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ABSTRACT

The purpose of the study was to determine the ratmbof the influence of the application of thenpiples of
good corporate governance to the prevention ofdraurveys in the BUMN banking sector in the citPalembang. Data
collection methods used in this study were intevviechniques, questionnaires, and documentatioe. ddta analysis
method used in this study is quantitative and gatie analysis. The sample in this study was &R Banking Sector
in Palembang City with 32 respondents. The resflthe study indicate that the principles of goodporate governance
(X) have a positive and significant effect on thevpntion of fraud (Y). The results of partial gesbnducted indicate that
the hypothesis proposed the application of thagiples of good corporate governance (X) has aecefin prevention of
fraud (Y).

KEYWORDS: Principles of Good Corporate Governance and Preioenof Fraud
INTRODUCTION

In Indonesia, the concept of Good Corporate GoveradGCG), which became known since the econonsescr
in 1997, a long-standing crisis was assessed asswlt rof not managing the companies responsiblyg, ignoring
regulations and conditions with practices of cofiap collusion and nepotism (KKN). After that, tHadonesian
government signed a Memorandum of Understandinggtef Intent) with the International Monetary EuMF) which
encouraged the creation of a more conducive clinfiatethe implementation of GCG. State (BUMN). Intice 2
paragraph (1) SOEs are required to apply GCG camig and sustainably by referring to ministeriegulations while

still showing the applicable rules and norms ad a®the statutes of BUMN

According to Wahyudin (2008: 36) Good Corporate &oance (GCG) is basically a system
(input, process, output) and a set of rules thgtlege relations between stakeholders (stakehgldespecially in the
narrow sense of the relationship between sharetmld®ard of commissioners, and the board of directo achieve
company goals. In the regulation of the MinisterBiSMN Number: PER-01 / MBU / 2011 Article 1 paragha(1),
it is explained that Good Corporate Governancéésprinciples that underlie a process and mechafésmrmanaging a
company based on legislation and business ethits.cbncluded that GCG is a set of rules, priregpland systems that
regulate relations between companies, sharehotohelstakeholders that prevent actions that ardasdd on legislation
and business ethics. According to State Ministed @UMN Regulation Number: PER-01 / MBU / 2011

concerning the implementation of good corporate egoance, the principles of Good Corporate
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Governance include transparency, accountabilitypactability, independence, and fairness.

Yenny Sucipto (2015) said that there were 141 siateed enterprises that had retained earnings o565
trillion as of November 31, 2014. Even though thed large profits, SOEs held back profits on theugds that they
would expand their business. However, in its mamagg, SOEs do not implement transparently. Thivgsdhat there
are stil BUMNs that do not implement corporate @mance in a transparent and accountable manner.
In addition, the case of the Director and Deputye€Bbirector of PT Pertamina (persero), where défe directors make
decisions that cause directors to run individualiynot. a decision agreement, which according tdvBIUMinister Rini
Soemarno (2017) attitude like that not in accoréamdth the principles of Good Corporate GovernafGEG).

The two cases above reflect that the implementatioorporate governance has not been properlyemehted in

accordance with the basic principles of implemantood Corporate Governance.

Joel G. Siegel and Jae K. Shim in Irham Fahmi (2aB5) defines fraud or fraud as an intentional act
individuals who cause harm. As for Hamdani (20148)1 fraud (fraud) is an act that is contrary te ttuth and carried out
intentionally to obtain something that is not thght of the perpetrator so that it can cause loseethe company.
So that it can be concluded that Fraud is an adtaoid committed intentionally to enrich themsehagsgroups, which

causes harm to other people and companies.

Joel G. Siegel and Jae K. Shim in Irham Fahmi (2AB®H) defines fraud or fraud as an intentional [act
individuals who cause harm. As for Hamdani (2018)]1 fraud (fraud) is an act that is contrary te ttuth and carried out
intentionally to obtain something that is not theght of the perpetrator so that it can cause loseethe company.
So that it can be concluded that Fraud is an adtaoid committed intentionally to enrich themsehagsgroups, which

causes harm to other people and companies.

