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o ABSTRACT i
This study aims to analyze the effect of the internal control system and good governance on employee performance,
as well as the role of leadership style as a moderating variable of the influence of the government's internal control
system and good governance on employee performance. The research population is the employees of the Regional
Secretariat of the Konawe Kepulauan Regency, totaling 55 people. The study's sample size used the census technique
so that the research sample amounted to 55 respondents. The data collection technique was done by distributing
questionnaires. The research model is intervening, by testing directly and indirectly through moderating variables.
Thus, the data were analyzed using Warp PLS. The results of this study indicate that: the internal control system has
a positive but not significant effect on employee performance, good governance has a positive and significant effect
on employee performance, the internal control system moderated by leadership style has a negative and significant
effect on employee performance, good governance is moderated by leadership style. Leadership has a positive and
significant effect on employee performance. Thus, the local government of Konawe Kepulauan Regency needs to
examine and evaluate the internal control framework and the efficiency of various work units so that all work units
can carry out their duties in accordance with existing regulations. In addition, the management must carefully assess
the level of expected risk and try to manage risk at certain points to implement performance-based budgeting and
improve services to the community.

Keywords: Internal Control System, Good Governance, Leadership Style, Employee Performance

I. INTRODUCTION

The creation of public service satisfaction is one of the benchmarks for local government performance (Aswar,
2019). To improve the performance of local governments, good governance is needed so that local governments can
run organizations more effectively, efficiently and fairly for every citizen. This paradigm requires government
officials to be more responsive to the demands of their environment so that public services are more transparent and
accountable (Indra Bastian, 2006). The application of good governance can also ward off the poor performance of
local governments, because the performance of local governments in Indonesia is still in the poor category (Kumolo
Tjahyo, 2015). Besides, there are still many local government officials who have not been able to absorb the budget
issued by the regional government (Sri Mulyani, 2016). Another phenomenon regarding the performance of the
public sector in Indonesia is by strengthening the demands for financial accountability by public institutions to
provide information in the context of fulfilling public rights (Mardiasmo, 2006). Likewise, as happened in the
Konawe Islands District Government that several work items were not carried out on time, causing the return of work
fines. besides that, the road paving project that was being carried out experienced a lack of work volume, this
reflected the poor performance of the local government, and this had an impact on the service provided by the local
government to the community has not been maximized.

One of the factors that support good financial performance is the existence of an internal control system
because this system is helpful in supporting the realization of effectiveness and efficiency in the accounting process
that aims to achieve the reliability of financial reports (HARDININGSIH et al., 2020). Besides that, the
implementation of the internal control system can achieve reliability and objectivity of information and inhibit
deviations (Mahaputra & Putra, 2014), (Bachtiar, 2013). Internal control on the implementation of the duties and
functions of government agencies is carried out by referring to PP. 60 of 2008. Internal control is carried out by
professionals who have auditor certificates with a deep understanding of the culture and business processes of the
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organization. Thus, the capability of employees in local governments is required to meet the professional code of
ethics to achieve maximum performance in local governments.

The application of leadership styles in the public sector is expected to foster self-confidence, admiration,
loyalty and respect for employees towards their superiors. Furthermore, employees are motivated to perform better
than expected (Yukl, 2009). Previous research on the effect of the internal control system on employee performance
found that the local government internal control system can improve employee performance (Olufunmilayo &
Hannah, 2018), (ALAWAQLEH, 2021). On the other hand, Hikmah & Zuhriyah (2017), Adegboyegun et al. (2020)
found that there was no significant effect of the internal control system on employee performance. Research on the
effect of good governance on employee performance found that there is a strong influence between good governance
on employee performance (Gunawan et al., 2017), (Dong et al., 2019), (Wiantara & Yadnyana, 2020) because with
the implementation of good governance can encourage employees to improve their services. Meanwhile, research by
Jatmiko & Lestiawan (2016) found that good governance has no significant effect on employee performance. Thus,
moderating variables such as leadership style are needed to moderate the influence of the internal control system and
governance on employee performance.

