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This study aims to obtain empirical evidence regarding the elements of fraud 

pentagon theory on indications of financial statement fraud. This research was 

conducted on banking companies listed on the Indonesia Stock Exchange 

(IDX) for the 2017-2020 period. The method of determining the sample used 

is non-probability sampling with purposive sampling technique. The number 

of samples that meet the sample selection criteria are 140 samples, namely 35 

banking companies during the four years of observation 2017-2020. The data 

analysis technique used is multiple linear regression. Based on the results of 

the analysis, it is stated that the nature of industry and change of directors have 

a negative effect on indications of financial statement fraud, while personal 

financial need, rationalization, and CEO duality have no effect on indications 

of financial statement fraud. This study has implications for investors, 

creditors, the government and other parties who need financial statement 

information to consider the elements of the fraud pentagon theory to detect 

indications of fraudulent financial statements in banking companies. 
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1   Introduction 
 

The phenomenon of financial statement fraud in banking companies in Indonesia is not the first time that has happened 

and is still a hot topic that really needs to be discussed and researched until now. The phenomenon of fraud cases that 

occurred in the banking sector in 2020 was the case of the loss of IDR 22 billion of money belonging to Winda Lunardi, 

an e-sport athlete, a customer of PT Bank Maybank Indonesia Tbk. PT Bank Maybank Indonesia Tbk (BNII) became 

a polemic after the disclosure of the case. According to the Chancellor of the Perbanas Institute, Hermanto Siregar, 

according to the Chancellor of the Perbanas Institute, Hermanto Siregar assessed that there was banking fraud that 

occurred in the case of burglary of Maybank customers. Fraud case This can happen because of weak internal controls 

in banking companies so that criminal loopholes in banking still occur today. The existence of a fraud case at PT. Bank 

Maybank Indonesia Tbk (BNII) has become a hotly discussed case. The impact of these cases not only tarnishes the 

company's good name, but can have a negative impact on the financial services industry. In addition, the existence of 

fraud cases at Maybank will also tarnish customer confidence in Maybank (Kustina et al., 2019). 

Many cases of the phenomenon of financial statement fraud can harm many parties and will affect the long-term 

sustainability and reputation of the company. The worst condition that can be experienced by the company as a result 

of this action is bankruptcy. Fraud cases that occur can be caused by weak internal controls and company risk 

management. Therefore, fraud cases are an important phenomenon that must be prevented as early as possible. In 

preventing the possibility of fraud, the auditor can assess and consider from various points of view, one of which is by 

using the theory of fraud risk factors which was first proposed (Cressey, 1953). Cressey (1953), states that there are 

three conditions that are always present in fraudulent acts, namely pressure, opportunity, and rationalization or also 

known as the fraud triangle theory (Skousen et al., 2009). Then, the fraud triangle theory was redeveloped by Wolfe 

& Hermanson (2004), into a fraud diamond theory by adding one indicator element, namely the capability element. 

Furthermore, the theory developed again when Crowe (2011), explained that the element of ego (arrogance) also 

influences the occurrence of fraud, so that it becomes five elements known as the fraud pentagon which will complete 

the concept of the fraud triangle and fraud diamond theory (Saunders, 1999; Bikker & Haaf, 2002). 

This study will refer to the fraud pentagon theory developed by Crowe (2011), to detect financial statement fraud 

that occurs in companies. In research conducted by Puspitha & Yasa (2018); Antawirya et al. (2019), it is proven that 

the factors of the fraud pentagon namely pressure, opportunity, rationalization, capability, and arrogance can detect 

indications of financial statement fraud. The elements of this pentagon fraud cannot be directly investigated so that it 

requires variable proxies. The first element of the fraud pentagon is pressure. In this study, pressure is proxied by 

personal financial need. Personal financial need refers to the personal financial needs of managers and company 

executives who are very dependent on the company's financial condition (Zhou & Kapoor, 2011; Rezaee, 2005). 

