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Abstract

The financial statement provides financial information presented by a company for a specific period to assess its
financial condition, capabilities, and operational performance. This information is valuable for both external and
internal stakeholders. Thus, it is crucial for financial statements to be presented accurately and free from errors.
However, manipulation or fraud in financial reporting remains a common issue. This study examines fraudulent
financial statement in state-owned enterprises (BUMN) from 2018 to 2022 using the hexagon fraud theory. A
quantitative approach is employed, utilizing secondary data from annual reports. The study uses 100 data from 20
companies selected through purposive sampling over the 2018—2022 period. Data were analyzed using panel data
analysis with STATA software. The findings indicate that pressure (X1), opportunity (X2), rationalization (X3),
arrogance (X5), and collusion (X6) have no significant effect on fraudulent financial reporting, while capability
(X4) has a significant negative effect.
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INTRODUCTION

Economic uncertainty faced from period to period pressures entities to create financial
statements that reflect their ability to sustain operations (going concern) (Yusuf et al., 2023).
Fluctuations in food prices and other production costs during the 2018-2024 period
demonstrate significant uncertainty (Jamilatuzzahro & Suditomo, 2024). Additionally, many
entities experienced a significant decline in revenue, profitability, and liquidity due to economic
pressures following the COVID-19 pandemic. This raises concerns about whether entities can
continue their operations (Fauzi, 2021). However, companies strive to maintain their going
concern, which may encourage fraudulent behavior through the manipulation of financial
statements.

Financial statements serve as tools for companies to communicate their financial
conditions, performance, and operational activities. Typically, financial statements are
presented for one operational period or year. However, companies often also provide quarterly
financial statements for monitoring and controlling ongoing operations. Financial statements
are created to benefit both internal and external parties. Internal parties use the information to
guide management decisions related to internal policies. Meanwhile, external parties (such as
investors, creditors, customers, and the government) use the financial information as a basis for
decisions regarding investments, credit provision, contract extensions, and taxation (Apriliana
& Agustina, 2017). Financial statements also act as a form of accountability from management
to stakeholders. Therefore, the content of financial statements is expected to be accurately
presented and free from errors.
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Figure 1. Percentage of Fraud Case Occurred
Source: Survey Fraud, ACFE 2020

According to survey by the Association of Certified Fraud Examiners (ACFE) in 2020,
there are three main categories of fraud: corruption, asset misappropriation, and financial
statement fraud. The survey revealed that asset misappropriation is the most common type of
fraud, with a percentage of 86%, followed by corruption at 43%, and financial statement fraud
at 10%. Although financial statement fraud occurs less frequently, it causes the greatest losses.
The average loss per case of financial statement fraud is $954,000, significantly higher than the
average losses caused by asset misappropriation ($100,000) and corruption ($200,000) (ACFE,
2020). The low percentage of financial statement fraud is likely due to many such crimes
remaining undiscovered in Indonesia (Sumbari et al., 2023).

Cases of manipulation or fraud in financial reporting continue to occur frequently
(Lastanti et al., 2022). Management holds significant responsibility for monitoring and
providing financial statements that comply with applicable regulations accurately. However,
some cases reveal the role of management in manipulating financial statements to enhance the
company’s performance. Management aims to receive positive assessments from external
parties, especially shareholders. Good company performance aligns with shareholders'
expectations. If performance improves annually, management receives rewards in the form of
maximum compensation for their achievements (Kusumosari & Solikhah, 2021). This situation
relates to agency theory proposed by Jensen & Meckling (1976), management and shareholders
have differing interests. Management, as the agent, has more information and broader access to
the entity's internal conditions compared to shareholders (principals). This allows management
to withhold information deemed unimportant to principals, which may lead to fraudulent
behavior. Consequently, many manipulation cases are conducted internally, including by
management.

Financial statement fraud occurred at PT Asuransi Jiwasraya, which engaged in window
dressing or manipulation to embellish financial statements in 2018. This became evident when
the company announced its inability to fulfill payments. Subsequently, the Supreme Audit
Agency (BPK) revealed that the State Loss Calculation (PKN) from this case amounted to IDR
16.81 trillion. Furthermore, PT Jiwasraya was involved in collusion with stock sellers during
transactions, causing the stock price to rise significantly during purchases and drop
afterward(Ali, 2022). Other cases of financial statement manipulation include PT PLN (2018),
PT Garuda Indonesia (2019), and PT Asabri (2020). In 2024, two state-owned enterprises, PT
Waskita Karya and PT Indofarma, were suspected of manipulating financial statements, though
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these cases remain under investigation (Ramadhani, 2023). State-owned enterprises in
Indonesia are used by the government to manage national economic policies. Unfortunately,
several fraud cases involving state-owned enterprises have diminished trust among investors,
creditors, and the public (Kirana et al., 2023).

LITERATURE REVIEW
Agency Theory

Agency theory was introduced by Michael C. Jensen and William H. Meckling in 1976.
This theory describes the agency relationship between shareholders (principals), who delegate
their tasks, and management (agents), who execute the delegated work. It explains the
contractual relationship between principal and agents in managing a company. Principals
appoint agents as their representatives to run the company and make the best decisions for the
principal (Takakobi, 2022). Agent are responsible for performing all assigned tasks and duties
and must account for their performance to the principals. In return, agents receive equivalent
compensation if their performance reports are favorable over a specific period.

