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Abstract

[bookmark: _GoBack]         This study aims to provide empirical evidence on the determinants of financial statement fraud among public companies listed on the Indonesia Stock Exchange by testing the Fraud Triangle theory. A causal associative research design was employed, utilizing a purposive sample of 76 companies, comprising 38 fraud and 38 non-fraud firms. Data were analyzed using binary logistic regression. The findings reveal that external pressure, proxied by Debt to Total Assets, and internal pressure, proxied by Earnings Per Share, have a positive and significant effect on the probability of financial statement fraud. Conversely, internal control, proxied by the proportion of independent commissioners, significantly reduces the likelihood of fraud. However, rationalization, indicated by auditor and director turnover, does not show a significant impact. This study provides valuable insights by highlighting that excessive debt, ambitious financial targets, and weak board oversight are primary drivers of fraud. It emphasizes the critical role of independent commissioners in corporate governance and advises investors to scrutinize company fundamentals.
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INTRODUCTION
Public companies are obligated to disclose their annual financial performance to ensure public accountability and assist investors in decision-making. However, corporate financial management is highly susceptible to misconduct, particularly financial statement fraud. This type of fraud involves intentional deception, such as manipulating financial records, to benefit the perpetrators while misleading stakeholders and causing investors to make poor decisions. This issue is highly relevant among public companies listed on the Indonesia Stock Exchange, where non-compliance—such as the widespread delay in submitting financial reports to the Financial Services Authority—often serves as an early indicator of fraudulent behavior.. 
To understand the underlying causes of this misconduct, the study relies on the Fraud Triangle theory, which identifies three constant components of fraudulent behavior: pressure, opportunity, and rationalization. The research operationalizes these components using specific variables to explain financial statement fraud. Pressure is divided into internal demands, proxied by Earnings Per Share (EPS) targets, and external demands, proxied by the ratio of debt to total assets. Opportunity, which typically arises from weak oversight, is measured by the number of independent commissioners acting as internal controls. Finally, rationalization is proxied by the turnover of auditors and board directors.
The primary objective of this study is to find empirical evidence regarding how these three components—pressure, internal control (opportunity), and rationalization—affect the likelihood of financial statement fraud. To achieve this, the study analyzes a population of public companies listed on the Indonesia Stock Exchange using logistic regression. The methodology compares two distinct groups: a sample of companies officially identified by the Financial Services Authority as having committed fraud, and a control group of non-fraud companies operating within similar industries. Through this approach, the research aims to clearly determine the impact of each variable on fraudulent financial reporting
LITERATURE REVIEW AND HYPOTHESES
Fraud is fundamentally defined as a systematic, unfair, and intentional act of deception designed to gain personal benefits at the expense of others, such as shareholders or investors. It manifests in various ways and is generally classified into five specific categories: Occupational Fraud (committed by subordinates against superiors), Management Fraud (perpetrated by directors against stakeholders via false financial reporting), Investment Scams (deceiving passive investors), Vendor Fraud (overcharging or failing to deliver goods), and Customer Fraud (buyers falsely claiming issues with purchased products). Furthermore, the Association of Certified Fraud Examiners (ACFE) broadly groups these deceptive practices into three main categories: asset misappropriation, false statements, and corruption. 
To understand the underlying causes of these deceptive practices, several theoretical frameworks have been developed. The foundational model is the Fraud Triangle Theory, which asserts that financial statement fraud is driven by three main factors: pressure, opportunity, and rationalization (or the justification of the act). Building upon this concept, the Fraud Diamond Theory introduces a fourth essential element—capability or capacity. This advanced theory suggests that in addition to facing pressure, spotting an opportunity, and rationalizing the behavior, the perpetrator must also possess the specific skills, traits, and capacity required to successfully execute the fraud.
