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This study aims to analyze the effect of  fraud pentagon on fraudulent financial state-
ments with audit committee as moderating variable. The population of  this study was 
the property, real estate, and construction companies listed on the Indonesia Stock Ex-
change during 2016-2018. The sampling technique used purposive sampling and ob-
tained 52 companies with 156 units of  analysis. The data were analyzed using logistic 
regression analysis by IBM SPSS Ver.26. The results showed that company growth had 
a positive effect on fraudulent financial statements. Meanwhile, the effectiveness of  su-
pervision, quality of  external auditors, the experience of  directors, and CEO duality 
did not affect fraudulent financial statements. Audit committee significantly moderated 
the effect of  company growth, the effectiveness of  supervision, and the experience of  
directors on fraudulent financial statements. However, audit committee did not moder-
ate the effect of  quality of  external auditors and CEO duality on fraudulent financial 
statements. This study concludes that the fraudulent financial statements will be higher 
when the company growth is higher. Audit committee weakens the effect of  company 
growth, the effectiveness of  supervision, and the experience of  directors on fraudulent 
financial statements.
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INTRODUCTION

Financial statements are issued by companies 
to present financial information that is useful for deci-
sion-makers. In general, companies present financial 
statements honestly and fairly in accordance with the 
corporate actual position. However, the financial state-
ments presented by companies sometimes contain mis-
statements. Association of  Certified Fraud Examiners 
(ACFE) defined fraudulent financial statements as a 
scheme that describes employees or management taking 
deliberate actions by manipulating financial statements 
thus causing misstatements and hiding information that 
can affect decision-making.

Based on the survey conducted by ACFE in 2018, 
the fraudulent financial statement gives the largest loss 
impact compared to other types of  fraud, amounting to 
$800,000. Apart from being seen from the magnitude of  
the impact of  the losses, when seen from the frequency 
of  cases, fraudulent financial statements have an increa-
sing number of  cases occurring from year to year as seen 

in Figure 1.
The property, real estate, and construction sectors 

are some of  the sectors that are vulnerable to fraudulent 
financial statement practices. Saleh (2010) stated that 
there is a positive relationship between the constructi-
on industry and misstatements committed by compa-
nies. During 2016-2018, this sector was ranked 3rd in 
the highest number of  case complaints according to the 
Indonesian Consumers Foundation (YLKI). One of  the 
companies that had been involved in fraudulent finan-
cial statement cases was PT Hanson Internasional. The 
fraudulent financial statement practice was committed 
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Figure 1. The Frequency of  Fraudulent Financial State-
ment Occurrence in the World 

Source: ACFE, Report to the Nation on Occupational 
and Abuse
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by manipulating the income accounts contained in the 
report for the period December 31, 2016. The revenue 
was recognized on a full accrual basis so that the in-
come account did not reflect the actual condition. This 
was due to a violation of  supply contracts amounting 
to Rp732 billion. As a result, the income account was 
overstated by Rp.613 billion (CNN Indonesia, 2019).

Undetected fraudulent financial statements have 
an adverse effect on users of  financial information. 
Cressey (1950) developed methods of  fraud detection by 
identifying factors that cause fraud including pressure, 
opportunity, and rationalization. Wolfe & Hermanson 
(2004) added capability as one of  the elements that dri-
ves fraud which is then known as diamond fraud. Then, 
the fraud theory developed into fraud pentagon develo-
ped by Marks (2012). The fraud pentagon elements con-
sist of  pressure, opportunity, rationalization, competen-
ce, and arrogance. Several studies have been carried out 
but keep showing mixed results. This study examines 
the factors that influence the occurrence of  fraudulent 
financial statements based on the fraud pentagon theory. 

