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ABSTRACT:- Micro, Small and Medium Enterprises (MSMEs) are one of the drivers of a country's economy. 

During the monetary crisis where all economic entities went bankrupt, MSMEs were able to survive. However, 

during the COVID-19 pandemic, many MSMEs cannot survive. Currently, MSMEs are facing a big challenge 

for their business continuity during the pandemic, namely by means of digitalization. With the advent of 

digitalization, the pattern of business behavior changes from offline to online. This change in terms of marketing 
provides security and comfort for MSME actors. Digitization provides many benefits for MSMEs, one of which 

is to improve the quality of financial reports so that MSMEs can survive during the COVID-19 pandemic. In 

addition to digitalization, internal control is also needed to improve the quality of MSME financial reports. 
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I. INTRODUCTION 
 The spread of the Covid-19 virus is currently continuing to spread and there is no catch point that this 

virus will end its spread. The initial appearance of this virus occurred in 2019 when it was found in the city of 

Wuhan, which eventually spread to almost all countries in the world. As a result of this virus outbreak, it has 
almost paralyzed the country's economy in all sectors (Amri, 2020). Various sectors affected are restaurants, 

markets, shopping centers, online transportation, and MSMEs (Winarsih, Indriastuti & Fuad, 2021). 

 

 Micro, small and medium enterprises (MSMEs) are the sectors most affected by the COVID-19 virus 

(Pandu P Sjahrir, 2020). Based on survey data conducted by the Katadata Insight Center (2020), it was found 

that 56.8% of MSMEs were in bad condition and only 14.1% of MSMEs were in good condition. This shows 

that the majority (82.9%) of MSMEs experienced a negative impact from this virus outbreak. Based on these 

data, it shows that the majority (63.9%) of MSMEs experienced a decline in sales turnover of more than 30%. 

For Jambi Province MSMEs, the number of MSMEs affected by COVID-19 is 11, 454 MSMEs with the 

position of Jambi City being in first place, followed by the cities of Sungai Full, Tabjamtim, and Tanjabar 

(Hamdan, 2020). In addition, the quality of financial reports is a key indicator of the success of MSME 
performance, based on the results of Yunita's research (2020) which shows that only about 22.5% of MSMEs 

have financial reports, and the remaining 87.5% of MSMEs have modest financial reports. This is because many 

still think that financial statements are not very important for MSMEs. This is also reinforced by research 

conducted by Saiful and Setyo (2017) which reveals that the quality of MSME financial reports is only indicated 

by information on the income and expenditure of MSME activities. 

 

 So far, MSMEs are a business sector that can survive in crisis conditions. MSMEs have been one of the 

driving wheels of the country's economy. Currently, MSMEs are facing big challenges for their business 

continuity during the pandemic, namely by means of digitalization (Wijoyo & Widiyanti, 2020). In the current 

era of Industry 4.0, MSMEs are considered quite ready to adopt the application of digitalization. This can be 

seen from the digitization readiness index by MSMEs which is at index 3.6 (Katadata Insight Center, 2020). 

With digitalization, the pattern of business behavior changes from offline to online. This change in terms of 
marketing provides security and comfort for MSME actors (Winarsih, Indriastuti & Fuad, 2021). In addition, 

digitalization can improve the quality of MSME financial reports. Digitization provides the benefits of accuracy 

and flexibility in preparing financial reports. Another benefit of digital transformation is that data input accuracy 

increases, errors can be minimized, financial reports can be presented in a timely manner because digitization 

helps speed up transaction processing (Shofawati, 2019; Zadeh et al, 2015; Medina et al, 2015; Bakrie, 2016; 

Lim, 2013; Sacer & Oluic, 2013; Liyan, 2013; ). Thus, management can easily prepare financial statements 

(Nurlis & Winwin, 2017). Research conducted by Liyan (2013) resulted that the digitalization of information 

technology affects the quality of financial reports, but research by Nurlis & Winwin (2017) results in the 

digitization of information technology having no effect on the quality of financial reports, and several previous 
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researchers found a negative effect between digitalization on the quality of financial statements. financial 

statements. 

 Internal control can improve the quality of financial reports. Internal control is an activity of 

monitoring, directing and measuring the organization's human resources. Management can control the 

organization's files with an internal control system. Management can minimize recording and calculation errors 

(Kasim. 2015). In terms of digitization, management must implement internal controls to avoid repeated 

mistakes. This is because digitalization requires management to carry out an update system that is in accordance 

with regulations and legislation, there are access restrictions, requiring data backup media to avoid data loss. 
Thus, good internal control can help management to ensure that the data produced is fully accurate (Afiah & 

Rahmatika, 2014). Based on the description above, researchers are interested in conducting research on Internal 

Control and Digitalization Transformation in the Covid-19 Era on the Quality of Jambi Province MSME 

Financial Reports. 

