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Abstract

This study is aimed to analyze the effect of financial performance indicators
such as absorption of local expenditure ratio, effectiveness ratio, and financial
independence ratio on the disclosure compliance of financial information on the
website, as well as audit opinion as moderating variable. The sample of the study
is the local governments in Java with consisting of 81 selected local governments
within three years period. The data are analyzed with multiple regression analysis
using the fixed-effect method.

The results show that the absorption of the local budget ratio cannot
encourage the disclosure compliance of financial information on the website.
While the effectiveness ratio and the financial independence ratio are positively
associated with the disclosure compliance of financial information on the website.
This study also finds that audit opinion weakens the effect of financial
independence ratio on the disclosure compliance of financial information on the
website. However, audit opinion cannot moderate the effect of absorption of local
budget ratio and the effectiveness ratio on the disclosure compliance of financial
information on the website.
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1. INTRODUCTION

The reform of the state financial sector has been started since the acts
regulating state finance were enacted. Those acts are expected to increase
accountability and transparency in terms of the state financial management. The
government financial statement is one form of the government performances
accountability to stakeholders. The government financial statement contains
numbers which show the results of the government financial management in a
certain period in accordance with the Government Regulation No. 71 of 2010
concerning Governmental Accounting Standards.

The Indonesian citizens demand that public sector organizations must
improve its quality, professionalism, and accountability in conducting the
government programs. It encourages that audit not only conducted to fulfill
compliances but also to asses the performances (Badjuri and Trihapsari, 2004). To
measure how well the government's financial performance can be conducted by
calculating contained numbers in the financial statements using financial

* Corresponding author. Email address: jamalakrom@gmail.com

68


mailto:jamalakrom@gmail.com

AFEBI Accounting Review (AAR)
Vol.02 No.02, December 2017

performance indicators. Furthermore, the Supreme Audit Agency has a role to
ensure state financial management accounted properly.

The provisions in The Act No. 14 of 2008 concerning Public Information
Openness, regulates the duty of every public institution to announce all public
information periodically. The Publication of local government financial
managements is specifically regulated in Article 302 of Minister of Home Affairs
Decree No. 13 of 2006 concerning Local Government Financial Management
Guidelines which states that the audited financial statements must be published.
The Indonesian citizens as one of the government stakeholders have the right to
obtain information related to financial management accountability undertaken by
the local government. Financial reporting using the internet can be used as an
alternative method of reporting to demonstrate the commitment of local
government to be accountable and transparent. A website is a tool that supports the
delivery of information to the public in an efficient way and it influences aspects
of financial reporting. Using the Internet as one of the media to disclose financial
information have several advantages such as accounting data electronically can be
accessed anytime and anywhere (Xiao, et al., 2005). In addition, the Internet also
allows two-way communication (, 2010). Previously, the development of the
website to improve public transparency has been regulated by Indonesian
Presidential Instruction No. 3 of 2003 on National Policy and Strategy
Development of E-Government. Furthermore, The Minister of Home Affairs
Instruction No. 188-52 / 1797 / SJ of 2012 on Improving Transparency of Local
Budget Management regulates more specific about public transparency. By these
provisions, the head of local governments is obliged to prepare content menus
"Transparency of Local Budget Management" on the authorized websites. The
contents which are required to The Minister of Home Affairs Instruction such as
the latest data related the summary of Budget Work Plan, Local Government
Budget Draft included the amendment, the summary of the Budget Implementation
Document, the Budget Realization Statements; the Audited Local Government
Financial Statements. Actually, the Instruction was authorized in 2012, but there is
no the consequences or the sanctions if local governments do not implement the
instructions.

