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Abstract

This study aims to evaluate the effectiveness of credit restructuring through Debt Equity Swaps (DES) as a
strategy to reduce non-performing loans (NPLs) at PT SIER Puspa Utama, a subsidiary of PT SIER Surabaya.
The research adopts a qualitative descriptive approach, utilizing observation and field data. Data were collected
using interviews and documentation techniques. The data analysis involved qualitative methods to assess the
restructuring strategies' effectiveness. The study reveals that PT SIER Puspa Utama faced significant financial
difficulties due to improper credit management, leading to a substantial portion of operational capital becoming
NPLs. These challenges hindered the company's ability to operate optimally, posing risks of business failure
and impacting shareholder confidence. As part of a credit restructuring strategy, the implementation of DES
effectively addressed these issues. The restructuring allowed the conversion of bad debts into share capital,
improving financial stability and reducing NPL levels. The findings underscore the importance of strategic
financial management in corporate sustainability. For companies facing similar challenges, DES can be a viable
solution for mitigating financial distress and restoring operational efficiency. This study highlights the need for
robust internal policies and strategic planning to manage credit risks and maintain investor confidence.
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Introduction

In recent years, SIER Puspa Utama, a subsidiary of PT SIER involved in real estate
development, construction, and trading, has faced significant financial challenges. The most
pressing issue is the consistent underachievement in revenue targets, as demonstrated by the
company's performance from 2018 to 2021. The company's revenue target achievement has
declined progressively, from 72% in 2018 to 41% in 2020, with an average revenue
achievement of around 50%. This decline suggests underlying issues in the company's
operational and strategic execution. Despite cost reductions, broader financial difficulties
persist, including a significant equity deficit and cash flow issues arising from problematic
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projects. These challenges point to potential corporate governance and financial management
failures, especially in handling borrowed funds and project execution. Governance and internal
control deficiencies exacerbate the equity deficit and cash flow problems, further straining PT
SPU's solvency (Anfas & Zainuddin, 2022). Moreover, the financial issues are linked to
indications of fraud and governance problems, hindering the company's ability to capitalize on
market opportunities (Van Driel, 2018). These issues highlight the need for more robust
governance and financial oversight to stabilize the company's financial health and ensure
sustainable growth.

Recent studies have highlighted the crucial role of robust corporate governance and
financial management in preventing financial distress and ensuring sustainable business growth.
According to Rahman & Bremer (2016), effective governance structures, including
independent oversight and transparent financial reporting, are vital in mitigating fraud and
financial mismanagement risks. Additionally, recent research by Lang & Petruzzi (2022)
suggests that subsidiaries often face unique challenges compared to parent companies,
particularly regarding inter-company transactions and the management of borrowed funds. This
perspective is echoed by Febriansyah & Indirwan (2022), who emphasize the importance of
strong internal controls in maintaining financial stability and integrity, especially in complex
corporate structures like PT SPU. Despite these advances, significant gaps still need to be found
in the literature, particularly concerning the specific challenges subsidiaries face. Many existing
studies focus primarily on standalone or parent companies, leaving a void in understanding the
dynamics within subsidiary entities. While extensive research exists on corporate governance
and financial management, the unique implications of inter-company loans and equity deficits
in subsidiaries still need to be explored. This gap is critical, as highlighted by Juliani (2022),
who notes that inadequate governance frameworks can exacerbate financial vulnerabilities in
subsidiaries. The limited focus on practical applications of governance principles in these
contexts, particularly concerning fraud prevention and reliable financial reporting, underscores
the need for further empirical research.

The existing literature reveals a significant gap between theoretical frameworks and the
practical realities subsidiaries face in managing financial health and governance. While recent
studies have advanced our understanding of corporate governance's role in economic stability,
they often overlook the nuanced challenges subsidiaries encounter, particularly concerning
inter-company transactions and equity management. For instance, Fung (2014) highlights that
subsidiaries frequently need help with financial reporting accuracy due to complex corporate
structures, which can obscure transparency and accountability. The limited autonomy of
subsidiaries compounds this issue in decision-making, as noted by Hogianto (2023), who argues
that the parent company's influence can often lead to conflicting interests that affect the
subsidiary's financial performance. The focus on standalone firms in most governance research
has led to a lack of empirical data on how subsidiaries can implement robust internal controls
tailored to their unique circumstances. There is a pressing need for studies that specifically
address the governance challenges faced by subsidiaries, including the risks of fraud and
mismanagement due to insufficient oversight. This gap is particularly evident in financial
distress caused by inadequate governance practices, which can lead to significant equity deficits
and liquidity issues.

1134



: JURNAL ILMIAH AKUNTANSI
Vol 7, Issue 2, (2024), 1133 - 1147

Based on the identified gaps in the literature, this study aims to investigate the specific
financial and governance challenges that subsidiaries face, mainly focusing on inter-company
borrowing, equity deficits, and internal control mechanisms. The research addresses the
following questions: How do inter-company loans affect the financial stability of subsidiaries?
What governance mechanisms effectively prevent financial mismanagement and fraud within
these entities? How can subsidiaries enhance their capital structure and financial reporting
practices to reduce risks and improve transparency? The novelty of this study lies in its detailed
focus on subsidiaries, an area that has yet to be extensively covered in corporate governance
literature. By examining the unique challenges these entities face, such as the influence of
parent companies and the complexities of financial arrangements, this research seeks to provide
new insights into effective governance and financial management practices for subsidiaries.
This study aims to fill a critical gap by offering practical recommendations for improving
internal controls, enhancing the accuracy of financial reporting, and establishing robust
governance practices. These findings are intended to support subsidiaries in achieving more
excellent financial stability and leveraging market opportunities more effectively, thereby
contributing valuable knowledge to corporate governance and instilling a sense of hope and
optimism for the future.

