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The purpose of this study is to test the Modified Fraud Hexagon Model, which identifies the causal factors of fraudulent
financial reporting, with governance and culture as moderating variables. This study was conducted on 191 companies listed
on the Indonesia Stock Exchange using data from 2020 to 2023. The results indicate that incentives have a positive effect on
financial reporting fraud; lack of integrity has a positive effect on financial reporting fraud; governance and culture weaken
the positive effect of incentives on financial reporting fraud; and governance and culture weaken the positive effect of lack of
integrity on financial reporting fraud. Governance and culture can mitigate the impact of incentives and integrity deficits on
financial reporting fraud. Governance and culture only function as moderating variables. However, governance and culture do
not mitigate the effects of Opportunity, Rationalization, Capability, and Collusion on financial reporting fraud. Governance and
culture characteristics emerge as potential moderating variables. Governance and culture are not found to weaken the effects
of Rationalization and Capability on financial reporting fraud.

Abstract

JEL Classification: G32, M42, Z13
Keywords: Fraudulent Financial Statements, Opportunity, Rationalization, Capability, Lack of integrity, Governance
and Culture.

Modelo hexagono modificado de fraude y su impacto en los
estados financieros fraudulentos

El propésito de este estudio es probar el Modelo Hexagonal de Fraude Modificado, que identifica los factores\
causales del fraude en la informacién financiera, con la gobernanza y la cultura como variables moderadoras. Este
estudio se realizé con 191 empresas que cotizan en la Bolsa de Valores de Indonesia, utilizando datos de 2020 a
2023. Los resultados indican que los incentivos tienen un efecto positivo en el fraude en la informacién financiera;
la falta de integridad tiene un efecto positivo en el fraude en la informacién financiera; la gobernanza y la cultura
debilitan el efecto positivo de los incentivos en el fraude en la informacién financiera; y la gobernanza y la cultura
debilitan el efecto positivo de la falta de integridad en el fraude en la informacién financiera. La gobernanza y la
cultura pueden mitigar el impacto de los incentivos y los déficits de integridad en el fraude en la informacién
financiera. La gobernanza y la cultura solo funcionan como variables moderadoras. Sin embargo, la gobernanza y
la cultura no mitigan los efectos de la Oportunidad, la Racionalizacién, la Capacidad y la Colusidn en el fraude en la
informacién financiera. Las caracteristicas de la gobernanza y la cultura emergen como posibles variables
moderadoras. No se encontré que la gobernanza y la cultura debiliten los efectos de la Racionalizacién y la
Capacidad en el fraude en la informacidn financiera.
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1. Introduction

Financial reports must be generated in a pertinent and dependable manner (Purwaji & Muslim,
2023). However, some factors cause company management to deliberately manipulate the
presentation of financial reports to achieve their own goals or those of certain groups (Association
of Certified Fraud Examiners, 2020). Various cases of fraudulent presentation of financial reports still
often occur, including the case of Several cases related to fraud have also occurred in various financial
institutions, including the case of Sun Prima Nusantara Pembiayaan (SNP) Finance which falsified
data and manipulated financial reports by creating fictitious receivables through fictitious sales, the
case of Asuransi Jiwa Seraya (Purba & Rusydi, 2023) and the case of PT Asabri (Ritonga & Budhiawan,
2024). On the other hand, several banking cases that have occurred in Indonesia include 1) The case
of fictitious credit disbursement carried out by Bank BJB Syariah and PT Bank Tabungan Negara Tbk,
the case of BPR Citraloka Dana Mandiri Bandung which deliberately did not include or caused
banking transactions not to be recorded in the books to Bank Indonesia.

Fraud trigger factor models have been developed by previous researchers (Fraud Triangle)
(Cressey, 1953); Fraud Diamond (Wolfe & Hermanson, 2004); Fraud Pentagon (Crowe, 2011) and
Fraud Hexagon Model (Vousinas, 2019). However, there are still weaknesses in these studies,
including Vousinas (2019) research on the Fraud Hexagon Model, which still contains weaknesses
because the model uses ego factors as one of the triggers for fraudulent actions based on
Psychoanalytic Fraud Theory (Freud, 1923). In fact, this theory has been updated with the Post-
Freudian Theory (Erikson, 1963), which states that ego does not always direct someone to commit
fraud; it can even encourage someone to act according to social norms. The model is increasingly
controversial because many researchers use the number of CEO photos in the annual report as a
measure of the ego variable (Ariyanto & Jhuniantara, 2021; Canti Esquivel et al., 2022; Handoko &
Tandean, 2021; Lastanti et al., 2022). This measurement is not accurate because management that
uploads too many photos or is narcissistic is considered arrogant and can trigger fraudulent actions
(Ariyanto & Jhuniantara, 2021; Lastanti et al., 2022; Vivianita & Indudewi, 2018), but according to
Rathus and Nevid in their book, Abnormal Psychology in a Changing Word, narcissistic people
exaggeratedly view themselves and like to brag about themselves and expect others to give them
praise.

The Diagnostic and Statistical Manual of Mental Disorders categorizes narcissistic personality
disorder within Cluster B, which encompasses dramatic, emotional, and unpredictable personality
disorders. If this personality disorder remains undetected and inadequately addressed, it may result
in depression rather than an inclination towards fraudulent behavior (Mulawarman & Aldila Dyas,
2017; Nevid, 2018). Therefore, this study replaces the ego factor as a trigger for fraud with the lack
of integrity factor. The research further expands upon other studies (Ariyanto & Jhuniantara, 2021;
Handoko & Tandean, 2021; Lastanti et al., 2022) by incorporating governance and culture variables,
which are believed to attenuate the impact of fraud triggers on the presentation of fraudulent
financial statements. This study seeks to address the identified research gap by reformulating the
Fraud Hexagon Model into the Fraud Hexagon Modified Model and incorporating moderating
variables, specifically governance and culture, which affect the relationship between the Fraud
Hexagon Modified Model and Fraudulent Financial Statements. This study will test the main model,
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expansion model and sensitivity model, comparing this study with previous studies to confirm the
new measurement model, namely the fraud hexagon modified model. This research will be further
grounded in a literature review containing the theoretical basis of the research. Research methods
are used to support the research and determine the research findings. Next, the research is tested in
depth and described in a discussion. General results are drawn in the conclusions.

2. Literature Review

2.1. Agency Theory

Agency theory elucidates the interaction between shareholders as principals and management as
agents. Management is the entity engaged by shareholders to act in their interests (Jensen &
Meckling, 1976). This topic is closely associated with agency theory. Management is the entity
engaged by shareholders to operate the firm on their behalf, thereby providing them with enhanced
insights into the company's financial status. Nonetheless, managers may occasionally possess
divergent interests from the owner; in pursuit of their objectives, management may engage in
fraudulent activities that contravene the contractual agreement established by both parties, utilizing
their access to information, including deceptive practices in the presentation of financial statements.

