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Abstract: This paper investigates the key determinants of 

fraudulent financial reporting in Nigeria by integrating fraud 

triangle theory elements (that is, Pressure [external pressure-

Debt, financial stability-LDR, and financial target-ROA], 

Opportunity [ineffective monitoring], and Rationalization 

[auditor’s change]. The population this study is banking 

company listed on the Nigerian Stock Exchange with a total 

sample of 135 from 15 banking companies between 2012-2020. 

Based on the results of research using regression analysis, the 

findings showed that pressure is having both positive and 

significant relationship with fraudulent financial reporting; also, 

rationalization is having significant but negative relationship, 

whereas opportunity is having positive but insignificant 

relationship. The study therefore conclude that among others, 

these elements are the key determinants of fraudulent financial 

reporting and also recommends that company should avoid huge 

debt profile and heavy target on the management in order to 

reduce the pressure to perpetrate fraud by the management. 

Also, they are encouraged to always appoint audit firm with 

required quality and integrity, and lastly, they should always 

enforce constant audit rotation as stipulated by the standard.  

Key Words: Fraudulent Financial Reporting, Pressure, 

Opportunity, Rationalization.  

I.  INTRODUCTION 

he 21
st
 century is a period where materialistic tendencies 

affect both corporate and personal life in the society. 

These tendencies decreases corporate wellbeing, and put 

unusual and extraordinary pressure on personal resources in a 

manner that impose unsatisfied hunger for more economic 

resources in order to sustain an individual modern social 

status as against what the value were in the 18
th

 century such 

as integrity, probity and good character in general terms. This 

modern menace has resulted into pressure for different 

fraudulent activities in the corporate world, even in our entire 

society and has resulted into corporate failure (Omoolorun & 

Abilogun, 2017). 

These spates of corporate failure have placed greater 

responsibilities on forensic accountants to equip themselves 

with the skills to identify and act upon indicators of poor 

corporate governance, mismanagement, frauds and other 

wrong doings. It has become imperative for professional 

forensic accountants to be grounded in the techniques for 

identifying, discovering as well as preserving the evidence of 

all forms of financial abuses. Though accounting practices has 

improved tremendously, but recent electronic frauds have 

become complex and sophisticated to a magnitude that they 

could go unrecognized (Dzomira, 2014). This requires finding 

ways to overcome the new challenges to match the capacity of 

financial crime level. The failure of statutory audit to detect, 

prevent and reduce misappropriation of corporate fraud and 

the increase in corporate crime has put pressure on the 

professional forensic accountants and the legal practitioners to 

find a better way of exposing fraud in business world.  

Association of Certified Fraud Examiners [ACFE] 

(2016) posited that the numerous numbers of financial 

scandals is a clear indication that audit failure has serious 

consequences for the corporate world, most especially 

investors where fraudulent financial reporting carries the 

greatest losses. Based on the large number of fraudulent 

financial reporting, there is a need to analyze how to prevent 

and reduce fraudulent financial reporting in this recent era and 

this might not be possible without a clear understanding of 

what constitute or determines a manipulated financial 

reporting. This manipulation of financial reporting has 

increased from year to year and whenever financial reporting 

contains manipulation, its elements do not present the actual 

state (Spathis, 2002).  

It is not a gainsaying that accounting information 

contained in the financial statements has a very important role 

for business people in making investment decision. Then, if it 

must be useful, the information must be relevant and be 

reliable in order to meet the needs of the user in the decision 

making process. Information is said to be relevant if it can 

influence the economic decisions of the users by assisting 

them in evaluating past, present, or future events, affirming or 

correcting their past evaluation results and its said to be 

reliable if does not contain any misleading information 

(Kirkos, Spathis & Manolopoulos, 2007).  

The great impacts and consequences of fraudulent 

financial reporting are unavoidable because the company will 

eventually suffer significant losses because as a result of this. 

Owolabi (2010) opined that accounting fraud is usually 

motivated by a company that wants its financial statements to 

healthy in the face of users. Also, the company might want to 

minimise the perception of potential investors that his 

company is at going-concern risk. Therefore, company shares 

may be rated higher if investors judge that the company has a 

low risk level, because they will not worry the company will 

T 
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go bankrupt. In order to create such a good perception, some 

companies’ window dresses the financial report; these cases 

are common in the banking sector. The rise in various cases in 

an accounting scandal causing various parties to have a 

speculation that fraudulent financial reporting was perpetrated 

by the management of such company. The occurrence of this 

phenomenon is what motivates this study so as to learn more 

about the factors that determines these fraudulent activities 

and hence knowing how to prevent this fraudulent financial 

reporting menace.   