Putra & Rasmini (2018) research finds that leadership style moderates the influence of the internal control
system on the quality of reports by employees in Denpasar City. Research related to leadership style variables as
moderating variables, among others, by Nor (2009) found that leadership style did not moderate participation in
budgeting on managerial performance. Based on this, it is important for researchers to add a leadership style variable
as a variable that moderates the effect of the control system, good governance on employee performance.

I1. LITERATURE REVIEW
2.1 Agency Theory

Agency theory describes the contractual relationship between the agent as manager of the company and the
principal as owner of the company (Jensen & Meckling, 1976). Agency relationship is a contract in which one or
more principals pay agents to perform some services on their behalf by delegating some decision-making authority to
others Agent (Jensen & Meckling, 1976). This theory is used to explain the relationship between the community as a
principal and the government as an agent. The government (agent) as the holder of the people’s trust is obliged to
provide accountability, presentation, reporting and disclosure of all activities that are the responsibility government to
the community (principals) In addition, the community (principals) as the trustee has the right to demand
accountability.

A conflict of interest will arise and a delegation of tasks will be given to the agent where the agent does not
pursue efforts to maximize the welfare of the principal. Agency theory views that its implementation has very
different needs between principals and agents, resulting in conflicts of interest or agency problems. To suppress a
problem, it is necessary to monitor what the principal does to the agent. Financial reports are a means of monitoring
prevention efforts if there are agency costs (Shintia & Erawati, 2017).

According to Xu et al. (2005), in an agency relationship, there are two parties who make an agreement or
contract, namely the party that gives the authority or power (principal) and the party who receives the authority
(agent). The agency relationship in government can be shown in the relationship between the community (as the
principal) and the government (as the agent). This relationship is the result of a contract between the community who
uses the government to provide services that the community needs. Xu et al. (2005) state that in government, law is
an implicit form of contract between the executive, legislative and public.

The problem explaining agency practice and finance for public sector organizations is the design based on
agency theory. In financial reports, the government acting as an agent has an obligation to disclose information that is
useful for every user of financial information and also the public who act as principals to evaluate accountability and
make decisions, both political, social and economic. The agency relationship in a democratic government is described
by the relationship between the government and each user of financial information.

According to Arifah (2012), there is a conflict of interest or clash of interest between the principal and the
agent. Conflicts often cause financial losses for many parties, so that both internal and external mechanisms are
needed to resolve them. The main problem in the relationship between the agent and the principal is the existence of
information asymmetry. To overcome this problem, good accountability is needed. According to (Mardiasmo, 2006),
public accountability is the responsibility of agents to provide accountability, present reports and disclose all activities
that are their responsibility to principals who are entitled to ask for accountability.

2.2 Compliance Theory

Compliance theory states that every agency is obliged to comply with regulations because legislators have the
right to dictate behavior (normative through legitimacy/normative commitment through legitimacy). From an
economic perspective, compliance theory has many perspectives (Sutinen & Kuperan, 1999). The neoclassical
perspective views the existing rules in the business world as an obstacle to obtaining maximum business profits.
Compliance theory has been studied in the social sciences, especially in the fields of sociology and psychology,
which focuses more on the need for the socialization process in influencing an individual's compliance behavior.
Compliance theory is divided into two perspectives, namely instrumental and normative perspectives. The
instrumental perspective is an individual perspective that is completely driven by self-interest and responses to
changing incentives, while the normative perspective is a perspective that deals with morals and conflicts with self-
interest.
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Compliance theory emphasizes the influence of a socialization process to affect the integrity of one's
compliance or the individual himself. Viewed from a normative perspective in compliance theory, this theory can be
applied to accounting aspects. The compliance of an agency or reporting agency to carry out an accountability report
in the form of financial statements is a sure thing to fulfill compliance with the presentation of financial statement
information based on government accounting standards (Lunenburg, 2012).

2.3 Local Government Accountability

According to Presidential Regulation Number 29 of 2014 concerning the Performance Accountability System
for Government Agencies, performance is the output or result of activities/programs that have been or will be
achieved related to the use of the budget with measurable quantity and quality. Performance accountability is a form
of government agency responsibility for the success or failure of implementing programs and activities to achieve
measurable organizational missions, with established targets as outlined in periodic performance reports.

