
Fraud Detection in Local Government (Case
Study: Lampung Province)

Navira Erliani(B), Lindrianasari, and Rindu Rika Gamayuni

Economics and Business Faculty, Lampung University, Bandar Lampung, Lampung, Indonesia
naviraerliani@gmail.com

Abstract. Fraud in the government sector does not only mean corruption, but can
also be interpreted as actions taken by public officials and other parties who are
involved in unfair and illegal actions in using the trust that is authorized and given
by the community for the benefit of certain parties. The current phenomenon is that
many state civil servants and public officials no longer have integrity because they
have been affected by bribery and bribery activities, so they are no longer oriented
towards serving the community. This study aims to conduct an analysis using
the fraud hexagon model, namely pressure, opportunity, rationalization, ability,
ego, and collusion on fraud detection in local governments with a case study in
the province of Lampung from 2020 to 2021. This study uses analytical methods
quantitative. The results of this study indicate the influence of each element on
the fraud hexagon.
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1 Introduction

Fraud can be interpreted as an unlawful act committed by people from within and or
outside the organization, with the intention of obtaining personal and or group benefits
that directly harm other parties. In terms of delegation of authority from the central
government to local governments, which is referred to as regional autonomy, it can be
a phenomenon of potential transfer of fraud from the center to the regions. Based on
research conducted by ACFE Indonesia, in 2019 the total loss due to fraud reached
Rp. 873,430,000,000 with 239 fraud cases. Corruption is one of the types of fraud with
the highest percentage being 64.4%, followed by asset abuse with a percentage of 28.9%
and fraudulent statements 6.7% (ACFE Indonesia, 2020).

The Indonesian CorruptionWatch (ICW) report also shows that state financial losses
caused by corruption cases reached Rp 26.83 trillion in semester 1 of 2021. This number
increased by 47.63% when compared to the same period in 2020 which was Rp. 18.17
trillion. The number of corruption cases found by law enforcement officers (APH) in
that period was 209 cases with a total of 482 suspects who were processed by law Fig. 1.

Meanwhile, based on the corruption perception index (CPI) Indonesia 2021 is at
number 38 on a scale of 0–100. This is known from data released by Transparency
International Indonesia (TII). The Corruption Perception Index or Corruption Perception
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Fig. 1. Trend of Enforcement of Corruption Cases in Semester I for 5 Years

Index is a description of the condition of corruption in a country. The lower the score
obtained by a country, the more severe the corruption in that country Fig. 2.

From several previous studies found in accredited Indonesian journals and interna-
tional journals, there has not been much use of the fraud hexagon theory as the basis for
research analysis, such as research by [1]which uses triangle fraud theory in Regional
Government, [2] which uses the fraud triangle theory to analyze the factors that influ-
ence corruption in local governments in Central Java. Research from [3] uses financial
ratios to measure the factors that cause corruption in local governments, namely by
using regional financial efficiency variables, Regional Financial Performance, financial
solvency, and regional independence.

Researchers update proxies in the fraud hexagon element, namely the collusion
element. Researchers try to find and determine the relationship factors that lead to fraud
based on the fraud hexagon theory. On the basis of the description that the researcher has
conveyed in the previous discussion, the researcher is interested in researching related
to the title “Detection of fraud in local governments in Indonesia, Case Study: Lampung
Province”.
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2 Literature Review

1. Theoretical Basis

1.1 Agency Theory

Jensen & Meckling (1976) describe agency relationships: “Agency relationship as
a contract under which one or more person (the principals) engage another person (the
agent) to perform some service on their behalf which involves delegating some decision
making authority to the agent”.

1.2 Fraud Taxonomy.

Association of Certified Fraud Examiner (ACFE) classifying fraud into asset misap-
propriation, fraudulent statement, and corruption (Priantara 2013). This grouping based
on the analogy of branches and twigs is what causes this classification of fraud to be
called the fraud tree or fraud taxonomy. The fraud tree or fraud taxonomy was first intro-
duced by ACFE in 2008 in the Report of the Nations on Occupational Fraud and Abuse.
In the future, the concept related to fraud tree is widely used because it can contextually
identify fraud related.

1.3 Fraud Theory

In general, fraud is defined as any attempt that aims to deceive or present something
wrong to another party. Fraud can also be interpreted as an effort to direct all the means
that can be used, then encouraged by someone to gain advantage from others through
improper delivery, including all surprises, deceit, misdirection and all that is unfair to
commit fraud [4].

