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Yu Moxke BHYTPILIHIA KOHTPOJIb 3aM00IirTH
IaxpaicTBy B ynpaBJiHHi clibcbkumu donaamu?

B Inoonesii yenmpanvnuil ypao Kpainu 3abesneuye opmysanus ¢Qoudie cin, Kowimu 3 AKUX micyeea 61a0d
BUKOPUCMOBYE O peanizayii yinell pozsumxy maxux Haceienux nynkmie. Cinbcbka 61a0a MAE npaso Kepysamu
PO3BUMKOM 8IACHUX OOMO20CNOO0APCME Ma HAJiNeHa 3AKOHOOA8YUMU NOBHOBANCEHHAMU WOO00 PO3NOOINY KOwimis
@ondy cena Ha Onaco epomaou. Peanizayis maxux noeHo8adNCeHb GUMA2AE 8I0 Micyesoi 61a0u epekmueHoco
YHpagninus poHooM cena 3a0si CMEOPEHHs NPoYeimarodol ma pos3sunenoi epomadu. Memoio docniodicenns € HadauHs
eMnipuYHUX O00KA3i8 w000 HACKIOKI68 BNPOBAONCEHHS CUCMeMU BHYMPIUHbO20 KOHMPONIO, BKIIOUAIOHU Cepedosuiye
KOHMPOJIO, OYIHKY DU3UKIE, KOHMPOJbHY OLUIbHICMb, IHGOpMayilo ma KOMYHIKAY0, MOHIMOPUHEO8L 3aX00u O
3an0bieanHs WAxpaucmey 8 YHPASAiHHI CilbCobKuMU QoHOaMu Ha iHOOHe3ilicbkomy ocmpogi bauka. AxmyanvHicme
Yb020 00CNIONCEHHS 0OYMOBIEHA HUSKOK NPOOieM, N0’ A3aHUX I3 YIPAGNIHHAM CLIbCOKUMU (POHOAMU, U0 NPU3B00IMb
0o waxpaticmea. Bubipka Oauux yboz2o 00CniOxceHHA 0VIa 3pobieHa 3a O00NOMO2010 Memoody YiNecnpamMo8aHo2o
siobopy 108 awmxem, ski 6yau ckiadeHi NPeOCMABHUKAMU CITbCOKUX KOHCYIbMAMUBHUX 300pi8, CLlbCbKUMU
excnepmamu y 24 cenax. [Hani sibpani 3a donomozoio ankemu 3i wkanoio Jlikepma, sxa nomim 36invutysanacs 0o
iHmMep8anbHoOi wKaru Memoodamu nociioosHo2o inmepeany. I'inomesa Oyna nepegipena 3a 00nomo2orw 6a2amopazoso2o
peepeciiinozo auanizy. Pesynomamu yvbozo Odocniodcenns cgiouamv, wo 6NPOBAONCEHHS CUCMEMU GHYMPIUHBLO2O
KOHMPONIO y (pOpMi eKoI02iuH020 KOHMPOIO, OYIHKU pU3UKI8, iHopmayii ma KoMyHiKayil, KOHMPONIO Ma HA2AAJY 3d
Waxpaucmeom 6 YApAeiiHHi CitbCoKuMU Gonoamu Ha ocmpogsi banka npuzeo0ums 00 3MeHUeHHs 3108ICUBAHD Y chepi
ynpagninus kowmamu Gondy cena. OO0uak, 6usgieHo, wo Ha ocmpogi banka we He 00CAZHYMO MAKCUMATbHUX
pe3yibmamis y 3meHuienHi waxpaticms. Ipuuunamu yvo2o €. uje He OOCMAMHLO PO3BUHYMA KYAbMYPA CilbCbKO2O
Camospsa0ysants; 3MiHa Ma CYNepeyHoCmi Npasui YNpAaeiiHHA CILTbCbKUMU (DOHOAMU; MPYOHOW 3 GUSHAYEHHSM,
AHANI30M A YAPABLIHHAM PUUKAMU, AKI BUHUKAIOMb 6 npoyeci suxopucmanus kowmie. CilbCoKi ypsaou 4acmo He
PO3YMIIOMb K SUKOPUCIOBY8AMU CLIbCOKY (DIHAHCO8Y cucmemy, 8paxosylouu pizHomanimuy oceimy 6 ceni. Cepeo
KepiBHUKIB CilbCbKO20 CAMOBPAOYB8AHHA YACO BUHUKAIOMb CYNEpeyku wo0o pPO3N0OiNY I BUKOPUCTNAHHA KOWMIE,
BUX005YY 3 IXHIX NApMIUHUX No2NA0I8 HA HA2NAO 3d YNPAGIIHHAM CLIbCbKUX (POHOI8, WO NOPOOCYE Hepiuyyicms 6
ynpaeninui  gpondom. Pezyibmamu nposedeno20 O0CHIONCEHHS. GNAUBY BGNPOBAOIICEHHS CUCMEMU SHYMPIUHBbOZO
KOHMPONIO HA PiBeHb Waxpaticmea noguHHi cnowykamu ypao Inoonesii niosuugyeamu egpeKmugHicmes 6HYMPIUHbO20O
KOHMPOJIO 0J15 3aN00i2aHHIO 3108HCUBAHb 8 YNPAGLIHHI KOULMAMU CilbCbKUX (OHOIE.
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Can Internal Control Prevent Fraud in Managing
Village Funds?