The studies related to financial disclosure compliances on websites or
Internet Financial Reporting (IFR) have been conducted with various
measurements and different results. The study on the disclosure compliance of
financial information on the website in New Zealand has been conducted by
Laswad, et al. (2005). The result shows that local government performance is
associated with internet financial reporting. This result is in line with a study
conducted by Suhardjanto and Lesmana (2010) and Setyaningrum and Syafitri
(2012). While Puspita and Martani (2012) prove the different results that the
performance of the local government has no effect on the disclosure of financial
information on the website. Puspita and Martani (2012) explain that the difference
results with Laswad, et al. (2005) may be expected because of the use of wider
disclosure index. A similar study conducted Hiola, et al. (2016) by taking the object
in the Sulawesi region for the period of study during 2013. The study conducted
Hiola, et al. (2016) use three indicators of financial performances, namely the
Absorption of Local Expenditure and the Effectiveness Ratio, as also used in
research Puspita and Martani (2012), the independence ratio, used Suhardjanto and
Lesmana (2010); Setyaningrum and Safitri (2012), as one of the variables of the
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study, as well as the audit opinion and political environment as a moderating
variable.

The results of that study show that the better financial performance of a Local
Government, the more obedient Local Government in disclosing financial
information on its official website. All three indicators of financial performances
namely the absorption of local expenditures ratio, the effectiveness ratio, and the
financial independence ratio as used Hiola, et al (2016) are associated with the
disclosure of financial information on the Local Government official website.
Meanwhile, Puspita and Martani (2012) show the different result that the
absorption of local expenditures ratio, the effectiveness ratio is not associated with
the disclosure of financial information on the website. Furthermore, the local
financial independence ratio is in line with the results of Suhardjanto and Lesmana
(2010) which shows the local financial independence has significant influence.
However, this finding is not relevant to the results of Setyaningrum and Syafitri
(2012) which indicates that the local financial independence ratio is not associated
with the disclosure of financial performances on the local government website.

Hiola et al. (2016) also find that the audit opinion can moderate the effect of
the financial performances on the compliance disclosure of financial information
on the website. Directly, the better the audit opinion obtained by a Local
Government, the higher financial information disclosure conducted by a local
Government. However, the audit opinion can weaken financial disclosures on its
website on some local governments that received opinion other than a qualified
opinion. While the political environment variables can not moderate the effect of
the financial performance on the compliance disclosure of financial information on
the website. In addition, Hiola, et al. (2016) find the level of disclosure compliance
with financial information on the website (IFR) Local Governments in the region
of Sulawesi is still low, supported by the fact that there are local governments
which do not provide the content as required in the instructions of the Minister of
Home Affair number 188-52 / 1797 / SJ of 2012 on Improving Transparency of
Local Budget Management.

The results of previous studies seemed still not consistently so that it is heeded
to investigate further the topic with different objects using the local governments
in Java Island. Using samples the local governments in Java Island, it is considered
that there are still different characters between the local governments in Java and
Sulawesi in terms of size and level of welfares, so that it is expected to gain
different results. Moreover, the previous research has limitations, using one year
period so that the opportunity for us to conduct research using more than one year
period to determine whether there are differences in compliance with financial
disclosures. In addition, the research on compliance with disclosure of financial
information on the website is still rarely conducted especially associated with
government requirements as regulated in The Minister of Home Affair Instruction
number 188-52 / 1797 / SJ of 2012 on Improving Transparency of Local Budget
Management. Furthermore, based on the summary of the second mid-term 2015
examination results of the Supreme Audit Board, audit opinion of financial
statements of local governments in Java are better than those of other regions.
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2. LITERATURE REVIEW AND HYPOTHESIS
2.1. Theoretical Framework
2.1.1.Stakeholders Theory

According to Freeman (1984), stakeholders in terms of the business are the
groups or individuals who are affected and affect the company's future. Whereas
in the context of the organization, both of the government and the private sectors,
Bryson (1995) defines stakeholders as an individual, groups or organizations that
can make claims or resources or attention to the organization's output or affected
by that. The discussion in terms of the government stakeholders including local
government accountability is inseparable from the government performances as
stated in the financial statements. While, Drebin et al., (1981) explains that the
government stakeholders can be grouped into taxpayers, donors, investors, service
users, employees, suppliers, the legislative, the government itself, the voters and
audit institutions. The provisions of Government Regulation No. 71 of 2010 On the
Government Accounting Standards, mention some of the main groups of users of
the government financial statements as a society; representatives, regulatory
agencies, and audit institutions; donors, investments and loans; and the
Government. Each user groups may require different information. Anthony (1978)
divides the four needs of users of the government financial statements namely
financial viability, fiscal compliance, performance management, and cost of
service provided.