Agents, who manage all internal tasks of the company, possess more complete
information about the company compared to principals (Irawan et al., 2019). Agency theory
was introduced by Michael C. Jensen and William H. Meckling in 1976. This theory describes
the agency relationship between shareholders (principals), who delegate their tasks, and
management (agents), who execute the delegated work. It explains the contractual relationship
between principal and agents in managing a company. Principals appoint agents as their
representatives to run the company and make the best decisions for the principal (Takakobi,
2022). Agent are responsible for performing all assigned tasks and duties and must account for
their performance to the principals. In return, agents receive equivalent compensation if their
performance reports are favorable over a specific period.

The main issue in agency conflicts is that principals cannot ascertain whether agents act
honestly and in accorandce with their expectations. Conflicts of interest may occur as agents
do not always act in alignment with the principals' goals. This behavior by agents results in the
emergence of agency costs. Agency costs are expenses incurred by principals to monitor and
supervise the agents' performance. These costs are categorized into three types: monitoring
costs, bonding costs, and residual losses. Agents may act inconsistently with the principals'
interests to project a favorable image of their performance, withholding certain information
from the principals.

Fraudulent Financial Statement

This study employs a dependent variable, namely fraudulent financial statements.
According to the Financial Accounting Standards (SAK), financial statement fraud refers to
deliberate actions by management, employees, or other parties to manipulate, falsify, or omit
financial information. The purpose is to mislead financial statement users about an entity’s
financial position, performance, and cash flows. Fraudulent financial statements involve
intentional fraud through the manipulation of financial reports by individuals or groups to
deceive users of the statements. Generally, fraud is carried out to mislead financial statement
users by presenting favorable and improved company performance, influencing decision-
making processes. According to Auditing Standards (SA), fraudulent financial reporting can
take several forms, including manipulation, falsification, or alteration of accounting records;
omission or misrepresentation of transactions, events, or significant information; and the use of
incorrect assumptions or inappropriate estimates in financial reporting.

In 1999, Beneish developed the M-Score model to detect the potential for fraudulent
financial statements by combining various financial ratios and variables empirically proven to
be associated with financial statement manipulation. The M-Score is based on the Beneish
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model, created by Professor Messod Beneish. Using the M-Score model, researchers can
identify companies with a higher likelihood of engaging in manipulation, based on patterns
observed in financial variables such as shifts in sales, profit margins, or changes in accruals
(Beneish, 1998).

Later, Dechow et al. (2011) refined the Beneish M-Score model into the F-Score model.
This model includes two components: accrual quality and financial performance (Dechow et
al., 2011). The first component, accrual quality, reflects how accrual-based accounting in
financial statements can allow management to adjust information to achieve desired profit
levels. In profit calculations, accrual amounts include discretionary accruals and non-
discretionary accruals. Discretionary accruals are accrual components arising from earnings
management conducted by managers (Rini & Achmad, 2012). Therefore, accrual components
are particularly vulnerable to manipulation.

The second component is financial performance, which can indicate the occurrence of
fraudulent financial statements. This is because financial performance is one of the main factors
that attract the attention of investors. As such, fraud is often committed to present a positive
picture of a company's financial performance. Financial performance serves as a set of
performance measures across various dimensions and examines whether managers deliberately
misstate information to conceal poor entity performance (Beneish, 1998; Dechow et al., 2011).
Consequently, the F-Score model evaluates both accrual quality and financial performance.
Fraud Hexagon Theory

The fraud hexagon theory is the latest extension of fraud theories, following the fraud
pentagon. This theory was introduced by Georgios L. Vousinas in 2019. Vousinas added an
additional factor that can lead to fraud: collusion. Collusion refers to fraudulent activities
carried out through an agreement to deceive a party, involving more than two individuals, with
the aim of obtaining personal or group benefits (Vousinas, 2019). Below is an illustration of the
fraud hexagon theory:

Stimulus Ego

The Fraud

Capability Rationalization

Hexagon

Collusion Opportunity

Figure 2. Fraud Hexagon Theory
Source: Vousinas (2019)

The first factor, pressure, refers to the external or internal stresses individuals face, such
as financial difficulties, personal problems, or the pressure to meet performance targets, which
might push them to commit fraud. Opportunity is the second factor, highlighting the
circumstances in which fraud becomes possible. A lack of effective internal controls, weak
supervision, or the absence of strict regulations can create an environment where fraudulent
actions are more likely to occur. The third factor, rationalization, involves the process by which
individuals justify their fraudulent actions to themselves. This can include reasoning that the
company owes them, the fraud is harmless, or they are merely “borrowing” the money.

Capability is the fourth element and refers to an individual's position within the
organization and their ability to manipulate situations to their advantage. People in positions of
authority or those with access to sensitive information may have a greater capacity to commit
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fraud without being detected. The fifth factor, arrogance, reflects an attitude of entitlement or
superiority, where individuals feel they are above the rules and act without fear of consequence.