Improving governance and management systems is an important agenda in the government reforms currently
being carried out by the government. A government management system that focuses on improving accountability
and results-oriented performance is known as SKIP. SKIP is implemented through a 'self-assessment' by each
government agency, meaning that government agencies independently plan, implement, measure and monitor their
performance and report them to higher institutions. The application of the system with this mechanism requires an
evaluation from an independent party to obtain objective input in order to improve the accountability and
performance of government agencies ((Kemenpan RI), 2013). Based on Presidential Regulation Number 29 of 2014
concerning Performance Accountability Systems for Government Agencies, APIP conducts a review of performance
reports to ensure the reliability of information submitted to local governments. The results are stated in a review
statement signed by APIP. Then, APIP will evaluate the performance report under the coordination of the PANRB
Ministry. APIP at the provincial level will evaluate performance reports from districts/cities, while performance
reports from provinces, ministries and institutions will be evaluated by the Ministry of PAN and RB. According to
Permen PANRB Number 20 of 2013, evaluations are carried out on all aspects of the accountability system, including
planning, measuring, reporting, evaluating, and achieving performance carried out by government agencies with the
following allocations.

2.4. Transformational Theory

J. Burns (1978) introduced the concept of transformation. This concept focuses on mutually stimulating and
enhancing relationships that turn followers into leaders and can turn leaders into moral agents. Transformational
leadership structure to include: 1) ideal behavior, 2) inspirational motivation, 3) intellectual stimulation, and 4) ideal
attributes (Bass, 1985). Transformational leadership theory has been very well developed and provides clear insight
into the influence of transformational leaders on organizations (Grant, 2012). Several researchers have investigated
the consequences of transformational leadership on employees such as creativity, commitment, and performance
(Judge & Piccolo, 2004); (Lowe et al., 1996). Transformational leadership controls the internal-external changes that
individuals need to make to achieve organizational goals.

Bass's theory centers on high-level changes in both employee performance; Bass theorizes that there are
certain types of leaders who are able to go beyond first-level change to higher levels. Changes and inspires people to
refer to these leaders as transformational (Bass, 1985). Initially, the idea of transformational leadership was put
forward by Burns (1978), then Bass (1985) expanded this concept and explained that transformational leadership
motivates employees to work with dedication and achieve organizational goals.

Such a leadership style focuses on benefiting employees, the organization, and society beyond self-interest
(Ergeneli et al., 2007). Leaders with this leadership style motivate employees to work longer hours with more
production than expected (Bass & Avolio, 1993). Transformational leadership represents a leadership style that is
exemplified by the charisma and shared vision of the leader and followers (G. Burns & Martin, 2010). The power of
transformational leaders comes from their ability to stimulate and inspire others to produce extraordinary work.

Transformational leadership is highly correlated with trust in the leader (Dirks & Ferrin, 2002).
Transformational behaviors such as inspirational motivation (eg, optimistic vision) and individualized consideration
(eg, coaching) can increase subordinates' individual self-efficacy (McColl-Kennedy & Anderson, 2002) and team
collective efficacy. Intellectual stimulation can increase the creativity of individual and team followers (Howell &
Avolio, 1993).

According to Bass (2000), transformational leadership is considered effective in any situation or culture. This
theory does not specify any conditions under which authentic transformational leadership is irrelevant or ineffective.
To support this position, the positive relationship between transformational leadership and effectiveness has been
replicated for many leaders at different levels of authority, in different types of organizations, and in several different
countries (Bass, 1999).

Bass (1999) describes transformational leadership as the leader's impact on the target audience. The target
group does more than expected as a result of a combination of love, respect, trust, and a sense of engagement with
motivation. According to Bass (1999) a leader can change his followers in the following ways:

a) By increasing awareness of the meaning and importance of mission,
b) By instilling the idea of putting the interests of the organization above their own,
¢) By mobilizing higher demanding needs.
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2.5 Hypothesis Development
2.5.1 The influence of the internal control system on employee performance

