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Abstract

Measurement of the financial health of local governments is essential to assess the sustainability of services
for the community. This study aims to compare the financial health of local governments using three
approaches. The data used are BPK audited financial reports for Regency and City Governments in Jambi
Province and data from BPS Jambi Province. The analytical tool used is a different test wilhruskell Wallis.
The results showed that all hypotheses were proven, meaning that there were differences in the financial
health condition of the district and city governments in Jambi Province for the three approaches used. Jambi
City is the area with the healthiest financial situation for the FTMS model. Regencies and cities in Jambi
Province with the Kloha model are in a healthy position. No region is in a place of fiscal emergency. All
areas also do not face problems for the solvency-financial flexibility model. Overall, the financial condition
of districts and cities in Jambi province is in a healthy financial situation. This research has implications for
local governments in making monetary policies, especially related to optimizing asset management. In
addition, the financial flexibility index is also fundamental to be considered by regions that have the
potential for extraordinary events. Further researchers can develop other research methods such as
qualitative and add research variables to obtain more complete results.

Keywords: Local Government Health, Revenue, Expenditure, Financial Report

1. Introduction

The private sector's financial health research has been carried out, but it is still behind (Ritonga, 2016).
Leaders need to continuously evaluate and monitor economic health conditions in their area of authority
(Maher & Nollenberger, 2009) because it involves the sustainability of public services. Local governments
face shapes, the number of programs and activities that must carry out, and limitations. One of the
limitations is financial problems. Therefore, local governments are required to have the ability to manage
their finances effectively. But unfortunately, the apparatus still has limited ability to assess the health of
local governments in a position to face problems or risks or health conditions (McDonald, 2018).

The government's financial health is unavoidably essential for the government to consider. It is fear that
local government fiscal pressures will affect inter-governmental fiscal relations because of the necessity to
help regions when an emergency is proven (Chung & Williams, 2020). The public needs to be convinced
that the government's finances are in a healthy condition. Local governments need legitimacy and support
from all stakeholders. Legitimacy forms a general view (Gaus, 2011) to the government to be more
accepted by the community (Rahayu, 2016). Therefore, the government needs to be positive and open to the
public in conveying information about performance (Halim & Kusufi, 2014) and financial health. The
government needs the participation of the community. It will undoubtedly be easy to obtain if it has won the
trust of the community.

Local governments often use strategies when facing financial difficulties, including efforts to reduce
operational costs and increase regional income through local taxes (Elling, Krawczyk & Carr, 2014). It of
course, can have an impact on the burden bome by the community. One way to achieve the financial health
of local governments is by implementing an entrepreneurial pattern in service activities to the community.
The government's entrepreneurial spirit is an effort to utilize resources to increase productivity and
dt'ecliveness. An important point that must consider, although implementing the principles of
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entrepreneurship but still not profit-oriented, the main priority is still service to the community.

Government officials must be vigilant and act by prioritizing opportunities to do work and structures to
achieve value for money (efficient, effective and, economical) (Sama, Ndunguru and, Mutahyoba, 2016).
One of the rf()rmamce indicators of government organizations assessed from the achievement of
performance accountability. Every year, the Ministry of State Apparatus Empowerment and Bureaucratic
Reform evaluates the C()unlalbilily performance of government agencies. Every govcmmcraagcncy is
required to compile and report performance reports of government agencies based on Presidential
Regulation Number 29 of 2014 concerning Performance Accountability System of Government Agencies,
and Minister of State Apparatus Empowerment and Bureaucratic Reform Regulation Number 53 of 2014
concerning Technical Guidelines for Performance Agreements, Performance Reporting and Procedures
Review of Government Agencies Performance Reports.