Lastly, collusion involves two or more individuals working together to carry out
fraudulent acts, which often makes it more difficult to detect. When multiple people conspire
to deceive, it amplifies the opportunity and rationalization aspects, further shielding the
fraudulent behavior from scrutiny. Together, these six factors form a comprehensive view of
the psychological and situational dynamics behind fraudulent activities in organizations.
Understanding the Fraud Hexagon Theory helps in identifying areas of vulnerability and
implementing strategies to prevent fraud.

The Effect of Pressure on Fraudulent Financial Statement

Pressure refers to the conditions and situations that drive individuals to commit fraud.
Typically, pressure arises from financial or non-financial needs and problems. This study uses
financial stability as a proxy for pressure. The financial stability factor falls under the category
of pressure, which arises when management faces demands to demonstrate that the entity has
successfully managed its assets optimally to achieve adequate profits and deliver high returns
to investors (Septriani & Desi, 2018). This is done to demonstrate the entity's financial
condition as stable and functioning well.

Financial stability is a condition where a company's financial state remains stable despite
facing various economic threats (Kusumosari & Solikhah, 2021). If an entity faces prolonged
economic threats, it can result in the entity's financial condition becoming unstable. Meanwhile,
the total assets owned by the entity serve as a primary attraction for investors, creditors, and
stakeholders. If the total assets decrease or even become negative, it may cause stakeholders to
lose interest, as they perceive the entity's financial condition to be unstable (Septriani & Desi,
2018). Therefore, management utilizes financial statements as a tool to conceal the instability
of the entity's financial situation through fraudulent actions.

The relationship between financial stability and agency theory arises due to the differing
interests between management (agents) and stakeholders (principals). These differences create
pressure on management to meet and maintain the expectations of the principals. One of the
pressures faced by management is ensuring the financial stability of the entity. This pressure
can drive management to commit fraud by manipulating financial statements. Such
manipulation is carried out to present the financial reports as being in good and stable condition.
Research by Kusumawati et al. (2022), Achmad et al. (2022), Imtikhani & Sukirman (2021),
Tarjo et al. (2021), and Oktavia et al. (2022) revealed that pressure (financial stability)
positively influences the detection of fraud in financial statements. Therefore, the hypothesis to
be tested is:

H1: Pressure has a positive effect on fraudulent financial statement
The Effect of Opportunity on Fraudulent Financial Statement

Opportunity refers to a condition that allows fraudulent acts or abuses to occur within an
entity. This study uses ineffective oversight as a proxy for opportunity. Ineffective oversight
arises when internal control systems are not operating effectively (Septriani & Desi, 2018). This
often due to a lack of properly established monitoring mechanisms. Insufficient oversight
creates opportunities for fraud to go undetected. Weak internal controls, poor discipline, limited
information access, ineffective audit mechanisms, and apathetic attitudes create opportunities
for fraudulent activities (Rae & Subramaniam, 2008). According to Indonesia’s Financial
Services Authority Regulation (POJK) No. 33/POJK.04/2014 on the composition of the board
of commissioners, issuers must have at least 30% of independent commissioners from the total
number of commissioners. This implies that a higher proportion of independent commissioners
leads to more effective oversight, reducing the likelihood of fraud.
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Ineffective oversight can be described as a condition where monitoring mechanisms fail
to mitigate conflicts of interest between management and owners (Jensen & Meckling, 1976).
The asymmetry in information breadth and detail between management and owners poses
challenges, as owners lack comprehensive internal information about the company. Effective
monitoring requires complete information, enabling owners to supervise management
effectively. When monitoring mechanisms are inadequate, then fail to detect and control
management actions properly.

Research conducted by Lastanti et al. (2022) and Nurbaiti & Putri (2023) indicates that
ineffective oversight has a negative and significant effect on financial statement fraud. Based
on this, the hypothesis to be tested is as follows:

H2: Opportunity has a negative effect on fraudulent financial statement
The Effect of Rasionalization on Fraudulent Financial Statement

Rationalization refers to the justification an individual makes after committing fraud or a
wrongdoing. This study uses auditor rotation as a proxy for rationalization. An auditor provides
an objective assessment of an organization, and when a poor evaluation is made, it influences
the audit results and the risk level for management (Indriani & Rohman, 2022). Therefore,
auditor rotation can be used as a mechanism to cover up fraudulent financial reporting within
an organization. The process of changing auditors or public accounting firms (KAP) is often
seen as an effort by the entity to rationalize manipulative actions. The transition period during
auditor rotation provides an opportunity for the organization to justify or conceal any
manipulative actions carried out (Setyono et al., 2023). Hence, the higher the rate of auditor
rotation within an entity, the greater the likelihood of fraudulent financial statement.

Information asymmetry can trigger rationalization behavior from agents. Internal parties
with access to comprehensive information, the agents, justify their fraudulent actions. Agents
rationalize fraudulent actions by frequently changing auditors within the company. This is done
to hide the agent's wrongdoing from all parties, especially the principal. Additionally, auditor
rotation introduces a period of stress, which can be used as a justification for fraudulent actors
(Imtikhani & Sukirman, 2021). According to agency theory, management and the principal
have differing interests, leading to conflicts of interest arising from auditor changes. Such
rotations can worsen the conflict if the principal and agent have differing opinions regarding
the auditor's change.