 

HYPOTHESES DEVELOPMENT 

 Internal control is defined as a process carried out by management and other entity personnel designed 

to provide reasonable assurance regarding the achievement of objectives, one of which is the control of financial 

reporting related to the preparation of reliable published financial statements (Konrath, 2002). Internal control 

has the main goal of being effective and efficient (COSO, 2013). The effectiveness and efficiency of internal 

control includes not only evaluating the company's performance but also how to minimize the occurrence of 
risks. Internal control is needed, especially for family companies such as MSMEs, because internal control is 

one of the tools to determine success or failure in running a business (Suarez, 2017). When the internal control 

in a business is very weak, it will have a bad impact on the company, among others; lenders will reduce the 

amount of loans, financial statements become unreasonable, the occurrence of window dressing, weaknesses in 

providing financial reports to management, difficulties in transforming the next leadership (Costello & Regina, 

2011; Marcoux et al, 2016; Bruwer et al, 2019).  

 

H1: There is an influence of internal control in the covid-19 era on the quality of MSME financial reports 

in Jambi Province 

 

 The digitalization transformation is a major and comprehensive change in the use of information 
technology. This is due to the influence of the use of digital technology in human life (Kaplan et al. 2010). The 

digitalization transformation for MSMEs must be supported by the government and stakeholders (Barranet al, 

2019). With the use of digital technology, MSMEs can increase their agility, so they can adjust their business to 

be processed quickly, not in months but weeks, even days (Björkdahl, 2020). Therefore, it is important to 

understand that the SME transformation process is caused by external stimuli and occurs within limited time 

constraints. Companies must possess a certain level of agility to enable them to build the relevant capabilities to 

take advantage of the opportunities that arise from digitization, and hence, they are able to withstand the 

pressures of a changing environment (Seetharaman, 2020). The biggest impact of digitization is being able to 

track and record financial transactions, saving time. , making financial reports quick and easy to make 

management decisions, improving the accounting function, increasing accuracy, faster processing, and better 

external reporting (Ghasemi et al, 2011). 

 H2: There is an effect of digitalization transformation in the covid-19 era on the quality of MSME 

financial reports in Jambi Province 

 

II. METHODS 
 This research will be conducted on UMKM in Jambi Province which consists of 9 regencies and 2 

municipalities, including Jambi City, Sungai Penuh City, Batanghari Regency, Muaro Jambi Regency, 

Sarolangun Regency, Merangin Regency, Tanjabtim Regency, Tanjabbar Regency, Tebo Regency, Bungo 

Regency, and Kerinci Regency.  

 

The population in this study is MSMEs in Jambi Province registered with the Jambi Industry and Trade Office 
as many as 104,155 MSMEs. Sample, The sampling method used is Propability sampling. The technique used is 

Random Sampling. The sample size can be determined using the formula from Taro Yamane or Slovin 

(Riduwan 2008) as follows: 

         N 

    n  =  

                              N.d2 + 1 

Description:  

n = The size of the sample sought  

                     N = Total Population 
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         d2 = Precise set at 10% 

 

Based on the formula above, in this study the sample size is: 

  
       

               
 

       

       
= 99,9 

 

       n = 100 MSMEs 

 

From the 100 research samples that returned the research questionnaire, 47 SMEs were not included in the 

research data because they were incomplete in filling out the questionnaire, the rest (54 SMEs) were not willing 
to fill out the questionnaire/return the questionnaire/not respond at all. 

 

Digital transformation is seen from incentive competition, integrated e-wallet, skills and knowledge, and 

accounting software. Internal control is seen from the components of internal control, namely risk assessment of 

the control environment, risk assessment, control activities, information and communication, and monitoring. 

Meanwhile, the quality of financial reports is seen from the qualitative characteristics of financial reports, 

namely reliable, relevant, timely, complete.  

 

Data collection methods were carried out through questionnaires and interviews/in-depth interviews. According 

to Sekaran and Bogie (2010: 197) a response rate of 30% is considered acceptable, and to speed up obtaining 

answers to the questionnaire, follow-up was carried out by telephone, e-mail, and visiting respondents.  
 

