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Abstract

Financial statement fraud (FSF) in Islamic banks is unethical
because it generates incorrect information for the stakeholders
(Anisykurlillah, Jayanto, Mukhibad, & Widyastuti, 2020; Obid &
Demikha, 2011). We identify some institutional factors, specifically
corporate govcrncc, as factors that can control FSF. Using
the sample of Islamic banks in Indonesia, we found that
the attributc the bank's Sharia Supervisory Board (SSB), such as
its expertise, the number of memb and the number of meetings
it holds, can reduce FSF. Besides, the number of audit committee
members, and the reputation of the external auditors, can a
help control FSF. This research does not find any influence of
the board of commissioners' structure toward FSF. Another finding
is that of the three SSB attributes used in this research, the most
decisive influence for controlling FSF is each SSB's expertise in
accounting, finance, or economics. We suggest that every SSB
should have experts in those fields to complement the expertise in
Islamic legal fields.

Keywords: Fraudulent Financial Reporting, Sharia Supervisory Board,
Expertise, Audit Committee, Auiditor’s Reputation
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1. INTRODUCTION

Bank (Yusuf et al.,, 2016; Mukminin, 2018); Islamic
Bank of Malaysia BerhmBIMB) (Rahman & Anwar,

Lately, many articles have concluded that there is no
difference between Islamic and conventional b

including the conclusion that fraud can occur in
both conventional and Islamic banks. This finding is
inconsistent with Sharia principles because Islamic
banks follow Islamic law w] promotes honesty,
fairness, and accountability. Fraud cases in Islamic
banks are shown in a study conducted by Yusuf,
Ahmad, Shahril, and Ahmad (2016) and Rahman and
Anwar (2014a), including fraud in the South African
Islamic Bank, Ikhlas Finance House, Dubai Islamic

2014a); Tagwa Bank, Faisal Islamic Bank, Kuwait
Finance House, and International Islamic Bank of
Denmark (Awang & Ismail, 2018). Fraud in Isla.n@
banks also occurs in Indonesia, such as the case of
Bank Syariah Mandiri, Bank Jateng Syariah
(Mukhibad, 2017) and Bank Syariah Jabar Banten
(Astuti, Rozali, & Cakhyaneu, 2019).

Occupational fraud can be in the form of
fraudulent financial reporting, asset
misappropriation, or corruption (CPA Australia,
2011; Awang & Ismail, 2018). Occupational fraud is
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a severe problem because, based on the Global Fraud
Survey, banking and financial services accounted
for 16.7 percent of the reported 1,388 occupational

fraud cases. Occupational fraud «c caused
a median loss of $232,000, which meant the banking
and financial services industry incurred

the fifth-highest median loss due to fraud (Awang &
Ismail, 2018).

The fact that there is fraud in Islamic banks is
very ironic (Anisykurlillah et al., 2020). Islamic banks
are banks that apply Islamic law as their source of
bank operating activities. Islamic law strongly
denounces fraud. It means the Islamic regulations
that are used as the basis for Islamic banks’
operations should make them more secure from
fraud than conventional banks.

Besides, solutions to occupational fraud in
these Islamic banks must be sought immediately
because a bank’s business is based on trust.
Moreover, Islamic banks promote honesty and
openness because they use a profit-sharing system.
Declining bank tru will also reduce
the stakeholders’ trust (N'Guilla Sow, Basiruddin,
Mohammad, & Abdul Rasid, 2018) and decrease
the number of customers investing in Islamic banks.
If this occurs, it will cause their performance to
decli.@

Fraud is an act committed by people for their
own benefit (Bales & Fox, 2011). Fraud can be in
the form of the misappropriation of assets,
fraudulent financial reporting, or corruption (CPA
Australia, 2011). Of the three types of fra bove,
Rahman and Anwar (2014a) assessed that financial
statement fraud (FSF) is the type of fraud most often
found in Islamic banks. FSF can be done by
manipulating financial statements to mislead
the users of the reports (Awang & Ismail, 2018).

