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The purpose of this research is to analyze the effect of variables of regional size, region-
al expenditure, regional wealth level, leverage, government complexity, audit findings
and opinion of BPK on the financial performance of local government. The population
of this research were 129 District / City in Java and Bali TA. 2014-2015. This research
used purposive sampling with 202 samples of the reports of BPK-RI audit results in
2014-2015 and THPS in 2015-2016 . The analytical tool used in this research was mul-
tiple linear regression. The result of this research for variables of regional expenditure
and audit opinion have a positive effect, while regional size has a negative effect, the
level of regional wealth, leverage, government complexity and audit findings do not
affect on the financial performance of the local government. The conclusion of this
research is simultaneous testing shows the effect between independent and dependent
variables. Size, regional expenditure and audit opinion have significant effect on the fi-
nancial performance of the local government and the level of regional wealth, leverage,
government complexity and audit findings do not have significant affect on the financial

performance of the local government.
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INTRODUCTION

The policy on regional autonomy in Indonesia
begins with the People’s Consultative Assembly (MPR)
Decree namely TAP MPR Number XV / MPR / 1998
which is subsequently affirmed in Law No. 22 of 1999
concerning Regional Government which until now has
undergone several changes and the last is Law No. 9 of
2015 concerning Local Government. Based on this law,
it is emphasized that with the existence of regional au-
tonomy, the authority to organize Local Government
is wider, real, and responsible. Citizens who are increa-
singly intelligent and critical always demand public tran-
sparency and accountability. Accountability is not just
the ability to show how public money has been spent,
but also includes the ability to show that public money
has been spent economically, efficiently, and effectively
(Kurrohman, 2013).

With the start of regional autonomy, assessment
and evaluation are very important to ensure good go-
vernance. Thus, in the assessment and evaluation, me-
asurement is certainly needed which will give an over-
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view of the extent to which the development of local
government management independently after regional
autonomy. Financial performance can be defined as the
achievements achieved by the organization in a certain
period. The demand for performance accountability by
the community requires Local Government to provide
a clear description of their performance. Performance
measurement is an important component because it will
provide feedback on plans that have been implemented
(Chow et al., 1998). According to Wood (1998) the fun-
ction of performance measurement explains about (1)
Evaluation of how the program runs, (2) Means of com-
parison on services provided and (3) Tools of communi-
cation with the public.

The phenomena gap of this research is the inc-
rease in WTP opinion acquisition for district / city local
government during the 2011-2015 period which experi-
enced a significant increase of 45%. As well as being
interpreted as an increase in the Local Government’s
financial performance, seen from the aspect of finan-
cial reporting audited by BPK as the government’s
external auditor. However, State Apparatus Empower-
ment and Bureaucratic Reform (PAN-RB) Minister As-
man Abnur stated that there are 435 local governments
or 83% of districts / cities were still included in category
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C in AKIP (Government performance report card) with
score only 30-50 points, which meant it was categorized
as less.

Research gaps also occur in the results of the pre-
vious studies, such as research conducted by Noviyanti
& Kiswanto (2016) finds that variables of size, regional
wealth level and audit findings do not affect on perfor-
mance. Meanwhile, regional expenditure variable has a
significant positive effect on performance. The results
of the study for the variables of size, wealth level and
regional expenditure are in line with the results of the
research conducted by Marfiana & Kurniasih (2013).
However, for the BPK audit findings and opinion va-
riables do not have an influence on performance. Ku-
suma & Handayani (2017) obtained the results that size
and leverage do not affect on performance, while the
variables of wealth level and expenditure have the same
result. This result is different from the results of the stu-
dies conducted by Mustikarini & Fitriasari (2012) and
Harumiati & Payamta (2014) that is, size has no effect,
wealth level has a positive effect and expenditure and
BPK audit findings have a significant negative effect on
LG performance. Research conducted by Masdiantini
& Erawati (2016) finds size and audit opinion have a
significant positive effect, while wealth level and audit
findings have no effect as well as Sumarjo (2010) found
size and leverage has significant positive effect while the
level of wealth has no effect.

