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Business environment dynamics may influence the companies performance. In those changing situations,
the management is expected to satisfy the expectation of its shareholders, even in the worst position. This
requires the management to accomplish various decisions, including those related to financial reporting.
The management may tend to convey information about their achievement for the investor’s expectation
through accounting numbers. Financial reporting is important as one of the tools that investors use to see
deeper to the company. There are several legal ways to make up the report such as accounting method
selection. On the other hand, there are also some illegal ways, such as fraud, a manipulation. This
research is aimed to find the relation between company characteristics towards the tendency of fraudulent
financial reporting. The research data are taken from the Indonesian Stock Exchange and Compustat from
2014 until 2018. The research uses a logistic regression model for data ;mellysisn'he result shows that
company size, age, and management integrity have negative relation towards the tendency of fraudulent
ancial reporting. Contrary to the hypothesis, this research found that audit quality has a positive relation
to the tendency of fraudulent financial reporting. This research can contribute to society as additional

consideration for the investor.
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Introduction

Businessess are operating in a
dynamic rather than a stable condition
(Gitman et al., 2018). However,
shareholders constrain that their expectation
must be fulfilled, regardless of the business
condition. There are many reasons why
someone wants to invest in a company, but
generally the shareholders expectation is to
gain return of what they have invested, both
in short-term or long-term basis (Chilosi &
Damiani, 2007). When the shareholders
expectation aren’t met, they may shift their
investment, and find another which is more
prospective (Darskuviene, 2017).
Shareholders are important for the company
because the company needs the fund from
the shareholders to operate their business.

This create an inevitable condition
for the management to not only maintain
their business operation in the dynamic
environment, but also to satisfy the
shareholder’s expectation. The management
may control their internal factors to meet the
expectation of the shareholders, but not the
external ones (Gitman et al., 2018). One of

the important internal factor of the company
is the management’s decision (Mienpiii,
2016). The higher the pressure from the
shareholders and the shareholders’ interest,
the more attention that the management give
towards the issues (Byars & Stanberry,
2018). This may influence the decision that
is taken by the management to fulfill their
shareholders’ expectation.

Beside the shareholders’
expectation, the firm’s characteristics is one
of the other factors that influence
management  decision-making  process.
Elbanna & Child, (2007) argued that firm’s
characteristics are more or less influencing
the decision-making process of the
management. Since there are a lot of
possible combination about the firm’s
characteristics, this gives impact on the
decision that the company makes (Papadakis
et al., 1998). The difference between these
characteristics may influence the
management on each company, hence
influence their decision.

One of the decision made by the
management for the shareholders is about
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gnancial reporting. Financial reporting is an
important disclosure done by the company,
since it’s used by the shareholders as an
analysis tool to make their decisions
(Subair, 2013). By analyzing the financial
reports, shareholders will assess whether the
company may meet their expectations or
not. Thus, the company tends to inform the
shareholders about their condition through
the financial reports. Seeing the importance
of financial reports, the company will find a
way to make their financial reports look
satisfying and fulfilling the shareholders’
expectation.

Companies have several ways to
make up their reports, starting from the
selection of methods, tax avoidance,
manipulation, fraud, etc. While the method
selection is allowed by IFRS, manipulation
and fraud aren’t. The dilemma for the
management is when the business condition
isn’t good, but there are pressures to keep
the shareholders” satisfaction. This brings a
concern about the tendency of fraudulent
financial reporting done by the management
to give fake signals to the shareholders that
the business is operating well. We have seen
a lot of examples about fraudulent financial
reporting, such as Enron, WorldCom, Tyco,
etc (Ball, 2009). Not only aboard, there are
also examples of fraudulent financial
reporting such as Garuda Indonesia, SNP
Finance, and Jiwasraya.

