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Abstract

The governance of village funds is not entirely free from corruption. The causes of corruption in village
funds are the lack of competence of village officials, lack of transparency, and lack of supervision from
the government and the community, as well as the intervention of superiors in carrying out physical
activities that are not according to planning. The Regional Inspectorate is a Government Internal
Supervisory Apparatus (APIP), and one of its functions and authorities is supervision. This study aimed
to analyze village financial management in North Sumatra, village financial supervision in North
Sumatra, and an effective monitoring model to prevent corruption in village finances. The research
method used is descriptive quantitative, with data collection techniques by distributing questionnaires
and interviews to the regional inspectorate in the province of North Sumatra. The inspectorate carries
out the scope of supervision as the regional APIP. This model has proven to be effective in reducing
corruption in village finances, which can be seen through the reduction in potential state losses by
looking at the recapitulation data on village spending in North Sumatra from 2019 to 2021. There is a
decrease in state losses/potential state losses. The decline occurred by 56% of total losses from 2019 to
2020. Meanwhile, from 2020 to 2021, it fell again by 50% 2020. This shows an increase in the quality
of village expenditure supervision. This means the level of corruption is decreasing.
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I. INTRODUCTION The level of success in eradicating

The role of supervision is vital in the corruption, a§1de from belpg deterrmr.led by
organization for the achievement of community involvement, is also primarily
organizational ~ success and  progress. .dete.rm%ned by the role of the relevant
Supervision is one of the management functions Institutions sugh as the Attorney General's
of planning, organizing, directing, and Office, the Police, the Government's Internal
supervising that is needed because, basically, in Audit Apparatus (BPKP, Inspectorate General
the implementation of management, there will of the Department) and the Supreme Audit
be differences or deviations that do not support Agency. One prerequisite that must also be met
the achievement of goals[1]. is the existence of statutory provisions that

Supervision is also part of governance. provide a place or pgsitlpn for the community
Village funds are a public burden, so public to carry out supervision in the hope that it will
accountability and transparency must be provide h'elpful information and data for a.ll
realized [2], [3]. Therefore, the village relevant institutions to follow wup. If this
government must be handled with a suitable provision ~ does mot exist, ~community
mechanism. Good monitoring and supervision involvement alone will not be sufficient. Seeing
are carried out continuously so that village the rampant corruption practices in Indonesia,
funds, which are intended to provide for eradication efforts cannot but involve all

people's welfare, are not misused. existing components.
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As the smallest unit of village government
in the process of administering the government
of the Republic of Indonesia, it is directly
related to its constituents, so the position of the
Village in the implementation of development
has a significant meaning. Based on Law
Number 6 of 2014 concerning Villages, the
Village is a government with territorial
boundaries that are authorized to regulate and
manage government and the targets of
programs from almost all government agencies.
[4]The Village has the authority to manage its
finances based on its authority, so the role of
village financial supervision 1is vital in
achieving the success and progress of a clean
and corruption-free village government. The
case of corruption in village funds in Langkat
Regency, North Sumatra, in 2021 is evidence of
the lack of an effective monitoring model to
prevent corruption in village finances in North
Sumatra. The corruption case of the Sei Siur
Village Head, Panai Hulu District, Langkat
Regency, was caught in the misappropriation of
village funds and the allocation of village funds
was more than Rp. 392 million. TA. 2019/2020
is proof of the weak supervision of village
finances in Langkat Regency, North Sumatra
[5]. The results of the examination of the BPK-
RI TA. From 2015 until the first semester of
2018, 80 districts, five cities, and 1,006 sub-
districts in 33 provinces throughout Indonesia
found significant problems in managing village
funds, both in the aspects of coaching and
supervision [6]. From the description of the
background above, the main problems in this
Research are:

a. How is village finance management in
North Sumatra?

b. How is the supervision of village finances in
North Sumatra?

c. What is an effective supervisory model to
prevent financial corruption?

LITERATURE REVIEW

2.1 Village Financial Management
and Supervision

The amount of the village fund budget
must be accompanied by the level of inherent
supervision by all relevant apparatus to
minimize corruption. The level of success in
eradicating corruption, aside from being
determined by community involvement, is also
primarily determined by the role of the relevant
institutions such as the Attorney General's
Office, the Police, the Government's Internal
Audit Apparatus (BPKP, Inspectorate General
of the Department) and the Supreme Audit
Agency.