Literature Review

Problem Debt and Credit Theory

Debt is a critical financial concept that involves lending money and services by one party
to another, resulting in an official obligation arising from written or oral agreements (Li & Xu,
2022). In corporate finance, debts are typically classified based on their repayment period.
Current liabilities are debts expected to be paid within one year or one normal operating cycle
of the company, usually utilizing current assets (Sobiech & Sobiech, 2022); (Permana, 2020).
On the other hand, long-term liabilities are obligations whose repayment extends beyond one
year (Akbar, 2022). This classification is crucial for understanding an organization's liquidity
and financial stability. A significant aspect of debt management is the phenomenon of
problematic credit, often referred to as non-performing loans (NPLs) (Anshar, 2023).
Problematic credit arises when a customer cannot meet the payment terms agreed upon with
the creditor. This situation can be due to various internal and external factors. Internal factors
may include negligence or errors on the part of the bank or creditor, which can inadvertently
trigger credit problems (Essers et al., 2021). For instance, inadequate credit assessment
procedures or poor monitoring of borrowers' financial health can lead to a higher incidence of
non-performing loans. External factors, such as economic downturns, regulatory changes, or
shifts in market conditions, can also impact a debtor's ability to fulfill their obligations, further
exacerbating credit issues.

The consequences of problematic credit are manifold and can have significant
implications for financial institutions. One major impact is the reduction in bank profits or
losses. This reduction is often attributed to a decrease in income from credit interest, as the bank
may be unable to collect expected payments from defaulting borrowers (Wei et al., 2023); (Hu,
2022). Additionally, an increase in the Bad Debt Ratio indicates a growing proportion of non-
performing assets relative to total productive assets. This situation necessitates higher
provisions for potential credit write-offs, further eroding bank profits (Cao et al., 2018). The
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need for substantial reserves to cover these losses is an additional burden on financial
institutions, as it ties up capital that could otherwise be used for lending or investment.
Problematic credit can adversely affect critical financial performance indicators such as Return
on Assets (ROA) and Equity (ROE) (Wahyuni et al., 2023). A decline in profits due to higher
non-performing loans leads to lower ROA and ROE since these metrics are closely linked to
the profitability and efficiency of an institution's use of its assets and equity (Liu et al., 2021).
The deterioration of these ratios can signal to investors and stakeholders that the institution is
experiencing financial distress, potentially leading to a loss of confidence and further financial
instability.

The issue of non-performing loans is particularly critical in the banking sector, where the
health of the credit portfolio is a direct indicator of the institution's overall financial health. As
banks must maintain a specific capital adequacy level, increasing provisions for bad debts can
strain their capital reserves. This strain can limit the bank's ability to extend new credit, thus
impacting its growth and profitability. High non-performing loans can lead to insolvency in
severe cases, necessitating regulatory intervention or restructuring. Addressing problematic
credit requires a multifaceted approach, including preventive and corrective measures.
Preventive measures involve strengthening the credit assessment process, improving the
monitoring and management of loan portfolios, and implementing robust risk management
frameworks. According to Wong & Yu (2022), enhancing the rigor of credit evaluations and
ensuring that loans are granted based on sound financial assessments can significantly reduce
the incidence of non-performing loans. Banks must adopt proactive monitoring strategies to
identify potential credit risks early and take timely corrective actions. Corrective measures, on
the other hand, involve dealing with existing non-performing loans. This can include
restructuring the loan terms to make repayment more manageable for the borrower or, in some
cases, writing off the loan if recovery seems unlikely. Managing non-performing loans also
often involves working with specialized agencies or departments within the bank tasked with
recovering bad debts. Such measures are crucial for minimizing the impact of non-performing
loans on the bank's financial performance and stability.

The literature emphasizes the critical role of regulatory frameworks in managing
problematic credit, where regulatory bodies are crucial in setting standards for credit risk
management and ensuring that banks adhere to prudent lending practices. These regulations
typically include requirements for maintaining adequate capital buffers, conducting stress tests,
and transparently reporting non-performing loans. For instance, Li & Xu (2022) highlight that
stringent regulations can mitigate the risk of problematic credit by ensuring banks maintain
sufficient capital reserves to absorb potential losses. Wong & Yu (2022) also argue that
transparency in reporting non-performing loans enhances accountability and encourages the
adoption of better risk management practices. Sobiech & Sobiech (2022) underscore the
importance of regular stress testing, which allows banks to identify and address risks before
they escalate into more significant issues. Liu et al. (2021) emphasize that compliance with
these regulations is essential for maintaining the overall stability and integrity of the financial
system. Without strict regulations and consistent compliance, the risk of problematic credit can
increase, jeopardizing the financial stability of individual banks and the broader economic
stability. Therefore, effective regulation and compliance are foundational to maintaining the
financial system's health and preventing the negative impacts that poorly managed problematic
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credit can cause.

Debt restructuring

Debt restructuring is a crucial financial strategy that involves adjusting or rearranging a
debtor's obligations to allow the debtor to manage and fulfill their financial responsibilities.
According to (Xia & Gan, 2021), debt restructuring is a process that allows debtors to
reorganize their debt structure to manage financial difficulties better. This process can involve
legal actions or agreements between the concerned parties, significantly impacting the debtor's
ability to meet financial obligations. Qing et al. (2016) further elaborate that debt restructuring
can include converting short-term debt into long-term debt, reflecting a voluntary financial
management decision to improve the debtor's financial stability. Several methods can be
employed to address problematic mortgages through debt restructuring. Liu et al. (2021)
identify five primary approaches: rescheduling, reconditioning, restructuring, combining these
methods, and execution. These methods provide flexibility and options for debtors facing
financial difficulties, allowing them to find a feasible path to debt repayment. Longobardi &
Pedone (2018) expands on these strategies, outlining additional approaches such as haircut,
interest exemption, debt rescheduling, asset transfer to pay off debts, converting debt into
convertible bonds, and Debt to Equity Swaps. These methods offer various avenues for debtors
to restructure their financial obligations in ways that align with their financial capabilities and
market conditions.

