
 

340 
 

DOES COVID-19 ENCOURAGE BANKS TO COMMIT FINANCIAL STATEMENT 

FRAUD? A PENTAGON PERSPECTIVE 

Falsa Dzaky Arifian 1*, Indira Januarti 2 
1* Accounting Department of Diponegoro University, falsadzakyarifian6320@gmail.com 

2 Accounting Department of Diponegoro University, ienjanuarti@gmail.com 

 

Abstract 

The research aims to analyze the effect of liquidity, effective monitoring, external auditor 
quality, managerial ability, and CEO tenure on fraudulent financial reporting in banking 
companies. The research was conducted at banking companies listed on the Indonesia Stock 
Exchange from 2017-2021. This study includes data on the pandemic years, namely 2020 and 
2021 to see the impact on changes in banking tendencies to commit financial statement 
fraud and is explained using the fraud Pentagon theory approach. The observed data in this 
study were 190. Ordinary least squares were used to examine the relationship between 
research variables. The regression analysis results show that external auditor quality has a 
negative effect, managerial ability, and CEO tenure have a positive effect on financial 
reporting fraud. Meanwhile, liquidity and effective monitoring have no effect on fraudulent 
financial statements. This research has implications for good audit quality to prevent fraud. 
Managerial ability and tenure CEOs who commit financial reporting fraud need to be of 
concern to regulators. 
Keywords: Banking, Covid-19, Financial Statement Fraud, Pentagon. 

INTRODUCTION 

The existence of a financial statement is very important to maintain the efficiency of a 
country's capital market because financial reports provide important disclosures for assessing the 
condition of a company. However, sometimes the financial statements are intentionally 
misstated (Zimbelman et al., 2014). The results of a survey conducted by the Association of 
Certified Fraud Examiners (ACFE) in Occupational Fraud 2022: A Report to The Nations, show that 
as many as 9% of fraud cases in the world are financial statement fraud with a total loss of 
$593,000 (ACFE, 2022). The financial statement fraud scheme is the scheme that has the lowest 
number of cases but results in the greatest losses compared to other fraud schemes such as 
corruption and assets misappropriation. The results of another survey in the 2016 Indonesia 
Fraud Survey revealed that 2% of fraud in Indonesia is financial statement fraud (ACFE Indonesia 
Chapter, 2016). This figure increased to 9.2% in the next survey in the 2019 Indonesia Fraud 
Survey with losses reaching IDR 242.26 billion in 2019 (ACFE Indonesia Chapter, 2020). 

The survey results of ACFE (2022) also show that the majority of fraud cases result in losses 
in the banking and financial services industry sector. Fraud cases in the banking and financial 
services industry in the world reached 351 cases with a median loss of $100,000. This condition 
causes banking to become an industry that has the largest number of fraud cases compared to 
other industries. Of the 351 cases of fraud in the banking and financial services industry, 11% of 
them were financial statement fraud (ACFE, 2022). In line with the survey, ACFE Indonesia 
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Chapter (2020) found that as much as 41.4% of banking and financial services suffered losses due 
to fraud. Surveys conducted by ACFE (2018, 2020, 2022)  in the last five years show an increasing 
trend of financial statement fraud cases in the banking and financial services industry. The 
increase in the percentage of financial report fraud cases in the banking and financial services 
industry can be seen in Figure 1 below. 

 

Figure 1. Financial Statement Fraud Cases in Banking and Financial Services 

Figure 1 above shows that there has been an increase in the number of fraudulent financial 
reporting cases in the banking and financial services industry. Even though there was a decrease 
in the findings of financial statement fraud cases in 2016-2018, the trend of increasing the 
number of fraud cases occurred again in the following period. This shows that banks are still not 
free from the magnitude of the fraud risk. 

In the period from 2020 to 2021, banking companies will also be faced with the Covid-19 
pandemic which will have an impact on many things. The Covid-19 pandemic has caused the 
credit quality of customers to decline, and interest rates have become low and have continued 
from year to year (Badan Kebijakan Fiskal Kemenkeu RI, 2021). The pressure to maintain liquidity 
during deteriorating credit quality has forced banks to work extra hard to keep their business 
running properly and transparently without fraud. 

The Covid-19 pandemic has also forced banking companies to make adjustments that can 
create loopholes for fraud. This form of adjustment is like switching activities from those that 
were originally face-to-face to online. This change makes direct supervision more difficult to do 
so the gap for fraud is getting bigger. A survey by ACFE (2022) shows several changes in activity 
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during the Covid-19 pandemic to be a factor that encourages someone to commit fraud. The 
results of the survey show that changes in work systems from offline to online (remote) are the 
biggest factors causing the fraud loopholes in companies to widen. Data obtained from the 
financial reports of banking companies on the Indonesia Stock Exchange show an increasing trend 
of discretionary loan loss provisions which reduced the quality of financial reports during the 
Covid-19 pandemic, as shown in Figure 2 as follow. 