The Effect of External Pressure Proxied by Debt to Total Assets on Financial Statement Fraud
         Companies frequently face external pressure to demonstrate continuous profit growth, often requiring them to seek external debt when internal funds are insufficient for new investments. Because creditors only lend to financially healthy organizations, management faces a moral hazard and is incentivized to manipulate or misstate financial reports to secure funding. Consequently, external pressure has a direct, positive impact on the likelihood of corporate financial statement fraud.
Ha1: There is a positive effect of the external pressure variable on financial statement fraud
The Effect of Financial Targets on Financial Statement Fraud
         Ambitious financial targets, typically measured by indicators like Earnings per Share (EPS), place significant psychological pressure on company management. When actual performance falls short of these early expectations, the desire for bonuses and the fear of dismissal create strong incentives for management to manipulate financial reports. Consequently, higher financial targets directly increase the likelihood of financial statement fraud.
Ha2: Financial targets proxied by earnings per share have a positive effect on financial statement fraud
The Effect of Internal Control Proxied by the Number of Independent Commissioners on Financial Statement Fraud
         Weak supervision by a company's board of commissioners creates opportunities for management to engage in financial statement fraud, such as earnings management. Conversely, strict and effective oversight by an independent board can significantly minimize these deceptive practices. Therefore, a healthy board composition—specifically, having a higher proportion of independent commissioners harms financial statement fraud, meaning it effectively reduces the likelihood of such misconduct.
Ha3: The composition of the board of commissioners harms financial statement fraud
The Effect of Rationalization on Financial Statement Fraud     
         Fraud perpetrators often rationalize their deliberate deception by frequently changing the company's board of directors and auditors. While ostensibly done to improve performance, this turnover is typically a tactic to replace uninvolved personnel and cover up past fraudulent practices. Consequently, a higher frequency of auditor and director turnover strongly indicates a greater incidence of fraud.
METHODS
This study employs a causal associative research design to examine the cause-and-effect relationship between specific independent variables and financial statement fraud. The research uses purposive sampling to select public companies listed on the Indonesia Stock Exchange. The sample is divided into two distinct groups: a target group of companies officially identified by the Financial Services Authority as having committed fraud (counted only once per company, even if fraud occurred in consecutive years), and a matched control group of non-fraudulent companies from the same industry and timeframe.
The analysis uses a dichotomous model where the dependent variable, Financial Statement Fraud, is measured as a dummy variable (1 for companies that committed fraud, 0 for those that did not). The independent variables are structured around the Fraud Triangle theory:
1. Pressure: Divided into external pressure (measured by Debt to Total Assets) and internal financial targets (measured by Earnings per Share/EPS).
2. Opportunity: Measured by the composition of the board of commissioners.
3. Rationalization: Measured as a dummy variable (1 if there were changes in the board of directors or auditors during the period, and 0 if there were no changes).
         To process this data, the study utilizes a Dichotomous Response Model solved through Binary Logistic Regression. This technique is specifically designed to predict group membership—in this case, categorizing companies into fraud or non-fraud groups. Logistic regression was chosen due to its high flexibility:
1. It does not require the independent variables to be normally distributed, linear, or have equal variance.
2. It can easily handle a mixture of continuous, discrete, and dichotomous independent variables.
3. It is highly effective when the relationship between the dependent and independent variables is expected to be nonlinear.
In general, the logistic regression model can be expressed in the following equation:
Yi: eu / 1+eu
Where Yi is the estimated probability with 4 cases, and u is the ordinary regression equation.
U: α + β1DTA+ β2EPS+ β3KI+ β4 PA+ β4 PD + ei
Description:
Yi   = Financial Statement Fraud. This variable is measured using a dummy variable, where a value of 1 is given to companies that commit financial statement fraud, while a value of 0) is given to companies that do not engage in financial statement fraud.
