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Abstract

This study aims to analyze the effect of interraitool on the tendency of accounting fraud condiicte SME
Kurnia. This research is a qualitative descripti@gearch that is paying attention to a fact anfbperanalysis
on the results of observation. Methods of dataectitbn are semi structured interviews, owners angleyees
as research subjects. The data collected are pridaa of interview result and some accounting @ssmotes
as well as secondary data in the form of journal$ supporting books. The result of the researchvshhat
internal control influences the tendency of accouyntraud. The higher the internal control will lable to
reduce the tendency of accounting fraud, and vasar Internal controls such as leadership, effeatiss and
efficiency of operations, segregation of dutiespreing periodically conducted, and supervision.
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1. Introduction

Micro Small and Medium Enterprises (SMESs) is onenent that plays an important role in improving the
economy of Indonesia therefore the Government gjveat attention to the development of MSMEs. Ofnth®
main challenges faced by MSMEs is related to treucy of internal control. Good internal contrsla key
factor that can lead to the success or failure MES. Although many other factors that affect UMKyt
problems in MSMEs usually arise due to failure dotcol their business. Practical methods in intecoatrol of
SMEs one of them by applying the accounting wehug, accounting makes MSMEs can obtain various
financial information that is important in runnitigeir business. Financial information that MSMEs céotain
include company performance information, tax caltiah information, company's fund position inforioat
owner's capital change information, income and chsiiursement information (Elisabeth, 2012)

Sufficient accounting on MSMEs can meet the regquéets in the filing of credit in the form of finaat
statements, evaluating performance, knowing thanfital position and calculate the tax. (Warsonal (020
Financial problems related to MSMEs are slightlifedent from large-scale enterprises. In largeesdalsiness
generally use accrual method in accounting recgrdivhereas at UMKM generally use cash-based method
which recognize income and expense when cash exteivissued.

Cheating in accounting has gained much public atteras the dynamics that center the attentionusiness
people in the world. Even in Indonesia, accountihgating has become a habit from year to year. tlgeis a
deliberate form of fraud that can result in lossdscording to Wilopo (2006), in general, accountiingud is
related to corruption. In corruption, the commoagpice is to manipulate the recording, omissiodafuments,
and mark-ups that are detrimental to the stategsfies or economies. Trends indicate an indicati@m action
that leads to fraud or fraud.

Fraud refers to a misrepresentation of a fact dna party to another party in order to deceive amatke the
other party believe in the fact that it is harnttuthem. The fraud is generally done with threeesois, namely:
(1) fraudulent financial statements, in which ass@t revenues are presented higher or lower tharalag2)
corruption, which consists of bribery, extortioltegal gifts, and conflicts of interest , (3) migappriation of
assets, either company assets in cash or othes fofrassets (Hall, 2009).

To handle the problem of accounting fraud, monitgris required, to obtain a good monitoring reseifiective

internal control (Wilopo, 2006) is required. Goadeirnal controls allow management to be ready &mid
economic change, competition, shifting customeratedrand restructuring for future progress (Rus2®@9) in

Hermiyetti (2007). If a company's internal contielweak then the likelihood of errors and fraudyisater.
Conversely, if the internal control is strong, thba possibility of fraud may be minimized. Theeetiveness of
internal control has a great influence in prevemtihe tendency of accounting fraud, with the existe of

internal control, the check will happen automatictd one's work by others.

Effective internal controls will help protect th@mpany's assets, ensure reliable financial and gesizé
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reporting, improve compliance with prevailing rubesd regulations, and reduce the risk of lossesgutarities
and violations (Susanto, 2008). Internal contralrigcial to protecting the entity against human kmess and to
reduce the possibility of errors and actions thatiaconsistent with the rules (Wilopo, 2006).

Judging from the facts that exist, the researciél€onduct research that aims to find out hovemal controls
can affect the tendency of accounting cheatingM&$Kurnia.