 

Figure 2. Discretionary Loan Loss Provision 

Based on Figure 2 above, the amount of discretionary loan loss provision (DLLP) shows an 
increase in 2020. In 2018 and 2019 before the Covid-19 pandemic, the DLLP value was at 6% -7%. 
This figure then rose to 8% in 2020 which was the first year of the Covid-19 pandemic. This shows 
that during the pandemic there was an increase in the value of DLLP which had implications for a 
decrease in the quality of financial reports. If the financial statements have low quality, the risk 
of fraud in the financial statements will be even greater. This condition shows that efforts to 
prevent and detect fraud during the Covid-19 pandemic should not be ignored. 

One approach that can be used to build fraud prevention and detection efforts is to use a 
fraud theory approach. One of the fraud theories that can be used is the Pentagon fraud theory. 
The Pentagon theory fraud model has more complete elements and is better able to describe the 
factors that cause someone to commit fraud compared to previous theories. The elements in the 
Pentagon theory fraud model require proxies to facilitate measurement in research. Proxies that 
can be used in research with fraud Pentagon theory include liquidity as a proxy for pressure, 
effective monitoring as a proxy for opportunity, external auditor quality as a proxy for 
rationalization, managerial ability as a proxy for competence, and CEO tenure as a proxy for 
arrogance. 
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There has not been much research on the dimension of fraud theory that uses liquidity as a 
proxy for pressure. Therefore, liquidity is a relevant proxy for describing management's 
motivation for committing fraudulent financial reporting in banking companies. Proxies that are 
often used include profitability ratios, namely, return on assets (ROA) and solvency ratios, namely 
the debt to equity ratio (DER) as done by Demetriades & Owusu-Agyei (2022), Khamainy et al. 
(2022), Nugraheni & Triatmoko (2014). Research conducted by Indarto & Ghozali (2016)on 
banking companies in Indonesia, shows that banking liquidity has a significant effect on financial 
statement fraud. Meanwhile, different results are shown by research Adi (2014) which states that 
banking liquidity has no effect on financial statement fraud. 

Effective monitoring that exists within the corporate environment limits management's 
opportunities to commit fraud. Effective monitoring of the company in accordance with good 
corporate governance must be carried out by the board of commissioners through an 
independent commissioner. Therefore, effective monitoring can be a proxy for opportunity 
elements that are relevant for detecting fraud in banking companies. Research using the Covid-
19 pandemic period, not many have seen the effect of effective monitoring on fraudulent 
financial reporting. Previous research in relation to effective monitoring conducted by Khamainy 
et al. (2022) shows that effective monitoring has a significant effect on fraudulent financial 
reporting. The results of research by Fitri et al. (2019), Ghafoor et al. (2022), and Tinambunan & 
Januarti (2022) proved that a small number of commissioners leads to fraudulent financial 
reporting. Different results are shown by the study Koharudin & Januarti (2021), Omukaga (2020), 
and Hasnan et al. (2013), which proved that the independence of the board has no effect on 
fraudulent financial reporting.  

The quality of external auditors as a proxy for rationalization. Management will be more 
careful using the flexibility of accounting policies. The Covid-19 pandemic has made it possible 
for auditors to provide greater tolerance for the accounting policies used by management as a 
result of new things emerging. External auditors who fall into the Big Four category have better 
human resource capabilities than small public accounting firms. Therefore, auditors from the Big 
Four are more able to detect fraud. Research conducted by Apriliana & Agustina (2017)  shows 
that the quality of external auditors has a significant effect on fraudulent financial statements. 
While research Syarif et al. (2021) show different results, namely the quality of external auditors 
has no effect on fraudulent financial statements. 

The managerial ability proxy describes the element of competence. Managerial ability is the 
ability possessed by management in utilizing input (company resources) to produce output 
(income) (Hakim et al., 2022). In many studies such as in Demetriades & Owusu-Agyei (2022) and 
Khamainy et al. (2022), competence is proxied by changes in directors. In this research Managerial 
ability is used as a proxy for competence because it can be measured for each period. In addition, 
there has not been much research using the fraud theory approach that uses managerial ability 
as a proxy for competence. 

