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ABSTRACT: This research investigates how internal control systems and Good University Governance 

(GUG) influence fraud prevention in higher education institutions in Eastern Indonesia. Various 

instances of fraud in Indonesian universities have been attributed to the Internal Supervisory Unit (SPI), 

which plays a crucial role in enforcing GUG. The study adopts a quantitative approach with purposive 

sampling to analyze a mediating model involving internal control systems, fraud prevention, and GUG. 

Structural Equation Modeling (SEM) with the Partial Least Squares (PLS) method was employed for 

data analysis. The findings demonstrate that both GUG and the implementation of internal control 

systems significantly contribute to fraud prevention. Moreover, the research highlights the indirect 

effect, where GUG acts as a mediator between internal control systems and fraud prevention. The 

results emphasize the importance of incorporating robust governance practices to reduce fraud in 

educational institutions in Indonesia. 

Keywords: internal control systems, good university governance, fraud prevention, higher education, structural 

equation modeling (SEM). 

I.  INTRODUCTION 
Higher education institutions were primarily established to provide advanced education to the 

community, with the goal of cultivating a generation that is both intellectually capable and morally upright 
[1]. The mission of higher education involved the implementation of the three fundamental pillars: 
education, research, and community service [2]. As knowledge producers, universities were required to 
continuously evaluate their central role within a knowledge-based society [3]. Moreover, the governance of 
higher education had become a priority in numerous countries as they sought to restructure their educational 
systems. One of the key results of these governance reforms was the development of more flexible and 
adaptable organizational structures, enabling them to quickly respond to the rapidly changing environment 
[4]. 

Despite its critical role in the public sector, the education sector faced severe challenges due to inadequate 
funding, ineffective service delivery, and poor administration [5]. Consequently, effective financial 
management, increased accountability, transparency in the allocation of educational resources, and the 
prevention of fraud and corruption became urgent priorities [6]. The World Education Forum highlighted 
corruption as the primary cause of inefficient resource utilization, stressing the necessity to address and 
eliminate it [5]. 
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Higher education institutions, much like other public sector organizations, were vulnerable to fraudulent 
activities. Transparency International Ukraine reported in 2015 that 30 percent of the Ukrainian population 
expressed concerns about corruption in education, including issues related to college admissions [7]. The 
emergence of fraudulent practices within higher education was attributed to a lack of transparency, 
accountability, and weak internal controls [8]. Several instances of fraud within Indonesian higher education 
institutions, identified through audits, included the misallocation of social assistance funds that were neither 
distributed properly nor deposited into the state treasury [9, 10]. Additionally, there were cases involving 
double payments for honoraria and travel expenses, as well as the opening of fictitious accounts without 
Ministry of Finance approval [11]. Corruption in higher education extended beyond fund misappropriation 
and budget inflation, with the management of state university assets also being susceptible to fraudulent 
activities [12, 13]. 

The management performance of higher education institutions in Indonesia remains below expectations, 
largely due to persistent problems associated with the Internal Supervisory Unit (SPI), which is instrumental 
in realizing the principles of Good University Governance (GUG) [14]. The framework of GUG emerged as 
a response to various governance shortcomings in the academic sector, notably issues such as administrative 
inefficiency and corruption [15, 16]. Based on data collected by Indonesia Corruption Watch (ICW), between 
2015 and 2019, the education sector was identified as one of the ten most corruption-prone sectors, 
contributing to state financial losses amounting to IDR 41.09 billion. Of the 202 corruption cases reported in 
this period within the education domain, approximately 10% equivalent to around 20 cases were traced back 
to higher education institutions, with estimated state losses reaching IDR 81.9 billion [17]. These occurrences 
are primarily the result of inadequate transparency in managing financial resources, which has opened the 
door to fraudulent practices [18]. As a result, the distribution and total amount of public funds allocated to 
state universities (PTN) often lack clarity. 

In addition, the Audit Board of Indonesia (BPK), through its 2019 audit summary, identified a total of 66 
weaknesses related to internal control systems, including 17 cases of unrecorded or inaccurate records, 14 
cases of incomplete or non-existent Standard Operating Procedures (SOP), 10 instances where policy 
implementation resulted in potential revenue loss, and 25 other weaknesses in the Internal Supervisory Unit 
(SPI). Some of the identified issues included financial statements that still reflected cash balances in the 
expenditure treasury, which had not been deposited into the state treasury. Furthermore, receivables and 
intangible assets were not recorded, and there was a lack of SOPs for financial management, including 
procedures for collecting tuition fees for master's programs and the management of guesthouses and 
dormitory facilities. Additionally, the primary issue of non-compliance with legislative regulations 
governing the management of state-owned universities (PTN) and Legal Entity State Universities (PTN BH) 
was reported in 49 cases [19]. 