Fraud triangle theory is a major determinant and has 

being in used to detect the causes of fraud. Three Elements of 

Triangle fraud namely incentive (pressure or motive), 

opportunity, and rationalization (justification). Incentive is 

what motivate an individual or a company at large to commit 

fraud which could be inform can be in the form of lifestyle, 

economic demands, including finance and non-finance. It is 

therefore, a target or goal to be achieved, but it is facilitated 

by the inability to get it so that someone makes fraud (Abbasi, 

Albrecht. Vance & Hansen, 2012). Rukmawati and Chariri 

(2011) explained that there are several factors that occur at 

incentive which can cause result into fraud, such conditions 

among others are external pressure, financial stability and 

financial targets.  

Skousen, Wright, and Smith (2011) found that 

companies that have high debt ratios may be pressurised or 

motivated to manipulate income. Some companies prefer 

engaging in fraudulent financial reporting if they have 

opportunities through manipulated earnings management so 

that their performance is seen satisfactory by the shareholders. 

Dechow, Sloan and Sweeney (2012) argues companies with 

low governance and few audit committees dominated by 

insiders tend to have high fraud. There submission was also 

buttressed by Rasha and Andrew (2012), they concluded that 

a high level of fraud can occur when the concentration of 

power is owned majorly by an insider; the ethics of 

supervision by the board of commissioners is not effective, 

leading to a potential fraud which is due to a lack of 

supervision from external parties.  

To the best of the researcher’s knowledge and based 

on several studies explored, few studies have been conducted 

on fraudulent financial reporting which is evident in 

Omoolorun & Abilogun (2017) and Aparna (2018) which 

were conceptually justified but never integrate fraud diamond 

elements. Though, Imagbe, Abiloro and Saheed carried out 

study on fraud diamond and financial crimes in Nigeria 

Banking industries, but their study basically considered 

response through the use of questionnaire (primary data), the 

financial statements were not looked into to examine or 

investigate the existence of fraudulent practices. The known 

study that conducted research in this area and examined 

financial statement fraud (using secondary data) were 

Yulistyawti, Suardikha and Sudana (2019) and Achmad and 

Pamungkas (2018) both result were from Indonesia, the result 

of which could not be generalised on Nigeria companies. 

Thus, this is the point of departure of this study from previous 

studies in Nigeria. Therefore, this study is essentially a library 

exploratory survey of extant literature on knowing the 

determinants of fraudulent financial reporting in Nigeria by 

integrating the fraud triangle theory.   

Following the introduction, the rest of this paper will 

be arranged starting with (i). Review of financial reporting, 

fraud, fraudulent financial reporting, and fraud triangle 

elements (ii). Review of prior literatures on the relationship 

between the variables (iii). Theoretical review and (iv). 

Conclusion and recommendation.  

II. LITERATURE REVIEW 

This chapter is used to review extant literatures on 

inventory management fraud and financial reporting which 

will be necessary in arriving at the conclusion on which this 

study is based. 

2.1. Financial Reporting 

Financial reporting is to be prepared by both private 

as well as public sector companies irrespective of their size, 

industry and level of operations, according to the provisions in 

the company and allied matter act.  This statement prepared 

and the records maintained are to be cross checked by an 

auditor to ensure it its trueness, fairness and ascertain that it is 

free from material misstatement. Therefore, major aim of 

financial reporting is to provide and present the true and fair 

organisation’s financial affairs to all its associated stake 

holders. Most times financial reports are reviewed and 

analysed by the board of directors, financial analysts, 

managers, government agencies, investors and others 

information users for making economic decision. The 

company is expected to disclose the details of their financial 

reporting at the Annual General Meeting (AGM) and also 

attach a copy to the Companies Registration Office (CRO). 

This Financial reports includes: The statement of financial 

position; the statement of Profit or Loss and other 

comprehensive income; Statement of cash flow; and 

Statement of changes in equity. 

Financial reporting simply means disclosing the 

information about an entity’s financial performance and 

financial position to its shareholders and stakeholders over a 

defined period of time usually a year. The stakeholders in this 

regard includes: governments, financial analyst, creditors, 

banks, public, investors, employees and so on. In other word it 

is the end product of accounting which components that 

includes: statement of financial position, statement of profit or 

loss and other comprehensive income, statement of cash flow 

and statement of changes in equity among others (Charles, 

2009).  

International Accounting Standard Board [IASB] 

(2011) pointed that the objective of financial reporting is 

“to provide information about the financial position, 

performance and changes in financial position of an 

enterprise that is useful to a wide range of users in making 
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economic decisions”. IASB (2011) noted that the objectives 

and purposes of financial reporting include providing 

information: to shareholders and the general public should in 

case it’s a quoted company about various aspects of the 

organisation; to management of an entity for planning, 

controlling, analysis and decision making purposes; to the 

investors, promoters and creditors that will enable them to 

make a rational decisions as regard their investment; about the 

entity’s economic resources and making claims on how these 

resources have undergone some changes over time; about 

various procurement and usage of organisation’s resources; to 

other stakeholders as related to the performance of the 

management as regard their level of diligence in the discharge 

of various duties and responsibility; also on social welfare by 

enhancing employees interest and also that of governments 

and trade union.   

