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Abstract

The numerous disclosures of corruption cases involving local government officials and
members of the local legislature indicate that corruption is severe at the regional level. The
study aims to examine the influence of regional financial independence and audit opinions on
the corruption level in the local government in Indonesia. Using secondary data from the
Regional Government Financial Report, Summary of Examination Results by Audit Board of
Indonesia, and the ruling in kracht of the Supreme Court, the study involved 542 regional
governments for the period of 2022. The analytical method used is double linear regression
using SPSS software version 26. The results of the research show that the regional financial
independence has a significant negative influence on the level of corruption, while the audit
opinions have no significant influence. The size of the local government has also been found to
have a significant positive influence on the level of corruption. This research provides
important insights into the efforts to prevent corruption at the local government level.

Key words: Regional Financial Independence, Audit Opinion, Corruption, Local
Government.

INTRODUCTION

Corruption has become a prevalent issue at the local government level, as evidenced
by the numerous cases of corruption involving local government officials and legislators
(Avalon et al,, 2018). One possible contributing factor to the prevalence of corruption is the
financial independence of local governments. Bakar & Said (2021) define regional financial
independence as the ability of local governments to finance their governance, development,
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and public services independently, using revenue obtained from taxes and fees paid by the
public. When a region has a high level of financial independence, it has more control and
autonomy over its financial resources, including local revenue and budget allocations.
However, without good governance, transparency, and adequate accountability, this high
level of financial independence can create opportunities for corruption at the local level.

To promote good governance and enhance transparency and accountability in
financial management, both the central and local governments are required to submit
accountability reports in the form of financial statements (Saragih & Hasibuan, 2020). The
financial statements produced by local governments are called Regional Government
Financial Report. Regional Government Financial Report depicts the financial condition and
performance of the local government. The quality of Regional Government Financial Report
is recognized after being audited by the Audit Board of the Republic of Indonesia (Nur et al.,
2021). The audit of Regional Government Financial Report by Audit Board of The Republic
of Indonesia results in an opinion on the fairness of the financial information presented in
the financial statements. According to Law of The Republic of Indonesia Number 15 of 2004,
this opinion is issued based on four criteria: compliance to government accounting
standards, adequacy of disclosure, regulatory compliance, and the effectiveness of internal
control systems. The four types of opinions are unqualified, qualified, adverse, and
disclaimer of opinion.

Research conducted by Maria et al. (2021) found that the level of regional financial
independence has a positive influence on the potential for corruption in local governments
in Indonesia. This research suggests that the more autonomous a region is, the greater the
likelihood of corruption occurring in its local government.

On the other hand, Masyitoh et al. (2015) found that audit opinions affect the
perception of corruption in local governments. Local governments that receive opinions that
do not provide an opinion from the auditor have a significantly higher perception of
corruption compared to local governments that receive unqualified opinions. This finding
differs from the research conducted by Kurniawati & Pratama (2021), which showed that
audit opinions do not affect the level of corruption because the audit opinion is an
examination of the fairness of the financial statements, and the examination of financial
statements is not specifically aimed at detecting corruption.

This study focuses on the influence of local financial independence and audit opinion
on the level of corruption in local governments in Indonesia. It distinguishes itself from
previous studies conducted by Maria et al. (2021) and Kurniawati & Pratama (2021) by
combining two variables that have not been extensively researched together in the context
of corruption at the local level. Additionally, this study differs in terms of data coverage,
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utilizing more recent data from the year 2022 and encompassing a wider scope, including
all local governments in Indonesia, such as provincial, city, and district governments.

LITERATURE ANALYSIS
Agency Theory

Agency theory explains the contractual relationship between principals and agents
(Jensen & Meckling, 1976). Principals delegate responsibilities and decision-making
authority to agents through collaboration (Andhini et al., 2023). In this study, the community
is the principal that mandates the local government (agent) to efficiently and transparently
manage finances and government activities. The principal (community) expects the local
government to act with integrity and be accountable for the public funds entrusted to them.

