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ABSTRACT
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CHAPTER I
INTRODUCTION

1.1  Background

Fraud is an intentional act by one or more individuals among management,
those charged with governance, employees, or third parties, involving the use of
deception to obtain an unjust or illegal advantage (IASB, 2009). The other
definition of fraud in Association of Certified Fraud Examiners (2012), the
occupational fraud is the use of one’s occupational for personal enrichment through
the deliberate misuse or misapplication of the employing organization’s
resources or assets.

The Association of Certified Fraud Examiners (ACFE) describes the fraud
trees schematic namely fraudulent statements, asset misappropriation, and
corruption. In this research, it is known that fraud is a problem that is increasingly
happening nowadays and a threat to the world, especially in Indonesia. The
perpetrators who be fraudster are carried out by all level of group management in
company. It should get more attention on how to suspending it. To think of all the
repercussions and solutions need to mitigate fraud nowadays, and hope that there
will be no fraud in the future.

Asset management in a company is not always right, there are often errors
and fraud in asset management. Untruthful management of assets caused by
unintentional mistakes is called an error, if the untruthfulness of asset

management is caused due to intentional mistakes by perpetrators who have bad



intentions, then this is called fraud. Mismanagement of assets can lead to
suspicion that will indicate fraud within the company, where fraud is referred to as
asset misappropriation. Asset misappropriation is an important issue
commendable of discussion particularly in current economy. Asset
misappropriation involves the use of deception to obtain an unjust or illegal
advantage.

Based on the survey of Association of Certified Fraud Examiners (2016)
stated that misappropriation of assets that occurred in Indonesia amounted to 31%
and 19% fraud caused by asset misappropriation that losses in Indonesia. It is an
intentional act by one or more individual, such as management, employees, or
their parties (SAS N0.99, 2002). Asset misappropriation scheme based on ACFE
consists of theft of cash on hand, skimming, cash larceny, billing schemes, payroll
schemes, expense reimbursement schemes, check tampering, register
disbursements, and inventory and all other assets.

Association of Certified Fraud Examiners (2018) survey on Asia-Pacific
edition proven that Indonesia was occupy third ranks of fraud cases with 29 cases
during 2018. The survey also shows that asset misappropriation is ranked highest
by 80% compared with corruption and financial statement fraud by 51% and 13%.
The case of fraud that caused by asset misappropriation, such as noncash 25%,
expense reimbursements 17%, cash on hand 13%, check and payment tampering
8%, cash larceny 8%, skimming 7%, payroll 4%, and disbursements 3%.

In the last few years there have been cases of fraud and alleged negligence

of auditors who were able to shake the world of accountants and auditors such as



the case of Enron, WorldCom, Xerox, and Investment Securities LLC which
occurred due to fraudulent acts in financial reporting conducted by the CEO of the
company concerned. In Indonesia, according to Sulistiawan, et.al (2011) there
have been many cases that occurred due to fraud such as the case of PT Ades
Alfindo Putrasetia or nor known as PT Akasha Wira International Tbk., Indofarma
(Persero) Tbk., PT Bank Lippo, and PT National Gas Company.

Recently, there have been cases based on Prasetyanto (2018) and
Ramdhani (2018) that related to fraud, among others case of PT BPR Multi Artha
Mas Sejahtera revealed the misappropriation of customer funds worth Rp6.28
billion by the company’s Commissioner and also the alleged cases of asset
misappropriation belonging to the Ministry of Youth and Sports conducted by
Roy Suryo. From that cases, fraudulent act has related to behavior who plays a
role in this fraud. In addition, there were cases of fraud involving PT Barata
Indonesia (Persero) such as the sale of company assets made by Mahyuddin
Harahap as a human resource development and finance director, for personal
purposes causing losses to the country (Rastika, 2011; and Tempo.co, 2012).

International Standards on Auditing 240, asset misappropriation involves
the theft of an entity’s assets and often perpetrated by employees in relatively
small and immaterial amount (IASB, 2009). In addition, it also involved the
management who are usually more able to disguise or conceal misappropriations
in a manner that is difficult to detect. It because the management who has duties
and responsibilities in their company both to company and shareholders. The

management must to effort the company doing well that can get profit and how to



get or make the investors still investment to their company. This condition can be
an opportunity to do fraud. Because of difference interest between managers and
shareholders. The managers can be unethical if they in the pressure condition or
have the opportunity or have not the integrity in their-self.

