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ABSTRACT 

  

Using Stewardship theory, this study examines the factors that influence the level of 

mandatory disclosure within financial statements of provincial governments in Indonesia, 

including size of government, regional wealth, number of Regional Working Units (SKPD), 

administrative age of government and audit findings. By applying the purposive sampling 

method, this study uses a sample of financial statements from 27 provinces in Indonesia during 

2016 to 2018, therefore the total sample is 81 financial statements. The findings reveal that 

there is a moderate level of compliance with key mandatory disclosures (61,33%). In addition, 

the regression analysis shows that from the five potential predictor variables, regional wealth 

is the only predictor that is significantly positive towards the level of mandatory disclosure 

within financial statements of Indonesian provincial governments. Given overall non-

compliance rate of over 38% there is a clear need for the Indonesian government especially the 

Supreme Audit Board (BPK) to better enforce provincial government's compliance combined 

with important financial reforms and regulations. 
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INTRODUCTION 
 

Indonesia is one of the developing countries in 

Asia that has performed various reforms in various 

fields. Since the issuance of Law No. 22 of 1999 on 

Regional Government [47], Indonesia started to 

enter the era of regional autonomy and fiscal decen-

tralization in which some of the government’s res-

ponsibilities are shifted from the central govern-

ment to regional governments. The regional auto-

nomy policy was adopted to allow regional govern-

ments to manage their own regions without any 

interference from the central government [22]. 

Therefore, regional governments are expected to be 

able to manage their own resources and implement 

good governance. 

Regional autonomy requires each regional 

government to maintain transparency and accoun-

tability in their financial management in order to 

create a clean governance [14]. To achieve this, both 

the central government and regional governments 

are obliged to submit accountability reports in the 

form of financial statements. As stated in Law No. 

17 of 2003 on State Finance [48], the president, 

governors, regents and mayors are obliged to submit 

accountability reports based on the results of the 

utilization of government budgets at the central and 

regional levels. The accountability report is written 

based on Government Accounting Standards 

namely Government Regulation No. 71 of 2010. 

Any financial statements that have been 

written according to the Government Accounting 

Standards are then audited by the BPK to be 

submitted to the People’s Representative Council 

(DPR)/Regional Representative Council (DPRD) 

and to the public. The financial statements that 

have been audited and have been given disclosures 

based on the BPK audit findings can serve as useful 

information for the users of financial statements for 

decision making, which is in line with the objective 

of the financial statements. The audits performed by 

BPK to financial statements will result in audit 

opinions. There are five types of audit opinions that 

can be given by BPK, namely Unqualified Opinions 

(WTP), Unqualified Opinions with Explanatory 

Paragraphs (WTP PP), Qualified Opinions (WDP), 

Adverse Opinions (TW), and Disclaimer Opinions 

(TMP) [42].  

Unqualified Opinion is an opinion expected by 

each government institution for it shows that the 

disclosures made by these government institutions 

are completely qualified and accountable. Unqua-

lified Opinion can be obtained by meeting several 

criteria such as conformity of financial statements 

with the applicable Government Accounting Stan-

dards, adequate disclosure, compliance with regul-

ations, and effectiveness of the internal control 

system [36]. By meeting these four criteria, tran-

sparency and accountability in the disclosure of 

government financial statements can be met.  
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Transparency in providing financial state-

ment-related information can provide open and 

honest information to the public and other users of 

financial statements [23]. In addition, disclosures in 

financial statements can be categorized into two 

parts, namely mandatory disclosure and voluntary 

disclosure [19]. The minimum disclosures required 

by the applicable accounting standards are man-

datory disclosures. 

Based on data from BPK, there are 34 Finan-

cial Statements of Provincial Governments in 

Indonesia. The results of the audit in 2017 showed 

that 33 financial statements (97%) of the provincial 

government were given WTP, while the remaining 

(3%) was given WDP. Based on the data, it can be 

seen that there was one provincial government 

financial statement which had not been given WTP 

based on the audit findings by BPK. This is possibly 

because of lackness in the presentation of financial 

statements, where some accounts are not presented 

in accordance with the applicable Governmental 

Accounting Standards.  

Some previous studies showed that the dis-

closures made by Indonesian districts and munici-

palities have not been optimal, with an average 

disclosure of 69.01% [9], 59.99% [41] and 30.85% 

[44]. In fact, based on the results of some previous 

studies, the disclosure of the provincial government 

financial statements in Indonesia has increased 

over years. This way, the regional governments are 

increasingly showing their existence and integrity, 

especially with regard to financial accountability. 

Nevertheless, it is necessary to conduct a study 

which examines various factors that potentially 

affect the level of disclosure in the provincial govern-

ment financial statements in Indonesia, so as to 

allow for effective formulation of public policies in 

relation to the obligation to disclose financial 

statements. 

Further, this study used a different theoretical 

basis compared to previous studies. Several pre-

vious studies used agency theory to predict the level 

of mandatory disclosure in regional government 

financial statements. According to the agency 

theory, it is basically difficult to create the relation-

ship between owners and managers due to some 

conflicting interests, where each of these parties has 

different personal interests [28].  Based on this 

study, the researcher believed that the perspective 

of the agency theory is not suitable to be applied in 

government institutions, especially in regional 

governments, because the interests of the upper 

level management in government institutions are 

generally in line with those of the lower level 

management [32]. In government institutions, all 

employees in general are loyal and committed to 

obeying regulations and committed to carrying out 

any tasks that become their full responsibility so as 

to achieve organizational goals properly. Based on 

this reason, this research adopted another alter-

native theory, namely the Stewardship Theory. This 

theory explains the relationship between principal 

with steward, where the steward will always make 

efforts to achieve organizational goals in accordance 

with what the principal wants to achieve [26]. The 

government, as a steward, has lots of information, is 

responsible for the trust given by the people as the 

principal, and must always be aware of maintaining 

transparency and accountability of financial 

statements. Based on these reasons, this study used 

the stewardship theory as a theoretical basis for 

analyzing various existing phenomena related to 

the mandatory disclosure of provincial government 

financial statements in Indonesia. 