2. Literature Review
2.1 Internal control

According to PP. 8 Year 2006 internal control ipmcess influenced by management created to provide
adequate confidence in the achievement of effantisg, efficiency, compliance with applicable lawsl a
regulations, and reliability of the presentatiorfinfincial statements. Meanwhile, according to CQ$€92) in
Hermiyetti (2008), internal control is representatiof all activities within the organization thatust be
implemented, where the process undertaken by thedbaf commissioners is intended to provide redsiena
assurance about achieving the objectives of effecind efficient operational control, financialtetaents, and
compliance with applicable law. Strong internal ttohwill be able to reduce the level of the tenclerof
accounting fraud, if internal control is weak thtbe tendency of accounting cheating will be large.

Coram et al. (2008) explains that organization$ tizae an internal audit function will be betteteatn detect
accounting fraud. Hogan et al. (2008) discussesrdte of auditors in reducing the opportunity facio

accounting fraud. According Bastian (2006), accimgntontrol is part of the internal control systangluding

organizational structure, methods, and measurdsatieacoordinated primarily to maintain the weadththe

organization and check the accuracy and reliallitgccounting data.

Three internal control objectives according to Mady(2002) are:
1. Reliability of financial information.

Managers are responsible for preparing financialestents for investors, creditors, and other users.
Management has a legal and professional respahgsitil allow that information to be reasonably
prepared.

2. Compliance with applicable laws and regulations.

Control within an organization is intended to enage effective and efficient use of its resources,
including personnel to optimize management objestiv

3. Effectiveness and efficiency of operation

Companies should be able to improve the effectiserand efficiency of the company's operations,
where the operations of the company does not abnflith the provisions of applicable laws and
regulations.

Internal controls include five categories that designed and implemented by management to progsigrance
that the objectives of management control will bet,nmternal control components according to Aré2G08)
are:

1. Control Environment

It consists of actions, policies and procedures tefiect the attitudes of top management, dires;tor
and owners of an entity concerning internal cordirad the importance of components for the entiats.

2. Risk Assessment

Identify management and risk analysis relevanthto greparation of financial statements that are in
accordance with generally accepted principles.

3. Control Activities

Policies and procedures are made to provide candil¢hat the instructions made by management are
implemented. Control activities include the follogi

a. Performance reviewers are activities that includefggmance analysis, for example, through
comparison of actual results with budget, and pesbd data.

b. Task separators include assigning responsibility &wthorizing transactions, executing
transactions, recording transactions, and maimgiassets to different employees.
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c. Application controls are applied to each SIA aptiien (e.g., order entry and accounts payable)
d. General control is general control related to mappglications.
4. Information and Communication

The information system is relevant to the purpobdimancial statements covering the accounting
system.

5. Monitoring
The process of quality performance assessmengeahtarnal control structure over time.

Internal control is a representative of the oveaalivities within the organization that must beplemented to
provide reasonable assurance about achieving tfectdles of effective and efficient operational toh
financial report reliability, and legal complian¢®ingle 2011: 3). Good internal controls allow mgement to
be ready to face changes and global competitionogpiately for future progress.

Internal controls according to AICPA (American lihge of Certified Public Accountants, 2007) are filan of
organization, and all of the coordinate methods medsures adopted within a business, to safe gisaadsets,
check the reliability of its accounting data, prdenmperational efficiency, and encourage adherdance
prescribed managerial policies.

Internal control by COSO (The Committee of SponsprOrganizations of the Treadway Commission's) is
broadly defined as a process, effected by an éntlipard of directors, management and other peesonn
designed to provide reasonable assurance regatirachievement of objectives in the following gatées:

1. Effectiveness and efficiency of operations.
2. Reliability of financial reporting.
3. Compliance with applicable laws and regulations.

2.2 Accounting Fraud
Indonesian Institute of Accountants (IAl, 2001)pkains the accounting fraud as follows:

1. Misstatements arising from fraud in financial repay are misstatements or deliberate deletion of
amounts or disclosures in financial statements/&rade reports of users of financial statements.