Our investigation of the previous research
explaining fraud in Islamic banks shows it is still
limited. Rahman and Anwar (2014b) used
146 Islamic bank employees in Malaysia as their
research subjects and found that fraud was caused
by greed, weak control, and vast opportunities.
Simply changing passwords can be a control for
fraud (Rahman & Anwar, 2014a). Meanwhile, Fathi,
Ghani, Said, & Puspitasari (2017) found that gender,
dage, position, and religiosity are the causes of
the misappropriation of assets. Hamdani and Albar
(2016) considered that confident leaders who have
positions related to the distribution of financing in
Islamic banks have weak control and subsequently,
the potential to commit fraud.

Other previous researchers used
an institutional approach, the structure of corporate
governance, as a factor for fraud. For example,

Suryanto and Ridwansyah (2016) found that
compliance  with  auditors’ standards  and
competencies influences fraud prevention, and

the banks' Sharia Supervisory Boards (55Bs) had no
effect on fraud prevention. Meanwhile, Ngumar,
Fidiana, and Retnani (2019) explained that directors,
internal controls, and the banks’ $5Bs can influence
fraud, but the board of commissioners cannot.

From some previous studies, we can
mgu.ls.h two points of wview in identifying
the factors that influence fraud, namely

the perspective of the actors (attitude, religiosity,
ethics, financial pressure, etc.) and the institutional
point of view (corporate governance, internal

control, each SSB). In this research, we use
the institutional perspective to  explain  fraud
because this factor is the most feasible to explain
FSF. Rahman and Anwar (2014a) stated that FSF is
the type of fraud that often occurs in Islamic banks.

Also, we will use the attributes of the banks’
SSBs, which are more complete than those attributes
used by previous studies, which were limited to
the use of proxy composite value assessments
conducted by the Islamic banks themselves
(Suryanto & Ridwansyah, 2016). We use the proxies
of education level, cross membership, and each S5B's
expertise in economics. The reason for using more
of the SSBs’ attributes is that each SSB has to consult
with and supervise the behavior and performance of
its bank's management (Almutairi & Quttainah,
2017). Quttainah & Almutairi (2017) considered that
the consultations carried out by each SSB involved
Islamic compliance and management ethics for
managing and running a bank.

We present this article in several sections.
Section 1 is an introduction that explains
themﬁ(ms for this research. Section 2 is
the literature review and hypothesis development.
In this section, we present the role of corporate
governance (CG) in Islamic banks toward FSF.
We also sent the previous research used to
develop the hypotheses. Section 3 is the method.

Section4 is the result of the research d
discussion. Section 5 is discussion. The final
Section 6 presents conclusions and
recommendations for regulators and further
research.

2. LITERATURE REVIEW

2.1. Corporate governance mechanism in Islamic
banks

Islamic banks are those banks that apply Islamic law
as the basis for their operations. To guarantee that
the banks have app Islamic law properly, each
bank has an S5B. The Law of the Republic of
Indonesia No. 21 of 2008, Article 32 paragraph 3
explains that SSB has to provide advice and
suggestions to the directors as well as to supervise

its bank’s activities under Islamic principles.
The principles referred to in Article 32 include
the compatibility of banking operations with

the fatwa issued by those institutions that have

the authority to determine fatwa in the Sharia
sectors.
However, each bank's SSB has a broader

function. The demands of the Islamic community,
as the wusers of Islamic banks, regarding
the management of the banks are not only about
the banks' conformity with Islamic law but also
include their managements' ethics. In addition to
having the duty to provide consulting and
supervisory services, each SSB must also evaluate
the bank managements’ ethics with regard to Islam
(Quttainah & Almutairi, 2017).

The importance of Islamic ethics for Islamic
banks has led some researchers to disclose
the compliance of Islamic banks toward Islamic
ethics. Haniffa and Hudaib (2007) and Quttainah and
Almutairi (2017) developed ethics using some
indicators obtained from the banks’ annual reports,
and the Ethical Identity Index (EII). This is different
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from Haniffa and Hudaib (2007), who used earning
management practices to reveal the Islamic ethics
within Islamic banks, and the result was that
the Islamic banks have better Islamic ethics than
conventional banks, and those that have regular
supervision by their SSBs have better Islamic ethics
than those without regular supervision.