Research conducted by Oktafiana & Sari (2019); Surya et al. (2018), states that personal financial need has a 

positive effect on the occurrence of fraudulent practices. The existence of pressures such as financial demands, 

declining economic conditions due to the COVID-19 pandemic and high lifestyles will encourage someone to commit 

fraud. The worse the personal financial condition of the company executives, the higher the financial dependence of 

the executives on the company so that fraudulent financial reporting practices tend to occur. Meanwhile, according to 

Sari & Nugroho (2021); Kusumaningsih (2017), say that personal financial need has a negative effect on financial 

statement fraud. When the company's performance is very good and is supported by the financial condition of the 

executives in terms of share ownership by insiders in the company is very high, the lower the chance of financial 

statement fraud. The existence of differences in research results makes the personal financial need variable need to be 

re-examined to find out whether personal financial need makes individuals commit fraud or not (Uyanık & Güler, 

2013; Sousa et al., 2007). 

The second element of this fraud pentagon is opportunity. Opportunity to commit fraud can occur when internal 

control is low and management supervision is weak in the company. Nature of industry is an industrial characteristic 

that is indicated by ideal industrial conditions. The condition of high cash receipts and receivables can describe the 

form of a good nature of the industry and can be responded to with different reactions from the company's managers 

(Suparmini et al., 2020).  The nature of industry can provide individuals with opportunities to commit fraud because 

of industry regulations that require companies to have subjective justification capabilities in calculating estimates on 

certain accounts. According to Summers & Sweeney (1998), it is stated that receivables and inventories require 

subjective assessment and must be wary of because they are often the object of manipulation of financial statements 

(Mata, 2011; Bai et al., 2014). Rationalization is the third element of the fraud pentagon. Rationalization is related to 

attitudes that justify fraudulent behavior and are considered normal. The factors that cause financial statement fraud 

originating from rationalization are related to the unfavorable relationship and different interests between management 
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and auditors, management's failure to manage company finances, justifying earnings management behavior in the 

company, and feeling the most meritorious for the organization. Auditor switching in the company can be used as a 

measure of rationalization. 

Auditor switching in companies causes the new auditors to still not understand the overall condition of the 

company. So that management can commit and justify fraud that is not detected by external auditors. Research 

conducted by Loebbecke et al. (1989), explains that the majority of audit failures occur more often at the beginning of 

the year during the audit engagement period. So that it will make the company change its external auditor and think 

rationally to do financial statement fraud. This is also similar to the research conducted by Septriani & Handayani 

(2018); Putriasih et al. (2016); Mintara & Hapsari (2021), which also state that rationalization affects financial 

statement fraud in banking companies. Capability is an element developed by Wolfe & Hermanson (2004) in the fraud 

diamond theory to detect financial statement fraud. Fraud can occur because someone has more ability or capability to 

commit fraud for the realization of certain goals. Capability is influenced by several factors such as positioning, 

intelligence and creativity, ego or confidence, coercive skills, deceit, and stress. The main factor that can be seen to 

judge that someone has a large enough capability is positioning. Positioning is the position and function of a person in 

the company that tends to make it a gap to commit fraud. Therefore, high positions or executives are considered the 

most capable of reducing fraud or they may even take advantage of their ability to commit fraud (Topp et al., 2004; 

Reinhart & Rogoff, 2013). 

Variable director change associated with the element capability. Director changes is the delegation of duties and 

authority from the old board of directors to the new board of directors with the aim of improving the performance of 

the previous directors who were less competent in overseeing the company's activities. A change of more competent 

directors is considered to be able to oversee the company's operations well to reduce fraud (Mintara & Hapsari, 2021). 

Putriasih et al. (2016), use director change as a measuring tool for capability to determine whether or not there is a 

potential for fraudulent financial statements. Research conducted by Putriasih et al. (2016); Siddiq et al. (2017); 

Septriani & Handayani (2018), both prove that director change can be used to detect financial statement fraud. 

Arrogance is the last element as a complementary element to the fraud pentagon theory proposed (Crowe, 2011).  

Arrogance is related to the character of someone who feels that he is in charge of everything in the company. The 

attitude and behavior of arrogance can cause someone dared to commit fraud behavior because he has power and 

assume that the internal controls and regulations in effect at the company would not apply to him so that they would 

be free to fraud. Arrogance is usually related to the CEO or directors who have high or powerful positions in a company 

such as because all operational activities in the company must be with the CEO's approval. In this study, the element 

of arrogance will be measured by CEO duality or CEO who has many positions (dual positions) both inside and outside 

the company. If the CEO holds multiple positions, it shows that the CEO has a strong influence and has an important 

role in company policy, so that dual positions are included in arrogance. A good performance company should not 

have a CEO who has multiple positions (CEO duality) within the company. CEO duality can encourage someone to 

commit collusion, sacrifice the interests of shareholders, and even cause the work of directors to be ineffective because 

they have double busyness so that it can increase the occurrence of fraud in the company. The above statement is also 

supported by research conducted by Dechow et al. (2012), which shows that financial statement fraud related to 

earnings manipulation is dominated by management and dual positions by the CEO (Mehta, 2016; Rengganis et al., 

2019). 

