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ABSTRACT

Fraud is a morally repugnant, illegal, costly societal issue. Because fraud has such
a negative impact on economic development, profitability, and the welfare of
business, it has emerged as a major threat on a global scale. Moreover, each year,
there are a growing number of instances of fraud that are recorded. In Recent
years, instances of fraud have captured the attention of the general public. This
study aims to determine whether internal audit, corporate culture, audit
committees, inspectors, policies, and procedures as well as the adoption of
information technology affect the effectiveness of management fraud risk in the
banking sector in Indonesia or not. The study uses quantitative research method.
The results of study show that anternal audit, inspection, and IT adoption were
discovered to have a positive and significant relationship with the efficiency of
bank fraud risk management by the researchers. While other variables, such as
corporate culture, audit committee, and policies and procedures, have a negative
relationship with the effectiveness of fraud risk management, the policies and
procedures have no significant impact on the effectiveness of fraud risk
management.
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INTRODUCTION

According to Todorovi¢, Tomas, & Todorovi¢ (2020), fraud is a morally
repugnant, illegal, costly societal issue. Because fraud has such a negative impact on
economic development, profitability, and the welfare of business, it has emerged as a
major threat on a global scale (ACFE, 2020). For this reason, the public, the
government, and auditors all pay a great deal of attention to the issue of fraud. Also,
as can be shown in figure 1 below, financial losses and reputational harm are the two
most common impacts faced by businesses, as indicated by a study conducted by

RSM (2020)
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Figure 1. The Worst Impact of Fraud
Source: RSM (2020)

Each year, there are a growing number of instances of fraud that are recorded.
In Recent years, instances of fraud have captured the attention of the general public.
According to the respondents of the PricewaterhouseCoopers (PWC) Global Fraud
and Crime Investigation Report 2020. as many as 47% of respondents experienced
fraud in their firm over the preceding 24 months. The whole fraud cost $42 billion in
damages to businesses and customers. In a survey that PWC has conducted over the
course of the past 20 years, this rate came in second (PWC, 2020). The finding of the
PWC fraud research give a clear picture of the feact that the number of reported
incidents of fraud is still significantly increasing and that all types of businesses have
an equal likelihood of becoming victims of fraud.

According to the ACFE’s 2020 Report to the Nations, there were 2.504 cases
of fraud throughout the globe that resulted in losses totaling more than $3.6 billion
USD. These losses were spread among 125 countries. The United States and Canada
had the highest number of occurrences of fraud, totaling 895, which accounted for
46% of all instances of fraud that were reported globally. The nations of the Asia-
Pacific region came in second place with a percentage of 10%, followed by the
countries of Africa other than those in North Africa with a percentage of 15%.

The Asia-Pacific region suffers an average financial loss of $195.000 per
incident, making it the third-highest region in the globe in terms of the number of
fraud cases, with 198 reported instances (ACFE, 2020). In the countries of Asia and
the Pacific, property appropriation is responsible for 74% of all incidents of fraud,
making it the most common kind of fraudulent scheme in the area. Fraud-related
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losses, on the other hand, were caused by a method of manipulating financial
statements that led to a loss of three million dollars.

Taxes are one of the primary sources of income for the Indonesian
government, which are collected from the citizens of the country (Ministry of
Finance, 2021). Income and value added taxes are still collected in Indonesia from a
wide range of companies, including the banking and insurance sectors (Kemenkeu,
2019). On the other hand, since frauds are so common in today’s society, the
financial system is especially susceptible to failing (LPS, 2019). This failure will
result in the deposit Insurance Corporation and the Financial Services Authority
placing a freeze on a variety of financial institution since fraud allegations have been
leveled against them. The indefinite halting of operation at a great number of banks
in Indonesia as a result of fraudulent activity has a large and negative effect on the
country’s overall financial status. Bank customers and other stakeholders, in addition
to the state, suffer losses as a result of the proliferation of fraudulent activities
involving banks. As a consequence of arranging illegal loans to two companies with
a combined amount of 8,7 billion rupiah, the BJB branch manager was sentenced to a
prison term of six years in 202 (Kompas, 2021). In addition to BJB, Panin Bank was
also charged with tax evasion for allegedly colluding with one of the audit directors,
which ultimately resulted in the suspension of the Directorate General of Taxes
(Kompas, 2021). In the meanwhile, losses were oncurred by Bank Central Asia as
consequence of theft conducted by third pasrties using virtual accounts (Kompas,
2020). In addition to BCA, many other financial institutions including Bank Mega
and a few others were robbed. As a direct consequence of the robbery at Bank Mega,
a total of fourteen customers have suffered losses that amount to 56 billion rupiah
(Tempo, 2021).

