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Abstract: The research means observing and presenting empirical data on the impact of the six
variables that make up the fraud hexagon theory: external pressure, nature of the industry, change in
auditor, change in directors, CEO duality, and political connection of fraudulent financial statements. In
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determining fraudulent financial statements. This research makes use of the f-score model to identify
fraudulent financial statements. Companies in the mining industry registered in the Indonesia Stock
Exchange between 2018 and 2022 comprise that study's population. Purposive sampling, used in this
research, resulted in 30 companies for five years, with four outlier data units, so the total analysis units
were 146. Using SPSS V.25 software, logistic regression analysis is the data analysis technique used. The
results showed that the variables that positively influence fraudulent financial statements are external
pressure and changes in directors. In contrast, the variable that negatively influences fraudulent
financial statements is the nature of the industry. In comparison, auditor changes, CEO duality, and
political connections do not affect fraudulent financial statements. This study provides theoretical and
practical implications for stakeholders in detecting fraudulent financial statements as well as for future
research. The limitation of this study is that the variables can only explain fraudulent financial
statements by 23.4%, so further researchers are advised to add other proxies to measure elements of
the fraud hexagon theory.

Keywords: F-Score Model, Fraudulent Financial Statement, Fraud Hexagon Theory, Stock
Exchange.

Introduction

The heat of intense rivalry necessitates a paradigm change from resource-based competition to
knowledge-based competitiveness (Abbas et al.,, 2021a). Financial reports are crucial because they
provide management with a basis for strategic decision-making by summarising the state of the
organisation (Zulfikar et al.,, 2022). Ismail (2015) asserts that the data on financial accounts must be
accurate, dependable, and reasonable for the intended audience. However, in actuality, fraud is a factor
that hinders the expansion of businesses and poses a persistent challenge to the development of
financial markets (Ozcelik, 2020). People who use financial statements to make decisions may be misled
by inaccurate information inside the company, which might result in a loss of reporting quality and
profit quality (Dewiyanti et al., 2023).

According to the 2020 Report to the Nations (RTTN) survey findings from the Association of
Certified Fraud Examiners (ACFE), asset theft cases had the greatest incidence (86%), followed by
corruption (43%) and financial statement fraud (10%). Nevertheless, despite the lowest frequency of
occurrences, financial statement fraud caused the largest average total loss ($954,000) (Association of
Certified, 2020).

Fraud frequently happens when the control mechanism is fragile, and there is no well-supervised
financial management (Taqi et al., 2021). Fraud is a common occurrence in many industries, including
mining. The Financial Services Authority (O]JK) and the Indonesia Stock Exchange (IDX) were notified in
2016 of allegations, including accounting manipulation, embezzlement, and false disclosure concerns
concerning the directors of PT Cakra Mineral Tbk. This was one of the mining industry's instances of
financial fraud in Indonesia. Jefferson Dau, the attorney for PT Murui Jaya Perdana, said that starting in
August 2014, the directors of PT Cakra Mineral Tbk conspired to execute a share purchase agreement
with false representations and neglected to carry out their end of the bargain. The directors of PT Cakra
Mineral Tbk fraudulently claimed to own a 55% stake in PT Murui Jaya Perdana for more than two years.
Furthermore, it was alleged that the firm's directors had purposefully inflated investor capital and
manipulated asset values, resulting in significant losses for investors due to inaccurate, deceptive, and
fraudulent disclosures (Berita Lima, 2016).

It seems inevitable based on incidents of misleading financial statements in the mining industry.
According to the 2019 ACFE Indonesia Chapter survey findings, with a 5.0% fraud rate, the mining
business ranks third among all industrial types in terms of disadvantage. The mining industry, which
contributes significantly to developing a resource-rich country, is one of the critical pillars of Indonesia's
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national economic development. It is proven that during 2020, the mining industry could provide Non-
Tax State Revenue (PNBP) of IDR 34.6 trillion, which exceeded around 110.15% of the target set by the
state of IDR 31.41 trillion (Rahajeng, 2021). Therefore, the revenue obtained by mining companies can
be free to commit fraud, and fraud in the mining industry may not have been detected and reported
entirely.