This relationship is supported by research from Setyono et al. (2023a), Kirana et al.
(2023), Nurbaiti & Putri (2023), Inawati & Arief (2022), and Evana et al. (2019), which shows
that auditor rotation, as a rationalization factor, has a positive impact on financial statement
fraud. Based on these findings, the hypothesis to be tested is as follows:

H3: Rasionalization has a positive effect on fraudulent financial statement
The Effect of Capability on Fraudulent Financial Statement

Capability refers to an individual’s ability, skills, and capacity to perform tasks or achieve
specific goals. This study uses the replacement of directors as a proxy for capability. Director
replacement is considered a factor of capability in fraud because directors hold the position and
capacity to engage in fraudulent activities. Changes in the board of directors can create a less
conducive environment within the entity due to the changes in the company culture that occur
when the organizational structure shifts. This less conducive environment can lead to a stress
period, which in turn increases the likelihood of fraud. Stress periods arise because new
directors require time to adjust to the company environment, which reduces the overall
effectiveness of the company (Septriani & Handayani, 2018). Consequently, such a situation
increases the possibility of fraud through financial statement manipulation.

Agency theory emphasizes that agents are tasked with managing the company for the
benefit of the principal, but agents often prioritize their personal interests over those of the
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principal, leading to unmet expectations. This results in changes in the board of directors within
the organization. The replacement of directors is often a response to conflicts of interest arising
from these differences. It is hoped that the change will improve the entity’s performance from
its prior state. Additionally, the replacement of directors may indicate fraudulent behavior,
where the company seeks to remove the previous directors in order to cover up existing fraud.
The new directors require time to understand the company’s conditions and information, which
can be exploited to avoid detection of fraud (Fabiolla et al., 2021).

The more frequent the replacement of directors, the higher the likelihood of fraudulent
financial statements occurring. Conversely, if the replacement of directors is infrequent, the
likelihood of fraudulent financial statements decreases. This is consistent with the research of
Sihombing & Rahardjo (2014) and Evana et al. (2019). Therefore, the hypothesis to be tested
is:

H4: Capability has a positive effect on fraudulent financial statement
The Effect of Arogance on Fraudulent Financial Statement

Arrogance is an attitude of feeling superior in one's position or role. In this study, CEO
duality is used as a proxy for arrogance. A CEO who holds dual or multiple positions tends to
display a sense of superiority that can influence company policies (Imtikhani & Sukirman,
2021). CEO with dual roles within an entity may feel a sense of freedom to commit fraud. The
dual positions held by the CEO can create a feeling of dominance over the company, which
may reduce the independence of the board of directors (Sasongko & Wijayantika, 2019).

This aligns with agency theory, where if the CEO holds more than one power, it can lead
to arrogance because they feel empowered due to their dual positions. Such a CEO is more
likely to exploit the power they possess to commit fraud that benefits themselves and harms
others. A CEO with dual roles tends to prioritize their personal interests over those of the
principal, increasing the conflict of interest between the agent and the principal.

According to the OJK Regulation No. 55/POJK.03/2016, an entity is not allowed to have
a CEO who also serves as a commissioner. However, Indonesia still applies a family-based
system in appointing the board of directors and commissioners, which makes CEO duality
possible (Ratnasari & Solikhah, 2019). Maka dari itu, perusahaan dianggap mempunyai CEO
duality jika mempunyai Therefore, a company is considered to have CEO duality if there is a
family relationship with the board of commissioners or if the CEO holds another position within
the entity (Kusumosari & Solikhah, 2021). It can be concluded that if a company's CEO holds
more than one position or has a family connection with the board of commissioners, the
likelihood of fraudulent financial statements increases. On the other hand, if the CEO only holds
one position and does not have a family relationship with the board of commissioners, the
likelihood of fraudulent financial statements decreases.

his statement is supported by research from Tarjo et al. (2021), Sumbari et al. (2023), and
Imtikhani & Sukirman (2021) which show that arrogance (CEO duality) significantly and
positively influences fraudulent financial statements. Therefore, the hypothesis to be tested is:
HS5: Arogance has a positive effect on fraudulent financial statement
The Effect of Collusion on Fraudulent Financial Statement

Collusion refers to organized cooperation to commit fraud through an agreement between
two or more individuals (Vousinas, 2019). According to Alfarisi (2010), collusive behavior in
the market can be seen through high levels of market concentration and profits, as if entities
involved possess a high level of efficiency in setting prices well above their marginal costs.
Market concentration levels indicate the extent of market share. High market concentration
suggests that fewer companies control the market, thus reducing the cost of collusion because
coordination becomes easier. Collusion can create a non-competitive market, where producers
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become less efficient and can raise prices above their actual costs, leading to higher equilibrium
prices than their cost structure (Mulyaningsih, 2017).

A concentrated market tends to provide opportunities for firms to engage in collusion to
increase profits, such as by setting prices above marginal costs, thus appearing to reflect high
efficiency. This practice is more likely to occur because large firms have the market power to
secretly cooperate in raising prices, resulting in higher profits. In this situation, companies in
the market appear more efficient because they record high profits, but in reality, this may be
due to collusive behavior through price-fixing, not operational efficiency (Seniono et al., 2007).

