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Abstract

Beginning from the assumption that accrual accounting is useful in ensuring the high
performance of management systems, this study attempts to determine to what extent
municipalities comply with new accounting standards in Indonesia with a focus on municipalities
in the provinces of Sumatera and Java. Drawing from institutional theory, this study has two
objectives: (i) to investigate to what extent municipalities comply with the accounting standards
stipulated in PP No. 71 of 2010, (ii) to examine the relationship between explanatory factors such
as, training programs, information technology, and internal communication, and the level of
accrual accounting adoption in Indonesia’s municipalities. Therefore, this study contributes to
identifying input into the adoption of Government Regulation No. 71 of 2010 in order to apply
accrual accounting to the fullest and to minimize errors in financial reporting with the analysis of
possible obstacles faced in implementing accrual accounting.
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1. Introduction

Financial management reform in Indonesia had been running for more than a
decade since the enactment of Law No. 17 of 2003 on State Finance and Law No. 1 of 2004
on the State Treasury. By implementing this reform, the financial management of the
government was meant to be able to be executed in an orderly, efficient, economical,
effective, transparent and accountable manner, abiding by laws and regulations as stated in
Article 3 Para (1), Law No. 17 of 2003. The Law mentioned that the adoption of an accrual
accounting system should cover a period of five years starting from 2003 until 2008.

Furthermore, the Indonesian government issued a regulation or “Peraturan
Pemerintah” (PP) No. 24 of 2005 concerning Government Accounting Standards or”
Standar Akuntansi Pemerintah” (SAP) as the basis for the migration of the government's
accounting system from a cash basis towards an accrual basis. This regulation provided a
transition period for the application of accrual accounting based on the SAP of not more
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than four years before the budgeting process of 2010. This meant that the transition
period was from 2005 until 2009.

Furthermore, in 2010 the government published PP No. 71 mandating the SAP as
the basis for accrual accounting to improve the quality of government performance
accountability to replace PP No. 24 of 2005. This regulation also included a Statement of
Government Accounting Standards or “Pernyataan Standar Akuntansi Pemerintah”
(PSAP) which stated that these standards and accrual accounting methods should be used
for the budget process of fiscal year 2010. However, those reporting entities that had not
been able to apply the accrual-based PSAP were allowed to migrate from a cash-based
system towards accrual-based PSAP at least four years after 2010. Thus, the government
accounting system had to fully adopt accrual accounting by 2015.

In the international literature, it is claimed that the use of accrual accounting has
many advantages [(Funnel & Cooper, 1998; IFAC, 2002)]. However, some literature also
criticizes the theoretical grounds [Christiaens, (1999)] and the practical considerations
[Carlin & Guthrie, (2003); Hodges & Mellett, (2010)] related to the adoption of accrual
accounting in public organizations.

The adoption of accrual accounting in the public sector is often accompanied by
various weaknesses and problems. The problems during the transition process are
associated with organizational and procedural factors [Cohen Kaimenakis & Zorgios,
(2007)]. These include the lack of trained human resources, motivation and incentives,
information technology capabilities, professional accounting or audit professionals, and
political support [Arnaboldi & Lapsley, (2003); Carlin & Guthrie, (2003); Cohen,
Keimenakis & Venieris, (2012); Irvine, (2011)].

In Indonesia, there are few empirical studies on the adoption of accrual
accounting. For example, [Marwata & Alam (2006)] investigated how various drivers of
reform with different interests and preferences compete and cooperate in the process of
the reform of government accounting policies. They found that the accounting reform
process was marked by both rivalries and alliances between the drivers of reform. Harun
(2008) provided an overview of public sector reform in Indonesia. He focused on the
barriers, improvements, and actions taken by Indonesia to move to accrual accounting.
Harun and Kamase (2012) described the institutional capacity of provincial governments
and the adoption problems in accrual accounting. Harun, VanPaursem and Eggleton
(2012) evaluated the institutionalization of the accrual accounting system in Indonesian
local governments using case studies to gain insights in relation to the process of
institutionalization in the public sector. McLoed and Harun (2014) described and
analyzed the challenges faced in trying to reform public sector accounting in Indonesia.
Additionally, previous research has been done in the public sector to look at the process
of adopting accrual accounting. Simanjuntak (2010) and Bastian (2006) suggested that
the adoption of accrual accounting in Indonesia requires adequate information
technology, and human resources.

In particular, this paper focuses on a conceptual model which will form the basis
of an upcoming study in exploring the level of accrual accounting adoption with a focus
on Indonesian municipalities. There are two objectives for this study, namely: (i) to
investigate to what extent municipalities comply with the new accounting standards
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stipulated in PP No. 71 of 2010, (ii) to examine the relationship between explanatory
factors such as training programs, information technology, and internal communication
and the level of accrual accounting adoption in Indonesia's municipalities.