Financial statement fraud is an issue that cannot be disregarded because fraud can result in losses
for the company and related external parties. Financial statement fraud is essential because accounting
fraud requires better, comprehensive, integrated efforts (Taqi et al., 2019b). Because of that, fraud must
be identified to lessen the possibility of fraudulent financial statements. One method to spot financial
statements submitted illegally is to use a fraud model (Sukmadilaga et al., 2022). The present study
involves the sequential proximation of the six constituents of the fraud hexagon hypothesis, namely
pressure, opportunity, rationalisation, capability, ego, and conspiracy. Vousinas developed the most
current fraud model in 2019, the fraud hexagon hypothesis. External pressure represents pressure, the
nature of industry represents opportunity, change in auditor represents rationalisation, change in
directors represents capability, CEO duality represents ego, and political connections represent
collusion.

Research Problem

Global economic development makes business and trade competition in domestic and
international markets increasingly competitive. Stakeholders need financial reports to predict and
assess the company's future business growth and assess investment activities in a certain period, so this
report must provide a representation of the company's finances and operations during a period this is
helpful to influencing stakeholders to decide (Agusputri & Sofie, 2019). In reality, it may be challenging
to recognise the accuracy of financial statements. Still, it has been proven that there are many cases of
financial statement manipulation in companies because companies present incorrect information in
financial statements (Abbas et al., 2021b). Every business seeks to provide financial reports showing its
performance is consistently in "good" shape to gain the trust of the many stakeholders that use it.
However, when performance results fall short of expectations, management may feel pressured to
modify the numbers to make the financial statements seem better. In the end, however, the
misrepresented information will hurt many people (Novitasari & Chariri, 2019). Financial statement
fraud is a problem that cannot be disregarded because it can result in losses for the business and
associated third parties (Sukmadilaga et al., 2022). As a result, fraud detection is critical to lowering the
likelihood of false financial statements, anticipating the harm that certain parties may suffer, and aiding
stakeholders in making well-informed decisions.

Research Focus

This research focuses on identifying the six components of fraud in the mining sector registered
on the IDX between 2018-2022. The six elements of the fraud hexagon theory, pressure, opportunity,
rationalisation, capability, ego, and conspiracy, are proxied, respectively. External pressure proxy for
pressure, nature of industry proxy for opportunity, change in auditor proxy for rationalisation, change
in directors proxy to capability, CEO duality proxy for ego, and political connections proxy for
conspiracy, as well as measuring financial statements identified as fraudulent through the f-score model.

Research Aim and Research Questions

The research means observing and presenting empirical proof of the impact of fraud hexagon
theory elements on fraudulent financial statements. The research questions in this study were whether
[external pressure], [nature of industry], [change in auditor], [change in directors], [CEO duality], and
[political connection] can affect [fraudulent financial statements].
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Literature Review
Agency Theory

Jensen and Meckling presented the idea of agency theory in 1976, describing the contractual tie
between the principal and the agent. As principals under the existing contractual structure,
shareholders authorise management to operate as agents and supervise the company's activities (Sagala
& Siagian, 2021). Management is more informed about the firm than the founders since they are its
representatives. Knowledge asymmetry, or the unequal knowledge-sharing between agents and
principals, is the outcome. Asymmetric information that engages the principal and agent allows the
agent to hide information from the principal, which might result in partial, skewed, or asymmetric
financial information disclosure in the financial statements (Saipuloh et al., 2023).

Fraud

The ACFE defines fraud as a deliberate legal violation committed with the goal of deceiving and
manipulating others to benefit oneself or a group (Association Of Certified, 2020). The ACFE classifies
fraudulent activities into three groups, one of which is financial statement fraud.

Fraudulent Financial Statement. The deliberate and inaccurate presentation of financial
statements resulting from management mistakes or omissions to deceive users is known as fraudulent
financial statement presentation (ACFE Indonesia, 2019). Fraudulent financial statements can arise
from several sources, as stated in Statement of Auditing (SAS) No. 99 (Larum et al., 2021). Among these
are: (1) willful misapplication of rules concerning the quantity, classification, disclosure, or submission
processes; (2) carelessness or intentional error preventing events, transactions, or data that forms the
foundation of financial statements; and (3) falsification, manipulation, or modification of accounting
records and supporting documentation while preparing financial statements.