Some potential variables used in this study 

include the size of government, regional wealth, the 

number of SKPD, government age, and audit 

findings. Size of government in this study can be 

proxied by the total assets of the government where 

the extent of the local government wealth shows the 

size of the government. The greater the size of a 

government, the greater the demand for transpa-

rency in the government financial management. 

Meanwhile, regional wealth represents the 

prosperity of the region, where regional wealth can 

be proxied by own-source revenue (PAD), namely 

revenue originating from community contributions. 

The greater the own-source revenue of a region, the 

greater the government's obligation to make 

disclosures in the financial statements of the region 

[8]. 

The number of SKPD represents the number 

of functions that become the priority of the regional 

government in developing the region. The more the 

functions of a region, the higher the level of dis-

closure to be done [2]. Similarly, the age of 

government can be interpreted as how long the 

government has lasted. The administrative age of 

government will affect the quality of the disclosure 

in the government financial statements in accor-

dance with the experience of the government [11]. 

An audit is an overall financial statement examina-

tion carried out by an audit board. The findings of 

BPK have caused the government to face demand to 

improve its disclosure, where the more the audit 

findings, the more the additional disclosures in the 

financial statements demanded by BPK [9]. This is 

because a greater number of audit findings by BPK 

shows a low level of disclosure in government 

financial statements. This study was conducted to 

prove the correctness of these statements. 

This study is also to reassure the results of 

several previous studies regarding which predictor 

variables are suitable for predicting the level of 
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financial statement disclosure in Indonesian provin-

cial governments. The variable most frequently 

used in similar studies is regional wealth. A study 

conducted by [41] to analyze the factors that 

influence the level of disclosure in provincial govern-

ment financial statements showed that regional 

wealth has a positive effect on the mandatory 

disclosure in financial statements. This finding was 

also supported by a study conducted by [3]. 

However, a different finding was shown by [50] who 

conducted a study to examine the level of disclosure 

in regional government financial statements. The 

results showed that regional wealth does not have a 

significant effect on the mandatory disclosure in 

regional government financial statements. 

Another variable which is usually used yet 

debatable is the number of Regional Working Units. 

A research conducted by [24] showed that the 

number of SKPD has a significant effect on the level 

of disclosure in the Regency/Municipal Government 

Financial Statements in Central Java Province for 

the period 2010-2012. In contrast, a research 

conducted by [44] revealed that the number of 

SKPD does not significantly influence the level of 

disclosure in local government financial statements. 

In addition, a research conducted by [11] showed 

that the administration age of regional government 

has a significant effect on the level of mandatory 

disclosure in Regional Government Financial 

Statements. In contrast, a study conducted by [7] 

showed that the age of regional government does 

not have a significant effect on the level of disclosure 

in Local Government Financial Statements.  

In fact, there are differences found among 

some of the results of previous studies regarding the 

factors that affect the level of disclosure in financial 

statements. This is one of the motivations for 

conducting this research to ascertain the factors 

that affect the mandatory disclosure of local 

government financial reports in Indonesia, 

particularly at the provincial level. 

 

Stewardship Theory in Government 

 

Stewardship theory is a theory that describes a 

situation where a steward is motivated not by 

individual goals such as material possessions and 

money, but by organizational interests as the main 

target [18]. Based on a philosophical assumption, 

stewardship theory is a theory that is developed 

based on human characteristics such as being 

trustworthy, being able to act responsibly, having 

integrity, and being honest with others [38]. This 

theory also describes a strong relationship between 

organizational satisfaction and success, in which 

organizational success can be achieved by optimi-

zing the utility of principal and management. 

The relationship described in the stewardship 

theory is the relationship between principal and 

steward. The basis of this theory is psychology and 

sociology, in which the motivation of a steward in 

behaving is in accordance with what the principal 

wishes. A steward will not leave his/her organi-

zation because she/he strives to achieve organizatio-

nal goals [39].  

In relation to government, the government 

serves as a steward, has lots of information, is 

responsible for the trust given by the people, and 

must always be aware of maintaining transparency 

and accountability. The government should give 

maximum efforts in implementing its governance to 

achieve the government's goal, namely to improve 

the welfare of the people. Once the goal is achieved, 

the people who have elected them in the general 

election will feel satisfied with the government’s 

performance. 

Stewardship theory is more suitable to be used 

as the underlying theory of this research because 

this theory has an important assumption that the 

steward (provincial government) will always side 

with the public as the owner or principle. Thus, the 

government will always fulfill what is the goal of its 

society. This is in line with the main objective of 

public sector organizations which is to provide 

maximum service to society. 

 

Disclosure of Information in Financial State-

ments 

 

Based on Government Regulation No. 71 of 

2010 on Government Accounting Standards [33], 

financial statements are written to provide relevant 

information about financial positions and all 

transactions carried out by an entity during one 

reporting period. Financial statements are used to 

determine the value of economic resources which 

are utilized to carry out the operational activities of 

a government, assess financial conditions, evaluate 

the effectiveness and efficiency of a reporting entity, 

and assist in determining its compliance with laws 

and regulations [37] and [46]. 