Internal control requires organizational strategies and organized steps to protect the organization, verify the
quality and reliability of its accounting data to improve operational efficiency and promote compliance with
management policies (Rahim et al., 2018). Internal control is a process to ensure organizational goals in operational
effectiveness and efficiency, legal compliance, reliable financial reporting (Fernando & Surjandari, 2021). Internal
control aims as a mechanism or procedure implemented by an organization to ensure the integrity of financial and
accounting information, promote accountability and prevent fraud. And also ensure that the operation is carried out in
an approved manner (Chang et al., 2019). The internal control system has an effect on employee performance. Using
an analytical methodology, the researcher established a positive relationship between internal control and staff
performance. Internal control adds value to employee job performance where a well-controlled organization improves
job security and protects organizational resources which can increase organizational productivity and profitability
(Almakhadmeh, 2014). Other studies also found that the internal control system has a positive and significant effect
on employee performance (Olufunmilayo & Hannah, 2018), (ALAWAQLEH, 2021). Based on the findings of
previous research, the research hypothesis:
H1: The internal control system has a positive and significant effect on employee performance.
2.5.2 The effect of good governance on employee performance

Good governance is important as the implementation of an orderly financial system and work procedures
(Rhodes, 2000). The essence of government in public finance is "management"” to achieve financial performance from
a series of processes that involve individuals or groups together to realize financial order. The principle of good
activity management needs to involve participation, transparency, responsibility, accountability, consensus, efficiency
and effectiveness. And also involves many people, is carried out openly, is full of responsibility in accepting and
completing the authority for the tasks given, accountability in the implementation of activities, involving mutual
agreement, efficient and effective use of time and budget use (Angkasah et al., 2017). Research (Dong et al., 2019)
(Wiantara & Yadnyana, 2020) found that governance has a positive and significant effect on employee performance,
this shows that employees who understand good governance correctly will affect professional behavior in working
with high performance orientation to achieve goals. end as expected by the organization. Good governance in an
organization is based on professional ethics at work. This paradigm requires every employee to be responsible to the
community in order to carry out what are the main tasks, functions, authorities, and responsibilities given to him. The
findings of previous studies also found that good governance has a positive and significant effect on employee
performance (Gilang et al., 2018), (Ngabito, 2021). Based on the findings of previous research, the research
hypothesis:

H2: Good governance has a positive and significant effect on employee performance.
2.5.3The influence of the internal control system on employee performance is moderated by leadership style

Transformational theory (Bass & Avolio, 1993) describes transformational leadership as the leader's impact on
subordinates. Employees do more than expected as a result of a combination of love, respect, trust, and engagement
with motivation. According to (Bass, 1999), a leader can change followers in the following ways: a) by increasing
awareness of the meaning and importance of the mission, b) by instilling the idea of putting the interests of the
organization above their own, c) by mobilizing higher-demand needs. To encourage employees and improve
organizational results, transformational leadership style is considered as the best leadership pattern (Bass & Riggio,
2006). To cope with the existing and future challenges in a complex and fast-changing workplace environment, it is
considered the best leadership style as it is the best way to increase organizational capability and flexibility.

The head of the institution as stated in Article 47 paragraph 1 of Government Regulation Number 60 of 2008
is responsible for the implementation of an effective internal control system in their respective environments.
Leadership is the ability to influence a group to achieve goals / objectives in the organization. Thus, the leadership
element affects the achievement of organizational goals, especially the achievement of employee performance. (Putra
& Rasmini, 2018) research finds that leadership style moderates the influence of the internal control system on the
quality of reports by employees in Denpasar City. Based on the theoretical basis, the research hypothesis:

H3: Internal control system affects employee performance moderated by leadership style.
2.5.4 The effect of good governance on employee performance is moderated by leadership style

Compliance theory states that every agency is obliged to comply with regulations because legislators have the
right to dictate behavior (normative through legitimacy/normative commitment through legitimacy). From an
economic perspective, compliance theory has many perspectives (Sutinen & Kuperan, 1999). The application of
leadership styles in the public sector is expected to foster employee confidence, admiration, loyalty, and respect for
leaders. They are then motivated to perform better than expected (Yukl, 2009). On the other hand, good governance
will affect the professional behavior of employees in working with a high performance orientation. On the other hand,
good governance is the main prerequisite for realizing the aspirations of the people in achieving the goals and ideals
of the nation and state. This paradigm demands that every employee be responsible to the public in order to carry out
what are the main tasks, functions, authorities, and responsibilities given to him, thereby increasing employee
performance. Based on the theoretical basis, the research hypothesis:

H4: Good governance has a positive and significant effect on employee performance moderated by leadership style.
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I11. RESEARCH METHODS

The population of this research is the employees of the Regional Secretariat of the Konawe Islands Regency,
amounting to 55 people. The size of the sample determination using the census technique, thus the research sample
amounted to 55 respondents. The data collection technique used a questionnaire with five available answers. The
measurement of internal control system variables is the control environment, risk assessment, control activities,
information and communication, monitoring. This measurement refers to the research of (Olufunmilayo & Hannah,
2018). The measurement of good governance variables referring to research is participation, transparency,
accountability, coordination. This measurement refers to the research of Gunawan et al. (2017). Measurement of
leadership style variables include: directive, supportive, participatory, achievement-oriented. This measurement refers
to the research of Kurniawan et al. (2021), Dong et al. (2019). Measurement of employee performance variables are:
quality, quantity, timeliness, effectiveness, commitment. This measurement refers to the Regulation of the Minister of
PAN & RB number 8 of 2021 concerning the performance management system for civil servants.

IV. RESULTS AND DISCUSSION

4.1. Result

The results of the study present the outer loadings, path coefficients and empirical research models. The results
of the outer loadings test on the variables of the internal control system, corporate governance, leadership style and
employee performance have a coefficient > 0.50 and have a P-value < 0.05, thus all indicators meet the convergent
validity test or all indicators are able to reflect the variables. The composite and average extracted reliability values of
each variable are greater than 0.6, this indicates that all variables meet the convergent validity test and have high
validity variability or all variables indicate that the discriminant validity criteria are met.

Table.1: Outer loadings

Indicators Coefficient Standard Error P-value Composite Reliability AVE
Control environment 0.883 0.098 <0.001
Risk assessment 0.880 0.098 <0.001
Control activities 0.880 0.098 <0.001 0.949 0.787
Information and communication 0.915 0.096 <0.001
Monitoring 0.877 0.098 <0.001
Participation 0.927 0.096 <0.001
Transparency 0.918 0.096 <0.001
Accountability 0.922 0.096 <0.001 0.955 0.842
Coordination 0.904 0.097 <0.001
Directive 0.860 0.098 <0.001
Supportive 0.895 0.097 <0.001
Participatory 0.897 0.097 <0.001 0.956 0.785
Achievement oriented 0.921 0.096 <0.001
Quality 0.914 0.096 <0.001
Quantity 0.913 0.096 <0.001
Punctuality 0.901 0.097 <0.001 0.955 0.808
Effectiveness 0.871 0.098 <0.001
Commitment 0.894 0.097 <0.001

Table.2: Path Coefficient

Remarks Path Coefficient P-Value
Internal control system — Employee performance 0,128 0,163
Good Governance — Employee performance 0,849 0,000
Internal control system — Employee performance is moderated by leadership style -0.641 0.000
Good Governance — Employee performance is moderated by leadership style 0.725 0.000

The test results on the effect of the government's internal control system on employee performance resulted in
a path coefficient value of 0.128 with a P-value of 0.163, greater than 0.05, compared to a path coefficient of 0.822.
These results indicate that the government's internal control system is not significant on employee performance. The
test results on the effect of good governance on performance produce a path coefficient value of 0.849 with a P-value
of 0.000 which is smaller than 0.05 compared to a path coefficient of 0.822. These results indicate that good
governance has a significant effect on employee performance. the results of testing the influence of the internal
control system on employee performance moderated by leadership style is -0.641, which is negative with p-value =
0.000 < 0.05 compared to performance with a significance level of 0.822 with p-value = 0.000. These results indicate
that the leadership style variable significantly weakens the influence of the internal control system variable on
employee performance.
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Figurel: Empirical Model of Research

Internal Control
System

f

p=-0.641 B=0.128
p = 0.000*** p=0.163

Leadership Performance

Style Employee

p=0.725 p=0.849
p = 0.000%** p =0.000%**

!

