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Abstract

This study aims to analyze internal control strategies in an effort to prevent accounting fraud in medium-scale
manufacturing companies in Banten Province. Accounting fraud is a serious problem that can harm the
company and reduce stakeholder trust. The method used is qualitative with data collection through in-depth
interviews, observations, and documentation in a number of manufacturing companies in the region. The results
of the study indicate that the implementation of internal control in the company is still not optimal. The aspects
of the control environment and management commitment are quite strong, but control activities such as
segregation of duties and transaction authorization have not been implemented consistently. The financial
information system is still manual, increasing the risk of data manipulation. In addition, internal audits
experience limitations in terms of resources and independence, so that supervision is less effective. Fraud
prevention strategies such as anti-fraud policies and whistleblowing reporting systems have also not been
implemented evenly and are not supported by a transparent organizational culture. Therefore, companies need to
strengthen internal control through digitalization of information systems, strengthening internal audits, and
developing an anti-fraud culture so that the risk of accounting fraud can be minimized. This study contributes to
the development of more effective internal control strategies, especially in medium-scale manufacturing
companies in Indonesia.
Keywords: Internal Control, Accounting Fraud, Manufacturing Companies, Medium Scale, Fraud Prevention

Strategy.

INTRODUCTION

Accounting is an information system designed to record, classify, analyze, and present relevant
financial information for stakeholders in the economic decision-making process. In the modern
business world, accounting plays an important role as a tool to create transparency and accountability
in financial reporting. Without a reliable accounting system, companies will have difficulty managing
resources efficiently and being accountable for their performance to external parties such as investors,
creditors, and tax authorities. In addition, accounting is also the basis of the internal control system
used to maintain the integrity of the company's operations.

However, in practice, accounting is not free from the risk of misuse and manipulation known as
accounting fraud. Accounting fraud is an unethical and illegal act in the form of manipulating
financial data to provide a picture that does not correspond to the actual conditions. This fraud can
include inflating income, hiding expenses, diverting company assets for personal gain, and others.
This phenomenon has become a serious concern, both nationally and globally, because it can damage
the credibility of the company and have a systemic impact on economic stability. Supriati, Ristiyani,

and Bawono (2020) stated that accounting fraud often occurs due to weak internal control systems and
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the lack of transparency of financial information, thus providing loopholes for perpetrators to

manipulate the company's financial statements.

Accounting fraud can occur in various types of companies, including medium-scale
manufacturing companies. Medium-scale manufacturing companies in Indonesia, especially those in
Banten Province, are one of the important sectors in supporting regional economic growth. Banten
Province is known as one of the centers of the manufacturing industry in Indonesia, consisting of
various types of businesses ranging from food processing, textiles, metals, to chemicals. Medium-
scale manufacturing companies have quite unique characteristics; they are between small companies
that are still traditional and large companies that already have established systems and procedures.
Limited resources, both in terms of professional staff, information technology, and monitoring
systems, make medium-scale companies more vulnerable to the risk of accounting fraud.

According to research by Santoso and Sugiarti (2020), companies with weak internal controls
tend to have a greater chance of fraud. This is due to the absence of adequate procedures and controls
to detect and prevent fraudulent actions from internal parties. In this context, internal control is one of
the main strategies that companies can use to minimize the potential for accounting fraud. A good
internal control system will not only reduce the chances of fraud but also increase the efficiency and
effectiveness of the company's operations as a whole.

Internal control is defined as a process designed and implemented by management and all
company personnel to provide reasonable assurance regarding the achievement of company
objectives, including the reliability of financial reporting, compliance with laws and regulations, and
the effectiveness and efficiency of operations. In this regard, the COSO framework (Committee of
Sponsoring Organizations of the Treadway Commission) become a general reference in designing and
evaluating internal control systems. This framework consists of five main components, namely the
control environment, risk assessment, control activities, information and communication, and
monitoring.

Wulandari and Nuryanto (2020) emphasized that well-designed internal control supported by
employee integrity and professionalism has a significant role in preventing accounting fraud. Even in
the public sector, internal control has been shown to increase anti-fraud awareness and detect potential
misappropriation before it becomes a major problem. In the context of a medium-sized manufacturing
company, effective internal control can identify fraud-prone areas early on, so that management can
take corrective action quickly and appropriately.