Fraud Hexagon Theory. The Fraud Hexagon theory explores the causes of fraud in deeper detail
and is currently being developed. The Fraud Hexagon was developed based on Donald R. Cressey's 1953
Fraud Triangle Theory. The Fraud Triangle hypothesis evolved into the Fraud Diamond theory, coined
by Wolfe and Hermanson in 2004. Crowe then took this concept and added the ego component in 2011
to develop the Fraud Pentagon. Then, in 2019, Vousinas refined the Fraud Hexagon by including the
collusion component. Thus, the elements of the Fraud Hexagon are pressure, opportunity,
rationalisation, capability, ego, and collusion (Vousinas, 2019).

Hypothesis Development

The Effect of External Pressure on Fraudulent Financial Statements. Pressure management
faced by outside sources to satisfy its needs or commitments to external parties is known as external
pressure (Faradiza, 2019). One kind of external pressure occurs when there is a strong need for
operational funds and the financial environment is perceived as favourable to outside stakeholders
(Achmad et al., 2022).

Agency theory and external pressure are related because, as the principal's agent, management
must get extra funding from other sources to expand its business lines. However, while fulfilling their
obligations, management often encounters financial obstacles that might impede the company's growth.
This pressures management to produce financial reports accurately to comply with third-party
standards and make them seem reasonable, even in light of the potential for fraudulent financial
statements (Imtikhani & Sukirman, 2021). The leverage ratio, or the proportion of total liabilities to total
assets, determines how much external pressure there is. Leverage ratios are a helpful metric for
evaluating a business's capacity to repay debt (Imtikhani & Sukirman, 2021). According to studies by
Achmad et al. (2022) and Imtikhani and Sukirman (2021), a company's leverage ratio raises the
possibility of making fraudulent financial statements. Based on the above explanation, one may
hypothesise the following:
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H.. External pressure has a positive effect on fraudulent financial statements.

The Effect of the Nature of Industry on Fraudulent Financial Statements. The regulations
governing the industry in which a firm operates define its ideal state, referred to as the nature of the
sector (Agusputri & Sofie, 2019). A company's operational activities that depend on estimates or
estimations are directly related to its industry under Statement on Audit Standards (SAS) No. 99 (Narsa
etal.,, 2023).

Because of the information asymmetry that allows the agent access to more knowledge than the
principal about the company status and prospects, agency theory and the nature of the industry are
related. Management may thus create false financial statements by calculating the excess value of
accounts based on estimates in the company's financial statements. One might utilise the ratio of
receivables changes as a stand-in for industry characteristics. It is a sign of subpar business
circumstances if the company's receivables are in worse shape than the previous year (Ritonga &
Apriyani, 2019). According to research by Nurardi and Wijayanti (2021), a company's growing accounts
receivable may be a red flag for falsified financial statements. Drawing from the previous description,
the following conjecture may be made:

H». The nature of the industry has a positive effect on fraudulent financial statements.

The Effect of Change in Auditor on Fraudulent Financial Statement. The term "change in
auditor"” describes the appointment of a new auditor instead of the previous one (Icih et al., 2021). An
auditor may oversee and review the company's financial accounts if he has the necessary intellectual,
emotional, and social competencies and abilities (Taqi et al., 2019a). The auditor will also be informed
if there are any signs that the firm has committed fraud (Agusputri & Sofie, 2019). However, the firm's
management may change the prior auditor with a new one to remove any proof of fraud discovered by
the former auditor to prevent such identification (Alifa & Rahmawati, 2022).

Change in auditors is related to agency theory because it can increase conflicts of interest between
principals and agents and issues with adverse selection brought on by information asymmetry, which
can be utilised to commit fraud. According to Syahria's (2019) study, there is a positive correlation
between the frequency of auditor changes in a firm and the indicators of fraud committed. Drawing from
the previous description, the following conjecture may be made:

Hs. Change in auditor has a positive effect on fraudulent financial statements.

The Effect of Change in Directors on Fraudulent Financial Statements. A change in directors
refers to leadership or directorship that the organisation makes (Imtikhani & Sukirman, 2021).
Directors who occupy high positions in the company can create or utilise the power to commit fraud by
influencing other employees so that the scam can be covered (Achmad et al,, 2022).