According to Saragih & Hasibuan (2020), agency theory recognizes the existence of
information asymmetry between agents who have direct access to information and the
community. This information asymmetry can lead to malpractice or corruption by agents.
This is supported by agency theory, which assumes that both agents and principals think
rationally and are motivated by their own welfare and interests, sacrificing other interests
(Trisnawati & Gunawan, 2019).

Agency theory is used in this research because this research discusses the
management of public funds carried out by local governments (agents) on behalf of the
community (principals). In this context, agency theory helps to explain how the contractual
relationship between principals (community) and agents (local governments) influences
financial policies, accounting practices, and levels of corruption at the local government
level. Agency theory allows analysis of the extent to which local governments act in
accordance with community interests or exploit their position for personal gain, as well as
how factors such as regional financial independence and audit opinions influence these
dynamics.

Regional Financial Independence
Regional financial independence is an important indicator in assessing the level of
dependence of a region on sources of funding from central and provincial governments.
According to Karenina et al. (2021), the financial independence of the region reflects the
extent to which the region can be independent without having to rely on financial assistance
from the central and provincial governments. The more financially independent a region is,
the less reliant the region is on external funding. In addition, Agustina et al. (2022) added
that the financial independence of the region also reflects the level of public participation in
development. This is evident from the increasing contributions of the people in paying local
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taxes and remuneration along with the increased financial independence of the region. In
other words, a more financially independent region not only demonstrates the ability to
manage its own resources, but also shows the active involvement of the community in
supporting the development of the region through payment of taxes and remuneration.

Audit Opinions

According to Law of The Republic of Indonesia Number 15 of 2006, the Audit Board
of the Republic of Indonesia is a state institution responsible for examining the management
and financial accountability of the state, as mandated in the 1945 Constitution of the
Republic of Indonesia. In carrying out its duties, Audit Board provides audit opinions. An
audit opinion is a statement from a professional that serves as a conclusion of an
examination regarding the extent to which the information presented in the financial
statements can be considered fair (Law of The Republic of Indonesia Number 15 of 2004).

The audit opinion provided by the Audit Board plays a crucial role in enhancing
transparency and accountability in the management of local government finances. As stated
by Kurniawati & Pratama (2021), audit opinions can be important information to increase
public trust in the process and system of financial governance of the local government.

Local Government Size

Factors, such as local government size, regional prosperity, and dependence on the
central government have been identified as forming characteristics of local government.
Based on research by Liu & Lin (2012), larger government sizes have lower levels of
corruption. This is because there is more oversight of financial accountability by institutions
and the general public, which lessens the likelihood that employees of local government will
engage in illegal acts of corruption.

Corruption
The most common form of fraud in Indonesia, according to the 2019 survey
conducted by the ACFE Indonesia Chapter with 239 respondents, is corruption, which was
selected by 154 respondents and had a percentage of 64.4%. Corruption, as defined by Law
Number 20 of 2001 on the Eradication of Corruption, occurs when someone intentionally
commits illegal acts to enrich themselves, others, or corporations, thereby harming the
country's finances or economy. This high figure reflects the seriousness of the corruption
problem in Indonesia and highlights it as a major challenge to achieving clean and effective
governance. To mitigate corruption, Joseph et al. (2016) state that the government has
implemented numerous regulations, leading Indonesia to be regarded as a "regulated
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country.” Three prominent institutions advocating for anti-corruption activities in Indonesia
are Indonesia Corruption Watch, Transparency International Indonesia, and the Indonesian
Corruption Eradication Commission (KPK).

In Indonesia, decentralization policy gives authority to local governments to
independently regulate and manage their regions, including creating public service
programs without interference from the central government. However, research by Chang
& Turnbull (2002) shows that decentralization is often abused to maximize personal and
group interests within organizations. Ineffective budget absorption opens the door for
corrupt practices, which may initially only occur at the central government level but then
spread to the local government level. This condition shows that decentralization, although
aimed at improving efficiency and accountability, can exacerbate corruption problems if not
accompanied by strict supervision.

Another study by Puspasari & Suwardi (2016) strengthens these findings by stating
that corruption occurring at the central level tends to spread to the regions. This is due to
the weak internal monitoring and control systems at various levels of government, which
should serve as a counterbalance to decentralized power. As a result, corruption not only
erodes budgets that should be used for public purposes but also undermines public trust in
the government. To address this problem, serious efforts are needed to strengthen the
system of internal surveillance and control, as well as to build a strong culture of integrity at
all levels of government.