Research on internal control and accounting fraud has continued to grow in recent years, Astuti
(2020) emphasized that the effectiveness of internal control depends on the professionalism of internal
auditors and the existence of an organizational culture that upholds integrity. Meanwhile, Marciano et
al. (2021) in their literature review also concluded that internal control combined with periodic anti-

fraud training can reduce the frequency of fraud in the corporate environment.
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Given the importance of the role of internal control in preventing accounting fraud, especially
in medium-scale manufacturing companies in Banten Province, it is necessary to conduct in-depth
research aimed at analyzing the internal control strategies implemented by companies in order to
prevent fraudulent acts. This research is expected to provide a real picture of the condition of internal
control in medium-scale companies and provide strategic recommendations that can be used to
strengthen the system.

By understanding the internal control practices that have been implemented and the challenges
faced by companies in Banten, the results of this study will contribute to the development of a better
control system, not only for the local context, but also for medium-scale manufacturing companies
nationally. Ultimately, the integrity of the company's financial statements will be increasingly
maintained, and public and stakeholder trust in the manufacturing industry sector will increase
significantly.

The phenomenon of accounting fraud is still a serious issue in the business world, including in
medium-scale manufacturing companies in Indonesia. Financial reports that should be the main tool
for decision-making are often manipulated to show performance that is not in accordance with reality.
In Banten Province, as one of the centers of manufacturing industry growth, this phenomenon is quite
worrying because many medium-scale companies do not yet have a strong internal control system.
Weaknesses in supervision, the absence of adequate internal audit procedures, and low employee
understanding of the principle of accountability are the main triggers for fraud. Research by Putri and
Zarkasyi (2021) shows that a weak internal control system makes companies vulnerable to financial
reporting irregularities. The same thing was also emphasized by Ramadhani and Surya (2022), that
most cases of fraud in financial reports occur due to minimal supervisory activities and the absence of
an effective violation reporting system. In medium-scale manufacturing companies, the combination
of operational and financial functions without a clear separation of responsibilities also increases the
risk of fraud.

The main problem that arises from this phenomenon is the weak internal control strategy
implemented by medium-scale companies in the Banten region. An incomplete supervision system, an
unstructured anti-fraud policy, and minimal professional ethics training for employees are real
challenges that must be faced. Many companies still consider internal control as an administrative
obligation, not as a strategic need to prevent fraud. Pratiwi and Suaryana (2023) stated that integration
between risk management and internal control systems is an important step to prevent deviations.
However, this practice is still rarely implemented optimally in medium-scale businesses. Therefore, it
is important to analyze the current internal control strategy in order to provide practical input and
recommendations that can help companies build effective, efficient, and adaptive systems to the

dynamics of the business environment.
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Several studies have proven that internal control plays a crucial role in preventing accounting
fraud. For example, research conducted by Wibowo and Putra (2020) shows that the effectiveness of
internal control can significantly reduce the possibility of fraud in industrial sector companies. The
study emphasizes that aspects of the control environment and strong supervisory activities are vital
elements in building a good control system. This is reinforced by a study by Lestari and Nugroho
(2021) which revealed that a clear organizational structure and regular implementation of internal
audits make a major contribution to detecting and preventing financial manipulation practices. In
addition, the results of research by Dewi and Sari (2022) also state that the inseparability of
accounting and operational functions in medium-sized companies increases the chances of conflicts of
interest that lead to fraud.

Research by Safitri and Firmansyah (2023) shows that the implementation of a whistleblowing
system and periodic job rotation can increase the effectiveness of internal control in preventing fraud.
This study recommends that medium-sized companies should start building an organizational culture
based on integrity and openness, especially in financial reporting activities. The latest relevant
research is from Pramono and Yuliana (2024), which emphasizes the importance of the role of top
management in overseeing and evaluating the internal control system. In their study, they found that
the commitment of company leaders in implementing the principles of transparency and
accountability was able to create a work environment with minimal risk of fraud. The findings from
these various studies provide a strong foundation in formulating the urgency of conducting an analysis
of internal control strategies, especially in medium-scale manufacturing companies in Banten
Province, as a real effort to prevent accounting fraud that can significantly harm the company.