Previously, Nor et al, (2016)
studied the relation between company
characteristic  and  fraudulent financial
reporting, based on tax audit evidence result
in Malaysia. The research was conducted
because there had been a gap among the
previous studies, and Nor et al.. (2016)
wanted to proof that there was a relation
between the company characteristic and
financial reporting. The result indicated that
company size and audit firm size has a
significant impact on tax evasion by doing
fraudulent  financial [ reporting,  while
company ownership does not have any
significant impacts on the fraudulent
financial reporting. Another study by
Agustina (2012) focused on the connection
between the characteristics of a company

with the completeness of financial reports.
Chen, et al., (2013) studied the relation
between the management integrity and
fraudulent financial reporting in China.
China and Indonesia have different business
culture and condition, so the result of the
study in China isn’t applicable in Indonesia.

This research applies the model
used in the research done by Nor et al.,
(2016), in Indonesian context. However, tax
audit is an independent examination of the
data that taxpayers submit (Ebimoboweli,
2013). Therefore, it’s not relevant to assess
the fraudulent financial reporting by using
tax audit evidence. In Indonesia, the tax
audit evidence does not neccesarily show
that a company does a fraud. The tax audit
result may come from the misinterpretation
of taxation regulations, late tax payments,
and other violation of tax regulations. It
makes the method of the previous study
maybe biased if it’s applied in Indonesian
settings. Therefore, this research combines
the previous research by using another
method, named F-Scor;

The research purpose of this study
is to find out the relation between the
company characteristics and the tendency of
doing fraudulent financial reporting. It
brings to the research question ‘what are the
EBmpany characteristics that show the
tendency of commiting fraudulent financial
reporting”’.

This research is expected to give
several benefits for the society. For the
shareholders, this research is expected to
give additional considerations before
investing in a certain company. For
researchers, this study is expected to be one
of the base or resource for further study. and
for the tax officials, this study is expected to
show the indicators of companies which
some extra attention needs to be put at

Company characteristics can be
defined as the unique characteristics that
belong to a company (Badriyah et al., 2015).
Company characteristics may vary from
profitability ratio, leverage ratio, firm age,
audit comitee, audit quality, etc. When these
various characteristics are combined, it will




give a company an unique identity. This
identity will not be the same among
companies, even if they are subsidiaries of a
certain company. Previous studies found
that the differences in characteristics lead to
a different companies decision (Ahmed &
Muhammed, 2018; Gomez-mejia et al.,
2010).

In this research, the firm
characteristics used are the firm size, firm
age. managerial integrity, and audit quality.
It’s common to measure a company from
several aspects, such as performance,
ownership  structure, governance, and
industry type (Mapitiya, 2017). The choice
of the four characteristics mentioned above
is expected to see a company from various
aspects, not only from a single aspect.

Fraudulent financial reporting is
defined as the fraud that happens in terms of
financial reports (Mp & Irwandi, 2016). The
fraudulent financial reporting may happen
because a company wants to show a
satisfactory ~ financial reports to the
shareholders, in order to fulfill their
expectations (Apriliana & Agustina, 2017).
The fraudulent financial reporting has a
negative impact towards the shareholders. in
which they receive a false information
about the company they want to invest in.
This may lead to the wrong investment done
by the shareholders and may lead to the
shareholders” los@) Fraudulent financial
reporting also has a negative impact on the
company. Fraudulent financial reporting can
be done through various ways, but the most
common forms are overstatement of assets
or revenue, and understatement of liabilty
and expense (Dalnial et al., 2014).

Firm size is one of the common firm
characteristics used to measure a company’s
financial reports. There are several different
ways to measure firm size, such as through
the total asset (Niresh & Velnampy, 2014).
Another indicator to measure firm size is the
total sales (Nor et al., 2010).

According to the political cost
hypothesis, the larger the firm size, the
higher it’s political cost (Athanasios et al.,
2013). Moreover, Zimmerman (1983) stated

that political cost has a direct relationship
towards the firm size, because the bigger the
firm, the more visible the firm is. The
bigger the company will also make it the
closer object of attention from people and
government (Wuryani, 2012). Moreover,
Embong et al., (2012) stated that bigger
firms will disclose more information in
order to maintain their reputation.