DTA = External Pressure Variable proxied by Debt to Total Assets
EPS = Internal Pressure Variable in the form of Financial Targets, proxied by EPS
KI     = Internal Oversight Variable proxied by Independent Commissioners
PA    = Rationalization Variable proxied by Auditor Replacement
PD    = Rationalization Variable proxied by Board of Directors Replacement
Goodness of Fit Model Logistic Regression Test
1. Hosmer and Lemeshow’s Test
         Assessing the suitability of the regression model from Hosmer and Lemeshow, with the hypothesis:
Ho: The hypothesized model does not fit the data.
Ha: The hypothesized model fits the data.
         The goodness of fit test value is measured by the chi-square value at the bottom of the Hosmer and Lemeshow test. If the probability is ≥ 0.05, then Ha is accepted, and Ho is rejected, which means that the hypothesized model fits the data or there is no significant difference between the model and the data. If the probability is < 0.05, then Ha is rejected and Ho is accepted, which means that the proposed model does not fit the data, or, in other words, there is a significant difference between the hypothesized model and the data.
2. Assessing Overall Model Fit
        Assessing the overall model fit is conducted using three main tests. First, the Nagelkerke R Square test, which functions similarly to the R² value in multiple regression with a range from 0 to 1, is used to determine how much the combination of independent variables can explain the dependent variable. Second, the Log Likelihood test serves a similar purpose to the "sum of squared errors" in standard regression models, where a decrease in its value indicates a well-fitting model. Finally, the G test is utilized to determine the model's feasibility; if the significance level of the test result is 0.05 (5%) or less, the model is considered feasible to proceed because it demonstrates that at least one independent variable significantly affects the dependent variable.
3. Testing the Accuracy of Research Model Classification
         Classification accuracy testing is used to determine the accuracy level of research model predictions regarding the behavior of dependent variables, which in this case is the Financial Statement Fraud variable.
4. Wald Test
         This test is used to determine the effect of each independent variable on the dependent variable. The test criterion is that if the significance level of the test result is less than or equal to 5%, it can be concluded that the independent variable has a significant effect on the dependent variable. Conversely, if the significance level of the test result is greater than 5%, it can be concluded that the independent variable does not significantly affect the dependent variable.
Hypothesis Testing
        Hypothesis testing is conducted by examining the significance level of the test results and the direction of the hypothesized relationship. The alternative hypothesis (Ha1, Ha2, Ha3, Ha4, and Ha5) is accepted if the significance level of the test results is less than or equal to 5% with the direction of the relationship as hypothesized. Conversely, the alternative hypothesis is rejected if the significance level of the test results is greater than 5%, with the direction of the relationship either the same or different from that hypothesized
RESULT AND DISCUSSION
Descriptive Statistic
         Based on 76 selected samples, there are five variables used as proxies in this study. The proxy for fraud, which is a proxy for companies that commit fraud or not, uses a dummy variable, where a value of 1 indicates that the company is suspected of committing fraud, while a value of 0 indicates a comparable company in the same industry that is not suspected of committing fraud. There were 38 companies indicated to have committed fraud and 38 that were not indicated to have committed fraud. The Debt to Asset (DTA) proxy represents the external pressure variable. The minimum value of Debt to Total Assets was -4.23, and the maximum value was 13.97, with an average value of 0.53 and a standard deviation of 1.94.
      The EPS (Earnings per Share) proxy, or income generated from each outstanding share, shows a minimum value of -12.54 and a maximum value of 2.21, with an average value of -95.23 and a standard deviation of 1.56. The next independent variable is Independent Commissioners, which is the ratio of Independent Commissioners to the total number of commissioners. Independent Commissioners in this study represent the Internal Control variable. 
      Based on the results of descriptive statistical tests, it appears that there are companies that do not have independent commissioners on their boards of commissioners. However, there are companies that only use independent commissioners on their boards of commissioners. There are two companies that only use independent commissioners in their board of commissioners, namely PT Trada Alam Mineral, Tbk. and PT. Humpuss Intermoda Transportasi Tbk. The Independent Commissioner proxy has an average value of 0.48 and a standard deviation of 0.186. The Auditor Replacement proxy, which represents the Rationalization variable, is similar to the previous variable in that it uses a dummy variable, where a value of 1 indicates Auditor Replacement and a value of 0 indicates no Auditor Replacement.
