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Abstract: This study aims to identify the effectiveness of the heptagon fraud model in detecting
fraudulent financial reporting within consumer goods sector companies listed on the Indonesia Stock
Exchange (IDX). A quantitative research approach is employed, utilizing secondary data sourced from
IDX-listed companies. The research population comprises consumer goods manufacturing firms listed
on the IDX between 2019 and 2023. Based on specific selection criteria, 41 companies were chosen as
the study sample. The data analysis involves various techniques, including descriptive statistics, the
Opverall Model Fit Test, the Hosmer and Lemeshow goodness-of-fit test, the coefficient of determina-
tion (Nagelkerke’s R-square), the Omnibus Test of Model Coefficients (F-test), and the Wald Chi-
Squared Test (WALD). The findings reveal that the pressure has a significant positive impact on
financial statement fraud. Meanwhile, arrogance is found to have a significant negative impact on the
occurrence of financial statement fraud. In contrast, other factors, opportunity, rationalization,

capability, ignorance, and greed do not exhibit a significant influence on fraudulent financial reporting.
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1. Introduction

Financial statement fraud is becoming an increasingly deep issue in the business and
financial sectors, especially since information about company performance is available in the
financial statements [1]. Based on [2] explains that the disclosure of financial statements must
be made independently of material errors. Business people are expected to provide accurate
and relevant information without committing fraud, so that all users of these financial
statements are not disadvantaged when making decisions. However, demands to achieve
effective and efficient financial performance encourage companies to behave as if their
financial statements are in good condition [3]. Companies often use various ways to maintain
the appearance of financial statements to make them look appealing so that they can mislead
stakeholders [3]. Management does not succeed in presenting financial statements
appropriately and accurately, especially due to material misstatements that might cause or
encourage fraudulent acts. Financial statements are presented dishonestly and lose their
relevance due to manipulating a large amount of data contained in them [1]. If undetected,
financial statement fraud can be a serious problem that disadvantages many parties involved
[4]. This kind of action is included in the category of fraud.

Fraud is a global issue that occurs across various regions and industries. According to
ACFE in RTTN, Indonesia classified within the Asia-Pacific region continues to demonstrate
a relatively high incidence of fraud. In 2019, Indonesia emerged as the leading country in
terms of reported fraud cases in the area, with a total of 36 cases. In 2021, Indonesia ranked
fourth with 23 reported cases, and in 2023, the country advanced to third place with 25 cases.
These figures indicate that the frequency of fraud in Indonesia remains significant in
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comparison to other countries within the Asia-Pacific region. The ACFE categorizes fraud
into three main types: asset misappropriation, corruption, and financial statement fraud. In
2019, the average financial loss resulting from financial statement fraud reached USD 954,000,
substantially higher than corruption (USD 200,000) and asset misappropriation (USD
100,000). In 2021, the average loss from financial statement fraud decreased to USD 593,000,
while losses from corruption stood at USD 150,000 and asset misappropriation remained at
USD 100,000. However, by 2023, losses due to financial statement fraud advanced again to
USD 766,000, with corruption at USD 200,000 and asset misappropriation at USD 120,000.
These findings indicate that although the occurrence of financial statement fraud is lower
than other types of fraud, its financial impact is significantly greater.

The phenomenon of financial statement fraud has been identified in companies across
the globe. In Indonesia, similar practices have been found in enterprises operating in various
industrial sectors, including the manufacturing sector. Regarding investment, the Ministry of
Industry (Kementerian Perindustrian/Kemenperin) reported that between 2019 and 2023,
investment in the manufacturing sector increased from IDR 213.44 trillion to IDR 457.6 tril-
lion. This indicates that the manufacturing sector remains a major attraction for investors.
One of the sub-sectors within the manufacturing industry is the consumer goods industry.
According to Kemenperin, the consumer goods industry plays a vital role in supporting In-
donesia’s economy and continues to attract significant investor interest. Based on this data,
the consumer goods manufacturing sector presents considerable economic potential and of-
fers promising returns for investors. However, it also carries substantial risk, particularly when
management engages in financial statement fraud by presenting financial information that is
inconsistent with the actual company’s condition. Therefore, identifying the presence of fi-
nancial statement fraud is crucial. This issue remains a persistent challenge in the consumer
goods manufacturing sector. Several companies in this industry have previously been impli-
cated in such practices, including PT Tiga Pilar Sejahtera Tbk, PT Kimia Farma Tbk, and the
more recent case involving PT Indofarma Global Medika Tbk, a subsidiary of PT Indofarma
Tbk. Given the frequency of such incidents, proactive measures to prevent and detect finan-
cial statement fraud are essential to safeguarding the interests of investors and maintaining
the integrity of the sector.

