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Abstract: This study aims to analyze the effect of Fraud Hexagon and Earnings Management
on Financial Statement Fraud in pharmaceutical and beauty sector companies listed on the
Indonesia Stock Exchange for the 20222024 period. Fraud Hexagon consists of six variables,
namely stimulus, capability, opportunity, rationalization, arrogancy, and collusion. In this
study, stimulus is proxied by financial targets, capability is proxied by changes in directors,
opportunity is proxied by nature of industry, rationalization is proxied by auditor changes,
arrogancy is proxied by calculating the number of CEO pictures, and collusion is proxied by
cooperation with the government, while Earnings Management uses the Jones model. The
sampling technique used is purposive sampling, resulting in 14 companies as the research
sample. The data analysis method used in this study is logistic regression analysis using IBM
SPSS 26 software. The results show that the variables financial targets, changes in directors,
auditor changes, the number of CEO pictures, and cooperation with the government do not
affect financial statement fraud, while nature of industry and Earnings Management have a
positive effect on financial statement fraud. Based on these results, it can be concluded that
only nature of industry and Earnings Management influence the tendency of financial statement
fraud, while the other variables do not show any effect. Future research is recommended to
expand the research object, add other variables related to financial statement fraud, and use
other detection methods such as the F-Score.

Keyword: Beneish M-Score, Earnings Management, Financial Statement Fraud, Fraud
Hexagon, Jones Model.

INTRODUCTION

In facing increasingly intense business competition, companies are required to maintain
their performance and the trust of stakeholders. One of the key indicators in assessing a
company’s performance is the financial statements, which present information regarding the
company’s financial position and performance over a certain period. Financial statements serve
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as a basis for decision-making for various parties, both internal and external to the company;
therefore, their presentation must be carried out in a transparent, relevant, and reliable manner
(Ikatan Akuntan Indonesia, 2024).In facing increasingly intense business competition,
companies are required to maintain their performance and the trust of stakeholders. One of the
key indicators in assessing a company’s performance is the financial statements, which present
information regarding the company’s financial position and performance over a certain period.
Financial statements serve as a basis for decision-making for various parties, both internal and
external to the company; therefore, their presentation must be carried out in a transparent,
relevant, and reliable manner (Ikatan Akuntan Indonesia, 2024).

However, in practice, financial statements still have the potential to be manipulated through
fraud committed by management to present a better condition of the company than its actual
state. According to Auditing Standards (SPA) 240, fraud is an intentional act by individuals or
groups within an organization aimed at obtaining unlawful benefits through the manipulation
of information or abuse of authority. Fraudulent actions in financial statements can reduce the
trust of investors and stakeholders and cause significant losses to various parties (Wulandari,
2022).

Check and payment
Expense relmbursements
Financlal statement fraud
Register disbursements

Billing

Cash larceny
Cash on hand
tamparing
Corruption
MNencash
Bayrall
Skimming

1

%]
#®
I
%
*
&

44%

(4]
pr ]
n
®
®
®
®
o
i

27%

(433
&

4%

#

55%  17%

T
#

29% | 10%

#
©
B

24%  15% 8% 4% 52% 15%

=
&

15%  18%

#
#

H 38% 9% 8% 12% 47% 21% 1% 22% 16% 2% 9%

19% 8% 9% 8% 60% « 13% 4% 29% | 10% 3% 6%
7% 10%  13% 5% 40% 6% 0% 32% 3% 9% 14%
38%  12% 7% 19% 52% 25%  10% 25% @ 23% @ 4% 23%
36% 9% 13%  10% 43% 7% 0% 16% 7% 6% 19%
19% 6% 6%  20% 49% 12% 9% 16%  10% 6% 9%

Technology 28% 9% 2% 9% 65% 1% 3% 32% 4% 0% 5%
warehantnan and 18% 10% 18% 7% S2% 12% 2% 33% 10% 3% 7%

36% 17%  24% 1T 45% 29% 3% 10% 7% 2% 16%

Information 15% 10%  10% 0% 62% 10% 2% 27% 6% 0% 10%

Figure 1. Fraud Cases in the Pharmaceutical and Cosmetics Sector
Source: Association of Certified Fraud Examiners (2024)

The phenomenon of fraud within organizations has become a global concern. Based on
the Report to the Nations published by the Association of Certified Fraud Examiners (ACFE)
in 2024, fraud is classified into three main types: asset misappropriation, corruption, and
financial statement fraud. Although financial statement fraud accounts for only about 1% of
total fraud cases, this type of fraud results in the greatest financial losses compared to other
types. In addition, approximately 38% of fraud cases involve more than one type of fraud
simultaneously, indicating that fraudulent practices often occur in complex and interconnected
schemes (ACFE, 2024).

When viewed by industry sector, the healthcare sector, which includes the
pharmaceutical and cosmetics industries, ranks fourth with 117 cases or approximately 7.43%
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of the total fraud cases reported by ACFE. Within this sector, the most common type of fraud
is corruption, followed by billing fraud and financial statement fraud. This condition indicates
that the pharmaceutical and cosmetics sector has a relatively high level of vulnerability to
fraudulent practices, both in operational activities and in the presentation of financial
statements.
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Figure 2. Detection of Financial Statement Fraud in Pharmaceutical and Cosmetic Companies for the
2022-2024 Period Using the M-Score
Source: Financial Statements of Pharmaceutical and Cosmetic Companies Listed on the Indonesia Stock
Exchange (IDX) for the 2022-2024 Period (processed data)

The results of detection using the Beneish M-Score model in pharmaceutical and
cosmetic sector companies indicate that several companies have M-Score values above the
threshold of —2.22, suggesting the possibility of financial statement manipulation. In addition,
analysis using the Jones model also shows indications of earnings management practices in
several companies within the sector.