This study uses multiple regression analysis, with the following regression equation: 

KLK = α + β1PI + β2TD + ε 

Where:  

KLK= quality of financial reports  

PI     = internal control  

TD    = digitalization transformation  

α      = coefficient  

β      = constant  

 

ε  = error 

 

III. RESULTS AND DISCUSSION 
RESULTS 

 Before testing the hypothesis, it is necessary to test the validity of the regression equation based on the 

classical assumptions. Theoretically, the model used will produce a valid estimator parameter value if it meets 

the assumptions of normality, does not occur multicollinearity, and does not occur heteroscedasticity. 

a) Normality Test  
Results Normality test aims to test whether the relationship between the dependent variable and the 

independent variable has a normal distribution or not. A good regression model is one that has a normal 

or close to normal data distribution. The testing tool used in this study uses histogram graph analysis 
(P-Plot normal test). The results of the normality test are as follows: 

 
Figure 1 Normality Test 
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Based on Figure 1, it can be seen that the histogram graph gives a distribution pattern that deviates to the right. 

The results of Figure 1 give the conclusion that the research data is normally distributed. 

 

b) Heteroscedasticity Test Results  

Heteroscedasticity is an indication that the variance between residuals is not homogeneous which 

results in the estimated value obtained to be efficient. To test whether the variance of the residuals is 

homogeneous, the Park test is used. The research data is free from heteroscedasticity test if the 
significance value is > 0.05. In table 3, the results of the park test for the heteroscedasticity test are 

presented: 

 

Table 3. Heteroscedasticity Test 

Model 

Unstandardized Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) .908 .426  2.132 .039 

Totalx1 -.005 .026 -.048 -.210 .835 

totalx2 -.011 .017 -.151 -.654 .517 

 

Based on table 3 shows the significant value of all variables > from 0.05, so it can be concluded that the 

research data is free from the occurrence of heteroscedasticity. 

 

c) Multicollinearity Test  

The multicollinearity test aims to test whether the regression model found a correlation between the 

independent variables (Imam Ghozali, 2011:105). For the multicollinearity test, it is seen from the 

tolerance value and its opponent as well as the variance inflation factor (VIF) value. Research data is 

declared free of multicollinearity test if the VIF value is not greater than 10 and the tolerance value is 
more than 0.1. Multicollinearity test can be seen as follows: 

Table 4. Multicollinearity Test 

 
Based on table 4 above, it shows that all independent variables show a tolerance value > 0.1 and the results of 

the VIF calculation also show that all independent variables have a VIF value < 10. Based on the results from 

table 4, it can be concluded that there is no multicollinearity between independent variables in the regression 

model. 

 

Tabel 5 hierarchy regression modelling 

 
 
 From the results of data processing using hierarchy regression modeling, the results of the internal 

control regression on the quality of financial reports are positive. This means that the existence of internal 

control in the MSME organs will improve the quality of financial reports. The significance value of internal 

control is 0.000, which is smaller than the significance level of 0.05. This shows that internal control has a 

significant effect on the quality of financial statements.  

 

 From the results of data processing using hierarchy regression modeling, the results of the digitization 

transformation regression on the quality of financial reports are positive. This means that the digitalization 

Model 

Unstandardized Coefficients 

Standardized 

Coefficients 

t Sig. 

Collinearity Statistics 

B Std. Error Beta Tolerance VIF 

1 (Constant) 1.456 .630  2.311 .026   

Totalx1 .827 .038 1.046 21.862 .000 .419 2.385 

totalx2 -.046 .025 -.089 -1.870 .068 .419 2.385 
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transformation in the MSME organs will improve the quality of financial reports. The significance value of the 

digitization transformation is 0.068, which is greater than the significance level of 0.05. This shows that the 

digitalization transformation has no significant effect on the quality of financial reports. 

 

 

IV. DISCUSSION 
The Effect of Internal Control in the Covid 19 Era on the Quality of MSME Reports in Jambi Province  

 Internal control is one of the important factors in improving the quality of financial reports. Where in 

internal control is built from several control components, namely; control environment, risk assessment, control 

activities, information and communication, and monitoring (COSO, 2013). Internal control has a function to 

prepare reliable financial information, ensure compliance with applicable regulations and policies and efficiency 

in managing existing resources (Konrath, 2002). Internal control has the objective to avoid fraud in the financial 

statements and reduce the risks that will be faced by the entity.  

 

 According to COSO (2013) internal control related to financial statements is divided into first, physical 

control which in an entity there is authorization for transactions, separation of duties and authorities, accounting 

records, supervision, supervision in terms of access, and others. Second, general control where this control is 
more computer-based and application controls such as: data operation control, application system development 

and maintenance, and so on. Third, this application control relates to control in application management so that 

applications can be carried out correctly and accurately.  

