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Abstract. The Audit Board of the Republic of Indonesia’s (BPK) opinion on Regional 
Government Financial Statements is a key indicator of accountability in regional financial 
management and serves as an important governance signal reflecting the quality of public 
financial oversight. However, several local governments continue to receive an Unqualified 
Opinion despite findings related to weaknesses in the Internal Control System (ICS) and non-
compliance with laws and regulations. This phenomenon is also evident in local governments in 
Lampung Province, where Unqualified Opinions accompanied by an Emphasis of Matter 
Paragraph have increased in recent years. This study aims to examine the effect of ICS 
weaknesses and compliance findings on BPK’s audit opinion. Using a quantitative approach, 
secondary data were collected from Audit Reports, IHPD, and IHPS for 16 local governments 
in Lampung Province during 2021–2024, totaling 64 observations. Binary logistic regression 
analysis shows that ICS weaknesses and non-compliance with laws and regulations negatively 
and significantly affect BPK’s opinion, both individually and simultaneously, indicating increased 
governance and fiscal risk concerns. 
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1. Introduction  

Accountability in regional financial management is a key foundation for public sector reform, 
particularly in increasing transparency, reducing the risk of corruption, and strengthening public trust 
in local government (Mardiasmo, 2018). As a form of accountability, local governments are required 
to prepare and present reliable, relevant, and accountable Regional Government Financial Reports to 
the public (Mardiasmo, 2018). From an agency theory perspective, the preparation and audit of 
financial reports is a monitoring mechanism used by the public as principal to reduce information 
asymmetry and opportunistic behavior of local governments as agents (Jensen & Meckling, 1976; 
Eisenhardt, 1989; Mardiasmo, 2018). Information asymmetry that is not adequately controlled has 
the potential to encourage deviations in regional financial management, so the role of external 
auditors is needed as an independent control tool (Jensen & Meckling, 1976). 

The Audit Board of the Republic of Indonesia, as a free and independent state institution, 
has the authority to audit the management and accountability of state finances and provide an opinion 
on the fairness of regional government financial reports in accordance with Law Number 15 of 2004. 
The The Audit Board of the Republic of Indonesia 's opinion is given based on four main criteria, 
namely compliance with Government Accounting Standards, adequacy of disclosure, compliance 
with laws and regulations, and the effectiveness of the Internal Control System (SPKN, 2017). In 
audit practice, weaknesses in the Internal Control System and non-compliance with laws and 
regulations are often the dominant findings that influence the auditor's assessment of the quality of 
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regional financial management (SPKN, 2017). In the The Audit Board of the Republic of Indonesia 
Audit Report on the Financial Statements, it is explained that an ineffective ICS indicates the failure 
of the regional government to control fiscal risks, budgeting errors, and undisciplined management 
of expenditure and cash.  

Empirical data in Lampung Province shows that in recent years, local governments have 
experienced an increase in obtaining Unqualified Opinions, but this is still accompanied by an 
increase in findings of weaknesses in the Internal Audit System (ICS) and non-compliance with laws 
and regulations (IHPD Lampung Province, 2023). The opinions of local governments in Lampung 
on the Regional Government Financial Reports for 2020 to 2023 can be seen in the following figure. 
 Figure 1 shows an increase in unqualified opinions with an emphasis of matter paragraph 
starting in 2021 and peaking in 2023. The Lampung Provincial Audit Board recorded hundreds of 
issues related to Internal Control System (ICS) weaknesses and regulatory non-compliance with a 
significant value, although an unqualified opinion was still issued (IHPD Lampung Province, 2023). 
In such conditions, auditors often add an Emphasis of Matter (EOM) Paragraph to communicate 
the existence of fiscal risks and governance weaknesses that are considered important to users of 
financial statements, although not material enough to modify the audit opinion (SA 706; The Audit 
Board of the Republic of Indonesia Regulation No. 1 of 2017). The EOMs accompanying unqualified 
opinions in Lampung mainly relate to accounts such as budget surplus (SiLPA), Regional Original 
Revenue, expenditure payables, revenue-sharing payables, and real fiscal deficits, which indicate 
weaknesses in internal control effectiveness and budgetary compliance (Audit Report on the Financial 
Statements of the Lampung Provincial Government). 