Agency theory states that directors as agents can have personal interests and take actions
inconsistent with the principal's interests. Given these presumptions, the new directors could be
persuaded to do different things to make their performance seem better than the prior directors'. This
is because changing the directors is to identify specific interests, such as replacing outgoing directors
who are no longer eligible or have a history of fraud (Imtikhani & Sukirman, 2021). The board of
commissioners also exercises supervision, both generally and specifically, about the directors (Abbas et
al,, 2021c). A company's chance of financial statement fraud is positively correlated with the frequency
of director change, according to research by Aviantara (2021). According to the explanation provided
above, one may hypothesise the following:

H,4 Change in directors has a positive effect on fraudulent financial statements.

The Effect of CEO Duality on Fraudulent Financial Statements. CEO duality occurs when an
individual holds positions on the same company's board of commissioners and board of directors
(Widyatama & Setiawati, 2020). On the other hand, Indonesia maintains a two-tier board structure,
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which states that a person cannot simultaneously serve on the Board of Commissioners and the Board
of Directors. As a result, the board of directors and the board of commissioners are considered family or
have a familial tie regarding CEO duality in Indonesia (Widyatama & Setiawati, 2020).

The dual character of the CEO's role is related to the agency hypothesis, which maintains that
agents and principals have different interests due to management discretion circumstances where
management has discretion in decision-making. Because of the supervisory function's inefficiency and
the board of commissioners' broad managerial power, events may be put in motion to maximise
individual gains (Dewi & Anisykurlillah, 2021). Research conducted by Widyatama and Setiawati (2020)
proves that when there is a kinship relationship between directors and commissioners, The possibility
of an event occurring in the financial statements becomes greater. Conflicts of interest, in this case, a
family relationship, can cause directors to escape internal control, thereby triggering fraud. Drawing
from the previous description, the following conjecture may be made:

Hs. CEO duality has a positive effect on fraudulent financial statements.

The Effect of Political Connection on Fraudulent Financial Statements. Political connections
refer to strong links between companies, governments, politicians, and public officials (Imtikhani &
Sukirman, 2021). These connections provide companies with convenience in terms of licensing and
obtaining loans (Imtikhani & Sukirman, 2021). Thus, it can be concluded that companies with close ties
to the government will find it easier to get help and privileges (Harymawan et al., 2019).

The relationship between political connection and agency theory arises from the different goals of
agents and principals. This is because the agent wants his welfare to benefit from the performance that
has been carried out so that the facilities and privileges that the company has allowed management to
make fraudulent financial reporting (Imtikhani & Sukirman, 2021). Stronger political connections are
associated with an increased risk of financial statement fraud, according to research by Kusumosari and
Solikhah (2021). Given the description given above, one may hypothesise the following:

He. Political connection has a positive effect on fraudulent financial statements
Conceptual Framework

Based on theoretical underpinnings, prior research findings, and issues briefly covered above, this
study uses a proxy for each component of the fraud hexagon hypothesis to determine its impact on
fraudulent financial statements. The following is an explanation of the research model.

Figure 1

Conceptual Framework

Pressure:
External Pressure

Hi1

Opportunity:
Nature of Industry H:

Rationalization: Hs
Change in Auditor Fraudulent

Ha Financial

Capability: Statement
Change in Directors

Ego: Hs

CEO Duality

Collusion:
Political Connection

Source: Authors’ development.
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Research Methods

This study employs secondary data and falls under the quantitative research area. Notes or
evidence made public may be found on the official website as secondary data. This analysis uses the
population mining industry companies listed on the IDX for 2018-2022. The purposive sampling
technique, which entails selecting samples by pre-set standards, was used to choose this sample.

The following summarises the dependent and independent variables and their measurements in
this research.

Table 1

Variable Measurement

Variable Indicator Scale
Fraudulent Financial F-Score = Accrual Quality + Financial Performance (Dechow et al, Nominal
Statement 2011)

Code 1 if there is visible fraud in financial statements with F-Score >
1.00, and code 0 if there is no fraud in financial statements with F-
Score < 1.00 (Agusputri & Sofie, 2019).