The Fraud Heptagon theory is employed in this study to examine its effectiveness in
detecting financial statement fraud. This theory is selected as it is considered the most
comprehensive approach in fraud detection efforts. By applying this theory, detection is
expected to be conducted accurately and effectively. Additionally, the theory remains
relatively underutilized in Indonesia. The Fraud Heptagon theory was developed as a
complement to several preceding fraud theories, including the fraud triangle, fraud diamond,
and fraud pentagon. The selection of companies in the manufacturing sector as the sample
for this study is based on several key considerations. According to the 2023 survey conducted
by ACFE, the manufacturing sector remains among the top three industries with the highest
incidence of financial statement fraud. Furthermore, the most recent case of financial
statement fraud in Indonesia involved a manufacturing company, PT Indofarma Tbk which
operates in the consumer goods industry, specifically within the pharmaceutical sector. This
underscores the sector's continued vulnerability to fraudulent financial reporting.

2. Literatur Review and Hypothesis Development

2.1. Agency Theory

Agency Theoty, as articulated by Jensen and Meckling in 1976, outlines the relationship
between the owners of a company (principals) and its managers (agents). This theory posits
that principals seek to obtain reliable information regarding the company’s operational
activities, primarily through financial statements that precisely represent the company’s
financial standing and results. The ultimate objective of the principals is to enhance
shareholder wealth and enhance the overall company’s value [6]. In contrast, agents often act
in their own self-interest, which may conflict with the goals of the principals. As a result,
managers may engage in practices aimed at presenting a more favorable image of their
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performance to the principals [6]. This misalignment of interests may lead to the concealment
or omission of actual information, resulting in the manipulation of financial statements.

2.2 Financial Statement Fraud

Financial statement fraud arises when financial reports are prepared and presented with-
out adhering to the procedures outlined in the Indonesian Financial Accounting Standards
(PSAK). Intentional misstatements take place when financial statements are deliberately pre-
pared by concealing information that is required to be disclosed [7]. Examples of such fraud
include the overstatement or understatement of financial figures beyond their actual values,
such as inflating revenue, assets, and profits, or understating expenses and liabilities [8].

2.3 Fraud Heptagon Theory

The Fraud Heptagon was proposed by Mohamed Yusof in 2016. The Fraud Heptagon
Theory is an extension of previous fraud theories, including the Fraud Triangle, Fraud
Diamond, and Fraud Pentagon. Yusof provided emplncal evidence on the causes of financial
statement fraud in Malaysia. He proposed that ignorance and greed should be considered as
additional factors contributing to fraudulent behavior, thereby forming the basis of the Fraud
Heptagon Model. This model comprises seven variables: pressure, opportunity,
rationalization, capability, arrogance, ignorance, and greed.

2.4 Hyphotesis Development

Pressure on Financial Statement Fraud

Pressure is conceptualized as a condition that may motivate management to engage in
the manipulation of financial reports. In accordance with SAS No. 99, one of the commonly
used proxies to assess pressure is financial stability. Financial stability reflects a company’s
overall financial position, and one of the key indicators used to evaluate this stability is the
growth of total assets [9]. Firms that consistently exhibit stable asset growth are generally
perceived as financially sound, thereby attracting potential investors and encouraging
creditors to provide capital [1]. However, financial stability is not always sustained,; compames
may experience periods of instability [4]. According to [10], a decline in economic or
operational performance can pose a threat to a firm’s financial stability. Under such
circumstances, management may face significant pressure to maintain the appearance of
consistent performance in order to preserve investor confidence and ensure continued
financial support. In response to this pressure, management may undertake aggressive
financial reporting practices, encompassing the alteration or distortion of financial statements
to portray an image of robust asset growth. This argument is supported by prior studies
conducted by [11], [12], [13]. Consequently, the first hypothesis is formulated as follows:
Hypothesis 1. Pressure has a positive effect on Financial Statement Fraud