The progress of the 2017 Regency/City performance accountability achievements in Indonesia conveys by
the MenPANlﬂ in Jogyakarta on February 15, 2018. There are still 303 (63.80%) Regencies/Cities that
have received CC (50-60) and below. Government agencies that get an accountability score below 70 can
potentially budget inefficiency (Inspectorate, 2016). The higher the achievement of the performance
accountability value, the higher the level of budget efficiency (Rahayu, Yudi and, Rahayu, 2018). The
achievement of the performance accountability predicate of local government agencies in Jambi Province
also still needs improvement. In 2015, eight districts were still predicated as "CC" while the other three
predicates as C. This predicate experienced an increase in 2017. Only four areas received the "C"
predicate. After five consecutive years of getting the " CC " predicate, the performance of the Jambi
Provincial Government has increased. For the evaluation of performance accountability in 2018, it managed
to get the "B" predicate. There are five categories of predicate evaluation results for LAKIP: A, BB, B, CC,
C,and D.

Research on the financial condition of local governments, especially in Indonesia, is still minimal (Ritonga,
2016). Research conducted by Ritonga (2012) researched the financial condition of district/city
governments throughout Indonesia. The results showed that stakeholders were more concerned with the
financial situation of local governments for the short-term horizon than the long term. Igbal, Baga & Dedi
(2017) researched the financial health of district/city governments in West Java using Brown's measurement.
The results show no significant difference in the health of the government's finances under study. This
study examines differences in the financial condition of local governments using three perspectives (FTMS,
Kloha and, Financial Solvability-Flexibility). The difference between this research and the previous one is
that the previous research usually only uses one approach to measure the financial condition of local
governments. In addition, local governments effectively implemented this research conducted for financial
statements after implementing the accrual basis.).

2. Legitimacy Theory and New Public Management

Legitimacy theory discusses views, perceptions, or assumptions about how an entity's action is appropriate
and appropriate with values, beliefs, and social norms as defined together (Patrick, 2012). Government
organizations do many things to gain trust from the point of view of the agent and principal relationship.
The government needs legitimacy from the community. If the complete legitimacy stage has been obtained,
the stakeholders have entirely accepted the organization to receive support for the actions (Rahayu, 2016).
The organization needs legitimacy to maintain its survival. Legitimacy is an essential factor in the life of an
organization (Meyer and Rowan, 1977).

The application of NPM to increase efficiency and effectiveness is a form of government action to gain
legitimacy from the community. Although the NPM concept has received criticism from various parties
because it is worried that government organizations will lose their non-profit spirit, they have moved to
profit-seeking goals like privalcompamies. Hood (1991) states that there are seven principles for
implementing NPM, namely (1) Professional Management in the public sector; (2) Explicit standards and
Measures of performance; (3) Greater emphasis on output controls; (4) Shift to disaggregation of units in
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the public sector; (5) Shift to greater competition in the public sector; (6) Stress on private-sector styles of
management practice and (7) Stress on greater discipline and parsimony in resource use.

The seven principles above make the public sector more implementing organizational systems, contract
mechanisms, transparency and accountability of performance, use of information technology, control using
implementation and, adoption of market mechanisms (Mahmudi, 2016). The development of the NPM
concept was followed by the abandonment of traditional budgets by public sector organizations and shifting
to adopting performance-based budgeting (Yuwono et al., 2008).

2.1. Regional Government Financial Health Assessment Model
2.1.1 Model Fiscal Trend Monitoring System (FTMS).

FTMS is an early warning system to predict the financial condition of local governments. This model was
developed by the inlermlmll city/county management association (ICMA) in 1980 and was revised in
1994 and 2003. ICMA defines the financial condition of local governments as the ability of local
governments to finance services in a sustainable manner (Ritonga, 2016). Some of the indicators often used
include income indicators, expenditure indicators, operational position indicators, debt indicators, liability
indicators, fixed asset indicators. The FTMS approach has the most ratio indicators compared to other ratios,
namely forty-two indicators divided into financial and environmental hands. In this study, only ten financial
ratios and six ratios for environmental indicators are calculated.