This study offers novelty by reframing the interpretation of an unqualified opinion with an 
Emphasis of Matter as a signal of governance and fiscal risk rather than merely an indicator of 
accounting compliance. While prior studies largely focus on audit opinions as a binary measure of 
financial statement fairness, this research highlights that WTP with EOM reflects underlying 
vulnerabilities in public financial governance, particularly persistent ICS weaknesses and regulatory 
non-compliance tha may threaten fiscal sustainability. By empirically linking EOM issuance to 
governance-related audit findings, this study contributes to the literature by positioning audit 
opinions as a broader governance signal for stakeholders in regional public sector oversight. 

Based on agency theory, this condition indicates weak control and supervision mechanisms, 
so that auditors tend to provide unqualified opinions with EOM as a form of early warning to 
stakeholders (Eisenhardt, 1989). Meanwhile, from a signal theory perspective, increasing ICS findings 
and non-compliance with laws and regulations provide a signal to the public that although financial 
reports are presented fairly, there are governance and fiscal risks that require serious attention (SPKN, 
2017). 

Previous research has shown mixed results regarding the influence of ICS findings and 
compliance with laws and regulations on The Audit Board of the Republic of Indonesia audt 
opinions, both in terms of direction of influence and significance (Syam et al., 2023; Bangsawan & 
Abbas, 2021). In addition, research with a specific focus on local governments in Lampung Province 
is still relatively limited, even though this region shows a significant increase in unqualified opinions 
with the EOM compared to other regions (IHPD Lampung Province, 2023). 

Based on the description, this study aims to analyze the influence of the findings of the 
Internal Control System and compliance with laws and regulations on the The Audit Board of the 
Republic of Indonesia 's opinion on local governments in Lampung Province using a quantitative 
approach through logistic regression. This research is expected to provide empirical contributions to 
the public sector audit literature and serve as evaluation material for local governments in 
strengthening internal control and regulatory compliance to improve the quality of regional financial 
management. 
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Figure 1. Regional Government Opinion in Lampung 2020 to 2023 
Source: Processing of Audit Report on the Financial Statements data for 2020 to 2024 

 

Agency Theory 
Agency theory explains the contractual relationship between a principal and an agent, in 

which the principal delegates authority to the agent to manage resources and make decisions in the 
principal’s interest (Jensen & Meckling, 1976). In the public sector context, the community acts as 
the principal, while local governments function as agents entrusted with managing public resources 
and ensuring accountability for their use (Mardiasmo, 2018). 

A central issue in agency relationships is information asymmetry, where agents possess more 
detailed information regarding financial management activities and performance than principals 
(Eisenhardt, 1989). This asymmetry creates opportunities for opportunistic behavior, including 
regulatory non-compliance and weak internal controls, which may ultimately undermine the quality 
of public financial accountability (Mardiasmo, 2018). 

External audits conducted by The Audit Board of the Republic of Indonesia serve as an 
oversight mechanism to mitigate information asymmetry. Audit findings—particularly those related 
to weaknesses in the Internal Control System (ICS) and non-compliance with laws and regulations—
reflect the level of agency risk faced by local governments and constitute a key basis for the issuance 
of audit opinions (SPKN, 2017). 

 
Signaling Theory 

Signaling theory posits that parties with superior information convey signals to reduce 
uncertainty faced by less informed parties in decision-making processes (Spence, 1973). In public 
sector financial reporting, audited financial statements and audit opinions issued by The Audit Board 
of the Republic of Indonesia function as signals to the public and other stakeholders regarding the 
quality of regional financial governance (SPKN, 2017). 

An Unqualified Opinion generally conveys a positive signal that financial statements are fairly 
presented in accordance with applicable accounting standards. However, the disclosure of Internal 
Control System weaknesses and regulatory non-compliance—particularly when emphasized through 
an Emphasis of Matter (EOM) Paragraph—constitutes a warning signal regarding underlying 
governance and fiscal risks (SA 706; SPKN, 2017). Thus, even when the audit opinion remains 
unqualified, extensive ICS findings and compliance violations indicate negative signals about the 
effectiveness of control mechanisms and regulatory adherence in local government financial 
management. 
 
