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Abstract - Measuring financial performance is
crucial in order to assess the accountability of
regional governments in managing regional
finances. Accountability is not just the ability to
demonstrate how public money is spent but also
covers the ability to show that public money has
been spent efficiently, effectively and economically.
According to Mardiasmo (2004: 182), efficient
means that the use of public funds produces
maximum output, while effective means that the
use of the budget must achieve the goals that serve
public interest, moreover, economically is related
to the selection and use of resources under a
certain quantity and quality at the lowest price
level.

Based on the opinion of the Audit Board of the
Republic of Indonesia, poor financial performance
that occurs in underdeveloped districts in East
Nusa Tenggara Province includes:
mismanagement and misadministration of asset;
mismanagement of School Operational Assistance
(SOA) funds as well as the miscalculation of cash
and balance by including the accumulative values
of school buildings depreciation; the existence of
permanent investment and fixed assets in the
Regional Government Financial Report (RGFR);
incomplete and unaccountable financial reports;
inconformity with the Government Accounting
Standards (GAS), inadequacy of disclosure,
incompliance with laws and regulations, and
ineffective internal control system; accumulative
depreciation of fixed assets, such as irrigation,
roads and networks, has not been regarded as part
of the development process and not been
capitalized into the main fixed assets; weak
internal control of the fixed asset management.
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Of the four ratios, developing regions show
progress in terms of using the budget for the
construction of infrastructure for the community,
being able to minimize the amount of collection
fees so that they are considered efficient in
obtaining PAD.
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I. INTRODUCTION

Indonesia is a unitary state with a state capital and
oversees the provincial governments as well as the
district, or city, governments. As Indonesia spans over
a large territory, and possesses a large population,
these unavoidably lead to several difficulties.
Furthermore, according to Sutedi (2012: 120),
financial performance measurement aims to increase
the competitiveness of the national economy and
global economic activities. In order to administer the
government effectively and efficiently, it is necessary
to divide the work areas. The Article 18 of the 1945
Constitution states that the unitary state of the
republic of Indonesia is divided into provincial
regions and the province is divided into regencies and
cities, each of which has a government, which is
regulated by law, and also specifically consider the
rights and origins of the special regions. This means
the establishment of a decentralized governmental
system has a strong legal basis.

East Nusa Tenggara Province, as one of 34 provinces
in Indonesia, has several underdeveloped regencies.
Based on the Presidential Regulation number 131 of
2015, East Nusa Tenggara province had 18
underdeveloped regions in 2015-2019, and the
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Presidential Regulation of the Republic of Indonesia
number 63 of 2020 elucidates that

East Nusa Tenggara province has 13 underdeveloped
regions in 2020-2024.

That in 2015-2019 there were 18 underdeveloped
districts, 3 developing districts and 1developing city.
In 2020-2024, the number of underdeveloped areas
decreased to 13 districts and developing areas
increased to 8 districts and 1 city. Based on the theory
and problems explained in the background above, the
authors are interested in conducting research titled

"Comparative  Study of Regional Financial
Performance in Underdeveloped Regions and
Developing Regions in East Nusa Tenggara
Province".

II. LITERATURE REVIEW
2.1. Underdeveloped Regions

Underdeveloped regions, as explained in the

Government Regulation no. 78 of 2014, are less

developed areas and communities measured by a

set of national scales, namely economic

development level, human resources,
infrastructure, regional financial capacity,
accessibility, and regional characteristics.

Therefore, a systematic development plan is

pivotal in order to lift these regions from the

underdeveloped category.
2.2. Regional Finance

1. Efficiency is a level of achievement that uses
the lowest amount of inputs to create the
greatest amount of outputs.

2. Economical is the acquisition of inputs with
certain quality and quantity at the lowest
price level.

3. Effectiveness is the achievement of the
predetermined target by comparing outputs
with results.

4. Transparent is the principle of openness that
allows public to know and gain access to the
widest possible information about regional
finances.