Omoolorun and Abilogun (2017) posited that 

financial reporting by an entity is an essential tool for any 

market participant because it reduces information 

asymmetries between managers, investors, regulatory bodies, 

public and other stakeholders which also aids in measuring the 

economic performance of such entity which will serve as a 

catalyst in making economic decisions by the connected 

parties. They further observed that as important as financial 

reporting may be, if the information provided does not show 

the true state of affairs (fraudulent), it has the power to impair 

the sound economic view which enables individual or 

corporate organisation in making investment decision which 

will affect the confidence of the investors and thereby affect 

the organisation’s negatively at the long run.   

 2.2. Concept of fraud 

Fraud connotes different meaning to different people 

based on the conditions or circumstances they found 

themselves. Most people who truly involved in battling fraud 

have their own businesses or involvement and they have their 

own definition of what fraud is and what it isn’t. As a result of 

this, there are so many definitions, observations conclusions 

and assertions as regard the fraud concept. Some are academic 

definitions; some are legal while some are based on personal 

experiences.  

Association of Certified Fraud Examiners [ACFE] 

(2012) defines fraud as “any illegal acts characterized by 

deceit, concealment, or violation of trust. These acts are not 

dependent upon the application of threat of violence or of 

physical force. Frauds are perpetrated by individuals and 

organisations to obtain money; or to secure personal or 

business advantage. The American Institute of Public 

Accountants (AICPA) (2002) defines fraud as “a broad legal 

concept that is distinguished from error depending on whether 

action is intentional or unintentional” they further break fraud 

down into different element and concluded that fraud will 

only occur only if and if the elements are present. These 

elements are as follows: A representation; about a material 

point; which is false; and intentionally or recklessly so; which 

is believed; and acted upon by the victim; to the victim’s 

damage.  

Fraud sometimes can be in form of misappropriation 

of assets, theft and even records manipulation which are 

mostly backed-up by concealment of the theft. In other word, 

it is the conversion of stolen properties or resources to 

personal property. Onibudo (2007) noted that if fraud must 

occur there must be three elements which he termed to as 

“WOE”. This “WOE” mean the will, opportunity and exit 

(escape route), that is in-turn referring to fraud triangle, which 

is pressure, opportunity and rationalization. 

2.3. Fraudulent Financial Reporting 

Fraudulent financial reporting can be a deliberately 

misrepresentation of the financial statements in order to gain 

an undue advantage. It may be done by not making certain 

disclosures and (or) by means of actual elimination of the 

number of certain accounts in order to deceive the users of 

financial statements.  

Accounting concepts and conventions may be 

violated when management and(or) owners of the company 

treat company’s assets as their personal own which leads may 

result to misuse of funds by the owners and that may lead to 

organisation being bankrupt at the long run.  The ultimate 

negative effect of such bankruptcy will be on the stake holders 

of the company which are mainly the investors, creditors and 

shareholders. Therefore, financial frauds as it is; stand as a 

major key issue in the corporate environment (Jamad, 2003). 

Jamad also noted that, if investigation is properly carried out, 

at least three out of every ten companies may be noted for 

fraudulent accounting practices.  Frauds are inevitable and 

should be carefully noted treated as occupational hazards of 

which costs maybe very devastating and all the stakeholders 

of the organisation become victims of them (Jim, 2015).  

Jamad (2003) on fraudulent financial reporting 

schemes posited that it include earnings management which is 

defined by Securities and Exchange Commission (SEC) as the 

use of tricks to distort a company’s true financial performance 

and position for a desired result to be ascertained.  

Categorised Earning management can be of two techniques 

are: (1) those permissible by the standard – Called “The Grey 

Zone”, that is; Changing method of depreciation; Changing 

useful life or the estimated salvage value of the asset; 

Determining the temporariness or permanency of the market 

value of an investment; Estimating the write downs required 

for the investment; and Determining the actual life of the asset 

to be written off. (2) Techniques not permissible by the 

standard, which are: Big bath charges; Cookie Jar liability 

charges; Revenue recognition irregularities; and Recording 

intentional misstatements in the financial statements.  

Jamad (2003) on misappropriation of assets also 

noted that the most common type of fraud that is mostly 

perpetrated within the organisations is assets 

misappropriation. Mostly, what is always evident or seen here 
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in most cases is misappropriation of cash. The various 

methods in which assets can be misappropriated include: (1). 

Misappropriation of cash which includes-Skimming and 

larceny of cash; Understating or not recording full or partial 

amount of sales or receivables; Fraudulent disbursements; 

Billing Schemes; Creation of fictitious vendors or use of shell 

companies; False credits, refunds, rebates and kickbacks; 

Over billing; Pay and return scheme; Theft of company 

cheques; Payroll Schemes; Payments to fictitious employees; 

Falsified working hours; Expense reimbursement schemes; 

Cheque theft and tampering of cheques; and Register 

disbursement schemes. (2). Misappropriation of inventory 

which includes- Conversion of inventory; False write offs and 

other debits to inventory; False sales of inventory. (3). 

