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1. Introduction

Job fraud is classified as financial statement
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with Fraud Prevention. 4) Political Connection is able to moderate the influence of the
characteristics of the Audit Committee on Fraud Prevention
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potential investors, decline in stock prices and strict
supervision by regulators (Nasir et al., 2019).
Several cases related to fraud that occurred

fraud, corruption and misappropriation of assets.
Financial fraud reports are carried out through
various means, such as improper capitalization of
assets, changes in accounting records and delibe-
rate manipulation of financial amounts by recor-
ding fictitious expenses and income (ACFE, 2020).
Managers can manipulate financial statements to
achieve certain accounting targets or improve the
company's financial appearance. Usually, compa-
nies that are found guilty of fraudulent financial
statements face several negative consequences such
as criticism from the public, loss of current and

in companies around the world include Enron in
2001, Martha Steward, Merrill Lynch, Tyco In-
ternational, WordlCom, Xerox Corporation, and
Healthsouth in 2002. Then in 2003-2004 it happened
to Freddie Mac and Fannie Mae. In 2005 it hap-
pened to Volkswagen and in 2008 it happened to
Jerome Kerviel (Agoes, 2017).

Fraudulent financial statements in Indonesia
that occurred at PT. Tiga Pilar Sejahtera Food, Tbk,
which was established on January 26, 1990, is
engaged in trading, industry and electricity. In 2017,
two subsidiaries of PT. Three Pillars of Prosperous
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Food, Tbk, namely PT. Indo Rice Superior and PT.
Jati Sari Rezeki is suspected of committing frau-
dulent practices in selling rice by producing rice
that does not match the information on the label.

The incident started on July 20, 2017, due to
this incident, AISA's share price decreased signi-
ficantly. The existence of this incident made the
company management intend to beautify the fi-
nancial statements in the 2017 financial statements.
In December 2018, the new management of the
company appointed E & Y to re-check the 2017 fi-
nancial statements that have been audited by KAP
Aryanto Amir Jusuf and Mawar.

After that, it was found that there was an
inflated fund of 5 trillion in accounts receivable, in-
ventories, and fixed assets of PT. Tiga Pilar Sejah-
tera Food in the 2017 financial year and there was a
flow of funds with an unclear scheme from the
company to the affiliated parties of the old mana-
gement. Then an EGMS was held which was held
by the commissioners in October 2018. The share-
holders who attended agreed and decided to form
a new management. Meanwhile, there is a flow of
funds with an unclear scheme from the company to
the affiliated parties of the old management. Then
an EGMS was held which was held by the com-
missioners in October 2018. The shareholders who
attended agreed and decided to form a new mana-
gement.

The existence of fraud can occur because of
the ineffectiveness of monitoring carried out by the
audit committee and internal audit or the existence
of limits on authority due to the status of the in-
ternal audit organization in the company's organi-
zational structure. The higher the status of the in-
ternal audit organization, the greater the authority
it has and the wider monitoring can be carried out
by internal audit.

Using the fraud pentagon theory, fraud pre-
vention with analytical hierarchy process method,
and when viewed from the perspective of a stra-
tegy to minimize pressure, so the most important
aspect is the change in external auditors, from a
strategy perspective of narrowing oppor-tunities.
The most important aspect is to streamline moni-
toring, then from the perspective of negative ra-
tionalization strategies and positive competency
strategies, the most important aspects include
ethics education moral and management change,
and the last aspect of the closeness of the ruler is
the most important aspect in the strategy perspec-
tive to reduce arrogance (Taqi et al., 2021).
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The research results of Nugroho (2015) and
Ozcelik (2016) show that the number of audit com-
mittee members does not have a significant effect
on fraudulent financial reporting. In contrast to
research conducted by Setiany, et al. (2017) stated
that the size of the audit committee has a significant
effect on voluntary financial disclosure in Indonesia.