This aligns with agency theory, where collusive behavior reflects a conflict of interest
between the agent and the principal. The collusion between two or more people to increase
stock prices begins with the agent prioritizing their own interests over the principal’s interests.
This difference in goals triggers a conflict of interest. Additionally, cooperation (collusion)
aimed at increasing the price-to-book value (PBV) ratio can encourage the agent (manager) to
commit fraud. Research by Sumbari et al. (2023) shows that collusion, through market ratios,
influences financial statement fraud. Therefore, the hypothesis to be tested is:

H6: Collusion has a positive effect on fraudulent financial statement

METHODS

This study uses a quantitative approach supported by secondary data derived from the
annual reports of state-owned enterprises (SOEs) from 2018 to 2022. The sample for the
research was selected using purposive sampling, as shown in Table 1. From 20 companies, the
selected sample includes companies for the observation period spanning 5 years (2018-2022),
resulting in a total of 100 samples. The data analysis technique used is panel data regression,
with descriptive statistical tests, classical assumption tests (normality, autocorrelation,
multicollinearity, and heteroscedasticity), and hypothesis testing (coefficient of determination
test and t-test). The testing was conducted using Stata software version 17.

Table 1. Sample Selection Criteria

Sample Selection Criteria Number.of
Companies
Publicly listed state-owned companies on the Indonesia Stock 30

Exchange (IDX) during the period 2018-2022.
State-owned companies in the financial sector. -5
Companies that do not provide the required information and are

not related to the research variables. !
Companies that did not publish annual reports and financial _4
statements accessible for 5 consecutive periods (2018-2022).

Total Number of Companies in The Sample 20
Research Period )
Total Sample for The Research 100

Source: data proceed

Fraudulent Financial Statement

The dependent variable in this study is fraudulent financial statement (FFS), which refers
to the intentional manipulation of financial statements by individuals or groups to deceive the
users of those financial reports. This variable is influenced by independent variables in the
study. In this research, FFS is measured using the F-Score model, introduced by Dechow et al.
(2011). The F-Score model is used due to its higher accuracy (95%) compared to other models
like M-Score (Hugo, 2019). The F-Score model consists of two calculation components: accrual
quality and financial performance. The result of the F-Score indicates that if the value is greater
than 1 (>1), the company is suspected of committing FFS. Conversely, if the value is less than
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1 (<1), the company is not suspected of committing FFS. Below is the formula for the F-Score

model:

F — Score = Accrual Quality + Financial Performance
(Awc + ANCO + AFIN)

(Average Total Asset)
WC = Current Assets — Current Liabilities
NCO = (Total Asset — Current Asset — Investment and Advances) — (Liabilities — Current
Liabilities — Long term Debt)

FIN = Total Investment — Total Liabilities

RSST Accrual =

__ Beginning Total Assets+Ending Totsl Assets

ATS

Description:
WC : Working Capital

2

NCO : Non-Current Operating Assets

FIN : Financial Accrual

ATS : Average Total Assets
Financial Performance = Change in Receivables + Change in Inventory + Change in Cash

Sales + Change in Earnings

Description:
Change in Receivables

Change in Inventory
Change in Cash Sales

Change in Earnings

AReceivables

B Average Total Aset
Alnventory

Average Total Aset

ASales AReceivable

Earnings (t)

Sales (t) N Receivable (t)

Earnings (t—1)

B Average Total Assets

Average T.Asset (t—1)

Variabel Independen
Table 2. Independent Variable Proxy
Independent Proxy Formula
Variable
Pressure Financial Stability Total aset t — (total aset t —

(A_CHANGE) total aset t
Opportunity Ineffective Monitoring Independent Commissioners
(BOC_OUT) Board of Commissioners
Rasionalization Change in Auditor The dummy variable will take
(AUD_CHANGE) the value of 1 if there is a
change in the auditor during the
2018-2022 period, and it will
take the value of 0 otherwise.
Capability Change in Director The dummy variable will take
(D_CHANGE) the value of 1 if there is a
change in the board of directors
during the 2018-2022 period,
and it will take the value of 0
otherwise.
Arogance CEOQO Duality The dummy variable will take
(CEO_DUAL) the value of 1 if there is CEO

duality during the 2018-2022
period, and it will take the value
of 0 otherwise.
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Collusion Market Ratio Share Price
(COLLUSION) Book Value per Share
Source: data proceed
Pressure

Pressure is proxied using financial stability. Financial stability refers to a situation where
an entity faces pressures and situations that lead to financial instability, potentially causing a
decline in financial performance (Fuad et al., 2020). Financial stability is measured using
changes in total assets (Fitriyah & Novita, 2021).
Opportunity

Opportunity is proxied using ineffective monitoring. Ineffective monitoring is a condition
where the organization lacks effective oversight mechanisms (Setyono et al., 2023). Ineffective
monitoring is measured by the ratio of independent commissioners to the total number of
commissioners (Mardianto & Tiono, 2019).
Rasionalization

Rationalization is proxied using auditor turnover. Auditor turnover refers to a situation
where an entity changes the auditor responsible for auditing its financial statements. Companies
may switch auditors for various reasons. According to SAS No. 99, auditor turnover is a fraud
risk factor. A dummy variable is used to measure auditor turnover (Bawekes et al., 2018).
Capability