 

Literature review and hypotheses development 

 

The number of shareholdings of people in the company shows the company's good financial performance as well as 

the financial supervision function and the implementation of good corporate governance in the company so that 

executives will not worry about personal financial needs within the company so that financial statement fraud will 

decrease within the company. So, if the insider's share ownership in the company is very high, the lower the chances 

of an indication of financial statements in the company. Kusumaningsih (2017); Sari & Nugroho (2021), also explain 

that personal financial need has a negative effect on financial statement fraud. When the company's performance is 

very good and is supported by the financial condition of the executives in terms of share ownership by insiders in the 

company is very high, the lower the chance of financial statement fraud. 

 

 

 



         ISSN: 2395-7492 

IRJMIS   Vol. 8 No. 6, November 2021, pages: 619-629 

622 

1. H1 : Personal financial need has a negative effect on financial statement fraud. 

In the normal operations of the bank, the banks could potentially face a variety of risks especially high risk in 

lending. To face the risk that, before the bank makes loans to customers, the bank must perform an accurate 

analysis to customers, then there is an agreement that is legally valid between lenders and y ang receiving a 

loan, the bank must monitor to customers, and customers must provide a guarantee and loan documentation are 

accurate to the bank in accordance with the standards that apply a right but, many factors are unexpected causes 

credit payments from the customer to be jammed or even customers can not make payment of credit due to 

bankruptcy and economic decline (mainly affected by the impact of a pandemic COVID-19 in Indonesia).  This 

credit that may not be returned by the customer will then be referred to as bad debts (reserve for losses on 

receivables). This causes every loan (credit) that is disbursed has the possibility of not being returned. The 

amount of credit risk and the number of bad debts tend to have the potential to increase financial statement 

fraud. Weak supervision in the company will lead to a high opportunity for fraud in the company (Donelson et 

al., 2017). However, if banking companies implement good corporate governance, improve supervision, 

improve management of receivables and cash receipts, fraud can be reduced in the company. 

This was also revealed by Hidayah & Saptarini (2019); Suparmini et al. (2020), who said that if there is a good 

supervisory function through the ideal conditions of a company in the industry, managers will reduce the 

opportunity to commit fraud. If there is an increase in receivables, company managers will maintain the amount 

of receivables they have and try to increase the company's cash receipts from the amount of receivables rather 

than having to commit fraud. 

2. H2: The nature of industry has a negative effect on financial statement fraud. 

Several studies indicate that the incidence of audit failure is increasing related to the presence of auditor 

switching in the company (Skousen et al., 2009). Auditor switching in a company can be used as a benchmark 

for rationalization. Auditor switching at the company causes the new auditors to still do not understand the 

condition of the company as a whole so that if there is weak control then management may commit fraud that 

is not detected by external auditors. In this study, companies can intentionally perform auditor switching to 

eliminate traces of fraud that may have been found by previous auditors. Therefore, management's strategy to 

voluntarily replace auditors makes it easier for them to rationalize fraudulent financial statement behavior or 

consider fraudulent financial statements to be reasonable (rational). So the higher the auditor switching in the 

company, the more rational the company will think about doing financial statement fraud. 

Chen & Elder (2007), also stated that companies that often experience auditor switching tend to be more 

associated with indications of fraudulent financial reporting. According to Lou & Wang (2009), a company can 

perform auditor switching to reduce the possibility of detecting financial statement fraud by the auditor. Sari & 

Nugroho (2021), also state that rationalization affects financial statement fraud. Thinking that the rational will 

emerge when companies do not want the act of fraud it is known that the company will justify the manipulation 

of financial statements. The higher the intensity of independent auditor turnover, the easier it will be for 

management to rationalize fraudulent actions with the aim of committing financial statement fraud (Utama et 

al., 2018). 