2.2.2 Model Kloha.

Local governments are considered to be experiencing financial difficulties if they do not meet standards in
operations, debt, and community needs for several consecutive years. Some indicators that it can use
include indicators for general funds, operational expenditures, the size of the available fund balance, and
the current year's deficit. Kloha et al. (2005) used some indicators to assess the financial health of local
governments. Its are population growth, actual tax value, general fund expenditure as a percentage of
taxable value, general fund operating deficit, previous year general fund running a deficit, unrestricted fund
balance size, fund deficit in the current or last year, and long-term debt. Of the nine ratios, only five ratios
can use in this study: the population growth ratio, general fund operating deficit, general fund running
deficit the previous year, available fund balance size, and fund deficit in the current year or the last year.
Some information related to the actual tax value is not present in the financial statements, so it cannot
process this study.

The use of ratios that connect the components in the financial statements to assess private companies'
financial condition is widely used as a prediction of company bankruptcy (Altman, 1968). Such ratios have
also been developed for local governments, such as the ten ratios offered by Brown (1993). The accrual
basis by local governments refers to Government Regulation no. 71 of 2010 concerning Government
Accounting Standards makes government financial reports more informative. The new financial reporting
model allows regions to inform operating activities and financial position more comprehensively (Kioko,
2013). It can evaluate by using financial statement data.

2.2.3. Solvability and Flexibility Financial Model.

The six dimensions used to assess the financial condition of local governments refer to Ritonga (2016),
namely (1) The Short-Term Solvency Dimension Index consists of three indicators. It can use all indicators
in this study. (2) The Long-Term Solvency Dimension Index consists of three indicators. The three ratios:
Ratio B and Ratio C, are used as indicators. Ratio A is not used because the district and city governments in
Jambi Province in 2013-2017 do not have long-term obligations. (3) The Budget Solvency Dimension
Index consists of four indicators. The four ratios. It can use all indicators in this study. (4) The Financial
Independence Dimension Index consists of two indicators. (5) Service Solvency Dimension Index
consists of six indicators. It can use all indicators in this study. (6) The Financial Flexibility Dimension
Index consists of four indicators. Indicator B and indicator D is used in this study. It cannot use all
indicators because information on interest costs is not available in the observed local government financial
reports. Ratio C cannot use because the district and city governments in Jambi Province in 2013-2017 do
t all have long-term obligations.

JIPage
Www.iiste.org




Research Journal of Finance and Accounting WWwWw.liste .org
ISSN ISSN (Paper) 2222-1697 ISSN (Online)2222-2847
Vol ,No. ,20

Based on the description above, the rﬁalrchers formulated three research hypotheses as follows:

H1: There are Differences in the Financial Health of District and City Governments in Jambi
Province with the FT]\%Appmalch

H2: There are Differences in the Financial Health of District and City Governments in Jambi
Province with the KlﬂalAppmawh

H3: There are differences in the financial health of district and city governments in Jambi province
with the financial solvency and flexibility Approach.

2. Research Method

We used the quantitative descriptive approach in this study. The researcher used Audited financial
reports from district and city governments in Jambi Province in 2013-2017 and data from BPS. This study
ignores the acquisition of audit opinion. The financial health condition that will assess is the five-year
condition (2013-2017). Secondary data required comes from documents and policies that are relevant to the
topic of study.

The analytical tool to determine the differences in financial conditions between district and city
governments in Jambi Province carries out by conducting different tests for three approaches. The
difference test is carried out by first knowing the normality of the data distribution for each model. Because
the data are not distributed normally, a non-parametric comparison test is used. The number of data samples
1s more than two categories, with the number of each approach being different, so a further test analysis is
used with Kruskal Walis.

Different tests were carried out in this study based on the ratio values obtained from the calculation of the
indicator ratios of each local government. The average value of each aspect, factor, and indicator is used as
the basis for making comparisons. In addition to conducting different tests, the researchers also analyzed
financial health conditions between regions by ranking ratios.

