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ABSTRACT 

The purpose of the study was to examine the influence of elements that use the Pentagon's 

fraud theory to detect financial statement fraud among Garuda Indonesia Group companies in 

Indonesia. Secondary data used to calculate ratios and numbers representing study variables 

were collected using data of companies listed on the Indonesia Stock Exchange from 2010 to 

2018.  The convenience sampling technique creates a sample size of 36 (thirty-six) from the 

targeted population of the five Garuda Indonesia Group companies listed on the Indonesia Stock 

Exchange. The data analysis method used in this study is the kernel regression parameters, 

namely R square, signal prediction, and standard errors, to detect profit management at Garuda 

Indonesia Group. The results of this study support by generating a value of R square of 81%. 

The five (five) variables of the Pentagon's fraud theory: pressure, opportunity and 

rationalization, competence, arrogance affect financial statement fraud financial statements in 

the Garuda Indonesia group. Practically, this study provides a hotbed for regulatory authorities 

in Indonesia, State-Owned Enterprises (SOEs), to understand the extent to which variable fraud 

theory can be control in detecting financial statement fraud. In addition, as a suggestion, garuda 

group management to pay more attention when detecting financial statement fraud using the 

Pentagon fraud theory. The principal value of the study was the determination of variables of the 

Pentagon's fraud theory, which affects financial statement fraud in the Garuda group registered 

in Indonesia. 

Keywords: Pentagon Fraud Theory, Financial Statement Fraud, Garuda Indonesia-Group, Soes, 

Economic Activity. 

INTRODUCTION 

Indonesia is experiencing many fraud problems that have been proven by various cases 

involving many companies, either state-owned or private. SOEs play a dominant role in 

economic activities in Indonesia. SOEs greatly affect economic activity in Indonesia measured 

from the number of hundreds of companies and hundreds of assets worth hundreds of trillions of 

rupiah with an average business scope that can be classified as strategic. Therefore, it is not 

surprising that SOEs are in the public spotlight because there is still a lot of fraud in companies 

in Indonesia, especially on the issue of fraud in applying the principle of accountability that is 
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very low due to lack of transparency. Garuda Indonesia is one of Indonesia's state-owned 

enterprises. Garuda Indonesia group's case against the practice of financial statement fraud that 

was revealed in early 2019 by committing fraud by management in manipulating financial 

statement data is referred to as financial statement fraud (Ananta, 2019; Setiorini & Kamal, 

2020) use RPTs in conducting research in solving corporate scandals in relation to consequences 

and involvement of the problems that the company has in the case of the corporate scandal and 

the takeover of shareholder wealth (RPTs). (Sudibyo, 2020) testing for fraud is also done by 

testing the company's leadership over fraud scandals within the company. (Kamal et al., 2021) 

tested zakat distribution fraud for the effects of inequality in the distribution scandal. 

Financial statement fraud is negligence and deliberate error in preparing financial 

statements whose presentation is not in accordance with generally accepted accounting principles. 

This research examined the fraud of Garuda Indonesia group's financial statements using agency 

theory, where the agency's theory is based on differences in interests that occur between 

shareholders and managers. Agency theory (Jensen & Meckling, 1976) states that the 

relationship between shareholders and managers is referred to as an agency relationship, in 

which the shareholder is the principal while the manager is the agent, who has asymmetric 

information that gives rise to moral hazard, moral hazard can lead to acts of fraud. The study also 

conducted a variable analysis of fraud using pentagon fraud theory conducted by Horwarth, 

(2010) Pentagon fraud theory Crowe's research perfected the theory initiated by Cressey. Crowe 

found a study that elements of arrogance and competence also influence the occurrence of fraud. 

Horwarth, 2010) Pentagon fraud theory by Crowe is an extension of the fraud triangle model 

developed by (Cressey, 1953; Cressey, 1953) concluded that the results of his research showed 

that fraud has three common characteristics that exist when fraud occurs, namely incentive or 

pressure to commit fraud (pressure), the opportunity to commit fraud (opportunity), then there 

are reasons to justify fraud (rationalization). 1) These three common characteristics explain why 

someone is cheating. 2) Triangle scams help a lot in identifying fraud, but not all situations. 

Crowe developed the cheating model into five variables: pressure, opportunity and 

rationalization, competence, arrogance, what was then called the Pentagon fraud theory. 

The first factor of the pentagon theory is Pressure, often identified that pressure makes 

management cheat financial statements to meet targets from investors. (Schuchter & Levi, 2016) 

states that pressure can also occur externally, or from outside fraudsters, such as an unpleasant 

work atmosphere. The second factor is opportunity. According to (Albrecht et al., 2015) factors 

that can increase the chances for individuals to commit fraud are a lack of control to prevent and 

detect fraud, inability to assess the quality of work, failure to discipline perpetrators, lack of 

oversight of access to information, indifference and inability to anticipate fraud and lack of audit 

trail. The third factor is rationalization of related moral and psychological components, which is 

very important to understand that the factors that cause unethical actions that can lead to fraud or 

fraud (Jacobs & Cohen, 2010). The fourth factor is competence; a person can also be a factor in 

the occurrence of financial statement fraud. Competence means the ability of fraudsters to 

penetrate internal controls in their companies, develop sophisticated embezzlement strategies and 

be able to control social situations capable of benefiting them by influencing others to cooperate 

with them (Marks, 2012). The fifth factor was arrogance, the stronger a person was, the more he 

acted as if there were no rules that applied to him. 

