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Welcome Message from the INCoS-2022
Organizing Committee

Welcome to the 14th International Conference on Intelligent Networking and
Collaborative Systems (INCoS-2022), which is held from September 7 to
September 9, 2022.

INCoS is a multidisciplinary conference that covers the latest advances in
intelligent social networks and collaborative systems, intelligent networking sys-
tems, mobile collaborative systems, secure intelligent cloud systems, etc.
Additionally, the conference addresses security, authentication, privacy, data trust
and user trustworthiness behavior, which have become crosscutting features of
intelligent collaborative systems. With the fast development of the Internet, we are
experiencing a shift from the traditional sharing of information and applications as
the main purpose of the networking systems to an emergent paradigm, which
locates people at the very center of networks and exploits the value of people’s
connections, relations and collaborations. Social networks are playing a major role
as one of the drivers in the dynamics and structure of intelligent networking and
collaborative systems.

Virtual campuses, virtual communities and organizations strongly leverage
intelligent networking and collaborative systems by a great variety of formal and
informal electronic relations, such as business-to-business, peer-to-peer and many
types of online collaborative learning interactions, including the virtual campuses
and eLearning systems. Altogether, this has resulted in entangled systems that need
to be managed efficiently and in an autonomous way. In addition, the conjunction
of the latest and powerful technologies based on Cloud, mobile and wireless
infrastructures is currently bringing new dimensions of collaborative and net-
working applications a great deal by facing new issues and challenges.

The aim of this conference is to stimulate research that will lead to the creation
of responsive environments for networking and the development of adaptive,
secure, mobile and intuitive intelligent systems for collaborative work and learning.

The successful organization of the conference is achieved thanks to the great
collaboration and hard work of many people and conference supporters. First, we
would like to thank all the authors for their continued support to the conference by
submitting their research work to the conference, for their presentations and



vi Welcome Message from the INCoS-2022 Organizing Committee

discussions during the conference days. We would like to thank PC Co-Chairs,
Track Co-chairs, TPC Members and External Reviewers for their work by carefully
evaluating the submissions and providing constructive feedback to authors.

We would like to acknowledge the excellent work and support by the
International Advisory Committee and our gratitude and acknowledgment for the
conference keynotes for their interesting and inspiring keynote speeches.

We greatly appreciate the support by Web Administrator Co-Chairs. We are very
grateful to Springer as well as several academic institutions for their endorsement
and assistance.

Finally, we hope that you will find these proceedings to be a valuable resource in
your professional, research and educational activities.



INCo0S-2022 Organizing Committee

Honorary Chair

Makoto Takizawa

General Co-chairs

Hiroyoshi Miwa
Flora Amato
Juggapong Natwichai

Program Co-chairs

Akihiro Fujihara
Lidia Ogiela

Jana Nowakova

Hosei University, Japan

Kwansei Gakuin University, Japan
University of Naples “Frederico II”, Italy
Chiang Mai University, Thailand

Chiba Institute of Technology, Japan

AGH University of Science and Technology,
Poland

VSB-Technical University of Ostrava,
Czech Republic

International Advisory Committee

Vincenzo Loia
Albert Zomaya
Fang-Yie Leu
Masato Tsuru

University of Salerno, Italy

University of Sydney, Australia
Tunghai University, Taiwan

Kyushu Institute of Technology, Japan

International Liaison Co-chairs

Aneta Poniszewska-Maranda

Xu An Wang

Lodz University of Technology, Poland
Engineering University of CAPF, China

vii



viii INCo0S-2022 Organizing Committee

Jakub Nalepa Silesian University of Technology and Future
Processing, Poland
Omar Hussain UNSW Canberra, Australia

Award Co-chairs

Tomoya Enokido Rissho University, Japan

Marek Ogiela AGH University of Science and Technology,
Poland

Vaclav Snasel VSB-Technical University of Ostrava, Czech
Republic

Web Administrator Co-chairs

Phudit Ampririt Fukuoka Institute of Technology, Japan
Kevin Bylykbashi Fukuoka Institute of Technology, Japan
Ermioni Qafzezi Fukuoka Institute of Technology, Japan

Local Arrangement Co-chair

Yusuke Sakumoto Kwansei Gakuin University, Japan

Finance Chair
Makoto Ikeda Fukuoka Institute of Technology, Japan

Steering Committee Chair

Leonard Barolli Fukuoka Institute of Technology, Japan

Track Areas and PC Members

Track 1: Data Mining, Machine Learning and Collective
Intelligence

Track Co-chairs

Carson K Leung University of Manitoba, Canada
Alfredo Cuzzocrea University of Calabria, Italy