External Pressure Leverage = Total Liabilities/Total Assets Ratio
(Skousen et al., 2009)

Nature of lndustry Receivable = Receivable (t) _ Receivable (t—-1) Ratio
Sales (t) Sales (t-1)
(Skousen et al., 2009)
Change in Auditor Dummy variable. Code 1 is for when there is a change of auditor Nominal

during the study period, and code 0 is for when it does not happen
otherwise (Achmad et al., 2022).

Change in Directors Dummy variable. Code 1 is for when directors change during the Nominal
study period, and code 0 is when it does not occur otherwise
(Achmad et al.,, 2022).

CEO Duality Dummy variable. Code 1 is for if the board of directors and the board Nominal
of commissioners have a kinship relationship, and code 0 is for if it
does not happen otherwise (Dewi & Anisykurlillah, 2021).

Political Connection Dummy variable. Code 1 if the president and independent Nominal
commissioner have political connections, and code 0 if it does not
happen otherwise (Fan et al., 2007; Matangkin et al.,, 2018).

Source: Obtained from various sources (2024).
Data Collection Method

Documentation is the technique utilised to acquire data. Data for the documentation method is
obtained from the IDX Indonesia Stock Exchange by looking at the annual financial statements of mining
companies for 2018-2022, available through the company's official website and www.idx.co.id.

Data Analysis Technique

Logistic regression analysis is used because the dependent variable in this research strategy is a
dummy variable with just two categories. The steps of analysis in this research are as follows:
Descriptive Statistical analysis (1), (2) The logistic regression analysis consists of several tests, such as
the Wald Test, Nagelkerke R Square, omnibus of model coefficients, overall model fit test, goodness of
fit test, and regression model created.
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Results

Description of Research Objects

This research concentrates on mining sector companies listed from 2018 to 2022 on IDX. The data
utilised is derived from annual reports of the mining sector, available at www.idx.co.id or on the

company's official website. The sample for this study was chosen using a purposive sampling method.

After selecting a representative sample of the research population, the following results were

discovered:
Table 2

Sample Selection Results

No Criteria Total

1. Companies in the mining industry were listed between 2018 and 2022 on the Indonesia 52
Stock Exchange (IDX).

2. Mining sector companies were not listed consecutively on the Indonesia Stock Exchange (5)
(IDX) from 2018 to 2022.

3. Mining sector companies that do not publish complete annual reports on the Indonesia Stock (13)
Exchange (IDX) website or the company website between 2018 and 2022.

4. The data related to the variables used in the research are not available in full in the annual (4)
reports published during the 2018-2022 period.
Number of companies that fulfil the sample criteria 30
Total data in the study (30 x 5 years) 150
Outlier Data (4)
Total research data 146

Source: Secondary data processed (2024).
Descriptive Statistical Analysis
Table 3

Numerical Data Descriptive Results

N Minimum Maximum Mean Std. Deviation
External Pressure 146 ,088040 2,418443 ,57336758 , 366757833
Nature of Industry 146 -35,385003 1,525631 -, 74276200 4,393135433
Valid N (listwise) 146
Source: Secondary data processed (2024).
Table 4
Category Data Descriptive Results
Category Frequency Per cent
Change in Auditor No change of auditor 85 58,2
There was a change of auditor 61 41,8
Total 146 100,0
Change in Directors No change of directors 80 54,8
There is a change of directors 66 45,2
Total 146 100,0
CEO Duality The directors' board and the commissioners' board have 118 80,8
no kinship relationship
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The directors' board and The directors' board have a 28 19,2
kinship relationship

Total 146 100,0
Political Connection = President commissioners and independent 43 29,5

commissioners have no political connections

President commissioners and independent 103 70,5

commissioners have political connections

Total 146 100,0
F-Score There is no indication of FFS 134 91,8

FFS indicated 12 8,2

Total 146 100,0

Source: Secondary data processed (2024).

Table 3 uses the leverage ratio to measure external pressure variables. Its minimum value is
0.088040, corresponding to PT Harum Energy Tbk in 2020; Its average value is 0.57336758 with a
standard deviation value of 0.366757833. Its highest value is 2.418443, which belongs to PT Exploitasi
Energi Indonesia Tbk in 2022. This indicates that, on average, the company's debt represents 57.34% of
its total assets. Additionally, the data is homogenous or uniformly distributed, with a standard deviation
less than the mean value.