2.2. Positive Accounting Theory (PAT)

Watts & Zimmerman (1986) assert that observations of accounting phenomena, grounded in the
causative factors of events, can be elucidated using Positive Accounting Theory. PAT can be applied
to explain the consequences that occur if managers determine certain choices using the basis of
contracting processes or agency relationships between managers and their stakeholders. In Positive
Accounting Theory, there are three hypotheses to test the ethical or opportunistic behavior of a
manager in managing earnings/earnings management, namely: debt/equity hypothesis, bonus plan
hypothesis and political cost hypothesis.

2.3. Post-Freudian Theory / Psychosocial Theory

Post-Freudian theory was developed by Erikson (1963). This theory states that the ego is a positive
force that creates self-identity. Erikson uses the society's influence approach, which emphasizes that
the ego is formed from social and historical factors, not just the potential that is brought at birth. So,
the ego exists as a potential at birth. However, the cultural environment of society and history can
form a personality that is in accordance with the needs of the environment and social norms. In this
theory, Erikson views that the ego is the strongest component, so it can control the id and superego.
The ego does not depend on the energy given by the id. However, it grows gradually and is influenced
by the social environment and historical factors that ultimately shape a person's personality. Erikson
believes that the ego develops according to the stage of life (epigenetic principle). Therefore, the ego
has adaptable, creative, and autonomous characteristics.

2.4. Financial Reporting Fraud
Fraudulent financial statements can be assessed by earnings management (Barus et al, 2021;
Bintara, 2018; Igbal & Murtanto, 2016; Zeptian & Rohman, 2013). Earnings management, as defined
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by the National Association of Certified Fraud Examiners (NACFE, 1993), refers to the deliberate
misrepresentation or omission of material information in financial statements, resulting in
misleading accounting data that can influence the opinions or decisions of users of the information.
Earnings management can be assessed by many models, including the Model Jones (1991), M-Score
Beneish (1999), F Score - Dechow et al. (2011), Model Beaver and Engel (1996), and model
Kanagaretnam et al. (2010). The designated earnings management measurement models for the
banking sector are the Model Beaver and Engel (1996), and model Kanagaretnam et al. (2010).

2.5. Fraud Hexagon Development into Fraud Hexagon Modified

This study aims to revise the Fraud Hexagon Model, also known as the S.C.C.0.R.E Model (Vousinas,
2019), into the Fraud Hexagon Modified Model 2022. The Modified Fraud Hexagon Model will
substitute the ego variable with lack of integrity, thereby proposing aspects that affect financial
statement fraud, including stimulus, opportunity, capability, rationalization, lack of integrity, and
collusion, as illustrated in the subsequent figure:
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Figure 1. Fraud Hexagon Modified Model
Source: Author’s elaboration based on Hexana (2022)

2.6. Hypothesis Development. The Effect of Stimulus on Fraudulent
Financial Statements

Stimulus refers to the pressure exerted on an individual that can inspire or urge them to attain
objectives, although it is constrained by the potential inability to realize these aims, which may lead
to fraudulent behavior (Albrecht et al., 2012). Stimulus or pressure arises from various factors that
exert influence on firm management, including financial stability, external demands, personal
financial necessity, and financial objectives. SAS No. 99 elucidates that managers encounter pressure
to perpetrate financial statement fraud when economic circumstances, industry dynamics, and the
operational entity's conditions jeopardize its financial stability or profitability. That is in accordance
with agency theory, where managers have certain goals that may differ from the owner, for example,
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related to obtaining a large bonus. Suppose the manager faces pressure due to poor financial
performance. In that case, the manager will be motivated to commit fraud in presenting financial
statements to appear to perform well so that they get the bonus they want.

When managers face significant pressure due to poor financial performance, various
internal justifications often emerge for committing fraud. One common justification is the belief that
the act is temporary and will be corrected in the future when conditions improve (Bader et al., 2024).
Managers may think that fraud is a “quick fix” to get through a difficult period, to maintain the
company’s image with investors, or even to save their jobs. They may convince themselves that the
actis in the long-term best interest of the company, or that everyone would do it in a similar situation.
Sometimes managers also feel entitled to certain bonuses or compensation, and when poor
performance threatens those gains, they may justify the fraud as a way to get what they believe they
deserve, especially if they have felt underappreciated or unfairly compensated in the past (Achmad,
Ghozali, & Pamungkas, 2022; Hemrit & Belgacem, 2024). In essence, these justifications are often
rooted in self-rationalization and strong situational pressures, allowing individuals to violate ethics
for perceived pressing goals. Based on the research results of Becker et al. (2006), Lastanti (2020),
Murtanto and Sandra (2019), Sari and Nugroho (2020), Skousen et al., (2009) discovered that more
stimuli or pressures encountered by an individual correlate with a heightened likelihood of
fraudulent behavior. Meanwhile, the results of Handoko and Tandean (2021) study showed the
opposite result, namely that stimulus or pressure did not affect Fraudulent Financial Statements.
From the aforementioned description, the subsequent hypothesis is proposed:

Hal: Stimulus has a positive effect on Fraudulent Financial Statements

2.7. The Influence of Opportunity on Fraudulent Financial Statements
Opportunity, as defined by Albrecht et al. (2012), is a circumstance that enables an individual to
perpetrate fraud and is perceived as secure for such actions. Weak supervision creates opportunity
for managers to act defiantly. According to agency theory, managers and owners may possess
divergent objectives, leading each party to pursue their respective aims. Managers may think that
cheating is a “quick fix” to get through a difficult period, to maintain the company’s image with
investors, or even to save their jobs.

They may convince themselves that the act is in the long-term best interest of the company,
or that everyone would do it in a similar situation. Sometimes managers also feel entitled to a bonus
or other compensation, and when poor performance threatens those gains, they may justify cheating
as a way to get what they believe they deserve, especially if they have felt underappreciated or
unfairly compensated in the past (Kuchta & Mrzygtocka-Chojnacka, 2020; Reichenbach, 2021).

In essence, these justifications are often rooted in self-rationalization and strong situational
pressures, allowing individuals to violate ethics for what they perceive to be urgent goals. Managers
possess enhanced control over the company's operational activities, hence increasing the potential
to perpetrate fraud by exploiting industry characteristics and inadequate oversight.