Other groups of researchers, such as Astuti
et al. (2019), Fathi et al. (2017), Hamdani and Albar
(2016), Rahman and Anwar (2014a, 2014b), Suryanto
and Ridwansyah (2016), Ngumar et al. (2019), and
Yusuf et al. (2016) used the tendency of fraud (both
fraud committed by the management and
employees) in assessing the Islamic ethical
compliance of Islamic banks. The main reason is
that Islam forbids fraud. Islam emphasizes that
people should be trustworthy. This will generate
a paradigm that all human attitudes have
an accountability value regarding their
accountability to their stakeholders, society, and
God (Trivawono, 2004). If they are associated with
fraud, then their trustful nature (in the broader
sense of Islamic ethics) may prevent the fraud (Salin,
Kamaluddin, & Manan, 2011; Ahmad, 2004).

We use fraud to identify the ethics in Islamic
banking, especially the fraudulent financial
statements. Implementing corporate governance is

asolution for preventing fraud  (Eferakeva,
Enaibre, & Offor, 2016; Farber, 2005; Halbouni,
Obied, & Garbou, 2016; Salin, Ab Manan,

Kamaluddin, & Nawawi, 2017). Farber (2005), using
a sample of companies involved in manipulating
financial statements found that the companies that
manipulated their financial statements had bad
corporate governance.

2.2. Hypothesis development

An organ within the corporate governance system
that has a role in the implementation of Islamic
ethics by management is the S5B (Outtainah &
Almutairi, 2017). Quttainah and Almutairi (2017)
and Quttainah, Song, and Wu (2013) have proven
that each S5B has an essential role in supervising
the ethical behavior of its bank’s management so it
complies with Islamic law. FSF is an act that violates
the Sharia rules (Anisykurlillah et a1.2(}; Obid &
Demikha, 2011). Each SSB functions to ensure that
its lslamma.nk operates in accordance with Islamic
law, so the role of an SSB is very important in
preventing FSF.

Prevh research used various indicators to
measure the effectiveness of each SSB in carryving
out its role, such as its number of members, their
expertise, and a number of meetings it held
(Mukhﬂj & Setiawan, 2020; Anisykurlillah et al.,
2020; Almutairi & Quttainah, 2017; Nomran, Haron,
& Hasse 117). Anisykurlillah et al. (2020) found
that the 55B’s expertise in finance/accounting had
a nBlive effect on fraud. This finding is supported
by Mersni and Ben Othman (2016) who found that
the S5Bs’ expertise in accounting was also able to
reduce earnings management (EM).  Alam,
Ramachandran, and Nahomy (2020) and Quttainah
et al. (2013), usi.mlt)a.n loss provisions (LLP) as
an EM indicator, found that the number of SSB
members could reduce EM in Islamic banks.
Anisykurlillah et al. (2020) argue that there are
atleast five reasons why each S5B has a role in
controlling FSF, namely 1) S5B is a unique item in

the Islamic  banking system; 2) each SSB plays
an important role in implementing Islamic law in its
bank; 3) each S5B is an independent party; 4) an S5B
reduces agency problEhs; and 5) FSF occurs because
of agency problems. Thus, the following hypothesis
can be developed:

HI1: An 55B has a negative influence on FSF.

The FSF undertaken by banks’ directors may be
due to agency problems. The agency conflict in
Islamic bank n be reduced through the presence
of an SSB (Al-Nasser Mohammed & Muhammed,
2017). In addition to the SSB, an independent audit
committee can also prevent conflict. The conflict
caused by information asymmetry can be avoided
using quality financial stateme A vital organ
within a company that has a role in improving
the quality of financial statements is the audit
committee.

Independent audits, the management, and
the auditor committee have a role in generating
good financi atements to reduce information

asymmetry. Management is responsible for
preparing the financial statements, establishing and
maintaining adequate internal  control  over
the financial statements, and evaluating them.

The independent  auditor is  responsible  for
expressing opinions about the reasonablen@dl of
the financial statements and presenting, in all
material respects, the bank's financial position,
the results of its operations, and cash flows under
the standards set (Deloitte, 2018). The audit
committee must work together with
the management, the internal and the independent
auditors to obtain the knowledge needed to provide
appropriate oversight for this field (Deloitte, 2018).
The audit committee has to prevent fraud,
including FSF, asset misappropriation, and
corruption (EEfoitte, 2018). Denziana (2013) has
proven that the guality of the audit committee and

lh@b_iecti\-ity of the internal auditors have
an impact  on  preventing  fraudulent  financial
reporting. The results of this study were

corroborated by Kusumawati and Hermawan (201 3),

who found that the effectiveness of audit
mittees can reduce the possibility of fraud.