TPC Members

Fan Jiang University of Northern British Columbia, Canada
Wookey Lee Inha University, Korea



INCo0S-2022 Organizing Committee

Oluwafemi A. Sarumi

Syed K. Tanbeer
Tomas Vinar
Kin Fun Li

Federal University of Technology, Akure,
Nigeria

University of Manitoba, Canada

Comenius University in Bratislava, Slovakia

University of Victoria, Canada

Track 2: Intelligent Systems and Knowledge Management

Track Co-chairs
Marek Ogiela

Chang Choi
Daichi Kominami

TPC Members

Hsing-Chung (Jack) Chen
Been-Chian Chien

Junho Choi

Farookh Khadeer Hussain
Hae-Duck Joshua Jeong
Hoon Ko

Natalia Krzyworzeka

Libor Mesicek
Lidia Ogiela

Su Xi

Ali Azadeh

Jin Hee Yoon
Hamed Shakouri
Jee-Hyong Lee
Jung Sik Jeon

AGH University of Science and Technology,
Poland

Gachon University, Republic of Korea

Osaka University, Japan

Asia University, Taiwan

National University, Taiwan

Chosun University, Korea

Technology of University Sydney, Australia

Korean Bible University, Korea

Sungkyunkwan University, Korea

AGH University of Science and Technology,
Poland

J. E. Purkinje University, Czech Republic

AGH University of Science and Technology,
Poland

Hohai University, China

Tehran University, Iran

Sejong University, South Korea

Tehran University, Iran

Sungkyunkwan University, South Korea

Mokpo National Maritime University, South
Korea

Track 3: Wireless and Sensor Systems for Intelligent

Networking

Track Co-chairs

Do van Thanh
Shigeru Kashihara

Telenor & Oslo Metropolitan University, Norway

Nara Institute of Science and Technology, Japan



TPC Members

Dhananjay Singh
Shirshu Varma

B. Balaji Naik

Sayed Chhattan Shah
Madhusudan Singh
Irish Singh

Gaurav Tripathi

Jun Kawahara
Muhammad Niswar
Vasaka Visoottiviseth
Jane Louie F. Zamora

INCo0S-2022 Organizing Committee

HUFS, Korea

IIIT-Allahabad, India
NIT-Sikkim, India

HUEFS, Korea, USA

Yonsei University, Korea

Ajou University, Korea

Bharat Electronics Limited, India
Kyoto University, Japan
Hasanuddin University, Indonesia
Mabhidol University, Thailand
Weathernews Inc., Japan

Track 4: Service-based Systems

Track Co-chairs

Corinna Engelhardt-Nowitzki

Natalia Kryvinska
Takuya Asaka

TPC Members

Maria Bohdalova
Ivan Demydov
Jozef Juhar

Nor Shahniza Kamal Bashah

Eric Pardede
Francesco Moscato
Tomoya Enokido
Olha Fedevych

University of Applied Sciences, Austria
Comenius University in Bratislava, Slovakia
Tokyo Metropolitan University, Japan

Comenius University in Bratislava, Slovakia
Lviv Polytechnic National University, Ukraine
Technical University of Kosice, Slovakia
Universiti Teknologi MARA, Malaysia

La Trobe University, Australia

University of Campania “Luigi Vanvitelli”, Italy
Rissho University, Japan

Lviv Polytechnic National University, Ukraine

Track 5: Networking Security and Privacy

Track Co-chairs

Xu An Wang
Mingwu Zhang

TPC Members
Fushan Wei

He Xu

Engineering University of CAPF, China
Hubei University of Technology, China

The PLA Information Engineering University,
China

Nangjing University of Posts and
Telecommunications, China



INCo0S-2022 Organizing Committee
Yining Liu

Yuechuan Wei
Weiwei Kong

Dianhua Tang
Hui Tian
Urszula Ogiela

Davinder Kaur

xi

Guilin University of Electronic Technology,
China

Engineering University of CAPF, China

Xi’an University of Posts and
Telecommunications, China

CETC 30, China

Huagiao University, China

AGH University of Science and Technology,
Poland

IUPUI, USA

Track 6: E-Learning and Web-based Systems

Track Co-chairs

Santi Caballe
Francesco Orciuoli
Shigeo Matsubara

TPC Members

Soumya Barnejee
David Baferes
Nicola Capuano
Nestor Mora
Jorge Moneo
David Gafian
Isabel Guitart
Elis Kulla
Evjola Spaho
Florin Pop

