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Abstract  

 

This study aims to determine the effect of the effectiveness of internal control, good governance and ethics on budgetary 

discipline. The object of this study is the Supervisor, Corporate Governance Manager, Budget Manager, Internal Auditor, 

Head of Internal Auditors in companies in the automotive category and automotive spare parts located in the KIIC 

Industrial Zone, Karawang, West Java. This research was conducted by sending questionnaires to 89 respondents. 

Therefore, the data analysis used is PLS SEM. The results showed that the effectiveness of internal control variables had 

a negative but significant effect on budgetary discipline, good governance and ethics had a positive and significant effect 

on budgetary discipline. 
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PRELIMINARY 
In this globalization era, the business world is 

growing in increasingly fierce competition. The purpose 

of companies in increasingly stringent and competitive 

economic conditions is to obtain maximum profits with 

company growth in the long run and also to maintain 

the survival of the company itself according to Choiriah 

[1]. Meanwhile, according to Nengzih [2] Companies 

with good governance, management control systems 

and planning will have an impact on the company's 

survival. 

 

The budget is an element of the management 

control system that functions as a planning and control 

tool so that managers can carry out organizational 

activities more effectively and efficiently [3]. Wuner [4] 

suggests that the budget is also a process of 

management control that involves formal 

communication and interaction among managers. 

Hansen Mowen [5] states that the budget can also 

encourage managers to develop the overall direction of 

the organization, anticipate problems, and develop 

policies for the future. 

 

In the process of corporate budget planning, 

managers must be able to apply discipline in the 

process. One of the most ideal disciplinary methods to 

be used in corporate budget planning is budgetary 

discipline. Budgetary discipline is a principle in 

budgeting that allows managers to be responsible for 

budget performance [6]. In its application, managers 

must make budgetary discipline as order and 

compliance (obedience) to the rules or guidelines that 

underlie budgeting [7]. According to Choiriah [8] 

Comparing the actual with the actual budget is one way 

to control whether the company can motivate and use 

its human resources properly. 

 

To increase compliance with budgetary 

discipline, strong internal control is also needed [9]. 

Internal control within the company is a process that is 

influenced by the board of commissioners, managers, 

and other business unit personnel, which are made to be 

able to achieve the objectives of internal control with 

four objectives which include maintaining company 

assets, ensuring the accuracy and reliability of records 

and accounting information, encourage efficiency in 

company operations, and measure compliance with 

policies and procedures determined by managers [10]. 

  

Good and efficient company operational 

activities are one of the objectives of the governance 
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function or good governance that is applied in company 

performance [7]. Good governance is corporate 

governance that explains the relationship between 

various participation in companies that play a role in 

determining the direction of performance of the 

company itself [11]. To determine the direction of 

company performance, it is necessary to make a 

decision by the manager based on quality company data 

information. 

 

All actions taken in the company are in 

accordance with the ethics principles that apply to the 

extreme and it is the best way to protect and encourage 

the interests of all stakeholders. According to Berle and 

Means, [12] establishes corporate governance as an 

organization, regulation, ownership, and control. 

Corporate governance has another dimension that it 

serves and guides to secure the dedication of 

stakeholders with the aim of functioning of their 

expertise, knowledge and experience for the use of the 

organization. In a business environment, ethical means 

applying the principles of honesty and fairness in 

relationships with colleagues and customers [13]. 

Business or corporate ethics is a form of applied ethics 

or professional ethics that examines ethical principles, 

and moral or ethical issues that arise in the business 

environment [14]. This is a general term that covers all 

ethical-related issues that arise in the context of doing 

business. Business ethics is defined as rules, standards, 

codes, or principles that provide guidelines for morally 

appropriate behavior in managerial decisions relating to 

corporate operations, and business relations with the 

community [15]. 

 

The phenomenon in this study is the budgetary 

indiscipline that occurs in manufacturing companies 

caused by the influence or encouragement that arises 

from within the managers to commit negative actions. 

Such as the use of company budgets for unnecessary 

asset purchases and the use of corporate budgets for 

personal use. 

 

THEORETICAL FRAMEWORK 
Effectiveness of Internal Control 

Subkhi and Mohammad [16] states that the 

comparison is the relationship between results and 

objectives, which means the purpose and objectives of 

the outputs and procedures of the organization that 

achieves the specified goals. While Mardiasmo [17] 

further states that it needs to succeed, organizations that 

succeed in achieving goals, organizations succeed in 

achieving goals, then the organization is said to have 

run effectively. 

