99, then the bank is in
a financial grey area. If the Z-score is less
than 1.81, the bank is most likely
experiencing financial distress (Altman,
2000).

Manipulation of financial statements is
predicted with the Beneish M-Score which
consists of eight weighted ratios with
predetermined coefficients. Beneish M-
Score formula as follows:

M = -4,84 + 0,92DSRI + 0,528GMI +
0,404AQI + 0,892SGI + 0,115DEPI —
0,172SGAI + 4,679TATA - 0,327LVGI
1. Receivable Days Sales Index (DSRI)

This ratio is used to measure how
efficient a company is at collecting
receivables from sales. A high DSRI value
indicates that the company can collect
receivables faster than sales, which can be
considered a sign of efficiency in sales.
The DSRI variable can be obtained by the
following formula:

DSRI = [Account Receivables (t) / Sales
(t)] / [Account Receivables (t-1) / Sales (t-
D]

2. Gross Margin Index (GMI)

This ratio is used to evaluate the
profitability of an enterprise. A high GMI
value indicates that the company can
generate a net profit greater than total sales
in the past. The GMI variable can be obtain
by the following formula:

GMI = [Gross Profit (t-1) / Sales (t-1)] /
[Gross Profit (t) / Sales (t)]
3. Asset Quality Index (AQI)

AQI is a measure used to assess the
asset quality of a financial institution. The
lower the AQI value, the higher the risk to
the company's assets. AQI can be obtained
by the following formula:

900



CAKRAWALA - Repositori IMWI | Volume 07, Nomor 03, Mei-Juni 2024

p-ISSN: 2620-8490; e-ISSN: 2620-8814

AQI = [1 — ((Current Assets (t) + Fixed
Assets (t)) / Total Assets (t)] / [1 —
((Current Assets (t-1) + Fixed Assets (t-1))
/ Total Assets (t-1)]

4. Sales Growth Index (SGI)

This measure is used to measure the
sales growth rate of a company. An SGI
value greater than 1 indicates that the
company's sales increased from the
previous year. The SGI variable can be
obtained by the following formula:

SGI = Sales (t) / Sales (t-1)
5. Depreciation Index (DEPI)

This measure is usedD.E.P.l.assess the
depreciation rate of fixed assets of an
enterprise. A DEPI value greater than 1
indicates that the depreciation rate of the
ccompany's fixed assets is high. The DEPI
variable can be obtained by the following
formula:

DEPI = [Depreciation (t-1) / (Depreciation
(t-1) + Fixed Assets (t-1))] / [Depreciation
(t) / (Depreciation (t) + Fixed Assets (t))]

6. Sales General and Administration

Expenses Index (SGAI)

This ratio is used to measure the annual
percentage change of selling, general, and
administrative (SG&A)
compared to revenue. The greater the value
of SGAI the greater the company incurs
costs for non-production operations. The
SGAI variable can be obtained by the
following formula:

SGAI = [SGAI (t) / Sales (t)] / [SGAI (t-1)
/ Sales (t-1)]
Leverage Index (LVGI)

This ratio is used to measure changes in
the debt to assets ratio from year to year.
An LVGI value greater than 1 indicates
that the ccompany's debt-to-asset ratio
increased from the previous year. The

expenses
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LVGI variable can be obtained by the
following formula:

LVGI=[Long Term Debt (t) / Total Assets
(t)] / [Long Term Debt (t-1) / Total Assets

(t-1)]
8. Total Accrual to Total Assets
(TATA)

This ratio measures the accruals of a

company compared to its total assets. A
TATA value higher than 1 indicates that
the company has more accruals than its
assets. The TATA variable can be obtained
by the following formula:
TATA = [(Current Assets (t) - Current
Assets (t-1)) — (Cash and Cash Equivalent
(t) - Cash and Cash Equivalent (t-1)) —
(Current Liabilities (t) - Current Liabilities
(t-1)) + Depreciation] / Total Assets

M-Score result less than -2.22 indicates
that the bank is included in the non-
manipulator category. The Bank is
included in the Grey Company category if
itis -2.22 <M-Score < 2.22. Banks with an
M-Score of > 2.22 are indicated to
manipulate financial statements.