1. Hypothesis Development

1.1 There is a positive influence between the factors of pressure on fraud in local
governments.

The results of the study by [5] showed that the pressure has no effect on fraudulent
financial reporting, [6] states that pressure is a factor of fraud gives negative effect on
local government fraud in Indonesia. This is not in line with the research conducted by
[2] which shows that the pressure factor which is proxied by the capital expenditure
variable has a positive and significant effect on corruption. The same results were also
obtained from the research of [7] which stated that the pressure factor, as measured by
the ratio of regional autonomy and local revenue, affects the incidence of fraud. so that
the hypothesis is H1: There is a positive effect between the factors of pressure on fraud
in local governments.

1.2 Opportunity factors have a positive effect on fraud in local governments.

A large number of assets from an area indicates that the area has a large size and has
the ability to carry out its economic activities. Research by [8] and [6] found that capital
expenditure has a positive effect on opportunities for corruption in local governments.
This is not in line with research conducted by [9] and [5] that states that the opportunity
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element has no effect on fraudulent financial reporting. So, the hypothesis is H2: There
is a positive influence between the opportunity factor for fraud in local governments.

1.3 Rationalization has a negative effect between rationalization factors on fraud in local
governments.

In the research conducted by [10, 11] and [12] proved that there is no influence
between internal control factors on the tendency of accounting fraud. However, this
is not in line with the research conducted by [13, 14] and [15] which state that the
government’s internal control system has an effect on the tendency of accounting fraud.
So, the hypothesis is H3: There is a negative effect between rationalization factors on
fraud in local governments.

1.4 the capability factor has a negative effect on fraud in local governments.

Capacity or competence is the fourth element in the fraud hexagon theory, namely
the ability of management to commit fraud in its own interests, so that management
as an agent does not act in the interests of the principal [16]. This element shows that
high-level fraud will not be possible by parties who do not have the capability [17].

Research conducted by [1, 2], and [6] did not find the effect of the capability element
of internal audit on corruption in local government. However, this is not in line with the
research conducted by [18–20] which states that the capability of the internal audit
unit/APIP and bureaucratic reform have a significant effect in reducing the number of
corruption cases in local government. So, the hypothesis is H4: There is a negative
influence between the capability factor on fraud in local governments.

1.5 Arrogance has a positive effect on fraud in local governments.

Arrogance is the behavior of arrogance and selfishness of someonewho feels capable
of carrying out his fraudulent actions, thus creating high confidence that the person will
not be caught cheating and will not be penalized [21]. Research conducted by [22]; [23]
and [24] mention the results that arrogance has a positive effect on fraud. However, this
is not in line with research conducted by [25] and [26] which show that the element of
arrogance has no effect on the occurrence of fraud. So, the hypothesis is H5: There is a
positive influence between the arrogance factor on fraud in the local government.

1.6 Collusion has a negative effect on fraud in local governments.

Awell-constructed whistleblowing systemwill certainly provide certainty of protec-
tion to witnesses or reporters for an indication of a violation committed by an employee.
The implementation of these system policies will then have an impact on the formation
of a good local government governance culture. Even in some developed countries such
as Hungary, South Korea and the UK, the encouragement to report collusion in the com-
pany is given appreciation by awarding the WBS reporting party or called the leniency
policy [27].

Various studies have shown that the whistleblowing system has a positive effect on
fraud prevention ([28, 29]; [30]) which states that by implementing a good whistleblow-
ing system in an organization, integrity and Openness will be formed so as to prevent
fraud.However, other studies have shown that thewhistleblowing systemhas no effect on
fraud prevention because there is no data protection and the identity of the complainant
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so that it affects employees in reporting fraudulent acts [31] and [32] which states that
the Whistleblowing hotline has a significant negative effect on internal fraud. So, the
hypothesis is H6: collusion factors have a negative effect on fraud in local governments.

3 Methodology and Data Analysis

The population in this study are all local governments in the Lampung province in the
2020–2021 fiscal year which have corruption cases and have been decided by the first
level court of each region.

1. Variable Operation

The dependent variable used in this study is fraud, with the measurement used in the
form of a dummy. 1 is given if there is fraud in local government and 0 if there is no
fraud in local government.

2. Research Model

The research model can be written systematically as follows:
Fraud Detection = α + β1 pressure + β2 Opportunity + β3 Rationalization + β4

capability + β5 arrogance + β6 collusion + ε.

4 Research Result and Discussion

1. Descriptive Statistics

From 6 variables, there are 5 variables whose standard deviation values are smaller
than the average value, meaning that these 5 variables are spread out with relatively
small deviations so that the data in this study can be said to be quite good. 1 variable has
a minus value, resulting from the calculation of the pressure variable which is proxied
by regional financial performance (Table 1).