Since there are various of stakeholders who need the information from the
financial statements, the Government should provide the well-structured financial
information and in accordance with the standards or the regulations. Thus, all the
information presented in the financial statements of local government can be used
as a basis for planning, controlling and decision-making, especially for the local
government as well as societies as taxpayers and mandate for the state finance
management.

2.1.2 Legitimacy Theory

According to O'Donovan (2002), legitimacy theory is based on the idea that
an organization in order to continue its operation so that the organization must act
within the limits of acceptable behaviors by the social environments. The
organization will create harmony all of its activities with the social norms of society
where the organization is located. As long as the work program and the activities
of the organization are aligned, then the existences and the activities of the
organization can be legitimated.

Dowling and Pfeffer (1975) state that this theory is based on the social
contract which takes place between the organization with the society in which the
organization use of economic resources. If there is a difference between the value
of the organization and the social values of society, the legitimacy of the
organization is threatened. The difference value is often called the legitimacy gap
that may affect the organization's ability to continue its activities. Clark (1956)
provides an example of the value changes that occur as a consequence of
organizational adaptation to the environment. In the initial transformation process
in adjusting with the problems, changes in the organization could establish the
value of the larger society. The second source of change in norms and social values
could come from competition between the organizations that focus on social values
with other organizations. The survival of the organization is enhanced by
legitimacy which could be seen as a resource that is given to organizations that
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sometimes organizations are competing to win. The legitimacy of the organization
is determined by the operation method, output and activity objectives of the
organization. Dowling and Pfeffer (1975) state that legitimacy is a constraint, but
is a dynamic obstacle that adapts as organizations, and as a social value that
determines legitimacy change.

2.2. The Disclosure Compliance of Financial Information on Website

The Disclosure of financial information on the website is also called the
Internet Financial Reporting (IFR). IFR according to Asbaugh, et al. (1999) is the
distribution of financial information and performance information using Internet
technologies such as the world wide web. The website can be used by the local
governments to provide the financial information that is considered necessary for
the stakeholders, to update the data at any time, to introduce regional superiority.
It is known that every local government's website provides a feature "online chat"
to allow the public could communicate directly with local governments. By using
this feature can reduce the cost of relations with the stakeholders. Thus, the
disclosure of financial information by using internet media, not only to accelerate
the delivery of information and feedback from the community but also to increase
the quantity of disclosure of financial information. This condition can eventually
increase transparency and reduce the problem of the information asymmetry
(Mardiati, 2011)

2.3. Hypothesis Development
2.3.1 Financial Performances (The absorption of local expenditure ratio, The
effectiveness, The local independence ratio)

The financial performance of local governments is related to the local
government achievement in gaining the revenues and using the funds for the benefit
of the wider community whether those are on target or not (Nugroho, 2012).
Financial performance is one measure of their success in managing the
government. The good performance means that the local government manages the
programs and the activities successfully. The local governments having good
financial performances will attempt to express and spread the good news to the
public as quickly and widely as possible (Hiola, et al., 2016).

Laswad et al. (2005) find that the performance of local government is
associated with the internet financial reporting. While Suhardjanto and Lesmana
(2010) and Hiola et al. (2015) have similar findings. Suhardjanto and Lesmana
(2010) find that the independence level of local government has a positive
influence on mandatory disclosure of local government in the financial statements.
Furthermore, Hiola, et al. (2015) suggest that the financial performance indicators
represented by the absorption of local expenditures ratio, the effectiveness ratio,
and the independence ratio are associated with the disclosure of financial
information on the website.

The previous results are expected similar results of this study, so the
hypothesis is as follows:

e Hi: The absorption of local expenditure ratio is associated with the
disclosure compliance of finance information on the website.

e Ha: The effectiveness is associated with associated with the disclosure
compliance of finance information on the website.

e Ha: The local independence ratio is associated with associated with the
disclosure compliance of finance information on the website.
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2.3.2. Audit Opinion As A Moderating

According to Hiola et al. (2015) financial statement examination is one of
the ways to control local governments. The better audit opinion of local
government financial statements, the better quality financial statement disclosure
of local government. Andriani (2012) examines the association between audit
opinion and disclosure qualities. Andriani (2012) suggests that audit opinion is
associated with the disclosure qualities of local government finance information.
While Hapsoro (2010) examines the association between audit qualities and CSR
disclosures and He suggests that audit quality is positively associated with CSR
disclosure. The excellent audit opinion is gained from good local government
performances. Hiola et al. (2015) state that qualified audit opinion could strengthen
the influence of financial performance on the disclosure compliance of local
government financial information on the website.