Good Governance

4.2. Discussion

The results show that the internal control system has no significant effect on employee performance, this
shows that the internal control system is seen as an aspect that curbs employee expression and creativity in carrying
out their duties and functions, even though the internal control system is an integral process in the actions and
activities carried out. continuously by the leadership and all employees to provide adequate assurance on the
achievement of organizational goals through effective and efficient activities, reliability of financial reporting,
security of regional assets and compliance with laws and regulations. The results showed that the will of the
employees of the Regional Secretariat of the Konawe Kepulauan Regency to carry out their duties in accordance with
the laws and regulations was classified as weak. This is because employees view internal control as an aspect that
limits employees' movement space so that their performance decreases, or the tighter the supervision carried out by
internal auditors, the lower the employee's performance. The results also show that there is a weakness in the
effectiveness and efficiency of the budget carried out by the Konawe Kepulauan Regency Government, because
employees want to maximize their work if they receive adequate additional income, on the other hand that the
additional income is not budgeted so that employees are reluctant to work optimally. Besides that, the attitude of the
internal auditors is unfriendly or feels as if the employees made a mistake so that the employees are less responsive to
the control activities carried out by the internal auditors.

The results of this study support the research of Hikmah & Zuhriyah (2017) that the internal control system
has no significant effect on employee performance. The results of this study indicate that there is a tendency for
employees to work not following the policies and procedures designed and implemented by management. And this
supports the research of Abiodun (2020). Similarly, research by Ejoh & Ejom (2014) found that internal control had
no significant effect on employee performance.

The results of the study show that good governance has a significant effect on employee performance, so the
stronger the implementation of governance, the higher the employee's performance in providing services. Good
governance in an organization is based on professional ethics at work. This is because of the implementation of
governance such as: transparency, accountability, responsibility, independence and fairness, thus requiring
government officials to work seriously in providing maximum results. The results of this study support the research of
Dong et al. (2019), Wiantara & Yadnyana (2020) found that governance has a positive and significant effect on
employee performance, this shows that employees who understand good governance correctly will affect professional
behavior in working with a high performance orientation. to achieve the ultimate goal as expected by the
organization. The application of good governance helps government officials in making effective decisions to
improve people's welfare and improve services to the community (Raheni & Putri, 2019).

The results showed that the government's internal control system on performance moderated by leadership
style had a negative and significant effect. The results showed that a strict control system and the role of results-
oriented leadership style can reduce employee performance. This requires increased coordination between employees
and internal auditors regarding the limits or rules for managing activities in accordance with standards, regulations so
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that employees are not rigid in interpreting these regulations and can properly account for the implementation of
activities when supervised by internal auditors. And the internal auditors have communicated and provided good
information to employees, but commitment from all elements is needed to enforce regulations so that there are no
deviations in understanding about the application of regulations between employees and the internal auditors.

The results showed that the effect of good governance on performance moderated by leadership style was positive and
significant. This shows that the application of a results-oriented leadership style can strengthen the implementation of
work procedures and standards so that employee performance increases. The leadership element who always
encourages the achievement of work results and the availability of work regulations becomes a reference for
employees in carrying out their activities so that their performance increases.

V. CONCLUSIONS AND SUGGESTIONS

Based on the results of the study, it can be concluded that: the local government internal control system,
especially in Konawe Kepulauan Regency, has not been able to improve employee performance because the
form of communication and information applied has not been able to be understood optimally by employees so
that it does not have an impact on improving employee performance. Good governance as a standard and work
procedure becomes a patron for employees in carrying out activities so that their performance increases. A strict
internal control system and driven by the application of a results-oriented leadership style that is not based on a
high commitment has caused the service to the community to decline. On the other hand, the existence of clear
standards and work rules in each work unit that is driven by a results-oriented leadership style can improve
employee performance.

Based on the research results, the local government of Konawe Kepulauan Regency needs to examine and
evaluate the internal control framework and the efficiency of various work units, so that all work units can carry
out their duties in accordance with existing regulations. In addition, management must carefully assess the level
of expected risk and try to manage risk at certain points in order to implement performance-based budgeting and
improve services to the community.
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