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Abstract: The purpose of this study is to obtain empirical evidence about the influence of
compensation suitability, internal control system, the use of information technology, ethical
culture of organization and competency on fraud. The samples of this study are 89 respondents
by using purposive judgment sampling method, which is a sampling with certain criteria. The
population is regional device organization of Bandar Lampung city and Pesawaran district. Data
are collected by using questionnaire survey method with data analysis method using Structur
Equation Model (SEM) with SmartPLS 3,00 The results of this study showed that internal
control system and the use of information technology have a negative effect on fraud. It
demonstrates the advantage of internal control system and the use of information to prevent fraud
behavior in local goverment. While the compensation suitability, ethical culture of organization
and competency have no effect on fraud.
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1. Introduction

Fraud is a concept of violation that has a broad perspe@ve. The Association of Certified
Fraud Examiners (ACFE) mentions fraud as an unlawful act carried out intentionally for certain
purposes (manipulation or giving false reports to others) carried out by people from inside or
outside the organization to gain personal or group benefits that directly or indirectly harms others
(Yudistira, et al. 2017). According to Sawyer (2006), fraud is an act of fraud that includes sharing
irregularities and illegal actions that are characterized by intentional fraud by individuals or
groups with the aim of gaining profit.

The most common type of fraud in government entities is corruption. According to Wilopo
(2006), the ghcts of corruption that are generally carried out are manipulating the recording,
removal of documents and mark-ups which can be detrimental to state finances. Based on the
results of the international transparency survey in 2017, Indonesia ranked 96th out of 180
countries with a value of CPI (Corruption Perception Index) of 37 (news.detik.com, 2017). This
is reinforced by the many cases of misuse and embezzlemerffof state budgets in the government,
as quoted from the publication of Indonesia Corupption Watch (ICW), which recorded 576




corruption cases in 2017. The case caused a loss of Rp 6.5 trillion and bribes of Rp 211 billion
the number of suspects was 1,298 suspects, with the largest number coming from the state civil
apparatus (ASN) from the regional government and the ministry with 495 cases (antikorupsi.org,
2017).

Based on the BPK audit report, Bandar Lampung City and Pesawaran Regency are city
districts that obtain WTP opinions from the BPK in 2017. These opinions cannot necessarily be a
reflection of freedom from administrative and financial issues in their financial governance and
free from corruption, collusion and nepotism. The fact is that there were still a number of fraud
cases that occurred, among others, corruption cases of assistance by poor students in the 2013-
2015 at SMPN 24 Bandar Lampung with losses reaching Rp. 900 million (Lampost.com, 2016).
Corruption cases of death funds by the Head of the City Social agency Bandar Lampung with
forgery of 470 death certificates (kompas.com, 2015). Another case is the alleged corruption of
ship procurement in the Pesawaran District Transportation Agency in 2016 with a project worth
Rp. 403.5 million (Lampost.com, 2017). And the corruption case of the Public Street Lighting
Lamp (LPJU) worth Rp1.330 billion in Pesawaran District was also not free from the indication
of fraud (Saibumi.com, 2017).

Suspect fraud can be identified through elements in Pentagon Fraud Theory proposed by
Howarth (2011). Fraud Pentagon Theory mentions five elements that cause fraud, namely:
pressure is the thing that motivates fraud, opportunity is the method or way someone commits
fraud, rationalization is justification for the perpetrator when committing fraud, competence in
this concept is defined as personal character and ability to play a role the main cause of fraud and
arrogance is considered an attitude of superiority. Meanwhile, there are three types of fraud
classified by ACFE, known as fraud trees, namely asset misappropriation, fraudulent statements
and corruption (Tuanakotta, 2010).

