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Abstract 

The New Public Management (NPM) reform in the late twentieth century around 

the globe incites the need for increased accountability and transparency at 

governmental level both central and local. The International Public Sector Accounting 

Standard Board (IPSASB) has developed a set of reporting standards called IPSAS to 

assist public sector improving its financial reporting. Many countries have opted for the 

NPM including Indonesia in 1999 which came up with a decentralisation programme 

and New Public Financial Management. The latter dealt principally with better 

accounting and reporting including the adoption of IPSAS on a gradual term.  It took 

Indonesia half a decade to move towards the adoption of modified cash basis 

accounting or cash towards accruals accounting (CTA). In 2008 all local governments 

were expected to adopt IPSAS accruals but that was not realised until 2010. The 

government had to pass Law No. 71/2010 requiring all government bodies to prepare 

accruals based financial statements. However, that was again not achievable until 

2013. The Ministry of Home Affairs (MOHA), to whom central government has 

delegated power to monitor local government accounting, passed a Decree No.64/2013 

enforcing municipalities and cities to pass a regulation to make IPSAS adoption and 

implementation mandatory. They were given a time frame to put this in action but not 

all local government bodies have adopted and implemented IPSAS and those who have, 

may also not fully implementing them, thus raising a question as to their harmonization 

of practices. 

This thesis investigates the adoption and harmonization of International Public 

Sector Accounting Standards (IPSAS) in Indonesian local government financial 

reporting. It focuses on mainly municipalities and cities.  It posits that there are a 

number of drivers behind the adoption and harmonization with IPSAS in local 

government. Drawing from institutional theory, the impact of the isomorphic pressures 

on IPSAS adoption by the Indonesian’s municipalities and cities is determined. Then 

drawing from stakeholder salience theory, the thesis investigates the determinants of 

accounting harmonization with IPSAS. This study uses a sample of 171 municipalities 

and 34 cities from a total population 515 and secondary data to conduct this research. 

Using a variety of regression techniques the thesis has assessed the effect of isomorphic 

pressures on the extent and speed of IPSAS adoption and stakeholders’ salience 

influence on the extent and level of harmonization of accounting systems and practices 

with IPSAS in local government.  
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The study finds that the three isomorphic pressures (coercive, mimetic and 

normative) influenced the adoption of IPSAS in Indonesia. Religion is negatively 

associated with IPSAS adoption and the reason is due to Indonesia being much more of 

Islamic faith, hence preference for Islamic accounting. The time taken to adopt IPSAS 

also varies between municipalities and cities. Especially municipalities that have been 

in existence for a long time is more reluctant to the change. As a result, there are 15 

municipalities and 3 cities that were early-adopters and 68 municipalities and 13 cities 

as late-adopters of IPSAS. As regards harmonization, there are still some significant 

differences between Indonesian Government Accounting Standards and IPSAS. The 

average harmonization score is only 52.83%. Stakeholders’ power/legitimacy and 

urgency also influence harmonization of accounting in the local government of 

Indonesia. 

These findings are important information for professional accounting bodies, 

regulators, Audit Supreme Office, policy-makers including politicians as well as local 

and foreign aid agencies to make decision. Regulators will use the findings to identify 

where adoption is problematic and why, whereas the Audit Supreme Office will use the 

findings as a reference for future audits. Politicians including policy makers will be 

able to use the findings to determine the effectiveness of the policies related to 

accounting innovation in local government. Foreign aid agencies like the World Bank 

will be interested to know whether Indonesia has met its commitments to IPSAS 

adoption. This thesis is the first that informs the literature on velocity of IPSAS adoption 

and harmonization of accounting with IPSAS in the Indonesian local government 

sector. 

Key words: IPSAS, Indonesia, Local Government Accounting, Adoption, 

Harmonization 
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Chapter 1: Introduction 

1.1 Introduction 

International Public Sector Accounting Standards (IPSAS) is considered as an 

accounting regime to enhance transparency and accountability in the public sector 

(central government, state-owned enterprises and local government) (Roje et al. 2010; 

Sour 2012). The International Public Sector Accounting Standards Board (IPSASB) has 

developed a set of standards (IPSAS) in order to support the new public management 

reform (NPM) affected in many countries. The aims of these standards are to enhance 

comparability of and transparency in financial reporting in the public sector at all levels, 

be it central and local government (Pina and Torres 2003; Sour 2012; PWC 2013). 

Before the issuance of IPSAS, budgetary accounting was the main accounting and 

financial information system in the public sector (IFAC 2008; IFAC PSC 2000) because 

governments used budgetary accounting in their annual discussion and approval of next 

year budget. In many countries the government budget system was mainly a fixed 

budget adjusted by inflation rate and government monetary and fiscal policies. Based on 

the budget, each department in the central government (such as Ministries) and each 

entity in the local government is assigned with a budgeted sum that they should use over 

a financial year. Then at each department or entity, the budgeted sum is allocated to 

different tasks or activities. The finance officer manages and reports on the finance 

using a ‘Vote Control’ that is whether the money has been spent as voted in the budget.  

