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Abstract--- This study aims to determine the fit model of the implementation of good corporate governance on
MSME'’s of East Java province. This study uses quantitative methods with questionnaires as a data collection tool
that is distributed to respondents. The population of this study is all MSME’s in Sidoarjo, Surabaya, Malang and
Madiun. The sampling technique used a purposive sampling technique so that it gets 150 respondents especially for
medium entreprises. The data were analyzed using Structural Equation Modeling (SEM) with AMOS program
version 21.0. This research uses an exogenous variable (X) that is good corporate governance implementation and
preparation of the financial statement, and endogenous variable (Y) business performance. The results of this study
with SEM analysis indicate that good corporate Governance has a significant effect on business performance.

Whereas the preparation of financial statements has no significant impact on business performance

Keywords--- Business Performance, Good Corporate Governance Implementation, Preparation of Financial
Statements, Structural Equation Modelling (SEM), MSME'’s.

I. INTRODUCTION

MSME is a micro small and medium business that plays an important role in developing the national economy,
income distribution, expansion of employment opportunities and improving the welfare of the community[1].
Although MSMEs have a strategic role, developing their performance is not an easy matter[2]. Difficulties in
measuring performance are one of the problems for MSME actors in evaluating performance due to the lack of
MSME actors' attention to the preparation of financial statements[3]. MSME entrepreneurs pay more attention to
their operational activities so that they often ignore accounting records and financial reporting[1]. Good financial
performance and good corporate governance practices will make MSMESs manage finances and develop the business
more easily[4][5]. Knowledge, ability and also attachment are fundamental for managing MSMEs. The development
of financial literacy will affect MSME activities, especially in terms of funding, both in the production and
marketing departments because MSMEs that do not have literacy about finance will be constrained in terms of filing
loans from banks[6][1].The problem faced by MSMEs, particularly the small medium entreprises, is the lack of the
role of control in preparing and managing finances that can later be used as the main reference in making financial
decisions and supporting business performance. This study aims to examine the appropriate structural model of

GCG practices and financial statement preparation on the performance of MSMEs.
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Il. METHOD
This research uses a quantitative method, which is a research method based on the philosophy of positivism,
which is used in researching certain populations and samples[7][8]. Data was collected using a

quantitative/statistical data analysis research instrument, which aims to test the hypotheses that have been set[9].

Location

This research was carried out in the five Districts of East Java Province including Sidoarjo, Surabaya, Pasuruan,
Malang and Madiun which focused on Medium entreprises. These five locations were chosen because they are most

of the residents are as producers of the medium entreprises, which is one of the leading MSME products in East

Java.
Variables
Table 1: Variable dan Indicator
No Variable Indicator
1 Good Corporate Governance Separation of agen-principal; Control; and insider Ownership[3][10]
Proxies
Preparation of financial Memory and recording; conceptual speed and verbal understanding; inductive,
2 statements deductive, and reasoning
visualization of space[4][5][11][12]
3 MSME performance Product; marketing; and finance[13][14][15]

Source: processed data

Sample and Population

The population is the whole subject of research while the sample is a part of the population that is represented as
a benchmark for drawing conclusions as applicable to the population[16]. In this study, the population in this study
was all business people or MSME producers in several distric of East Java Province. Based on the results of a survey
from the cooperative and MSME services, as well as the East Java Industry and Trade Office, it can be seen that
there are approximately 30,000 MSME units. To take samples, researchers used probability sampling techniques
with purposive sampling[7]. The purposive sampling technique was chosen because the researcher has special
criteria so that the samples taken will be in accordance with the research objectives and can provide a more

representative value[9]. The conditions used are MSMES[17].

Data Type and Data Collection

The data in this study, which are primary data from MSMS entrepreneurs, were collected using a questionnaire
or questionnaire—adata collection technique by giving questions or written statements to respondents to be
answered[17][16]. The questionnaire in this study contains questions related to independent variables, namely
regarding abilities, skills, and knowledge[18]. These variables are measured using a Likert scale. Likert scale is used

to measure income, attitude, and perception of a person or group of social phenomena[16].