Fraud phenomena also occur in Indonesia, particularly in the pharmaceutical sector. One
of the notable cases involves PT Kimia Farma (Persero) Tbk. and PT Indofarma (Persero) Tbk.,
which have experienced serious financial issues in recent years. Based on the report of the Audit
Board of the Republic of Indonesia in the Summary of Audit Results for the Second Semester
0f 2023, various violations were found in the financial management of PT Indofarma, resulting
in indications of state losses amounting to IDR 371.83 billion. In addition, PT Kimia Farma has
also faced significant financial pressure, as reflected in the company’s losses over recent years
(Romys Binekasri, 2024). Besides these cases, fraudulent practices can also occur at smaller
business scales. One example occurred at a cosmetic store in Surabaya, where an employee
embezzled company funds totaling IDR 527 million through manipulation of sales reports and
misappropriation of transaction proceeds. This case shows that weaknesses in internal control
systems can create opportunities for fraud in financial reporting (Bahtiar Rifa’i, 2024).

In addition to fraud cases, market conditions also indicate the pressures faced by
companies in the pharmaceutical and cosmetic sectors. Based on data on the market
capitalization of pharmaceutical and cosmetic companies listed on the Indonesia Stock
Exchange (IDX) for the 2022-2024 period, several companies experienced significant declines
in market capitalization. This decline can create pressure on management to maintain the
company’s performance image in the eyes of investors.

Based on these phenomena, this study aims to analyze the effect of the Fraud Hexagon
and earnings management on financial statement fraud in pharmaceutical and cosmetic
companies listed on the Indonesia Stock Exchange (IDX) for the 2022-2024 period. The Fraud
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Hexagon in this study is proxied by financial targets, changes in directors, the company’s ideal
condition, auditor changes, the number of CEO photographs, and cooperation with the
government. Therefore, this study is expected to provide a more comprehensive understanding
of the factors influencing financial statement fraud.

Agency Theory

According to Jensen and Meckling (1976) in (Octaviana, 2022) agency theory explains
the contractual relationship between shareholders as principals and management as agents, in
which the principals delegate authority to the agents to manage the company’s operations and
make decisions on their behalf. In this relationship, the agents are responsible for being
accountable to the principals for the management of the company. However, in practice,
conflicts of interest often arise because principals seek to maximize profits, while agents tend
to have personal interests. This condition creates information asymmetry, as management
possesses more comprehensive information regarding the company’s condition, thereby
opening opportunities for financial statement manipulation (Rizkiawan, 2021). Agency theory
also explains that decisions made by management will affect the company’s condition as
reflected in its financial statements (Tasya Kamila & Aina Zahra Parinduri, 2023). According
to Eisenhardt (1989), differences in interests between principals and agents can trigger conflicts
that have the potential to increase the occurrence of fraud in financial statements.

Financial Accounting

Financial accounting is the process of preparing periodic financial statements aimed at
presenting a comprehensive view of an entity’s financial condition (Siti Nur Adillah et al.,
2023). Through financial accounting, companies can achieve accountability by implementing
adequate recording systems and internal controls, ensuring that every transaction is properly
recorded and monitored. The implementation of such systems also helps minimize the risk of
recording errors and fraud in the company’s financial management (Septiana & Zulkifli, 2024).
The information generated is then presented in the form of financial statements, which include
the financial position, company performance, and cash flows over a certain period, and can be
used by various parties such as management, investors, and creditors as a basis for decision-
making.

Fraud Hexagon Theory

The Fraud Hexagon Theory developed by Vousinas (2019) is an extension of the Fraud
Pentagon model by adding a new element, namely collusion. This model is known as the
S.C.C.O.R.E Model, which consists of six factors: pressure (stimulus), capability, opportunity,
rationalization, ego, and collusion. The addition of the collusion element aims to explain that
fraudulent acts are not only committed individually but can also occur through cooperation
between two or more parties who share common interests in committing fraud. Collusion
reflects an agreement or collaboration among several parties to carry out actions that may harm
others by taking rights that do not belong to them (Annisa & Ghozali, 2020). Therefore, the
Fraud Hexagon is considered to provide a more comprehensive explanation of the factors that
drive fraud, particularly in the context of financial statement fraud.
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Figure 3. Fraud Hexagon Model (S.C.C.O.R.E)
Source: ABAC Journal (2024)

1. Pressure

According to Vousinas (2019), stimulus or pressure is a driving force that can motivate
individuals or entities to commit fraud, whether arising from financial or non-financial factors.
This pressure usually emerges when a company experiences a decline in performance or fails
to achieve predetermined targets, prompting management to conceal such conditions through
deviant actions (Sugiarti, 2024). The pressure that triggers fraud can originate from various
sources, such as work-related pressure, personal pressure, and external pressure that imposes
excessive demands on management (Ginting & Daljono, 2023). In the context of financial
reporting, such pressure is often associated with the company’s financial stability, financial
targets, and demands from external parties that must be met by management. Therefore,
pressure is considered one of the factors that can encourage the occurrence of fraud in financial
statements (SAS No. 99).
Financial Targeting