Revenue and Assets Obtained by Fraud:  Revenue 

misappropriation is another side of asset misappropriation.  

Financial reporting auditors consider these types of frauds to 

be beyond their area covered since the financial audit does not 

inquire to the quality company’s operations even though they 

highly influence the investor’s interests.  These types of fraud 

are expected to be checked while conducting internal audit 

and operational audits.  (4). Expenditure and liabilities for an 

improper purpose: This connotes the expenses spent by the 

organisation for illegal or purposes not duly authorised by 

specified officers to ensure control.  This could include 

bribery of government official or committing to pay some 

future expense of the same government official etc.  Auditors 

consider these sorts of frauds are not under their jurisdiction. 

Fraudulent financial reporting is the dependent 

variable for this study, it would be necessary to state how it 

could be measured in the financial report. The fraudulent 

financial reporting could occur starting from management 

earnings. This fraudulent financial reporting is proxied by 

management earnings as measured by a specific accrual 

model developed by (Molida, 2011) and therefore be 

measured using discretionary accruals.  

2.4. Key determinants of fraudulent financial reporting 

For a problem to be solved, the best approach is to 

identify the major causes of such problem and then proffer a 

possible solution to the identified problem. This study is 

integrating the elements of fraud triangle theory as the major 

determinants of fraudulent financial reporting. For the purpose 

of this study the pressure in financial reporting is recognised 

as: external pressure (company’s debt), while that of 

opportunities is recognised as ineffective monitoring and 

rationalization is recognized as auditor’s change. This is 

demonstrated in the figure below: 

 

Source: Achmad and Pamungkas (2018) 

2.4.1. External Pressure (Debt) and Fraudulent Financial 

Reporting (Pressure) 

Companies most times get pressure from external 

parties. One of the most frequent pressures comes from the 

management of the company as a result of the need to obtain 

more debenture or external funding sources which could be 

very competitive at times. Such fund could be needed for 

research and development of financing, capital expenditures 

and for re-investment opportunities. Companies with high 

debt ratios may have no option than to manipulate their 

earnings in order to make it look robust and seemingly able to 

cater for their obligations. Therefore, management of the 

company could result to committing fraudulent financial 

reporting in as much there is a chance to conduct earnings 

management in the household to show in the face of their 

shareholders that they are not performing below standards.   

Managers can also make changes to financial statements 

where the needs be, and in accordance with the completeness 

of debt. The statement means that the higher level of debt the 

higher could increase in fraudulent financial reporting be. This 

is in agreement with the findings of Dechow, Sloan and 

Sweeney (2012), their study revealed level of debt has a 

positive effect with the possibility of fraudulent financial 

reporting. Which means a high debt ratio has a tendency 

leading management towards given a fraudulent financial 

reporting.  

Achmad and Pamungkas (2018) posited that external 

pressure imposes a compulsory obligation for management to 

meet the requirements or expectations or demand of third 

parties. Therefore, has noted in the study carried out by 

Amara, BenAmar and Jarboui (2013) leverage is noted to be 

proxy of external pressure. Leverage could be measured by 

comparing the company’s total debt and its’ total assets. In 

this case, debt leverage is a proxy for external pressure 

measured by comparing total debt with the company's total 

assets. 

2.4.2. Ineffective Monitoring and Fraudulent Financial 

Reporting (Opportunities).   

Ineffective monitoring simply means a situation in a 

company that where there is no effective or good internal 



International Journal of Research and Innovation in Social Science (IJRISS) |Volume V, Issue XII, December 2021|ISSN 2454-6186 

 

www.rsisinternational.org Page 292 
 

monitoring. This situation is mainly influenced by 

management since they are the one that determine and 

institute controls at different unit within the organisation. 

Therefore, in order to avoid and mitigate the practice of 

internal fraud within the company, there is a need for 

management to institute a supervisory that will monitor every 

activities of the company, hence blocking every loophole. It 

has been established and noted that widespread worldwide 

accounting scandals and the occurrence of fraud happened as 

a result of a weak system of internal control (supervision) by 

the company which has given opportunity to someone to act 

in accordance to what interests his personality in order to gain 

undue advantage. The situation where supervision which is 

not effective, it is an open cheque for management to feel not 

closely monitored and increasingly ways to maximize their 

personal gains (Rahmanti, 2013).  