An alternative effort to eradicate and
reveal the secrets of this already terrible
corruption is a supervisory apparatus called a
forensic accountant (fraud auditor) [7], [8].
Supervision began centuries ago when humans
were already in society, and the appointed party
managed public property. No one knows when
surveillance was first carried out. The history of
the development of supervision found in the
Jewish, Roman, and Chinese civilizations or
practices during the early twentieth century
shows something different from the form and
meaning of  supervision today. The
development of supervision can be found, for
example, in Montgomery's Auditing [9]

Figure 1. Management Functions adopted from Today's Concept of Organizational Management[10]
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2.2 Principal-Agent Theory as a Form of
Supervision

2021)

The importance of supervision can also be
seen from the perspective of the Principal-
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Agent theory used to analyze the relationship
between principal and agent [11], [12]. This
theory arises because of the separation of
management from financial providers and other
stakeholders. A mechanism is needed that is
able to safeguard the interests of all parties,
both parties who give trust (principals) and
parties who receive trust and run them (agents).
In the context of supervision, the party who
gives the authority (principal) does not fully
believe that the party who is authorized (the

agent) will do the best for the authority so
supervision is needed called agency costs,
namely the costs that must be incurred to see the
actions of the agent due to distrust. The Agency
costs consist of two, namely audit costs and
bonding costs [13]-[17]. The higher the trust,
the higher the cost of supervision and the costs
incurred to design the form of binding or
contract to ensure the behavior of the agent as
desired by the principal.

Figure 2. Achieving Goals(Umar, 2006)
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Based on this "principal-agent theory," the
agent who should limit his actions only to
things that benefit the principal actually has the
freedom to prioritize his interests excessively
because he is in a position protected from the
direct observation of the principal [18], [19].
This leads to acts of abuse of authority (moral
hazard problem) [20]-[22]. If the concept of
Principal-Agent is seen more broadly in the
context of government and statehood, people
want to know whether the government is
serving their interests or only for their own
interests/officials. Supervision is considered to
have the main function to helping ensure that
human behavior in the organization remains in
line with organizational goals. If the
supervisory system runs well, the goals will be
realized faster, cheaper, and easier to achieve
with an atmosphere of openness, honesty, and
transparency within the organization [23].

Nowadays, it is difficult to find social and
economic organizations as well as state
governments that are oriented towards the
democratic rights of their members that exist
without a supervisory/audit institution. Thus, an
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audit is a very instrumental function in realizing
a clean, transparent, and responsible
government (clean and good government) [24],
[25]. Even supervision has the meaning of
ownership and direction of the running of the
company, which is then further elaborated in
several terms, namely inherent supervision,
preventive  supervision, and repressive
supervision [26].

3. Method

This study analyzes village financial
management in North Sumatra, analyzes village
financial supervision in North Sumatra, and
analyzes and designs an effective supervision
model to prevent village financial corruption.
This study uses a qualitative approach to
determine the existence of independent
variables, either one or more variables, to find
the relationship between variables [27]-[29].
This approach is used so that researchers can
analyze and describe by collecting existing data
on village financial management, monitoring
village finances and, designing an effective
monitoring model to prevent corruption in
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village finances, analyzing the implementation
of an effective supervision model in managing
village finances so that corruption does not
occur. Village finances, as well as evaluating an
effective village financial supervision model.
The data is compiled, processed, and analyzed
to be able to provide an overview of the existing
problems. The qualitative approach is used for
the object of analysis that is inductive and
deductive. Similarly, the analysis used can be at
the micro, meso and macro levels [30]. Data
collection techniques through the distribution
of questionnaires and interviews.
Questionnaires were given to the Regional
Inspectorate in North Sumatra Province. The
data analysis technique used was descriptive
statistics. Descriptive statistics in this study
calculate the distribution of frequencies and
percentages based on respondents' answers.
The calculation of the frequency distribution
and a percentage is done using the software R
and STATCAL [31].

4. RESULTS

4.1. Village financial management in
North Sumatra

Law (UU) No. 6 of 2014 concerning
Villages is seen as the main element of the
efforts being carried out by the Indonesian
government down to the smallest elements of
government. This effort is a continuation of the
decentralization process that started more than
fifteen years ago.

4.2. Village financial planning

Village financial planning is an activity to
estimate village income and expenditure for a
certain period of time in the future. The form of
this plan is the Village Revenue and
Expenditure Budget (APB Desa).

The preparation of the Village APB is
based on the Village RKP, namely the annual
development plan stipulated by the Village
Regulation (Perdes). Starting with the village
secretary, drafting a village regulation on the
village budget. Then the Village Head submits
it to the BPD for discussion. Furthermore, the
Village Consultative Body (BPD) makes a
collective agreement (no later than October of
the current year). The parties involved in the
preparation of the Village Budget are:

1. Village Government (Village Head and

Village Apparatus)

2. BPD (Village Consultative Body)

3. Citizen Representatives (Community
leaders, women elements, elements of the
poor, community organizations)

4. Regent.

4.3. Village Financial Administration

Village financial administration is the
recording of all financial transactions, both
receipts and expenditures of money in one
fiscal year. The village financial manager,
especially the village treasurer, must
understand several things that are the main
provisions in  administration so that
administrative activities take place correctly
and in an orderly manner. The village treasurer
is obliged to administer all receipts and
expenditures. The village treasurer is obliged to
account for the receipt of money, which is his
responsibility, through an accountability report
for receipts to the village head no later than the
10th of the following month.