The implementation of debt restructuring presents numerous challenges. As highlighted
by Permana (2020), one significant obstacle is the need for more clarity regarding the
restructuring formula, which can cause delays in the process (Essers et al., 2021). Additionally,
debt restructuring often requires considerable time because it involves obtaining decisions from
multiple creditors, making the process lengthy and complex (Wei et al., 2023). This complexity
is further compounded by the necessity for debtors and creditors to reach a mutual agreement,
frequently demanding significant sacrifices from both parties (Hu, 2022). Moreover, debtors
typically have both foreign and domestic debts, necessitating a simultaneous settlement process
that can be challenging to coordinate (Xia & Gan, 2021). The varying difficulty levels
associated with different debt issues also add to the complexity of debt restructuring efforts
(Cao et al., 2018). Each debt situation can present unique challenges, requiring tailored
solutions and adding complexity to the restructuring process (Limoa & Weku, 2024). These
challenges underscore the importance of having clear guidelines and effective communication
among all stakeholders involved in the debt restructuring process. Effective coordination and
cooperation between creditors and debtors are crucial for overcoming these obstacles and
successfully restructuring. Addressing these challenges requires a comprehensive
understanding of the specific circumstances of each case and a willingness from all parties to
engage in constructive negotiations to facilitate a smooth and effective restructuring process
(Andanika, 2024).

The various strategies for debt restructuring serve different purposes and are selected
based on the specific circumstances of the debtor and the nature of the financial difficulties
faced. Rescheduling involves extending the repayment period of the debt, which can provide
temporary relief to the debtor by reducing immediate financial pressures (Andini, 2018).
Reconditioning typically includes modifying the terms of the debt, such as interest rates or
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repayment schedules, to make them more manageable for the debtor (Kornelis & Amboro,
2020). In a broader sense, restructuring may involve more comprehensive changes to the debt
arrangement, including rescheduling and reconditioning efforts. Combining these methods may
achieve the desired outcome, providing a customized solution that addresses the debtor's unique
situation. Execution, although more drastic, involves the enforcement of debt repayment
through legal means, which can include the seizure and sale of assets to satisfy the debt. In
addition to these methods, Longobardi and Pedone (2018) suggest several other innovative
approaches. Haircuts involve reducing the principal amount of the debt, which can provide
immediate financial relief to the debtor. Interest exemptions can also alleviate financial
pressures by reducing the cost of borrowing. Debt rescheduling remains a fundamental strategy,
while asset transfers and converting debt into convertible bonds offer alternative means of
satisfying debt obligations. Debt-to-equity swaps, where debt is exchanged for equity in the
debtor's company, can provide a mutually beneficial solution that aligns the interests of creditors
and debtors (Permata, 2023).

Despite these strategies, the successful implementation of debt restructuring often hinges
on overcoming several key obstacles. A clear restructuring formula can create certainty and
speed up the process (Essers et al., 2021). The involvement of multiple creditors can complicate
negotiations, as each creditor may have different priorities and risk tolerances (Wei et al., 2023).
The complexity of the process itself, coupled with the need for mutual agreement and sacrifice,
can further hinder progress (Hu, 2022). Furthermore, the presence of both foreign and domestic
debts adds complexity. Coordinating the settlement of these debts simultaneously can be
challenging, requiring careful negotiation and coordination (Xia & Gan, 2021). The varying
difficulty levels associated with different debt problems necessitate tailored solutions to address
specific issues effectively (Cao et al., 2018). Debt restructuring is also influenced by the
regulatory environment and the economic conditions within which it is undertaken. Effective
regulatory frameworks can facilitate restructuring by providing clear guidelines and support
mechanisms for debtors and creditors (Ndruru et al., 2024). Conversely, a lack of regulatory
clarity can impede the process and create additional challenges. Economic conditions also play
a critical role. During periods of economic stability, debt restructuring can be more manageable
as debtors and creditors are likely to be more flexible and cooperative. However, during
economic downturns, the process can become more contentious and challenging, with
heightened financial pressures exacerbating all parties' difficulties.

Research Design and Method

This study adopts a qualitative research design focusing on field research methods. The
researcher utilizes observational techniques, relying on direct observations facilitated by the
senses, to gather empirical data. This research aims to assess the effectiveness of credit
restructuring in reducing non-performing loans at PT. Surabaya Industrial Estate Rungkut
(SIER) Surabaya, with a particular focus on the case of PT. SIER Puspa Utama in East Java.
The sample population for this study comprises critical individuals within the management
structures of both PTs. SIER Surabaya and PT. SIER Puspa Utama. This includes the Managing
Director, Financial Manager, Operational Manager, and other relevant personnel involved in
these organizations' financial and operational decision-making processes. These individuals
were selected for their direct involvement in the credit restructuring processes and their ability
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to provide insights into the effectiveness of these measures. Data collection in this study
employs a combination of interviews and documentation review. Interviews are conducted with
senior management from both companies, including operational managers and financial
directors, to obtain a balanced and comprehensive view of the credit restructuring efforts. The
semi-structured interviews allow the researcher to guide the discussion while enabling
respondents to elaborate on their experiences and perspectives. This method ensures that the
data collected focuses on the research objectives and is comprehensive. Additionally, the
researcher reviews relevant documents, such as organizational archives and agreements
between PT. SIER Surabaya and PT. SIER Puspa Utama, to supplement the interview data and
provide contextual understanding. The development of data collection instruments involved
creating interview guides tailored to explore the research questions comprehensively. These
guides ensured that the discussions remained relevant and focused on the critical aspects of
credit restructuring and its effectiveness in reducing non-performing loans. Data analysis is
conducted using a deductive approach, starting from general observations and narrowing down
to specific conclusions. The analysis process involves several steps: first, reviewing and
organizing data from interviews and documents; second, reducing data through abstraction to
highlight core themes related to the effectiveness of credit restructuring; third, categorizing data
into units such as implementation effectiveness and problem loan reduction; fourth, verifying
the validity of the data through triangulation and cross-checking responses; and finally,
interpreting the findings to conclude. This structured approach ensures rigorous analysis, and
the findings are reliable and well-substantiated.

