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Abstract

Financial statement fraud issgnificant issue that negatively affects the company's external customers.
Many studies regarding factors that influence fraud financial statements have been carrigtk out.
purpose of this study is to examine and gather empirical data regarding tl¢ affi@ancial targets,
effectiveness monitoringauditor switching, and political connections of financial statement fraud with
pdlitical connections as a moderating variabléis study is anticipated to assist users of financial
statements in making disions and servesaa resource for other research

The data in this study were obtained from the annual reports of transportation companies listed on th
Indonesia Stock Exchange (IDX) for the pertmetweer?2017and2019. The sampling technique in this
research was purposive sampling which produced 25 compaitiethe total analysis unit to 75 units.

Data analysis methods used are descriptive statistical analysis and statistical analysis with absolut
difference regression analysis and using the IBMSSPSprogram.

The results of this research indicated thiaaincial targetand effectiveness monitoringffected on
financial statement fraydvhile auditor switchingand political connectionad no effect orinancial
statement fraudn addition,political connections is able to weaken the effecftéctiveness monitoring

on financial statement fraud and political connectigngsot able to moderate independent varigbles
financial targets and auditor switchiog thefinancial statenent fraud This research is expected to be
able to contribute in determining the policies of users of financial statements as well as being a referenc
for further research developmeiib ensure that the financial reports presented are correct angasexve
basis for decisions and policies as well as a form of information transparency for businesses and othe
stakeholders, organizations must enhance their vigilance in respondimgnmal statement fraud

Keywords: Financial statementraud financial targetseffectiveness monitoringaudito switching,
political connections

Introduction

Recently the development of fraud has expanded its reach and has a fairlp$sgboth in Indonesia

and abroadThe results of a survey report BYCFE (Association of certified fraud examiners) (2020)
showedthat fraud that occurs in Indonesia is still dominated by corruption (70%) then asset abuse (21%
and financial statement fraud (998ut this is actually surprising where financial statement fraud has
increased compared to the survey results 2 years ago, which wdsirédtcial statement fraud has
recently been covered widely in Indonesian media,ifikbe case of Garuda Indoneshairul Tanjung
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said there was an inflated profit where the cooperation contract between Garuda and Mahatma wort
$239.94 million was recognized directly in the first yeb2018, in facthatthe contract was valid for51

years, the cooperation contract between Garuda and Mahatma should not be recognized in full in 201
(Gumiwang, 2019)

Fraud is a criminal act committég a person or group to enrich themselves through the intentional misuse
of organizational resources or asgd&ells, 2013) In more detail, fraud is divided into three categories

in the fraud tree, namely; corruption, asset misappropriaah financial statement frau#&inancial
statement frad is the act of altering financial statements in order to deceive users of them in order to get
personal or group benefits related to their position.

The financial target is one of the determinants or criteria that fraudsters maypsspdtrate financial
statements fraud. Financial objectives are goals set by management or directors under undue pressure
maximize profits in order to improve the performance of the firm; the financial targets themselves can be
approximated by the praéibility of the bsiness In research conducted yratiya and Susetyo, 2018)
(Darmawan and Saragih, 201{@8uyanto, 20099howsthat the projected financial target with profitability

has a significant influence on financial statement fraAsl.opposed to thatesearch conducted by
(Agusputri and Sofie, 2019 nd (Apriliana and Agustina, 20170emonstrates that there are more
elements, including the monitoring effectiveness factor, that can affect the occurrence of financial
statemenfraud. (Agusputri and Sofie, 201%utlined how the low percentagf independent board of
commissioners in the corporation, which makes the company's oversight ineffective and increases th
likelihood of financial statements fraud, is one of the reasons of fraud.

Then research conducted i8eptriani and Handayani, 2018und that companies with a higher
frequency of auditor turnover meathatthe risk of financial statement fraud is higher, thidug tothe
auditors are not aware of any indications of financial statement fRalitical connections are another
element that may impact the occurrence of financial statement fraud. A firmrogachment officials or
businesses with boards of directors with a clear political bessaid to have a political linkycluding
BUMN/BUMD companies. Research conductedlbgedong and Rajwani, 2018Wanget al, 2017)and
(Chaneyet al, 2011) found that companiethat have political connections are encouraged to commit
fraud, this isdue to thecompanies do not care about qualfinancial statements that have the potential
to hide errors or frauds, but businesses without political connections tend to have lowélfataranent
fraud rates.