Vousina (2019) developed a new fraud detec-
tion model called the fraud hexagon theory. This
study uses six variables to describe each compo-
nent of the cheat hexagon based on the fraud he-
xagon theory. The latest fraud models are SCCORE
Stimulus, Capability, Collusion, Opportunity, Rati-
onalization, and Ego. Collusion is a secret agree-
ment between two or more people to deceive some-
one or deceive a third party (Vousina 2019). Collu-
sion refers to an agreement that deceives a party in
which two or more people are deceived, for one
party to take another action for some unfavorable
purpose, such as defrauding a third party of their
rights.

According to SAS No. 99, financial state-
ment fraud can be carried out by: (1) Manipulating,
falsifying, or changing accounting records, suppor-
ting documents from the prepared financial state-
ments. (2) Intentional omission or omission in in-
formation that is significant to the financial state-
ments. (3) intentionally misuse the principles rela-
ted to the amount, classification, presentation me-
thod, or disclosure.

The topic of this research is interesting be-
cause it is different from previous research, this stu-
dy uses independent variables, namely the sta-tus
of the internal audit organization and political con-
nections which have not been studied much. The
status of the internal audit organization is very
important in research related to fraud prevention.
The status of the internal audit organization is re-
lated to the authority possessed by internal audit in
conducting its examination. Previous studies have
shown different measurement differences with this
study. Study Kabuye et al. (2017) measuring the
status of the internal audit organization using a
questionnaire, while measuring the characteristics
of the audit committee in the study (Ozcelik, 2020)
and (Setiany, 2017) using the total number of exis-
ting audit committee members. The existence of
these differences shows the topic of this research is
interesting and good to be researched again. There-
fore, this research aims to examine the influence of
internal audit organizational structure and audit
committee characteristics on fraud prevention with
political connections as a moderating variable.
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2. Hypothesis Development

The Effect of Internal Audit Organization Status
on Fraud Prevention

Internal auditors must be independent and
separate from the various activities being audited.
Internal auditors are considered independent if
they can carry out their work freely and objectively.
The independence of internal auditors is very im-
portant, especially in providing an impartial (neu-
tral) assessment. This can only be obtained through
the organizational status and objective attitude of
the internal auditors. The organizational status of
the internal audit unit must be able to provide
flexibility for internal auditors in completing audit
responsibilities to the fullest (Nelaz et al, 2018).
Factors that may affect the external auditor's deter-
mination of whether or not the internal au-ditor's
work is sufficient for the purpose of the au-dit
include objectivity.

The status of the internal audit function wit-
hin the entity and the effect of that status on the
internal auditor's ability to act objectively (IAPI, SA
610.6). When internal audit has appropriate status
within the organization, and with appropriate com-
petence, internal auditors are likely to perform ade-
quate activities to manage fraud. It is important for
regulators such as the Institute of Internal u-di-tors
and governments (through their central banks) to
require the status of internal audit in financial ser-
vices to be appointed. This means that the first im-
portant thing is the status and competence of (or)
internal audit and not their proper activity as this is
most likely derived from the competence and status
of their organization.

Hi: The status of the internal audit organization has
a positive effect on fraud prevention

The Effect of Characteristics of the Audit Com-
mittee on Fraud Prevention

Eksandy (2017) states that the audit com-
mittee is an additional committee under the board
of commissioners with the main task of assisting
the commissioners in improving the quality of fi-
nancial reports and controlling whether the com-
pany is running in accordance with applicable
regulations, so as to avoid fraud by management.
The task of the audit committee is closely related to
reviewing the risks faced by the company, as well
as compliance with regulations (IKAI, 2018). For
this reason, in carrying out its duties and functions
as above, the audit committee has characteristics
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that will indicate that the audit committee's duties
have been effective or not. In the study conducted,
the number of audit committee members improves
the quality of financial reporting by providing ac-
curate and timely presentation of financial state-
ment information (Cengiz, 2017). Research results
that are different from research Ozcelik (2020) that
there is no significant relationship between frau-
dulent financial reporting with the number of audit
committee members and fraudulent financial re-
porting. Also in the research of Nurliasari and Tir-
mizi (2020) said that the number of independent
audit committee committees did not effectively
contribute to reducing fraudulent financial repor-
ting.

