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Purpose : This study investigates the empirical evidence of  financial targets, financial 
stability, external pressure, the nature of  the industry, and rationalization’s influence on 
financial statement fraud, with institutional ownership as a moderating variable.
Method : The population’s study included 58 publicly listed companies on the Indone-
sia Stock Exchange and formed the LQ45 in 2016–2018. Purposive sampling was used 
on 29 companies, and descriptive and regression analyses were performed using SPSS.
Findings : The results showed that financial targets have a positive effect on financial 
statement fraud, and the industry’s nature has a negative effect on financial statement 
fraud. In contrast, financial stability, external pressure, and rationalization do not im-
plicate financial statement fraud. In addition, institutional ownership could undermine 
the effect of  financial targets on financial statement fraud. Still, it could affect financial 
stability, external pressure, industry nature, or rationalization of  financial statement 
fraud. Users of  financial statements concentrate on the level of  corporate profit because 
the extent of  manipulation indicates that. 
Novelty : The research initiates an initial study that examines the engagement of  insti-
tutional ownership as a moderating variable because it not only increases but also risks 
the possibility of  fraud in the financial statements, which reflect financial performance.
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INTRODUCTION

Financial statements provide essential information about the company’s activities during a specific period for 
both internal and external parties. Financial statements are determined by the Indonesian Institute of  Accountants 
(IAI) and prepared based on Financial Accounting Standards. According to IAI, the financial statements present its 
financial position, financial performance, and cash flow (Maulana et al., 2018). This statement assists most users in 
making economic decisions and demonstrates management stewardship by using resources entrusted to financial 
statement users.

Therefore, the financial statements presented must comply with the Conceptual Framework of  Financial 
Reporting, which consists of  fundamental qualitative characteristics: relevance and precision, comparability, veri-
fiability, propriety, and understanding (Ratnasari & Solikhah, 2019). The financial statements motivate managers to 
improve the company’s performance through information quality that is complete, integrity, and reasonable (Muk-
hibad et al., 2019). The company’s existence is dependent on the ability of  investors, lenders, and policymakers to 
assess its financial performance and raise capital (Zimbelman, 1997).

However, not all company management realizes the importance of  a financial statement. There is often a 
deliberate misstatement in describing an enterprise’s financial position and performance. Misstatements can result 
from manipulation, falsification, or changes to financial statement data (Masengeli et al., 2019). Companies pre-
paring to go public typically attempt to provide the best possible impression of  their organization in addition to 
encouraging investors and generating revenues. Due to this reality, some managers can attempt to deceive in their 
financial statements (Nguyen, 2008). 

Fraud is meaningfully manipulating or misrepresenting, or using underhanded or dishonest methods to eli-
minate money, property, or legitimate rights belonging to others due to an action or the fatal effect of  the deed itself  
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(Carcello & Hermanson, 2008). Meanwhile, according to the Association of  Certified Fraud Examiners (ACFE), 
fraud is an intentional act or misrepresentation committed by persons or entities with the knowledge that the de-
ception defeats individuals, entities, or other parties (ACFE, 2020). Therefore, individuals and groups can deceive 
to obtain money, property, or services, avoid payments or services, or for personal gain. The ACFE classifies fraud 
into three types: financial statement fraud, asset misappropriation, and corruption (Wells, 2008). The ACFE survey 
explained that financial statement fraud has the most significant loss impact. Fraudulent financial statements are 
not detected early but become significant scandals detrimental to many parties (Septriyani & Handayani, 2018). 

Accounting scandals related to financial statement fraud have been widely reported and resulted in a 
company’s bankruptcy. The bankruptcy of  large companies due to financial statement fraud hits developed count-
ries where financial governance is relatively better. The cases of  Worldcom, Enron, Global, and Adelphia in the 
USA and Olympus, Toshiba, and Nissan Mitsubishi in Japan became a phenomenon of  financial statement fraud 
(Mukhtaruddin et al., 2020). In 2009, the Ministry of  State-Owned Enterprises officially deactivated three PT Was-
kita Karya (Persero) directors due to overstating net profit in the 2004–2007 financial statements. It was found in 
the re-examination that an excess recording of  IDR 400 billion occurs due to interest conflicts between management 
and public accountants (Idhom, 2014). PT Garuda Indonesia stumbled into a financial statement fraud scandal in 
2019. This case relates to violations of  OJK Regulation Number 29/POJK.04/2019 concerning annual reports of  
issuers or public companies (Amuna & Mouamer, 2020). In the examination, the Ministry of  Finance found vio-
lations related to revenue recognition in the cooperation agreement with PT Mahata Aero Teknologi, which was 
not following applicable accounting standards. Therefore, Garuda Indonesia is subject to a fine of  Rp 100 million 
(Dewi, 2019).   

