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ABSTRACT

Research aim: This study aims to measure the extent and the determinants of voluntary
graphics disclosure in Laporan Keuangan Pemerintah Daerah (LKPD) or Local Government
Financial Statements in Indonesia.

Design/ Methodology/ Approach: This study used 197 audited LKPD in Indonesia,
comprising 155 regency governments and 32 district governments. The financial statements
of these 197 local governments were examined to measure the extent of voluntary graphics
disclosure and investigate the potential determinants of voluntary graphics disclosure. This
study used multiple regression analysis to examine the determinants (performance, level of
dependency, location, education background, and competency) of voluntary graphics
disclosures.

Research findings: The results indicate a low extent of voluntary graphics disclosure in the
LKPD in Indonesia. The average voluntary graphics disclosure rate is 44.88%, demonstrating
a lack of usage of voluntary graphics disclosure. The results also indicate that only
performance has an insignificant effect on the extent of voluntary graphics disclosure.
Practitioner/ Policy implication: The findings regarding voluntary graphics disclosure in
LKPD should be of concern to regulatory authorities and standard setters in Indonesia.
Research limitation: This study focuses on measuring the extent and the determinants of
voluntary graphics disclosure practices among 197 local governments in Indonesia. Hence,
the sample of this study is limited to the local governments employing graphics in providing
information in their financial statements for the year 2015.

Keywords: Local Government Financial Statements, Local Government, Voluntary Graphics
Disclosure

Type of article: Research paper

JEL Classification: H70

1. Introduction

One of the aspects of reform that continually attracts the Indonesian
government’s attention is government system reform. This phenomenon is
evidenced by the continuous revisions of the constitution on local
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governments, with the latest revision done on Act Number 9 of 2015 on Local
Government. This revision paves the way for a new government system from
a centralised to a decentralised system. The decentralisation and local
autonomy policy applied in some developing countries, including Indonesia,
exists in three forms: fiscal decentralisation, administrative decentralisation,
and political decentralisation (Litvack & Seddon, 2002).

With the implementation of local autonomy, other than having rights and
power to manage their regencies, local governments are obliged to document
their reports in implementing the local autonomy. Drawing on Regulation No.
23 of 2014, among the reports that local governments need to document are
the financial statements. The Laporan Keuangan Pemerintah Daerah (LKPD)
or Local Government Financial Statements audited by the Indonesian
Supreme Audit Institution, have to be reported to the local people within six
months after the end of the budgeting year. The reporting mechanism aims to
realise the accountability and transparency of local government financial
management (Mulyana, 2006). In addition, financial reporting is crucial
information for users in making decisions (Diamond, 2002).

However, during the International Symposium on the Future for
Indonesian Government Financial Reporting, the Indonesian Vice Minister of
Finance stated that the utilisation of information in the financial statements by
executives is still low. This situation might be influenced by several factors,
including financial report management, the users of financial reports, and the
presentation of financial statements. Empirical findings show that accountable
LKPD may provide beneficial information (Agustijanti, 2016), but financial
statements that are too complex may not interest the users (Rezaee & Porter,
1993). Therefore, previous research reveals that the presentation of financial
statements affects the importance of the reports for users (Bandari & Rohman,
2011; Mulyana, 2006; Sanjaya et al., 2014; Saputra, 2012; Steccolini, 2004).

In network settings, public sector organisations are agents in a relationship
with citizens. As the ultimate principals, citizens are interested in information
that helps them monitor the agents and assess the efficiency and effectiveness
of public spending, leading to the expectation that organisations are more
likely to disclose voluntary information with the most qualitative
presentation. Information disclosure is often the main vehicle for
accountability and information asymmetry reduction between public officials
and citizens, and therefore, it reduces the agency costs.

The information presented in LKPD should adhere to Government
Regulation No. 71 Year 2010 on Government Accounting Standards.
According to the regulation, there is no mandatory format for the presentation
of information in the financial statements; information may be presented by
the inclusion of a list, table, narration, graphic, schedule, or other forms that
may ease user interpretation. In this regard, the presentation of information in
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LKPD is characterised by voluntary disclosure. Of all the information display
methods, graphics are the most examined, particularly in the private sector
due to its escalating use in the annual reports in developed countries (Beattie
& Jones, 2002).

