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Abstract: Many discussions and opinions of experts who 

produce endangement or tools to detect the possibility of fraud in 
reporting financial performance. One of the most recent trends is 
the Pentagon fraud approach. Pentagon is a form that has five 
sides, there are five categories of causes of fraud in pentagon 
fraud, namely: pressure, opportunity, rationalization, competence 
and arrogance. Our research takes samples from banks, because 
the sector is the most common case of fraud. We made this 
quantitative secondary data-based research to have written 
evidence for reference in banking sectors. We use cross section 
data from 2016 year ends up to 2018. We own 35 samples from 
three years period, the total of 105 samples. We use ordinary least 
square using nine independent variables and one dependent 
variable. After conducting this research, we found that 
opportunity is the most influencing factor for company in banking 
sector to do fraud. While the others factor has no significant 
effect. 

Keywords : internal, control, leadership, compensation, system, 
fraud, prevention 

I. INTRODUCTION 

Information in the financial statements will be used by 

both internal and external parties. Internal parties who are 
responsible for running the company will make financial 
reports as a reference to determine financial steps that need to 
be taken in the future, while external parties such as investors 
will use financial statements as the main reference to provide 
an assessment of the company. 

In its making, the financial statements are not immune from 
misstatements, both unintentional and intentional 
misstatements. Accidental misstatements can occur due to 
technical errors (human errors). While intentional 
misstatements are commonly called fraud. 
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Fraud can occur in companies of any type and when people 
are weak attention, so this will comfortable, certain to provide 
precaution before cases become too large. The [1] classifies 
occupational crime to major categories, which is corruption, 
theft of company’s asset, fraudulent reporting. Based results 
from ACFE survey [1] regarding losses due to fraud The most 
incidents of fraud is theft of company’s asset by employees. It 
accounted more 80 percent of all fraud cases in 2018 with a 
median loss of US $ 120,000, while intentional material 
misstatement in reporting only reached 15 percents in all 
fraud discovered in 2018 but the median loss reached US $ 
800,000 so it was said to be the least type of fraud but the most 
detrimental [1]. 

Cases of fraud by means of engineering financial 
statements in the Indonesian banking sector also occurred at 
Bank Lippo Corp in 2002 which was carried out by reporting 
companies that were bad negative result, an asset value less 
real net asset [2]. In addition, a fraud scandal at a banking 
company in Indonesia that was severe enough to risk the 
country's financial condition was a fraud Century Bank in 
2008 [3]. The latest fraud case in the banking sector year 
2015, insider trading incident in Bank Danamon Indonesia 
Corp shares involving the former County Head of UBS 
Group, Rajiv Louis [4]. 

The number of fraud cases according to the ACFE survey 
[1] which proven presented this crook industry up to 366 
cases from entire cases examined with a median loss of $ 
110,000. The cross-section period is 2016-2018. Banking 
companies were chosen because even though banking 
companies have strict regulations, according to a survey 
conducted by [1] the financial and banking industry remains 
the industry where fraud cases are most prevalent. 

II. LITERATURE REVIEW AND HYPOTHESIS 

A. Agency Concept 

[5] as the originator of the Agency Theory defines an 
principle and involve other people (agent) to carry out some 
services on their behalf (principals) which involve the 
delegation of several decision making authorities. Based on 
the principal to the agent, where instead the principal provides 
incentives to the agent for the services served. Mandating 
from owner/shareholder to management must believe 
management according to owner wishes. 

However, there are costs that arise to be involved in agency 
relations, including costs to monitor progress and enforce 
them. These costs can be influenced by different principal and 
agent attitudes towards risk and different access to 
information between principal and agent (asymmetric 
information). 
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 Asymmetric information can arise when an agent has 
personal information that access is not owned by the principal 
so that in carrying out its services, the principal cannot 
oversee the agent. 

B. Fraud Pentagon 

The Pentagon Fraud Theory was coined by [6]. This theory 
extends previous three dimension previously made [7], 
another variables were reinforced to perfecting the model. 
Both can be found at [6]. 

Competence is one's ability to be able to commit fraud. 
Take for example, for example someone who can commit 
financial statements is someone who is financially skilled and 
expert [6]. Someone who can rob a safe is someone who has 
the expertise to break into a safe. Without this capability, 
fraud impossibility occur [8]. 

According to [6], more than sixty percent fraud people 
back grounded that is in the form of a combination of pressure 
(arrogance) and greed. [6] and [9] also stated that arrogance is 
an attitude that demonstrates the superiority and lack of 
awareness caused by greed for thinking that the company's 
internal control does not personally apply to them. 

