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Abstract: Financial statements contain information that is very helpful for users in making decisions.
This study examines whether there are differences in the use of financial statement information
decision making between the local government that obtain unqualified and qualified opinion for their
financial statements. This study used the Mann Whitney test for hypothesis testing. Data was
collected through a survey using a questionnaire on five local governments in West Java. The results
of this study indicate that there are no significant differences in the use of financial statement
information for local government decision-making, both in local governments that obtain unqualified
and qualified opinions for their financial statements. This study also found that the financial
statements most often used as a basis for decision making in the two groups of local governments are
budget realization statement.
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Introduction

Financial statements have a role in providing
information about the financial management of
an entity during an accounting period.
Financial Statements aim at presenting
information for decision making and
evaluating management performance (IASB,
2010; Atrill & McLaney, 2011; Scott, 2012).
Financial information is used as a
consideration basis in decision making
(Mahmudi, 2008). Likewise, for government
agencies, the Local Government Financial
Statements (LKPD) aims to provide
information in economic, social, or political
decision making and to evaluate management
accountability or performance (Mardiasmo,
2009; KSAP, 2010). The financial statements
of local government are considered fair based
on Government Accounting Standards. An
audit of LKPD conducted by the Supreme
Audit Board (BPK) aims to improve the
quality of information presented as a form of
accountability to the public (Siregar, 2012).

Currently, LKPD has presented
accounting information of good quality,
namely with a large number of LKPDs that
have obtained Unqualified Opinion from the
results of audits conducted by the Supreme
Audit Board. Based on a summary of the
results of the examination in semester 1 of
2017 shows that LKPD in 2016 who obtained
unqualified opinion amounted to 375 (70%) of
537 LKPD (bpk.go.id). However, based on the
result of research conducted by Agustijanti
(2016) shows that local government financial
statements are not utilized optimally as a basis
for making economic decisions at the
budgeting stage. Likewise, research result
from Natalia and Marwata (2014) also shows
that the financial statements presented by the
Salatiga city government are underutilized in
12 decision contexts. The results of Agustijanti
and also Natalia and Marwata's researches
showed that there was no correlation between
the quality of financial statements and their
utilization. Therefore, in this study, the
differences in the use of financial statement
information in decision making in local
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governments that obtain unqualified and
qualified opinions for their financial
statements will be tested.

Local government financial statements
provide information about the financial
activities of government agencies, where the
presentation must be following government
accounting  standards. The information
presented must be relevant and reliable.
Independent auditors assure the quality of
information presented. The auditor's opinion is
an indicator of the quality of the financial
statements. The better the auditor's opinion on
a financial statement, it can be said that the
financial statement is getting better. It means
that the information presented in the financial
statements can be used as a basis for decision
making by users, both decisions related to
planning and performance evaluation. The
results of this study indicate that the use of
financial statement information by local
governments in decision making, both for
financial statements with unqualified and
qualified opinions, does not have a significant
difference. Another result of this study is the
type of financial statements that is most often
used as a basis for decision making by local
governments whose get the unqualified and
qualified opinion of their financial statements
are the same, namely budget realization
statement.

This research was conducted in
several local governments in West Java. The
regional government in West Java was chosen
as a sample is financial statements for the year
2017. The majority obtained an unqualified
opinion, namely 26 local governments, and
only two local governments obtained qualified
opinions. Also, the wuse of financial
information by local governments in West
Java has not been much studied. The
contribution of this study is to provide an
overview of the use of financial statement
information in decision making by local
governments, especially in West Java. Besides,
it also provides an opportunity for subsequent
researchers to examine the reasons for the use
of financial statements as a basis for decision
making by local governments. The results of
this study are also expected to be used to
provide education to local governments
regarding any information that can be
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extracted from financial statements to make
financial decisions.

Literature review

Quality of Financial Statements

High-quality financial statements are financial
statements that, as a whole, including
disclosures, present reasonable financial
information on the operational activities and
financial position of the entity (Robinson &
Munter, 2004). According to Arens et al.
(2012), auditors' reports are usually used by
users of financial statements because the
information audited by independent auditors
has been assumed to be complete, accurate,
and unbiased. This statement is in line with the
IASB and FASB standards councils which
agree that information that can be
independently verified is generally more
useful (IASB, 2008). Among all the opinions
issued by the auditor on the financial
statements, the unqualified opinion will
increase the confidence of the parliament,
legislative council and other stakeholders
towards the entity (ANAO, 2015). An
unqualified opinion for users of financial
statements is an important signal about the
reliability of financial information in financial
statements (IASB, 2014; 15).

