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Abstract
The COVID-19 pandemic has paralyzed the world economic sectors in many countries, including Indonesia. Data from
the Fiscal Policy Office of the Indonesia Ministry of Finance shows that economic contraction due to the pandemic has
reached -5,32% in Q2 2020. In line with that increasing losses, the potential of fraudulent financial reporting by local
governments can be increased if there are no strict supervision and detection. The newest Fraud Hexagon Model of
Vousinas (2019) is used to detect all factors of fraud in local government financial statements. Fraud Hexagon presents
pressure, opportunity, rationalization, competence, arrogance, and collusion as the factors of fraud detection.
This study analyzes the local government financial statements of regency/city government in East Java Provence,
Indonesia from 2014-2018 as a sample that is obtained through the purposive sampling methods. Data analysis using
logistic regression analysis and the results show that pressure (financial stability and financial targets), opportunity
(ineffective monitoring ), competence, and arrogance affect the fraudulent of local government financial statements.
Meanwhile, the results also present that pressure (external pressure), rationalization, and collusion do not affect the
fraudulent of local government financial statements.
Keywords: fraudulent financial statements, fraud hexagon, local government, pandemic

INTRODUCTION
Based on the World Health Organization
(WHO) data as of 11th November 2020 shows
that the COVID-19 pandemic has affected more
than 50 million people worldwide. Data from
covid19.go.id also shows that more than 400,000
people are confirmed positive for COVID-19 in
Indonesia. Not only has an impact on health
aspects, but the COVID-19 pandemic is also
impacted various sectors of life, one of which is
the Indonesian economic sector. Data from the
Fiscal Policy Board of the Indonesia Ministry of
Finance, Indonesia's economy contracted by
-5.32% in the second quarter of 2020.
According to [1] shows that the crisis during a
pandemic increases the potential for fraud/
corruption. Various government policies in the
recovery of national health and economy,
increasing the potential and opportunities of
public officials to commit fraud, especially in local
government financial statements.
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Fraud is a major threat to the economy in
Indonesia [2]. Economic growth can be stunted
due to fraudulent activity. The Association of
Certified Fraud Examiners (ACFE) defines that
fraud is defided into three typologies: “misuse of
assets, fraudulent financial statements, and
corruption” [3]. According to ACFE (2016) which
is disclosed in “Report to the Nations on
Occupational Fraud and Abuse” based on
the frequency of fraud, asset misappropriation is
an act of fraud that has the highest frequency,
followed by corruption and the last one is
a financial statement fraud. However, fraud
against financial statements is considered
the type of fraud that has the main detrimental
impact.
A fraudulent
financial statement
is
the presentation of the financial condition of
an entity that is intentionally misstated through
misstatement, namely the omission of several
values in financial report which aims to deceive
financial statements users that are identical to
management, because the majority of persons
are indeed at managerial position (officer, senior
executives, and senior managers) [4]. Fraud in
financial statements is usually in the form of
misstatements or deliberate omissions in both
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the amount and disclosure of items in financial
reporting to mislead users of the financial
statement information [5].
According to [6], any fraud that occurs in
various sectors can be detected and prevented or
minimized. Detection of government financial
report fraud can be done by reviewing several
factors: pressure, opportunity, rationalization,
competence, arrogance, and collusion. These
factors are known as hexagon fraud detection.
This detection model is a fraud model developed
by [7] in the private sector. According to [7]
research, it shows that fraud can be detected
using the hexagon fraud model approach which is
a development of previous factors. Cressey,
one of the founders of ACFE, developed
a fundamental approach called the fraud triangle
theory [8]. However, based on its development,
the fraud-detection model has been developed
into a diamond fraud model by [9]. Furthermore,
[10] developed the five factors that cause fraud
to become six factors: “Stimulus (Pressure),
Capability, Opportunity, Rationalization, Ego
(Arrogance)”, added by the Collusion factor
by [7]. The components or elements contained in
this fraud theory cannot be observed directly,
each factor must use a proxy variable.
The references in fraudulent financial
statement research using the concept of hexagon
fraud is very limited, therefore this study
conducts a review using the concepts of
the fraud triangle, diamond fraud, and pentagon
fraud in public and private sector research.
The lack of availability of literature studies then
encourages the need for research to identify
effective methods of detecting fraud in local