Wilopo (2006) states that unethical behavior and the tendency of accounting fraud can be
reduced by increasing the effectiveness of internal controls, adherence to accounting rules,
morality and eliminating information asymmetry. Similarly, according to Sari et al. (2015) found
that simultaneously the effectiveness of the internal control system, adherence to accounting
rules, perceptions of conformity of compensation and implementation of good governance had a
simy@ianeous negative effect on the tendency of fraud. Whereas Sulastri and Simanjuntak (2014),
said that there was a negative influence between compliance with the internal control system and
the tendency of fraud. This is also reinforced by the statement of Wolfe and Hermans@ (2004)
which states that individual capabilities are personal traits and abilities that cause fraud. Based on
the background that has been explained and the phenomena that emerge starting from the
rampant practices of corruption (fraud) in the government, there are still gaps in research results
and the use of different variables and samples from previous studies, underlying researchers
conducting research related to factors that can influence someone commits fraud that is proxied
by the variable compensation suit, internal control system, utilization of information technology,
organizational ethical culture and competence

2. Ngpterial and Method
2.1 Fraud Pentagon Theory

Fraud pentagon theory is an improvement in the theory of fraud triangle proposed by Cressey
(1953). Howarth (2011) argues that to improve the ability to detect and prevent fraud is by
adding another element, namely competence and arrogance. Then it can be explained §3at there
are five reasons for someone to commit fraud, first there is pressure, namely the desire of
employef to act fraud because of pressure from internal and external parties (Howarth, 2011).
Second, opportunity is an opportunity that allows fraud to occur which is usually caused by the
absence of controling, the weak internal control of an organization and abuse of authority which
results in this opportunity bein@an opportunity for fraudsters to commit fraud. The third element
is rationalization, which is the attitude that allows someone to commit fraud and assume that his
actions are not wrong. Rationalization is done through decisions made consciously when the
fraud perpetrator places his interests above the interests of others. The fourth element is




competence, Howarth (2011) states that the ability of individuals (individual competence) are
personal trajffjand abilities that play a major role. And the last element is arrogance which is
interpreted as an attitude of superiority and greed in part of him who considers that
organizational policies and procedures do not apply personally.

2.2 Fraud

In general, fraud is defined as fraud in the financial sector. Hall (2009) defines fraud as an
intentional act of fraud committed that causes losses to other parties and provides benefits to
fraudsters or their groups. This is in line with that expressed by Sawyer (2006) that fraud is an act
of fraud which includes sharing irreguliliities and illegal actions that are characterized by
intentional fraud by individuals or groups with the aim of obtaining personal or group benefits.

AssfRiation of Certified Fraud Examiners (ACFE) classifies fraud in three groups based on an
action known as the fraud tree, namely Asset Misappropriation, which is the misuse of assets or
assets of the company or other parties. Second, Fraudulent Statement actions taken by officials or
executives of a company or government agency to cover up the actual financial condition by
conducting financial engineering in the presentation of financial statements for profit. Third,
corruption is a type of fraud involving the use of influence by employees in business transactions
in a way that violates their obligations to employers to benefit from it or themselves or others.
(Tuanakotta, 2010).

2.3 ompensation Suitability

According to Griffin (2004), compensation is the financial remuneration provided by the
organization to employees as a reward for their work. In other words, compensation is a
substitute for something in another form that is sufficient to give a certain sense offfjustice to
someone. In the business scope, compensation is a substitute for employment services in the form
of salaries, bonuses, and other employment benefits. Suitability itself is a sense of justice for
what they can and they do. Generally the purpose of providing compensation in addition to
efforts to fulfill the economic needs of employees also aimsfo show the organization's fair
appreciation and treatment to its employees. Compensation can be either physical or non-
physical, which must be calculated and given to the employee according to the sacrifice he has
given to the organization where he works.
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24 I.ntemal Control System

According to the Committee of Sponsorffig Organization (COSO) internal control is a system,
structure or process that is implemented by management and employees in the company that aims
to provide adequate assurance that the control objectives are achieved, including the
effectiveness and efficiency of operations, reliability of financial reportirf, and compliance with
legislation. In line with what was expressed by Mulyadi (2014) the internal control system
includes organizational structures, methods and measures that are coordinated to maintain the
wealth of the organization, check the accuracy and reliability of accounting data, encourage
efficiency and encourage compliance with management policies. According to Mulyadi (2014),
the elements of internal control within the company include, (1) Scope of the Control
Environment, (2) Risk Assessment, (3) Information and Communication, (4) Control Activities,
(5) Monitoring or Monitoring Steps.
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2.5 The Use Of Information geclmology