University management is directly shaped by government policies that emphasize efficiency. 
Furthermore, the significance of implementing strong governance practices within higher education 
institutions is grounded in three main principles: institutional autonomy, academic freedom, and 
transparent, responsive governance regulations [20]. According to [21], university governance refers to how 
an institution can optimize its educational system to achieve organizational goals, manage academic 
programs, improve student knowledge, oversee assets and finances, and enhanc e the skills of its human 
resources. The UGSC framework includes five key dimensions: (1) context, mission, and overall objectives; 
(2) management orientation; (3) autonomy; (4) accountability; and (5) participation [22, 23]. 

The principles of Good University Governance (GUG) were extensively developed by researchers, both 
locally and internationally, who categorized various aspects of GUG into different frameworks and models. 
The GUG principles proposed by [24] served as the foundation for the selection of the principles used in this 
study, which included transparency, accountability, responsibility, independence, and fairness. 
Additionally, an internal control system was recognized as a crucial element in the implementation of 
effective governance [25]. An efficient control system ensured the smooth and effective operation of 
organizations, while ensuring compliance with both internal regulations and external laws, thereby 
promoting accountability [26, 27]. Consequently, internal controls contributed to the achievement of 
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organizational goals, including enhanced performance, profit objectives, adherence to legal frameworks, and 
the mitigation of potential damages and other negative consequences. 

According to [28], Internal control was defined as a system administered by the Internal Supervisory Unit 
(SPI), which bore responsibility for its implementation. In conjunction with a well-established internal 
control framework, SPI was expected to support institutional leaders in enforcing the principles of Good 
University Governance (GUG). The values of transparency and accountability were required to be 
consistently upheld within financial management practices, in accordance with recognized accounting 
standards, including the execution of both internal and external audits as mandated in higher education 
institutions. However, the principle of transparency in financial management faces specific challenges for 
universities due to frequent discrepancies between the prepared budget items and the operational activities 
of the universities, which tend to be flexible. 

This research investigated a mediating model within a conceptual framework encompassing internal 
control systems, fraud prevention mechanisms, and good university governance in the context of Indonesian 
higher education institutions. While earlier studies had analyzed the direct link between internal control 
systems and fraud prevention [29- 31] limited attention had been given to exploring the precursors of internal 
control through a mediating model, particularly within the higher education sector. This oversight 
underscored the necessity for university management in Indonesia to strengthen governance practices as a 
strategic approach to mitigating financial fraud. Additionally, scholarly inquiry into fraud within the higher 
education environment remained limited, especially in Eastern Indonesia. As the provincial capital of Papua, 
Jayapura offered a valuable opportunity to broaden global understanding by highlighting variables from a 
region frequently marginalized in research dominated by institutions in Java. Although the core mission of 
higher education institutions was to uphold the tri dharma education, research, and community service 
significant challenges persisted in addressing the risk of fraudulent practices. 

II. LITERATURE REVIEW 
The relationship between principals and agents within organizations, particularly in decision-making 

contexts, has been a significant subject of study in organizational theory. As higher education institutions 
face challenges in governance and fraud prevention, understanding the dynamics of agency relationships 
becomes crucial. Agency theory offered a conceptual basis for examining conflicts and associated costs that 
emerged from the delegation of decision-making authority. It highlights the issues that emerge when the 
interests of the principal and agent are misaligned, leading to inefficiencies and increased costs. This theory 
serves as a foundation for addressing governance issues in various sectors, including higher education where 
decision-makers (agents) did not necessarily act in alignment with the best interests of the institutions 
(principals). In this context, agency theory helps to explore the role of governance mechanisms in ensuring 
that agents align their actions with institutional goals. 

1. AGENCY THEORY 

Agency theory concentrated on the formulation of contracts aimed at resolving issues and escalating costs 
arising from agency relationships, especially concerning the delegation of decision-making authority to 
agents [32]. At its core, agency theory emphasized the dynamic between two parties: the principal, who 
delegates authority, and the agent, who accepts it. This interaction was framed within a collaborative 
construct often referred to as the "nexus of contracts." The theory conceptualized the relationship as one in 
which the agent was entrusted with carrying out tasks or delivering services under a contract established on 
behalf of the principal, thereby granting the agent significant discretion to formulate policies intended to 
advance the principal’s interests. The principal, in turn, engaged the agent through contractual agreements 
to ensure that actions were aligned with the principal’s objectives [33]. 

