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Abstract
Purpose – The purpose of this paper is to evaluate the effect of the new fraud diamond model in explaining
financial statement fraud.

Design/methodology/approach – The variables used to examine the factors consist of motivation,
opportunity, personal integrity and capability. This research used manufactured companies listed in the
Indonesia Stock Exchange of the 2015–2019 period as the population.

Findings – There has been a positive influence between personal financial need (OSHIP), nature of the
industry (RECEIVABLE) and history of sale (SG) toward financial statement fraud, while the negative effect
is found only in the effective monitoring (IND).

Research limitations/implications – The new fraud diamond model theory which is used as a
reference in this study is a new and under-developed theory. So the author suggests that further research on
this theory be carried out to strengthen the new fraud diamond model theory and ensure whether it can be
used as a reference to find out the causes of financial statement fraud. In addition, the object used in this study
is limited to manufacturing companies, so the author suggests that further research combine several types of
companies.
Originality/value – The research finding supports the new fraud diamondmodel theory in elaborating the
financial statement fraud phenomenon.

Keywords Financial statement fraud, Indonesia Stock Exchange, History of sale, Nature of industry,
New fraud diamond model, Personal financial needs

Paper type Research paper

1. Introduction
Research conducted by the Association of Certified Fraud Examiners (ACFE, 2020) shows
that financial statement fraud only occurs in 10% of all fraud cases, but the average loss is
the greatest. Even the difference is larger compared to other forms of fraud, i.e. $954,000.00.
This shows the magnitude of the impact of the losses arising from financial statement fraud.
In addition, Ernst and Young (2009) also found that more than half of the fraud perpetrators
were management. According to Tiffani and Marfuah (2015), financial statement fraud can
be defined as fraud committed by management in the form of material misstatements of
financial statements that harm investors and creditors. This fraud can be financial or non-
financial fraud. Accounting scandals have developed widely, as they have in the USA.
Spathis (2002) explains that in the USA, accounting fraud that befell Enron causes enormous
losses in almost all industries. The accounting scandal is estimated to cost Enron US$50bn
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in losses, plus investors’ losses of US$32bn and thousands of Enron employees having lost
their pension funds of around US$1bn.

According to Tiffani and Marfuah (2015), Indonesia as a country with unstable economic
conditions has also been hit by an outbreak of widespread accounting scandal cases. In
2001, there was a case of fraud in the financial statements of PT Kimia Farma Tbk (PT KF).
PT KF is a state-owned company whose shares have been traded on the stock exchange.
Based on indications by the Ministry of State-Owned Enterprises and Bapepam auditors
(Bapepam, 2002), it was found that there was a misstatement in the financial statements
which resulted in an overstatement of net income for the year ended December 31, 2001
amounting to Rp32.7bn, which was 2.3% of sales and 24.7% of net income. This
misstatement was carried out by PT Kimia Farma by exceeding sales and inventory in 3
business units and inflating the inventory price that was authorized by the Production
Director to determine the inventory value in the distribution unit of PT Kimia Farma as of
December 31, 2001. In addition, the management of PT. Kimia Farma has double-recorded
sales of two business units. The double recording is carried out in units that are not sampled
by external auditors (Koroy, 2008).

In 2004, Bapepam (Capital Market Supervisory Agency) found that PT Pakuwon Jati
Tbk had violated Bapepam regulation number VIII.G.7 concerning the presentation of
financial statements. Finally, Bapepam gave administrative sanctions in the form of written
warnings to Pakuwon Jati Tbk and the company’s management (Bapepam in Efitasari,
2013). PT Sari Husada in 2005 was suspected of having violated Article 91 in stock trading.
The article states that each party is prohibited from taking action, either directly or
indirectly, with the aim of creating a false or misleading picture of the trading party’s
activities, market conditions or the price of securities on the Stock Exchange. In addition,
there were violations of Bapepam regulations related to sharing buyback transactions by
management and insiders of PT. Sari Husada Tbk. Finally, Bapepam took certain actions in
the form of fines to the commissioners and directors of PT. Sari Husada Tbk (Bapepam in
Efitasari, 2013).

