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Abstract. The current situation regarding of the micro, small, medium,
enterprises (MSMESs) business still remains a serious problem, and it is affected
by the poor financial performance. This research exploring the influence of
accounting information systems and internal control on financial performance of
MSMEs in Bandung City. This invenstigation used a quantitative approach using
verificative analysis to evaluate the association with the factors under study. 80
MSMEs owners in Bandung City were given questionnaires to complete in order
to gather data. The sampling technique used was purposive sampling, focusing
on MSME:s that have been actively operating and maintaining basic financial
records. SEM-PLS was used to analyze the data in order to assess the
relationships and test the suggested study hypotheses. These results highlight
importance of adopting effective accounting systems and strengthening internal
control practices in order to improve financial management. Furthermore, the
findings provide practical implications for MSME owners and local governments
to enhance record-keeping effectiveness, strengthen internal control systems, and
support sustainability and competitiveness of MSMEs. Clear job separation,
continuous financial activity monitoring, and periodical cash and inventory
verification can all help implement internal control effectively and lower the risk
of mistakes and fraudulent activity. This investigation highlights the
establishment of internal control and a successful information system that
positively increases MSMEs financial performance.

Keywords: Accounting system effectiveness, Internal control, financial
performance.

Introduction

and Internal Control Quality: Implications for MSME

Micro, Small, and Medium Enterprises (MSMEs) perform a crucial partin the Indone-
sian economics according to absorb a large workforce and make a tangible contribution
to nationaleconomic growth. The government positions MSMEs As an essential com-
ponent of growth in the economy, particularly through activities in the trade, services,
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and home industry sectors, which cover various fields such as manufacturing, agricul-
ture, culinary businesses, and the utilization of digital technology. More than 65 million
business units are MSMEs in Indonesia, which not only supportlocal economic growth
butalso drive regional economies, including in remote areas.

Despite their substantialeconomic contribution, MSMEs continue to suffera num-
ber of operational challenges, including poor management human resources, limited
technological mastery, and weak financial management practices [1]. Many MSMEs
actors have not implemented structured financial record-keeping, making cash flow
management challenging and make appropriate business decisions. This condition af-
fects the low effectiveness of MSMESs’ financial performance.

Adopting a system for accounting information (AIS) is essential forfacilitating bet-
ter decision-making by supplying fast,accurate,and pertinent financialdata (Aditya &
Wati, 2022) [2]. For the system to operate properly, components such as users, proce-
dures, data, hardware, software, and internal controls must be integrated. In addition,
adequate internal control is also an important factor in improving MSMEs’ financial
performance. A good internal control system can reduce the possibility of fraud and
mistakes,and improve the accuracy of financialdata [3].

However, AIS and internal control implementation in MSMEs at regional level still
faces various constraints,as seen in Cicendo District, BandungCity, where the imple-
mentation of AIS has helped the transaction recording process because most inflows
and outflows of goods are automatically recorded. Nevertheless, technicalissues such
asserver disruptions or limited human resource capabilities in operating the system still
cause some records to be made manually, which is prone to errors. In terms of internal
control, cases of cash or inventory losses are still found due to weaknesses in record -
keeping and unclear division of responsibilities, which are often still centralized with
the owner. This situation affects the accuracy of financial reports, cash flow stability,
and control over business assets.

The intention of this study is to find out how internal control and Accounting Infor-
mation Systems (AIS) deployment improve MSMEs' financial performance in Bandung
City's Cicendo District. It is anticipated thatthe study's findings will offer useful sug-
gestions for MSME actors in improving financial management, as well as input for
local governments to strengthen assistance and training programs for MSMEs in the
digital era.

2 Literature Review

Accounting Information System (AIS) is a system that businesses use to gather, docu-
ment, store, and handle financial data in order to produce useful information for deci-
sion-making [4]. Similarly, Puspitawati & Anggadini (2022:39) AIS designed to pro-
vide users with high-quality accounting and financialinformation to support decision-
making [5]. AIS functionsan organizationaltool thatassists in managingand control-
ling economic and financial activities within a company. Based on these views, AIS
canbe defined asa system used to transform financialdata into information that man-
agers may utilize to make decisions and financial management. According to Mirosea
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et al. (2024:13), confirming that: (1) suitability, (2) reliability, (3) relevance, (4) effi-
ciency, and (5) security asan Indicators of AIS [6].