 

The Treadway Commission Sponsoring 

Committee Organization (COSO) [18] outlines that 

internal control is a process governed by the board of 

directors, management, and other members of the body, 

which facilitates to ensure that what is meant by the 

division relating to operations , reporting and approval. 

According to Reeve et al. [19], internal control 

is broadly defined as the procedures and processes used 

by companies to protect company assets, process 

information accurately, and ensure applicable laws and 

regulations. 

 

The Committee of Sponsoring Organizations 

of Treadway Commission (COSO) in Arens [20] 

suggests five components of internal control namely: 

control environment, risk assessment, control activities, 

information and communication and monitoring of 

internal control 

 

Good governance 

Effendi [21] argues that good governance is a 

set of systems that regulate and control companies to 

create added value for stakeholders. Agoes [22] 

describes that good governance is a set of rules 

governing relationships between shareholders, 

management (managers) of the company, creditors, 

government, employees, and other internal and external 

stakeholders related to their rights and obligations or in 

other words a system that regulates and controls the 

company so as to create added value for all 

stakeholders. 

 

The Chartered Institute of Public Finance and 

Accountancy (CIPFA) [23] further states that Good 

Governance is good governance with integrity that can 

ensure openness and comprehensive stakeholder 

involvement and can define outcomes in terms of 

sustainable economic, social and environmental benefits 

, determine the interventions needed to optimize the 

achievement of the expected results and develop the 

capacity of the entity, including leadership and 

individual capabilities, manage risk and performance 

through strong internal control and financial 

management, implement good practices in 

transparency, reporting and auditing to provide 

accountability effective. 

 

The Chartered Institute of Public Finance and 

Accountancy (CIPFA) [23] proposes five principles of 

good governance, namely transparency, accountability, 

responsibility, independence and fairness. 

 

Ethics 

The company explicitly communicates 

responsibility in terms of ethics and moral 

responsibility. Examples are codes of ethics, including 

formulations on matters such as honesty in business 

transactions, bribery, corruption and transparency 

according to Frostenson & Sandstro [24]. 

 

There is a need to support organizations in 

different ways, otherwise they will not know the 

company's point of view about ethical business 
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practices. In particular, it might not know how to act 

and behave in situations that require ethical 

considerations. Organizations need to realize that 

ethical values and principles change over time and vary 

across contexts. It is therefore important to create 

processes that contribute to regulating ethical business 

practices, but there must also be a structure to support 

staff in their ethical actions and behavior. Ethical 

performance appraisal is a sub-area of the ethical 

process in the conceptual framework of corporate and 

business ethics throughout the organization which is an 

ethical performance appraisal. According to [25]. The 

need for organizations to carry out ethical performance 

evaluations through an appraisal system. Ethical 

performance assessments must contribute to 

strengthening the company's efforts to manage and 

monitor ethical business practices throughout the 

organization. 

 

According to Hosmer and Kiewitz [26]. 

Corporate Responsibility and Business Ethics have 

proposed that fair treatment of all stakeholders will 

result in a positive organization in a strategic position 

and financial gain. The difficulty is that there are many 

problems of measurement and fair direction, resulting in 

an increase in profits which further enhances the 

company's performance.  

 

According to Erwin & Erwin [27] revealed a 

general relationship between ethical quality and 

effectiveness of company performance, higher quality is 

shown by companies that have business ethics, high 

public perception. Companies that devote certain 

human and capital resources to develop comprehensive 

behaviors that are consistent with company values have 

a more significant impact by having ethical behavior in 

the organization. 

 

Budgetary Discipline 

Robbins [28] states that discipline is obedience 

and respect for the rules that apply in organizations. 

Nicolae [29] states, that the term 'discipline' is behavior 

that is bound by rules. Whereas Wren [30], interprets 

that 'discipline' is obedience to the agreement that has 

been established. 

 

Budgetary discipline according to Horák & 

Šimáčková [20] is compliance with law, contracts, and 

other legal decisions in implementing the use of a 

legitimate budget. Umar [27] argues that budgetary 

discipline as order and compliance with the rules or 

guidelines that underlie budgeting. Whereas Irons [31] 

states that budgetary discipline is obedience in fulfilling 

a number of income and expenses and an obedience to 

the rules and procedures in budgeting. Therefore, 

budgetary discipline can be concluded as compliance 

(obedience) to the rules and procedures that underlie the 

entire budgeting process. 

