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ABSTRACT

This study examines the influence of audit tenure, CEO education, and
ineffective monitoring on fraudulent financial statements in state-owned
enterprises (BUMN) listed on the Indonesia Stock Exchange during the
period 2021-2023. A quantitative approach is employed, utilizing panel
data regression analysis on a sample of 19 BUMN companies. Data were
obtained from annual report documentation and analyzed using E-Views
12 software. Fraudulent financial reporting is measured using the Beneish
M-Score as a proxy. The results reveal that audit tenure and ineffective
monitoring do not have a statistically significant effect on the likelihood of
financial statement fraud. In contrast, CEO education has a significant
negative effect, suggesting that higher levels of CEO education are
associated with a lower propensity for fraudulent financial reporting.
Furthermore, when assessed simultaneously, the three variables
collectively exhibit a significant influence on the occurrence of fraudulent
financial statements. These findings underscore the important role of CEO
educational attainment in enhancing financial reporting integrity and
preventing fraudulent practices.
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ABSTRAK

This study examines the influence of audit tenure, CEO education, and ineffective
monitoring on fraudulent financial statements in state-owned enterprises
(BUMN) listed on the Indonesia Stock Exchange during the period 2021-2023. A
quantitative approach is employed, utilizing panel data regression analysis on a
sample of 19 BUMN companies. Data were obtained from annual report
documentation and analyzed using E-Views 12 software. Fraudulent financial
reporting is measured using the Beneish M-Score as a proxy. The results reveal
that audit tenure and ineffective monitoring do not have a statistically significant
effect on the likelihood of financial statement fraud. In contrast, CEO education
has a significant negative effect, suggesting that higher levels of CEO education
are associated with a lower propensity for fraudulent financial reporting.
Furthermore, when assessed simultaneously, the three variables collectively exhibit
a significant influence on the occurrence of fraudulent financial statements. These
findings underscore the important role of CEO educational attainment in
enhancing financial reporting integrity and preventing fraudulent practices.
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INTRODUCTION

High-quality financial statements serve as a critical instrument for evaluating a
company’s performance and reflecting the integrity of its financial reporting
(Taruno & Budiwitjaksono, 2025). Moreover, they function as an essential source
of information for stakeholders in supporting the decision-making process
(Mukaromah & Budiwitjaksono, 2021; Pitaloka & Budiwitjaksono, 2022;
Setyaningrum & Budiwitjaksono, 2024; Wiratama & Budiwitjaksono, 2021). Thus,
the financial data provided becomes relevant and reliable for all stakeholders
(Budiwitjaksono et al., 2024).

With the advancement of time and technology, fraudulent practices in the
business environment have evolved in both form and method. One such form is
financial fraud. According to the Association of Certified Fraud Examiners
(ACFE), 1,921 fraud cases were identified across 138 countries, with total losses
amounting to USD 3.1 billion (ACFE, 2024). In Indonesia, 239 fraud cases were
recorded, falling under three major fraud schemes, with total losses reaching IDR
873.43 billion (ACFE Indonesia, 2020). The ACFE classifies fraud into three main
types: asset misappropriation, corruption, and financial statement fraud. Among
these, financial statement fraud recorded a 9% increase from 2022, with average
losses of USD 593,000 per case, rising to an average of USD 766,000 per case in 2024
(ACFE, 2024).

In the Indonesian context, State-Owned Enterprises (SOEs) are particularly
noteworthy. Although they play a vital role in the national economy, they remain
vulnerable to financial statement manipulation (Batara & Budiwitjaksono, 2025;
Haqq & Budiwitjaksono, 2020; Mukaromah & Budiwitjaksono, 2021; Sanjaya et al.,
2021). According to CNBC Indonesia, the Minister of SOEs acknowledged that
many of these entities still engage in manipulative practices —such as “window
dressing” —to present an inflated image of financial health (Lubis &
Budiwitjaksono, 2023; Sandi, 2020). These practices, commonly known as earnings
management, are aimed at projecting a misleading picture of financial strength,
thereby misleading stakeholders (Sihotang & Budiwitjaksono, 2024; Wiratama &
Budiwitjaksono, 2021). For instance, in the cases of Waskita and WIKA,
manipulation occurred due to the failure to disclose actual field conditions, leading
to reports that falsely portrayed continuous profitability and stable cash flows over
several years (Idris, 2023).