Z-Score and M-Score will then be
tested for correlation with the Pearson
Correlation with the following equation:
r=(X (x-%) (y-9)/ (0 * sx * sy)

Here is the interpretation of the value of
the Pearson correlation coefficient:

a) r>0,7: Very strong relationship

b) 0,5 <r <0,7: Strong relationships
c¢) 0,3 <r<0,5: Ongoing relationships
d) 0,1 <r<0,3: Weak relationships

e) r<0,1: No relationship

The Test Flow is presented in Figure 1
below.
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Financial Statement of

Sharia Commercial Banks

l

Altman Z-Score

Test of Bankruptcy Potential with

X1 = Working Capital / Total Assets

Total Assets

X4 =Book Value of Equity / Total
Liabilities

X2 = Retained Earnings / Total Assets

X3 = Earnings Before Interest and Taxes

Test of Manipulation Potential with The

Beneish M-Score

DSRI= Day’s Salesin Receivable Index
GMI = Gross Margin Index
AQI= Asset Quality Index

SGI = Sales Growth Index
DEPI = Depreciation Index

SGAI = Sales General & Administration
Ind

LVGI = Leverage Index
TATA=Total Accruals to Total Assets

I

Analysis Results
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|

Manipulator, Grey Company,

Analysis Results

Non Manipulator

Correlation Test
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Figure 1. Research Framework

RESULT AND DISCUSSION

Result

From a

results

total
commercial banks, the population of all
bank data was obtained for analysis. The

of

presented in Table 1, 2 and 3.

12

Table 1. The Z-Score Results of
Indonesia’s SCB 2020

Islamic

of the Z-Score calculation are

2020

NO SHARIA COMMERCIAL BANKS X1 X2 X3 X4  Z-SCORE INDICATION
1 Bank Muamalat Indonesia 071 0.01 000 0.28 4.98 Safe Zone
2 BCASyariah 0.77 0.04 0.01 1.56 6.87 Safe Zone
3 Bank Victoria Syariah 0.78 -0.01 0.00 0.67 5.79 Safe Zone
4 Bank KB Bukopin Syariah 0.60 -0.08 0.00 0.42 4.10 Safe Zone
5 Bank BTPN Syariah 0.81 0.25 0.07 0.61 7.28 Safe Zone
6 Bank Mega Syariah 0.62 0.01 0.01 0.17 4.35 Safe Zone
7 BIB Syariah 0.87 -0.08 0.00 1.30 6.86 Safe Zone
8 Bank Aladin Syariah 0.92 -0.29 0.06 20.50 27.02 Safe Zone
9 Bank Aceh Syariah 0.92 0.02 0.02 0.45 6.68 Safe Zone
10 Bank BPD NTB Syariah 0.95 0.07 0.02 0.46 7.05 Safe Zone

Table 2. The Z-Score Results of
Indonesia’s SCB 2021

2021
NO SHARIA COMMERCIAL BANKS X1 X2 X3 X4  Z-SCORE INDIC
1 Bank Muamalat Indonesia 0.70 0.01 0.00 0.23 4.90 Safe
2 BCA Syariah 0.75 0.04 001 1.18 6.35 Safe
3 Bank Victoria Syariah 0.84 -0.01 0.01 5.19 11.02 Safe
4 Bank KB Bukopin Syariah 0.82 -0.07 -0.05 0.84 5.71 Safe
5 Bank Panin Dubai Syariah 090 -0.11 -0.06 5.34 10.74 Safe
6 Bank BTPN Syariah 085 0.29 0.10 0.64 7.85 Safe
7 Bank Mega Syariah 0.89 0.06 0.02 1.10 7.35 Safe
8 BIB Syariah 0.88 -0.06 0.01 1.02 6.72 Safe
9 Bank Aladin Syariah 0.91 -0.15 -0.06 15.06 20.88 Safe
10 Bank Aceh Syariah 0.83 0.02 0.02 0.49 6.11 Safe
11 Bank BPD NTB Syariah 0.96 0.07 0.02 0.47 7.11 Safe
12 Bank Syariah Indonesia 0.74 0.04 0.02 0.33 5.39 Safe