Data Analysis Technique

Data analysis techniques in quantitative research use statistics using Structural Equation Modeling (SEM) with
the help of the AMOS application program[9][7]. The data analysis technique used is descriptive statistical
techniques[9].
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Descriptive statistics is a statistical technique used in analyzing data by describing data that has already been
collected, as it is without aiming at making conclusions that are applicable in general[7]. Structural Equation
Modeling (SEM) is a statistical technique to analyze the pattern of relationships between latent constructs and their

Indicators, latent contracts with each other, and direct measurement errors[7].

The suitability of the model is evaluated through a review of the Goodness of fit criteria. Data are evaluated to
meet SEM assumptions[19].

a. SEM assumptions

1. The minimum sample size in SEM is 100.

2. Normality and Linearity

3. Assuming normality in SEM can use the value c.r with a range of values between -2.58 to +2.58 so that the
data can be declared normally distributed

4. Outliers are data that have unique characteristics that look different from other data and appear extreme
values for either a single variable or a combination variable.

5. Multicollinearity and singularity.Multicollinearity can be determined from the determinant of the covariance
matrix. The small determinant value of the covariance matrix indicates the presence of multicollinearity or
singularity.

b. Validity and Reliability Tests

Validity test is used to test the validity of research instruments. Validity is a measure that indicates the level of

validity of the instrument. The instrument is said to be valid if it is able to measure the desired thing[16].

Validity testing in research uses convergent validity by looking at the value of the loading factor. The
standardized loading factor value must be equal to 0.50 or more ideal should be 0.70. If the loading factor value is
still below 0.50 then for further analysis the Indicator must be discarded[16].

c. Model Assessment

Some indices to measure the degree of concordance between the hypothesized model and the data presented are
as follows.

Table 2: Goodness of fit index

Goodness of Fit Index Cut off Value
Chi-Square Statistic Expected to be small
CMNDF <2,0

GFlI >0,90

AGFI >0,90

RMSEA <0,08

TLI 20,95

CFI 20,95

Source: [6]
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6. Hypothesis Test
The hypothesis in this study was tested using SEM. Hypothesis testing in SEM there is two types, hypothesis
testing models and testing hypotheses about the causality relationship[19]. Testing the hypothesis of the model using

a probability value of > 0.05. Model hypotheses can be tested using goodness of fit.

111.RESULT AND DISCUSSION

1. Assumption Test

Testing assumptions in SEM using the assumptions test for normality, linearity, multicollinearity, and
singularity[19]. Assumption tests are carried out using AMOS version 21,
Normality Test

Normality assumption test results obtained from the AMOS output has a c.r value of 5.233 indicating that the
data are not normally distributed because the data is said to be normally distributed if the normality value is between
-2.58 to +2.58.

Linearity Test

Outlier data is data whose value is far above or below the average data value. Mahalanobis distance value is used
to find outlier data. A data is said to have outliers if p1 and p2 <0.05.
Multicollinearity Test

The multicollinearity test is indicated by a warning from the AMOS application. Based on this, if there is no

warning when analyzing, then there is no multicollinearity of data.

The Elimination of outlier data output results on AMOS based on mahalanobis distance is done to meet the SEM
assumptions that have not been met, such as normally distributed data and the presence of outliers. After the outlier
data is deleted and re-estimated, the results of the linearity test on the AMOS output show that there is no outlier

data and the data is normally distributed with a c.r value of 2.167.

2. Validity

Uji kelayakan model
chi-square=374,890
cmin/df=2,840
df=132

Figure 1: Research Model
Source: processed data wis Amos 21.0 (2019)
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Table 3: Standardized Regression Weights

Estimate Description

X1.6

X1.5
X1.4
X1.3
X1.2
X1.1
X2.6
X2.5
X2.4
X2.3
X2.2
X2.1
Y11
Y1.2
Y13
Y1.4
Y15
Y1.6

GCG practices
GCG practices
GCG practices
GCG practices
GCG practices
GCG practices
Financial reporting
Financial reporting
Financial reporting
Financial reporting
Financial reporting
Financial reporting
MSME performance
MSME performance
MSME performance
MSME performance
MSME performance
MSME performance