2. FRAUD THEORY 
The initial Fraud Theory included three components that triggered fraudulent behavior: Pressure, 

Opportunity, and Rationalization. This framework, commonly known as the fraud triangle, was introduced 
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by [34]. The theory formed the basis for subsequent theories, such as the fraud diamond, introduced by [35], 
which added a fourth element: capability. Expanding further, the fraud pentagon presented by Crowe 
“incorporated arrogance as an additional element, while the fraud hexagon introduced collusion”. Collusion 
referred to the actions of a group of individuals working together to deceive and defraud others, often 
through coordinated agreements aimed at doing so. In certain instances, related party transactions led to 
dishonest agreements that compromised stakeholder interests [36]. 

This study utilized the fraud hexagon as one of its variables, as it represented the most recent theory and 
an enhancement of the previous three models proposed by Vousinas. The fraud hexagon included six 
elements: Pressure, Capability, Opportunity, Rationalization, Collusion, and Arrogance. Study [37] later 
introduced collusion as a new factor, identifying it as a critical element that drove individuals to commit 
financial fraud. Collusion emerged as a central factor in several complex and harmful cases, referring to 
fraudulent agreements made between two or more individuals [38- 40]. Collusion in the public sector, 
particularly at the regional level, became increasingly widespread [41- 42]. Collusion involved dishonest and 
illegal behavior, often characterized by secret agreements, frequently accompanied by bribes or monetary 
inducements benefiting specific individuals or groups. 

3. STEWARDSHIP THEORY  
Stewardship theory provides a framework in which managers are driven not by personal goals but by 

the desire to achieve outcomes that benefit the organization [43- 44]. According to [45] executives under this 
theory act as stewards, motivated to align their actions with the interests of the principal. Additionally, 
stewards are unlikely to leave the organization, as they are committed to achieving organizational goals. The 
theory posits that individuals within an organization should prioritize the organization’s objectives over 
their personal ambitions. This theory is particularly applicable to research in public sector accounting, where 
government organizations are designed to meet the informational needs regarding the relationship between 
stewards and principals [46]. Unlike private organizations that focus on profit generation, public sector 
organizations emphasize the delivery of services. 

4. INTERNAL CONTROL SYSTEM  

According to the Committee of Sponsoring Organizations (COSO), as referenced in [47], internal control 
was characterized as a systematic set of processes executed by a company’s board of directors, executive 
management, and other personnel. Its purpose was to furnish reasonable assurance that the organization 
would attain objectives in three key domains: (a) operational effectiveness and efficiency; (b) reliability of 
financial reporting; and (c) adherence to applicable laws and regulations. When internal control mechanisms 
were implemented effectively and remained closely aligned with the institution’s strategic aims, they were 
considered to be of high quality. The performance of these controls was evaluated based on the degree to 
which each activity or program fulfilled its predetermined objectives. 

5. COMPONENTS OF INTERNAL CONTROL  
The COSO framework identified five core elements of internal control. The first, the Control Environment, 

highlighted the importance of properly implementing control mechanisms especially within accounting 
processes and related procedures. This environment was shaped by factors such as organizational integrity 
and ethical standards, dedication to professional expertise, the influence of the board of directors and audit 
committee, management’s guiding philosophy and operational approach, the organizational hierarchy, clear 
assignment of authority and accountability, and human resource policies [48]. The second element, Risk 
Assessment, entailed detecting and evaluating risks that could impede the organization, then devising 
appropriate mitigation strategies. Third, Control Activities required that all transactions receive 
authorization from designated personnel, combined with adequate segregation of duties, thorough 
documentation, secure record-keeping, independent verifications, and routine assessments of recorded data. 
These activities fell into four categories: duty segregation, information-processing controls, physical 
safeguards, and performance evaluations [48]. Fourth, Information Processing and Communication involved 
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the continual collection, processing, and sharing of information, allowing employees to adapt their 
responsibilities as necessary. The fifth element, Monitoring, ensured that internal controls remained effective 
over time. Together, these components operated to offer reasonable assurance that the organization would 
meet its goals concerning dependable financial reporting, efficient operations, and adherence to relevant 
laws and regulations. 