Financial targets are objectives that must be achieved by management as a benchmark
for company performance in attaining predetermined goals. These targets often create pressure
on management to demonstrate good performance and maintain the company’s financial
stability. When the targets set are too high or not aligned with the company’s capabilities, such
conditions may encourage management to manipulate financial statements in order to appear
capable of meeting the established targets (Rizkiawan, 2021). In studies related to financial
statement fraud, financial targets are generally proxied by Return on Assets (ROA), which is a
profitability ratio used to measure a company’s ability to generate profit through the utilization
of its assets (Octaviana, 2022). Therefore, the first hypothesis is:

Net Income

Total Assets
H1: Financial Targets Have an Effect on Financial Statement Fraud

Return on Asset (ROA) =

2. Capability

Capability in the Fraud Hexagon theory refers to the ability, position, and authority
possessed by individuals that enable the occurrence of fraud. Individuals who hold high
positions and have worked for a long period within a company generally have a deeper
understanding of the company’s internal conditions, thereby having greater opportunities and
capabilities to commit fraud when there is sufficient pressure or opportunity (Riduan & Arif,
2024). With the knowledge, access to information, and authority they possess, such individuals
can exploit their positions to influence decision-making processes as well as the presentation
of financial statements.

219|Page


https://dinastires.org/DAR

https://dinastires.org/DAR Vol. 2, No. 4, April - June 2025

Chane in Directors

Changes in Directors are often used as a proxy for the capability element in studies on
financial statement fraud. Changes in directors may reflect an evaluation of the previous
directors’ performance and can potentially create information asymmetry within the company.
This condition can provide opportunities for internal parties to exploit their access to
information for certain interests. Therefore, changes in directors are used as an indicator related
to management’s ability to influence the financial reporting process and are measured using a
dummy variable, coded 1 if there is a change in directors and 0 if there is no change in directors
during the research period (Rahmawati & Dita Pramesty, 2024). Therefore, the second
hypothesis is:

H2: Changes in Directors Have an Effect on Financial Statement Fraud

3. Opportunity

Opportunity is a condition that provides a chance for an individual to commit fraud.
Vousinas (2019) explains that opportunity arises when individuals perceive that fraudulent
actions have a low likelihood of being detected. This situation is generally associated with
weaknesses in a company’s internal control system. When internal controls do not function
effectively, various gaps may emerge, such as weak segregation of duties, lack of supervision,
or minimal internal auditing. These weaknesses create opportunities for individuals within the
company to abuse their authority and commit fraud in financial reporting without fear of
sanctions. Therefore, the weaker a company’s internal control system, the greater the
opportunity for fraud to occur (Sukmajati & Rani, 2025).
Nature of Industry

Nature of Industry describes the ideal condition of a company within a particular
industry, which is expected to reflect good performance and profitability (Ainiyah & Effendi,
2021). In the context of financial reporting, this condition is often associated with accounts that
rely on management estimates, such as receivables. Changes in or certain levels of receivables
can reflect the effectiveness of sales policies, the quality of credit management, and the
company’s potential financial risks (Novarina & Triyanto, 2022). Because these accounts are
based on estimates, they have a higher potential for manipulation and may be used by
management to adjust financial statements to appear consistent with expected industry
conditions, even if they do not fully reflect the company’s actual condition. Therefore, Nature
of Industry (NOI) in this study is measured through changes in receivables as an indicator that
may signal the likelthood of manipulation in financial statements. Therefore, the third
hypothesis is:

NOI — (account receivable ) — account receivable_1,)

(revenue(t) - revenue(t_l))

H3: Nature Of Industry Have an Effect on Financial Statement Fraud

4. Rationalization

Rationalization in the Fraud Hexagon explains how perpetrators of fraud justify their
actions (Octaviana, 2022). In this context, a change in auditor is often viewed as an important
indicator, as such changes may be used by management to justify manipulative actions that
were previously difficult to carry out under the previous auditor (Syurmita et al., 2024).
Change in Auditors

A change in auditor is considered to create opportunities for management to conceal or
divert attention from previous audit findings, as new auditors generally require time to fully
understand the company’s overall condition (Riduan & Arif, 2024). This adaptation period may
be exploited by management to adjust accounting policies or conceal irregularities in financial
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statements so that such changes do not raise suspicion. This condition is related to the concept
of rationalization in the Fraud Hexagon, where perpetrators perceive such actions as justifiable
because they occur within the formal process of auditor transition. In research, change in auditor
is commonly proxied using a dummy variable, coded 1 if there is a change in auditor within a
given period and O if there is no change in auditor (Winata et al., 2024). Therefore, the fourth
hypothesis is:

H4: Changes in Auditors Have an Effect on Financial Statement Fraud

5. Arrogancy

Arrogance in the Fraud Hexagon describes an excessive attitude of a leader who
perceives themselves as having absolute power, thereby considering rules or internal controls
no longer as limitations to their actions (Yulianti et al., 2024). This attitude arises when leaders,
particularly CEOs, believe that their position is strong enough to control the company’s
narrative and make decisions without considering potential ethical or regulatory risks
(Safriliana & Ramadhan, 2025).
Frequent Number of CEO’s Pictures