Therefore, it is necessary to detect financial statements’ deception. SAS No.99 was issued to increase the 
effectiveness of  auditors in detecting fraud by assessing the risk factors of  financial statement fraud. The fraud 
triangle analysis from Cressey (1953) formulated some cheating risk factors that became the basis for SAS No. 
99. According to Cressey’s theory (1953), three conditions are always present in fraud: pressure, opportunity, and 
rationalization, referred to as the ”fraud triangle,” are risk factors for the emergence of  fraud in various situations 
(Cressey, 1953; Fisher, 2015). The first condition is financial pressure perceived by the fraud perpetrator, which he 
cannot disclose to others. The second condition is the opportunity to commit fraud, as perceived by the perpetrator 
of  cheating. The third condition, rationalization, is a justification that is whispered to fight the conscience of  the 
cheater (Tuanakotta, 2007). 

Several studies using the fraud triangle perspective still provide inconsistent findings. Tiffani & Marfuah 
(2015) study stated that financial stability and external pressure variables positively affect financial statement fraud, 
while effective monitoring has a negative impact. Meanwhile, other variables do not affect the lack of  financial 
statements. Reskino & Anshori (2016) researched another fraud triangle approach to show that financial targets po-
sitively affect financial statement fraud, while ineffective monitoring has a negative effect. The variables of  financial 
stability, rationalization, and auditor industry specialization do not affect financial statement fraud. The following 
research is a study from Muhandisah & Anisykurlillah (2016) that shows that financial stability, the industrial en-
vironment, and rationalization positively affect the prediction of  financial statement fraud. Nugraha & Susanto’s 
(2018) study using the fraud triangle theory shows that rationalization significantly affects financial statement fraud. 
Financial stability, external pressure, financial targets, the nature of  the industry, ineffective monitoring, and organi-
zational structure do not affect financial statement fraud significantly. Maulana et al. (2018) also examined financial 
statement fraud using a fraud triangle theory, and the results show that financial stability, external pressure, audit 
delay, and audit opinion positively affect financial statement fraud. 

Another research study from Akbar (2017) regarding fraud in manufacturing companies presents the result 
that rationalization significantly positively affects financial statement fraud, while financial stability and financial 
targets do not significantly affect financial statement fraud. Kristianti (2018) research on non-financial companies 
listed on the Indonesia Stock Exchange proves that financial stability, external pressure, and personal financial need 
positively affect fraudulent financial reporting. Fraudulent financial reporting is harmed by the organizational struc-
ture, the element of  opportunity (Said et al., 2017). The rationalization element, such as auditor switching, positi-
vely affects fraudulent financial reporting. Meanwhile, financial targets, the nature of  the industry, and ineffective 
monitoring have no effect (Manurung et al., 2015). According to other findings of  the previous research, there are 
still many inconsistent results; hence, it is clear that this issue requires additional investigation. 

This research also added institutional ownership variables as moderation variables because external institu-
tions own shared ownership—the higher the institution’s institutional ownership, the greater the control and super-
vision of  the company (Akbar, 2017). Shareholders engage as principals and management as agents on the inside of  
a firm. Their interaction arises from the corporate distinction between the company’s interests and management’s. 
Management is an entity contracted by the principal to perform for their benefit as their agent (Ghafoor et al., 2019; 
Kolsi & Grassa, 2017). By investing in a business and anticipating better investment returns, shareholders aim to 
strengthen their well-being. In the meantime, managers are responsible for preserving and managing the interests of  
shareholders because shareholders have supplied a source of  funding for the sustainability of  the company’s opera-
tions, but managers also enhance their government benefits.

The study’s purpose is to analyze the influence of  financial targets, financial stability, external pressure, the 
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nature of  the industry, and rationalization on the prediction of  financial statement fraud and test the effect of  in-
stitutional ownership moderation on the relationship. Initially, institutional ownership was used as a moderation 
variable on several variables, including financial targets, financial stability, external pressure, the nature of  the in-
dustry, and rationalization.

This study applies the Fraud Triangle Theory to detect financial statement fraud. The fraud triangle theory 
is the initiator of  other theories to determine whether or not this theory is still relevant in detecting financial state-
ment fraud. The fraud triangle theory cannot be studied directly; therefore, it must develop variables and proxies 
to be used. Independent variables that will be used for pressure factors are financial targets, financial stability, and 
external pressure (Evana et al., 2019; Maulana et al., 2018; Siahaan et al., 2019). 

Management will attempt to keep the company’s performance always improving from the previous year. 
This condition creates pressure on management as it performs the activities, especially concerning the financial per-
formance that allows fraud in its reporting. These study results are consistent with research conducted by Reskino 
& Anshori (2016), Nugraheni & Triatmoko (2017), and Septriani & Handayani, (2018), which state that financial 
targets positively affect financial statement fraud, defined as the first hypothesis. 