H»>: The number of independent audit committees

has a negative effect on fraud prevention

The Role of Political Connections in Moderating
The Effect of Internal Audit Organizations Status
on Fraud Prevention

Based on Dicko (2017) the basic assumption
of agency theory is the separation of management
and ownership. In the classical economic model, a
capitalist company is supposed to be owned by
several shareholders spread across the market, each
of whom holds a small share. Shareholders then
hire a professional manager, in return for a sub-
stantial payout, supposed to ensure that share-
holders get a return on their investment.

The position of the internal audit depar-
tment in the company will determine its level of
freedom in carrying out its duties as an auditor.
The position or status of the internal audit de-
partment in a company has an influence on the
breadth of activities and the level of independence
in carrying out their duties as examiners.

Firms with political ties may have strong
incentives to reduce opposition to representations
of political ties. Therefore, it is possible that these
companies will pay more attention to the selection
of auditors who are more certified and increase
accounting transparency compared to non-political
companies.

Hs: Political connection is able to moderate the
influence of the status of the internal audit or-
ganization on fraud prevention

The Role of Political Connections in Moderating
The Effect of The Audit Committee Characte-
ristics on Fraud Prevention

In general, the audit committee has respon-
sibilities in three areas, namely financial reporting,
corporate governance, and corporate control (FCGI,
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2002). Meanwhile, according to the Decree of the
Service Authority Number 55/POJK.04/2015, one
of the duties and responsibilities of the audit com-
mittee is to review the financial information to be
issued by the company such as financial statements
and other financial information, review of com-
pliance with laws and regulations, review on the
implementation of inspections by internal auditors,
and maintaining the confidentiality of company do-
cuments, data and information.

The benefits of companies that have political
connections include it is easier to get projects from
the government, pay less tax burden, and the
government is easier to bailout when the company
is experiencing financial difficulties. Therefore, in-
herent risk will be seen as higher for companies
that have political connections, so that monitoring
costs will be higher (Anggriani et al., 2020).

Piotroski et al. (2007) report that politically
connected firms have less informative financial
reports because they employ low-quality auditors
to hide corporate political cronyism and corruption,
as well as how insiders take personal gain at the
expense of outside investors. Several studies have
suggested that politically connected firms that re-
frain from dealing themselves or exploit their con-
nections to divert corporate resources will prefer
high-quality financial reporting to ensure that
outside investors value this aspect. In the research
of Nugroho (2015) and Ozcelik (2020) the number
of audit committee members has no significant
effect on fraudulent financial reporting. In contrast
to research conducted by Setiany (2017) stated that
the size of the audit committee has a significant

effect on voluntary financial disclosure in Indonesia.

H,4: Political connection is able to moderate the
effect of the characteristics of the audit com-
mittee on fraud prevention.

3. Data and Methods

Approaches to Research and Population

This study uses a quantitative approach in
testing the independent variable and the dependent
variable which have factors that strengthen or
weaken the relationship between the two. The
influencing factor is the political connection that
strengthens or weakens the influence between the
status of the internal audit organization on fraud
prevention and the influence of the characteristics
of the audit committee on fraud prevention. The
population in this study are manufacturing
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companies in the consumer goods industry sector
listed on the Indonesia Stock Exchange for the 2017-
2020 period. There are 34 consumer goods industry
companies listed on the IDX, with details of 13 food
and beverage companies, 4 cigarette companies, 8
pharmaceutical companies, 6 cosmetic and house-
hold goods companies, and 3 household appliances
companies. sample selection by purposive sam-
pling, then the sample of this study amounted to
136 companies.

Variable Measurment

Fraudulent financial reporting variable is
measured using the fraud score model as deter-
mined by Dechow et al. (2012). The F-Score model
is the sum of two variables, namely accrual quality
and financial performance.

F-Score = Accrual Quality + Financial Performance

Determining the status of an internal audit
organization is done by looking at the company's
organizational structure, knowing where internal
audit is located in the company structure. This
variable is measured based on concept according to
Agoes (2017) and the variable measurement design
is presented in table 1.