Results and Discussion

Result

The study investigates the implementation of Debt Equity Swap (DES) as a strategic
measure to address financial distress at PT SIER Puspa Utama (SPU), with a particular focus
on its potential to reduce non-performing loans (NPLs) and enhance overall corporate
performance. Data collected from interviews with key management personnel at PT SIER and
PT SPU, along with members of the Special Work Unit Team overseeing the restructuring
process, provides a detailed understanding of the challenges and outcomes associated with DES.
The analysis identifies a significant contributor to NPLs at PT SPU: a substantial decline in
business turnover. This decline was primarily due to mismanagement of financial resources,
including unwarranted increases in executive salaries and inappropriate budget allocations.
These mismanagement practices strained the company's cash flow and led to prolonged debt
servicing difficulties, further destabilizing the company financially (Essers et al., 2021); (Hu,
2022). Interviews underscored that failure to adhere to sound financial practices, such as
prudent investment and budget management, was a crucial factor contributing to the
accumulation of NPLs. The study highlights the importance of implementing effective financial
management strategies and transparent governance to mitigate risks and enhance corporate
stability.

Operational failures in PT SIER Puspa Utama's (SPU) core activities, particularly in
construction and trade, significantly worsened the company's financial difficulties. The
construction projects undertaken by PT SPU often failed to meet investor expectations,
primarily due to delays and cost overruns. These issues frequently arose from changes in project
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specifications that needed to be more effectively communicated or managed, resulting in
misunderstandings and increased costs (Longobardi & Pedone, 2018). PT SPU's lack of
competitiveness in the trading sector was evident as the company consistently priced its
products higher than its competitors. This pricing strategy ignored crucial market factors such
as price sensitivity and competitive dynamics. The failure to consider these factors reduced PT
SPU's market share and negatively affected its profitability and long-term viability (Xia & Gan,
2021); (Cao et al., 2018). The company's inability to adapt its pricing strategy and operational
management to the competitive landscape highlighted a strategic oversight that compounded
its financial instability. The study suggests that addressing these operational inefficiencies and
aligning pricing strategies with market realities are crucial to improving the company's financial
health and sustainability.

Another significant issue identified was the need for more transparency in financial
reporting. The study found that financial reports could have been more concise or more
adequately detailed, preventing effective oversight by PT SIER. This lack of transparency
hindered the identification and timely resolution of financial issues, further exacerbating the
company's challenges (Liu et al., 2021); (Wei et al., 2023). Effective financial reporting is
crucial for maintaining investor confidence and ensuring stakeholders are adequately informed
about the company's financial health. In response to these challenges, a Debt-to-Equity Swap
(DES) was proposed as a strategic intervention. A DES involves converting existing debt into
equity, thereby reducing the debt burden on the company and potentially stabilizing its financial
situation. This approach offers several benefits, including immediate relief from debt servicing
obligations, which can free up cash flow for other operational needs (Xia & Gan, 2021); (Liu
etal., 2021). By converting debt to equity, PT SPU could also improve its balance sheet metrics,
such as leverage ratios, making the company more attractive to investors and potentially
reducing the cost of future capital. Additionally, involving creditors as equity stakeholders align
their interests with the company's long-term success, potentially leading to enhanced
governance and more stringent financial oversight. This strategic realignment addresses the
immediate financial pressures and the underlying operational inefficiencies, positioning PT
SPU for sustainable growth and improved financial stability.

Moreover, involving creditors as equity holders align their interests with the company's
long-term success. This alignment can enhance governance and oversight, as creditors-turned-
shareholders are more likely to take an active interest in the company's strategic direction and
financial management (Cao et al., 2018); (Hu, 2022). This shift can lead to better decision-
making processes, more stringent financial controls, and a more robust strategic framework, all
essential for sustainable growth and profitability. However, the successful implementation of a
DES strategy is contingent on several critical factors. Firstly, it requires the willingness of
creditors to accept equity in exchange for debt. This willingness is often based on their
confidence in the company's future performance and the potential for equity appreciation. For
PT SPU, convincing creditors to participate in the DES required transparent communication of
the company's strategic plans and a demonstrated commitment to improving operational
efficiencies and financial management (Wei et al., 2023). Secondly, the company must have a
viable business model and a clear path to profitability to justify converting debt into equity. This
viability is crucial for attracting and retaining investors and ensuring that the DES does not
merely postpone financial difficulties. For PT SPU, this meant addressing the underlying issues
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in its business operations, such as improving competitiveness in the trading sector and
enhancing project management capabilities in the construction sector. Additionally, there was a
need for a comprehensive review and overhaul of financial reporting practices to ensure
accuracy, transparency, and accountability (Permana, 2020); (Sobiech & Sobiech, 2022).

The DES strategy also required careful management of stakeholder expectations. As new
equity holders, former creditors needed assurance that their investments would be protected and
that the company was on a path to recovery. This required regular and transparent
communication from the management team about the company'scompany's performance,
strategic initiatives, and financial health (Xia & Gan, 2021). Ensuring all stakeholders
understood the DES process and its intended outcomes was critical for maintaining confidence
and support. While the DES can effectively reduce NPLs and improve corporate performance,
it is not a panacea. The success of a DES depends on the broader context of the company's
financial health, market conditions, and the effectiveness of its management team. For PT SPU,
the DES provided a much-needed opportunity to restructure its finances, improve cash flow,
and realign its strategic priorities. However, it also highlighted the need for continuous
operational and financial management improvement.