Several cases of fraudulent financial statements provide evidence that fraud was
committed by top management (Skousen et al., 2009). Weak corporate governance also
causes fraudulent financial statements at the company. In Indonesia, several fraud cases
were also found in the government, banks and companies. The existence of fraud in
financial statements can mislead users of financial statements in making economic
decisions. According to Cressey (1953), there are three conditions that cause fraud, namely,
pressure, opportunity and rationalization, which are called the fraud triangle. These three
conditions are risk factors for fraud in various situations. Research related to the detection of
factors causing financial statement fraud mostly uses a fraud triangle analysis and a
development model for this theory, for example, the fraud diamond analysis (Wolfe and
Hermanson, 2004).

Over time, the theory regarding the fraud triangle continues to develop such as the fraud
diamond theory (Wolfe and Hermanson, 2004) which adds a capability factor as the cause of
fraud. This theory states that many frauds that generally involve large nominal are unlikely
to occur if there is no role of certain people with special capabilities in the company. In other
words, the person who commits the fraud must have the capability to recognize the open
door as a golden opportunity to take advantage of it. Then, Gbegi and Adebisi (2013)
designed a model called the new fraud diamond model which is an evolution of the fraud
diamond theory. According to their research, this model can be used as an alternate in
analyzing the factors that cause fraud, especially financial statement fraud. The difference
between the fraud diamond theory and the new fraud diamond model theory lies in the
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replacement of the rationalization factor with the personal integrity factor. According to this
theory, a person’s decision and decision-making process is a condition that can judge a
person’s integrity. A person, especially a manager, in a company with poor integrity
indicates a decision that leads to fraud.

Previous research related to the factors causing financial statement fraud by Tiffani and
Marfuah (2015), Manurung and Hadian (2013), Sihombing and Nur Rahardjo (2014) and
Manurung and Hardika (2015) shows a different result. The difference between this study
and previous research lies in the analysis factor used. This study no longer used the fraud
triangle or fraud diamond analysis but used the development of both. The analysis of the
new fraud diamond model suggested by Gbegi and Adebisi (2013) was used to analyze the
factors that influence fraud, especially financial statement fraud.

2. Theory foundation and hypothesis development
2.1 New fraud diamond model
The new fraud diamond model Gbegi and Adebisi (2013) is a model developed from the
fraud diamond (Wolfe and Hermanson, 2004) (Figure 1).

In this model, Gbegi and Adebisi (2013) include personal integrity instead of
rationalization. This mainly applies to financial statement fraud because this theory argues
that rationalization is not part of corporate governance while the source of pressure (for
example, earnings management analysis, sales history and income growth) is more
observed. Personal integrity can be observed through the decision and the decision-making
process. One’s commitment to ethical decision-making is observable and this can help judge
one’s integrity.

This model further demonstrates corporate governance as the key to all factors leading
to fraud. The important aspect of corporate governance is the nature and level of
accountability of a person in the organization. Corporate governance is the principles and
values that guide an organization in carrying out its daily activities and how stakeholders
relate to one another. Gbegi and Adebisi (2013) argue that the motivation of fraud
perpetrators, which is one side of the fraud diamond, maybe more precisely expanded and
identified by NAVSMICE, with NAVs = national value system, M = money, I = ideology,
C = coercion and E = ego.

2.2 Hypothesis development
2.2.1 Financial stability and financial statement fraud. According to SAS No.99 (AICPA,
2002), managers face pressure to commit financial statement fraud when financial stability
is threatened by economic conditions, industry and an operating entity. Financial stability is
a condition that describes the company’s financial instability (Skousen et al., 2009). When a
company is facing pressure because financial stability is threatened, management will try to
cover the company’s financial stability by committing fraud on the financial statements so
that the company seems to be able to manage its assets properly and hopes to get a positive
response from investors (Tiffani and Marfuah, 2015). Previous research conducted by
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Skousen et al. (2009), Manurung and Hardika (2015) Tiffani and Marfuah (2015) show that
financial stability has an effect on financial statement fraud. This shows that changes in
total assets in a company, especially fluctuating ones, further indicate that the company is in
an unstable financial condition and is increasingly vulnerable to creating financial
statement fraud:

H1. It is suspected that financial stability has a positive effect on financial statement
fraud.