Table 1. Design Measured Variable

Description Scale
Internal Audit is the President Director's staff 1
Internal Audit is under the Director of Finance 2
Internal Audit is under The President Director 3

& Staff of the Board of Commissioners

Audit committee characteristic variables are
measured based on OJK regulation: 55/POJK.4/
2015. The Independent Audit Committee is mea-

sured:
Y Independent Audit Committee Member

¥ Audit Committee

Audit Committee = x100%
The criteria used to determine having poli-
tical ties refer to research used by Ding et al.
(2014) as follows: 1) President commissioner and/
or independent commissioner hold concurrent
positions as politicians affiliated with political
parties. 2) President commissioner and/or inde-
pendent commissioner hold concurrent positions
as government officials. 3) President commissi-
oner and/or independent commissioner hold con-
current positions as military officials. 4) The pre-
sident commissioner and/or independent com-
missioner is a former government official or for-
mer military official. The value is 1 if the company
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with independent commissioners has political
connections, the value is 0 if it does not have
political connections. Based on the criteria from
Ding, et al (2014) (Matangkin, Leonardus, et al.
2018).

The analysis technique uses Moderated Re-
gression Analysis (MRA). The regression model
used in this study is as follows:

Multiple Linear Regression Analysis

Y =a +1SOAlit + 2KKAit + e
Moderated Regression Analysis (Moderated Re-
gression Analysis)

Y = a + 1 SOAIit + 2 KKAit + 3 IPCit + B4
(SOALi*PCit) + 5 (KKAit*PCit) + e

Description:Y: Fraudulent Financial Reporting; a:
Constant; 1-5: Coefficient of independent variable;
SOAIt: Internal Audit Organization Status; KKAit:
Characteristics of the Audit Committee; Ipcit: Political
Connections; e: Error.

4. Result

Based on the descriptive test results, the in-
ternal audit organization status variable (SOAI) has
an average value (mean) of 2.8235. The minimum
value is 1.00 and the maximum value is 3.00. The
SOAI standard deviation is 0.51471. This indicates
that the quality of the research data is quite good,
because the mean value is greater than the standard
deviation value, which means that the standard
error of each variable is small.

The audit committee characteristic variable
(KKA) has an average value (mean) of 0.4062. The
minimum value is 0.25 and the maximum value is
1.00. The standard deviation value is 0.15431. This
indicates that the quality of the research data is
quite good, because the mean value is greater than
the standard deviation value, which means that the
standard error of each variable is small.

The political connection variable (KP) has an
average value of 0.5147. The minimum value is 0.00
and the maximum value is 1.00. The standard
deviation value is 0.50163. This indicates that the
quality of the research data is quite good, because
the mean value is greater than the standard devi-
ation value, which means that the standard error of
each variable is small.

PreventionFraud (FFR) has an average value
of 0.0262. The minimum value is -076 and the ma-
ximum value is 0.98. The standard deviation value
is 0.27751. This shows that the data changes or
fluctuations in the fraud prevention variable are too
high.
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Based on the Individual Parameter Test Re-
sults, the internal audit organization status va-
riable (SOAI) has tcount > ttable (-3.588 > 1.65648)
with Sig < 0.05 of 0.000. This shows that Ha is
accepted and Ho is rejected. Thus, the internal
audit organization status variable (SOAI) indi-
vidually has a significant negative effect on fraud
prevention (Table 2).

The audit committee characteristic variable
(KKA) has tcount > ttable s (21.629 > 1.65648) with
Sig<0.05 of 0.000. This shows that the characte-
ristics of the audit committee (KKA) individually
have a significant positive effect on fraud pre-
vention.

The interaction variable of internal audit or-
ganization status with political connections
(SOAIXKP) has tcount > ttable (2.253>1.65648) and
Sig<0.05 of 0.026. This shows that the political
connection variable (KP) has a significant positive
effect in strengthening the influence of the internal
audit organization status (SOAI) on fraud pre-
vention.