Wilkinson, et al. (2000) revealed that the use of information technology is the optimal use of
computers (mainframes, mini, micro), software (software), databases, networks (internalet,
intranet), electronic commerce, and other types of technology-related. Information technology as
well as computer technology (hardware and software) for processing and storing information,
also functions as a communication technology for the dissemination of information to produce
quality information, namely relevant, accurate and timely information. Another benefit offered in
the use of information technology is the speed at which information is processed. Therefore, the




use of information technology will greatly help speed up the process of processing financial
transaction transactions and presentation and can reduce the level of fraud committed.

2.6 Ethical Culture Of Organization

Robins (2013) said that the organizational ethical culture is a shared perception shared by the
members of the organization, so that the perception becomes a system and the shared meaning
that is held by its members. While Ivancevich et al., (2006) said that organizational culture is an
important concept, as a perspective to understand the behavior of individuals and groups in an
organization. According to Robins (2013) that in forming an ethical organizational culture, it is
carried out by f@Jowing the principles as follows,

a. Become a visible role model

b. Communicate ethical expectations
c. Providing ethical training
d. Give rewards and penalties for ethical actions
e. Provides an ethical protection mechanism
2.7 Competence

According to Spencer and Spencer (1993) competence is the basic foundation of a person's
characteristics and indicates how to behave, think, equate situations, and support for long periods
of time. In other words, competence is something that someone shows in work every day. Thus it
can be attributed that competence is part of competence flifhe Fraud model. Pentagon Theory in
which competence consists of six components including, position or function in the organization,
intelligence or expertise, belief or ego, ability to coerce others, ability to lie and ability to manage
stress. Whereas according to Spencer and Spencer (1993) compiled groups of competencies in
six clusters, namely, (1) Competence of Achievement and Action, (2) Serving Competencies, (3)
Leading Competencies, (4) Managing Competencies, (5) Thinking Competencies, (6 ) Effective
Personality Competence.

2.8 The Influence Of Compensation Suitability On Fraud

Howarth (2011) in the fraud pentagon theory said that one of the causes of someone
committing fraud is because of an effort to me@needs beyond their capabilities. These efforts
can come from outside pressure. According to Wexley and Yuki (2003) say that an unfair or
inadequate compensation and tedious work can support theft incidents by workers, in this @lke
the theft of the assets of the company or organization. Conversely, if this can be done fairly, this
compensation is expected to reduce the teflency of accounting fraud. Thoyibatun Research
(2009), Sari, et al. (2015) and Pratomo, et al. (2016) shows that with the suitability of
compensation given to empffyees, it will make fraudulent tendencies of these employees difficult
to occur. So the hypothesis in this study is as follows,
H1: Compensation compensation has a negative effect on fraud.

2.9 The Influence Of Internal Control System On Fraud

To achieve accountability, the regional government is obliged to exercise control over the
implementation of government activities guided by PP No. 60 at 2008. Joseph, et al. (2015)
recommend that effective and efficient internal control policies and procedures must be
implemen@ld to prevent and detect fraud within the district treasury andffother institutions. In
addition, effective internal controls will close the opportunity for a tendency to cheat in
accounting. Internal control is a tool to put the auditor's trust in the release of financial statements
from possible errors and fraud. This is implied by the results of the Wilopo (2006) study which
states that internal control tends to be effeffive in suppressing accounting fraudulent practices.
Thoyyibatun (2012) also in his study said that the effectiveness of internal controls will have a
negative influence on the level of accounting fraudulent tendencies. The mor@jeffective the
internal control, the less the level of accounting fraud in an organization. Based on this
description, the hypothesis in this study are:




H2: The Internal Control System has a negative effect on fraud.