Capability is proxied using board turnover. Board turnover occurs when there are changes
in the board of directors' composition or the appointment of new directors to enhance
organizational performance (Sasongko & Wijayantika, 2019). Board turnover is measured
using a dummy variable (Faradiza, 2019).
Arogance

Arrogance is proxied using CEO duality. CEO duality refers to a situation where an
individual holds dual roles within an organization, such as being both the CEO and occupying
other significant positions in the same entity (Sumbari et al., 2023). In Indonesia, CEO duality
is also associated with family ties with the board of commissioners or holding multiple roles
within the entity (Kusumosari & Solikhah, 2021). CEO duality is assessed using a dummy
variable (Sari et al., 2022).
Collusion

Collusion refers to organized fraudulent collaboration through agreements between two
or more parties. Collusion can be described by market ratios, profit levels, and the PCM (Price-
Cost Margin) of a market. The higher the market ratio achieved by an entity, the greater the
likelihood of fraudulent financial statements (Sumbari et al., 2023).

RESULTS AND DISCUSSION
Descriptive Statistical Analysis

This analysis provides a detailed description of the objects studied. The researcher
conducted descriptive statistical analysis by describing in detail the variables of fraudulent
financial statement, financial stability, ineffective monitoring, auditor turnover, board turnover,
CEO duality, and collusion. The following is a table explaining the descriptive statistical
analysis of the sample data.

Table 3. Descriptive Statistical Analysis

Variabel Obs Mean Std. Dev. Min Max
FSCORE 100 0.0437786 0.6635517 -2.848247  2.04426
ASST CHANGE 100 0.0713736 0.2198117 -0.3937315 1.421626
BOC OUT 100 0.4246364 0.100929 0.2857143  0.666667
AUD CHANGE 100 0.36 0.4824182 0 1

Page | 879


https://creativecommons.org/licenses/by/4.0/

EDUCORETAX

Volume 5 No.7, 2025
D CHANGE 100 0.33 0.4725816 0 1
CEO DUAL 100 0.34 0.4760952 0 1

COLLUSION 100 1.123832  1.363521 -8.022014  5.003909
Source: data proceed

Based on the results of descriptive statistical analysis, the dependent variable, fraudulent
financial statement (FFS), measured using the F-Score, shows an average value of 0.0437786.
This indicates that, on average, the research sample does not show indications of financial
statement fraud. Meanwhile, the average for independent variables, such as pressure through
financial stability (ASST _CHANGE), is 0.0713736, which indicates that, on average,
companies experienced an asset increase of 7.1% compared to the previous year. In addition,
the average ratio of independent commissioners (BOC_OUT) as a proxy for opportunity shows
a value of 0.4246364, indicating effective oversight levels because most companies meet the
minimum criteria of 30% independent commissioners.

Furthermore, the rationalization variable through auditor turnover (AUD CHANGE)
shows that 36% of the total sample experienced auditor turnover, while for capability measured
through board turnover (D_CHANGE), 33% of companies experienced board turnover. The
arrogance variable measured by CEO duality (CEO_DUAL) shows that 34% of companies
have a CEO holding dual positions. For collusion, the average value is 1.123832, indicating
that the average stock price of state-owned enterprises is approximately 12.38% above the book
value. This data provides an overview that the majority of companies in the sample have
relatively good levels of stability and compliance with oversight and management indicators.
Regression Model Testing

Table 4. Regression Model Testing

Test Model Result Conclusion
Chow Test 0.9423 Fixed Effect Model
Langrange Multiplier Test  1.000 Fixed Effect Model

Source: data proceed

Based on the Chow test results (Table 4), the probability value (0.9423) is greater than
the significance level (o = 0.05), indicating that the appropriate model for this study is the
common effect model. Further testing using the Lagrange Multiplier (LM) test (Table 8) also
showed a probability value (1.000) exceeding the significance level, confirming the suitability
of the common effect model (CEM). Therefore, the study concludes that the common effect
model is the most appropriate and does not require further testing using the Hausman test.
Classical Assumption Tests

In the Fixed Effect model, classical assumption tests are performed, including the

normality test, autocorrelation test, multicollinearity test, and heteroscedasticity test.
Normality Test

The normality test examines whether the data used in this study follow a normal
distribution or not. The test typically uses a Shapiro-Wilk test, which compares the observed
distribution of residuals to a normal distribution.

Table 5. Normality Test Result
Variable Obs A4 \4 Z Prob>z
e 100 0.97529 2.040 1.581 0.05690
Source: data proceed

From Table 5, the Shapiro-Wilk test result for the residual variable (e) shows a probability
value (Prob>z) of 0.05690, which is greater than the significance level (o = 0.05). This indicates
that the data sample does not exhibit problems with normality.
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Multicollinearity Test
This test is used to examine the correlation between independent variables in a regression
model. Multicollinearity occurs when independent variables in a model are highly correlated
with each other, which can affect the reliability of the coefficient estimates.
Table 6. Multicollinearity Test Result

Y X1 X2 X3 X4 X5 X6
Y 1.0000
X1 -0.0368 1.0000
X2 0.0289  -0.0338 1.0000
X3 -0.0701 0.0118 0.0176  1.0000
X4 -0.3089 -0.0663 0.0692  0.1382  1.0000
X5 -0.1258 0.2004  0.0138  -0.0106 0.0350 1.0000

