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Abstract: In Indonesia local government, accrual based Government Accounting Standard 
(GAS) was started to be mandatorily applied in 2015, so this research aims to investigate to 
what extent the role of accrual GAS implementation toward quality of financial reporting and 
financial performance especially at local governments. Population of this study is Local 
Governments of districts/cities in Indonesia for Fiscal Year 2014 and Fiscal Year 2015, as 
many as 542 local governments (before and after the implementation of accrual base).  
Sampling method uses probability sampling which is cluster sampling. In this case, the 
population is divided based on 34 province clusters, so the number of sample obtained is 242 
local governments of districts/cities in Indonesia.  The hypothesis testing uses paired t test. 
The object of research is the financial reporting quality and financial performance. The results 
of this study provide empirical evidence that there is an increase in the quality of financial 
reporting after the application of accrual-based accounting at local governments in Indonesia, 
but have not proven the existence of the increased financial performance. There is no 
differences in financial performance before and after accrual based accounting 
implementation at local governments in Indonesia. This hyphothesis  was not supported due 
to the application of accrual basis accounting is still in the early stages of implementation (1 
year) that still have constraints in limited human resources competencies, necessary 
adaptations or adjustments in the process of change. Local governments in Indonesia must 
apply accrual based accounting because it is proven that it increases financial report quality.  
However, the system implementation in the beginning period found many obstacles so it 
needs continuous adjustment and learning in order to reach desirable goal. There is still a 
debate on how important is the implementation or adoption of accrual IPSAS in many 
countries, including Indonesia.  In Indonesia, the implementation of accrual based 
Government Accounting Standard (SAP/GAS) is new mandatory since 2015. The result of 
this research will give contribution to the theory, that there is significant influence of 
implementation accrual based GAS to financial reporting quality, but no significant increase 
in financial performance (efficiency and effectiveness) at local government.  Therefore, this 
result study will be used to determine related policies about the implementation of accrual 
based GAS. 
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1. INTRODUCTION 
New Public Management (NPM) is the existence of reformation in financial 

information system, that is an important element in improving management and 
decision making at government agencies (Guthrie et al., 1999). Reformation of 
financial information system is marked by the used of accrual based accounting in 
public sector, that previously used traditional cash accounting system (Lapsley, 1999). 
This reformation is marked by the adoption of IPSAS (International Public Sector 
Accounting Standard) that is a standard of accrual based public sector accounting.  The 
reformation of financial information has occurred in many countries in the world 
including Indonesia.  In Indonesia, the implementation of accrual based Government 
Accounting Standard (SAP/GAS) is based on Peraturan Pemerintah Nomor 71 Tahun 
2010 (replacing PP Nomor 24 Tahun 2005). Accrual based GAS is aimed to give better 
advantage to stakeholders, both users and government financial report examiner.  

However, there is still a debate on how important is the implementation or 
adoption of accrual IPSAS in many countries.  The adoptions of IPSAS among others 
are the ones that have been occurring in European Union countries, Greece, Spain, 
Australia, and Romania.  Those countries have some reasons underlying the adoption 
of IPSAS in their countries.  Those reasons are because the importance of accrual based 
accounting to improve the quality of financial report, better state financial 
management for central governments and regional governments, and other reason 
which is isomorphism approach (IPSAS implementation to obtain institutional 
legitimacy).  In Indonesia, accrual based GAS was started to be mandatorily applied in 
2015, so this research aims to investigate to what extent the role of accrual GAS 
implementation toward quality of financial reporting and financial performance 
especially at local governments.  

As explained in NPM, The trend changing into accrual accounting is caused by the 
presence of needs on transparency and efficiency (Christiaens, Reyniers, Role, 2010). 
at the change of accounting standard base from cash based to accrual based is in order 
to increase effectiveness, efficiency, and transparency of public service providing. The 
change of accrual accounting is an important element in NPM because the 
modernization in public management (especially government) needs useful financial 
information, and this need can be fulfilled by accrual accounting (Christiaens, 
Reyniers, Role, 2010). 

The difficulty in accrual accounting standard implementation is faced by public 
sector in Romania that obstructs the success of public sector policy reformation in 
Rumania (Ilie dan Miose, 2012). Some accounting activities in public sector do not 
give the real concition of asset, finance, and earnings. It complicates accounting system 
evaluation process. Public management gives the base for effective process of public 
administration supervising and controlling.  IPSAS that is an accrual based accounting 
standard can help public management to increase the quality of financial information, 
to help internal controlling and supervising from a public institution, and to increase 
the value of financial information (Ilie and Miose, 2012).  A study in Malta State 
Government (one of countries in Europe Union Countries) disclosed that IPSAS 



