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A B S T R A C T  
 
 
This research is a qualitative-descriptive study conducted to identify fraud that occurs in the 
financial management of BUMDes (Village-Owned Enterprises). BUMDes is a business entity 
established through village capital inclusion which aims to manage existing assets, services, and 
businesses for village income contribution. In connection with this capital management, villages 
are required to be fully responsible for managing their capital in a transparent and accountable 
manner. The object of this research is BUMDEs (Village-Owned Enterprise) X in Wologai 
Tengah Village of Ende, Flores, where data collection was obtained through in-depth interviews 
with sources and documentation of documents that can support the results of this research. The 
results show that BUMDes X in Wologai Tengah Village of Ende, Flores is still vulnerable to 
the potential risk of fraud. This is because some parties still feel that their interests are more 
important than that of others. However, BUMDes X still promotes a culture of deliberation that 
involves the community in making decisions. 

 
Introduction 

Indonesia as a developing country is currently still focusing on infrastructure development and human resources 
development. The Indonesian Central Statistics Agency (Badan Pusat Statistik, 2020) noted that the human development 
index (HDI) in 2019 increased by 0.74 percent compared to 2018. The increase in HDI in 2019 reached 71.92. 
Infrastructure and human resources development are one of the government's efforts out of nine national goals designed 
to increase economic growth and the welfare of its people. There is still a discrepancy in economic growth between cities 
and villages in Indonesia. Therefore, the current development starts from suburbs and villages. 

Villages play a role as the government’s frontline partner that can reach the government’s main target for 
welfare, which in this case, the welfare of communities (Ramadana et al., 2013). Villages also have the responsibility 
of carrying out physical development and human resources development as an effort to improve the quality of life 
and welfare of rural communities (Anggraeni, 2016). In this regard, the government subsequently enacted Law No. 
6 of 2014 concerning villages (2014) which provides a new paradigm that welfare and high economic growth do 
not always exist or start from urban areas but can be started from villages. A village as the smallest unit of a nation 
has the authority to regulate the interests and welfare of its people. 

Based on the Law on villages, community welfare and economic growth in villages can be achieved 
through village entrepreneurship activities that are accommodated in Village-Owned Enterprises (BUMDes) 
(Prabowo, 2014). Entrepreneurship in the village can encourage the growth of the village economy so that 
entrepreneurship becomes a strategy in the development and growth of community welfare (Ansari et al., 2013). 
BUMDes itself is the enterprise established by the village government which its capital is owned and managed by 
the village government and village people. BUMDes is a business entity that all or most of the capital owned by 
the village through direct investment coming from separated village assets to manage assets, services, and other 
businesses that are expected to contribute to the village income. 

Based on the responsibilities assumed by BUMDes in managing its capital, the capital management of 
BUMDes must be carried out in a transparent and accountable manner. However, the existing phenomenon still shows 
that BUMDes is not yet free from the shadow of fraudulent practices. The existing evidence shows that several cases 
of corruption related to the management of BUMDes funds have also occurred in several regions, such as the 
corruption case of BUMDes funds committed by the Head of Tanjung Raman Village of Bengkulu Province which 
caused state losses of Rp 120 million (Garuda Citizen, 2020). A similar case regarding the abuse of village fund 
management also occurred which was done by the former Village Head of Sumbersalak of Jember Regency. The 
suspect used the fund for personal needs which caused state losses of Rp 600 million (Kompas.com, 2020). The misuse 
of BUMDes fund management also occurred in BUMDes Sumberjo of Lamongan Regency, East Java Province, which 
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implicated the former village secretary and the Ekbang Head of Pucuk District. The abuse was in the form of corruption 
committed by the two suspects with total state losses of Rp 786.513 million (Faktualnews.cod, 2020). Several studies 
related to fraud in the financial management of BUMDes are still interesting topics to study. Indrayani et al. (2019) in 
their research, conducted a test on the influence of supervisor competence, work experience, and organizational 
commitment on fraud detection in BUMDes in Buleleng Regency which showed that these three variables significantly 
affected fraud detection in BUMDes in Buleleng Regency. Furthermore, Yanti and Musmini (2020) used a 
technological approach in the form of an accounting information system as an effort to increase the transparency of 
BUMDes financial management. 