In this study, pressure is proxied by company 
growth variable. Research conducted by Prasetyo (2014) 
indicates that company growth has a negative effect on 
fraudulent financial statements. However, Carcello & 
Nagy (2004) found that company growth has a positive 
effect on fraudulent financial statements. Opportunity 
is proxied by the effectiveness of  supervision. Research 
conducted by Kusumawardhani (2013) indicates that 
the effectiveness of  supervision has a negative effect on 
fraudulent financial statements. However, Setiawati & 
Baningrum (2018) found that the effectiveness of  super-
vision does not have an effect on fraudulent financial 
statements. Rationalization is proxied by the variable of  
external auditor quality. Research conducted by Aini & 
Sulhani (2017) indicates that auditor quality does not 
have an effect on fraudulent financial statements. Ho-
wever,  Apriliana & Agustina (2017) found that auditor 
quality has a negative effect on fraudulent financial sta-
tements. Competence is proxied by the variable of  direc-
tor experience. Research conducted by Ratnasari & So-
likhah (2019) indicates that the competency factor does 
not have an effect on fraudulent financial statements. 
Meanwhile, Uciati & Mukhibad (2019) found that the 
competency factor has a positive effect on fraudulent 
financial statements. Arrogance is proxied by the va-
riable of  CEO duality. Research conducted by Carcello 
& Nagy (2004) indicates that CEO duality has a positi-
ve effect on fraudulent financial statements. However, 
Yang et al. (2017) found that CEO duality has a negative 
effect on fraudulent financial statements. The inconsis-
tencies in the previous research findings encourage the 
researchers to add audit committees as a moderating 
variable to the study which is expected to strengthen or 
weaken the relationship between independent variables 
and fraudulent financial statements. 

This study aims to analyze the effect of  the fraud 
pentagon factors on fraudulent financial statements with 
audit committee as moderating variable in the property, 
real estate, and construction sector companies listed on 
the Indonesia Stock Exchange in 2016-2018.

The difference between this study and the previo-
us research is the use of  research variables. First, this 
study uses the variable of  director experience to proxy 
the competency factor as measured by the average work 
period of  the board of  directors. Second, the use of  in-
dustry-specialist auditors to measure the quality of  ex-
ternal auditors which in the previous studies was mostly 
measured by the size of  KAP.

This study uses agency theory to explain the rela-
tionship between the independent variable and the de-
pendent variable. Agency theory put forward by Jensen 
& Meckling (1976) explains that there are differences in 
interests between management and company owners. 
The owner of  the company acts as a principal, while 
management acts as an agent. Dobson (1993) explained 
that the agency relationship creates two problems name-
ly adverse selection (occurs when the owner of  the com-
pany has less information than management) and moral 
hazard (arises because the owner of  the company does 
not know all the activities carried out by management). 
This problem drives management to hide some informa-
tion that is unknown to the owner of  the company so 
that management acts outside of  ethics and norms, one 
of  which is manipulating financial statements.

Agency theory states that company owners will 
provide incentives to management for the performan-
ce that has been done. To get high incentives, manage-
ment will try to maintain company performance, one of  
which can be seen from the company’s growth. Com-
pany growth is a condition that describes the entity’s 
ability to maintain its position in the economy (Saputri 
et al., 2017). The growth ratio which is getting lower in-
dicates that the company is in poor condition. Albrecht 
et al.(2010) stated that in case where the company’s 
growth is not above the industry average, management is 
driven to manipulate financial statements with the aim 
of  presenting the company’s performance to keep loo-
king good. Research conducted by Prasetyo (2014) and 
Saputri et al. (2017) prove that company growth has a 
negative effect on fraudulent financial statements.

H
1
: company growth has a negative effect on fraudu-

lent financial statements

The effectiveness of  supervision is an effective 
supervisory mechanism accompanied by a supervisory 
unit to monitor company operations (Rahman & An-
war, 2014). In agency theory, company owners do not 
have as much information as management does. Thus, 
supervision is needed to ensure that management has 
acted in the interests of  the company owner. In this stu-
dy, the effectiveness of  supervision is measured by the 
proportion of  the number of  board of  independent com-
missioners. The board of  independent commissioners is 
a party that has no affiliation with the company so it 
is free from business interests, which encourages acting 
solely for the benefit of  the company and can minimize 
the occurrence of  fraud (Narolita & Krisnadewi, 2016). 
Research conducted by Kusumawardhani (2013) and 
Smaili & Labelle (2016) prove that the effectiveness of  
supervision has a negative effect on fraudulent financial 
statements.
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H
2
: the effectiveness of supervision has a negative ef-