The interaction variable between audit com-
mittee characteristics and political connections
(KKAXKP) has t-count > ttable (-8.071 > 1.65648)
and Sig < 0.05 of 0.000. This shows that the
political connection variable (KP) has a significant
negative effect in strengthening the effect of the
characteristics of the audit committee (KKA) on
fraud prevention.

Table 2 Hypothesis Testing

B SE t Sig.
(Constant) 0,534 0,079 6,734 0,000
SOAI -0,075 0,021 -3,588 0,000
KKA 0,921 0,043 21,629 0,000
KP -0,124 0,049 -2,529 0,013
SOAIXKP 0,034 0,015 2,253 0,026
KKAxKP  -0,584 0,072 -8,071 0,000

5. Discusssion

The Effect of Internal Audit Organization Status
on Fraud Prevention

The results showed that internal audit or-
ganization status affects fraud prevention. Frau-
dulent financial reporting influenced by the status of
the internal audit organization in a company with
its position in the company's organizational
structure. Internal auditors should be placed in
such a way as to enable them to carry out their
authorities and responsibilities properly and ensure
their patience. With the agency theory approach.
Ineffective management supervision or ineffective
monitoring is one of the biggest causes of fraud in



Internal Audit Organization Status, Audit Committee Characteristics, Political Connections, and Fraud Prevention
Dina Aulia Astuti, Muhamad Tagqji, and Roza Mulyadi

financial statements. Ineffective monitoring is a
condition where there is no effective internal con-
trol system owned by the company. This can occur
because of the dominance of management by one
person or small group, without compensation con-
trol.

Fraudulent financial reporting is caused by a
weak corporate structure, strong internal and
external pressures, and a weak internal control
structure (Kucuk & Uzay, 2009). Also one of the
causes of fraudulent financial reporting is the op-
portunity factor. According to Gagola (2011), op-
portunities will arise because of the weakness of the
internal control system. Companies with weak
internal controls will have many loopholes that
make it an opportunity for management to mani-
pulate financial transactions. So the higher the
internal audit organizational structure in the com-
pany, the less fraudulent financial reporting that
occurs in the company. Therefore, it can be con-
cluded that the status of the internal audit or-
ganization has a significant negative effect on fraud
prevention.

The results of this study support the findings
of Dimitrijevic et al. (2015); Kabuye et al. (2017);
and Fernandhytia & Muslichah (2020). The results
showed that Internal Audit Organization Status
affects Fraud Prevention.

The Effect of The Audit Committee Characteris-
tics on Fraud Prevention

The results showed that the audit committee
characteristic affects fraud prevention.The existence
of an audit committee consisting of at least 3 mem-
bers, one of which is an independent commissioner
of a listed company as a committee leader (chair-
man), while the other party is an independent ex-
ternal and at least one of them has expertise in fi-
nance and accounting, in regulations OJK Num-ber
55/POJK.4/2015. This shows that in this study, on
average, the sample companies only have one in-
dependent commissioner who serves as chairman
of the audit committee as a requirement to comply
with OJK regulations. Based on the results of des-
criptive statistics in this study, the average inde-
pendent audit committee was 0.406 or 40.6%. This
shows that the number of independent commis-
sioners in this sample company is still relatively
low or both have one independent commissioner.
In addition, the existence of an audit committee is
not voluntarily formed by the company, but be-
cause of regulations that require an independent
audit committee in every company. This regulation
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refers to the regulations issued by the OJK, namely
the Financial Services Authority Regulation Num-
ber 55/POJK.04/2015.

Abdullah (2004) states that if an audit com-
mittee is formed for compliance purposes, its ef-
fectiveness can be questioned. If a company esta-
blishes an audit committee with the primary ob-
jective of meeting the requirements, it can indicate
that they were not formed for the purpose of im-
proving the financial reporting process. (Owens-
Jackson. et al., 2009) also found that even when the
audit committee is fully independent, the like-
lihood of fraudulent financial reporting does not
decrease below 28%, suggesting that although the
audit committee can help reduce fraud, there is a
limit to its effect and that liability ultimately falls
on management rather than committee. Therefore,
independence has an association effect rather than
causation.