3. H3: Rationalization has a positive effect on financial statement fraud. 

Variable director chage associated with the element capability. Director changes is the turn of the directors of 

the old to the new directors are more competent in overseeing the company's financial performance. The higher 

the intensity of the director changes in the company, the higher the supervision of the company's financial 

performance because the new directors are more competent and have the capability and implementation of good 

corporate governance in the company so that it will reduce indications of financial statement fraud in the 

company. 

The director changes and the selective selection of new directors and replacing them with new directors who 

are more competent and have good capability are considered to be able to control the company's financial 

performance well. This was also expressed by Mintara & Hapsari (2021), who said that a change of more 

competent directors was considered to be able to monitor the company's operations properly to reduce fraud. 

Research conducted by Siddiq et al. (2017); Septriani & Handayani (2018); Mintara & Hapsari (2021), also 

both prove that director change has a negative effect on indications of financial statement fraud. 

4. H4: Director change has a negative effect on financial statement fraud. 

CEO Duality or multiple positions in the company will reflect the high level of arrogance or superiority of the 

CEO in the company. CEOs who have multiple positions can use their power or arrogance for their own 

interests. The higher the CEO Duality in the company, the higher the level of CEO arrogance in the company. 
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This condition will have an impact on the CEO being ineffective in carrying out his duties and responsibilities 

as a leader which will lead to financial statement fraud. The above statement is also supported by research 

conducted by Dechow et al. (2012), which shows that financial statement fraud related to earnings manipulation 

is dominated by management and dual positions by the CEO. 

There are regulations in Indonesia that regulate concurrent positions, namely OJK Regulation Number 

55/POJK.03/2016 which states that the board of directors is prohibited from holding concurrent positions as the 

board of commissioners (Putri & Deviesa, 2017). Thus, companies in Indonesia are considered to have CEO 

duality if they have positions in other companies and the CEO concurrently serves on the board of 

commissioners. CEOs who perform duality positions tend to lead to fraudulent practices within the company. 

This statement is supported by the results of research conducted. Mohamed Yusof (2016), also said that the 

presence of a CEO who has many positions both internally and externally in the company can show the 

arrogance of the CEO. Multiple positions can cause the CEO's work to be disrupted because he is busy and 

lacks focus in carrying out responsibilities in the company so that this can allow fraud in the company (Crowe, 

2011). Phanderoit, find that arrogance as measured by CEO duality has a positive effect on financial statement 

fraud. Yang et al. (2017), also stated that CEO duality will lead to weak corporate governance because the CEO 

cannot carry out supervision properly, causing fraud. 

5. H5: CEO Duality has a positive effect on financial statement fraud. 

 

 

2   Methods 
 

This research will be conducted on banking companies listed on the Indonesia Stock Exchange (IDX) for the 2017–

2020 period. The reason for choosing banking companies as research samples is because banking companies are the 

center of the economy in a country where the control carried out by the government is stronger than other industrial 

sectors. In carrying out these business activities, banks face various risks, both credit risk, market risk, operational risk 

and reputation risk, so that this has implications for the increased potential for fraudulent financial statements. The 

research population consists of all banking companies listed on the IDX. The sample used is a manufacturing company 

listed on the Stock Exchange which was selected through a purposive sampling technique with predetermined 

criteria. Data collected through non-participant observation by observing, recording, and studying the annual reports 

and financial reports of mining companies published by the Indonesia Stock Exchange (IDX) through 

www.idx.co.id. The analysis technique used is multiple linear regression analysis. This test aims to determine the effect 

of personal financial need, nature of industry, rationalization, director changes and CEO duality on financial statement 

fraud. 

 

 

3   Results and Discussions 
 

Multiple linear regression analysis 

 

The analysis method in this study uses multiple linear regression equations to solve problems written based on the 

problem formulation that has been written, namely to determine the influence between two or more variables including 

the influence of personal financial need, nature of industry, rationalization, director changes, and CEO. 