Customers of Bank Mandiri, Bank Negara Indonesia, and Bank Rakyat
Indonesia have all reported unauthorized withdrawals form their saving accounts
(Tempo, 2021). These cases demonstrate that fraudulent activity in the banking
business may come from both within and outside the industry. As a direct result of
this, the government via the Financial Services Authority has set guidelines for
commercial banks to follow in order to ensure that an anti-fraud strategy is
effectively implemented. The passing of these rules is intended to put an end to
inappropriate activity in the banking industry, particularly fraud that results in
financial losses for customers or organization. The prevention, identification,
investigation, and monitoring of fraudulent activity are the four pillars that support
the anti-fraud strategy (OJK, 2011). In addition, in accordance with the Bank
Indonesia Regulation on Payment Service Providers No.23/6/PBI/2021, financial
institutions that provide payment services are required to have the capacity to access
information systems (Article 14). One of the Information system characteristics that
is highlighted in part 28 of PBI No0.23/6/PBU/2021 is called a Fraud Management
System (FMS).

In most cases, The implementation of anti-fraud methods that are widely
employed by companies is the audit of the financial accounts that is performed by
external auditors. This audit must correspond to the code of professional ethics and
ethics in a degree that is at least 83% internal control. When compared to other
precautions against fraud that were already in place, the code of ethics was shown to
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reduce losses due to fraud by 51%. In addition to the code of ethics, the internal audit
function the external audit function, as well as the inspection and certification of the
financial records of the Board of Directors, each have a success rate of fifty percent
in mitigating the damage caused by fraud. It is possible that the deployment of anti-
fraud measures may decrease the amount of time required to uncover fraudulent
activity by speeding up that process. It is possible that a code of ethics, employment
rotation, internal auditing task, and the inspection and approval of financial
statements by management would reduce the amount of time spent on fraud by fifty
percent (ACFE, 2020). Following closely behind external audits, which are
responsible for 93% of all anti-fraud measures carried out in Asia Pacific, Internal
audit functions and codes of ethics are carried out by a ratio that is over 1:1 (ACFE,
2020). According to Alzeban and Gwilliam (2014), one of the most effective
approaches is conducting an internal audit with the support of management.
Assessment on the Inside, evaluation on the outside, observation, and reporting are
the four types of anti-fraud procedures that are used for fraud detection in Indonesia
(ACFE Indonesia, 2020).

This study aims to determine whether internal audit, corporate culture, audit
committees, inspectors, policies, and procedures as well as the adoption of
information technology affect the effectiveness of management fraud risk in the
banking sector in Indonesia or not.

Hypothesis Development
Internal audit

Internal audit is part of corporate governance. Deloitte (2012) found that 53%
of fraud cases in banks can be identified by internal audit. Therefore, internal audit is
an effective tool to combat fraud (PWC, 2020). Siregar and Tenoyo (2015) find that
internal audit can be used as a tool to detect and prevent fraud. These conclusions are
also found by Mangala and Kumari (2017).
HI: Internal Audit has a positive effect on the effectiveness of fraud risk
management.
Corporate Culture

Llopis et al. (2007) said that ethical culture exists when ethical values are
carried out and become the responsibility of all employees of a company, not only at
the managerial level. And that's where we get what is called corporate governance
ethical behavior.
Ethical Values

Workplace integrityis an important component that must be owned by every
organization. Fraud committed by employees can be suppressed by implementing
strong workplace integrity as a company culture. Siregar and Tenoyo (2015) found
that companies received threats of fraud due to a lack of ethical values.
H2: Corporate Culture has a positive effect on the effectiveness of fraud risk
management.
Audit Committee

The audit committee may include independent members as well as members of
the company's board of directors. Independent members of the audit committee are
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defined as those who have no personal or financial connection to the company and
management.
Independence of Audit Committee

The independent audit committee is a party that has no personal or financial
contact with the company or its directors. The audit committee can come from inside
or outside the company, so the independence of the audit committee can be measured
using the ratio between the external audit committee divided by the audit committee.
external audit.

Effectiveness of Audit Committee

The audit committee has an important role for the company. Hakim (2011)
found that the effectiveness of the audit committee affects the reduction of fraud in
the company.

H3: Audit Committee has a positive effect on the effectiveness of fraud risk
management.
Inspection

Inspection is one of the internal control techniques that can be carried out by
companies in the application of fraud risk management.
Employee Reference Check

Perpetrators of fraud may move from one company to another. Therefore, the
company may be able to hire dishonest employees. Employee reference checks can
be used as a step that can make companies more selective in hiring new employees.
If the employee reference check is not carried out by the company, the risk of loss
caused by employee fraud is higher for the company. Siregar and Tenoyo (2015)
found that 79.1% of respondents in their study stated that their company conducted
background screening of prospective employees as a step to prevent fraud. Findings
from research (Bierstaker et al., 2006)

H4: Inspection has a positive effect on the effectiveness of fraud risk management.
Policies and Procedures

Policies and procedures owned by the company have their respective roles in
minimizing or even eradicating fraud in the company. Through this policy the
company can be more effective in avoiding fraud. Mangala and Kumari (2017) state
that an auditor has his own assessment of the policies and procedures that apply in
the company as a manifestation of the important role played to sabotage the fraud
that exists in the company.

