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Abstract. The development of public sector accounting was now propelled by stakeholder demands
on bureaucratic performance, accountability and transparency, to pay close attention to tax revenues and
expenditures with due regard to financial governance through positive auditing results. The Indonesian
government enacted a new rule of Government Accounting Standard No. 71 of 2010 which fundamentally
changed the form of government accounting books. The impact of these changes on budgeting, auditing
and government performance in the early days of their implementation is crucial as a basis for reference
for later reforms. This study aims to examine empirically the effect of audit opinion on the performance
of Indonesian local governments by considering the mediating effect of revenue and expenditure real-
isation based on legitimacy and public choice theories. Data from 32 provinces in Indonesia during the
2010-2014 period with a total number of 150 observations (province-years) was analysed by least square
regression. The research found that, in line with legitimacy theory, the previous year’s audit opinion had
a significant and positive effect both directly and indirectly through the realisation of regional expendi-
ture as a mediating variable on the performance of local governments. However, regarding public choice
theory, the results must be carefully interpreted as the mediating effect of the realisation of expenditure
on how audit opinions affect the performance of the provincial government depending on the measure-
ments used. The result may be used by the government, provincial government, local parliament and the
Audit Board of Indonesia in policy setting, supervision and inspection in improving the performance of
the provincial government. Audit opinion, in relation to the realisation of government expenditure and its
function, indirectly boosts the performance of local government in developing countries.
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NCCNIEQOBATEJIbCKAS CTATbS

A. Kaxap @, A. U. dypkan @ >4, T. Tenpunada @

YHusepcutet Tagynako, r. MNany, MHpoHe3us

BnausHue ayautopckux nposepok Ha hopMupoBaHue 6romxera
n 3Pp(PEKTUBHOCTb NPaBUTENbLCTBA: HA MPUMEpPEe PEerMoHaIbHbIX OPraHoB
Bnactu UHpoHesuu

AHHOTaums. HeobxoammMocCTb yaoBAeTBOpEeHNUS 3PHEKTUBHOCTU, MOAOTYETHOCTU U MPO3PAYHOCTU DUHAHCO-
BbIX CTPYKTYp NpUBENa K Pa3BUTMIO CUCTEMbI ByXranTepcKoro yyeTta B rocyAapCTBEHHOM cekTope. [puctanbHoe
BHMMaHWe yaensieTcsl HaNoroBbiM AOXOAAM M PacX0faM, BaXKHYKO POSib UFPAKOT NONOXUTENbHbIE ayAUTOPCKUE
3aKkntoueHus. MNpuHaTHe NpasuTeNbCTBOM MHAOHE3MM HOBOrO npasuna [ocynapcTBeHHOro craHaapTa byxran-
Tepckoro yyeta N2 71 ot 2010 roga npvBeno K CyLLeCTBEHHbIM U3MEHEHUAM B 3TOM chepe. BansHue atmux mns-
MeHeHUI Ha popMMpoBaHMe BroaXKeTa, ayauT U 0eaTeNbHOCTb NPaBUTENbCTBA NPeaonpenennT cyabby fanb-
Henwunx pedopM. B HacTosLeM nccnenoBaHMn aHanmn3npyeTcs BAMSIHUE Pe3yNbTaToB ayaUMTOPCKMX NPOBEPOK
Ha AesTeNbHOCTb MECTHbIX OPraHoB BAACTU MHAOHe3mu. B ctatbe Ha OCHOBE TeOpWiA NErMTUMHOCTU U obLue-
CTBEHHOTO0 BbIOOpa MCCNeayeTcs pacnpeneneHme 4OX0A0B U pacxonoB. [daHHble no 32 npoBUHLMAM NHOOHe3UK
3a nepuof, 2010—2014 rr. (Bcero 150 HabnoaeHMM) NpoaHann3npoBaHbl NpY NOMOLLM METOAA perpeccum Hau-
MeHbLUMX KBaApaToB. B COOTBETCTBMM C TEOpUEN NErMTUMHOCTH, pe3Y/bTaTbl AyAUTOPCKOM NPOBEPKM 3a Npeabl-
[YLLMIA rof, OKa3bIBaOT CYLLECTBEHHOE NONOXUTENbHOE BANSIHWE HA 3 hEKTUBHOCTb MECTHbIX OPraHOB BNaCTy,
npuYeM 370 BIUSHME ObINO KaK NPsSMbIM, TaK M KOCBEHHBIM (Yepe3 OMoCpeayoLLYH NepeMeHHYI0 «peann3aums
pernoHanbHbIX pacxoaoBy). YTo kacaeTcs Teopmm 06LLeCTBEHHOMO BbIGopa, NOA0OHbIN KOCBEHHBIN 3ddeKT cne-
[lyeT MUHTepnpeTUMpoBaThb C OCTOPOXHOCTbIO B 3aBUCMMOCTM OT UCMOMb3yeMbIX MoKasaTenei. [lpaButenscTso, op-
raHbl BAACTU B NPOBUHLMAX, MECTHbIN NapnameHT n CyeTHas KoMMccus MHOOHE3MM MOryT MCMOb30BaATb NONY-
YeHHble [aHHble Npu pa3paboTke NOMUTUKM HAA30pa U KOHTPONS B LeNsX yaydleHus paboTbl MeCTHOro npa-
BUTeNbCTBA. CAenaH BbIBOL, YTO ayAWT rOCYLapCTBEHHbIX PACXO40B KOCBEHHO NMPUBOAMT K NOBbILLEHUIO 3D dek-
TUBHOCTM MECTHbIX OPraHOB BAACTV B Pa3BMBAIOLLMXCS CTPaHaX.