2. Theoretical Perspective

The theoretical perspective of this study is based on institutional theory. Based on
the new institutional theory, one of the factors that might affect the success of the
organization is its capacity to achieve and maintain legitimacy in its environment.
DiMaggio and Powell (1983) identified the three mechanisms in which institutional
isomorphic changes occurred: coercive isomorphism, mimetic isomorphism, and
normative isomorphism. In developed and developing countries, this institutional theory
has been used in some studies of public sector accounting reforms. For example, Lapsley
and Pallot (2000) examined the effect of the accrual regime applied in the United
Kingdom, New Zealand, and Canada [Baker & Rennie, (2006)]. In the Netherlands, [Ter
Bogt & Jan van Helden (2000)] investigated the effect of public sector accounting in local
government on the actions of politicians and managers. In the context of developing
countries, [Nor-Aziah and Scapens (2007)] also examined the implementation process of
the private sector accounting technology adopted by government organizations in
Malaysia using institutional theory.

However, this study will use institutional theory to investigate the influence of
factors (training of accounting staff, information technology, and internal
communication) on the compliance level of accrual accounting in reference to previous
studies [Christiaens, (1999); Christiaen & Peteghem, (2007); Eriotis et al., (2011); Harun,
(2008); Marwata & Alam, (2006); Stamatiadis, (2009); Windels & Christiaens, (2006)].
Institutional theory provides a reasonable explanation of the relationship between these
factors and the level of accrual accounting adoption. Therefore, this study will use
institutional theory as an appropriate approach.

3. Hypothesis Development And Conceptual Schema

Hypothesis development for this study is based on the factors that allegedly
possess an influence on the level of accrual accounting adoption in Indonesia
municipalities; this is formulated as follows:

3.1 Training Programs

Currently, Indonesia municipalities continue to improve accountability for public
financial management in accordance with principles of good governance. Empirical
research has found that adequate training programs have a positive and significant effect
on the compliance level of accrual accounting [Christiaens & Peteghem, (2007);
Christiaens, (1999); Eriotis, Stamatiadis, & Vasiliou, (2011); Windels & Christiaens,
(2006)]. Based on the above discussion, this study would like to re-examine the
relationship between the two variables and propose the following hypothesis:

H;: There is a positive relationship between adequate training program and the
level of accrual accounting adoption.
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3.2 Quality of Information Technology

Previous research revealed the importance of IT support in the creation of a new
accounting system [Bloomfield & Danieli, (1995); Jarvinen, (2006)]. As local authorities
are not usually familiar with the accounting applications, the application of additional IT
support is assumed to be important in the new system. In line with this, studies by Eriotis
et al. (2011) show a positive and significant correlation between the quality of
information technology and the compliance rate of accrual accounting. Thus, high quality
information systems that exist in organizations should be considered as an essential
requisite for the successful adoption of NPM initiatives [Ouda, (2008)]. This argument
leads to the propose the following hypothesis:

H,: There is a positive relationship between the quality of information technology
and the level of accrual accounting adoption.

3.3 Internal Communication

According to research by Holland et al. (1999), it was found that communication is
a critical success factor in the adoption of any new system. Hence, [Shanks, Parr, Hu,
Corbitt, Thanasankit, and Seddon (2000)] found that there is increasing likelihood of
failure of implementing the new system when it is not communicated effectively to
stakeholders. Based on the above discussion, this study lead to the following hypothesis:

Hj: There is a relationship between internal communication and the level of accrual
accounting adoption.

Conceptual Schema

Figure 1: Conceptual schema underlying the testable hypotheses

Adequate Training
Programs

Quality of Information The Level of Accrual
Technology Accounting Adoption
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4. Proposed Method

It is recommended that future empirical studies could be conducted quantitatively
with primary data. This study attempts to get the opinion by head of accounting sections
in Indonesia municipalities who are involved in preparing financial statement of local
governments. It is further suggested that future empirical studies should target a sample
of Java and Sumatera municipalities due to the wide land area coverage of the country,
the major big island in Indonesia.
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Table no. 1: List of Java and Sumatera Municipalities

Geo-Political Zone Number of Municipalities
Jawa 119
Sumatera 154
Total 273

Source: Manistry of Internal Affairs, (2016).

5. Conclusion

This conceptual paper investigates questions related to identifying the level of
accrual accounting adoption in Indonesian municipalities by using a compliance index.
This is important because Indonesia has recently undergone major government financial
reforms and is seeking to greatly enforce financial accounting transparency [Rosser,
(2009)]. The level of compliance in this thesis is measured using a 43-item index derived
from the key Indonesian Government Accounting Standards (PP No.71 of 2010) to
explore in greater depth the relationship between the level of accrual accounting (as
measured by the compliance index) and key predictor variables both outside and inside
government institutions. This study finding are expected to make a significant
contribution to improve transparency and accountability of the government by exploring
the impact of various explanatory factors on the level of accrual accounting adoption,
particularly for the Indonesian municipalities. It is hoped that the objective of this study
will be achieved in order to contribute to the functioning of accrual accounting in
particular and to the whole government financial management system in general. The
government has to ensure a satisfactory level of readiness among its staff for better
results. It must also find the right way to overcome the obstacles of accrual accounting
adoption found in this study to ensure an optimal reform process. Overall, the results of
this conceptual paper should also produce important insights for municipalities in
Indonesia and support the call for continued research in this exciting and unexplored area.
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