In 2015, the Indonesian Government rolled a new scheme of transfer called “Village Fund’, based on the Law
6/2014 (known as the Village Law). The scheme requires the Central Government to allocate funding of at least 10 per
cent on top of inter-governmental transfers to provinces and districts. Village Funds Program is for the purpose of
realizing economic growth and equity of income with priority to finance the development and empowerment of the
community. The purpose of this study is to provide empirical evidence regarding to the effects of the internal control
system implementation including control environment, risk assessment, control activities, information and
communication, and monitoring activities to prevent fraud in managing village funds on Bangka Island. This research
was initiated due to number of problems occurred in managing village funds which leads to fraud on Bangka Island.
The sample of this study was chosen using purposive sampling method of 108 samples consisted of the village
consultative assembly, village companion and experts in 24 villages. Data was collected through questionnaire with a
Likert scale which then increased to interval scale using methods of Successive interval. The hypothesis was tested
using multiple regression analysis. The results of this study indicate negative influence between the implementation of
the Internal Control System in the form of environmental control, risk assessment, information and communication,
control and supervision activities of fraud in managing village funds on Bangka Island. The implementation of the
internal control system on Bangka Island has also been good, but the reduction in fraud has not yet yielded maximum
results. This happens because there are still some weaknesses in the implementation of the internal control system such
as low understanding of village government, overlapping rules and changes in the rules for managing village funds.
Seeing the influence of the implementation of the internal control system on fraud, Indonesian government should
increase the effectiveness of internal control to prevent fraud.

Keywords: Village Fund, internal control system, fraud, use of village funds, problems of village government.

Introduction. The village government has the right to | regulations and technical guidelines for the

manage its own households and is given the authority to
manage Village fund for the benefit of the community itself.
The central government provides village funds for the
village development. The implementation of village fund
management requires government to manage village funds
effectively and efficiently in regards to create prosperous
and sustainably developed community. One form of state
recognition of village government role in managing funds is
stated in Constitution Law Number 6 year 2014.

Village Funds are managed based on transparent and
accountable principles. Gayatri. Latrini & Widhiyani
(2017); Setyoko (2011) state that the independence of the
village community is reflected on how the accountability
and transparency are in the village funds management,
despite the high demands to have it implemented,
government has not been able to fully transparently and
accountably manage all the village funds. The village
funds management is based on Indonesian Ministry of
Home Affairs Regulation No. 113 year 2014, this policy
aims to ensure that the village funds management is
accountable and transparent to prevent the misuse that
leads to fraud.