Financial statements are presented to serve as 

a means of communicating financial information to 

any interested parties to account for the perfor-

mance and activities that have been carried out. 

Financial statements provide information about the 

use of the economic resources, transfers, financing, 

budget execution, budget surplus, Operational 

Reports, assets, liabilities, equity, and cash flow of a 

reporting entity [1]. A disclosure should be able to 

provide material and relevant information to be 

used in decision making. A good disclosure should 

also be prepared in accordance with any pre-

determined standards which serve as guidelines. 
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Disclosure should add value to the information 

provided, instead of reducing it by presenting 

information that is too detailed and difficult to 

analyze. 

Disclosure in financial statements should 

provide adequate information and explanations 
about the results of the activities carried out by a 
business entity, in order to accurately describe any 
economic events that affect the results of the 

operational activities of the business entity. Three 
disclosure concepts which are commonly proposed 
are adequate, fair and full disclosures [43]. The most 

common disclosure among these three concepts is 
adequate disclosure. Adequate disclosure can 
include minimal disclosures that should be made in 
order for the financial statements to not be 

misleading [10]. 

There are two categories of disclosures in 
financial statements, namely mandatory disclosure 
and voluntary disclosure [15]. Mandatory disclosure 

is the minimum disclosure required by an applicable 
accounting standard. This disclosure is a full dis-
closure that presents relevant information needed 
by the users of financial statements. On the other 

hand, voluntary disclosure is additional disclosure 
that is not required by an accounting standard. In 
addition, it is considered relevant and useful for the 
users of financial statements.  

 
Size of Government 
 

The greater the assets owned by a region, the 

greater the size of the local government. The higher 

the sales, the more the capital to be invested. In 
addition, the greater the market capitalization, the 
more popular the entity to the public. These three 

variables can be used to measure the size of an 
entity because these three variables represent the 
extent of an entity.  

A variable that can be used to describe the size 

of government is total assets. Total assets are 
selected because they have a more stable value 
compared to sales and market capitalization [16]. A 

government with larger size or total assets will tend 
to have more complex asset management. Conse-
quently, the government needs to disclose more 
about their assets and pay more attention to man-

datory disclosures in accordance with applicable 
accounting standards. 
 

Regional Wealth 
 

Regional wealth describes the level of pros-
perity of a region. Regional wealth is proxied by 
PAD, which is one of the regional revenues sourced 
from its own region, reflecting the level of inde-
pendence of the region [24]. According to Law No. 28 
of 2009 on Regional Tax and Regional Retribution 
[49], regional own-source revenue consists of local 

taxes and levies, the results of local asset mana-
gement and other legitimate regional own-source 
revenues. This means that regional own-source 
revenues are the contributions of the community in 
each region.  

High regional own-source revenues are able to 
stimulate community participation in paying 
regional taxes and levies. An increase in own-source 
revenue is always carried out to motivate local 
governments to be able to finance their own needs, 
so as to be independent and no longer depend on the 
central government. Based on the stewardship 
theory, local governments can show their respon-
sibility for good performance through a large 
amount of regional wealth and resources, making 
them try to write better financial statements [17]. 

  
Number of Regional Working Units (SKPD) 
 

Regional government is one of the reporting 
entities, namely a government unit consisting of one 
or more accounting entities that are required to 
submit accountability reports in the form of 
financial statements. The accounting entity is a 
regional working unit. Regional Working Unit is 
also a regional government apparatus as the user of 
the budgets/goods.  

The number of SKPD represents the number 
of functions that become the priority of the local 
government in developing the region [44]. The more 
the functions that become the priority of a region, 
the more complex the government is in carrying out 
its duties [1]. The increasingly complex duties of 
government will encourage the government to make 
greater disclosures. This is because the government 
receives more demand from the people, as the 
principal, to make more disclosures in accordance 
with the increasingly complex duties of the 
government to prove its accountability. 

 
Administrative Age of Government 
 

The age of an organization can be seen in terms 
of how long the organization has lasted since it was 
founded. The administrative age of government is 
the year when a regional government is established 
based on the laws of the establishment of the region 
[11]. The age of government is correlated with the 
completeness of annual reports. Regional govern-
ments with a longer administrative age will have a 
higher level of disclosure of their financial state-
ments [41], because the older the age of a region, the 
better the experience in writing financial state-
ments.  

 
Audit Findings 
 

Audit is a systematic process to collect and 
evaluate evidence regarding economic statements to 
determine the level of conformity of the statements 
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with the specified criteria and convey the results to 
any interested parties [40]. State audits are 
performed by the BPK. Financial statements are 
audited to improve the quality of the transparency 
and accountability of government financial state-
ments. The results of audit can be in the form of 
opinions, findings, conclusions, or recommenda-
tions. 

Audit findings by BPK are any cases found in 
government financial statements that violate the 

provisions of any applicable laws. The extent of the 
audit findings by BPK will affect the extent of 
disclosure as a correction [3]. The more the audit 
findings, the more the additional disclosure in the 

financial statements requested by BPK. This is 
because a high number of audit findings by BPK 
represents a low level of disclosure in government 

financial statements. 
 