Based on existing phenomena and researches, this research needs to be done to identify potential frauds 
that may occur in the financial management of BUMDes X in Wologai Tengah Village of Detusoko District, Ende 
Regency. This research was conducted to map the potential fraud that could occur in BUMDes X from the current 
operational activities. Disclosure of potential fraud needs to be done on BUMDes that was only formed in 2019 so 
that they can formulate policies that minimize the risks of fraud in the future. This research is expected to be useful 
for BUMDes X, namely as a form of evaluation and as a reference in developing existing regulations to minimize 
the potential for fraud in BUMDes management. Besides, this research is expected to be useful for related agencies, 
namely as a guide in developing BUMDes optimally, so that the main goal in the welfare of rural communities can 
be achieved. For academics, this research is expected to describe the forms of fraud that potentially arise in the 
management of BUMDes, which in the end this empirical evidence can be used as additional insights in further 
research. 

 
Literature Review 

Fraud 

Speaking about the potential for fraud that can be found in BUMDes management, it cannot be separated from the 
concept of fraud itself. Until now, fraud is still a very serious problem for organizations and stakeholders associated 
with the organizations (Trompeter et al., 2013). To date, there is still no single agreed definition to be used in 
explaining fraud itself. Fraud is a fraudulent scheme carried out on purpose that causes losses to certain parties and 
benefits the perpetrators of the fraud (Ristianingsih, 2017). The definition of fraud is also explained by KPMG public 
accounting firm as an action that is deliberately planned and carried out to seize the properties or rights of others 
directly or indirectly (Sow et al., 2018). Deloitte (2012) defines fraud as a misrepresentation that carried out 
deliberately from the existing facts made by one person to another person to persuade others to commit fraud. 
Furthermore, OJK (Otoritas Jasa Kuangan/Financial Services Authority) in 2019 as the financial services sector 
supervisory agency defines fraud as a deliberate action to deceive or manipulate certain parties to cause the parties to 
suffer losses. However, Tuanakotta (2010) states that the steps that can be taken by organizations are only to minimize 
fraud because of the complexity and various factors driving such fraud to occur. 

Research conducted by (Cressey, 1953) explained that three factors underlying an individual in committing 
fraud, namely pressure, opportunity, and rationalization of fraudulent behavior. Pressure as the first factor that 
drives an individual to commit fraud will lead to more unethical behaviors. Every fraudster faces some pressure to 
engage in unethical behaviors. Romney and Steinbart (2012) explain that two factors encouraging an individual to 
commit fraud, namely pressure as an employee and pressure of financial statement. Salman (2005) explains that 
lifestyle demands, financial inadequacy, gambling, attempts to trick the system, and forms of job dissatisfaction 
prompt an individual to commit fraud. 

 

 
Source: Abdullahi and Mansor (2015)  

Figure 1. Fraud Triangle 
 
Over time, the concept of triangle fraud has been expanded. Wolfe and Hermanson (2004) introduced a 

fraud diamond concept by adding a capability factor to the fraud concept. Even though the perceived pressure goes 
hand in hand with opportunity and rationalization, fraud can occur with the presence of a fourth factor, namely 
capability (Wolfe & Hermanson, 2004). The new framework introduced by Wolfe and Hermanson can help 
managers and practitioners to find solutions to prevent or minimize frauds (Ruankaew, 2016). 
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Source: Wolfe and Hermanson (2004) 

Figure 2. Diamond Fraud 
 

Besides the fraud diamond concept, a fraud concept was also developed and refined by Crowe Howarth. In 
the new framework, the fraud pentagon adds arrogance to the four existing factors in the diamond fraud concept as 
a factor that encourages an individual to commit fraud (Crowe Holrath, 2011). Bawekes et al. (2018) revealed that a 
high level of arrogance can encourage an individual to commit fraud. Arrogance is a trait in which a person positions 
himself to be more capable of committing fraud (Faradiza, 2019). The emergence of this trait is based on the 
dominance of selfishness which in turn encourages the individual to become more arrogant. Aprilia (2017) argued 
that arrogance can trigger a belief that an individual is immune to the law when the fraud is committed. 