4.4. Implementation of Village Finance

The implementation of village finance is
the realization of the activities that have been
planned in the Village Budget. All village
revenues and expenditures in the context of
implementing village authority are carried out
through the village treasury account. Especially
for villages that do not yet have banking
services in their territory, the arrangements are
determined by the Regency/City Government.
All village receipts and expenditures must be
supported by complete and valid evidence. The
village government is prohibited from making
levies as village revenues other than those
stipulated in village regulations. The treasurer
can save money in the Village Treasury at a
certain amount in order to meet the operational
needs of the village government. The treasurer
can save money in the Village Treasury at a
certain amount in order to meet the operational
needs of the village government. The regulation
of the amount of money in the village treasury
is stipulated in a Regent/Mayor Regulation.

4.5, Village Financial Reporting

The purpose of village financial reporting
is to present information on budget realization
and the financial position of the village
government that is useful for users in evaluating
past policies/decisions and planning future
policies. The village government's financial
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report shows the accountability (accountability)
of the village government for the resources that
are managed and/or entrusted to the Village
Government. The responsibility for preparing
and presenting village government finances
rests with the Village Head. The components of
the village financial report consist of:

1) Budget Realization Report (LRA)

2) Village Balance

3) Notes on Village Financial Reports

(CALK).

4.6. Village Financial Accountability

Reporting and accountability are two things
that go hand in hand. In line with the principles
of  transparency, accountability, and
participation, which are the basic characteristics
of good governance, accountability is not only
conveyed to the competent government but
must also be conveyed to the public either
directly or indirectly. Accountability directly to
the community can be conveyed through the
Village Conference as a forum to discuss
strategic matters, which is attended by the BPD
and other community elements. In addition,
accountability reports can also be disseminated
through various means of communication and
information, such as village information
boards, official districts or even Village
government websites.

4.7. Village financial supervision in

North Sumatra

Supervision of  village financial
management is a business, action, and activity
aimed at ensuring that village financial
management runs in a transparent, accountable,
orderly, and budgetary discipline and is
participatory in accordance with the provisions
of the legislation. In accordance with the
Regulation of the Minister of Home Affairs
Number 73 of 2020 concerning the Supervision
of Village Financial Management, supervision
is carried out by the APIP, the Camat, the
Village Consultative Body, and the village
community. There are five forms of
supervision, namely review, monitoring,
evaluation, inspection, and supervision.

Monitoring is the process of assessing the
progress of activity in achieving the goals that
have been set. Evaluation is a series of activities
comparing the results or achievements of an

activity with predetermined standards, plans, or
norms and determining the factors that
influence the success or failure of activity in
achieving goals. The examination is a process
of problem identification, analysis, and
evaluation conducted independently and
professionally to assess efficiency,
effectiveness, economy, and compliance with
regulations. The scope of supervision of village
financial management by the
Regency/Municipal ~ Government Internal
Supervisory Apparatus (APIP) consists of’

1) Evaluation of the effectiveness of village
financial management at the district/city
level

2) Examination of village financial and asset
management performance

3) Examination of the financial management
performance of BUM Desa

4) A review of the process of evaluating the
Village Budget Draft regarding the Village
Budget, including consistency with the
Village Government Work Plan (RKP).

5) Review on the quality of village spending

6) Review of procurement of goods and
services in the Village

7) Monitoring of the distribution of transfer
funds to villages and village output
achievements

8) Investigative check

4.8.An Effective Monitoring Model to
Prevent Corruption in Village
Finances

Village development is one of the
government's priorities as stated in the third
Nawacita, namely developing Indonesia from
the periphery by strengthening regions and
villages within the framework of a unitary state.
Since the revolving of village funds from 2015
to 2021, 400.1 trillion village funds have
flowed to 74,975 villages. The goal is to
improve the welfare of rural communities.

In reality, the abundant village funds are
prone to corruption. Village financial
governance is mnot completely free from
corruption. The practice of corruption in village
officials ranks third highest after ASN and the
private sector. Indonesia Corruption Watch
(ICW) noted that from 2015-2020 as many as
676 defendants in corruption cases came from
village officials.