From the previous research Ajzen (1991) article suggest that auditors
should evaluate the ethics of management through the components of the Theory
of Planned Behavior; the assessment of attitude, subjective norms, perceived
behavioral control and moral obligation. Therefore, it is potentially important that
the professional standards that are related to fraud detection strengthen the
emphasis on manager’s behavior that may be associated with unethical behavior.
The people who have ethics will encourage them self to always behave honestly in
any situation.

Integrity is one of the reasons that fraud occurrence can detect or not.
Fraud will no longer arise in the event that they have integrity and will make the
ethically selections (Gbegi and Adebisi, 2013). While humans have integrity, it's
going to discourage them to try these fraudulent activities, which that absolutely
behavior became incorrect to do and it will jeopardize their perception to act
clearly. Chen et al. (2013) states that managers who have high integrity have a
tendency to follow the company’s regulations and processes, which leads them to
act ethically and mechanically avoid fraud activities.

Integrity is one in all essential fee to minimising the incidence of asset
misappropriation. The result additionally discuss that minimising fraud risk

factors is important in decreasing the incident of asset misappropriation (Bakri et



al., 2017). Another research by Irianto et al. (2012) stated that integrity is a
subjective element, integrity each people are distinct. If someone have integrity, it
will inspire itself to be honest and obedient to the corporation rule and regulation,
which that can prevented someone to do fraud.

Cressey (1953) states that the first concept was used to detect fraud
namely fraud triangle theory which consist of three components, such as pressure,
opportunity and rationalization. Fraud triangle concept adopted in SAS 99, with
the aim to increase effectiveness in detecting fraud auditor to assess risk factors
for enterprise fraud (Skousen et al., 2009).

Several research were discussed in order to discover why they do
fraudsters act. The research from Cressey (1953) discuss approximately the
factors contributing to fraudulent activities, it called Fraud Triangle idea. through
the years, fraud triangle idea has grown into the fraud diamond concept. The
Fraud Diamond concept delivered by Wolfe and Hermanson (2004) states that
there had been four elements might be fraudulent activities among people: the
person has strain or incentive to commit fraud, that individual has a possibility
that allows the fraudster act out like conduct, that individual has rationalization
problems or mindset to commit fraud, and that individual who has capability or
ability to commit fraud.

The occurrence of fraud in asset misappropriation whose slow detection
will affect the company’s losses. The organization and auditor must have ability to
identify quickly the occurrence of asset misappropriation, it become a necessity to

be prevented of fraud. In this research, fraud will be occurred by several factors of



fraud diamond theory, such as pressure or incentive, opportunity, rationalization
and capability.

Bakri et al. (2017) discuss the effect of fraud risk elements using triangle
concept and integrity on asset misappropriation inside the Royal Malaysian
Police. Further, the studies additionally examines whether integrity the
relationship among fraud risk elements and asset misappropriation. Different from
Bakri research, in this research adds manager’s behavior variable, uses diamond
theory as fraud risk elements, and still uses integrity variable as moderator
variable on asset misappropriation at the Banking office in Palembang. The
survey results according to Association of Certified Fraud Examiners (2018)
shown that banking and financial services are ranked as the second largest fraud
company, with 11% or 25 cases of fraud. That means banking and financial
services have great chance to commit fraud.

This research, integrity as one of factors that influence the occurrence of
asset misappropriation, because the company whose low integrity can affect to the
company bankrupt like the case of Enron, WorldCom, Xerox and other. Integrity
is one thing that important for every people have. Everyone has different integrity
depending on the behavior of that person. If someone behaves badly or unethical
then the bad action like perpetrator of fraud. Conversely, if someone behaves well
on ethic then the good action it does.

