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This study aims to examine the effect of internal control and  accounting rules; report quality
compliance with accounting rules on the quality of financial reports finance

at PT Bank Sumatera Utara (North Sumatra). This research uses

associative method. The population in this study were three divisions JBIRCU

in Bank SUMUT, namely the Accounting and Tax Division, the

General Division and the Operations Division. The sample used in

this study were 35 respondents. The data analysis technique in this

research is data quality test which includes validity and reliability

tests, classic assumption test which includes normality test,

multicollinearity test, heteroscedasticity test, and hypothesis test

which includes t test, determination test (R2) and multiple linear

regression test.

Abstract

l. Introduction

The survival of a company can be achieved if the company can take advantage of market
opportunities and opportunities and is able to compete, so that the goal of obtaining increased
profits every year can be achieved. Assessment of the performance of a company can be seen
from the company's financial statements which show the results of the company's accounting
activities in a certain period. In agency theory, the higher the quality of the financial statements,
the information gap between company stakeholders can be minimized (Jansen and Meckling,
1976: 305). Financial reports describe the financial condition and results of operations of the
company at a certain time or for a certain period (Harahap, 2010).

The presentation of financial statements is regulated in PSAK No. 1, which states that
"The financial statements are a structured presentation of the financial position and financial
performance of an entity”. Financial reports can be used to assess the achievements of the
company in the past, present and plans for the future. The quality of financial reports must have
characteristics, namely relevant, reliable, comparable and understandable to users of financial
statements.

According to RI Law Number 10 of 1998Regarding banking, the definition of a bank is
"a business entity that collects funds from the public in the form of deposits. Apart from that,
it also distributes to the public in the form of credit and / or other forms in order to increase
companies engaged in the financial sector.Management professionalism is needed to increase
the productivity of its operational activities. To avoid threats that can interfere with banking
objectives, internal controls are required. Effective internal control can be used to protect all
banking assets, increase compliance with applicable laws and regulations, and protect assets
owned by banks from all human resource fraud. In the credit phenomenon, one way to maintain
credit security is the need for internal control, so that the risk of bad credit can be avoided.
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The preparation of financial statements must comply with accounting rules, which are

guided by the rules issued by the Indonesian Institute of Accountants (IAl). Adherence to

accounting rules can create transparency in financial reports, as well as conformity to
procedures and policies in asset management.

I1. Review of Literatures

2.1 Definition of Financial Report Quality

Financial statements are information that describes the financial condition of an entity.
The manager is the party most responsible for the quality of financial reports. The financial
report contains the company's financial position, performance, reports of incoming and
outgoing funds and includes a company's capital report. The quality of financial reports is a
structured report regarding the statement of financial position and transactions carried out and
accounted for by an entityreporting (Fanani,2008). To meet user needs, financial reporting must
have criteria, namely relevant, reliable, comparable, understandable and timely (Saidin, 2007).

Financial statements are basically a source of information for investors as one of the basic
considerations in making capital market investment decisions and also as a means of
management responsibility for the resources entrusted to them. This shows that financial
reports are an important medium for conveying corporate disclosure by company management
and are an important source of information in making investors' decisions. So that financial
reports that have been audited by a public accountant can be a useful basis for decision making,
one way that can be taken is to create criteria for the need for certain disclosures that can cover
all public companies. (Subiyantoro in Prayogo et al, 2021).

Bank Indonesia in Lubis (2019) defines financial inclusion as all efforts aimed at
eliminating all forms of price and non-price barriers to public access in utilizing financial
services. The Otoritas Jasa Keuangan (2016) defines financial inclusion as the availability of
access to various financial institutions, products and services in accordance with the needs and
abilities of the community in order to improve public welfare. OECD, Organization for
Economics Co-operation Development (2016) has developed questions on the questionnaire
that can be used to measure the level of financial inclusion.

Financial performance is a measuring instrument to know the process of implementing
the company's financial resources. It sees how much management of the company succeeds,
and provides benefits to the community. Sharia banking is contained in the Law of the Republic
of Indonesia No.21 of 2008 article 5, in which the Financial Services Authority is assigned to
supervise and supervise banks. (Ichsan et al, 2021).

2.2 Financial report Quality Indicators
Indicators of the quality of financial reports according to Sudiarianti (2015) include:

1. Relevant
Relevant financial reports are financial statements that can provide information that can
influence users' decisions to evaluate past and present events and serve as guidelines for
predicting future events.

2. Reliability
The financial information presented must be of reliable quality which means that the
information provided is not misleading, is presented honestly and can be verified.