5. Responsibility is the obligation of a person
or a work unit to be accountable for the
management and control of resources, as
well as the implementation of policies, in
order to achieve the predetermined targets.

6. Justice is a balance between the distribution
of authority and its funding. Meanwhile,
propriety is an action or an attitude that is
conducted fairly and proportionally.

2.3. Framework

Regional Reveme and
Expenditure Budget (RREB) of
a city/district

|

Financial capacity of a city/disfrict

1. Financial Independence Ratio
2. Income Effectiveness Ratio
3. Income Efficiency Ratio
4. Activity Hamony Ratio

Underdeveloped Regions

Figure 2.1. Framework

Developed Regions

[II. METHOD

3.1. Types of Research
Research methods are approaches used by
researchers in  designing, implementing,
processing data, and drawing conclusions
regarding certain research problems. The method
used in this research is the descriptive method
which is a research method that aims to describe
current or past phenomena.

3.2. Location and Timeline of Research
This research is conducted at the Regional
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Finance Agency of East Nusa Tenggara
Province, Eltari Street number 52, Oebobo
Village, Kota Raja District, Kupang City
starting from March 2022 to August 2022.
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3.3. Data Collection Methods
a. Data Analysis Method
This research utilizes descriptive analysis of
financial capacity ratios based on the planned and
realized Regional Revenue and Expenditure
Budget (RREB) in order to measure the capacity
of regional governments. The analysis will be
based on the ratio of regional financial
independence, the effectiveness and efficiency of
regional finance, the activity ratios, and the
growth ratios (Halim, 2007).
1. Regional Financial Independence Ratio
This ratio describes regional dependence on
external funding and the higher the
independence ratio means that the level of
regional dependence on external funding,
especially funding from central and
provincial governments, is lower, and vice
versa (Halim, 2002).

Reoi | Fi al Indevend Rati Regional Income (RI) 100%
egiomas fnanca ependence Ratto = = Government Funding *

This ratio shows the relationship of regional
governments and the central government as

follows:
Independe Financial Relationship
nce Capacity Pattern
0%-25% | Very Low Instructive
25%- Low Consultative
50%
50%- Moderate Participatory
75%
75%- High Delegative
100%

2. Income Effectiveness Ratio

Realized Income

Effectiveness = x 1008

Pealized Income Target

The effectiveness ratio shows the
government's ability to acquire income
receipts in accordance with the target
(Mahmudi, 2016).

3. Income Efficiency Ratio

Efficiency =
Income Acquisition Costs

x 10004

Realized [ncome

This ratio calculates the costs incurred to obtain
income with the realized income. The smaller
the value of this efficiency ratio, the better the

government's performance in generating income
(Mahmudi, 2016).
4. The Activity (Harmony) Ratio
The activity ratio describes the optimization of
funds allocation by regional governments. The
higher the percentage of funds allocated for
routine expenditures means the lower the
spending for economic and infrastructure
development (Halim; 2012). The activity ratio
can be formulated as follows:

Direct Expenditure

Activity Ratio x 10004

" Total of Regional Revenue and

The results of the calculations are presented in tables
in order to simplify and complement the overall
analysis of financial performance between the
underdeveloped and developing regions in East Nusa
Tenggara Province. Subsequently this data will be
further analyzed in order to generate solutions.

[V.LITERATURE REVIEW

4.1. Data Analysis and Discusiion
In this research, it will be discussed how the
regional financial independence of each district
and city in East Nusa Tenggara Province for the
2017-2021 Fiscal Year will be discussed. To
discuss the financial independence of this region,
a financial ratio analysis was carried out. Kasmir
(2011: 104) suggests that financial ratios are
activities to compare the numbers in the financial
statements by dividing one number by another.

4.1.1. Descriptive Analysis of Financial Ratios

1. Indpendence  Ratio
The independence ratio describes the regional
dependence on external funding sources. The
higher the independence ratio means that the
level of regional dependence on external
assistance (especially the central and provincial
governments) is lower and so should be
according to Halim (2002: 253)

Table 4.1
Calculation of Regional Financial
Independence Ratio Fiscal Year 2017-2020
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2.