Arrogance in the context of corporate governance is associated with the dominance of
leaders in decision-making and the tendency to centralize control in a single figure, typically
the CEO (Handoko & D I, 2021). This condition may create an organizational environment that
is less open to criticism, causing decisions to be based more on the leader’s personal perceptions
rather than objective considerations. This can potentially weaken the oversight function and
lead to the belief that decisions, including manipulative ones, can be justified in order to
maintain leadership image (Triyani et al., 2024). In studies on the Fraud Hexagon, the level of
arrogance is often proxied by the frequent number of CEO’s pictures, which refers to the
frequency of the CEQ’s appearance in annual reports or official company documents. The more
frequently the CEO’s images appear, the higher the indication that the leader emphasizes self-
image, thus this indicator is used to examine its relationship with the potential occurrence of
financial statement fraud. Therefore, the fifth hypothesis is:

HS5: Frequent Number of CEO’s Pictures Has an Effect on Financial Statement Fraud

6. Collusion

Collusion is an agreement between two or more parties to commit fraudulent actions
that may harm other parties. In the Fraud Hexagon, collusion is introduced as a new element
developed from the Fraud Pentagon, where Vousinas (2019) emphasizes that collusion plays
an important role in facilitating fraud due to structured cooperation among perpetrators. In the
context of this study, collusion can be proxied by the existence of cooperation projects between
companies and the government, as such relationships may create opportunities for non-
transparent practices, certain arrangements, or abuse of authority that can increase the risk of
fraud in financial reporting (Syurmita et al., 2024).
Cooperation With The Goverment

Cooperation between companies and the government can create opportunities for fraud,
as government projects generally involve multiple parties and have large contract values
(Murnandes & Budyastuti, 2025). These conditions increase the potential for collusion and
manipulation practices, especially when internal parties attempt to gain benefits beyond their
rights through abuse of authority or manipulation of financial statements (Rizki et al., 2025). In
this study, cooperation between companies and the government is proxied using a dummy
variable, coded 1 if there is cooperation between the company and the government, and 0 if
there is no cooperation during the research period (Munawarah & Fadillah, 2024). Therefore,
the sixth hypothesis is:

H6: Cooperation with the Government Has an Effect on Financial Statement Fraud
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Earnings Management Using The Jones Model

Earnings management is an action taken by management to increase or decrease
earnings in a certain period to meet the interests of management as well as stakeholders
(Belkaoui, 2006). This practice is generally carried out through accrual adjustments in the
preparation of financial statements so that the company’s performance appears to meet the
expected targets. To detect such practices, one of the commonly used methods is the Jones
Model introduced by Jones (1991), which separates total accruals into discretionary and non-
discretionary accruals to determine the extent to which management intervenes in reported
earnings. Over time, this model was refined into the Modified Jones Model, which is considered
more accurate in measuring discretionary accruals and can help identify earnings manipulation
in financial statements (Dechow et al., 1995).

The Modified Jones Model according to (Figriansyah et al., 2024) is as follows:
1. Calculating Total Accruals (TAC), which is net income in year ¢ minus operating cash flow

in year ¢, is formulated as:
TAC = NIit — CFOit
Next, total accruals (TA) are estimated using the Ordinary Least Squares (OLS) method

as follows:
TA; ARev; APPE;
Lt=,81( )+,32( lt>+ﬁ3( lt)+g
, Ait_q Air_1 Aigq /| I
2. Using the regression coefficients from the equation above, non-discretionary accruals

(NDA) are determined as follows:
1
WA = B () + o

it—1 Ajr_q Ajr_q

ARev;; B ARecit) + B (APPEL-C>
Ajt_q

3. Finally, discretionary accruals (DA) as a measure of earnings management are calculated
as:

TA;;
o TAj_q
Description:
DAit = Discretionary Accruals of company i in year ¢

NDAIt = Non-Discretionary Accruals of company i in year ¢
TAit = Total accruals of company i in year ¢
NIit = Net income of company i in year ¢
CFOit = Cash flow from operating activities of company i in year ¢
Ait-1 = Total assets of company i in year t—/
ARevit= Revenue of company i in year  minus revenue in year ¢—/
PPEit = Property, plant, and equipment of company i in year ¢
ARecit= Accounts receivable of company i in year £ minus accounts receivable in year -/
€ = error term

The value of discretionary accruals (DA) is used as an indicator of the level of earnings
management. A higher DA value (>1) indicates that the company engages in earnings
management by increasing reported earnings above the actual level. Conversely, a lower DA
value (<1) indicates that the company decreases reported earnings. This assessment refers to
the earnings management model using the Modified Jones Model developed by Dechow et al.
(1995). Therefore, the seventh hypothesis is:

H7: Earnings Management Has an Effect on Financial Statement Fraud
Financial Statement Fraud