Those studies could moderate the influence of financial performance
represented the absorption of local expenditures ratio, the effectiveness ratio and
the independence ratio on the disclosure compliance of financial information on
website (IFR)

e Hg: Audit opinion moderates relationship between the absorption of local
expenditures ratio on the disclosure compliance of financial information
on website (IFR)

e Hs: Audit opinion moderates relationship between the effectiveness ratio
on the disclosure compliance of financial information on website (IFR)

e He: Audit opinion moderates relationship between the independence ratio
on the disclosure compliance of financial information on website (IFR)

3. RESEARCH METHOD
3.1. Population and Sample

This research is a descriptive quantitative research with the population using
local governments in Java Island. The total number of all local governments is 125,
which have financial statements reporting amounted to 119. This study uses 3 year
period data from 2012 up to2014, so that the data use panel data. Sampling
technique uses purposive sampling with criteria are local governments have
authorized website which can be accessed and have financial performances data
completely (local government expenditures, local revenues, the central government
Iprovincial transfer, and local loans) during period 2012 up to 2014. Based on these
criteria obtained a final sample of 24.

Table 1 Research Sampling

Local governments (LGs) in Java Island which have Financial 119
Statements

LG Websites can not be accessed 7
LG Websites can be accessed and have Financial Statements 112
Incomplete Financial Performance of LGs sourced by Directorate 31
General Fiscal Balance, Ministry of Finance

Selected LGs in the study 81
Year 3
Total number of samples during 3 years (from 2012 up to 2014) 243
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3.2. Types and Sources of Data

The data used in this research is secondary data collected from the source of
documents government publications, analysis of various printed and electronic
media, Internet. IFR obtained from Local Budget Management Transparency
Contents form all local government websites. All authorized websites are sourced
from Ministry of Home Affairs website. The local government financial
performances are sourced from Local Budget and Realized Local Budget either
those come from Directorate General of Fiscal Balance sources or Local
Government websites. Local Governments Audit Opinion are the source from The
Summary of Second Mid Year of 2015 on Audit Supreme Board website.
3.3. Research Model

The Multiple regression models which is used to test the hypotheses as
follows :

IFRit = Bo + P1 ALE it + B2 EFFit+ B3 Llit+ B2 OPit+ ps ALEi*OPit + Bs

EFFi*OPit+ B7 LIit*OPit+ eit

Abbreviations :

IFR = Internet Financial Reporting Scores
ALE = Absorption of Local Expenditures Ratio
EFF = Effectiveness Ratio

LI = Local Independence Ratio

OP = Audit Opinion

€ = error

3.4. Variable Proxy
The proxy of the Variables in the study are as follows:

Table 2 Variables Proxy

No. Variable Description Proxy
1 IFR The disclosure compliance website disclosures scores
of financial information on total disclosures scores
website
2 ALE Absorption of Local Local ExpendituresRealization
Expenditures Ratio Local Expenditures Budget
3 EFF Effectiveness Ratio Local Revenues Realization
Local Revenues Budget
4 LI Local Independence Ratio Local Revenues Realization
Central Government Transfer Funds + Local L
5 OP Audit Opinion Score 4 for unqualified opinion, Score 3 for qualified
opinion, Score 2 for adverse opinion, score 1 for
disclaimer

4. RESULTS AND DISCUSSION
4.1. Descriptive Statistics

Descriptive statistics provide a figure of concentration and dispersion of data
from the variables consisting of the average value (average), minimum, maximum,
mean, and standard deviation. Descriptive statistics can be seen in as follows:
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Table 3 Descriptive statistics
Variable Mean Median Minimum Maximum  Std. Dev.