KntoueBble coBa: rocyaapCTBEHHbIN YYeT, ayauT, 61oKeT, BropokpaTuyeckas AesTenbHOCTb, NOAOTYETHOCTb M MPO3PAYHOCTb,
Teopus 06LLECTBEHHOTO BbIGOPA, ayAMTOPCKOE 3aK/IIOUEHWE, yNpaBaeHUe, PErMOHAbHbIE OpraHbl BAacTh, MHLoHe3us

[nsa uutupoBaHusa: Kaxap A., @ypkaH A. Y., TeHpunaga T. (2023). BausHue ayaMTopckux npoBepok Ha dopMupoBaHue 6toa-
XeTa U 3HEKTUBHOCTb MPABUTENBCTBA: HA NMPUMEPE PErMOHaIbHbIX OpraHoB BnacTu MHAoHe3nn. JkoHoMuka pezuoHa, 19(1).

C. 289-298. https://doi.org/10.17059/ekon.reg.2023-1-22.

1. Introduction

Reforming public sector organisations, espe-
cially in government in some countries, is based
on the assumption that improving the quality of
governance mechanisms and accountability will
improve the performance of public sector organi-
sations (Grossi & Steccolini, 2014; Almqvist et al.,
2013; Abd Aziz et al., 2015; Adhikari & Garseth-
Nesbakk, 2016; Jahid et al., 2020). In general, fi-
nancial reports prepared by ministries/agencies
and local governments in Indonesia are consid-
ered a medium for financial accountability pre-
sented in accordance with Government Accounting
Standards. However, this audit opinion is used as
a medium to propagate government performance
to the media and the public. In Indonesia, positive
audit results are imaged to create public opinion
that government institutions have carried out ac-
tivities and management in an accountable man-
ner, and are free of corruption. This shows that
public opinion can be used as a political tool to
gain support and legitimacy from the public and
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stakeholders (Adiputra et al., 2018; Furgan et al.,
2021). This support is in turn used to make the
public more trusting and obedient to pay taxes
to improve revenue performance. Gutomo (2015)
shows the improvement in the quality of finan-
cial reporting by local governments in Indonesia
in 2012 compared to that of 2010. Although there
is an increase in unqualified opinion from 34 to
67, this number is still relatively small because it
is only 16 % of the total reports. This number is far
below the number of state institutions and minis-
tries that received unqualified opinions (77 % of
the total reports). From the sequence, the provin-
cial government obtained relatively more unqual-
ified opinions (36 %), followed by municipalities
(25 %) and district levels (12 %).