Zaini & Setiawan (2015) study concluded that the absence of opportunity renders fraud
impossible; thus, an increase in accessible opportunities correlates with a heightened probability of
fraudulent activity (Ponce Rodriguez & Ponce Rodriguez, 2019). Research conducted by Handoko
and Tandean (2021), Vivianita and Indudewi (2018) indicated that opportunity did not influence
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Fraudulent Financial Statements. From the aforementioned description, the subsequent hypothesis
can be articulated:
Ha2: Opportunity has a positive effect on Fraudulent Financial Statements

2.8. The Influence of Rationalization on Fraudulent Financial

Statements
Rationalization is a method employed by individuals to excuse immoral conduct (Albrecht et al,,
2012: 56). According to agency theory, managers experiencing pressure may resort to numerous
methods, including fraudulent activities, to alleviate the pressure and justify their actions.

The justification prompting corporate management to engage in fraudulent activities can be
quantified by the frequency of auditor changes and the ratio of total accruals to total assets.
Rationalization is evidenced by auditor changes, as indicated by SAS No. 99 (AICPA, 2002), which
suggests that such changes within a corporation may signify fraudulent activity. Veteran auditors
may possess a superior capacity to identify potential fraud perpetrated by management, whether
directly or indirectly.

Nonetheless, the alteration of auditors will elevate the likelihood of fraud. The findings of
Yesiariani and Rahayu (2017) demonstrate that the resignation or alteration of auditors influences
the likelihood of financial statement fraud. Additional research supporting this concept includes
studies by Sihombing and Rahardjo (2014), which indicate that increased rationalization correlates
with a higher likelihood of fraudulent behavior.

Research conducted by Agusputri and Sofie (2019) and Handoko and Tandean (2021)
indicates that rationalization does not influence fraudulent behavior. From the aforementioned
description, the subsequent hypothesis can be articulated:

Ha3: Rationalization has a positive effect on Fraudulent Financial Statements

2.9. The Influence of Capability on Fraudulent Financial Statements
Capability is an employee's ability to ignore Internal controls, develop concealment strategies, and
observe social conditions to fulfill their interests Crowe (2011) and Wolfe and Hermanson (2004)
stated that individual capabilities are personal traits and abilities that play a major role in causing
fraud actually to occur, even with the presence of the other three elements.

Based on agency theory, managers who are under pressure or want to achieve certain
personal and group goals that can harm other parties will make various efforts, including committing
fraud in presenting financial statements. To be able to carry out these fraudulent actions, managers
need abilities or capabilities such as level of education and length of service.

Research conducted by Sihombing and Rahardjo (2014) and Zaini and Setiawan (2015)
indicates that while individuals may experience pressure and opportunities without possessing the
requisite ability, the likelihood of committing fraud remains minimal.

This is attributed to the fact that those who engage in fraudulent activities typically possess
a corresponding level of ability; thus, an increase in an individual's capability correlates with a
heightened propensity for fraudulent behavior. Studies conducted by Agusputri and Sofie (2019) and
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Handoko and Tandean (2021) indicated that capacity does not influence Fraudulent Financial
Statements. From the aforementioned description, the subsequent hypothesis can be articulated:
Ha4: Capability has a positive effect on Fraudulent Financial Statements

2.10. The Influence of Lack of Integrity on Fraudulent Financial

Statements

According to the Post-Freudian Theory (Erikson, 1963), behavior is largely determined by
environmental factors, although there are historical and innate factors that influence it. Bad
environmental factors can lead someone to choose dystonic elements that can give birth to core
pathology when facing a crisis. The existence of this core pathology will lead someone to behave
deviantly from the norms expected by the environment, thus triggering fraud. Based on agency
theory, managers who face pressure will make various efforts to deal with this pressure by making
various efforts to be able to continue to display good performance. Managers devoid of integrity will
be inclined to seek the most expedient solutions to their issues through fraudulent actions, including
the fabrication of Financial Statements. The findings of the research conducted by (Bakri et al., 2017)
indicate that integrity influences fraudulent behavior. From the aforementioned description, the
subsequent hypothesis can be articulated:

Hab5: Lack of integrity has a positive effect on Fraudulent Financial Statements

2.11. The Influence of Collusion on Fraudulent Financial Statements

Collusion is a conspiracy between two or more entities to perpetrate fraud against a third
party. Regardless of the system's effective implementation, the organization will persistently
encounter issues related to the establishment of collusion. According to agency theory, firm
management under pressure or for personal benefit may resort to different methods, including
committing fraud. These actions may be facilitated by a consensus among multiple parties to engage
in fraudulent activities, including the misrepresentation of financial reporting. When collusion
occurs, the justification for cheating is often reinforced by group dynamics and a sense of belonging
among the colluding parties (Tarighi et al., 2022). Individuals may feel that responsibility is spread
among group members, reducing personal moral burden. There is a tendency to normalize the act
within the collusive circle, where “everyone is doing it” becomes a powerful justification. In addition,
the sense of trust and loyalty among collaborators may make them reluctant to expose the cheating
practice, even if they have personal doubts (Sanchez-Bravo et al., 2020). Shared profits or the
promise of future profits also serve as powerful incentives, encouraging each party to justify their
actions as part of a collective strategy to “win” or “survive.” In short, collusion creates an ecosystem
in which the justification for cheating is not only derived from individual pressure, but is also
reinforced by group support, mutual benefit, and risk sharing (Sanchez-Bravo et al., 2020).

The Report to The Nations 2020 Global Study on Occupational Fraud and Abuse indicates that
the majority of fraudulent activities (51%) are perpetrated by two or more individuals or involve
collusion. The damages resulting from this conspiracy to commit fraud will be substantial, as the
perpetrators must collaborate and allocate responsibilities to undermine the internal control system
designed to prevent fraud. Collusion, as defined by Black's Law Dictionary, is a false agreement
between two or more individuals to conspire unlawfully at the expense of the rights of others.
Increased collaboration within the company correlates with a heightened risk of financial statement
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fraud. This assertion is corroborated by the findings of research by Chaney et al. (2011), indicating
that the profits quality of politically connected firms is markedly inferior than that of firms lacking
such links. Piotroski et al. (2015), conducted a study indicating that companies with political
connections provide uninformative financial statements and select low-quality auditors to obscure
discrepancies in their financial presentations to external stakeholders. Research conducted by Sari
and Nugroho (2020) indicates that stimulation, ego, and collusion factors affect financial statement
fraud. From this description, the subsequent hypothesis is formulated:

Haé6: Collusion has a positive effect on Fraudulent Financial Statements

2.12. The Impact of Governance and Culture in the Application of the

Modified Fraud Hexagon Model on Fraudulent Financial Reports
The stimulus illustrates the pressures encountered by managers that compel them to engage in
fraudulent activities. Despite the pressure on management to develop effective governance and
culture within the organization, they will persist in their efforts to mitigate this by refraining from
fraudulent activities, including the misrepresentation of financial figures. According to Verbeke et al.
(1998), organizations with effective governance and culture promote ethical behavior among
managers through the established norms and behaviors internalized by their members, hence
influencing their operational conduct. Despite the strong incentives or pressures, strong corporate
governance and a high-integrity organizational culture can significantly weaken the incentive to
commit fraud (Yu & Rha, 2021). Opportunity refers to a circumstance that enables an individual to
perpetrate fraud, perceived as secure by the conduct associated with fraudulent activities (Cressey,
1953; Vousinas, 2019; Wolfe & Hermanson, 2004). As to COSO ERM 2017, effective governance is
attained when the Board of Directors and Commissioners execute proficient oversight of the
company's strategy and fulfill governance tasks to assist management in realizing the organization's
business aims and objectives. The company sets an organizational structure, job descriptions, and
delineated roles to ensure the attainment of its business strategy and objectives. An effective culture
is characterized by the entity's definition of desired behaviors, a commitment to core values, and a
dedication to developing human resources matched with corporate strategy and objectives.
Rationalization is the cognitive process of justifying an act of deception (Cressey, 1953).
Rationalization is a mindset that enables an individual to perpetrate fraud while perceiving their
criminal activities as justifiable. Nonetheless, the cognitive mechanisms that rationalize fraudulent
behavior can be regulated through effective governance and a culture that promotes ethical conduct
and reasoning. Strong corporate governance and a high-integrity organizational culture are crucial
bulwarks in weakening the influence of rationalization on financial statement fraud (Arum et al,,
2023). When an entity has effective internal control mechanisms, strong independent oversight by
the board of directors and audit committee, and transparent accounting practices, the room for
individuals to justify fraudulent acts is greatly limited (Oncioiu et al., 2020). Capability encompasses
the personal attributes and skills that significantly contribute to the manifestation of fraud, alongside
three other elements: pressure, opportunity, and rationalization. While individuals may perpetrate
fraud in financial statement presentation, ethical conduct and reasoning fostered by effective
governance and culture can mitigate fraudulent activities. Research by Beaulieu and Reinstein (2020)
indicates that business culture, employee values, and managerial actions influence financial
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statement fraud. The establishment of effective governance and culture will promote ethical conduct
and reasoning in individuals, hence reducing fraudulent financial reporting. An entity characterized
by effective governance and culture promotes ethical behavior among managers, as a system of
norms and behaviors is instilled in organizational members, influencing their actions (Verbeke et al,,
1998). Regulations established in the banking sector, such as Financial Services Authority Regulation
Number 39 of 2019, aim to enhance governance and cultural practices to mitigate integrity violations
that may lead to fraudulent activities. Through the implementation of effective governance and
culture, managers are motivated to act ethically, emphasizing not just their own interests and those
of their organization but also the interests of other stakeholders. Ultimately, it can reduce the
incidence of agency disputes among the numerous stakeholders involved with the entity. Kalbers
(2009) conducted research on the impact of unethical behavior on fraudulent acts. Collusion is a pact
or arrangement among two or more individuals to perpetrate fraud and infringe upon the rights of
others (Vousinas, 2019). When managers encounter pressure and explore alternatives, including
cooperation, to address the company's financial instability, effective governance and a strong
corporate culture can mitigate collusive behaviors that result in fraudulent activities, such as fake
financial statements.
e Ha7: Governance and culture weaken the positive influence of stimulus on Fraudulent
Financial Statements
e Ha8: Governance and culture weaken the positive influence of opportunity on Fraudulent
Financial Statements
e Ha9: Governance and culture weaken the positive influence of rationalization on Fraudulent
Financial Statements
e Hal0: Governance and culture weaken the positive influence of capability on Fraudulent
Financial Statements
e Hall: Governance and culture weaken the positive influence of lack of integrity on
Fraudulent Financial Statements
e Hal2: Governance and culture weaken the positive influence of collusion on Fraudulent
Financial Statements

3. Methodology

The sample in this study was determined as 191 companies listed on the Indonesia Stock Exchange
(IDX) using a purposive sampling method, where the sample was selected based on specific criteria
established to address the research objectives. The observation period covered four years, from 2020
to 2023. The data used was secondary data, obtained from public sources such as audited annual
financial statements, company annual reports, and other official announcements and publications
available on the IDX website or the official websites of each company.

3.1. Confirmatory Factor Analysis (CFA) and Loading Factor

In this study, several alternative indicators were used as measurement tools for stimulus,
opportunity, rationalization and capability variables. The Kanagaretnam Model explains auditors'
conservative attitudes toward fraud due to legal risks and the negative impact of failing to detect
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fraud, such as overstatement of financial performance (Kanagaretnam et al., 2010). The cost of failure
is high, while the risk of excessive caution is relatively low. This model also incorporates economic
and psychological factors that influence auditor conservatism, including litigation and reputation. A
strict regulatory environment encourages auditors to be more aggressive in detecting fraud, and it is
important for audit committees to select auditors who are not bound by potentially perverse
economic incentives.

Trade-off

Input Factor
Reputation Factor

what affects the Auditor
Reputational Concarms

Cost-Benefit Analysis
‘ Cost-Benefit Analysis

\ Psychological Factors

| ,

- -
Auditor Assessment Process

Figure 1. Kanagaretnam Model
Source: Author’s elaboration based on Kanagaretnam et al. (2010)

A feasibility assessment of the indicators was conducted using KMO and anti-image correlation tests
to determine which indicators would be incorporated into the primary model, with the selection
based on the highest loading factor values. The KMO analysis for picking indicators in the stimulus
variable yielded a KMO value of 0.568, indicating that four indicators are deemed suitable for
measuring the stimulus. The test results using anti-image correlation showed that out of 4 indicators,
it is feasible to be used as a proxy for the stimulus because it produces an anti-image correlation of
more than 0.5 (Hair. et al., 2010) where the indicators in question are ACHANGE, LEV. OSHIP and
ROA. The results of processing the loading factor using AMOS to select the most feasible indicator
showed that the ACHANGE variable was selected as the indicator to be used in measuring the
stimulus because it has the highest loading factor value of 0.4780, followed by LEV of 0.2222, OSHIP
0f 0.2018 and ROA of -0.7541. The feasibility test of the opportunity variable measurement using 2
measurement indicators, namely LCHANGE and BDOUT, resulted in the conclusion that both
indicators are feasible to be used as measuring instruments, as shown by the KMO and Anti-image
correlation values in Table 3.3. The selection of indicators in the opportunity variable carried out
using loading factors showed that the BDOUT indicator was chosen as the opportunity measuring
variable because it produced a higher loading factor compared to the LCHANGE indicator. The
feasibility test results for the rationalization variable, comprising two indicators, concluded that both
measurement indicators, TATA and AUDO, are suitable for assessing the rationalization variable. The
analysis of the loading factor for indicators within the rationalization variable concluded that the
TATA indicator is preferred for measuring this variable, as it yields a loading factor of 0.2714,
surpassing the AUDO variable's loading factor of 0.1347. The results of the feasibility test of the
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measurement of indicators in the capability variable consisting of 2 measurement indicators, namely
DCHANGE and CEOT, produced a KMO value and anti-image correlation of 0.500, which means that
both indicators are suitable to be used as a measurement of the Capability variable. The selection of
indicators used to measure capability shows that the CEOT indicator is chosen for measuring the
capability variable because it has a higher loading factor value compared to the DCHANGE variable.
This research refers to several variable elements which are explained in the following table:

Table 1. Research Variables

No

Variables

Desc.

Fraudulent Financial Statements
(Kanagaretam Model)
(Sukmadilaga et al., 2022;
Tellechea, 2021)

Fraudulent financial statements are
statements intentionally presented to
mislead users by falsely recording,
presenting, or disclosing material financial
information. This action is usually intended
to conceal true financial performance, meet
market expectations, or obtain illegal profits.

Stimulus (Financial Stability)
(Achmad, Ghozali, Helmina, et al,,
2022; Y. Choi, 2022)

Stimulus, in the context of financial stability,
refers to policies or interventions by
authorities (such as central banks or
governments) designed to support and
restore the financial system, particularly in
the face of crises or economic stress. These
actions aim to maintain smooth market
functioning, banking liquidity, and public
confidence to prevent broader disruption to
the economy.

Opportunity (Ineffective
Monitoring)
(Sukmadilaga et al., 2022; Trzeciak
& Jonek-Kowalska, 2021)

Opportunity, in the context of ineffective
supervision, refers to weak internal control
mechanisms, oversight by the board of
commissioners, or external audits that fail to
detect and prevent misconduct. This creates
loopholes for individuals or certain parties to
commit acts such as fraud without a high risk
of detection.

Rationalization (Total Accruals)
(Achmad, Ghozali, Helmina, et al.,
2022; Siladjaja et al., 2022;
Widianingsih et al., 2022)

Rationalization, in the context of total
accruals, refers to management's justification
for using aggressive accounting estimates
and policies in recording revenues and
expenses, which results in large net accruals
often unsupported by operating cash flow.
This justification is usually based on the
desire to meet profit targets, achieve
bonuses, or maintain market valuation,
despite the potential to distort the true
picture of financial performance.

Capability (CEO’s Tenure)
(Lee, 2023; Mousavi et al., 2022)

The capabilities demonstrated by a CEQ's
long tenure refer to their experience,
network, and in-depth understanding of the
company, enabling them to identify and
exploit loopholes in the control system.
However, excessively long tenure can also
create excessive authority and reduce
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effective oversight, thus increasing the CEO's
capacity to commit or conceal fraud.

Lack of integrity (Munteanu et al.,
2024; Onesti & Palumbo, 2023; van
Ruth & de Pagter-de Witte, 2020)

Alack of integrity is a condition in which an
individual or organization consistently acts
inconsistently with ethical values, moral
principles, and applicable laws. In the context
of corporate governance, this is manifested
through behaviors such as financial
statement manipulation, abuse of authority,
or decision-making that prioritizes personal
interests over obligations to stakeholders.

Collusion
(Achmad, Ghozali, Helmina, et al.,
2022; Cho & Kang, 2024;
Sukmadilaga et al., 2022)

Collusion is a form of secret and illegal
cooperation between individuals or
organizations aimed at defrauding others,
restricting competition, or gaining an
improper advantage. In the business world,
this practice often takes the form of hidden
agreements to fix prices, divide markets, or
rig bids, thereby undermining free market
mechanisms and harming consumers and
other competitors.

Governance and Culture
(Onesti & Palumbo, 2023;
Sukmadilaga et al., 2022)

Governance refers to the regulatory
framework, processes, and structures that
guide and control an organization to achieve
accountability and transparency. Meanwhile,
organizational culture reflects the collective
values, norms, and behaviors that shape day-
to-day working practices and decision-
making, both of which influence each other to
create an ethical and sustainable operating
environment.

Source: Author’s compilation from prior studies

3.2. Multiple Linear Regression and moderating regression

This study employs multiple linear regression panel data analysis approaches and moderating

regression analysis panel data for hypothesis testing as follows:

KAN it = B0 + 1 ACHANGE it + B2 BDOUTit + B3 TATAit + p4 CEOit + 5 NUOFFit + 6 POLCNit + B7
GAOC + B8 ACHANGE*GAOCit + B9 BDOUT*GAOCit + 810 TATA*GAOCit + 11 CEO*GAOCit + 12

NUOFF*GAOCit + 13 POLCN*GAOCit + €itl

Information:
KAN
ACHANGE
BDOUT
TATA

CEO

NUOFF
POLCN
GAOC

: Fraudulent Financial Statements (Kanagaretam Model)
: Stimulus (Financial Stability)

: Opportunity (Ineffective Monitoring)

: Rationalization (Total Accruals)

: Capability (CEO’s Tenure)

: Lack of integrity
: Collusion
: Governance and Culture
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B0 : Constants

B1-B12 : Variable coefficient
i : Cross section

t : Time

€ : Error ter

This study can utilize panel data models including the Common Effect (Pooled Least
Squares), Fixed Effect model, and Random Effect model. This study used the Chow test, Hausman test,
and LM test for model selection to identify the appropriate model.

4. Results

4.1. Classical Multiple Assumption Test

The normality test findings indicate that the error distribution closely aligns with the ideal normalcy
line, hence satisfying the normality assumption necessary for the model. The multicollinearity test
indicates that the correlation among independent variables is less than 0.7, thereby concluding the
absence of multicollinearity in the regression model. The heteroscedasticity test findings indicate
that the p-value of Obs*R-square is 0.3110, which above 0.05. Therefore, the null hypothesis is
accepted, concluding that there is no heteroscedasticity in the employed regression model. The
autocorrelation test findings indicate that the p-value of Obs*Rsquare is 0.3893, which above 0.05.
Therefore, the null hypothesis is accepted, concluding that there is no autocorrelation in the model
produced. Following the enhancement of autocorrelation, it was determined that all four necessary
classical assumptions were satisfied, hence allowing for the continuation of hypothesis testing of the
theory.