The variable in this study is the local government's financial condition which is assessed from three models.
Measurement of local government financial health refers lahree models (Ritonga, 2016), namely:

a. Financial Solvency-Flexibility Model consisted of Short-Term Solvency, Long-Term Solvency,
Service Solvency, Financial Independence, and Financial Flexibility.

b. The Fiscal Trend Monitoring System (FTMS) model consists of financial factors (indicators of
income, expenditure, operating position, debt structure) and environmental factors. This model
is an early warning system to predict the local government's financial condition.

c. The Kloha model is a model for detecting local government fiscal difficulties, where local
governments cannot meet operating standards, debt, and community needs for several years in a
row. Measurements using several indicators

3. Result and Discussion

The research team used a different test to see if there were differences in the financial conditions of districts
and cities in Jambi Province from the three approaches. The initial stage carried out by the researcher was
to test the normality of the data. The normality test of the data used the one-sample Kolmogorov-Smirnov
Test. Testing the normality of the da for the three approaches, namely FTMS, Kloha, and financial
solvency-flexibility, obtained data on the financial condition of districts and cities in Jambi Province in
2013-2017 that were not normally distributed. Therefore, the research team used the Kruskal Wallis Test to
compare financial conditions. In addition to the abnormal distribution of data, the Kruskal Wallis test chose
because the number of independent samples used was more than two from different populations. The results
of the comparison of financial conditions for the three models are described as follows.

4.1 The Difference between Financial Health With FTMS Model
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The comparative Test of financial conditions using the FTMS approach for districts and cities in Jambi
Province in 2013-2017 obtained the asymp significance value or P-value of 0.000 baw 0.000. The first
hypothesis of this study is proven. There are differences in the financial conditions of districts and cities in
Jambi Province in 2013-2017 for seventeen indicators of the FTMS approach.

After statistically proving the difference in financial conditions with the FTMS approach, the research team
then analyzed to determine which areas between districts and cities in Jambi Province had the healthiest
states. The way to do this is first by ranking the best (position 1) and less good (position 11) financial
conditions. The research team ranked the average value of each indicator from the best and so on for all
hands. Of the twenty-four FTMS indicators, the research team could only use seventeen hands because
some data were not available in local government financial reports. The seventeen indicators are divide into
eleven indicators for economic factors and six indicators for environmental factors. The order of the
seventeen indicators of the FTMS approach can see in Table 1.

Table 1. District and Municipal Financial Health Ranking -FTMS Model

Financial Environment
Local Expen Liabil Fixed Resources
Income Operational

Government diture ities Asset

1 2 3 4 5 6 7 8 7 10 1| 12|13 14 ] 15 | 16 17
Kota Jambi 1 1 1 3 3 11 10 1 3 1 8 1 1 211 11 9
Muaro Jambi 10 5 3 8 11| 9 5110 7 3 2 3 11| 10| 10 10
Kerinci 3 7 2 5 8 7 7 9 9 8 9 9 5 8 7 7 7
Sungai Penuh 2] 10 7 911 9 211 7 4 511 2 4 2 9 1
Batang hari 5 4 911 9 1 8 6 8 2 10 8| 10 7 6 1 6
Bungo 4 3 5 2 7 411 4 5 9 11 4 4 3 8 4 3
Tebo 11 8 8 1 2 8 501011 10 4 5 7 5 3 8 4
Merangin 9 9 6 4 6 5 6 2 4 5 7 3 8 6 9 5 11
Sarolangun 6 6 4 6 4 6 3 7 1 6 6 7 9 1 5 6 5
Tanjabbar 7 2010 11 5 3 1 3 6 11 1 6 6 9 4 3 2
Tanjabtim 8 11| 11 70 10 2 4 8 2 3 20101 10 1 2 8

Source: data processed by researchers

Next, the team analyzed the trend of each ratio to determine the local government's financial condition by
the FTMS model. Researchers look at the movement of ratio data for five years of observation, whether it
shows an unwanted trend. The trend's consideration is based on the direction of the move from the ratio
calculations carried out.