The prevalence of fraudulent financial statements in SOEs is influenced by
various factors. One such factor is information asymmetry between management
and investors, which can foster conservatism and heighten the risk of fraud
(Kinaryosih et al., 2024). Accordingly, the involvement of independent auditors —
who operate in accordance with established standards —is essential to mitigate the
risk of fraud.

Audit tenure, defined as the length of time an independent auditor is
engaged with a company, is widely debated in relation to its impact on auditor
independence. Prolonged engagement may compromise independence and raise
the risk of financial statement fraud (Adriansyah & Budiwitjaksono, 2024;
Handoko et al., 2020). Beyond audit tenure, other contributing factors include CEO
education. A higher educational level may enhance executive power, which in
some instances could be leveraged to engage in fraudulent reporting
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(Probohudono et al., 2022). Ineffective monitoring, indicated by a low proportion
of independent commissioners, may also weaken oversight, thereby increasing the
likelihood of fraud (Handayani, 2023; Lubis & Budiwitjaksono, 2023).

Despite the importance of these three variables, existing literature does not
fully explore their interactive influence on fraudulent financial reporting within
the context of SOEs. Given the complexity and economic significance of SOEs, this
study aims to examine the effects of audit tenure, CEO education, and ineffective
monitoring on fraudulent financial statements in SOEs listed on the Indonesia
Stock Exchange (IDX) during the 2021-2023 period.

Agency theory provides a framework for understanding the relationship
between principals and agents, particularly the conflicts of interest that may arise
(Jensen & Meckling, 1976). These conflicts can be mitigated by the presence of
independent auditors, who help reduce agency problems and limit information
asymmetry (Pratiwi & Rohman, 2021). Meanwhile, fraud theory identifies three
core elements—pressure, opportunity, and rationalization—that contribute to
fraudulent behavior (Cressey, 1953). This theory has since evolved into the fraud
heptagon, encompassing seven dimensions (Reskino & Bilkis, 2022).

The client-auditor relationship has been shown to influence audit
outcomes. Prolonged engagements can compromise auditor independence due to
increased familiarity, potentially lowering audit quality and increasing the risk of
fraud (Nasir et al., 2021). Conversely, extended tenure may enhance the auditor’s
understanding of the client’s operations, which could improve audit quality and
aid in fraud detection (Putri et al., 2021).

Within agency theory, prolonged audit tenure may trigger conflicts of
interest, ultimately increasing the risk of manipulation in financial statements due
to diminished auditor objectivity. From the perspective of fraud theory, long-
standing auditor engagements may reduce scrutiny, thereby creating
opportunities for management to engage in fraudulent practices. Despite this,
several studies report no significant relationship between audit tenure and
financial statement fraud (Adhitama et al., 2023; Handoko et al., 2020; Revaldi &
Simbolon, 2023; Suryani et al., 2023). In contrast, Martha & Wenny (2023) found
that extended audit tenure positively correlates with increased financial statement
fraud. Based on this theoretical and empirical foundation, the following
hypothesis is proposed:

Hi: Audit tenure has a positive effect on fraudulent financial statements.

The majority of fraud perpetrators held undergraduate degrees,
accounting for 175 cases or 73.2%, followed by those with master’s degrees,
comprising 41 cases or 17.2% (ACFE Indonesia, 2020). However, perpetrators
occupying executive positions represented 29.4% of cases, making this group the
second highest among all categories of fraud offenders (ACFE Indonesia, 2020).
According to agency theory, a CEO is expected to fulfill their duties in alignment
with shareholders’ interests. From the perspective of fraud theory, CEO education
influences cognitive frameworks and moral reasoning, which can serve as a strong
basis for rejecting fraudulent behavior. However, a highly educated CEO may also
possess advanced knowledge that enables the planning and execution of
sophisticated fraudulent schemes (Putri & Suryani, 2024).
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Studies by Probohudono et al. (2022); Sihombing & Panggulu (2022); Putri
& Suryani (2024) found that CEO education does not significantly influence
financial statement fraud. Conversely, Saputra et al. (2021) argued that higher CEO
education levels are associated with a reduced likelihood of fraud. Contradictory
evidence is provided by Wangi et al. (2024), who suggested that higher education
may actually increase the potential for fraudulent actions. Based on this literature,
the research hypothesis is proposed as follows:
H>: CEO education has a positive effect on fraudulent financial statements.

