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This study aims to analyze the influence of the 

elements within the Fraud Hexagon theory on 

fraudulent financial report in construction 

companies. The Fraud Hexagon is an expansion 

of previous fraud theories and consists of six key 

dimensions: pressure, opportunity, 

rationalization, capability, arrogance, and 

collusion. This research adopts a quantitative 

approach using multiple linear regression 

analysis. The variables used as proxies for the 

Fraud Hexagon elements include asset growth, 

monitoring effectiveness, audit opinion, board of 

director changes, CEO duality, and political 

connections. Data were obtained from annual 

reports of IDX-listed construction companies 

during the period of 2019-2023. The results show 

that several elements of the Fraud Hexagon have 

a significant effect on financial statement fraud, 

particularly within the construction industry, 

which is characterized by operational complexity 

and vulnerability to manipulation. 
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INTRODUCTION 
Financial statements serve as the primary source of information for 

stakeholders to assess a company’s financial position, cash flows, and overall 
performance. However, gaps in reporting can be exploited to commit fraud. The 
Association of Certified Fraud Examiners (ACFE, 2020) defines fraud as the 
misuse of company resources or assets for personal gain through manipulation, 
falsification, or the concealment of essential data. Fraud in employment 
relationships is generally categorized into three types corruption, asset 
misappropriation, and financial statement fraud. Cases in the construction sector 
illustrate this vulnerability. PT Wijaya Karya (WIKA) and PT Waskita Karya 
were involved in alleged financial statement manipulations that misrepresented 
the actual condition, resulted in significant losses, and included fraudulent work 
contracts. This phenomenon highlights the importance of understanding the 
driving factors of fraud. 

The Fraud Triangle Theory (Cressy, 1953) identifies three key elements of 
fraud pressure, opportunity, and rationalization. The Fraud Diamond (Wolfe & 
Hermanson, 2004) adds capability, while the Fraud Hexagon (Vousinas, 2019) 
further expands the framework by including ego and collusion. Pressure arises 
from performance targets or the pursuit of quick gains opportunity emerges from 
weak internal controls rationalization is employed by perpetrators to justify their 
actions capability reflects the ability to carry out fraud ego is associated with the 
ambition to maintain reputation or power and collusion involves cooperation 
among parties to conceal fraudulent activities. 

The construction sector is highly vulnerable to fraud due to large-scale 
projects, complex organizational structures, and weak oversight. ACFE (2022) 
survey identifies construction as one of the sectors with the highest frequency of 
fraud, with an average loss of USD 2.86 million. Fraud preventive measures 
require strengthening internal controls, providing fair incentives, and fostering a 
culture of transparency and accountability across all organizational levels. 

Table 1. Percentage of Financial Report Fraud Cases 
Industry Cases 

Financial 
Statement Fraud 

Construction 18% 
Food Service and 
Hospitally 

13% 

Manufacturing 12% 
Education 12% 
Information 12% 
Banking and 
Financial Service 

11% 

Source: Association of Certified Fraud Examiners (ACFE) (2022) 
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The construction sector faces a high risk of fraud and corruption due to 
large-scale projects, the involvement of multiple parties, as well as time and 
budget pressures. ACFE (2020) notes that 51% of fraud cases in this sector 
involved more than one perpetrator, with significant median losses resulting 
from collusion, cost mark-ups, and contract manipulation. A lack of transparency 
and independent oversight further increases the likelihood of fraud, 
underscoring the need for strong internal controls such as external audits and 
anti-fraud training. 

The characteristics of construction projects such as long-term contracts, 
phased payments, and uncertainties in costs and schedules create opportunities 
for financial statement manipulation, for instance through premature revenue 
recognition or changes in cost estimates (Skog, 2018). Dependence on 
subcontractors and substantial financing needs also provide room for 
manipulation to meet the demands of shareholders or creditors (Singleton & 
Singleton, 2010). 

This study employs the Fraud Hexagon Theory (Vousinas, 2019), which 
comprises six dimensions, pressure, opportunity, rationalization, capability, ego, 
and collusion. The purpose of this study is to examine the influence of these 
elements on financial statement fraud in construction companies listed on the 
Indonesia Stock Exchange (IDX) during the 2019–2023 period, as well as to 
provide practical recommendations for management and regulators to enhance 
transparency and accountability in this sector. 

 
LITERATURE REVIEW 
Agency Theory 

Agency theory explains the relationship between principals and agents, in 
which one or more individuals (principals) delegate decision-making authority 
to another individual (agent) through a contractual arrangement (Jensen & 
Meckling, 1979). In the corporate context, shareholders act as principals, while 
the board of directors serves as agents employed to act in the best interests of the 
owners. However, differences in objectives between the two parties often give 
rise to agency conflicts. 
 As agents, managers are morally obligated to maximize the owners’ 
profits while receiving compensation in accordance with contractual agreements 
(Utami, 2009). This divergence of interests creates potential friction, as each party 
seeks to protect its own welfare. Eisenhardt (1989) further asserts that agency 
theory is grounded in the assumptions that individuals are self-interested, 
boundedly rational, and risk-averse. These conditions give rise to information 
asymmetry, in which agents possess greater information than principals, thereby 
creating opportunities for managers to engage in earnings management. 
 Financial reporting fraud is often a consequence of earnings management 
practices carried out by management as a result of conflicts of interest and 
information asymmetry. Faradiza (2015) emphasizes that earnings management 
strategies are closely linked to fraud, as they are undertaken without the owners’ 
knowledge and ultimately lead to misleading financial statements. Thus, 
conflicts between agents and principals may create opportunities for fraud that 
harm the owners of the company. 
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Fraud Hexagon Theory 
Fraud theory has evolved since Donald R. Cressey introduced the Fraud 