The last element of the Pentagon theory fraud model is arrogance, shown by CEO tenure 
which describes how long a person has been CEO of the company. The definition of arrogance 
Howarth (2011) is an attitude that shows someone's superiority so that there is a feeling that 
internal control does not apply to him. CEOs who have long tenures have a high position in the 
company because they are considered senior and have a lot of experience and knowledge about 
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the ins and outs of the company. Research by Altunbaş et al. (2018) shows that CEOs who have 
relatively long tenures tend to produce less quality financial reports. Research results from 
Sumayyah & Ladepi (2020) show that there is a significant positive effect of CEO tenure on 
earnings management. Meanwhile, research conducted by Cahyadi & Davianti (2020) shows that 
there is no significant effect of CEO tenure on earnings management. Previous research by 
Tinambunan & Januarti (2022), Koharudin & Januarti (2021), Septriani & Handayani (2018), Tessa 
& Harto (2016) has also used more of the number of CEO photos shown in annual reports as a 
proxy for arrogance with no effect to financial statement fraud. 

Previous studies such as research conducted by Hakim et al. (2022), Khamainy et al. (2022), 
Tinambunan & Januarti (2022), Koharudin & Januarti (2021), Indarto & Ghozali (2016), and Tessa 
& Harto (2016) have not used the pandemic years, namely 2020 and 2021 as objects in research. 
Therefore, it is important to test fraudulent financial statements in banking companies until the 
Covid-19 pandemic. Based on the explanation above, this study aims to test and provide empirical 
evidence regarding fraudulent banking financial statements by using the Pentagon theory which 
includes pressure (liquidity), opportunity (effective monitoring), rationalization (external auditor 
quality), competence (managerial ability), and arrogance (CEO tenure). The differences between 
this research and previous research include using the time before the Covid-19 pandemic, 
measuring pressure with liquidity, while previous research used more financial targets or external 
pressure, arrogance used CEO tenure, while various previous studies used photos of CEOs. For 
dependent measurements, discretionary loan loss provisions are used, whereas, in previous 
studies, the Beneish M-Score or F-Score was used. Thus, this research is expected to contribute 
to developing knowledge, adding new insights, and providing a source of reference for further 
research on financial report fraud. This research is also expected to assist companies in the 
financial sector and regulators in developing anti-fraud programs in the form of prevention, 
detection, and investigation of financial report fraud. 

LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

Management fraud behavior can be explained through agency theory. In agency theory, 
there is a relationship between the principal and the agent in a company which is called an agency 
relationship. This relationship is defined by Jensen et al. (1976) as a contract involving one or 
more persons called the principal with another person called the agent to perform some services 
on behalf of the principal which involves delegating some decision-making authority to the agent. 
In the theory sparked by Jensen et al. (1976), the principal delegates his work to the agent in the 
hope that the agent will act in accordance with the interests of the principal. However, in this 
theory, both parties maximize their mutual utility so that the agent will not always act in the best 
interest of the principal (Jensen et al., 1976). Agents are considered to have opportunistic traits 
that prioritize their interests over the interests of the principal (Bendickson et al., 2016). This 
situation triggers a conflict of interest between the principal and the agent. This conflict of 
interest is referred to as an agency problem. The agent has more complete information regarding 
the field of work delegated to him, while the principal cannot fully receive all the information in 
full. This causes an information asymmetry between the principal and the agent. This information 
asymmetry then causes the possibility that the agent will commit moral hazard to fraud that is 
detrimental to the principal. 
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The emergence of a theory that discusses the factors that influence a person to commit fraud 
begins with the fraud triangle theory put forward by Cressey (1953). The fraud triangle model has 
been developed several times, as was done by Wolfe & Hermanson (2004) which is known as the 
fraud diamond theory. This theory adds another component to the fraud triangle namely 
capability. Apart from Wolfe & Hermanson (2004) fraud diamond theory, another theory that 
developed the fraud model triangles are fraud the Pentagon theory put forward by Howarth 
(2011). The Pentagon fraud model adds two elements to the existing elements of the fraud 
triangle model. The two elements are competence and arrogance. Understanding pressure, 
opportunity, and rationalization are the same as the fraud model triangle, while the definition of 
competence in Pentagon fraud has a similar meaning to capability in the fraud model diamonds 
(Pamungkas et al., 2018). The last element of the fraud Pentagon model is arrogance. According 
to Howarth (2011), arrogance is an attitude that shows someone's superiority so that there is a 
feeling that internal control does not apply to him. This arrogant attitude makes fraud 
perpetrators feel they have more power than others and ignore the internal controls around 
them. Therefore, arrogance makes someone dare to commit fraud. 