2.10 The Influence Of The Use Of Information Technology On Fraud

In Government Regulation Number 65 of 2010 it is sl that in order to realize accountability
and transparency in regional financial management, the use of information technology is a need
that must be fulfilled, to help manage data faster, effectively and efficiently. With the
implementation of a system based on the use of technology, the agency can reduce errors and
deviations by changing procedures that are usually done manually with programmed controls that
implement the function of supervising and controlling each transaction processed, because all
activities will be recorded more systematic (Korompis, 2013). In addition, the use of technology
in the government sector will reduce the presence of face-to-face interactions between apparatus
and other stakeholders, as well as in the forwarding of e-government, e-tender or e-procurement
that can prevent fraud (Elder, et al., 2013).

Therefore, the us@gof information technology greatly influences the effectiveness of fraud
prevention systems. With the use of optimal information technology, all work support system
programs which are techniques in fraud prevention systems can be implemented more effectively
and efficiently. As stated by Huslina, et al. (2015) and Korompis (2013) that the use of
information te@nology has a positive effect on the effectiveness of fraud prevention systems. So,
the hypothesis in this study are as follows, namely:

H3: The Use of information technology has a negative effect on Fraud.

2.11 The Influence Of Ethical Culture Of Organization On Fraud

In the theory of rationalization put forward by Howarth (2011), the ethical culture of the
organization is included in the element of rationalization, which is considered as a justification
that has been commonly done within the organization or is already common, even though the
nature or culture is wrong. So that it can be said, if an act of fraud is carried out in an
organization is something that is @prmal and normal to do, then everyone in the organization will
tend to commit fraud. Just as the research conducted by Rae and Subramaniam (2008) shows that
in a more ethical environment, an employee wiljbe more inclined to carry out or run company
regulations, and avoid fraudulent acts within the agency, this ethical environment can be assessed
in the presence organizational ethical culture and organizational congitment. This is in line with
the research conducted by Pramudita (2013), Apriadi (2014), stating that the ethical culture of the
organization negatively influences the occurrence of fraud in the government sector. Based on
the explanation above, the hypothesis in this study is formulated as follows:
H4: Ethical Culture of Organizations negatively affects fraud.

2.18The Influence Of Competence On Fraud

Competence is the basic foundation of a person's characteristics and indicates how to behave,
think, equate situations, and support for long periods of time (Spencer and Spencer, 1993). With
these competencies, someone can understand the weaknesses of the existing system. Howarth
(2011) states that one of the traits possessed by fraudsters is intelligence and creativity. The
ability to recognize weaknesses in work procedures and internal controls generally becomes the
capital of fraudsters to commit fraud. With its creativity, actors can penetrate the internal control
system and take personal advantage (Pratomo, et al., 2016). This is in line with the ACFE study,
Report To The Nation 2010 which states that fraudsters have a high level of education and
Pratomo, et al. (2016) which states that competence has an influence on fraudulent actions. Based
on the explanation above, the hypothesis in this study is formulated as follows:
HS: Competence has a positive effect on fraud.
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2.13 Analysis Method - Outer Model Testing
Outer models are often also called (outer relations or measurement models) that define how
each indicator block is related to its latent variables. This measurement model (outer model) is
used to test construct validity and instrument reliability. Validity test in this study was measured
by convergent validity and discriminant validity with values more than 0.7 was considered very
high. While reliability testing is done by analyzing Cronbach's alpha and comsite reliability. In
accordance with the rules used, Cronbach's alpha of more than 0.7 indicates a very high level of
reliability (Ghozali, 2014).

2.14 Analysis Method - Inner Model Testing

The structural model (inner model) is a model for predicting the causality relationship
between latent variables. The structural model (inner model) is evaluated using R-square for the
dependent construct, and the Coefficient (B) Path.

2.15 Analysis Method - Hypothesis Testing

Testing the hypothesis of compensation suitability, internal control systems, the use of
technology, organizational ethical culture, competeige and fraud is done by comparing the
results of t-statistics (path coefficient) with t-table. If the t-statistic is higher than the t-table
value, it means that the hypothesis is supported or accepted. In this study for 95 percent
confidence level (alpha 95 percent) then the t-table value for the hypothesis o = 5% is> 1.96
(Ghozali, 2014).