6. GOOD UNIVERSITY GOVERNANCE  
Corporate governance is associated with effective decision-making, which is facilitated through 

organizational culture, values, processes, policies, and structures to achieve profitable, efficient, and 
responsible business management while considering stakeholder interests [49]. In contrast, Good University 

Governance (GUG), as described by [24], refers to the application of the fundamental principles of the "good 
governance" concept within the governance systems and processes of higher education institutions. This is 
achieved through adjustments based on values that must be upheld in the administration of higher education 
and education in general. GUG encompasses key principles such as transparency, accountability, 
responsibility, independence, and fairness. Furthermore, the implementation of GUG enhances public 
accountability by ensuring that decisions, policies, or programs within higher education institutions are 
accessible to stakeholders who require them. This is especially critical in the planning, implementation, and 
reporting processes of the Three Pillars, ensuring that stakeholders remain informed through public access 
and proper procedures [50]. 

7. FRAUD PREVENTION  

Accounting fraud is deemed illegal and encompasses any deliberate attempt to deceive and acquire assets 
or rights belonging to others [51]. According to [52], accounting fraud can be classified into three primary 
types: “financial statement fraud, asset misappropriation, and corruption. Financial statement fraud involves 
manipulating financial reports to serve specific interests.” Asset misappropriation refers to the theft or 
misuse of organizational assets, and this type of fraud is the easiest to detect due to its measurable nature. 
Corruption, the most difficult type of fraud to detect, involves collusion with other parties and is particularly 
prevalent in developing countries, where law enforcement is weak and awareness of good governance is 
limited, raising concerns about the integrity of officials. Corruption may include abuses of authority, conflicts 
of interest, bribery, illegal gratuities, and economic extortion. 

Fraud prevention is an integrated strategy aimed at addressing the root causes, such as reducing 
opportunities for fraudulent activities, minimizing employee pressure to meet needs, and eliminating 
justifications for committing fraud [53]. Preventing fraud is often considered the most effective method to 
mitigate losses from fraudulent activities [54, 55] elaborated on fraud prevention by outlining several control 
mechanisms, including the creation of policies, procedures, organizational structures, control techniques, 
and fostering employee participation. Organizations must establish policies that create an environment 
conducive to preventing and addressing fraudulent behavior. Both management and employees must be 
committed to preventing fraud and deviations. Public university websites also play a significant role by 
informing both internal and external stakeholders about the institution's anti-corruption efforts [6]. 

8. HYPOTHESIS DEVELOPMENT  

8.1 The Impact of Internal Control Systems on Good University Governance 

Good University Governance (GUG) plays a crucial role in ensuring transparency, accountability, and 
financial integrity within higher education institutions. However, failures in governance often stem from 
weak internal controls, leading to financial mismanagement and fraud [56]. Agency Theory [33] these issues, 
suggesting that university administrators (agents) might act in their own self-interest rather than prioritize 
institutional goals. Internal control systems help mitigate such risks by enforcing accountability, audit 
procedures, compliance measures, and enhancing governance practices [57]. Law No. 12 of 2012 in Indonesia 
mandates that universities adhere to principles of governance, including transparency and accountability. 
Effective internal controls strengthen compliance, reduce financial irregularities, and improve governance 
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effectiveness [57]. Therefore, internal control systems are vital for ensuring institutional governance, 
compliance, and ethical leadership. Based on this, the following hypothesis is proposed: 
• H1: The implementation of internal control systems enhances transparency, accountability, and financial 

compliance in higher education institutions, thereby strengthening university governance. 

8.2 The Impact of Good University Governance on Fraud Prevention 
Good University Governance enables the application of fundamental governance principles within 

higher education institutions, incorporating values related to education, academic knowledge, and human 
development [58]. Corruption within higher education, particularly in public universities, indicates that 
existing systems may not function effectively or are considered inadequate. All policies, programs, and funds 
used in higher education must be managed transparently, as they pertain to the three pillars of higher 
education. This aligns with the Fraud Hexagon theory of collusion, which is often observed in universities. 
The GUG framework serves as an extension of Good Governance and effective governmental management. 
Research has shown that corporate governance is critical in preventing and detecting fraud [59]. Good 
University Governance is considered a foundational element for implementing management practices that 
are essential for fraud prevention in higher education institutions [60]. Therefore, Good University 
Governance is necessary to prevent fraud. Thus, we propose the following hypothesis: 
• H2: Good University Governance has a positive influence on Fraud Prevention. 