ACFE (2022) categorizes fraud into three main categories, namely asset misappropriation, 
corruption, and financial statement fraud. Within these three categories, each has a different 
scheme for that to happen. According to Schilit (1993), fraudulent financial statements are 
actions taken intentionally to conceal or distort the actual financial performance of an entity. 
Based on the classification of fraud schemes made by ACFE (2022), financial statement fraud can 
occur through overstated or understated net income schemes. Each of these schemes can be 
explained in more detail through the same five sub-schemes, namely time differences, fictitious 
revenue, concealed liabilities and expenses, improper asset valuation, and improper disclosure. 

The Covid-19 pandemic has had an impact on all aspects of life, including the emergence of 
financial statement fraud. The pandemic has created greater pressure and opportunity for banks 
to increase the risk of fraudulent financial reporting. Hsu & Yang (2022) conducted research by 
testing the effect of corporate governance on the quality of financial reporting during the Covid-
19 pandemic. The results of the study show that the quality of financial reports during the Covid-
19 pandemic was reduced compared to the pre-pandemic period. In other words, fraudulent 
financial reporting increased during the Covid-19 pandemic.  

Research by Indarto & Ghozali (2016) shows liquidity has a significant negative effect on 
fraudulent financial reporting. If you look at the conditions during the Covid-19 pandemic, many 
banking companies carried out loan restructuring to adjust to the conditions of their customers. 
The large number of customers who failed to pay due to the Covid-19 pandemic which hampered 
the receipt of profits in their businesses caused the level of liquidity to decrease during the Covid-
19 pandemic. This adds to the burden on banking companies to maintain liquidity according to 
the requirements in Bank Indonesia regulations so that management will be more motivated to 
commit fraud during the Covid-19 pandemic. Therefore, the Covid-19 pandemic caused greater 
liquidity pressure due to a decreased level of liquidity. This will have the opportunity to encourage 
management to commit fraud. 
H1: Liquidity has a negative effect on fraudulent financial reporting 
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In accordance with the Pentagon theory that the more effective monitoring carried out by 
independent commissioners can reduce management's incentive to commit fraudulent acts. 
According to the change from ACFE (2022) offline to online work activities during the Covid-19 
pandemic, it was the biggest factor that gave management the opportunity to commit fraud. 
Limited activities due to face-to-face activity restrictions make direct monitoring difficult for 
management by the board of commissioners, especially independent commissioners, thereby 
opening up more opportunities for management to commit fraud compared to before the Covid-
19 pandemic. Research conducted by Abbott et al. (2000), Prasmaulida (2016), Rengganis et al. 
(2019) shows that effective monitoring has a significant negative effect on financial statement 
fraud. 
H2: Effective monitoring has a negative effect on fraudulent financial reporting 

Rationalization, in this study, is proxied by the quality of the external auditor. Companies that 
use qualified auditors for financial statement audit services such as the Big Four have a lower 
tendency to commit fraud. This can be caused because the Big Four auditors have more 
competence in conducting their audits. Therefore management will be more careful in using the 
flexibility of accounting policies. Research conducted by Apriliana & Agustina (2017) and 
Izzalqurny et al. (2019) shows the quality of external auditors has a negative influence on 
fraudulent financial statements. 
H3: External auditor quality has a negative effect on fraudulent financial reporting 

The Pentagon theory also explains that fraud cannot occur if a person does not have 
knowledge of how to commit fraud. Efficient managers certainly know a lot of information about 
the company so they can commit fraud without being noticed by stakeholders. Therefore, the 
more efficient management, the greater incentive to commit fraud. Managerial ability is a skill 
possessed by management in utilizing input in the form of company resources to produce output 
in the form of income (Hakim et al., 2022). The more expert management handles the company, 
the more information management has, so the information asymmetry between management 
and shareholders can widen. This condition can make it easier for management to carry out a 
moral hazard to fraudulent behavior. This is supported by research by Hakim et al. (2022)showing 
that management efficiency has a positive effect on earning management.  
H4: Managerial ability has a positive effect on fraudulent financial reporting 

CEOs who have long experience in the company tend to make high estimates because CEOs 
are optimistic about the results to be achieved. This sense of optimism comes with increasing 
experience in managing the company. In addition, because the CEO has long held a high position 
in the company, an attitude of seniority and superiority can of course emerge as he has a lot of 
knowledge and experience. According to this attitude Howarth (2011), it will create a sense of 
arrogance so that the CEO will feel immune to existing internal controls. Arrogance is one of the 
triggers for cheating in the Pentagon theory. Therefore, this condition will encourage the CEO to 
commit fraud within the company. Research Altunbaş et al. (2018)and Sumayyah & Ladepi (2020) 
shows that CEO tenure has a positive effect on the resulting fraudulent financial statements. This 
shows that the longer the CEO's tenure, the less the quality of the financial reports produced. 
More specifically Altunbaş et al. (2018) stated that banks can produce financial reports that have 
low quality if the CEO holds office for a long period of time. 
H5: CEO tenure has a positive effect on financial statement fraud 
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RESEARCH METHOD 

The study uses five independent variables in the form of liquidity, effective monitoring, 
external auditor quality, managerial ability, and CEO tenure on fraudulent financial reporting of 
banking companies in Indonesia in 2017-2021. Each independent variable represents an element 
in the fraud model Pentagon. The research design can be seen in Figure 3 below. 