      Based on the data from the companies studied, only 22 companies changed their auditors. Continuing with the proxy for Board Turnover, which also represents the Rationalization variable, the Board Turnover proxy uses a dummy variable, where a value of 1 indicates Board Turnover and a value of 0 indicates no Board Turnover during the research period. Based on the data from the companies sampled in the study, only about 23 companies changed their directors.
Goodness of Fit Model Test
1. Hosmer and Lemeslow Test
Table 1. Hosmer and Lemeslow Test
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       As explained in the data analysis techniques section, the Hosmer and Lemeshow test is used to assess the suitability of the model before regression is performed, with the following hypotheses:
Ho: The hypothesized model does not fit the data.
Ha: The hypothesized model fits the data.
2. Score Goodness of Fit Test
         The Goodness of Fit Test value is measured by the chi-square value at the bottom of the Hosmer and Lemeshow test. If the probability is ≥ 0.05, then Ha is accepted and Ho is rejected, which means that the hypothesized model fits the data or there is no significant difference between the model and the data. Based on the results of the Hosmer and Lemeshow test that has been conducted, it shows a significance value of 0.572, which is greater than the minimum value of 0.05. This indicates that Ha is accepted, so it can be concluded that the model fits the data used in this study.
3. Overall Model Test
Table 2. Overall Model Test
[image: ]
         Based on the results of the tests that have been conducted, the Nagelkerke R-squared value is 0.463, reflecting that the ability of the selected independent variables to explain the variation in the dependent variable is 46.3%, while the remaining 52.8% is explained by other variables outside the research model
Hypothesis Testing
         Based on the results of the binary logistic regression test that has been conducted, we can see the effect of independent variables on dependent variables in this study, namely the variable of fraud committed by public companies on the Indonesia Stock Exchange.
Table 3. Regression Test
[image: ]
1. Pressure
         Both external and internal pressures significantly increase the likelihood of fraud. External pressure, measured by the Debt to Total Assets ratio (sig. 0.011), shows that higher debt levels push companies toward fraud. Similarly, internal pressure, measured by Earnings Per Share (EPS) targets (sig. 0.030), indicates that heavy financial burdens and high targets drive management to commit fraud
2. Internal Control/Opportunity
         Measured by the number of independent commissioners (sig. 0.016), internal control has a significant negative impact on fraud. This means that a higher proportion of independent commissioners improves objective oversight, thereby reducing and minimizing the occurrence of financial statement fraud.
3. Rationalization 
        Proxied by auditor turnover (sig. 0.434) and director replacement (sig. 0.443), rationalization does not significantly affect the probability of fraud. This lack of significance is likely because rationalization is a psychological factor that is difficult to observe and quantify. Furthermore, some perpetrators commit fraud simply because the opportunity exists, without needing to rationalize their actions.
CONCLUSION AND SUGGESTION
This study has found the following empirical evidence:
1. There are still several public companies listed on the Indonesian Stock Exchange that commit fraud, which harms investors and the government.
2. Based on the research data, several factors motivate companies to commit fraud, namely External Pressure resulting from companies taking excessive debt financing policies, Internal Pressure in the form of company Financial Targets that must be achieved or are required to be achieved, and weak Internal Supervision due to the composition of the independent board of commissioners being smaller than the total number of commissioners appointed by the company.
Advice for Prospective Investors on the Indonesia Stock Exchange
1. Diversify investments, paying close attention to company fundamentals and macroeconomic aspects.
2. Increase knowledge and avoid herd behavior when making investment decisions
Research Limitations
1. This study was unable to obtain financial statement data other than annual reports.
2. The model used is still the Fraud Triangle Model, due to limited data access.
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