On the other hand, negative assessments can
have an impact on public understanding that
there are mismanagement and corruption in gov-
ernment. In turn, this will result in decreased pub-
lic legitimacy and public distrust of transpar-
ent tax allocations. This shows that audit opin-
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ion has been seen as a source of public legitimacy,
and a driving force for improving government
performance through tax performance, and allo-
cating expenditures through transparent and ac-
countable means. This suggests that local gov-
ernment initiatives to improve financial and au-
dit performance can have an effect on public trust.
Theoretically, previous studies have confirmed
that the financial performance and public services
of local governments are influenced by the mana-
gerial characteristics and initiatives of local gov-
ernment (Andrews & Van de Walle, 2013; Mariyam
& Setiyowati, 2021; Rodrigues et al., 2012; Tat-Kei
Ho, 2002). In terms of the relationship between
local government performance and audit opin-
ion, previous literature confirmed the existence
of the mediating effect of expenditure realisation.
Birskyte (2019) and Alcaniz (2010) presented em-
pirical results of the relationship between bureau-
cratic performance and expenditure realisation at
the local level. Hence, to broaden the empirical
scope the relationship between audit opinion, lo-
cal government performance and expenditure re-
alisation, this study examines data from 32 provin-
cial-level local governments in Indonesia. Using
a province-year and Java and non-Java basis, the
sample testing was divided into two groups: one
group for the overall test with a total number of
observations of 150 (province years), by differenti-
ator of Java and non-Java analytical basis.

2. Literature Review

In general, regarding the relationship of au-
dit opinion and local government performance,
previous studies revealed that audit findings are
empirically proven to significantly affect the per-
formance and the service quality of sub-national
government (Furgan et al., 2020; Abdullah et al.,
2020). In the field of public finance, this kind of
relationship is an indicator of legitimacy in the
public sector, where audit findings become a driv-
ing force for local governments to further improve
service quality and performance to gain legiti-
macy and credibility of government management.
In general, Suchman (1995) states that organisa-
tions will behave and have activities in accordance
with stakeholder expectations. Afiah & Azwari
(2015) found that the application of public sector
financial accounting and supervision had an effect
on the financial reports in government sector.

Masdar et al. (2021) revealed that audit opin-
ion of the financial statements is a representa-
tion of the achievement of accountability by lo-
cal government. In Indonesia, there is a differ-
ence between financial management perfor-
mance and general government performance.

Audit opinion in this context is related to the
performance of financial management as as-
sessed by the Financial Supervisory Agency,
while the performance measures in this study re-
fer to the Performance of Government Institution
Performance Accountability as assessed by the
Ministry of Administrative Reform. Based on this,
it can be illustrated that when the audit opinion is
higher, both opinion on management or financial
reporting, then the performance of government
agencies in general will also be higher. Giroux and
Shields (1993) found that audit opinion negatively
affected local government public spending, which
meant that fair opinion without exception was
very effective as a control tool in reducing bureau-
crats’ incentives to do public spending.

HI1: There is a positive influence of audit opin-
ion on the government performance at the local level.

Furthermore, legitimacy theory can be used
to analyse the relationship between audit opin-
ion and the behaviour of regional government.
According to the theory, the organisation will be-
have and carry out its work according to the stake-
holder’s wishes to the organisation to gain legit-
imacy and recognition. The conformity between
stakeholder expectations with organisational be-
haviour and activities will support and increase
legitimacy. On the other hand, legitimacy will de-
crease if there is a mismatch between the two,
which affects the decrease in social support and
organisational resources. As Gabrini (2013) stated,
this in turn will reduce the ability to achieve or-
ganisational goals, so that organisations are en-
couraged to continue to be able to gain and main-
tain legitimacy by designing and managing insti-
tutional aspects.

Recently, the demands of stakeholders and
society on the aspects of transparency and ac-
countability are increasingly widespread, includ-
ing in developing countries (Harun et al., 2019;
Rakhman, 2019). To answer this demand, in the
context of legitimacy theory, the bureaucracy can
carry out activities in an accountable and trans-
parent manner by playing an important role in
positive audit opinion (Gray et al., 1995; Pierre et
al., 2018). Ferraz and Finan (2008) argue that posi-
tive audit opinion determines the legitimacy of lo-
cal government, and in the election contestation,
audit opinion has an influence on the incumbent’s
electability (Darmastuti & Setyaningrum, 2019;
Muhammad et al., 2017). Systematically, the re-
lationship between social legitimacy and govern-
ment bureaucracy is derived from the perception
that a positive audit opinion reflects accountabil-
ity and transparency in the management of gov-
ernment resources and public sector services. This
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perception will encourage people to increase sup-
port for local government, as the most important
aspect of social capital, including support for tax
payments. This in turn will increase the achieve-
ment of local government revenue performance.
This revenue performance is an important in-
dicator in the performance of local government
(Furgan et al., 2020). In the context of legitimacy,
the bureaucracy can respond to demands for ac-
countability and transparency by obtaining pos-
itive audit opinions, and then tactically, increas-
ing the performance of local tax revenues. An in-
crease in local taxes can support local government
spending on regional development.