8.3 The Impact of Internal Control Systems on Fraud Prevention 

Internal control is essential for achieving organizational objectives. Fraud represents a significant risk that 
requires the implementation of internal controls to reduce or eliminate its occurrence within an organization. 
Internal control encompasses organizational structures, procedures, and standards that safeguard company 
assets, verify the accuracy of financial data, promote operational efficiency, and ensure compliance with 
management policies. Internal control systems are put in place to achieve organizational goals, such as 
securing assets, assessing data accuracy, improving operational performance, and ensuring compliance with 
regulations. This aligns with Stewardship Theory, which posits that individuals within an organization should 
prioritize the organization's objectives over their personal interests. Previous studies have shown that 
effective internal control systems significantly influence fraud prevention and detection [29- 31]. If internal 
controls are poorly implemented and procedures are not followed, it creates opportunities for employees to 
engage in fraudulent behavior. Other studies highlight that internal controls are pivotal in curbing 
accounting fraud among finance employees in higher education institutions [58-61]. Based on this, the 
following hypothesis is proposed: 
• H3: Internal Control Systems positively influence Fraud Prevention. 

8.4 The Impact of Control Systems on Fraud Prevention through Good University Governance 
The adoption of Good University Governance (GUG) has encouraged several higher education 

institutions to implement policies to prevent fraud. One approach involves facilitating internal audits and 
optimizing internal control systems to mitigate potential fraud within the organization. When fraud 
prevention techniques are applied effectively, they enhance the organization’s reputation, thereby fostering 
public trust. Based on the Fraud Diamond theory in the context of university management, the propensity for 
individuals to commit fraud may be influenced by the capability aspect. This element of capability can be 
evaluated based on factors such as job position, moral reasoning, and competencies. Inadequate internal 
control systems within an organization can reveal inefficient operational practices, which may lead to fraud 
[62]. Moreover, the principles of good university governance go beyond merely establishing codes of ethics 
to prevent illegal activities; they also include aspects such as transparency, non-discrimination, clear 
accountability, and optimal public service. Therefore, the following hypothesis is proposed: 
• H4: Internal Control Systems positively influence Fraud Prevention through Good University Governance. 

Figure 1 depicted the study’s conceptual framework, delineating the connections among Internal Control 
Systems, Good University Governance, and Fraud Prevention, as well as the four hypotheses (H1–H4) under 
investigation. This framework enabled the assessment of both the direct and mediated impacts of internal 
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control systems on fraud prevention via the mechanism of good university governance. Hypotheses were 
evaluated through Partial Least Squares Structural Equation Modeling (PLS-SEM). 
 

Research Model 

FIGURE 1. Research model. 

III. METHODOLOGY 
The research adopted a causal design to investigate the relationships among internal control systems, 

good university governance, and fraud prevention within higher education institutions. A quantitative 
methodology was implemented, and hypotheses were assessed using Partial Least Squares Structural 
Equation Modeling (PLS-SEM). The study incorporated latent variables to assess constructs that could not 
be directly measured, focusing on reflective latent variables, where the independent variable was reflected 
in its indicators. The population consisted of individuals involved in budget preparation and expenditure 
within higher education institutions in Jayapura, Indonesia. A purposive sampling technique was applied, 
targeting Deans, Associate Deans, Treasurers, Heads of Departments, and members of the Quality Assurance 
Team. Primary data were collected through online questionnaires distributed to the relevant participants. 
Instruments included questionnaires with Likert scale items measuring internal control systems, good 
university governance, and fraud prevention. Indicators for internal control were based on the COSO 
framework, while governance principles were adapted from Wijatno [63], and fraud prevention indicators 
followed Edwards [64]. Data analysis was conducted using PLS-SEM, with the structural model assessed 
using R-squared, the Q-squared for predictive relevance, and t-tests for the significance of path coefficients. 
The measurement model was evaluated for convergent and discriminant validity based on correlations and 
AVE square roots, with a focus on ensuring reliable construct measures. 

IV.  RESULTS AND DISCUSSION 

1. THE DESCRIPTION OF DATA COLLECTION  
The data for this study were collected using a Purposive Sampling technique, targeting specific criteria 

related to the research objectives. An online survey was administered to gather empirical evidence on the 
influence of internal control systems on fraud prevention, with internal control systems acting as an 
intervening variable. A total of 129 respondents participated in the survey, consisting of academic staff, 
including Deans, Associate Deans, Heads of Departments, Heads of Study Programs, Treasurers, and members of 
the Quality Assurance Team (SPI). These responses formed the sample used for the analysis in this research. 
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Table 1. Demographic characteristics of survey respondents. 