Horton (1993) indicated that for the private sector, with the diverse and
international investment environment, using graphics can shorten the
distance between languages and cultures. Ruchti and Wasserman (1983)
stated that public companies have to view themselves as publishers, assuming
the annual report is a periodical. Therefore, the annual reports require
“graphic ignition” to make them successful periodicals. Previous studies
believe that the use of graphics can facilitate the flow of accounting
information (Cunningham, 1990; Holmes, 1984; Hussey, 1990). Hence,
graphics are a key communication feature to a certain extent and one that
companies can effectively utilise to provide relevant financial and
management information (Huang et al., 2008). Since graphs reduce the time
and effort that senior executives and managers use in analysing tables, they
are demanding financial information in the graphic form generated by
computers (Sullivan, 1988).

A graphical presentation of financial and non-financial information is a
relatively low-cost means by which companies can enrich their annual
reports. (Frownfelter-Lohrke & Fulkerson, 2001). Beattie and Jones (2002)
suggest that the use of graphics is an excellent tool for communicating
financial information due to the visual effects of graphics, allowing the viewer
to directly and immediately understand the content of the information.
Additionally, the use of graphics as a mode of reporting financial information
can also facilitate the speed of the viewer’'s ability to observe any
discrepancies or other significant phenomena (Vessey, 1991). However, there
is no clear guidance on the usage of financial graphics for information
disclosure, even though graphs have many benefits (Huang et al., 2008).

Nonetheless, research regarding the deployment of graphics in LKPD
remains under-explored, indicating that the current research is of paramount
importance as it is the one that initially investigates this research variable. The
graphics method continues to be widely used in presenting information in
LKPD. One factor that allows the use of graphics in the financial statements is
the performance of the organisation. An organisation with good performance
prefers to use more graphics to display information (Ali & Saad, 2006;
Andrenossa & Sukartha, 2014; Dilla & Janvrin, 2010; Mather et al., 1998; Saha
& Akter, 2013; Uyar, 2009). However, some prior studies show no relationship
between performance and the graphical presentation of information (Guddal,
2016; Mather et al., 1996, Purwanto, 2010; Saad et al., 2011; Uyar, 2011;
Warganegara et al., 2013).
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The financial capacity of a local government is dependent on funding from
the central government. Some previous studies found a significant positive
correlation between local government dependency and the presentation of
information in LKPD (Martani et al., 2014; Puspita & Martani, 2012; Robbins &
Austin, 1986), but others revealed a different result (a negative correlation)
(Hendriyani & Tahar, 2015; Patrick, 2007; Setyaningrum & Syafitri, 2012). In
fact, some researchers found no evidence of a correlation between the two
variables (Hilmi & Martani, 2012; Ingram & DeJong, 1987; Lesmana, 2010;
Martani & Lestari, 2010; Narulitasari, 2016; Setyowati, 2016). Furthermore, a
local government’s office location may positively influence the choice of
information presented in its LKPD. The local governments in Java Island were
found to be better at presenting information in their LKPD (Arifin et al., 2016;
Narulitasari, 2016), but other research found no difference between the local
governments located on the island and those located beyond the island
(Pujiyanti, 2011; Suhardjanto & Yulianingtyas, 2011).

Another factor that may influence the information presented in LKPD is
the characteristics of the regent or mayor. Regents or mayors are accorded
supreme power to manage the financial statements of the regency
governments or district governments (Regulation of the Minister for Home
Affairs 21/2011, 2011). The statement above is supported by studies that
proved the existence of a correlation between the level of education of a
regent or mayor and the presentation of financial statements (Bamber et al.,
2010; Finkelstein & Hambrick, 1996, Hambrick & Mason, 1984; Wiersema &
Bantel, 1992), but others found no such correlation between the variables
(Patrick, 2007; Prayitno, 2012).

The educational background of regents or mayors is also said to be a factor
that impacts the disclosure in financial statements (Bamber et al., 2010; Kharis
& Suhardjanto, 2012; Lewis et al., 2013). However, other research revealed no
correlation between the variables (Suhardjanto & Miranti, 2009; Suhardjanto
& Permatasari, 2010) nor with the disclosure of information in the financial
statements (Haniffa & Cooke, 2002; Setyaningrum & Syafitri, 2012).

Drawing on the inconsistent findings of the previous studies, this study
aims to measure the extent of voluntary graphics disclosure and the
determinants of voluntary graphics disclosure practices in the LKPD in
Indonesia. Subsequently, this paper presents the literature review and
research hypotheses in Section 2. Section 3 discusses the research
methodology adopted in this study. Section 4 presents the data analyses on
voluntary graphics disclosure and discusses the findings. Section 5 concludes
the study with the scope for future research, implications, and
recommendations.
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2. Literature Review

The agency theory is based on the fundamental premise that managers act out
of self-interest and do not always protect shareholders’ interests. According to
Jensen and Meckling (1976), a principal-agent relationship refers to a contract
under which the principal engages another party (the agent) to perform some
service on their behalf which involves delegating some decision-making
authority to the agent. The agency problem may happen to all types of
organisation (Zimmerman, 1977), either from the private or public sector. This
problem may be caused by a conflict of interest or information asymmetry.
Disclosure can be regarded as a means to confer more assurance to
shareholders that the company is being appropriately managed via enhanced
transparency and accountability (Craswell & Taylor, 1992; McKinnon &
Dalimunthe, 1993). Prior research findings indicate that voluntary disclosure
has been identified as an important mechanism for reducing the agency
problem (Martinez-Ferrero et al., 2016, 2018; Peters & Romy, 2013).