H
1
: Finansial targets positively affect financial statement fraud

Companies that are at a low level of  stability will not immediately make changes to the company’s perfor-
mance growth. It is recognized that such actions will deteriorate the company’s financial condition in the future. 
The company will attempt to maintain financial stability, although the consequence is to make some modifications 
to financial reporting, which is identified as reporting fraud. The results of  this study are in line with research 
conducted by Skousen et al., (2009), Tiffani & Marfuah (2015), Muhandisah (2016), and Septriani & Handayani 
(2018)  which state that there is an influence between financial stability on financial statement fraud, which defined 
as second hypothesis.

H
2
: Finansial stability positively affects financial statement fraud

When a company obtains a loan, there are most likely two reasons, which are an unpredictable decline in 
revenue and operational financing for company development. In general, companies take loans to expand their 
business, so the ratio of  debt to assets becomes relatively more visible (Suyoto, 2009). The increase in third-party 
funds that must be accounted for in operations also increases pressure on management Skousen et al. (2019). The 
increased responsibility for management’s performance due to external funds exposes the risk of  outright fraud to 
maintain sustainable performance. Thus, defines the third hypothesis as external pressure has a significant positive 
effect on financial statement fraud 

H
3
: External pressure positively affects financial statement fraud

Management is entrusted by investors to manage the company and will therefore do various efforts to per-
form favorably in front of  investors. If  the condition of  the company’s industry is decreasing, then management 
will potentially take advantage of  it to commence fraud. Conversely, if  industry conditions are favorable, the pos-
sibility of  fraudulent financial statements will be less. This indicates that management will logically maintain the 
performance reported in finance which has the potential to encourage fraud in the process. The results of  this study 
are following research conducted by Tiffani & Marfuah (2015), Wahyuni & Budiwitjaksono (2017), and Septriani 
& Handayani (2018) which state fourth hypothesis as the nature of  the industry has a significant positive effect on 
financial statement fraud.

H
4
: The nature of the industry positively affects financial statement fraud

In the assumptions of  the Fraud Triangle theory, human nature emphasizes that humans have personal inte-
rests. Management will attempt to demonstrate the best performance as a form of  accountability of  the authority to 
investors. As is the case in determining the company’s accrual rate, it will depend on the company’s management 
policy. Policies in determining the level of  accruals are often used by management to commit fraud. If  the accrual 
rate is high, then there are indications of  fraud. On the other hand, if  the accrual rate is low, the occurrence of  
fraudulent financial statements will be small. This indicates that rational changes in the level of  total accruals trigger 
the occurrence of  fraudulent financial statements (Tiffani & Marfuah, 2015, Reskino & Anshori, 2016, and Yendra-
wati, 2019). Thus it can define as the fifth hypothesis as rationalization has a significant positive effect on financial 
statement fraud

H
5
: Rationalization positively affects financial statement fraud

The role of  institutional ownership as a moderating variable in this study affects weakening the effect of  
financial targets on financial statement fraud. High institutional ownership has more optimal supervision of  com-
pany management so that management tries to improve company performance, one of  which is by meeting establis-
hed targets (Darmayanti et al., 2019). Institutional ownership can reduce the effect of  financial targets on financial 
statement fraud is stated as the sixth hypothesis. 
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H
6
: Institutional ownership weakens the influence of finansial targets on financial statement fraud

Referring to agency theory, management is always required to always show that the company is always in a 
stable state. When the company is in a stable condition, it will affect the increase in company value in the view of  
investors. The role of  institutional ownership is very influential because the greater the institutional ownership, the 
more monitoring of  the company will increase so that management performance will be better and make investors 
more confident in the company (Ghafoor et al., 2019; Kolsi & Grassa, 2017). It could be formulated that institutio-
nal ownership can reduce the effect of  financial stability on financial statement fraud as the 7th hypothesis. 

H
7
: Institutional ownership weakens the influence of finansial stability on financial statement fraud

Agents are frequently under pressure from principals to obtain additional funds to complete the company’s 
operations (Sari et al., 2019). Excessive pressure to obtain additional funds from third parties can encourage mana-
gement to commit fraudulent financial statements (Ghafoor et al., 2019). The amount of  institutional ownership 
has an impact on supervision so that third parties’ funds can be justified so that the 8th hypothesis formulated as 
institutional ownership can moderate the effect of  external pressure on fraudulent financial statements. 

H
8
: Institutional ownership moderates the influence of external pressure on financial statement fraud

The nature of  the industry has a relationship with agency theory due to asymmetric information between 
the agent and the principal. Management as an agent has more extensive information about the company’s condi-
tion and prospects than the principal so the overvaluation of  accounts in the company’s financial statements can 
be utilized by management as an opportunity to commit fraud in the financial statements. The role of  institutional 
ownership is influential because the greater the institutional ownership, the higher the supervision of  the company 
so that it can minimize the existence of  fraudulent financial statements (Akbar, 2017; Evana et al., 2019; Ghafoor 
et al., 2019). Thus, the 9th hypothesis formulated as institutional ownership can reduce the influence of  the nature 
of  industry on financial statement fraud. 