Thus, the following hypothesis can be developed:

HZ2: The number of audit committee members
has a negative influence on F5SF.

Like each SSB, the commissioners also have
the task of providing advice and supervising
the management in any actions that prioritize
the interests of the directors. The commissioners are
chosen by the owner at the annual meeting and
allow the owner to choose himself as
a commissioner. If this happens, it is possible that
the commissioners’ performance is less effective and
some form of independent control is required.
The existence of independent commissioners is
needed to prevent fraud because they are not

]iated in any way with the main shareholders,

members of the board of directors, and/or board of
commissioner members. Theoard can more
effectively carry out its duties to protect
the interests  of  the shareholders (especially
the min| ones) if there are many independent
boards (Chen, Firth, Gao, & Rui, 2006). Beasley (1996)
and Uzun, Szewczyk, & Varma, (2004) found that
the percentage of independent boards can reduce
financial fraud. Thus, the following hypotheses can
be developed:
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H3: The number of commissioners membersgs
a negative influence on FSE.

H4: Independent commissioners have a negative
influence on FSF.

Good quality audits can prevent fraud. A low
level of fraud occurs in the companies audited by
the Big Four auditors (Farber, 2005). The assumption
is that the big auditors (the Big Four) provide better

uality audits (Farber, 2005) which can detect fraud
él.mediately. In his research, Suyanto (2009) showed
that the BigFour auditors have a significant
relationship with the detection of fraud. External
auditors are considered to be “"supervisors” who
closely monitor a company’s financial reporting
processes (Park, 2017). Thus, the following
hypothesis can be developed:

Hb5: Big Four auditors have a negative influence
on FSF.

3.METHOD

The sarm we used consisted of 11 commercial
Islamic banks in Indonesia with the period of
observation being from 2015 to 2018. The reason we
use@@flamic banks in Indonesia is that Indonesia
has the largest Muslim population in the world, but
has a low share of the Islamic banking market, which
is only 5.3 percent per year (Mukhibad, Muthmainah,
& Andraeny, 2020). Even though Muslims are
the main market for Islamic banks (Alam &
Seifzadeh, 2020) and the establishment of Islamic
banks is a necessity for Muslims as they permit
them to conduct banking transactions according to
Islamic law (interest-free). Our data were obtained
using partial least square (PLS). The same method
was also used by Mukhibad and Setiawan (2020)
and Purbawangsa, Solimun, Fernandes, and
Rahayu (2020).

FSF is the deliberate and intentional disclosure
of incorrect information in financial statements that
misleads the users of those statements. To identify
the p()ssibﬂit@ FSF, we used the proxy assumption
adopted by Mersni and Ben Othman (2016) and
Anisykurlillah et al. {(2020), who measured profit
management using the concept of discretionary loan
loss provisions (DLLP). DLLP is the flexibility bank
managers have in managing and evaluating the value
of the LLP, or the value of the current year loss. LLP
is the primary accrual value in the banking sector
which  becomes both non-discretionary  and
discretionary LLP:

DLLP =

1
discretionary LLP 4+ non-discretionary LLP (1)

LLPy = By + P1NPLjy_y + B ANPLj + B3AT Ly + & (2)

where,

* LLP;, = total allowance for loans, investment
in mushargka (participating finance), mudaraba
(trust fin g), and murabaha (cost plus trade
financing) for bank r'inar t

® NPL;;_, = initial balance of problem loans for
bank i in year

* ANPL;, = changes in the value of problem
loans for bank iin year

e ATL;; = changes in the total value of loans for
bank i in vear &

The DLLP's score shows that there is
a possibility of fraud if the score approaches zero
(this could be a positive or negative score). To make
this DLLP score be one-way, we eliminated negative
numbers using the following formula:

SQRTDLLP = + DLLP? (3)