The Government Accounting Standard Statement No. 1 defines the
financial report as a report stating the financial position, financial condition,
and numerous financial transactions entered by an organisation during the
financial period. The information presented in the LKPD is subject to legal
rule so that the purposes of the financial report can be attained. All the
regulations demand that the information presented in the LKPD should
comply with the Standar Akuntansi Pemerintahan (SAP) or Government
Accounting Standard. The SAP regulation states that the information
displayed in LKPD is based on voluntary disclosure.

The agent can use graphics to disclose information in the financial
statements. The use of graphics may present succinct and comprehensive
quantitative data. Research findings show some benefits of using graphics in
the report: it is friendly-user and more interpretable than tables (Beattie &
Jones, 1994; Saptodewo, 2014; Smith & Bain, 1987), it helps speeds up the
decision making (Huang et al, 2008; Uyar, 2009), it helps summarise
information (Amer, 2002; Chan, 2001; Frownfelter-Lohrke & Fulkerson, 2001;
Fulkerson et al., 1999), and it presents information more effectively (Wilson &
Stanton, 1996). In addition, the use of graphics in the financial report helps
users understand the information (Beattie & Jones, 1997, 2008; Frownfelter-
Lohrke & Fulkerson, 2001).

Several types of research have been done on the factors affecting the use of
graphics in the private sector’s financial report. Mather et al. (1996) found no
link between the graphical presentation of information and firm performance.
Some prior studies show that organisations with good performance prefer to
use more graphics for information disclosure (Ali & Saad, 2006; Andrenossa &
Sukartha, 2014; Dilla & Janvrin, 2010; Mather et al., 1998; Saha & Akter, 2013;
Uyar, 2009). However, similar research focusing on the government sector
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remains scarce. Hence, it can be said that the current research is a pioneer in
investigating the factors and practice of voluntary graphics disclosure in the
financial reports of local governments.

From the agency theory perspective, the agent discharges their
responsibility to the principal through an annual report to show their
achievements. Company managers use graphics to demonstrate their
performance through profitability (Beattie & Jones, 1994; Steinbart, 1989). The
companies with greater profitability increases tend to use graphics to present
information (Ali & Saad, 2006; Andrenossa & Sukartha, 2014; Dilla & Janvrin,
2010; Mather et al., 1998; Saha & Akter, 2013; Uyar, 2009). Thus, the first
hypothesis of this study is as follows.

H1: The performance of the local government has a positive effect on voluntary
graphics disclosure.

Intergovernmental revenue, one of the local governments’ revenues,
comes from central government transfer funds (Patrick, 2007; Robbins &
Austin, 1986). The central government allocates some funding for general
purposes to help the local governments meet their needs.

The amount of the Dana Alokasi Umum (DAU) or General Allocation
Fund provided to each regional government is calculated based on a formula
determined by the central government. Regions that have low fiscal capacity
will get a greater supply of the DAU. This notion suggests that the greater the
DAU received by a local government, the higher its regional dependence on
the central government. A high level of dependency shows that the local
government is not financially independent (Halim, 2002). Regions that are not
financially independent are increasingly unable to innovate, including in
graphics voluntary disclosure. Prior research shows a negative link between
the level of dependency on the central government and the extent of
disclosure in LKPD (Hendriyani & Tahar, 2015; Patrick, 2007; Setyaningrum &
Syafitri, 2012). Hence, the second hypothesis to be explored.

H2: The level of dependency of the local government has a negative effect on
voluntary graphics disclosure.

Throughout the past three decades, the development of all sectors in
Indonesia centred on Java Island, which has caused disparities or gaps
between the local governments in Java and other islands. Besides, such a
situation brings about gaps in human resources, which are better in Java than
in the non-Javanese islands. The high quality of human resources together
with the good quality of infrastructure and the economy results in a much
better presentation of the financial reports in Java than in other islands. Some
previous studies found evidence that the information presented in the LKPD
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from the island of Java is much better than that from other islands (Arifin et
al., 2016; Narulitasari, 2016). Hence, the hypothesis designed is as follows.