Assortment of company protocols focused at protect assets, guarantee information
correctness, intensify operational efficiency, and compliance with established stand-
ards. Internalcontrol as a set of procedures aimed at guarantee assets, producing relia-
ble accountinginformation, intensify efficiency,and ensure compliance with company
regulations. Therefore, internal control interpreted as a system implemented within an
organization to secure assets, provide trustworthy financialinformation, increase oper-
ationalefficiency, and ensure compliance with applicable policies. According to Suha-
yati(2021:177-194), the indicators used to measure internal control comprise the fol-
lowing: (1) monitoring; (2) risk assessment; (3) control actions; (4) information and
communication; and (5) control environment [7].

Rahayu (2021:7) states that A company's financial success implies its capacity to
deliver value for its capital owners in an effective and efficient manner [8]. Financial
performance asthe outcome achieved by a company in managing its financialresources
to accomplish specific goals. Thus, financial performance can be interpreted as the level
of effectiveness and efficiency in financialmanagement to achieve organizationalob-
jectives. Chabacbib et al. (2020:20) indicate that a number of measures, including (1)
sales growth, (2) profit growth, (3) market share growth, and (4) asset expansion, can
be used to evaluate financialsuccess [9].

Heru (2022:98) explains thataccounting information systems (AIS) generate finan-
cial information that is reliable, relevant, and timely, allowing MSMEs to oversee their
business operations and enhance operationalefficiency [10]. AIS combines hardware,
software, users, procedures, and data to produce accurate financialreports. Several pre-
vious studies have also demonstrated the positive influence of AIS on MSME perfor-
mance. Research conducted by Saputri & Shiyammurti (2022), Winarsih & Istianah
(2024), Regita et al. (2024), and Lubis & Lufriansyah (2024) consistently found that
AIS hasa favourable and substantial effecton MSME performance [11-14].In addition,
internal control systems support organizations in achieving their objectives efficiently,
generating reliable financial reports, protecting assets, and ensuring compliance with
applicable regulations. Segregation of duties within internal control may decrease the
potential of scams, errors, and inefficiencies. Supporting this view, earlier research
from Nguyen & Tuan (2021), Kaka et al. (2023), and Aneta & Podungge (2021) indi-
catethatinternalcontrol hasa favorable and substantialimpact on the financial perfor-
mance of organizations [15-17].

Based on the above framework, the following hypotheses can be formulated:
H1: MSMEs' financial performance is impacted by the implementation of accounting
information systems.
H2: MSMEs' financial performance is impacted by internal control.

This study paradigm described in Fig. 1:
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Fig. 1. Research paradigm.

3 Methodology

This study applies quantitative method. The variables in this study consist of Account-
ing Information Systems (X1), Internal Control (X2), and Financial Performance (Y).
The data were collected from the field through the distribution of questionnaires to
MSMEs in Bandung City. The questionnaire utilized a five-point Likert scale and sup-
ported by interviews, observations, and documentation. The population of this study
comprised 394 registered MSMEs in the Cicendo District, covering various sectors in-
cluding culinary, fashion, crafts, services, trade, and others. Eighty responders made up
the sample size, which wasdetermined using the Slovin formula with a 10% margin of
error. To guarantee thatevery MSME had an equalchance of beingchosen asa sample,
a straightforward random samplingtechnique was used. SmartPLS version 4 was used
for data analysis. Convergent validity, discriminant validity, and reliability tests were
used to evaluate the measurement framework (outer model) as part of the verification
process. Furthermore, the R-square value, effect size (f2), Goodness of Fit (GoF), and
hypothesistesting ata 5% significance level were examined in orderto assess the struc-
tural model (inner model).

4 Results

Outer Model Test includes convergent validity, discriminant validity, and reliability
testing. A reflective measure of convergent validity is considered high if the factor
loading is >0.60 and Average Variance Extracted (AVE) value for each construct is
>(0.5. Because it satisfied the predetermined criteria, theloading factorlarger than 0.60
and the AVE above 0.5 in this study were deemed legitimate and appropriate foraddi-
tional investigation.

