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I. INTRODUCTION 

Abstract: Forensic accounting helps auditor in 

collecting information while conducting 

necessary assessment to discover fraud practice. 

One popular theory in the field is the fraud 

diamond theory. This study implements the 

theory to detect the existence of financial 

statement fraud on mining sector in Indonesia. 

The diamond fraud model as the enhancement 

of the triangle theory of fraud concerns budget 

priorities, financial stability, inefficient 

monitoring, adjustments to the auditor and 

changes to the manager. As a dependent 

variable, financial statement manipulation 

funded by income control is used. The sampling 

of 9 companies listed on the Indonesian Stock 

Exchange in the mining sector in 2017-2019 was 

chosen using purposeful sampling methods, 

resulting in 27 data observations. The data 

testing was performed by a multi-linear 

regression method. This study showed that 

financial targets and financial stability affect 

the occurrence of fraud in financial reports. 

Simultaneously, insufficient monitoring, 

auditing and change of the director have no 

impact on the financial statements.  
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Financial Statement Fraud is a form of a 

fraudulent act. Fraud is an act committed by 

a person in an organization to take 

advantage of himself or a group of people. 

Herawati (2013) defines fraud as "an 

arrangement of irregularities and illegal 

acts which is a trick carried out for the 

benefit or loss of the organization, which is 

committed by people outside or within the 

organization". According to the Treadway 

Commission (Hasnan, Suhaily, Rashidah 

Abdul Rahman, & Sakthi Mahenthiran, 

2013), financial reporting fraud is defined 

as "an act of deliberate deviation against 

company records such as errors in applying 

accounting principles, which result in 

materially misleading reports". The 

misrepresented information is either an 

oversight or a deliberate attempt to 

misinterpret the business's actual economic 

and financial health. Income is improperly 

administered whether the financial 

statements are unfairly governed or viewed 

outside the legal system (Kaya & Turegun, 

2017; Svabova, Kramarova, Chutka, & 

Strakova, 2020).  
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 Wells (2011) states that fraud can 

include any or a portion of the financial 

reporting processes. These may be 

generated by managers, who are concerned 

with performance, such as income, and to 

hide the firm's true efficiency. The fraud 

often targets executive pay, compensation, 

and equity holdings. There are stories of 

trustworthy companies involved in 

fraudulent reporting (Martin & Junior, 

2020). Fraudulent reporting has resulted in 

substantial losses as seen in table 1. 

 

Tabel 1 

Total losses and percentage of fraud 

Type of fraud 
2012 2014 2016 

US Dollar % US Dollar % US Dollar % 

Misappropriation of 

assets 
120.000 86,7 130.000 85,4 125.000 835 

Dishonesty 250.000 33,4 200.000 36,8 200.000 35,4 

Information asymmetry 1.000.000 7,6 1.000.000 9,0 975.000 9,6 

Source: ACFE Report to Nations in 2016 

 

In Indonesia fraud involving financial 

statements have occurred, and large 

companies such as PT Ancora Mining 

Service were involved (Pristine, 2011). The 

scandal stemmed from the financial 

institution's accounting practices that 

helped them to minimize taxes. The case 

demonstrates the ineffectiveness of auditing 

to deter fraud and the lack of effectiveness 

of financial reporting. Also, a false 

financial reporting by PT Timah. PT Timah 

was accused of falsely certifying a financial 

report for the first semester of fiscal 2015. 

This fraudulent financial report was 

intended to cover up the ongoing poor 

results of PT Timah (Afrianto, 2016). 

Spathis (2002) offers details on the key 

cause factors that can be used in deception 

on company financial statements. People 

who are aware of their risk for being 

captured are more likely to be caught 

(Kranacher et al. (2011). This article 

illustrates fraud vulnerabilities inherent in 

businesses. Fraud Diamond needs 

motivation, rationalization, capability, and 

pressure. Fraud Diamond is the synthesis of 

an incentivized scenario, motivation, and 

rationalization. The mining sector is, in fact, 

the second-lowest sector that has 

encountered fraud cases relative to other 

sectors. Despite being extremely costly and 

dangerous, the degree of fraud is small. 

Therefore, this industry is attractive to 

study.  

The objectives of this study are to find 

out the effect of financial targets, financial 

stability, effective monitoring and change 

of auditors on the occurrence of fraudulent 

financial reporting in the Indonesian mining 

companies in 2017-2019. 