governments in Indonesia, especially during the
current pandemic crisis [11].
Stakeholder theory states that an entity
operates the activity not just for its interests but
also must provide benefits for its stakeholders
(“stakeholders, creditors, consumers, suppliers,
government, society, analysts, and other
parties”). The existence of an entity is strongly
influenced by the support provided by
stakeholders to the entity. Stakeholder theory is
generally concerned with how entities organize
their stakeholders about the "strategic posture"
adopted by the entity. Strategic posture
describes the reaction model shown by key
decision-makers to social demands. Hence
stakeholder theory looks at the outside world
from a management perspective. How an entity
manages its stakeholders depends on
the strategy that the entity adopts [12].
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According to Law (UU), “Number 23 of 2014
Article 57, the provincial and district/city
government
administrators
consist
of
the Regional Head and the Regional
Representative Council assisted by Regional
Apparatus". In “Article 209 paragraph 1,
the
provincial
apparatus
consists
of
the Regional Secretariat, the Secretariat of the
Regional People's Representative Council,
the Inspectorate, Departments, and Agencies".
Whereas according to “article 209 paragraph 2,
district/city apparatus consists of the Regional
Secretariat, the Secretariat of the People's
Representative Council, the Inspectorate,
Departments, Institutions and Districts" [13].
A fraudulent financial statement is an
attempt to present financial statements that are
not by generally accepted accounting principles.
This negligence or deliberation is material in
nature that it can influence decisions to be taken
by interested parties. It can be mislead users of
financial statements [14]. However, the fact is
that fraud also occurs in many public sector
organizations, especially in local governments in
Indonesia [11].
[8] explained that “people who commit fraud
are driven by three factors: pressure, perceived
opportunities, and rationalization”. According to
[9], “Cressey's fraud triangle can be refined to
improve fraud prevention and detection by
adding a fourth element, capability, and is known
as diamond fraud”. Then [10] developed the
diamond fraud theory to become a fraud
pentagon by changing the capability factor to
competence but with the same meaning.
[10] also added the arrogance category to the
study. [7] develops the pentagon theory into a
hexagon theory by adding the collusion factor
which is proxied by the form of corporate
collaboration with the government.
Pressure
1. Financial Stability
Financial stability is a condition that describes
the financial balancing condition of the entity.
The higher financial instability of an entity,
the higher possibility of that entity
committing financial statement fraud [14].
Financial difficulties are a reflection of
financial instability. Financial difficulties can
occur if the ratio of regional independence
shows a low number. The results of
the empirical test found that the higher ratio
of regional independence, the less likely that
fraud in local governments occur [11].
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H1: Financial stability affect fraud on local
government financial reports
2. Financial Targets
Financial targets are targets set by
management or entity managers. An entity
that commits fraud in its financial reporting
indicates that the achievement of real
financial targets (profitability) is low [15].
For the public sector in Indonesia that
the financial target is “budget realization,
fraud is generally carried out by exaggerating
expenditures, such as fictitious spending and
overpayments while the amount of real
spending is low”.
H2: Financial targets affect fraud on local
government financial reports
3. External Pressure
External pressure is excessive pressure on
management to meet the third parties'
requirements or expectations. External
financing needs are related to cash generated
from debt financing. In the public sector,
external pressure is measured using
“the ability of district/city governments to pay
their liabilities (leverage)” [3].
H3: External pressure affect fraud on local
government financial reports
Opportunity
Opportunity refers to weaknesses in an entity's
system where employees can explore and make
fraud possible. In public sector research,
the weakness of internal control is marked
by many findings from the weakness of
the internal control system (SPI) which contains
material misstatements [3].
H4: Opportunity affect fraud on local
government financial reports
Rationalization
Rationalization is an attitude of justifying
someone to himself against the act of cheating
that is committed. Rationalization can be proxied
by changing auditors due to efforts to remove
the audit trail regarding the discovery of fraud in
the previous audit [16]. In local governments,
the State Financial Audit Standard (SPKN)
Number 1 of 2007 stipulates that "auditors must
request written responses from the official
in charge of findings, conclusions, and
recommendations and report them in the Audit
Result Report (LHP)". This causes rationalization
to be directly observed through the response
from the auditee. The auditee's response is