902

Table 3. The Z-Score Results of
Indonesia’s SCB 2022

2021
NO SHARIA COMMERCIAL BANKS X1 X2 X3 X4  Z-SCORE INDICATION
1 Bank Muamalat Indonesia 0.74 0.01 0.00 037 5.28 Safe Zone
2 BCASyariah 0.69 0.04 001 0.72 5.51 Safe Zone
3 Bank Victoria Syariah 0.92 0.00 0.00 4.15 10.42 Safe Zone
4 Bank KB Bukopin Syariah 0.75 -0.07 -0.01 0.61 5.22 Safe Zone
5 Bank Panin Dubai Syariah 0.83 -0.09 0.02 1.93 7.31 Safe Zone
6 Bank BTPN Syariah 0.86 0.31 0.11 0.56 7.97 Safe Zone
7 Bank Mega Syariah 0.89 0.06 0.02 1.10 7.35 Safe Zone
8 BIB Syariah 0.88 -0.04 0.01 0.67 6.44 Safe Zone
9 Bank Aladin Syariah 0.90 -0.13 -0.06 2.94 8.23 Safe Zone
10 Bank Aceh Syariah 0.87 0.02 0.02 0.44 6.39 Safe Zone
11 Bank BPD NTB Syariah 0.94 0.06 002 0.44 6.95 Safe Zone
12 Bank Syariah Indonesia 0.75 0.04 002 0.31 5.51 Safe Zone

Table 1 on S.C.B. analyzes 10
Islamic banks, because Bank Panin Dub
Syariah'sh's 2020 financial statements
have not adjusted to Sharia Financial
Accounting Standards in Indonesia. In
addition, Bank Syariah Indonesia
officially operated on February 1,2021.
Table 1-3 shows that all Islamic
commercial banks have healthy
indicators (not under financial stress).
All scores are above 2.99. Banks are a
special industry that must be regulated
with strict policies (high regulated
industry) to maintain financial sector
stability. The Financial Services
Authority always monitors the health
and adequacy of liquidity of each bank.

In 2020, several banks posted
negative retained earnings such as Bank
Victoria Syariah, BJB Syariah, and
Bank Aladin Syariah, which had an
impact on decreasing profitability
ratios. This means that total net income
is not enough to pay total dividends.
The bank may experience a decline in
profits or even losses in previous
periods. Retained earnings are a source
of capital as a strong buffer in the event
of economic turmoil. Dahmash et al.,
(2023) added that retained earnings is
needed to realize bank's management
plans the future

in expansion,



acquisitions, diversification of products
and services, and opening of new
branches.

These banks seek to increase the
Market Value of Equity and reduce
their total liabilities to lower the value
of leverage. Leverage has a significant
influence on the risk of bankruptcy of
Islamic banks (Afiqoh & Laila, 2018).
The decrease in leverage value was also
carried out in 2021 by several banks,
such as Bank Victoria Syariah, Bank
Panin Dubai Syariah, and Bank
Bukopin Syariah. This effort was made
considering the negative value of their
profitability and activities due to the net
loss they experienced.

The banks that make these efforts
aim to minimize the risk of bankruptcy
that will be caused by high liabilities.
Liabilities in Islamic banks that are
short-term are usually in the form of
deposits, both current accounts and
savings accounts with wadiah contracts.
At Bank Aladin, for example, short-
term liabilities are quite large in the
form of issuance of securities and profit
sharing that are still unpaid.

In 2022, all banks' Z-Score does not
have as large inequality as in previous
years. This is evidenced by the standard
deviation results on the Z-Score of
Sharia Commercial Banks for the 2022
period showing 1.4569. Unlike the
previous two years, which reached
4.2021 in 2021 and 6.4020 in 2020.

From the calculation results with the
Altman Z-Score model above, it is
concluded that there are no Sharia
Commercial Banks in Indonesia after
COVID-19 that are experiencing
financial pressure. The relatively high Z
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Score value may be due to the
characteristics of Islamic banks that are
different from conventional banks in
recording deposits and deposits with a
mudharabah or musharakah contract,
not as a liability but included in the
category of Temporary Syirkah as
stated in PSAKS 101 (IAI, 2007);
(Syahla & Anggraini, 2023). Therefore,
the variable X4 (Book Value of Equity
to Book Value of Liabilities) tends to be
larger because liabilities in Islamic
banks are outside deposit funds with
profit  sharing contracts.  Unlike
conventional banks, which recognize
deposits as liabilities, so the value of X4
tends to be smaller. There needs to be a
new study in modifying the Altman Z-
Score model in accordance with the
conditions of Islamic Banks.