Kin Fun Li
Miguel Bote
Pedro Muiioz

Open University of Catalonia, Spain
University of Salerno, Italy
Kyoto University, Japan

Institut National des Sciences Appliquées, France
Open University of Catalonia, Spain
University of Basilicata, Italy

Open University of Catalonia, Spain
University of San Jorge, Spain

Open University of Catalonia, Spain

Open University of Catalonia, Spain
Fukuoka Institute of Technology, Japan
Polytechnic University of Tirana, Albania
University Politehnica of Bucharest, Romania
University of Victoria, Canada

University of Valladolid, Spain

University of Carlos III, Spain

Track 7: Cloud Computing: Services, Storage, Security

and Privacy

Track Co-chairs

Javid Taheri
Shuiguang Deng

Karlstad University, Sweden
Zhejiang University, China



xii

TPC Members
Ejaz Ahmed

Asad Malik

Usman Shahid

Assad Abbas
Nikolaos Tziritas
Osman Khalid

Kashif Bilal

Javid Taheri

Saif Rehman

Inayat Babar

Thanasis Loukopoulos

Mazhar Ali
Tariq Umer

INCo0S-2022 Organizing Committee

National Institute of Standards and Technology,
USA

National University of Science and Technology,
Pakistan

Comsats University Islamabad, Pakistan

North Dakota State University, USA

Chinese Academy of Sciences, China

Comsats University Islamabad, Pakistan

Qatar University, Qatar

Karlstad University, Sweden

Comsats University Islamabad, Pakistan

Comsats University Islamabad, Pakistan

Technological Educational Institute of Athens,
Greece

Comsats University Islamabad, Pakistan

Comsats University Islamabad, Pakistan

Track 8: Social Networking and Collaborative Systems

Track Co-chairs

Nicola Capuano
Dusan Soltes
Yusuke Sakumoto

TPC Members

Santi Caballé
Thanasis Daradoumis
Angelo Gaeta
Christian Guetl
Miltiadis Lytras
Agathe Merceron

Francis Palma
Krassen Stefanov
Daniele Toti

Jian Wang

Jing Xiao

Jian Yu

Aida Masaki

University of Basilicata, Italy
Comenius University in Bratislava, Slovakia
Kwansei Gakuin University, Japan

Open University of Catalonia, Spain

University of the Aegean, Greece

University of Salerno, Italy

Graz University of Technology, Austria

American College of Greece

Beuth University of Applied Sciences Berlin,
Germany

Screaming Power, Canada

Sofia University “St. Kliment Ohridski”, Bulgaria

Roma Tre University, Italy

Wuhan University, China

South China Normal University, China

Auckland University of Technology, Australia

Tokyo Metropolitan University, Japan



INCo0S-2022 Organizing Committee

Takano Chisa
Sho Tsugawa

Xiii

Hiroshima City University, Japan
Tsukuba University, Japan

Track 9: Intelligent and Collaborative Systems for e-Health

Track Co-chairs

Massimo Esposito

Mario Ciampi

Giovanni Luca Masala

TPC Members

Tim Brown

Mario Marcos do Espirito
Santo

Jana Heckenbergerova
Zdenek Matej

Michal Musilek
Michal Prauzek
Vaclav Prenosil

Alvin C. Valera
Nasem Badr El Din
Emil Pelikan

Joanne Nightingale
Tomas Barton

Institute for High Performance Computing and
Networking—National Research Council of
Italy, Italy

Institute for High Performance Computing and
Networking—National Research Council of
Italy, Italy

University of Plymouth, UK

Australian National University, Australia
Universidad Stadual de Montes Claros, Brazil