3. Results

The data in this study were collected by distributing physical questionnaires to the state civil
apparatus working in the OPD of Bandar Lampung city and Pesawaran District with a sample
criteria that had been determined as many as 100 questionnaires. With a return rate of 89
questionnaires or 89%, the details are as follows:

Table 1 - Percentage of Distribution and Return of Questionnaires

No. Information Total Percentage
1. | Distributed questionnaire 100 100%
2. | Retuming questionnaire 94 946%
3. | Questionnaire that doesn't return 6 6%
4. | Questionnaires that do not fit the criteria 5 5%
5 Questionnaires that can be processed and analyzed 89 §9%

Sumber: Data primer yang diolah (2018)

Table 2 — Convergent Validit Test

Variable AVE
Compensation Suitability 0.815
Internal Control System 0.838

The Use Of Information Technology 0.832
Ethical Culture Of Organization 0.785
Competence 0911

Fraud 0.778

Sumber: Output PLS, data diolah (2018)

From Table 2, is can be seen that if the constructs from all variables have the value of AVE
> 0.7 with the lowest score is 0.785 on the construct of ethical culture of organization. This score
shows that a latent variable has been able to explain more than half of variants from its indicators
in the average. Therefore, the constructs of study have good data convergent validity value.




Table 3 - Cronbach’s Alpha dan Composite Reliability

Cronbach’s Alpha | Composite Reliability

Compensation Suitability 0.874 0.908 Reliable

Internal Control System 0.865 0.904 Reliable

The Use Of Information 0.773 0.870 Reliable
Technology

Ethical Culture Of 0.846 0.889 Reliable
Organization

Competence 0.933 0.951 Reliable

Fraud 0.836 0.884 Reliable

Sumber: Output PLS, data diolah (2018)
Based on Table 3, if the value of composite reliability > 0.7 in all constructs, with the lowest
value of 0.884 in fraud and cronbach’s alpha in all constructs also has the value above 0.7 with

the lowest value in fraud of 0.836, it can be concluded that all constructs have good reliability.

Table 4 - HypdZhesis Test Result

Original Sample Standard t-Statistic P Value
Sample Mean Deviation
Xl->Y 0.107 0.104 0.081 1.322 0,187
X2->Y -0.199 -0.204 0.086 2316 0,021
X3->Y -0.379 -0.372 0.108 3.514 0.000
X4->Y 0.348 0.350 0.099 3.508 0.000
X5->Y -0.120 -0.1%) 0.104 1.146 0.252

Sumber: Output PLS, data diolah (2018)

Based on Table 4@jt is known that the effect of compensation suitability on fraud. It is
known that t-statistics value is 1.322 < 1.96 and p-value is 0.187 > 0.05 with path coefficient
value of 0.107 which shows there is no negative and significant effect of compensation suitability
of fraud. Therefore, H1 of this study is not supported.

Hypothesis H2 is the internal controlling system affects fraud. It is known that t-statistics
value of 2.316 > 1.96 and p-value of 0.021 < 0.05 show that there is significant effect, and path
coefficient value of -0.199 shows that variable internal controlling system effectiveness
negatively and significantly affects variable fraud. Therefore, H2 of this study is supported.

Hypothesis H3 is the use of information technology on fraud has t-statistics value@f 3.514 >
1.96 and p-value of 0.000 < 0.05 with path coefficient value of -0.379. It shows that variable of
the use of information technology negatively and significantly affects variable of fraud, so H3 of
this study is supported.

Hypothesis H4 is the ethical culture of organization affects fraud. It is known that t-statistics
value is 3.508 > 1.96 and p-value is 0.00 < 0.05 with path coefficient value of 0.348 which shows
there is no negative effect of ethical culture of organization affects on fraud. Therefore, H4 of
this study is not supported

Hypothesis HS5 is the competence affects fraud. It is known that t-statistics value is 1.146 <
1.96 and p-value is 0.252 > 0.05 with path coefficient value of -0.120 which shows there is
negative and no significant effect of competence on fraud. Therefore, HS of this study is not
supported.