Opportunity on Financial Statement Fraud

Opportunity is understood as the situations that enable management to engage in fraud-
ulent activities, often resulting from inadequate internal controls. Such opportunities typically
arise due to weak internal controls. According to [9], financial statement manipulation can be
facilitated by the existence of opportunities, which are often indicated by ineffective oversight
mechanisms. Independent commissioners, appointed by the principals, are responsible for
supervising management operations and ensuring that financial reports provide an accurate
representation of the company's actual financial condition. According to the Fraud Heptagon
Theory, inadequate oversight increases the probability of financial statement manipulation.
As stated by [14], fraud may occur when a company’s internal control systems are not
functioning effectively. This lack of effective supervision creates opportunities for fraud, as
agents perceive the absence of strict monitoring. This argument is supported by prior studies
conducted by [15] and [1]. Consequently, the second hypothesis is formulated as follows:
Hypothesis 2. Opportunity has a positive effect on Financial Statement Fraud
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Rationalization on Financial Statement Fraud

Rationalization is defined as the process by which management constructs a cognitive
justification to legitimize their fraudulent behavior. According to [9], change in auditor can
represent rationalization for detecting inaccuracies in financial reports due to fraud. As stated
by [16], management may view the replacement of auditors as a rationalization for engaging
in fraud, as they do not perceive their actions as wrongful. The preceding auditor may have
identified potential indicators of fraud; however, through auditor replacement, the findings
identified by the former auditor may be concealed [4]. Management may take advantage of
this situation to commit fraud, gain personal benefit, and mislead stakeholders by presenting
the company as being in a favorable condition. This false portrayal can lead stakeholders to
maintain confidence in the company and continue their investment activities. This argument
is supported by prior studies conducted by [15] and [17]. Consequently, the third hypothesis
is formulated as follows:
Hypothesis 3. Rationalization has a positive effect on Financial Statement Fraud

Capability on Financial Statement Fraud

Fraud may be committed without detection by the organization [18]. CEO education is
one of the proxies used to represent capability. According to [19], educational background is
essential for delivering superior performance in a business context. However, within the
framework of agency theory, higher education does not necessarily reduce the risk of fraud;
instead, it may enhance an agent’s ability to exploit information asymmetry for personal gain.
As agents with broader access to information, CEOs may withhold certain data from
principals who face limitations in obtaining comprehensive information. A CEO with a high
level of education may have the potential to manipulate financial statements due to their
ability to identify weaknesses in corporate standards and leverage their knowledge to prepare
financial reports that serve their own interests [20]. Consequently, the forth hypothesis is
formulated as follows:
Hypothesis 4. Capability has a positive effect on Financial Statement Fraud

Arrogance on Financial Statement Fraud

Arrogance can be characterized as an attitude of unwarranted self-assurance or perceived
superiority exhibited by individuals engaged in fraudulent activities [21]. Arrogance is com-
monly measured using CEO duality. One of the characteristics of arrogance is when a CEO
simultaneously holds multiple positions within the same organization. This dual role reflects
the CEO’s sense of superiority and may influence corporate decision-making processes [22].
In the Indonesian context, CEO duality is often manifested in familial ties between members
of the board of directors and the board of commissioners [23]. Such family-based duality may
increase conflicts of interest, as the CEO may act in ways that serve personal interests, sup-
ported by weak oversight. Familial connections between the board of directors and the board
of commissioners may serve as a catalyst for financial statement fraud, as these ties provide
the CEO with opportunities to negotiate or influence the board of commissioners to approve
decisions that maximize personal benefit. As a result, the CEO is granted greater freedom in
decision-making. This argument is supported by prior studies conducted by [22].
Consequently, the fifth hypothesis is formulated as follows:
Hypothesis 5. Arrogance has a positive effect on Financial Statement Fraud