The calculation of Beneish M-Score
to detect manipulation of financial
statements in Islamic Commercial
Banks in the 2021 and 2022 periods is
presented in Tables 4 and 5 below.

Table 4. The M-Score Results of
Indonesia's SCB 2021

2021
NO SHARIA COMMERCIAL BANKS M-SCORE INDICATION
1 Bank Muamalat Indonesia -2.43  Non-Manipulator
2 BCA Syariah -2.08 Grey Company
3 Bank Victoria Syariah -3.55  Non-Manipulator
4 Bank KB Bukopin Syariah -1.93 Grey Company
5 Bank BTPN Syariah -1.97 Grey Company
6 Bank Mega Syariah -2.29 Non-Manipulator

7 BIB Syariah -2.17 Grey Company

8 Bank Aladin Syariah -1.11 Grey Company

9 Bank Aceh Syariah -0.39 Grey Company
10 Bank BPD NTB Syariah -2.26 Non-Manipulator

In 2021, S.C.B. of 10 Sharia
Commercial Banks in Indonesia, there
are 6 banks that are included in the gray
company category. This zone illustrates
the indication of manipulating financial
statements. 4 banks that are not
indicated to manipulate financial
statements, namely Bank Muamalat
Indonesia, Bank Victoria Syariah, Bank
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Mega Syariah, and Bank BPD NTB
Syariah. Not much different, in 2022
there are 7 banks indicated to be in gray
companies. On the other hand, there are
5 banks that enter non-manipulators.
Bank Muamalat Indonesia and Bank
Victoria Syariah have consistently not
indicated manipulative in their financial
statements for 2 years.

Table 5. The M-Score Results of
Indonesia's SCB 2022

2021

NO SHARIA COMMERCIAL BANKS M-SCORE INDICATION

1 Bank Muamalat Indonesia -2.88 Non-Manipulator
2 BCA Syariah -1.99 Grey Company
3 Bank Victoria Syariah -2.63 Non-Manipulator
4 Bank KB Bukopin Syariah -0.07 Grey Company
5 Bank Panin Dubai Syariah -4.67  Non-Manipulator
6 Bank BTPN Syariah -1.78 Grey Company
7 Bank Mega Syariah -0.80 Grey Company
8 BJB Syariah -1.77 Grey Company
9 Bank Aladin Syariah 0.86 Grey Company

10 Bank Aceh Syariah -2.84 Non-Manipulator

11 Bank BPD NTB Syariah -1.94 Grey Company

12 Bank Syariah Indonesia -2.34 Non-Manipulator

From the results of the M-Score test
above, it also shows that none of the
banks are included in the manipulator
category.

Based on the results of Z-Score and
M-Score above, correlation testing was
then carried out for the relationship
between financial distress and financial
statement manipulation. Table 6 below
is the test result of the Pearson
Correlation Coefficient between Z-
Score and M-Score models at Sharia
Commercial Banks in Indonesia.

Table 6. The Pearson Correlation
Coeficient Test Results

STATISTICS SCORE
Pearson Correlation Pearson (r) 0.061852
N (Amount of Sample) 22

The results of correlation testing
showed that there was no significant

relationship between financial distress
measured by Z-Score and manipulation
of financial statements measured by M-
Score. The Pearson correlation
coefficient (r) of 0.061852 indicates a
very weak magnitude of the
relationship.

DISCUSSION

The calculation of Altman Z-Score
shows that all banks are in good health,
despite going through the Covid-19
pandemic in 2020-2021. In addition to
strict supervision from regulators, this is
one proof of the effectiveness
obank'sbank's strategy in mitigating risk.
Although the pandemic has had an impact
on financial stability, Islamic banks have
proven to be better and less risky than
conventional banks (Rizwan et al., 2022).

From the funding aspect, the bank
optimizes its marketing strategy through
digital banking (Indra & Yustati, 2022);
(Khasanah et al.,, 2023). The Bank
increased its presence in the community
through a website with educational crisis
awareness content and maximized web-
online banking services such as online
account opening (Khan, 2022).