H
9
: Institutional ownership weakens the influence of the nature of industry on financial statement fraud

In this study, rationalization is related to the assumptions upon which agency theory is derived, that humans 
have a selfish nature as identified in the presumption that the performance performed by management is based 
on gaining appreciation from the principal. Therefore, management does various things to improve company per-
formance, including the possibility of  deceit and manipulation in financial statements (Akbar, 2017; Darmayanti 
et al., 2019). Institutional ownership has a role in reducing agency problems since institutional share ownership 
can contribute to external monitoring, so that management will not engage in actions that are disadvantageous 
to shareholders(Kolsi & Grassa, 2017). The 10th hypothesis formulated as institutional ownership can reduce the 
effect of  rationalization on financial statement fraud.

H
10

: Institutional ownership weakens the influence of rationalization on financial statement fraud

RESEARCH METHODS

The population of  this study is companies listed on the Indonesia Stock Exchange (IDX) during 2016 and 
2018 with financial data for quantitative analysis. These companies are established for their liquidity and market 
capitalization, which reflect the financial condition, growth potential, and transaction value of  the exchange. A 
sample of  companies was selected that are listed as LQ45 companies due to their capital contribution and influence 
on public trust. LQ45 companies are sensitive to the pressures, stability, and nature of  the industry and are at risk 
of  altering financial statements to maintain earnings consistency for investors to continue investing in the company.

The reason for selecting the 2016-2018 period is that many local and foreign companies have committed 
financial statement fraud in this year’s range. Purposive sampling is used to get a representative unit analysis based 
on specific criteria that have already been set as follows: the financial report published every year in February and 
August, and it stayed in business from 2016 to 2018; during the period from 2016 to 2018, the company releases 
annual reports and financial statements, the company’s financial statements were shown in units of  the rupiah 
currency and the company gives researchers all the information they need. The following summary of  operational 
definitions is presented in table 1.

Moderated regression analysis is used to test the hypothesis of  the presented model, with prior compliance 
with the classical assumptions of  the model. In this study, it used an absolute value difference test. The absolute 
value difference test is carried out to find the difference in the standardized absolute value between the two indepen-
dent variables. The hypothesis tested is the direct effect of  the financial target, financial stability, external pressure, 
nature of  the industry, and rationalization as independents variable on the fraud financial statement, and the next 
step identifies the direction of  the moderating effect of  institutional ownership on the influence each relationship of  
the independent variable on the dependent variable.



142Accounting Analysis Journal 11(2) (2022) 138-148

RESULTS AND DISCUSSIONS

Based on table 3, the frequency distribution of  the financial target variable of  16.7% is classified as low, while 
financial stability of  39.9% is classified as low.  The external pressure of  35.65% is classified in the low category 
because it is under 50%. The rationalization variable is classified as a low level, which is 28.8%, while the nature 
of  the industry is in the medium category because those with a receivable level of  87.7% are still below 90%. The 
results of  the frequency distribution of  institutional ownership show a low, which is 50.7%.

The moderation regression analysis determines whether the moderating variable strengthens or weakens the 
relationship between the independent and dependent variables. The classical assumption test consists of  normality, 
multicollinearity, autocorrelation, and heteroscedasticity tests. The normality test is used to determine whether the 
data is typically distributed. Table 2 shows that the Kolmogorov-Smirnov value is 0.090 and the asymp sig value is 
0.200, which is greater than 0.05, indicating that residual data is normally distributed.

Table 2 also shows that there are no independent variables with a tolerance value of  less than 0.10, meaning 
there is no correlation between independent variables. The test results also showed the VIF value of  the absence of  
multicollinearity between independent variables in the regression model because the VIF value was more than one 
but less than 10. So it can be concluded that there is no multicollinearity in the model. The autocorrelation test in 
this study was carried out using the Durbin-Watson test (DW test). Based on Table 2, the Durbin-Watson value of  
1.878 is greater than the upper limit of  dU 1.802 and less than 4 - 1.802 (4-dU); it can be concluded that there is no 
autocorrelation in the regression model. The heteroskedasticity was performed with the Glejser test are resulted in 
table 2. Based on the Glejser test, the significance values of  each independent variable: financial targets (ROA), fi-
nancial stability (ACHANGE), external pressure (LEV), nature of  the industry (RECEIV), rationalization (TATA), 
and institutional ownership (INST) are all greater than the significance value of  0.05. It can be concluded that there 
is no heteroscedasticity problem.