H3: The location of the local government has a positive effect on voluntary graphics
disclosure.

The level of education relates to the capacity for good information
management (Hitt & Tyler, 1991; Wally & Baum, 1994). This variable has been
found to have a positive correlation with innovation acceptance (Bantel &
Jackson, 1989; Finkelstein & Hambrick, 1996, Hambrick & Mason, 1984;
Kimberly & Evanisko, 1981; Sebaa et al., 2009; Wiersema & Bantel, 1992).
Voluntary graphics disclosure is one of the innovations made by local
governments in presenting information in the LKPD. Prior research reveals
that the education level of the local government head correlates significantly
with the level of innovation (Bamber & McMeeking, 2010; Finkelstein &
Hambrick, 1996, Hambrick & Mason, 1984; Sebaa et al., 2009; Wiersema &
Bantel, 1992). Therefore, the following hypothesis is constructed.

H4: The education level of the local government head has a positive effect on
voluntary graphics disclosure.

The capacity of the manager can be a determining factor for the practice of
information disclosure. A manager with an education background in
accounting and business tends to reveal more information to recover their
company’s fame (Haniffa & Cooke, 2002). The logic behind this is that the
local government manager who has an accounting and economic education
background will be better able to implement the accounting standards in
presenting information in the LKPD. Previous research shows that the
manager’s education background has a positive correlation with the
disclosure of information by a company (Kharis & Suhardjanto, 2012; Lewis et
al., 2013) and voluntary disclosure in the financial statements (Bamber et al.,
2010). Hence, this research forms the following hypothesis.

H5: The competency of the local government head has a positive effect on voluntary
graphics disclosure.

3. Methodology

This research used secondary data derived from the audited reports of LKPD
for the year of 2015 for data of DAU.
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Figure 1 Conceptual Framework of the Research

Figure 1 shows the conceptual framework of this study. The measurement

of variables is presented in Table 1.

Table 1 Measurement of Variables

Variable Measurement
Dependent Voluntary Graph The number of graphics displayed in LKPD
Disclosure
Independent  The performance of Value AA coded 7, A-coded 6, BB coded 5, B
the local government coded 4, CC coded 3, C coded 2, and D coded 1
Dependency level DAU divided by the total of the income
realization
Geographical location =~ Coded 2 for those located in Java and coded 1 for
those located on other islands.
The education level of Senior High School coded 1, D3 coded 2, S1
regents and mayors coded 3, S2 coded 4, and S3 coded 5
Competency of the Coded 1 for economic and accounting education
regents and mayors background, and 0 for other educational
backgrounds.
Control Ages of the local The accumulative years since the issue of the
government regulation for the establishment of the local
government
Type of the local Coded 1 for cities and 0 for regencies
government
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The data related to the performance was taken from the website of the
ministry of empowerment of government apparatus and bureaucracy reform.
On the other hand, the data concerning the location, age of, type of, education
level, and educational background of the local government were taken from
the website of the ministry of home affairs. The population of this research
was 508 regional governments in Indonesia, which comprised 415 regencies
and 93 cities. The purposive sampling technique was used to locate the
sample of the study, that was taking into account certain criteria, such as (1)
2015 local government in Indonesian, (2) local government whose LKPD had
been audited by the Audit Board of the Republic of Indonesia year 2015 and
(3) local government that used graphics in the LKPD in 2015. Drawing on the
purposive sampling, the sample size of this research was 187 regencies and
cities with the following details (refer Table 2).

Table 2 Data Sample
No Note Number
1 The number of regencies and cities in Indonesia in 2015 508
2 Local government without LKPD audited by the Indonesian Audit )
Board
Local government without using graphics in LKPD in 2015 (271)
4 Local government as an outlier (41)
The number of samples in the regencies/ cities 187

Source: Website of the Ministry of Empowerment of Government Apparatus and Bureaucracy Reform
2017

4. Empirical Analysis

4.1. The Practice of Voluntary Graphics Disclosure in Local Government
Financial Statements

The findings regarding the implementation of voluntary graphics disclosure
in LKPD with regencies/cities in Indonesia as the sample showed that of the
499 LKPD, 228 used graphics to present information (44.88%). In detail, the
number consisted of 45 cities (19.74%) and 183 regencies (80.26%). The results
showed that more cities than regencies used graphics. The rationale is that in
general, the quality of human resources in city governments is better than in
regency governments. Besides, the social control of the people in city
governments is more critical than in district governments, hence affecting the
information presentation practice in LKPD.