Whistle Blowing Policies

Whistle blowingis one of the controls that can be applied to prevent fraud and
also help detect fraud. Whistle blowing can make employees more aware and
responsible for what they do (PWC, 2008). Furthermore, the reporting mechanism is
designed in such a way that fraud can be reported to the company's board of directors
and audit committee. ACFE (2021) found that reporting of fraud through the whistle
blowing mechanism was widely reported to supervisors.

Bierstaker et al. (2006) found that whistle blowing is widely used in
eradicating fraud with a percentage of 73% and is a fairly effective mechanism in
eradicating fraud.

HS: Policies and procedures have a positive effect on the effectiveness of fraud risk
management.
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IT Adoption

The development of increasingly sophisticated technology makes fraud in the
company higher and more difficult to overcome. Even so, the emergence of
technology also facilitates human work, even in tackling acts of fraud in
organizations or companies. Thus, the use of increasingly sophisticated technology
can be maximized in a more positive direction, namely, to overcome fraud which is
currently increasingly complicated. A survey conducted by RSM (2020) shows 67%
of respondents believe that IT has the ability to reduce the possibility of fraud. This
can be seen from the findings of Mangala and Kumari (2017) which state that every
auditor makes information technology an important element that must be used in
overcoming fraud in the company. However, Halbouni et al. (2016) found the
similarity of functions between information technology and traditional techniques
that are usually used to prevent and detect fraud. Utami et al. (2020) also suggested
that the banking industry in Indonesia should start paying attention and strengthening
their information technology because at this time the role of information technology
is very important.
H6: IT Adoption has a positive effect on the effectiveness of fraud risk management

RESEARCH METHOD

Research design

In this study, the researchers used a descriptive quantitative method. A
quantitative research method is defined by Sugiyono (2018) as a research method
based on a positivist philosophy, used to examine populations or
quantitative/statistical samples, for the purpose of testing hypotheses theory has
been established. According to Lehmann in Yusuf (2017), quantitative descriptive
research is a type of research that aims to systematically, realistically and
accurately describe the facts and characteristics of a particular population or to try
to describe phenomena in detail.

Identifying variables

Identifying variables in research is a step-in identifying variables in
research and determining the function of each variable (Azwar, 2007). Research
variable is an attribute or value of a community, object or activity of some
diversity that is selected by the author for later research and conclusions (Creswell
& Poth, 2016). In this study, the author reveals two variables, namely the
independent variable and the dependent variable.

Independent variable (Exogenous variable)

An independent variable is a variable that affects or causes changes in the
dependent or dependent variable (Darmawan, 2013). This study uses several
independent variables, including audit (Xla), corporate culture (X1b), audit
committee (X1c), audit (X2a), policies and procedures (X2b), and application of
information technology (X3).

Dependent variable (Endogenous variable)
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The dependent variable or dependent variable is the variable that is affected
or the result of the independent variable (Sugiyono, 2018). In this study, the
dependent variable is the effectiveness of fraud risk management in some
companies operating in the banking sector in Indonesia.

Types and sources of data

The data used in this document is primary. Handoko (2020) defines primary
data as data obtained directly by researchers through means recorded by other
parties. Key data were obtained from the distribution of questionnaires through
social media such as email, WhatsApp and other social media. The questionnaire
used in this study will use the tool, namely the Likert scale. Sugiyono (2018)
argues that the Likert scale is used to measure the attitudes, opinions and
perceptions of a person or a group of people about a social phenomenon. The
Likert scale in this study will use a scale of 1 (strongly disagree) to 6 (strongly
agree).

Population and Sample

According to Sugiyono (2018), a population is a general field of objects or
subjects with a certain number and characteristics assigned by researchers to study
and then that draw conclusions. The subject matter of this study is human
attributes or nature or values. Objects or activities with certain variables are
identified for research and conclusions (Sekaran & Bougie, 2017). The subject of
this study is the internal auditor of a banking company in Indonesia. Due to the
large number of listeners in Indonesia, this study will use a representative
population sample.

Sugiyono (2018) defines a sample as a portion of a population or
characteristics possessed by the population itself. The sampling technique used in
this study is purposive sampling where the technique of sample determination
uses certain considerations (Sugiyono, 2018). The considerations used to define
the sample for this study were participants with experience as internal auditors of
banks listed on IDX. Hair (2019) state that a measure is considered good when
using the maximum likelihood estimation (MLE) technique using up to 100-200
participants. Therefore, this study will use a sample of 100 respondents.

Table 1. Banks in Indonesia listed on the IDX

Company Code on IDX Bank name
BMRI PT Bank Mandiri (Persero) Tbk
AGRO Bank Raya Indonesia Tbk.
AGRS Bank IBK Indonesia Tbk.
AMAR Bank Amar Indonesia Tbk.
ARTO Bank Jago Tbk.
BABP Bank MNC International Tbk.
READ Bank Capital Indonesia Tbk.
BANK Bank Aladin Syariah Tbk.
BBCA Bank Central Asia Tbk.
BBHI Hello Bank Indonesia Tbk.
BBKP Bank KB Bukopin Tbk.
BBMD Bank Mestika Dharma Tbk.
BBNI Bank Negara Indonesia (Persero) Tbk.
BBRI Bank Rakyat Indonesia (Persero) Tbk.
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Company Code on IDX Bank name
BBSI International Business Bank Tbk.
BBTN State Savings Bank (Persero) Tbk
BBYB Bank Neo Commerce Tbk.