Utilization of Local Government Financial
Statement Information in Decision Making

According to Suwardjono (2011),
information on financial statements will be
useful if the intended user uses it as a basis for
decision making. Clarity of purpose for whom
the financial statements are presented and what
is needed by users of financial information
make information on financial statements
useful. The financial reporting of government
entities aims to provide information that can
be utilized by users in terms of government
accountability and performance, as well as for
political, economic, and social decision
making (Susanto, 2015). Measurement of the
use of government financial statement
information can be seen from the use of
accounting information by users of financial
statements (Jorge et al., 2008).

According to Suhartanto (2013), the
budget realization statement can provide
benefits in the form of feedback value and
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predictive value in the decision-making
process by local government management
related to evaluating budget performance.
Budget realization statements can reflect
information about the appropriateness of the
government-managed  budget and it
realization (Natalia & Marwata, 2014) while
the information in the balance sheet can be the
basis for decision-making relating to local
government liquidity management, fixed asset
management and liability/debt (Suhartanto,
2013). Natalia & Marwata (2014) add that
information in the balance sheet helps in
managing assets and liabilities and to fulfill
accountability obligations. It is consistent with
the information presented in the balance sheet
in the form of financial position, including
information on assets, liabilities, and equity of
government institutions (Government
Regulation No. 71 of 2010).

Users also need information on
sources and management capacity in obtaining
cash flows to fund their activities without
having to use external funding sources (PSAP
03) In determining historical cash flow
information and alternative investments, can
use historical investment decisions, because
cash flow information is dynamic (Suhartanto,
2013). The Operations Statement (OS)
presents information about the number of
expenses for carrying out the entity's services
and revenues during the reporting period.
Information in the OS is useful for evaluating
government performance in the form of
efficiency and effectiveness in the acquisition
and use of economic resources, as well as an
increase or decrease in the equity of
government agencies whereas Notes to
Financial Statements, contain information
regarding accounting policies, explanations of
each heading in the financial statements, and
other information that will provide users with
an understanding of financial reporting entities
(Natalia and Marwata (2014). Notes to
Financial Statements in the form of
information qualitative which explains and
provides information under the quantitative
information on the underlying financial
statements.

The opinion of an independent auditor
is a reflection that the financial statements
presented by the auditee conform or not with
applicable accounting standards. Financial
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statements that obtain unqualified opinion
have received assurance from an independent
auditor that the financial statements are
following the standards, and the internal audits
are conducted by auditee are already good, so
that the financial information presented is free
from bias and can be relied upon. Users of
financial statements can trust the information
presented in the financial statements and can
make it as a basis for consideration in decision
making. The lower the level of opinion given
by the independent auditor, the reliability of
the financial information presented becomes
doubt. Based on the description above, the
hypothesis formed in this study is there are
significant differences in the use of financial
statement information for decision making by
local governments, between financial
statements with unqualified and qualified
opinions.

Research methods

This research used a descriptive verification
method. A descriptive method, according to
Whitney (1960), is the discovery of the right
interpretation based on facts. The descriptive
method describes the procedures applicable in
society to a condition regarding relations,
attitudes, activities, and methods that are
ongoing and also the influence of a
phenomenon, as well as problems that occur in
society. Hypothesis testing used the Mann
Whitney Test, with an alpha of 0.5. The
sample in this study was the district and local/
city governments in West Java, but not all
district and city governments in West Java
were sampled in this study. District and city
governments in West Java who received an
unqualified opinion for the 2017 financial
report are 26 local governments and only two
local governments have qualified opinions.
The sample in this study was taken based on
the auditor's opinion obtained by the local
government, as well as the geographical
location of the local government, where the
sample is only in the Great Bandung area.
Sample in this study was selected using a
purposive sampling technique, and five local
governments were selected as a sample in this
study, namely West Java Province, Cimahi
City, Bandung City, West Bandung District,
and Bandung District.
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Results and Discussion

The Comparison of Decision Making Between
Local Governments That Get Unqualified and
Qualified Opinions for Their Financial
Statements

The research data were obtained from three
local governments that received an unqualified
opinion on their financial statements, namely
West Java Province, Bandung District, and
Cimahi City, and two local governments that
received qualified opinion, namely Bandung
City and West Bandung District. Based on the
results of the questionnaire, it is known that
the type of decisions that are most often taken
based on information in the budget realization
statement for Local Governments that get
unqualified and qualified opinions are the
same, namely assessing the realization of
budget absorption. Whereas the type of
decision that is most rarely taken based on
budget realization statement information for
Local Governments that get unqualified
opinion is the decision to predict economic
resources that will be received in the coming
period. While for Local Governments that get
qualified opinions, is a decision for evaluating
government  performance in terms of
efficiency and effectiveness of budget use.