Triangle model in 1953, which explains that fraud occurs when pressure, 
opportunity, and rationalization simultaneously exist (Cressy, 1953). Pressure 
may take the form of targets or financial needs, opportunity arises from weak 
internal controls, while rationalization serves as a moral justification for 
wrongful actions. This model has become a fundamental basis in auditing and 
risk management. With the increasing complexity of business, Wolfe & 
Hermanson (2004) developed the Fraud Diamond by adding the element of 
capability, which refers to the perpetrator’s skills, strategic position, knowledge, 
and confidence to both commit and conceal fraud. Without capability, not 
everyone facing pressure and opportunity will necessarily engage in fraudulent 
behavior. 

Vousinas (2019) further developed the Fraud Hexagon by incorporating the 
four previous elements and adding ego and collusion. Ego reflects psychological 
drives such as arrogance, ambition, and the need to maintain image, while 
collusion represents cooperation among perpetrators, both internal and external, 
that complicates detection and amplifies the impact of fraud. These two elements 
are often found in major cases involving systematic manipulation of financial 
statements. 

According to ACFE (2022), financial statement fraud is the deliberate 
manipulation intended to mislead users of financial reports through inaccurate 
or incomplete information, taking forms such as revenue inflation, expense 
understatement, or liability concealment. The ACFE report notes that losses from 
fraud can amount to an average of 5 percent of a company’s annual revenue. 
With its six elements pressure, opportunity, rationalization, capability, ego, and 
collusion the Fraud Hexagon provides a comprehensive framework that is 
valuable for auditors, regulators, and management in developing effective 
prevention and detection systems. 
 
Fraudulent Financial Report 

Fraudulent financial report is considered the most damaging form of fraud, 
as it involves the deliberate manipulation of financial information to mislead 
investors, creditors, regulators, and the public. According to SAS No. 99 and 
ACFE (2022), such actions include falsifying accounting records, concealing 
liabilities, providing misleading disclosures, and the improper application of 
accounting principles. Common forms include fictitious revenue recognition, 
asset overstatement, liability omission, and unreasonable accounting estimates. 
 Perpetrators’ motivations are often associated with financial pressures, 
performance targets, efforts to maintain the company’s image, or managerial 
incentives. Agency theory (Jensen & Meckling, 1979) explains that conflicts of 
interest between owners and management may drive manipulation aimed at 
meeting market expectations or increasing compensation. Financial statements 
are thus frequently exploited as a strategic tool to shape external perceptions, 
even through unlawful means. 
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The impact of financial statement fraud is extensive, ranging from declining 
stock values, increased cost of capital, to legal sanctions and reputational 
collapse, as evidenced in the cases of Enron, WorldCom, PT Kimia Farma, and 
PT Waskita Karya. Although accounting for only 9% of total fraud cases, (ACFE, 
2022) reports that financial statement fraud causes the greatest losses, averaging 
USD 593,000 per case. Advances in technology have also heightened the 
challenges, thereby necessitating strong internal controls, forensic audits, data 
analytics, machine learning, as well as active oversight by audit committees and 
external auditors to safeguard reporting integrity and maintain public trust. 
 
Hypothesis 

Based on the theoretical review and conceptual framework, the hypotheses 
are formulated as follows: 

H1: Pressure has a positive effect on financial statement fraud. 
H2: Opportunity has a negative effect on financial statement fraud. 
H3: Capability has a positive effect on financial statement fraud. 
H4: Ego has a positive effect on financial statement fraud.  
H5: Rationalization has a positive effect on financial statement fraud. 
H6: Collusion have a positive effect on financial statement fraud. 

 
METHODOLOGY 
Research Design 

This study employs an empirical research approach. An empirical study 
refers to a research method that can be observed through human senses, allowing 
others to examine and understand the method used (Sugiyono, 2018). A 
quantitative method is also applied, involving data acquisition through research 
instruments and statistical analysis to test the predetermined hypotheses. The 
documentation method serves as the data collection technique in this study. 
Descriptive statistical analysis utilizing a panel data regression model is 
employed, with the assistance of SPSS version 23 software. 