 Ekspansi: Jurnal Ekonomi, Keuangan, Perbankan dan Akuntansi 15 

cannot fully be applied as government accounting policy and is not entirely effective to 
fulfil the needs of public sector, IPSAS still needs adjustment in its application (Jones 
and Caruana, 2015). However, vice versa, the condition occurring in Australia based 
on the study done by McPhee (2012), accrual accounting and budgeting have given 
significant contribution for administration in public sector. It is imposible to solve 
accounting problems in public sector in a short period of time, and expecting the 
system that runs well in short period of time, but there are quite many improvements 
so far (McPhee, 2012).  Generally, the result of performance examination at local 
governments in Indonesia concluded the activity implementation on the object of 
examination has not been fully effective (IHPS BPK-RI, 2016).   Based on the 
phenomena and theories described previously, so the study aims to search empirical 
evidence on the effect of accrual based GAS on financial reporting quality and financial 
performance at local governments in Indonesia. 

 
2. LITERATURE REVIEW 
2.1 Application of Accrual Based Government Accounting Standard (GAS)  

Laughlin (2012) defined accrual accounting is transaction recording method that 
not only is done when cash is received or payment with cash, but the income 
acceptance and payment that are deferred that will be received and paid with cash that 
in the future can be recorded and should be recorded. Accrual based of GAS started 
to be mandatorily applied as accounting standard in Indoneian governments in 2015.  
Financial report is based on PP Nomor 71 TAhun 2010 (Accrual based GAS) 
consisting of: Report on Budget Outcomes (LRA), Operational Report (LO), Laporan 
Perubahan Saldo Anggaran Lebih / Excess Budget Balance Report (LPSAL), Equity 
Changes Report (LPE), and Cash Flow Report (LAK) for the year ended on that date, 
and Notes on Financial Report (CaLK).  

 
2.2 Financial Reporting Quality  

The purpose of financial reporting by entity of public sector is to provide 
information about the entity that is useful for the financial reporting users, for IPSAS 
responsibility and decision making purpose (2010). Qualified financial reporting is 
financial reporting resulting useful information for its users, which is information 
meeting information qualitative characteristics or qualified financial information 
characteristics (IPSAS, 2010; Belkaoui, 2004).  PP No. 71 tahun 2010 about 
Government Accounting Standard that has adjusted to International Public Sector 
Accounting Standards (IPSAS) (2010), mentions that the purpose of government 
financial reporting is to present useful information for users in evaluating 
accountability and decision making of economic, social, and political decisions. 
Dimensions of qualified financial reporting based on the Government Accounting 
Standards (GAS) (2010) are as the following: (1) Relevant, (2) Reliable, (3) Can be 
compared, and (4) Can be understood.  
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2.3 Local Government Financial Performance  
      In public sector, an activity is said to be effective if the activity is able to provide 

community service that is the target determined previously. Effectiveness ratio 
illustrates the ability of local governments in realizing planned regional revenue (PAD) 
compared to the target determined based on regional real potential.  The bigger PAD 
realization compared to PAD target, it can be said more effective. Efficiency ratio is the 
ratio describing the comparison between output (expense realization) and input 
(regional revenue realization). An activity is said has been conducted efficiently if the 
implementation of the job has reached output with the lowest cost (input) or with 
minimum cost, the desirable result is obtained. The smaller ratio, the more efficient. 
In this case, by asumming that expenditure expense is in accordance with its 
designation and meeting what has been planned.  

 
2.4 The Effect of Accrual Based Government Accounting Standards (GAS) on 

Financial Reporting Quality at District/City Governments in Indonesia  
The use of accrual accounting in public sector can increase comparability of 

financial performance and give better public resources responsibility and more 
transparent financial data (Christiaens, Reyniers, Role, 2010). Comparability and 
transparency are dimensions of financial reporting quality.  Indonesian governments 
apply accrual accounting base because it has advantages which are giving full 
illustration on government financial position, presenting real information (reliable) on 
rights and responsibility of government, useful in evaluating government performance 
related to service cost, efficiency, and objective achievement (Ministry of Finance, 
2014).  Reliable financial information is a dimension of financial reporting quality.  

The result of study done by Galera and Bolivar (2012) stated that accrual based 
accounting standard application by the Governments of Spain has increased the quality 
of financial information/report, through the increase of transparency, accountability, 
and efficiency of public servicw.  In line with Ball (2015) disclosing the adoption of 
IPSAS that is international standard of accrual based public sector accounting by the 
Governments of Greece, it results more qualified financial report because it is as the 
base of analysis that will prevent incorrect decision making.  Similarly, Grossi and 
Soverchia (2011) stated that there has been accounting reformation in Europe Union 
Countries through the adoption of accrual based IPSAS which is the application of 
accrual accounting in financial reporting, and the importance of financial report 
analysis based on accrual accounting system to increase accountability or financial 
responsibility to stakeholder.   