Therefore, effective monitoring could be proxy as audit 

quality. Audit quality is closely related to how well a job is 

being completed compared to the expected criteria. Audit 

quality is what allows auditor at the time of auditing the 

financial statements of clients to find any violations set 

standards and rules, since auditors are always guided by 

auditing standards and code of professional ethics whenever 

they are carrying out these tasks. Smaili, Labelle and Stolowy 

(2009) and Lennox and Pittman (2010) explain that BIG4 

external auditors tend to detect better fraud than other auditors 

because of their experience and different activities they have 

involved themselves with over the year. This is because firms 

with large public accounting offices’ also have more serious 

supervision, one of which is to maintain the reputation of the 

accounting firm. Luhgiatno (2010) states that "auditors who 

have better quality will not to accept or agree with accounting 

methods that are not clear and more are capable of detecting 

errors and fraud”. 

Ineffective monitoring is a situation where the company 

has an ineffective supervisory and hence could influence 

company's management performance. Ineffective monitoring 

could be measured or be proxied by a dummy variable with a 

company that is affiliated with or being audited by BIG4 

public accounting firm with number 1 and a company that is 

not affiliated with or being audited by a non-BIG4 public 

accounting firm is numbered 0.   

2.4.3. Rationalization and Fraudulent Financial Reporting  

Rationalization simply connotes the justification of 

oneself or a reason for someone in misbehaviour or 

wrongdoing and it remains an important element in fraud 

(Abbasi et al., 2012). The external auditor changes in the 

company could be used to proxy rationalization, that is the 

extent at which external auditors is being substituted could 

replace fraudulent financial reporting. The rate at which 

company makes changes to external auditors, the higher the 

chances of companies presenting fraudulent financial 

reporting. Lou and Wang (2009) state the change in external 

auditors could reduce the detection of fraudulent financial 

reporting because the new auditor might not have gotten use 

to the company processes.  

Many companies that often involve in changing 

external auditors are prone to presenting fraudulent financial 

reporting because companies that commit fraud will most 

likely not be known or easily be detected if audited by a new 

auditor. Baik, Farber and Lee (2011) posit that companies can 

change external auditors in order to minimize the possibility 

of detecting fraudulent financial reporting. Therefore, 

rationalization on companies can be accepted with the rate 

auditor turnover cycles, audit opinions obtained by the 

company, and total accrual conditions divided by total 

increases, that is, the rate auditor changes (Skousen, 2009).  

Though, changes to the auditor's part are the most 

difficult. The auditor's turnover calculation uses dummy 

variable with companies that make auditor changes given 

number 1 and number 0 for companies that do not make 

changes auditor for a period of 5 years according to the 

applicable ministerial regulation of audit rotation. 

2.5. Theoretical Review  

This paper focuses on two theories which agency 

theory and the fraud triangle theory which is discussed as 

follows: 

2.5.1. Agency Theory 

Jensen (2002) stated that what agency theory really 

entails is the principal and agency relationship, where the 

principals are the represented while the agents are those ones 

who represent. In this regard, shareholders are the one refers 

to as the principal while managers are referred to as the 

agents. This theory assumes that these two different groups 

have different functions and attitude towards risk, therefore 

their interest in the company are not the same (Donaldson & 

Davis, 1991).  

Eisenhardt (1989) noted that there are two major 

problems associated with managers which are: managers 

hiding germane information that involve their ambition and 

traits from the shareholders; also agents acting with self 

interest without necessarily considering the goal congruence 

of the entire company. Bohren (1998) posited that there are 

typically uncommon goals and interest among people 

involved in agency relationship. He noted that agency theory 

assumes those individuals involved are opportunistic in nature 

because they frequently aimed maximizing their own interest. 

Therefore, there might not be an assurance that the managers 

(who are the agents) will perform their duties in the best 

interest of the shareholders (the principals). The agent tends to 

maximize their own interest at the expense of the principals 

suffering loss on their expected return on investment.   

Since the reward for being a shareholders is 

maximization of wealth through return gotten from their 

investment in such company. The return will be derived if the 

company makes profit in a fiscal year, this return is want 
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shows that the managers has performed excellently well and 

will make shareholders and potential investors to investment 

more in such company and even give those sets of 

management credence. In order way, a company that not 

realizing expected return on investment might find it difficult 

to pay dividend to its shareholders which shows that the set of 

management appointed are not performing as expected if their 

performance is to be evaluated. In view of this, management 

tends to smoothening or inflates the book value of the profit 

and thereby showing a window dressed value which might 

have been perpetrated through the use fraudulent means, 

which will in-turn having a negative effect on the information 

presented in the financial report. Therefore, agency problem is 

the reason while management most times involve in 

fraudulent activities because their interest will be catered for, 

most times it might be to beat some target in order to improve 

their performance in the sight of some stakeholders. 

2.5.2. The Fraud Triangle Theory 

Frauds diamond is an idea proposes to investigate the causes 

or determinants of fraud. Reasons people commit fraudulent 

activities was earlier examined by Cressey Donald, a 

criminologist in 1950. The idea was later coined by him in 

1973, which he called the fraud triangle or triangle cheating. 