 

 Furthermore, the five components in internal control with three control components related to financial 

reports are related and integrated. This is aimed at securing the assets owned by MSMEs, ensuring certainty that 

MSME operational activities can run effectively, efficiently and optimally. Based on the results of the research 

questionnaire, the implementation of internal control is sufficient. Most MSMEs in Jambi province have 

unconsciously implemented internal controls in their business activities. This can be seen from the results of the 

answers to the research questionnaire where MSMEs have carried out internal controls such as; physical asset 

security, transaction authorization, access restrictions, and they have communication tools and evaluate their 
business activities.  

 

 For the internal control component related to segregation of duties, it is still difficult to do because 

most MSMEs are family-owned, limited in resources. Furthermore, this internal control is carried out by 

MSMEs not only in operational activities but carried out up to the accounting process in producing financial 

reports. For the accounting process itself, many MSMEs do it manually. However, this is not an obstacle in 

implementing internal control within the MSME itself. The results of this study are not in line with Weli's 

research (2019) which states that internal control has no effect on the quality of MSME financial reports. 

However, this research is in line with the research conducted by Samuel, et al (2021) which states that internal 

control has an influence on the quality of MSME financial reports. 

 

The Effect of Digitalization Transformation in the Covid-19 Era on the Quality of MSME Financial 

Reports in Jambi Province  

 The digitalization transformation is a major and comprehensive change in the use of information 

technology. This is due to the influence of the use of digital technology in human life (Kaplan et al. 2010). The 

digitalization transformation for MSMEs must be supported by the government and stakeholders (Barranet al, 

2019). With the use of digital technology, MSMEs can increase their agility, so they can adjust their business to 

be processed quickly, not in months but weeks, even days (Björkdahl, 2020).  

 

 Therefore, it is important to understand that the SME transformation process is caused by external 

stimuli and occurs within limited time constraints. Companies must possess a certain level of agility to enable 

them to build relevant capabilities to take advantage of the opportunities arising from digitalization, and hence, 

they are able to withstand the pressures of a changing environment (Seetharaman, 2020). Furthermore, Fitriasari 
(2020) revealed that digitalization transformation is not only related to adopting new technology, but 

digitalization transformation provides convenience in redesigning business models by adapting to environmental 

changes.  

 

 Currently, MSMEs are experiencing changes during this Covid 19 period, where there is a policy of 

limiting activities outside and inside the room. As a result, there is a change in people's behavior which prefers 

everything that is digitalized to interact. In addition, increasingly sophisticated technological developments 

make everything faster and easier to use, which is a factor that results in these behavioral changes.  
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 Thus, to be able to survive during this Covid 19 period, many MSMEs have undergone changes in 

carrying out their operational activities. These changes can be seen from the activities that are usually carried 

out offline to online. The results of this study are in line with research conducted by Anjar et al (2020), Wijoyo 

& Widiyanti (2021), and Winarsih et al (2021). By changing marketing and financial strategies to digitalization, 

it can make it easier for MSMEs to build networks, communicate with customers, introduce their products, to 

record transactions (Wijoyo & Widiyanti, 2021). It is believed that changes in business patterns and behavior 

will last a long time because they provide convenience. However, some SMEs do not yet have knowledge of 

digital skills relevant to their business. In fact, during the Covid-19 condition, online businesses can produce 
sustainability in their business which can take place now and in the future Winarsih et al (2021). In addition, 

MSMEs in Jambi province are transforming to digitalization. Most of them apply digitization only in sales 

activities. For accounting activities, many still use manual systems. They have not recorded and made digital 

financial reports (Wiralestari and Riski, 2020). This is due to their lack of knowledge about financial reports 

using digitization and related to the costs incurred. 

 

V. CONCLUSION AND SUGGESTION 
CONCLUSION 

The results of this study can be concluded:  
1. The adoption of digital transformation for MSMEs in Jambi Province has begun, although it is only limited to 

marketing strategies and sales transactions. For the digital adoption of financial reports, many still have not 

implemented it.  

2. Internal control in the era of covid 19 affects the quality of the Jambi Province MSME financial reports. This 

is because MSME actors are starting to realize the importance of internal control, especially in terms of 

physical asset security.  

3. The digitalization transformation in the covid 19 era has no effect on the quality of the Jambi Province 

MSME financial reports. This is because there are still many MSMEs in Jambi Province that record their 

finances manually so that accuracy is a problem. In addition, there is still a lack of knowledge about 

financial digitization. 

 

SUGGESTIONS  

Suggestions obtained based on the results of the study are:  

1. It is necessary for the Department of Cooperatives and MSMEs as well as institutions related to MSMEs to 

conduct training and socialization related to the digitization of financial reports.  

2. MSME actors need to increase their knowledge not only related to branding, marketing, but also increase 

their knowledge in the field of digitizing financial reports. 
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