 

Figure 3. Research Design 

The population used is all banking companies outside of Islamic banking that is listed on the 
Indonesia Stock Exchange (IDX) in 2017-2021. Based on the results of research data exploration, 
it was found that 47 banking companies were listed on the IDX. From the results of the selection 
there were 38 companies that could be used as samples. Details of the number of companies and 
samples used in the study are presented in table 1 below. 

Table 1. Research Sample 

Description Company Sample 

Banking listed on the Indonesia Stock Exchange 47 235 
Syariah banking (4)  (20)  
Banking that has not been registered since 2017 (3)  (15)  
Banking with incomplete data (2)  (10)  
Total (38 x 5)  38 190 

Data is collected from annual reports and databases available at the Bloomberg Laboratory, 
Faculty of Economics and Business, Diponegoro University. Explanation and measurement of each 
variable can be seen in table 2 below. 
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Table 2. Variable Measurement 

Variable Measurements Formulas 

 
Fraud Financial 
Statements 

 
Discretionary 
loan loss 
provisions (DLLP) 
(Kanagaretnam 
et al., 2003) 

Dependent Variables 
𝐿𝐿𝑃𝑖𝑡 = 𝛼0 + 𝛼1𝑁𝑃𝐿𝑖𝑡−1 + 𝛼2𝐶𝐻𝑁𝑃𝐿𝑖𝑡 +
𝛼3𝐶𝐻𝐿𝑂𝐴𝑁𝑖𝑡 + 𝜀𝑖𝑡 ………………………………………………..(1) 
 
𝐷𝐿𝐿𝑃𝑖𝑡 = 𝜀𝑖𝑡  ………………………………………………………….(2) 
 

 
Liquidity 

 
Loan-to-deposit 
ratio 
(Albrecht et al., 
2010) 

Independent Variables 

𝐿𝐷𝑅 =
𝑇𝑜𝑡𝑎𝑙 𝑙𝑜𝑎𝑛𝑠

𝑇𝑜𝑡𝑎𝑙 𝑑𝑒𝑝𝑜𝑠𝑖𝑡𝑠
 ………………………………………………(3) 

Effective 
Monitoring 

Percentage of 
Independent 
Board of 
commissioners 
(Abbott et al., 
2000) 

𝐵𝐷𝐼𝑁 =
𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑖𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑡 𝑐𝑜𝑚𝑚𝑖𝑠𝑠𝑖𝑜𝑛𝑒𝑟𝑠

𝑇𝑜𝑡𝑎𝑙 𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑏𝑜𝑎𝑟𝑑 𝑜𝑓  𝑐𝑜𝑚𝑚𝑖𝑠𝑠𝑖𝑜𝑛𝑒𝑟𝑠
 …….(4) 

External Auditor 
Quality 

External auditor 
quality category 
(DeAngelo, 1981) 

DBIG4 = Dummy variable; (1) Big Four Accounting 
Firms; (0) Non-Big Four Accounting Firms 
 

Managerial 
Ability 

Data 
envelopment 
analysis 
(Demerjian et al., 
2011) 

𝑀𝐴𝐵 =
∑ 𝑢𝑖𝑦𝑖𝑘

𝑠
𝑖=1

∑ 𝑣𝑗𝑥𝑗𝑘
𝑚
𝑗=1

 …………………………………………………..(5) 

CEO Tenure The number of 
years 
(Altunbaş et al., 
2018) 

TEN = Disclosure of the length of time the CEO held his 
position 

The data analysis method used in this study is the ordinary least square method which is 
run through the Eviews program. Methods of analysis also include correlation tests, goodness of 
fit models, classic assumption tests, and hypothesis testing. The parameter estimation model 
built can be seen in the following regression equation model. 