Discussion
Impact of Implementing Restructuring System

In handling problem loans, PT. As a holding company, SIER is taking steps to resolve
problem loans by credit restructuring to reduce the number of loan problems. Based on the
results of the researcher'sresearcher's interview with the Problem Credit Restructuring Team,
the handling of problem credit for problem debtors is carried out when the debtor begins to
enter collectibility two or the Special Attention group, namely debtors who are late in fulfilling
their obligations up to 180 - 360 days. So, the treatment carried out is, firstly, PT. SIER will
contact and carry out a billing to fulfill obligations intensively, directly or indirectly, and then
the financial officer of PT. SIER also provides a bill as a Debtor Visit Report (LKD), which
contains data regarding obligations that PT must complete. SPU as a debtor. However, after the
procedure is carried out and PT, SPU, as the debtor, has not fulfilled its obligations, then the
Problem Credit Restructuring Team (TRKB) from PT. SIER will visit PT. SPU will take an
approach to find out the cause of PT. SPU cannot fulfill its obligations to PT. SIER. On this
occasion, TRKB PT. SIER will offer credit rescue with credit restructuring on the terms of PT.
SPU has good faith and has good business prospects. Generally, the credit restructuring offered
is by rescheduling, namely by increasing the period for fulfilling or completing obligations and
reducing the number of commitments by the PT'sPT's capabilities. SPU after restructuring.

However, after the assessment has been carried out, it has entered collectability 3 (360 -
480 days) to collectability 4 (480 - 660 days), then PT. SIER, as the parent company, is no
longer able to provide credit restructuring offers with rescheduling; this is because, based on
company regulations and the GMS (General Meeting of Shareholders), if the credit
restructuring goes according to an agreement, then it can only increase the debtor'sdebtor's
collectability by one level above the previous collectability. For example, if a collectability two
debtor undergoes credit restructuring and is successful, it will become collectability 1 (current),
according to TRKB PT. This SIER becomes more effective and efficient if applied to customers
who enter collectability 3 to collectability 5. When a debtor enters collectability 3, they will be
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given warning letters or Warning Letters I, 11, and III periodically as long as there is still no
fulfillment of obligations, PT. SIER, which TRKB PT represents in this case. SIER must
continue to visit PT's business premises. SPU and gave a warning to PT. SPU must immediately
fulfill its obligations before being given the next bill.

However, if obligations are fulfilled after being given a Warning Letter 111, PT SIER will
examine PT. SPU files. Credit will be restructured by executing collateral or rescuing credit
through legal channels, either through a simple lawsuit (GS) or an auction of PT-owned assets.
SPU. To carry out a simple lawsuit, you must pay attention to several things that are required
for a simple lawsuit: the debtor'sdebtor's collateral or guarantee that has not been tied to a
Mortgage (HT) PT SPU guarantee is in the corporation'scorporation's name and has been given
warnings I, II and III. Meanwhile, asset auctions are carried out when the assets and working
capital of PT. SPU has mortgage rights tied to it. However, when intensive negotiations were
carried out, TRKB PT. SIER has another way, namely by selling guarantees privately or not
through auction, here through negotiations between PT. SIER and PT. SPU agreed to sell
several assets owned by PT. SPU together to be able to fulfill its obligations towards PT. SIER.
Then, when fulfilling the duties of PT. SPU has entered collectability for 5 (>660 days) or has
become a bad credit, which means that it is no longer possible to save credit either by credit
restructuring through rescheduling (rescheduling) or credit restructuring through executing
asset collateral using a simple lawsuit and asset auction, then the PT. SIER will include PT. SPU
will be added to the list of Companies with Problematic Credit Status (PSKB) to stop the
obligations that PT must fulfill. SPU against PT. SIER and classify it as bad credit.

TRKB PT. SIER will then report PT. SPU as PSKB to the ranks of Directors and
Commissioners of PT. SIER, PT. SPU, which has been included in the list of companies with
problematic credit status, will have several assets and detained working capital. Assets and
working capital can be taken back if PT. SPU has fulfilled its obligations to PT. SIER. Apart
from that, PT. SPU, included in the Companies with Problematic Credit Status list, will not
receive additional working capital from PT. As the parent company, SIER will return anytime
to request additional working capital. Meanwhile, if the PT file. SPU has entered the PSKB so
that PT. SIER will bear all obligations and losses. Based on the data obtained and data
processing results by researchers with TRKB PT. SIER, it can be seen that there has been a
decrease in the level of non-performing loans from 2020-2023 as follows:

In 2019, the percentage of PT. SPU against PT. SIER reached 39.4%, and then, in 2020,
there was a decrease in bad credit to 32.88%, meaning there was a decrease of 6.52% due to PT.
SPU against PT. SIER will provide an injection of funds as additional business capital for
business development, amounting to IDR 3.94 billion. The credit percentage level decreased,
but so did the amount of PT. SPU credit increased; PT offset this. SIER increasing total loans
disbursed. Furthermore, in 2021, there was a decrease in the NPL level from 32.88% t0 29.76%;
in the following year, it fell to 3.12%. This is because all business and industrial sectors are
experiencing business stagnation due to the COVID-19 pandemic—working capital owned by
PT. SPU does not move but is used to cover or fulfill its obligations to PT. SIER. In 2022,
there will be an increase in bad loans at PT. SPU was 39.14%, or an increase of 9.38%. This is
because, in 2022, the implementation of credit restructuring in rescheduling or reconditioning
cannot be fulfilled or carried out well. PT. SPU is still unable to fulfill its obligations to PT.
SIER with these two restructuring scheme models. However, in 2023, the level of non-
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performing loans owned by PT will be higher. SPU is increasing by 43.77%, or an increase of
4.63% from 2022. This is by PT. As the parent company, SIER is considered a critical condition
for the survival of the subsidiary it finances, in this case, PT. SPU. So, to save PT. SPU, through
consultations with various business and financial experts, meetings of directors and
commissioners, and considerations from other stakeholders deemed eligible and relevant,
decided that the final restructuring step would include all of PT. SPU's bad debts become the
share capital of PT. SIER, or what is usually called a debt-to-equity swap with this restructuring
model, the level of bad loans is hoped to be 0.