X6 0.3029  0.1994  -0.1968 0.1685 -0.1577 0.0632 1.0000

Source: data proceed

From Table 6, the correlation coefficients between the independent variables are all below
0.8, which means there is no significant correlation between the independent variables in the
model. This indicates that there are no multicollinearity issues in the regression model..
Autocorrelation Test

This test is performed to determine whether there is a relationship between the error terms
of the current period and the previous period in a regression model. In this study, the Breusch-
Godfrey test is used to analyze autocorrelation in the regression model:

Table 7. Autocorrelation Test Result
Prob > Chi 0.2091
a 0.05
Source: data proceed

From Table 7, the p-value from the Breusch-Godfrey test is 0.2091, which is greater than
0.05. This indicates that there is no evidence of autocorrelation in the regression model. Since
the p-value is greater than 0.05, it can be concluded that there is no significant autocorrelation
issue in the model. Therefore, the model is free from autocorrelation.
Heteroscedasticity Test

The heteroscedasticity test is conducted to assess whether the variance of residuals is
consistent across observations. The Breusch-Pagan test is used to detect heteroscedasticity.
The test has the criterion that a probability value (p-value) greater than 0.05 indicates that there
is no heteroscedasticity issue in the data.

Table 8. Heteroscedasticity Test Result

Uji Breusch-Pagan Hasil
Prob > Chi 0.0267
a 0.05

Source: data proceed
From Table 8, the p-value from the Breusch-Pagan test is 0.0267, which is less than 0.05.
This suggests that there is evidence of heteroscedasticity in the regression model, indicating
that the variance of residuals is not constant. Since heteroscedasticity is present in the model,
the next step is to use Robust Standard Errors. This adjustment allows for correction of the
standard errors without affecting the coefficient estimates, thus eliminating the issue of
heteroscedasticity.
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Hypothesis Test
Coefficient of Determination Test (R?)

The R? test is used to determine the proportion of variance in the dependent variable that
can be explained by the independent variables. The R? value ranges between 0 and 1, where
values closer to 1 indicate a stronger influence of the independent variables on the dependent
variable.

Table 9. Coefficient of Determination Test Result

Number of Obs 100

R-Squared 0.2054

Source: data proceed

From table above, the R? value is 0.2054. This means that the independent variables—
financial stability, ineffective oversight, auditor change, director change, CEO duality, and
collusion—explain 20.54% of the variation in fraudulent financial statements. The remaining
79.46% of the variation in fraudulent financial statements is influenced by other factors not
covered in this study.

Partial Regression Test (T-test)

The t-test, also known as the partial regression test, is conducted to analyze the extent to
which each independent variable affects the dependent variable. The influence is evaluated
based on the t-statistic value and its associated probability value. These values are then
compared with the significance level (a). If the t-probability value is less than 0.05 (o), the
independent variable is considered to have a significant effect on the dependent variable.
Conversely, if the t-probability value is greater than 0.05, its effect is deemed insignificant.
Below are the results of the t-test analysis conducted using STATA software:

Table 10. T-test Result
Regression Model

Variable Robusted — Common Effect Model Conclusion

Coefficient t Prob.

Cons. -0.2033302 -0.50 0.621

ASST CHANGE -0.2693908 -0.76 0.448 Rejected

BOC_OUT 0.7286258 0.84 0.402 Rejected

AUD_CHANGE -0.1266105 -0.93 0.354 Rejected

D CHANGE -0.3567914 -2.71 0.008 Rejected

CEO DUAL -0.1701954 -1.24 0.219 Rejected

COLLUSION 0.1584957 1.85 0.068 Rejected

Source: data proceed

The first hypothesis, which posits that pressure has a significant positive effect on
fraudulent financial statements (FFS) measured by the asset change ratio, is rejected. The t-
value of 0.76 is lower than the critical t-value (0.76 < 1.985), and the probability value of 0.448
is greater than the significance level (0.448 > 0.05). Similarly, the second hypothesis,
suggesting that opportunity has a significant positive effect on FFS measured by the
independent commissioner ratio, is also rejected. The t-value of 0.84 is smaller than the critical
t-value (0.84 < 1.985), and the probability value of 0.402 exceeds the significance level (0.402
> (0.05). The third hypothesis, which claims that rationalization significantly affects FFS
through auditor changes, is rejected as well. The t-value of 0.93 is lower than the critical t-value
(0.93 < 1.985), and the probability value of 0.354 is greater than 0.05, indicating no significant
effect.
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The fourth hypothesis, suggesting that capability has a significant positive effect on FFS
through board changes, is partially rejected. While the t-value of 2.71 exceeds the critical t-
value (2.71 > 1.985), indicating a significant effect, the effect is negative, and the probability
value of 0.008 is below the significance level (0.008 < 0.05), confirming a negative impact. The
fifth hypothesis, which claims that arrogance, measured by CEO duality, has a significant
positive effect on FFS, is rejected as well. The t-value of 1.24 is lower than the critical value
(1.24 < 1.985), and the probability value of 0.219 is higher than 0.05, showing no significant
effect. Finally, the sixth hypothesis, proposing that collusion has a significant positive effect on
FFS through market performance ratios, is also rejected. The t-value of 1.85 is smaller than the
critical value (1.85 < 1.985), indicating no significant effect.