Based on the ratio of financial independence,

Table 4.1 illustrates that the ability of local

governments to finance their own government

activities, development and services to the

community is still at a very low level. This shows

that the independence of each district government

in 2017-2021 is still very low because the district

government still relies on transfer funds from the

central government. Both underdeveloped and

developing regions are still very dependent on

balancing funds from the Central Government.
Income Effectiveness Ratio

The effectiveness ratio shows the government's

ability to acquire income receipts in accordance

with the target (Mahmudi, 2016). The value of

income effectiveness can be categorized as

follows:

- Very Effective: > 100%

- Effective: 100%

- Moderately Effective: 90% - 99%

- Less Effective: 75% - 89%

- Ineffective: <75%

Table 4.2
Calculation Of Income Effectiveness Ratio for
Fiscal Year 2017-2021
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Source: Regency City Budget Report East Nusa
Tenggara Province

The results of the calculation of the effectiveness ratio
can be seen in Table 4.2 showing that the
effectiveness of income for each district is different,
due to the difference in the number of realized
revenue targets. For developing regions, the highest
average achievement is West Sumba Regency with an
average percentage for 2017-2021 is 13%. For
developing regions, the highest average achievement
is the City of Kupang and West Manggarai, which are
14% each.

3. Reveneu efficiency ratio
This ratio calculates the costs incurred to obtain
income with the realized income. The smaller the
value of this efficiency ratio, the better the
government's performance in generating income
(Mahmudi, 2016).
The value of the income efficiency ratio can be
categorized as follows:

- Very Efficient: < 5%

- Efficient: 5% - 10%

- Moderately Efficient: 11% - 20%

- Less Efficient: 21% - 30%

- Inefficient: > 30%

Table 4.3
Calculation of Income Efficiency Ratio For Year
2017-2021
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Source: Regency City Budget Report East Nusa
Tenggara Province

The level of efficiency is measured by comparing the
costs that must be incurred to obtain PAD for a year
with the realization of PAD. The costs incurred or the
cost of collecting PAD are all routine costs of the
Regional Revenue, Financial and Asset Management
Agency, because this OPD is in charge of collecting
all PAD.

For developing regions, the regencies/cities with the
"efficient" predicate are Nagekeo, Sikka, Ngada and

67

Kupang City, because the average efficiency ratio in
2017-2021 is 10%. As for underdeveloped areas, there
are no districts that get the "efficient" predicate. A
total of 12 districts received the predicate "quite
efficient" because the average efficiency ratio in
2017-2021 was 13-17%, and there was I district with
the predicate "less efficient" because the average
efficiency ratio in 2017-2021 was 22%.
By calculating the efficiency level, it can be seen
that
the smaller the efficiency number obtained, the more
efficient it is. On the other hand, the higher the
efficiency, the more inefficient. The efficiency level
of PAD receipts for underdeveloped and developing
districts during the 2017 to 2021 fiscal year as can be
seen in Table 4.3 illustrates that the efficiency figures
achieved on average are different for each region.
Broadly speaking, underdeveloped regions have not
shown good development because they tend to be in a
fairly efficient criteria.
As for developing regions, it shows that the trend of
the ratio increases, from moderately efficient to
efficient predicate. This means that less of PAD
receipts from FY 2017 to FY 2021 are used to finance
PAD collection/collection.
4. The Activity (Harmony) Ratio
The activity ratio describes the optimization of
funds allocation by regional governments. The
higher the percentage of funds allocated for
routine expenditures means the lower the

™

spending for economic and infrastructure
development (Halim; 2012). The activity ratio
can be formulated as follows:
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Table 4.4
Calculation of Activity Ratio For Fiscal Year 2017-
2021

Source: Regency City Budget Report East Nusa
Tenggara Province

Based on the results of the calculations in Table 4.4
above, it can be seen that the average ratio of the
Regional  Government's  Routine  Expenditure
Activities for each Regency is different.