Figure 3. Corruption of Village Funds in 2015-2021[32]
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All of them make the village budget an object
of corruption. In terms of actors, village heads
are the most involved in corruption. The causes
of corruption in village funds are the lack of
competence of village officials, lack of
transparency, and lack of government and
community supervision, as well as superior
intervention in carrying out physical activities
that are not according to planning.

The Regional Inspectorate is a Government
Internal Supervisory Apparatus (APIP) and one
of its functions and authorities is supervision.
The implementation of its supervisory duties is
to take preventive actions or efforts to prevent
errors in program implementation. And its
activities by SKPD. The Regional Inspectorate
also plays a role in Quality Assurance, which
ensures an activity can run effectively,
efficiently, and in accordance with the rules in
achieving the goals of the organization [33].

The existence of the inspectorate in assisting
the community and being on the side of the
community in encouraging the creation of
transparency. Transparency and accountability
are forms of guarantee and provide public
confidence in the government. The inspectorate
as an agency that carries out supervision, must
involve the community at every stage.

The scope of supervision carried out by the
inspectorate as the regional APIP is as follows:
a) Evaluation of the effectiveness of village

financial management in the district/city
scope. This evaluation includes the
following.

1) The realization of village spending is
fully used in accordance with what is
budgeted in the Village Budget.

2) The Village Budget is the only
guideline for implementing the
program of activities.

3) Village expenditures are realized
according to the designation in the
planning.

4) Village expenditure allocations are
guided by existing regulations.

b) Examination of the performance of village
financial and asset management. These
inspection activities include:

1) Every village financial transaction is
recorded in full.

2) Village management
accountability is determined by

financial

accurate financial reports.
3) The form of accountability for each
financial transaction requires
complete evidence.
¢) A review of the process of evaluating the
Village Budget Draft regarding the Village

Budget. This review process includes the

following:
1) The Village APB is prepared based on
the Village RKP

2) The Village RKP is formulated based
on the priority scale of village
development.

3) The Village Budget has been
determined on time according to the
provisions.

d) Review on the quality of village spending
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1) Village spending has been realized
economically, efficiently, and
effectively.

2) Village spending does not contain
elements of state losses.

3) Village expenditures are realized not

to exceed the budget ceiling.

e) Review of procurement of goods and
services in the Village

1) The procurement of goods and
services is carried out in accordance
with the provisions.

2) The procurement of goods and
services is managed by a competent
apparatus.

f)  Monitoring of the distribution of transfer

funds to villages and village output
achievements

1) The distribution of village funds is
distributed on time

2) The distribution of village funds is
carried out according to the
allocation.

3) The delay in the distribution of village
funds was not caused by the

negligence of the village government.

g) Investigative check
1) An investigative examination is
carried out in order to follow up on
allegations of village financial losses.
2) The investigative examination is

carried out by the auditor.
The following is an effective supervision
model in village financial management.

Figure 4. Effective supervision model in village financial management

Investigative
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The governance of village funds is not
completely free from corruption. The trend of
corruption is increasing from year to year. The
practice of corruption in village officials ranks
third highest after ASN and the private sector.
Indonesia Corruption Watch (ICW) noted that
from 2015-2020 as many as 676 defendants in
corruption cases came from village officials.
All of them make the village budget an object
of corruption. In terms of actors, village heads
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are the most involved in corruption. Areas that
are  vulnerable include planning and
disbursement. The causes of corruption in
village funds are the lack of competence of
village officials, lack of transparency, and lack
of supervision from the government and the
community, as well as the intervention of
superiors in carrying out physical activities that
are not according to planning.

Figure 5. Recapitulation of Supervision Results on Village Expenditures in North Sumatra from 2019
to 2021
Source: BPKP, 2022.
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Figure 4 above shows that there is a
decrease in the number of state losses/potential
state losses. The decline occurred by 56% of
total losses from 2019 to 2020. Meanwhile,
from 2020 to 2021, it fell again by 50% 2020.
This shows an increase in the quality of village
expenditure supervision. Through an effective
monitoring model, the supervision carried out
by the regional inspectorate in North Sumatra
Province can reduce the number of potential
state losses resulting from village spending.

5. CONCLUSIONS

The conclusions of this study are:

a) The regional inspectorate in North
Sumatra Province has implemented a
form of supervision of the Minister of
Home Affairs Regulation Number 73 of
2020 concerning Supervision of Village
Financial Management, which states that
supervision is carried out by APIP,
Camat, Badan Permusyawaratan Desa,
and village communities. There are 5
forms of supervision, namely review,
monitoring, evaluation, inspection, and
supervision.

b)  Synchronization between the RKP and
the Village Budget must occur in
accordance with the provisions stipulated
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