University Pardubice, Czech Republic

Masaryk University, Czech Republic

University Hradec Kralove, Czech Republic
VSB-TU Ostrava, Czech Republic

Masaryk University, Czech Republic

Victoria University of Wellington, New Zealand
University of Manitoba, Canada

Academy of Sciences, Czech Republic

National Physical Laboratory, UK

University of Alberta, Canada

Track 10: Big Data Analytics for Networking
and Collaborative Systems

Track Co-chairs

Miroslav Voznak

Akihiro Fujihara
Lukas Vojtech

VSB-Technical University of Ostrava, Czech
Republic

Chiba Institute of Technology, Japan

Czech Technical University in Prague, Czech
Republic



Xiv INCo0S-2022 Organizing Committee

TPC Members

Nobuyuki Tsuchimura
Masanori Nakamichi
Masahiro Shibata
Yusuke Ide

Takayuki Shimotomai

Kwansei Gakuin University, Japan

Fukui University of Technology, Japan

Kyushu Institute of Technology, Japan

Kanazawa Institute of Technology, Japan

Advanced Simulation Technology Of Mechanics
R&D, Japan

Ton Duc Thang University, Vietnam

University of Calabria, Italy

University of Quintana Roo, Mexico

Kielce University of Technology, Poland

Klaipeda State University of Applied Sciences,
Lituania

VSB-Technical University of Ostrava, Czech

Dinh-Thuan Do
Floriano De Rango
Homero Toral-Cruz
Remigiusz Baran
Mindaugas Kurmis

Radek Martinek

Mauro Tropea
Gokhan Ik
Shino Iwami

INCo0S-2022 Reviewers

Barolli Admir
Barolli Leonard
Bhed Bista
Bylykbashi Kevin
Cui Baojiang
Enokido Tomoya
Esposito Christian
Fenza Giuseppe
Ficco Massimo
Fujihara Akihiro
Fun Li Kin
Funabiki Nobuo
Hsing-Chung Chen
Hussain Farookh
Hussain Omar
Ikeda Makoto
Ishida Tomoyuki
Javaid Nadeem
Kashihara Shigeru
Kohana Masaki
Kromer Pavel
Kryvinska Natalia
Kulla Elis

Republic
University of Calabria, Italy
Ankara University, Turkey
Microsoft, Japan

Leu Fang-Yie
Leung Carson
Li Yiu

Maeda Hiroshi

Mangione Giuseppina Rita

Matsuo Keita
Messina Fabrizio
Miwa Hiroyoshi

Natwichai, Juggapong

Nalepa Jakub
Nowakowa Jana
Oda Tetsuya
Ogiela Lidia
Ogiela Marek
Orciuoli Francesco
Palmieri Francesco
Pardede Eric

Poniszewska-Maranda Aneta

Rahayu Wenny
Sakaji Hiroki
Sakamoto Shinji
Shibata Masahiro
Snasel Vaclav



Contents XXV

Mesh Routers Placement by WMN-PSODGA Hybrid Intelligent

System Considering Stadium Distribution and RDVM: A Comparison

Study for Different Crossover Methods .. .............. ... ... ... 199
Admir Barolli, Kevin Bylykbashi, Ermioni Qafzezi, Shinji Sakamoto,

Leonard Barolli, and Makoto Takizawa

Experimental Results of a Haptics Based Soldering Education

System: A Comparison Study of RNN and LSTM for Detection

of Dangerous Movements . . . .. ................... ... ........ 212
Kyohei Toyoshima, Tomoya Yasunaga, Yuki Nagai, Chihiro Yukawa,

Tomoaki Matsui, Tetsuya Oda, and Leonard Barolli

Semantic Network: A Brief Review of its Datasets. . . ... ........... 224
Marcello Trovati and Suleman Awan

Sentiment Analysis: A General Review and Comparison . . . ... ... ... 234
Tariq Soussan and Marcello Trovati

A Simple Information Compression Algorithm for Directed Paths
in Large Semantic Networks . ................................ 239
Marcello Trovati and Suleman Awan

The Role of Religious Values to Drive Value Co-creation in Religio-
Centric Market. . . .. ... ... .. .. 243
Ken Sudarti, Hendar Hendar, and Moch. Zulfa

Blockchain Technology as Corporate Governance Innovation Model
for SMEs . . . .. .. 253
Mutamimah Mutamimah, Suryani Alifah, and Made Dwi Adnjani

Green Accounting Adoption Toward Sustainable Performance . . . . . .. 264
Maya Indriastuti, Anis Chariri, and Fuad

Real Earnings Management in Family Firm ... .............. .... 274
Edy Suprianto

Partnership Quality as a Strategy to Improve Partnership
Performance: A Case Study of BPJS Healthcare in Indonesia . . . . . . .. 283
Alifah Ratnawati and Sri Wahyuni Ratnasari

The Role of Corporate Governance in Preventing Financial Distress. .. 291
Luluk Muhimatul Ifada and Indra Yulianto