For disadvantaged areas, the activity ratio is above
50%. This shows that the percentage of spending used
to provide economic infrastructure for the community
is getting smaller and the local government has not
prioritized its allocation of funds to Routine
Expenditures and Development  Expenditures
optimally.

As for developing areas, the ratio of activity is
between 35% to 49%. This shows that there are
efforts from local governments in these developing
areas to use the budget to support the construction of
facilities for the community.

4.1.2. Discussion Analysis of Financial Ratio
Description
Based on the results of the analysis of financial ratios
to the Regional Netherlands Budget and Revenue for
each Regency/City of East Nusa Tenggara Province
for the 2017-2021 Fiscal Year, the discussion of the
results of the analysis can be explained as follows.
1. Independence Ratio
The Regional Financial Independence Ratio
shows the level of ability of a region in self-
financing government activities, development and
services to the community who have paid taxes
and levies as a source of income needed by the
region.
Based on the results of the analysis of the
independence ratio of each district/city in East
Nusa Tenggara Province for the 2017-2021 Fiscal
Year, it is known that the ability of local
governments to finance their own government
activities, development and services to the
community, is still at a very low level. This

shows that the ability of the local government to
be independent in each district in 2017-2021 is
still very low because the district government still
relies on transfer funds from the central
government. Between underdeveloped and
developing regions, both are still very dependent
on balancing funds from the Central Government.
In other words, the district/city governments
throughout the province of East Nusa Tenggara
cannot be said to be truly autonomous.

In this ratio, there is no difference
indicating that developing regions are better off
than underdeveloped regions. In Government
Regulation Number 78 of 2014 concerning the
Acceleration of Development of Disadvantaged
Regions, one of the criteria for underdeveloped
regions is the still weak regional financial
capacity.

2. Income Effectiviiness Ratio

Based on the results of the analysis of the
effectiveness ratio of each district/city in East
Nusa Tenggara Province for the 2017-2021 Fiscal
Year, the results show that for disadvantaged
areas, the effectiveness ratio is above 50%. This
shows that the percentage of spending used to
provide economic infrastructure for the
community is getting smaller and the local
government has not prioritized its allocation of
funds to Routine Expenditures and Development
Expenditures optimally. As for developing areas,
the activity ratio is between 35% to 49%. This
shows that there are efforts from local
governments in these developing areas to use the
budget to support the construction of facilities for
the community.

This is in accordance with one of the criteria for
disadvantaged areas, namely in terms of facilities
and infrastructure (infrastructure). Where, limited
infrastructure and means of communication,
transportation, clean water, irrigation, health,



education, and other services that cause people in
disadvantaged areas to have difficulty carrying
out economic and social activities.
Underdeveloped districts need to pay attention to
infrastructure criteria including road area,
electricity-using  households, telephone-using
households, number of banks, and number of
permanent markets. Priority is directed at opening
isolated areas underdeveloped to have linkages
with  developing and developed regions,
increasing community mobilization, capital, and
other production factors to support local
economic development. The infrastructure and
facilities development program is focused on: (1)
the development of basic social infrastructure and
facilities, especially in the fields of education and
health; (2) increasing the availability of economic
infrastructure and facilities, among others
through the USO (universal service obligation)
scheme for telecommunications, pioneering for
transportation, and electricity entering the village;
(3) harmonizing the transportation system in
underdeveloped areas into a unified system that is
integrated with developed areas; (4) expanding
information and technology networks; and (5)
developing rural infrastructure, especially
agricultural infrastructure and transportation links
to urban areas.

3. Income Efficiency Ratio

In terms of efficiency, the results of the analysis
of Regency/City Regional Budgets and
Expenditures in NTT Province for the 2017-2021
Fiscal Year show that there are differences in the
efficiency ratio predicate between
underdeveloped and developing regions. By
calculating the efficiency level, it can be seen that
the smaller the efficiency number obtained, the
more efficient it is. On the other hand, the higher
the efficiency, the more inefficient. The
efficiency level of PAD receipts for each district
is lagging and developing during the 2017 to
2021 fiscal year, illustrating that the efficiency
figures achieved on average are different for each
region.