 

Hypothesis Development 

Effect of Effectiveness of Internal Control on 

Budgetary Discipline 

In companies, managers tend to be deliberately 

involved in budgetary discipline, such as budget 

misappropriation and other matters. To overcome this 

problem, strong internal control is needed to create 

checks and balances in budgeting. Thus, in the end it 

will improve the budget balance. Budgeting requires 

control in the form of monitoring that starts from 

planning, implementation and reporting to be more 

effective [17]. 

 

Internal control is needed in the planning stage 

to plan activities to be carried out in accordance with 

the organization's vision and mission. Internal control in 

budget planning also reviews the failure of the previous 

year's budget to avoid a repeat of the next budget. 

Internal control in the implementation phase is needed 

so that activities are carried out on time, economically, 

efficiently and effectively in accordance with 

established procedures. Meanwhile, internal control in 

the reporting stage (accountability) is needed so that the 

activities that have been carried out can be reported on 

time, transparently and in accordance with applicable 

regulations. 

 

Research from Ramdany and Yadiati [7] states 

that the effectiveness of internal control has a positive 

influence on budget discipline within the company. 

 

Based on this theory, the hypothesis can be 

formulated as follows 

 

H1 : The effectiveness of internal control has a positive 

effect on budgetary discipline 

 

The Effect of Good Governance on Budgetary 

Discipline 

The main function of good governance is to 

direct the goals of the organization. In order for the 

budget to be carried out according to the plan, 

budgetary discipline requires direction. Tommasi [32] 

argues that to improve budgetary discipline, it is 

necessary to increase accountability to those who 

implement the budget and he also states that the cause 

of the gap between the budget set and its realization is 

the lack of accountability within the company. 

 

Budgetary discipline encourages managers in 

the company to carry out the budget in accordance with 

the commitments, time and procedures set. 

Commitment, compliance with time and procedures can 

only be done if there is integrity, transparency, 

intervention and responsibility. Therefore, it can be 

underlined that implementing budgetary discipline 

requires good governance. 
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Research from Ramdany et al. [7], state that 

good governance has a positive influence on budgetary 

discipline in companies. 

 

Based on this theory, the hypothesis can be 

formulated as follows 

H2 : Good Governance has a positive effect on 

budgetary discipline 

 

The Effect of Ehics on Budgetary Discipline 

Corporate governance is a system where the 

company is directed and controlled. The board of 

directors is responsible for their corporate governance. 

The role of shareholders in governance is to appoint 

directors and auditors and to convince themselves that 

there is an appropriate governance structure. According 

to Valentine, Godkin, Lucero, Valentine, & Godkin 

[33] who found that ethics in the company was 

positively related to employee commitment. Thus, in an 

environment that has more high business ethics 

employees are more willing and committed to comply 

with the rules and regulations set in an organization so 

as to create good corporate governance and enhance the 

company's reputation. Meanwhile, according to Pfister 

[34]. Ethics in the company provides support for 

communication, commitment and competence which 

are effective drivers of internal control thereby 

strengthening budgetary discipline. 

 

According to Fraedrich & Ferrell [25]. The 

need for organizations to carry out ethical performance 

evaluations through an appraisal system. Ethical 

performance assessments must contribute to 

strengthening the company's efforts to manage and 

monitor ethical business practices throughout the 

organization. According to Hosmer and Kiewitz [26], 

corporate social responsibility and business ethics have 

proposed that fair treatment of all stakeholders will 

produce positive organizational results in strategic 

positions and financial benefits and enhance the 

company's reputation. 

 

Based on this theory, the hypothesis can be 

formulated as follows: 

H3 : Ethics has a positive effect on budgetary discipline 

 

Research Design and Methods 

This research is classified as causal research. 

Causal research is a type of research that aims to test 

the hypothesis about the effect of one or several 

variables (independent variables) on other variables (the 

dependent variable). This study examines the effect of 

the effectiveness of internal control, good governance, 

and ethics on budgetary discipline. 