The differences in the results of the previous stu-
dies allow the researchers to propose a new variable in
this study, namely governance complexity as an inde-
pendent variable. The use of government complexity
variable here is expected to see whether government
complexity can affect the dependent variable in this stu-
dy. Throughout the knowledge of researchers, the use
of government complexity variable as an independent
variable on local government financial performance va-
riable has never been done before. The purpose of this
study is to determine the effect of size, regional expendi-
ture, regional wealth level, leverage, government comp-
lexity, BPK audit findings and opinions on the financial
performance of local governments. The originality in
this research is the use of government complexity va-
riable as an independent variable on the variable of the
financial performance of local government.

Wahyudin & Solikhah (2017)such as return on
assets, return on equity and earnings per share. Howe-
ver, CG implementation rating is not directly responded
by the Indonesian stock market and has not yet been
able to increase the company?s growth in the short term.
Research limitations/implications In this study, CGPI
rating in a related year is linked to market performance
in the same year. Thus, further research may link CGPI
rating to market performance in the next year, as the fin-
dings of this study show that GCG implementation is
not directly responded by the market. Practical implica-
tions GCG implementation is required by stakeholders,
as it may give a long-term positive impact. Thus, the go-
vernment needs to stipulate regulations to increase the
commitment of the company in implementing GCG.
The company can improve the internal factors of the

organization that does not support the establishment of
GCG based on the findings during the survey of CGPL.
Finally, investors and creditors may consider the CGPI
rating for their investment decisions. Originality/value
This study contributes to the literature in two ways. First,
this study uses the comprehensive CG rating in Indone-
sia. Previous studies on CG rating focused on internal
mechanism; in this study, the rating was assessed using
four stages of continuous assessment: self-assessment,
document evaluation, paper assessment and company
visit, which was conducted by an independent team. Se-
cond, this study uses the CG index (compliance, confor-
mance and performance also explained the concept of
agency theory by Jensen and Meckling which explains
the relationship between principal and agent, where one
party (the principal) delegates his work to other party
(the agent). According to Lane (2013) and Moe (1984)
agency theory can be applied to public sector organi-
zations. Agency theory is a concept that explains the
contractual relationship between principals and agents.
Principals are parties that give mandates to other parties,
namely agents, to carry out all activities on behalf of the
principals in their capacity as decision makers ( Jensen

& Smith, 1984).

One of the government’s goals is to improve per-
formance, namely service to the community. To provi-
de optimal services, of course, local governments need
financial support, which is enough assets to be able to
provide the best performance to the community. Agency
theory views the local government as an agent conside-
red to be acting with full awareness for its own interests.
Thus, the greater the size of the region marked by the
large number of LG assets, the higher the LG perfor-
mance is expected to be (Mustikarini & Fitriasari, 2012).
Research results of Taylor et al., (2010), Wright et al.,
(2009), Sumarjo (2010), Mustikarini & Fitriasari (2012)
as well as Masdiantini & Erawati (2016) which state that
the size of the LG has a positive effect on financial per-
formance.

H, : Regional size has a positive effect on the finan-
cial performance of local governments

Local governments that have the autonomy right
to manage the budget Local governments must be able to
use the resources owned by the region to realize prospe-
rity and meet the expectations and interests of the public
or the society. Thus, local governments with a large total
expenditure should be able to provide good performan-
ce. In agency theory, the community as the principal has
the right to give evaluation and evaluation on the per-
formance of the Regional Government in order to good
performance of services and welfare for the community
can be better. Therefore, the Local Government is cer-
tainly required to be able to manage expenditures that
can improve performance to the public. Some studies on
regional expenditure have been carried out by Sjoberg
(2003), Marfiana & Kurniasih (2013), and Noviyanti &
Kiswanto (2016) which prove that regional expenditure
has a positive effect on the financial performance of lo-
cal government.
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H, : Regional expenditure has a positive effect on the
financial performance of local government