He carried out research on what drives people to violate trust 

and commit fraud. During his investigations, he cross-

examined two hundred and fifty criminals whose behaviour 

met two criteria: firstly, such a person must have accepted a 

position of trust in good faith, and secondly such person must 

have violated the trust. In an attempt at explaining fraud in 

accounting, Cressey (1953) proposed the following function 

that: FRAUD = f (Pressure, Opportunity, and Rationalization). 

Pressure is what motivates people to perpetrate fraud. This 

pressure can be in form of the need to pay medical bills, high 

level of debt; children school fees, personal greed, and taste 

for expensive items and so on. Most time, this pressure always 

comes as a result of the need to satisfy frequent financial 

needs (Wuerges & Borba, 2010). Okoye (2014) posited that 

most times, a low level of performance is what motivates 

managers to defraud their company by inflating their results, 

hide the problem and increase the overall performance of the 

company.  

Opportunity to commit this fraud can come as a result of 

ineffective or weak system of internal control or ineffective 

corporate governance which has given managers or individual 

that has fraud intent to perpetrate the act. Kelly and Hartley 

(2010) posited that a person with fraud intent will always 

make use of a little loophole or opportunity available to 

commit this unethical act and that fraud is likely to be 

committed where there is lower risk of being caught. Okoye, 

Okafor and Ijeoma (2009) noted that opportunity to commit 

fraud is created through poor management oversight, weak 

system of internal control and unethical abuse of position and 

authority to override control. 

Rationalization as the third element indicates that people who 

commit fraud will always look for one reason or the other to 

justify their crime. Williams (2005) noted that an individual 

who cannot justify his acts of committing fraudulent act might 

not likely involve in it. He therefore suggested some 

justifications that people gives as follows: “I was only 

borrowing the money”, “I had to steal so as to provide for my 

family pressing need”, “my employer is underpaying me”, “it 

is common everywhere”. Hooper and Pornelli (2010) also 

buttress this claim that people who commit fraud always have 

a particular notion or mind-set that allows them to justify or 

give excuses for their crime. 

III. METHODOLOGY 

Correlational design was used in this study, it enable 

researchers examine the important variables associated with 

the problem. Quantitative approach was used because the data 

was obtained in the form of numbers and analysis by using 

statistics. The population of this research consist of listed 

commercial Banks in the Nigerian Stock Exchange (NSE) for 

9 years, from 2012-2020. The selection of banking industries 

as population is because banks are the financial actors; they 

contribute to country revenues and economy. The sample of 

this study is secondary data annual report of companies that 

go public, in the banking sector with a period of 2012-2020. 

3.1. Model Specification 

The dependent variable of this study is fraudulent financial 

reporting. Rezaee (2002), explains that fraudulent financial 

reporting occur starting from management earnings. Analysis 

Method Testing the hypothesis used is a multiple linear 

regression model. Beaver and Engel models with the formula: 

DACCit = β0 + β1DEBT + β2AUD + β3AUDCHAN + 

ε.................................................. i 

Information:  

β0 : Constant regression coefficient  

β 1,2,3: Regression coefficient of each proxy 

DACCit: Discretionary accruals of companies i years t  

DEBT : Total Debt ratio per total asset  

AUD : Audit Quality Ratio  

AUDCHAN: Auditor turnover ratio  

ε : error term 

3.2. Operationalization of Variables 

S/N VARIABLES OPERATIONAL DEFINITION SOURCE 

1 

Fraudulent 

Financial 

Reporting ( 
DACC) 

Fraudulent financial reporting is 

proxied by management earnings as 

measured by a specific accrual model 
developed by (Molida, 2011). 

Achmad 

and 

Pamungk
as(2018). 

2 
Pressure 

(DEBT) 

Leverage is a proxy of external 

pressure. According to Amara et al., 

(2012) leverage is measured by 
comparing the total debt and total 

assets of the company. 

Achmad 
and 

Pamungk
as(2018). 
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3 
Opportunity 

(AUD) 

Opportunity i.e. Ineffective 

monitoring, it  is proxied by a 

dummy variable with a company that 
is affiliated with a BIG4 public 

accounting firm with number 1 and a 

company that is not affiliated with a 
non-BIG4 public accounting firm is 

numbered 0 

Achmad 
and 

Pamungk

as(2018). 

4 
Rationalization 

(AUDCHAN) 

Changes to the auditor's part are the 
most difficult. This auditor's turnover 

calculation uses dummy variable 

with companies that make auditor 
changes given number 1 and number 

0 for companies that do not make 

changes auditor for a period of 5 
years according to the applicable 

ministerial regulation. 

Achmad 

and 

Pamungk
as(2018). 