Ignorance on Financial Statement Fraud

Ignorance is defined as a lack of understanding and awareness regarding the risks
associated with fraudulent behavior. According to [24], ignorance is a contributing factor to
the incidence of financial statement fraud. As stated by [§], training programs are an integral
component of anti-fraud initiatives. Such programs are valuable in minimizing losses resulting
from fraudulent activities and ensuring that fraud can be detected in a timely manner. The
absence of sufficient corporate governance courses for both executive and non-executive
directors may intensify conflicts of interest between principals and agents. A lack of training
in corporate governance for directors is one of the key reasons behind limited knowledge and
insufficient skills required to properly review and evaluate financial reports. This deficiency
creates an opportunity for perpetrators to commit financial statement fraud without
detection. This argument is supported by prior studies conducted by [25]. Consequently, the



International Journal of Economics and Management Research 2025 (April), vol. 4, no. 1, Permatasari, et al. 279 to 287

sixth hypothesis is formulated as follows:
Hypothesis 6. Ignorance has a positive effect on Financial Statement Fraud

Greed on Financial Statement Fraud

Greed is typically conceptualized as an excessive and insatiable desire to acquire or retain
more than what is reasonably necessary or merited [26]. According to [24], individuals who
exhibit negative traits such as greed may be more inclined to engage in financial statement
fraud. From an expert perspective, board members' remuneration can serve as an effective
proxy for greed, as it represents the compensation allocated to executives in recognition of
their performance and contributions toward organizational success. In an attempt to present
a more favorable picture of the company’s financial condition, management may engage in
vatious forms of financial statement manipulation. Such actions enable executive directors to
derive greater personal benefits. . This argument is supported by prior studies conducted by
[27], [28], and [29]. Consequently, the seventh hypothesis is formulated as follows:
Hypothesis 7. Greed has a positive effect on Financial Statement Fraud

3. Research Methods

This study adopts an explanatory research design, aiming to analyze the impact of fraud
heptagon components on financial statement fraud in consumer goods manufacturing com-
panies listed on the Indonesia Stock Exchange (IDX) during the 2019-2023 period. The re-
search population consists of manufacturing firms in the consumer goods sector that are
listed on the IDX and have published complete annual reports for 2019 and 2023. The sample
was selected based on the following criteria: 1) Companies must be consistently listed on the
IDX throughout the 2019-2023 period; 2) Companies that failed to publish complete audited
annual reports during the study period were excluded; 3) Companies that did not present
financial reports in Indonesian rupiah were also excluded; and 4) Companies that did not have
complete data based on the variables used in this study were not included in the sample.

The dependent variable in this research is financial statement fraud, which is assessed
using the F-Score model [30]. The formula used to calculate the F-Score is as follows:

Table 1. Variable operational definition

Variable Proxy Measurement References
Financial F-Score model F-Scote = Probability/0,0037, Unconditional Dechow et
Statement probability = 0,0037 al. (2011)
> e(Predwted Value)
Fraud Probablhty = Itc(PredictedValue) > c =

2,71828183

Predicted value = —7.893 + (0.790 X RSST) +
(2518 X AREC) + (1.191 x AINV) + (1.979 X
SOFTASSETS) + (0.171 X ACASHSALES) —
(0.932 x AEARNINGS) + (1.029 X ISSUE).

If the f-score exceeds a value of 1, it indicates
evidence supporting the occurrence of fraud
within the company. Conversely, if the f-score is
below 1, it suggests that there are no significant
indications of fraud within the company. The
dummy variable is assigned a value of 1 in the
presence of financial statement fraud during the
2019-2023 period, and a value of 0 when no such
fraud is observed.

Pressure Financial ACHANGE= Total Assets (t) — Total Asset (t- Skousen, et
Stability 1)/ Total Asset (t-1) al (2009)
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Variable Proxy Measurement References

Opportunity Ineffective BDOUT= Number of Independent Com Skousen, et
Monitoring missioners/ Total number of commissioners al (2009)

Rationalization =~ Change in  The dummy variable is assigned a value of 1 Skousen, et
Auditor when an auditor change occurs during the 2019-  al (2009)

2023 period, and a value of 0 when no such
change takes place.