The level of regional wealth is reflected in the in-
crease in Locally-Generated Revenue (PAD) which is
all regional revenue that comes from the regional ori-
ginal economic sources. Sumarjo (2010) also explained
an increase in PAD is actually an access to economic
growth. Positive growth encourages investment, the in-
vestment will encourage regional development so that
it can better reflect local government services. It can be
concluded that the greater the amount of PAD will be
able to improve LG performance. Local governments as
agents according to agency theory cannot be trusted by
principals to act as well as possible for the interests of
the community. This relates to the wealth owned by the
region which will later be utilized by the Local Govern-
ment in an effort to realize public expectations for good
service and performance. Research conducted by Lin
et al., (2011) finds that Local government revenue has
a positive effect on the performance of LGs in China.
Likewise research conducted by Mustikarini & Fitriasa-
ri (2012) which has a consistent result that the level of
wealth is positively correlated to LG performance.

H, : The level of regional wealth has a positive effect
on the financial performance of local govern-
ments

Leverage in this study illustrates the ratio of debt
and equity owned by each LG. Leverage shows opera-
tional funding sources and investments that come from
outside the company (Ingram & Lee, 1997; Pinnuck &
Potter, 2009; Fanani et al., 2011; Okfitasari, 2015; Rian-
tani & Nurzamzam, 2015). The higher the LG leverage
ratio indicates the lower performance, because it indica-
tes that the LG is unable to finance its own operations.
Agency theory by Jensen & Meckling (1976) explains
about monitoring costs, bonding costs, and residual
loss. The measurement of debt ratio is important to do.
To see the extent to which regional governments are in
control of the funds and debts management.

This is confirmed in the studies conducted by
Sudarmaji & Sularto (2007), Weill (2003) and Sumarjo
(2010) which find a correlation between leverage and the
financial performance of local government.

H, : Leverage has a negative effect on the financial
performance of local governments

Governance complexity illustrates the condi-
tions in which there are various factors with different
characteristics that affect governance both directly and
indirectly. The complexity of an area is a level of diffe-
rentiation that exists in the local government that causes
conflict or problems in order to achieving goals (Saputro
& Mahmud, 2015). Agency theory explains that there
are two parties who make an agreement. Agency prob-
lems arise when the principal delegates decision-making
authority to the agent (Schunk & Zimmerman, 1977).
Here, the SKPD becomes one of the agents who receives
authority from the principal to carry out their duties in
financial management and compile the financial state-

ments of local government which will be used by the
principal to see how the performance of LG.

Maulana & Handayani (2015) argued that the
more complex the government, it is needed greater
disclosure to help readers of financial statements un-
derstand the complexity of the activities carried out
by the government. The greater the SKPD it has, the
more complex the government is, and can encourage a
decrease in the level of LG performance, because it is
faced with a high risk of various fraud. Where SKPD is
the executive function manager who must coordinate so
that the management of government runs well. In addi-
tion, each employee must also have a strong organizatio-
nal commitment to provide the best performance for the
country and the best service for the community (Putri
& Mahmud, 2015). This is supported by research result
of Patrick (2007) which states that functional differen-
tiation influences the application of a new innovation,
GASB 34.

H,: Governance complexity has a negative effect on
the financial performance of regional govern-
ments

Agency theory assumes that there is a lot of infor-
mation asymmetry between agents and principals where
agents have direct access to information. It makes the
possibility for fraud or corruption by agents. Research
conducted by Bernstein (2001) concluded there is a re-
lationship between LG performance measurements and
monitoring system, including performance audits and
program evaluations. The more fraud committed by the
local government or the number of BPK audit findings
illustrate the poor performance of the local government.
According to agency theory, the local government must
be monitored to ensure that management is carried out
in accordance with applicable rules and regulations. Re-
search conducted by Harumiati & Payamta (2014) as
well as Marfiana & Kurniasih (2013) find that the au-
dit finding variable has a negative effect on the financial
performance of local government.