Internal Control System 

The Internal Control System (ICS) is a process designed and implemented by management 
and all levels of local government to provide reasonable assurance regarding the achievement of 
organizational objectives, reliability of financial reporting, safeguarding of assets, and compliance 
with laws and regulations (SPKN, 2017). An effective ICS plays a critical role in preventing 
misstatements, budgetary irregularities, and misuse of authority. 
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Conversely, weaknesses in the Internal Control System indicate deficiencies in control quality 
and increase the risk of material misstatements and regulatory violations. In public sector audits, ICS 
weaknesses are a key consideration in assessing audit risk and determining the appropriate audit 
opinion. The greater the number and severity of ICS deficiencies identified, the higher the risk faced 
by local governments in sustaining a favorable audit opinion (SPKN, 2017). 
 
Compliance with Legislation 

Compliance with laws and regulations is a fundamental obligation of local governments in 
managing public finances. This obligation encompasses all stages of financial management, including 
budgeting, budget execution, and financial reporting, in accordance with applicable laws, government 
regulations, and regional policies (SPKN, 2017). 

Non-compliance signals weak governance and exposes local governments to legal, fiscal, and 
reputational risks. Audit findings related to non-compliance commonly involve expenditure 
management, procurement practices, asset administration, and revenue recognition. Such findings 
are critical inputs for auditors in evaluating the level of public accountability and the quality of 
financial management, which ultimately influence the audit opinion issued. 
 
Audit Opinion 

An audit opinion represents the auditor’s professional judgment regarding the fairness of 
financial statement presentation based on established criteria. In the Indonesian public sector, audit 
opinions issued by The Audit Board of the Republic of Indonesia include unqualified, qualified, 
adverse, and disclaimer opinions (SPKN, 2017). 

The audit opinion is determined by considering compliance with Government Accounting 
Standards, adequacy of disclosures, effectiveness of the Internal Control System, and adherence to 
laws and regulations. Although an Unqualified Opinion indicates that financial statements are fairly 
presented, the presence of ICS weaknesses and regulatory non-compliance remains an important 
indicator of governance and fiscal risks that warrant serious attention from stakeholders (SPKN, 
2017). 
 
Hypothesis Development 

From an agency theory perspective, local governments act as agents entrusted by the public, 
as principals, to manage public finances responsibly. Ineffective control and oversight mechanisms 
increase the likelihood of agency problems arising from conflicts of interest and information 
asymmetry (Jensen & Meckling, 1976; Mardiasmo, 2018). The State Financial Audit Standards 
emphasize that the effectiveness of the Internal Control System is a primary consideration in issuing 
audit opinions on local government financial statements (SPKN, 2017). Weaknesses in the ICS 
indicate risks in budgeting, implementation, and reporting processes that may affect the fairness of 
financial statement presentation. Accordingly, an increase in ICS deficiencies is expected to reduce 
the likelihood of maintaining a more favorable audit opinion. 
H1: Findings of weaknesses in the Internal Control System negatively affect the audit opinion of local  
       governments in Lampung Province. 
 

Furthermore, compliance with laws and regulations is an essential element of sound public 
financial governance. Non-compliance findings disclosed in audit reports signal weak governance and 
heightened fiscal and legal risks (SPKN, 2017). Within the signaling theory framework, such findings 
transmit negative signals to auditors and users of financial statements regarding the quality of regional 
financial management. 
H2: Non-compliance with laws and regulations negatively affects the audit opinion of local   
        governments in Lampung Province. 

2. Methods 

This study employs a quantitative approach with an explanatory research design aimed at 
examining the influence of audit findings on the audit opinions issued by The Audit Board of the 
Republic of Indonesia. A quantitative approach is appropriate because the study utilizes numerical 
data derived from official audit results and applies statistical analysis to test the causal relationships 
among the research variables. Specifically, this research focuses on analyzing the effect of findings 
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related to weaknesses in the Internal Control System and non-compliance with laws and regulations 
on local government audit opinions. 