The implementation of voluntary graphics disclosure in LKPD can be
categorised according to the regional zones of large islands in Indonesia to
determine which regions implement the practice. The division follows the
Master Plan for the Empowerment and Expansion of Development of the
Indonesian Economy, known as MP3L.
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Based on the number of graphics presented according to the regions
above, the regencies/ cities located in Java were the leading local governments
in using graphics in LKPD (449 graphics), followed by the regencies/cities in
Sumatera, Sulawesi, Maluku-Papua, Kalimantan, and the fewest was by the
local governments from Bali-Nusa Tenggara (refer to Table 3).

Table 3 Voluntary Graphics Disclosure According to the Regions

Region Number of Regencies/ Cities Percentage
Regencies/Cities Presented Graph
Jawa 113 66 58.41
Bali - Nusa Tenggara 41 19 46.34
Maluku - Papua 63 28 44.44
Sulawesi 81 34 41.98
Kalimantan 56 23 41.07
Sumatera 154 58 37.66
Total 508 228 44.88

Source: Audited reports in LKPD year 2015

The information presented with graphics can be categorised into two
types, namely financial and non-financial information. The regencies/ cities
preferred displaying financial information to non-financial information in
their 2015 LKPD, with 1,126 and 184 graphics, respectively. Based on previous
research, the private sector tends to use graphics to display key financial
variables such as dividend per share (DPS), earnings per share (EPS),
earnings, sales, and other financial or non-financial information (Dilla &
Janvrin, 2010; Guddal, 2016; Mather et al., 1996; Uyar, 2009; Warganegara et
al., 2013). On the other hand, the government sector tends to display other key
variables, which in this research were categorised into 10 key variables. This
study found that the revenue variable (31.91%) was the most presented using
graphics in the LKPD.

Previous research divided the characteristics of information into good
and bad in the risk disclosure in annual reports (Linsley & Shrives, 2006). The
research regarding graphics disclosure can also be categorised into good news
and bad news (Jones, 2011). The current research categorised the
characteristics of the information into positive, negative, and neutral
information. A piece of information is regarded as positive if it shows an
increase or betterment than in the past. On the other hand, a piece of
information is considered negative if it shows a drop than previously,
whereas neutral information refers to general information that does not show
an increase or a drop. In this study, regencies/cities displayed positive
information graphics the most with 561 graphics, followed by neutral
information with 413 graphics and lastly, negative information with 336
graphics.
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Linsley and Shrives (2006) divided graphics into past and future
information in displaying the risks of a company. The present study’s results
demonstrated that 99.85% of the information presented by regencies/cities in
Indonesia was data on the past, while the remaining 0.15% was future
information. The main types of graphics used in budgeting reports to deliver
quantitative information are column, bar, line, pie, and pictorial (Beattie &
Jones, 1992). The current research categorised the types of graphics into
column, line, pie, bar, area, scatter (XY), stock, surface, doughnut, bubble, and
radar. This categorisation was made based on the types of graphics that can
be presented using Microsoft Office. This study identified that the column
graphic was the most frequently used to present information in the LKPD
(49.39%). The second and third most frequent graphics used were pie (29.01%)
and line (17.25%), whereas stock, bubble, and radar types were never used to
present information in the LKPD.

The financial report consists of the primary financial report section and
narrative notes or reports of budgeting. The narrative report section usually
presents information regarding the management report of resources usage,
accountability of finance, and the performance realisation report. This study
found that graphics were most frequently used to present information in
Chapter II (financial obligation and macroeconomic), with 579 (44.20%)
graphics. On the other hand, no graphic was displayed in Chapter IV
(accounting policy of regencies/cities). One of the benefits of using graphics
to present information is to make the information presented more interesting.
This research also followed the study of Guddal (2016), which classified
graphics into “colour” or “black and white”. The findings showed that colour
graphics were more frequently employed than black and white graphics in
presenting information in the LKPD of regencies/cities, with 1,143 (87.25%)
and 167 (12.75%) graphics, respectively.

Table 4 Kolmogorov-Smirnov Test

Unstandardized Residual

Observation 187
Normal Parameters Mean 0.000
Std. Deviation 2515
Most Extreme Difference Absolute 0.089
Positive 0.089
Negative -0.066
Kolmogorov-Smirnov Z 1.222
Asymp. Sig. (2-tailed) 0.101

Before testing the hypotheses, this study performed all the classical
assumption tests, namely the tests of normality, multicollinearity,
heteroskedasticity, and autocorrelation. Kolmogorov-Smirnov and normal P-
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P (percent-percent) plot were used to test the normality of the regression
models. Based on the output of the Kolmogorov-Smirnov test, the value of
Asymp. Sig. exceeds 0.05 (refer to Table 4). The normal P-P (percent-percent)
plot also shows a straight line that the existing points always follow and
approaches the diagonal line. Hence, it can be concluded that the data contain
no outliers and the residual value is normally distributed.