Duality in financial statement fraud. The recapitulation of the results of multiple linear regression analysis is presented 

in Table 1 below: 

  

Table 1 

Recapitulation of multiple linear regression results 

 

Model 
Unstandardized Coefficients Standardized Coefficients 

t Sig. 
B Std. Error Beta 

1 (Constant) 0.035 0.050   0.698 0.487 

X1 -2.059 2,004 -0.037 -1.028 0.306 

X2 -0.086 0.003 -0.897 -24,678 0.000 
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X3 -0.035 0.051 -0.026 -0.690 0.492 

X4 -0.109 0.051 -0.080 -2,134 0.035 

X5 0.060 0.057 0.038 1.036 0.302 

           Adjusted R Square 0, 821 

  F 128,111 

  Sig. 0.000 b 

Secondary Data, 2021 

  

Based on the information in Table 1, the regression equation can be formulated as follows. 

 

Y = 0.035 – 2.059 X1 – 0.086 X2 – 0.035 X3 – 0.109 X4 + 0.06 0 X5 

  

The effect of personal financial need on financial statement fraud 

 

The first hypothesis (H1) states that personal financial need has a negative effect on financial statement fraud. The 

results of the multiple linear regression analysis in Table 1 state that the personal financial need variable as proxied by 

the insider share ownership ratio has a significance level of 0.306 which is higher than 

the research significance of 0.05. This shows that personal financial need has no effect on indications of financial 

statement fraud in banking companies for the 2017-2020 period. Thus the first hypothesis in this study was rejected. 

The high or low proportion of banking company share ownership owned by insiders does not have an impact on 

financial statement fraud. The large number of insider share ownership will not affect the financial statement fraud and 

is also not an element of pressure to commit financial statement fraud for banking companies on the IDX for the 2017-

2020 period. The results of descriptive statistics also show a low average of only 0.03% which means that of the 140 

banking companies that were sampled, an average of only 0.03 percent implemented an insider stock ownership policy 

in banking companies from 2017 to 2020 so that it will not affect the financial statement fraud. 

The results of this study are in accordance with research conducted by Suparmini et al. (2020), Sabatian & 

Hutabarat (2020); Puspitha & Yasa (2018), which states that personal financial need has no effect on financial 

statement fraud because there are many or at least insider's stock. Will not affect management policies in disclosing 

the company's performance and is not a pressure to commit fraudulent financial reporting. The results of this study do 

not support the research conducted by Skousen et al. (2009); Kusumaningsih (2017), which state that personal financial 

need as measured by insiders' stock ownership has been shown to have a negative effect in reducing indications of 

financial statement fraud because share ownership owned by managers and executives can equate the interests of 

managers and shareholders (Jensen & Meckling, 1976). Managers can position themselves as potential shareholders 

because by owning company shares, managers will directly feel the benefits of every decision taken. Then if an error 

occurs, the manager will also be responsible for the error as a consequence of share ownership. This can be referred to 

as rewards and incentives for managers to improve company performance. 

 

The effect of the nature of industry on indications of financial statement fraud 

 

The second hypothesis (H2) in this study stated that the nature of imdustry negative effect on the indication of financial 

statement fraud. Result analysis using linear regression berg you found in Table 1, the variable nature of the 

industry which is proxied by △ Receivable ie the proportion of total accounts receivable and sales volumes (t) (t-1) 

have a level siginifikansi 0,000 which is smaller than α = 0.05 or 0.000 <0.05, it shows that the nature of the industry has 

an effect on the indications of financial statement fraud. The direction of the regression coefficient of the nature of 

industry variable in this study is negative at -0.086. The results of the analysis show that the nature of the industry has 

a negative effect on indications of financial statement fraud. Thus the second hypothesis in this study is accepted. 

The results of this study support the theory of fraud pentagon and good corporate governance that can affect the 

opportunities for fraudulent practices in the company. The principle of good corporate governance is carried out by the 

company by implementing the function of supervision and good management of accounts receivable. A banking 

company that manages receivables well, meaning that the bank has tried to collect from customers to increase cash 

receipts and the bank has carried out the principle of prudence (prudential banking) in disbursing credit in accordance 

with the affirmation of Article 2 of Law No. 8 of 1998 concerning banking, where the bank has been firm in conducting 

accurate and in-depth credit analysis to customers before making credit, applying the 5C principles (character, capacity, 

capital, collateral, and condition of economy) to see the eligibility of a credit applicant, the bank has implemented a 
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valid agreement between the bank and the customer and has met legal requirements, the customer has had strong 

guarantees and documents before making credit, and the bank has tried to increase cash by collecting receivables from 

customers whose credit is due so that bad debts are low and reduce indications of fraud in company. 