IV. RESULTS AND DISCUSSIONS 

Based on the sample criteria used in this study, it was 

found that banking companies during 2012-2020 made 135 

observations. Therefore, results from analysis gotten through 

the computation of unit root test, Descriptive Statistics, 

Correlation Matrix and OLS result are presented and 

discussed as follows: 

4.1. Unit Root Test 

Non-stationary data produces bogus regression; hence the 

result may be misleading. Therefore, it is mindful to establish 

the stationarity of data. This is carried out using the 

Augmented-Dickey Fuller (ADF) unit root test. The decision 

rule is that the ADF test statistic value must be greater than 

the Mackinnon critical value at 5% and at absolute value. The 

table below shows the summary of unit root test conducted on 

the parameter at level. 

Table 4.1 Unit root test at level 

Variables 

ADF Test 

Statistic 

Value 

Mackinnon 

critical Value 

at 5% 

Prob. Remark 

DACC -0.07216 -3.5529 0.9933 
Non-

stationary 

DEBT -4.3812 -3.5529 0.0075 Stationary 

AUD -3.3741 -3.5529 0.0723 
Non-

stationary 

AUDCHAN -1.6219 -3.5529 0.7623 
Non-

stationary 

Source: Processed Secondary Data (2021) 

From the table 4.1 above, it can be deduced that only 

one variable out of the four variables used was stationary at 

level because it has its Augmented-Dickey Fuller (ADF) 

statistics greater than Mackinnon critical value at 5%. In other 

words, the remaining three variables are yet to be stationary 

and they have to be otherwise our results might not be reliable 

and unfit for forecasting. Thus, there is need to ensure 

stationarity of those variables. This led to the testing for 

stationarity at first difference and second difference. Table 4.2 

below shows the order of integration as depicted under 

remarks. The times series of data must be stationary otherwise 

the outcome of the entire analysis might produce spurious 

results.  

Table 4.2 Unit root test at first/second difference. 

Variables 

ADF Test 

Statistic 

Value 

Mackinnon 

critical Value 

at 5% 

Prob. Remark 

DACC -4.4738 -3.5577 0.0006 I(1) 

DEBT ****** ****** ****** I(0) 

AUD -5.3366 -3.3366 0.0007 I(1) 

AUDCHAN -5.9800 -3.5577 0.0001 I(1) 

Source: Processed Secondary Data (2021) 

All the variables are now stationary after first difference 

except foreign direct investment as ratio of GDP (RFDI) 

which had been stationary at level because they have their 

respective ADF statistics greater than Mackinnon critical 

value at 5%. The fact that one of the variables is stationary at 

level while other variables had to be stationary after first 

difference shows that the variables are not co-integrated in the 

same order. 

Descriptive Statistic (Table 4.3) 

 N Mean 
Std. 

Deviation 

Skewne
ss 

 

Kurtosis 

DACC 135 2.4612 1.1074 .1164 -1.2129 

DEBT 135 2.5825 1.2022 -.0182 -1.1108 

AUD 135 2.4635 1.1074 .1201 -1.2318 

AUDCHAN 135 2.3814 1.2086 .1510 -1.2610 

Valid N (listwise) 135     

Source: Processed Secondary Data (2021) 

The descriptive statistics of the variables used in the analysis 

as presented in table 4.3 explains the mean, standard deviation 

and the normality of variables, fraudulent financial reporting 

(DACC) is the main variable of interest, which is the 

dependent variable. From the table fraudulent financial 

reporting (DACC) had a mean value of 2.4612 and the 

standard deviation is 1.1074 which is a little close to the 

mean, this suggests a low degree of variability of data. 

Fraudulent financial reporting (DACC) was positively skewed 

with a skewed value of 0.1164 which shows it is normally 

distributed. Two out of the explanatory variable are positively 

skewed while the remaining which pressure (DEBT) is 

negatively skewed. 

Correlation Analysis (Table 4.4) 

 DACC DEBT AUD 
AUDCHA

N 

DACC 1.0000    

DEBT 0.0101 1.0000   

AUD 0.2613 -0.2602 1.0000  

AUDCHAN -0.11 -0.41 0.60 1.0000 

Source: Processed Secondary Data (2021) 
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The use of correlation matrix is to check for multi-collinearity 

and to explore the relationship between each explanatory 

variables and the dependent variable. The correlation analysis 

in table 4.4 above showed that there exists positive 

relationship between fraudulent financial reporting (DACC) 

and Pressure (DEBT) and opportunity (AUD), but negatively 

related with Rationalization (AUDCHAN). Finally, no two 

explanatory variables were perfectly correlated thus multi-

collinearity among the variables does not exist. 