Village fund management also has some problems in
the control environment, risk assessment, control
activities, information and communication, and
monitoring activities, for instances are the overlapping

implementation of village funds, village government low
competence, lack of reference in preparing the APBDes
(village financial planning). Moreover, the preparation of
village accountability reports is not in accordance
with standards and prone to manipulation such as
embezzlement, budget misuse, abuse of authority, mark-
up budgeting, fictitious reports and bribery.

Other problems in managing village funds can be seen
from the difficulty of the village government in preparing
activity plans (village financial proposal), lack of
transparency in managing village funds, insufficient
personnel and village government competence and the
corruption potential committed by village officials, and
the low level of supervision carried out by regional
inspectorates in managing village funds . The facts in the
field show the low levelof public participation
in managing village funds and some human resources
constraints eagers to committing cheating (An. Xu &
Zhang, 2018; Azwardi & Sukanto, 2014; Meutia &
Liliana, 2017).

Budgeting out the village funds to all villages in Bangka
Island is a form of government concern for the welfare of
village development, however the large amount of village
funds also triggers opportunities for fraud such as the
embezzlement of village funds or others.
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Table 1

The Amount of Village Funds on Bangka Island

No. Districts

Amount of Village Funds

1 Bangka

2 West Bangka

3 Central Bangka
4 South Bangka

Rp. 51,718,989,000
Rp. 48,519,806,000
Rp. 47,148,882,000
Rp. 42,487,059,000

Source: DPMPD Babel, 2019.

Embezzlement case of APBDes funds (Village Funds)
occurred on Bangka Island in Tepus Village, South
Bangka Regency. The same thing also happened in
Nangka Village, Air Gegas District, South Bangka
Regency. The village officials head of government was
suspected of committing fraud in the form of corruption
which caused a loss of Rp.233.9 million. The deviation in
the use of Village Funds was also commited by the
Limbung Village Government, Jebus District, West
Bangka Regency. Village funds were allegedly corrupted
in a palm seed procurement project that was not in
accordance with its standards.

Lack of environmental control leads to opportunities
for fraudulent behavior. To prevent fraud, a country must
implement an internal control system in order to create
a good governance (good governance). This is also in line
with Bogt & Tillema (2015); Gamage. Lock & Fernando
(2014); Yongmin & Yini (2017). The implementation of
a conducive and positive control environment will drive
success in the implementation of the control
system (Yurniwati & Rizaldi, 2015). The implementation
of an adequate internal control system in managing
village funds shows caution in dealing with the risks that
will occur. Based on the problems and phenomena, the
writer is interested to raise concerns about the effect of
the implementation of the internal control system
includes the control environment, risk assessment, control
activities, information and communication, and
monitoring activities which are expected to be able to
prevent fraud in managing the village fund. Therefore,
the purpose of the study is to provide empirical
evidence of the effect of the implementation of the
internal control system againstanact of fraud in
managing village funds on the island of Bangka.

Theoretical Framework

Agency Theory

Jensen & Meckling (1976) defines agency
relationships as follows: “We define an agency
relationship as a contract under which one or more
persons (the principal (s)) engage another person (the
agent) to perform some service on their behalf which
involves delegating some decision making authority to
the agent.”

Scott  (2000) states information asymmetry
(information asymmetry) consists of moral hazard and
adverse selection. Eisenhardt (1989) states agency theory
(Agency Theory) is based on several assumptions such as
assumptions about human nature, organization and
information.

Village Funds Management

Based on the Ministry of Home Affairs of
the Republic of Indonesia Regulation Number 113 of
2014, it defines that village fundsas an obligation or
rights of a village that can be valued in money. where as
village financial management is the overall activity of a
village which includes planning, administration,
implementation, village accountability and reporting.
Village finance is managed based on the principles of
transparency, accountability, participation and is carried
out in an orderly and budgetary discipline. According
to Rohman. Ferina & Ermadiani (2018) in order to carry
out village development a village government must
prepare a form of activity plans and budgets in carrying
out village development.