[6] explains that there are 5 (five) elements of the 
perspective of the CEO:  

1. Selfish, ignorance where the CEO is more viewed as a 
celebrity than an entrepreneur 

2. They can penetrate the company's internal control and 
are not captured 

3. They have a pressing attitude 
4. They record a democratic management fee 
5. They were sticking to losing position or status. 

C. Financial Pressure 

It described as specific financial performance to be 
achieved of company. One way to assess how effective the 
company's asset performance is by using the ROA (Return on 
Assets) ratio [10]. High ROA will result in better company's 
management performance. It means that the company's 
overall operations are effective. 

Financial targets are related to agency theory which 
explains the existence of a relationship between agents and 
principals where agents and principals have hopes to fulfill 
their respective interests [11]. In this case, the relationship is 
with the desire of management to get a bonus for their work 
towards the fulfillment of the desire to maximize profit. 
Because of one thing or another, the company's financial 
targets may not be achieved so that the company's existence 
will be doubted. This creates pressure to achieve the 
company's financial targets so that it can maintain the 
company's existence and get bonuses on performance results. 
These pressures give rise to the possibility of the influence of 
financial target achievement pressures on fraudulent financial 
reporting that can be formulated in the following hypothesis: 

H1 = Financial targets have a significant effect on the 
detection of financial title reporting 

D. Financial Stability 

[10] in his research cited by [12] explains that when 
financial stability threatened by economic conditions, 
industry, and the situation of operating entities, management 
faces pressure to commit financial statement fraud. The 
financial stability of a company can be numbers of total assets 
added from year to year. 

The number of total assets owned by the company is the 
main attraction for investors, creditors, and other 
stakeholders. Increased total assets are considered capable of 
providing maximum returns for investors, while total assets 
that have decreased can make investors, creditors, and 
stakeholders not interested because the company's condition 
is considered unstable. 

Research conducted by [13] states that financial stability is 
one of three variables that have a significant effect in 
detecting fraudulent financial reporting. On the basis of these 
statements the hypothesis can be concluded: 

H2 = Financial stability has a significant effect on the 
detection of financial title reporting 

E. External Pressure 

Factors outside company management create a condition 
which received pressure from outsiders. [10] in his research 
cited by [14] stated that to cope with pressures from outside 
parties the company needed additional debt or external 
financing and development or capital expenditure. 

This factors proxies by debt or liability. Companies with 
high levels of leverage mean that they have large debts and 
have high credit risk so that the possibility of fraudulent 
financial reporting is also large because the company needs to 
convince creditors that the company is able to pay debts that 
can be proven by having large profits. 

Based on these statements, the hypothesis can be concluded 
as follows: 

H3 = External pressure has a significant effect on the 
detection of financial titles of financial institutions 

F. Institutional Ownership 

Institutional ownership can lead to greater pressure on 
management because management is responsible to the 
institution, not individuals. In addition, the large share 
ownership of institutions makes management try harder so as 
not to lose these investors, one way is to manipulate financial 
statements to make it look more attractive. Research [10] also 
cited by [15] and [16] states that with the aim of testing the 
variables that influence the fraud of financial statements by 
using the SEC Accounting and Auditing Enforcement 
Broadcasts (AAER) published between 1992 and 2001 found 
evidence that external share ownership also influences on 
increasing financial statement fraud. 

G. Ineffective Monitoring 

Ineffective supervision can occur if there is dominance of a 
leader over entire organization including performance report 
and policy of company [17]. The effectiveness of company 
supervision can be measured using Independent Board of 
Commissioners ratio by comparing the amount independent 
chairman divided by total entire major shareholders. 

Based on Financial Services Authority Regulation No. 33 / 
POJK.04 / 2014 Article 20, public companies listed on the 
IDX must have at least 2 (two) commissioners, one of whom 
is an independent commissioner. If the board of 
commissioners consists of more than 2 (two) people, then the 
number of independent commissioners must one per three 
major shareholders. 

The ineffectiveness of internal supervision can open the 
opportunity for fraudulent financial reporting, so the 
following hypotheses can be 
formed: 
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H5 = Ineffective supervision has a significant effect on the 
detection of financial title reporting 

H. Quality of External Auditor 

The external auditor is chosen from shareholder meeting to 
select an independent audit so as to avoid conflicts of interest 
and ensure the independency. Research on quality auditors 
focuses on the difference between choosing the use of audit 
services from the Big 4 and second tier and others (KAP).   

Reason underlying, the Big 4 KAP is considered capable of 
detecting and revealing greater financial reporting errors than 
the Non-Big KAP 4. 