 

II. DATA AND METHODOLOGY 

This research is a quantitative study that 

emphasizes on testing theories through 

measuring variables with numbers and 

analyzing data using multiple regression 

analysis using SPSS.  

The study population is public companies 

in the mining company category listed on the 

Indonesia Stock Exchange (IDX) during the 

2017-2019 period. The sampling technique 

used was purposive sampling with specific 

criteria as follows: first, mining companies 

that consecutively published their audited 

annual report in 2017-2019; second, the 

company has information concerning the 

variables under study 

There were 44 mining companies that 

were consistently listed on the IDX for the 
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2017-2019 period and published financial 

reports consecutively during the study period. 

Nine companies met the criteria. However, 35 

of them did not meet both criteria leave only 

nine companies for analysis. Nine companies 

for three years made up to 27 observations. 

The data was then analysed using statistical 

analysis were used: descriptive statistics, 

classical assumption test, multiple Linear 

Regression Analysis. 

 
III. RESULTS 

A. Descriptive Statistical Analysis 

The descriptive statistical analysis of 

the data collected for all variables can be 

seen in Table 2. The vector Y (fear of the 

financial statements) has an average value 

of -0.243, meaning that mining firms have 

committed fraud in the financial 

statements with a trend of growing income 

with a minimum value of -0.228 and a 

maximum value of 0.082 on average. A 

standard deviation that exceeds the 

average value indicates high fluctuations 

in the variable financial statement fraud 

data during the observation period. 

Financial targets (X1) are the amount 

of profit the company must achieve. Based 

on table 2, it is known that the average X1 

mining company is -0.25 with a lower 

score of -1.571 and a maximum value of 

0.196 with a standard deviation of 0.300 

from the average. The standard deviation 

value that exceeds the average value 

indicates the high fluctuation of the 

financial targets (X1) variable data during 

the observation period. 

Table 2 Result of Descriptive Statistical Analysis

Source: Processed secondary data 

Financial stability (X2) is a condition 

that illustrates an organization's financial 

position in a stable state. The average X2 

mining enterprise is considered to be 0.118 

based on Table 2, with a value of at least -

0.614 and a maximum value of 1.502, with 

an average standard deviation of 0.336. 

Standard deviation value that exceeds the 

average value indicates a high fluctuation 

in financial stability (X2) variable data 

during the observation period. 

The phenomenon of fraud is one of the 

consequences of inadequate oversight or 

control to provide agents or supervisors 

with an ability to perform defiantly by 

committing fraud in financial reports. 

Ineffective monitoring (X3) in table 4 has 

an average of 0.383 with the lowest value 

of 0.200 and a maximum value of 0.500. 

X3 has a standard deviation of 0.091, 

which is smaller than the average, which 

implies that effective monitoring is around 

the mean value. 

 

B. Multiple Regression Analysis 

The regression analysis used in this 

study to evaluate the hypothesis consists of 

a change of director (DCHANGE), 

financial stability (ACHANGE), effective 

monitoring (BDOUT), financial goals 

(ROA) and change of auditors 

(AUDCHANGE) for 2017-2019 mining 

company financial statements fraud. Table 

Descriptive Statistics 

 N Minimum Maximum Mean Std. Deviation 

Y 30 -.2285571000 .0820562300 -.024390888216 .0792109392729 

X1 30 -1.5714928000 .1962258400 -.025798676763 .3001746746069 

X2 30 -.6144488500 1.5028658000 .118244044323 .3362085206300 

X3 30 .20000000 .50000000 .3833333367 .09160133325 

X4 30 0 1 .10 .305 

X5 30 0 1 .47 .507 

Valid N 

(listwise) 

30 
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3 shows the findings of the Multiple 

Regression Analysis. 

 

 

 

 

 

 

 

 

Table 3 The Results of Multiple Regression Analysis 
Coefficientsa 

Model 

Unstandardized Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) .150 .056  2.657 .015 

Financial Targets .119 .056 .470 2.134 .045 

Financial Stability .216 .051 .962 4.260 .000 

Ineffective 

Monitoring 

-.480 .146 -.533 -3.280 .004 

Change in Auditor -.051 .038 -.208 -1.351 .191 

Change in Manager -.015 .026 -.094 -.566 .577 

a. Dependent Variable: Y 

 

 

 
3.1 C. Hypothesis Testing 

In this article, the hypothesis utilizing T-

test (partial). The T-test indicates whether the 

dependent variable is influenced partly by the 

independent variable. This research applies a 

two-way research hypothesis. 

a. Hypothesis testing 1 (H1).  