reported in writing by the auditor in the LHP
regarding compliance with SPI and the Law [11].
H5: Rationalization affect fraud on local
government financial reports
Competence
In private-sector research, competence can be
viewed from changes in the highest leadership in
an entity. These changes are habitually filled with
political content and certain parties’ interests
that trigger a conflict of interest [14]. In public
sector research, it shows that the substitution of
the highest leadership in the private sector can
be equated with the replacement of regional
heads [3].
H6: Competence affect fraud on local
government financial report
Arrogance
Arrogance is a lack of conscience which is
an attitude of superiority or an arrogant nature in
someone who believes that internal control
cannot be applied personally. According to [17],
some of the characteristics of a good
leader include honesty and responsibility.
The description of the characteristics of a good
leader can be illustrated through compliance in
submitting the State Officials' Wealth Report
(LHKPN) periodically and must be reported to
the Corruption Eradication Commission (KPK) on
a mandatory basis [17]. If the obligation to report
LHKPN is not carried out by the head of
the region concerned, this indicates that
the regional head is arrogant and does not
describe the characteristics of a good leader.
In public sector research, this non-compliance
has the possibility of exploiting loopholes for
committing financial statement fraud.
H7: Arrogance affect fraud on local government
financial reports
Collusion
According to [7], collusion refers to “a deceptive
or compact agreement between two or more
people, for one party to take another action for
some unfavorable purpose, such as to defraud
a third party of its rights”. [18] find that
collaboration with government projects affects
fraudulent financial statements. This provides
empirical evidence that the acquisition of
cooperation with a government project raises the
efforts of an entity to participate in the project.
In public sector research, collaboration with
the private sector provides opportunities for
collusive practices which can also provide
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personal benefits for the Regional Head through
collusive practices that may occur.
H8: Collusion affect fraud on local government
financial reports
The framework regarding the development of
a fraud hexagon model in the detection of
regional financial report fraud is shown in
Figure 1.

Data Collection
The data used in the research is secondary
data derived from the Financial Statements of
the regency/city government in East Java
Province which have been audited by BPK-RI for
the 2014-2018 FY, LHKPN data is accessed online
from kpk.go.id. the names of regional heads are
accessed from various valid sources.
Each variable in this study was measured by
several measurement proxies. The following is an
explanation of the measurements for each
research variable.
1. Fraud on Local Government Financial Reports
is the dependent variable in this study and is
measured using the BPK opinion proxy
through dummy variables. A score of
“1 indicates that the local government is
indicated of committing fraudulent financial
reporting with an opinion other than
unqualified
(non-unqualified
opinion)
and a score of 0 for local governments that
are not committed fraudulent financial
reporting” [19]; [3].
2. Financial Stability is proxied by the
formulated regional independence ratio [20];
[21]; [22]:

Figure 1. Illustration of the framework regarding
the development of a fraud hexagon model