The Influence of Regional Financial Independence on Corruption Level in Local
Governments in Indonesia

Regional financial independence refers to the capability of local governments to
manage their own revenue sources to finance their expenditures and regional development.
Regions with financial independence often face challenges in budget management and local
expenditures. Studies have shown that more financially independent regions tend to engage
in budget and expenditure misappropriations (Syurmita, 2013). In autonomous regions, a
significant portion of funds is allocated to employee expenses rather than for regional
development activities and/or public services (Agustina et al.,, 2022). This indicates that
regional financial independence does not always correlate with a reduction in corruption
levels, as there is potential for abuse of authority in managing regional funds.

Thus, the following is the first hypothesis of this study, which aims to investigate the
relationship between regional financial independence and the level of corruption in local
governments:
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H1: Regional Financial Independence has an influence on the Corruption Levels in Local
Governments

The Influence of Audit Opinion on Corruption Level in Local Governments in
Indonesia

An audit opinion is an evaluation by auditors on the compliance and fairness of
financial statements. Similar to corporations, a fair audit opinion for local governments
ensures that financial disclosures are free from material misstatements, making them
reliable. Additionally, a positive audit opinion indicates that the government complies with
laws and regulations and has an effective internal control system.

A positive audit opinion from the Audit Board of the Republic of Indonesia is often
associated with good financial management and lower levels of corruption. Kuntadi et al.
(2023) stated that audit opinions negatively impact the level of corruption. This study found
that better audit opinions for local governments indicate a positive assessment of their
performance. A positive performance assessment suggests a lower potential for
irregularities within the local government. Conversely, Astuti & Adrison (2019) examined
the relationship between audit opinions and fraud, using proven bribery cases decided by
the Corruption Eradication Commission (KPK) from 2008 to 2017. They found no significant
relationship between audit opinions and bribery cases, as bribery is a form of personal
corruption and is not documented.

Therefore, to examine the impact of audit opinions on the level of corruption in local
governments, the second hypothesis of this study is proposed as follows:

H2: Audit Opinions has an influence on the Corruption Levels in Local Governments

giow i
Independence T Deprone tent Variabile

ocal Government
"= ?

Figure 1. Theoretical Framework

METHODOLOGY
This empirical research utilizes a quantitative approach, chosen for its ability to
objectively measure and analyze the relationships between variables using statistical
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techniques. The study aims to identify the impact of regional financial independence and
audit opinions on the level of corruption in local governments in Indonesia. Specifically, it
seeks to determine whether regional financial independence and audit opinions issued by
the Audit Board of Indonesia significantly influence corruption levels in local governments.

Operational Definitions and Variable Measurement
Dependent Variable

Corruption Level in Local Governments: Measured by the number of corruption cases
with final legal decisions (in kracht) determined by the Supreme Court of Indonesia.

Independent Variables
Regional Financial Independence: Refers to a local government's ability to finance its

expenditures independently without relying on transfers from the central or provincial

governments. Measured using the financial independence ratio formulated by Mahmudi

(2010):

Original Local Revenue

Financial Independence Ratio = ( ) X 100%

Transfer Revenue
Audit Opinion: Assessed on an ordinal scale as per Ratmono & Saleh (2017), where

Unqualified Opinion is rated 4, Qualified Opinion is rated 3, Adverse Opinion is rated 2, and
Disclaimer of Opinion is rated 1.

Control Variable

Local Government Size: Defined by the total assets in the local government's financial
statements, utilizing the natural logarithm of total assets to facilitate analysis and
comparison across regions.

Data Collection and Sample

This study employs secondary data, including the financial independence ratio from
2022 regional government financial reports, 2022 audit opinions from Audit Board's
Semester [ 2023 Summary of Examination Results, and corruption case data from the
Supreme Court's decisions. The population encompasses all local governments in Indonesia
(34 provinces, 98 cities, and 416 regencies), focusing on 2022. The sample, determined using
the saturated sampling method, includes 542 local governments (excluding 5 administrative
cities and 1 administrative regency from DKI Jakarta).