The first hypothesis implies that 

financial targets (ROA) influence 

manipulation in financial statements 

(earnings management). The test results 

for hypothesis 1 suggest that the t-value of 

the variable financial targets (ROA) is 

2.134, whereas the t-table value is 

0.68581 with α = 0.05 and df (n-k) 27-5 = 

22. Based on these observations, it can be 

shown that the t-count is greater than the 

value of the t-table (2.134> 0.068581), so 

it can be inferred that fraud of financial 

statements caused by variable financial 

objectives (ROA). Hypothesis 1 (H1), 

which notes that financial priorities affect 

fraud in financial statements, is therefore 

acknowledged. 

b. Hypothesis testing 2 (H2) 

The second hypothesis notes that 

financial stability (ACHANGE) 

influences fraud in financial statements 

(earnings management). The test results 

for hypothesis 2 reveal that the calculated 

t of the variable financial stability 

(ACHANGE) is 4.260, where 0.68581 is 

the t-table value with alpha = 0.05 and df 

(n-k) 27-5 = 22. Based on these 

observations, it can be shown that the t-

count is higher than the t-table value 

(4,260> 0.068581), it can be implied that 

fraud of financial statements is caused by 

variable financial targets (ROA). 

Therefore, Hypothesis 2 (H2), which 

states that financial stability affects 

financial statement fraud is accepted. 

c. Hypothesis testing 3 (H3) 

The third hypothesis notes that 

efficient monitoring (BDOUT) influences 

fraud in financial statements (earnings 

management). The testing results for 

hypothesis 4 show that the t-count value 

of the effective monitoring variable 

(BDOUT) is -3.280, while the t-table 

value with α = 0.05 and df (n-k) 27-5 = 22 
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is 0.68581. Based on these results, it can 

be seen that the t-count is smaller than the 

t-table value (-3.280 <0.68581); therefore, 

it can be inferred that the efficient 

monitoring factor does not impact the 

fraud of financial reports. On this premise, 

Hypothesis 3 (H3), which states that 

ineffective monitoring influences 

financial statements fraud, is rejected. 

d. Hypothesis testing 4 (H4) 

The fourth hypothesis states that 

change in auditor (AUDCHANGE) 

affects financial statement fraud (earnings 

management). The testing results for 

hypothesis 4 show that the t-value of the 

variable change in auditor 

(AUDCHANGE) is -1.351 while the t-

table value with α = 0.05 and df (n-k) 27-

5 = 22 is 0.68581. Based on these 

findings, it can be shown that the t-count 

is lower than the t-table value (-1.351 

<0.68581), and it can be implied that the 

auditor's variable adjustment does not 

impact the fraud of the financial 

statements. On this premise, Hypothesis 4 

(H4), which implies that the auditor's 

amendment affects fraud in financial 

statements, is rejected. 

e. Hypothesis testing 5 (H5) 

The fifth hypothesis states that change 

in director (DCHANGE) affects financial 

statement fraud (earnings management). 

The testing results for hypothesis 5 show 

that the t-count value of the variable 

change in director (DCHANGE) is -0.566, 

while the t-table value with α = 0.05 and 

df (n-k) 27-5 = 22 is 0.68581. Based on 

these results, it can be identified that the t-

count is lower than the value of the t-table 

(-0.566 <0.68581), thus, it can be stated 

that the adjustment in the director variable 

has no impact on the fraud of the financial 

statement. Hypothesis 5 (H5) therefore 

notes that the change in director 

influences fraud in financial statements is 

denied. 

 

 

 

 

IV. DISCUSSION 
A. The Effect of Financial Targets on Financial 

Statement Fraud 

 Based on the results of financial targets 

measured using ROA, financial targets 

affect financial statement fraud. Therefore, 

the higher the company's financial target, 

seen from the increase in ROA, will 

encourage the company to commit fraud 

by committing financial statement fraud. 

Pressure, which is one of the diamond 

theory fraud factors, can be detected by 

this variable. Excessive pressure on 

management to achieve the financial 

targets set by the directors triggered 

earnings management. These results are 

consistent with Widyastuti (2009) research, 

which argues that companies that have 

large profits (measured using ROA) are 

more likely to perform earnings 

management than companies with low 

profits. The research results by Norbarani 

(2012), Nugraha & Henny (2015) also 

show the same results, financial targets 

that are proxied by ROA influence the 

occurrence of financial statement fraud. 