The issue of multicollinearity arises when two or more variables are
highly correlated. Multicollinearity in this paper was detected by using
Variance Inflated Factor (VIF). The VIF values for all the independent
variables, as reported in Table 5, are far below the cut-off value of 10 and the
tolerance values exceed 0.1, thus confirming the absence of multicollinearity
issue.

Table 5 Multicollinearity Test

Unstandardized Stand. Collinearity Statistics
Coefficients Coeff.

Variables B Std. Error ~ Beta t-stats. Sig. Tolerance VIF
Perform -0.352 0.265 -0.107 -1.327 0.186 0.715 1.398
Depend -2.620 1.206 -0.156 2172 0.031 0.900 1111
Locate 1.557 0.494 0.251 3.150 0.002 0.726 1.378
Edu -0.433 0.205 -0.154 -2.116 0.036 0.877 1.140
Compt 1.932 0.405 0.342 4.767 0.000 0.900 1111
Age -0.020 0.009 -0.174 -2.102 0.037 0.671 1.490
Opinion 0.270 0.163 0.121 1.651 0.101 0.863 1.159
Constant 5.108 1.415 3.610 0.000

Table 6 Durbin Watson Test

R R Square Adjusted R Std. Error of the Durbin-Watson
Square Estimate
0.416 0.173 0.140 2.564 2.125
Table 7 Glejser Test
Unstandardized Stand. Collinearity Statistics
Coefficients Coeff.
Variables B Std. Error Beta t-stats. Sig. Tolerance VIF
Perform 0.033 0.154 0.018 0.213 0.832 0.715 1.398
Depend -0.227 0.700 -0.025 -0.324 0.746 0.900 1.111
Locate 0.080 0.287 0.024 0.278 0.781 0.726 1.378
Edu -0.215 0.119 -0.142 -1.809 0.072 0.877 1.140
Compt 0.275 0.235 0.090 1.170 0.244 0.900 1.111
Age -0.009 0.005 -0.139 -1.556 0.122 0.671 1.490
Opinion 0.083 0.095 0.069 0.880 0.380 0.863 1.159
Constant 2.559 0.821 3.117 0.002
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Table 8 Results of Multiple Linear Regression Test

Unstandardized Coefficients

Variable B Std. Error t-stats. Sig.

Perform -0.352 0.265 -1.327 0.186
Depend -2.620 1.206 -2.172 0.031
Locate 1.557 0.494 3.150 0.002
Edu -0.433 0.205 -2.116 0.036
Compt 1.932 0.405 4.767 0.000
Age (control) -0.020 0.009 -2.102 0.037
Opinion (control) 0.270 0.163 1.651 0.101
Constant 5.108 1.415 3.610 0.000
R2 0.173

Adjusted R? 0.140 Asymp. Sig 0.101
F-Value 5.339 DW 2.125

Notes: Perform=Performance, Depend=Level of Dependency, Locate=Location, Edu=Level of Education,
Compt=Competency, Age=Age of Local Government, Opinion=Opinion of Badan Pemeriksa Keuangan
Republik Indonesia (BPK-RI) of LKPD for the fiscal year of 2015.

The presence of autocorrelation in the errors of a regression model was
detected using the Durbin-Watson test (D-W test) (refer to Table 6). The
Durbin-Watson, d = 2.125, lies between the two critical values of 1.5 <d < 2.5.
Therefore, there is no first-order linear auto-correlation in the multiple linear
regression data. This paper used the Glejser test and scatterplot to detect
heteroskedasticity. The Glejser test was conducted by regressing the absolute
residual values of the independent variables (refer to Table 7). Based on the
output coefficient, the obtained value of Sig. for all the independent variables
exceed 0.05. In the scatterplot output, the spots appear diffused and do not
form a clear specific pattern. Thus, it can be concluded that the regression
model does not face the heteroskedasticity problem.

Table 8 above reports the adjusted R2 value of 0.140, indicating that 14%
of the variation in voluntary graphics disclosure in LKPD could be elaborated
by the variables of Perform, Depend, Locate, Edu, Compt, Age, and Opinion.
On the other hand, the remaining 86% was influenced by factors beyond this
research model.