The receivables industry variable has an average value of -0.74276200 and a standard deviation
0f 4.393135433.1n 2022, PT Astrindo Nusantara Infrastruktur Tbk had the lowest value of -35.385003,
and PT Bumi Resources Minerals Tbk had the most significant value of 1.525631. This indicates that the
data is neither dispersed nor heterogeneous, as the standard deviation is greater than the mean, which
implies that the typical firm has a receivable turnover of -74.28%.

Table 4, descriptive statistics for variables that use variable dummy proxies. The change in auditor
variable with no auditor change occurred as much as 85 data or 58.2%, then 61 data or 41.8% occurred
auditor change. The variable change in directors with no change in directors is 80 data or 54.8%, then
66 data or 45.2% of the change in directors occurs. As many as 118 data points, or 80.8%, show no
kindred between the CEO duality variable and the board of directors and commissioners. However, 28
data points, or 19.2%, show the kinship between the Board of Commissioners and the Board of
Directors. The political connection variable with the independent commissioner and or president
commissioner does not have a political connection as much as 43 data or 29.5%, then 103 data or 70.5%
visible political relations between president commissioners or independent commissioners. The
variable fraudulent financial statement does not indicate fraudulent financial statements as much as 134
data or 91.8%, and then 12 data or 8.2% indicated fraudulent financial statements.

Overall Model Fit Test
Table 5

Iteration History

Iteration Block Number -2 Log likelihood
0 82,954
1 67,353

Source: Secondary data processed (2024).

Table 5 indicates a 15.601 (82.954-67.353) decline in the -2LogL value between block numbers =
0 and 1, indicating that the proposed model either aligns well with the data or constitutes a valid
regression model.
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Goodness of Fit Test
Table 6

Hosmer and Lemeshow Test

Step Chi-square df Sig.
1 2,586 8 ,958

Source: Secondary data processed (2024).

Table 6 shows a significance level of 0.958 and a chi-square value of 2.586. These findings suggest
that if the significance value exceeds 0.05, the model is likely capable of predicting the observation
values accurately or is considered well-fitted to the data and acceptable.

Nagelkerke R Square
Table 7
Model Summary
Step -2 Log likelihood Cox & Snell R Square Nagelkerke R Square
1 67,3532 , 101 ,234

Source: Secondary data processed (2024).

Table 7 shows a result of 0.234. It may be inferred that the independent factors (industry nature,
external pressure, changes in auditors and directors, CEO duality, and political connection) can explain
up to 23.4% of the dependent variable. In contrast, variables not included in this research can explain
up to 76.6% of the dependent variable.

Classification Matrix
Table 8

Classification Table

Predicted
F-Score
Observed There is no indication FFS Percentage Correct
of FFS. indicated
Step1 F-Score There is no indication of 134 0 100,0
FFS
FFS indicated 11 1 8,3
Overall Percentage 92,5

Source: Secondary data processed (2024).

Table 8 shows the percentages. Using the regression model, one financial report data, 8.3% of
which was predicted to commit fraud, of 12 financial report data indicated fraud, while the prediction
power that does not indicate fraud is 100.0%. Thus, the regression model used 134 predicted financial
report data, which didn’t indicate fraud. So, the conclusion is that the overall classification accuracy of
the predictive power is 92.5%.

Simultaneous Significance Test
Table 9
Omnibus Tests of Model Coefficients

Chi-square df Sig.
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Step 1 Step 15,601 6 ,016
Block 15,601 6 ,016
Model 15,601 6 ,016

Source: Secondary data processed (2024).

Table 9 produced a Sig value of 0.016 < 0.05, a computed chi-square value of 15.601, and a table
chi-square value of 12.592 then (15.601 > 12.592), suggesting that fraudulent financial statements are
simultaneously and significantly impacted by external pressure, industry type, director and auditor
changes, CEO duality, and political connections.