,694

,699
,526
,256
,250
,254
,805
823
767
717
,568
,553
,564
,695
,173
,142
,232
531

Valid
Valid
Valid
invalid
invalid
invalid
Valid
Valid
Valid
Valid
Valid
Valid
Valid
Valid
invalid
invalid
invalid
Valid

Source: Processed Data (2019)

The indicator can be said to be valid if the value of the standardizer loading estimation is equal to 0.50 or ideally

should be 0.70. Invalid contract indicators must be excluded from the analysis as a condition for continuing further

testing. Except Variable preparation of financial statements because Variable preparation of financial statements is

an exogenous variable. The results of issuing an Indicator are not as follows:

Uji kelayakan model
chi-square=141,397
cmin/df=2,772

df=51

prob=,000
GF1=,838
AGFI=752
CFI=835
TLI=786
RMSEA=114

Figure 2: Research model after invalid indicator being eliminated
Source: Data was processed with Amos 21.0 (2019)
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Table 4: Standardized Regression Weight (after invalid Indicator were eliminated)
Estimate  Description

X1.6 <-- GCG practices ,676 Valid
X15 <-- GCG practices ,733 Valid
X1.4 <-- GCG practices ,554 Valid
X2.6 <-- financial_reporting ,810 Valid
X25 <-- financial_reporting ,827 Valid
X2.4 <-- financial_reporting , 767 Valid
X2.3 <-- financial_reporting 711 Valid
X2.2 <-- financial_reporting ,564 Valid
X2.1 <-- financial_reporting ,547 Valid
Y11l <-- MSME Performance ,554 Valid
Y12 <-- MSME Performance ,701 Valid
Y16 <-- MSME Performance ,558 Valid

Source: processed using Amos 21.0 (2019)

Validity Value of each Indicator can be seen that all instruments used to measure the research Indicator are
declared valid, can be seen from the estimated values above 0.50, match with the limits of convergent validity.
3. Reliability

Reliability is an instrument that is trusted as a data collection tool because the instrument is good which can be

tested with the following formula:

(3.5td. Loading)?
(3Std. Loading)? + €.j

construct Reliability =

Description :
Std. Loading = standarized loading of each Indicator
€] = measurement error of each Indicator

The reliability value of the instrument in the SEM reliability test is more than equal to 70% (>0.70)[20]. The
instrument is said to be reliable if the reliability value is more than equal to 70% (>0.70). If the reliability range of
60% - 70% (0.60 - 0.70) can still be accepted with the terms of the validity of the Indicator in a good model. The

reliability test results for each variable are as follows.

Table 5: Construct Reliability

Construct ¥ Standarized Loading @ ) ) Yej Reliabilitas Keterangan
Standarized Loading)2
GCG practices 1,963 3,853 1,699 0,694 Reliabel
Finacial Reporting 4,226 17,859 2,949 0,858 Reliabel
Work Performance 1,813 3,287 1,890 0,635 Reliabel

Source: processed data(2019)
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4. The goodness of the FitModel Test

The model in SEM is assessed by how far it is in adjusting the hypothesis of the model is sufficient to explain
the existing sample data[20]. This test is carried out to find out how they fit the model with the research data

obtained.

Based on the analysis conducted, it can be seen the results of the output of the goodness of fit test are as follows:

Uji kelayakan model
chi-square=141,397
cmin/df=2,772
df=51
prob=,000
GFI=,838
AGFI=752
CFI=835
TLI=,786
RMSEA=,114

Figure 3 Diagram Output of Early SEM Trajectory Model
Source: data processed with Amos 21.0 (2019)

Table 6: Goodness of fit early model test result

Goodness of Fit Index Cut off Value  Score in research Description

Chi-Square Statistic Expected to be low 141,397

CMNDF <2,0 2,772 Poor fit
Probabilitas >0,05 0,000 Poor fit
GFI >0,09 0,838 Poor fit
AGFI >0,09 0,752 Poor fit
RMSEA <0,08 0,114 Poor fit
TLI >0,95 0,786 Poor fit
CFlI 20,95 0,835 Poor fit

Source: processed data(2019)
Based on the results of the Goodness of fit test model in Table 4.13, it was concluded that the model was not fit
with the study because it still did not meet the recommended Goodness of fit model, so the research needed a model

modification.
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5. Modifications Model