BCIC Bank JTrust Indonesia Tbk.

BDMN Bank Danamon Indonesia Tbk.
BEKS Banten Regional Development Bank
BGTG Bank Ganesha Tbk.
DEVELOPMENT Bank Ina Perdana Tbk.

BJBR West Java Regional Development Bank Tbk
BITM Regional Development Bank of East Java Tbk
BKSW Bank QNB Indonesia Tbk.

BMAS Bank Maspion Indonesia Tbk.
BMRI Bank Mandiri (Persero) Tbk
BNBA Bank Bumi Arta Tbk.

BANGA Bank CIMB Niaga Tbk.

BNII Bank Maybank Indonesia Tbk.
BNLI Bank Permata Tbk.

BRIS Bank Syariah Indonesia Tbk.

BSIM Bank Sinarmas Tbk.

BSWD Bank Of India Indonesia Tbk.
BTPN Bank BTPN Tbk.

BTPS Bank BTPN Syariah Tbk.

BVIC Bank Victoria International Tbk
DNAR Bank Oke Indonesia Tbk.

INPC Bank Artha Graha International
MASB Bank Multiarta Sentosa Tbk.
MAYA Bank Mayapada International Tbk
MCOR Bank China Construction Bank Tbk
MEGA Bank Mega Tbk.

NISP Bank OCBC NISP Tbk.

NOBU Bank Nationalnobu Tbk.

PNBN Bank Pan Indonesia Tbk

PNBS Bank Panin Dubai Syariah Tbk.
SDRA Bank Woori Saudara Indonesia Tbk

Source: IDX Website

Data Analysis Method

Analytical method is the systematic process of studying and compiling
processed data from field observations and documenting data sources by
organizing data into various categories, describing them by units, by synthesis, by
compiling models, by selecting the important ones. which parts and which parts
need to be studied and drawn conclusions that are easy for themselves and others
to understand (Narimawati et al., 2010). The data analysis method used in this
study is Structural Equation Modeling (SEM) based on partial least squares (PLS)
using SmartPLS 3 device. According to Santoso (2014), SEM aims to the purpose
of testing the relationship between the variables of the model and is defined as an
analytical technique. Multivariate analysis is a combination of factor analysis and
regression analysis.
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Descriptive Statistics

Descriptive statistics aims to analyze data by describing or describing
previously collected data so that the data becomes clearer and the information
easier to understand. Sugiyono (2018) also conveyed that descriptive analysis can
be useful as a tool for data analysis by describing or describing the data that has
been collected respectively without drawing general conclusions.
Smart PLS (Partial Least Square)

The analytical method of the PLS method can be applied to all scales of the
data held. In addition, PLS also does not require many estimates and does not
necessarily require a large sample size.

Outer model

Outer model describes the relationship between the indicator block and its
latent variables. Specifically, this model can relate latent variables to their
indicators.
Validity test

The validity test in PLS-SEM consists of two types, namely convergent
validity and discriminant validity (Narimawati et al., 2020).
Convergent Validity

A commonly used measure to calculate convergence validity in structures is
to use extracted mean variance (AVE) and external load. The value of the required
external load/load factor is 0.7, but for early-stage research a value of 0.5-0.7 is
still confirmed to pass the assembly validity test. capacitors (Ghozali & Latan,
2012). This benchmark is defined as the global mean of the squared load index
relative to the building (i.e. the sum of the squares of the loads divided by the
number of ratings). An AVE score of 0.50 or higher suggests that the mean
structure explains more than half of the indicator's variance (Narimawati et al.,
2020). Conversely, an AVE less than 0.50 indicates that the mean of the other
error values contained in the structure is larger than the variance described by the
structure. In
Discriminant validity

Discriminant validity is based on the principle that, based on single
construction indices or other constructs, it should not be highly correlated
(Ghozali & Latan, 2012). Discriminant validity testing is intended to determine
whether a reflectance indicator is a good measure of its own structure.
Discriminant validity testing is performed by evaluating the value of the cross-
load. The flag load value of each variable must be greater than the load value of
the other variables (Hair et al., 2019).
Reliability Test

Reliability testing is used to measure the internal consistency of the
measuring instrument. Reliability refers to the accuracy and consistency of
measurement tools in measurement (Sekaran & Bougie, 2017). In SmartPLS 3
software, reliability testing can use two methods, namely composite reliability, and
Cronbach's alpha. Ghozali (2014) states that Cronbach's alpha measures the lower
limit of the reliability value as an index variable. Reliability is achieved when
Cronbach's alpha is greater than 0.70.
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Inner model