Discriminant validity reflects how well a constructis empirically distinct from other
constructs, it was evaluated using Cross-Loading and Fornell-Larcker criterion. The
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findings illustrate thateach indication loads greater than the others on the correspond-
ing construct, suggesting that the indicators effectively represent their intended varia-
bles. Therefore, all discriminant validity requirements have been satisfied. Reliability
analysis was carried out to assess the measurement tool's consistency. Assuming a con-
struct's Composite Reliability and Cronbach's Alpha scores are both (see Table 1).

Table 1. Reliability test result.

Variable Cronbach’s alpha Composite reliability
Accounting Information Sys- 0,852 0,893
tem
Internal Control 0,834 0,879
Financial Performance 0,767 0,851

Based on thetable above,all variables demonstrate acceptable dependability, asthe
Composite Reliability and Cronbach's Alpha values are both higher than the 0.70 cut-
off. This indicates that the measurement instruments are consistent and suitable to fur-
ther analysis.

Structural Model Test analysis forms part of hypothesis testing and evaluates The
associations between latent variables that are endogenous and exogenous. R -square (R?)
value applied to estimate percentage of variability in endogenous variable explained by
the exogenous variables. A model is considered strong if its R2 value is greater than
0.67, moderateifit is about 0.33,and weak if it is roughly 0.19. Financial Performance
(Y) in this study has a moderate R? value of 0.606. This suggests that internal control
and accountinginformation systems together account for 60.6% of the variation in fi-
nancial performance, with additional factors not covered in this study influencing the
remaining 39.4% (see Table 2).

Table 2. Path coefficients.

Variable Path Coefficients
Accounting Information System (X1) ---Financial Performance (Y) 0,458
Internal Control (X2) --- Financial Performance (Y) 0,439

The Accounting Information System has coefficient of 0.458, indicating moderate
and positive influence on financialperformance. This implies that improvementsin ac-
counting system are likely to enhance financial outcomes. Similarly, Internal Control
coefficient 0.439, also indicating a moderate positive contribution to financial perfor-
mance.

Effect size (f?) performed to gauge how much each independent variable changes the
dependent variable. The {2 value for Accounting Information Systems is 0.396, while
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Internal Control has a value of 0.364. Both values fall towards the "good" range, re-
flecting that these factors significantly contribute to improving Financial Performance.
The Goodness of Fit (GoF) was calculated by multiplying the average AVE with the
average R?value. A GoF value exceeding 0.38 indicates a well-fitting model. The result
0f 0.604 suggests the model demonstrates strongexplanatory powerand is appropriate
for hypothesis testing.

4.1  Hypothesis Testing

Hypothesis testing was conducted using t-statistic threshold at 1.990 and a significance
level at0.05. Accepted hypothesis when t-statistic exceeds 1.990 and p-value less than
orequalto0.05 (see Table 3).

Table 3. Hypothesis testing through path coefficients with bootstrapping technique.

Hypotesis Original Sample  T-Statistics P-Value Results

Hi MSME:s Financial Per- 0,458 5,339 0.000 Accepted
formance Impacted by
Implementation of Ac-
counting Information
Systems.

H,  MSMEs Financial Per- 0,439 5,564 0.000 Accepted
formance Impacted by
Internal Control.

With an original sample value 0f 0.458, a t-statistic of 5.339> 1.990, and a p-value
0f 0.000 < 0.05, the hypothesis testing results show that Accounting Information Sys-
tems have a positive and significant effect on Financial Performance. As a result, H
that Financial Performance positively and significantly impacted by Accounting Infor-
mation Systems implementation is acknowledged. With an initial sample value of
0.439, a t-statistic of 5.564 > 1.990, and a p-value 0f0.000 < 0.05, the findings of the
hypothesis testing using path coefficients show that internal control hasa positive and
significant influence. As a result, H2 that Internal Control significantly and favorably
affects Financial Performance is acknowledged.