This study utilizes secondary data obtained from the financial and annual 
reports of construction sector companies listed on the Indonesia Stock Exchange 
(IDX) during the 2019–2023 period to analyze the potential for financial statement 
fraud based on the Fraud Hexagon theory. The independent variables consist of 
asset growth (pressure), director change (capability), political connections 
(collusion), the number of independent commissioners (opportunity), audit 
opinion (rationalization), and CEO duality (ego). The dependent variable, 
financial statement fraud, is measured using the Beneish M-Score model. Data 
were collected through documentation methods from the official publications of 
the IDX J211 index and analyzed using descriptive statistics and panel data 
regression with the assistance of SPSS software, in order to examine the causal 
relationships among variables. This approach provides empirical contributions 
to the understanding of the determinants of financial reporting fraud in the 
construction sector. 
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The hypotheses in this study are tested using a quantitative method with 
secondary data obtained through documentation techniques from the annual 
financial reports of construction companies listed on the Indonesia Stock 
Exchange (IDX) for the 2019–2023 period. The data cover variables such as asset 
growth, board change, political connections, ineffective monitoring, audit 
opinion, and CEO duality, accessed from the official IDX website as well as other 
supporting sources. The sample was determined using a purposive sampling 
technique, with criteria including construction companies in the IDX J211 index 
that provided complete and consistent annual financial reports during the 
research period and met relevant requirements to ensure data validity. 
 
Population and Research Sample 

Sugiyono (2018) defines population as a general area consisting of objects 
or subjects with specific characteristics and a defined number, which is utilized 
by researchers to conduct studies and subsequently draw conclusions. The 
population of this research comprises construction sector companies listed on the 
Indonesia Stock Exchange (IDX) during the 2019–2023 period. 

The sample was selected using purposive sampling, a technique in which 
the sample is determined based on specific considerations (Sugiyono, 2018). 
These considerations are as follows: 

1) Construction companies listed in the J211 index on the Indonesia Stock 
Exchange (IDX) during the 2019–2023 period.   

2) Companies that regularly and consecutively published annual financial 
reports for the 2019–2023 period. 

The research sample was determined based on specific criteria. Out of 29 
construction companies listed in the J211 Index on the Indonesia Stock Exchange 
(IDX) during the 2019–2023 period, 11 companies were excluded due to not 
publishing annual reports consistently and consecutively throughout the 
research period. Consequently, the final sample consisted of 18 companies. 
Considering that the research period covered five years, the total number of 
observations obtained was 90 (18 companies × 5 years). 
 
Dependent Variable 

This variable refers to the factor influenced by the independent variables 
(Sugiyono, 2018). The dependent variable in this study is financial statement 
fraud, measured using the Beneish M-Score model developed by Sugiyono 
(2018). The Beneish M-Score is a widely used financial analysis tool among 
forensic accountants, auditors, and regulatory bodies such as the SEC to identify 
potential manipulation in corporate financial statements. Comprising eight 
financial ratios, the Beneish M-Score aims to detect distortions in financial reports 
that stem from earnings manipulation or indicate a tendency toward such 
practices. The ratios include: 
M-Score = -4.84 + 0.92DSRI + 0.528GMI + 0.404AQI + 0.892SGI + 0.115DEPI – 

0.172SGAI + 4.679TATA –  0.327LVGI 
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The following are the details of the eight variables in the form of indices 
based on Beneish et al. (1999): 

1) DSRI (Days Sales in Receivables Index) = Measuring a company's accounts 
receivable and revenue conditions. 

2) GMI (Gross Margin Index) = Comparing this year’s gross margin with the 
previous year to identify unusual changes.   

3) AQI (Asset Quality Index) = Measuring the proportion of non-current 
assets to total assets and detecting declines in asset quality.   

4) SGI (Sales Growth Index) = Comparing the current year’s sales growth 
rate with the industry average.   

5) DEPI (Depreciation Index) = Examining the rate of change in depreciation 
expenses to identify potential distortions.   

6) SGAI (Sales General and Administrative Expenses Index) = Comparing 
the increase in general and administrative expenses with sales growth.   

7) LVGI (Leverage Index) = Measuring the ratio of long-term debt to total 
assets.   

8) TATA (Total Accruals to Total Assets) = Comparing the amount of 
accruals with total assets to identify abnormal accruals. 

The formulas used to calculate the variable indices in the Beneish M-score, as 
proposed by Beneish et al. (1999), are as follows: 

 

Table 2. The Beneish M-Score Formula 

No Rasio Formula 

1 DSRI (Days' Sales in 
Receivables Index) DSRI =

(
𝐴𝑐𝑐𝑜𝑢𝑛𝑡 𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒𝑠𝑡

𝑆𝑎𝑙𝑒𝑠𝑡
)

(
𝐴𝑐𝑐𝑜𝑢𝑛𝑡 𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒𝑠𝑡−1

𝑆𝑎𝑙𝑒𝑠𝑡−1
)
 

2 GMI (Gross Margin Index) 
GMI =

(
𝑆𝑎𝑙𝑒𝑠𝑡−1− 𝐶𝑜𝑠𝑡 𝑜𝑓 𝐺𝑜𝑜𝑑𝑠 𝑆𝑜𝑙𝑑𝑠𝑡−1 

𝑆𝑎𝑙𝑒𝑠𝑡−1
)

(
𝑆𝑎𝑙𝑒𝑠𝑡 − 𝐶𝑜𝑠𝑡 𝑜𝑓 𝐺𝑜𝑜𝑑𝑠 𝑆𝑜𝑙𝑑𝑠𝑡 

𝑆𝑎𝑙𝑒𝑠𝑡
)