Based on the study, it can be seen that most of the research that raises the theme of internal
control and prevention of accounting fraud is more focused on large companies, financial institutions,
or government agencies. Meanwhile, medium-scale manufacturing companies, especially those in
Banten Province, are still rarely the object of specific research in this context. This indicates a
research gap (research gap) related to the effectiveness and implementation of internal control
strategies applied to medium-sized companies in dealing with fraud risks. Several studies also only
focus on discussing one or two aspects of internal control without considering the integration between
elements such as the control environment, supervisory activities, information and communication, and
monitoring as a complete and strategic system.

The novelty of this study lies in its focus on a comprehensive analysis of internal control
strategies in an effort to prevent accounting fraud, with a specific context in medium-scale
manufacturing companies in Banten Province. This study not only identifies existing weaknesses, but
also compiles an internal control strategy model that can be applied practically, adaptively, and in
accordance with the resource capacity of medium-sized companies. In addition, the contextual
approach in understanding the dynamics of medium-scale companies that often face challenges in

managing accounting systems, makes this study have significant theoretical and practical
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contributions in developing an internal control system that is in accordance with the characteristics of
the organization.

Considering the importance of internal control systems in creating transparent and accountable
governance, as well as the increasing potential for accounting fraud in the company's operational
activities, this study is expected to contribute to the understanding and improvement of internal
control systems in medium-scale manufacturing companies. The findings of this study are expected to
be a reference for practitioners, academics, and policy makers in developing control systems that are

able to anticipate fraud risks comprehensively and sustainably.

LITERATURE REVIEW
Internal Control

Internal control is based on the idea that every organization needs a systematic and integrated
control system to ensure that operational activities run effectively, efficiently, and are free from errors
and irregularities. The internal control system is designed to provide reasonable assurance in
achieving organizational goals, including the reliability of financial statements and compliance with
laws and regulations. According to Suwanda (2020), "internal control is a system designed to provide
reasonable assurance regarding the reliability of financial statements, operational effectiveness, and
compliance with applicable regulations.” This is in line with the findings of Hidayat and Nurhayati
(2021) which state that "strengthening the internal control system is very necessary to reduce the risk
of errors and irregularities in the company's financial reporting, especially in the medium-scale

manufacturing sector."

Fraud Triangle

The Fraud Triangle explains that fraud occurs when three main elements are met, namely
pressure, opportunity, and rationalization. In an organizational context, weak internal control creates
opportunities for individuals to commit accounting fraud, especially if pressure and rationalization are
also present. Research by Prasetyo and Marliyati (2022) shows that “the opportunity to commit fraud
increases significantly when the monitoring and control system is weak, especially in a corporate
environment that does not have a strong internal audit system." In addition, Damanik and Harahap
(2023) emphasize that "the fraud triangle series is an important indicator in designing internal control

strategies to prevent deliberate manipulation of financial statements."

Agency
Agency discusses the relationship between principals (owners) and agents (management) which
is prone to conflicts of interest. Agents have access and control over information and resources, so the

potential for fraud increases if there is no strong control mechanism from the principal. According to a
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study by Setiawan and Rahmawati (2021), "in the context of agency theory, internal control acts as a

monitoring tool that can reduce information asymmetry between owners and management and

suppress the intention to commit fraud.” This is reinforced by the results of research by Mulyani and

Fadilah (2023) which states that "the level of effectiveness of the internal control system is directly

correlated with the low potential for accounting fraud by management."

METHOD
Research methods

This study uses a qualitative approach with a descriptive exploratory research type, which aims
to reveal internal control strategies in preventing accounting fraud in medium-scale manufacturing
companies. This approach allows researchers to gain an in-depth understanding of the real social and
organizational context, based on the experiences and views of informants. According to Creswell
(2021), a qualitative approach is very suitable for exploring complex phenomena that are not yet fully
understood and require a deep contextual understanding of human behavior in a particular
environment. In addition, qualitative research is also considered more flexible in exploring the hidden

meaning of an event or organizational process (Silverman, 2020).