H, : BPK audit findings have a negative effect on the
financial performance of local government

Ikhtisar Hasil Pemeriksaan Semester II 2016 exp-
lained that the financial audit is carried out in order to
provide an opinion on the fairness of the financial infor-
mation presented in the financial statements. This opini-
on can increase or decrease the level of stakeholder trust
in the reporting presented by the auditee, in this case the
LG entity. Agency theory explains that LGs as agents
cannot be trusted to act for the public interest. BPK’s
opinion can be a benchmark (indicator) to assess the ac-
countability of a government entity. In other words, the
more reasonable the BPK audit opinion, the higher the
performance of a regional government should be. Rese-
arch conducted by Virgasari (2009), Wendy (2012) and
Indrarti (2011) show that there is a relationship between
BPK'’s audit opinion on the financial performance of lo-
cal government.

H., : BPK’s audit opinion has a positive effect on the
financial performance of local government
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RESEARCH METHODS

This research was a quantitative study with the
type of data used was secondary data. The population
of this study were 258 populations from 129 regencies
/ cities in Java Bali Island in the fiscal year 2014-2015.
The sampling technique used was purposive sampling
which produced 202 final samples.

Table 1. Detail of Sampling
Beyond Included

33

nancial performance of local government. The indepen-
dent variables in this study are size, regional expenditure,
level of regional wealth, leverage, government comple-
xity, BPK audit findings and opinion. The operational
definition of dependent and independent variables can
be seen in the Table 2.

BPK RI The data collection technique was carried
out with the documentation technique of the Regency /
City LHP LKPD located in Java Bali Island in the fiscal
year 2014-2015 audited by BPK RI. Sources of Regen-
cy / City LHP LKPD data were obtained directly from
the BPK RI Information and Communication Center.
Meanwhile, data for the audit finding variable was ob-
tained from THPS I and II in 2015-2016. The analysis
technique used was descriptive statistical analysis, clas-
sical assumption tests and multiple regression analysis.
The mathematical model used in this study is as follows:

No Criteria Criteria Criteria
Total population 129
1 Regency / City Government 07 122
Having complete data for the (02) 120
measurement all variables
3 Outlier data (19) 101
Total research data for the 202

year 2014-2015
Source: Secondary data processed, 2018
The dependent variable in this study was the fi-

Y = o+ BISIZE + p2BD + B3KYD + PALEV + BSKP +
BOTA + BTOA + €. (1)

Table 2. Operational Definition

Variables Definition

Measurement

Local Government fi- Performance is defined as the mea-
nancial
Y)

certain period as part of a measure of
work success (Ahzar, 2008).

Regional Size (SIZE) Size into a scale that can be classified large or
small (Suwito & Herawaty, 2005).

Regional Expenditure Regional expenditure is all regional obliga-

(BD) tions that are recognized as a deduction of
net wealth value in the relevant fiscal year
period (UU 32, 2004).

Level of regional The level of regional wealth is reflected by

wealth (TKD) the amount of PAD (Sumarjo, 2010).

Government  Com- The complexity of an area is a level of dif-

plexity (KP) ferentiation that exists in Local Government
(Saputro & Mahmud, 2015). Differential
functions are coalitions of implementing
units in the administration system (Daman-
pour, 1991).

Leverage (LEV) Leverage is the level of use of debt as a

source of corporate finance (Widiatmoko &
Mayangsari, 2016).

BPK audit findings
(TA)

BPK audit findings are in the form of BPK’s
audit results on the local government finan-
cial statements that reveal the existence of
weaknesses in the internal control system and
violations of non-compliance with statutory
provisions Marfiana & Kurniasih (2013).
Opinion is a professional statement as the au-
ditor’s conclusions about the level of reason-
ableness of the information presented in the
financial statements (Setiawan, 2012).