MATERIAL AND METHOD
This research is a quantitative study, with a
population of 38 regency/city governments in
East Java Province. The sample in this study is
the Financial Statements of the regency/city
government in East Java Province which were
audited by the Supreme Audit Agency (BPK-RI)
for the 2014-2018 fiscal year using the purposive
sampling technique. The criteria use in selecting
the sample include: 1) Regency/city government
in East Java that has a “Regional Government
Financial Report (LKPD)” that is audited by
the BPK-RI in the 2014 to 2018 fiscal year;
2) The type of BPK audit is an audit of financial
statements; 3) BPK-RI Audit Result Report (LHP)
contains LHP concerning compliance with
internal control and compliance with laws and
regulations; 4) Have other required data relating
to research variables and are available
throughout the 2014-2018 fiscal year (FH).
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3. Financial Targets is proxied by the absorption
ratio of the expenditure budget which is
formulated as follows [3]:

4. External pressure in public sector research is
proxied by the leverage ratio [16]:

5. Opportunity is proxied by the number of
findings of internal control weaknesses that
contain material misstatements [3].
6. Rationalization is proxied by the number of
auditee responses that attempt to justify
BPK-RI findings and are reported in writing by
auditors in the LHP regarding compliance with
SPI and the Law [11].
7. Competence is proxied by the replacement of
the regional head using a dummy variable
with a score of 1 if there is a replacement of
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the head of the regional government, code 0
if there is no head of local government [3].
8. Arrogance, is measured by compliance with
LHKPN reporting using a dummy variable with
code “1 if the regional head does not report
LHKPN on kpk.go.id site, code 0cif the
regional head reports LHKPN on kpk.go.id
site”. [17].
9. Collusion is a new study in the review of
financial statement fraud. Collusion is proxied
through a partnership with the private sector,
using a dummy variable with code “1
if the local government is in partnership with
a private company, code 0 if the local
government does not have a partnership with
the private sector”.
The data is analyzed using logistic regression
analysis to support the hypothesis. The feasibility
of the regression model is tested with “the
Hosmer and Lemeshow's Goodness of Fit Test”
through an overall model fit assessment based
on the likelihood function of the model.
Furthermore, the calculation of the coefficient of
determination is done by using Nagelker's R
Square. This study used a significance value of 5%
through the following regression model:
FFS = a + b1 KDA + b2 PAB + b3 TEK + b4 SPI +
b5 RAD + b6 PKD + b7 LHKPN + b8 KMS + e
FFS

: Fraud on Local Government Financial
Reports
KDA : Financial stability
PAB : Financial targets
TEK : External Pressure
SPI
: Opportunity
RAD : Rationalization
PKD : Competence
LHKPN : Arrogance
KMS : Collusion
RESULT AND DISCUSSION
Table 1. Overall Model Fit Test Result

Sources: Processed data, 2020

Table 1 shows that the -2Log Likelihood value
in Block 0 that model only includes constants
without independent variables is 236.989,
meanwhile the -2Log Likelihood value in Block 1,
by entering the constant and independent

variables in the iteration history table, the value
drops to 187.453. The value of “-2Log-Likelihood
in Block 0 > -2Log-Likelihood in Block 1 means
that the model is getting better or in other
words, the addition of independent variables to
the model can improve the model”. Therefore,
the regression model in this study is appropriate
or by the data.
The results of data testing show
the Nagelkerke R2 value of 0.322, which
means that the independent variable can explain
the dependent variable by 32.2%, and
the remaining 67.8% is explained by other
variables outside the model. The Hosmer and
Lemeshow Goodness of the fit test resulted in
a Chi-Square value of 8.198 with a significance
value of 0.414 (greater than α = 0.05), which
means that the model can predict the value of
an observation or the model is acceptable
because it is by the observation data.
Tabel 2. Classification Matrix
Prediction
Fraud LKPD
WTP

Observasion
Opinion
Fraud
WTP
118
LKPD
Opinion
Non WTP
36
Opinion
Overall Percentage
Sources: Processed data, 2020