Fact strongly proven in [18] which shows that external 
auditors working on Big 4 KAP have more ability to detect 
fraud compared to external auditors who work on Non Big 4 
KAP. 

Based on this statement, it can be said that companies 
audited by Big 4 KAP have a greater chance of being detected 
for fraud because Big 4 KAP is considered to have a better 
ability to detect fraud and produce higher quality audit results, 
so the following hypotheses can be arranged: 

H6 = Quality of external auditors significantly influences 
the detection of financial title reporting 

I. Changes of External Auditor 

Changes in external examiner for companies should means 
way reduce fraud identified in auditors. Research conducted 
by [9] stated that client able to switch other audit team or firm, 
but still it higher the risk of undiscoverable misstatement. 

In the study of [10] cited by [19] states that changes in 
external auditors can be used as a proxy for rationalization 
elements in detecting intentional material misstatement, so 
hypotheses arranged as follows: 

H7 = Changes in external auditors have a significant effect 
on the detection of financial title reporting 

J. Changes of Directors 

Change of top leader selected as measurement proxy for 
one factor of pentagon; that is competence. Competencies 
include abilities, expertise, courage, confidence, authority 
and power that can enable a person to carry out his actions 
without being known or known but cannot be acted upon [20]. 
Research study [12] suggests that mandatory switch of top 
management can cause a contingent period results open 
chance to people do misappropriation. 

In addition, [8] conclude that this kind of misappropriation 
without discrimination, everyone, including those who seem 
honest. This case, ability (competence) can be said as director 
authority to perpetrate fraud for his purpose. 

Substitution of top management will become the efforts or 
indicate certain political interests in order changed old top 
management. Otherwise, changes the company's board of 
directors can also be made to cover up fraud committed by 
previous directors, such as the scheme carried out by Toshiba 
where Hisao Tanaka, who served as CEO of the company at 
that time announced his resignation when faced with an 
accounting scandal in the form of profit bubbles [21]. 

The need for further research related to the effect of the 
rotation of top management in detecting intentional material 
misstatement, following hypothesis is made: 

H8 = Substitution of directors of companies has a 
significant effect on the detection of financial title reporting 

K. CEO Photos 

Some input from psychologists, said that pride can be seen 
from people's liking for themselves or narcissists. From this 
belief, previous research made the statement that the number 
of photos of the leader in the annual report can reflect how 
arrogant the leader was [6]. According to [6] top management 
often create fictitious document and record regarding 
company sales and asset to maintain profitability position, 
including manipulation of data by committing fraud. 

Based on the above statement, the hypothesis can be 
arranged as follows: 

H9 = Number of CEO photos has a significant effect on the 
detection of financial title reporting 

III. RESEARCH METHODOLOGY 

A. Design and Framework  

Framework research is construct focus for research. In this 
case, the object of this study is the detection of fraudulent 
financial statements represented by the Beneish M-score. The 
Beneish M-Score was chosen because its predictive ability 
has been empirically tested and is believed to be the best 
proxy for representing fraudulent detection of financial 
statements. Beneish M-scores are calculated using data from 
2016-2018. 

Study uses secondary sources which mean the hypothesis 
and research results are presented tabular. Research uses 
secondary data that is data collected from existing sources. 
Secondary data is from banking sectors in period 2016-2018. 

B. Sampling Technique 

This study uses non-probability sampling, in the form of a 
sampling technique in the process that does not give chance 
chosen. The non-probability sampling design used is criteria. 
According to [22] the using criteria assessment of will 
provide guidance. Table- I provide criteria for sampling 
technique. 

Table- I: Sampling 

 
 
After the sample criteria were applied to all samples, 35 

listed banking companies were selected as the study sample. 
Using a study period of 3 (three) years, namely 2016-2018, 
the total sample of this study was 105 samples. 

C. Variables of Measurement 

The goal is defining, and measures factors used in this 
research, the researchers use operation of variables. In Table- 
II presented the operation of variables. The object of research 
examined is the company's annual financial statements listed 
on the Indonesia Stock Exchange for the period 2014-2018.  
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This research is focuses on using the object of research in 
the property sector, real estate and building construction 
because in this period these companies have a profit trend, 
and this supports the criteria set in the sampling of research 
data 

Table- II: Operation of Variables 

 

IV. RESEARCH ANALYSIS 

A. Multi co-linearity Test 

Multi co-linearity test is performed to ensure the presence 
or absence of inter-correlation or co-linearity among 
endogenous factors. Under ideal conditions, a regression 
model is not needed between endogenous factors. Study was 
conducted by looking at co-linearity result. 