 

Data analysis methods used in this study are 

 

Descriptive Analysis Method 

This method is used to explain the 

characteristics of the variables of the Effectiveness of 

Internal Control, Good Governance and Ethics Against 

Budgetary Discipline 

 

Verification 

This method is used to test the effect of each 

variable involved in research using the Structural 

Equation Model (SEM) with the Partial Least Square 

(PLS) approach. The use of the SEM PLS method is 

because the measurement model is formed by variables 

that have reflective indicators. Models in SEM PLS 

include outer models (measurement models) and inner 

models (structural models). Source of data used in this 

study is Primary Data using observation techniques in 

which the authors collected data with survey techniques 

in the form of questionnaires to obtain data from 

individual opinions. 

 

Population and Sample 

Researchers used manufacturing companies in 

the KIIC Industrial Estate Karawang, West Java to 

become a population of 30 companies. The sample in 

this study are managers of the companies mentioned 

above such as Internal Auditors, Internal Audit 

Managers, Budget Managers, Good Governance 

Managers, Corporate Secretary in the company. 

 

Data Validity and Reliability Test Results 

Evaluation Based on Measurement Model (Outer 

Model) 

The first step in evaluating the measurement 

model is to estimate the convergent validity criteria. 

Convergent validity is knowing the extent to which the 

measuring instrument is positively correlated with 

alternative steps of the same construct. By requiring the 

outer loading indicator to be above 0.708 squared 

(0.7082) equals 0.50. [35]. Based on estimates with 

Smart PLS 3.0, the output is as shown in table 5. as 

follows: 

 

Value of Discriminant Validity and Composite 

Reliability 
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Table-5: Value of Discriminant Validity and Composite Reliability 

Measurement Model 
Results 

Critical 

Value 

Model 

Evaluation 
Measurement Model 

Discriminant Validity Variabel AVE 

 

X1 0,655 

>0,5 

Valid 

X2 0,522 Valid 

X3 0,587 Valid 

Y 0,637 Valid 

Composite Reliability Variabel 
Composite 

Reliability   

 

X1 0,883 

>0,7 

Valid 

X2 0,948 Valid 

X3 0,934 Valid 

Y 0,950 Valid 

Source: Author's Processed Data (2019) 

[Effectiveness of internal control (X1), Good governance(X2), Ethics(X3) and Budgetary Discipline(Y)] 

 

 

   From the table it can be concluded that almost all 

latent constructs meet reliable criteria. This is indicated 

by the value of composite reliability above 0.70 and 

AVE (Average Variance Extracted) above 0.5 as stated 

by Hair [35] in his book which states that the condition 

of composite reliability value must be above 0.70 or 

0.60 if the research is exploratory. Where as the AVE 

value of 0.5 or higher indicates that, on average, it 

measures the extent to which the construct explains 

more than half of the indicator variance. 

RSquare Test Results (R
2
) 

In this study, R Square (R
2
) budgetary 

discipline construct is equal to 0.624 The results of R 

Square are in accordance with what was stated by [35] 

in his book where the value of R Square has a range 

between 0 and 1, the higher the value of R Square , 

indicating the higher the accuracy of the predictions. 

 

Table-6: R Square Values 

  R Square R Square Adjusted 

Budgetary _Diiscipline (Y)  0,624 0,611 

Source: Author's Processed Data (2019) 

 

Path Coefficient Test Results 

 

Table-7: Relationships between Variables 

  Original 

Sample (O) 

Sample 

Mean (M) 

Standard 

Deviation 

(STDEV) 

T Statistics 

(|O/STDEV|) 

P Values 

Effectiveness of internal control _( X 1 )_ -> 

Budgetary_Discipline _( Y ) 

-0,477 -0,490 0,264 1,811 0,071 

Ethic_( X 3 )_ -> Budgetary_Discipline _( Y 

)_ 

0,306 0,321 0,123 2,487 0,013 

Good Governance_( X2 )_ -> 

Budgetary_Discipline _( Y )_ 

0,988 1,000 0,237 4,168 0,000 

Source: Author's Processed Data (2019) 

 

The relationship between variables can be said 

to be significant if it has a t-statistic value greater than 

1.96 [35]. So from table 7 it can be concluded that good 

governance and the quality of accounting information 

significantly influence budgetary discipline while the 

effectiveness of internal control does not affect 

budgetary discipline. 

 

Hypothesis Test Results 

As shown in the above table, the path 

coefficient obtained for the internal control 

effectiveness variable is -0.477. Referring to the book 

Hair [35] regarding the path coefficient of this number 

is less than 1, it can be stated that the variable 

effectiveness of internal control has a negative effect on 

budgetary discipline. 