Previous Studies 
 

Studies on the level of disclosure by provincial 
governments are still relatively few in number 

compared to studies on the level of disclosure by 
regency/municipal governments. A study on the 
effect of the characteristics of regional government 
on the level of disclosure was once carried out by [6]. 

The study showed that the age of regional govern-
ments and the ratio of local independence affect the 
level of mandatory disclosure. Other variables, 
namely the size of regional government, liabilities, 

transfer, and the number of SKPD do not affect the 
level of mandatory disclosure. A study on the effect 

of government characteristics on compliance with 
mandatory disclosures in regional government 

financial reports has been conducted by [2]. The 
results of this study revealed that the three 
characteristics of local government, namely the size 
of the region, the number of SKPD, and the status 

of the local government, do not affect the level of 
mandatory disclosure in local financial statements.  

A research by [3] on the effect of regional 
government characteristics on the level of financial 

statement disclosure used nine variables. Four of 
these variables were found to have a significant 
effect on the level of financial statement disclosure. 
These variables are the size of legislative council, 

the administrative age of the regional government, 
regional wealth, and intergovermental revenue. 
Meanwhile, other variables were found to cause an 

opposite result, i.e. not affecting the level of financial 

statement disclosure. These variables are the size of 
regional government, functional differentiation, 
occupational specialization, debt financing, and the 

ratio of regional independence. 
[50] conducted a study on the determinants 

that affect the disclosure of local government 
financial statements. The result of this study show-

ed that regional wealth and human development 

index have a positive and significant effect on the 

disclosure of regional government financial state-
ments. On the other hand, the asset variable has a 

negative and significant effect, while functional 
differentiation, debt, and intergovermental revenue 
do not affect the disclosure of regional government 
financial statements. 

Unfortunately, there have only been few 

studies on the level of mandatory disclosure of 

provincial government financial statements. [11] 

conducted a study on the factors that influence the 

level of disclosure of provincial government financial 

statements using three groups, namely government 

characteristics, government complexity, and audit 

findings. In terms of government characteristics, 

regional wealth has a positive effect because when 

provincial governments have a greater amount of 

wealth, they can utilize it to write more disclosures. 

On the other hand, the variable of the level of 

dependence and total assets do not have a signi-

ficant effect on the level of disclosure of provincial 

government financial statements. In terms of 

government complexity, the result showed that 

population has a positive effect. The greater the 

number of the population, the greater the demand 

from the community to ask for more disclosures. The 

number of SKPD does not affect the level of 

disclosure of provincial government financial 

statements. In terms of audit findings, it is shown 

that the level of deviation has a positive effect 

because the level of deviations found by BPK will 

affect the level of disclosure of the financial state-

ments written. In fact, the number of audit findings 

does not have a significant effect on the level of 

disclosure of provincial government financial state-

ments.  

A study by [29] on the factors which affect the 

level of disclosure of provincial government financial 

statements showed that general budget allocation, 

the level of dependence, own-source revenue, and 

audit findings do not have a significant effect. Other 

variables, i.e. capital expenditure and the number of 

population, were shown to have significant effect on 

the level of disclosure of provincial government 

financial statements.   

 

Research Hypothesis 

 

Effect of Government Size on Level of Disclo-

sure in Provincial Government Financial 

Statements 

 

Larger-sized governments tend to have a 

larger amount of resources compared with smaller-

sized ones [27]. The size of government is proxied 

using total assets. Assets are one of the resources 

used by an entity to perform its operational 
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activities. Adequate resources and facilities are 

needed in order to provide good services to the 

public. Governments with more complex and 

increasing total assets require good asset 

management, thus requiring more disclosures in 

relation to the management and maintenance of 

assets.  

From the perspective of stewardship theory, it 

is stated that the government will try to show its 

existence by disclosing all its resources in the 

financial statements. This is to show that the 

government is responsible for the mandate given by 

the community, especially in terms of managing 

regional assets. The higher the asset value obtained 

from the success of the business that has been 

carried out by the government, the more it will 

encourage the government to disclose it in the 

financial statements. 

In this regard, larger-sized companies tend to 

receive greater demand from the public to make full 

disclosure as an effort to maintain transparency and 

accountability. This opinion is supported by a study 

conducted by [5], showing that the size of govern-

ment proxied by total assets has a significant effect 

on the level of disclosure in government financial 

statements.  

The size of government affects the demand 

from the public, in which larger size will lead to 

greater demand in relation to mandatory disclo-

sures. This demand will have a major impact on 

government performance. A research supporting 

this statement was carried out by [45] showing that 

government size has a positive effect on financial 

performance. Based on the explanation, the first 

hypothesis of this study is: 

H₁:  Government size has a positive effect on the 

level of disclosure in provincial government 

financial statements. 

 

Effect of Regional Wealth on Level of Disclo-

sure in Provincial Government Financial 

Statements 

 

Regional wealth is proxied by Own-Source 

Revenue (PAD). The PAD is one of the regional 

revenues sourced from the region and this revenue 

reflects the level of regional independence [3]. Most 

of the sources of regional wealth come from the 

community in the form of local taxes and levies. This 

way, the higher the PAD or regional wealth, the 

higher the community participation in paying 

regional taxes and levies.    

A high level of public participation will have an 

effect on the amount of regional wealth and the 

higher the regional wealth, the higher the level of 

disclosure made by the local government [30]. When 

a region has a greater amount of regional wealth, 

this region has a greater amount of resources to 

make disclosures, encouraging an increase in the 

level of disclosure in government financial 

statements. Governments with large PAD will try to 

make good disclosures in their financial statements.  