 
Table- III: Multi Co-linearity Test 

 
The table shows the results of multi co-linearity tests. If the 

Tolerance value is more than 0.1 / or is (<10), there will be no 
multi co-linearity between the independent variables, and vice 
versa. See table- III, co-linearity value for each factor is 
0.772; .879; 0.786; 0.938; 0.769; 0.674; 0,698; 0.814; and 
0.928. All Tolerance values (> 0.1). Then, VIF on each 
independent variable is 1.296 each; 1,138; 1,272; 1,066; 
1,301; 1,483; 1,433; 1,229; and 1,077. All VIF values are less 
than 10 (<10). From the results of these tests, multi 
co-linearity conducted indicate all factors do not detected 
inter-correlation with each other, so they are free from multi 
co-linearity problems. 

B. Goodness-of-fit Model Test 

Examine regression in goodness-of-fit model test, this will 
purpose regression used correct. Regression model will be 
considered appropriate if similar result from model and 
statistics result. 

 
 
 
 
 

Table- IV: Goodness-of-fit 

 
The table shows the number of samples (N) used in testing 

the feasibility of study. From the table, all samples totaling 
105 data are used in this calculation. 

C. Hosmer and Lemeshow Test 

The table shows the results of the feasibility test of the 
regression model with the Hosmer and Lemeshow test. This 
test is carried out using a confidence level of 95%, so that the 
critical value in this study is 5% or 0.05. The significant value 
(Sig.) Obtained is 0.344 while the value is greater than the 
critical value of 0.05. Based on these results, it can be 
concluded that the model can predict the value of 
observations. 

Table- V: Goodness-of-fit 

 

D. Determination of Coefficient 

The purpose of the coefficient of determination (R2) is to 
measure the ability of independent variables to explain the 
dependent variable in a study. In this study, the magnitude of 
the ability to detect fraudulent financial reporting dependent 
variables proxies by Beneish M-Score, explained/measured 
independent targets represented by using the Return on Assets 
(ROA) ratio, performance smoothing represented by using 
fluctuation in client’s asset, external pressures that are proxy 
using leverage ratio (LEV), institutional ownership (OSHIP), 
ineffective supervision that is proxy using BDOUT, quality 
auditors (AUDQ), rotation external auditors (AUDQ), 
AUDCHANG), rotation company top management 
(DCHANGE), arrogancy of top management (CEOPIC). 

 
Table- VI: Determination of Coefficient 

 
Table- VI shows the value of Nargelkerke R Square is 

0.148. This value indicates that the independent variables 
used can explain the dependent variable in this study by 
14.8%. The remaining 85.2% is explained by other variables 
not included in this study. 

E. Classification Matrix 

The classification matrix shows the predictive power of the 
regression model to predict the likelihood of the dependent 
variable being fraudulent financial reporting which proxies by 
the Beneish M-Score. 
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Table- VII: Classification Matrix 

 
We can see prediction level the regression model equal 

84.8%, with a total sample of 105 companies. The number of 
samples with no indication of fraudulent financial reporting is 
88 companies. Meanwhile, the number of samples that have 
indications of fraudulent financial reporting is 16 companies, 
but only 1 company is predicted to have fraudulent financial 
reporting indications. 

F. Logistic Regression 

The purpose of logistic regression analysis is to predict the 
likelihood of a condition. This study uses logistic regression 
analysis to predict the likelihood of fraudulent financial 
reporting. 

Based on the Beta (B) results obtained in Table VIII., The 
logistic regression model for this study is: 

M-Score = -3,827-3,151 ROA + 1,676 ACHANGE + 
3,494 LEV + 0,355 OSHIP + 1,185 BDOUT-0,797 
AUDQ-1,803 AUDCHANG + 0,346 DCHANGE-0,367 
CEOPIC + ↋ 

Table- VIII: Logistic Regression 

 

G. Partial Test (t-test Statistics) 

Partial testing shows the level of significance of each 
independent variable on the dependent variable. 

 
Table- IX: Logistic Regression 

 
This test uses the criteria if the p-value (sig.) <0.05, then 

the independent variable partially affects the dependent 
variable. If p-value (sig.) > 0.05, it means independent 
variable partially does not affect the dependent variable. 
Based on the test results presented in Table- IX. It is can be 
concluded that: 

Summary result in tabular form is presented on Table- X 
Research Result.  

 
Table- X: Research Result in Tabular Form 

 
1. Significant value of ROA which is a represent financial 

target 0.829. This value is > 0.05, which means ROA partially 
has insignificant influence on misappropriate reporting. 
Based on the results of these tests, it can be concluded that the 
results of this study do not support the H1 hypothesis which 
states that financial targets affect the detection of fraudulent 
financial reporting. 