 

3 AQI (Asset Quality Index) 
AQI = [1

(
𝐶𝑢𝑢𝑟𝑒𝑛𝑡 𝐴𝑠𝑠𝑒𝑡𝑠𝑡 +𝑁𝑒𝑡 𝐹𝑖𝑥𝑒𝑑 𝐴𝑠𝑠𝑒𝑡𝑠𝑡  

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠𝑡
)

(
𝐶𝑢𝑢𝑟𝑒𝑛𝑡 𝐴𝑠𝑠𝑒𝑡𝑠𝑡−1 +𝑁𝑒𝑡 𝐹𝑖𝑥𝑒𝑑 𝐴𝑠𝑠𝑒𝑡𝑠𝑡−1  

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠𝑡−1
)
] 

4 SGI (Sales Growth Index) SGI = 
𝑆𝑎𝑙𝑒𝑠𝑡

𝑆𝑎𝑙𝑒𝑠𝑡−1
 

5 DEPI (Depreciation Index) 
DEPI = 

(
𝐷𝑒𝑝𝑟𝑒𝑐𝑖𝑎𝑡𝑖𝑜𝑛 𝐸𝑥𝑝𝑒𝑛𝑠𝑒𝑡−1 

𝐷𝑒𝑝𝑟𝑒𝑐𝑖𝑎𝑡𝑖𝑜𝑛 𝐸𝑥𝑝𝑒𝑛𝑠𝑒𝑡−1+ 𝑁𝑒𝑡 𝑃𝑃𝐸𝑡−1
)

(
𝐷𝑒𝑝𝑟𝑒𝑐𝑖𝑎𝑡𝑖𝑜𝑛 𝐸𝑥𝑝𝑒𝑛𝑠𝑒𝑡 

𝐷𝑒𝑝𝑟𝑒𝑐𝑖𝑎𝑡𝑖𝑜𝑛 𝐸𝑥𝑝𝑒𝑛𝑠𝑒𝑡+ 𝑁𝑒𝑡 𝑃𝑃𝐸𝑡
)

 

6 SGAI (Sales General and 
Administrative Expenses 
Index) 

SGAI = 
(

𝑺𝒂𝒍𝒆𝒔,   𝑮𝒆𝒏𝒆𝒓𝒂𝒍,   𝒂𝒏𝒅 𝑨𝒅𝒎𝒊𝒏𝒊𝒔𝒕𝒓𝒂𝒕𝒊𝒗𝒆 𝑬𝒙𝒑𝒆𝒏𝒔𝒆𝒔𝒕
𝑺𝒂𝒍𝒆𝒔𝒕

)

(
𝑺𝒂𝒍𝒆𝒔,   𝑮𝒆𝒏𝒆𝒓𝒂𝒍,   𝒂𝒏𝒅 𝑨𝒅𝒎𝒊𝒏𝒊𝒔𝒕𝒓𝒂𝒕𝒊𝒗𝒆 𝑬𝒙𝒑𝒆𝒏𝒔𝒆𝒔𝒕−𝟏

𝑺𝒂𝒍𝒆𝒔𝒕−𝟏
)
 

7 LVGI (Leverage Index) 
LVGI =

(
𝑳𝒐𝒏𝒈 𝑻𝒆𝒓𝒎 𝑫𝒆𝒃𝒕𝒕 + 𝑪𝒖𝒓𝒓𝒆𝒏𝒕 𝑳𝒊𝒂𝒃𝒊𝒍𝒊𝒕𝒊𝒆𝒔𝒕

𝑻𝒐𝒕𝒂𝒍 𝑨𝒔𝒔𝒆𝒕𝒔𝒕
)

(
𝑳𝒐𝒏𝒈 𝑻𝒆𝒓𝒎 𝑫𝒆𝒃𝒕𝒕−𝟏 + 𝑪𝒖𝒓𝒓𝒆𝒏𝒕 𝑳𝒊𝒂𝒃𝒊𝒍𝒊𝒕𝒊𝒆𝒔𝒕−𝟏

𝑻𝒐𝒕𝒂𝒍 𝑨𝒔𝒔𝒆𝒕𝒔𝒕−𝟏
)
 

8 TATA (Total Accruals to 
Total Assets) 

TATA = 
[( 𝑰𝒏𝒄𝒐𝒎𝒆 𝒇𝒓𝒐𝒎 𝒄𝒐𝒏𝒕𝒊𝒏𝒖𝒊𝒏𝒈 𝒐𝒑𝒆𝒓𝒂𝒕𝒊𝒐𝒏𝒕−𝑪𝒂𝒔𝒉 𝑭𝒍𝒐𝒘 𝒇𝒓𝒐𝒎 𝑶𝒑𝒆𝒓𝒂𝒕𝒊𝒐 𝒕]

𝑻𝒐𝒕𝒂𝒍 𝑨𝒔𝒔𝒆𝒕𝒔𝒕
 

Source: Beneish et al. (1999) 
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The Beneish M-Score method is employed to detect financial statement 
fraud, particularly earnings manipulation and revenue overstatement, by 
comparing the financial ratios of firms suspected of manipulation with those that 
are not. Beneish developed a set of ratios related to asset changes and sales 
growth, where an M-Score greater than -2.22 indicates the potential for earnings 
manipulation (Aghghaleh et al., 2016) Alternative thresholds proposed by 
Beneish et al. (1999) include scores greater than -1.89 with 76% accuracy or 
greater than -1.78 with 74% accuracy, although both are subject to certain 
misclassification rates. This model provides a quantitative measure of the 
probability of earnings manipulation and financial statement fraud. 