Profit Distribution and Islamic Value: A Conceptual Development of
Al-Adl Profit Distribution Management . . . ... ................... 301
Nunung Ghoniyah and Widiyanto bin Mislan Cokrohadisumarto

The Importance of Information Technology Adoption and Fintech to
Improve SMEs Performance During the Covid-19 Pandemic. . . ... ... 308
Sri Anik, Bedjo Santoso, and Sri Ayuni



®

Check for
updates

The Role of Corporate Governance
in Preventing Financial Distress

Luluk Muhimatul Ifada®9 and Indra Yulianto

Department of Accounting, Universitas Islam Sultan Agung, Jalan Raya Kaligawe KM 4,
Semarang, Indonesia
luluk.ifada@unissula.ac.id, indrajulil9@std.unissula.ac.id

Abstract. This study examines the application of corporate governance and
mechanisms to prevent companies from experiencing financial distress and also
makes the factor of committing fraud in the company’s financial statements. This
study aims to identify the corporate governance mechanism with proxies of the
audit committee and the board of commissioners by examining the effect of corpo-
rate financial distress on financial statement fraud. This study uses a quantitative
approach with secondary data with research samples in the property and real estate
sectors. The sampling method uses time-series data using the purposive sampling
method. The hypothesis testing will be analyzed using partial regression analysis
(PLS). This research is expected to increase the effectiveness of the corporate
governance mechanism in order to successfully meet the company’s financial
problems and prevent fraudulent financial statements.

Keywords: Corporate governance - Financial distress - Fraud - Fraudulent
financial statement

1 Introduction

The financial statement is a record that aims to report historical events related to com-
pany performance in the quantitative form [1]. The company’s financial statements have
become the responsibility and obligation to be reported to interested parties such as
investors, government, creditors, banks, and the wider community [2]. The ideal pur-
pose of financial reporting is to provide important information related to the company’s
performance so that interested parties can take a policy, action, and decision [3]. In real
life, there are not all companies carry out financial reporting fairly or follow the actual
conditions of the company. The act of financial reporting that deviates and does not fol-
low the company’s actual performance is called financial statement fraud [4]. Fraud is
one of the effective factors in reducing the reliability of financial statements and reports.
Fraud in financial reporting refers to the great distortion of financial statements that mis-
lead users. Apart from causing significant losses to the organization, this problem also
undermines the credibility of the accounting profession and harms public confidence in
financial statements [5].

© The Author(s), under exclusive license to Springer Nature Switzerland AG 2022
L. Barolli and H. Miwa (Eds.): INCoS 2022, LNNS 527, pp. 291-300, 2022.
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According to the survey conducted by ACFE Indonesia in 2020, it shows that fraud is
the most common case and the biggest loss in Indonesia is corruption with a percentage
of 64.4%. The next fraud is the misuse of state and company assets or wealth with
a percentage of 28.9%, while financial statement fraud is 6.7%. Although financial
statement fraud has the smallest percentage for losses above 10 billion rupiahs, financial
statement fraud is ranked second with a percentage of 5% after corruption in the first-level
[6]. Cases of fraudulent financial statements occur not only in Indonesia but throughout
the world. Examples of fraud cases that occur on an international scale are the scandals
in large companies such as Enron, WorldCom, Adelphia, Cendant, and Tyco, which have
raised the attention of the public, investors, press, regulators, and academics. Meanwhile,
in Indonesia, a case of fraudulent financial reporting was also carried out by PT Kimia
Farma Tbk in 2001, by overstating the sales and inventory sections of three business
units and increasing the inventory price previously approved by the production director to
determine the inventory value in the distribution unit of PT Kimia Farma as of December
31,2001 [7]. The company was sanctioned because it was proven to manipulate financial
statements by manipulating the presentation of earnings to make it look profitable, with
an expectation to attract public interest to buy shares so that the value of the shares
increased.

However, the intense competition in the business world causes the company’s costs
to be higher. This will affect the company’s performance. If the company is not able to
compete, the company will experience losses. It will result in the company’s financial
distress. When the company’s financial problems have left unanticipated, it can lead
to bankruptcy [8]. A company that is categorized as experiencing financial distress is
a company that experiences negative operating profit for two consecutive years. The
company shows that there has been a decline in the financial condition of a company.
Companies that cannot maintain performance will easily experience financial difficulties.
This condition causes the company’s management to look for ways to keep the financial
statements in good condition, namely by manipulating the numbers in the financial
statements [5].