2. Misstatements arising from undue treatment of as@sten referred to as misuse or embezzlement)
relate to the theft of an entity's assets resuliimga financial statement not being presented in
accordance with generally accepted accounting iptesin Indonesia.

Singleton (2010) defines fraud as a crime, in whifelud is a general term that encompasses a varidtyman
ingenuity in which one individual takes advantafamother through a false picture. Then, cheatna inistake,
where fraud is a deliberate act in giving a remdrthe wrong material facts, so someone is wrongaking
decisions because they consider the facts to beThere are two types of crimes, namely:

1. Cheating as a crime. Cheating is a general terbcthaers the various human shrewdness in which one
individual takes advantage of another through theng picture.

2. Cheating as a mistake. Fraud is a deliberate agivafg a report of the wrong material facts, satth
one is wrong in making decisions because they denshe facts to be true.

Sawyer et al. (2006) mentions cheating is a sefiemlawful and illegal acts that are deliberatedymmitted to
cheat, cheating committed by individuals or orgatians to earn money. The Association of Certifiedud
Examiners (ACFE) groups fraud in three groups:

1. Financial statement fraud (fraud), which is an @actperformed by an official or executive of a
company or government agency to cover the actumngiial condition by performing financial
engineering in the presentation of its financiatestents to gain profit.

2. Misuse of assets (asset misappropriation), ie misgpiation / theft of assets or property of the
company or other party. It is the easiest formratil to detect because it is measurable / calculate
(defined value).

3. Corruption, this type of fraud is the most difficto detect because it involves cooperation witheo
parties. This type of fraud is most prevalent inadeping countries where law enforcement is weak
and lack of awareness of good governance so tleaintiegrity factor is questionable. Forms of
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corruption can be misuse of authority / conflictinferest, bribery, illegal gratuities, and economi
extortion.

Bologna's fraud perspective (2013) from an accogntand auditing point of view, cheating is a
misrepresentation of material facts in the genédber or financial statements. Wrong statementy b
directed to outside parties of the organizatiorhsas shareholders or creditors, or to the orgaoizatself by
covering or obscuring embezzlement, incompetemopraper application of funds or theft or impropee wof
organizational assets by officers, employees arehtag Fraud may also be directed to the organizatip
outside parties, for example, salespersons, supptientractors, consultants and customers, bysskaebilling,
billing, material substitution of lower quality,I§@ statements about the quality and value of @seth goods, or
the amount of customer credit.

3.METHODS

The research used descriptive qualitative appro@cfalitative research is a research used to analgize by
way of describing or describing the data that hesnbcollected as it is without intending to makeaatesions
that apply to the public or generalization (Sugiyp2005). Researchers want to know how internatrobn
affects the tendency of accounting fraud. The dljéthis study is SME Kurnia and the subject cfe@rch are
owners and employees. Researchers collect data saithi-structured interview techniques, namely figdi
problems of control and accounting cheating morenbp

The data collected in the form of primary and seleop data. Primary data obtained through semi-strad
interviews in the form of summary of interviews asame notes made in the accounting process symtoasof
transactions, accounts receivable accounts payddilg,reports and some monthly reports. Whilesbeondary
data in the form of previous research journalspsuiing books, and other resources needed in matkiisg
article.

4, RESULTS
4.1 Profile of SME Kurnia

SME Kurnia is located on JI Gunung Slamet VIII Nd&@rwosari Indah Housing Purwokerto. SME Kurnia
produces its own drinking water packing gallon whis named "SPIRIT" and "GRACE". Drinking water
production is sold to various places to eat angshaound Purwokerto and Purbalingga. In additioseiling

its drinking water, SME Kurnia also became a disttor of drinking water with other brands in therfoof glass,
bottle, or gallon packaging. In addition to drinimater, SME Kurnia also sell LPG gas with varisizes of
5.5kg, 12kg, and 50kg are sold to various plackxe to eat, cafes, shops, and hospitals aredglreany who
are customers of SMEs Kurnia.