Inner model testing was performed to determine the relationship between
the exogenous structure and the previously emitted endogenous structure. Also
checking internal model is called structural testing. There are several tests in the
internal model, namely:

Coefficient of Determination (R2)

The coefficient of determination test is performed to measure how well the
model can explain the changes. in the dependent variable. The coefficient of
determination test is performed to determine the significance of the percentage
contribution of the influence of the independent variable on the dependent
variable. The coefficient of determination varies from 0 to 1. The higher the value
of the coefficient of determination (closer to 1), the stronger the influence of the
independent variable in explaining the dependent variable. Meanwhile, the
coefficient of determination becomes smaller (closer to 0) indicating that the
influence of the independent variable is weak or limited in explaining the
dependent variable. There are three scoring criteria for the coefficient of
determination, namely: 0.67 means strong, 0.33 means moderate and 0.19 means
weak (Ghozali, 2014).

Influence Size (2)

The influence size of each orbital pattern was determined using f2 analysis
(Cohen, 1998). The effect size (f2) was calculated by observing the change in R2
when a construct was removed from the model. There are three types of {2 values,
namely: 0.02 describes a weak effect, 0.15 describes a moderate effect, and 0.35
describes the strong effect of potential predictors at the structural level (Ghozali,
2014).

Predictive Relevance (Q2)

Predictive Fit is useful to confirm the predictive power of a model by
evaluating the predictive goodness of the independent variable relative to the
dependent variable. This model is only suitable for the dependent variable with
reflectance indices. The predicted relevance value if Q2 > 0 indicates a good
exogenous latent structure for the model to have predicted relevance. Meanwhile,
the value of Q2 and <; 0 indicates a lack of predictive relevance (Narimawati et
al., 2020).

T-statistics

The t-statistical test is performed to see the importance of the relationship
between the variables in the structural model. T-statistics were performed using
the bootstrap (resampling) procedure in SmartPLS3 software. The value of the t-
statistic of the bootstrap results will be compared with the value of the t-table. To
test the hypothesis, this study uses one-sided with 95% significance level, then the
panel t value is 1.65 (Ghozali, 2014). If the t-statistic exceeds 1.65, there is a non-
significant relationship, while a t-statistic less than 1.65 describes a significant
relationship.

Variable operations
Variable operations are used to make abstract implicit variables real and
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measurable using unit measures. For this reason, the behavior of the variables in
this study is as follows:

Table 2. Operational Variables

No Variable Indicator Reference Scale
Dependent Variable
1. Effectiveness of Fraud Effectiveness of fraud Bierstaker, et al. ordinal
Risk Management prevention and detection (2006)
)
Independent Variable
2. Audit (X1a) Internal Audit Siregar and Tenoyo ordinal
Continuous Audit (2015); bierstaker,
et al. (2006)
3. Corporate Culture Ethical Leadership Law (2011); Suh & ordinal
(X1b) Ethical Values Shim (2019);
Siregar and Tenoyo
(2015)
4. Audit Committee Audit Committee Independence Law (2011) ordinal
(X1c) Audit Committee Effectiveness
5. Inspection(X2a) Bank Reconciliation Bierstaker, et al. ordinal
Employee Reference Check (2006); Manga
and Kumari (2017)
6. Policies and Whistle Blowing Bierstaker, et al. (2006); ordinal
Procedures(X2b) Employee Training Law (2011)
Ethical Policy
7. 1T Adoption(X3) Data Mining Password Bierstaker, et al. ordinal
Protection (2006)
Firewalls

Source: Researcher (2021)

RESULT AND DISCUSSION

Demographic Characteristics
Based on the results of the questionnaire distributed via Google Forms

medium, 100 respondents who were internal auditors of banks in Indonesia were
registered as public companies on IDX. This number is consistent with the target
number of the study sample. Respondents in this study came from banks in
Indonesia as shown in table 3.

Table 3. Banks Where Respondents Work

Bank Scale Percentage
National Bank 89%
International Bank 11%

The respondents in this study came from a variety of educational backgrounds.
This is clearly shown in Table 4 below.

Table 4. Respondents Educational Background

Last education Percentage
Bachelor (S1) / Diploma IV 78%
Master (S2) 22%
Doctorate (S3) 0%
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Last education Percentage
Major Percentage
Accountancy 66%
Management 12%
Technical Information 4%
Industrial Engineering 2%
Mechanical Engineering 2%
Economy 2%
International Relations 1%
Finance 1%
Financial Management 1%
Computer Science & Mathematics 1%
Business Administration 1%
Information Technology 1%
Oiling Technique 1%
Computer Science & Mathematics 1%
Risk Management 1%
Forest Management 1%
Forestry 1%
Computerized accounting 1%

Based on experience as a bank internal auditor, 72% of respondents have
more than 5 years of experience, 17% of respondents have 3 to 5 years of
experience, 6% of respondents have 1 to 5 years of experience. 2 years and the
remaining 5% of respondents have less than one year of experience.