Ineffective monitoring provides management with broader discretion,
thereby creating more opportunities to engage in fraudulent behavior (Apriyani &
Ritonga, 2020). Independent commissioners serve as a central element of corporate
governance, offering a mechanism for effective oversight (Ndruru & Hutapea,
2022). In line with agency theory, independent commissioners are tasked with
monitoring managerial actions. From the perspective of fraud theory, ineffective
monitoring represents the pressure component —where heightened performance
demands are not supported by adequate control structures. The combination of
intense pressure and weak oversight can incentivize management to manipulate
financial statements.

Empirical studies by Fadhilah et al. (2022); Yustikasari & Sari (2024); Kasih
& Susilowati (2024) report that ineffective monitoring does not have a significant
impact on fraudulent financial statements. In contrast, research by Aprilia &
Furqani (2021); Handayani (2023); Nuryana et al. (2024) found that ineffective
monitoring positively influences the incidence of fraud. These contrasting findings
suggest that the presence and proportion of independent commissioners are
critical for ensuring effective monitoring. A lower representation of independent
commissioners may result in weaker oversight, thereby increasing the likelihood
of fraudulent financial reporting. Based on this reasoning, the following
hypothesis is proposed:
H3: Ineffective monitoring has a positive effect on fraudulent financial statements.
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Figure 1. Research Model
Source: Research Data, 2025
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RESEARCH METHOD

This study employs a quantitative approach using an explanatory research design.
Data were collected through documentation methods, utilizing secondary data in
the form of annual reports from state-owned enterprises (SOEs) listed on the
Indonesia Stock Exchange (IDX) for the 2021-2023 period. The analytical tool
applied in this study is EViews 12 software. The population comprises all SOEs
listed on the IDX during the specified period. The sample was determined using a
purposive sampling technique based on the following criteria: (1) SOEs listed on
the IDX and operating in non-financial sectors during 2021-2023; and (2)
companies that published complete financial statements including all variables
used in the analysis throughout the study period. Based on these criteria, a total of
19 companies were selected as the sample.

Fraudulent financial statement refers to manipulative practices involving
misrepresentation, misappropriation, or overstatement of financial data. In this
study, fraudulent financial statement (FFS) functions as the dependent variable
and is proxied using the Beneish M-Score. The M-Score is computed using eight
financial ratios, as developed by Beneish et al. (2012), and is formulated as follows.
Table 1. Calculation of Financial Ratios for M-Score

No Ratio Formula

1 Days Sales Receivables (Net Receivables; / Sales;)
Indeks (DSRI) (Net Receivables,_; / Sales;_;)

5 Gross Margin Indeks [(Sales;_; — COGS;_,) / Sales;_4]
(GMI) [(Sales; — COGS,) / Sales;]

3 Asset Quality Indeks [(1 = (Current Asset, + PP&E,)) / Total Assets;]
(AQI) [(1 — (Current Assets;_, + PP&E,_,)) / Total Assets;_4]

4 Sales Growth Indeks Sales;
(SGI) Sales,_;

5 Depreciation Indeks [Depreciation,_, / (Depreciation,_, + PP&E;_,)]
(DEPI) [Depreciation, / (Depreciation, + PP&E,)]
Sales General and

6 Administrative (Sales, general and administrative expense, / Sales;)
Expenses Indeks (Sales, general and administrative expense,_; / Sales;_;)
(SGAI)