The types of decisions that are most
often and rarely taken based on information in
the balance sheet for local governments that
obtain unqualified and qualified opinions are
different. Local Governments that get
unqualified opinion, the decision most often
taken is determining how to meet the needs of
goods and services. Meanwhile, the decision
that is rarely taken is the decision on the
utilization of the government’s property,
which is not used according to the tasks and
functions of the Satuan Kerja Perangkat
Daerah (SKPD). While for Local Governments
that obtain a qualified opinion, the decision
most often is taken is the use of government’s
goods determined by the region to the user
following the SKPD's tasks, evaluating
changes in the net asset of a reporting entity
and the government's financial structure.
Whereas, the decision that rarely taken is the
government’s  debt procurement. Local
Governments have utilized the balance sheet
information with quite optimal.
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The types of decisions that are most
often and rarely taken based on cash flow
statement information for local governments
that obtain unqualified and qualified opinions
are different also. Local Governments that get
unqualified opinions, the decision most often
taken is to assess the government's ability to
generate government cash inflows.
Meanwhile, the decision most rarely taken is
to predict the amount of cash flow in the
future. For the Local Governments that get a
qualified opinion, the most frequently taken
decision is to evaluate past financial
investment activities for future planning.

The type of decision that is most often
taken is based on operations statement
information for Local Governments that obtain
unqualified and qualified opinions are
different. For Local Governments that get
unqualified opinion, the information is to
predict operating income that will be received
to fund activities in the coming period.
Whereas for the Local Governments that get a
qualified opinion, the information is to
evaluate the efficiency of obtaining and using
economic resources. For the types of decisions
that are rarely taken based on operation
statement information for the two categories of
Local Government is the same, namely
evaluating the efficiency of obtaining and
using economic resources. The Operations
Statement has been utilized quite optimally by
the Local Governments.

The type of decision that is most often
taken based on the information of notes to
financial statements for local governments that
get unqualified and qualified opinions are
different. Local governments that get
unqualified opinions use the information for
the understanding of the accounts on the
financial statements that affect decision
making. Whereas for the Local Governments
that get the qualified opinion, it is for the
understanding of the policies and strategic
plans of the Government. While the type of
decision that is rarely taken based on the
information for the two categories, Local
Government is the same, namely evaluating
the increase and equitable distribution of
public income.
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Comparison of The Results of Responses
Between Local Governments That Get
Unqualified and Qualified Opinions for Their
Financial Statements

information for decision making between the
Local Governments that get unqualified and
qualified opinions is presented in Table 4.

To find out the total score from the results of
respondents' responses on the use of financial

Table 4. The Comparison of Recapitulation of Respondents Response Scores

Local Budget Balance Cash Flows  Operations Notes to Total
Government  Realization Sheet Statement Statement Financial scores
Statement Statement

West Java 94,4% 83,1% 81,3% 80% 86,4% 85%

Province
Unqualified Bandung 90% 91,9% 91,6% 92,2% 88,6% 91%
opinion District

Cimahi City 87% 81,6% 79,6% 78,3% 79,5% 81,4%

Total 89,9% 85,5% 83,9% 83,2% 84,2% 85,4%
Qualified Bandung City 67% 59,4% 65,4% 65,0% 63,0% 63%
opinion Bandung 67,30% 65,9% 66,7% 67,7% 673%  66,8%

Barat District

Total 67,10% 62,2% 66% 66,2% 64,9% 64,8%

Source: Processed Questionnaire Data (2019)

Based on information in table 4
indicates that the local government financial
statements most often used by the two
categories of local government have no
difference, namely the budget realization
statement. Whereas the local government
financial statements most rarely used as a basis
for decision making have a difference, where
for the local governments that get an

unqualified opinion for their financial
statement is the Operations Statement, while
for the local governments that get for their
financial statement qualified opinion is the
Balance  Sheet. However, for local
governments that get unqualified opinions, the
information in the balance sheet is often used
as a basis for decision making also.