fect on fraudulent financial statements 

The quality of  external auditor is defined as the 
possibility that given audits will detect fraud that occur 
in clients’ company system and reveal these frauds (Hal-
bouni et al., 2016). Agency relationship raises several 
problems, one of  which is that shareholders do not see 
all the activities carried out by management so there is 
a possibility that management has violated the contract 
and acted outside of  the ethics. In this study, auditor 
quality is measured using industry-specialist auditors. 
With their knowledge and experience, industry-specia-
list auditors can better understand the client’s industry 
conditions. If  the company’s financial statements are 
audited by industry-specialist auditors, management 
will rethink when they want to commit fraud and tend to 
minimize fraudulent financial statement practices. Rese-
arch conducted by Amijaya & Prastiwi (2013) and Yang 
et al.(2017) prove that the quality of  external auditors 
has a negative effect on fraudulent financial statements.

H
3
: The quality of external auditors has a negative ef-

fect on fraudulent financial statements

The experience of  directors is defined as how 
long a member of  the board has served as director of  
the company concerned. Company management in this 
case acts as an agent in charge of  managing the compa-
ny. Wolfe & Hermanson (2004) stated that a person with 
great potential to commit fraud is a person who is good 
at understanding and taking advantage of  weaknesses in 
internal control and utilizing his position to manipulate. 
The longer a person has served as a board of  directors, 
the broader the knowledge related to the company’s bu-
siness processes so that he will be better able to identify 
internal control weaknesses and take the opportunity to 
commit fraudulent financial statements. Uciati & Muk-
hibad (2019) and Indarto & Ghozali (2016) prove that 
the capability factor has a positive effect on fraudulent 
financial statements.

H
4
: the experience of the board of directors has a posi-

tive effect on fraudulent financial statements

CEO duality is a CEO who has multiple positions 
in the company. In Indonesia, public companies adopt a 
two-tier board system. Thus, CEO duality in this study 
is defined as a situation where there is a family relation-
ship between the board of  directors and the board of  
commissioners. This condition results in the number of  
cases where the child serves on the board of  directors 
and the parent is on the board of  commissioners. This 
results in centralized power so that arrogance is higher. 
This attitude made someone feel that he has the right 
to do something and considers that the prevailing inter-
nal controls are not a barrier. Thus, this condition will 
trigger management discretion, which is a condition 
where management has the freedom to consider and 
make decisions (Putri & Deviesa, 2017). The existence 
of  less effective managerial power and the superviso-
ry function of  the board of  commissioners can lead to 
fraud with the aim of  maximizing personal gain. Rese-

arch conducted by Carcello & Nagy (2004) and Yang et 
al.(2017) prove that CEO duality has a positive effect on 
fraudulent financial statements.

H
5
: CEO duality has a positive effect on fraudulent fi-

nancial statement

The lower sales growth ratio is considered to in-
crease the pressure to manipulate financial statements. 
Therefore, a monitoring system is needed to ensure that 
financial information is reported honestly (Ika & Gha-
zali, 2012). Audit committee is a part of  the supervi-
sory mechanism that monitors the process of  preparing 
corporate financial statements. The audit committee has 
the authority to review financial information before it 
is submitted to external parties of  the company so that 
when there is anomalous information, it can be imme-
diately traced. Thus, the audit committee weakens the 
pressure factor on fraudulent financial statements (San-
toso, 2019).

H
6
: Audit committee weakens the effect of company 

growth on fraudulent financial statements

The proportion of  boards of  independent com-
missioners that is getting higher is considered to mini-
mize the tendency of  companies to manipulate financial 
statements. In addition, there is a need for a monitoring 
system to help ensure that the contents of  financial re-
ports do not mislead information users (Mardiani et al., 
2017). Audit committee is a company organ that works 
under the board of  commissioners. Thus, the existence 
of  the audit committee is to assist the board of  commis-
sioners, especially concerning the supervision of  compa-
ny financial reporting (Ika & Ghazali, 2012). Thus, the 
relationship of  the effectiveness of  supervision in mini-
mizing fraudulent financial statements will be stronger 
with the presence of  the audit committee (Sugita, 2018).