Previous research has been dominated by the triangel fraud theory and diamond fraud 

theory models and there are still some studies using pentagon fraud theory by stating that 

"opportunity is one of the factors that largely influences financial statement fraud" (Beasley, 
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1996; Beasley et al., 2000; Rezaee, 2002; Persons, 1995). (Skousen et al., 2009) states that "only 

five pressure factor proxies and two proxy odds factors are effective in predicting and detecting 

financial statement fraud". Skousen et al., (2009) also stated that rationalization factors are 

ineffective as factors for detecting financial statement fraud and acknowledges difficulties in 

measuring rationalization factors in his research. (Yusof, 2016) indicates fraud in the financial 

statements of Malaysian companies that use existing fraud models, namely triangel fraud theory, 

diamond fraud theory and pentagon fraud theory. The results showed that fraud models (fraud 

triangle, fraud diamond and crowe's fraud pentagon) contributed to detecting fraudulent financial 

statements in The Malaysian Open Company.  Therefore, it is interesting to learn more along 

with other factors of ability and arrogance (Kaminski et al., 2004). The formulation of the 

problems in this study is: What is the effect of variables Pressure, Opportunity, Rationalization, 

Competence, Arrogance on financial statement fraud? Financial statement fraud can be in the 

form of asset misappropriation, corruption, and financial statement fraud. Earning management 

is speculation made by managers to achieve certain goals by implementing accounting policies 

as a form of decision (Dorminey et al., 2012). 

The study's dependent variable using the F-Score Model is a composite measure based on 

the development of a discretionary accrual model with other variables, to estimate the level of 

financial statement fraud risk developed by (Dechow et al., 1995). Financial statement fraud in 

the study was proxyed using the F-Score Model. The variable component of F-Score includes 

two things that can be seen in financial statements, namely accrual quality and financial 

performance. The F-Score model can be calculated with the following formula. 

F-Score = RSST Accrual + Financial Performance 

MATERIAL AND METHOD 

The population in this study is Garuda Indonesia group. Examples of this study data 

obtained from IDX in the form of financial statements of PT GIA GROUP (GMFI, CITILINK, 

AEROWISATA) during 2010-2018, obtained 36 data shows in (Table 1). 

Table 1 

GARUDA INDONESIA GROUP 

No Company Name IDX Status 

1 PT Garuda Indonesia  (GIA) Tbk Registered 

2 CITILINK Registered 

3 PT. Garuda Maintenance Facility Aero Asia (GMFI) Tbk 

 

Registered 

4 Aerowisata Not Registered 

The dependent variable of financial statements is Financial Statement Fraud using the F-

Score model (Rezaee, 2002; Skousen et al., 2009; Spathis, 2002; Skousen et al., 2009; Hogan et 

al., 2008; Rezaee, 2002; Dorminey et al., 2012).  Independent variables are pressure with Proxi 

Financial Target (ROA), Financial Stability (ACHANGE), External Pressuare (LEV) Wolfe & 

Hermanson, 2004), opportunity variable with Proxy Inefective Monitoring (BDOUT) Wolfe & 

Hermanson, 2004), variable rationalization by proxy External Auditor Quality (Wolfe & 

Hermanson, 2004), variable complementence with proxy Change in Auditor,  Change of 

Directors (Wolfe & Hermanson, 2004), variable arrogance with proxy Frequent Number of 

CEO's Picture, (Wolfe & Hermanson, 2004). Nonparametric statistics are analytical methods that 
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require minimal assumption compared to parametric statistics. Nonparametric statistics is known 

as the free distribution analysis method, which is a statistical method that is free from 

assumptions regarding the conditions of data distribution. Nonparametric analysis has almost the 

same testing method as the testing method in parametric statistics. Statistical analysis finds 

relationships between two variables (dependent variables and independent variables) or can use 

regression methods, but nonparametric statistical analysis can also use kernel regression analysis 

methods. Kernel regression is a nonparametric statistic that can be used on data that has a normal 

distribution or not. According to Härdle, (1990) a nonparametric approach is the estimation of a 

model based on an approach that is not bound by the assumption of a particular regression curve. 

Regression curves that correspond to nonparametric approaches are represented by models called 

nonparametric regression models. Nonparametric regression is a regression method for 

determining the relationship pattern between one independent variable () and a dependent 

variable. Kernel regression is a method for calculating conditional expectation estimates of 

random variables using kernel functions. An alternative method in this case is a nonparametric 

regression approach using a more refined kernel, which uses weighted data averages. The kernel 

regression model for 1 (one) independent variable is as follows.  