Therefore, there is an urgent need to prevent and detect fraud [9]. Several studies
have been conducted to investigate and identify the fraudulent factors of the company’s
financial management. The author [10] explained that financial distress could increase
the risk of fraud, conflict of interest, information asymmetry between ownership and
management, and the predisposition to corruption. Regulatory and control mechanisms
are needed to direct management actions toward the interests of company stakeholders
and affect the quality of financial reporting. Corporate governance plays an important
role in guaranteeing the quality of financial reporting and preventing fraud in financial
reporting. Its role is proven in various studies as one of the main factors in improving
the quality of financial reporting. The author [7] stated that an important factor of an
effective corporate governance system is ensuring the quality of financial reporting for
the allocation of resources and effective economic growth and this is also one of the
main factors that influence the possibility of fraud.

In the previous literature, based on the fraud diamond theory, motivation or pressure,
opportunity, rationalization, and capability are the four main factors [11]. Motivation or
pressure motivates management or other employees to commit fraud.
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Opportunity is a factor that influences the organizational structure, such as a lack of
control or management’s ability to violate oversight, allowing opportunities to commit
fraud. Justifying the fraudulent act committed (rationalization) on the pretext of having
a high position can be used to commit an act of fraud (capability). Fraudulent finan-
cial reporting refers to the corporate governance’s weaknesses [12]. Therefore, the need
for an effective corporate governance structure can reduce management’s opportunistic
behavior that can commit fraudulent financial reporting. Furthermore, corporate gover-
nance based on agency theory can reduce the principal and agent information asymmetry
and contribute to improving the financial reporting [1]. The author [13] also shows a
significant relationship between the audit committee’s effectiveness, the effectiveness of
internal audit, and the effectiveness of independent non-executive board members with
a small probability of fraudulent financial reporting. Furthermore, [14] revealed that
good corporate governance reduces or eliminates earnings management [12]. It shows
that the three components of corporate governance (internal audit, internal control, and
independent auditor) have been an important factor in reducing fraud.

Findings, views, and opinions in the corporate governance literature indicate that
effective corporate governance reduces the risk of financial statement misstatement
due to opportunistic management actions. To develop the existing theoretical basis,
the researcher attempted to examine the effect of corporate governance on financial
statement fraud, and whether strong and effective corporate governance can reduce the
possibility of a company’s tendency to commit financial statement fraud or not.

The rest of this paper is organized as follows. The second part reviews the theory,
empirical, and developing hypotheses. The third part describes the research data or
methodology. The fourth section presents the conceptual conclusions of the study.

2 Theoretical and Hypothesis Development

2.1 Agency Theory

Agency Theory explains the existence of a conflict between the principal’s interests and
the agent’s interests, in which one or more principals use another party (agent) to carry
out company activities [15]. Agents are often motivated to maximize the bonuses they
receive. This is contrary to the interests of the principal, who is trying to maximize the
return on his resources, which can lead to a conflict of interest between the agent and the
principal [7]. The existence of this conflict of interest causes fraud within the company.
Management as an agent takes advantage of the weakness of the principal, who does
not have adequate sources and access to obtain information about the company. This
creates various pressures for the agent, where the agent must improve its performance
to provide rationalization. The possibility of fraud can also easily occur when the agent
has the ability, access, a strong and strategic position (capability), and the opportunity to
commit accounting fraud (opportunities). Based on the assumption of human nature, the
agent or manager as a human will most likely act with an opportunistic nature. The point
is that managers will prioritize their personal interests over other parties (principals).
Agents will try to find their profit to get bonuses from the company in various ways,
such as manipulating the reported numbers [16]. Agency theory related to corporate
governance can be used as a tool for managers (agents) to convince investors (principals)
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to ensure a return on the funds they have invested. Corporate governance is expected
to overcome conflicts of interest and information imbalances between principals and
agents to prevent and deter fraud in financial reporting.

2.2 Fraud Diamond Theory

This theory is a form of improvement from the previous theory, namely the Fraud Triangle
theory with three elements. The elements contained in the fraud diamond are pressure,
opportunity, rationalization, and capability [17]. Pressure is a situation where manage-
ment gets pressure from stakeholders, one of which is investors, to improve company
performance which will pressure management to commit financial statement fraud [10].
Another form of company pressure is financial distress. Companies will feel pressured
to commit fraud when they know their company is experiencing financial distress. This
pressure can come from external parties, namely investors and creditors. This is what
motivates agents to manipulate financial statements to seek external funding [17]. The
next element in diamond fraud is opportunity. An opportunity occurs when the company
gets the opportunity to do earnings management. Furthermore, rationalization is caused
by a series of ethical values that allow management to commit dishonest actions. Fraud
is not possible unless the fourth element is present, namely capability, the role of power
or position held will be used to commit an act of fraud.