7 Leverage Indeks (LTD; + Current Liabilities, / Total Assets;)
(LVGI) (LTD,_, + Current Liabilities,_, / Total Assets,_;)

3 Total Accruals to Total (Income from Counting Operations, — Cash Flows from (

Assets (TATA) Total Assets;

Source: (Beneish et al., 2012)

The M-Score is calculated using the following equation:

M-Score = -4,84+0.92 DSRI+0, 528 GMI+0,404 AQI+0,892 SGI+0,115 DEPI-0,172

SGAI+4,679 TATA-0.327 LVGI......couiiiiiiiiiiiiiiiiiiii e 1)
A score of 0 is assigned when the Beneish M-Score result is less than -2.22,

indicating that the company is not detected to have engaged in fraudulent financial

reporting. Conversely, a score of 1 is assigned if the M-Score exceeds -2.22,
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signifying that the company is detected to have committed financial statement
fraud (Khatun et al., 2022).

Audit tenure refers to the length of time an auditor has provided audit
services to a company. Audit tenure is determined by identifying the initial year
the auditor commenced the engagement and tracking the audit period within the
research timeframe (Revaldi & Simbolon, 2023). Audit tenure (AUT) is measured
as follows:

Audit tenure = the period during which the same auditor has served the
(02501 oT: 1 1| 2 (2)

CEO education refers to the premise that the higher a director’s educational
attainment, the greater their authority within the company, thereby enabling
broader influence over corporate decisions. CEO education (CEOEDU) is
measured by assigning scores based on academic qualifications: a score of 1 for a
Diploma (D3), 2 for a Bachelor’s degree (S1), 3 for a Master’s degree (S2), and 4 for
a Doctoral degree (S3) (Probohudono et al., 2022).

Ineffective monitoring describes a condition in which a company lacks
robust internal control mechanisms, resulting in weak oversight of management
and a heightened risk of fraud. Ineffective monitoring is measured using the ratio
of independent board commissioners (BDOUT) (Apriyani & Ritonga, 2020). The

measurement is formulated as follows:
number of independent commissioners
BDOUT = [ indep O e 3)
total number of board commissioners
Panel data regression analysis is used because the research data is a
combination of cross-sectional and time-series data. The panel data regression

equation is as follows:

FFS;, = Bo + B1AUT; + B,CEOEDUj; + BsBDOUT; + Eipeervvveererreeereeeeneeeeeeennns (4)
Where:

FFS;; = Fraudulent financial statement

AUT;; = Audit Tenure

CEOEDU;¢ = CEO Education

BDOUT;; = Ineffective Monitoring

Bo = Constant

B1B2B3 = Regression coefficients

Eit = Error term

RESULTS AND DISCUSSION

Based on the population used in this study, which consists of state-owned
enterprises (SOEs) listed on the Indonesia Stock Exchange for the period 2021-2023,
a total of 24 companies were identified. However, in accordance with the
purposive sampling technique, 19 companies were selected, resulting in a research
sample of 57 observation data points.
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Table 2. Results of Descriptive Statistical Analysis

FFS AUT CEOEDU BDOUT
Mean 0.333 1.772 2.737 0.481
Median 0.000 2.000 3.000 0.500
Maximum 1.000 3.000 3.000 0.667
Minimum 0.000 1.000 2.000 0.285
Std. Deviation 0.475 0.779 0.444 0.114
Observations 57 57 57 57

Source: Research Data, 2025

The results of the descriptive statistical analysis in Table 2 indicate that
approximately 33% of the companies in the sample are identified as having
engaged in fraudulent financial reporting, as evidenced by the binary data, which
exhibit substantial variation with a standard deviation of 0.4756. The average audit
tenure is nearly two years, showing moderate variability across firms. The majority
of CEOs possess a master's or doctoral degree, suggesting a relatively
homogeneous distribution in educational attainment. The proportion of ineffective
monitoring, proxied by the ratio of independent commissioners, also differs
among companies, although the overall level of variation remains relatively low.
Table 3. Results of Classical Assumption Tests