4.2. Testing the Coefficient of Determination (R2)

The determination coefficient test findings were analyzed to assess the degree to which the
independent variables elucidate the dependent variables in a model, as shown by the adjusted R2
value. The Adjusted R2 value of 0.07010 suggests that the factors of stimulus, opportunity, capability,
rationalization, lack of integrity, collusion, and their interactions with governance and culture
account for 7.01% of the variance in the Fraudulent Financial Statements variable. The remaining
92.99% is affected by variables not encompassed in this research model.

This relatively low number indicates that there are many other factors that are not
identified or measured in the model that contribute significantly to fraudulent financial statements.
These factors could include unforeseen macroeconomic conditions, sudden regulatory changes,
extreme competitive pressures in the industry, weaknesses in information technology systems,
highly complex personal motives beyond common rationalizations, or even deeper psychological and
sociological factors that are difficult to measure. In other words, fraud is a multifaceted phenomenon
influenced by a much broader spectrum of factors than are captured by the variables studied, leaving
a significant portion of the variance unexplained. Factors that have the potential to have a greater
impact on Fraudulent Financial Statements and are often not fully measured in standard models
include: the individual psychology of the perpetrator (e.g., a degree of narcissism, arrogance, or even
a personality disorder that makes someone more willing to engage in manipulation without guilt),
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extreme external pressures (such as unrealistic market expectations, the threat of delisting, or an
economic crisis that forces a company to survive at all costs), and fundamental weaknesses in
internal control systems that create systemic loopholes (Procentese et al., 2020). In addition, sudden
changes in key management or highly concentrated ownership structures without adequate
oversight can also be powerful drivers of fraud. The combination of these factors, especially when
occurring in volatile industry conditions or amid macroeconomic uncertainty, is often the primary
catalyst for larger, more systematic acts of financial statement manipulation.

4.3. Simultaneous Testing (F Test)

The F test is used to concurrently assess the impact of all independent factors on the dependent
variable. The outcomes of the F test are presented in the subsequent table:
Table 2. F Test
Model 1 Mark F Sig.
1 2.060860 0.015813
Source: Author’s computation based on research data.
According to the data in the table above, the significant value of model 1 is 0.015813, which
is less than 0.05; therefore, HO is rejected. This suggests that at least independent variable inside the
regression model of this study influences the dependent variable.

4.3.1. Partial testing (t-Test)
Table 3. T-Test

Variable Coef (B) Sig. Conclusion
STIMULUS (ACHANGE) -0.0703 0.0483* Hal Accepted
OPPORTUNITY (BDOUT) 0.0161 0.2051 Ha2 Rejected
RAZIONALIZATION (TATA) -0.0913 0.0717 Ha3 Rejected
CAPABILITY (CEOT) 0.0032 0.3768 Ha4 Rejected
LACK OF INTEGRITY (NUOFF) 0.0133 0.0158* Ha5 Accepted
COLLUSION (POLCN) -0.0005 0.4715 Ha6 Rejected
?(?X(;E;NANCE AND  CULTURE 0,044751 | 0,0382* Ha5 Accepted
ACHANGE - GAOC 0.1428 0.0308* Ha7 Accepted
BDOUT->GAOC -0.0425 0.1282 Ha8 Rejected
TATA->GAOC 0.1302 0.1322 Ha9 Rejected
CEOT->GAOC -0.0146 0.2251 Ha10 Rejected
NUOFF->GAOC -0.0236 0.0271* Hal1l Accepted
POLCN->GAOC 0.0049 0.3815 Ha12 Rejected

(*) significance level 0.05
Source: Author’s computation based on research data.

According to the data processing results presented in the table above, it can be seen that the
stimulus measured using financial stability has a significance value (p-value) of 0.0483, which means
it is smaller than 0.05 (p-value < 0,05) with the value of1 > 0,0703 or in a negative direction. So, the
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stimulus has proven to have a positive effect on Fraudulent Financial Statements. Likewise, the lack
of integrity variable has a significant value (p-value) is 0.0158, which means it is smaller than 0.05
(p-value < 0,05) with value 0.0133 or in a positive direction. A deficiency in integrity positively
influences fraudulent financial statements. The opportunity variable is assessed through inadequate
monitoring, rationalization is quantified by the ratio of total accruals to total assets, and capacity is
evaluated based on the CEO. Tenure and collaboration do not influence fraudulent financial
statements.

The testing results regarding the impact of Stimulus on Fraudulent Financial Statements, with
governance and culture as moderating variables, indicate a significance value (p-value) of 0.0308,
which is less than 0.05 (p-value < 0,05), accompanied by a value of 8 = 0.1428, indicating a positive
correlation. Governance and culture can diminish the impact of stimuli on fraudulent financial
statements. The findings from the examination of the impact of integrity deficiency on Fraudulent
Financial Statements, with governance and culture as moderating variables, reveal a significance
value (p-value) of 0.0271, indicating it is less than 0.05 (p-value < 0,05), accompanied by a value of
12 = -0.0236, reflecting a negative correlation. Governance and culture can mitigate the impact of
integrity deficits on fraudulent financial statements.

The results of testing the impact of opportunity, rationalization, capability, and collusion on
Fraudulent Financial Statements, with governance and culture as moderating variables, yielded a
significance value (p-value) beyond 0.05. Governance and culture cannot diminish the impact of
opportunity, rationalization, capability, and coordination on fraudulent financial statements.

4.4. Sensitivity Test

A sensitivity analysis was performed to enhance the validity of the test outcomes in this study. A
sensitivity analysis was performed by juxtaposing this study model with prior investigations. Model
1 is the Fraud Hexagon Modified Model introduced in this study, which examines the influence of
stimulus, opportunity, rationalization, capability, lack of integrity, and collusion on fraudulent
financial statements, with governance and culture serving as moderating variables. Model 1
incorporates moderating variables related to governance and culture, with five indicators derived
from COSO ERM 2017, along with an additional indicator reflecting dedication to achieving
certification and awards. Model 2 is the Fraud Hexagon model, formulated by (Vousinas, 2019),
which examines the influence of stimulus, opportunity, rationalization, capability, ego, and
collaboration on fraudulent financial statements, with governance and culture serving as moderating
variables. Model 2 employs moderating variables of governance and culture, utilizing only five
indicators derived from COSO ERM 2017.

The sensitivity test results indicated that the ego variable, quantified by the amount of board
of directors' photographs in the annual report, does not significantly influence Fraudulent Financial
Statements. The deficiency of integrity, quantified by the frequency of infractions, substantially
influences fraudulent financial statements. The results corroborate the study's findings that the
integrity variable can substitute the ego variable in the Modified Fraud Hexagon Model. The
sensitivity test results indicate that governance and culture, as assessed by five COSO ERM 2017
factors, do not reduce the impact of integrity deficiency on fake financial statements. Nonetheless,
the inclusion of an indicator reflecting the company's dedication to securing honors and certifications
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may diminish the impact of integrity deficits on misleading financial statements through governance
and culture.