Capability CEO’s The dummy vatiable is assigned a value of 1 if Lestari and
Education the CEO holds a graduate-level degree or higher, Henny,

and a value of 0 if this is not the case (2019).
Arrogance CEO Duality The dummy vatiable is assigned a value of 1 if Tatjo et al.,

CEO duality exists during the 2019-2023 period, (2021)

and a value of 0 if CEO duality is absent.

Ignorance Insufficient INEDU= Number corporate governance Yusof
corporate courses/ Total number of B.O.D.s (20106)
governance
courses for
executive and
non executive
directors

Greed Remuneration ~ REM= Actual amounts Directors  Yusof

Rumenerations/Profit or Loss after tax (20106)

Soutce: Data processed (2025).

4. Result and Discussion

4.1 Result

A total of 95 manufacturing companies in the consumer goods sector were listed on the
Indonesia Stock Exchange (IDX) during the 2019-2023 period. Among them, 41 companies
published complete annual reports and presented financial statements in rupiah currency, ac-
companied by comprehensive data. As a result, the sample for this study consisted of 41
manufacturing companies from the consumer goods sector, observed over a 5-year period,
yielding a total of 205 research samples. Data analysis was performed using SPSS 26 (2025),
which included several tests, such as descriptive statistics, the Overall Model Fit Test, the
Hosmer and Lemeshow goodness-of-fit test, the coefficient of determination (Nagelkerke’s
R-square), the Omnibus Test of Model Coefficients (F-test), and the Wald Chi-Squared Test
(WALD). The statistical results, as presented in Table 2, show a total sample size of 205.

Table 2. Descriptive statistics.

Descriptive Statistics

N Minitmum  Maximum Mean Std. Deviation

PRS 205 -,49 .80 ,0479 ,17658
OPT 205 ,20 83 ,4281 ,11531
RTZ 205 ,00 1,00 ,4000 49110
CAP 205 ,00 1,00 4293 49618
ARG 205 ,00 1,00 3122 ,46452
1G 205 ,00 9,25 ,6988 1,28584
GR 205 =91 146,80 1,2755 10,79341
FSF 205 ,00 1,00 1415 ,34935
Valid N (listwise) 205

Source: Data processed by SPSS 26, 2025.

Based on Table 3, the results of the regression analysis indicate that the model has a
85.9% accuracy in predicting financial statement fraud. According to the table, 14.1% of the
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total sample of 205 companies ate predicted to have committed financial statement fraud,
while the remaining 85.9% are classified as non-fraudulent.
Table 3. Variable frequency statistics Y

FSF
FrequencyPercent Valid Percent Cumulative Percent
Valid 0 176 859 859 85.9
1 29 14,1 14,1 100,0

Total 205 100,0 100,0
Soutrce: Data processed by SPSS 26, 2025.

As presented in Tables 4 and 5, the -2 Log Likelihood (-2LL) value at step 0 is 167.121,
which decreases to 139.012 at step 1. This reduction of 28.109 in the -2LL value indicates an
improvement in the model's fit. In other words, the inclusion of independent variables
enhances the explanatory power of the model. Therefore, the regression model used in this
study is considered appropriate and well-fitted to the data.

Table 4. Overall Model Fit Test (Block 0)

Tteration Historysb<

Coeflicients

Iteration -2 Log likelihood Constant
Step0 1 170,820 1,434

2 167,163 1,762

3 167,121 11,803

4 167,121 -1,803

Source: Data processed by SPSS 26, 2025.

Table 5. Overall Model Fit Test (Block 1)
Tteration History®P<d

-2 LogCoefficients

likelihood Constant X1 X2 X3 X4 X
T 154023 -1340 1164 0538 -0274 -0.125 -0.675 -0,059 0,027
2 142111 -1,746 2,038 1,193 -0,510 -0,237 -1,390 -0,117 0,053
3 139536 -1978 2391 1,684 -0,588 -0,302 -1,004 -0,148 0,095
4 139,066 2,04 2438 1,813 0,595 -0,324 2,082 0,158 0,136
5
6

Tteration

X6 X7

un

Step 1

139,012 -2,063 2,437 1,848 -0,594 -0,334 -2,100 -0,161 0,158
139,012 -2,065 2,437 1,851 -0,594 -0,334 -2,101 -0,161 0,160
7 139,012 -2,065 2,437 1,851 -0,594 -0,334 -2,101 -0,161 0,160
Soutrce: Data processed by SPSS 26, 2025.