BPK audit opinion
(OA)

performance sured activity of an entity during a Efficiency =

Expenditure Realization

Revenue Realization

Sumarjo (2010)

Size = Ln Total Asset

Francis et al. (2004);Plummer et al. (2007);
Pinnuck & Potter (2009)

Regional Expenditure = Ln Total Realiza-
tion of Regional Expenditures

Bingham (1978); Lin & K. K. (1998); Ku-
suma & Handayani (2017)

Total PAD

Wealth =
A Total Revenue

Kusumawardani (2012)

SKPD = Total SKPD
Hilmi et al, (2012); Suhardjanto &
Yulianingtyas (2011)

Total Liabilities
Total Equities

Okfitasari (2015)
Findings = Total findings
Marfiana & Kurniasih (2013)

DER =

5 point scale
Asmoko (2012); Masdiantini & Erawa-
ti (2016)

Source : Researchers’ Summary, 2018
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RESULTS AND DISCUSSIONS

Descriptive statistical analysis describes the mini-
mum, maximum, mean and standard deviation values
for each variable in this study showing local government
financial performance, size, regional expenditure, regio-
nal wealth level, government complexity and BPK au-
dit opinion having mean values greater than standard
deviation (Y=0.9656>0.0481; SIZE=28.7748>0.67130;
BD=28.1151>0.46608; KYD=0.1857>0.12941,
KP=58.6931>25.96160; OA=4.0545>0.98345). This
means that the data distribution for each variable is
good. Whereas for leverage and BPK audit findings have
mean lower than the standard deviation (LEV = 0.0364
<0.24771; TA = 6.0891 <8.227464) meaning that the
data distribution is not good.

The classical assumption test includes the nor-
mality test with Kolmogorov-Smirnov test showing the
value of Asymp. Sig (2-tailed) 0.786> 0.05, the multicol-
linearity test with tolerance value> 0.1 (SIZE = 0.304;
BD = 0.366; KYD = 0.658; LEV = 0.928; KP = 0.931;
TA = 0.899; OA = 0.830; 0.912) and VIF <10 (SIZE =
3.286; BD = 2.731; KYD = 1.520; LEV = 1.078; KP
= 1.074; TA = 1.112; OA = 1.096), heteroscedasticity
test with Glejser test shows that all variables has Sig.>
0.05 (SIZE = 0.829; BD = 0.829; KYD =0.134; LEV =
0.637; KP = 0.097; TA = 0.155; OA = 0.260) and auto-
correlation test with Runs Test shows the value of As-
ymp. Sig (2-tailed) 1.000> 0.05 and it is concluded that
the data in this study are free from deviations in other
words the classical assumption tests have been fulfilled.

The coefficient of determination or adjusted R?
shows the results of 0.238 which shows that the research
model is able to explain 23.8% of the variation of the ca-
pital structure, while 76.2% is explained by other variab-
les. The results of hypothesis testing with a significance
level (| = 5%) are presented in Table 3. Mathematical
model of statistical test results:

Y =0,207 + -0,044SIZE + 0,070BD + -0,020KYD +
0,000LEV + -9,780E-006KP + 6,415E-005TA +
0,0120A ... o )

The Effect of Regional Size on the Financial Perfor-
mance of Local Government

The result of hypothesis test shows that regional
size has a negative effect on the financial performance
of local performance. Thus, it can be concluded that H,
is rejected, which means that regional does not have a
positive effect but has a negative effect on the financial
performance of Local Government, because the result
of the t-count is negative. This negative relationship can
be explained where the LGs that have a large amount of
assets will also be followed by a large risk of abuse / cor-
ruption, so that it can reduce the financial performance
of the Local Government. Supported by agency theory,
where there are agency problems that might arise due to
the delegation of authority. This was also stated by Dur-
nev & Kim (2003) that large companies tend to become
public concern. The result of this study is in line with
the result of the study conducted by Mulyani & Wibowo
(2017) which states that there is a significant negative
effect between the size of the region and the financial
performance of the Local Government.