The results of this study support the findings
of Huang & Thiruvadi (2010); Mohammadi et al.
(2021); and Al-Taee (2022). The results showed that
the audit committee characteristics affects Fraud
Prevention.

The Rule of Political Connections in Moderating
The Effect of Internal Audit Organizations Status
on Fraud Prevention

The results showed that political connections
were able to moderate the effect of internal audit
organization status on fraud prevention. Political
connection is the level of closeness of the com-
pany's relationship with the government according
to (Primasari and Sudarno, 2013). The benefits of
companies that have political connections include
being easier to get projects from the government,
paying less tax burden, and making it easier for the
government to bail out when companies experience
financial difficulties. In his research, Wang et al.,
(2017); Chaney & Parsley, (2010); Chaney et al.
(2007) companies with political connections tend to
have lower financial reporting quality than
companies without political connections.

The position of the internal audit department
in the company will determine its level of freedom
in carrying out its duties as an auditor. The position
or status of the internal audit department in a
company has an influence on the breadth of ac-
tivities and the level of independence in carrying
out their duties as examiners. Kamarudin dkk.
(2012) stated that the independence of the audit
committee is one of the attributes of an effective
corporate governance system. The greater the in-
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dependence of the audit committee, the greater its
ability to provide greater objectivity in monitoring
the company. This is because independent directors
have no personal or economic interest in the com-
pany that could impair their ability to question
management (Abbott et al., 2004).

The Rule of Political Connections in Moderating
The Effect of the Audit Committee Characteristics
on Fraud Prevention

Based on result statistical test results showed
that the political connection variable has a negative
effect. The audit committee has responsibilities in
three areas, namely financial reporting, corporate
governance, and corporate control (FCGI, 2002).
Meanwhile, according to the Decree of the Service
Authority Number 55/POJK.04/2015, one of the
duties and responsibilities of the audit committee is
to review the financial information to be issued by
the company such as financial statements and other
financial information, review of compliance with
laws and regulations, review on the implementa-
tion of inspections by internal auditors, and main-
taining the confidentiality of company documents,
data and information. Firms with political relations
have strong incentives to reduce opposition to
representations of political relations.

The most important characteristics of the
audit committee that have a positive relationship
with the effectiveness of the audit committee are
independence and competence (Bedard and Gen-
dron, 2010; Al-Hadrami, at al., 2020). Rahman and
Ali (2006) stated that an independent and com-
petent audit committee will play a more active,
effective and efficient monitoring role. The inde-
pendence of audit committees is arguably a key
factor in enhancing their role in preventing miss-
tatements in financial statements. Therefore, it can
be concluded that political connections can weaken
the effect of audit committee characteristics on
fraudulent financial reporting.

6. Conclusion and Suggestion

Concluison

This study examines the effect of internal au-
dit organization status and audit committee charac-
teristics on fraud prevention with political connec-
tions as a moderating variable. Based on the dis-
cussion of the research results, the following con-
clusions are obtained: The internal audit orga-
nization status variable has a significant negative
effect on fraud prevention. This shows that the
higher the position of internal audit in a company,
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it can reduce fraudulent financial reporting in the
company. The variable characteristics of the au-dit
committee have a significant positive effect on fra-
ud prevention. This shows that independent mem-
bers of the audit committee are significantly asso-
ciated with an increase in fraudulent financial
reporting in a company. The political connection
variable is able to moderate the effect of internal
audit organization status on fraud prevention.
Having a good internal audit organization status
and political connections can increase fraudulent
financial reporting. The political connection varia-
ble is able to moderate the effect of the charac-
teristics of the audit committee on fraud preven-
tion. Having an independent commissioner on the
audit committee who has political connections can
weaken the influence of the status of the internal
audit organization on fraudulent financial repor-
ting.

Suggestion

This research is limited to companies enga-
ged in the consumer goods industry companies.
For further research, it can be carried out in in-
dustries that have a greater tendency for the role of
political connections. The mining industry is an in-
dustry that has a large political connection
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