5. Discussion

The stimulus indicated by financial stability is reflected in financial growth, encompassing asset
expansion, sales, and annual profit increases. The expansion of assets influences the productivity and
efficiency of the organization, so serving as a contributing factor to the enhancement of corporate
profitability (Budiasa et al, 2016). The findings of this study indicate that asset expansion
significantly influences fraudulent financial statements, exhibiting a negative coefficient. The
hypothesis testing results indicate that low asset growth, signifying unstable financial conditions,
generates significant pressure on management, prompting them to enhance the company's financial
stability through various means, including the fabrication of financial statements. The findings of this
study corroborate the investigations conducted by Annisya (2016), Budiasa et al. (2016), Sari and
Nugroho (2020), Sihombing and Rahardjo (2014), Yesiariani and Rahayu (2017). The findings of this
study further corroborate Agency Theory and Positive Accounting Theory.

The incidence of dishonest financial reporting is attributable to variables beyond mere
pressure. Nonetheless, it is significantly affected by opportunity considerations, as assessed by the
efficacy of monitoring conducted within the corporation, specifically by the Independent Board of
Commissioners. A greater proportion of independent board commissioners correlates with enhanced
supervisory efficacy, hence reducing the likelihood of fraudulent financial reporting. The findings of
this study contradict this assertion, as the test results indicate a likelihood beyond 0.05 with a
positive correlation, suggesting that inadequate monitoring does not significantly impact Fraudulent
Financial Statements. The findings of this study align with those of Handoko and Tandean (2021).

This situation presumably arises because, despite banks having numerous independent
commissioners, their effectiveness in avoiding fake financial statements remains inadequate.
Statistical data from the sample utilized in this study indicates that the proportion of independent
commissioners exceeds 55%, although this correlates with an increase in fraudulent financial
statements. Significant examples continue to arise, such as instances of fraudulent credit,
misappropriation of client funds, and the submission of substandard financial statements, among
others. This indicates the continued necessity to enhance the efficacy of supervision within the
banking sector, both internally through the Board of Commissioners and the Audit Committee, and
externally via regulatory bodies such as the Financial Services Authority and Bank Indonesia.

This study measures financial statement fraud, executed via accrual profit management,
using the ratio of Total Accrual to Total Assets. The profit achieved is more indicative of accrued profit
during a single time. A diminished accrual profit value correlates with an increased operating cash
flow. This assertion is not corroborated by the findings of this investigation, which indicate a
significance value exceeding 0.0. The findings of this study align with the research outcomes of Ayem
and Astuti (2019).

This circumstance may arise from banks management opting for real earnings management
over accrual earnings management to perpetrate financial statement fraud. Statistical data from
sample enterprises and advancements in the banking sector corroborate this idea. Statistical data
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from sample companies indicates that the total accrual to total asset value predominantly exhibits a
negative figure, with 191 companies (82.7%) reporting such results, whilst just 40 companies
(17.3%) present a positive figure. This indicates that, on average, banks possess a lower operating
profit compared to operating cash flow. The premise that the banking sector engages in genuine
earnings management is further substantiated by observable trends within the business, wherein
banking management strategies increasingly facilitate loan issuance through the provision of
inexpensive capital or more lenient credit criteria.

A metric for assessing capacity is the tenure of the board of directors or management. An
extended tenure correlates with increased experience in executing diverse tasks and cases related to
the presentation of the company's financial statements, thereby enhancing their awareness of
internal control deficiencies and augmenting their capacity to engage in fraudulent financial
reporting. The findings of this study do not corroborate this assertion, as the test results indicate a
significance value beyond 0.05. Statistical data from sample firms indicate that the majority of board
directors have tenures above six years, with 196 directors (84.84%), while just 35 companies
(15.16%) have directors with tenures below this threshold. It can be stated that the majority of
directors possess tenures over six years; nonetheless, this does not influence the occurrence of
fraudulent financial statements. This circumstance may arise from the fact that longer employment
fosters more loyalty and discourages acts that could harm the organization. This assertion aligns with
Kurniawati (2014), which indicates that prolonged tenure correlates with increased job engagement.

A deficiency in integrity signifies a failure to adhere to moral and ethical norms, reflecting a
compromised moral character, dishonesty, or a morally corrupt state. The deficiency of integrity is
the primary catalyst for fraudulent activities. The findings of this study indicate that a deficiency in
integrity, as evidenced by breaches of relevant laws, regulations, and ethical standards, positively
influences Fraudulent Financial Statements. The statistical test findings corroborate the
aforementioned conclusion, indicating that the majority of banking firms, specifically 134
organizations (58%), contravene legal and ethical standards. Conversely, 97 organizations (42%) do
not engage in violations. The findings of this study align with those of research by Kakati and
Gosmawi (2019) and Siahaan (2019). Collusion is quantified by the presence of 194 banks with
substantial political links, or 83.9%. Despite numerous banks possessing boards of commissioners
with political affiliations, the test results indicate a significance value beyond 0.05, suggesting that
collaboration does not significantly influence fraudulent activities, including the misrepresentation
of financial reporting.

The findings of this study demonstrate that collaboration, as assessed through political
relationships, does not invariably result in fraudulent activities. Numerous corporations, particularly
within the banking sector, appoint commissioners with political affiliations for various purposes,
including securing support in times of pressure to avoid engaging in fraudulent activities, such as
misrepresenting financial figures. This aligns with the findings of study conducted by Johnson and
Mitton (2003). Similarly, Khwaja and Mian (2005) demonstrated that enterprises with political
connections are more prevalent and have more access to loans. Correia (2014) contends that firms
with political affiliations have less stringent oversight from regulators compared to those without
such links.

The test results show that the influence of stimulus and lack of integrity on Fraudulent
Financial Statements is weakened by governance and culture. These results prove that good
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corporate governance and culture will shape the behavior of managers as agents who hold
operational control of the company to act efficiently and realistically so that the continuity of the
company's business will be guaranteed. Good corporate governance and culture will also influence
the behavior of managers as agents who hold operational control of the company to act in accordance
with applicable norms and provisions. According to the Post-Freudian Theory (Erikson, 1963),
behavior is largely determined by environmental factors, although there are historical and innate
factors that influence it. Environmental influences stem from the establishment of effective
government and culture, guiding individuals to select syntonic aspects that can generate fundamental
strengths during a crisis, including under pressure. The existence of this basic strength will direct
someone to behave as expected by the social environment, namely avoiding financial statement fraud
when facing pressure and looking for other alternatives to resolve the pressure of the company's
financial instability. The research results are in accordance with research conducted by Beaulieu and
Reinstein (2020) and Kalbers (2009).