The moderation regression analysis was used to test the effect of  institutional ownership as a moderating 
variable on financial targets, financial stability, external pressure, the nature of  the industry, and the rationalization 
of  financial statement fraud. The following result is shown in table 3. The financial targets coefficient (ROA) of  
0.155 (0.002) is significant and indicates that financial targets affect financial statement fraud. The financial stability 
coefficient (ACHANGE) of  0.043 (0.281) is insignificant and suggests that financial stability does not affect finan-
cial statement fraud. The external pressure coefficient (LEV) of  0.058 (0.460) is insignificant  and demonstrates that 
external pressure does not affect financial statement fraud. The nature of  the industry (RECEIV) of  -0.340 (0.001) 
indicates that the nature of  the industry affects financial statement fraud. A rationalization coefficient (TATA) of  
-0.086 (0.132) is insignificant and presents that rationalization does not affect financial statement fraud. 

Table 1. Variable Operational Definition

Variable Definition Measurement Scale

Fraud Financial 
Statement

Deliberate misstatement of  financial state-
ments through the omission of  some crucial 
disclosures

FFS= Accrual Quality + Financial 
Performance
(Dechow et al. , 2007)

Ratio

Financial Targets Targets set to measure management perfor-
mance

ROA= Net Profit After Tax / Total 
Assets
(Skousen et al. , 2009)

Ratio

Financial 
Stability 

A state of  affairs that demands the financial 
condition of  the company in a stable condition

ACHANGE= (Total Assets year t – 
Total Assets year t-1 / Total Assets 
year t-1)
(Skousen et al. , 2009)

Ratio

External Pressure Excessive pressure for management to meet the 
requirements or expectations of  third parties

LEV = Total Debt / Total Assets
(Skousen et al. , 2009)

Ratio

Nature of  
Industry

The ideal state of  an enterprise in the industry RECEIV= (Receivable t / Sales t) – 
(Receivable t-1 / Sales t-1) 
(Skousen et al. , 2009)

Ratio

Rationalization Justification of  fraudulent acts committed as 
acceptable. 

TATA= (Income Before Extraordi-
nary Items – Cash Flow From Op-
eration) / (Total Assets t)
(Skousen et al. , 2009)

Ratio

Institutional 
Ownership

The existence of  share ownership from other 
institutions in the company

INST= (Shares Owned by Other In-
stitution) / Shares Outstanding
(Apriliana & Agustina, 2017)

Ratio
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The financial targets coefficient of  -0.137 (0.021) is significant and points out that financial targets undermin-
ed by institutional ownership affect financial statement fraud. The financial stability coefficient of  0.002 (0.973) is 
insignificant and shows that financial stability is not moderated by institutional ownership of  financial statement 
fraud. The coefficient of  an external pressure of  -0.003 (0.967) indicates that external pressure does not moderate 
institutional ownership financial statement fraud. The coefficient of  the nature of  the industry of  -0.015 (0.835) is 
insignificant and shows that the nature of  industries does not moderate by institutional ownership affecting finan-
cial statement fraud. The coefficient of  rationalization of  0.174 (0.024) is significant and indicates that the rationa-
lization enhances by institutional ownership affects financial statement fraud.  

Table 3 demonstrates that financial targets significantly affect financial statement fraud, resulting in H
1
 being 

accepted. This study indicates that the greater the company’s financial target, the greater the chance of  financial 
statement fraud. The high percentage of  ROA levels in the low category is due to the low-profit margins of  research 
sample companies. A case like this can pressure management to meet profit expectations like the previous year’s. 
Management will be tempted to lie on financial statements. The return on assets (ROA) utilized as a proxy for fi-
nancial targets in this study illustrates how efficiently the assets have operated or how much the rate of  return on 
assets owned by the company has increased as a measure of  operational effectiveness (Manurung & Hadian, 2013; 
Puspitadewi & Sormin, 2018; Skousen et al., 2009). 

The management strategy will prepare every effort to improve the company’s performance, especially in the 
past year. This fact is all in response to the growing pressure placed on businesses to live up to their obligations. This 
finding is following the fraud triangle analysis which emphasizes that pressure, in this case, proxied by ROA, has a 
significant positive impact on financial statement fraud. Management is responsible for improving the company’s 
performance and ensuring it is in another financial situation. In addition, management is required to perform follo-
wing the established regulations. Consequently, when the firm’s profit is low, it is characterized in such a way that 
it meets predetermined targets in addition to gaining positive feedback from investors. The findings of  this  rese-
arch are consistent with those found in existing studies by Reskino & Anshori (2016) and Septriyani & Handayani 
(2018), all of  which concluded that financial targets play a role in the commission of  financial statement fraud. 