Thus, based on the theory of stewardship, local 

governments will always try to show their 

responsibility for the resulting all good performance. 

For this reason, with regard to high PAD results, 

local governments will try to disclose it in their 

financial statements as a medium of accountability 

to the public for all mandates given to the provincial 

government as a steward. 

A study conducted by [3] found that regional 

wealth has a positive effect on the level of disclosure 

in provincial government financial statements. The 

same opinion was mentioned in a research 

conducted by [24] who also found that regional 

wealth has a positive and significant effect on the 

level of disclosure in regional government financial 

statements. Based on these explanations, the 

second hypothesis of this study is: 

H₂:  Regional wealth has a positive effect on the 

level of disclosure in provincial government 

financial statements. 

 

Effect of Number of Regional Working Units 

(SKPD) on Level of Disclosure in Provincial 

Government Financial Statements  

 

Regional government consists SKPD which 

are obliged to submit accountability reports in the 

form of financial statements. Regional development 

can be seen in terms of the number of functions 

which become the priority for local governments. 

When a government has a higher number of 

function priorities, the government’s duties will 

become increasingly complex [31].   

From the perspective of stewardship theory, 

the greater the number of SKPDs, the more 

information that must be disclosed in an effort to 

reduce information asymmetry and show better 

steward performance to the public as the principle. 

In addition, the increasing number of SKPDs in a 

government will result in a higher need for 

disclosure of local government financial statements. 

More complex duties of a government indicate 

that the number of Regional Working Units 

increases. An increasing number of SKPD along 

with more complex duties results in an increased 

demand to disclose information as an effort to meet 

the disclosure of government financial statements 

in accordance with the established standards. The 

results of a study conducted by [25] supported such 

explanation. The study mentioned that the number 

of SKPD has a significant effect on the level of 

disclosure in regional government financial 
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statements. Based on this explanation, the third 

hypothesis of this study is: 

H₃:  The number of Regional Working Units has a 

positive effect on the level of disclosure in 

provincial government financial statements. 

 

Effect of Provincial Government Age on Level 

of Disclosure in Provincial Government 

Financial Statements 

 

The age of a government can be defined as how 

long an organization has lasted since its 

establishment. Governments with a longer age will 

have more experiences and ability compared to new 

governments. This definition can also be applied to 

administration systems. Governments with a longer 

administrative age are more familiar with regula-

tions and standards related to financial statement 

disclosures. This is because the government can 

examine the financial statements written in the 

previous years, then evaluate and follow up the 

results of the analysis in order to improve the 

preparation for the financial statement disclosures 

in the following fiscal years. 

Meanwhile, in the perspective of stewardship 

theory, it is explained that through age, an entity 

should be able to demonstrate the goals and aware-

ness of steward by being able to convince the public 

that the local government is well-established and 

experienced, so that the community will respond 

through the expectation of better disclosure.  

Several previous studies have supported that 

the administrative age of governments affects the 

level of disclosure of financial statements [11] and 

[41]. The longer the existence of a local government, 

the more the experiences of the government 

compared to new ones. In addition, the administra-

tion system of a government with a longer adminis-

trative age contains better processes and records. 

Based on this explanation, the fourth hypothesis of 

this study is: 

H₄:  The administrative age of provincial govern-

ment has a positive effect on the level of disclo-

sure in provincial government financial state-

ments. 

 

Effect of Audit Findings on Level of Disclosure 

in Provincial Government Financial State-

ments 

 

Audit findings are the findings of deviations 

found in the financial statement disclosures by BPK 

by referring to the applicable accounting standards. 

Audit findings found by BPK show there are 

deviations committed by a provincial government, 

meaning that the provincial government has a low 

level of disclosure in financial statements. In other 

words, the higher the number of audit findings, the 

lower the level of disclosure in provincial govern-

ment financial statements, and vice versa, the lower 

the number of audit findings, the higher the level of 

disclosure in provincial government financial 

statements. 

Stewardship theory assumes a strong relation-

ship between organizational success and owner 

satisfaction. If the organization is well managed by 

a steward, the principle will always provide support 

for the development of the organization to maintain 

the quality of organizational governance. If a local 

government is well managed, the audit results will 

be good, which is reflected in the low audit findings. 

Thus, the community as a principle will feel 

satisfied and always support all activities carried 

out by the government. 

A study by [20] proved that audit findings have 

a significant negative effect on the performance of 

regional governments, one of which is the disclosure 

of regional government financial statements. This 

means that the higher the number of audit findings, 

the lower the level of regional government perfor-

mance, including the disclosure in regional govern-

ment financial statements. This is possibly due to 

the fact that the higher the number of deviations by 

the government, the lower the level of transparency 

in financial statement disclosure. Based on this 

description, the fifth hypothesis in this study is: 

H₅:  Audit findings have a positive effect on the level 

of disclosure in provincial government financial 

statements. 

 

RESEARCH METHOD 

 

The population in this study consisted of the 

Financial Statements of the Provincial Govern-

ments in Indonesia in fiscal years 2016 to 2018. The 

Regional Government Financial Statements 

(LKPD) used were the financial reports already 

audited by the Audit Board of Indonesia.  