In Indonesia, the result of study done by Simanjuntak (2010) stated that in the 
period before reformation (before the use of accrual based accounting), accounting 
system had not been able to increase accountability of government bureaucracy 
performance in giving public services to community, output resulted by government 
accounting in Indonesia is often inaccurate, late, and uninformative, so it cannot be 
reliable in decision making.  Financial reporting quality of local governments generally 
are illustrated from the opinion given by Supreme Audit Agency (SAA).  The opinion 



 Ekspansi: Jurnal Ekonomi, Keuangan, Perbankan dan Akuntansi 17 

is a professional statement as a conclusion of examiner on the fairness level of 
information presented in financial report.  SAA opinion can be the benchmark 
(indicator) for evaluating financial reporting quality of a government entity. Based on 
the theory and the results of the previous studies, hypothesis that is formulated is as 
the following:  
H1: There is an increase of financial reporting quality after the implementation of 
accrual based government accounting standard.   

 
2.5 The Effect of Accrual Based Government Accounting Standard (GAS) 

Implementation on Financial Performance (Efficiency and Effectiveness) at 
District/City Government in Indonesia  
In the last decade, public sector has borrowed the technique used in private sector 

to increase efficacy (effectiveness), efficiency, and transparency on public services 
(Gomez, Hernandez, Bastida, 2015). Public management is defined as the use of 
quantitative indicator to obtain result and efficiency from public program, quality, and 
effectiveness for its users (Hatry, 1999).  The implementation of public management 
system as mentioned in many study, can simplify budgeting process, finding 
organization aspect that has not been efficient, and increasing public sector 
management (Gomez, Hernandez, Bastida, 2015). 

The result of study done by McPhee (2006) in Australia, it disclosed that accrual 
based accounting and budgeting can help management to understand better and 
manage program in an organization.  Accounting policy related to earnings and cost 
disclosure, asset and obligation management, for example changes in determining asset 
value and obligation caused by depreciation and revaluation, can give important 
information to management. The result of study from McPhee (2006) in Australian 
governments stated that many practitioners obtain advantage from accrual based 
budgeting and reporting, among others are program management more efficiently and 
effectively. The study by The Organisation for Economic Co-operation and 
Development (OECD) stated that the advantages of accrual accounting in public sector 
are: (1) giving the base for accountability and flexibility for public sector manager, (2) 
facilitating resources management in order to be more efficient and effective, (3) 
focusing more on government and decision management.  

With accrual based reporting, the user can identify financial position of 
government and its changes, how the government funds its activity in accordance with 
its funding ability so that government program management becomes more efficient 
and effective.  Cash based accounting gives little information related to obligation and 
asset potential in the future, and accrual accounting is more suitable in planning, 
financial managing, and decision making (Christiaens, Reyniers, Role, 2010).  Based 
on the theory and the results of previous studies, hypothesis is stated as the following:   
H2a: There is an increase of financial performance (effectiveness ratio) after the 
implementation of accrual based GAS.  
H2b: There is an increase of efficiency after the implementation of accrual based GAS. 
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3. RESEARCH METHOD 
Population of this study is Local Governments of districts/cities in Indonesia for 

Fiscal Year 2014 (before the implementation of accrual base) and Fiscal Year 2015 
(after the implementation of accrual base), as many as 542 local governments.  
Sampling method uses probability sampling which is cluster sampling. In this case, the 
population is divided based on 34 province clusters, so the number of sample obtained 
is 242 local governments of districts/cities in Indonesia.  The hypothesis testing uses 
paired t test. Data are sourced from Financial Reports of Local Governments of 
Districts/Cities in Indonesia and data of BPK -RI opinion on Financial Reports of 
Local Governments of Districts/Cities in Indonesia.  

 

Table 1.  Variables in Research and Indicators 
Variable Indicator 

1. Financial Reporting 
Quality 

Opinion of SAA Audit on Local Government 
Financial Report  
1. Reasonable without exception (WTP) 
2. Reasonable without exception with 

explanation (WTP DPP) 
3. Reasonable with exception (WDP) 
4. Unreasonable opinion (adverse) 
5. Statement not giving opinion (disclaimer)   

2. Financial 
Performance 

2.1 Effectiveness Ratio 
 
 
       
 

 2.2 Efficiency Ratio 
 

Revenue Realization of PAD 
 Revenue Target of PAD 
 >100% very effective, 
90% - 100 % is effective,  
80% - 90% is adequately effective,  
60% - 80% is less effective,  
<60% is ineffective. 
Expense Realization 
Revenue Realization 
> 100% inefficient,  
90% - 100% is less efficient,  
80% - 90% is adequately efficient,  
60% - 80% is efficient,  
<60% very efficient. 