The population of this study comprises all local governments in Lampung Province, 
including the provincial government as well as district and municipal governments. Lampung 
Province was selected due to an observable empirical phenomenon in which local governments have 
increasingly received Unqualified Opinions while still exhibiting findings related to Internal Control 
System weaknesses and non-compliance with laws and regulations, as documented in the Audit 
Reports and Regional Audit Result Summaries issued by The Audit Board of the Republic of 
Indonesia. Additionally, the number of Unqualified Opinions accompanied by an Emphasis of Matter 
Paragraph has increased over the last three years (2021–2023), making Lampung Province a relevant 
setting for examining regional financial management quality and public accountability. 

A purposive sampling technique was applied, in which all local governments in Lampung 
Province were included as units of analysis. The observation period spans 2020–2024, generating 
annual data from local government financial reports. The use of a census-based purposive sample 
allows this study to capture comprehensive variation in audit opinions and audit findings across local 
governments in Lampung Province while minimizing sample selection bias. 

This study utilizes secondary data obtained from Audit Reports on Local Government 
Financial Statements, the Summary of Semester Audit Results (IHPS), and the Summary of Regional 
Audit Results (IHPD) published by The Audit Board of the Republic of Indonesia. These data 
sources were selected because they represent official audit outcomes compiled in accordance with 
the State Financial Audit Standards and serve as the primary basis for evaluating the fairness of 
financial statement presentation and the level of compliance with applicable laws and regulations. 

The dependent variable in this study is the audit opinion on local government financial 
statements. The audit opinion is measured as a dichotomous (binary) variable, where a value of 1 is 
assigned to local governments receiving an Unqualified Opinion, and a value of 0 is assigned to those 
receiving opinions other than Unqualified (including Unqualified Opinions accompanied by an 
Emphasis of Matter Paragraph). 
 
Internal Control System  

The first independent variable is the findings of weaknesses in the Internal Control System 
(ICS). This variable is measured by the number of ICS findings. ICS weaknesses reflect the 
effectiveness of local government internal controls in financial management and reporting. 
 
Compliance with Legislation  

The second independent variable is compliance with laws and regulations, which is measured 
based on the following indicators: 

Compliance with Legislation = 
Audit Findings (Rp) 

x 100 
Total Expenditure Realization (Rp) 

 
This finding shows the level of compliance of local governments with the provisions of laws 

and regulations in regional financial management. 
 
Framework 

Based on the background and previous research that has a similar topic to this research, the 
framework of thought for this research that can be put together is: 

 

 

 

 

 

Internal Control System 

Opinion 

Compliance with Legislation 

H1 

H2 
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Data Analysis Methods 
Data analysis was conducted using descriptive statistics and binary logistic regression 

analysis. Descriptive statistics were used to provide an overview of the characteristics of the research 
data, including the distribution of audit opinions and variations in findings of internal control system 
weaknesses and compliance with laws and regulations. Logistic regression was used because the 
dependent variable in this study is dichotomous, thus not meeting the assumptions of classical linear 
regression. According to Ghozali (2018), logistic regression is an appropriate analytical method when 
the dependent variable is categorical and aims to estimate the probability of an event occurring based 
on the independent variables that influence it. 
 
Logistic Regression Model 

The logistic regression model used in this study is formulated as follows: 

ln 
P    

= 
β0   +  β1 X1   +  β2 X2  + ε 

1 – P 
Information: 

• P  =  probability of local government obtaining a Unqualified Opinions 

• β0  =  constant 

• β1  =  coefficient of findings of weaknesses in the Internal Control System 

• β2  =  coefficient of compliance with laws and regulations 

• X1 =  number of findings of weaknesses in the Internal Control System 

• X2  =  number of findings of compliance with laws and regulations 

ε  =  error 

The logistic regression coefficient is interpreted through the odds ratio value (Exp(B)), which 
shows the change in the regional government's chances of obtaining a Unqualified Opinion due to 
changes in the independent variable (Ghozali, 2018). 

Model Feasibility Test and Hypothesis Testing 
The feasibility of the logistic regression model was tested using the Hosmer and Lemeshow's 

Goodness of Fit Test, which aims to assess the suitability between the regression model and the 
observed data. The model is declared fit if the Hosmer and Lemeshow significance value is greater 
than 0.05, indicating no significant difference between the model's predicted values and the actual 
data (Hosmer, 2013). 