Literature Review

Definition of Agency Theory

Agency theory, according ttensen and Btkling (L976) describes a contract between management (as
an agent) and an investor (principal). Because the agent might not always operate in the interests of tl
main, there is a conflict of interesttibseen the owner and the agent. Due to the knowledge asymmetry,
management may conceal data in the company's financial statements, committing financial statemer
fraud. When management has extensive contacts, access, and the potential for financialdasafr

very real possibility.
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Definition of Fraud

Fraud is an action that has been previously planned to deceive, trick, or manipulate other parties in a we
that causes those other parties to suffer losses while the perpetratorgjiesttigr or indirectly, profit
financially (Kuntadi, 2015)From the chart of the occupational fraud and abuse classification system (the
fraud tree), theACFE (2018)in the RTTN 2018eport divides fraud into three typologies of action or
commonly called the fraud treemely; corruption, asset misappropriation and financial statement fraud.

Definition of Fraud Triangle and Fraud Diamond

In the 1950s, Donald Cressey conducted ingavgiin a prison with about 200 sources who committed
embezzlement. Cressey concludes that there are three main factors for a person to commit fraud, name
pressure, rationalization, opportuniggingleton and Singleton, 2010)Volfe and Hermanson(2004)

found a newperspectiveof the fraud theory, namely the fraud diamond. Fraud diamond is a theory that
complements the theory of fraud triangle, in the theory of fraud diamond adds one element, namely
capability. Wolfe and Hermanson (2004¥gue that it is impossible for fraud to occur with a very
significant amount of loss if no particular person spscial capabilities such as a connection within the
company.

Definition of Financial StatementsFraud

According to the understanding of Black Law DictionatyiB Priantara (2013¥tates thaFinancial
statement fraud is described as a report or statement that is created intentionally or carelessly withoi
considering whether it is accurate or fraudulent and is meant to persuade those with a vested interest
the report that results in a loss.

Definition of Financial Targets

Financial targets are financial targets that have been determined by the management or directors wi
excessive pressure to make profits so the congpgeyformance works well. Financial targets according

to (Skouseret al, 2009)can be proxied byeturnon assetg i return on assetsl ((ROA t) - (ROA t-1))

. Singleton and Singleton (2010realistic financial targets/goals are one of the elements that give rise
to substantial fraud. Overly optimistic goals or targets set by the company can lead to fraud by increasin
abnormal profits.

Definition of EffectivenessM onitoring

According to Priantara (2013)lhe absence of oineffective supervision provided by the board of
commissioners is one of the factors that contalio financial statement frau@he high proportion of
independent commissioners will improve the performance of the cor@gaypervisory function.
Becausendependent commissioners are more objectiviimking than the board of commissioners or
directors.

Definition of Auditor Switching
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Auditor switching is an act of a company or client in making a change with the aim of maintaining the
independence of the auditéo remain objective in auditing the cliéatfinancial statements, both
mandatory and voluntary.

Definition of Political Connections

Faccio (2006¥xplains that a company is deemed to have political connections if at least one shareholdet
holds at least 10% of the total voting shares or if the CEO, board of commissioners, or board of director:
of the company is a member of parliament, a minister,tloeravise closely associated with leading
politicians or political partiesThe democratic system known as Pancasila, which was introduced in
Indonesia after the fall of the old order, actually contributed to the rise of corruption because most of the
crimes were committed by public servants who were regarded as trustworthyeatly @iected by the
populace. Public officials abusing their authority is a precursor to government corruption and fraud.
(Syarif and Faisal, 2019)

Conceptual Framework

The Influence of Financial Targets on Financial Statement$raud

Company managers are expected to give their all whadonrming their duties in order to hit the intended
financial goals.The previous year's high ROA demonstrates the business's strong profitability and
establishes the profit goal to be attained the following y&azording to the findings ddarmawan and
Samgih (2017Yesearchfinancial targetdias a positive effect on tfi@ancial statement fraud.

H1: There is a positive effect of financial targets on financial staterfrants

The Influence of Monitoring Effectiveness on FraudulentFinancial Statements

Utilizing an effective internal supervisory system is one technique to reduce fraud. When a business"
internal control system is inadequate or poor at monitoring corporate perforrtt@opposite situation
occurs(Septriani and Handayani, 2018)e percentage of independent commissioners serves as a proxy
for effectiveness of monitoringSkouseret al, 2009) The effectiveness of monitoring has an impact on
financial statement fraud because the ratio of independent board of commissioners in a firm determine
how effective olineffective its supervision is, which in turn impacts how frequemtigricial statement

fraud occurs

H2: There is a negative effect of monitoring effectiveness on financial statement fraud.