 
Independent Variable 

The independent variable is a variable that influences the dependent 
variable (Sugiyono, 2018). In this study, pressure is proxied by asset growth, 
opportunity is proxied by monitoring effectiveness, rationalization is proxied by 
audit opinion, capability is proxied by board of directors changes, arrogance (or 
ego) is proxied by CEO duality, and finally, collusion is proxied by political 
connections. The operationalization matrix of variables is summarized in the 
following table. 

Table 3. Operationalization Variable 

Variable Definition Measurement Scale 

Dependent Variable 

Fraudulent 
Financial 
Report 

A managerial 
action taken to 
influence the 
financial 
statements in a 
certain way, with 
the aim of 
presenting a 
more positive 
picture of the 
company’s 
performance. 
(Beneish et al., 
1999). 

 
M-Score = -4.84 + 0.92DSRI + 

0.528GMI + 0.404AQI + 
0.892SGI + 0.115DEPI – 

0.172SGAI + 4.679TATA – 
0.327LVGI 

 
 

 

Ratio 

Independent Variable 

Aset 
Growth 

A condition that 
reflects the 
financial stability 
of a company. 
(Cressey’s, 2008) 

 
𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑡 − 𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑡−1

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑡−1
 

Ratio 

Monitorin
g 
Effectivene
ss 

A situation where 
the company 
lacks an effective 
monitoring unit 

The number of independent 
commissioners in a company, 
measured by the Board of 

Ratio 
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to oversee its 
performance, 
which can trigger 
fraudulent 
actions. 
(Cressey’s, 2008) 

Directors Outsider Ratio 
(BDOUT). 
 
𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑡 𝐶𝑜𝑚𝑖𝑠𝑠𝑜𝑛𝑒𝑟𝑠

𝑇𝑜𝑡𝑎𝑙 𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝐶𝑜𝑚𝑖𝑠𝑠𝑖𝑜𝑛𝑒𝑟𝑠
 

Audit 
Opinion 

A statement by 
an independent 
auditor regarding 
the fairness of a 
company’s 
financial 
statement 
presentation, 
based on 
generally 
accepted 
accounting 
standards. 
(Cressey’s, 2008) 

1 if the company receives an 
unqualified audit opinion 
0 if the company receives an 
audit opinion other than 
unqualified 

Nomin
al 

Board 
Change 

A change or 
transfer of duties 
and authority 
from the former 
board of directors 
to the new board 
of directors 
within a 
company. (Chang 
& Sun, 2018) 

1 if there is a change in the 
company’s board of directors 
during the period 2019–2023 
0 if there is no change in the 
company’s board of directors 
during the period 2019–2023 

Nomin
al 

CEO 
Duality 
 
 
 
 

A situation in 
which a CEO 
holds multiple 
positions within 
the company. 
(Yang et al., 2017) 

1 if the CEO holds more than 
one position within the 
company 
0 if the CEO does not hold more 
than one position within the 
company 

Nomin
al 

Political 
Connectio
n 

A situation where 
a company has 
close ties with 
politicians or the 
government. 
(McCarten et al., 
2022) 

1 if the company has 
commissioners or a president 
director who concurrently serves 
as a politician, government 
official, former government 
official, or former military officer 
0 if the company does not have 
commissioners or a president 
director who concurrently serves 
as a politician, government 

Nomin
al 
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official, former government 
official, or former military officer 

Source: Processed Data (2025) 
 

Data Analysis Model 

Descriptive statistical analysis will be applied in this study. Descriptive 
statistics is a primary method used to represent research variable data in order to 
assess the level of financial statement fraud risk within a particular entity (Rini, 
2014). Descriptive statistics include mean values, variance, standard deviation, 
minimum values, and maximum values, as explained by Ghozali (2012). The 
descriptive statistics for financial statement fraud, asset growth, board change, 
political connections, monitoring effectiveness, audit opinion, and CEO duality 
are presented numerically in the dataset. 

The data analysis model used in this study is panel data regression analysis. 
Panel data regression combines both time-series and cross-sectional data. In this 
study, panel data regression is employed to analyze the effect of independent 
variables, such as asset growth, board of director changes, political connections, 
ineffective monitoring, auditor changes, and CEO duality, on the dependent 
variable, namely the potential for financial statement fraud in construction 
companies listed in the IDX J211 index from 2019 to 2023. 