No  
Demographic 

Items 
Category  Frequency  Percentage  

1 College 

Cenderawasih University 100 77.5 

Jayapura University of Science and Technology 7 5.4 

Yapis University of Papua 22 17.1 

2 Unit 

Faculty of Economics and Business 27 20.9 

faculty of Law 9 7.0 

Faculty of Social and Political Sciences 19 14.7 

Faculty of Medicine 7 5.4 

Faculty of Teacher Training and Education 27 20.9 

Faculty of Health 5 3.9 

Faculty of Mathematics and Natural Sciences 5 3.9 

Faculty of Engineering 13 10.1 

Graduate program 4 3.1 

Internal Audit Unit 13 10.1 

3 
Last 

education 

Doctor 64 49.6 

Master 38 29.5 

Bachelor 27 20.9 

4 Position 

Member of Internal Audit Unit 11 8.5 

Treasurer 28 21.7 

Dean 10 7.8 

Head of Internal Audit Unit 1 0.8 

head of program 16 12.4 

head of the study program 33 25.6 

Secretary of Internal Supervisory Unit 1 0.8 

Vice Dean 1 10 7.8 

Vice Dean 2 10 7.8 

Vice Dean 3 9 7.0 

5 Age 

<30 years 9 7.0 

>51 years 37 28.7 

31-51 years 83 64.3 

6 Gender 
Man 53 41.1 

Woman 76 58.9 

2. VALIDITY TESTING  
A validity assessment was performed with SmartPLS, utilizing convergent validity criteria to evaluate 

the constructs in this research. The study examined three key constructs: the independent variable 
(implementation of the internal control system), the mediating variable (Good University Governance), and 
the dependent variable (fraud prevention). Each construct’s validity was determined by reviewing its outer 
model loadings, where convergent validity was indicated by sufficiently high loading values.  

The results of the outer model measurement, as shown in Figure 2, confirmed the convergent validity of the 
indicators used in the study. All indicators demonstrated outer loading values greater than 0.5, indicating 
that they were valid for measuring the intended variables. 
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FIGURE 2. Outer model measurement results confirming convergent validity. 

The results of the outer model test, as presented above, indicate that all indicators have outer loading 
values greater than 0.5. Therefore, these indicators are considered valid for measuring the intended variables. 

3. RELIABILITY TESTING  
Reliability was evaluated by analyzing the consistency of the indicator sets for each construct. Two 

statistics were employed: Composite Reliability and Average Variance Extracted (AVE). Table 2 displays the 
Composite Reliability outcomes for each construct, all of which exceeded the 0.70 threshold, thereby 
confirming that the indicators demonstrated acceptable reliability for inclusion in the analysis. 

Table 2. Composite reliability and average variance extracted (AVE) for constructs. 

Variable Cronbach's 

Alpha 

Composite 

reliability (rho_a) 

AVE 

Fraud Prevention  0.876 0.900 0.502 

Good University Governance 0.889 0.910 0.561 

Internal Control System 0.912 0.928 0.591 

 

3.1 Composite Reliability 
The composite reliability results are considered valid if the reliability values for the variables and 

indicators exceed 0.70. As presented in Table 1, the composite reliability values for all variables were above 
this threshold, suggesting that the indicators are trustworthy and suitable for use in this study. Specifically, 
the composite reliability values for the variables were as follows: Fraud Prevention recorded a value of 0.00, 
Good University Governance had a value of 0.910, and the Internal Control System showed a value of 0.928. 
These findings confirm the strong reliability of these variables, indicating that they are robust and 
dependable for further analysis. The high reliability values also highlight the accuracy and consistency of 
the data, ensuring that the results are valid and can be confidently used in subsequent research. 

3.2 Average Variance Extracted (AVE) 
To assess discriminant validity, the AVE values for each variable were compared to the correlation between 

the variables in the model. The results of the Average Variance Extracted (AVE) for the variables are presented 
in Table 1. The AVE values for the variables were as follows: Fraud Prevention had an AVE of 0.502, Good 
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University Governance had an AVE of 0.561, and the Internal Control System had an AVE of 0.534. These results 
suggest good discriminant validity, as the AVE values are above the threshold of 0.50. 

4. INNER MODEL TESTING  
The structural (inner) model was examined to assess the hypothesized relationships, their statistical 

significance, and the R-squared values for the dependent constructs. Analysis commenced with the 
calculation of R-squared for each endogenous latent variable, reflecting the proportion of variance explained 
by the predictor constructs. The adjusted R-squared was 0.750 for Fraud Prevention and 0.306 for Good 
University Governance, indicating that the predictors accounted for 75.0% and 30.6% of the variance in these 
constructs, respectively. Figure 3 presented the bootstrap-derived path diagram, which visually illustrated 
the relationships among the Internal Control System, Good University Governance, and Fraud Prevention 
constructs. 