IFR 0,2444 0,1200 0,0000 1,0000 0,2876
ALE 0,9892 0,9805 0,5939 2,4579 0,1438
EFF 1,3134 1,2844 0,7202 2,4105 0,2117
LI 0,3196 0,1524 0,0391 2,5696 0,4570
OP 3,3498 3,0000 1,0000 4,0000 0,6005

1. The average of the compliance disclosure of financial information on the local
government websites (IFR) in Java Island for the period 2012 until 2014 is
0.2444. This means that the average local government in Java Island providing
the disclosure of financial information on the website is only 24.44% of the
provisions of Instruction of Minister of Home Affairs. The standard deviations
greater than the mean in the amount of 28.76 % indicates that there is a
disparity in the distribution of data from the lowest and highest IFR.

2. The average of the absorption of local expenditures is 0.9892 with a standard
deviation of 0.1438. The average ratio is very close to 1 indicates that the state
budget is absorbed well.

3. The average of the effectiveness ratio is 1.3134 with a standard deviation of
0.2117. The effectiveness ratio, the more effective local revenues collection.

4. The average of the local independence ratio is 0.3196 with a standard deviation
of 0.4570. The higher the local independence ratio, the lower the independence
of a local government on central government provincial transfers funds and
loans.

5. The Average of audit opinion is 3.3498 with a standard deviation of 0.6005.
This shows that the average local governments financial statements in the area
of Java have gained at least qualified audit opinion.

4.2. Hypothesis Tests

After examining model selection in panel data and classical assumption, the
regression model in this study uses fixed effect model with the confidence level, of
95%,

4.2.1. The coefficient of determination test (Adjusted R Square)

The test is aimed to measure how far the ability of the model to explain
variations in the dependent variable. The value of adjusted R2 in the regression
model is equal to 0.6125. The adjusted R2 value indicates that the independent
variables can only explain 61.25 percent of the variation in the variable compliance
of financial information disclosure on the website (IFR) while the rest influenced
by other variables outside variables in the model in this study.

4.2.2. Simultaneous Significance Test (Test F)

The statistical F test basically indicates whether all the independent
variables included in the model have a simultaneous effect on the dependent
variable. If the statistical probability value <0.05 (significant), means that all
independent variables simultaneously affect the dependent variable. Conversely, if
the value of a statistical probability of> 0.05 (not significant), means that all
independent variables simultaneously have no effect on the dependent variable. F
test result shows the value of F-statistic 5.396317 while the value of the F statistic
probability is 0.0000 so that all independent variables simultaneously affect the
dependent variable.
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4.2.3. Partial Significance Tests (t-test)

The statistical test t basically shows how much influence one explanatory
variable on the dependent variable individually. If the statistical probability value
<0.05, the independent variables affect the dependent variable, then the hypothesis
is accepted. If the statistical probability value> 0.05, the independent variable has
no effect on the dependent variable, then the hypothesis is rejected.

Table 4 The Output of Regression Test

Variable Coefficient t-Statistic Prob.
ALE -0,016430 -0,130615 0,8962
EFF 0,329624 3,980540 0,0001

LI 0,456180 3,035318 0,0028
OP 0,060948 2,158118 0,0325
ALE*OP -0,014962 -0,635485 0,5260
EFF*OP 0,007090 0,380896 0,7038
LI*OP -0,029623 -1,986350 0,0488

- Variable ALE has a probability value of 0.8962. B coefficient value is negative
0.016430. Due to the significant value of 0.8962 exceeding 0.05 means that
H1 is rejected or, in other words the absorption of local expenditures ratio is
not associated with the disclosure compliance of financial information on the
website (IFR).

- Variable EFF has a probability value of 0.0001. B coefficient value is positive
0.329624. Due to the significant value of 0.0001 is less than 0.05 means that
H2 is not rejected or in other words the effectiveness ratio is positively
associated with the disclosure compliance of financial information on the
website (IFR).

- Variable LI has a probability value of 0.0028. the B coefficient value is positive
0.456180. Due to the significant value of 0.0028 is less than 0.05 means that
H3 is not rejected or in other words the local independence ratio is associated
with the disclosure compliance of financial information on the website (IFR).