The International Public Sector Accounting Standards Boards (IPSAS Board) has 

set itself the task of developing a full set of accrual-based international public sector 

accounting standards, promoting its standards and ensuring that these are adopted as 

widely as possible (IPSAS Board 2008b). IPSAS Board argues strongly that all 

governments should adopt the accrual basis of accounting. Even in the introduction to 

its Cash Basis, it states that the Board “encourages governments to progress to the 

accrual basis of accounting” (IPSAS Board 2007,p.1). The IPSAS Board (IFAC 2003, 

p.71) explains the advantages of reporting on an accrual basis in the public sector. On 

the other hand, academics have also explained the problems and challenges of IPSAS to 

many countries (Dorotinsky 2008; Rainero et al. 2013). 

                                                   
1 1) it shows how a government has financed its activities and met its cash requirements, 2) it allows users to evaluate a 

government’s ongoing ability to finance its activities and to meet its liabilities and commitments, 3) it shows the financial position 

of a government and changes in its financial position, 4) it provides in evaluating a government’s performance in terms of its service 

costs, efficiency and accomplishments. 
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Many developing2 and developed Anglo-Saxon countries around the globe have 

adopted IPSAS though not all of them have been able to fully implement and harmonize 

the practice as recommended by the IPSAS Board (Brusca et al. 2002; Benito et al. 

2007; Carlin 2005; Christiaens et al. 2010; Groot and Budding 2008; OECD 2002; Van 

der Hoek 2005). Among the developed Anglo-Saxon countries UK, Australia and New 

Zealand were the leading countries of IPSAS adoption. While some countries have fully 

adopted, implemented and harmonized their practices others have only adopted and 

implemented some of the IPSASs in both central and local government. Furthermore, 

the adoption method varies among countries (Christiaens et al. 2010). Some countries 

use (1) the centralised pathway, that is, adopting IPSAS at central government level first 

and (2) decentralised pathway that is IPSAS is adopted at municipal level before central 

government level (Christiaens et al. 2010). For example, the time taken to adopt IPSAS 

(speed of adoption) by municipalities varies both within and between countries because 

the central government set a time span for local government to do the adoption. As such 

municipalities that have adopted IPSAS could be classified as ‘Early Adopters’, 

‘Mandatory adopters’ and ‘Late Adopters’. For those that have not adopted, they are 

classified as ‘Non-Adopters’. This variation in the adoption speed creates an interesting 

opportunity for research especially at local government level in the developing countries 

given the institutional pressures from national and international agencies such as the 

World Bank to adopt international standards (Judge et al. 2010) and pressure to 

demonstrate their legitimacy in the implementation of and harmonization with global 

standards (Roje et al. 2010). 

There is a growing body of literature on the use of IPSAS in public sector including 

municipalities (Christiaens et al. 2010; Groot and Budding 2008; OECD 2002; Van der 

Hoek 2005; Roje et al. 2010) but they are mainly on developed countries and few on 

developing countries. Municipalities/cities have interests in adopting IPSAS because 

this will enhance transparency in their financial reports (Gutherie and Broadbent 2008; 

Wynne 2008) but some jurisdictions (developed or developing) have reported the 

complexities with IPSAS as well as the costs of its adoption and implementation 

(Dorotinsky 2008; Hepworth 2003, p.37; Puddu et al. 2013), henceforth impacting on 

harmonization of practice (Wynne 2008). Therefore, the decision to adopt and 

harmonize with IPSAS remains yet to be investigated  at any level in many developing 

countries and in particular at municipalities’ level. This investigation firstly requires 

                                                   
2 Many developing countries had to adopt IPSAS by pressure from international agencies such as the World Bank or 

International Monetary Fund (IMF) 
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inquiry into the stage(s) of accounting development in a country which could then 

provide insight on the factors driving the adoption of and harmonization with IPSAS. 

My study attempts to answer this question in the context of Indonesian 

municipalities/cities. The next section describes the objectives of the study and 

identifies the research questions. 

1.2 Objectives and Research Questions 

A comprehensive review of literature on both adoption of and harmonization with 

IPSAS is presented in chapter 3 which also discusses in details the limitations of past 

studies on these two connected topics on public sector accounting. While there are many 

studies on IPSAS adoption and harmonization around the world, only a few have 

conducted empirical investigations on their significant determinants and the others were 

mainly qualitative investigations on only a few local government entities or 

government-owned companies like utility companies (Tsamenyi et al, 2006; Grossi et al 

2014). Moreover all the past studies have only focused on extent of adoption and 

harmonization but did not investigate the time taken by a country to adopt and 

harmonize its systems and practices with IPSAS and in particular by local government. 