The sample in this study was the financial 

statements of the provincial governments in fiscal 

years 2016-2018 based on a consideration that the 

data used could present up-to-date information so as 

to provide an overview of the current condition of the 

provincial governments in Indonesia. The sample 

was selected using a purposive sampling technique, 

namely a sampling technique based on certain 

considerations determined by the researcher so as 

to obtain a sample which represents the population 

under study [35]. The considerations or criteria used 

in selecting the sample of this research are (1) 

Financial Reports of Provincial Governments in 

Indonesia in fiscal years 2016-2018 which had been 

audited by the Audit Board of Indonesia, (2) The 

financial statements were given either WTP or 
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WDP based on the results of the audit by the BPK, 

(3) The financial statements provided comprehend-

sive data for the period 2016-2018 that were needed 

for the research process, for examples non-financial 

data such as the number of regional working units. 

 

Dependent Variable 

 

 The dependent variable in this study was the 

level of disclosure in the Financial Statements of the 

Provincial Governments in Indonesia. The level of 

disclosure in the Financial Statements of Provincial 

Governments was in the form of a comparison 

between the disclosures that were presented in the 

Financial Statements of the Provincial Govern-

ments and the disclosures that should be presented 

in Notes to Financial Statements (CALK) according 

to the applicable Government Accounting Stan-

dards (SAP). The results of the comparison provided 

an overview of the level of disclosures performed by 

the Provincial Governments compared to the 

mandatory disclosures that should be presented in 

CALK in accordance with the applicable SAP. The 

level of disclosure in this study was measured using 

a scoring system, i.e. giving a score on the disclosure 

checklist. The disclosure checklist was created 

based on the disclosures obliged by the applicable 

Government Accounting Standards. The disclosure 

index used in this study covered 185 items of 

disclosure which were considered to represent the 

mandatory items that should be disclosed in the 

Regional Government Financial Report. 

 

Independent Variables 

 

The independent variables used in this study 

were the size of government, regional wealth, the 

number of regional working units, the 

administrative age of local government and audit 

findings. The measurements of each independent 

variable can be explained in the following sections. 

The size of an entity can indicate the size of a 

company/organization. The size can be measured by 

a number of variables including total assets, sales, 

and market capitalization [23]. Studies conducted 

by [12] and [21] used total assets to measure the size 

of government. Similarly, this study also used total 

assets as a proxy for the size of government. Total 

assets were selected because they have a quite 

stable value. In addition, assets can also indicate or 

describe the economic resources that are under the 

control or owned by the government as a result of 

past events and that are expected to be the source of 

future economic benefits. The measurement of the 

size of government referred to a research conducted 

by [24] where the calculation of total asset data is 

transformed into natural logarithms because the 

unit of total assets can reach billions or trillions of 

rupiah, while other variables only have relatively 

small units. Thus, total assets are transformed into 

natural logarithms so as to avoid problematic 

econometric data processing results which can be 

interpreted.  

In this research, regional wealth was proxied 

by PAD. The PAD was used because it plays a role 

in measuring regional wealth. Although its 

contribution is not too significant to the total wealth 

of the regional government, PAD is one source of 

revenue that comes from the regional government 

itself and it is a regional wealth potential. The 

measurement of regional wealth referred to a study 

by [3] where the calculation of PAD data is 

transformed into natural logarithms because the 

unit of PAD value can reach billions, so PAD values 

are transformed into natural logarithms so as to 

avoid problematic data processing results which can 

be interpreted.  

Based on Government Regulation No. 71 of 

2010 on Government Accounting Standards, the 

SKPDs are accounting entities in a government unit 

that manages budgets, assets, and goods, so they 

are obliged to write financial statements based on 

the applicable accounting standards. This study 

used all the SKPD in a region to measure the 

number of Regional Working Units. This measure-

ment is in line with a research conducted by [44]. 

Furthermore, the administrative age of an 

organization can be defined in terms of how long the 

organization has lasted since it was founded [4]. In 

this study, the administrative age of the govern-

ment was the year when a regional government was 

established based on the laws of the establishment 

of the region. The variable of the administrative age 

of the provincial governments was measured based 

on the issuance of laws and regulations on the 

establishment of the relevant provincial govern-

ment. 

The final independent variable is audit find-

ings. Audit findings are any deviation cases 

discovered by BPK from the provincial government 

financial statements against the provisions of the 

applicable law or standards. The audit findings in 

this study were measured using the number of audit 

findings by BPK in terms of deviations and non-

compliance committed by a regional government 

with the applicable laws and regulations. 

 

RESULTS AND DISCUSSION 

 

The sample in this study consisted of 27 

Financial Statements of the Provincial Govern-

ments in Indonesia from 2016-2018, so there were a 

total of 81 samples. From the sample, descriptive 

statistics were obtained, including the number of 
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data (n), minimum value, maximum value, mean, 

and standard deviation of the research variables 

which covered total assets, regional wealth proxied 

by PAD, number of SKPD, administrative age of 

provincial governments, and audit findings. The 

results of the descriptive statistics are presented in 

Table 1 below. 

Based on Table 1, it can be seen that the mean 

of the level of disclosure in the provincial govern-

ment financial statements in Indonesia in the 

period of 2016-2018 was 61.33%. This means that 

the provincial governments in Indonesia have not 

had full compliance with the mandatory disclosure 

regulation in their financial statements. In other 

words, the provincial governments in Indonesia 

have not been optimal in applying the transparency 

aspects in writing their financial statements.  

 

Multiple Regression Analysis  

 

This study used multiple regression analysis to 

determine the effect of the predictor variables on the 

level of the mandatory disclosure of the provincial 

government financial statements in Indonesia. 

Prior to regression analysis, a series of classic 

assumption tests has been carried out as a pre-

requisite for regression testing. The results show 

that all the assumptions and regression require-

ments in this study have been fulfilled well. 