Location and Time of Research

This research was conducted in a medium-scale manufacturing company in Banten Province
that already has an internal control system and records financial reports regularly. The location
selection was carried out purposively based on the consideration that the company has an
organizational structure that is relevant to the research topic. The research was conducted in the period
from January to February 2025, which was considered sufficient to collect in-depth data through

several methods.

Research Subjects and Informants

The subjects of this study are the internal control system and accounting practices applicable in
medium-scale manufacturing companies. Key informants include financial managers, internal
auditors, heads of accounting departments, and operational staff. who are directly involved in the
management of financial reports. The selection of informants was carried out using purposive
sampling, which allows researchers to select individuals who have in-depth knowledge of internal
control systems and fraud issues. This purposive technique is considered appropriate for qualitative
research because it focuses on meaning and understanding rather than generalization (Patton, 2020;
Etikan, 2021).
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Data Collection Techniques
Data was collected through three main methods:

1. In-depth interview
Used to explore the views and experiences of informants related to the implementation of internal
control and accounting fraud cases that have occurred. The interview guide is prepared in a semi-
structured manner to remain flexible but focused.

2. Direct observation
Researchers observe operational processes and financial control flows directly to understand the
context and work procedures applied.

3. Documentation
Includes collection and analysis of documents such as internal audit reports, financial reports,

accounting SOPs, and company policy documents.

Data Analysis Techniques

Data analysis was conducted using a thematic analysis approach, which aims to identify
patterns, themes, and meanings that emerge from the data collected. The analysis steps include data
reduction, data presentation, and drawing and verifying conclusions. This method is effective for
grouping strategic issues from complex interview and observation narratives (Braun & Clarke, 2021).
Researchers also used an open coding and axial coding approach to compile main themes and

subthemes related to internal control strategies and fraud prevention.

Validity of Data

To maintain validity and reliability, researchers use triangulation techniques of sources,
methods, and time. Source triangulation is done by comparing information from various informants
who have different positions. Method triangulation is done by combining data from interviews,
observations, and documentation. In addition, member checks are also carried out to confirm the
results of the researcher's interpretation to the informant to ensure data accuracy. Validation of
findings is very important so that research conclusions can be trusted and used as a basis for strategic

decision making in the company (Nowell et al., 2020).

RESULTS AND DISCUSSION
Research result
1. Implementation of Internal Control Structure
The study found that medium-scale manufacturing companies in Banten Province have
implemented an internal control structure according to the COSO framework, which includes the

control environment, risk assessment, control activities, information communication, and
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monitoring. However, the effectiveness of the implementation is still varied, especially in terms of
the consistency of the application of sanctions and enforcement of the code of ethics.
Management's commitment to integrity appears strong, but weaknesses in enforcing the rules open
up the potential for fraud risks that have not been fully addressed.
2. Control Activities and Segregation of Duties
Control activities such as transaction authorization and financial reconciliation are already
running, but the practice of dual duties in the finance department is still found. This increases the
risk of data manipulation and fraud due to the lack of clear separation of duties. In addition,
financial risk management is carried out well, but risks in the operational area, such as
procurement and inventory management, are still poorly controlled, thus opening up opportunities
for deviations.
3. Information Systems and Internal Audit
Financial information management still relies heavily on manual processes, making it prone
to errors and data manipulation. The use of information technology as a support for internal control
is still minimal, even though this is important to improve accuracy and early detection of fraud.
The internal audit function is also still limited due to limited resources and the lack of
independence of internal auditors, so that the effectiveness of supervision decreases.
4. Fraud Prevention Strategy
Some companies have implemented fraud prevention strategies such as anti-fraud policies,
anonymous reporting systems (whistleblowing), and investigative audits. However, the
implementation of these strategies is not evenly distributed and not fully effective. The main
factors for the success of internal control are management commitment, HR competence, and

adequate technological support to maintain transparency and accountability.