At first SME Kurnia only run by the owner with thelp of 2 employees. Over time, his business isvigrg and
now has 10 employees. All employees have diffedeties and responsibilities. The employee's dwgresset
alternately at any time except for the administraéind finances held by the owner

4.2 Internal control

The owner uses the rolling method or exchangingsra@ind assignments every few time with the intentfiat

his employees can do all the work and bakeup @hgrioyees who were not able to work at that timawelver

there are some disadvantages and advantages @tbsiiRolling method. advantages that are feltheyawner
is when there are conditions where the employe@éble to attend the business activities will amntito run as
usual. While the weakness is the employee will lble o see opportunities to commit acts of fraudraime.

On the application of rolling method it can be stidt the owners apply flexibility in work that hast been
poured in the Standard Operational Procedure (S@ieially.

The flexibility that the owner applies to his emydes also applies to himself. This is evidencethbyexistence
of the dual role of the owner of the owner who deslas an employee of the finance and marketingrtiepnt.

Less effective splitting of tasks has an impactless than optimal performance. Owners have full grote

organize their employees. But the employee canigheavis or her critics and suggestions to the ovateut the
circumstances in the field, this input can be ubgdhe owner to make better field policy and creagev

innovations of marketing and service.
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In addition to employee control, the control on #tteounting side is also fully owned by the owfdris control
is due to frequent conflicts of interest betweemleryees when previously the accounting and finasesion
held by an employee. This is considered ineffectiyehe owner due to interfere with the performant¢he
field caused by personal affairs. Then the ownleegdull control of the accounting and finance dépant. The
finance department is closely related to the sa&leabse the sales results are the initial datah®rfinance
department. After the employee gives a daily sedeap, the finance section checks the recordstivithmoney
given. The finance department rarely makes evertioor even yearly sales recaps as well as sitfiqdencial
statements due to lack of time. This is causedbycbncurrent owner in the sales department.

Based on the results, this study shows that thélgmes that occur in SMEs Kurnia caused by the lack
effective internal controls that can lead to fralile same study conducted by (Komang, 2015) fohat the

effectiveness of internal controls had a significaggative effect on the tendency of accountingdrarhus, the
higher the effectiveness level of internal contsdl be able to decrease the tendency of accouritiugd. The

results of this study are consistent with the thiestated by Tuanakotta (2007: 100) in Friskila (20Xrom the

form of illegal asset fraud (asset misappropridtimnthe theft of loot form known from the begingiof human

civilization. Effective internal controls will helprotect the company's assets, ensure reliablendiaband

managerial reporting, improve compliance with pi@wva rules and regulations, and reduce the riskostes,

irregularities and violations (Susanto, 2008). in& control is crucial to protecting the entityaaigst human
weakness and to reduce the possibility of errogsaations that are inconsistent with the rules ¢p4l, 2006).

5. CONCLUSIONS, LIMITATIONSAND SUGGESTIONS

The results of this study show that internal cdrdftects the tendency of accounting cheating orESMurnia.
Influential internal control elements are manageim&wgle, effectiveness and efficiency of operatitask
separation, periodic recording, and supervisiorghHinternal control will decrease the tendency ¢onmit
accounting fraud. The lack of effective internahttols such as the management style of the ownkzaiting
SME Kurnia and the division of employee duties Battno double role needs to be fixed. The absefice o
periodic recording to supervise SME Kurnia. Effeetand efficient internal controls need to be dmnprevent
the tendency to commit accounting fraud and camaengbusiness performance.

Limitations of the research is only done in one SKten the results of this study can not be geizedl It is
expected that further research can add researeltel@nd reproduce samples so that the results of$earch
can be generalized.
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