Regression Linear Model

F-Score =-0.2033302 — 0.2693908 ASST CHANGE + 0. 7286258 BOC_OUT - 0.1266105
AUD _CHANGE - 03567914 D_CHANGE - 0.1701954 CEO_DUAL + 0.1584957
COLLUSION

Description:

o = Konstanta atau derajat kesalahan yang diterima
ASST CHANGE = Perubahan aset

BOC OUT = Ketidakefektifan Pengawasan

AUD CHANGE = Perubahan auditor

D CHANGE = Perubahan Direksi

CEO_DUAL = CEO Duality

COLLUSION = Kolusi

Discussion

This study investigates the factors that influence fraudulent financial statements by
examining various elements like pressure, opportunity, rationalization, capability, arrogance,
and collusion. The pressure variable, represented by financial stability and measured using the
asset change ratio, was found to have no significant effect on fraudulent financial statements.
Despite fluctuations in financial stability, such as those caused by external shocks like the
COVID-19 pandemic, companies did not appear to be motivated to manipulate their financial
statements. Even when financial stability was low, as seen in companies like PT Waskita Beton
Precast Tbk, no fraudulent activities were detected, while PT Garuda Indonesia, despite higher
stability, also did not exhibit signs of fraud.

The opportunity factor, measured by the ratio of independent commissioners on the board
of commissioners, was also tested. The results showed that the ineffectiveness of supervision,
indicated by the number of independent commissioners, did not significantly impact the
likelihood of fraud. Independent commissioners, often appointed to comply with regulations
rather than to provide effective oversight, had little influence on reducing fraudulent behavior.
This finding suggests that more effective supervision requires not just meeting regulatory
requirements but also ensuring that board members are knowledgeable about the company’s
operations and corporate governance practices.

Rationalization, measured by auditor changes, was another factor explored in this study.
The results indicated that changes in auditors had no significant effect on fraudulent financial
statements. Despite the potential for agency conflicts or dissatisfaction with audit quality,
auditor changes were not found to be a justification for fraud. This finding challenges the
agency theory, which posits that frequent auditor changes could create stress periods that justify
fraudulent behavior. Instead, it aligns with fraud scale theory, which emphasizes personal
integrity as a key factor in preventing fraud rather than rationalization.

The study also examined the capability factor, represented by changes in the board of
directors. The results showed that director changes had a significant negative effect on
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fraudulent financial statements. New directors, seen as more competent, were perceived to
reduce the likelihood of fraud due to their fresh perspectives and diligent approach to improving
company performance. This supports the idea that frequent changes in directors can help reduce
the risk of fraudulent behavior, as new leadership is more likely to prevent fraud due to the fear
of detection.

In terms of arrogance, the study explored the effect of CEO duality, where the CEO also
serves as a commissioner. The results revealed no significant impact on fraudulent financial
statements, contradicting agency theory, which suggests that CEO duality can lead to arrogance
and increase the chances of fraud. The findings suggest that CEOs with dual roles are more
likely to focus on maintaining company stability and improving performance rather than
engaging in fraudulent behavior. Even when familial ties between CEOs and commissioners
exist, effective oversight from the board of commissioners can prevent fraud.

Collusion, measured using the Price to Book Value (PBV) ratio, was another factor
examined in the study. The results showed that collusion, as indicated by PBV, did not have a
significant effect on fraudulent financial statements. PBV is more reflective of market
expectations and external factors than of any collusion practices. Despite high PBV values, such
as in the case of PT Semen Baturaja Tbk, no fraudulent activities were detected. This further
supports the idea that PBV is not an effective measure for detecting collusion or fraud in
financial statements.

The study found that factors such as pressure, opportunity, rationalization, arrogance, and
collusion did not significantly influence fraudulent financial statements among Indonesian
companies between 2018 and 2022. The only significant factor identified was the capability of
new directors, which had a negative impact on fraud. These findings highlight the importance
of strong governance and oversight mechanisms in preventing fraudulent behavior, suggesting
that while some factors may seem relevant, their direct impact on fraud is often limited.
Effective supervision, experienced leadership, and a focus on integrity remain crucial in
reducing the risk of financial fraud.

CONCLUSION

The study titled "The Effect of Pressure, Opportunity, Rationalization, Capability,
Arrogance, and Collusion on Fraudulent Financial Statements" in state-owned enterprises
(SOEs) during the 2018-2022 period presents several key findings. The research rejects all six
hypotheses tested, indicating that factors such as pressure (financial stability), opportunity
(ineffectiveness of supervision), rationalization (auditor changes), arrogance (CEO duality),
and collusion (PBYV ratio) do not significantly influence the occurrence of fraudulent financial
statements (FFS). Specifically, financial instability, the number of independent commissioners,
auditor changes, and CEO duality were found to have no meaningful impact on FFS. The only
significant factor identified was the capability of the company, with director changes showing
a significant negative effect on FFS, suggesting that companies with new directors were less
likely to engage in fraudulent behavior. In contrast, companies that did not change directors
were more likely to commit FFS.
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