Village Fund

Republic of Indonesia regulation law number 6 year
2014 explains that the fund is one of the funds used for a
village that is distributed to the district/city regional
income and expenditure budget obtained from the State
Budget and Revenueto fund the implementation of
village development, governance, village community
empowerment and development. Ministry for Rural,
Rural Development and Transmigration Republic of
Indonesia regulation law number 16 year 2019 explains
that use of total rural funds are prioritized for funding the
implementation of programs or activities in the field of
empowerment and development of rural communities.
Their priority in using village funds aimsto provide
benefits to rural communities in the form of welfare,
people's life quality, public services and reduction rate of

poverty.

Internal Control System

Government Regulation Number 6 in 2008,
the Internal Control System of the Government is

defined as a process that focuses on anact or activity
carried out byan employee or agency continuously in
order to give confidence in achieving the purpose
of an organization through the observance of the rules,
the reliability of financial reporting, effective and
efficient compliance. Components in the internal control
system consist of the control environment, risk
assessment,  control  activities, information and
communication and supervision (Nana, 2016; Wyne &
Mear, 2016).

Hypothesis

H;: The effective environment control negatively
influences fraud in managing village funds.

H,: The effective risk assessment
influences fraud in managing village funds.

negatively
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Hs: The effective control activity
influences fraud in managing village funds.

H,: The effective communication and information
negatively influences fraud in managing village funds.

Hs: The effective supervision negatively influences
fraud in managing village funds.

Methodology

The object of this research is the Dana Desa (village
fund) in Bangka Island which consists of four regencies;
Bangka, Bangka Barat, Bangka Tengah and Bangka
Selatan. The four regencies in Bangka Island have 28
sub-regencies and 228 villages. This study uses primary
data and secondary data. The population of this study was
57 Village Local Companion (PLD), 14 Village
Companion (PD), 24 Experts (TA) and 456 members of
Village’s Consultative Assembly (BPD). The total
population in this study was 551 people. The research
sample in this study were 108 people including 72 BPD,
24 TA, 6 PD and 6 PLD by using purposive sampling
technique. This study collected data through a
guestionnaire with a Likert scale and then was upgraded
to an interval scale using Methods of Successive Intervals
(MSI). The data obtained were then tested for validity
and reliability. Next, the hypothesis test and classical
assumption test were performed. The Hypothesis Test
used the estimation of the multiple regression equation
with the equation:

TK=a+ b;LP + b,PR + b3KP + bylK + bsP + €

Note:

a: Constants

negatively

LP: Environment Control Variable

PR: Risk Assesment Variable

KP: Control Activity Variable

IK: Information and Communication Variable
P: Supervision

e: error

Results and Discussion

Data Quality Test

Validity and reliability tests were measures showing
the validity and consistency of questionnaire used in data
collection (Bahri, 2018; Sugiyono, 2011). The validity
test showed that the result of r count> r table was greater
than 0.3610, while the reliability test result displayed that
Cronbach-alpha result was more than 0.6. This meant that
all variables were valid and reliable.

Classic Assumption Test

Based on the result of the normality test through the
Kolmogorov-Smirnov test, the significance of 0.995>
0.05 was obtained, then the writer concluded the data
were normally distributed. The multicollinearity test
result showed a VIF value <10 and a tolerance value
close to 1, which advised that there were no indications of
multicollinearity symptoms. To detect the autocorrelation
symptoms, the writer used the Durbin Watson test (D-W)
and, the Durbin Watson, value of 1.921, was in the
criteria  of du<DW<4-du (1.7841<1.901<2.2159). This
shows there was no autocorrelation in the regression
model used.

Hypothesis Test

b: Coefficient
Table 2

Multiple Regression Test Result Table

Unstandardized Standardized
Model Coefficients Coefficients t Sig.