3. Can be compared
Financial information is more useful if it can be compared to company financial reports
between periods and financial reports from one company to another.
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4. Can be understood
Financial reports must be understandable by users and expressed in forms and terms that are
tailored to the capabilities of users of financial statements.

According to KRSubramanyam and Jhon J. Wild (2014; 90), "the quality of accounting
information desired, namely:

1. Relevant, has implications for the timely characteristics of the presentation of financial
statements.

2. Reliable, information must be verifiable, reliable, presented honestly that reflects reality and
is neutral.

3. Comparability and consistency are secondary qualities of accounting information.
Comparability means information is measured in the same way or by generally accepted
standards. Consistency means for the same transactions over time using the same methods.

If information is free from misleading notions, material errors, presented honestly and

fairly and reliably, then the information can be said to be of high quality (Herawati, 2014).

2.3 Definition of Internal Control

Control ensures that there are directions and policies from management that must be
carried out properly. Internal control is needed in a company so that the company's operational
activities can run well and achieve its goals and the business continuity of a company.
According to Boynton et al (2002) "internal control is an activity carried out by the board of
directors, management and other personnel to provide adequate assurance regarding the
achievement of objectives, namely: reliability of financial reporting, compliance with
applicable laws, efficiency and effectiveness of operations to maintain assets. company".

According to Mokoginta (2017) “in a company organization, both for profit and non-
profit organizations, internal control is essential because operational and performance activities
require a special policy that is able to accommodate and provide specific limits and provisions
in each of its activities".

2.4 Internal Control Indicators
According to the Committee of Sponsoring Organizations of the Tradeway or COSO

(Baidaie, 2005) which includes internal control indicators including:

1. Control environment
The awareness of the assignment of all employees is affected by the control environment.
The control environment is the basis of all components of control because it involves
discipline and structure.

2. Risk Assessment
Risk assessment includes a process to identify, analyze and assess the risks that will occur
in the presentation of financial statements.

3. Control Activities
Control activities apply the policies and procedures that must be established to assure
management that all directions have been properly implemented. Control activities are
implemented at all levels of the organization, data processing, functions and other control
components.
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4. Information and communication
Information and communication are two important elements to assist management in
carrying out its responsibilities. Management uses information systems to convey
information in a timely and effective manner. This concerns the accounting system which
consists of methods for recording, identifying, analyzing, classifying and reporting
transactions that occur in the accountability of company assets and debts.

5. Evaluation Process
Evaluation aims to assess the implementation of internal control and make improvements if
it is deemed necessary.

2.5 Adherence to Accounting Rules

Adherence to accounting rules is a requirement that companies must obey in terms of
making financial reports in accordance with accounting standards so that the presentation of
financial statements is fair and reliable. According to the Government Regulation of the
Republic of Indonesia Number 24 (2005), financial accounting standards are used as rules in
every accounting activity. In seeing the suitability of the entity's asset management procedures,
it is necessary to comply with accounting rules with predefined accounting standards.

2.6 Indicators of Compliance with Accounting Rules

According to Rahmawati and Idjang (2012) "accounting rules are made as a basis in
preparation of financial reports ". Meanwhile, according to (Rizky, 2016) an agency's
accounting activities must be carried out in accordance with its accounting rules.

Indicators of adherence to accounting rules according to Thoyibatun (2009), include:

1. Disclosure requirements
Disclosure requirements are very important because every company must present financial
statements in accordance with the applicable accounting standards in presenting accounting
information.

2. Presenting useful information for the public interest.
As a form of accountability for its duties, the company must present a financial report on
the company's performance that is beneficial to stakeholders.

3. Objective
In the presentation of financial statements the objective principles must be applied. Financial
statement information is presented fairly, honestly and fairly addressed to users without
depending on the needs of certain parties.

4. Meets precautionary requirements
In carrying out its duties to prepare financial reports, care must be taken so that the
information on financial statements is reliable, relevant, and understandable for users.

5. Meet the concept of presentation consistency
Accounting treatment can be applied in the same method but can also be applied in a
different method if the method can be better than before.

Investors and management are the users of financial statements with the aim of being
able to make decisions. Because of the importance of this information, financial reports should
be reliable. Therefore, a rule is needed to maintain the reliability of this information and avoid
actions that can harm the company or organization (Lilik, 2016). Wolk and Tearney (1997) in
Wilopo (2006) explain that the occurrence of fraud in the company is caused by failure to
prepare financial statements due to non-compliance with accounting rules.
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I11. Research Methods

This type of research is associative research. The sample in this study were 35
respondents who played a role in the preparation of financial statements at the Bank of North
Sumatra. The data source used in this study is primary data using a questionnaire. The type of
data used in this research is quantitative data. The data analysis technique in this study used
multiple linear regression. The data quality was then tested by means of validity and reliability
tests. The classical assumption test uses the normality test, multicollinearity test, and
heteroscedasticity test.