2.2.2 External pressure and financial statement fraud. External pressure is excessive
pressure on management to meet the requirements or expectations of third parties.
According to SAS No.99, when excessive pressure from external parties occurs, there is
a risk of fraudulent financial statements. This is in line with what was stated by
Skousen et al. (2009) that one of the pressures that company management often
experiences is the need to obtain additional debt or external sources of financing to
remain competitive, including research financing and development or capital
expenditures. The difference in interests between investors, creditors and management
creates pressure from external parties on the management, causing the management to
provide a good picture of the company’s performance as embodied in the company’s
financial statements. This condition is very vulnerable to manipulation of the
company’s financial statements. Previous research conducted by Skousen et al. (2009),
Manurung and Hardika (2015), Tiffani and Marfuah (2015) and Sihombing and Nur
Rahardjo (2014) show that the percentage of total debt to total assets has a positive
effect on financial statement fraud:

H2. It is suspected that external pressure has a positive effect on financial statement
fraud.

2.2.3 Personal financial need and financial statement fraud. Personal financial need is a
condition when company finances are also influenced by the financial condition of company
executives (Skousen et al., 2009). Tiffani and Marfuah (2015) show that when company
executives have a strong financial role in the company, the personal financial needs of the
company executives will be affected by the company’s financial performance. When
company executives also become part of the shareholders, it causes them to feel that they
have a claim on the company’s income and assets so that it will affect the company’s
financial condition. The unclear separation between owner and control of the company
triggers the managers to arbitrarily use company funds for personal gain (Tiffani and
Marfuah, 2015). This is also supported by research conducted by Skousen et al. (2009) which
shows that the percentage of share ownership by insiders has an effect on financial
statement fraud:

H3. It is suspected that personal financial need has a positive effect on financial
statement fraud.

2.2.4 Financial target and financial statement fraud. According to SAS No.99 (AICPA,
2002), financial targets are the risk of excessive pressure on management to achieve profit
targets set by the board of directors or management, including the goals of receiving
incentives from sales or profits. One way to assess manager performance in determining
bonuses, wage increases and others is by calculating return on assets (ROA). According to
Tiffani and Marfuah (2015), the higher the ROA is targeted by the company, the more prone
the management will be to manipulate earnings, which is a form of fraud so that it has a
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positive relationship with fraudulent financial statements. This opinion is supported by
research conducted by Manurung and Hardika (2015) which states that financial targets
have an effect on fraudulent financial statements:

H4. It is suspected that financial targets have a positive effect on financial statement
fraud.

2.2.5 Nature of industry and financial statement fraud. Nature of Industry refers to the
ideal state of a company, which is related to the emergence of risks for companies engaged
in industries that involve significantly larger estimates and considerations. Summers and
dan Sweeney (1998) note that accounts receivable and inventory require subjective
judgment in estimating uncollectible accounts. So that managers will focus on these two
accounts if they intend to manipulate financial statements. Summers and dan Sweeney
(1998) examined accounts receivable and inventory, finding that the conditions of inventory
and accounts receivable differ between companies that commit fraud and companies that do
not commit fraud. Some of these statements are supported by research conducted by
Summers and dan Sweeney (1998) and Sihombing and Nur Rahardjo (2014), which show
that the nature of the industry has an effect on financial statement fraud:

H5. It is suspected that the nature of the industry has a positive effect on financial
statement fraud.

2.2.6 Effective monitoring and financial statement fraud. Supervision is one of the ways
companies do to minimize fraud. One form of supervision is by forming a company
audit committee. Beasly et al. (2010) stated that an audit committee with more
members can reduce the incidence of fraud. According to Tiffani and Marfuah (2015),
fraud can be minimized, one of which is through a good monitoring mechanism. The
audit committee is believed to be able to increase the effectiveness of company
supervision. This means that the greater the proportion of independent audit
committees, the more effective the supervisory process will be, thereby reducing the
potential for management to commit fraudulent financial statements. Several
previous studies such as those conducted by Tiffani and Marfuah (2015) and Skousen
et al. (2009) show that the proportion of members of the independent audit committee
(IND) has a negative effect on fraudulent financial statements:

H6. It is suspected that effective monitoring has a negative effect on financial statement
fraud.

2.2.7 Earnings management and financial statement fraud. According to Putra (2012),
earnings management is any action taken by management that can affect earnings
reported in the financial statements. In financial reporting, if a condition occurs where
management does not succeed in achieving the specified profit target, management
will take advantage of the flexibility allowed by accounting standards in preparing
financial statements to modify reported earnings. According to Healy and Wahlen in
Manurung and Hadian (2013), earnings management occurs when managers use
judgments in financial reporting to manipulate transactions to change financial
statements, either to mislead some stakeholders about company performance or to
influence contracts that rely on numbers in financial reports. In addition, according to
Rezae in Manurung and Hadian (2013), a fraudulent financial statement often starts
with a misstatement of earnings management or financial statements that are
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considered immaterial but eventually develop into large-scale fraud and results in
misleading annual financial reports:

H7. It is suspected that earnings management has a positive effect on financial
statement fraud.