Outer Model
Convergent Validity Test

Convergent validity of the value of the external load and the extracted mean
variance (AVE) where the threshold value is for each value, namely: for external
load/required load factor value is 0.7 (Ghozali & Latan, 2015; Hock & Ringle,
2006). Then, Hair (2019) suggested that the convergence value is considered
satisfactory if the average extracted variance (AVE) value is 0.5. The results of
the convergent validity test are as follows:

Table 5. Outer Loadings Results

Indicator Outer Loading Results
X1.1 0.931
X1.2 0.821
X1.3 0.786
X2.1 0.937
X2.2 0.920
X2.3 0855
X3.1 0.911
X3.2 0.843
X33 0.907
X34 0.814
X4.1 0.910
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Indicator Outer Loading Results
X4.2 0.940
X4.3 0.755
X5.1 0.859
X5.2 0.953
X5.3 0.945
X6.1 0.826
X6.2 0.868
X6.3 0.869
X6.4 0.870
X6.5 0.857
X6.6 0.917
X6.7 0.811
YI1.1 0.849
Y1.2 0.827
Y1.3 0.609

Source: processed by researchers
Table 5 shows all the values of outer loadings on the indicators used in the
measuring the variable is valid because it produces a value of outer loadings > 0.5.

Table 6. ResultsConstruct Reliability and Validity

Rule of Composite

Cronbach's Alpha Thumb Reliability AVE

Audit 0.802 >0.7 0.884 0.719

Audit Committee 0.893 >(0.7 0.925 0.756

Corporate Culture 0.889 >(0.7 0.931 0.819

Effectiveness of Fraud Risk 0.648 ~0.7 0810 0592
Management

IT Adoption 0.941 >0.7 0.952 0.740

Inspection 0.838 >0.7 0.904 0.760

Policies and Procedures 0.908 >(.7 0.943 0.846

Source: processed by researchers
Table 6 shows that the three variables used in this study are valid because
they produce an AVE value > 0.5.

Reliability Test

The reliability test is used to measure the internal consistency of the
measuring instrument. The reliability of the data can be checked by looking at the
composite reliability and Cronbach's alpha.

Table 6 shows that all variables used in this study are reliable because they
produce Cronbach's alpha value > 0.7, except for the dependent variable, namely
the effectiveness of Fraud Risk Management. It was concluded that the data had
passed the reliability test, so the data could be continued to the next analysis.
From table 6 also, the Composite Reliability value of all variables has a
Composite Realibility value > 0.7, so the data is reliable.
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Inner Model
Coefficient of Determination (R2)

For the data analysis part, the structural model test results (internal model)
will be presented first in terms of the coefficient of determination (R2). To
determine the value of the coefficient of determination /R-square (R2), the value
varies from 0 to 1 and is divided into three evaluation criteria, which are: 0.67
means good, 0.33 means is average and 0.19 means low (Ghozali, 2014).

Table 7. Results of R Square
Variable R Square Adjusted R Square

Effectiveness of Fraud Risk 0.957 0.954
Management

Source: processed by researchers

Based on the results of the coefficient of determination (R squared)
generated by the research concept, it can be concluded that the audit variables,
audit committee, corporate culture, IT adoption, testing and policies and
procedures on the fraud risk management variable is 0.957 or 95.7%. While the
remaining 4.3% (100% - 95.7%) is affected by variables other than this research
model.

Effect Size (f2)

F2 is used to measure the influence of each specified path pattern. The value
of the effect size (f2) is classified into 3, namely, 0.02 describes the weak effect,
0.15 describes the moderate effect, and 0.35 describes the strong effect of the
predictive variables implicit report at structure time (Ghozali, 2014).

Table 8. Results of f square

Connection 2 Information

Internal audit—> Effectiveness of Fraud Risk Management  1.319 Strong

Audit Committee=> Effectiveness of Fraud Risk 0.659 Strong

Management

Corporate Culture->Effectiveness of Fraud Risk 0.915 Strong
Management

IT Adoption>Effectiveness of Fraud Risk Management 1.414 Strong
Inspection—> Effectiveness of Fraud Risk Management 1972 Strong
Policies and Procedures—> Effectiveness of Fraud Risk 0.001 Weak
Management
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Source: processed by researchers

Based on the results of {2, it can be seen that audit practices, corporate
culture, technology adoption, audit and audit committees have a strong influence
on the effectiveness of fraud risk management. Policies and procedures have little
effect on the effectiveness of fraud risk management.

Predictive Relevance (Q2)

To determine the predicted goodness of fit (Q2) value, the value ranges
from O to 1. If the value of Q2 > 0, this indicates that the model used in the study
has a good fit. predictive and if the value of Q2 is 0, then the model used in the
study lacks the predictive fit. A predictive relevance value closer to 1 means that
the search pattern has a higher prediction pattern.