𝑭𝑭𝑹𝒊𝒕 = α + 𝜷𝟏𝑨𝑮𝒊𝒕 +𝜷𝟐𝑫𝑪𝒊𝒕+ 𝜷𝟑𝑷𝑪𝒊𝒕 + 𝜷𝟒𝑴𝑬𝒊𝒕 + 𝜷𝟓𝑨𝑶𝒊𝒕 + 𝜷𝟔𝑪𝑫𝒊𝒕+ 𝝐𝒊 
Where: 

1) 𝑭𝑭𝑹𝒊𝒕 represent fraudulent Financial Report Company i at time period t. 
2) 𝑨𝑮𝒊𝒕 is an independent variable measuring asset growth of company i at 

time period t. 
3) 𝑩𝑪𝒊𝒕  is an independent variable representing changes in the board of 

directors of company i at time period t. 
4) 𝑷𝑪𝒊𝒕 is an independent variable representing the political connections of 

company i at time period t. 
5) 𝑴𝑬𝒊𝒕 is an independent variable representing the monitoring effectiveness 

of company i at time period t. 
6) 𝑨𝑶𝒊𝒕  is an independent variable representing the audit opinion of 

company i at time period t. 
7) 𝑪𝑫𝒊𝒕 is an independent variable representing CEO duality in company i at 

time period t. 
8) α represents  constant term in the regression model, representing the 

initial financial performance (FR) when all independent variables are 
equal to zero. 

9) 𝜷 represents the regression coefficient for each independent variable. The 
coefficient indicates the extent to which changes in the independent 
variable affect the dependent variable (FFR). 

10) 𝝐𝒊 is the error term, which reflects other factors affecting the dependent 
variable that are not included in the regression model. 
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RESEARCH RESULT 

Table 4. Descriptive Statistics 

Descriptive Statistics 

 
N Minimum Maximum Mean 

Std. 
Deviation 

FFR 90 -51.28 10.31 -
3.503
3 

7.34282 

AG 90 -.71 .85 .0186 .18543 

ME 90 .17 .60 .4232 .09101 

BC 90 .00 1.00 .4444 .49969 
CD 90 .00 .00 .0000 .00000 
AO 90 .00 1.00 .9778 .14823 
PC 90 .00 1.00 .3222 .46995 
Valid N 
(listwise) 

90     

Source: SPSS Output (2025) 
Based on Table 4, from 90 observations, the financial statement fraud 

variable has a mean M-Score of -3.50, below Beneish’s threshold (-2.22), with a 
standard deviation of 7.34, indicating a high variation in potential fraud among 
companies. The asset growth has a minimum value of -0.71 and a maximum of 
0.85, with a mean of 0.018, suggesting a low average asset growth. The 
monitoring effectiveness variable (number of independent commissioners) has a 
mean of 0.423, ranging from 17% to 60% of the total commissioners. 

The board change variable has a minimum value of 0 and a maximum of 1, 
with a mean of 0.44, indicating that approximately 44% of companies 
experienced changes in the board of directors. The CEO duality variable has a 
mean of 0 with a standard deviation of 0, implying that no company has a CEO 
who simultaneously serves as the board chair. The audit opinion variable has a 
mean of 0.977, indicating that the majority of companies received an unqualified 
audit opinion. 

The political connections variable is a dummy variable with a mean of 0.32, 
indicating that 32% of companies have commissioners or directors who currently 
hold or previously held positions as politicians, government officials, or military 
officers. Overall, most independent variables exhibit adequate data distribution, 
except for CEO duality, which shows no variation. The dependent variable 
displays a wide range of M-Score values, indicating heterogeneity in the potential 
or occurrence of financial statement fraud among construction companies listed 
on the IDX during the 2019–2023 period. 
  



Andira, Islahuddin 

208 

Table 5. Normality Test 

Onie-Sampile Kolmogoirov-Simirnov Teist 

 Unistandardize
d Residiual 

N 70 
Noirmal 
Parametersa,b 

Miean .0000000 

Stid. 
Deviation 

.03418611 

Moist 
Extreme 
Dififerences 

Absolute .040 

Poisitive .036 

Neigative -.040 
Tesit Statistic .040 

Asyimp. Sig. (2-tailed) .200c,d 
a. Tiest distribution is Normal. 

b. Cialculated from data. 

c. Liilliefors Significance Correction. 

d. Tihis is a lower bound of the true 
significance. 

Source: SPSS Output (2025) 
Next, the classical assumption testing began with the normality test. The 

normality test was conducted using the One-Sample Kolmogorov-Smirnov 
method, yielding an Asymp. Sig. (2-tailed) value of 0.210, which is greater than 
0.05. This indicates that the residuals are normally distributed, and therefore, the 
regression model satisfies the normality assumption in classical regression 
analysis. 

Table 6. Multicollinearity Test 

Coefficientsa 

Model Collinearity 
Statistics 

Tolerance VIF 

1 Trans_AG .564 1.773 

Trans_ME .855 1.170 

BC .689 1.452 

CD .183 5.475 

AO .162 6.186 

PC .694 1.441 
a. Dependent Variable: Trans_FFR 

Source: SPSS Output (2025) 
The analysis results indicate that the regression model passed the 

multicollinearity test, with all Variance Inflation Factor (VIF) values below the 
threshold of 10. This condition shows that there is no high correlation among the 
independent variables, and each variable contributes uniquely to the model 
(Gujarati & Porter, 2009). 
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Figure 1. Heteroscedasticity Test 

Source: SPSS Output (2025) 

Figure 1 illustrates a scatterplot of random data points around a horizontal 
line without any specific pattern, indicating that the regression model satisfies 
the homoscedasticity assumption, with constant residual variance across the 
range of predictor values. 
 