Table 5. Comparative Use of Financial Statements Information in decision making

Statistics Test

Local Government Financial Statements

Mann-Whitney U

Wilcoxon W

z

Asymp. Sig. (2-tailed)
Exact Sig. [2*(1-tailed Sig.)]

1,000
4,000
-1,155
0,248
0,400

a. Grouping Variable: Opinion

From the results of data comparison
testing using the Mann-Whitney test, the Sig.
Value of 0.248, which is higher than the alpha
value (5%). Then with a confidence level of
95%, it can be decided to accept Ho and reject
Ha, which means that there is no significant
difference in the use of financial information

for  decision making between Local
Governments that get an Unqualified Opinion
and Qualified opinion for their financial
statements. In other words, the quality of
Local Government Financial Statements does
not a significant influence on the use of
financial information for decision making.
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Table 6. Comparison of the use of Budget Realization Statement Information in decision making

Statistics Test 2

Budget Realization Statement

Mann-Whitney U

Wilcoxon W

VA

Asymp. Sig. (2-tailed)
Exact Sig. [2*(1-tailed Sig.)]

1,000
4,000
-1,155
0,248
0,400

a. Grouping Variable: Opinion

The test of comparison of budget
realization statement information using the
Mann-Whitney test produces the Sig. Value of
0.248, which is higher than the alpha value
(5%), where with a 95% confidence level, Ho
was accepted, and Ha was rejected. It means
that there is no significant difference in the use
of financial information of the Budget
Realization Statement for decision making
between the local governments that get
unqualified and qualified opinions for their
financial statements.

The same results were also obtained for
the comparative test for the utilization of
financial information presented in the balance
sheet, cash flow statement, operations
statement, and notes to the financial statements
in decision making. All refused Ha and
accepted Ho, which meant that there was no
difference in the use of financial information
in local governments that received unqualified
and qualified opinions on their financial
statements. The same result is obtained
because the auditor's opinion is given for the
entire financial statements of the auditee, not
for each component of the financial
statements.

There is no difference in the use of
financial statement information in decision
making by regional governments that obtain
unqualified and qualified opinions on their
financial statements, in line with the results of
Agustijanti and also Natalia and Marwata's
research, that there is no correlation between
the quality of financial statements and their
utilization. Nearly all local governments use
budget realization statements for their decision
making than information presented in other

components of the financial statements.
Budget realization statement is one of the
components of financial statements that uses a
cash basis, besides cash flow statements.
Although the two financial statements are
cash-based, the budget realization statement
shows a comparison between the budget and
its realization. Comparing the budget
realization with the budget makes it easy for
the local government to evaluate the
implementation of the budget. The results of
this evaluation assist local governments in
planning and budgeting for the next period.

Budget realization statement is a report
that has been made since the Government of
Indonesia still applies cash basis accounting
because the Indonesian Government has
applied cash toward accrual accounting in the
2010 - 2014 fiscal vyear, and accrual
accounting has been applied since the 2015
fiscal year. Thus, government agencies
familiar with the budget realization statement
compared to other components of the financial
statements. Therefore, almost all local
governments utilize the financial information
contained in the budget realization statement
for local government financial decision
making, both at the planning and evaluation
stages. In addition, maybe at this time, the
local government is still in the stage of
studying the contents of the financial
information presented in other financial
statement components, which can later be used
as a basis for decision making. So that
independent auditor opinion has not had much
effect on the use of financial information
which is presented in the financial statements
of local governments.
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Conclusion, Limitation, and Suggestion

Based on the results of data analysis derived
from the respondents' perceptions above, it can
be concluded that there is no significant
difference in the use of financial statement
information for decision making for the two
categories local governments namely local
governments that get unqualified opinion and
qualified opinions for their financial statement.
So it can be concluded that the quality of local
government financial statements does not have
a significant influence on the use of financial
information in decision making.

The limitation of this study is that the
sample is too small so that it can only use
nonparametric tests for hypothesis testing. If
the number of samples is more significant than
the sample was used in this study, there is a
possibility of getting different research results.
To reduce data bias, the next researchers
should wuse observation and interview
techniques in data collection related to the use
of financial information for decision making.
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