As shown in Table 6, the significance value in the Hosmer and Lemeshow Test is 0.622,
which is greater than the significance level of 5% (0.05). This indicates that the research data
model is considered to be a good fit and is appropriate for explaining the research variables.

Table 6. Hosmer and Lemeshow test

Hosmer and Lemeshow Test

Step Chi-square dft Sig.
1 6,225 8 ,622
Source: Data processed by SPSS 26, 2025.

As indicated by the results in Table 7, the Nagelkerke R Square value is 0.23, suggesting
that the independent variables included in this study explain approximately 23% of the vari-
ance observed in the dependent variable. The remaining 77% of the variance is attributable
to other factors beyond the scope of the current research model.
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Table 7. Coefficient of determination (Nagelkerke’sR-square)

Model Summary
Cox & Snell R Nagelkerke R
Step -2 Log likelihood Square Square
1 139,012+ 128 230

Source: Data processed by SPSS 26, 2025.

Furthermore, the model’s validity can be assessed using the Omnibus Test, as shown in
Table 8. The Chi-Square value of 28,109 exceeds the critical value of 14.067, with the df of 7
independent variables, and a significance level of 0.000, which is below 0.05. This leads to the
rejection of HO, suggesting that the inclusion of the independent variables significantly
influences the model, indicating that the model is appropriate or well-fitting.

Table 8. Omnibus test
Omnibus Tests of Model Coefficients

Chi-squate df Sig.

Step 1 Step 28,109 7 ,000
Block 28,109 7 ,000

Model 28,109 7 ,000

Source: Data processed by SPSS 26, 2025.

The results of the logistic regression presented in Table 9 indicate that pressure and
arrogance significantly influences financial statement fraud (FSF), as the associated p-value is
less than 0.05. In contrast, the factors of opportunity, rationalization, capability, ignorance,
and greed do not exhibit a significant effect on FSF, as their respective p-values exceed 0.05.

Table 9. Logistic Regression

Variables in the Equation

B S.E. Wald df Sig. Exp(B)
Step 12 PRS 2,437 1,182 4,254 1 ,039 11,438
OPT 1,851 1,963 ,889 1 ,346 6,364
RTZ -,594 ,474 1,570 1 ,210 ,552
CAP -,334 ,459 ,532 1 466 ;716
ARG -2,101 177 7,309 1 ,007 ,122
1G -, 161 214 ,565 1 452 ,851
GR ,160 ,108 2,197 1 ,138 1,174
Constant -2,065 915 5,088 1 ,024 127

a. Varable(s) entered on step 1: PRS, OPT, RTZ, CAP, ARG, IG, GR.
Source: Data processed by SPSS 26, 2025.

Based on the table, the following logistic regression model is obtained.
FSF = -2,065 + 2,437PRS +1,8510PT — 0,594RTZ — 0,334CAP — 2,101ARG - 0,1611G +
0,160GR

4.2 Discussion

Pressure on Financial Statement Fraud



International Journal of Economics and Management Research 2025 (April), vol. 4, no. 1, Permatasari, et al. 283 to 287

Reffering to the results of the statistical analysis, the coefficient value for the variable
pressure was found to be 2.437, with a significance level (p-value) of 0.039. Since the p-value
is less than the conventional threshold of 0.05 (0.039 < 0.05), the result is statistically
significant. This indicates that pressure has a significant and positive effect on financial
statement fraud. Therefore, H1 is accepted. The greater the pressure perceived by manage-
ment, the higher the potential for financial statement fraud. This pressure can arise when a
company faces a decline or instability, prompting management to take any necessary action
to restore the company's stability through unethical methods, including fraud. This finding
supports agency theory, which suggests that principals place pressure on management to
maintain the stability of the company. As a result, management may engage in improper ac-
tions, including fraud, to achieve this objective. The increased likelihood of a company
engaged in the perpetration of financial statement fraud is reflected in the greater ratio of total
asset changes within the company [31]. This is because total assets are an attractive factor for
stakeholders, such as creditors or investors, and setve as a basis for their decisions to allocate
funds to the company. As a result, this affects the company’s capacity to uphold the stability
of its total asset. Consequently, this pressure encourages management to take drastic
measures, even to the point of manipulating financial statements by inflating asset values, in
order to preserve the company’s financial stability. These findings are consistent with previous
studies in this field [10], [11], [12], [13] and [31].