H
7
: audit committee strengthens the effect of the ef-

fectiveness of supervision on fraudulent finan-
cial statements

The use of  industry-specialist auditors is conside-
red to be able to minimize the tendency of  companies 
to manipulate financial statements (Amijaya & Prastiwi, 
2013). In addition, an effective monitoring system is still 
needed to help ensure that the financial reporting pro-
cess does not contain misstatements. Audit committee 
has the authority to give recommendations on the use of  
the services of  qualified external auditors to ensure that 
financial statements are presented fairly (Ika & Ghazali, 
2012). Thus, the audit committee strengthens the effect 
of  external auditor quality in minimizing fraudulent fi-
nancial statements (Santoso, 2019).

H
8
: audit committee strengthens the effect of the ex-

ternal auditor quality on fraudulent financial 
statements

The average work period of  the board of  directors 
which is getting higher is considered to increase the ten-
dency of  companies to manipulate financial statements. 
Therefore, a monitoring system is needed that can en-
sure that management reports financial information ac-
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cording to the actual conditions of  the company. Audit 
committee is a party that assists the board of  commissi-
oners in monitoring management responsibilities related 
to the preparation of  corporate financial reports (Ika & 
Ghazali, 2012). Thus, the presence of  the audit com-
mittee will weaken the effect of  the capability factor on 
fraudulent financial statements (Mardiani et al., 2017).

H
9
: audit committee weakens the effect of the board of 

director experience on fraudulent financial state-
ments

The existence of  a kinship relationship between 
the board of  directors and the board of  commissioners 
is considered to increase the tendency of  companies to 
manipulate financial statements. A monitoring system 
is needed to ensure financial information is properly re-
ported. One part of  this mechanism is audit committee. 
Audit committee has the authority to give recommenda-
tions to the board of  commissioners if  there is a conflict 
of  interest, one of  which is due to family relationships 
(Ika & Ghazali, 2012). Thus, the relationship between 
CEO duality in influencing the occurrence of  fraudulent 
financial statements will be weaker with the presence of  
the audit committee (Santoso, 2019).

H
10

: audit committee weakens the effect of CEO dual-
ity on fraudulent financial statements

RESEARCH METHODS

This research was a quantitative study using se-
condary data obtained from audited annual reports and 
published on the Indonesia Stock Exchange website. 
The data collection used documentation techniques. 
The population of  this study was the property, real esta-
te, and construction sector companies listed on the IDX 
during 2016-2018. The sampling technique used purpo-
sive sampling technique resulting in 52 companies with 
156 units of  analysis. The criteria for determining the 
sample can be seen in table 1. 

This study used one dependent variable, five in-

dependent variables, and one moderating variable, as 
shown in table 2. The measurement of  fraudulent finan-
cial statements using m-score is calculated by the for-
mula 1.

Table 1. Research Sample Criteria

No Explanation Total

1. The number of  the property, real estate, 
and construction sector companies listed 
on the IDX during 2016-2018

59

2. The property, real estate, and construc-
tion sector companies that did not pub-
lish audited annual reports for the 2016-
2018 period

1

3. The property, real estate, and construc-
tion sector companies that did not pro-
vide data related to the research variables

6

4. The number of  companies in the prop-
erty, real estate and construction sectors 
becoming samples

52

5. Research periods (2016-2018) 3

6. Total analysis units ( x 3) 156

Source: Secondary data processed, 2020

The hypothesis testing used logistic regression 
analysis techniques. Meanwhile, the moderation test 
used the absolute difference value test. The significance 
level used was 5%. The data were analyzed using IBM 
SPSS Ver26. The use of  logistic regression in this stu-
dy was due to the measurement scale for the dependent 
variable in the form of  a nominal scale. The logistic reg-
ression analysis technique does not require a classical 
assumption test. Instead, a model feasibility test was 
conducted before the hypothesis was tested. 

RESULTS AND DISCUSSIONS

In the logistic regression analysis, the first thing to 
do is to assess the feasibility of  the model as seen from 
the -2 loglikelihood. Based on the statistical results, the 
initial -2loglikelihood value is 213.149 while the final 
-2loglikelihood value is 176.603. These results indicate 
that there has been a decrease of  36.546 so it is con-
cluded that the hypothesized model is fit with the data. 
Furthermore, assessing the feasibility of  the model seen 
from the Hosmer and Lemeshow test, it is obtained a 
significance value of  0.875 (> 0.05). Thus, it is conclu-
ded that the regression model in this study is in accor-
dance with the observational data and can be used for 
further analysis. A summary of  the hypothesis testing 
results can be seen in table 3.