FTMS does not assign a score for each trend, only the direction of the unwanted movement. The researcher
modified Brown (1993). The next researcher made a score for the direction of the trend based on an

analysis of the ratio. Researchers divide four categories as follows:
a. Score 1 for "early warning" if the trend obtained is not desirable

b. Score 0.5 for "moderate potential for the early warning" if the ratio fluctuates and tends to follow an
undesirable trend.

c. Score 0.25 for "moderate potential for the early warning" if the ratio fluctuates and tends to be
against an unwanted trend.

d. Score 0 for "healthy" if the trend obtained is opposite to the unwanted one.
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Direction unwanted movement described sum- scores order seventeen indicators, Its can seen tableZ2.
Table 2. Results of Assessment Scores for the Trends in the FTMS Approach in Jambi Province
Regency and City in 2013-2017

Local Government Trend Score Early Warning
Kota Jambi 375
Kerinci 500
Sarolangun 500
Muaro Jambi 575
Batanghari 6.50
Tanjabbar 6.50
Merangin 7.00
Sungai Penuh 725
Tebo 725
Tanjabtim 750
Bungo 7.75

Source: data processed by researchers

The scoring score for the highest unwanted trend area is 17 points, and vice versa for the opposite trend, the
position is 0. Based on this, it can be seen that overall, no area reaches the unwanted trend position for early
warning up to 50% of optimal (8.5).

Jambi City is the area with the healthiest financial condition for the FTMS approach, with a score of 3.75.
Meanwhile, the financial condition with the highest early warning score for Jambi Province is Bungo
Regency. Although the results of this scoring are only based on an analysis of the quantitative data
presented in the financial statements, they can be used as an early warning indication for local
governments.

Jambi City is the city with the healthiest financial condition, with a healthy position for eight indicators: per
capita, income surplus, operational surplus, capital expenditure, population density, per capita expenditure,
and capital expenditure. Jambi City is the area that has the largest population but is still able to be the only
area for per capita population that is categorized as healthy. The trade and service sectors are the mainstays
of the highest income for the local government and the people of Jambi City. With a large population,
primarily immigrants from outside the region, Jambi City has one indicator that falls into the "early
warning" category, namely the unemployment rate. From the environmental aspect, Jambi City is also one
of the areas that have high disaster potential in Jambi Province. The types of disasters that often occur
include floods, strong winds, and cyclones, and are affected by the impact of smoke haze from land and
forest fires from other areas.

Muaro Bungo Regency, which is in the lowest position in terms of health, faces four indicators that fall into
the early warning category, namely income per capita, fixed expenditure, operational deficit, and mandatory
expenditure. Local governments are also starting to point to the potential for low early warning for five
indicators and medium early warning for three indicators. Bungo Regency is still in a healthy condition for
indicators of working capital, liquidity, short-term debt, population density, and per capita expenditure.

4.2 Differences in Financial Health with the Kloha Model

The results of the Kruskal Wallis test for comparison of financial conditions using the Kloha model with
five indicators for regencies and cities in Jambi Province in 2013-2017 show a significant asymp value or
P-value of 0.000, which is below 0.05. The second hypothesis of this study is proven. There are differences
6lPace

www.iiste.org




1 1

gesearch Journal of Finance and Accounting eww.iiste org
ISSN ISSN (Paper) 2222-1697 ISSN (Online)2222-2847

Vol .No. .20

in the financial conditions of districts and cities in Jambi Province in 2013-2017 for the five indicators of
the Kloha approach.