The SSBs” attributes (SSB) used three indicators:
the number of members of the SSB, the ratio of
the SSBs" members who had a background in
the fields of accounting/finance/economics d
the number of SSB meetings held within ()nmear
(Mukhibad & Setiawan, 2020; Anisykurlillah et al.,
2020; Almutairi & Quttainah, 2017; Nomrd@akt al.,
2017). Independent board (INDBOARD) was the ratio

of independent commissioners to all
the commissioners (Farber, 2005). Board size
(BOARDSIZE) was taken from the number of

commissioners (Inya, Psaros, & Seamer, 2018). Audit
committee (AUDIT) was determined based on
the number of audit committee members (Anichebe,
Agbomah, & Agbagbara, 2019). Auditor's reputation
(AUDITREPUTATION) w, measured by a dummy
variable, which was one if the bank had been audited
by one of the Big Four auditors and zero otherwise
(Jamal, Liu, & Luo, 2018). The amount of assets,
measured by LogAsset (ASSETS) was used as
a col variable.

Data were analyzed using structural equation
modeling (SEM) using PLS. his model, we used
the 88Bs" indicators such as the number of members
of each SSB, the ratio of SSB members having
Eypertise in accounting, finance, and economics, and
the number of 55B meetings held as indicators for
establishing the 55Bs’ variables. We referred to
amodel from previous research by Mukhibad and
Setiawan (2020). In this model, we have six latent
variables, mnamely SSB, INDBOARD, AUDIT,
IDITREPUTATI()N, ASSETS, and FSF. We also used
average path coefficient (APC) values, average
R-squared (ARS), average adjusted R-squared (AARS),
average block VIF (AVIF), average full collinearity VIF
(AFVIF), Sympson's paradox ratio (SPR), R-squared
contribution » (RSCR), statistical suppression
ratio (SSR), and nondinear bivariate causality
direction ratio (NLBCDR) as a test filness model.

This method is recommended by Solimun,
Fernandes, and Nurjannah (2017).
4. RESULTS

this descriptive analysis, we present

the minimum, maximum, average, and standard
deviation of the variables used in this research.
Table 1 shows that the average DLLP wvalue is
3.48 percent, with a minimum value of .25 percent.
A DLLP score approaching zero indicates that
the bank is less likely to conduct FSF, and
conversely, t}‘mgher DLLP value indicates the bank
is doing FSF. The difference in the average value of
DLLP, with the highest value being 12.71 indicates
that the Islamic banks have low FSF levels.
The average of S5B members owned by the Islamic
banks in Indonesia is 2.25. This value provides
evidence that each Islamic bank has more than
the minimum number of S5B members required.
Also, the Indonesian S5Bs have held meetings
an average of 13.66 times a year. This is higher than
the minimum standard required (12 times a year).
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Table 1. Descriptive analysis results

9 Number
umber - Number " External

SSB audit Ind dent Number o ! Asset
pLLP m‘;’:bsz 5 expertise m‘;ﬁi‘;‘;s c:fnmmce board ratio | commission grs ‘:}:‘2;;:; (IDR)

members

Min 0.25 2 ] 9 2 0.33 2 0 G.HZE+11
Max 1271 3 1 26 7 1.5 G 1 9.83E+13
Means 348 2.25 057 13.66 3.70 0.71 .75 055 2.08E+13
St. dev. 2.05 0.44 0.50 3.33 L.17 0.25 0.94 (.50 247E+13

Notes: * Indonesian Rupiah.

The number of Islamic bank audit committee
members is greater than the number of members of
each bank's SSB, 3.70 people on average, and
the number of independent commissioners is
greater than the minimum required. More than
50 percent of the Islamic banks in Indonesia have
also used independent auditors affiliated with
Big Four  auditors. The achievement of
the average value of the variables, which is higher

the minimum standard, supports
the implementation of the performance of more
accountable Islamic banks, especially in preventing
the practice of FSF.

Table 2. Results of hypotheses testing

Inf;pf: bd.izm Alpha Sig. R* | Conclusion
558 -0.260 0.031* Accepted
AUDIT -0.275 0.024= Accepted
BOARDSIZE -0.100 0.246 Rejected
INDBOARD -0.005 0.487 .50 Rejected
AUDITREPUTATION | -0.207 0.016* Accepted
ASSETS -0.571 | < 0.001% Accepted

Notes: ** Sig. 1%; * Sig. 5%.