4. Discussion

The results of the first hypothesis are not supported. This can happen because someone's
satisfaction is something that has no limits. In accordance with the theory put forward by
Bologna, et al. (1987) based on GONE Theory, some people behave deviant in terms of behaving
fraud is because of greed. Where is the nature of someone who is greedy will always feel




dissatisfied with what he has achieved and will always try to get things that are desired in various
ways.

In fact, in Indonesia the perpetrators have high income and occupying positions. This
indicates that fraud does not always occur because compensation factors are considered
inappropriate. This research is in line with the research of Wilopo (2006) and Siregdfand Mufid
(2018) which state that the appropriate compensation given does not reduce the tendency of
accounting fraud.

Based on the results of this study which shows the results that internal control has a
significant influence on prevention of fraud. With the existence of well-implemented internal
controls, this might reduce or prevent the possibility of fraud in the organization. This is
consistent with the theory expressed by Sawyer which states that the function of the internal
control system to prevent, detect things that are not desirable and direct the things that are
@sired. The results of this study are in accordance with Purwitasari's (2013) study of the
influence of internal control in prevention of fraud. The results of his research show that internal
control has a positive and significant effect on fraud prevention.

The use of information technology in an organization can be a great opportunity in
supporting an agency's internal control system to prevent fraud. IT systems can reduce errors and
deviations by replacing procedures that are usually done manually with programmed controls that
implement the function of supervising and controlling each transaction processed (Korompis,
2014). And this research is in line with the research of Huslina, et al. (2015) which states that the
use of information technology has a positive effect on the effectiveness of fraud prevention
systems.

The results of this fourth hypothesis are not supported, it could happen because of the
presence of unclear witnesses and the absence of means to report if there was an act of fraud
committed by an employee could be the cause of this. This is not in line with the statement of
Robbins and Judge (2013) about ethical organizational cyfjure where organizational culture tends
to form high ethical standards among its members. The results of this study are in line with the
research of Sulastri and Simanjuntak (2014) and Faisal (2013) who found that the ethical culture
of the organization had no effect on fraud.

The fifth hypothesis explains that the high and low competencies a person has does not
guarantee that someone is able to commit fraud. Where this is reinforced by the fact that
corruption has occurred in Indonesia and the perpetrators have penetrated from all walks of life,
from low-level employees to high-ranking officials. In addition, the competencies contained in
Law No. 5 of 2014 concerning State civil apparatus explain that the competency of an ASN
consists of technical, managerial and socio-cultural competencies in which all three competencies
require work experience and knowledge that can be interpreted by both think many times to do
things that are deviant because with the experience they get and the knowledge they have they
know better what things will result in their work if they commit fraud. This research is in line
with Siregar and Mufid's research (2018) which states that competence does not affect fraud.

5. Conclusion

This study aims to examine whether there is effect of compensation suitability, the internal
controlling system, the use of information technology, ethical culture of organization and
competence on fraud at local goverment by using 10 agency @ Bandar lampung City and
Pesawaran district as the sample of study. The result of testing in this study concludes that there
is negative and significant effect of internal controlling system and the use of information
technology on fraud. This result proves the advantage of governance reinforcement to prevent
fraud behavior in local goverment. Meanwhile, variable compensation suitability, ethical culture
of organization and competence do not affect the fraud.




6. Limitations

Limitations in this study include, there are still many other factors that influence a person's
actions to commit fraud to commit fraud to be able to explain overall about fraud, this study uses
purposive sampling, which is determining the sample that has certain criteria, the questions posed
in this questionnaire still cannot represent the whole of each variable in this study, data collection
techniques in this study are using questionnaires. The limitations of the study using a
questionnaire that is sometimes the answers given by the respondent do not indicate the real
situation
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