After statistically proving the difference in financial conditions with Brown's approach, the research team
then conducted an analysis to determine which areas between districts and cities in Jambi Province had the
healthiest conditions. The way to do this is to rank the best (position 1) and less good (position 11) financial
conditions. The order of 1 to 11 by the research team ranked the average value of each indicator from the
best and so on for all indicators. Of all the kloha indicators, the research team could only use five indicators
because there were some data that could not be obtained from the District and City Financial Reports. The
order of the values of the nine indicators of the Kloha model can be seen in table 3

Table 3. District and City Financial Health Ranking Kloha Model

Local Government 4 5
Kota Jambi 4 10
Muaro Jambi 4 11 2
Kerinci 11 7 2 6 6
Sungai Penuh 9 10 2 8
Batanghari 8 8 9 10 -
Bungo 2 10 7 9 3
Tebo 5 4 8 7 4
Merangin 6 9 3 8 5
Sarolangun 3 6 5 3 9
Tanjabbar 4 3 6 11
Tanjabtim 10 5 11 5 7

Source: data processed by researchers

From table 3, it can be seen that although statistically, it is proved that there are differences between regions,
there is no single region that is dominant in a specific position for its financial condition. For example, for
the first rank for five indicators spread over five districts and cities, namely Muaro Jambi Regency for
indicator 1, Sungai Penuh City for indicator 2, Jambi City for indicator 3, Tanjung Jabung Barat Regency
for indicator 4, and Batang Hari Regency for indicator 5.

The average population growth development (indicator 1) of districts and cities in Jambi Province from
2012 to 2017 was 1.62%. The area that experienced the highest increase was Muaro Jambi Regency and
followed by Bungo Regency. Kerinci Regency is the area with the lowest population growth. The parent
area of the expansion of Sungai Penuh City only experienced an average population growth of 0.40%,
0.65% lower than the area resulting from its development. Kerinci Regency is considered quite effective in
carrying out this movement from the point of view of population control.

From a financial point of view, population growth can view as a burden to local governments. Local
governments with high population growth will increase public service spending, which is also higher than
regions with low population growth. But on the other side, a high population can also be potential if the
area can manage it properly. A productive and creative population will be one of the regional development
resources that has an impact, one of which is the contribution of regional income. The higher the population
growth rate (within reasonable limits), it will support the healthy potential of an area.

In the second indicator, namely the general fund operational deficit ratio, during 2013-2017, no one had the
potential for problems in financial conditions. Full River City ranks at the top for this indicator. In the third
indicator, the focus is that general funds used for regional government operational activities should not
experience a deficit because it will disrupt service activities provided to the community and disrupt the
smooth running of intemal activities of government organizations. Therefore, Kloha et al. (2005) make the
occurrence of a deficit an indicator of the potential for financial difficulties. On the other hand, a

TlPage
wWww.iiste.org




Research Journal of Finance and Accounting WWwWw.liste .org
ISSN ISSN (Paper) 2222-1697 ISSN (Online)2222-2847
Vol ,No. ,20

government that can maintain a surplus level will invest through financing patterns to increase local
revenue sources. Four regions that only experienced one year of deficit. Jambi City is the healthiest area for
this third indicator.

Kloha et al. (2005) stated that local governments are considered indications of potential regional financial
problems if the standard deviation of the available fund balance ratio is < 0.13. Tanjung Jabung Barat
Regency is the only region with a general fund balance ratio above 0.13, so it can be said to have the
healthiest position for this indicator. For the fifth indicator, all districts and cities in Jambi Province do not
indicate potential financial problems seen from this indicator. Because We found no area to have a SILPA
deficit problem, a high SILPA can be used for financing. For example, short-term investments can generate
additional income for the region. In addition, it can also be invested in the long term so that it will obtain
extra fixed income periodically for the area. Although some views also state that a Silpa that is too high
also cannot be considered too good, it can raise several possibilities, namely, the non-implementation of
programs and activities that have been previously planned. Silpa is good if it is obtained from the efficiency
of funding activities that have been carried out well and the output of activities has been achieved. In
addition, SILPA can also come from the amount of realized income that is higher than the budget that has
been set.