In the pressure variable, local financial performance has a min value of -0.086 and a
max value of 0.126. The mean value obtained is -0.00223. The value of std deviation of

Table 1. Descriptive Statistics

Pressure
Oppo
rtunity

Ration
alization

Capab
ility

Arrog
ance

Coll
usion

Min -0,86 5,528 0 0 0 0
Max 0,126 27,17 1 1 1 1
Mean -0,0022 13,99 0,7333 0,8 0,77 0,17
Std. Dev
Sum
Median

0,047      5,45     0,4498      0,407    0,43     0,38
-0,066     419,8 22           24       23 5

-0,0065     12,66             1             1         1          0
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financial performance data is .047258. The total financial performance data for 2 periods
is -0.066 and the median value is -0.0065.

In the opportunity variable, The capital expenditure ratio data has a min value of
5,258, and a max value of 27,165. The average capital expenditure ratio data is 13,994.
The deviation std value in the spending ratio data is 5.458926. The total expenditure
ratio data obtained from 2 periods is 419,822 and the mean value is 12.6645.

In the rationalization variable, SPIP Level data obtains a min value of 0 and a max
value of 1. The average of the two-period SPIP level data is 0.7333 and the std deviation
value is 0.44978. In the capability variable, APIP Level data obtained a min value of
0 and a max value of 1. The average of the two-period APIP level data was 0.800 and
the std deviation value was 0.40684. The total amount of data obtained based on two
periods is 24.

In the arrogance variable, Dualism data obtained a min value of 0 and a max value of
1. The average Dualism data obtained from two periods was 0.7667 and the std deviation
value was 0.43018. In the collusion variable, WBS data obtained a min value of 0 and a
max value of 1. The average WBS data obtained from two periods was 0.1667 and the
std deviation value was 0.37905 (See Table 2).

2. Hypothesis Test

1. There is a positive influence between the factors of pressure on fraud in local
governments

H1 is not supported the factors of pressure has no effect on fraud in local governments,
contradicts the research of [2] and [7] but supports the research of [5] and [6]. [6]

Table 2. T-statistic test

Coefficientsa

Model Unstandardized
Coefficients

Standardized
Coefficients

t Sig.

B Std. Error Beta

1 (Constant) 1.276 .327 3.898 .001

Kinerja
Keuangan
Daerah

-.717 1.959 -.075 -.366 .718

Rasio Belanja
Modal

-.031 .018 -.370 -1.727 .098

Level SPIP -.215 .212 -.215 -1.018 .319

Level APIP -.154 .241 -.139 -.639 .529

Dualisme .215 .199 .206 1.079 .292

WBS -.004 .227 -.004 -.018 .985

Source: Processed data (2022)
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explained that local governments with lower performance accountability and regional
autonomy tend to show more cases of fraud.

2. Opportunity factors have a positive effect on fraud in local governments.

H2 is not supported so opportunity factors has no effect on fraud in local governments.
These results support the research of [9] also [5] but contradicts the research of [8] and
[6].

3. Rationalization has a negative effect between rationalization factors on fraud in local
governments.

H3 is not supported so Rationalization has positive effect on fraud in local govern-
ments. This result support [13, 14] and [15] but contradicts the research of [11] and
[12].

4. The capability factor has a negative effect on fraud in local governments.

H4 is not supported so the capability factor has positive effect on fraud in local
governments. It support the research conducted by [18, 19], and [20], but contradicts the
research of [2] and [6].

5. Arrogance has a positive effect on fraud in local governments.

H5 is not supported so Arrogance has no effect on fraud in local governments. It
support the research conducted by [21, 25], and [26] but contradicts the research of [22,
23] and [24].

6. Collusion has a negative effect on fraud in local governments.

H6 is not supported so collusion has positive effect on fraud in local governments.
It support the research conducted by [28, 29], and [30] but contradicts the research of
[32].

5 Summary

This study attempts to test the fraud detection on local government (study case: Lampung
province) empirically with the proxy of pressure, opportunity, rationalization, capabil-
ity, arrogance and collusion. Based on the research conducted, it was found that pres-
sure, opportunity, and arrogance have no effect on fraud in local government. Whereas
rationalization, capability and collusion has positive effect on fraud in local government.

6 Implications / Limitations and Suggestions for Further Research

This study has several limitations, the sample was small amount because only covers the
province of Lampung with data for two years. Four of six independent variables using
dummy. Further research is expected to use non-dummy in measuring fraud on local
government and developmore standardizedmeasurements of fraud on local government.
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