𝐹𝑅𝐴𝑈𝐷 =  𝛼 + 𝛽1𝐿𝐷𝑅 + 𝛽2𝐵𝐷𝐼𝑁 + 𝛽3𝐷𝐵𝐼𝐺4 + 𝛽4𝑀𝐴𝐵 + 𝛽5𝑇𝐸𝑁 + 𝜀 …………………..(6) 

RESULTS AND DISCUSSION 

Table 3 shows the results of the descriptive statistical analysis on the average financial 
statement fraud at 0.068, which means that the average bank increases the estimate of 
discretionary loan loss provisions by 6.8 % of the value of loan loss provisions (low). The lowest 
banking discretionary loan loss provision is at -0. 098 and the highest at 0.1 66. This indicates that 
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the lowest rate for banks to reduce the estimated discretionary loan loss provision is 9.8 % of the 
loan loss provision value and the highest rate for banks to increase the discretionary loan loss 
provision figure is 16.6 % of the loan loss provision. The results of descriptive statistical analysis 
for the variable liquidity show that the average banking liquidity level is at 0.858 (marginal) with 
the lowest liquidity level of 0.122 and the highest liquidity level of 1.627. The minimum number 
of commissioners is 2 people and the maximum is 10 people with an average bank having a board 
of commissioners of 5 people. The effective monitoring variable has an average of 0.587 (low), 
the lowest is 0.330 and the highest is 1.000 (all boards of commissioners is independent 
commissioners). The results on the managerial ability variable show that the average banking 
technical efficiency is at 0.903, which means that the average bank is able to utilize 90.3% of input 
to produce optimum output (high). The lowest technical efficiency score is 0.440 (44%) and the 
highest is 1.000 (100%). The CEO tenure variable shows that the average CEO tenure is 5 years, 
with the longest tenure being 31 years, while the short tenure is 1 year. 

Table 3. Descriptive Statistics of Parametric Variables 

Variables N Min. Max. Means std. Deviation 

Financial statement fraud 190 -0.098 0.166 0.068 0.059 
Liquidity 190 0.122 1.627 0.858 0.227 
Effective monitoring 190 0.333 1.000 0.587 0.120 
Managerial abilities 190 0.443 1.000 0.903 0.108 
CEO Tenure 190 1.000 31.000 4.937 5.138 

Source: Processed data, 2023 
Table 4. Additional Descriptive Statistics of Parametric Variables 

Variables Means 

2017 2018 2019 2020 2021 

Financial statement fraud 0.06 0.06 0.07 0.08 0.08 
Liquidity 0.86 0.90 0.91 0.85 0.77 
Effective monitoring 0.58 0.58 0.60 0.59 0.59 
Managerial abilities 0.94 0.90 0.90 0.87 0.91 
CEO Tenure 4.63 4.89 4.68 5.11 5.37 

Source: Processed data, 2023 

Further analysis to see the impact of the Covid-19 pandemic on each variable is carried out 
as shown in Table 4. The level of financial statement fraud as measured by the magnitude of the 
discretionary loan loss provision (DLLP) shows an increasing trend in each of the pandemic cut-
off years, namely 2019-2020. The increase in the average DLLP shows that during the Covid-19 
pandemic, many companies increased their DLLP estimates so that the quality of their financial 
reports decreased and they were more at risk of financial report fraud. Different things are shown 
in the variable liquidity, effective monitoring has decreased in 2020-2021 compared to 2019. This 
shows that the level of banking liquidity has decreased during the Covid-19 pandemic. Whereas 
supervision carried out during the pandemic has decreased due to restrictions on meeting face-
to-face, because all work has shifted to the online system. Furthermore, the decreased 
managerial ability in the early days of the Covid-19 pandemic in 2020 showed a decrease in the 
technical efficiency of managers due to changes in operational patterns from offline to online. 
Managers find it increasingly difficult to manage company input during the Covid-19 pandemic. 
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However, it managed to rise again after adjusting work patterns in 2021. Tenure CEOs show an 
upward trend from year to year considering they held this position during the observation period. 
This shows that there are not many CEO changes so that the CEO's tenure is increasing. 

Table 5. Distribution of Frequency of External Auditor Quality 

Categories frequency %frequency 

(1) National 1 0.5% 

(2) international 85 44.7% 

(3) Big Four 104 54.8% 

Total 190 100% 

Source: Processed data, 2023 

Table 5 shows the results of the frequency distribution showing that 54.8% of banks use 
Big Four firms as external auditors, 44.7% use national accounting firms affiliated with 
international accounting firms other than Big Four firms, and only 0.5% of banks use regular 
national accounting firms. 