The research team then determined the expected value of each ratio to determine the financial condition of
the local government, referring to Kloha et al. (2005). The determination of the standard value is carried out
according to the type of ratio that is calculated. The sum of the scores of each ratio, the overall maximum
score is 10 points. The categorization is if the local government gets 0-4 points, it is categorized as fiscally
healthy, a score of 5 points is categorized as fiscal alert, and a 6-7 is a fiscal warning. A total score of 8 10
points is a fiscal emergency. Because only five indicators with a maximum value of 5 points were used in
this study, we could not use ten indicators. Therefore, the research team made adjustments to assess the
health condition of the local government, namely if it gets 5 points, it means a fiscal warning, 0-3 points is
healthy, and four fiscal caution points. This study does not use the category of fiscal emergency because the
total results of the calculation of the ratio assessment will not reach 8 points. The results of the evaluation
are presented in Table 4.

Table 4. Results of District and City Value Standards -Kloha Model
Local Government Total Points
Kota Jambi 2

Muaro Jambi

Kerinci

Sungai Penuh

Batanghari

Bungo

Tebo

Merangin

Sarolangun
Tanjabbar
Tanjabtim

L] b3 k| B | L] L] L R Ll

Source: data processed by researchers

Based on Table 4, it can see that all regencies and cities in Jambi Province for the year 2013-2017 are in a
healthy position because the expected results of the assessment are in the 0-3 range. Five regions get a score
of 2 and six areas with a score of 3. Not a single place gets a score of up to 4.
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4.2 The Difference between Financial Health and Financial Solvency-Flexibility Approach
The financial health comparison test results using the financial solvency-flexibility approach for districts
and cities in Jambi Province in 2013-2017 obtained a significant asymp value or P-Blue of 0.004 below
0.05. Hypothesis 3 proves that there are differences in the financial conditions of districts and cities in

Jambi Province in 2013-2017 for the six indicators of the solvency-flexibility approach.

Although it is proven that there are statistical differences, there is no accumulation of the healthiest or least
favorable financial conditions in an area, as presented in Table 5.

Table 5. Financial Health Ranking-Financial Solvency-Flexibility Model

Local Government 1 2 3 4 5 6
Kota Jambi 9 9 11 11 11
Muaro Jambi 5 4 3 9 2
Kerinci 10 11 6 4 6 10
Sungai Penuh 4 5 8 10 _ 3
Batanghari 11 10 9 5 4 7
Bungo 8 7 10 2 10 8
Tebo 6 8 5 7 7 9
Merangin 7 6 7 8 8 6
Sarolangun 3 3 2 3 5 4
Tanjabbar 2 2 6 3 5
Tanjabtim 4 11 > [

Source: data processed by researchers
The difference in financial condition with this approach can be seen from the distribution of the best
(position 1) and poor (position 11) financial condition ranking conditions.

Jambi City is perfect for indicators of financial independence because the level of original regional income
1s higher than other regions, allth()aj the amount of regional expenditure is also high. East Tanjung Jabung
Regency is good for indicators of short-term solvency, long-term solvency, and financial flexibility because
the value of short-term debt is lower than other regions. Service Solvency Indicators the highest average
score was obtained by Tanjung Jabung Barat Regency. Sungai Penuh City has the best financial condition
for service solvency indicators because the population is much lower than in other areas.

The short-term solvency of districts and cities in Jambi Province shows a high number. This high ratio not
only reflects the still low level of current liabilities in the year of observation. This ratio also reflects the
overestimation of existing assets, particularly cash and cash equivalents and their receivables. Local
governments have the potential to optimize current asset management, significantly cash, so that they can
improve services to the community and increase regional income, for example, through short-term

investments. '
2

Financial conditions that reflect the ability of local governments to provide and maintain the quality of
public services needed and desired by the community are reflected in this index (Ritonga, 2016). Local
governments can carry out their duties if supported by sound fiscal conditions and good financial
management (Igbal, Baga & Hakim, 2017).