Opportunity on Financial Statement Fraud

Referring to the results of the statistical analysis, the opportunity variable yielded a coef-
ficient value of -1.851 with a significance level of 0.346, which exceeds the conventional
threshold of 0.05 (0.346 > 0.05). This result indicates that the opportunity variable does not
exert a statistically significant influence on the occurrence of financial statement fraud,
thereby suggesting that Hypothesis H2 is not supported. In this study, the opportunity varia-
ble was proxied by the level of ineffective monitoring, operationalized through the proportion
of independent commissioners relative to the total number of board members. The findings
suggest that this proxy does not significantly atfect the likelihood of financial statement fraud.
This finding does not align with agency theory, which suggests that independent
commissioners, appointed by principals, are responsible for overseeing management, and that
insufficient monitoring increases the potential for fraudulent financial reporting. The number
of commissioners is typically determined by regulation, and companies often comply with
these rules. However, compliance with the required number alone does not guarantee the
presence of strong internal controls [32]. The success of monitoring by independent
commissioners in fulfilling their supervisory role depends more on their competence and
experience rather than the number of board members. As such, a greater number of
commissioners does not necessarily create an opportunity for financial statement
manipulation. The quality of monitoring should also be assessed based on the overall
performance of the board in supervising policies and general management activities. These
findings are consistent with those of previous studies [17], [4], and [20].

Rationalization on Financial Statement Fraud
Referring to the results of statistical data analysis, a coefficient value of -0.594 was ob-
tained with a significance level of 0.210, which exceeds the standard significance threshold of
0.05 (0.210 > 0.05). These results indicate that rationalization does not have a significant
effect on the likelihood of financial statement fraud, thereby indicating that hypothesis H3 is
not supported. Rationalization, as represented by change in auditor, measured by whether or
not there was a change in auditors during a specific period was found to have no substantial
effect on the likelihood of financial statement fraud occurring. This finding does not support
agency theory, which suggests that auditor turnover increases the risk of conflicts of interest,
as agents may seek to appoint auditors who are more aligned with management's interests,
thereby facilitating financial statement fraud. In practice, however, auditor changes are not
intended to conceal fraud previously identified by the incumbent auditor, but rather occur
due to the expiration of the auditor’s term in accordance with prevailing regulations. Moreo-
ver, auditor rotation may aim to enhance the performance of audit engagements, contributing
to the production of higher-quality financial statements that are perceived as more credible
[1]. This improvement in reporting quality may increase investor confidence and interest in

the company. These findings are consistent with prior studies [10], [1], and [33].
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Capability on Financial Statement Fraud

Referring to the results of the statistical analysis, a coefficient value of -0.334 was
obtained with a significance level of 0.466. Since this value exceeds the standard significance
threshold of 0.05 (0.466 > 0.05), the result is not statistically significant. These findings indi-
cate that capability does not have a significant effect on financial statement fraud, and there-
fore, hypothesis H4 is not supported. Capability, as proxied by the CEO’s educational back-
ground, measured by whether or not the CEO holds a postgraduate degree or higher was not
found to significantly influence the likelihood of financial statement fraud. This result does
not support agency theory, which suggests that a higher level of education may enhance a
CEQ's ability to exploit information asymmetry for personal gain by withholding information
from principals to manipulate financial reports. On the contrary, individuals with advanced
education tend to possess strong analytical skills and a comprehensive understanding of man-
agement strategies, enabling them to address organizational challenges through the imple-
mentation of corporate governance practices and the avoidance of involvement in fraudulent
financial reporting. This finding is consistent with the results of previous research [1] and
[12].