There is still an on-going debate on IPSAS adoption and harmonization and there is 

scant evidence on the status of developing countries that claim to have adopted IPSAS 

whether they have implemented it and in accordance with the prescription of IPSASB 

(Table 3.5). Brusca 2013 provides a detailed explanation of the link between adoption 

and harmonization and infers that no study on harmonization is possible without having 

knowledge of the status of adoption of IPSAS (see also Brusca and Martinez, 2016). 

Christiaens et al. 2014 argue along the same line that a country may have adopted 

IPSAS but a lack of education and training may impair the level of harmonization.  

Adhikari and Mellemvik (2010) conducted a study on IPSAS adoption in seven Asian 

countries and found that funding from foreign bodies and legal enforcement made these 

countries adopt IPSAS, but as now there is no evidence as to how much they are 

preparing financial reports in accordance with IPSAS (see Crisan, 2014).  

Moreover, there is scant study on IPSAS in developing countries despite its 

potential to enhance transparency and accountability in public sector. Studies on 

developed countries, have used a survey type approach with a relatively small sample 

size not sufficient to generalize their conclusions even at a country level. International 

funding agencies that put a condition to adoption of international standards are not well 
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informed about the status of IPSAS in developing countries and the reasons for it except 

after conducting an audit. Adopters of IPSAS at a country level vary in their timing to 

adopt and that is not well documented in the literature. While countries that implement 

IPSAS do not necessarily harmonize in their reporting practices, others develop their 

own governmental accounting standards claiming them to be IPSAS compliant when in 

reality that may not be the case. 

A reflection on past studies of IPSAS in Indonesia were mainly case studies on a 

single local government entity. They provide discussion and explanation on a few 

factors that underlie IPSAS cash accounting, cash towards accrual accounting and 

accrual accounting by surveying one or two municipalities. My thesis contends that the 

evidences provided by these studies are insufficient to sustain generalization because 

findings from one or a few entities from the local government and using a small sample 

survey to generate findings are not sufficient appropriate evidences to infer the status of 

adoption and harmonization of IPSAS accrual in 515 entities. Indonesia has more than 

500 local government entities including municipalities and cities. Indonesia claims to 

have adopted IPSAS accrual since 2014/5 and having harmonized their government 

accounting standards with IPSAS. Government of Indonesia is funded by international 

agencies to develop its government accounting system by adopting IPSAS and that was 

one of its policies on public sector financial management reform. As yet there is a lack 

of evidence on the status of IPSAS adoption (speed and extent) including the 

harmonization of practices with IPSAS accrual.  

The objectives of my thesis are (i) to document how government accounting 

including local government accounting has developed over time in Indonesia, (ii) to 

bring this matter on board because in many developing countries adoption of 

international standards remains a challenge and (iii) to provide insights on the extent of 

and determinants of IPSAS harmonization in the local government of Indonesia.  

1.2.1 Accounting Development in Government Sector 

Accounting history like general history is not much about story-telling, but 

informing the audience of ‘What’ ‘How’ and ‘Why’ something happened. Therefore, 

narrating historical events in accounting gives the audience a better understanding of not 

only what but also how and why something has happened so that we can better face the 

future (Warren, 1961, p.100). According to Gomes (2008) accounting is a social 

practice and the adoption of interpretive and critical perspectives in accounting research 
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has created new possibilities for research in accounting history and in particular 

research in accounting and accountability in local government (Carnegie and Napier, 

1996; Carmona, 2004). Sargiacomo and Gomes (2011) stated that “Local government 

have existed for centuries, providing a vast period for analysis, and the development of 

local government authorities from ancient times to the recent past can provide us with a 

better understanding of accounting change, drawing from consideration of the context 

in which accounting practices were situated, and also by the adoption of diversified 

theoretical perspectives and methodological approaches”. This first part of the thesis 

aims to inform the audience of how accounting is today in the Government sector of 

Indonesia different from the past and how accounting has come about today. Chapter 2 

reports the histology of accounting development in the government sector including 

local government in Indonesia. 