2.2.8 History of sales and financial statement fraud. Sales have a strategic effect on a
company because the sales made must be supported by assets and if sales are increased, the
assets must be added (Brigham and Houston, 2006). According to Chotimah and
Susilowibowo (2014), by knowing the sales from the previous year, a company can optimize
its existing resources. A positive sales growth ratio indicates that the company can maintain
its economic position and its survival. Sales growth also shows the company’s ability to
market its products. With this, the management will take various ways to display the
increase in sales in the financial statements including by committing frauds in the financial
statements, which means that the higher the company’s sales growth, the higher the level of
fraud in the company’s financial statements is indicated:

H8. It is suspected that the history of sales has a positive effect on financial statement
fraud.

2.2.9 Earnings growth and financial statement fraud. According to Mahaputra (2012), net
income (profit) is often used as a measure of performance or as the basis for other measures
such as return on investment or earnings per share (earnings per share). In general, the
performance of company managers is measured and evaluated based on the profits earned.
According to Mahaputra (2012), profit growth is influenced by changes in the components in
the financial statements. Changes in financial statement components include changes in
sales, cost of goods sold, operating expenses, interest expenses, income tax, extraordinary
items and others. Changes in earnings can also be caused by external factors such as an
increase in prices due to inflation and managerial freedom that allows managers to choose
accounting methods and make estimates that can increase profits. With the difference in
interests between shareholders and managers, there are times when managers carry out
earnings management and even manipulate the components contained in the company’s
financial statements to illustrate that the company’s performance continues to increase or be
better than the previous year. In other words, the growth in company profits is thought to
have an influence on financial statement fraud:

H9. It is suspected that earnings growth has a positive effect on financial statement
fraud.

2.2.10 Change of directors and financial statement fraud. Capability that someone has in
the company will affect the possibility of them committing fraud. Wolfe and Hermanson
(2004) suggest that a change in the board of directors will cause a stress period that will open
up opportunities for fraud. This statement is supported by research conducted by
Manurung and Hardika (2015) which shows that change of directors has an effect on
financial statement fraud although Sihombing and Nur Rahardjo’s research (2014) has
different results which show that there is no effect of change of directors on financial
statement fraud:

H10. It is suspected that change of directors has a positive effect on financial statement
fraud.
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2.3 Theoretical framework
The description above can be presented in a theoretical framework as in Figure 2
below.

3. Research methods
3.1 Research population and sample
The population used in this study are manufacturing companies listed on the
Indonesia Stock Exchange (BEI). Samples were taken using the purposive sampling
method. Based on the sample criteria, a research sample of 60 companies per year was
obtained and was used for the period 2015 to 2019 so that the total sample used in this
study was 300 samples. Details regarding research sample determination can be seen
in the following Table 1.

3.2 Definition and measurement of research variables
3.2.1 Dependent variable. The dependent variable in this study is financial statement fraud
(FRAUD). Financial statement fraud can be measured using the Beneish M-Score model
according to research by Skousen et al. (2009) and Tiffani andMarfuah (2015). In addition, in
this study, as a comparison, financial statement fraud was also measured using the
probability calculation of financial statement fraud which is the result of research by
Kanapickiene and Grondiene (2015).

3.2.1.1 Using the Beneish M-score model. The Beneish M-score was measured using
the following eight financial ratios (Table 2).

Figure 2.
Theoretical
framework
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After calculating the eight ratios, they were then formulated into the Beneish M-score model
formula:

M� Score ¼ �4:84 þ 0:920DSRI þ 0:528GMI þ 0:404AQI þ 0:892 SGI
þ 0:115DEPI – 0:172 SGAI – 0:327LVGI þ 4:697TATA