 

 
 
 
 
 
 
 
 
 
 
 
 
 

FIGURE 3. Bootstrap-derived path diagram of the structural model. 

5. HYPOTHESIS TESTING  
The estimation of parametric significance provided crucial insights into the relationships between the 

variables in this study. The criterion for accepting or rejecting the proposed hypotheses was established at 
±1.96. The results from the estimated output, which can be found in Table 3, demonstrate the significance of 
the correlations between the variables. These results allowed for the evaluation of the hypotheses, 
determining whether the proposed relationships were statistically significant. 

Table 3. Hypothesis testing.  
 

T statistics P values  Description 

Internal Control System – Good 

University Governance 

5.228 0.000 H1 accepted 

Good University Governance – 

Fraud Prevention 

2.764 0.000 H2 accepted 

Internal Control System – Fraud 

Prevention 

3.547 0.000 H3 accepted 

Internal Control System -> 

Good University Governance-> 

Fraud Prevention 

2.216 0.034 H4 accepted 
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The results from the hypothesis testing strongly support all the proposed hypotheses. Hypothesis 1 was 
confirmed with a T-statistic value of 5.228, exceeding the critical value of 1.96, and a p-value of 0.000, which 
indicates statistical significance below the 0.005 threshold. Similarly, Hypothesis 2 was confirmed with a T-
statistic of 2.764, surpassing the critical value of 1.96, and a p-value of 0.000, further confirming the 
hypothesis. Hypothesis 3 was also validated, with a T-statistic of 3.547, exceeding the 1.96 threshold, and a p-
value of 0.000. Finally, Hypothesis 4 was confirmed through the indirect effect (path analysis), showing a T-
statistic value of 2.216, surpassing the critical value of 1.96, and a p-value of 0.034, which is below the 0.005 
significance level. These results provide strong evidence supporting all four hypotheses, confirming their 
statistical significance. 

5.1 The Impact of the Implementation of the Internal Control System on Good University Governance 
The findings indicate that the implementation of internal control systems has a significant and positive 

impact on Good University Governance (GUG). This aligns with the work of [65], who demonstrated that 
internal controls have a positive and significant effect on fraud prevention. The result supports Stewardship 

Theory, which suggests that management in higher education institutions is responsible to stakeholders for 
protecting assets through effective internal controls. In this scenario, the owner acts as the principal, while 
management functions as the steward. Furthermore, the trust placed in higher education institutions allows 
them to provide quality services and meet their financial accountability, thereby achieving governance 
objectives. Adhering to the Government Internal Control System (SPIP) may indicate that financial reporting 
is transparent and free from fraud, as indicated by [66]. However, these findings contradict a study by [67], 
which found no significant variation in internal control implementation when specific criteria were met. 

5.2 The Impact of Good University Governance on Fraud Prevention 

The study revealed that Good University Governance has a significant and positive effect on fraud 
prevention. This finding aligns with prior research that emphasizes the importance of good governance 
practices in higher education, which incorporate values related to education, academic knowledge, and 
holistic human development [58]. Good University Governance grants universities the autonomy to manage 
their affairs independently, as argued by [68]. The autonomy in higher education requires the adoption of 
governance practices that adhere to fundamental principles, which in turn help to reduce fraudulent 
activities. Effective implementation of these principles, especially in budgeting and financial management, 
can lead to fraud prevention. Previous studies, including those by [69] and [70], found that good governance 
principles significantly impact fraud prevention in the public sector. Moreover, [71] concluded that 
implementing Good University Governance positively affects university performance, contributing to a 
reduction in fraud. 

5.3 The Impact of the Implementation of the Internal Control System on Fraud Prevention 
The results confirm that internal control systems have a significant and positive effect on fraud 

prevention. This finding supports previous studies [29- 31] which demonstrated the significant impact of 
internal controls on fraud prevention. Fraud in universities has become a growing concern for governments 
and stakeholders [5] fueled by the rise of academic capitalism [72]. Evidence also suggests that weakened 
state controls have created opportunities for management to exert excessive influence [73]. According to 
Fraud Theory, pressure from weak internal controls creates opportunities for fraudulent behavior. However, 
when internal controls are well-designed and effective, they can significantly protect against fraud, even 
when there are individuals within the academic community prone to fraudulent actions. Fraud has negative 
consequences on universities and society, as it damages the reputation of academic institutions [74], and 
threatens the legitimacy of universities as knowledge producers, which in turn impacts societal progress [75]. 
To mitigate fraud, universities should implement fraud-prevention initiatives, such as anti-corruption 
training, which have been proven to be effective [76]. 