IV. Result and Discussion

The validity of an indicator if r count> r table. To determine the r table seen from the
formula (n-2) where n is the number of questionnaires distributed, it is obtained 35-2 = 33 with
a significant level of 5% (0.05%) = 0.2826. The validity test of this research can be displayed
in table 1 below as follows:

To test the validity of the internal control variable (X1), it will be explained in table 1
below, namely:

Table 1.The Results of the Validity Test for Internal Control Variables

No. Kcorrelation R table Status
1. 0.413 0.2826 Valid
2. 0.469 0.2826 Valid
3. 0.338 0.2826 Valid
4, 0.373 0.2826 Valid
5. 0.409 0.2826 Valid
6. 0.415 0.2826 Valid
7. 0.414 0.2826 Valid
8. 0.554 0.2826 Valid
9. 0.488 0.2826 Valid
10. 0.716 0.2826 Valid
11. 0.707 0.2826 Valid
12. 0.868 0.2826 Valid
13. 0.628 0.2826 Valid
14. 0.778 0.2826 Valid
15. 0.595 0.2826 Valid

Based on table 1 above, it is explained that all statement items / questionnaires for internal
control variables are valid. This is evidenced by the correlation coefficient value greater than
the R table value or the correlation coefficient value greater than 0.05. To test the validity of
the accounting rule compliance variable (X2), it will be explained in Table 2 below, namely:
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Table 2.Validity Test Results for Obedience to Accounting Rules Variables

No. Kcorrelation R table Status
1. 0.467 0.2826 Valid
2. 0.867 0.2826 Valid
3. 0.648 0.2826 Valid
4. 0.689 0.2826 Valid
5. 0.703 0.2826 Valid
6. 0.689 0.2826 Valid
7. 0.685 0.2826 Valid
8. 0.748 0.2826 Valid
9. 0.900 0.2826 Valid
10. 0.752 0.2826 Valid
11. 0.626 0.2826 Valid
12. 0.745 0.2826 Valid
13. 0.690 0.2826 Valid
14. 0.748 0.2826 Valid
15. 0.758 0.2826 Valid

Based on table 2 above, it is explained that all statement items / questionnaire variables
obedience to accounting rules are valid. This is evidenced by the correlation coefficient value
greater than the R table value or the correlation coefficient value greater than 0.05. To test the
validity of the variable quality of financial statements (Y), it will be explained in table 3 below,
namely:

Table 3. Results Test the Validity of the Quality Variable Financial Statements

No. Kcorrelation R table Status
1. 0.481 0.2826 Valid
2. 0.909 0.2826 Valid
3. 0.909 0.2826 Valid
4, 0.896 0.2826 Valid
5. 0.613 0.2826 Valid
6. 0.741 0.2826 Valid
7. 0.746 0.2826 Valid
8. 0.916 0.2826 Valid
9. 0.751 0.2826 Valid
10. 0.710 0.2826 Valid
11. 0.886 0.2826 Valid
12. 0.916 0.2826 Valid
13. 0.600 0.2826 Valid
14, 0.896 0.2826 Valid
15. 0.613 0.2826 Valid
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Based on table 3 above, it is explained that all statement items / questionnaires for the
quality variable of financial statements are valid. This is evidenced by the correlation
coefficient value greater than the R table value or the correlation coefficient value greater than
0.05. The reliability test in this study is as follows:

Table 4. Results Variable Reliability Test

No. Variable Cronbach | Cutt
Alpha Off Status
1. | Pelnternal Control (X1) 0.830 >0.60 Reliable
2. | Compliance with Accounting Rules 0.931 >0.60 Reliable
3. | Financial Report Quality () 0.951 >0.60 Reliable

From table 4 above shows that the internal control variable (X1) has a reliable status with
evidence of a Cronbach Alpha value of 0.830> 0.60. For the accounting rule obedience variable
(X2) shows a reliable status with evidence of a Cronbach Alpha value of 0.931> 0.60. For the
variable quality of financial reports (Y) shows a reliable status with evidence of a Cronbach
Alpha value of 0.951> 0.60.