Table 2.
Beneish M-score
model ratio

No. Financial ratios Formula

1 Days sales in the
receivable index
(DSRI)

DSRI ¼ Net Receivables t=Sales tð Þ
Net Receivables t � 1=Sales t � 1ð Þ

2 Gross margin
index (GMI)

GMI ¼ Sales t � 1� COGS t � 1ð Þ=Sales t � 1
� �

Sales t � COGS tð Þ=Sales t
� �

�

3 Asset quality
index (AQI)

AQI ¼ TA t � CA t þ PPE tð Þ=TA t
� �

TA t � 1� CA t � 1þ PPE t � 1=TA t � 1ð Þð

4 Sales growth
index (SGI)

SGI ¼ Sales t
Sales t � 1

5 Depreciation
index (DEPI)

DEPI ¼ Depreciation t � 1= PPE t � 1þ Depreciation t � 1ð Þ� �
Depreciation t=PPE t þ Depreciation tð Þ½ �

"

6 Sales general and
administrative
expenses index
(SGAI)

SGAI ¼ SG&AExpense t=Sales tð Þ
SG&AExpense t � 1=Sales t � 1ð Þ

7 Leverage index
(LVGI)

LVGI ¼ Current Liabilities t þ Long TermDebt tð Þ=Total Assets t� �
Current Liabilities t � 1þ Long TermDebt t � 1ð Þ=Total Assets t � 1

� �

8 Total accruals to
total assets
(TATA)

TATA ¼ Net Income fromContinuing Operations t � Cash Flows fromOperationð Þ
Total Assets t

Source: Skousen et al. (2009)

Table 1.
Distribution of
research samples

Sample determination criteria Total

Manufacturing companies listed on the Indonesia Stock Exchange (IDX) consecutively
during 2015–2019 120
Companies do not publish a complete annual report on their website or on the IDX
website during the research period (16)
There is no indication of having committed financial statement fraud at least once
during the observation period (44)
The number of samples that meet the research criteria 60

Source: Data processing results, 2020
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If the Beneish M-score is greater than �2.22, then the company is categorized as
committing fraud. Meanwhile, if the score is less than �2.22, then the company is
categorized as not committed fraud (non-fraud).

3.2.1.2 Using the probability of financial statement fraud. The probability of financial
statement fraud is measured using four financial ratios that are considered the most
vulnerable to fraud to identify whether the company has indications to manipulate its
financial statements (Kanapickien_e and Grundien_e, 2015). The four financial ratios are as
follows:

INV/TA = inventories/total assets.
SAL/FA = sales/fixed assets.
TL/TA = total liabilities/total assets.
CACH/CL= cash/current liabilities.

After calculating these four financial ratios, they were then formulated into a logistic
regressionmodel formula. The probability of financial statement fraud was calculated based
on:

P¼1= 1þe5:768�4:263�INV=TA�0:029�SAL=FA�4:766�TL=TA�1:936�CACH=CL
� �

With P as the probability of financial statement fraud (from 0 to 1), the company was
categorized as committing fraud when P > 50% and not committing fraud when
P < 50%.

With these two methods, the sample companies that met the fraud criteria from one and/
or both methods were categorized as companies that committed financial statement fraud.
Furthermore, companies that committed fraud were scored 1 (one) and those that did not
commit fraud (non-fraud) were scored 0 (zero).

3.2.2 Independent variables. The independent variables in this study were variables
developed from the four components of the new fraud diamond model, namely, motivation
which was proxied by financial stability, external pressure, personal financial need and
financial targets, an opportunity which was proxied by the nature of the industry and
effective monitoring, personal Integrity which was proxied by earnings management,
history of sales and earnings growth and capability. The independent variables and their
measurements are presented in Table 3 below.

3.3 Data analysis method
The data analysis technique used to test the hypothesis in this study was a logistic
regression model because the dependent variable in this study was a categorical variable
(variable dichotomy), giving a value of 1 (one) for companies classified as committing fraud
and a value of 0 (zero) for companies classified as not committing fraud. Logistic regression
analysis techniques no longer require normality tests and classical assumption tests on the
independent variables (Ghozali, 2011).

The logistic regression model used to test the research hypothesis is as follows:

FRAUD ¼ aþ b 1ACHANGE þ b 2DER þ b 3OSHIP þ b 4ROAþ b 5RECEIVABLE

þ b 6INDþ b 7DACC þ b 8SGþ b 9EGþ b 10DCHANGE þ e (1)
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Annotations:
FRAUD = dummy variable, code 1 (one) for companies that commit financial

statement fraud, code 0 (zero) for those that do not.
a = constant.
b = variable coefficient.
ACHANGE = asset change ratio.
DER = ratio of debt to shareholder equity.
OSHIP = ratio of share ownership in the company.
ROA = return on assets ratio.
RECEIVABLE = ratio of accounts receivable to sales.
IND = independent audit committee ratio.
DACC = discretionary accruals.
SG = sales growth.
EG = operating profit growth.
DCHANGE = change of director.
e = error term.