Uji kelayakan model
chi-square=41,810
cmin/df=,929
df=45
prob=,608
GFl=,952
AGFI=918
CFI=1,000
TLI=1,009
RMSEA=,000

Figure 4: Output SEM model trajectory diagram modification
Source: data processed with Amos 21.0 (2019)

Table 8: Goodness of fit modification model test result

Goodness of Fit Index Cut off Value  Score in research Description
Chi-Square Statistic expected tobe small 41,810
CMNDF <2,0 0,929 Good fit

Probabilitas ) >0,05 ) 0,608 ) Good fit
GFI 20,90 . 0,952 Good fit
AGFI 20,90 0,918 Good fit
RMSEA <0,08 0,000 Good fit
TLI 20,95 1,009 Good fit

CFlI >0,95 1,000 Good fit

Source: processed data(2019)
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6. Hypothesis Test
After the SEM Model fit hypothesis testing can be done, hypothesis testing is done by observing the value of
C.R. (critical ratio) contained in the AMOS Table regression weight output.

Table 9: Regression Weights
Estimate S.E. C.R. P Label

MSME performance <--- GCG practices 395 ,133 2,961 ,003 par_10
MSME performance <--- Financial reporting -,009 ,079 -,119 ,905 par_11

Source: processed data

Hypothesis testing is conducted by comparing the value of C.R. in the table with a critical value that is identical
to the t-value, which is 1.65 at a significance level of 5%. If the value of C.R. greater than the critical value with a
significance level of p <0.05, then the hypothesis is rejected. From the results of this output, this can be interpreted
that GCG Practices have a significant influence and have a positive distribution on the performance of MSMEs.

Meanwhile, the preparation of financial statements does not have a significant effect on the performance of MSMEs.
Based on the results of research, we found that:

1. Effect of Good Corporate Governance practices on Business Performance

The results of the data output of this study are known to have a C.R value of 2.961. This value is greater than the
critical value, which is 1.65. Therefore, it can be concluded that hO is rejected and ha accepted, which means that the
data shows that there is a positive and significant influence of GCG practices on business performance. The more
implemented of GCG practices on medium entreprises are, the better the business performance will be. This result
inline with previous studies and are also supported by the results of field surveys. As the results of research from
Jaswadi[14][12] where GCG implemented on SME’s has a significant positive effect on MSME Performance.
Because the implementation of good corporate governance in their fields is able to make a big influence on what
they are doing[21][22][23]

2. Effect of Preparation of Financial Statements on Business Performance

The results of the data output of this study are known to have a C.R value of -0.119. This value is much smaller
than the critical value, which is 1.65. so, it can be concluded that ha is rejected and ho is accepted which means the
data shows that the preparation of financial statements does not have a significant effect on the performance of the
SMEs[24][14].

The results of this study are supported by several previous studies that business performance is not affected by
the preparation of financial statements, such as the results of research conducted by Nurlaela (2015)[25] which states
that the preparation of financial statements has no significant effect on the performance of the SMEs[5][10].
However, if the preparation of the financial statements is good, it is likely to make the effort that was initially
difficult to make loans at the bank now younger. While in real terms through a survey conducted by researchers the
several districs of East Java Province. Most business actors simply record the transactions that occur without

accounting books that are good and right, but this does not affect the performance of the venture effort. The proof is
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that even without the financial statements the entrepreneurs are able to produce a large turnover and are able to
distribute their homemade goods outside the island.

1VV. CONCLUSION
Based on the results of research that has been done, then this can be drawn a conclusion that:

1. This study aims to find a fit model of the influence of GCG practices, and Financial Report Preparation on
Business Performance conducted in East Java Province located in Sidoarjo, Surabaya, Pasuruan, Malang and
Madiun. This research is shown in the SEM fit model output.

2. The analysis shows that GCG practices has a positive influence on improving business performance by
0.395 or 39.5%. However, the Indicator of insider ownership has the lowest impact among other Indicators
of the good corporate governance practices.

The analysis of the research shows that the preparation of financial statements does not have a significant
influence on improving business performance, according to the results of field research which proves that the
business of employees with employees who exceed 50 employees and their businesses increase rapidly but does not
provide financial reports.
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