The next test was conducted to see the ability of the logistic regression model in explaining 
the variation in audit opinion, namely with Pseudo R Square measured using Cox & Snell and 
Nagelkerke is a measure developed to adapt the concept of the coefficient of determination in logistic 
regression. This value indicates the proportion of variation in the dependent variable that can be 
explained by the model, but has limitations because its maximum value cannot reach 1, so it tends to 
produce relatively small values (Cox & Snell, 1989). 

In addition, the significance of the model was tested. simultaneously with the Omnimus test, 
which functions to test whether all independent variables simultaneously influence the dependent 
variable. A p-value <0.05 indicates that the model is statistically significant. If the probability is <0.05, 
then Ho is accepted or Ha is accepted (there is a simultaneous influence). If the probability is >0.05, 
then Ho is rejected or Ha is accepted (there is no simultaneous influence). 

Further hypothesis testing is carried out using the Wald test, which is a test statistic for partial 
influence. The greater the value, the stronger the influence, and the decision is based on significance 
(sig.). Significance is the p-value of the Wald test. If sig. < 0.05, the variable has a significant effect. 
Exp (B) or the odds ratio indicates the magnitude of the opportunity. If Exp (B) < 1, it will reduce 
the opportunity. The 95% CI for Exp (B) column is the confidence range of the odds ratio. If it does 
not exceed 1, the effect is significant. 
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3. Results and Discussion  

Result 
Data processing uses the SPSS IBM 27 statistical tool for 64 Local Government Financial 

Statements from 2020 to 2023. To begin the analysis, descriptive statistics were used to provide an 
overview of the research variables. These statistics summarize the minimum, maximum, mean, and 

standard deviation values for each variable in the study. The results are presented in Table 1: 
 

Table 1. Descriptive Statistical Analysis Results 

 Based on descriptive statistics, this study used 64 observations of local government financial 
reports in Lampung Province, and all data were declared valid. The Internal Control System (ICS) 
variable had an average value of 11.36 with a standard deviation of 5.545, indicating that local 
governments still face ISC weaknesses with a fairly high level of variation across regions. The 
compliance variable with laws and regulations has an average value of 0.4021 with a standard 
deviation of 0.2902, which indicates that the level of compliance is relatively lower and more 
homogeneous than the weaknesses of the ICS. Meanwhile, the audit opinion variable shows an 
average value of 0.61, which means that around 61 percent of local governments received an 
Unqualified Opinion, although there are still some regions that received opinions other than 
Unqualified Opinion (including those that received Unqualified Opinion with theEmphasis of Matter 
Paragraph (EOM). 

 
Table 2 displays the variance inflation factor (VIF) values below 10 and tolerance values 

above 0.1. This confirms the absence of multicollinearity among the independent variables, ensuring 
the reliability of the logistic regression analysis. 

Table 2. Multicollinearity Test 

 

Table 3. Hosmer and Lemeshow Goodness of Fit Test 

The Hosmer and Lemeshow test yields a p-value of 0. 556 , which exceeds the 0.05 significance level. 
This indicates that the logistic regression model fits the data well and is suitable for further inferential 
analysis. 
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Table 4. Model Suitability Testing 

Description Mark 

-2 Log likelihood (Block 0: Beginning Block) 85,635 

-2 Log likelihood (Block 1: Method=Enter) 51,270 

Based on the figure above, the –2 Log Likelihood (–2LL) value decreased from 81.635 (Block 
0) to 51.270 (Block 1) after the independent variables were entered. This decrease of 30.365 indicates 
an increase in the model's fit to the sample data, thus supporting the acceptance of the null hypothesis 
that the estimated model fits the data. This finding provides a strong basis that the addition of 
predictors increases the explanatory power of the binary logistic regression model in explaining 
variations in audit opinions. Next, tests were carried out to see the influence of independent variables 
on the dependent variable simultaneously (Omnibus test), the influence of each independent variable 
on the dependent variable partially (Wald test) and Pseudo R Square testing (Cox & Snell and 
Negelkerke). 

Table 5. Omnibus Tests of Model Coefficients 

As shown in Table 5, the Chi-Square is 34.365 with a significance value of less than 0.001. This 
suggests that the independent variables, Internal Control System and compliance with statutory 
regulations jointly have a statistically significant effect on the likelihood of receiving audit opinion. 