Table 6. Correlation Test Results 

 LDR BDIN DBIG4 MAB TEN 

LDR 1,000     
BDIN -0.072 1,000    

DBIG4 0.296 -0.085 1,000   
MAB -0.032 0.130 0.130 1,000  
TEN -0.153 0.017 0.067 -0.086 1,000 

Source: Processed data, 2023 

The results of the correlation analysis in table 6 show that most of the independent 
variables are not correlated with other variables. Therefore the model is considered good for use 
in research. Furthermore, to assess the goodness of fit of the model, it is necessary to calculate 
the value of the coefficient of determination, the value of the F statistic, and the value of the t 
statistic. The results of the goodness of fit test can be seen in table 7 below. 

Table 7. The Goodness of Fit Test Results 

Description Results Prob. 

Adjusted R-square 0.34  
F-statistics 20,420 0.0000 
t-statistics   

- Liquidity 0.034 0.0395 

- Effective monitoring -0.133 0.0000 

- External auditor quality 0.037 0.0000 

- Managerial abilities -0.104 0.0019 

- CEO Tenure -0.003 0.0003 

Source: Processed data, 2023 

The goodness of fit test results shows the adjusted R-square value of 0.340 which indicates 
that the independent variable is able to explain 34% of the dependent variable. The value of the 
coefficient of determination of the regression model is still small because it is still below the 
number 0.8 but this is not a problem because the coefficient of determination is not the only 
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criterion for a model to be considered good (Ghozali, 2013). Then, the results of the F-statistic 
test show a significance value of 0.0000 below 0.05 so that the model is considered good or the 
model is fit.  

Testing continued with the classical assumption test. The results of the normality test 
showed that the Jarque-Bera value is 8,574 with a probability of 0.014 which is still below 0.05 so 
the residuals are not normally distributed. In order to meet the assumption of normality the 
dependent variable data is transformed using the natural logarithm approach. The results then 
obtained the Jarque-Bera value to be 1,974 with a probability of 0,373 so that the residuals were 
normally distributed (Ghozali & Ratmono, 2017). The results of the heteroscedasticity test with 
the Glejser test showed a Chi-square probability value of 0.0340 so there were symptoms of 
heteroscedasticity. To avoid heteroscedasticity symptoms, White's Heteroskedasticity-Consistent 
Variance and Standard Error calculations are performed in order to correct the parameter values 
obtained by the OLS method (Ghozali & Ratmono, 2017). Calculation of White's 
Heteroskedasticity-Consistent Variance and Standard Error has been added to the parameter 
estimation so that the model is free from heteroscedasticity symptoms. Multicollinearity testing 
does not show a VIF value above 10 so that the model is free from multicollinearity. The 
autocorrelation test shows that the Durbin-Watson value is at 1,826. This figure is between dU 
and 4-dU (1.817 < 1.826 < 2.183) so it indicates that the model is not experiencing 
autocorrelation. 

Table 8. Hypothesis Test Results 

Variables Coefficients t-statistics Prob. Description 

Liquidity -0.2310 -1.3546 0.1772 rejected 
Effective Monitoring 1.1373 4.4121 0.0000 rejected 
External Auditor Quality -0.4818 -5.7345 0.0000 accepted 
Managerial Ability 1.6670 3.5688 0.0005 accepted 
CEO Tenure 0.0176 2.3637 0.0191 accepted 

Source: Processed data, 2023 

The results of hypothesis testing in table 8 show that the liquidity variable has a probability 
value 0.1772 which is greater than 0.05, so H1 is rejected. Therefore liquidity has no effect on 
financial report fraud. Even though the data in table 4 shows a decrease in the level of banking 
liquidity during the Covid-19 pandemic, it turns out that the liquidity factor was not a trigger for 
financial statement fraud. The decrease in liquidity was not significant so it did not affect the 
strength of the influence of liquidity on financial report fraud during the Covid-19 pandemic. The 
average LDR every year for banks is still in the safe corridor between 78% -92% so that it does not 
put pressure on management. The results of this study support the results of research Adi (2014) 
which states that liquidity, as measured through LDR, does not have a significant effect on 
financial distress. Previous research by Devi et al. (2020) stated that there was no significant 
difference between the liquidity of financial sector companies before and during the Covid-19 
pandemic. However, the research results contradict the research Indarto & Ghozali (2016) 
showing that liquidity has a significant negative effect on fraudulent financial statements. 
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Testing on effective monitoring gives the result that monitoring is effective even though it 
has a probability value of 0.0000 or less than 0.05 but the direction of the coefficient is different 
from the hypothesis that was built, therefore, H2 is rejected. Thus effective monitoring does not 
have a negative effect on fraudulent financial statements. According to Anderson et al. (2003) 
even though the number of independent commissioners is large, if it is not supported by good 
monitoring activities, it will result in ineffective supervision. This was made possible due to work 
restrictions and changes in work models from offline to online during the pandemic so monitoring 
activities could not be carried out optimally. The results of this study support the study Hasnan 
et al. (2013), Aprilia (2017), Omukaga (2020), and Koharudin & Januarti (2021) proved that the 
independence of the board has no effect on fraudulent financial reporting. However, this study 
contradicts the results of the study by Hsu & Yang (2022) showing a significant difference 
between the number of independent commissioners before and during the pandemic on the 
quality of financial reporting. 