Individual Parameter Significance Test

Table 10
Wald Test
B S.E. Wald df Sig. Exp(B)
Step 12 External Pressure 2,027 ,788 6,624 1 ,010 7,595
Nature of Industry -,096 ,045 4,544 1 ,033 ,909
Change in Auditor 431 ,654 ,435 1 ,510 1,539
Change in Directors 1,643 , 749 4,811 1 ,028 5,172
CEO Duality ,889 ,785 1,283 1 ,257 2,433
Political Connection -1,355 ,695 3,801 1 ,051 ,258
Constant -4,416 1,068 17,085 1 ,000 ,012

Source: Secondary data processed (2024).
The Regression Model Formed
Table 10, which may be used, is based on the results of the logistic regression model:
FFS =-4,416 + 2,027EP - 0,096NOI + 0,431CIA + 1,643CID + 0,889CED — 1,355PC + ¢
Discussion

From some data analysis that has been done, the following is a discussion of the results of
hypothesis testing in this research:

The Effect of External Pressure on Fraudulent Financial Statements

The first hypothesis of the study posits that fraudulent financial statements are influenced by
external pressure. Testing of this hypothesis reveals that external pressure positively impacts
fraudulent financial statements, as indicated by a beta coefficient of 2.027 for the external pressure
variable and a probability value of 0.010, which is below the significance level of 0.05. Consequently, Hy
is accepted.

The outcome of this research is in keeping with agency theory; the distinction in pursuits among
agents and principals will purpose agency issues. Based on research data, the typical debt stage of
mining sector corporations is 57.34% of total assets. This figure shows that the corporation's debt ratio
(leverage) is relatively high and has the potential risk of debt default. This is because companies must
have a low level of leverage to obtain financing from external parties. Creditors won't provide loans to
a firm with a high leverage level because of the elevated credit risk. Consequently, management must
prepare financial statements that meet third-party criteria and seem respectable, even if that means
fabricating financial figures. The results of this study are consistent with studies by Achmad et al. (2022)
and Imtikhani and Sukirman (2021), which contend that fraudulent financial statements benefit from
external pressure.
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The Effect of the Nature of Industry on Fraudulent Financial Statements

The study's second hypothesis is that the industry type positively influences fraudulent financial
statements. The kind of industry variable's beta coefficient value, according to the findings of the
hypothesis test, is -0.096, and its probability value is 0.033 < 0.05, which is less than the significant
threshold. This indicates that fraudulent financial statements harm the sector because of their nature,
so H; is rejected.

The outcome of this research does not follow agency theory, which considers control as people
trusted by investors to manage the company. Thus, if a corporation's industry deteriorates, management
will try to appear good to investors. Based on the research data, the average company has an accounts
receivable turnover of -74.28%, meaning that the company's receivables in this study experienced too
massive changes during the study year and had an unstable ratio of changes in receivables. This is
because growth in receivables that happens is an outcome of income growth. After all, mining companies
may provide longer payment terms to buyers to attract more customers or strengthen business
relationships; new or extended long-term sales contracts with buyers can cause an increase in
receivables along with sales that occur during the contract period, Therefore, generally speaking, a rise
in receivables in the mining industry typically indicates corporate development and growth together
with higher sales. To prevent misleading financial reports generated by changes in the receivables ratio
throughout the study year. The results of this study are in opposition to research by Nurardi and
Wijayanti (2021), which demonstrates that the nature of the sector has a favourable impact on
fraudulent financial statements.

The Effect of Change in Auditor on Fraudulent Financial Statement

The third hypothesis posits that changes in auditors positively affect fraudulent financial
statements. Testing this hypothesis revealed that the change in the auditor variable has a beta coefficient
of 0.431 and a probability value of 0.510, above the 0.05 significance threshold. This suggests that
changes in auditors do not significantly impact fraudulent financial statements; H3 is rejected.

The results of this study contradict the agency theory, which holds that a corporation's change in
auditor results in more conflicts of interest between the agent and the principal. As a result, fraud may
be committed using asymmetric knowledge between two parties. This is because auditors have a
professional duty to remain impartial and unbiased in their job, and frequent changes in an
organization's audit team do not impact the likelihood of false financial statements. The professional
code of ethics continues to bind newly appointed auditors. Fraud may be hard to spot due to certain
inherent constraints in the audit process. Therefore, if the scam is well planned, the auditor may not be
able to find it even if they replace the previous one. The findings of this study run counter to research
by Syahria et al. (2019), which indicates that a change in auditor might favour fraudulent financial
statements.