The Influence of Auditor switching on Financial Statement Fraud

SA No. 316 indicates that there is a tension relationship between management and the current/predeces:
auditors as an indication 6hancial statement fraudccording to several research, when the company's
auditors change, the likeblod of audit switching rise¢Skousenet al, 2009) The auditor is an
independent party to uncover fraud committed by the compgengnore corporations switch auditors, it

may be assumed that they are doing so to conceal {rapidliana and Agustina, 2017)

H3: There is a negative effect of auditor switching on financial statement fraud.
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The Influence of Political Connections onFinancial StatementsFraud

Political connections play a significant role in the relationship between power and fraud, with the pursuit
of power serving as a springboard for engaging in fraudulent beh@iortadietal., 2022) Companies

that have a strong political connection tend to have several advantages such as easier access to loans f
banks, easier access to contracts from the government and when experiencing financial distress, tf
government will be edsr to bail out(Chaneyet al, 2011) Research conducted IBhaneyet al, (2011)

which states that companies arecamaged to commit financial statemerfitaud due to political
connections.

H4: There is a positive political connection effect on financial statement fraud.

The Influence of financial targets, effectiveness of monitoring and auditor switching ofinancial
statement fraud moderated by political connections

Companies that have a high level of ROA to meet the targets achieved will also have a high risk of
committing fraud because the management will get high pressure. When a company has politica
comections and has power, the level of fraud will increase dtreetpressure put on by the company to
meet the predetermined goalsd feel they have the power to fight the law, the relationship between
financial targets and financial statement frawh de moderated by political connectiofesearch
conducted by haneyet al, (2011)andDarmawan and Saragih (20sHow that political connections and
financial targets can significantly influence financial statement fraud. Thetutii@f carrying out the
functions of supervision and control of fraud, ong¢hafmcan be carrig out by an independent board of
commissioners. People or legal entities that have direct political connections will feel themselves
fiprotectedif one day they are proven to have committed fraudhspdilitical connections can moderate

the relationshigpetween monitoring effectiveness and financial statenfemisl According to research
conducted byJtamiet al, (2020)shows that internal control which is part of effective monitoring has a
significant influence on early warning of fraud. Meanwhile, companies that change auditors can also
indicate a certain political interest to replace the previous auditor. On thehatigerauditor turnover is
considered an effort to reduce the effectiveness of auditor performance because it requires more time
adapt, sohe political connections can moderate the influence between Auditor switching and Financial
Statement Fraud. This confirmed by research conducted (@mukaga, 2021jinding that auditor
turnover has an effect on financial statement fraud.

H5: Political connectiongan moderaténancid targetson thefinancial statement fraud
H6: Political connectiongan moderate effectiveness of monitoring onfith@ncial statemerfraud.
H7: Political connectiongan moderate auditor switching on fir@ncial statement fraud.

ResearchMethod

This research was a causal study aimed to test the hypothesis of variable influence, specifically the effe
of the independent variables on the dependent variable. This was secondary research, which indicates tt
the information was not gained éatly but rather from aecond or intermediary sourcéhe companies

in the transportation sector that are listed onihe made up the study's sampletween 2017 an2019,
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totaling 33 companies. The reason for choosing a company tnatigportation sector in thresearch

was because the researcher teanto explore further cases that occur in transportation companies,
especially cases of fraud that occurred at PT. Garuda Indonesia, Tbk. The sampling technique was carrie
out by purpowe sampling vinich aimed to obtain a representative sample in accordance with
predetermined criteria as follows:

(1) A transportation firm that continuously appegion the IDX from 2017 to 2019
2 Financial reports for 2012019 were preseaed! by the transptation sector
(3) Data from the research were supplied by the transportation sector.

Researchers use the conservatism index formula to measure the determinants of financial statement frat
political connections as moderation in the operationalization ofbias, and the formula requires

accounts receivable and accounts payable figures.

Table 1: Variable Operationalization

Variables Initial Indicators Source
- - E . _
Financial satemert fraud| Fraud F-Score =Accrual Quality+Financial (Dechowet al,
Performance. 2011)
. . k l.
Financial target FT (ROAtT ROA t1) S o;ggg)eta,

A comparison between the percentage
Effectiveness monitoring EM | independent commissioners and the
number of commissioners

If the Public Accounting Firm change
over the 20172019 period, the dumm  (Sihombing and
variable was recorded as dtherwise itt Rahardjo, 2014)
was coded as 0.

A dummy variable with 1 for one of th
corporate governance organs that has
or currently  had a politicg
Political mnnection PC | connection/BUMD/BUMD company
and O for a corporate governance or(
that has never held a politically connec
position.

(Skausen et a).
2009)

Auditor switching AS

(Sabrinaet al,
2020)

The analyticaimethod in this research assisted with the IBM SPSS 25 software, through the following
steps:

(1) Descriptive Statistical Analysis

(2) Classic assumption test

(3) Multiple Regression Analysis and Moderated Regression Analysis (MRA)

4) Hypothesis Test, consisting of: Stital Test t and F

(5) Determination Coefficient Test (R2)
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