2.3 The Effect of the Audit Committee on Fraudulent Financial Statements (H1)

Financial statement fraud is currently a concern for auditors, if the company cannot apply
the principles of good governance, it tends to have a higher potential for fraudulent finan-
cial statements [18]. One of the implementations of corporate governance mechanisms
to overcome agency problems is the existence of an audit committee. Supervision is
carried out by the audit committee so that there are no violations of applicable regula-
tions and fraud by managers to get their own benefits. Therefore, in this supervision, the
audit committee is expected to have effective characteristics (size, independence, exper-
tise, and the number of meetings) [19]. Financial Services Authority regulation No.
55/PJOK.04/2015 also stipulates that the audit committee must have at least one mem-
ber with an educational background in accounting and finance. This is because members
of the audit committee, who have knowledge of accounting and finance, have a better
understanding and supervision of the financial reporting process, also more effective
in monitoring and limiting management activities to manipulate company profits. The
audit committee’s role reflects the principles of agency theory and the need to monitor
management to ensure that company management uses resources that reinforce the best
interests of shareholders. The author [20] stated that the existence of an audit committee
can harmonize the information obtained by the principal and agent and reduce the occur-
rence of fraud. In addition, the presence of the audit committee can improve supervision
of the quality of financial reports issued by the company. This will automatically reduce
fraud in the financial reporting [4].

H1: The audit committee has a negative effect on the fraudulent financial statement
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2.4 The Influence of the Board of Commissioners on the Fraudulent Financial
Statement (H2)

The board of commissioners was formed to be assigned and given responsibility for
monitoring the quality of the information contained in the financial statements [21]. This
supervisory task is carried out to prevent and reduce the tendency of managers to commit
fraud in financial reporting and ensure that the company has implemented good corporate
governance under applicable regulations. The research from [22] stated that the board of
commissioners negatively affects fraudulent financial statements. The author [20] also
explained that the board of commissioners with financial and accounting knowledge
have more effective supervision over the company’s management. Expert members in
the composition of the board can reduce the possibility of fraudulent financial statements
because the board of commissioners consistently monitors the company’s performance.
This indicates that the presence of more commissioners will reduce the possibility of
fraudulent financial statements.

H2: The Board of Commissioners has a negative effect on the fraudulent financial
statement.

2.5 Influence of the Audit Committee on Financial Distress (H3)

In agency theory, supervision is an important component of corporate governance. The
audit committee is expected to reduce information asymmetry and mediate the interests
of principals and agents in minimizing information inequality [23]. In addition, the qual-
ity of supervision carried out properly can reduce opportunistic behavior by managers
(agents) [8]. The audit committee will be more effective if it has a large number. Indeed,
the company’s problems will be resolved more easily with each member’s different edu-
cational and experience backgrounds. The research resulted in [24] also explaining that
there was an effect of the size of the audit committee on financial distress. This will
create an effective audit committee to monitor and control the activities carried out by
the company’s management so that there are no irregularities. Furthermore, [23] also
stated that with the independence of the audit committee, they could behave fairly and
objectively based on what is reported and recommended, so that investor confidence
will increase and eventually, there will be new investors who will provide capital to the
company to avoid financial problems. Thus, the large number of members owned by the
audit committee can provide control for policy-making and reduce the risk of financial
distress.

H3: The Audit Committee has a negative effect on financial distress.

2.6 The Influence of the Board of Commissioners on Financial Distress (H4)

The board of commissioners has a role in supervising the performance of the board
of directors in running the company and trying to minimize the opportunistic behavior
of the company’s management (agents) [25]. The author [26] explains that the higher
the proportion of independent commissioners, the more effective it is to monitor and
control the behavior of the executive director. The greater independence of the board
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of commissioners leads to a more transparent company existence and reduces agency
problems that arise between the board of directors and shareholders. The existence of an
independent board of commissioners is expected to have justice as the main principle in
defending the interests of those who may be neglected [10]. Based on research results
[22] states that the existence of independent commissioners has an influence on company
transparency and monitoring of company management which is able to reduce the risk
of financial distress. This is in accordance with agency theory that the risk of financial
distress can be suppressed by the existence of control and control over management
actions.