The Effect of Regional Expenditures on the Financial
Performance of Local Government

The result of hypothesis test shows that regional
expenditure has an effect on the financial performance
of the Local Government. Thus, it can be concluded that
H, is accepted, which means that regional expenditure
has a positive effect on the LG’s financial performance.
The amount of expenditure spent by a region can ease
the Local Government to carry out the development
program that has been designed. That way, LGs with
large total expenditures can provide good performance.

Table 3. Summary of Hypothesis Testing

Unstan-
. dardized Count .
Hypothesis Coefficient  Value Sig. Results
p
Regional size has a positive effect on the financial perfor- .
H, mance of local governments. -0.044 -5.490 0.000  Rejected
H Regional expenditure has a positive effect on the financial 0.070 6673 0.000 Accepted
2 performance of local government. ' ' ' P
The level of regional wealth has a positive effect on the fi- .
H, nancial performance of local government. 0.020 0.693 0489 Rejected
H Leverage has a negative effect on the financial performance 0.000 0.024 0981 Rejected
4 of local government.
H Qovernance cornplexrty has a negative effect on the finan- -9 780E-006 0083 0934  Rejected
5 cial performance of regional governments.
H BPK audit findings have a negative effect on the financial 6.415E-005 0170  0.865 Rejected
¢ performance of local government.
H BPK’s audit opinion has a positive effect on the financial 0.012 3793 0.000 Accepted

7 performance of local government.

Source : Data processed, 2018
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This is supported by agency theory, where the communi-
ty as the principal has the right to provide an evaluation
and can provide an assessment that the LG’s performan-
ce is good. This result is strengthened by the results of
the studies conducted by Marfiana & Kurniasih (2013),
Noviyanti & Kiswanto (2016) as well as Sjoberg (2003)
which state that there is a positive relationship between
government expenditure and macroeconomic perfor-
mance in Sweden during the 1960s to 2001.

The Effect of Regional Wealth Level on the Financial
Performance of the Local Government

The result of hypothesis test indicates the level
of regional wealth does not affect on the financial per-
formance of the local government. Thus, it can be con-
cluded that H, is rejected which means that the level of
regional wealth does not have a positive effect on the
financial performance of the Local Government. The
Local government as the agents according to agency
theory cannot be trusted by the principal to act as well
as possible for the interests of the community. This can
be explained because the Local Government used as the
sample in this study has a relatively small PAD value so
that it makes the level of regional wealth cannot signifi-
cantly influence the financial performance of the Local
Government. The result of this study is not in line with
the studies conducted by Harumiati & Payamta (2014)
and Mustikarini & Fitriasari (2012). The result of this
study is in line with the studies conducted by Noviyanti
& Kiswanto (2016), Marfiana & Kurniasih (2013) and
Coll et al., (2007).

The Effect of Leverage on the Financial Performance
of the Local Government

The result of hypothesis test indicates leverage
does not affect on the financial performance of the Lo-
cal Government. Thus, it can be concluded that H, is re-
jected which means that leverage does not has negative
effect on the financial performance of the local govern-
ment. This is explained that the reason leverage has no
effect is because the ratio of debt held by the Local Go-
vernment is far too small when compared to the equity
of funds owned. Agency theory by Jensen & Meckling
(1976) explained monitoring costs, bonding costs and
residual loss. However, if leverage is applied in the local
government, the leverage position cannot be compared
to the condition of a business unit because the external
financing of the local government does not only come
from debt but also comes from central government assis-
tance funds, namely the Balancing Fund (Noviyanti &
Kiswanto, 2016). The result of this study does not sup-
port the study conducted by Sumarjo (2010) which find
the result that leverage has a negative effect on the finan-
cial performance of local government. The result of this
study is in line with studies conducted by Kusuma &
Handayani (2017), Kusumawardani (2012), which state
that leverage has no effect on the financial performance
of local government.