2. Significant value of Changes in Total Assets 
(ACHANGE) which is a proxy of financial stability is 0.274. 
This value is > 0.05, indicates ACHANGE insignificantly 
effect on misappropriate reporting. Based on the results of 
these tests, it can be concluded that the results of this study do 
not support the H2 hypothesis which states that financial 
stability affects the detection of fraudulent financial reporting. 

3. Significant value of Leverage (LEV) which is a proxy of 
external pressure is 0.298. This value is > 0.05, which 
indicates that LEV partially insignificantly effect 
inappropriate reporting. Based on the results of these tests, it 
can be concluded that the results of this study do not support 
the H3 hypothesis which states that external pressures affect 
the detection of inappropriate statement. 

4. Significant value of institutional ownership (OSHIP) is 
0.678. This value is > 0.05, which indicates OSHIP partially 
insignificantly effect inappropriate reporting. Based on the 
test results, it can be concluded that the results of this study do 
not support the H4 hypothesis which states that institutional 
ownership influences inappropriate statement. 

5. Significant value BDOUT which represent of ineffective 
supervision is 0.545. This value is > 0.05, which indicates 
BDOUT partially insignificantly effect inappropriate 
reporting. Based on the results of these tests, it can be 
concluded that the results of this study do not support the H5 
hypothesis which states that ineffective supervision affects 
fraudulent financial reporting. 

6. Significant value of the quality of external auditors 
(AUDQ) is 0.217. This value is > 0.05, which AUDQ 
partially insignificant effect on inappropriate reporting. Based 
on the results of these tests, it can be concluded that the results 
of this study do not support the H6 hypothesis which states 
that the quality of external auditors influences inappropriate 
statement. 
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7. Significant value of changes in external auditors 
(AUDCHANG) is 0.046. This value is < 0.05, which indicates 
that AUDCHANG significantly influences inappropriate 
reporting. Based on the results of these tests, it can be 
concluded that the results of this study support the H7 
hypothesis which states that changes in external auditors 
affect inappropriate statement. 

8. Significant change of company directors (DCHANGE) 
is 0.597. This value is > 0.05, indicates that DCHANGE 
insignificantly influence inappropriate reporting. Based on 
the results of these tests, it can be concluded that the results of 
this study do not support the H8 hypothesis which states that 
the change of company directors influences fraudulent 
financial reporting. 

9. Significant CEOPIC is 0.358. This value is > 0.05, 
indicates CEOPIC partially insignificantly affect 
inappropriate reporting. It can be concluded that the results of 
this study do not support the H9 hypothesis which states that 
the number of CEO photos influences inappropriate 
statement. 

V. CONCLUSION AND SUGGESTION 

A. Conclusion 

Study runs to find out whether detection financial reporting 
titles using Pentagon fraud in banking between of 2016-2018. 
The pressure proxies using targeted outcome, stability 
performance, and pressures from outside parties, and shares 
hold by management, proxies are used. Intentional material 
misstatement in this research is proxies using Beneish 
M-Score. 

All hypotheses that have been formulated and tested, there 
is 1 (one) variable that has a significant influence to 
dependent variable, reporting headings which is auditor 
change. 

We have findings: changes in external auditor do not 
necessarily mean the company is doing a financial reporting 
report, but the change in the external auditor can refer to the 
regulation on the limitation of the external auditor's service 
period which is regulated by PMK No. 17 / PMK.01 / 2008 
limit the length of engagement. 

B. Suggestion 

Suggestions or recommendations that can be provided from 
the results:  

1. Industry/Bank 
Advice is aimed at companies and special companies and 

companies listed on the BE in general in the business sector, 
hoping that they can increase their level of caution when 
giving information to the public so as not to mislead the 
financial reporters. This advice is given because this is the 
case, stakeholders are far smarter and more critical in 
knowing that there is a lot of misappropriation, so that 
reputation company is threatened, and investors will think 
back before investing in the companies without knowing. 

2. for the next researcher 
Further research is suggested to use methods to conduct 

study on headline financial reporting. This is suggested 
because some of the elements of the Pentagram Concept such 
as rationalization, capability, and arrogance are difficult to 
measure. Further research is suggested to increase the period 

of research period and increase the number of research 
samples. 

3. for the shareholders 
Understanding is recommended to be more careful and 

critical in determining the options for investing. This should 
be done in anticipation of the possibility of a lot of fraud 
committed by the company. Understanding can use the 
detection plan done in this research publishing presence 
headline. 
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