Tests on the external auditor quality variable show a negative direction and a probability 
value of 0.000 or less than 0.05, so H3 is accepted. Thus the external auditor quality negative 
effect on financial statement fraud. Banks that use the Big Four the most, with the hope that 
supervision by qualified external auditors will prevent fraudulent financial statements. This is in 
accordance with the Pentagon theory, that supervision carried out by reputable accounting firms 
can prevent fraud due to their ability to conduct audits. The results of this study support research 
Tessa & Harto (2016), Apriliana & Agustina (2017), and Izzalqurny et al. (2019) showing the quality 
of external auditors have a negative influence on fraudulent financial statements. However, 
contrary to the results of the study, Syarif et al. (2021) showed different results, namely the 
quality of external auditors had no effect on fraudulent financial statements. 

In Table 8 shows managerial ability has a probability value of 0.0005 or less than 0.05, so 
H4 is accepted. Thus managerial ability has a positive effect on financial report fraud. A positive 
coefficient indicates that the higher the ability of management, the more information they know. 
In agency theory, if management has a lot of information, it can cause a moral hazard to commit 
fraud. In a common financial crisis, managerial ability is positively correlated with the banking 
ability to deal with crises (Altunbas et al., 2011). The research results strengthen the research of 
Hakim et al. (2022) which shows managerial ability has a positive effect on earnings management.  

The test results on CEO tenure show a positive direction of influence and a significance 
value of less than 0.05 (0.0191), thus H5 is accepted. CEO tenure has a positive effect on financial 
statement fraud. The longer the CEO's tenure, the less the quality of the financial reports 
produced, because long positions can cause someone's arrogance to appear because they have 
the power to do so. This is in accordance with the Pentagon theory, that arrogance can lead to 
cheating. Altunbaş et al. (2018) state that banks will produce lower-quality financial reports if the 
CEO holds office for a long period of time. During the Covid-19 pandemic, there were not many 
changes to the directors so the term of office of the previous directors increased. This of course 
will increase the tendency to commit fraud. The results of this study are in line with the research 
Altunbaş et al. (2018) and Sumayyah & Ladepi (2020) which show that CEO tenure has a significant 
positive effect on the quality of the resulting financial reports. 
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CONCLUSION 

Based on the results of the study, it was concluded that liquidity and effective monitoring 
have no effect on financial report fraud. Meanwhile, external auditors have a negative effect on 
fraudulent financial statements and management abilities and tenure CEO has a positive effect 
on fraudulent financial statements. 

The implications of this study indicate that supervision carried out by a qualified accounting 
firm can prevent fraud. Meanwhile, the management capability and length of office of a CEO can 
actually trigger financial statement fraud. Therefore, companies need to improve the integrity of 
the management structure and the need to build anti-fraud program channels. Or improve the 
implementation of an existing anti-fraud program. 

This study has the limitation that there are several banks for which data is not available, 
thereby reducing the number of observations. Suggestions for future research can add a longer 
observation year so that more observation data will be obtained. 
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APPENDIX 

Descriptive Statistics for Parametric Variables 

 

Correlation Test 

 

Goodness of Fit Test 

 

 
 
 
 

LDR BDIN DBIG4 MAB TENURE

LDR  1.000000 -0.071538  0.295671 -0.031956 -0.152911

BDIN -0.071538  1.000000 -0.084573  0.129584  0.017025

DBIG4  0.295671 -0.084573  1.000000 -0.129565 -0.066921

MAB -0.031956  0.129584 -0.129565  1.000000 -0.086510

TENURE -0.152911  0.017025 -0.066921 -0.086510  1.000000
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Initial Normality Test 

 

Final Normality Test 
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Heteroskedasticity Test 

 

 

Multicollinearity Test 

 

 

 

 

 

 

 

Heteroskedasticity Test: Glejser

Null hypothesis: Homoskedasticity

F-statistic 2.494457     Prob. F(5,184) 0.0326

Obs*R-squared 12.06142     Prob. Chi-Square(5) 0.0340

Scaled explained SS 10.27865     Prob. Chi-Square(5) 0.0677
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Final Ordinary Least Square Results 

 