According to Sudarmo et al (2009) as for severayswvthat can be done in fraud prevention include the
establishment of anti-fraud policies, the existerdestandard preventive procedures, independent rasgonsible
organizations, and the existence of sensitivitytimriechniques for fraud. According to Theodor@8X0: 44) despite the
spotlight, the main causes of fraud in general@og@ping, in particular, are their weaknesses énptinciples of corporate
governance, both corporate and government. In lesianthis is very clear with corruption cases fistate administrators

and also clear from the studies mentioned by thiK.KP

In Law No. 10 of 1998 concerning changes to Law Kem7 of 1992 concerning banking defines the Bank a
business entity that collects funds from the puiniithe form of deposits and distributes them ® plablic in the form of
loans and or other forms in order to improve theedi of many people. Based on circular No. 15 cariegrthe
implementation of GCG in Commercial Banks, it isptrasized that the Bank is obliged to carry oubitsiness activities
based on the principles of GCG. This is reinforbgdPBl Number 8/4 / PBI / 2006 concerning the impdatation of good
corporate governance for commercial banks, whicartitle 2 states that Wajid banks implement thagples of good
corporate governance in each of their businessiées at all levels of the organization. must aj@de based on 5 (five)

basic principles, namely transparency, accountgbitsponsibility, independence, and fairness.

Banks that are part of SOEs, namely Bank Mandier¢ero) Thk, Bank Negara Indonesia (Persero) TlakkB
Rakyat Indonesia (Persero) Tbk and the State SsvBank (Persero) Tbk, become one entity that muost raust

implement the principles of Good Corporate Goveceaas which has been stipulated in the MinisteBIOMN Decree
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Number PER-01 / MBU / 2011, Circular No. 15 conéegrthe implementation of GCG in Commercial Banksl #BI

Number 8 of 2006 concerning the above mentioned GCG

Mirza Adityaswara (2013) stated that the Case att@g Bank was caused by poor corporate governalibere
is the mode, changing the terms of the capital aaegratio or the capital adequacy ratio (CAR) BIP recipients from a
minimum of 8 percent to a positive CAR. CAR of GagtBank, which at that time was only 2.35 perceatld get a loan
of Rp 502.07 billion. In addition, news about ttese at the BTN bank where Agung Setya (2017) sthgddhe case of
Rp 225,000,000,000 in burglary money had been braki® by a bank. The case of burglary is basedamterfeiting
deposits. OJK Deputy Commissioner of Banking Sup&m |l, Budi Armando (2016) said "The absenceGEG
implementation and risk management has led manysBBRommit fraud or fraud so that many BPRs hdwsed down
their operations,” in addition there were 108 castdanking crimes for almost two years. Accordittg Nelson
Tampubolon (2016), the types of cases that occhbaitking are 55 percent credit cases, 21 percgitegring records, 15

percent embezzlement, 5 percent fund transfers4 gradcent asset procurement.

Various Fraud cases that occur in the banking wdddnot rule out the possibility because of the kvea
application of the principles of Good Corporate &mance. According to Hamdani (2016:.145), Actfrafid can occur
because of the weak implementation of Good CorpoGvernance. All stakeholders, especially compaapagement,
should understand that by implementing GCG, inclgdionsidering all the principles and functiongo¥ernance and the
role of the audit committee, it is expected to prevor reduce the occurrence of fraud. Based owadhieus phenomena

above, fraud occurs more frequently in the bankiector.

Previous research conducted by Sitti Fitratul Jan(2816), entitled the influence of good corporgdeernance
on the prevention of fraud in rural credit banksd#s in rural credit banks in Surabaya concludhed the application of
the principles of Good Corporate Governance hadffatt on the prevention of Rural Bank Fraud ingbarya. Different
research results were found in a study conducteBuiy Ayu et al (2014), entitled the influence wtiernal cash control
and implementation of Good Corporate GovernancErand empirical studies on SKPD in Buleleng Regefitye results
of his research show that internal cash control dasgnificant negative effect on fraud, the impdetation of Good
Governance has a significant negative effect ondfraas well as internal cash control and implemantaof Good
Governance simultaneously having a significantaféan fraud. Based on the background of the proptemauthors are
interested in conducting a study entitled The Effefcthe Application of the Principles of Good Corate Governance

Against Fraud Prevention (Survey on BUMN Bankingt8ein Palembang City).

Based on the description of the background of tiwdlpm, the authors formulate the problem as fadlolhow
much influence the application of the principlesgufod corporate governance on prevention of fraudeys in the

BUMN banking sector in the city of Palembang.

LITERATURE/THEORETICAL UNDERPINNING
Good Corporate Governance
Definition of Good Corporate Governance
According to Wahyudin (2008: 36) Good Corporate &oance (GCG) is basically a system (input, prqcess
output) and a set of rules that regulate relatimetsveen stakeholders (stakeholders) especiallggmarrow sense of the

relationship between shareholders, board of coniomsss, and the board of directors to achieve campgmals. GCG is
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intended to regulate relationships and prevenbtiweirrence of significant errors that occur carcdmeected immediately

According to Mardiasmo (2009: 18) Good Corporatevépance is defined as the implementation of adsoli
responsible development management that is inwitte the principles of democracy and efficient meigk avoidance of
misallocation of investment funds and preventioncofruption both politically and administrativelymplementing

budgetary discipline and legal creation and pdalltftamework for the growth of business activities.