Multiple Linear Regression Results 

This study uses Fraudulent Financial Report as the dependent variable, 
with independent variables including Asset Growth (AG), Monitoring 
Effectiveness (ME), Board Change (BC), CEO Duality (CD), Audit Oppinion 
(AO), and Political Connection (PC). The regression constant of 0.391 indicates 
that when all independent variables are zero, the potential for fraud is at this 
baseline level. 

Table 7. Multiple Linear Regression 

Coefficientsa 

Model 

Unistandard
ized 

Cioefficients 

Standar
dized 

Coeffiici
ents 

t Sig. 

B 
Stdi. 

Error 
Bieta   

1 (Consti
ant) 

.391 .045  8.750 .000 

Trans_
AG 

.595 .070 .632 8.541 .000 

Trans_
ME 

-
.144 

.046 -.231 -3.121 .003 

BC .049 .010 .410 5.055 .000 

CD .264 .061 .333 4.310 .000 

AO .021 .040 .038 .526 .601 

PC .015 .011 .120 1.414 .032 
a. Dependent Variable: Trans_FFR 

Source: SPSS Output (2025) 
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Based on the t-test, most independent variables have a significant effect on 
fraudulent financial fraud, either positively or negatively. The AG variable has a 
coefficient of 0.595 with a significance of 0.000, indicating a significant positive 
effect, meaning that higher asset growth increases the risk of fraud. The ME 
variable has a coefficient of -0.144 with a significance of 0.003, showing a 
significant negative effect, implying that a higher number of independent 
commissioners reduces the potential for fraud. 

The BC variable has a coefficient of 0.049 with a significance of 0.000, 
indicating that board change has a significant positive effect on fraud. CD has a 
coefficient of 0.264 with a significance of 0.000, meaning that CEO duality 
increases the risk of fraud. Meanwhile, AO has a coefficient of 0.021 with a 
significance of 0.601, indicating no significant effect on fraud. PC has a coefficient 
of 0.015 with a significance of 0.032, showing that political connections have a 
significant positive effect. 

Table 8. R Square Coefficient Test 
Model Summary 

Mod
el 

R 
R 

Squar
e 

Adjust
ed R 

Square 

Std. 
Error 
of the 
Estima

te 

1 .824a .678 .648 .03578 

a. Predictors: (Constant), PC, Trans_ME, 
AO, Trans_AG, CD, BC 

Source: SPSS Output (2025) 
Based on Table 8, the Adjusted R Square of 0.648 shows that 64.8% of the 

variation in financial statement fraud can be explained by the six independent 
variables: Asset Growth (AG), Monitoring Effectiveness (ME), Board Change 
(BC), CEO Duality (CD), Audit Opinion (AO), and Political Connections (PC), 
while 35.2% is influenced by other factors. The standard error of 0.03578 indicates 
a small prediction deviation, showing the regression model is accurate and 
reliable. 

Table 9. Simultaneous Test (F-Test) 
ANiOVAa 

Model 

Suim 
of 

Sqiuare
s 

dif 
Meian 
Sqiua

re 
F Siig. 

1 Reg
resisi
on 

.170 6 .028 22.12
9 

.0i00
b 

Resi
duial 

.081 63 .0i01   

Totia
l 

.251 69    

a. Dependeint Variaible: Trans_FFR 
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ANiOVAa 

Model 

Suim 
of 

Sqiuare
s 

dif 
Meian 
Sqiua

re 
F Siig. 

b. Predictoris: (Conistant), PC, Trans_ME, 
AO, Trans_AG, CD, BC 

Source: SPSS Output (2025) 
The F-test shows a probability of 0.00 (< 0.05), indicating that the six 

independent variables, Asset Growth (AG), Total Independent Commissioners 
(ME), Board Change  (BC), Audit Opinion (AO), CEO Duality (CD), and Political 
Connections (PC), simultaneously have a significant effect on financial statement 
fraud. This confirms that the multiple linear regression model is suitable for 
explaining the relationships among the variables in this study. 
 

DISCUSSION 
The Influence of Asset Growth on Financial Reporting Fraud 

Based on the t-statistic test, Asset Growth (AG) is proven to have a 
significant positive effect on financial statement fraud , with a coefficient of 0.595 
and a significance of 0.00 (<0.05), thus supporting the first hypothesis. This 
finding aligns with the Fraud Triangle (Cressey’s, 2008), which identifies aset 
growth as a primary driver of fraud, where high asset growth can create pressure 
on management to maintain a positive image in the eyes of investors and 
stakeholders, prompting manipulative actions. Studies by Beneish et al. (1999) 
and Cressey’s (2008) also indicate that rapidly growing companies are more 
vulnerable to earnings manipulation. From the Agency Theory perspective 
(Jensen & Meckling, 1979), managers, especially when compensation depends on 
financial performance, tend to engage in manipulation to maintain market 
confidence. 
 