B Std. Error Beta

1 C 54,180 6,005 9,022 ,000
LP -,375 ,107 -,295 -3,517 ,001
PR -,514 ,154 -,276 -3,342 ,001
KP -,210 ,085 -,214 -2,476 ,015
IK -,191 ,094 -174 -2,034 ,045
P -,329 ,107 -,257 -3,090 ,003

Source: Processed by the writer, 2019

The Effect of Environment Control on Fraud in
Managing Village Funds

Based on the estimation of the multiple regression
equation, the coefficient of environment control variable
is -3.517>1.98260 has a significance of 0.001<0.05,
indicating that the environment control has a negative
influence on acts of fraud in managing the Village Fund.
The environment control in an organization can be
assessed as a condition in a village government which can
influence the effectiveness of internal control. The
environment control includes the upholding of integrity
and ethics of the village government, good working
relations with related parties, the establishment of an
organizational structure that suits the needs, delegation of
appropriate authority and responsibilities, commitment

towards the human resource competence and guidance in
managing village funds. The more effective the
environmental control in a village government, the less
fraud that will occur. This is in line with the results of
research by Wijayanti & Hanafi (2018) stating that the
appropriate distribution of responsibilities and authority
and conducting authorization from the authorities will
result in a decreased level of tendency to fraud. The
environment control also has a role in ensuring that an
organization's activities are run in accordance with
organizational goals (Rita et al., 2017).

An effective environment control will also encourage
village funds management to be more transparent and
accountable and prevent village governments from
falsifying documents in preparing financial reports.
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However, in managing village funds, coaching and
training as well as village government competencies on
Bangka Island must be considered because some village
governments still have a low understanding even though
they have attended trainings on village funds. This
certainly will have an impact on optimizing the use of
village funds for the community. The lack of
understanding and competence of the village government
on Bangka Island can provide an opportunity for certain
parties to commit fraud.

The Effect of Risk Assessment on Fraud in
Managing Village Funds

Based on the estimation of the multiple regression
equation, it is found that the coefficient of the Risk
Assessment variable is -3.342> 1.98260 and has a
significance of 0.001 <0.05, indicating that the risk
assessment has a negative influence on fraud in managing
the Village Fund. Risk identification is an activity to
assess the likelihood of events that threaten the
achievement of village government goals and objectives.
Identifying risks in managing village funds includes
setting overall village government goals, identifying
risks, analyzing risks and managing risks that occur in
village governance.

Forms of risk that occur in managing village funds are
the illegal use of cash, budget markup in the procurement
of goods, the use of village assets for private purposes
and the illegal levies in village services. Also, activities
that are not in accordance with the village medium term
development plan (RPJMDesa) and the existence of
Financing Surplus (SILPA) may be other risks. Risk
assessment can minimize the occurrence of fraud in
managing village funds because the risk assessment
makes the village government design a planning
mechanism to anticipate opportunities for fraud. this is in
line with researches conducted by Muna & Harris (2018);
Tehupuring & Lingga (2017) which state an effective risk
assessment requires that all material, internal and external
risks controlled or uncontrolled can affect the
achievement of organizational goals. So the government
must establish mechanisms to identify, measure and
analyze all forms of risk so that the risks that will occur
can be minimized.

Village governments in Bangka Island are having
difficulty in identifying, analyzing and managing the
risks that occur. Some villages still have a sufficiently
high amount of the Financing Surplus (SILPA) and, this
will have an impact on cutting the amount of the village
budget the following year. The high number of SILPAs
can be caused by the difficulties of the village
governments in Bangka Island in determining activities in
accordance with the needs of the community. Therefore,
a periodic evaluation of the achievements of each village
activity is needed. The difficulty of the village
government in determining the activity plan is caused by
the over-exceeding things that must be improved in the
village development and village empowerment.

The Effect of Control Activity on Fraud in
Managing Village Funds

Based on the estimation of the multiple regression
equation, it is found that the coefficient of the control

activity variable is -2.476 > 1.98260 and has a
significance of 0.015 <0.05, indicating that the control
activity has a negative influence on fraud in managing the
Village Fund. Control activities are actions that are
needed to establish and implement procedures or policies
and anticipate risks (Ebondo. Marseille & Zeghal, 2016;
Thadious & Abrahami, 2015). Control activities include
the development of human resources, accurate and timely
recording, authorization of transactions, accountability of
village government resources, reviews of village
government performance, management of information
systems and separation of functions and restrictions on
access. The more effective the control activity is, the less
the fraud will occur. This is in line with Widyatama.
Novita & Diarespati (2017) which stated that internal
control in carrying out government activities can have an
impact on accountability and transparency in village
governance.