Hamdani (2016: 20) states that there are two pahtgiew in defining GCG, namely narrow view, whiéh
interpreted as an equal relationship between corepamd shareholders. In a broad perspective, GGigfined as a web
of relationship, not only companies with ownerssbareholders, but companies with other stakeholaierssmployees,

customers, suppliers, bondholders, and others.

In the Regulation of the Minister of State and BUMWumber: PER-01 / MBU / 2011 concerning the
Implementation of Good Corporate Governance ineStavned Enterprises explained GCG are the prirgifhlat underlie

a process and mechanism for managing the compamayllman laws and regulations invitation and busie#sss.

From several opinions about the notion of Good Gmfe Governance (GCG) (Wahyudin (2008: 36),
Mardiasmo (2009: 18), Hamdani (2016: 20), Stateisfitm and BUMN Regulation Number: PER-01 / MBU /120
concerning the Implementation of Governance Goodp@ate Governance in State-Owned Enterprises)aft loe
concluded that Good Corporate Governance (GCG}ét af rules, principles, and systems that reguigations between
companies, shareholders and stakeholders thatrirthe occurrence of actions that not based oslegn and business

ethics
Measurement of Good Corporate Governance

According to Mardiasmo (2009: 18) include parti¢ipa, rule of law, transparency, responsivenesasensus
orientation, equity, efficient and effectivity, aemtability, strategic vision. Whereas accordingvidery (2011: 23) the
principles of GCG are divided into 4, namely fasadransparency, accountability, responsibility.ild/m the Minister of
State and BUMN Regulations Number: PER-01 / MBUOAZR it is explained that the principles of Good [@oate

Governance include Transparency, Accountabilitysg®@asibility, Independence, Fairness.

Based on a number of opinions (State Minister andiMBl Regulation Number: PER-01 / MBU / 2011,
Mardiasmo (2009: 18), Valery G Kumaat (2011: 23@asurement of the principles of good corporate gmree
consisting of Transparency, is a commitment of opss both in the delivery of material informatiamdan making
decisions that are relevant, accurate, timely axilyeaccessible and understood by stakeholdersouxtability is the
clarity of functions, the responsibility of the naement to fulfill applicable regulations so thatnmpany management is
carried out effectively. Responsibility, is a forofi accountability of all internal parties to extalrparties, with the
suitability in the management of the company wtik fapplicable laws and regulations. Independemztepiendent or
professional management of the company and thenabse#f mutual domination in the implementation leé tompany's
management process and Fairness, ensuring trdgcdions and policies are determined for the bieakall parties and

are fair to shareholders and others.
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Fraud
Definition of Fraud

According to Hamdani (2016: 146), Fraud Fraud isnething that is contrary to the truth and is done
intentionally to obtain something that is not tight of the perpetrator so that it can cause harthé company. Fraud that
usually occurs in the form of theft of assets @e#s other than cash, theft of money by not betésgansible as recipients
of money and theft of money by making unauthoriegdenses. Whereas according to Irham (2014: 146¥for fraud is
an action carried out intentionally and it is cagdriout for personal or group purposes, where iiteal action has caused
harm to certain parties or certain institutionstHa word Fraud itself can be interpreted by vaimeanings contained in
it such as Fraud, lies, fraud, crime, embezzlerémfoods, manipulation of data, engineering infaioraand changing

public opinion with a reversal of facts that deldely eliminate evidence.

From opinion (Hamdani (2016: 146), Irham (2014: ) 4fout the notion of Fraud, it can be concluded fraud
(fraud) is an act of fraud committed intentionally enrich oneself or group, which causes harm tkeropeople and

companies.
Fraud Prevention Measures

According to Theodorus (2010: 272), Fraud preventaforts begin with internal control. Besides i
control, two other important concepts are instijlewareness about the existence of fraud (fraudem&as) and efforts to
assess the risk of fraud (fraud risk assessmeraidqrevention according to Hamadani (2016: 162-té&n be done with
the implementation of Ethics, implementation of thmernal control system, implementation of Goodrptwate
Governance. According to Irham Fahmi (2013: 1983k&and fraudulent actions are very dangeroua favmpany if this
continues. Then there are several ways to prevantdf namely by increasing internal control in tmmpany, strictly
selecting employees, increasing the internal addpartment's condition, providing adequate comp&mwsdor all
employees, conducting a rotation of duties and ireguemployees to use leave rights they, do sg@titoaching, give
strict sanctions to those who commit fraud and giwerds to those who excel, foster a climate ofhapss within the
company, management must set an example by aatimgstly, fairly and cleanly, making written polisieegarding fair

dealing in several ways prevention of fraud.