The influence of Monitoring Effectiveness on Financial Reporting Fraud 

Based on the t-statistic test, Monitoring Effectiveness (ME) has a significant 
negative effect on financial statement fraud, with a coefficient of -0.144 and a 
significance of 0.003 (<0.05), thus supporting the second hypothesis. The higher 
the proportion of independent commissioners, the stricter the oversight of 
management and the lower the likelihood of financial statement manipulation or 
fraud. Neutral independent commissioners are able to monitor objectively, 
reduce information asymmetry, and prevent moral hazard by management. 
These findings are consistent with Tan. et al. (2022) and align with Agency 
Theory, which states that conflicts of interest between agents and principals can 
trigger deviant behavior if oversight is weak. Therefore, an adequate proportion 
of independent commissioners, supported by active roles, training, and sufficient 
access to information, is key to enhancing monitoring effectiveness and 
mitigating the risk of financial statement fraud. 
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The Influence of Board Change on Financial Report Fraud 
The t-statistic test indicates that Board Change (BC) has a significant 

positive effect on financial statement fraud  with a coefficient of 0.049 and a 
significance of 0.00 (<0.05), thus supporting the third hypothesis. The more 
frequent the board change, the higher the potential for financial statement 
manipulation, particularly during transition periods accompanied by policy 
changes and weakened oversight. This finding aligns with previous studies and 
the Fraud Hexagon theory (Vousinas, 2019), which identifies capability as a key 
factor in fraud. In the complex construction sector, which is prone to oversight 
gaps, new boards can exploit control systems, highlighting the need for strict 
supervision and transparent leadership transitions to minimize fraud risk. 
 
The Influence of CEO Duality on Financial Reporting Fraud 

The t-statistic test shows that CEO Duality (CD) has a significant positive 
effect on financial statement fraud  with a coefficient of 0.264 and a significance 
of 0.00 (<0.05), thus supporting the fourth hypothesis. Although all samples have 
a value of zero for this dummy variable, its use remains valid as long as it does 
not cause multicollinearity (Gujarati & Porter, 2009) and (Wooldridge, 2010). 
CEO duality, where a CEO also serves as the chairman of the board, weakens 
corporate governance because the concentration of power reduces oversight 
independence and check-and-balance mechanisms. This finding is consistent 
with studies by Salehi et al. (2017), Xie et al. (2005) and Wang et al. (2017) which 
show that CEO duality increases the risk of fraud, especially in companies with 
low audit quality or weak governance. According to Agency Theory (Jensen & 
Meckling, 1979), CEO duality amplifies potential conflicts of interest and 
opportunistic management behavior, thereby increasing the likelihood of 
financial statement fraud. 
 
The Influence of Audit Opinion on Financial Statement Fraud 

The results of the study indicate that Audit Opinion (AO) does not have a 
significant effect on financial statement fraud, because auditor opinions, whether 
Unqualified Opinion or others, are prepared to assess the fairness of financial 
statement presentation rather than to conduct an in-depth investigation of fraud 
(Emeritus et al., 2012). Audits are historical, sample-based, and often unable to 
detect well-concealed fraud, especially when it involves top management 
(Newman et al., 1996). Limitations of time, cost, information, and potential 
auditor conflicts of interest (Ayuningtyas & Harymawan, 2022) can also reduce 
audit effectiveness. 
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The Influence of Political Connections on Financial Report Fraud 
The t-statistic test shows that Political Connections (PC) have a significant 

positive effect on financial statement fraud  with a coefficient of 0.015 and a 
significance of 0.032. Political connections provide management opportunities to 
avoid oversight, obtain legal protection, and engage in collusion that undermines 
transparency and governance (Vousinas, 2019). Previous studies also 
demonstrate that political connections increase the risk of financial statement 
manipulation, highlighting the need for stricter transparency regulations and 
limitations on political intervention in public companies. 
 
CONCLUSIONS AND RECOMMENDATIONS 

This study examines the effect of Fraud Hexagon variables, namely Asset 
Growth (AG), Monitoring Effectiveness (ME), Audit Opinion (AO), Board Change 
(BC), CEO Duality (CD), and Political Connections (PC) on Fraudulent Finansial 
Reporting in 18 construction companies listed on the J211 Index during the 2019–
2023 period. The results indicate that Asset Growth, Board Change, CEO Duality, 
and Political Connections have a significant positive effect, Monitoring 
Effectiveness has a significant negative effect, while Audit Opinion does not have 
a significant effect. The limitation of this study is the small sample size and the use 
of the M-score with eight relatively complex indicators. Therefore, it is 
recommended that future research consider using the F-score as an alternative. 

 
ADVANCED RESEARCH 

Future research is recommended to expand across industrial sectors, 
combine quantitative and qualitative methods, and include variables such as 
ownership structure, corporate governance, external pressures, and 
performance-based incentives to enhance understanding and prevention of 
financial statement fraud. This suggestion is given because the research is still 
limited to the construction sector, a quantitative approach, and certain variables. 
By expanding the sector, combining quantitative and qualitative methods, and 
adding independent variables such as ownership structure, corporate 
governance, external pressure, and performance-based incentives, future 
research is expected to provide a more comprehensive perspective while 
strengthening efforts to prevent financial statement fraud. 
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