H2: There is a mediating influence of the reali-
sation of local own-source revenue in relationship
between audit opinion and the government perfor-
mance at the local level.

Moreover, from the perspective of public
choice theory, in terms of relationship between
audit opinion, regional operating expenditure and
local government performance, the main role of
bureaucrats enforces established rules. In pub-
lic choice theory, especially regarding the man-
agement of local government (Yuliati et al., 2017,
Boyne, 1998), the bureaucracy will seek to in-
crease internal capacity to obtain supportive pub-
lic assessments, which in this context can be done
by obtaining a positive audit opinion and through
the mediating influence of regional expenditure
realisation. Giroux and Shields (1993) stated that
there are influences on the quality of government
financial reporting, especially audit opinions on
budget spending or regional government spend-
ing, which they explain is due to quality financial
reporting incentives for governments to increase
their spending budgets (Lane, 1987; Piano, 2019).

Likewise, audit opinion has become a con-
trol for the behaviour of local governments to al-
ways spend effectively and efficiently (Giroux &
Shields, 1993; Schneider & Damanpour, 2002).
This means that better financial reporting re-
sults in the increasing financing plan allocated
for pension funds. Audit opinion can influence the
achievement of regional expenditures, because
audit opinions can encourage the realisation of
expenditure as an indicator of performance ap-
praisal in local governments.

H3: There is a mediating influence of the re-
alisation of operating expenditure in relationship
between audit opinion and the government per-
formance at the local level.

3. Method

The data source of this research is the audit re-
port data from the Audit Board of Indonesia on fi-
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nancial statements obtained from the Audit Board
of Indonesia, the evaluation data on the imple-
mentation of the Government Agency Performance
Accountability System (Sistem Akuntabilitas
Kinerja Instansi Pemerintah/SAKIP, henceforth
cited as SAKIP) obtained from the Ministry of
Administrative Reform and Bureaucratic Reform,
budget data and revenue realisation and re-
gional expenditure obtained from the Ministry of
Finance, and human development index data from
the Central Bureau of Statistics. The research pe-
riod is from 2010 to 2014 both for the sample of
the provincial government as a whole and only for
the sample of provincial governments which are
outside Java.

Table 1 panel A shows an overview of the re-
search sample. The initial sample includes data
from 34 provinces for the period 2010-2014 or
around 170 observations (province-year), but
as the criteria for using the sample are deter-
mined, 12 observations who do not have SAKIP
data and 3 observations that do not have com-
plete financial report data are omitted from the
sample. Meanwhile, especially for Special Capital
Region of Jakarta, the data consists of 5 observa-
tions stated outliers. Data from Jakarta are outlier

Table 1
Overview of Research Samples
Panel A (Sample ObserYation Number
determination) (province- o.f
year) Provinces
Provincial Data in Indonesia
(2010-2014) 170 34
Have no SAKIP score (12) —
Have no complete financial
report data &) o
Jakarta Province (outlier ) .
data)
Number of Final Samples 150 32
Panel B (Sample (zl;iil;‘i’zlo_n Percent
Description) year) (%)
Based on the year of observation
2010 28 18.67
2011 29 19.33
2012 32 21.33
2013 31 20.67
2014 30 20.00
The final sample is l.)ased on 150 100,00
the year of observation
By Island
Java Island 20 13.33
Outside of Java Island 130 86.67
Final sample by island 150 100,00

Source: Data processed, 2020.
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data because when compared to other provinces,
especially during the observation period, the to-
tal assets of Jakarta reached an average of 56.33 %
of the accumulated total assets of all provincial
governments (not including North Kalimantan
Province). In other words, the amount of assets of
Jakarta is greater than the accumulation of total
assets in 32 other provinces. Therefore, the final
number of samples in this study were 150 observa-
tions (province-year) in 32 provinces in Indonesia.