Yi =  m (xi) + ei    i = 1,2,3,…. 

Yi = independent variable 

M (xi) = regression curve 

Ei = error variable 

Kernel regression aims to find a non-linear relationship between a pair of X and Y, 

conditional expectations of variable Y relative to X can be written E (Y| X) = m(X) or E (Y| X) = x 

= [y f(x,y)/f(x)dy, where m is an unknown function to use the appropriate weight.  Kernel regression 

there are various estimators that can be used, including local Polynomial estimators, Pristly Chao, 

Gasser Muller and Nadaraya-Watson. Nonparametric regression in statistics is used to estimate 

conditional expected values of random variables, which aims to find nonlinear relationships 

between a pair of random variables Y and X to obtain and use appropriate weights. In any 

nonparametric regression, the conditional expected value of the variable relative to variable Y 

relative to variable X can be written. Where m is an unknown function. To estimate m you can use 

the kernel as a weighting function.  Given n random sample Xi, i = 1, 2, 3,. . . , n, then the basic 

characteristic that describes the nature of random variables is the f density function of the random 

variable. Based on this random sample, an unknown density function f will be expected using the 

kernel approach. Kernel K defined (Hardle, 1990).  

1
(x) ( )h

x
K K

h h


 

Where K is the kernel function and h is bandwidth. The approach of kernel refinement 

known as the smoother kernel depends largely on kernel function and bandwidth (Ardini, 2010). 

According to (Ardini, 2010) there are three types of kernel estimates, namely: 1. Nadaraya 

Watson 2. Priestley chao 3. Gasser Muller Kernel. While the most commonly used kernel 

estimate is Nadaraya Watson whose results can get graphics close to the actual data. 
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RESULTS ANALYSIS 

This study used kernel regression analysis methods. The variables in this study consist of 

pt Garuda Group's annual data variables and pentagon theory variables (Table 2). 

Table 2  

SUMMARIZE 

Variable Obs Mean Std Dev Min Max 

FSCORE_num 36 14.57225 58.68268 0 333.83 

LEV_num 36 0.6355917 0.2359316 0.2774 0.9713 

ACHANGE_num 36 46.28278 32.50372 10.42 97.69 

ROA_num 36 46.28278 32.50372 10.42 97.69 

BDOUT_num 36 0.9602778 0.8524703 0.1 3.05 

AUD_num 36 2 0 2 2 

CPA_num 36 1.277778 0.4542568 1 2 

CHANGEDIRE~m 36 1 0 1 1 

CEOPIC_num 36 4.972222 7.725602 1 32 

The value obtained from the np kernel, with the lowest and highest Mean values received, 

is 0.63 and 46.28 Kernel np value with the most vulnerable and highest Min values of 0 and 

10.42. Max np Kernel values lowest and highest at 0.97 and 333.83. 

Table 3 

NP KERNEL REGRESSION 

Bandwidth Mean 

LEV_num 2805864 

ACHANGE_num 2.87E+08 

BDOUT_num 8251815 

CPA_num 3496887 

CEOPIC_num 6.83E+07 

Local-linear regression Number of obs =  36 

Kernel   : epanechnikov E(Kernel obs) = 36 

Bandwidth: improved AIC R-squared = 0.1169 

FSCORE_num Estimate 

FSCORE_num                                    14.57225 

Note: Effect estimates are averages of derivatives 

The implications of the study results showed that the value of Adjusted R Square was 

0.81169 or 8.1 percent. Adjusted R Square figures mean that the company's size affects the 

disclosure of sustainability reports of 8.1 percent. The rest (19 percent) were affected by other 

variables outside of this regression model. These implications suggest that the Pentagon fraud 

theory model for researching those used influences financial statement fraud (Table 3). 
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DISCUSSION 

Pressure factors, opportunities, rationalization, competence, arrogance are proven to have 

an effect on fraudulent financial statements. This research produces results that are expected to 

contribute in developing theoretical concepts, criticizing management policies related to Garuda 

Indonesia Group, and developing research methods that are usually carried out using quantitative 

methods for further research can use qualitative methods, mix method. It is hoped that this 

research can provide benefits to users of financial statements, especially companies that are part 

of garuda indonesia group, one of which is to be a consideration for management who are agents 

and responsible for shareholders. In addition, investors can use it as a tool to add information to 

be more careful in considering investments. Users of financial statements can use variables of 

pressure, opportunity, rationalization, competence, arrogance to detect whether a company has 

potential financial statement fraud, so it can be used as material for making decisions. 

Subsequent studies added proxy variables to form hexagon fraud theory so that study variables 

become more widespread, for example audit reports such as in Sukirman & Sari (2013) and 

political connections as in (Kurnia, 2017). 
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