According to Theodorus (2010: 272), Fraud preventidforts begin with internal control. Besides i
control, two other important concepts are instijlemwareness about the existence of fraud (fraudem&as) and efforts to
assess the risk of fraud (fraud risk assessmenat)idHprevention according to Hamadani (2016: 1628-t&n be done with
the implementation of Ethics, implementation of thmeernal control system, implementation of Goodrpowoate
Governance. According to Irham Fahmi (2013: 1983k&and fraudulent actions are very dangeroua favmpany if this
continues. Then there are several ways to prevandf namely by increasing internal control in twnpany, strictly
selecting employees, increasing the internal adépartment's condition, providing adequate compmsdor all
employees, conducting a rotation of duties and iremuemployees to use leave rights they, do sgtitoaching, give
strict sanctions to those who commit fraud and giwerds to those who excel, foster a climate ofhapss within the
company, management must set an example by aavimestly, fairly and cleanly, making written polisieegarding fair

dealing in several ways prevention of fraud.

Impact Factor(JCC): 3.7985 - This article can be downloaded from www.impactjournals.us




| 330 Yuhanis Ladewi, Mizan & Putri Rizki Amalia |

Based on several opinions about measuring fraudepton (Hamdani (2016: 162-164), Theodorus M.
Tuanakotta (2010: 272), Irham Fahmi (2014: 198Y&8mo, Sawardi & Agus Yulianto (2009: 38-43), Sako (2004:
235)) It can be concluded that the measurememaatifprevention can be done by the implementationternal controls,
anti-fraud policies, the existence of an indepehdmrdit committee, strict selection of employeds bbligation of

employees to use leave rights.
Framework

The thinking framework in this study is based oa firemise. Based on the results of research cosutlnt
Gopal Krishna Agarwal and YajuluMedury (2013), Rasr8oleman (2013), PutuAyuRatnayani, EdySujana, NyoATi
Surya Darmawan (2014), Ni LuhPutuPurnama Sari, @diduniarta, | Made PradanaAdiputra (2015), Siti&itlJannah
(2016) the results of the study show that Good G@te Governance has a positive effect on fraudegmtéon. The

framework of thought in research can be descrilsefdliows:

_.l

Figure 1: The Framework
Soe: Author, 2018

Hypothesis
Based on the framework, the hypothesis can be gethas follows:
The application of the principles of good corpomgdeernance has an effect on the prevention ofifrau

METHODOLOGY

Variable Operationalization

Variable (X) in this study is Good Corporate Gowree (X) where from several opinions about theamotf
Good Corporate Governance (GCG) (Wahyudin (2008; B&ardiasmo (2009: 18), Hamdani (2016: 20), Migik!
Regulation State and BUMN Number: PER-01 / MBU 12@oncerning Implementation of Good Corporate Guaece
in State-Owned Enterprises) It can be concludeti@ued Corporate Governance (GCGQG) is a set of rplesciples, and
systems that regulate relationships between corapashareholders and stakeholders that prevemnacthat are not
based on legislation and business ethics. Withabéiindicators consist of transparency, accoulitigbiespondability,

independency, fairness, by using an ordinal measeméscale.

Variable (Y) in this study is fraud prevention wldfrom some opinions about the notion of Fraud (tham
(2016: 146), Irham (2014: 146) it can be conclutlet fraud is a deliberate act of cheating to ényigurself or groups,
which cause losses for other people and companits wariable indicators consisting of implementatiof internal
control, anti-fraud policies, independent audit odittees, strict selection of employees, obligatiohemployees to use

leave rights, using ordinal scales.

The type of research used by the authors in thislysis descriptive and associative statistical asse
Descriptive statistics are studies that are corszkmith the question of the existence of independanables, both on one

or more variables. Associative is to find out tleue of the influence of variables Implementatidrth® Principles of
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Good Corporate Governance Against Fraud Prevenfiba.locations of the research conducted by thboasitare Bank
Mandiri (Persero) Thk, Bank Rakyat Indonesia (P®js&bk, Bank Negara Indonesia (Persero) Thk, Baakungan

Negara (Persero) Tbk. The population in this stwdye employees or banking employees in the cityaé&mbang. The
population is 32 respondents who are directly imedlwith the application of the principles of gommiporate governance

and fraud prevention efforts. The respondentsisfdtudy are as follows:
» Head of the branch at BUMN bank in Palembang City
» Head of the financial division at a state-ownedkoarPalembang City

» Employees or employees of the finance departmesitadir of the financial sub-section with a minimeaiucation
Diploma

» The accounting and equivalent operators or opeatiothe BUMN bank branch in Palembang City.