RESEARCH AND RESULTS
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Descriptive Statistics Analysis

Descriptive statistics method describes data using measures such as mean, standard
deviation, variance, minimum, maximum, total sum, range, kurtosis, and skewness (Ghozali,
2018). The descriptive analysis results are as follows:

Table 1 Descriptive Statistical Analysis Test Results

Variabel n Minimum | Maximum Mean Std. Dev.
KKD 542 0,003 4,120 0,2212 0,3554
0A 542 1,000 4,000 3,8967 0,3851
UP 542 27,350 34,160 28,8330 0,7694
TK 542 0,000 12,000 0,1255 0,7539

Source: Data processed (SPSS 26 version)
Note: KKD = Regional Financial Independence; OA = Audit Opinion; UP = Local Government
Size; TK = Corruption Level in Local Government.

Regional Financial Independence: The minimum value is 0.003 and the maximum is
4.120, with a mean of 0.2212 and a high standard deviation of 0.3554, indicating significant
variation in the regional financial independence data.

Audit Opinion: The minimum value is 1 and the maximum is 4, with a mean of 3.8967 and a
low standard deviation of 0.3851, indicating that audit opinion values cluster around a high
mean.

Local Government Size: The minimum value is 27.350 and the maximum is 34.160,
with a mean of 28.8330 and a relatively small standard deviation of 0.7694, indicating that
the local government size data is evenly distributed around the mean.

Corruption Level: The mean is very low at 0.1255 with a large standard deviation of 0.7539,
indicating very high variability in corruption level data, with some regions having very low
or zero corruption levels and others having very high levels.

Hypothesis Testing
Classical Assumption Tests

Normality Test: The normality test assesses whether data follows a normal
distribution, meaning the data is centered around the mean and median values (Nugraha,
2022). If the significance value of the data is more than 0.05, it is regarded to be normally
distributed; if not, it is regarded as non-normal. The following is the result of the normality
test:
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Table 2 Normality Test Result
Model Sig
TK 0,069
Source: Data processed (SPSS 26 version)

The significance value, which is 0.069 according to the Kolmogorov-Smirnov method,
shows that the data satisfy the requirements for normality.
Heteroscedasticity Test: In a linear regression model, the heteroscedasticity test establishes
whether the residual variance is unequal across all observations (Ghozali, 2018). Based on
the probability value, the decision rule states that heteroscedasticity is present if the
significance value is less than 0.05 and absent if it is larger than 0.05. The heteroscedasticity
test results are as follows:

Table 3 Heteroscedasticity Test Results

Variable Sig
KKD 0,231
OA 0,998
Up 0,133

Source: Data processed (SPSS 26 version)

Using the Glejser method, all variables have asymp sig values = 0.05, indicating no
heteroscedasticity.

Multicollinearity Test: In a regression model, correlations between independent
variables are found using the multicollinearity test (Ghozali, 2018). Large standard errors
resulting from strong correlations between independent variables cause the t-statistic
values to fall below the crucial value. This suggests that the independent and dependent
variables do not have a linear relationship. The Variance Inflation Factor (VIF) and Tolerance
values are used to test for multicollinearity. Ghozali (2018) states that multicollinearity is
absent if VIF < 10 or Tolerance > 0.01 and present if VIF > 10 or Tolerance < 0.01. The
multicollinearity test results are as follows:

Table 4 Multicollinearity Test Results

Variable Tolerance VIF
KKD 0,559 1,789
0OA 0,992 1,008
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| up | 0560 | 1,785 |
Source: Data processed (SPSS 26 version)
Multicollinearity is not present because tolerance values are larger than 0.01 and VIF values
are less than 10.00.

Coefficient of Determination Test (R-squared)

The degree to which the independent variables in a regression equation account for
the variance in the dependent variable is shown by the coefficient of determination, or R-
squared. A low R-squared value suggests that the independent variables have very little
capacity to explain the variance in the dependent variable. The coefficient of determination
has a value between zero and one. The following is the result of the coefficient of
determination test:

Table 5 Coefficient of Determination Test Result
Model R-squared Adj. R-squared
TK 0,730 0,728
Source: Data processed (SPSS 26 version)

The R-squared value is 0.730, indicating that 73% of the variance in corruption levels
is explained by the independent variables, while the remaining 27% is influenced by other
factors.