Financial statement fraud is an intentional act carried out through the misstatement or
omission of material information in financial statements, resulting in misleading information
that can influence the decision-making of financial statement users (Miftahul Jannah & Rasuli,
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2021). This practice is generally conducted by management by increasing or decreasing
company earnings according to their interests, causing the financial statements to not reflect the
company’s actual economic condition (Natalia et al., 2021). Such fraud can be carried out
through overstatement, such as inflating assets or revenues and reducing expenses or liabilities,
or through understatement, which involves decreasing revenues or increasing expenses so that
the reported earnings do not align with actual conditions (Novarina & Triyanto, 2022). To detect
potential fraud in financial statements, one commonly used method is the Beneish M-Score, a
model capable of identifying the likelihood of earnings manipulation by analyzing several
variables within financial statements (Ima Mukaromah & Gideon Setyo Budiwitjaksono,
2021).The M-Score model is formulated as follows:

M-Score = -4.840 + 0,920 DSRI + 0,528 GMI + 0,404 AQI + 0,892 SGI + 0,115 DEPI - 0,172

SGAI- 0,327 LVGI + 4,697 TATA

The Beneish M-Score model is used to detect the likelihood of fraud in financial
statements by analyzing changes in financial data from year to year. The M-Score value serves
as the basis for determining whether a company is indicated to have manipulated its financial
statements. Companies with an M-Score value > —2.22 are categorized as having a tendency to
commit fraud and are assigned a code of 1, while companies with an M-Score value < -2.22
are categorized as not indicated to commit fraud and are assigned a code of 0 (Ainiyah &
Effendi, 2021; Aprilia et al., 2022). This model uses eight financial ratios to detect indications
of earnings manipulation, namely Days Sales Receivable Index (DSRI), Gross Margin Index
(GMI), Asset Quality Index (AQI), Depreciation Index (DEPI), Sales Growth Index (SGI),
Sales, General and Administrative Expenses Index (SGAI), Total Accruals to Total Assets
(TATA), and Leverage Index (LVGI) (Kusumosari & Solikhah, 2021).

Days Sales Receivable Index (DSRI) Days Sales Receivable Index (DSRI) is a ratio that
measures changes in receivables relative to sales from one year to the next to identify whether
there is an imbalance between the growth of receivables and sales (Annisa & Ghozali, 2020).
DSRI is calculated using the following formula:

DSRI — (receivable,/revenue))

(receivable /revenue(t_l)

Gross Margin Index (GMI) is a ratio that shows changes in a company’s gross profit
margin from one year to the next and is used to identify whether there is a decline or abnormal
change in the gross margin (Annisa & Ghozali, 2020). GMI is calculated using the following
formula:

(receivable,_1y — COGS(,_qy/receivable_4y)

GMI =
(reveivable,—COGS ) /receivable
Asset Quality Index (AQI) It is a ratio that reflects the quality of a company’s non-
current assets, particularly the extent to which these assets are expected to provide future
benefits, and represents the proportion of deferred costs included in assets (Annisa & Ghozali,
2020). AQI is calculated using the following formula:

fixed assets )
total assetsy
fixed assetsq_q )
total assets(_q)

(1 — (current asset(,) +

AQI =

(1 — (current asset_q) +

Sales Growth Index (SGI) It is a ratio that indicates the company’s sales growth from
year t—1 to year ¢ and is used to describe changes in the level of sales between periods (Annisa
& Ghozali, 2020). SGI is calculated using the following formula:

SCl — revenue

revenue(t_l)
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Depreciation Index (DEPI) It is a ratio that compares the depreciation rate of a
company’s property, plant, and equipment (PPE) in the previous year with that in the year
suspected of financial statement manipulation. This ratio is used to identify changes in the
recognition of depreciation expenses from one period to another (Annisa & Ghozali, 2020).
DEPI is calculated using the following formula:

(depreciation(_y)/depreciation_q,)+ fixed assets_y))

DEPI = —
depreciation,

depreciation,

+ fixed assets())

Sales, General and Administrative Expense Index (SGAI) It is a ratio that compares
selling, general, and administrative expenses to sales in the current year with those of the
previous year. This ratio is used to identify whether there are unusual changes in the company’s
operating expenses that may indicate potential financial statement manipulation (Annisa &
Ghozali, 2020). SGAI is calculated using the following formula:

SGA)
(receivable )
@®
( SGA(1)
Receivable(,_)

SGAI =

)

Total Accruals to Total Assets (TATA) It is a ratio that measures total accruals relative
to total assets to assess the portion of accruals that may be utilized in financial statement
manipulation (Annisa & Ghozali, 2020). TATA is calculated using the following formula:
(net income for the year) — operating cash flow)

TATA =

total assets

Financial statement fraud is not influenced by a single factor but can be affected by
various interrelated factors. From the perspective of Fraud Hexagon Theory, the potential for
fraud can arise from a combination of conditions such as pressure, opportunity, rationalization,
capability, arrogance, and collusion that drive individuals or management to manipulate
financial statements. Previous studies have shown that various indicators within the fraud
hexagon, such as financial targets, change in directors, nature of industry, change in auditors,
the frequent number of CEO’s pictures, and the company’s involvement in government
projects, can be used to detect the likelihood of financial statement fraud (Maharani, 2024).
Based on this explanation, simultaneous testing is conducted to determine whether Financial
Targeting, Change in Directors, Nature of Industry, Change in Auditors, Frequent Number of
CEO’s Pictures, Cooperation with the Government, and Earnings Management collectively
affect financial statement fraud. Therefore, the eighth hypothesis is:

H8: Financial Targeting, Change in Directors, Nature of Industry, Change in Auditors,
Frequent Number of CEO’s Pictures, Cooperation with the Government, and Earnings
Management Simultaneously Have an Effect on Financial Statement Fraud.
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The conceptual framework of this study is as follows:
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Figure 4. Conceptual Framework
Source: Processed Data by the Researcher

METHOD

The method used in this study is a quantitative approach. According to Sugiyono (2020),
the quantitative method is a research method that utilizes numerical data and is analyzed using
statistical techniques. This approach employs numerical data processed through relevant
statistical methods to test hypotheses, thereby demonstrating the relationships between the
variables under study (Boermawan & Arfianti, 2022). In addition, a causal associative problem
formulation refers to a research formulation that examines cause-and-effect relationships
between independent variables (variables that influence) and dependent variables (variables
that are influenced) (Sugiyono, 2020:37).
Data Collection Method

The data collection technique used in this study is the documentation method as a source
of secondary data. The data collected consist of financial statements and annual reports of
companies for the 2022-2024 period. All documents were obtained through the Indonesia Stock
Exchange (IDX) website (www.idx.co.id) as well as the official websites of each company.

This study uses secondary data sources. According to Sugiyono (2020), secondary data
are data obtained indirectly by data collectors through available written sources. Secondary data
may include documents published through official websites or other media. In this study, the
secondary data used consist of financial statements and annual reports of companies for the
2022-2024 period, obtained through the Indonesia Stock Exchange (IDX) website and the
official websites of each company.
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Data Determination Method
Population
Population is a general area consisting of objects or subjects that have certain
characteristics determined by the researcher to be studied and from which conclusions are
drawn (Sugiyono, 2020:80). The population in this study consists of pharmaceutical and
cosmetic companies listed on the Indonesia Stock Exchange (IDX) during the 2022-2024
period. The total population in this study is 18 companies.
Sample
The sample is a part of the population to be studied and has characteristics that are
expected to represent the actual population (Sri Panca Setyawati, 2020:25). The sampling
technique used in this study is non-probability purposive sampling. Non-probability purposive
sampling is a sampling technique that uses certain considerations or criteria (Sugiyono,
2020:85).
The criteria for selecting samples in this study are as follows:
1) Pharmaceutical and cosmetic companies listed on the Indonesia Stock Exchange (IDX) for
the 2022-2024 period
2) Pharmaceutical and cosmetic companies that have complete financial statements for the
2022-2024 period
3) Pharmaceutical and cosmetic companies that have complete data for the research variables
during the 2022-2024 period
Based on the above criteria, the number of samples in this study is presented in the table

below:
Table 1. Sampling Criteria

No Company Criteria Number‘of
Companies
1 Pharmaceutical and beauty companies listed on the Indonesia 18
Stock Exchange (IDX) for the period 2022-2024
) Prahmaceutical and beauty companies with complete financial ?)
statement for the period 2022-2024
3 Pharmaceutical and beauty companies with complete research ?)
variabel data for the period 2022-2024
Total sample of companies 14
Total research samples of financial statement and annual reports 4

(14x3)

Source: Processed By the Researcher

Analysis Design and Hypothesis Testing

This study employs an analytical design consisting of descriptive analysis to describe
the characteristics of the research data, logistic regression analysis to examine the effect of
independent variables on the dependent variable, and hypothesis testing to determine the level
of significance of the relationships among the variables studied. All data processing and
analysis in this study are conducted using SPSS software version 26.

Descriptive Statistical Analysis

Descriptive statistical analysis is a technique used to analyze data by describing or
presenting the data as they are, without intending to draw generalizable conclusions (Sugiyono,
2020:147). This analysis typically uses measures such as the mean, standard deviation,
variance, maximum value, minimum value, and total value to illustrate the characteristics of
each research variable (Hardani, Helmina Andriani et al., 2020). In this study, descriptive
statistical analysis is used to provide an initial overview of the data for both the dependent and
independent variables analyzed.
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RESULTS AND DISCUSSION
Table 2. Results of Descriptive Statistical Aalysis

N Minimum Maximum Mean Std. Deviation
Financial Statement Fraud 42 0,00 1,00 0,8810 0,32777
Financial Targeting 42 1,00 32179,00 6211,2619 9260,56200
Change in Director 42 0,00 1,00 0,4524 0,50376
Nature of Industry 42 -1496560,00 77506,00  -38802,9286 233137,07020
Change in Auditors 42 0,00 1,00 0,0476 0,21554
Frequent Number of CEQ’s Pictures 42 0,00 1,00 0,7143 0,45723
Cooperationwith the Goverment 42 0,00 1,00 0,3810 0,49151
Earning Manajement 42 -1397218,00 788943,00 -113161,1190 471008,31127
Valid N (listwise) 42

Source : SPSS Output Result

Binomial Logistic Regression Test
Overall Model Fit

Overall Model Fit assessment in logistic regression analysis is used to determine the
influence of independent variables on the dependent variable. The statistics used in evaluating
the overall model fit employ the Likelihood function, where the Likelihood function L (LL)
represents the probability that the hypothesized model describes the input data (Ghozali,
2018:332).

