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Abstract   

 

In Indonesia, the main purpose of establishing BUMDes is to strengthen the village economy by meeting the needs 

of the village and optimizing the potential of the village. The growing village economy can be characterized by 

the village's ability to finance its own village and an increase in the village's original revenue (PADes). This paper 

examines the effect of the implementation of internal control and the competence of BPD as a supervisory 

authority in the effort to prevent fraud in the financial management of BUMDes. 
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1. INTRODUCTION  

 

Village Owned Enterprises (BUMDes) are village businesses formed and established by the village government.   

The village government and the community become the main capital owners while the operational implementation 

is carried out by the manager of the business unit.  The establishment of BUMDes is passed by village regulations, 

so the manager must refer to the mutually agreed rules and the principles of BUMDes governance. The main 

purpose of establishing BUMDes is as an effort to strengthen the village economy by meeting the needs and 

optimizing the potential of the village. The increasing economy of this village can be characterized by the ability 

of the village to finance its own village and can also be characterized by an increase in village original revenue 

(PADes). 

  

BUMDes aim to improve services to the community while empowering the village through productive efforts so 

that the independence and capacity of the village in strengthening the economy has increased. In fact, often the 

establishment of BUMDes seems only a formality to answer the mandatory from the Ministry of Villages, 

Development of Disadvantaged Regions, and Transmigration about the establishment of BUMDes. BUMDes 

were established without any preparation, planning, and orientation is still limited to administrative completeness 

(Misbah, 2019; Senjani, 2019; Aaron 2021).  

 

Research in Cokrokembang Village also found that BUMDes' income was only through government funds which 

were passed down annually. In addition to having problems with funding sources, BUMDes also have problems 

in managing human resources because there are still many BUMDes administrators who also serve as 

administrators of other organizations so they cannot focus on BUMDes activities. (Dina, 2018). This is also 

supported by data on the development of BUMDes in Indonesia which increases every year but is not accompanied 

by the significance of increasing the Realization of Village Original Income (PADes) are shown in Figure 1 and 

Figure 2.  
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The description and data above show that the establishment of BUMDes is still followed by problems that must 

be overcome both from the operational and managerial sides. Thus, BUMDes is currently not optimal and has not 

made the expected contribution by the village community (Amin & Astuti, 2021). Research at BUMDes Gampong 

Gunung Kleng shows that BUMDes have been running but not yet maximal. BUMDes can already supply the 

needs of the village community, but it has less of a significant impact on the community because it is hampered 

by less supportive human resources and people who are less enthusiastic about BUMDes (Handayani et al., 2020). 

This is also supported by research conducted at BUMDes Harapan Jaya which is considered to have run according 

to the procedures set out in the village ministerial regulations, but the skills of existing human resources do not 

quite understand how technically it is in the implementation of BUMDes (Ulul, 2019). 

 

The main problem that is most often encountered is related to organizational arrangements, especially in the 

management of Human Resources (Christy, 2020). Not a few BUMDes that in the end can run properly even 

though they already have an internal control system but because of incompetent human resources make the system 

non-performing and weak supervision (Widyawati et al, 2019). Therefore, the Government through the Minister 

of Home Affairs Regulation No. 110 of 2016 has provided BPD (Village Consultative Agency) with the aim of 

making BPD a supervisory function on the implementation and performance of village government, including 

BUMDes performance. Supervisory activities are needed to ensure that the organization is carried out in 

accordance with planning and at the same time activities to evaluate and correct if irregularities are found that will 

interfere with the achievement of organizational goals.  

 

However, a study in Bolangitang showed that the implementation of BPD functions in village government is still 

weak so BPD is not able to exert an influence on improving the performance of the village government (Masuara, 

2014). This is supported by other research in Tegalwangi Village showing that there are 4 factors that cause weak 

BPD, one of which is the lack of human resource capacity in BPD (Romli & Nurlia, 2017). Thus, BPD supervision 

function is considered less effective so the internal supervision and control system on BUMDes does not run 

properly (Masuara, 2014; Romli & Nurlia, 2017). 