The test results in this study cannot establish the impact of opportunity, rationalization,
capability, and collusion on Fraudulent Financial Statements diminished by governance and culture.
The suspicion arises from the insufficient number of independent commissioners and the absence of
effective oversight, which may provide management with significant opportunities to perpetrate
fraud in financial statement presentations; the degree of fairness is affected despite the
implementation of sound governance and culture. In addition, it is also suspected that the attitude or
view of management regarding the measure of the level of fairness of a fraudulent act is not solely
influenced by the governance and culture that applies in the entity. In addition, although banking
already has various regulations to create good corporate governance and culture, including POJK
number 39 of 2019, the implementation and supervision of the implementation of these regulations
must be carried out and improved continuously so that they can have an impact on reducing fraud
and deviations from the concept of good corporate governance.

The analysis shown in the table above indicates that the moderating variables of governance
and culture can serve as pure moderators when influencing the relationship between stimulus
variables and the lack of integrity on Fraudulent Financial Statements. The moderating variables of
governance and culture may serve as possible moderators (Homologizer Moderator) in influencing
the effects of opportunity, rationality, capability, and collusion.

The outcomes of the second expansion test categorized banks into two groups based on books
1 and 2, and books 3 and 4. The test results demonstrate that banks in groups 1 and 2 exhibit a lack
of integrity, which impacts fraudulent financial statements. Furthermore, the findings from the model
2 test indicate that in smaller banks, the establishment of effective governance and culture
diminishes the impact of incentives and integrity deficiencies on Fraudulent Financial Statements.
The examination of bank groups in volumes 3 and 4 indicates that stimulation, opportunity,
capability, absence of integrity, and collusion do not influence Fraudulent Financial Statements.

This study has limitations including: 1.) The use of linear regression (OLS) on binary
dependent variables can produce probability estimates outside the range of 0 to 1, making them
substantively meaningless. 2.) The OLS method assumes normality and homoscedasticity of errors,
assumptions that are generally not met when the dependent variable is dichotomous, thus disrupting
the reliability of statistical inference. Future research is advised to apply more appropriate models
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such as logistic or probit regression to ensure valid prediction results and more reliable statistical
inferences according to the nature of the binary dependent variable in a more specific Research
Model. Furthermore, The use of purposive sampling methods has the potential to result in selection
bias because the sample is not randomly selected from the population. To increase external validity,
future research is recommended to use probability sampling methods, such as simple random
sampling or stratified random sampling, to obtain a more representative sample of the relevant
research object.

6. Conclusions

The findings from the hypothesis testing reveal that financial stability and a deficiency of integrity,
as shown by the frequency of violations, positively influence Fraudulent Financial Statements.
Opportunity, assessed through ineffective monitoring, does not influence Fraudulent Financial
Statements; rationalization, evaluated via the Total Accruals to Total Assets Ratio, has no impact on
Fraudulent Financial Statements; capability, determined by CEO Tenure, does not affect Fraudulent
Financial Statements; and collusion, gauged by political connections, does not influence Fraudulent
Financial Statements. The study's results indicate that Governance and Culture can mitigate the
impact of stimulus and integrity deficits on Fraudulent Financial Statements. Governance and culture
serve solely as moderating variables. Nevertheless, Governance and Culture do not diminish the
influence of Opportunity, Rationalization, Capability, and Collusion on Fraudulent Financial
Statements. The characteristics of governance and culture emerge as potential moderating variables
(Homologizer Moderator).

The hypothesis testing results indicate that the variable's integrity deficiency and stimulation
are the primary variables (Necessary Condition) for fraud. Conversely, other elements such as
opportunity, rationality, capability, and collusion serve as sufficient conditions to promote fraud.
These findings align with present circumstances, wherein the integrity zone is the primary element
that necessitates ongoing reinforcement to avert fraudulent activities, including deceptive financial
statements. Multiple rules concerning integrity enforcement have been implemented, including ISO
37001, which pertains to the Anti-Bribery Management System aimed at preventing, detecting, and
investigating instances of fraud. The Regulation of the Minister of State Apparatus Empowerment
and Bureaucratic Reform Number 10 of 2019 establishes criteria for the development of an integrity
zone aimed at creating a corruption-free region and a clean, service-oriented bureaucratic
environment within government organizations. The outcomes of the initial expansion test indicate
that the measuring indicator of the stimulus variable, represented by financial targets, may
substantiate the impact of the stimulus variable on Fraudulent Financial Statements. The external
pressure indicator, personal financial need, fails to demonstrate the impact of the stimulus variable
on Fraudulent Financial Statements.

The sensitivity test results corroborate the study's findings: the integrity variable can
substitute the ego variable in the Modified Fraud Hexagon Model, and the inclusion of an indicator,
specifically the company's commitment to securing awards and certifications, can enhance the
governance and cultural factors that mitigate the impact of integrity deficiency on fraudulent
financial statements.
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7. Recommendations and Limitations

This study identified some limits and flaws that future researchers should address and enhance. The
limitations encompass a relatively low determination coefficient of merely 7% in this research model,
the subjective nature of the content analysis employed for measuring governance and culture
disclosure indices, and the potential for the selection of indicators based on loading factors to yield
viable conclusions for all indicators. Nonetheless, they are exclusively chosen according to the
highest loading factor value.

This study's results reveal that the stimulus and integrity deficiency variables influence
financial statement fraud. Consequently, regulators, specifically the Financial Services Authority,
Bank Indonesia, the Ministry of Finance, and the Corruption Eradication Commission, must enhance
regulations and oversight in their execution to effectively prevent fraud, including Fraudulent
Financial Statements. Moreover, governance and cultural elements, particularly a desire to obtaining
awards and certifications, have demonstrated efficacy in reducing management's motivations to
engage in fraudulent activities despite existing incentives. This study recommends the inclusion of
an additional principle in the governance and culture component of COSO ERM 2017, specifically
regarding awards and certification. This study's findings are pertinent to professional associations,
particularly the Indonesian Institute of Public Accountants (IAPI), highlighting the necessity for
auditors to address the issue of integrity deficiency during entity audits. The absence of integrity is a
requisite condition that must be present to facilitate financial statement fraud. It is anticipated that
instances of financial statement fraud may be diminished. Consequently, the integrity of corporate
management must be enhanced by diverse legislation, standards, and professional ethical codes.
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