Table 9. Results of Q Square
Variable Q Square
Effectiveness of Fraud Risk Management 0.529
Source: processed by researchers

Based on the results of the predicted relevance value (q squared) generated
by the study structure, it is 0.529 for the degree of fraud risk management, which
means it is higher than the value of zero. distribution of the risk level of
management fraud has a predictive relationship.

Path Coefficient

In this study, the path coefficient test was performed to determine the
hypothetical relationship between the variables. The path coefficient has a range
from -1 to 1, if the value of the path coefficient is close to 1, it can be concluded
that there is a strong positive relationship between the variables. Meanwhile, the
value of the path coefficient close to -1 indicates a strong negative relationship
between the variables in the hypothesis (Hair et al., 2019).

Table 10. Path Coefficient Values

Line Relationship Original Sample  T-Statistics P value
Internal auditEffectiveness of Fraud Risk 0.439 5135 0
Management
A}ldlt CommitteeEffectiveness of Fraud -0.799 5934 0
Risk Management
Cgrporate CultureEffectiveness of Fraud -0.299 2,776 0
Risk Management
IT AdoptionEffectiveness of Fraud Risk 0.916 7360 0
Management
InspectionEffectiveness of Fraud Risk 0.803 9.560 0
Management
Policies and ProceduresEffectiveness of 0.022 0204 0.839

Fraud Risk Management

Source: processed by researchers
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Table 10 shows a t-statistic was performed in this study to determine
whether the hypothesis was accepted or rejected. The hypothesis can be accepted
if the value of the t-statistic is greater than 1.65 and the hypothesis is rejected if
the value of the t-statistic is less than 1.65. The T statistic value is less than 1.65.
The relationship between these lines is the effectiveness of policies and
procedures for fraud risk management with a T-statistic of 0.087. Meanwhile, the
other 5 path relationships have a significant relationship because they have a T-
statistic greater than 1.65.

T-statistics

A t-statistic was performed in this study to determine whether the
hypothesis was accepted or rejected. The hypothesis can be accepted if the value
of the t-statistic is greater than 1.65 and the hypothesis is rejected if the value of
the t-statistic is less than 1.65. The T statistic value is less than 1.65. The
relationship between these lines is the effectiveness of policies and procedures for
fraud risk management with a T-statistic of 0.087. Meanwhile, the other 5 path
relationships have a significant relationship because they have a T-statistic greater
than 1.65.

Hypothesis Test

Hypothesis testing was performed using the t test. The independent variable
is said to have a significant influence on the dependent variable if the calculated
value of t is greater than the table t and the significant value of the p-value is less
than 0.05. The value of t-table in this study is Table 10 shows that there is a
significant influence between audit committee, corporate culture, technology
adoption, inspection, and audit on management effectiveness. fraud risk.
Meanwhile, policies and procedures have no significant effect on the effectiveness
of fraud risk management.

Discussion

Data for this study was collected using a questionnaire. Then, the
questionnaire data was processed using Smart PLS software. From the data
processing results, it can be seen that:
Internal audit

Internal audit has a significant positive effect on the effectiveness of fraud
risk management. The results we found in this study were also found by Law
(2011), who found that the effectiveness of internal audit had a significant impact
on reducing the number of fraud cases reported. In addition to Law, Alleyne, and
Howard (2005), in their study conducted in Barbados, also found that companies
with internal auditors can be prepared to prevent and detect fraud. Not only that,
Halbouni et al. (2016) also found that the internal audit function is the function
that has the most impact on fraud prevention and detection in the United Arab
Emirates. The findings of this and several earlier studies are also supported by
data presented by ACFE (2021) in its Report to Countries 2020, which states that
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the internal audit function is effective. effective in reducing losses due to fraud
and reducing fraud time by 50%. The internal audit function in a bank greatly
affects the effectiveness of fraud risk management because internal audit provides
objective and independent assurance services to ensure effectiveness, efficiency,
and good use. organization's resources. In addition, the internal audit function
plays a vital role in corporate governance. A good corporate governance
mechanism will encourage efficiency in risk management and control (IIA, 1999).

In addition, Siregar and Tenoyo (2015) found that internal audit is the most
used important function in preventing and detecting fraud. The internal audit
function in large companies uses advanced technology which is currently growing
to assist the role of auditors in operating the company's internal controls.
Therefore, an effective internal audit function can help detect a fraud risk at an
early stage (Gramling & Myers, 2003) so that internal audit can be seen as the
first line of defense against fraud (Nicolaescu, 2013).

Corporate Culture

Corporate culture is stated to have a significant negative effect on the
effectiveness of Fraud Risk Management. This result shows that it is not in line
with the research found by Siregar and Tenoyo (2015) which states that
companies receive threats of fraud due to lack of ethical values. Corporate culture
1s an important aspect that must be owned by every company. The culture that is
owned by a bank will be greatly influenced by the highest management in the
company. When the management can create strong cultural values and norms,
indirectly the created work environment will strengthen the judgment and
attitudes and ethics of employees in the company. Akhsani (2018) agrees that
corporate culture does not prevent fraud.