To provide a description of the sample used,
sample groupings were carried out based on 2010-
2014 observations and islands with 28—32 obser-
vations annually. Meanwhile, based on the island
location of the province, it can be seen that as
much as 86.67 % of the total sample or 130 obser-
vations (province-year) came from local govern-
ment data outside Java, while only 13.33 % (20 ob-
servations-province-years) came from local gov-
ernment data in Java. Moreover, the formula used
in this study are:

PERF, =B, + B,OPINI, , +B,REV, + B,OPER, +

+B,ASSET, + B.HDI + B ISLAND, +¢,. (1)
REV, = o, +a,OPINI, | +a,ASSET, +
+ o, HDI, + o, ISLAND,, + ¢,. (2)
OPER, = a,,+ o,OPINI, | + o,,ASSET, +
+aHDI, + o ISLAND, + ¢, 3)

PERF as an endogenous variable in this study
refers to the evaluation value of the accountabil-
ity system in year t. This value shows the perfor-
mance of the bureaucracy at the local level, and
is proxied by the score from the SAKIP assess-
ment. As stipulated in Minister of Administrative
Reform and Bureaucratic Reform No. 20 of 2013
concerning Amendments to Annex Minister of
Administrative Reform and Bureaucratic Reform
No. 25 of 2012 concerning the Implementation
Guidelines for Evaluating the Performance of
Government Institutions Accountability. In the
evaluation of SAKIP implementation, there are
five components: performance planning, perfor-
mance measurement, performance reporting, in-
ternal evaluation, performance achievement as
the appraisal.

OPINION is the audit opinion set by the
Audit Board of Indonesia based on the results
of the examination of the previous year’s Local
Government Financial Reports (Laporan Keuangan
Pemerintah Daerah/LKPD, henceforth cited as
LKPD) (t — 1). It is categorically measured: “5” for
Unqualified Opinion, “4” for Unqualified Opinions
with Explanatory Paragraphs, “3” for Qualified
Opinions, “2” for Adverse Opinions, and “1” for

Disclaimer Opinions. Determination of opinion
by the Audit Board of Indonesia as stipulated in
Law No. 15 of 2004 concerning Examination of
Management and Responsibility of State Finance
is based on the following criteria: (1) Compliance
with Government Accounting Standards (SAP);
(2) Adequacy of disclosures; (3) Compliance with
laws and regulations, and (4) Effectiveness of the
Government Internal Control System (SPIP).

REV (regional revenue) refers to the amount of
regional own-source revenue, which is measured
using two approaches, namely (i) Inx of the abso-
lute value of total income in a year (t); and (ii) the
ratio between the local income which is assessed
with the percentage, compared to the total re-
gional income year t. As stipulated in Government
Regulation No. 71 of 2010 concerning Government
Accounting Standards, which are included in the
category of Regional Original Revenue for the
Provincial Government are regional tax revenues,
regional restitution, results of separated regional
wealth management and other legitimate regional
revenues.

OPER refers to the operational expendi-
ture of local government. To measure this varia-
ble, two approaches are used: 1) Inx of the abso-
lute value of operating expenditure in a year (t);
(ii) the ratio between total expenditure and oper-
ating expenditure. As stipulated in Government
Regulation No. 71 of 2010 concerning Government
Accounting Standards, which are included in the
Regional operating expenditure category for the
Provincial Government are personnel expendi-
ture, goods, interest, subsidies, grants and social
assistance. Unlike the tangible capital expendi-
ture component, the operating expenditure com-
ponent is more intangible, so that its realisation
has a higher discretion compared to the realisa-
tion of capital expenditure.

Finally, there are several control variables used
in this study. First, ASSET which refers to the to-
tal assets owned by a local government tested in
this study. This variable is measured by Inx from
the absolute value of total assets of a local govern-
ment in a year (t). Second, Human Development
Index (HDI), which is assessed by the HDI score ob-
tained by a local government in a certain year (t).
Third, ISLAND, to determine the geographic loca-
tion of a local government which is divided into 2
groups by the dummy indicator: “1” for provinces
outside Java and “0” is another.

4. Results

The statistical output showed the descriptive
statistics of variables used in this study. The anal-
ysis showed complete descriptive statistics of var-
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iables in this study which are presented in Table 2
and Table 3.