Therefore, the following table shows the results of 

the multiple regression analysis of this study. 

Based on the regression analysis, it can be seen 

that the coefficient of the government size variable 

was 0.000, while the significance t obtained was 

0.970. This way, it can be concluded that the 

government size variable did not affect the level of 

disclosure of the provincial government financial 

statements in Indonesia. This is in line with the 

results of a research conducted by [13] and [34], 

revealing that the size of government does not affect 

the level of disclosure of regional government 

financial statements. Ownership of a large amount 

of assets without sufficient ability to record these 

assets can be a challenge in writing reports in the 

form of financial statements. It is probably because 

the records made are not properly done according to 

the accounting rules, accounting standards, and 

regulations. In addition, another possible reason is 

that management and contributions have not been 

optimal, such as lack of management of assets and 

poor record keeping. This supports the statement of 

[14], stating that local government assets are large 

in number yet not accompanied by sufficient ability 

to record assets, so there are obstacles in reporting 

because the record keeping of these assets is not 

properly done. Based on these statements, it can be 

concluded that an increasing number of assets 

owned by a province may not necessarily guarantee 

an increase in the disclosure in provincial govern-

ment financial statements. With lots of total assets, 

it is possible that local governments have poor 

quality of asset management due to lack of control. 

Table 1. Descriptive Statistics  

Variables n Min Max Mean Std. Dev 

DISC (Level of Disclosure) 81 0.45 0.76 0.6133 0.05129 

SIZE (Size of Government) 81 28.02 33.73 29.7308 1.07113 

WEALTH (Regional Wealth) 81 23.19 31.24 27.9777 1.32817 

SKPD (Number of Regional Working Units) 81 21 740 76.94 133.350 

AGE (Age of Provincial Government) 81 2 66 47.12 19.101 

FIND (Audit Findings) 81 1 20 6.57 3.581 

Source: Processed SPSS Data Output 2020. 

 

Table 2. Multiple Regression Analysis 

Variables Regression 

Coefficient 

Standard 

Error 

t-statistics Sig. t 

(constant) 0.043 0.259 0.168 0.867 

SIZE (Size of Government) 0.000 0.012 0.037 0.970 

WEALTH (Regional Wealth) 0.019 0.008 2.215 0.030* 

SKPD (Number of Regional Working Units) 0.0025 0.000 0.337 0.736 

AGE (Age of Provincial Government) 0.000 0.000 1.105 0.272 

FIND (Audit Findings) 0.002 0.001 0.687 0.494 

R² = 0.352 

Adj. R² = 0.307  

n = 81 

*Significant at  5% level 

Source: Processed SPSS Data Output 2020. 
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This can be seen from the findings of BPK related to 

the asset management at regional government 

level, particularly fixed assets, which were in turn 

given a note by BPK, affecting the audit quality and 

the level of disclosure of regional government 

financial statements in Indonesia. 

The regression results showed that the p-value 

of the regional wealth variable was 0.030, lower 

than the alpha value of 0.05. This means that the 

regional wealth variable significantly influenced the 

level of disclosure of the provincial government 

financial statements in Indonesia. These results are 

in line with a study conducted by [3] as well as [41] 

revealing that regional wealth positively influences 

the level of mandatory disclosure of regional 

government financial reports. This is because the 

greater the amount of wealth owned by each 

regional government, particularly the provincial 

governments, the greater the demand faced by 

regional governments to make disclosures in their 

financial statements because the PAD of each 

regional government is mostly sourced from the 

contributions of the community in the form of tax 

and levy payment, as well as the utilization of 

natural resources owned by each regional govern-

ment. This has become one of the main factors that 

drives local governments in making financial 

statement disclosure. In addition, the demand from 

the community to the government to make 

accountability reports for the use of regional assets 

is also increasing. Therefore it can be concluded that 

the greater the amount of wealth of a region, the 

greater the demand faced by regional government to 

make disclosures in its financial statements.  

The results of the data processing using 

regression analysis also showed that the SKPD 

variable had a p-value of 0.736. Therefore, it can be 

concluded that there was no significant effect of the 

number of SKPD on the level of disclosure of the 

provincial government financial statements in 

Indonesia. The results of this study are in line with 

a research conducted by [24] who also mentioned 

that the number of regional working units does not 

influence the level of disclosure of regional 

government financial statements. This is likely 

because some of the financial management and 

administration in the SKPDs are still not fully in 

accordance with the applicable regulations. This is 

because there is a lack of supervision from 

authorized boards, for example the Finance and 

Development Supervisory Agency (BPKP), to the 

regional government financial reports. Moreover, 

although there are a high number of regional 

government accounting entities or SKPDs, the 

activities carried out by these SKPDs tend to be 

general, thus not requiring more disclosure acti-

vities. In fact, the higher the number of SKPDs, the 

more complex the collaboration and coordination 

activities between SKPDs. This then makes it 

difficult for regional governments to monitor the 

compliance of each SKPD with the disclosure of 

financial statements. Based on these reasons, the 

number of SKPDs cannot always determine the 

level of disclosure of regional government financial 

statements.  