F-Test (Simultaneous)

According to Riadi (2016), the independent variables' simultaneous substantial
influence on the dependent variable is assessed using the F-test. A 0.05 is selected as the
confidence level. The F-Test (simultaneous) test result is as follows:

Table 6 F-Test (Simultaneous) Test Result

Model F Sig.
TK 391,925 | 0,000

Source: Data processed (SPSS 26 version)

The dependent variable is influenced by the independent factors simultaneously, as
indicated by the significance value of 0.000 < 0.05.

105
1IJBQR, Volume 02 Issue 03, 2024

Copyright to the author of some rights reserved This work is licensed under
aCreative Commons Attribution-ShareAlike 4.0 International License.



http://creativecommons.org/licenses/by-sa/4.0/

International Joumnal of Business and Quality Researc

https://e-journal.citakonsultindo.or.id/index.php/IJBOR
E-ISSN: 2985-9468

T-Test (Partial)

The T-test (partial) is a statistical test that is employed to ascertain the linear
relationship between a dependent variable and one independent variable. HO is accepted if
the computed t-value is less than the tabulated t-value and the probability (significance) is
greater than 0.05 (a). This implies that the dependent variable is not significantly influenced
by the independent variable, even when considered individually. The null hypothesis (HO)
is rejected if the calculated t-value exceeds the tabulated t-value and the probability
(significance) is less than 0.05 (a). This indicates that there is a significant partial
(individual) influence of the independent variable on the dependent variables. The t-test
(partial) test results are as follows:

Table 7 T-Test (Partial) Test Results

Variabel | Beta | Std.Error t Sig.
C -18,786 0,606 -31,009 | 0,000
KKD -0,280 0,039 -7,110 | 0,000
OA 0,048 0,030 1,615 | 0,107
UP 0,610 0,020 29,825 | 0,000

Source: Data processed (SPSS 26 version)

Based on Table 7, the following findings were observed:

Regional Financial Independence (KKD): The regional financial independence
variable has a significance value of 0.000 (p-value < 0.05), with a t-value of 7.110 (> t-table
1.999) and a coefficient of -0.280. This indicates that regional financial independence has a
significant negative effect on corruption levels, meaning as financial independence
increases, corruption decreases.

Audit Opinion (OA): The audit opinion variable has a significance value of 0.107 (p-
value > 0.05), with a t-value of 1.615 (< t-table 1.999) and a coefficient of 0.048. Although
the positive coefficient suggests a positive relationship between audit opinion and
corruption levels, this relationship is not statistically significant.

Local Government Size (UP): The local government size variable has a significance
value of 0.000 (p-value < 0.05), with a t-value of 29.825 (> t-table 1.999) and a coefficient of
0.610. This indicates that local government size has a significant positive effect on
corruption levels, meaning larger government size is associated with higher corruption
levels.
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DISCUSSION
Regional Financial Independence and Corruption Levels

The analysis of regional financial independence reveals a regression coefficient of -
0.280. With a significant value of 0.000, which is well below the 0.05 threshold, it indicates
that regional financial independence significantly influences the level of corruption in local
governments.

The coefficient of -0.280 indicates that for every one unit increase in financial
independence of local governments, there is a decrease of 0.280 units in the level of
corruption, assuming other variables remain constant. In other words, the more financially
independent a region is, the lower the level of corruption in that region. These findings
contradict the results of a study by Maria et al. (2021) which stated that regional
independence positively influences corruption in local governments in Indonesia.

The research findings indicate that regional financial independence plays a crucial
role in reducing the likelihood of corruption. This relationship can be further explained
through agency theory. In the context of agency theory, there is an agency problem that
arises when the interests of the agent (local government) are not aligned with the interests
of the principal (community). In situations where the agent has more information than the
principal, the agent has the opportunity to act against the interests of the principal (Isnadiva
& Haryanto, 2021). Higher financial independence can improve transparency and
accountability, reducing information asymmetry between local governments and
community. This is because higher financial autonomy is often accompanied by increased
supervision and better incentive structures. Financially independent regions have an
incentive to manage public finances more efficiently and transparently in order to maintain
public support and increase regional revenue. This reduces the opportunities for corruption
as the actions of agents are easier to monitor and regulate by the principal.