In this study using the classical assumption test as follows:

4.1 Normality Test
Table 5. Normality Test Results

One-Sample Kolmogorov-Smirnov Test

Unstandardized Residual
N 35
Normal Mean , 0000000
Earametersa, Std. Deviation 2,77171014
Absolute 104
Most Extreme . ’

: Positive , 104
Differences Negative - 095
Kolmogorov-Smirnov Z , 617
Asymp. Sig. (2-tailed) , 842

a. Test distribution is Normal.
b. Calculated from data.

Based on table 5 above, it can be concluded that the data is normally distributed, with
evidence of a sig value of 0.842 which is greater than 0.05.

4.2 Multicollinearity Test
Table 6. Results Multicollinearity Test

Coefficientsa

Model Collinearity Statistics

Tolerance VIF

(Constant)

1 INTERNAL CONTROL 1,000 1,000

COMPLIANCE WITH 1,000 1,000
ACCOUNTING RULES

a. Dependent Variable: QUALITY OF FINANCIAL STATEMENTS

Table 6 above shows that the regression test does not have multicollinearity problems,
this is evidenced by the tolerance value greater than 0.10 and the VIF value less than 10.
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4.3 Heteroscedasticity Test

Scatterplot

Deapeandant Variable: KUALITAS LAFORAN KEUANGAN

Ragressien Snudemized Residaal
o

Megression Standardized FPredicted Value

Figure 1. Heteroscedasticity Test Results

From Figure 1 above shows that there is no heteroscedasticity, this is evidenced by the
randomly spreading points above or below zero on the Y axis.

4.4 Multiple Linear Regression Test Results
Table 7. Multiple Linear Regression Results

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) -14,545 7,461 -1,949 , 060
1 INTERNAL CONTROL , 353 , 082 , 345 4,328 , 000
COMPLIANCE WITH , 890 , 087 ,817| 10,261 , 000
ACCOUNTING RULES

Based on the results of the multiple linear regression statistical test above, it can be
explained in the following equation:
Y =a+DblX1+b2X2 +e
Y =14,545 +0.353 X1 + 0.890 X2 + e

4.5 Hypothesis Testing
This is to determine whether or not the independent variable influences the variable
dependent required t test. The t test of this research is described in the table below:

Table 8. ResultT test
Coefficientsa

Model T Sig.
(Constant) -1,949 , 060
INTERNAL 4,328 , 000
1 CONTROL
RULES OF 10,261 , 000
ACCOUNTING

a. Dependent Variable: Quality of Financial Statements

Based on table 8 above, the internal control variable (X1) is obtained t count> t table
(4,328> 2,039). For the accounting rule obedience variable (X2) is obtained t count> t table
(10,261> 2,039). Then for the two independent variables it is significant, it shows <0.05. This
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shows that internal control has a partial effect on the quality of financial reports. This means
that increasing internal control within the company can improve the quality of financial reports.
Management periodically checks accounting records. Adherence to accounting rules partially
affects the quality of financial reports. Disclosure requirements are very important because
every company must present financial statements in accordance with the applicable accounting
standards in presenting accounting information. If you experience difficulties in carrying out
management duties, you must consistently use accounting standards.

4.6 Determination Coefficient Test (R2)

Table 9. The results of the determination coefficient test
Model Summary b

Model R R Square Adjusted R Std. Error of the
Square Estimate
1 , 893a , 797 , 785 2,857

a. Predictors: (Constant), COMPLIANCE WITH ACCOUNTING
RULES, INTERNAL CONTROL
b. Dependent Variable: QUALITY OF FINANCIAL STATEMENTS

Based on table 9 above shows the R Square value of 0.797 or 79.7%. It can be concluded
that the relationship between the qualities of financial statements can be explained by the
internal control variables and the compliance with accounting rules of 79.7% and the remaining
20.3% is influenced by other factors not examined.

V. Conclusion

1. Internal control affects the quality of financial reports at PT. Bank SUMUT. This means
that managers show independence from management in developing the implementation of
internal control. PT. SUMUT Bank carries out internal control in accordance with
established procedures and policies. If the internal controls implemented by PT. Bank
SUMUT are going well, then the quality of the financial reports of PT. Bank SUMUT will
also be good.

2. Adherence to accounting rules affects the quality of financial statements at PT. Bank
SUMUT. This means that banks as agents of development in all business and business
sectors must apply the principle of prudence (prudential banking). In carrying out its duties,
management must consistently use accounting standards in accordance with existing
guidelines. The higher the level of compliance with accounting rules implemented by PT.
Bank SUMUT, the better the quality of the resulting financial reports.
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