Explanation regarding the reduction in the level of bad loans owned by PT. SPU, if the
debt-to-equity swap model is restructured, is also strengthened by the presentation given by
TRKB PT. SIER, namely the emergence of optimism from the board of directors and
commissioners of PT. SIER because of PT. SIER has effective control and supervision over the
implementation or business activities carried out by PT. SPU is by PT. SIER internal
regulations., PT. SIER makes all efforts to reform the process of restructuring bad loans to
become a strategy for reducing the problem loans at PT. SPU runs according to the objectives
of PT. SIER is the parent company. PT. SIER also supported this PT. SPU still has good faith
in carrying out credit restructuring, which can impact decreasing the level of NPL or non-
performing loans at PT. SIER, with these data, implemented credit restructuring against PT.
SPU can effectively reduce non-performing loans, even though non-performing loans are at PT.
SPU is still relatively high considering that PT. SIER is a government-owned company or
BUMN, so PT. SIER morally and legally must control and reduce the number or level of
problem loans that occur in subsidiaries, in this case, PT. SPU uses a credit restructuring strategy
and is always balanced with an increase in total investment provided by PT SIER for efficient
and effective business development.

Analysis of the Effectiveness of Implementing Credit Restructuring as a Strategy for
Reducing Problematic Credit
Based on the results of research conducted by researchers at PT. SIER is the
implementation of credit restructuring to reduce problem loans carried out by PT. SIER has
been carried out persuasively and in a friendly manner towards PT. SPU, as the debtor, is
rescuing problem loans through legal channels for debtors who are no longer cooperative to
reduce the level of problem loans experienced by PT. SIER. With the implementation of credit
restructuring as a strategy to reduce non-performing loans by the standards and policies for
managing non-performing loans that PT. SIER has been implemented. PT. SIER is expected to
achieve its goals and targets as the parent company meets expectations. PT. SIER benchmarks
can be seen based on the theory and data processing researchers carried out. Determining the
effectiveness of implementing credit restructuring to reduce non-performing loans is done by
looking at the movement in fulfilling PT. SPU's sSPU's obligations, or in this case, by analyzing
bad credit at PT. SPU, in this case, the researcher looks at the movement of PT. SPU's credit
level needed to be more consecutively sufficient from 2019 to 2023. The research results show
that from 2019 to 2023, the percentage of harmful credit levels at PT SPU can fluctuate but is
increasing, namely in 2019, the rate of PT. SPU against PT. SIER reached 39.4%, and then, in
2020, there was a decrease in bad credit to 32.88%, meaning there was a decrease of 6.52% due
to PT. SPU against PT. SIER will provide an injection of funds as additional business capital
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for business development, amounting to IDR 3.94 billion. The credit percentage level decreased,
but so did the amount of PT. SPU credit increased; PT offset this. SIER'sSIER's increasing total
loans disbursed. Furthermore, in 2021, there was a decrease in the NPL level from 32.88% to
29.76%; in the following year, it fell to 3.12%. This is because all business and industrial sectors
are experiencing business stagnation due to the COVID-19 pandemic—working capital owned
by PT. SPU does not move but is used to cover or fulfill its obligations to PT. SIER.

In 2022, there will be an increase in bad loans at PT. SPU was 39.14%, or an increase of
9.38%. This is because, in 2022, the implementation of credit restructuring in rescheduling or
reconditioning cannot be fulfilled or carried out well. PT. SPU is still unable to fulfill its
obligations to PT. SIER with these two restructuring scheme models. However, in 2023, the
level of non-performing loans owned by PT will be higher. SPU will continue to increase by
43.77%, or an increase of 4.63% from 2022. PT. SIER does this as the parent company is
considered a critical condition for the survival of the subsidiary's subsidiary's finances, in this
case, PT. SPU. An explanation was obtained from the researcher's interview with TRKB PT.
SIER is the implementation of credit restructuring as a strategy to reduce problem loans carried
out by PT. SIER is effective because its implementation is based on procedures and policies
that have been determined by the company internally through meetings of directors and
commissioners and GMS decisions. This effectiveness can be proven by the success in making
all liabilities and assets owned by PT. SPU becomes share capital (debt to equity swap) in PT.
SIER, thus resulting in a decrease in non-performing loans. This decrease was caused by the
effective implementation of credit restructuring carried out by PT. SIER, where PT. SIER is
making serious efforts to restructure credit by monitoring or supervising PT. SPU was the debtor,
who then carried out an evaluation, analysis, and review of PT. SPU is a problematic debtor in
finding the problems in PT. SPU's business management needs help fulfilling all obligations
towards PT. SIER, once this is known and obtained, this information becomes the basis for PT.
SIER in determining PT. One of the SPU credit rescue methods is credit restructuring, which
will be carried out persuasively or through legal channels to avoid lousy credit at PT. SPU.

Meanwhile, after implementing credit restructuring, banks must further enhance the
principle of prudence in financial risk management. This improvement is expected to improve
the quality of PT SIER'sSIER's internal risk management, thereby supporting the effectiveness
of credit restructuring in reducing problem loans experienced by PT SPU. Additionally, it aims
to prevent bad credit from escalating to a status of non-performing credit. This study indicates
that PT SIER has effectively executed credit rescue measures by Company Regulation No.
06/14/SIER/2003 concerning credit restructuring. These regulations outline seven methods for
credit restructuring: reducing payment obligations with an extension of time, reducing arrears
from business profits, reducing principal arrears on payment obligations, extending the period
for fulfilling commitments, adding credit facilities, taking debtor assets according to applicable
regulations, and converting credit into equity participation in share capital. These strategies
collectively aim to provide a structured approach to managing and mitigating credit risks. By
adhering to these measures, PT SIER can better manage its financial stability and reduce the
incidence of non-performing loans. The practical implementation of these credit restructuring
strategies demonstrates PT SIER'SSIER's commitment to maintaining financial health and
operational efficiency. It also highlights the importance of rigorous risk management practices
in ensuring the the company's and its subsidiaries' long-term sustainability.
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Conclusions

This study investigated the credit restructuring efforts of PT SIER, focusing on reducing
non-performing loans (NPLs) at PT SPU. The research found that PT SIER implemented credit
restructuring by internal company regulations and the General Meeting of Shareholders (GMS)
directives. The restructuring methods included rescheduling, extending repayment periods, and
adjusting obligations based on the debtor's financial capacity. Legal channels such as asset
auctions or simple lawsuits were utilized in cases where these measures were insufficient,
notably when PT SPU reached higher collectability levels. Ultimately, when PT SPU could not
meet its obligations through these means, a debt-to-equity swap was employed, converting
debts into share capital for PT SIER.