 

B. The Effect of Financial Stability on Financial 

Statement Fraud 

 As determined by the total asset 

turnover ratio, financial stability influences 

the fraud in financial statements based on 

the results. Martantya & Daljono (2013), 

who states that management is always 

under pressure to display whether the firm 

can use its assets properly to produce 

income, supports this outcome. 

Management commits fraud using 

financial reports as a means of covering up 

the company's dire financial condition. 

Excessive pressure on management is 

conforming with the fraud diamond theory 

of pressure. One way is to change the 

appearance of the total assets to their 

liking. Companies manipulate income 

whenever their performance is threatened 

by financial stability or economic 

conditions. The percentage change in total 

assets indicates fraudulent financial 

statements. A study by Skousen et al. 
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(2009), Martantya & Daljono (2013), 

Sihombing (2014), and Tessa & Harto 

(2016), who previously found that 

financial stability induces fraud in 

financial reports, also confirm the findings 

of this article. 

 
C. The Effect of Ineffective Monitoring on Financial 

Statement Fraud 

 As calculated by the structure of the 

independent board of commissioners, 

ineffective monitoring does not impact 

financial statement fraud based on the 

research findings. A fraud diamond 

component is an opportunity detected 

through insufficient monitoring and was 

not proved in this analysis. Opportunities 

can occur because of weak internal 

controls, poor management oversight, or 

through the use of positions. The board's 

role in carrying out the supervisory 

function of the company's operations has 

not been running correctly, and the 

appointment and presence of the board of 

commissioners may only be made to fulfil 

company regulations. This result is 

supported by Norbarani (2010), Molida 

(2011), Prasastie (2015), Pardosi (2015), 

who in their research concluded that 

independent commissioners did not affect 

financial statement fraud. 

 
D. The Influence of Change in Auditor on Financial 

Statement Fraud 

 Rationalization is one of the most 

challenging elements of the fraud diamond 

to measure, according to No. SAS 99, 

rationalization can be measured by the 

auditor change cycle (change in auditor). 

Based on research findings, change in 

auditor does not influence financial 

statement fraud. It is because many 

companies in this study did not change 

auditors during the 2017-2019 period. 

Additionally, the small number of 

companies studied in this study induced a 

lack of data analyzed so that the 

measurement results were less than 

optimal. 

 

E. The Influence of Change in Director on Financial 

Statement Fraud 

 Capability, one of the elements in the 

fraud diamond theory, can be explained 

through the change of director. Frauds that 

generally large in number are not possible 

if there is no person with superior 

capabilities. Characteristics related to 

capabilities include position, 

understanding, and ego. Based on the 

research results, change in director does 

not influence financial statement fraud. 

Many companies in this study did not 

change their directors during the 2017-

2019 period, and less than 30 

observational data that was studied 

produced the results of this study to be less 

than optimal. Contrarily, Wolfe & 

Hermanson (2014) argued that capability 

is one of the factors that influence fraud 

and changes in directors, indicating that 

fraud. 

 
V. CONCLUSION AND IMPLICATION 

 Based on the outcome of the research 

and discussion, the following conclusions 

are drawn: 

a. Financial targets influence financial 

statement fraud. 

b. Financial stability affects financial 

statement fraud. 

c. Ineffective monitoring does not affect 

financial statement fraud. 

d. Change in auditor does not affect 

financial statement fraud. 

e. Change in director does not affect 

financial statement fraud. 

Based on the results as mentioned earlier, 

the study recommends the following: 

 First, this research leads to the theory 

of fraud diamond (Wolfe and Hermanson, 

2004). This study further reinforces the 

notion that financial targets and financial 

stability could be used for fraud in 

financial reports. Investors are expected to 

understand variable financial targets and 

financial stability better so that this 

research can be used as an early detection 

tool for detecting fraud in the company's 
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financial statements to make effective 

decisions. 

 Second, for the advancement of 

scientific accounting knowledge, this study 

may provide an overview of variable 

financial targets and financial stability that 

affect financial statements fraud and may 

elucidate the concept of financial targets 

and financial stability of fraud diamonds to 

identify financial statements fraud. This 

study is expected to become an 

encouragement for further studies for other 

parties. 
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