The results of this study are in accordance with the results of research conducted by Suparmini et al. (2020); 

Murtanto & Kusumaningrum (2016), which state that the nature of industry has a negative influence on the detection 

of financial statement fraud. The condition of accounts receivable is a form of the nature of the industry which can be 

responded to with different reactions from the company's managers. According to Summers & Sweeney 

(1998), also states that receivables and inventories require subjective assessment and must be wary of because they are 

often the object of manipulation of financial statements. To reduce fraudulent financial statements due to accounts 

receivable that are prone to being the object of manipulation, companies must implement good corporate governance or 

supervision from the company's internal parties to reduce fraud in financial statements. Donelson et al. (2017), also 

say that weak supervision in the company will lead to high fraud in the company. 

 

The effect of rationalization on indications of financial statement fraud 

 

The third hypothesis (H3) in this study states that rationalization has a positive effect on indications of financial 

statement fraud. The results of the analysis using multiple linear regression contained in Table 1, 

the rationalization variable proxied by auditor switching and measured using a dummy variable (nominal scale) has a 

significance level of 0.492, which is greater than = 0.05 or 0.492> 0.05 it shows that auditor switching has no effect 

on indications of financial statement fraud. Thus the third hypothesis in this study was rejected. The results of this 

study support the results of research conducted by Apriliana & Agustina (2017); Hidayah & Saptarini (2019); 

Antawirya et al. (2019), which revealed that the rationalization described by auditor switching has no significant effect 

on financial statement fraud. This is because the m anagement companies make the turn auditor because accustomed 

to engagements with the external auditors who have the professionalism and track record is good. An uditor 

professional as KAP Big 4 are able to understand the company as a whole to prevent the failure of auditors. The results 

of this study do not support the research conducted by Septriani & Handayani (2018); Puspitha & Yasa (2018); Mintara 

& Hapsari (2021), which say that companies deliberately perform auditor switching to eliminate traces of fraud that 

may have been found by previous auditors. Therefore, management's strategy to voluntarily replace auditors makes it 

easier for them to rationalize and consider fraudulent behavior in financial statements to be reasonable (rational). So 

that the high intensity of auditor switching in the company shows that companies are increasingly positive and think 

rationally to commit financial statement fraud. 

 

The effect of director changes on indications of financial statement fraud 

 

The fourth hypothesis (H4) in this study states that director changes has a negative effect on indications of financial 

statement fraud. The results of the analysis using multiple linear regression contained in Table 1, the director 

change variable measured using a dummy variable (nominal scale) has a significance level of 0.035 which is smaller 

than = 0.05 or 0.035 <0.05, this indicates that director changes had a significant negative effect on indications 

of financial statement fraud. Thus the fourth hypothesis in this study is accepted. The results of this study support 

research conducted by Siddiq et al. (2017); Septriani & Handayani (2018); Mintara & Hapsari (2021), which say that 

the use of the variable of director turnover to determine the potential for fraudulent financial statements proves that it 

has a significant negative effect on potential fraudulent financial statements. The replacement of more competent 

directors is considered to be able to oversee the company's operations well to reduce fraud. And research conducted 

which reveals that the director changes has an influence on financial statement fraud. 

The results of this study are in accordance with the theory used, namely the fraud pentagon theory and good 

corporate governance. Wolfe & Hermanson (2004), examined capability as one of the fraud risk factors behind the 

occurrence of fraud. The proxy for capability, namely the director changes, can affect the occurrence of fraudulent 

acts. Director change is the delegation of duties and authority from the old board of directors to the new board of 

directors with the aim of improving the performance of the previous directors who were less competent in overseeing 

the company's activities. However, changes in the board of directors can also cause the new director to experience 

a stress period which will result in the opening of opportunities to commit fraud and to reduce this occurrence, the 

company must implement good corporate governance or intense supervision of the new director in running the 

company so that it will reduce financial indications. Statement fraud in the company. 