The value of this research lies in its contribution to understanding the practical and
managerial implications of credit restructuring strategies in corporate finance. The study
highlights the importance of flexible and adaptive approaches in managing NPLs, emphasizing
the need for tailored solutions that consider the unique circumstances of each debtor. This
research underscores the originality of the study by focusing on a comprehensive approach to
credit restructuring that includes legal, financial, and managerial strategies. It also stresses the
practical implications for businesses, which include the need for robust internal policies,
effective communication, and strategic planning to handle financial distress situations
effectively. These are not just theoretical concepts, but actionable strategies that businesses can
implement based on the findings of this research.

However, the study has limitations, including focusing on a single company and its
subsidiary, which may not fully capture the diversity of restructuring strategies applicable in
different contexts. Future research should expand the scope to include multiple companies and
industries to generalize the findings. Additionally, longitudinal studies could provide deeper
insights into the long-term effects of credit restructuring on corporate financial health.
Researchers are encouraged to explore the impact of external economic factors and regulatory
changes on the effectiveness of restructuring strategies, offering a broader understanding of the
dynamics involved in managing corporate credit risks.

Reference

Akbar, 1. (2022). Implementation of Debt to Equity Swap as a Corporation Debt
Restructuring Effort. LEGAL BRIEF, 11(5), 3070-3080.
https://doi.org/https://legal.isha.or.id/index.php/legal/article/view/622

Andanika, A. (2024). Measuring the Prospective Efficiency Gains from Restructuring in
Mergers and Acquisitions. Advances in Management & Financial Reporting, 2(2 SE-
Avrticles), 110-121. https://doi.org/10.60079/amfr.v2i2.310

Andini, A. (2018). Penerapan Rescheduling pada Pembiayaan Modal Kerja Bermasalah
dengan Akad Murabahah (Studi Kasus pada PT. BPRS Bandar Lampung). UIN Raden
Intan Lampung. http://repository.radenintan.ac.id/id/eprint/4376

Anfas, A., & Zainuddin, Z. (2022). Tata Kelola Perusahaan, Struktur Kepemilikan Dan
Volatilitas Arus Kas Terhadap Persistensi Laba. Akmen Jurnal limiah, 19(2), 176-185.
https://doi.org/10.37476/akmen.v19i2.2744

Anshar, M. A. (2023). The Relationship between Credit Volume and Non-performing
Loans on Profitability Levels. Advances in Management & Financial Reporting, 1(1

1145


https://doi.org/https:/legal.isha.or.id/index.php/legal/article/view/622
https://doi.org/10.60079/amfr.v2i2.310
http://repository.radenintan.ac.id/id/eprint/4376
https://doi.org/10.37476/akmen.v19i2.2744

: JURNAL ILMIAH AKUNTANSI
Vol 7, Issue 2, (2024), 1133 - 1147

SE-Articles), 1-13. https://doi.org/10.60079/amfr.v1i1.15

Cao, J., Jin, Y., Pearson, N. D., & Tang, D. Y. (2018). Does the Introduction of One
Derivative Affect Another Derivative? The Effect of Credit Default Swaps Trading on
Equity Options. SSRN Electronic Journal, Cdi. https://doi.org/10.2139/ssrn.3158676

Essers, D., Cassimon, D., & Prowse, M. (2021). Debt-for-climate swaps: Killing two birds
with  one  stone?  Global  Environmental Change, 71, 102407.
https://doi.org/https://doi.org/10.1016/j.gloenvcha.2021.102407

Febriansyah, A., & Indirwan, 1. (2022). Pengaruh Integritas Dan Pengendalian Internal
Terhadap Pencegahan Fraud Dalam Pengelolaan Keuangan Negara. Journal of
Economics, Management, Business and Accounting (JEMBA), 2(2), 220-230.
https://doi.org/10.34010/jemba.v2i2.8575

Fung, B. (2014). The Demand and Need for Transparency and Disclosure in Corporate
Governance. Universal Journal of Management, 2(2), 72-80.
https://doi.org/10.13189/ujm.2014.020203

Hogianto, M. (2023). Parent & Subsidiary Company Consolidation Techniques and
Procedures. Available at SSRN 4340356. https://doi.org/10.2139/ssrn.4340356

Hu, H. T. C. (2022). Governance and the decoupling of debt and equity: the SEC moves.
Capital Markets Law Journal, 17(4), 411-467. https://doi.org/10.1093/cmlj/kmac021

Juliani, M. (2022). Pengaruh Tata Kelola Perusahaan Terhadap Performa Bank yang
Terdaftar di Otoritas Jasa Keuangan. Jae (Jurnal Akuntansi Dan Ekonomi), 7(3), 19—
29. https://doi.org/10.29407/jae.v7i3.18505

Kornelis, Y., & Amboro, F. Y. P. (2020). Implementasi Restrukturisasi Dalam Prosesi
Kepailitan Dan Penundaan Kewajiban Pembayaran Utang Di Indonesia. Jurnal Selat,
7(2), 237-277. https://doi.org/10.31629/selat.v7i2.1739

Lang, M., & Petruzzi, R. (2022). Transfer Pricing and Financial Transactions: Current
Developments, Relevant Issues and Possible Solutions (Vol. 128). Linde Verlag
GmbH.