Table 2. Classical Assumption Test Results

Items Value

Multicollinearity Test Tolerance VIF

ROA .401 2.494

ACHANGE .752 1.330

LEV .643 1.554

RECEIV .962 1.040

TATA .422 2.369

INST .659 1.517

Heteroskedasticity Test

t Sign

ZROA .588 .558

ZACHANGE -.183 .855

ZLEV -.516 .608

ZRECEIV .743 .460

ZTATA -1.000 .321

Normality Test

Statistical Test of  Kolmogorov-Smirnov Test 0.090

Asymp. Sig. (2-tailed) 0.200

Autocorrelation Test

Durbin-Watson 1.878

Source:  SPSS output, 2021.
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Hypothesis 2 was rejected and defined no significant relationship between financial stability and financial 
statement fraud. This conclusion demonstrates that a firm’s ability to facilitate financial statement fraud will not be 
affected by the company’s high or low financial stability. The total asset change ratio determines whether the com-
pany is ready to expand its assets or is experiencing a decline in asset management between the current year and the 
previous year (Kusuma Indar Prehantika, 2016). This test determines whether the company is financially reliable. 
The fact that the company has not been sufficient to retain the same level of  financial security in its operations is 
reflected in the consistent rise or fall in its assets each year. The pressure affecting managerial performance might be 
a factor in the company’s financial stability. Management will commit fraud on the financial accounts even though 
they have done everything in their power to ensure that the company is in a secure financial position. According to 
Skousen et al. (2009a), when a firm has slower-than-average growth in its assets, the management will most likely 
falsify its financial records to improve its prospects. Nonetheless, the results of  this study contradict the statement. 
This result is possible due to companies with low financial stability, but similar entities in the same industry also 
have low stability. Therefore, the management is not worried about losing investors because the state of  financial 
stability experienced is the same as that of  other competitors.

Companies with low stability or under the average will not immediately change the company’s assets growth 
because this will aggravate the company’s future financial condition. Companies will manipulate the asset growth 
to show their financial stability and find it challenging to acquire funds or investments from internal and external 
parties. The company has a challenge to develop, which will impact its worst financial stability in the future. The 
results are consistence with considerable research, such conducted by Afrialdi (2019), Reskino & Anshori (2016), 
and Yendrawati et al. (2019) that there was no influence between financial stability and financial statement fraud. 

Hypothesis 3 states that external pressure positively affects financial statement fraud and is rejected. It in-
dicates that high and low external pressures would not affect its ability to commit financial statement fraud. The 
level of  debt ratio (leverage) in this study was not affected by financial statement fraud because the level of  debt 
ratio was relatively low. The findings exposed that high leverage, as a proxy for external pressure, does not pressure 
management to commit financial statement fraud, whereas low leverage does. It can be caused by the fact that the 
company is getting a loan for two reasons: an unpredictable decrease in income and operational financing for the 
company’s development. 

Usually, companies get loans for business expansion and automatically make a high debt-to-asset ratio (Put-
ra, 2012). Operational funds from external parties will increase production and sales, increasing profits and pressure 
management to decrease fraud. In addition, obtaining company funds is not only through debts to outside parties; it 
can also reissue shares to obtain a source of  funds from investors. The results are coherent with research conducted 
by Afrialdi (2019), Reskino & Anshori (2016), and Yendrawati et al. (2019), which stated that there was no influence 
between external pressure and financial statement fraud. According to the findings of  this study, the high-low debt 
ratio cannot always be used to detect financial statement fraud.

Hypothesis 4 expresses that the industry’s nature positively affects financial statement fraud. The result was 
indicated that H

4
 rejected because the nature of  the industry proxied by the percentage of  changes in receivables to 

sales (receivable) at the average industry level. When the company has a high receivables ratio, it can be interpreted 
that the accounts receivable will reduce the cash amount used for its operational activities. Limited cash can be an 
encouragement for management to commit financial statement fraud. This study’s level of  receivables ratio tested 
no positive effect on financial statement fraud because the level of  receivables ratio was classified as moderate ave-
rage at the industry level. The study’s results are related to agency theory, where management is a party trusted by 

Table 3. Moderated Regression Analysis Test

Variables Frequency Coefficient t Sig. Hypothesis Decesion

(Constant) .042 .900 .371

ZROA 16.7% .155 3.164 .002 H
1

Accepted

ZACHANGE 39.9% .043 1.088 .281 H
2

Rejected

ZLEV 35.6% .058 .743 .460 H
3

Rejected

ZRECEIV 87.7% -.340 -3.423 .001 H
4

Accepted

ZTATA 28.8% -.086 -1.527 .132 H
5

Rejected

ZROA_ZINST -.137 -2.372 .021 H
6 Accepted

ZACHANGE_ZINST .002 .034 .973 H
7 Rejected

ZLEV_ZINST -.003 -.041 .967 H
8 Rejected

ZRECEIV_ZINST -.015 -.209 .835 H
9 Rejected

ZTATA_ZINST .174 2.310 .024 H
10 Accepted

R2 46.2%
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investors to manage the company. 
Therefore, the management will perform various measures to present the best performance to investors. If  

the company’s condition degenerates, the management will use it to commit fraud. Otherwise, if  the industry con-
ditions are good h, the chances of  financial statement fraud will be low. This result indicates that changes in the 
receivables ratio during the study year did not trigger the occurrence of  financial statement fraud. The study results 
are consistent with research conducted by Septriyani & Handayani (2018), Tiffani & Marfuah (2015), and Wahyuni 
et al. (2018), which stated that there was no influence between the nature of  the industry and financial statement 
fraud. According to the findings of  this study, the high-low receivables ratio cannot always be used to detect finan-
cial statement fraud. 