 

With the t-value for the variable effectiveness 

of internal control amounting to 1.81. This figure is 

below the t-table value of 1.96 which states that the 

effectiveness of internal control does not significantly 

influence the budgetary discipline variable. 
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While the path coefficient for the good 

governance variable is 0.988. Referring to the book 

Hair [35] regarding the path coefficient of this number 

approaching 1, it can be stated that the effectiveness of 

internal control variables has a positive effect on 

budgetary discipline. With the t-value for the good 

governance variable of 2.487 this number is above the t-

table value of 1.96 which states that the good 

governance variable has a significant effect on the 

budgetary discipline variable. 

 

While the ethical path coefficient is 0.306 and 

the t value is 2.487 which is greater than 1.96 which 

states that ethic has a significant positive effect on 

budgetary discipline. 

 

DISCUSSION 
The results of the first hypothesis testing show 

that the internal control effectiveness variable has a 

negative and insignificant effect on the budgetary 

discipline variable by showing that it is significant at 

the 5% level using the structural relationship in Hair's 

book [35]. The results of this hypothesis test are in 

accordance with previous studies conducted by 

Ramdany et al. [7] With the title "Effectiveness of 

Internal Control, Good Governance, and Accounting 

Information Quality of Budgetary Discipline" where the 

results of the study have the results of the effectiveness 

of internal controls that are significantly negative 

towards budgetary discipline. 

 

Overall, the implementation of the 

Effectiveness of Internal Control in manufacturing 

companies in the KIIC Industrial Estate Karawang, 

West Java is quite good but not yet optimal due to poor 

implementation of work procedures even though the 

SOP has been implemented. Based on an internal 

control effectiveness questionnaire according to the 

Committee of Sponsoring Organizations of The 

Tradeway Commission (COSO) [36] that discusses the 

Standard Operating Procedure (SOP), the 

implementation of work procedures on SOPs in 

manufacturing companies that are not good, one of 

which is caused by the demands of the company's 

production targets very large manufacturing. Very large 

production target demands cannot be achieved if the 

implementation of work procedures does not comply 

with the overall SOP rules. Because, many processes 

are needed to run production according to work 

procedures if based on SOP. 

 

The results of the second hypothesis testing 

show that the good governance variable has a positive 

and significant effect on the budgetary discipline 

variable by showing that it is significant at the 5% level 

using the structural relationship in the book Hair [35]. 

The results of testing this hypothesis are supported by 

previous research conducted by Ben-Caleb Egbide & 

Godwyns Ade 'Agbude [37] with the title "Good 

Budgeting and Good Governance: A Comparative 

Disclosure" where the results of the study show that 

good governance has a relationship with good 

budgeting, because good governance both must apply 

effectiveness, efficiency, transparency, accountability 

and fairness. 

 

Overall, the implementation of good 

governance in manufacturing companies in the KIIC 

Karawang Industrial Estate, West Java is quite good 

and optimal. This can be seen from the implementation 

of the five principles of good governance carried out by 

all employees in the company. Based on a questionnaire 

according to the Chartered Institute of Public Finance 

and Accountancy (CIPFA) [23], the five principles 

include the principles of transparency, accountability, 

responsibility, independence and fairness. The 

implementation of the five principles can be seen from 

a good work culture, good company efficiency, a good 

decision making process, employees who are motivated 

because of the reward system so as to increase company 

productivity. Because of this, the value of the company 

in the eyes of investors can also increase because they 

believe that the company where they invest is very good 

management with proven investors and increasing the 

level of production which is increasing due to the large 

demand. 

 

The results of the third hypothesis testing show 

that the Ethic variable has a positive and significant 

effect on the budgetary discipline variable by showing 

that it is significant at the 5% level using structural 

relationships and the results of testing this hypothesis 

are supported by previous research conducted by 

Hosmer and Kiewitz [26] Governance company and 

Ethics conducted by the company to all stakeholders 

will produce a positive organization in a strategic 

position and financial benefits. In line with the research 

of Festus and Temitope [4] which states that ethics 

greatly affects the quality of financial statements so that 

companies with high ethics will provide transparent 

financial reports. Overall, the implementation of ethics 

in manufacturing companies in the Karawang KIIC 

Industrial Estate, West Java has been very good and 

optimal can be seen from the good ethics of the 

company. This can be seen based on a questionnaire 

according to Forsyth [38,39] that discusses ethics in 

companies assessing ethics in the company KIIC 

industrial area has a high value in the application of 

ethics. 
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