4.2. Factors Influencing Voluntary Graphics Disclosure in Local Government
Financial Statements

Out of the five independent variables employed in this study, it was found
that the location of the local government office and the competency of the
local government had a significant positive correlation with voluntary
graphics disclosure. On the other hand, the levels of dependency and
education of the local government had a negative correlation with voluntary
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graphics disclosure, and the performance of the local government did not
correlate with voluntary graphics disclosure in LKPD. The first hypothesis of
this study, namely the performance of the local government has a positive
influence on voluntary graphics disclosure in LKPD, was rejected. This is
supported by the significance level of 18.6% for the performance of the local
government, which exceeds the significance level set of 5%. This result
contradicts the findings of Mather et al. (1998), Ali and Saad (2006), Uyar
(2009), Dilla and Janvrin (2010), Saha and Akter (2013), Andrenosa and
Sukartha (2014), and Purwanto and Wikartika (2014). However, it supports
the findings of prior research by Mather et al. (1996), Purwanto (2010), Saad et
al. (2011), Uyar (2011), Warganegara et al. (2013), and Guddal (2016), which
proved that the performance of a company does not influence the graphics-
based disclosure of information in the annual report.

Based on the empirical findings, the regencies/cities with good
accountability as per the audit by the Ministry of Empowerment of
Government Apparatus and Bureaucracy Reform did not influence the
voluntary graphics disclosure in LKPD. This is due to the different reporting
documents — Laporan Akuntanbilitas Kinerja Instansi Pemerintah (LAKIP) or
Government Agency Performance Accountability Report and LKPD—
possessed and analysed by two distinct parties. The LKPD are generated from
the Sistem Informasi Manajemen Daerah (SIMDA) or Regional Financial
Management Information System, while LAKIP is an output of the Sistem
Akuntabilitas Kinerja Instansi Pemerintahan (SAKIP) or Government Agency
Performance Accountability System, which is manually managed. Empirical
findings revealed no correlation between the state auditing body’s opinion of
the financial report and the scoring resulted from the evaluation of LAKIP
Kementerian/Lembaga (K/L) (Asmoko, 2015). The reason could be attributed
to the absence of an integrated accounting system between the financial report
and LAKIP K/L. As a result, the documents generated are different.

The second hypothesis of the present study, namely the level of
dependency of the local government negatively affects the voluntary graphics
disclosure in LKPD, was accepted. The hypothesis testing result showed that
the variable Depend obtained a beta coefficient of —2.620 at the significance
level of 3.1%, which is lower than the significance level of 5%. The result
contradicts the previous research by Robbins and Austin (1986), Puspita and
Martani (2012), and Martani et al. (2014). However, it agrees with other
studies that found a negative correlation between the level of dependency of
the local government and the voluntary disclosure in LKPD (Patrick, 2007;
Setyaningrum & Syafitri, 2012; Hendriyani & Tahar, 2015).

The empirical finding showed that the local governments with a higher
level of dependency did not apply more voluntary graphics disclosure in
LKPD. The reason is that the more dependent a certain region is, the more it
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shows its financial constraints. The Vice Minister of the Finance Ministry,
Mardiasmo, stated that the DAU was frequently used to fund employees’
needs (Baihaqi, 2017, accessed on 21 May 2017). The data derived from the
Directorate General of the Ministry of Finance showed that, on average, the
spending was 46% for employees. Therefore, local governments were not able
to innovate. Innovation or reform in the public sector is undoubtedly
determined by the available resources in the economy (Garcia-Sanchez et al.,
2013). One of the local governments’ innovations in the financial report is
using graphics to disclose information in LKPD.

The third hypothesis of this study, namely the geographical location of
the local government office is positively correlated to the voluntary graphics
disclosure in LKPD, was accepted. This hypothesis testing result showed that
the variable Locate reported a beta coefficient of 1.557 at the significance of
level 0.2%, which is far below the significance level of 5%. This result conflicts
with the previous research findings of Pujiyanti (2011) and Suhardjanto and
Yulianingtyas (2011). However, it is in line with the research findings of Arifin
et al. (2016) and Narulitasari (2016).

From the agency theory perspective, the correlation between the
geographical location of the local government office and the information
disclosure in LPKD can be explained by the agent’s position that influences
the capacity and willingness to disclose the information. The regional
governments in Java, which enjoys better education quality, more complete
facilities, and a stable economy, are able to employ better quality human
resources. Therefore, high-quality human resources determine better, more
innovative, and high-quality information disclosure in LKPD.