The Effect of Company Growth on Fraudulent Finan-
cial Statements

The research result shows that company growth 
has a positive effect on fraudulent financial statements. 
This can occur because the manipulation of  financial 
statements is committed to reducing the large tax bur-
den. Increased growth indicates higher sales resulting in 
high profits. High profits result in a large tax burden as 
well. With high sales conditions, the imposed income 
tax burden will be large, thus driving management to 
manipulate financial reports to produce a smaller in-
come tax burden. The results support the research con-
ducted by Amijaya & Prastiwi (2013), Carcello & Nagy 
(2004), and Albring et al.(2013) which show that com-
pany growth has a positive effect on the manipulation of  
financial statements.

The Effect of Supervision Effectiveness on Fraudulent 
Financial Statement

The research result shows that the effectiveness 
of  supervision does not have an effect on fraudulent fi-
nancial statements. This can be caused by the existence 
of  a board of  independent commissioners which is only 
carried out to comply with statutory provisions so that 

M-Score = -4.84 + 0.920DSRI + 0.528GMI 

+ 0.404AQI + 0.892SGI + 0.115DEPI

- 0.172SGAI - 0.327LVGI + 4.697TATA ..1
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it is less effective in enforcing good corporate governan-
ce. In addition, it is possible that the members of  the 
independent commissioner have not been involved in 
this field for a long time so that the duties and roles are 
not yet effective. Therefore, the higher the proportion of  
board of  independent commissioners does not necessa-
rily minimize the occurrence of  fraudulent financial sta-
tements. This finding supports the research conducted 
by Setiawati & Baningrum (2018) and Yang et al.(2017) 
which explain that the effectiveness of  supervision does 
not affect the manipulation of  financial statements.

The Effect of External Auditor Quality on Fraudulent 
Financial Statement

The research result shows that the quality of  ex-
ternal auditors does not affect fraudulent financial sta-
tements. This is probably since both industry-specialist 
auditors and not are bound by the public accountant’s 
code of  ethics so that both are always required to carry 
out audits as well as possible. It is the responsibility of  

all auditors to ensure that the financial statements are 
free from material misstatement. Thus, the industry-spe-
cialist auditors have not been able to be used as a proxy 
to measure the quality of  external auditors. In addition, 
it is also since there are only a few companies that use 
industry-specialist auditors. This finding supports the 
research conducted by Aini & Sulhani (2017) and In-
darto & Ghozali (2016) which reveal that the quality of  
external auditors has no effect on the manipulation of  
financial statements.

The Effect of Director Experience on Fraudulent Fi-
nancial Statement

The research result shows that the experience of  
directors has no effect on fraudulent financial statements. 
The board of  directors is the party responsible for run-
ning the company’s operations. In addition, there is also 
a board of  commissioners whose job is to monitor the 
performance of  the board of  directors. Thus, the length 
of  time or not as a member of  the board of  directors 

Table 2. Summary of  Variable Operational

Variables Operational definition Measurement

Fraudulent finan-
cial statement (Y)

Misstatements that arise as a result of  deliberate 
fraudulent financial reporting or omissions of  
amounts or disclosures in financial disclosures to 
deceive users of  financial statements causing the 
financial statements not to be presented in accor-
dance with generally accepted accounting prin-
ciples. (Statement on Auditing Standards AU Section 
316)

M score. Code 1 (one) for companies 
with a value of  ≥- 2.22 and code 0 (zero) 
for companies with a value of  <- 2.22
(Tiffani & Marfuah, 2015)

Company growth 
(X

1
)

A situation that describes the ability of  an entity 
to maintain its position in the economy. (Saputri 
et al., 2017)

X
1
 = (total revenue(t)-total revenue (t-

1))/(total revenue (t-1))  
(Saputri et al., 2017)

The effectiveness 
of  supervision 
(X

2
)

A situation where a company has a monitoring 
system and implements effective monitoring of  the 
state and performance company. (Narolita & Kris-
nadewi, 2016)

X
2
 = number of  independent commis-

sioners / total board of  commissioners
(Kusumawardhani, 2013)