Broadly speaking, underdeveloped regions have
not shown good development because they tend
to be in a fairly efficient criteria. As for
developing regions, it shows a trend of increasing
ratio, from quite efficient to efficient predicate.
This means that less and less of PAD receipts
from FY 2017 to FY 2021 are used to finance
PAD collection/collection.

In underdeveloped regions, with the increasing
efficiency ratio of regional income, it shows that
the performance of the underdeveloped regional
government has decreased because the
underdeveloped regional government is unable to

Comparative Study of Regional Financial Performance in Underdeveloped and Developing Regions in East Nusa Tenggara Province

minimize regional expenditures issued by the
underdeveloped regional government. This means
that the ability of lagging local governments to
manage finances efficiently is still low. As for
developing regions, there is good financial
management, thus optimizing the budget not only
to finance operations, but also to develop
facilities and support regional revenues.

4. The Activity (Harmony Ratio)

5.

Efforts to become a developing area are certainly
not easy and require support from various aspects
or elements in these underdeveloped areas.
Likewise for areas that have been designated as
developing areas, it is necessary to work harder
so that they do not return to being disadvantaged
areas. The activity or compatibility ratio
describes how the regional government prioritizes
its allocation of funds in its Routine Expenditures
and Development Expenditures optimally. The
higher the percentage of funds allocated for
Routine Expenditure means the percentage of
investment spending (Development Spending)
used to provide community economic facilities
and infrastructure tends to be smaller.

The results of the analysis of Regency/City
Regional Budgets and Expenditures in NTT
Province for the 2017-2021 Fiscal Year show that
the activity ratio of each Regency is different. For
disadvantaged areas, the activity ratio is above
50%. As for developing areas, the activity ratio is
between 35% to 49%. The descriptions and
calculations show that most of the funds owned
by underdeveloped Regional Governments are
still prioritized for operational expenditure needs
so that the capital expenditure ratio is relatively
small.

Conclusion

Based on the results of the analysis, it can be
concluded several things as follows:

1. The ratio of regional financial
independence for underdeveloped regions and
developing regions in East Nusa Tenggara
Province, Fiscal Year 2017-2021 is in the
same category, namely "Once Low". This
shows that between underdeveloped and
developing regions, both are still very
dependent on balancing funds from the
Central Government.

2. The effectiveness ratio shows that out of

the 13 underdeveloped regions, 6 (six)
regencies have the title “Less Effective”;
"Sufficiently Effective" as many as 3 (three)
Regencies and the predicate "Very Effective"
and "Not Effective" each as many as 2 (two)
Regencies. Meanwhile, for developing
regions, there were 4 (four) regencies that
received the predicate "Effective Enough" and
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only 1 (one) Regency with the "Not Effective"
predicate, namely Ende Regency.

The Efficiency Ratio shows that there has
been no good development in underdeveloped
areas because they tend to be in fairly
efficient criteria. As for developing regions, it
shows an increasing trend in the ratio, from
quite efficient to the predicate efficient. This
means that less and less of PAD receipts from
FY 2017 to FY 2021 are used to finance PAD
collection/collection.

Activity Ratio shows that in disadvantaged
areas, the activity ratio is above 50%. This
shows that the percentage of expenditure used
to provide economic infrastructure for the
community is getting smaller and the local
government has not prioritized its allocation
of funds to Routine Expenditures and
Development Expenditures optimally. As for
developing areas, the activity ratio is between
35% to 49%. This shows that there are efforts
from local governments in these developing
areas to use the budget to support the
construction of facilities for the community.

Of the four ratios, developing regions
show progress in terms of using the budget for
the construction of infrastructure for the
community, being able to minimize the
amount of collection fees so that they are
considered efficient in obtaining PAD.
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