Bigger companies have a better
internal control compared to the smaller
ones (Wuryani, 2012). Rezaei & Shabani,
(2015) strengthened the statement by
arguing that larger firms will have more
procedures, organizational methods and also
accurate guidelines to control the firms.
Because of better internal control, doing
fraud is difficult. Better internal control
results to the accuracy of the financial
statement disclosed. Thus, it leads to the
first hypotEsis:

H,: Firm size has a negative relation with
the tendency of Fraudulent Financial
Reporting

Firm age is one type of company
characteristic that can be used to measure
the company financial reports. It is defined
as the length of time during which the
company has existed or incorporated
(Ilaboya & Ohiokha, 2016). The older the
company, the more experience it has.
Hence, it has improved the expertise
compared to the younger firms (Waluyo,
2017). As a result, an older company tends
to have an improved efficiency. Older
company also tends to have more investors
compared to the younger ones (Guha, 2017).
Companies will try to meet the demand of
their investors, and inform them by using
financial reports that is disclosed to the
investors. (Lucyanda & Siagian, 2012)

The firm age is also connected with
the firm’s internal control. Olowokure et al.,
(2016) argued that by the time passes the
company will experience several problems,
thus improving their corporate governance.
One way to improve corporate governance
is by improving their internal control. The
stronger the internal control of a company,
the more reliable that their financial report is




(Huang et al., 2012). Therefore this leads to
the second hypﬁ]esis:

H : Firm age has a negative relation with
the tendency af [fraudulent financial
reporting

Integrity is defined as keeping
commitment on time, or acknowledge when
failing to fulfill and try to fix that (Dikolli,
Mayew, & Steffen, 2013). Hanim & Bakri,
(2017) define integrity as the degree of
people satisfying the expectation of the
world around them. In the case of
management, integrity is needed, especially
for the decision-maker level management.
It’s because every decision will be
influencing all other decisions related with
the company (Nowak & Mccabe, 2003).
Integrity is also needed by the management
to reach a value maximization, which means
to bring the best result they can give to the
company (Chen et al., 2013)

Problems occur when the manager
believes that the reputational cost is lower
than the potential gains the manager will
receive, they tend to violate their integrity as
a manager (Bradford, 2006). The example is
the budget-bonus system encourages poor
integrity since the system gives rewards for
lying, but punish someone for telling the
truth (Chen et al., 2013). The most common
action done by managers is to increase their
bonus by doing earning management.
Dikolli, Mayew, & Steffen, (2013) argued
that there are an empirical evidence between
managerial integrity and  earnings
management. The more integrity a manager
has, the more reliable the decisions that they
made. Therefore, it leads to the third
hypothesis:

Hs: : Management integrity has a negative
relation with fraudulent financial reporting

An auditor plays a big role to ensure
the reliability of the financial reports that are
disclosed to the public. Audit quality is
defined as the probability of the auditor to
find and report the fraud happended in the
client’s report (Deis & Giroux, 2013). The
study conducted by Parte-esteban & Ferrer,
(2014) suggested that by using bigger audit

firm such as Big 4 audit firms, will give
better assurance compared to using the
smaller ones. It’s because when bigger audit
companies give a low quality audit reports,
they will lose their reputation and trust, so
they will likely give better audit quality
reports. The higher audit quality reports are
expected to have g)re accurate data, as well
as to reduce the fraudulent financial
reporting (Nor et al., 2010). This leads to the
last hypothesis: -

Hy: Audit firm size has a negative relation
towards the tendency of  fraudulent
[financial reporting

Research Method
Data

This is a quantitative research with
the purpose to find out whether the company
factors (firm size, firm age, manageln]
integrity, and audit quality) have impacts on
the tendency of fradudulent financial
reporting (TFFR) among the companies in
Indonesia. The data used in this research is
secondary data such as total asset, total
liabilities, total sales, total inventory, total
receiveables, cashflow from operation, and
profit of the year. The data source is the
financial statements and annual reports of
the Indonesian companies listed and
published in the Indonesian Stock Exchange
on www.idx.co.id.

Population and Sampling

The population of this research are
all of the Indonesian companies registered
in the Indonesian Stock Exchange and
recorded in Compustat consecutively from
2014 to 2018. For the sample selection, the
purposive sampling technique is used. The
first criteria for the samples is that they have
been registered in Indonesian Stock
Exchange and Compustat consecutively
from 2014 to 2018. The second criteria is
they have sufficient the data needed for this
research.