 

Meanwhile, internal control has a very important role in the sustainability of banking (Gaol & Sihombing, 2020), 

large companies, PT Pelindo I (Syarief, 2018), the Government Sector, Cimahi City Local Government (Diana, 

2012), Universities, at State Islamic Religious Universities in Indonesia (Rezky, 2021).   Because internal control 

is a process that can provide guarantees to management or managers to be able to produce reliable financial 

statements, effective and efficient operational implementation, and compliance with applicable laws. By 

implementing internal controls, managers can ensure that the company's assets are used only for the benefit of the 

company and not for the benefit of individuals. The company can be protected from acts of misappropriation, 

theft, and abuse that are not in accordance with business interests.   

 

Previous research uses internal control frameworks developed by COSO. COSO (Committee of Sponsoring 

Organization of the Treadway Commission) is a committee that aims to conduct research on fraud in financial 

reporting and make recommendations related to it for public companies, independent auditors, the SEC, and 

educational institutions. BUMDes as a business entity whose purpose of the activity is to obtain profits should 

compile and implement an Internal Control system for its business activities. BUMDes must always evolve and 

be willing to move with the times, especially in their operational and managerial systems. This is so that BUMDes' 

main goal to improve the economy and welfare of the village can be achieved properly and truly develop into an 

independent business entity in its funding. Bpd with its legislative function as a supervisor must be able to carry 

out its role to prevent fraud in the implementation of BUMDes. And in this case, competencies are needed in each 
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            Figure 1. Indonesia Number of Village Business Unit                                                   Figure 2. Village Original Revenue  

                           Source: www.kemendesa.go.id                                                                  Source: www.bps.go.id  
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supervisory apparatus. Based on the preceding description, the researcher intends to find out how the effect of the 

implementation of internal control and BPD competence as a supervisor in efforts to prevent fraud in the financial 

management of BUMDes. 

 

2. LITERATURE REVIEW 

 

2.1 Fraud theory 

 

Fraud is an illegal act that is done intentionally and hidden, in order to obtain personal or other benefits, where 

the act causes harm to the other party (Sarpta, 2018).  When in an organization does not have a precaution against 

fraud, then this fraud problem will occur continuously. Therefore, fraud theory is always evolving to find the 

causes of fraud, including fraud triangle and fraud diamond. Cressey (1953) put forward a fraud triangle theory 

that explains three factors supporting perpetrators to commit fraud, namely opportunity (opportunity), pressure 

(push), and rationalization (rationalization). Then Wolfe and Hermanson (2004) perfected it by including one 

qualitative element that is believed to have a significant influence on fraud, namely capability. The four driving 

factors for fraud are as follows: 

 

2.1.1 Pressure 

 

Pressure can be defined as the motive of a person's behaviour to commit abuse because it is triggered by the 

presence of a perceived impulse (Arles, 2014). Pressure on this is interpreted as motivation that leads the 

perpetrator to engage in unethical behaviour. Cheating eventually occurs because the perpetrator has to face some 

kind of pressure or push.  

 

2.1.2 Opportunity 

 

Opportunity element in relation to fraud is defined as a state that allows a person to be able to commit unjustified 

actions such as acts of abuse (Arles, 2014). Opportunities can occur because they are affected by weak internal 

control, poorly controlled supervision, or because of strategic positions. By utilizing a certain condition or 

position, one can freely manage the interests of many people. 

 

2.1.3 Rationalization 

 

Rationalization allows fraudsters to view their illegal actions as acceptable. Reasons such as being tempted to 

commit fraud because they feel that their co-workers also do the same thing and do not accept sanctions for fraud 

can be a justification for the abuse that occurred (Zulaikha & Hadiprajitno, 2016). 

 

2.1.4 Capability 

 

Capacity or capability is defined as a person's ability or advantage in utilizing the circumstances surrounding it, 

where this ability is more directed at the situation to trick the internal control system with the aim of legalizing 

things that are actually prohibited in an organization (Arles, 2014). 