Audit Committee

The audit committee has a significant negative influence on the
effectiveness of fraud risk management. Contrary to the findings of this study,
Law's study (2011) was conducted in Hong Kong. Law (2011) found that the
effectiveness of the audit committee has a significant effect on reducing the
number of fraud cases. Furthermore, these conclusions are also inconsistent with
the results of Alleyne and Howard (2005), who found that an effective audit
committee would be better equipped to handle prevention and detection. currently
cheating. In addition, Halbouni et al. (2016) also shows that corporate governance
through the audit committee plays an important role in fraud prevention and
detection.

Inspection

Inspection is stated to have a positive and significant influence on the
effectiveness of fraud risk management. This result is also stated in accordance
with the research conducted by Manggala and Kumari (2015), where inspection
also has an important role in eliminating fraud, especially inspections that are
carried out regularly. In addition, other checks that can be carried out are by
checking employee acceptance references, which is also one of the indicators in
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this study. Employee references need to be examined from various aspects,
namely, checking data, past work, and criminal sanctions that ensnare prospective
employees (Bierstaker et al., 2006).

Policies and Procedures

Policies and procedures show a negative influence, so that the effect on the
effectiveness of fraud risk management can be ignored. In this study, it is shown
that there is no influence with the research conducted by Mangala and Kumari
(2017), which in their research shows that an auditor must have policies and
procedures that play an important role in eliminating acts of fraud or fraud faced
by companies. These policies and procedures can certainly be used to maximize
the company's effectiveness in planning anti-fraud plans. One thing that can be
done is by using a whistleblower system. The whistleblower system is an effort
that can be made by utilizing the four pillars in anti-fraud plans regulated in the
Financial Services Authority regulations. The whistleblower system itself is one
of the systems used in this study. Bank Central Asia implements a whistleblower
system to maintain the trust of stakeholders and maintain the company's
reputation.

The whistleblower system implemented by Bank Central Asia also allows
all parties, internal and external, whose identities are kept confidential, to report
fraudulent activities through an electronic form on the website. Denunciation
website of Bank Central Asia. In addition to the whistleblower system, ethics
training and ethics policy are also policies introduced by banks with one of the
goals of fraud prevention. The whistleblower system implemented by Bank
Central Asia also allows all parties, internal and external, whose identities are kept
confidential, to report fraudulent activities through an electronic form on the
website. Denunciation website of Bank Central Asia. In addition to the
whistleblower system, ethics training and ethics policy are also policies
introduced by banks with one of the goals of fraud prevention. The whistleblower
system implemented by Bank Central Asia also allows all parties, internal and
external, whose identities are kept confidential, to report fraudulent activities
through an electronic form on the website. Denunciation website of Bank Central
Asia. In addition to the whistleblower system, ethics training and ethics policy are
also policies introduced by banks with one of the goals of fraud prevention.

IT Adoption

IT adoption has a significant positive impact on the effectiveness of fraud
risk management. This result was also found by Manggala and Kumari (2015),
who found that the use of technology can reduce the risk of fraud. Besides
Manggala and Kumari, Bierstaker (2006) also found that technology, specifically
firewalls and password protection, plays a very effective role in fraud detection
and removal. However, Halbouni et al. (2016) found that technology performs a
similar role to traditional fraud detection and prevention techniques, so there is no
significant difference in technology adoption. Over time, technology continues to
evolve and become more sophisticated, including password protection as one of
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the indicators of this study. Age-old password protection continues to evolve from
what began as just a few digits to now possible biometrics.

The use of password protection in the banking sector has been widely used
in digital banking applications and bank operational systems. For example, CIMB
Niaga, which is one of the banks that became the research sample, has used
biometric password protection for the OCTO Mobile application which is usually
used by customers to make transactions so that users can validate transactions
with passwords. The use of password protection in the banking sector has been
widely used in digital banking applications and bank operational systems. For
example, CIMB Niaga, which is one of the banks that became the research
sample, has used biometric password protection for the OCTO Mobile application
which is usually used by customers to conduct transactions so that users can
validate transactions with passwords. The use of password protection in the
banking sector has been widely used in digital banking applications and bank
operational systems. For example, CIMB Niaga, which is one of the banks that
became the research sample, has used biometric password protection for the
OCTO Mobile application which is usually used by customers to conduct
transactions so that users can validate transactions with passwords.

CONCLUSION

This study was conducted to determine whether the independent variables in
this study, including internal audit, corporate culture, audit committee, audit,
policies and procedures, and applicable information IT, has an impact on the
effectiveness of fraud risk management. Variable in this study from a sample of
Indonesian banks listed on IDX, the researchers found that the variables of
internal audit, inspection and IT adoption have a positive and significant
relationship with the efficiency of the bank fraud risk management. While other
variables, namely corporate culture, audit committee and policies and procedures,
have a negative relationship with the effectiveness of fraud risk management,
although the policies and procedures are not related to the effectiveness of fraud
risk management has no significant impact on the effectiveness of fraud risk
management.
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