Criteria Results Conclusion
. . _ The residual data in
I\]I;HIEII;ZLIT;Z’: b P-value > 0.05 gr(;)sbgbzllty Value = this study are normally
Jarq ' distributed.
There is no indication
Multicoflineai AUT = 1.044 of multlcolhneartl}tiy
Telgt oy VIF Value <10 CEOEDU =1.019 iarrlgznindent ariablez
BDOUT = 1.030 eep vanas
in the regression
model.
Heteroscedasticity Probability Prob. Chi-Square = The regression model
Test (Breusch-Pagan Value > 0.05 0.4711 is free from
Test) ) ' heteroscedasticity.
Autocorrelation Test  Prob. Chi- Prob. Chi-Square = ’;Illsoregresfileoen mocflf(l)rlrsl
(LM Test) Square > 0.05 0.428 )
autocorrelation.

Source: Research Data, 2025
The results of the classical assumption test in Table 3 show that the research
data passed all four classical assumption tests. Furthermore, three model selection
tests were applied to determine the appropriate panel data regression model.
Table 4. Chow Test
Redundant Fixed Effects Tests
Test cross-section fixed effects

Effects Test Statictic d.f. Prob.
Cross-section F 1.203 (18.35) 0.310
Cross-section Chi-Square 27.453 18 0.070

Source: Research Data, 2025

The results of the model selection test using the Chow test, as presented in
Table 4, show a cross-section F probability value of 0,3105 > 0,05 and a cross-
section chi-square probability value of 0,0709 > 0,05. Based on these probability
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values, the common effect model is deemed appropriate for this study.
Subsequently, the Hausman test was conducted.
Table 5 Hausman Test

Correlated Random Effects - Hausman Tests

Test cross-section random effects

Test Summary Chi-Sq Statictic Chi-Sq d f. Prob.

Cross-section random 4.615 3 0.202
Sourcer: Research Data, 2025

The results of the model selection test using the Hausman test, as shown in

Table 5, indicate a probability value of 0,2022 > 0,05. Therefore, the random effect
model is more appropriate to use, as there is no significant correlation between
individual effects and the independent variables. The final model selection test is
the Breusch-Pagan test using the Lagrange Multiplier (LM) Test.
Table 6 Breusch-Pagan Test

Lagrange Multiplier Test for Random Effects

Test Hypothesis
Cross-section Time Both
Breusch-Pagan 0.004 0.452 0.456
(0.950) (0.501) (0.499)

Source: Research Data, 2025

The final model selection test, presented in Table 6, is the Breusch-Pagan
test. The results show a cross-section Breusch-Pagan probability value of 0.9504 >
0,05. This indicates that the common effect model is the most appropriate model
to be applied in the hypothesis testing of this study.
Table 7 Panel Data Regression Analysis

Variable Coefficient Std. Error t-Statistic Prob.
C 0.873 0.485 1.798 0.078
AUT 0.055 0.079 0.702 0.486
CEOEDU -0.363 0.136 -2.655 0.010
BDOUT 0.740 0.533 1.386 0.171
R-squared 0.149 Mean dependent var 0.334
Adj. R-squared 0.101 S.D. dependent var 0.476
S.E. regression 0.451 Akaike info criterion 1.312
Sum sq. resid 10.780 Schwarz criterion 1.456
Log likelihood -33.417 Hannan-Quinn criter 1.369
F-statictic 3.091 Durbin-Watson stat 2.048
Prob (F-statistic) 0.035

Source: Research Data, 2025
The panel data regression equation is as follows:
FFS=0.873 +0.055 AUT - 0.363 CEOEDU + 0.740 BDOUT...........cccccoeuvvvruvunenrn. (D)
The regression result of audit tenure (AUT) on fraudulent financial
statements (FFS) shows a probability value of 0.486 > 0.05, with a coefficient of
0.055. This finding indicates that H1 is rejected, as audit tenure does not have a
significant effect on fraudulent financial statements. A long-term relationship
between the auditor and client does not necessarily compromise auditor
objectivity. On the contrary, extended audit engagements may enhance the
auditor’s understanding of the company’s financial and operational context, thus
facilitating more effective fraud detection (Adhitama et al., 2023; Handoko et al,,
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2020). Auditors with long-standing client relationships may be more adept at
identifying anomalies due to their familiarity with company-specific practices and
internal controls (Nejad et al, 2024; Suryani et al., 2023). Moreover, auditor
rotation regulations serve to mitigate potential risks associated with prolonged
engagements (Revaldi & Simbolon, 2023). From the perspective of agency theory
and fraud theory, potential conflicts of interest arising from extended tenures can
be mitigated if companies enforce sound governance practices and auditors
uphold professional ethical standards.