For hypothesis testing, LL is transformed into -2 Log-Likelihood (-2LL) to test the null
and alternative hypotheses. This test is conducted by comparing the -2LL value of the constant-
only model (initial model) with the -2LL value of the model including the constant and
independent variables, which is distributed as a chi-square (y?) with degrees of freedom equal
to the difference in df between the two models. If the -2LL value of the constant-only model is
greater than the -2LL value of the full model (constant plus independent variables), or if there
is a decrease in -2LL, it indicates that the regression model fits the data well (Ghozali,
2018:333).

The hypotheses for evaluating overall model fit are as follows:

Ho = The hypothesized model fits the data
Hi = The hypothesized model does not fit the data.

Table 3. Overall Model Fit Results
Value -2LogLikehood
-2LoglLikehood awal (Block Number = 0) 30,662
-2LogLikehood akhir (Block Number = 1) 8,840
Source : SPSS Output Result

Based on Table 3, the overall model test results show a decrease in the -2 Log Likelihood
value of 21.882 after the independent variables were included in the model. This decrease
indicates that the hypothesized regression model fits the data better, so Ho is accepted.
Furthermore, the decrease in the -2 Log Likelihood value of 21.882 is compared to the Chi-
Square table value of 14.067. Since this value is greater than the Chi-Square table value (21.882
> 14.067), it can be concluded that the regression model used has a significant effect.

Hosmer and Lemeshow’s Goodness of Fit Test

The test developed by Hosmer and Lemeshow in the Goodness of Fit (GOF) is used to
assess the agreement between the probabilities predicted by the model and the observed
probabilities. If the probability value > 0.05, the hypothesis is accepted, and the model is
considered appropriate or a good fit; conversely, if the probability value < 0.05, the hypothesis
is rejected, and the model is considered not consistent with the data (Hilbe, 2017:88).
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The hypotheses used to evaluate the suitability of the regression model with Hosmer
and Lemeshow’s Goodness of Fit Test are as follows:

1) If the probability value < 0.05 (significant), Ho is rejected, meaning there is a significant
difference between the model and the observed values. Therefore, the Goodness of Fit Test
cannot predict the observed values.

2) If the probability value > 0.05 (not significant), Ho is accepted, meaning the model fits the
observed values.

Table 4. Hosmer and Lemeshow’s Goodness of Fit Test Result
Step Chi-Square df Sig.
1 1,601 8 0,991
Source : SPSS Output Result

Based on Table 4, the results of the model feasibility test show a significance value of
0.991, which means the significance value is > 0.05. This indicates that Ho is accepted, meaning
the hypothesis is accepted and the model fits the observed data.

Nagelkerke’s R Square

The determinant coefficient in logistic regression uses Nagelkerke’s R Square, which
measures how much the independent variables are able to influence the dependent variable. The
value of Nagelkerke’s R Square ranges from 0 to 1. A value close to 0 indicates that the
independent variables have limited ability to explain the dependent variable, whereas a value
close to 1 indicates that the independent variables have a strong ability to explain the
information needed to predict the dependent variable (Ghozali, 2018:333).

Table 5. Coefficient of Determnation Results
Step -LogLikehood Cox & Snell R Square Nagelkerke R Square
1 8.840° 0,405 0,782
Source : SPSS output result

Based on the results in Table 5, the determinant coefficient test shows a Nagelkerke’s
R Square value of 0.782 or 78.2%. This indicates that the independent variables influence the
dependent variable by 78.2%, while the remaining 21.8% is affected by other variables not
included in this study.

Binomial Logistic Regression Test

According to Ghozali (2018), binomial logistic regression is a data analysis technique
used to test the probability of a certain condition occurring in the dependent variable based on
predictions from independent variables (Purnama & Sofro, 2024). Logistic regression is
employed to examine the relationship between independent and dependent variables and to
determine the significance of these variables’ effects, both simultaneously and partially, on the
dependent variable (Eddy Roflin et al., 2023:4). The logistic regression model consists of binary
logistic regression and multinomial logistic regression. Binary logistic regression is used when
the dependent variable is dichotomous, having only two categories represented by 0 and 1,
whereas multinomial logistic regression is applied if the dependent variable has more than two
categories (Eddy Roflin et al., 2023:4-5). In this study, binary logistic regression is used
because the dependent variable is nominal with two categories. The model’s adequacy can be
tested using Hosmer and Lemeshow’s Goodness of Fit Test to assess model suitability, while
the explanatory power of the independent variables on the dependent variable can be evaluated
through Nagelkerke’s R Square (Nurlaelah & Nurlaelah, 2022). The logistic regression model
used in this study is as follows.

228 |Page


https://dinastires.org/DAR

https://dinastires.org/DAR Vol. 2, No. 4, April - June 2025

Y =8¢+ B1X1+ B2Xs + B3X3 + PsXy + BsXs + BeXe+ B7 X7+ €
Explanation of the Variables:

Y = Likelihood of Financial Statement Fraud
BO = Constant
B1-B6 = Regression Coefficient of the independen variabel
X1 = Financial targeting
X2 = Change in Director
X3 = Nature of Industry
X4 = Change in Auditor
X5 = Frequent Number of CEO’s Pictures
X6 = Coopertaion With the Goverment
X7 = Earnings Manajement
€ = Error Term
Table 6. Result of Binomial Logistic Regression Analysis
Variables in the Equation
B S.E. Wald df Sig. Exp(B)
Step  Financial Targeting -3,756 1.988 3570 1 0,376 0,030
1? Change in Director -4,031 3,012 1,791 1 0,181 0,018
Nature of Industry 21,174 3.206 0,460 1 0,049 8,798
Change in Auditors -19,317 30890,244 0,000 1 1,000 0,000
Frequent Number of CEQ’s Pisture -19,883  9266,160 0,000 1 0,998 0,000
Cooperation with the Goverment 22,208  7818,048 0,000 1 0,998 4,466
Earnings Manajement 15,736 6,596 5.691 1 0,017 0,000
Constant 24,673  9266,160 0,000 1 0,998 5,784

a. Variable(s) entered on step 1: Financial Targeting, Change in Director, Nature of Industry, Change in
Auditor, Frequent Number of CEO’s Pictures, Cooperation with the Goverment, Earnings Manajement.
Source : SPSS Output Result

Omnibus Test
The Omnibus Test is a statistical test conducted simultaneously (F-test). In this study,
the Omnibus Test is used to examine whether the independent variables simultaneously affect
the dependent variable (Ghozali, 2018:98). The significance level used is 0.05, and the
hypotheses are formulated as follows:
1) If the significance value < 0.05, then Ho is rejected and H: is accepted, meaning the
independent variables simultaneously influence the dependent variable.
2) If the significance value > 0.05, then Ho is accepted and H: is rejected, meaning the
independent variables do not simultaneously influence the dependent variable.

Table 7. Omnibust Test Result
Omnibus Tests of Model Coefficients

Chi-square df Sig.
Step  Step 21,822 7 0,003
1 Block 21,822 7 0,003
Model 21,822 7 0,003

Source: SPSS Output Result

Based on Table 7, the Omnibus Test results in this study show a significance value of
0.003, which means the significance value is less than 0.05 (0.003 < 0.05). This indicates that
hypothesis H: is accepted, meaning the independent variables simultaneously influence the
dependent variable.
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Wald Test
The Wald Test is a statistical test conducted partially (T-test). In this study, the Wald
Test is used to examine the extent to which each independent variable partially explains the
dependent variable (Ghozali, 2018:99). The Wald statistic is calculated by dividing the
estimated coefficient by its standard error (Kleinbaum & Klein, 2010:139). The significance
level used is 0.05, and the hypotheses are as follows:
1) If the significance value < 0.05, then Ho is accepted and H: is rejected, meaning the
independent variable partially influences the dependent variable.
2) If the significance value > 0.05, then Ho is rejected and H: is accepted, meaning the
independent variable partially does not influence the dependent variable.

Table 8. Wald Test Result

Hypothesis Hypothesis Description B Sig. Conclusion

Financial targets have a positive effect on the tendency

H of financial statement fraud -3,756 0,512 Not Suppported
e o s oS TN st o1t Norsuppred
o Tomaurearle sy s oSS TR0V 14 00w supored

Ha gfhgrrllii é?aﬁgzi;:gselé?? ; lI;gsmve effect on the tendency 19317 1,000  Not Suppported
et o Ay 198 0995 NotSuppored
o Sooprton it e govnenthv s oS T 20305 0998 Notupppred
H, Earnings management has a positive effect on the 15,736 0.017 Supported

tendency of financial statement fraud

Source : SPSS Output Result

Based on the results of the logistic regression test in Table 8, it can be seen that out of
the seven proposed hypotheses, only two hypotheses are supported, namely H3 and H7. The
nature of the industry variable has a B value of 21.174 with a significance value of 0.049, which
is less than 0.05, indicating that the nature of the industry has a positive and significant effect
on the tendency of financial statement fraud. Furthermore, the earnings management variable
has a B value of 15.736 with a significance value of 0.017, also less than 0.05, indicating that
earnings management has a positive and significant effect on the tendency of financial
statement fraud.

Meanwhile, the financial target, change in directors, change in auditors, frequent
number of CEQO’s pictures, and cooperation with the government variables have significance
values greater than 0.05, so the proposed hypotheses are not supported. However, the direction
of the relationship between variables can still be observed through the B coefficient values in
the logistic regression model. According to Ghozali (2018), the regression coefficient (B) in
logistic regression shows the direction of the relationship between independent and dependent
variables, where a positive coefficient indicates a direct relationship, while a negative
coefficient indicates an inverse relationship. Therefore, although some variables have a positive
relationship with the tendency of financial statement fraud, the effect is not statistically
significant and thus not strong enough to support the hypotheses proposed in this study.

CONCLUSION

Based on the results of the data analysis, several conclusions can be drawn. The financial
target and change in directors variables do not affect financial statement fraud. The nature of
the industry variable has a positive effect on financial statement fraud, indicating that a
company's efforts to maintain a stable appearance can encourage management to manipulate
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financial statements. The change in auditors, frequent number of CEQO’s pictures, and
cooperation with the government variables do not affect financial statement fraud because these
factors do not directly create opportunities for financial manipulation. Meanwhile, the earnings
management variable has a positive effect on financial statement fraud because earnings
management practices can be used as a means to manipulate financial information to appear
better than the actual condition. Simultaneously, financial target, change in directors, nature of
the industry, change in auditors, frequent number of CEO’s pictures, cooperation with the
government, and earnings management together influence financial statement fraud.
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