Non WTP
Opinion

Percentage
of Truth

12

90.8

24

40.0
74.7

Table 2. shows that according to predictions,
the number of regency/city governments that
received an unqualified opinion or in the sense
that they do not commit fraud was 210, while
according to observations the number is only
118, that means the classification accuracy is
90.8%. According to further predictions,
the number of regency/city governments that
received opinions other than unqualified or
in the sense of committing fraud is as many as
60, while according to observations the number
is only 24, that means the accuracy is 40%.
Overall, the classification accuracy is 74.7%
higher than or equal to 50% and the model has a
good predictive ability.
Tabel 3. Hypothesis Testing Result with Logistic
Regression Analysis
Variables

Coefficient

Significance

Financial Stability
Financial Targets
External Pressure
Opportunity

-0,030
-0,081
-0,081
0,428

0,034*
0,033*
0,685*
0,000*
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Rationalization
0,022
Competence
-1,442
Arrogance
0,913
Collusion
0,221
Constant
4,368
* significance in 0.05
Sources: Processed data, 2020

0,550*
0,035*
0,021*
0,562*

The results of data testing to confirm
the hypothesis in Table 3. indicate that financial
stability, financial targets, opportunities,
competence, and arrogance have a successive
significance value of less than 0.05, which means
that these variables have an effect on fraud on
local government financial
statements.
External pressure, rationalization, and collusion
have a significance value of more than 0.05,
which means that these variables have no affect
on fraud on local government financial reports.
The result of the financial stability test is from
Table 3. The regression coefficient value is -0.030
with a significance level of 0.034. The significance
value is less than 5%, then H1 is accepted,
meaning that financial stability has an effect on
fraud on local government financial reports.
The results of this study are confirmed [14] on
private-sector research. Also, in the public sector,
this research is confirmed the research
conducted by [11] that financial stability, which is
proxied by regional independence, has an effect
on fraud on local government financial
statements. This result indicates that the higher
financial instability of the regional government,
which is indicated by the lower independence of
the regions, the higher the likelihood that local
governments will commit fraud on the financial
statements. Low regional independence is
a reflection of financial difficulties that have
caused financial instability in local governments.
The result of the statistical test of financial
targets shows that the coefficient value is -0.081
with a significance level of 0.033. Significance
value less than 0.05 then H2 is accepted.
The results of this study indicate that financial
targets have an affect on fraud on local
government financial reports. This study supports
the research of [3] which explains that
“the Government is required to absorb as much
budget as possible, because in Indonesia
government spending is a driver of economic
growth, in addition to public consumption,
investment, and net exports. Personnel spending,
goods/services expenditures, and capital
expenditures have a multiplier effect on the
economy”. The pressure to absorb budgetary
expenditures encourages local governments to
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carry out all activities that have been planned in
the Regional Revenue and Expenditure Budget
(APBD), but in reality, this rarely occurs due to
various constraints and limited resources. One of
the efforts of the regional government to
increase the realization of budget expenditures is
by overstating expenditures, such as fictitious
and/or overpayment expenditures. Currently, “an
overpayment is the most common cause, and
cases of fictitious spending have decreased.
Regency/city governments with low real
spending tend to commit fraud. Thus, budget
absorption hurts fraudulent financial reporting”.
Based on the result of the external pressure
statistical test, the regression coefficient value is
-0.081 with a significance level of 0.685.
The significance value is greater than 0.05, then
H3 is rejected. This study proves that external
pressure has no affect on fraud in local
government financial reports. The results of this
study are confirmed [3] and [14] which explain
that local governments can pay their liabilities,
the leverage value is low, and it does not become
a pressure for local governments.
Based on the result of statistical testing
the opportunity variable shows a regression
coefficient of 0.428 with a significance level of
0.000. The significance value is less than 0.05,
then H4 is accepted. This research supports [3].
Weak internal control which results in
incomplete
accounting
records
and/or
inadequate
available
documents
and/or
the system does not produce valid accounting
data. These conditions do not allow the examiner
to carry out adequate audit procedures and
provide an opportunity for local governments to
commit fraud due to weak supervision of
the internal control system.
The result of statistical tests of the
rationalization variable show a regression
coefficient of 0.022 and a significance level of
0.550 and the value is greater than 0.05, which
indicates that H5 is rejected. This shows that
rationalization has no affect on fraud in local
government financial reports. The regression
coefficient shows that the more fraudulent acts
committed in the financial statements, the more
direct rationalization is used as a way of justifying
the actions taken. This study is confirmed
the findings of [16].
The statistical test in observing competence
shows a value of -1.442 in the regression
coefficient and 0.035 and a significance level
which indicates that H6 is accepted because it is
less than 5%. This shows that competence has an
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affect on fraud on local government financial
statements. This study confirms the research of
[23] that the change of directors has an effect on
fraud, which in the public sector, the change of
regional heads affects the occurrence of financial
statement fraud. The higher value of regional
head turnover, it can affect the potential for
fraudulent financial reporting practices. Financial
report fraud is suspected because when there is
a change of regional heads it is indicated that
the practice of fraudulent financial reporting
is due to political interests. There are times when
a regional head is replaced before his term of
office ends because he has a corruption problem
and has to be dismissed from his term of office.
In statistical testing of the arrogance variable
the regression coefficient value is 0.913 and
the significance level is 0.02 less than 0.05, which
indicates that H7 is accepted. This shows that
arrogance has an affect on fraud in local
government financial reports. This study is
confirmed [17] that public officials who do not
report LHKPN do not apply the principles of
accountability and transparency in the
administration of the local government to society
to be carried out for the sake of creating a clean
government and free from corruption, collusion,
and nepotism. A regional head who does not
carry out his obligation to convey and publish his
assets is a character of an arrogant leader.
The result of the collusion statistical test
showed a regression coefficient of 0.221 and
a significance level of 0.562, that H8 is rejected
because the significance is greater than 0.05.
This shows that collusion proxied by partnerships
between the government and the private sector
has no affect on fraud on local government
financial reports. This research is confirmed
the opinion of [20] whose state that
the partnership between local governments and
private parties is something that is often done
because it is one of the steps to improve quality
public services using the Public-Private
Partnership (PPP) method. The partnership
between the local government and the private
sector is a strategic program that is important for
the regions because all community development
problems can't be resolved by the local
government alone.
CONCLUSION
Based on the results of the study, it can be
concluded that the pressure factor, in terms of
(1) financial stability, is proxied by the ratio of
regional independence; (2) financial targets