 

 
Source: Apriliana and Agustina (2017) 

Figure 3. Pentagon Fraud 
 

BUMDes Management 

BUMDes as a business entity established by a group of village people to make the community to be prosperous is 
a complex and heterogeneous business entity. The complexity of BUMDes raises the need for information related 
to planning and control in BUMDes management for stakeholders. BUMDes is increasingly required to be able to 
meet this information need, both for internal and external parties. Therefore, good organizational management is 
needed by BUMDes to provide information and a good image for stakeholders. 

In his research Ridlwan (2014) identified that BUMDes management must be based on 6 (six) BUMDes 
management principles. First, all elements of BUMDes are required to be able to work together to develop BUMDes 
(cooperative). Second, all BUMDes elements must voluntarily play a role actively in advancing BUMDes 
(participative). Third, all existing BUMDes elements have the same position and treatment (emancipative). Fourth, 
all BUMDes business activities must be accountable to the public in an open manner (transparent). Fifth, BUMDes 
must be accountable for all of its business activities, both technically and administratively (accountable). Sixth, 
BUMDes are required to be able to run and develop their business (sustainable). In achieving the principles of 
BUMDes management, it is necessary to be supported by good financial management as well. BUMDes finances 
as part of the village must be managed based on the principles of transparency, accountability, and participation, 
and carried out in an orderly and disciplined manner (Home Ministry Decree No. 20, 2018). Therefore, good 
management organization and finances of BUMDes can serve as a preventive measure against potential frauds in 
the implementation of BUMDes business activities. 
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Research Method 

Types of Research and Data Collection Techniques 

This research was conducted using a qualitative descriptive approach that describes objects of this research naturally 
by investigating the phenomena and existing social problems. Indayani (2020) in her research also states that 
qualitative research is usually carried out to examine things that happen in the environment and try to interpret a 
fact, based on people’s judgments about it. This research used BUMDes X of Wologai Tengah Village, Ende, Flores 
as the object of research. The data in this research were obtained through the activity of a group discussion forum 
(GDF) with all related sources in this research. The resource persons referred to in this research include the 
traditional leaders of Wologai Tengah Village (Mosalaki), BUMDes Management, Head of Village Community 
Empowerment Service of Ende District, Head of Kelimutu National Park Office, and representatives of the existing 
community. To add to existing data, secondary data collection was also carried out by reviewing the documents 
related to this research. 
 
Data Analysis Technique 

The data analysis technique in this qualitative study uses three lines of analysis. As explained by Hapsari and Seta 
(2019) in their research, the first data analysis technique performed was data reduction by interviewing sources in 
this research. The data reduction was done to filter general and complex raw data into simpler data so that data can 
be easily understood and a clearer picture can be obtained. To ensure the originality of the data that has been 
obtained, the validity test was then carried out, based on the results of data reduction. Data validity testing was 
carried out by comparing the data with viewpoints of different sources by using the data triangulation technique. 
Finally, the verified data was presented in the form of narrative text which completely provided a clear picture of 
the content to be conveyed in this research. This complete picture allows a conclusion to be drawn which then 
underlies an action to be taken. 
 
Results and Discussion 

Description of Research Objects 

Wologai Tengah Village is one of the destinations that should not be missed by tourists when visiting Flores. Wologai 
traditional village is located at an altitude of 1,045 meters above sea level and has become one of the remaining 
traditional villages in Flores and has been there for approximately 800 years. Wologai Village is located 37 kilometers 
east of Ende City of Detusoko District, which is currently inhabited by 882 people. Wologai traditional village is known 
for its strong local wisdom. The Wologai traditional village community is one of 24 indigenous Lio tribal communities 
living around the Kelimutu National Park with their strong and unique ancestral customs. Currently, Wologai Tengah 
Village is in the process of establishing a Village-Owned Enterprise (BUMDes) called BUMDes X. The establishment 
of this BUMDes is based on the culture and tourism potentials of the Wologai Tengah Village. Several types of 
business units used as objects in BUMDes X are the uniqueness of ancestral heritage of traditional houses, the 
Boelanbong camping ground, and the sale of typical coffee from Ende. 
 