Table 2 describes the descriptive statistics for
the overall sample, while Table 3 illustrates the
comparison of descriptive statistics for the sample
of provinces in Java (as many as 20 observations)
and provinces outside Java (as many as 130 obser-
vations). For the overall sample, the mean perfor-
mance of the provincial government in Indonesia
during the observation period (2010-2014) was
only 53.336 or in the sufficient category, with
opinions which on average were in the qualified
opinion category (mean of 3.266). This indicates
that there is a positive relationship between au-
dit opinion and the performance of the Provincial
Government.

This indication is more consistent when com-
pared between the sample of provinces in Java and
outside Java as seen in Table 3. In the sample of
provinces in Java, both the mean performance and
the mean of opinions are higher than the sample of
provinces outside Java, which based on the results

of different tests using the t-test, the mean differ-
ence was significant at the 1 percent significance
level. In addition, based on the t-test almost all the
mean variables in this study (except P_OPER) had
significant differences between the sample prov-
inces in Java and outside Java. Therefore, the sam-
ple differences between provinces on the island of
Java and outside the island of Java are controlled
by the ISLAND variable, which is measured as pre-
viously explained (Table 2).

The statistical output showed that the operat-
ing expenditure percentage variable (P_OPER), all
of these research variables are significantly cor-
related to the Regional government performance
variable, as well as the audit opinion variable, are
positively affect the regional own-source revenue
variable both in absolute value (N_REV) and per-
centage (P_REV) and operating expenditure var-
iables, specifically using absolute value meas-
urements (N_OPER). This also indicates that re-
gional own-source revenues and expenditure are
influenced by audit opinion. In addition, ISLAND

Table 2
Descriptive Statistics of Variables
Sample Overall = 150 Observations (province-year)

Information Mean Standard Deviation Min Max
PERFORMANCE 53.336 10.733 23.01 76.36
OPINION 3.266 1.133 1 5
N _TREV® 4,627.67 4,242.05 593.39 22,310.95
N _REV® 2,180.55 2,831.22 114.31 15,038.15
P REV 41.104 18.363 4.19 77.42
N_EXP°® 4,497.70 4,137.71 567.07 20,797.98
N _OPER® 2,898.64 2,692.90 366.77 13,976.51
P_OPER 65.281 10.046 40.11 84.37
N _ASSET® 10,342.98 8,314.72 962.16 36,937.17
HDI 71.664 3.586 56.75 77.37
ISLAND 0.866 0.341 0 1

Source: Data processed, 2020.
Table 3

Comparison of the samples of provinces in Java & provinces outside Java

Provincial Samples in Java 20 Observations | Samples of Provinces outside Java 130 | Difference in
Information - ;E::;i(;lce-year) Obseg\t/:;[li;::: d(1;vrovince—ye.'=1r) Meandiff
Mean . . Min Max Mean ... Min Max t-stat

Deviation Deviation >0
Performance 61.954 9.156 44.87 76.36 52.010 10.365 | 23.01 70.97 | 4.0517" | 0.000
Opinion 4.1 0.852 3 5 3.138 1.118 1 5 3.678"" | 0.000
N _TREV® 10,964.14 | 6,628.99 |1,374.20 | 22,310.95 | 3,652.83 | 2,670.21 | 593.39 | 11,904.24 | 8.840"" | 0.000
N_REV® 7,265.76 | 4,494.36 | 740.20 |145,315.25| 1,398.22 | 1,287.43 | 114.31 | 6,663.11 | 12.16™ | 0.000
P REV 63.492 10.167 46.233 77.423 37.659 16.869 4.19 77.1 6.652""" | 0.000
N_EXP°® 10,625.07 | 6,383.84 |1,354.59 | 20,797.98 | 3,555.03 | 2,656.35 | 567.07 | 13,780.24 | 8.724™" | 0.000
N_OPER® 6,649.80 | 4,274.58 |1,013.76 | 13,976.51 | 2,321.54 | 1,779.77 | 366.77 | 8,437.52 | 7.974™" | 0.000
P _OPER 63.345 8.475 47.35 74.839 65.579 10.263 | 40.11 84.37 —-0.926 | 0.822
N_ASSET® 20,812.15 | 10,283.48 | 4,925.00 | 36,937.17 | 8,732.34 | 6,683.60 | 962.16 | 30,089.70 | 6.940""" | 0.000
HDI 73.173 2.617 68.14 77.37 71.432 3.666 56.75 77.36 2.0417 [ 0.021

Source: Data processed, 2020.
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Table 4
Variable Correlation Analysis