4.2 The Effect of Accounting Information System Implementation on the
Financial Performance of MSMEs

The hypothesis testing results indicating thatthe implementation of Accounting Infor-
mation System (AIS) hasa positive and significant influence on MSMEs Financial Per-
formance. The suggestions outlined that more effective implementation of AIS contrib-
utes to better financial performance. These findings support Heru (2022:98), who states
thatreliable, relevant, and timely accountinginformation effectively monitorand man-
age their business activities [10]. AIS requires the integration of several components—
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such ashardware, software, users, procedures, and data—to generate accurate financial
reports. However, the application of AIS among MSMEs in Cicendo District still en-
counters several obstacles, including server interruptions, system maintenance issues,
and limited understanding of the system amonghuman resources. These challenges of-
ten lead businesses to revert to manualrecord-keeping, which increases the risk of er-
rors. The questionnaire results indicate that the reliability indicator was rated “fairly
good” by 67.75% of respondents, suggesting that technicalissues in AIS operations are
still present. Meanwhile, the suitability indicator received a “fairly good” rating from
66.25% of respondents, indicating that the system hasnot yet fully aligned with busi-
ness needs. These results are consistent with earlier research carried out by Saputri &
Shiyammurti(2022), Regita et al. (2024), and Lubis & Lufriansyah (2024), which also
concluded that MSME:s financial performance is positive significantly impacted by AIS
[11,13,14].

4.3 The Effectof Internal Control on the Financial Performance of MSMEs

Considering the outcomes of the hypothesis test, H> was accepted, indicating MSMEs'
financialperformance is positively and significantly impacted by internal control. This
suggests that improving financial performance can be achieved through more robust
internal control implementation. These results corroborate the idea that effective inter-
nal control to asset protection, dependable financial reporting, operational effective-
ness, and adherence to relevant legislation. Segregation of roles can lower the risk of
mistakes and fraud. However, the implementation of internal control among MSMEs
in Cicendo District is still relatively limited, as reflected by recording mistakes and
management practices that are largely centralized underthe business owners. The ques-
tionnaire results show that therisk assessmentindicatorreceived a “fairly good” rating
from 67.75% of respondents, indicating that certain procedural weaknesses still exist
and may potentially lead to financial losses. Meanwhile, the control environment indi-
catorwasrated “fairly good” by 66.00% of respondents, suggesting that the distribution
of responsibilities and the application of internal control practices have not yet been
fully optimized. These findings align with previous studies conducted: Nguyen & Tuan
(2021), Kaka et al. (2023), and Aneta & Podungge (2021), which also concluded that
internal control has a positive and significant effect on financialperformance [15-17].

5 Conclusion and Recommendation

Financial performance of MSMEs in Bandung City's positive and significantly im-
pacted accountinginformation systems (AIS) and internal control. The research results
verify internal control explains 43.9% of the variation in financial performance,
whereas AIS for 45.8%. This suggests that more effective utilization of AIS, combined
with stronger internal control practices, leads to improved financial outcomes for
MSME:s. These results emphasize how important internal controlsystems and account-
ing technology areto improving the accuracy of financialreporting, maintaining stable
cash flow, and ensure proper asset management. In addition, the findings are consistent
with theories and prior empirical studies, which indicate the integration of accounting
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information systems and internal control practices can significantly improve organiza-
tional performance. MSMEs are encouraged to optimize the implementation of AIS in
their business operations to ensure that financial transaction recording becomes more
systematic, precise, and supportive of managerial decision-making. Moreover,
strengthening internal control systems is essential, particularly through the implemen-
tation of clear task segregation, continuous monitoring of financialactivities, and rou-
tine verification of cash and inventory to minimize the possibility of mistakesand dis-
honest behavior. From the standpoint of regulations, local governments are expected to
play an active role by providing training programs and continuous assistance to
MSMEzs, especially in adoptingdigital-based accountingsystems and improving finan-
cial management capabilities. Such initiatives are important to ensure sustainable im-
provement in MSMEs financial performance. For future research, it is recommended
to incorporate additional variables that may influence financial performance, in order
to provide deeper empirical findings and a more thorough understanding of MSMEs
development.
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