The research, employees and managers in banks are possibility to doing
fraudulent action especially managers. It’s because the manager has such great

duties and responsibilities in the company that have risk to doing fraud in this case



asset misappropriation. Association of Certified Fraud Examiners (2018) survey
provide that the highest fraud perpetrator is occupied by managers 41%, employee
30%, and owner / executive 26%. According the description, the research interest
to make this research with the tittle “Mitigating Asset Misappropriation
through Manager’s Behavior, Fraud Risk Elements, and Integrity as

Moderating Variable: Evidence from Banking Office in Palembang”.

1.2 Problem Formulation

The problem formulation of this research, as follows:

1) Does attitude toward the fraud has effect to mitigate asset
misappropriation on the Banking office in Palembang?

2) Do subjective norms have effect mitigate asset misappropriation on the
Banking office in Palembang?

3) Does perceived behavioral control has effect to mitigate asset
misappropriation on the Banking office in Palembang?

4) Does moral obligation have effect to mitigate asset misappropriation on
the Banking office in Palembang?

5) Does pressure have effect to mitigate asset misappropriation on the
Banking office in Palembang?

6) Does opportunity have effect to mitigate asset misappropriation on the
Banking office in Palembang?

7) Does rationalization have effect to mitigate asset misappropriation on the

Banking office in Palembang?



1.3

8) Does capability have effect to mitigate asset misappropriation on the
Banking office in Palembang?

9) Does integrity can moderate attitude toward the fraud in mitigating asset
misappropriation in banking office Palembang?

10) Does integrity can moderate subjective norms in mitigating asset
misappropriation in banking office Palembang?

11) Does integrity can moderate perceived behavioral control in mitigating
asset misappropriation in banking office Palembang?

12) Does integrity can moderate moral obligation in mitigating asset
misappropriation in banking office Palembang?

13) Does integrity can moderate pressure in mitigating asset misappropriation
in banking office Palembang?

14) Does integrity can moderate opportunity in mitigating asset
misappropriation in banking office Palembang?

15)Does integrity can moderate rationalization in mitigating asset
misappropriation in banking office Palembang?

16) Does integrity can moderate capability in mitigating asset

misappropriation in banking office Palembang?

Research Objective
The objective of this research, as follows:
1) To find out whether attitude toward the fraud can mitigate asset

misappropriation on the Banking office in Palembang.



2)

3)

4)

5)

6)

7)

8)

9)

To find out whether subjective norms can mitigate asset misappropriation
on the Banking office in Palembang.

To find out whether perceived behavioral control can mitigate asset
misappropriation on the Banking office in Palembang.

To find out whether moral obligation can mitigate asset misappropriation
on the Banking office in Palembang.

To find out whether pressure can mitigate asset misappropriation on the
Banking office in Palembang.

To find out whether opportunity can mitigate asset misappropriation on the
Banking office in Palembang.

To find out whether rationalization can mitigate asset misappropriation on
the Banking office in Palembang.

To find out whether capability can mitigate asset misappropriation on the
Banking office in Palembang.

To find out whether integrity can moderate attitude toward the fraud in

mitigating asset misappropriation in banking office Palembang.

10) To find out whether integrity can moderate subjective norms in mitigating

asset misappropriation in banking office Palembang.

11) To find out whether integrity can moderate perceived behavioral control in

mitigating asset misappropriation in banking office Palembang.

12) To find out whether integrity can moderate moral obligation in mitigating

asset misappropriation in banking office Palembang.
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13) To find out whether integrity can moderate pressure in mitigating asset

misappropriation in banking office Palembang.

14) To find out whether integrity can moderate opportunity in mitigating asset

misappropriation in banking office Palembang.

15)To find out whether integrity can moderate rationalization in mitigating

asset misappropriation in banking office Palembang.

16) To find out whether integrity can moderate capability in mitigating asset

1)

2)

misappropriation in banking office Palembang.

Research Benefit

The benefit that can obtained from this research are as follows:

Theoretical Benefit

The result of this study is expected to be input for the development of
theories related to the influence of integrity, manager’s behavior, and fraud
risk elements to mitigate asset misappropriation on Banking office in
Palembang and that can be used as references for subsequent research.
Practical Benefit

The results of this study are expected to be useful for the Banking Office
in Palembang to consider this research to prevent fraud and can provide
additional information related to mitigating fraud, in this case the misuse

of assets.

10
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