From the aspect of financing, the
placement and distribution of funds is
carried out more selectively (Aisyah et al.,
2021); Financing Restructuring (Sihotang
& Hasanah, 2021); and proved to
significantly  reduce  non-performing
(Meilani et al., 2023).
Restructuring is carried out by delaying the

financing

payment of principal and margin,
extending the repayment time and
decreasing  the financing  margin,

especially for community or micro small
enterprises.
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From the aspect of fund
management, the bank carries out the right
loss reserve strategy. Heningtyas &
Widagdo (2019) prove that the loan loss
provision (LLP) is a solution L.L.P. banks
to face the risks that will be faced by banks
or as a principle of banking prudence.

Based on the findinBeneish'seish's
score, overall there was no manipulation of
financial statements at Islamic banks.
Strict supervision from the Financial
Services Authority and Bank Indonesia has
proven effective such
actions. However, most Islamic banks
found indications of manipulative actions
with scores in the gray area. This is
allegedly due to profit management
practices in Islamic banks. Narsa et al.,

in preventing

(2023) proving Beneish scores can detect
the presence of profit management. In
Islamic banks, profit management in the
form of income smoothing is common as a
strategy to strengthen liquidity (Iskandar et
al., 2022; Khan et al., 2021; Lubis et al.,
2021). The practice of income smoothing
is allowed in accordance with the fatwa of
the National Sharia Council no 87/DSN-
MUI/XII/2012 as a strategy to avoid the
risk of withdrawing customer funds from
Islamic banks to conventional banks.

The correlation between financial
distress and manipulation of financial
statements proved insignificant. These
results contradict research (Marbun, 2022;
Pratama & Puspitasari, 2022; Tanusdjaja
& Kurniawan, 2018). There are at least two
conjectures for this finding. First, strict
supervision both on-site and off-site (OJK,
2024), so it 10.J.K.ess likely to perform
manipulation. On an on-site basis, Islamic
banks are periodically monitored for
financial condition and the level of
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compliance with applicable regulations
including bank business continuity. Off-
site, Islamic banks must report their
performance periodically, audits and other
relevant public information. Wijayanti et
al., (2020) prove that internally, Islamic
banks implement a strict management
control system.

Second, in the non-financial
industry, covering up unhealthy financial
conditions through manipulation of
financial statements is more motivated to
attract stakeholders, especially investors to
keep investing and creditors to continue

providing financing. = Mohamed &
Handley-Schachler (2015) prove
manipulation  (fraud) of financial

statements to attract investors and retain
them. However, this may not be entirely
the case in the banking industry, where the
main of funds is from
savings/deposits  of The
majority of Islamic banks in Indonesia are
consumer and retail banks (Syafrida &
Aminah, 2015); which is dominated to
serve non-corporate customers. For retail
and individual customers, what is in

source
customers.

demand and the focus of attention is
excellent service, competitive returns less

concerned with financial reporting
information.
CONCLUSION

Based on the results of testing the
Altman Z-Score model at Sharia

Commercial Banks in Indonesia for the
2020-2022 period, it shows that all banks
are in a financially healthy condition, that
is, they do not experience financial
distress. This reflects the effectiveness of
banks' business strategies’ effectiveness,
especially during the Covid-19 pandemic.
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In testing the manipulation of financial
statements with the Beneish M-Score
model, there are 6 banks included in gray
companies in 2021 and 7 banks in 2022.
Not a single bank from Indonesian Sharia
Commercial Bank is included in the
manipulator category. The results of the
Pearson Correlation test showed no
significant relationship between financial
distress and manipulation of financial
statements. The strict supervision of
Islamic banks by regulators and the
characteristics of Islamic banks with the
dominance of retail customers can explain
the insignificance of the relationship
between the two.

There needs to be development of
the Altman Z-Score model to test financial
distress in Islamic banks in Indonesia. This
is due to the existence of the Temporary
Syirkah Fund in Islamic banks which
dominates the total assets of banks. In
addition, an extension of the research
period is needed to prove the extent of the
accuracy of the two models in predicting
the financial condition of Islamic
Commercial Banks and the potential for
manipulation of their financial statements.
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