The study’s results show that the rationalization proxied with total accruals (TATA) percentage does not 
affect financial statement fraud, so H

5
 is rejected. This result indicates that the rate of  total accruals is below the in-

dustry average. The accrual method recognizes or records receipts and expenses when transactions occur, not when 
cash is received or paid. Management frequently manipulates revenue by recording receipts when transactions occur 
to achieve the desired profit. Therefore, when the company has a high total accrual ratio, it can be interpreted that 
fraud may occur. However, the level of  the total accrual ratio was not affected by financial statement fraud because 
the level of  the total accrual ratio was relatively low. The study’s results are related to agency theory, where several 
assumptions underlie this theory, one of  which is the assumption of  human nature (Ermongkonchai, 2010).

The assumption of  human nature emphasizes self-interest, making management demonstrate the best perfor-
mance as an authority and accountability toward investors. The company’s management policies will determine the 
accrual rate of  the enterprise and use policies to determine the accrual level to commit fraud. Indication of  fraud 
will be shown if  there is a high accrual rate. This result indicates that the change in the level of  total accruals did 
not stimulate the occurrence of  financial statement fraud. The study’s results are consistent with Tiffani & Marfuah 
(2015) who stated there was no relation between rationalization and financial statement fraud. The study results 
confirmed that the ratio of  accrual levels could not be used constantly as the financial statements fraud indicator.

This study used a moderation regression model. The analysis results suggest that financial targets signifi-
cantly influenced financial statement fraud, and then the financial target undermined by institutional ownership in 
a significant negative value. The result shows that institutional ownership can deliberate the influence of  financial 
targets on financial statement fraud, so H

6
 is accepted. Management is an agent appointed by the shareholder (prin-

cipal), who is given the task and authority to manage the company. Management must consistently implement the 
tasks with the best performance to achieve the financial targets (Peecher et al., 2007). Otherwise, management is 
also self-interested in getting bonuses or commissions for their performance, so the targets increase the possibility of  
financial statement fraud. Financial targets directly affect financial statement fraud and institutional ownership as 
a moderating variable deliberate the financial targets’ influence on financial statement fraud. High institutional ow-
nership has more optimal supervision to improve the best performance. The possibility of  institutional ownership 
undermines the influence of  financial targets on financial statement fraud because high financial targets indicate 
excessive pressure on management, which will do everything possible to achieve these targets and indirectly increase 
financial statement fraud. 

Hypothesis 7 states that institutional ownership can undermine the effect of  financial stability on financial 
statement fraud. The direct effect results in a significant value and the undirect shows that the financial stability is 
positively moderated by institutional ownership, so H

7
 is rejected. It means that the stability of  a company’s finances 

and the institutional ownership role in supervising its performance cannot be a benchmark for fraudulent financial 
statements. Management is always required to remain to show the stability of  a company. When the company is 
stable, it will affect the increase in its value for investors. The institutional ownership role is influential because it 
will increase the monitoring process so that management performance will improve and investors will have more 
trust. The stable condition and high institutional ownership will help the company avoid financial statement fraud. 
Financial stability in this study does not directly impact financial statement fraud. The results showed that the exis-
tence of  institutional ownership could not determine the intensity of  the influence of  financial stability on financial 
statement fraud (Apriliana & Agustina, 2017; Khaddafi et al., 2018). 

Based on the financial stability frequency distribution results, the study sample was included in the category 
with a low level of  company stability of  60.3%. Meanwhile, the result of  the distribution of  institutional ownership 
frequency is 50.7% and is classified as low. The results stated that institutional ownership could not moderate the 
effect of  financial stability on financial statement fraud predicted because the level of  institutional ownership in the 
sample was relatively low, so the monitoring conducted was not optimal. Another possibility is that the amount of  
institutional ownership has not changed, whereas 15 of  the 29 sample companies whose institutional holdings did 
not change, and the shares outstanding did not increase during the year of  observation. The constant number of  
institutional holdings and outstanding shares causes insignificant results.