Table 1
Level of Implementation of Internal Control Strategy in Preventing Accounting Fraud in Medium-

Scale Manufacturing Companies in Banten Province

Internal Control . Implementati -
Aspects Key Indicators on Rate (%) Key Findings
Management ~ commitment  is
Management strong, but enforcement of the
Control Environment | Commitment, Code of 75% 9. X . .
. code of ethics and sanctions is not
Ethics i
yet consistent
Risk Assessment Risk Identification and 70% Elgigglc?r:alnsﬁislf Vivse“ Igs]:1 natghe:ﬁ
Management pe
optimal
Transaction Separation of duties is still
Control Activities Authorization, 65% lacking, duplicate positions found
Separation of Duties in the finance department
Information and | Information Systems, 60% Information management is mostly
Communication Internal manual, IT usage is not yet
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Communication optimal
Internal and External Internal audit is limited due to low
Monitoring 55% human resources and

Audit independence

The strategy has been
implemented, but implementation
and effectiveness are not evenly
distributed.

Anti  Fraud Policy,
Whistleblowing 50%
System

Fraud Prevention
Strategy

Source: Field results, 2025

Table 1 shows the level of implementation of various aspects of internal control in medium-
scale manufacturing companies in Banten Province in an effort to prevent accounting fraud. The
results show that although management commitment to the control environment is quite high, the
implementation of risk assessment, control activities, and information systems is still not optimal. In
particular, weak segregation of duties and limited internal audit resources are significant obstacles. In
addition, fraud prevention strategies such as anti-fraud policies and whistleblowing reporting systems
are also still less effective and evenly distributed, so that companies are still vulnerable to potential

fraud.

Discussion
1. Strengthening Internal Control Theory and Fraud Prevention
This finding is consistent with the research of Fitriani & Prabowo (2022) and Yuliani &
Arifin (2021) which states that strong internal control, especially leadership commitment and
separation of duties, is very important to reduce the risk of fraud. However, in the context of
medium-scale manufacturing companies in Banten, the implementation of this control is not
optimal, especially in the aspects of enforcing sanctions and separation of duties which still
overlap.
2. Human Resource Constraints in Internal Audit
The limitations of the competence and independence of internal auditors according to the
results of the study by Putra & Widiyastuti (2023) are one of the main obstacles to the
effectiveness of internal supervision. This finding is also in line with Dewi & Ramadhan (2020)
who emphasized the importance of separation of duties to avoid potential conflicts of interest. This
condition affects the company's ability to detect and prevent fraud in a timely manner.
3. The Role of Information Technology in Internal Control
The limited use of technology in internal control proves the importance of digitalization as
described by Sari et al. (2022). The use of IT-based financial systems can improve recording
accuracy and accelerate fraud detection. Therefore, medium-sized companies in Banten need to
accelerate digital transformation to strengthen control and reduce the risk of fraud.

4. Organizational Culture and Fraud Reporting System
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The lack of an effective fraud reporting system and an organizational culture that supports
open reporting is a major problem. Handayani & Yusuf (2021) found that a whistleblowing system
and a strong anti-fraud culture can significantly reduce fraud rates. This study emphasizes that
companies need to build a culture of transparency and mutual trust so that internal control

strategies run effectively and fraud can be minimized.

CONCLUSION

This study examines internal control strategies in an effort to prevent accounting fraud in
medium-scale manufacturing companies in Banten Province. Based on the results of the study, it can
be concluded that the implementation of internal control in these companies is still not optimal even
though they have adopted a common framework such as COSO. Management's commitment to the
implementation of the control environment is quite strong, but consistency in enforcing the code of
ethics and disciplinary sanctions is still weak, thus opening up opportunities for fraud. In addition,
control activities such as authorization and segregation of duties have not been implemented firmly,
where the dual duties that occur increase the risk of financial data manipulation.

The information system used still relies heavily on manual processes, making it prone to errors
and data manipulation. The minimal use of information technology in financial management and
internal supervision is a factor that hinders the effectiveness of internal control. The internal audit
function is also not optimal due to limited human resources and lack of independence, so that
supervision and fraud detection are still not optimal.

The fraud prevention strategies that have been implemented, such as anti-fraud policies and
whistleblowing systems, have not been fully effective due to the lack of socialization and support for
an organizational culture that supports openness and transparency. Therefore, strengthening the anti-
fraud culture and increasing awareness of all staff and management is very necessary. Medium-scale
manufacturing companies in Banten Province need to improve the implementation of internal controls
as a whole, especially in the separation of duties, digitalization of information systems, and
strengthening internal audits and fraud prevention strategies. This is important to create a transparent

and accountable environment so that the risk of accounting fraud can be minimized significantly.
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