which is proxied by the budget absorption ratio
have an effect on fraud on regional government
financial reports; the opportunity factor which is
proxied by the weakness of the internal control
system, the competency factor which is proxied
by the replacement of the regional head and
the arrogance factor which is proxied by
the compliance of LHKPN reporting affect
the fraud of regional government financial
reports. Furthermore, the pressure factor in
terms of external pressure which is proxied by
the leverage ratio, the rationalization factor
which is proxied by the auditee's response, and
the collusion factor which is proxied by private
partnerships have no effect on fraud on regional
government financial reports.
This research was conducted using secondary
data from the BPK-RI Audit Result Report on
Regional Government Financial Reports as well as
data from the State Officials Wealth Report for
rationalization, arrogance and collusion factors.
This is less able to explain its effect on financial
reporting fraud. Therefore, additional data from
the questionnaire is needed, which can directly
indicate an indication of fraud committed against
the financial statements.
The data on the names of regional heads is
obtained from various sources due to the lack of
agencies that provide valid data on the names of
regional heads in the same source. These
limitations allow further research to combine
secondary data and primary data obtained
through questionnaires to increase the reliability
of research results and expand the research area.
In the long term, research on a similar topic can
be used as input for government agencies and
auditors
to
create
transparency
and
accountability in the management of state and
regional finances.
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