Variable | PERF | OPINI | P_REV | LnREV | P_OPER |Ln OPER|Ln ASSET| HDI |ISLAND
PERFORM | 1.000

0474
OPINION | {0000, | 1:000

0454 | 0325
P_REV 0.000) | (0.000) | 1000

0603 | 0371 | 0.806"
LnREV 0.000) | ©.000) | (0.000) | 0%

0002 | 0010 | —0413" | -0.309"
POPER | 0977y | (0.897) | ©.000) | (0.000) | !0%

0411 | 0204 | 03107 | 0.778 | 0.066
LnOPER 1 0000) | (0.012) | (0.000) | (0.000) | (0.420) | 1990

0389 | 0.145 | 0392 | 0.805 | —0.224" | 0.877"
LnASSET | 000y | (0.076) | (0.000) | (0.000) | (0.005) | (0.000) | 0%
D1 0198 | 0.195° | 0289 | 0205 | —0.198" | —0.048 | 0.040 000

©.015) | 0.017) | (0.000) | (0.012) | (0.014) | 0558 | (0.625) :

0316 | —0.289" | —0479" | —0.524 | 0075 | —0.434" | —0.401" | —0.1655"
ISLAND | 0000y | (0.000 | (0.000) | (0.000) | (0.355) | (0.000) | ©.000) | (0.043) | 0%

"7, " = P-value significant at 1 %, 5 %, 10 %.
Source: Data processed, 2020.

was also found to be negatively correlated with
all variables except for the operating expenditure
(P_OPER). This supports the results of the varia-
ble description analysis previously explained, that
besides the percentage of operating expenditure,
there were significant differences in all research
variables, which more specifically result from cor-
relation testing.

Further analysis was conducted to examine
the hypothesis testing. In this study, H1 predicts
that audit opinions positively influence the gov-
ernment performance, while H2 predicts that au-
dit opinions positively affect the regional govern-
ment performance. There is also a mediating in-
fluence of the achievement of the realisation of
own-source revenue, while H3 predicts that audit

opinions affect the performance of local govern-
ment and mediated by achieving realisation of re-
gional operating expenditure. The results of hy-
pothesis testing are presented in Table 5.

The results showed the variation of 17.57 per-
cent with sig. of 0.01. The output also posed that
directly the audit opinion has a positive and sig-
nificant effect on the performance of the provin-
cial government with a coefficient of 3.066 at the
significance level of 1 %. These results indicate
that the data used in this study supports H1. In
addition, the results of this direct test also show
that regional own-source revenues and regional
operating expenses each are significantly related
with the performance of the provincial govern-
ment with coefficients of 0.188 and 0.220.

Table 5
Hypothesis Testing Results
Variable Sign Direct Influence Indirect Effects
(PERF) P_REV P_OPER PERF
Intercept —28.862 (0.148) | —73.590"" (0.007) | 132.205" (0.000) | —33.586 (0.617)
OPINION + 3.066"" (0.000) 2.6747(0.017) 0.677 (0.315) -
P _REV + 0.188"" (0.002) - - 1.186™" (0.000)
P_OPER +/(-) 0.220" (0.013) - - 0.811 (0.200)
Ln_ASSET + 3.5817" (0.000) 5.333"" (0.000) | —2.938""(0.000) -
HDI + 0.236 (0.259) 1.01177(0.003) —0.586"""(0.004) —0.425 (0.319)
ISLAND + 1.276 (0.647) -16.32877(0.000) | —0.983 (0.677) 18.136™ (0.015)
Number of Observation 150 150 150 150
Prob. > F/chi2 0.000""" 0.000""" 0.000""" 0.000"""
Adj. R-Squared - 33.24 6.90 -
Wald Chi2 17.57 - - 33.00

"7, " = P-value significantat 1 %, 5 %, 10 %.
Source: Data processed, 2020.
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The testing showed the mediating effect of the
realisation of own-source revenue in relationship
between audit opinion and the performance (Table
4). This is similar to the results of previous tests by
using direct effect analysis showing that realisation
of revenue is significantly related on the perfor-
mance of the provincial government with a coeffi-
cient of 1.186. This shows that the data used in this
study supports H2, which means that every increase
in audit by 1 point will cause an increase in regional
own-source revenue realisation of 2.674 %, and
when the realisation of regional own-source reve-
nue increases by 1 %, it can improve the provincial
government’s performance by 1.186.