Potential for Fraud in BUMDes Financial Management 

In the process of its formation, BUMDes cannot be separated from various potential problems, one of them is the 
potential for fraud that can be carried out from internal and external parties. BUMDes was founded for the interests 
of many parties in the village with one goal, namely the welfare of the village community. Every dream and hope 
of the village community was put together through deliberation and made into RPJMDes (Village Mid-Term 
Development Plan). 

Several important components can become targets for potential fraud. From the planning stage that starts 
from idea gathering to budgeting, the potential for fraud will always exist. One of them is related to the potential 
for fraud in financial management starting from the time of making the budget, which is the basis of every 
implementation. BUMDes X has several potentials that can be developed and sold, namely the Boelanbong camping 
ground, traditional villages, and coffee. These three things can go on and run when there is budgeting to meet the 
operational and non-operational needs of BUMDes. However, sometimes the budgeting process can be misused 
and lead to potential fraud, this is because each object is important. 

The potential for fraud that occurs can be in the form of cash theft caused by inappropriate budget 
planning. All objects submit concerning the high amount of budget, not for implementation, but the benefit of each 
party. The strong custom in Wologai village also sometimes causes a feeling of “losing vote” for the other parties. 
As said by one of the Boelanbong managers: 

"In terms of human resources, we still need a lot of equipment. Besides, we have everything here 
but the village will always close its eyes when it comes to money. Money is always advancing, 
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even though we want this object to advance first, not for the interest of each party who wants 
progress”. 

Also, many parties who knew about the budget owned by BUMDes ultimately caused several of those 
parties to want a share of the budget, even though the budget was not made for personal interest but the 
sustainability of BUMDes. This issue was reiterated by the Head of the Kelimutu National Park: 

“Indeed, obstacles do exist when Boelanbong and traditional houses have been prospected to 
become tourist objects, there are some people are angry and feel that they do not receive any 
shares, eventually, it causes resentment among them and hinders the development.” 

This illustrates that the potential for fraud often occurs when it comes to money. There are still many people who 
only want to satisfy their desire without caring about their real needs. 

The potential for fraud can take place during implementation, especially when it comes to financial 
management. For example, fraud in form of cash theft which it does not only occur during the budgeting process 
but also happens when the division of tasks in financial management has not been properly mapped out. This is as 
explained by one of the village administrators: 

“For the tourist objects, we do not have tariffs and no one has been assigned to manage funds 
and there is no evidence of management such as tickets. We only rely on our trust.” 
 

The basis of trust in management, especially in finance, can lead to potential fraud that can be done by 
anyone at any time. The bookkeeping process is also still carried out unprofessionally due to BUMDes 
administrators’ limited knowledge, which on average they only graduated from primary and secondary schools. 
This issue is stated by the elected BUMDes Director: 

“We still don't have good bookkeeping knowledge. In the past, I was only a village financial 
manager which I did the recording by myself. Therefore, I hope that there will be a lot of learning 
and provisioning for us later.” 
 

Bookkeeping or administration that is not carried out properly and regularly can lead to potential fraud. 
For example, the recording of cash that is not done by the standard procedure will prompt a theft of cash affected 
by an improper accounting process. Bookkeeping that is not done properly can ultimately have impacts on reporting 
and accountability processes. In the reporting stage, a report which is based on unreal events may occur which 
eventually place BUMDes officers in a disadvantaged position. Especially in the accountability stage where it 
reaches the accountability of the head of regency, inappropriate reporting will create suspicion that will ultimately 
impact the process of BUMDes performance itself. 

Furthermore, the potential for fraud can also occur in the process of conveying community aspirations in 
Musrenbangdes (Village Development Planning Deliberation). Normally, the implementation of Musrenbangdes is 
carried out by involving all citizens who will present all their aspirations in this event. Unfortunately, the 
implementation of the Musrenbangdes always invites some parties without involving members of the community 
whose aspirations actually really need to be heard. But in the implementation of BUMDes X all parties are invited 
to carry out deliberations to reach an agreement, as stated by one of the community leaders as follows: 

“In every decision making, we are always invited to express our dreams and hopes for the 
development of the village and BUMDes.” 
 