4. Research results
4.1 Data description
Data description provides a description of data seen from the average (mean), standard
deviation, the maximum andminimum value of each variable (Ghozali, 2011) (Table 4).

Table 3.
Variable
operationalization

No. Variable Variable measurement

1. Financial stability ACHANGE ¼ Total Asset t � Total Asset t � 1
Total Asset t

2. External pressure DER ¼ Total Debt
Shareholder Equity

3. Personal financial
need

OSHIP ¼ Total shares owned by insiders
Totals of ordinary shares in circulation

4. Financial target ROA ¼ Profit after tax t � 1
Total Asset t � 1

5. Nature of
industry

RECEIVABLE ¼ Accounts receivable t
Sales t

Accounts receivable t � 1
Sales t � 1

Þ

6. Effective
monitoring

IND ¼ Number of independent audit committeemembers
Total number of audit committees

7. Earnings
management

DACCit = TACCit/Ait-1 – NADACCit

8. History of sales Sales Growth ¼ Salesit � Salesi t�1ð Þ
Salesi t�1ð Þ

9. Earnings growth Earnings Growth ¼ Operating Profitt � Operating Profitt�1

Operating Profitt�1

10. Change of
directors

DCHANGE = If there was a change in the company’s board of directors during
the research period, it was coded 1; if there was no change in the company’s
board of directors during the research period, it was coded 0
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4.2 Logistic regression analysis
The first step was to assess the feasibility of the regression model using Hosmer and
Lemeshow’s Goodness of Fit Test. Based on the results of the Hosmer and Lemeshow test, a
chi-square of 6.740 was obtained with a significance level of 0.565. This shows that the
model is able to predict the value of its observations or it can be said that the model is
acceptable because it fits the observation data.

The second step was to assess the overall regression model that had been hypothesized
to be fit or not with the data. The statistics used based on likelihood show that there was a
decrease in the value of�2, log-likelihood block number = 0 by 409,989 to 373,171 in the�2
log-likelihood block number = 1 model. This shows that the regression model by including
all independent variables is better or in other words, the model hypothesized is fit with the
data.

The next step was to test the coefficient of determination (R2) to measure the ability of the
independent variable to explain the dependent variable (Ghozali, 2011). The value of R2

shows 0.155 which means that only 15.5% of the variation in the dependent variable is
financial statement fraud which can be explained by the independent variables used in this
study. This shows that the independent variable was low or weak in explaining the
dependent variable in this study.

The next step was to examine the effect of each independent variable on the dependent
variable (Table 5).

4.2.1 The effect of financial stability on financial statement fraud. The first hypothesis
testing shows that the ACHANGE coefficient was �2.33, meaning that financial stability
had no significant effect on financial statement fraud. This was probably because the
sample companies had a very good level of supervision that monitored and controlled the
actions of management that were directly responsible for business functions such as finance,
so even though management faced pressure when financial stability was threatened by
economic conditions, the industry and the situation of the operating entity would not trigger
fraudulent financial statements. The results of this study support the results of research
conducted by Skousen (2009), Manurung and Hardika (2015) and Yesiariani and Isti Rahayu
(2016).

4.2.2 The effect of external pressure on financial statement fraud. The second hypothesis
testing shows the coefficient of external pressure (DER) on the probability of a company

Table 4.
Data description

results

n Minimum Maximum Mean Std. deviation

FRAUD 300 0 1 0.57 0.496
ACHANGE 300 �8.33308 0.43077 0.0587770 0.51155857
DER 300 �5.02296 15.97208 1.0784110 1.55721934
OSHIP 300 0.00000 0.46406 0.0325435 0.08105147
ROA 300 �0.61934 0.65720 0.0851750 0.10884799
RECEIVABLE 300 �2.52897 3.27955 0.0085575 0.27150924
IND 300 0.00000 1.00000 0.3058889 0.17160073
DACC 300 �1.75239 0.64882 �0.0044238 0.15347627
SG 300 �0.87578 5.94731 0.1212754 0.42804808
EG 300 �30.86629 239.42301 0.9826062 14.35576135
DCHANGE 300 0 1 0.39 0.488
Valid n (listwise) 300