The regression result of CEO education (CEOEDU) on fraudulent financial
statements (FFS) shows a probability value of 0.0105 < 0.05 and a coefficient of -
0.363217. This result indicates that CEO education has a negative effect on
fraudulent financial statements, and thus H2 is rejected. A higher level of CEO
education appears to reduce the likelihood of financial statement fraud (Aprilia et
al., 2022; Sanjaya et al., 2021; Saputra et al., 2021). Educated leaders are more likely
to uphold ethical business conduct and better understand the legal and
reputational consequences of fraudulent behavior (Kusumosari & Solikhah, 2021;
Sihombing & Eirene Panggulu, 2022; Wangi et al., 2024). From a fraud theory
perspective, well-educated CEOs may possess a stronger moral compass, thereby
reducing their rationalization for unethical behavior. In line with agency theory,
competent and highly educated executives are better equipped to aligh managerial
decisions with shareholder interests, thereby strengthening accountability and
decision quality.

The regression result of ineffective monitoring (BDOUT) on fraudulent
financial statements (FFS) shows a probability value of 0.1715 > 0.05, with a
coefficient of 0.740101. This finding indicates that H3 is rejected, as ineffective
monitoring does not have a significant effect on fraudulent financial statements.
The presence of independent commissioners alone does not significantly explain
the occurrence of fraud in financial reporting (Fadhilah et al., 2022; Ndruru &
Hutapea, 2022; Rahayu & Susilowati, 2025). The effectiveness of monitoring
depends not only on governance structures but also on the quality of their
implementation (Kasih & Susilowati, 2024; Pramurza, 2024; Yustikasari & Sari,
2024). According to agency theory, independent commissioners are expected to
oversee management to ensure alignment with shareholder interests. From the
fraud theory perspective, ineffective monitoring creates opportunities for fraud
when oversight is inadequate and not reinforced by strong integrity and
commitment across all levels of governance.

Simultaneously, audit tenure, CEO education, and ineffective monitoring
collectively have a significant influence on fraudulent financial statements.
Financial statement fraud typically results not from a single determinant but from
a combination of multiple interrelated factors. The coefficient of determination (R?)
is 0.148930, or 14.89%, indicating that these three variables collectively explain a
modest proportion of the variance in fraudulent financial statements, while the
remaining 85.11% is attributable to other factors not examined in this study.
Despite its relatively limited explanatory power, the R? value still suggests a
meaningful contribution from the selected variables.
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CONCLUSION

The results of this study reveal that audit tenure and ineffective monitoring do not
significantly influence fraudulent financial statements. In contrast, CEO education
has a significant negative effect on the likelihood of financial statement fraud.
However, when considered simultaneously, the three independent variables
exhibit a significant joint effect on fraudulent financial reporting. These findings
underscore that fraudulent financial statements are not attributable to a single
determinant. Rather, such fraud emerges from the interplay of multiple structural
and individual-level factors that collectively shape the organization’s ethical and
control environment.

This study is subject to several limitations. First, the scope of independent
variables is restricted to only three factors, potentially omitting other relevant
influences. Second, the sample is limited to non-financial state-owned enterprises
(SOEs) listed on the Indonesia Stock Exchange over a three-year observation
period. Future research is encouraged to broaden the scope by incorporating
additional sectors, extending the observation period, and integrating other
explanatory variables such as financial pressure, internal audit effectiveness, or
governance mechanisms to better capture the complexity of factors influencing
fraudulent financial reporting.
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