The Effect of Governance Complexity on the Finan-
cial Performance of the Local Government

The result of hypothesis test indicates government
complexity does not affect on the financial performance
of the local government. Thus, it can be concluded that
H, is rejected which means that government complexity
does not have a negative effect on the financial perfor-
mance of the Local Government. Based on the hypot-
hesis result of the sixth hypothesis, it can be seen that
there is a negative direction from the result of the t test
between government complexity towards the financial
performance of the Local Government, which shows
that the more complex affairs of a government can en-
courage the possibility of decreasing the performance of
the Local Government. Because the Local Government
that has a high level of complexity are also faced with a
great challenge to fraud that can occur which affects the
decline in financial performance. The statement is also
supported by the study of Doyle et al, (2007). Agen-
cy theory explains that there are two parties who make
an agreement. Agency problems arise when the prin-
cipal delegates decision-making authority to the agent
(Schunk & Zimmerman, 1977). This is supported by
the research result of Patrick (2007) which proves that
functional defferentiation influences the application of a
new innovation, GASB 34.

The Effect of BPK Audit Findings on the Financial
Performance of Local Government

The result of hypothesis test indicates BPK au-
dit findings do not affect on the financial performance
of Local Government. Thus, it can be concluded that
H, is rejected, which means that BPK’s audit findings
have no effect on the financial performance of Local
Government. Noviyanti & Kiswanto (2016) Hal stated
that Local Government which obtain a large number of
audit findings do not necessarily have poor LG financial
performance. This can be explained because the number
of findings that are proxied by the number of cases is
less able to describe the financial performance because
of the findings of the problem by BPK not only are re-
ported to have a financial impact, but there are also fin-
dings in the form of administrative problems that do not
have a financial impact so that the number of findings
alone cannot have a significant effect. This is supported
by agency theory in which the Local Government must
be monitored to ensure that management is carried out
in accordance with applicable rules and regulations, so
that it can guarantee the accountability expected by the
community. The result of this study is in line with rese-
arch conducted by Masdiantini & Erawati (2016) and
Noviyanti & Kiswanto (2016).

The Effect of BPK Audit Opinions on the Financial
Performance of Local Government

The result of hypothesis test shows that BPK’s
audit opinion has an effect on the financial performance
of local government. Thus, it can be concluded that H,
is accepted which means that BPK’s audit opinion has
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a positive effect on the financial performance of local
government. Research conducted by Virgasari (2009)
shows that there is a fairly strong positive relationship
between BPK audit opinion on the financial performan-
ce of the local government in terms of the concept of
value for money. Agency theory explains that the local
governments as agents cannot be trusted to act in the
public interest. The BPK audit opinion is the auditor’s
professional statement regarding the reasonableness of
the financial information presented in the financial sta-
tements. The better the BPK audit opinion is obtained,
it can show the improved performance of the Local
Government on regional financial management. The
result of this study is in line with studies conducted by
Masdiantini & Erawati (2016), Meiden (2008), Virgasari
(2009) which state that audit opinion influences the lo-
cal government’s financial performance.

CONCLUSIONS

Based on the data analysis and discussion, it can
be concluded that simultaneous testing shows the effect
between independent and dependent variables. Size, re-
gional expenditure, and BPK audit opinion have a sig-
nificant effect on the financial performance of the local
Government and the level of regional wealth, leverage,
government complexity, and BPK audit findings have
no significant effect on the financial performance of the
Local Government. The limitations of the study are (1)
This study uses LHP LKPD data 2014-2015. The use of
more time can give more description of the practice of
local government financial performance on the island of
Java, Bali; (2) Limited variables used. Based on the rese-
arch results and conclusions above, the suggestion that
can be given for further research is that it is recommen-
ded to use other proxies for audit findings, for example
the value of findings in rupiah. This is due to the value
of the findings in rupiah will be more financially visible
and will be precisely related to financial performance.
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