Source: Results of data processing, 2020
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committing financial statement fraud was �0.080 which means that external pressure had
no significant effect. This result is probably due to several factors including the low average
ratio of total debt of the sample companies compared to the companies’ shareholder equity
so that funding from creditors, which was only 10.78%, did not significantly affect the
companies’ finances. On the other hand, the higher the loan provided by the creditor, the
more supervision the company carries out over its finances. This is because when a creditor
provides funding to a company, they would expect repayment of debt and interest from that
funding. So the higher the debt, the higher the supervision provided, which, in turn, reduces
the risk of financial statement fraud in a company. These results support the results of
research conducted byManurung and Hardika (2015).

4.2.3 The effect of personal financial need on financial statement fraud. The third
hypothesis testing shows that personal financial need (OSHIP) on the probability of a
company committing financial statement fraud has a coefficient of 4.223, meaning that
personal financial need has a positive and significant effect on financial statement fraud.
These results indicate that a higher level of share ownership by insiders will result in the
risk of financial statement fraud. This study supports the results of previous studies
conducted by Skousen et al. (2009).

4.2.4 The effect of financial targets on financial statement fraud. The fourth hypothesis
testing shows that the coefficient of the financial target (ROA) on the probability of a
company committing financial statement fraud is 1.605, meaning that the size of ROA does
not have a significant effect on financial statement fraud. This is probably because the ROA
ratio in this study was used for short-term goals, even though managers also have to think
about long-term programs to increase overall company profits (Yesiariani and Isti Rahayu,
2016). Most of the company’s short-term goals are often unable to generate profits for the
company as a whole, therefore, the company must review whether the goals it makes can
generate overall profits or not for its sustainability (Rachmawati, 2014). These results reveal
that no matter howmuch the given target is, it will not motivate management to manipulate
the company’s financial statements. These results support the results of previous studies
conducted by Skousen, et al. (2009), Tiffani and Marfuah (2015), Manurung and Hardika
(2015).

Table 5.
Hypothesis test
results

Variabels in the equation

B S.E. Wald df Sig. Exp(B)
95,0% C.I.for EXP (B)
Lower Upper

Step 1a ACHANGE �0.233 0.345 0.456 1 0.500 0.792 0.403 1.557
DER �0.080 0.085 0.904 1 0.342 0.923 0.782 1.089
OSHIP 4.223 1.966 4.612 1 0.032 68.210 1.446 3,217.262
ROA 1.650 1.254 1.638 1 0.201 4.978 0.426 58.150
RECEIVABLE 5.890 2.547 5.346 1 0.021 361.421 2.453 53,256.246
IND �1.939 0.789 6.047 1 0.014 0.144 0.031 0.675
DACC 1.061 1.077 0.971 1 0.325 2.891 0.350 23.888
SG 2.167 0.716 9.169 11 0.002 8.736 2.148 35.533
EG �0.004 0.011 0.105 1 0.745 0.996 0.975 1.019
DCHANGE 0.340 0.261 1.705 1 0.192 1.405 0.843 2.342
Constant 0.389 0.340 1.305 0.253 1.475

Note: variable(s) entered om step 1: ACHANGE, DER, OSHIP, RECEIVABLE, IND, DACC, SG, EG and
DCHANGE
Source: Data processing results, 2020
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4.2.5 The effect of the nature of industry on financial statement fraud. The fifth
hypothesis testing shows the coefficient of nature of the industry (RECEIVABLE) on the
probability of a company committing financial statement fraud is 5.890, which means that
the nature of the industry has a positive and significant effect on financial statement fraud.
This result supports Wild’s statement in Sihombing and Nur Rahardjo (2014) which states
that an increase in the company’s receivables from the previous year can be an indication
that the company’s cash turnover is not good. The number of trade receivables owned by the
company will certainly reduce the amount of cash that the company can use for its
operational activities. Limited cash can be an impetus for management to manipulate
financial statements. A significant increase in trade receivables can be a serious indication
of financial stability in a company. If the company wants to attract investors, then one of the
efforts to achieve this goal is to manipulate the number of accounts receivable by
manipulating the due date to eliminate receivables that have a long collection period. These
results also support the results of research conducted by Sihombing and Nur Rahardjo
(2014).