Hypothesis 8 states that institutional ownership can weaken the influence of  external pressure on financial 
statement fraud. The regression analysis of  the effect of  external pressure on financial statement fraud and how in-
stitutional ownership moderated resulted in insignificant direct and indirect effects of  institutional ownership mode-
ration, so H

8
 is rejected. The results contradict the agency theory, which states that the company’s survival is in the 

agent while the principal is under pressure to find additional funds for operational activities (Apriliana & Agustina, 
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2017; Khaddafi et al., 2018).  Excessive pressure from third parties can stimulate management to conduct finan-
cial statement fraud. Hypothesis testing  can be interpreted to mean that the financial statement fraud presence is 
unaffected by high and low external pressure moderated by institutional ownership. Institutional ownership is likely 
unable to moderate the effect of  financial stability on financial statement fraud because the number of  institutional 
owners in the research sample has not changed. There were 15 of  the 29 sample companies whose institutional 
holdings did not change, and the shares outstanding during the year of  observation did not increase.

Hypothesis 9 states that institutional ownership can weaken the influence of  the nature of  industry on finan-
cial statement fraud. The results of  the moderating regression analysis presented a significant value of  institutional 
ownership in influencing the nature of  the industry on financial statement fraud. Therefore, institutional ownership 
undermines the influence of  the nature of  the industry on financial statement fraud, so H

9
 is accepted. The nature of  

industry relates to agency theory because it reflects the asymmetric information between the agent and the principal. 
Management, as an agent, has broader information about the state and prospects of  the company than the principal. 
The determination value more significant than the calculated point based on the company’s financial statement 
estimation can be used to commit financial statement fraud. Institutional ownership is very influential because the 
more significant the ownership, the more it will increase monitoring, and it can minimize the existence of  financial 
statement fraud that the management will encourage (Khaddafi et al., 2018).

The nature of  the industry has a direct negative impact on financial statement fraud, and it showed that the 
existence of  institutional ownership could weaken the influence of  the nature of  the industry on financial statement 
fraud. This result also indicates that the rate of  change in receivables is on par with the industry average. The diffe-
rence in the condition of  receivables at the LQ45 Company makes changes in receivables unable to detect financial 
statement fraud. Otherwise, the assessment of  subjective accounts is inevitable in the company’s operational acti-
vities, so it cannot provide an opening for management to commit fraud on the financial statements. Then, institu-
tional ownership gave more optimal supervision and monitoring to deliberate further the relationship between the 
nature of  the industry and financial statement fraud.

The regression analysis result of  hypothesis 10 confirmed an insignificant direct effect on the rationalization 
of  financial statement fraud but a significant result moderated by institutional ownership moderating rationalizati-
on on financial statement fraud; therefore, H

10
 is accepted. Rationalization is related to an agency theory, namely 

the assumption of  human nature, which emphasizes that humans have the nature to be self-interested. This fact 
is connected to the management’s assumption that the performance performed is based on getting appreciation 
from the principal (Kim et al., 2019). Therefore, the management justifies all actions to improve the company’s 
performance, including committing financial statement fraud. Institutional ownership has a role in reducing agency 
problems because institutional ownership of  shares can help monitor the company so that management will not 
act detrimentally toward shareholders. In this study, rationalization has no direct impact on financial statement 
fraud. The results showed that the existence of  institutional ownership could weaken the intensity of  the influence 
of  rationalization on financial statement fraud. However, this study’s accrual level is relatively low, so it does not 
trigger financial statement fraud. The company’s fairly good accrual conditions, coupled with the more optimal 
supervision of  institutional ownership, further weaken the influence of  rationalization on financial statement fraud.

CONCLUSIONS

The results show that financial targets have a positive effect on financial statement fraud but the nature of  the 
industry negatively affects financial statement fraud. Financial stability, external pressure, and rationalization do 
not affect financial statement fraud. Additionally, institutional ownership can undermine the influence of  financial 
targets on financial statement fraud but cannot debilitate the influence of  financial stability, external pressure, the 
nature of  the industry, or the rationalization of  financial statement fraud. 

The sample used in this study has covered all sectors, but the short study period indicates that only a few 
variables affect financial statement fraud. The limitation of  the study period, which is only three years, provides the 
potential for limited data analysis over time. A long period of  data analysis will provide a higher level of  accuracy in 
the determination of  the independent variables in the regression. The low R2 level of  only 46.2% is an indication of  
the need for this. Further recommendations were to increase the number of  samples and extend the study period, by 
at least five years. Due to the relatively limited value of  determination in the following study, adding other variables 
that can affect financial statement fraud, which is a strong determinant of  financial statement fraud. Several studies 
on the development of  the fraud triangle, including the fraud diamond, include the opportunity proxied by the ef-
fectiveness of  supervision, the organizational structure, and the change of  auditors, which is recommended. Other 
theories such as the fraud hexagon add capability, ego and collusion that can strengthen the existence of  internal 
control in this study. Researchers are further advised to develop this study by using other moderating variables, such 
as capability or financial distress, to influence independent variables on financial statement fraud.
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