Quality of  exter-
nal auditors (X

3
)

The possibility of  external auditors to avoid audit 
failure. (Halbouni et al., 2016)

Code 1 if  the company is audited by 
KAP with a market share of  ≥15%. 
Code 0 if  the company is audited by 
KAP with a market share <15%.
(Rusmin, 2010)

Director Experi-
ence (X

4
)

How long have board members served as directors 
of  the company concerned. (Chtourou et al., 2001)

X
4
 = total work period of  members of  

the board of  directors/number of  mem-
bers of  the board of  directors
(Chtourou et al., 2001)

CEO duality (X
5
) A situation where there is a kinship relationship 

between a board of  directors and a board of  com-
missioners. (Putri & Deviesa, 2017)

Code 1 for companies that have a kin-
ship relationship between the board of  
directors and the board of  commission-
ers. Code 0 for companies that have no 
kinship between the board of  directors 
and the board of  commissioners.
(Putri & Deviesa, 2017)

Audit committee 
(Z)

One of  the company organs under the board of  
commissioners that assists the board of  commis-
sioners in supervising the presentation of  corpo-
rate financial information. (Ika & Ghazali, 2012)

Total audit committee meetings in a 
year.
(Wicaksono & Chariri, 2015)
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will still be supervised by the board of  commissioners. 
The experience of  directors is increasingly being used to 
overcome weaknesses and solve problems faced by the 
companies. Meanwhile, the recent work period can also 
be used to improve performance in order to maintain its 
position. Thus, with these conditions, the experience of  
the directors does not affect the occurrence of  financial 
statement manipulation, such as the research conducted 
by Ratnasari & Solikhah (2019) and Akbar(2017).

The Effect of CEO Duality on Fraudulent Financial 
Statement

The research result shows that CEO duality does 
not affect fraudulent financial statements. This conditi-
on is likely due to both the board of  directors who have 
or do not have family relationships with the board of  
commissioners are aware of  their functions and respon-
sibilities in running the company. The family relation-
ship owned does not push someone to commit fraudu-
lent financial statements. However, these conditions can 
also be used to work together in overcoming problems 
experienced by the company. A CEO cannot abuse his 
power to commit fraud. Because after all, not all boards 
of  directors and boards of  commissioners have family 
relationships. Thus, when someone wants to act frau-
dulently; there are still other parties who can prevent it. 
This finding supports the research conducted by Akbar 
(2017) which reveals that CEO duality has no effect on 
the manipulation of  financial statements.

Audit Committee Moderates the Effect of Company 
Growth on Fraudulent Financial Statement

The research result shows that the audit commit-
tee weakens the relationship between company growth 
and fraudulent financial statements. The audit commit-
tee has the authority and responsibility for reviewing 

financial information presented by the company to ex-
ternal parties. Through the supervision carried out, the 
audit committee can monitor the financial information 
to be presented so that if  there are irregularities in the fi-
nancial statements, the audit committee can understand 
this and prevent the financial statements presented with 
misstatements. Thus, the effect of  company growth will 
be weaker with the presence of  the audit committee. 
This result supports the research conducted by Santo-
so (2019) and Sugita (2018) which state that the audit 
committee is able to moderate the effect of  the pressure 
factor on fraudulent financial statements.

Audit Committee Moderates the Effect of Supervision 
Effectiveness on the Fraudulent Financial Statement

The research result shows that the audit commit-
tee weakens the relationship between the effectiveness of  
supervision on fraudulent financial statements. This can 
occur because the board of  independent commissioners 
and the audit committee are not independent in carrying 
out supervisory duties. This condition can be caused by 
the interference of  certain parties on the element of  su-
pervision due to the element of  power. This situation 
causes the audit committee to be unable to strengthen 
the corporate governance system in minimizing the pos-
sibility of  fraudulent financial statements. This finding 
supports the research conducted by Murtanto & Sandra 
(2019) which reveals that the audit committee weakens 
the relationship of  the opportunity factor on the fraudu-
lent financial statement.