4.2.6 The effect of effective monitoring on financial statement fraud. The sixth
hypothesis testing shows that the coefficient of effective monitoring (IND) on the probability
of a company committing financial statement fraud is �1.939, meaning that effective
monitoring has a negative and significant effect on the risk of financial statement fraud.
These results indicate that the supervision carried out by an independent committee is one
of the effective ways that companies can do to minimize fraud. These results support the
statement of Tiffani and Marfuah (2015) which states that the greater the proportion of
independent audit committees, the more effective the supervisory process will be, thereby
reducing the potential for management to commit financial statement fraud. The results of
this study also support the results of previous studies conducted by Skousen, et al. (2009)
and Tiffani andMarfuah (2015).

4.2.7 The effect of earnings management on financial statement fraud. The seventh
hypothesis testing shows that the coefficient of earnings management (DACC) on the
probability of a company committing financial statement fraud is 1.061, meaning that the
level of earnings management carried out by the company does not have a significant effect
on financial statement fraud. This is probably due to management not fully using the
flexibility allowed by accounting standards in preparing financial statements to modify
reported earnings, which is evidenced by the low average value of discretionary accruals of
sample companies, i.e. �0.0044238. Thus, although in this study earnings management had
a positive effect, this influence is not significant.

4.2.8 The effect of history of sales on financial statement fraud. The eighth hypothesis
testing shows the coefficient of history of sales (SG) on the probability of a company
committing financial statement fraud is 2.167, meaning that the sales growth rate in a
company has a positive and significant effect on financial statement fraud. These results
indicate that when management is faced with unsatisfactory sales results in the previous
year’s financial statements, it will make every effort to show an increase in the company’s
net sales the following year. This is done to attract investors and convince creditors to
continue providing funding to the company, including by fraudulent means of manipulating
its financial statements to show that the company is able to grow, especially in achieving
sales growth. Because according to Chotimah and Susilowibowo (2014), when investors and
creditors see sales growth, they will assume that the company can optimize its existing
resources, maintain its economic position and survival and be able to market its products.

4.2.9 The effect of earnings growth on financial statement fraud. The ninth hypothesis
testing shows that the earnings growth (EG) coefficient on the probability of a company
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committing financial statement fraud is �0.004, meaning that the level of earnings growth
in a company does not significantly affect financial statement fraud. These results indicate
that the higher the company’s profit growth rate, the lower the risk of financial statement
manipulation. Because when a company experiences an increase in earnings, management
will be more proud to show its actual performance results without manipulation in its
financial statements. However, on the other hand, the company’s net income is the final
result of the computation of the company’s comprehensive income statement, so it is
possible that management does not use the account to manipulate, but the previous accounts
instead such as the company’s sales growth.

4.2.10 The effect of change of directors on financial statement fraud. The tenth
hypothesis testing shows that the change of directors (DCHANGE) variable on the
probability of a company committing financial statement fraud has a coefficient of 0.340,
which means that the change of auditors in a company does not have a significant effect on
financial statement fraud. The results show that the sample companies change their board
of directors not because they want to cover up the fraud committed by the previous board of
directors, but the highest stakeholders in the companies want an improvement in their
performance by recruiting directors who are considered more competent than the previous
ones (Yesiariani and Isti Rahayu, 2016). This result is supported by research conducted by
Sihombing and Nur Rahardjo (2014) and Yesiariani and Isti Rahayu (2016).

5. Conclusion and limitations of the research
5.1 Conclusion
Personal financial needs, nature of industry and history of sales have a positive and
significant effect on financial statement fraud. This indicates that the more the number of
shares owned by the management of the company, the higher the increase in receivables and
the increase in sales of the company, which means the more potential for management to
commit fraudulent financial statements. Effective monitoring has a negative and significant
effect on financial statement fraud. These results indicate that the greater the proportion of
independent audit committees, the more effective the monitoring process of the company
will be so that it will reduce the potential for management to commit fraudulent financial
statements. Financial stability, external pressure, financial targets, earnings management,
earnings growth and change of directors do not have a significant effect on financial
statement fraud. This means that the six variables are not able to detect potential fraud that
occurs in manufacturing companies in Indonesia.

The new fraud diamond model theory which is used as a reference in this study is a new
and under-developed theory. So the author suggests that further research on this theory be
carried out to strengthen the new fraud diamond model theory and ensure whether it can be
used as a reference to find out the causes of financial statement fraud. In addition, the object
used in this study is limited to manufacturing companies, so the author suggests that
further research combine several types of companies.
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