In addition to the audit opinion, assets and HDI
are empirically proven to have a positive influence
on regional own-source revenue. Meanwhile, the
location of the province (ISLAND) has a negative
effect on regional own-source revenue. This means
that with the addition of assets of 1 % and HDI of
1 point, it can increase the regional own-source
revenue by 5.333 % and 1.011 %, respectively.
Meanwhile, among the 32 provinces which were
the sample of the study, the regional own-source
revenue of the provinces outside Java Island was
lower by 16.328 % compared to the regional own-
source revenue of the provinces in Java.

5. Discussion

The development of public sector accounting
in Indonesia was now propelled by stakeholder de-
mands on bureaucratic performance, accountabil-
ity and transparency, to pay close attention to tax
revenues and expenditures with due regard to fi-
nancial governance through positive auditing re-
sults. The findings support legitimacy theory as
explained by Chae et al. (2020), and can provide
additional empirical evidence related to the au-
dit function in producing legitimacy. In addition,
the results of this study can also provide a more
complete explanation of the positive relation-
ship between government performance and audit
opinion and the positive effect of regional own-
source revenue realisation on the performance
of local government as the results of research by
Fakhimuddin (2018). The findings underlined that
the audit opinion of the provincial government fi-
nancial statements (LKPD) has been used by the
community as a basis in giving its legitimacy to
the provincial government. When the provincial
government can guarantee that overall regional fi-
nancial management and reporting has been done
fairly, it can increase public trust in the govern-
ment and cause an increase in the resources to be
transferred by the community through payment
of regional own-source revenue, which by increas-
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ing the realisation of regional own-source reve-
nue, both in the form of percentages and in ab-
solute value, can ultimately improve the perfor-
mance achieved by the provincial government in
Indonesia as a whole, as also presented by previ-
ous findings in developing countries (Power, 2003;
Wardhani et al., 2017).

Testing of the mediating effect revealed an in-
significant effect of audit opinion on the realisation
of operating expenditure. Furthermore, operating
expenditure has an insignificant effect on the per-
formance of the provincial government. The find-
ings showed the influence of audit opinion on the
performance of the provincial government which is
mediated by the realisation of regional own-source
revenues and realisation of regional operating ex-
penditures. It is also found that the island varia-
ble has a positive effect on performance, which can
mean that the performance of the provincial gov-
ernment outside Java on average has a higher per-
formance score compared to the performance score
of the provincial government in Java.

6. Conclusion

The findings showed that the audit opinion
directly has a positive and significant effect on
the performance of the provincial government.
Particularly, regional own-source revenues and
regional operating expenses have a positive and
significant influence on the performance. For the
control variable, it is empirically proven that only
assets have a positive and significant effect on the
performance.

The findings also reveal that indirectly, au-
dit opinion has a positive and significant effect
on the realisation of regional own-source reve-
nue. For the control variable, it is found that as-
sets and HDI have a positive effect on the realisa-
tion of regional own-source revenue. The analysis
also showed the comparison between provinces
in Java and outside Java in terms of own-source
revenue, demonstrating that regional own-source
revenue of the provinces outside Java Island was
lower by 16.328 % compared to the regional own-
source revenue of the provinces in Java.

Theoretically, the findings were in line with le-
gitimacy theory on how local governments are more
likely to use the previous year’s audit opinion to en-
hance the performance of local governments both
directly and indirectly through the realisation of re-
gional own-source revenue as a mediation. However,
regarding public choice theory, the results must be
carefully interpreted as the effect of mediation on
the realisation of spending on how audit opinions
affect the performance of the provincial govern-
ment depending on the measurements used.
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The important implication of the research is
that the audit opinion on the previous year’s LKPD
and the achievement of the provincial government
budget realisation should be given attention in or-
der to improve the performance of the provincial
government. Practically, the findings suggest that
the improvement of the performance of the pro-
vincial government must begin with efforts to in-
crease the quality of financial reporting which is
characterised by the achievement of quality audit

opinion (e.g. unqualified opinion). Thus, both the
provincial government and local parliament must
always strive to improve management and report-
ing quality regional finance and get a better audit
opinion, because a better opinion can increase the
legitimacy of the community towards the provin-
cial government, so that it can improve the ability
of the provincial government to collect regional
own-source revenue and at the same time improve
its performance.
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