- Variable ALE * OP has a probability value of 0.5260. The coefficient value of
PBD * OPINION is -0.014962. Due to the significant value of 0.5260 greater
than 0.05 means H4 is rejected or, in other words the audit opinion can not
moderate the effect absorption of local expenditure ratio on compliance
disclosure of financial information on the website (IFR).

- Variable EFF * OPI has a probability value of 0.7038. The coefficient value
of EFF * OPI is 0.007090. Due to the significant value of 0.7038 greater than
0.05 means that H5 is rejected or, in other words the audit opinion can not
moderate the effect of the effectiveness ration to the disclosure compliance of
financial information on the website (IFR).

- Variable LI * OP has a probability value of 0.0488. The coefficient value LI *
OP is -0.029623. Because of the 0.0488 significance value less than 0.05
means that H6 is not rejected or in other words the audit opinion moderate the
effect of the local independence ratio on the disclosure compliance of financial
information on the website (IFR).

4.3. DISCUSSIONS

4.3.1. The Effect of Absorption of Local Expenditures Ratio on IFR

The result shows that the absorption of local expenditures is not associated
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with the disclosure compliance of financial information on the website (IFR) so
that the first hypothesis (H1) is rejected. Under the provisions of Article 298 of
Law No. 23 of 2014 concerning Local Government, that the local expenditures are
prioritized to provide services to the community. Absorption of high local
expenditures does not necessarily reflect the high level of services. Furthermore, it
does not encourage local government to disclose financial information on the
website. This result is relevant with Puspita and Martani (2012), but it is not
relevant with Hiola, et al. (2015). The difference of result may be due to differences
in the period of the study using three periods and the absorption of local
expenditure ratio becomes more fluctuating.
4.3.2. The Effect of Effectiveness Ratio On IFR

The results show that the effectiveness ratio has a significant effect on the
disclosure compliance of financial information on the website. The higher local
revenues realizations in one local government, the level of the disclosure
compliance of financial information on the website will be higher. The result is
consistent with Suhardjanto and Lesmana (2010). Local revenues can be sourced
from local taxes and levies which are a form of participation of the local societies.
Local governments with higher revenue realization mean that the citizens are more
obedient to pay taxes and levies. Suhardjanto and Lesmana (2010) argue that the
citizens are obedient to pay taxes to tend to be more supervise the local government
performances so that the local government will conduct the widest disclosures
included disclose financial information on the website in order to achieve
transparency of financial managements. The result of this study is also consistent
with Laswad, et al. (2005), Setyaningrum and Syafitri (2012), and Hiola et al.
(2016), which the financial performance has a significant effect on the disclosure
compliance of financial information on the website. Local governments are aware
that information regarding the effectiveness of revenue generation is an important
performance indicator because local revenues are closely related to direct
participation of the citizens, especially in paying taxes and levies. Local
governments are encouraged to disclose financial information to show the public
how effective local revenues generated on its territory as a form of accountability
to public participation.
4.3.3. The Effect of Local Independence Ratio On IFR

The result of the study shows that the local independence ratio is positively
associated with the disclosure compliance of financial information on the website.
The result of this study supports Suhardjanto and Lesmana (2010) which shows
that the level of local independence has a positive influence on local government
mandatory disclosure in the financial statements. The local independence ratio is
well aligned with the effectiveness ratio for local revenues as the same elements.
If the effectiveness ratio of encouraging local government to account for its
performance to the citizens in the regions, then the same thing applies to the local
independence ratio. Besides being able to demonstrate the financial capacity of the
region, the local independence ratio of local government to disclose its financial
information as a form of accountability both to internal and to external parties. The
audit opinion can not moderate effect absorption ratio shopping areas of
compliance disclosure of financial information on the website.
4.3.4. Audit Opinion As A Moderating The Association Between Absorption
Of Local Expenditures Ratio and IFR

The result shows the involvement of audit opinion can not moderate the
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association between the absorption of local expenditures ratio to the disclosure
compliance of financial information on the website. This evidence reflects that
local governments with good absorption of local expenditures and getting
unqualified opinions have a low level of the disclosure compliance of financial
information on the website such as Semarang City, Banjar Regency, and Kulon
Progo Regency. The result is not relevant with Hiola, et al. (2016) which shows the
audit opinion can moderate the effect of financial performance (one indicator is the
absorption of local expenditures) on the disclosure compliance of financial
information on the website. The difference result is expected there is the difference
in the period of research because the local expenditures may fluctuate from year to
year.
4.3.5. Audit Opinion As A Moderating The Association Between Effectiveness
Ratio and IFR