The budget planning process has the potential for
greater fraud, so community and other parties
participation are needed to oversee the village
government in using village funds. The low level of
community participation in consensus was seen from the
small number of people present in consensus in
determining planned activities related to village funds.
This happens because many people consider village funds
to be a village government matter so people prefer to be
indifferent, but the community participation will increase
if an envelope containing money is involved during a
consensus. Gratification by the village government will
highly encouraged.

The Effect of Information and Communication on
Fraud in Managing Village Funds

Based on the estimation of the multiple regression
equation, the coefficient of information and
communication variables is -2.034>1.98260 and has a
significance  of  0.045<0.05, indicating  that
communication and information has a negative effect on
fraud in managing Village Funds. Information is a data
that is used for decision making while communication is
a process of delivering indirectly or directly about
information in order to get feedback. Communication and
information in managing village funds include the

distribution of information, ensuring good
communication, managing, developing and updating
information  systems, using various forms of

communication facilities, securing information systems
and controlling access.

An effective information and communication system
can also provide data security from natural disasters,
willful actions and illegal access prevention. This is in
line with the results of the study Amanda (2018) which
states the effectiveness of the implementation of the
internal control system affects the quality of financial
information. Financial information is related to one of the
dimensions of fraud behavior; misstatement of financial
statements. Therefore, the more effective and better the
quality of information, the smaller the risk of fraud in the
form of financial statement misstatement. The lack of
communication in managing village funds in planning,
implementation, administration and accountability
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between the community and village government will
hamper the process of managing village funds and create
pressure and opportunities for village governments to
commit fraud. This is also consistent with Amrul &
Khotmi (2016) research which states that information and
communication systems play a significant role in
anticipating fraud in managing village funds.

The Effects of Supervision against Fraud Acts in
Managing Village Fund

Based on the estimation of the multiple regression
equation, the coefficient of supervision variable of -
3.090> 1.98260 and has a significance of 0.003 <0.05,
indicating that supervision has a negative effect on fraud
in managing the Village Fund. Supervision is a process in
assessing performance and a process regarding evaluation
and audit findings must be followed up. Supervision in
managing village funds includes continuous monitoring,
separated evaluation and audit completion.

Optimal supervision in managing village funds can
minimize the occurrence of fraud committed by the
village government and can provide distribution of
village funds to avoid using the village funds for private
purposes. Supervision in managing village funds in the
form of evaluations on village governance will minimize
one's actions in manipulating, misrepresentation and
embezzlement of village funds. This is in line with the
results of Rizky & Fitri (2017) which states that
supervision is the most important aspect to anticipate
fraud. The purpose of supervision is to oversee all forms
of activities in a government. Supervision encourages a
company or agency in safeguarding its assets in order to
avoid fraud committed by employees of the agency so
that effective supervision is very important and
negatively affects fraud.

Conclusion. The implementation of the Internal
Control System has a negative effect on fraud in
managing the Village Fund on Bangka Island. The
implementation of the internal control system on Bangka
Island has also been good, but the reduction in fraud has
not yet yielded maximum results. This happens because
there are still some weaknesses in the implementation of
the internal control system such as low understanding of
village government, overlapping rules and changes in the
rules for managing village funds.

Also, the village government in Bangka Island also
still has difficulty in identifying, analyzing and managing
the risks that occur. The community participation in
consensus agreement is still low which can be seen from
the small number of people present in consensus in
determining the plan of activities related to village funds.
The village governments that do not understand how to
use the village financial system given the varied
educational background of the village government, and
several village leaders in Bangka Island who are in
disagreement with the many parties overseeing village
fund management create fear in managing the fund. The
weakness of this control system will encourage
opportunities to commit fraud. Future researchers can
then consider other variables used in managing the
Village Fund such as competence, adherence to rules and
morality that are not tested in this study. Seeing the

influence of the implementation of the internal control
system on fraud, Indonesian government should increase
the effectiveness of internal control to prevent fraud.
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