         ISSN: 2395-7492 

IRJMIS   Vol. 8 No. 6, November 2021, pages: 619-629 

626 

The effect of CEO duality on indications of financial statement fraud 

 

The fifth hypothesis (H5) in this study states that CEO duality has a positive effect on indications of financial 

statement fraud. The results of the analysis using multiple linear regression contained in Table 1, the CEO 

duality variable measured using a dummy variable (nominal scale) has a significance level of 0.302, which is greater 

than = 0.05 or 0.302> 0.05, it indicates that CEO duality has no effect on indications of financial statement fraud. Thus 

the fifth hypothesis in this study was rejected. The results of this study do not support the research conducted 

by Phanderoit, in their research which states that the CEO holding multiple positions can be an indication of the 

occurrence of financial statement fraud in the company because multiple positions can cause the CEO's work to be 

disrupted because busy and less focused in carrying out responsibilities as a leader in the company so that this can 

allow fraud in the company 

The results of this study do not support the theory used, namely the fraud pentagon theory. Arrogance in the theory 

of fraud pentagon which is described through CEO Duality which can affect the occurrence of fraud. CEOs who have 

multiple positions can use their power or arrogance for their own interests. The higher the CEO Duality in the financial 

statement, the higher the level of CEO arrogance in the company. Research results that do not support this theory most 

likely occur because the CEO of a banking company has multiple positions because there is a mutual agreement that 

allows the CEO to hold multiple positions and make more use of his position to improve the company's performance 

and to maintain his own performance in maintaining his position. Besides the observation of this study is only done 

for four years so that the variable CEO duality in this study have not been able to describe the effect on the financial 

statement fraud. Therefore, suggestions for future research can extend the range of observations to prove the effect 

of the CEO duality on indications of financial statement fraud. 

 

F statistic test (F Test) 

 

Model Feasibility Test (Test F) is used to test the feasibility or validity of a regression model l. Based on Table 1 shows 

the results of calculation of F indicates a figure of 128.111 with 0.000 significance level of α = 0.05, so it can be 

concluded that the model is fit for use in research. 

 

Coefficient of determination analysis (R2) 

 

Based on Table 1, it can be concluded that the value of adjusted R-square of 0.821 has a meaning that equal 82.1 

percent of the variation change of the dependent variable is an indication of financial statement fraud can be explained 

by the independent variable is personal financial need, nature of industry, rationalization, director changes and 

CEO duality. While the remaining 17.9 percent is influenced by other factors that are not included in the regression 

model used. 

 

 

4   Conclusion 
 

The nature of industry and director change variables have an effect on indications of financial statement fraud in 

banking companies listed on the Indonesia Stock Exchange for the period 201 7 -20 20. The test results in this study 

state that the nature of industry and director change have a negative and significant effect on indications of financial 

statement fraud. This means that the higher nature of the industry that is supported by company condition that ideal in 

the industry. Then the high intensity of director changes in banking companies can indicate an indication of the 

occurrence of financial statement fraud will be lower. 

This study supports the theory of fraud pentagon, namely the element of opportunity where if banks can use the 

opportunities of the nature of the bank industry well, the indications of fraudulent reports will be lower. Director 

changes is closely related to the theory of fraud pentagon that capability. The company carries out the turn of a new 

director to the old director who has the capability is better to run the company both aimed at reducing indications of 

fraud financial statements in the banking company. This study also supports the theory of good corporate governance 

which is a set of rules that determine the relationship between shareholders, company managers, creditors, the 

government, employees and other internal and external stakeholders related to their rights and obligations, or can be 

called a system that regulates and controls a company (FCGI, 2006). Nature of industry describes the principle of 

corporate governance theory, namely transparency, which means that in order to maintain the ideal condition of banks, 
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banking companies have prioritized openness in the activities of disclosure of receivables, collection of receivables 

and cash receipts as well as the process of supervision in lending to avoid the risk of bad loans (customers who cannot 

pay the credit bill). 

The existence of the principle of transparency will reduce fraud in financial statements because management 

prioritizes transparency in cash flow management and collection of receivables so that banks can fulfill their 

obligations to all parties who withdraw or withdraw their deposits at any time. Readiness to meet these obligations at 

any time becomes increasingly important given the role of banks as institutions that facilitate the flow of payments. 

The ideal and healthy nature of the industry also shows justice for all stakeholders involved as well as people who 

make savings and loans in banks and use information from the company's financial statements to make decisions. 

Director changes describes the principle of responsibility in the theory of corporate governance which means that the 

change of old directors to new, more competent directors must prioritize the principle of responsibility in supervising 

and managing company activities. 
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