H4: The Board of Commissioners has a negative effect on financial distress.

2.7 The Effect of Financial Distress on Fraudulent Financial Statements (HS)

Financial distress is a condition where the company’s cash is unable to pay off debt and
causes company managers to fix the company’s financial statements. This condition is
done to bring a good image that the performance of company managers has succeeded
in bringing the company in good condition and able to generate good profits [10]. The
improvement of financial statements by changing the numbers in the components of the
company'’s financial statements shows that financial distress conditions lead to fraud in
the company [23]. This is in line with the agency theory which explains that management
(agent) in managing investment funds and as the person in charge will try to display good
financial conditions to attract investors (principals) to invest their funds in the company.
The management is forced to correct or manipulate the financial statement to make it
look good so that companies that are experiencing financial distress will be covered
by fraud. This is a form of pressure on the company under the Fraud diamond theory.
The unhealthy condition of the company triggers fraudulent financial statements with
over-stated assets and company profits to cover their debts [27]. The higher the level of
financial distress experienced by the company, the higher the possibility of the company
committing fraudulent financial statements [3].

HS: Financial Distress has a positive effect on fraudulent financial statements.

3 Methodology

This type of research is explanatory research. The research method used is a quantitative
research using secondary data. The object of research can use public companies, for
example, companies that have several complaints of fraud cases. In Indonesia in 2020,
the Indonesian Consumers Foundation (YLKT) noted that cases in the property sector
were ranked fifth with the most complaints at 5.7%. Throughout 2020, the number of
complaints about stalled projects dominated reports of complaints by 34.7%, followed
by refund problems at 30.4%, handover problems at 17.3%, and business actors going
bankrupt or bankrupt by 13%. The increasing number of cases in this sector indicates
the need for attention and supervision of the potential for fraud in the property and real
estate sector.
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3.1 Measurement of Variables Method

Based on Table 1, The definitions and measurements of the variables used in this study
are based on the framework model. The dependent variable of this study is the fraudu-
lent financial statement. Meanwhile, the independent variable in this study is corporate
governance with the proxies of the audit committee and the board of commissioners.
The intervening variable used is financial distress.

Table 1. Measurement of variables method

Variables Description Measurement Source

Audit committee According to the regulations | Audit committee = (Number | [18]
of the Financial Services of members with educational
Authority/Otoritas Jasa competence) /(Number of

Keuangan (OJK), the audit | audit committee members
committee is a committee
formed by the board of
commissioners and is
responsible to the board of
commissioners in assisting in
carrying out its duties and

functions
Board of According to the National Audit committee = (Number | [21]
commissioners Committee on Governance of members with educational
Policy/Komite Nasional competence) /(Number of
Kebijakan Governance audit committee members)

(KNKG), the board of
commissioners is the part
that supervises management
policies, the way of
management in general,
provides advice to the board
of directors, and ensures the
implementation of corporate

governance

Fraudulent financial | Disclosure of the company’s | Beneish M-Score = —4,84 + | [6]

statement financial condition that is 0,92 x DSRI + 0,528 x
intentionally wrong by GMI + 0,404 x AQI +

reducing a number of values | 0,892 x SGI + 0,115 x
in the financial statements DEPI - 0,172 x SGAI -
with the aim of deceiving 0,327 x LVGI + 4,679 x
users of financial statements | TATA

Financial distress A condition where the Altman Z-score = 6,56T| + | [24]
company experiences 3,26To + 6,72T3 + 1,05Ty4
financial difficulties and is

threatened with bankruptcy
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3.2 Data Analysis Technique

The technique used in this study is quantitative research to explain the relationship
between corporate governance and fraudulent financial statements with financial distress
as an intervening variable. This study uses partial regression analysis (PLS) to test the
five hypotheses proposed in this study. each hypothesis will be analyzed using SmartPLS
3.0 software.

4 Conclusion

In an effort to provide theoretical and practical contributions to anticipate and minimize
financial statement fraud, the researcher proposes a research model regarding the factors
that influence fraudulent financial statements. Corporate governance with the proxies of
the audit committee and the board of commissioners is the main aspect in increasing the
effectiveness of corporate governance in controlling and minimizing the occurrence of
financial difficulties which will eventually lead to fraudulent financial statements. The
limitation of the study is that it still uses a conceptual model. Therefore, further research
is needed to develop and identify factors that can affect fraudulent financial statements.
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