4.3. The OLS Result  

Table 4.5: The Computation of (OLS) Result 

Variables Coefficient 
Standard 

error. 
T-statistics Probability 

Intercept 1.484 0.307 4.828 0.000 

DEBT 0.105 0.070 2.575 0.017 

AUD 0.202 0.067 0.023 0.103 

AUDCHAN -0.506 0.066 7.561 0.000 

R2=0.622,   R2 bar=0.609,  F-stat., (3,135)=22.120, Pro(F-stat.,)=0.000 

D.W = 2.231 

Source: SPSS Version 20.0 

OLS Analysis (Table 2) 

DACC = 1.484 + 0.105 + 0.202 + 0.506 +U 

S.E =   (0.307)    (0.070)    (0.067)  (0.066) 

T-Stat = {4.828}  {2.575}  {0.023}  {7.561}   

External Pressure (DEBT) Positive Affect the Fraudulent 

Financial Reporting 

Based on table 4.5 above, it clearly showed that the variable 

pressure was proxied by having significance value of DEBT 

of 0.017 and 2.575 with a positive correlation of 0.105. This 

indicates that a company’s capability in paying debt has a 

positive relationship with fraudulent financial reporting. 

Therefore, the more company’s ability to pay huge debts, the 

higher will be the pressure to commit fraud on financial 

reporting. Once there is a pressure to meet up with huge debt 

obligation and the need for management to impress the 

shareholders that their performance level is high, they might 

result in smoothing the earnings to reflect that the presence of 

huge debt does not affect their financial performance.   

Ineffective Mentoring (External Audit Quality) Negatively 

Affects the Fraudulent Financial Reporting 

Based on table 4.5 above, it clearly showed that the variable 

opportunity was proxied by having insignificance value of 

AUD of 0.103 and 0.023. The result shows that there is no 

significant relationship between ineffective monitoring of 

fraudulent financial reporting, but the relationship between 

these variables is positive. This is an indication that the more 

the existence ineffective monitoring (this reflect non 

affiliation with the BIG 4 public accounting firm), the more 

will financial report be fraudulent. This is in agreement with 

the believe of people that a company with a large-scale public 

accounting firm may have a high audit quality and hence 

having a financial report which may be free of error and/or 

material misstatement.  

Rationalization (Change in Auditor) Positive Affects the 

Fraudulent Financial Reporting. 

Based on table 4.5 above, it clearly showed that the variable 

rationalization was proxied by having significance of 

AUDCHAN of 7.561 and 0.0000 with a positive correlation 

value of 0.506. This shows that there is a significant negative 

relationship between auditors change and fraudulent financial 

reporting. This indicate that the more company align with the 

stipulated period of 5 years for changing or rotating auditors, 

the lesser will financial report be fraudulent. Companies with 

high quantities in auditor turnover have a tendency of having 

a fraudulent financial reporting because the outgoing auditor 

might be very careful when auditing the financial statement of 

such organisation since his continuity is not certain and the 

incoming auditor might likely detect whatever misstatement 

he must have committed when comparing year to year 

financial reporting. 

The R-squared stand at 0.622 which shows the explanatory 

power of the model which can be seen as 62.2%,  means 

62.2% of changes in fraudulent financial reporting can be 

explained living 37.8% unaccounted for. The F – statistic 

shows the robustness of the model by comparing F-calculated 

to F-critical in order to explain the impact of whole 

explanatory variables on explained variable, and this was 

shown by looking at it from the angle of 0.01 and 0.05 level of 

significance which are 3.78 and 2.60 and are less than 22.120 

calculated respectively, in terms of overall significance all 

independent variables showed a significant relationship with 

the dependent variable with the prob. (F-statistic) of 0.000. 

The Durbin Watson value of 2.231 is an indication of the 

absence of autocorrelation in the model. 

V. CONCLUSION AND RECOMMENDATION 

This study investigates on the key determinants of fraudulent 

financial reporting in Nigeria by integrating fraud triangle 

theory elements (that is Pressure [external pressure-Debt, 

Opportunity [ineffective monitoring], and Rationalization 

[auditor’s change). The findings in the study revealed that the 

more a company is debt pressured externally, and the need to 

meet up with this obligation and at the same time impress the 

shareholders, the more the management are likely to commit 

fraud on financial report. Also, a company that is not audited 

by the firm that are more experienced, qualified and  

possessed good quality and integrity in their past activities 

might easily create an opportunity for fraud to occur on 

financial report. Lastly, the findings also reflect that, company 

who have long standing audit firm for years are prone to 

fraudulent financial reporting because such an audit firm 

would have become more or less the part of the company’s 

management.  Based on the above findings, it can be 

concluded that all those key determinants noted in this study 

are factors that influences that decision of the management to 

perpetrate financial reporting fraud.   
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The study at this point recommends that a company should be 

mindful of high debt profile and too much target to be met by 

the management, as this may mount pressure on management 

to commit fraud on financial report in their quest to make the 

financial statement robust. Also, the study recommends that 

shareholder should always appoint shareholders who are of 

good repute, quality, experience and qualifications. Lastly, 

auditor’s timely change or rotation as stipulated should be 

mandated, so as to guide against over familiarity hence 

colliding with the management to window dress the financial 

report.  
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