Table 6. Coefficient of Determination (Nagelkerke R²) 

The Nagelkerke R Square value of 0.563, presented in Table 5, indicates that the model can explain 
56.3% of the variance in the dependent variable. The remaining 43.7% is attributed to factors not 
included in the model, suggesting the need for further variable expansion in future studies. 

Table 7. Hypothesis Testing and Logistic Regression Analysis 
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The logistic regression results are interpreted as follows: 
a. The results of the logistic regression analysis indicate that the Internal Control System and 

compliance with laws and regulations have a significant influence on the audit opinion of local 
governments in Lampung Province. A regression model was constructed to test the probability 
of local governments obtaining an unqualified opinion based on audit findings identified by the 
Audit Board. 

b. Internal Control System variable has a negative regression coefficient of -0.285 with a 
significance value of less than 0.001. This result indicates that the more Internal Control System 
weaknesses are found, the lower the chance of the local government obtaining an Unqualified 
Opinion. The odds ratio (Exp(B)) value of 0.752 indicates that every one unit increase in ICS 
weakness findings reduces the chance of the local government obtaining an Unqualified Opinion 
by approximately 24.8 percent, with a 95 percent confidence level ranging from 0.640 to 0.884. 
This finding indicates that the effectiveness of internal control is an important factor that 
auditors consider in providing audit opinions. 

c. Furthermore, the variable of compliance with laws and regulations also shows a negative and 
significant influence on audit opinion, with a regression coefficient of -4.042 and a significance 
value of 0.012. The odds ratio value of 0.018 indicates that increasing compliance with laws and 
regulations substantially reduces the chance of local governments obtaining an unqualified 
opinion. The 95 percent confidence interval ranging from 0.001 to 0.412 indicates that the 
influence of compliance on audit opinion is strong and statistically consistent. 

d. Overall, these results confirm that both weaknesses in the internal control system and 
compliance with laws and regulations are important determinants in determining the audit 
opinion of local governments. Although the financial statements may be fairly presented, the 
high level of findings in both aspects reflects the governance and compliance risks that auditors 
are concerned about in the audit opinion process. These findings align with public sector audit 
regulations, which prioritize internal control and compliance with laws and regulations as 
primary criteria in assessing audit opinions. 

 

Discussion 
The Influence of Internal Control Systems on Audit Opinions 

The results of this study indicate that Hypothesis 1 is supported, namely that findings related 
to weaknesses in the Internal Control System (ICS) have a significant effect on local government 
audit opinions. These results are consistent with the studies of Syam et al. (2023) and Sianturi (2024), 
which find that the effectiveness of internal control systems and compliance with laws and regulations 
significantly influence audit opinions on local government financial statements. 

These findings provide empirical evidence that internal control weaknesses constitute 
conditions requiring special attention by auditors in audit reporting. Although such weaknesses do 
not always lead to a modification of the audit opinion, their presence reflects substantial risks in 
financial management and may affect the sustainability of local financial governance quality. 

In the context of public sector audits, these conditions are particularly relevant for disclosure 
through an Emphasis of Matter (EOM) Paragraph, especially when auditors assess that weaknesses 
in the Internal Control System significantly affect users’ understanding of the financial statements. 
The results of this study indicate that as the number of ICS findings increases, the probability of a 
local government obtaining an Unqualified Opinion decreases. Consequently, emphasizing these 
conditions becomes important, even when the financial statements are still considered fairly 
presented. 

Therefore, this study supports the practice of including Emphasis of Matter Paragraphs as a 
professional mechanism for warning stakeholders about significant internal control risks. Such 
emphasis enhances information transparency and signals that, although the audit opinion is not 
modified, certain aspects of internal control require serious attention and continuous improvement 
by local governments. 
 
The Impact of Compliance with Laws and Regulations on Audit Opinions 

The results of the logistic regression analysis indicate that Hypothesis 2 is supported, 
demonstrating that compliance with laws and regulations has a negative and significant effect on audit 
opinions for local governments in Lampung Province. These findings are consistent with prior 
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studies by Kamilah (2024), Valentina (2022), and Syam (2023), which show that regulatory 
compliance significantly influences audit opinions. The negative regression coefficient indicates that 
higher levels of non-compliance with laws and regulations reduce the likelihood of local governments 
obtaining an Unqualified Opinion. This finding confirms that regulatory compliance is a critical factor 
considered by auditors in evaluating the quality of regional financial management. 