The regression analysis also showed that the 

variable of the provincial government age had a p-

value of 0.272, meaning that the administrative age 

of the provincial government did not significantly 

affect the level of disclosure of the provincial 

government financial statements in Indonesia. This 

result is in line with a study conducted by [9] that 

the administrative age of regional government does 

not have an effect on the level of disclosure of 

regional government financial statements. The fact 

that the administrative age of government does not 

affect the level of disclosure of the provincial govern-

ment financial statements is possibly because the 

annual recruitment of civil servants especially at 

the provincial government level results in even 

distribution of new civil servants throughout the 

provinces in Indonesia. This has caused an even 

distribution of the quality of human resources in the 

financial sectors throughout all the provinces of 

Indonesia. Eventually, the administrative age of the 

government does not significantly affect the level of 

disclosure of the Provincial Government Financial 

Statements in Indonesia. In addition, another possi-

ble reason for this finding is that most provincial 

governments are likely to make the same financial 

statement disclosures as ones written in the pre-

vious years after BPK has audited these financial 

statements. Such similar way of writing financial 

statements is also likely to be one of the factors 

which cause the variable of government age to not 

have significant effect on the level of disclosure of 

the provincial government financial statements.  

In addition, the results of the data processing 

on the audit finding variable showed a significance 

of 0.494, meaning that the audit findings did not 

significantly influence the level of disclosure of the 

provincial government financial statements in 

Indonesia. The results of this study are in line with 

studies conducted by [11] and [50] revealing that 

audit findings do not affect the disclosure of regional 

government financial statements. This implies that 

a high number of audit findings does not affect the 

level of disclosure of provincial government financial 

statements. This is possibly due to the fact that the 

internal audit of regional government, namely the 

BPKP, has conducted an audit of the provincial 

government financial statements, providing sugges-

tions and recommendations to the auditee, namely 

the provincial governments, to make corrections on 
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the audit findings. The corrected reports based on 

the recommendations from BPKP have improved 

the quality of the financial statements, allowing the 

regional government to receive Qualified Opinions 

or even Unqualified Opinions from the govern-

ment's external auditor, BPK. This is likely to be the 

reason why the number of audit findings do not 

affect the level of disclosure of the provincial govern-

ment financial statements in Indonesia. 

Furthermore, it can be underlined from the 

results of this study that provincial governments in 

Indonesia have not fully carried out mandatory 

disclosure in accordance with the mandate of 

government regulations (PP No. 71/2010).  

As explained in the previous section, prior to 

regression analysis, a series of data quality tests has 

been conducted as a prerequisite for regression 

testing including normality, multicollinearity and 

heteroscedasticity. The results of those tests show 

that all the assumptions and regression require-

ments in this study have been fulfilled well. Howe-

ver, the regression test results reveal that only 

regional wealth which proxied by the PAD has a 

significant effect on the level of disclosure within 

financial statements of Indonesian provincial 

governments. 

This means that regional wealth is the domi-

nant factor in supporting the transparency of the 

financial statements of the Indonesian provincial 

government. In this regard, the government needs 

to encourage each province to increase its PAD. In 

the perspective of stewardship theory, this implies 

that the provincial government tries to show its 

responsibility for good performance through high 

PAD in various ways, including by disclosing it in 

financial statements as a medium of accountability 

to the public. 

 

CONCLUSION 

 

This study presented an important overview 

related to the issues of accounting practice com-

pliance with government regulations in Indonesia. 

This research is classified as rarely conducted by 

previous researchers, because this research analy-

zes various issues related to the practice of man-

datory disclosure in financial reports using steward-

ship theory as a theoretical framework. The 

empirical findings of this study are important for 

various entities related to increased mandatory 

disclosures in financial statements such as regional 

government, central government and government 

accounting professionals.  

In addition, it can be seen that the average 

level of disclosure in the provincial government 

financial statements in Indonesia in 2016-2018 was 

61.33%. This means that there is approximately 

38,67% of opportunities to improve the quality of 

disclosures in provincial government financial 

statements using various ways by utilizing all the 

potentials resources of the provincial governments 

in Indonesia.  

The results of this study indicate that regional 
wealth as measured by PAD has a significant effect 
on the level of financial statement disclosure at 
provincial governments in Indonesia. Therefore, 
provincial governments in Indonesia are expected to 
be able to make maximum use of PAD as an effort 
to increase the transparency of their financial 
statements. In addition, the government of Indo-
nesia needs to issue various regulations or policies 
related to the use of PAD, especially at the pro-
vincial level, as this has proven to be one of the 
dominant factors driving the provincial government 
to disclose its accounting reports. 

The findings of this study can specifically be 
used as the basis for making law reform policy 
decisions, since Indonesia faces major problems in 
the field of law application including accounting 
rules enforcement. The approximately 38,67% level 
of non-compliance clearly indicates that regulatory 
bodies in Indonesia must apply more stringent law 
enforcement in order for provincial governments to 
better adhere to accounting rules and other manda-
tory communication items. 

From a theoretical perspective, there is evi-
dence to support the use of stewardship theory as a 
useful framework for explaining mandatory dis-
closures practices in government institutions or 
other public sector entities. 

The results of this study can also be used as 

input for the development of the curriculum for the 

Government Accounting course, where PAD is an 

important factor that needs to be managed properly 

because an increase in PAD will encourage local 

governments to disclose their financial statements 

as a way to account for all the mandates given by 

the public. This is in line with what is implied in the 

stewardship theory, that local governments always 

side with the public as a principle. In this regard, it 

can be proposed to add specific material to the 

Government Accounting course at the university 

level related to the management and reporting of 

PAD. 
Overall, the results of this study generate 

important insights about Indonesian provincial 
governments and support a call for continued 
research in this fascinating, yet under researched 
area. 
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