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Abstract

The Accounting problems that are the obstacle of Small and Medium Enterprises (SMEs)
financing are unqualified accounting information which is untrue, unfair, and non-verifiable; no
accounting record; of no compliance with accounting standards and international accepted principles;
lack of good accounting information system and good corporative governance; not open business bank
account which is used as a tool for controlling over business cash and financial system; and unreliable
financial statements. These problems affect the risk assessments that are used by credit analysts to
analyze for granting loan to SMEs. Asymmetry of accounting and financing information provided by
SMEs affect bank decision for lending in the adverse selection, not only amount of loan but also
interest rate, collateral, and terms. SMEs are granted loan in the smaller amount with higher interest
rate, larger amount of collateral and shorter term for repayment of loan when compared with the
lending to big firms. The low quality of accounting information is the main cause that leads to the
moral hazard in bank lending decision.
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