5.4 The Impact of the Control System on Fraud Prevention through Good University Governance 

The study confirmed that internal control systems significantly impact fraud prevention through Good 

University Governance. As the organizational control system improves, so does the governance of the 
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educational institution. A well-established internal control system enhances employees' efficiency in 
executing tasks and functions. Clear regulations and a well-structured work culture improve resource 
effectiveness, which in turn reduces fraudulent activities. This is consistent with the view that fraud often 
arises from poor organizational management [77]. Good university governance provides autonomy, 
allowing institutions to manage their affairs independently [78]. By applying the principles of good 
governance, fraudulent behavior can be reduced. When linked to Fraud Diamond Theory in the context of 
higher education management, the capability element explains that the propensity to commit fraud is 
influenced by factors such as job position, moral reasoning, and competencies. Previous studies suggest that 
inadequate internal control systems expose inefficient operational practices, which may lead to fraud [62]. 
Fraud is often a result of opportunity, pressure, and rationalization, and when individuals possess the 
necessary skills and capabilities, they may engage in fraudulent activities within the context of higher 
education governance. 

V. CONCLUSION 
The study demonstrated that the adoption of internal control systems had a favorable effect on Good 

University Governance (GUG). Moreover, both GUG and the implementation of internal control systems 
were shown to exert significant positive influences on fraud prevention within higher education settings. 
The indirect-effect analysis further revealed that internal control systems impacted fraud prevention through 
the mediating role of GUG. To enhance governance effectiveness and diminish fraud occurrences in 
academic institutions, this study underscored the necessity of cooperative engagement among all higher 
education stakeholders. Nonetheless, the research bore certain limitations: it was confined to institutions in 
Jayapura and considered only the internal control system as the independent variable affecting fraud 
prevention. Future investigations should extend the scope to include universities across Indonesia and 
incorporate additional predictors of fraudulent behavior, thereby providing a more holistic understanding 
of the determinants of fraud in higher education. 
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APPENDICES 

Code Item 

Variable: Internal Control System (COSO,2002) 

ics1 The institution has a policy to create an organizational environment that is characterized by integrity and ethics. 

ics2 Every decision-making process has taken ethical values into consideration. 

ics3 Always conducting identification of risks encountered in the formulation of strategic decisions. 

ics4 The internal control system has been effectively implemented in managing activities to achieve the realization 

of Good University Governance (GUG). 

ics5 The existence of authorization by authorized parties for all transactions. 
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ics6 The presence of a separation of activities or assignments in each task. 

ics7 Each university can provide a comprehensive, accurate, and timely information system. 

ics8 Internal controls can be effectively monitored through specific assessments or in alignment with established 

policies. 

ics9 

  
The existence of a policy to conduct monitoring and evaluation activities. 

Variable: Good University Governance (Wijatno,2009) 

gug1 Conducting socialization about the strategic plan that has been developed to the academic community 

gug2 Openness in the field of finance, the system and procedures for new student admissions, the accounting system, 

the reporting system, the recruitment of lecturers and employees, as well as the selection of structural officials 

gug3 The university where you work has evidence of financial audit reports conducted regularly. 

gug4 The existence of fair and balanced treatment to the related stakeholders (students, community, lecturers, and 

employees) 

gug5 An opportunity is given to interested parties to provide input and opinions for the benefit of the university. 

gug6 The existence of a positive compensation policy (rewards) for employee success. 

gug7 The existence of policies concerning punishment and/or reprimands for poor performance from each unit. 

gug8 In carrying out their respective duties and functions, each unit within the university always avoids domination 

by any party. 

Variable: Fraud Prevention (Festi at al.,2014) 

fp1 The university has established an anti-fraud policy. 

fp2 The establishment of fraud prevention handling procedures should preferably be done in writing and 

standardized. 

fp3 The university has established adequate internal controls for achieving its objectives. 

pk4 Carrying out the separation of functions that creates a mutual check condition between work units 

fp5 Has adequately implemented fraud detection procedures in the system 

fp6 The management has processed and acted against the fraud perpetrator. 

fp7 The Internal Audit has carried out the responsibility to conduct periodic evaluations and continuous 

organizational activities at the university. 

fp8 The agency has implemented a clear division of tasks so that no one person controls all aspects of a transaction. 

fp9 Internal Audit implements adequate control over operational support media. 

 

https://doi.org/10.48161/qaj.v5n1a560