The results show that the involvement of audit opinion can not moderate the
association between the effectiveness ratio and the disclosure compliance of
financial information on the website. The result is different from Hiola, et al. (2016)
which suggests the audit opinion can moderate the effect of financial performance
on the disclosure compliance of financial information on the website. This
difference may be due to the interaction of moderating variables in previous studies
carried out jointly for all financial performance indicators, while in this study the
examination of the interaction of moderating variables conducted separately for
each of the indicators of financial performance so that it obtains the different results
for each indicator.
4.3.6. Audit Opinion As A Moderating The Association Between Local
Independence Ratio and IFR.

The result of the study shows that audit opinion can moderate the association
between the local independence ratio to the disclosure compliance of financial
information on the website. The coefficient this association is negative. It means
that the more qualified audit opinion will weaken the association between the local
independence ratio to the disclosure compliance of financial information on the
website. The result is relevant with Hiola et al. (2016). The audit opinion seems to
be a consideration in the local government disclose its financial information on a
website because the audit opinion of the local government is seen as a reflection of
its performance. Audit opinion significant and negative influence as a moderating
means that local governments which gain unfavorable audit opinions are
encouraged to disclose financial information on the website. It is expected that this
condition conducted by the local government as an effort to balance the public
assumptions on the audit opinion has been obtained. Meanwhile, local governments
obtain audit opinions are fairly good not to encourage to disclose their financial
information, especially related to financial independence on the website.

5. CONCLUSION

The condition of financial disclosures on the website of each local
governments in the area of Java for the year 2012 up to 2014. There are some local
governments that already disclose all financial information as required by the
Minister of Home Affairs Instruction No. 188-52 / 1797 / SJ of 2012 on Improving
Transparency of Local Budget Management, but there are still many local
governments do not fully required disclosure. The result suggests that the level of
disclosure compliance with financial information on the website of the local
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government in the area of Java during 2012 s.d. 2014 is still low. In addition, there

is a lack of uniformity in financial information presentation of local government on

the website.

Of the independent variables used in the study, it is known that the only
variable the absorption of local expenditures is not associated with the disclosure
compliance of financial information on the website. It is expected that the
absorption of local expenditures rate has not always reflected the level of service
provided to the public so it does not encourage local government to fulfill the
compliance with the disclosure of financial information on the website. Meanwhile,
two other variables, the effectiveness ratio and the local independence ratio suggest
the positive impact on the disclosure compliance of financial information on the
website. The results reflect that if the effectiveness ratio and the local independence
ratio increase, there will be also improving the disclosure compliance of financial
information on the website.

The audit opinion directly (without involving interaction with the
independent variable) shows a significant influence on the disclosure compliance
of financial information on the website. However, if it interacts with independent
variables, it will give different results. The interaction between audit opinion and
the absorption of local expenditures ratio as well as the effectiveness ratio result
that audit opinion can not moderate the association between the absorption of local
expenditures ratio and the effectiveness ratio on the disclosure compliance of
financial information on the website.

Meanwhile, the interaction between audit opinion and local independence
ratio suggests the negative effect on the disclosure of financial information on the
website. The negative effect indicates that the audit opinion can weaken the
association between local independence ratio on the disclosure compliance of
financial information on the website.

This research has several limitations :

1. The object of the study is limited in the local government area of Java and
only three-year study period.

2. The data obtained and processed from any kind of sources are still much less
complete due to reduced number of observations. By adding objects and
coverage period as well as looking for other data sources is expected to further
studies will have a greater number of observations.

3. The study was conducted only by involving the three indicators of financial
performance.

Based on the limitation mentioned above, it is suggested for future research as

follows :

1.  Future research should be able to expand the scope of the object and the
period.

2. Future research should add objects and coverage period as well as looking for
other data sources expected to further studies will have a greater number of
observations.

3. Future research should expand other financial performance measures and
nonfinancial performance variables.
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