Research Variable

The independent variables used in
this research are firm size, firm age,
managerial integrity, and audit quality. The
firm size is the measurement of how big or




small a company is, measured by the natural
logarithm of total sales of the company
(Athanasios et al., 2013; Nor et al., 2010;
Wuryani, 2012). The firm age is the
duration of how long the company has been
operating. This variable is measured by how
many years the company has been operating
since it was founded (Harvie, Narjoko, &
Oum, 2010; Waluyo, 2017).

The management integrity is
proxied by earnings management, which is
calculated using Modified Jones
Discretionary Accrual. As suggested by
Darmawati, (2003) and Suyono, (2017),
Modified Jones Discretionary Accrual is the
best method to  measure earning
management. The result of the discretionary
accrual will be transformed into absolute
numbers. The steps to calculate Modified
Jones Discretionary Accrual are as follows:

I. Counting the total accrual (TAC)
TAC = NIj; — CFO;

II. Estimating TAC with OLS
regression to get the regression
Ehfficient
TAJAL) = B1 (UAw) + Bs
(ARevi/Ai1) + B3 (AReci/Ai) + &

III. Calculating the Non-Discretionary
Ekccrual
NDA; = B] (1/A) + Bg (AREV;JA'.;,]
- AReci/Ai1) + B3 (APPEy/Aiy) + &

IV. Calculating  the  Discretionary
Accrual
DA = (TACi/Ai1) — NDAy

Where:
DA;; = Discretionary Accrual at year t

NDA; = Non Discretionary Accrual at year
t

TAi  =Total Accrual at year t

NI = Net Income at year t

CFO; = Cash Flow From Operation at
year t

Aiv = Total Asset at year t-1

ARevik = Revenue at year t — Revenue at t-1

AReciy = Receiveable at year t —
Receiveable at t-1

PPE; = Fixed Asset atyeart
€ = Ermror

Audit firm size is also divided into 2
categories, which is big audit firm and
small-medium audit firm (Khairunisa &
Yustrianthe, 2015: Lestari & Murtanto,
2017; Nor et al., 2010). Big audit firms
consist of the Big 4 audit firms in Indonesia
such as Ernst and Young, Deloitte, KPMG,
and PricewaterhouseCooper. Small-medium
audit firm size points out the other audit
firms that are not mentioned above. The
companies that use the service of a Big 4
audit companies will be coded as 1, and
those that do not are given 0 as their code.

The dependent variable of this
research is the tendency of fraudulent
financial reporting, which is measured using
F-Score model. F-Score model is a model to
determine the likelihood of discovering and
predicting material misstatement in the
financial report developed by (Dechow et
al., 2010). The F-Score has been used in the
previous research (Annisya, Lindrianasari,
& Asmaranti, 2016; Hung & Binh, 2017;
Skousen & Twedt, 2009). This method
measures the probability of a fraud using
financial statement data, which are accrual
quality and firm performance. The value of
F-Score caff) be measured by adding the
value of accrual quality and financial
performance (Skousen & Twedt, 2009)

Fscore = Accrual Quality + Financial
Performance

Accrual quality can be measured
using RSST accrual (Annisya et al., 2016;
Hung & Binh, 2017). The RSST accrual is
measured by summing up the working
capital, non current operating accrual, and
financial accrual, then dividing it with the
average total asset. Financial performance is
the sum up value of its elements, which are
changes in receiveables, inventories, cash
sales, and earning. The outp)of the F-
Score analysis is an index that indicates the
tendency of fraudulent financial reporting. If
the value of F-Score is above 1.00, it
indicates that there is the tendency of fraud
happening in that certain company. Code 1




will be given for the company that has F-
Score value for more than 1, and code 0 will
be given for the company that has F-Score
lower than 1.