The Effect of Change in Directors on Fraudulent Financial Statement

The study's fourth hypothesis suggests that changes in directors positively influence the
occurrence of falsified financial statements. The hypothesis's findings show that the change in the
directors variable has a beta coefficient of 1.643 and a probability value of 0.028, below the significance
threshold of 0.05. This implies that the beneficial impact of fraudulent financial statements is increased
when directors change, such that Hs is accepted.

The study's findings support the agency hypothesis, which states that directors acting as agents
are free to pursue their interests and act against the principals. Because new directors need time to get
used to their new roles and lack sufficient knowledge of the company, the stress period they experience
can reduce an organisation's work effectiveness. To mask this, new directors are encouraged to commit
fraud to give the impression that they have made better changes than the previous directors. The
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findings of this study are consistent with research conducted by Aviantara (2021), indicating that a
change in directors has a favourable impact on fraudulent financial statements.

The Effect of CEO Duality on Fraudulent Financial Statements

The study's fifth hypothesis is that CEO duality increases the likelihood of fraudulent financial
statements. According to the hypothesis test results, the CEO duality variable's beta coefficient value is
0.889, with a probability value significantly more than the significant threshold 0.257 > 0.05. Therefore,
the impact of fraudulent financial statements is unaffected by CEO duality; Hs is rejected.

The findings of this study contradict agency theory, which holds that directors have the authority
to decide policies and feel independent of the board of commissioners because of familial ties. As a
result, fraud can be committed to maximise personal gain due to managerial power and the board of
commissioners' ineffective supervisory functions. On the other hand, false financial statements were not
caused by the familial ties between the board of directors and the board of commissioners in this
investigation. This is so that family ties won't encourage someone to make false financial statements and
can be used to collaborate in finding solutions to the company's issues. Regardless of whether they are
related to the board of commissioners, directors may better understand their roles and responsibilities
in managing the business. The findings of this investigation go counter to those of Widyatama and
Setiawati's (2020) study, which demonstrates that CEO duality has a favourable impact on fraudulent
financial statements.

The Effect of Political Connection on Fraudulent Financial Statements

The study's sixth hypothesis claims that having political connections helps explain misleading
financial statements. According to the hypothesis test results, the political link variable has a beta
coefficient value of -1.355 and a probability value larger than the significant threshold, or 0.051 > 0.05.
This implies that political affiliation has no bearing on fraudulent financial statements, so He is rejected.

The outcome of this research does not follow agency theory, where the facilities and privileges
that companies have because of political connections are sometimes used in a bad direction by
management, allowing fraudulent financial statements to be made. But on the other hand, political
connections in this study did not trigger fraudulent financial statements. Because politically connected
control does not always utilise their position for personal gain, political connections aren’t directly
motivated to commit fraud on economic reports. They are more likely to offer benefits through access
to sources or regulatory protection, which aren’t always related to fraudulent practices. Authorities or
other stakeholders may scrutinise corporations with political connections. Hence, theytend to
be extra cautious in preparing financial reports to avoid the risk of a bad reputation or legal sanctions.
The outcome of this research contradicts studies by Kusumosari and Solikhah (2021), which show that
political connections positively affect fraudulent financial statements.

Conclusions

Based on the research analysis conducted on mining sector companies, they are indexed on the
Indonesia Stock Exchange (IDX) from 2018 to 2022. This shows that the variable external pressure and
change of directors have been proven to affect fraudulent financial statements positively. Meanwhile,
the nature of the industry hurts fraudulent financial statements. While other variables, namely auditor
turnover, CEO duality, and political connections, have no effect on financial statement fraud.

The research results are anticipated to give investors information for evaluation and analysis
before investing in a particular company. Investors are expected to be more careful in making
investment decisions, and management is also expected to learn more about the potential causes of
fraud and the impacts that arise when committing fraud on financial reports.
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Suggestions for Future Research

(1) The dependent variable in this research is fraudulent financial statements, as measured
through the f-score. It is hoped that, in addition, the study would use different measurements such as
earnings management modified jones model, Altman z-score, or other measurements so that research
can be compared. (2) Future study is expected to use different proxies that aren’t contained in this study
or add other independent variables like financial stability, financial target, ineffective monitoring, and
government ownership because the coefficient of determination in this research of only 23.4%, (3)
Many variables that refer to behaviour are discussed in this research, so it's was hoping that future
researchers able use mixed methods with along primary and secondary data.
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