The solvency of services is measured by using indicators seen from total assets, total equity, total fixed
assets, total spending, total public spending, and total capital expenditure compared to the total population.
One of the factors that greatly affect this ratio is the population. External factors need to consider in
assessing regional financial conditions (Suryani and Faisal, 2016).

Sungai Penuh City, with a five-year index average of 0.96, is the local government with the highest service
index. They were then followed by East Tanjung Jabung Regency with an average index of 0.54. The local
vemment with the lowest average service solvency index is Jambi City. Jambi City gets an average of
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total assets, fixed assets, and others much higher than Sungai Penuh City. Still, the population of Jambi City
1s far above the total population of Sungai Penuh City. In 2017 the population of each region was Jambi
City, as many as 583,487 people, while Sungai Penuh City was only 87,971 (BPS, 2018). This means that
the service burden that the City of Jambi must provide is much higher than that of the City of Sungai

Penuh.
Financial flexibility shows the financial condition of local governments that are increasingly ready to face
extraordinary events from internal or external (Ritonga, 2016). District and city governments in Jambi
province are still classified as regions ready to face potential extraordinary events. Tanjung Jabung Timur
Regency is the area with the highest average index, while Jambi City has the lowest index average in the
five years. District and City Governments in Jambi Province must pay attention to the level of financial
flexibility ratios because they include areas with the potential for extraordinary external events. Jambi
Province has the potential for disasters, including floods and forest fires that impact smoke pollution (Fitria
& Syamsir, 2019) and landslides in several western districts.

Overall, district and city governments in Jambi province are categorized as in sound financial condition. To
improve services for the community, the government may consider increasing cooperation between regions.
The use of cooperation can be one of the implementations of new public management (Warner, Aldag &
Kim, 2020). Aldag & Warner (2018) and Zeemering (2019) prove that inter-regional cooperation can lead
to lower costs, quality of service, and better coordination of services across regions. It can also help ensure
that broader public goals are met (Warner, Aldag & Kim, 2020). The government must be creative to avoid
getting caught in financial difficulties (Overmans & Noordegraaf, 2014). Local governments must be able
to increase creativity in the management and development of potential regional resources. Lhutfi, Ritchi &
Yudianto (2020) and Muda (2012) prove that increasing the ability of regions to earn their income can
reduce fiscal stress.

4. Result and Discussion

Based on the results and discussion of this study, it can conclude that there are differences in the financial
health condition of the district and city governments in Jambi Province for the three approaches used. Jambi
City is the area with the healthiest financial situation for the FTMS approach. Meanwhile, the financial
condition with the highest early warning score for Jambi Province is Bungo Regency. Regencies/cities
Jambi Province get the healthy position with Kloha model. No region is in a place of fiscal emergency.
Regions categorized as healthy for the financial solvency-flexibility approach are also spread out, not piling
up in one area. Jambi City is perfect for indicators of financial independence because the level of ()rigil
regional income is higher than other regions. East Tanjung Jabung Regency is good for indicators of
short-term solvency, long-term solvency, and financial flexibility because the value of short-term debt is
lower than other regions. Service Solvency Indicators the highest average score was obtained by Tanjung
Jabung Barat Regency. Sungai Penuh City has the best financial condition for service solvency indicators
because the population is much lower than in other areas.

This research has implications for local governments in making financial policies. They should pay
attention to short-term solvency ratios that are too high because the impact is that current assets are not
optimally used for services to the community. Another index that must consider is the service solvency
index, which can measure the quantity and quality of services to the community. In addition, the financial
flexibility index is also fundamental to be considered by regions that have the potential for extraordinary
events. The limitations of this study include only using secondary data to assess the financial health
condition of local governments. Further researchers can develop other research methods such as qualitative
and add research variables to obtain more comprehensive results.
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