RSST Accrual = (AWC + ANCO + AFIN) /
ATA

FP = Change in receiveable + change in
inventories + change in cash sales + change

in earmning
Change in receiveable = AReceiveable/ATA
Change in inventories = Alnventories/ ATA

Change in cash sales = (ASales/Sales,) —
(Areceiveables/Receiveables,)

Changes in earning = (Eamings,/ATA) —
(Earnings, /ATA, 1)

€re

WC (Working Capital) = Current Asset —
Current Liability

NCO (Non Current Operating Accrual) =
(Total Asset — Current Asset — Investment
and Advances) — (total Liabilities — Current
Liabilities — Long Term Debt)

FIN (Financial Accrual) = (Short Term
Investment + Long Term Investment) —
(Long Term Debt + Debt Within Short-
Term Debt + Preferred Shares)

ATA(Average Total Asset) = (Beginning
Total Assets + End Total Assets)/2

Research Model

This research is intended to find the
tendency of fraud by using several variables
such as firm size, firm age, firm type and
audit quality. So the data analysis method
used is the logistic regression. The model of
this research is:

TFFR = B0 + BSZE + BAGE + PMGMT +
BAUDIT + &

Where:

TFFR = Tendency of fraudulent
finanancial reporting

SZE = Company size
AGE = Company age

MGMT = Management Integrity

AUDIT = Audit Firm

Result and Analysis

Table 1. Sample Criteria
No Information Total

I  Company listed in IDX 601
and Compustat from 2014
to 2018

2 Company doesn’t have (254)
complete data

3  Company with extreme (20)

data

Total Sample 327
Period 4
Observed data 1308
Qutlier in SPSS (2)
Total Observation 1306

Source : Research Data (2020)

There are 601 companies listed in
Indonesian Stock Exchange and Compustat
from 2014 to 2018. 254 companies among
them are eliminated due to the incomplete
data that will be used in this research. 20
other companies are also eliminated from
the sample because of the extreme data they
had. This left 327 companies that meet the
requierement. With 4 years of observation,
there are 1308 data that is observed. After
processing the data with SPSS, there are 2
outliers detected and removed. In the end,
there are 1306 data that is valid for the
research.

Descriptive Statistic

Table 2. Descriptive Statistic

Minimum Maximum Mean

FSCORE 0 1 0.11
SIZE 21 33 28.14
AGE 0.32 0.70 0.55
MGMT 0 24.14 0.14
AUDIT 0 1 0.41

Source : Processed data using SPSS 25
Based on the table above, FSCORE
on the observation has a minimum value of




0 and maximum value of 1, while having
mean value of 0,11. There are 88.62%
samples that have the value below the mean,
which means that these companies have
lower tendency of doing fraudulent financial
statement. SIZE wvariable has a minimum
and maximum value of 21 and 33, and mean
value of 28,14. From 1306 samples, there
are 42.27% samples that have the value
above the median, which indicate that these
companies are bigger companies. AGE
variable on the observation have a minimum
value of 0,32 and maximum value of 0.70.
There are 59,57% observation that has the
value above mean of 0,55, which means that
these companies are older companies.

The MGMT wvariable on the
observation has a minimum value of 0 and
the maximum of 24.14. There are 24.73%
observations whose value is above the mean
of 0,14. The companies that have a bigger
value than the mean depicts that they have a
greater earning management. AUDIT
variable on the observation has a minimum
value of 0 and the maximum value of 1. The
mean is 041, and there are 59.04%
observations which are below the mean. The
observation that is below the mean indicates
that they are having a non-big 4 auditor as
their auditor.

Goodness of Fit Test, Model Fit Test, and Model Clarification Power

Table 3. List of Test Summary

Test Method Result Conclusion
Goodness of Hosmer and Significancy 0f 0,793 Pass The Test
Fit Lemeshow

Model Fit -2Log Likelihood -2 Log Likelihood The addition of independent

Testing

Model Fit Omnibus Test

Testing

Model Classification Predicted
Clarification Table

Power

Percentage of 88.7%

decreasing by 49308 variable makes the model

become better

Significancy of 0,000 Independent variable has a

simultant effect on dependant
variable
Correct The regression model can
correctly predict the condition
by 88.7%

Source : Processed data using SPSS 25

&

gosmer and Lemeshow’s Goodness
of Fit Test is a test to provide an evidence
that the empirical data fits with the model,
or there are no difference between the data
and the model. The significancy level of this
test is 0,05. If the significancy result is more
than 0,05, it means that the model is
accepted. From this research, the statistical
result is 4.662 with significancy of 0,793,
which is above 0,05. So it’s concluded that
the model is accepted.