 
4. RESULT AND DISCUSSION 

 

Table 2.  Analysis Statistic Result 

 

Variable Mean Probability 
(Significance) 

Hypothesis Result 

FSQ 1 (Before) 3.76 0.000 Supported, financial reporting significantly 
increases after accrual base implementation.  FSQ 2 (After) 4.13 

Effectivity1 (Before) 1.02 0.000 Not supported, effectiveness ratio significantly 
decreases after accrual base implementation.  Effectivity2  (After) 0.97 

Efficiency1 (Before) 0.96 0.361 Not supported, there is no  significantly increase 
of efficiency after accrual base implementation.  Efficiency2  (After) 0.97 
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4.1 The Effect of Accrual Based Government Accounting Standard (GAS) on 
Financial Reporting Quality at Local Government in Indonesia  
The result of Wilcoxon non-parametric difference test shows that there is an 

increase of financial reporting quality significantly (significance level less than 0.05).  
The increase of financial reporting quality increases from the mean of 3.76 (before 
accrual GAS implementation) to 4.13 (after accrual GAS implementation). It proves 
that the use of accrual accounting in public sector can give better public resources 
responsibility and more realiable financial data (Christiaens, Reyniers, Role, 2010). 
The implementation of accrual accounting base in Indonesia is useful in presenting 
reasonable information about rights and responsibility of government, is useful in 
evaluating government performance related to service cost, efficiency, and goal 
achievement.  The success of accrual based GAS implementation is in accordance with 
the result of studies done by Galera and Bolivar (2012) and Ball (2015), Grossi and 
Soverchia (2011) in Europe Union Countries.       

 
4.2 The Effect of Accrual Based Government Accounting Standard (GAS) 

Implementation on Financial Performance (Efficiency and Effectiveness) at 
Local Government in Indonesia  
Based on Wilcoxon non-parametric statistics test, it proves that there is significant 

difference on financial performance which is effectiveness ratio at local government in 
Indonesia.  There is significant decrease on effectiveness ratio from the mean of 1.02 
(before accrual base implementation) to 0.97 (after accrual base implementation).  The 
ratio value of effectiveness is 1.02 meaning that financial performance of local 
governments in Indonesia averagely has been effective because the effectiveness ration 
is above 100%.  The revenue realization of local governments from local real income 
is 102%, compared to its revenue target. One year after accrual base implementation, 
effectiveness ratio is having a decrease to 0.97.  Although having a decrease, 
effectiveness value after accrual base implementation still can be categorized effective.  
As well as the result of Wilcoxon statistics test, it gives evidence that there is no 
significant difference in efficiency ratio. Efficiency ratio increases from 0.96 (before 
accrual base implementation) to 0.97 (after accrual base implementation), but it is not 
significant. Efficiency value 90% - 100% includes in category inefficient (Budiarto, 
2007). The smaller efficiency ratio value shows more efficient performance. Efficiency 
value is 0.96, meaning that expense realization is 96% from regional revenue 
realization.  Some areas still have efficiency ratio above 100% meaning that the expense 
of local government still exceeds it revenue.  Local government has not been able to 
allocate existing budgeting to be used efficiently or economically as well as not able to 
increase public services.  

The result of this study cannot give supporting evidence on the theory stating that 
there is an increase in financial performance (efficient and effective) after accrual base 
implementation, as Gomez, Hernandez, Bastida (2015) explaining that public 
management  system implementation can simplify budgeting process, find organization 
aspects that have been efficient, increase efficiency and efficacy (effectiveness) of public 
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sector management.  Next, it does not support OECD statement that the advantage of 
accrual accounting that is helpful for public sector can facilitate resources management 
to be more efficient and effective. The result of this study is not in line with the result 
study done by McPhee (2006) in Australian government, where the advantage from 
accrual based budgeting and reporting, for example managing program to be more 
efficient and effective. Unsupported hypotheses 2 and 3 are caused by accrual base 
Accounting Standard implementation at government in Indonesia that is still in the 
initial stage of implementation. The implementation of a new system is having 
obstacles in human resources competition, and needs adaptation or adjustment in 
changing process from cash based system to accrual based. 

 
5. CONCLUSION 

The results of this study are: 
a. Financial reporting quality increases significantly after accrual based 

accounting implementation at local governments in Indonesia, meaning that 
the theory is supported that accrual based accounting is important to increase 
financial reporting quality. 

b. Financial performance (effectiveness) decreases significantly after accrual based 
accounting implementation at local governments in Indonesia. The 
hyphothesis 2 is not supported. But however, the financial performance after 
that implementation is still in category effective.   

c. There is no siginificant increase in financial performance (efficiency) after 
accrual based accounting implementation.  The theory is not supported 
because accrual based accounting implementation is still in the beginning 
period of implementation (1 year) that is still in adjusting and learning stage. 
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