However, there are still problems coming from other parties outside the community. For instance, those 
who are invited to the deliberation do not wish to attend the event but will only attend when they feel that they are 
in a disadvantaged position. This condition is stated by one of the community leaders: 

“Many parties refuse to discuss this concern, but when it comes to their interests they usually will 
attend and insist on defending any concerns related to their interests.” 
 

The existence of a potential for fraud is real and undeniable. We are sometimes unaware of financial cracks 
that can eventually open the opportunity for fraud to occur. However, through a commitment to growth, the 
potential for fraud can be suppressed for the smooth development and implementation of BUMDes. 
 
Discussion 

The development of BUMDes in Wologai Tengah cannot be separated from various ideas and conflicts in it. 
BUMDes X was formed based on an idea that had been accommodated from the dreams and hopes of the village 
community for the development and improvement of the welfare of Wologai Tengah Village people. Nonetheless, 
in the implementation, BUMDes X is still encountering obstacles that can hinder its development, one of which is 
the potential for fraud. 
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Although every planning and implementation always emphasizes the principle of honesty, some parties 
cannot implement this principle. Instead, these parties choose to satisfy their own needs and interests, especially 
when it comes to financial matters. Some parties choose to turn a blind eye to finance matters even though this 
includes frauds. It clears that money has become a sensitive subject and has a great potential to be the source of 
fraud. This is due to several parties who consider that they own the greatest interest in it. 

On the other hand, the potential for fraud from the other side, such as corruption and misuse of a financial 
statement is not very prominent in BUMDes X. BUMDes X always involves the village community in every decision 
making and they are invited to think and express their ideas to create a sense of responsibility for all ideas that they 
have given. Although this positive atmosphere still occurs, obstacles still appear coming from the traditional leaders, 
i.e. some Mosalaki who refuse to attend the Musrenbangdes meeting. Some people choose not to attend the 
meeting because they consider that the meeting cannot accommodate their interests. But when problems are 
threatening their interests, they will attend and raise their objections. 

The potential for fraud is real in the village especially related to financial management such as in the 
planning, implementation, administration, reporting, and accountability processes. The planning and administration 
stages are prone to fraud which this condition will ultimately impact the reporting and accountability processes. 
The government should realize that when the five stages are not carried out properly or frauds committed by 
individuals, it can have long impacts on the implementation of BUMDes itself. 

These factors illustrate that the potential for fraud can occur in financial management. Some people want 
to get their shares without proper planning. Cash theft usually is not carried out directly because it is done, for 
example, by making budget markups for the self-interest of the perpetrator and inappropriate financial recordings 
that in turn, it impacts financial reporting and accountability (Utomo, 2018). Potential for fraud will still exist amid 
positive things that have taken place in BUMDes X, especially when this business entity consists of several parties. 

 
Conclusion 

The potential for fraud is inevitable from the activities of development or planning. This is true for BUMDes X 
which is in the process of being developed. Many things have been planned which include budget planning, which 
turns out to be prone to frauds. Some people consider that their interests are more important than that of others 
which prompts the occurrence of cash thefts by making budget markups for the self-interest of those people, not 
for the sake of the development of BUMDes. However, not all potentials for fraud occur in the development process 
of BUMDes X because the strong culture of Musrenbangdes (deliberation) still exists among the community of the 
village which is carried out by involving the community members to reach a decision. 

The COVID-19 pandemic has limited this research and implementation of FGDs. Various COVID-19 
protocols and restrictions have caused the implementation of offline FGDs to be postponed and preparations of 
FGD to be held online. Also, this research is constrained by less educated human resources related to BUMDes and 
constrained by narrow-minded perspectives of some people about the function of BUMDes and about ways to 
develop BUMDes. 

The implementation of activities of this research in the Traditional Village of Wologai Tengah has been 
going well. But in the next research, it is hoped that provisions can be given that include brief education concerning 
BUMDes and knowledge about the potential for fraud and the potential risks when fraud is carried out. It is hoped 
that the provisions can minimize the severity of frauds. 
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