From the table above, the result of
Log Likelihood is decreasing, from step 0
amounted to 914,840 to step 1 with the
amount of 865,532. The decrease value is

49 308. This reduction means that after
several variables (size, age, management
integrity, and audit quality), the regression
model becomes better. Table 2 above also
shows that the significance level is 0,000,
which is lower than 0.05. It means that the
independent variables used in the research
simultaneously  affect the dependant
variable.

The clasisification table above
shows the predictive value from the
dependent variables. The result from the test
is that this logistic regression model can
correctly predict 88,7% condition that
happend.




Hypothesis Testing

The tests for hypothesis 1,2,3 and 4
are based on the results of the logistic
regression below

Tabel 4. Hypothesis Testing Result

B Sig
SIZE -0.279 0,000
AGE -2.949 0,042
MGMT 0,747 0,014
AUDIT 0423 0,037
Nagelkerke R Square 0,074

Source : Processed data using SPSS 25

The table above explains that the
result of Nagelkerke R Square is 0,074. It
means thatnler'e are 7.4% contribution to
predict the tendency of fraudulent financial
reporting from the observed variables. The
other 92,6% is explained by other factors
outside the observed variables.

Firm size variable (SIZE) shows a
negative regression coefficient amounted by
-,279, with the significance value of 0,000.
This indicates that tfBre is a significant
negative influence of firm size towards the
tendency of fraudulent financial reporting

Firm age variable (AGE) has a
reggression coefficient of -2.949. It shows
that there is a negative relationship between
firm age and the tendency of fraudulent
financial reporting. With the significance
level of 0042, which is below 0,05, the
AGE variable has a significant effect on the
dependent variable.

Management Integrity (MGMT)
which is proxied by earnings management
has the regression coefficient of 0,747 and
the significance value of 0,014. It means
that earning marffgement has a positive
significant effect towards the tendency of
frandulent financial reporting. Since higher
earning management level shows that the
management’s integrity is w, it means that
management integrity has a negative
significant relation with the tendency of
fraudulent financial reporting.

The audit quality has a rgression
coefficient of 0423, while having the
significance level of 0,037. This indicates

that audit quality which is proxieed by the
size of audit firm hafflh positive significant
influence towards the tendency of fraudulent
financial reporting.

Discussion

Firm Size and Fraudulent Financial
Reporting.

The result of this research shows
that bigger companies are having less
tendency to fraudulent financial reporting.
Therefore, the first hypothesis is supported.
In relation with the political cost theory,
bigger firms have a higher level of political
cost. It means that bigger companies will
have higher reputation compared to the
smaller ones. Therefore, bigger companies
will dislose better information to maintain
their reputation. Also, bigger companies will
have better internal control. The level of
internal control will affect the accuracy of
their financial statement, because a strict
internal control makes it harder to do fraud.

The result of this research is in line
with the previous research by (Nor et al.,
2010). They fofld a significant negative
relation between firm size and the tendency
of fraudulent financial report, which is
measured by total sales. Wuryani, (2012)
also found a negative significant relation
between firm size and fraud.

Firm Age and Fraudulent Financial
Reporting.

This research found that older
coffipanies will have a lesser tendency to do
a fraudulent financial reporting. Thus, the
second hypothesis is also supported. Older
companies will have more expertise
compared to the younger ones, since they
have gone through many problems and are
still operating. This creates expertise which
will increase their efficiency as a company,
as well as a better interncontrol. With a
better internal control, the tendency of doing
fraudulent financial reporting can be
constrained.

The result of this research is in line
with by the research done by Ewelt-Knauer,
Thorsten, & Lachmann, (2015), which also
found that there is a negative significant




relationship  between firm age and
fraudulent financial reporting. Olowokure et
al., (2016) found that the older the company,
the more experience as well as better
corporate governance they have. Thus the
tendency of fraud is reduced. Older
companies also tend to have better internal
control (Waluyo, 2017). Better internal
control means that their financial reports are
more reliable and free from error.
Management Integrity and Fraudulent
Financial Reporting

The result of this research found
that the the more the managem@lt does the
earning management, the more tendency of
doing fraudulent financial reporting.
Therefore, the third hypothesis is supported.
Management decisions will eventually
affect other decisions made by the company.
The higher integrity that a management has,
the higher the value maximization, which
will eventually the best result to the
company itself. When the management lost
their integrity, they will tend to maximize
their own interest, while sacrificing the
company’s interest. This will lead to a
disadvantage for the company in the long
run.