Table 2 above shl@ that DILP is negatively
affected by an S5B, the audit committee, and
the external auditor’s qua.hty.hree indicators
measure each 55B's attributes; the number of SSB
meetings, th mber of $5B members, and the SSB
members’ expertise in accounting/finance/
economics. The results of the most vital indicators
for measuring the SSBs are shown in the following
table:

Table 3. Combined loading and cross-loading of 55B

Indicator of S5B Combined loading
Number of SSB meetings 0.662
Number of SSE members 0.794
SSB expertise -(L.828
Table 3 shows that of the three indicators
measuring the 55Bs attributes, the one with
the highest combined loading and cross-loading

E.le (0.828) is SSB expertise, followed by
the number of SSB members, and the lowest one is
the number of $SB meetings. This fact indicates that
ecach SSB's expertise in accounting, finance and
economic issues is required to prevent its banks’
management conducting FSF. Each S5B's expertise in
these fields complements their expertise in
the fields of jurisprudence and Islamic law.

5. DISCUSSION
Each bank’s SSB has the primary duty of providing

consulting services to the bank’s management
relating to the Sharia aspects of all their operational

business aspects. Sharia compliance consultations
can be carried out before a bank releases a new
product. The Islamic bank’s management will ask its
SSB to assess whether the new product has met
the requirements in Islamic law or not. When an 558
provides services, it must know the purpose
of the product in question, and it may assess
the product’s  feasibility and acceptance by
the customers. The 5S5B might also carry out
an evaluation by looking at established figh laws and
taking into account the development of transactions
and the rapidly changing needs of the public.
The SSB does this consideration in carrying out its
duties. The capabilities of an $5B’s members in
the fields of Islamic law, accounting, finance, and
ECONOMICS & eeded to carry out the S5B's duties
(Rahman & Bukair, 2013; Elamer, Ntim, Abdou,
Zalata, & Elmagrhi, 2019; Farook, Kabir Hassan, &
Lanis, 2011; Almutairi & Quttainah, 2017).

Annthf an SSB's attributes for carrying out
its duty is the number of SSB members. A larger
number of S5B members will be able to minimize
the behavior of its bank’s managers and stop them
from producing FSF. The management will avoid its
profit management behavior as their bank’s S55B
becomes more effective in conducting surveillance.
Quttainah and Almutairi (2017) found that each SSB,
in addition to supervising the suitability of Islamic
banking products, also supervised the ethics of its
bank’s directors, in accordance with Islamic ethics.
Regulators in Indonesia require all Islamic banks to
have an SSB consisfiP® of two or three people.
Our findings indicate that Islamic banks in Indonesia
already have S5Bs with a greater number of people
than the minimum required amount. Thus,
the banks in Indonesia can guarantee that they are
performing in accordance with Islamic law by having
more people employed by their 55Bs than
the minimum specified.

Besides the number of S5B members, we also
find that each 55B is more effective if it often holds
meetings. The meetings between the SSB and its
bank’s directors show that the consultation and
supervision services have been carried out well.
Through these meetings, an SSB can conduct
discussions with its bank's directors regarding
the evaluation of the Sharia aspects of any new
banking products. Through these meetings, each S5B
and its bank’s directors can also jointly develop
the employees’ ethics in accordance with Islamic
teachings. What is more, our results also show that
the S5Bs  have conducted an average of
13.66 meetings within one vear. This meeting
frequency is higher than the minimum standard,
which is only 12 times a vear. The three attributes
that we used in assessing the S55Bs show that
the SSBs  have a negaﬁ influence on FSF.
Our findings corroborate Quttainah and Almutairi
(2017) and Quttainah et al. (2013).
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Table 2 shows that the role of independent
commissioners has not been proven to reduce FSF.
Islamic banks in Indonesia already have a large
percentage of independent directors. However, our
results show that the independent commissioners
have no i ence on the occurrence of FSF. This
finding is not in line with the findings of Beasley
(1996) and Uzun et al. (2004). Our findings indicate
that there is a possibility that the independent
commissioners have not vet seen any form of
supervision of the behavior of the directors
conducting FSF. It is also possible that
the commissioners do not, as vyet, have adequate
capabilities and knowledge to detect FSF.