The data sources used in this study are primarysendndary data. Data collection methods usedisnstidy
were interview techniques, questionnaires, and mhectation. The data analysis method used in thidyss quantitative
and qualitative analysis. Quantitative analysiddee using statistical testing from the resultshef questionnaire, namely
by testing the data with validity and reliabilityescriptive statistical analysis, classical assionpiest, linear regression

analysis based on the hypothesis test partialigdividually (t-test).
RESULTS/FINDINGS RESEARCH RESULT

The results of the analysis and hypothesis testiaghave been done show that the principles ofl gmoporate
governance (X) have a positive and significantafta the prevention of fraud (Y). This states tihat principles of good
corporate governance (X) have a positive and sagmif effect on the prevention of fraud (Y) in ttate-owned banking

sector which is the sample unit of analysis studied

Table 1: Result t Test

Coefficients’
Model Unstandardized Coefficients Séi';?f?éid; ﬁfsd ¢ Sig.
B Std. Error Beta
[(Constant) 1,283 ,806 1,592 ,122
X ,550 ,190 ,468 2,902 ,007
a. Dependent Variable: pencegalfi@ud

Source: Results of Datadtressing, 2018

The results of this study are in line with thosatei by Theodorus M. Tuanakotta (2010: 44), nantedy
Highlights of Fraud in general, and corporatiomsparticular, are corporate governance weaknessesaknesses in the
corporate sector, but the general principle is akmess in the governance sector, both corporatgy@vetnment. This is

very clearly seen in corruption cases and statdrasinmators.

The results of this study are in line with thosatesi by Theodorus M. Tuanakotta (2010: 44), nantledy
Highlights of Fraud in general, and corporatiomsparticular, are corporate governance weaknessegaknesses in the
corporate sector, but the general principle is akmess in the governance sector, both corporatgevernment. This is

very clearly seen in corruption cases and statdrasimators.
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This study supports the research conducted by GomhMedury (2013) entitled Good Governance- A Towl
Prevent Corporate Frauds) wherein his researchsstiaat good governance will reduce the risk olusgsor prevention of
fraud. To prevent fraud through good corporate gusece, companies need or prepare independent rafiesgional

auditors.

The results of this study are also in line withegsh conducted by Rusman (2013) which statesgbati
corporate governance has a positive effect on frargbention. this research is also comparable with research
conducted by Sitti Fitratul Jannah (2016) whichwefdhat Good Corporate Governance has a positifextebn the

prevention of BPR fraud in Surabaya that is listd@ank Indonesia.

The results of this study are also in line witheasgsh conducted by Rusman (2013) which statesgbadl
corporate governance has a positive effect on fratebention. this research is also comparable with research
conducted by Sitti Fitratul Jannah (2016) whichwefdhat Good Corporate Governance has a positifiextedn the

prevention of BPR fraud in Surabaya that is lis@dank Indonesia.

The results of Putu et al (2015), entitled The é&iffef the Effectiveness of Internal Control Syste@mmpliance
with Accounting Rules, Perception of Compensatiamm@liance and Implementation of Good Corporate @uaece
Against Fraud Trends, indicate that the implemémabf good governance partially has a significaagative effect on
fraud. And simultaneously the effectiveness ofititernal control system, compliance with accountinlgs, perceptions
of conformity of compensation and implementatiorgobd corporate governance have a negative sinedteneffect on

the tendency of fraud.
DISCUSSIONS

Based on the results of research and discussioanibe concluded that the application of the jpies of Good
Corporate Governance has a positive and signifietiatt on the prevention of fraud. Hypothesisitgstonducted shows

that the value of t count> t table and the sigaifice value is smaller tharD.05.
Implication to Research and Practice

The results of this study in view of the developimaiscience can be useful for the academic wanttifar other
researchers. For the academic world can increamsl&dge or insight about good corporate governamceprevention of

fraud. For other researchers, it can be used efeeence in the next study.
Future Research

To fulfill the scientific research characteristiosluding replicability and generalizability, it @iggested that the
next researcher conduct research again based oadhi¢s of this study by using the same researhad, on the unit of
analysis and different samples in order to showstimae results, so that it will add confidence ® tbsearch what has

been done and the usefulness of research can ke \aictepted.
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