Li, L., & Xu, Y. (2022). On the Realization of Debt to Equity Swap in The Pledge Financing
of New Plant Varieties. World Scientific Research Journal, 8(8), 136-142.
https://doi.org/10.6911/WSRJ.202208 8(8).0019

Limoa, W. S., & Weku, C. E. F. (2024). Sustaining Prosperity: Exploring Fiscal and
Financial Sustainability in the Context of Dynamic Fiscal Policy. Advances in
Management & Financial Reporting, 2(2  SE-Articles), 85-97.
https://doi.org/10.60079/amfr.v2i2.276

Liu, Y., Qiu, B., & Wang, T. (2021). Debt rollover risk, credit default swap spread and
stock returns: Evidence from the COVID-19 crisis. Journal of Financial Stability, 53,
100855. https://doi.org/https://doi.org/10.1016/j.jfs.2021.100855

Longobardi, E., & Pedone, A. (2018). On some recent proposals of public debt restructuring
in the Eurozone. In Debt Default and Democracy (pp. 84-123). Edward Elgar
Publishing. https://doi.org/10.4337/9781788117937.00015

Ndruru, A. putra perjuangan, Laia, A., Siregar, S. A., & Marbun, J. (2024).
KEMANFAATAN SERTIFIKAT TANAH SEBAGAI HAK TANGGUNGAN
DALAM PINJAM MEMINJAM UANG UNTUK MODAL USAHA. JURNAL
RECTUM: Tinjauan Yuridis Penanganan Tindak Pidana, 6(1), 1-13.
https://doi.org/10.46930/jurnalrectum.v6il.4087

Permana, G. (2020). Effect of Debt Restructuring Through Debt To Equity Swap Policy
Towards Financial Performance of PT. XYZ. Economica, 8(2), 186-199.
https://doi.org/10.22202/economica.2020.v8.i2.3667

Permata, 1. (2023). Insights into Effective Corporate Financial Management Practices and
Their Implications. Advances in Management & Financial Reporting, 1(3 SE-Atrticles),
129-144. https://doi.org/10.60079/amfr.v1i3.194

1146


https://doi.org/10.60079/amfr.v1i1.15
https://doi.org/10.2139/ssrn.3158676
https://doi.org/https:/doi.org/10.1016/j.gloenvcha.2021.102407
https://doi.org/10.34010/jemba.v2i2.8575
https://doi.org/10.13189/ujm.2014.020203
https://doi.org/10.2139/ssrn.4340356
https://doi.org/10.1093/cmlj/kmac021
https://doi.org/10.29407/jae.v7i3.18505
https://doi.org/10.31629/selat.v7i2.1739
https://doi.org/10.6911/WSRJ.202208_8(8).0019
https://doi.org/10.60079/amfr.v2i2.276
https://doi.org/https:/doi.org/10.1016/j.jfs.2021.100855
https://doi.org/10.4337/9781788117937.00015
https://doi.org/10.46930/jurnalrectum.v6i1.4087
https://doi.org/10.22202/economica.2020.v8.i2.3667
https://doi.org/10.60079/amfr.v1i3.194

: JURNAL ILMIAH AKUNTANSI
Vol 7, Issue 2, (2024), 1133 - 1147

Qing, G., Han, Y., Lirong, Y., Jingqi, B., & Wanying, W. (2016). Research on key elements
and mechanism of market-oriented debt to equity swap:research by Grounded Theory
of coal enterprises. 2(0), 1-23. https://doi.org/10.12075/].issn.1004-4051.20230064

Rahman, K. M., & Bremer, M. (2016). EFFECTIVE CORPORATE GOVERNANCE AND
FINANCIAL REPORTING IN JAPAN. Asian Academy of Management Journal of
Accounting & Finance, 12. https://doi.org/10.21315/aamjaf2016.12.51.5

Sobiech, A., & Sobiech, M. (2022). Konwersja wierzytelnosci na podwyzszenie kapitatu
zaktadowego — skutki podatkowe. Doradztwo Podatkowe - Biuletyn Instytutu Studiow
Podatkowych, 1(305), 36—39. https://doi.org/10.5604/01.3001.0015.7109

Van Driel, H. (2018). Financial fraud, scandals, and regulation: A conceptual framework
and literature review. Business History.
https://doi.org/10.1080/00076791.2018.1519026

Wahyuni, W., Badollahi, I., Nurhidayah, N., & Mardiastuti, W. (2023). Analyzing the
Impact of Non-Performing Loans and Loan-to-Deposit Ratios on Return on Assets: A
Study of Conventional Commercial Banks in Indonesia. Advances in Management &
Financial Reporting, 1(3 SE-Atrticles), 107-118.
https://doi.org/10.60079/amfr.v1i3.124

Wei, C., McCormack, G., & Zhao, J. (2023). Bargaining in the shadow of law and finance:
the market-oriented debt to equity swap in China. Journal of Corporate Law Studies,
23(2), 601-632. https://doi.org/10.1080/14735970.2024.2301818

Wong, T.-Y., & Yu, J. (2022). Credit default swaps and debt overhang. Management
Science, 68(3), 2069-2097. https://doi.org/10.1287/mnsc.2020.3953

Xia, X., & Gan, L. (2021). Financing with equity-for-guarantee swaps and dynamic

investment under incomplete markets. Economic Modelling, 98, 349-360.
https://doi.org/https://doi.org/10.1016/j.econmod.2020.11.006

1147


https://doi.org/10.12075/j.issn.1004-4051.20230064
https://doi.org/10.21315/aamjaf2016.12.S1.5
https://doi.org/10.5604/01.3001.0015.7109
https://doi.org/10.1080/00076791.2018.1519026
https://doi.org/10.60079/amfr.v1i3.124
https://doi.org/10.1080/14735970.2024.2301818
https://doi.org/10.1287/mnsc.2020.3953
https://doi.org/https:/doi.org/10.1016/j.econmod.2020.11.006