In addition to the independent commissioners,
the number of commissioners makes no difference
to controlling FSF. This finding might confirm that
the commissioners at Islamic banks in Indonesia
have not effecm prevented FSF. Another
indication might be due to the limited ownership of
Islamic banks in Indonesia, where the ventional
banks are the controlling shareholders of the Islamic
banks. The history of Islamic banks in Indonesia,
which were originally established by
the conventional banks, has had the consequence of
them being block-holders. This less widespread
ownership sometimes results in the absence of
agency conflict, resulting in the malfunctioning of
the board of commissioners when controlling
a bank's performance. The block-holder can directly
obtain information from the directors without going
through the information provided in the bank’s
annual reports (El-Halaby & Hussainey, 2015).

Table 2 provides evidence that the number of
audit committee membersalas an influence in
controlling FSF. Together with the internal and
external auditors, the audéd committee has the task
of making sure that the financial statements
presented by the management are true (Deloitte,
2018). To carry out this task, the audit committee
can carry out an audit. Through this audit activity,
some actions that cause poor quality financial
statements, such as irregularities in transactions,
assel theft, measurement errors and recognition, can
be minimized, so that it can be said directly that
the audit committee prevent the occurrence of
FSF (Deloitte, 2018). The results of this research
reinforce the findings of Denziana (2015) and
Kusumawati and Hermawan (2013) who found that
an  audit committee’s effectiveness can reduce
the occurrence of fraud. 53

An exciting result in our findings is the role of
the external auditor's reputation in reducing
the occurrence of FSF. We used the Big Four audit
firms as reputable external auditors, and our results
show that the BigFour firms can reduce
the occurrence of FSF. Through their knowledge,
understanding and experience of conducting audits,
the Big Four auditors can identify and even prevent
FSF. This condition is undoubtedly ideal. After all,
the external auditors also have to prevent material
misstatements and fraud through their final
decisions or opinions after carrying out the audit,
because they conduct strict supervision of
the financial reporting process (Park, 2017).

High-quality audits are very helpful in preventing
the directors from carrying out FSF (Farber, 2005).
This finding also links with another opinion by
Farber (2005), who stated that the Big Four auditors
offer better quality audits than other auditors do,
which also corroborates the fi gs of Suyanto
(2009) who has also proved that the Big Four
auditors have a significant effect on fraud.

6. CONCLUSION

FFR committed by Islamic banks is unethical
behavior because it produces misinformation for
their stakeholders. Besides, FSF will also cause
the profit-sharing calculations to be incorrect.
Our results from Islamic banks in Indonesia show
that the banks' SSBs have an influence on FSF.
he three indicators, we use to measure each SSB
(the number of members, the number of meetings
and the members’ expertise), the one t}ahas
the strongest influence for preventing FSF is the S5B
members’ expertise in accounting, finance or
economics. This means that FSF can be reduced by
enhancing the attributes of each S5B, such as
increasing the ratio of SSB members with
an adequate understanding of accounting, finance,
and economics, in addition to their understanding of
Islamic law, and increasing the number of members
of each SSB (within certain limits) and the number of
SSB meetings. 28

In addition, the results of this study indicate
that the number of members of each audit
committee and the external auditor’'s quality have
a negative effect on FSF. The number of commission
members and the independent board’s ratio have no

ct on FSF. FSF can also be controlled through
the role of the audit committee and the use of
reputable Extemaldit{)rs. such as the Big Four
auditors. The role of the number of commissioners
and the ratio of independent commissioners in
preventing FSF has not been shown in this research.

The implication of this research is for
an Islamic bank to appoint people to its S5B who
have expertise in accounting/finance/economics in
addition t()mJEI‘TlSE in Islamic law. In addition, it is
necessary to improve the quality of the audit
committee as well as the external auditors, to
control FSF.

The limitation of this research lies in looking at
FSF in the institutional structure so that
the identifim()n of factors that influence the fraud
uses the institutional factors, such as an SSB,
the structure of the commissioners, the audit
committee, and the external auditors. Similar studies
should look at the fraudulent behavior of individual
offenders, so we suggest further researchers use this
variable. Also, we measure fraudulent behavior
based on the tendency for FSF to occur when using
the DLLP method. This method can only view
the fraud and may differ between the tendency and
the actual event, so future researchers should then
use a proxy for the number of cases of fraud
(objective evidence) as an indicator for measuring
the fraud (not based on the tendency).
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