Audit Committee Moderates the Effect of External 
Auditor Quality on the Fraudulent Financial State-
ment

The research result indicates that the audit com-
mittee does not moderate the relationship between the 

Table 3. Summary of  the hypothesis test results

Hypothesis β Sig Results

H
1

Company growth has a negative effect on fraudulent financial statements 2.231 0.000 Rejected

H
2

The effectiveness of  supervision has a negative effect on fraudulent financial 
statements

-0.351 0.192 Rejected

H
3

The quality of  external auditors has a negative effect on fraudulent financial 
statements

-0.203 0.563 Rejected

H
4

Director experience has a positive effect on fraudulent financial statements -0.106 0.721 Rejected

H
5

CEO duality has a positive effect on fraudulent financial statements -0.293 0.344 Rejected

H
6

Audit committee weakens the relationship between company growth and fraud-
ulent financial statements

-1.675 0.006 Accepted

H
7

Audit committee strengthens the relationship between the effectiveness of  su-
pervision and fraudulent financial statements

0.724 0.032 Rejected

H
8

Audit committee strengthens the relationship between the quality of  external 
auditors and fraudulent financial statements

0.315 0.444 Rejected

H
9

Audit committee weakens the relationship between the experience of  directors 
and fraudulent financial statements

0.853 0.039 Accepted

H
10

Audit committee weakens the relationship between CEO duality and fraudulent 
financial statements

-0.310 0.568 Rejected

Source: The results of  data processing of  SPSS 26, 2020
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quality of  external auditors and the fraudulent financial 
statement. This condition is probably due to the weak 
coordination between the audit committee and the ex-
ternal auditors. Lack of  information is also a factor in 
the failure of  the audit committee which is unable to 
strengthen the relationship between the quality of  exter-
nal auditors in minimizing fraud. Both parties do not 
have a good relationship in carrying out their roles in the 
supervisory process of  financial reporting. This finding 
supports the research conducted by  Fathoni et al. (2020) 
which finds that the audit committee does not moderate 
the relationship between the quality of  external auditors 
and earnings management.

Audit Committee Moderates the Effect of the Direc-
tors’ Experience on the Fraudulent Financial State-
ment

The research result shows that the audit commit-
tee weakens the relationship between the experience of  
directors and fraudulent financial statements. The au-
dit committee is responsible for monitoring follow-up 
management on internal audit findings. Thus, the au-
dit committee supervises management activities in fol-
lowing up on internal audit findings and ensures that 
management has carried out its responsibilities properly 
in preparing financial reports, which in turn can minimi-
ze fraudulent financial statements. This finding supports 
the research conducted by Santoso (2019) and Mardiani 
et al.(2017) which reveal that the effect of  the capability 
factor on fraudulent financial statements could be wea-
kened by the audit committee. 

Audit Committee Moderates the Effect of CEO Dual-
ity on Fraudulent Financial Statements

The research result shows that the audit commit-
tee does not moderate the relationship between CEO 
duality and fraudulent financial statements. This is since 
the audit committee is an organ under the board of  com-
missioners so it must be accountable for its work to the 
board of  commissioners. The audit committee has smal-
ler authority than the board of  commissioners makes it 
difficult for the audit committee to minimize the element 
of  power that occurs in the company. Thus, the effect of  
CEO duality has not been able to be weakened by the 
presence of  the audit committee. This finding supports 
the research conducted by Santoso (2019) which reveals 
that the audit committee does not moderate the effect of  
the arrogance factor on fraudulent financial statements.

CONCLUSIONS

The research results show that company growth 
has a positive effect on fraudulent financial statements. 
Meanwhile, the effectiveness of  supervision, the qua-
lity of  external auditors, the experience of  directors, 
and CEO duality do not affect fraudulent financial 
statements. The audit committee weakens the effect of  
company growth, the effectiveness of  supervision, and 
the experience of  the directors on fraudulent financial 
statements. The audit committee does not moderate the 

effect of  the external auditor quality and CEO duality 
on fraudulent financial statements. This study suggests 
that companies intensify audit committee meetings to 
minimize fraudulent financial statement practices. A 
suggestion for potential investors to be more careful with 
companies with high sales growth. Further research is 
suggested to use other measurement methods for inde-
pendent variables. This is because many of  the measu-
rement methods used in this study have not provided 
empirical evidence of  their effect on fraudulent financial 
statements.
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