 

2.2 Human resources in internal control 

 

Internal control comes as a useful system to minimize opportunities, rationality, encouragement, and capabilities 

that can support fraud or fraud. The greater the internal control, the easier it will be to detect asset misappropriation 

because the internal control system has a positive and significant influence on the detection and prevention of 

fraud (Semidang & Pupung, 2021). Management is obliged to build and implement internal control in the entire 

set of organizational systems and information systems to ensure that organizational activities run as planned. 

Effective internal control in an organization will provide assurance for management in achieving organizational 

goals (Murtin, 2015) The elements of good internal control are the organizational structure to maintain 

authorization, procedures and tools to protect the company's assets, the accuracy of accounting data, policies that 

encourage the efficiency of the company as well as competent executors of tasks (Mulyadi, 2008/2017).  

 

The composition of this control will determine how much systems and procedures provide management with 

sufficient certainty that a business unit will achieve its goals and objectives. Internal control as a system and 

procedure requires an executor to support the realization of fraud prevention. The internal control implementing 

officers within BUMDes is under the supervisory function, in this case, the Village Consultative Agency (BPD). 

It is this institution that carries out the supervisory function professionally and competently. BPD consists of 
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representatives of the villagers based on regional representation and is democratically established (Law No. 6 of 

2014 concerning Village Article 1. BPD has a strategic function in determining village policies, including 

BUMDes, as well as supervision of the running of the village government. The supervision effort in question is 

to reduce the misappropriation of village authority and finances in the implementation of the village government.  

 

Fraud can basically be done by every layer, whether in the management, employees, or even high-ranking officials 

of an organization. That is why the possibility of fraud in the organization is considered high. In this case, the 

competence of BPD as a supervisor is very reliable for the realization of the internal control system in BUMDes. 

One factor that affects the detection of fraud is the supervisors’ competence (Dian, 2019).   

 

Competence is the ability to carry out or perform a job or task based on skills and knowledge and supported by 

the work attitude demanded by the job (Wibowo, 2007). The indicators of Work Competence, namely: 

 

a) Knowledge is any valuable information possessed by an employee to carry out tasks and responsibilities 

in accordance with the field or division he is working on. 

b) Skills are the abilities that must be possessed by every employee to carry out the duties and 

responsibilities given by the company to maximum achievement. 

c) Attitude is a pattern of employee behaviour in carrying out duties and responsibilities in accordance with 

company regulations. 

 

3. METHOD 

 

This study uses quantitative research that aims to test the influence of Internal Control and Supervisory 

Competence on fraud prevention in the management of BUMDes.  Quantitative research is a research process that 

uses data in the form of numbers as a tool to analyze information about what we want to know (Djollong, 2014). 

This type of research data uses qualitative data measured by appropriate indicators. Data sources in the form of 

primary data can be obtained through respondents' answers directly. 

 

The research framework is as follows: 

 

 

 

 

 

 

 

 

 

 

Figure 3. Research Model 

 

The elements that build good internal control are the organizational structure to maintain authorization, procedures 

and tools to protect the company's assets, the accuracy of accounting data, policies that encourage the efficiency 

of the company as well as competent executors (Mulyadi, 2008/2017).  Competence is measured by 3 indicators, 

namely knowledge, skills, and attitude (Wibowo, 2007). Fraud prevention is measured by diamond fraud 

indicators by Wolfe and Hermanson (2004) namely opportunities, pressure, rationalization, and capability. 

Dependent Variables in this study are Fraud Prevention in the management of BUMDes and Independent 

Variables in this study are Internal Control and Supervisory Competence. The data collection method in this study 

is a survey method with questionnaire instruments which are then analyzed using statistical tests. 

  

The scope of the study is a village located in Bojonegoro Regency (one of the districts in Indonesia). The selection 

of this district is based on consideration of the efficiency of research time so that researchers choose affordable 

areas. The number of villages in Bojonegoro is 419 villages spread across 28 sub-districts. Researchers distributed 

questionnaires throughout the village but only questionnaires returned with full filling were further processed.  
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