Arrogance on Financial Statement Fraud

Referring the results of the statistical analysis reveal a coefficient value of -2.101 with a
significance level of 0.007. As this p-value is below the conventional significance threshold of
0.05 (i.e., 0.007 < 0.05), the findings indicate that arrogance has a statistically significant
negative effect on financial statement fraud, thereby suggesting that hypothesis H5 is not
supported. Arrogance, proxied by CEO duality and measured based on the existence of fa-
milial relationships between members of the board of directors and board of commissioners,
was found to have a negative influence on the likelihood of financial statement fraud. This
tinding does not support agency theory, which posits that CEO duality may increase the risk
of conflicts of interest, whereby the CEO could act arbitrarily for personal gain, especially
when supported by ineffective oversight from commissioners who are relatives of the CEO,
thus potentially increasing the potential for fraudulent misrepresentation in financial state-
ments. However, the negative relationship observed may be attributed to the effective per-
formance of the board of commissioners in monitoring the CEO’s actions, thereby limiting
the CEO’s ability to abuse their authority for fraudulent purposes. This finding is consistent
with the results of prior research [34].

Ignorance on Financial Statement Fraud

Referring to the results of statistical data analysis, a coefficient value of 0.161 was
obtained with a significance level of 0.452, which exceeds the standard significance threshold
of 0.05 (0.452 > 0.05). These findings indicate that ignorance does not have a significant effect
on financial statement fraud; therefore, hypothesis H6 is rejected. Ignorance was proxied by
insufficient corporate governance training for executive and non-executive directors,
measured by the ratio of corporate governance courses attended to the number of board
members. The analysis revealed that this variable did not exhibit a statistically significant
association with the probability of financial statement fraud. This result does not support
agency theory, which suggests that CEOs with inadequate knowledge of corporate
governance may create vulnerabilities that can be exploited by perpetrators of financial fraud.
In the context of consumer goods manufacturing companies between 2019 and 2023, the lack
of adequate training programs for board members did not appear to increase the risk of
financial statement fraud. One possible explanation is that the training attended by directors
may not have been directly related to fraud prevention. These programs may have focused
primarily on theoretical frameworks without addressing practical approaches or techniques
for detecting fraudulent activities, thereby limiting their effectiveness in enhancing fraud
detection capabilities. This finding is consistent with prior research [15] and [28].

Greed on Financial Statement Fraud
Referring to the results of statistical data analysis, a coefficient value of 0.160 was ob-
tained with a significance level of 0.138, which exceeds the standard significance threshold of
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0.05 (0.138 > 0.05). These results indicate that greed does not have a significant effect on
financial statement fraud; thus, hypothesis H7 is not supported. Greed was proxied by exec-
utive remuneration, measutred by the ratio of board of directors’ remuneration to profit or
loss after tax. This finding does not support agency theory, which posits that remuneration
may increase agency problems rather than mitigate unethical managerial behavior, as com-
pensation structures may incentivize management to manipulate financial statements to main-
tain or increase their rewards. However, [35] argues that higher salaries may increase the op-
portunity cost of engaging in financial fraud. In other words, executives receiving substantial
remuneration may be deterred from fraudulent behavior due to the significant financial loss
they would incur if discovered and penalized. Furthermore, [24] explains that executive re-
muneration does not necessarily influence financial statement fraud, as auditors often per-
ceive it as overly general and insufficiently specific to be directly associated with fraudulent
behavior. Fraud perpetrators ate typically reluctant to link their actions to remuneration, sug-
gesting that fraud may occur regardless of the amount of compensation received. These find-
ings are consistent with those of previous studies [15] and [26].

5. Conclusion

This study secks to empirically investigate the influence of the elements within the fraud
heptagon theory, namely pressure (proxied by financial stability), opportunity (ineffective
monitoring), rationalization (auditor changes), capability (CEO’s educational background),
arrogance (CEO duality), ignorance (insufficient corporate governance courses for executive
and non executive directors), and greed (remuneration) on the occurrence of financial state-
ment fraud among consumer goods manufacturing companies listed on the Indonesia Stock
Exchange (IDX) during the period 2019-2023. The results of the analysis indicate that pres-
sure exerts a positive and significant effect on financial statement fraud, while arrogance has
a negative influence. In contrast, the variables representing opportunity, rationalization, ca-
pability, ignorance, and greed do not demonstrate a statistically significant impact on financial
statement fraud.
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