Conceptually, non-compliance with laws and regulations reflects weak budgetary discipline 
and poor financial governance, which may expose local governments to legal, fiscal, and reputational 
risks. The State Financial Audit Standards emphasize compliance with laws and regulations as a key 
criterion in determining audit opinions. Accordingly, even when financial statements are fairly 
presented from an accounting perspective, significant non-compliance remains an indicator of serious 
weaknesses in public financial management. 

These results can also be explained through the lens of signaling theory. Findings of non-
compliance with laws and regulations convey negative signals to auditors and users of financial 
statements regarding the quality of local government governance. Such signals suggest that financial 
management practices are not fully aligned with applicable regulations, thereby increasing auditor 
caution in issuing more favorable audit opinions. 

In audit practice, compliance issues that are considered significant but not material enough 
to warrant opinion modification are often disclosed through an Emphasis of Matter Paragraph. This 
paragraph allows auditors to highlight compliance issues that are important for users’ understanding, 
even though the financial statements as a whole are still fairly presented. The results of this study 
indicate that higher levels of non-compliance reduce the probability of local governments obtaining 
an Unqualified Opinion, making disclosure through an Emphasis of Matter Paragraph a relevant and 
effective communication tool. 

Thus, this study supports the use of Emphasis of Matter Paragraphs as an auditor’s 
instrument for communicating significant compliance-related risks to stakeholders. Such emphasis is 
not intended to modify the audit opinion, but rather to serve as a professional warning encouraging 
local governments to improve regulatory compliance, strengthen governance, and ensure the 
sustainability of regional financial management. 
 

4. Conclusion and Recommendation 

Conclusion 
This study examines the influence of the Internal Control System and compliance with laws 

and regulations on the audit opinions of local governments in Lampung Province. Based on the 
results of the logistic regression analysis, both variables are found to have a significant effect on audit 
opinions. The findings indicate that weaknesses in the Internal Control System negatively affect audit 
opinions. An increase in the number of internal control weaknesses reduces the probability that a 
local government will obtain an Unqualified Opinion. This result confirms that internal control 
effectiveness remains a key consideration in auditors’ assessments, not only in evaluating the fairness 
of financial statement presentation but also in assessing governance risks and public accountability. 

In addition, non-compliance with laws and regulations is shown to have a significant negative 
effect on audit opinions. High levels of non-compliance reflect weak financial management discipline 
and increased legal and fiscal risks, which influence auditors’ professional judgment. Although such 
conditions do not always result in a modification of the audit opinion, they nonetheless reduce the 
likelihood of local governments receiving the highest audit opinion. Overall, the results demonstrate 
that audit opinions are not determined solely by technical accounting compliance, but are also 
strongly influenced by the quality of internal controls and the degree of regulatory compliance. These 
findings highlight the importance of strengthening governance mechanisms to ensure sustainable and 
accountable regional financial management. 
 
Recommendation 
 Based on the findings of this study, several recommendations can be proposed. First, local 
governments should strengthen the effectiveness of their Internal Control Systems by improving risk 
assessment procedures, enhancing supervisory mechanisms, and ensuring consistent implementation 
of internal control policies across all organizational units. Second, local governments need to improve 
compliance with laws and regulations, particularly in areas related to budgeting, expenditure 
management, procurement, and asset administration. This can be achieved through regular regulatory 
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updates, increased capacity building for financial management personnel, and stricter monitoring of 
compliance practices. Third, audit findings related to internal control weaknesses and regulatory non-
compliance should be used as a basis for continuous improvement rather than being viewed merely 
as formal audit requirements. Follow-up actions on audit recommendations must be strengthened to 
reduce recurring findings and enhance overall governance quality. Finally, future research is 
encouraged to expand the scope of analysis by incorporating additional variables, such as follow-up 
on audit recommendations or political and institutional factors, and by extending the observation 
period to provide a more comprehensive understanding of the determinants of local government 
audit opinions. 
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