The fourth hypothesis of this research, namely the education level of the
local government correlates positively with the voluntary graphics disclosure
in LKPD, was rejected. The hypothesis testing result showed that Edu
obtained a beta coefficient of —0.433 at the significance level of 3.6%. This
research finding contradicts the previous research of Hambrick and Mason
(1984), Wiersema and Bantel (1992), Finkelstein and Hambrick (1996), Seeba et
al. (2009), and Bamber and McMeeking (2010). The result demonstrated that
the education level of the local government affected the voluntary graphics
disclosure in LKPD negatively. It means that the higher the education level of
the local government, the less information is presented in the form of
graphics. Based on the agency theory, the local government (agent) with a
higher education degree will be able to display different graphics for
information disclosure in LKPD. However, there is a moral hazard issue of
state officers with higher education. This is proven by the data taken from the
Corruption Eradication Commission, which showed that out of 600
corruptors, 200 had a master degree, followed by an undergraduate degree,
and 40 with a doctorate (Ramdhani, 2016, accessed on 21 Mei 2017).
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The fifth hypothesis, which is the competency of the local government
head correlates positively to the voluntary graphics disclosure in LKPD, was
accepted. This was evidenced by the beta coefficient of Compt of 1.932 at the
significance level of 0%, which is below the determined significance level of
5%. This research finding contradicts the previous findings of Haniffa and
Cooke (2002) and Setyaningrum and Syafitri (2012). However, it confirms the
previous research findings of Bamber et al. (2010), Kharis and Suhardjanto
(2012), and Lewis et al. (2013). The empirical finding demonstrated that the
education background of the local government head affected the voluntary
graphics disclosure in LKPD positively. This is because the local government
head with an economic and accounting education background is better able to
understand the financial report. Consequently, the local government head
knows better how to present the accounting information in a straightforward
way for users to interpret.

5. Conclusion

Based on the statistical analyses and discussion, this study concludes that the
practice of voluntary graphics disclosure in LKPD in Indonesia is not
widespread. The number of graphics presented in the sampled LKPD for the
year 2015 was 1,310. A higher proportion of the cities (49.45%) than the
regencies (44.85%) applied graphics. This study also concludes that the
performance of the local government does not influence the voluntary
graphics disclosure in LKPD. This notion is supported by the data on local
governments (regencies and cities) taken from the Ministry of Empowerment
Apparatus and Bureaucratic Reform, which show that the level of
performance does not determine the number of graphics used in LKPD.

The study also concludes that the level of dependency of the local
government influences voluntary graphics disclosure negatively. The more
dependent the regencies or cities, the less they present information using
graphics, and the less able they are to innovate in LKPD. Further, the
geographical location of the local government office is concluded to have a
positive impact on the voluntary graphics disclosure in LKPD. The local
governments in Java presented more information using graphics than those
from other islands. The graphical presentation of information in LKPD needs
better human resources capacities so that the information displayed can be
interpreted easily and is not distorted. This study also concludes that the
education level of the local government head has a negative correlation to the
voluntary graphics disclosure in LKPD. While a high level of education
determines one’s professionalism, moral hazard within the local governments
in Indonesia has led to misuse of power.

This is proven by the data derived from the Corruption Eradication
Commission, which revealed that 40% of the corruptors had a higher
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education degree (Ramdhani, 2016, accessed on 21 May 2017). Further, this
study found a positive correlation between the competency of the local
government head and the voluntary graphics disclosure in LKPD. Local
government managers with an economic or accounting academic background
are better able to interpret and implement accounting standards. With
economic competence, managers can avoid errors in accounting (Hambrick &
Mason, 1984). The local government managers with an economic and
accounting education background also know better how to present
information more accurately.

This study contributes to the literature by exploring the approaches used
by researchers in public sector disclosure. This systematic review has
highlighted the importance of the content analysis technique as the most
dominant method to investigate and measure the information disclosed in
public sector annual reports. This study also contributes to the Government
Accounting Standard Committee of central and local governments. Despite
the numerous benefits offered by graphics in information presentation, its use
remains scarce at the regional level. Hence, the State Accounting Standard
Committee should consider the format for displaying information in the
financial report. Moreover, gaps in various fields have led to differences in
human resources quality, thus affecting the quality of financial statement
presentation. Due to economic disparities, the level of dependency of regional
governments influences the presentation of information in LKPD. The absence
of accountability demands by the central government as the DAU provider
has led to a lack of attention among the local governments to the quality of
LKPD. Therefore, the central government needs to reexamine the DAU
accountability mechanism.

There are several limitations to the present study that may affect the
empirical findings. First, this research only focused on the voluntary graphics
disclosure of regencies/cities. Therefore, the sample was limited to the use of
graphics in financial reports at the city/regional level. Second, this research
analysed the data for the year 2015 because the LKPD for 2015 are the initial
reports documented based on Government Regulation No. 71 Year 2010.
There is no data on 2016 LKPD, which have been audited by the Indonesian
Supreme Auditing Body.
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