This research is in line with the
previous research done by Bakri et al.,
(2017) who found that management
integrity has a significant negative relation
with the fraud. Chen et al., (2013) also
found similar results in their research about
management integrity and fraud. This shows
that the lower the management integrity is,
the more exposed the company to fraud.
Moreover, lower managemet integrity leads
to a higher fraud risk (Irianto et al., 2009)

2

Audit Quality and Fraudulent Financial
Reporting

The result of this research showed
that companies @lith higher audit quality
have bigger tendency of committing
fraudulent financial reporting. Threfore, the
hypothesis is not supported. The high level
of audit quality will make the accounting
flexibility of a company being reduced.
Since the accounting flexibility is shrinking,
apparently the company will find other ways

to do fraud. This statement strengthen the
previous research done by Boedhi &
Ratnaningsih (2015) and Aryanti, Kristanti,
& Hendrayatno (2017) who found a
significant positive relation between audit
quality and real eaming management. Real
earning management becomes a choice
because it’s much harder to be found by the
auditor (Ningsih, 2015). Those research give
empirical evidences that Big 4 auditors are
unable to completely constrain financial
misstatements commited by the company.
There are several cases where companies
being audited by the Big 4 auditors are
condemned guilty by the Financial Service
Authority of Indonesia (OJK). Some of
them are Deloitte in 2018 for SNP Finance
cases, Emst & Young in 2019 for Hanson
cases, and PricewaterhouseCoopers for
Jiwasraya cases in 2019, although there are
not yet any sactions applied for
E’ioewatet’houseCooper.

This result is not in line with the previous
research by (Nor et al., 2010) and (Parte-
esteban & Ferrer, 2014). Both of those
previous research have the result of negative
significant for audit quality, measured by
size of auditor towards the tendency of
fraud. In other hand, this research result
matches the result of the research by Boedhi
& Ratnaningsih (2015) and Aryanti,
Kristanti, & Hendrayatno (2017).

Conclusion and Suggestion

The result of this research
showed that size, age, and management
integrity§jhave a significant negative
relation with the tendency of fraudulent
financial reporting. Meanwhile, this
research found that audit quality has a
positive sigiificant relation towards the
tendency of fraudulent financial
reporting. This is in contrary with the
general mindset of people where higher
audit quality @l generate lower
tendency of fraudulent financial
reporting. This may happen because the
company that hires the Big 4 auditors
only does this to attract investors, or




there might be low integrity person in
the company, or in the auditor firms.

There are several implication of
this research. The theoritical implication
of this research is that the results are in
line with those done by Boedhi &
Ratnaningsih, (2015), Chen et al,
(2013), Ewelt-Knauer et al., (2015),
Eyaluyo, (2017), and Wuryani, (2012) .
on the other hand, the results of this
resecarch are on the contrary to the
research done by (Nor et al., 2016) and
Parte-esteban & Ferrer, (2014). The
applied implication of this research for
the society is that this research can
contribute an additional consideration
before  investing.  Therefore, by
considering the age, size, and the
integrity of a company, the {flvestor can
choose the one that has less tendency of
fraudulent financial reporting. For the
researcher, this research is expected to
give deeper explanation and can be
expanded into a broader range of study,
which are expected to cover broader,
and more complex business
characteristics. Lastly, for the officials,
this study can be an alternate ways to
detect companies that have a tendency
of doing fraudulent financial reporting.

This research are not free from
weakness and limitation. The weakness
of this research is that the model used in
this research is still simple. It’s possible
for the future researchers to expand the
research model by adding more
variables, or testing the mediation or
moderation effect of certain variables
such as the moderating effect of audit
fee or industrial specialization auditor
towards the tendency of fraudulent
financial report, so that the research
model will be better.
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