Audit Opinion and Corruption Levels

The data analysis results for the audit opinion variable indicate that the obtained
regression coefficient is 0.048. However, the resulting significance value (sig) is 0.107, which
is greater than the threshold of 0.05. This indicates that the audit opinion variable does not
have a significant influence on the corruption level in local government at a 5% significance
level.

The coefficient of 0.048 indicates that for every one unit increase in the audit opinion,
there is a 0.048 unit increase in the level of corruption, assuming other variables remain
constant. However, due to the significance value being greater than 0.05, it cannot be
concluded that this relationship is statistically significant. The input states that there is not
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enough evidence to suggest that audit opinions directly influence the corruption level in
local governments. This finding is consistent with a study conducted by Kurniawati &
Pratama (2021) which states that audit opinions do not affect the level of corruption.

Audit opinions may not fully reflect the quality of financial governance or the level of
corruption in local governments. Audit opinions often rely on compliance with accounting
standards and regulations and may not encompass all aspects of corruption activities that
are more difficult to detect (Budiman & Amyar, 2021). There is a possibility that other
factors not included in this regression model have a greater influence on the level of
corruption compared to audit opinions, such as the effectiveness of internal oversight and
political pressure.

In the context of agency theory, the community (the principal) relies on local
governments (the agent) to effectively and efficiently manage public resources. Audit
opinions are often used as a benchmark to assess the effectiveness of oversight and financial
management performance of local institutions (Syahrir & Suryani, 2020), thus they are
expected to serve as a tool to help principals monitor the agents' performance. However, the
insignificance of these results indicates that audit opinions may not be sufficiently effective
as an oversight tool in the context of corruption.

Control Variable: Local Government Size

This research uses the size control variable of the local government. The result of data
processing for the local government size variable shows that the regression coefficient
obtained is 0.610. The significant value (sig) produced is 0,000, which is much smaller than
the 0.05 threshold. This indicates that the level of corruption in the local government is
significantly influenced by the variable of local government size.

A coefficient of 0.610 indicates that for each increase of one unit in the size of the local
government, there is an increase of 0.601 units in the rate of corruption, assuming other
variables remain constant. Very high statistical significance (p < 0.05) reinforces the belief
that this influence is not a result of coincidence, but rather reflects a real relationship
between the local government size and the level of corruption.

In other words, the larger the size of the local government, the higher the level of
corruption that occurs in the region. The results of this study are consistent with the results
of research by Maria et al. (2021) which stated that the size of the area has a positive
influence against corruption in the local government in Indonesia. It shows the importance
of considering the local government size in an effort to control and reduce corruption at the
local government level.

CONCLUSION AND RECOMMENDATIONS
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This study examines the influence of regional financial independence and audit opin-
ions on corruption levels in Indonesian local governments, using data from 2022. The find-
ings indicate that financial independence significantly reduces corruption, as autonomous
regions are more likely to manage public finances efficiently, enhancing oversight, transpar-
ency, and accountability. Conversely, audit opinions do not significantly impact corruption
levels, suggesting that they may not fully capture the quality of financial governance or cor-
ruption activities. Additionally, larger local governments tend to experience higher levels of
corruption, emphasizing the need for stringent oversight and anti-corruption measures in
these regions.

This study has several limitations. First, the measurement of corruption is based on
Supreme Court decisions, which may not capture all corruption cases, as many may go un-
detected or unresolved. Second, the diverse economic, social, political, and cultural charac-
teristics of local governments in Indonesia are not fully accounted for, which may affect cor-
ruption levels. Future research should include additional variables such as internal over-
sight effectiveness and political pressure to provide a more comprehensive analysis. Em-
ploying panel data methods could also enhance the accuracy of the findings and allow for a
detailed examination of factors influencing corruption over time.
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