Government accounting in Indonesia dates back to the colonisation period and 

had been evolving to now. The regulatory framework of accounting in government has 

an interesting record since then. Different regulations were passed during different 

periods because of changes in the information needs of the users of accounts. From 

1845 to 2015 the governments have passed 33 Laws/Decrees/Regulations that relate to 

accounting in both the private and public sector. Some of them were during the Dutch 

colonisation and four of which applied to government accounting including local 

government. Nineteen were after independence and they are relevant to government 

accounting. The modern form of government accounting appeared between 1921 and 

1926. It took nearly 70 years for the government to regulate government accounting 

system by the decree of the Ministry of Finance No 476/KMK.01/1991, 21 May 1991 

and nearly another two decades to partly integrate with the International Public Sector 

Accounting Standards (IPSAS) the global accounting standards for public sector. Given 

that accounting in government sector has a long history it is yet to be brought to the 

knowledge of readers. This thesis begins by answering the first research question 

RQ 1: What regulatory changes have occurred, how and why?   

To answer this question the thesis requires an inquiry of institution(s) identified 

by established events, law, government organisations, local government entities and 

professional organisations. 
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1.2.2 IPSAS Adoption 

The second objective of this study is to investigate the speed of ISPAS adoption 

and its drivers. IPSAS adoption is also considered as a means to enhance public sector 

financial reporting (Gutherie 2008: Hepworth 2003). There is an extensive body of 

literature on adoption of International Financial Reporting Standards (IFRS) by private 

sector (Nobes 2010; Leuz 2003; Barth et al. 2005). However, there are also nuance(s) 

surrounding the definition of ‘Adoption’, Nobes, (2008) argued after reviewing a 

number of studies such as (Radebaugh et al. 2006, p.166; Robert et al. 2008, pp. 439-

440; and Christensen, 2007). He argued that extant literature has used the general 

meaning of ‘Adoption’ instead of the contextual meaning as prescribed in IFRS 1 (this 

is further explained in chapter 3, section 3.1). Christiaens et al. (2010, 2014) provide a 

list of countries that adopted IPSAS including the year of adoption followed by a 

narrative explanation on its determinants. They do not provide empirical evidence to 

support their findings, other than a mere description. Others have used case studies of 

individual municipalities to explain the complexities of IPSAS (Harun and Robinson 

2005; McLeod and Harun 2014; Brusca et al. 2013). For example, McLeod and Harun 

(2005) use the case of municipality of Tangerang, Palu, and District/cities of Bima in 

Indonesia to describe the difficulties with IPSAS adoption. None of these studies has 

investigated some pertinent issues such as (1) the adoption procedures in place; (2) the 

time-taken (speed of adoption); (3) difference in the adoption speed? In order to shed 

light on these issues, my study will address a second research question as stated below. 

RQ2: What is the speed of IPSAS adoption and what are its drivers? 

1.2.3 IPSAS Implementation and Harmonization 

The third objective of this thesis is to investigate to what extent Indonesian 

municipalities/cities have implemented IPSAS by measuring both harmony and 

harmonization of reporting practices by Indonesian municipalities and then investigate 

its drivers. Literature on harmonization of accounting systems and practices in the 

private sector is very extensive (Nobes and Parker 1995, p. 117; Taplin 2003; 

Saudagran and Diga 2003).  Past studies have highlighted how the implementation of 

accrual-based accounting system, as an alternative to cash-based or obligation-based 

systems, would not be necessarily consistent with the main characteristic of public 

entities (Christiaens and Rommel, 2008; Mack and Ryan, 2006). On the other hand, it 

has also been pointed out (Christiaens et al., 2010; Federation des Expert Comptables 
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European, 2007) that cash-based accounting does not allow for obtaining the necessary 

information in order to provide better support for planning and managing resources and 

more generally for decision-making processes, allowing greater comparability, even 

between different entities.  Bellanca and Vandernoot (2013) explain that Belgian public 

sector accounting was modified several times to be able to produce general purpose 

financial reporting. Others argued that although a country has adopted IPSAS, yet it 

could not be implemented due to high cost involved. Christiaens et al. (2010) contend 

that public entities have a lack of knowledge and little experience in terms of 

international accounting standards and these can be discouraging factors when it comes 

to implementing these standards. Arguably, the more complex the entity is, the lower 

will be the compliance level with IPSAS. As a result, it is less likely for countries to 

implement IPSAS. Likewise municipalities complying with IPSAS will depend on a 

number of factors in Indonesia. These factors are yet to be investigated. Historically the 

question on harmonization was firstly raised in Missouri in 1906 but there was no 

follow up until the end of the twentieth century (Nobes 2008; Boolaky 2007). In the 

public sector Luder (1988) presented the reasons and benefits for a transnational 

governmental financial reporting across the European Union (EU) but also agreed that 

there are obstacles to harmonization in the public sector across countries due to 

differences in political, economic, social and legal system (Luder and Kampmann 

1993). Brusca and Condor (2002) contend that due to this lack of homogeneity in 

accounting, harmonization becomes difficult. A review of past studies suggests that 

study on harmonization of practices in public sector accounting were  mainly a 

description at country level without any in-depth investigation at the micro level. My 

thesis argues that although harmonization of systems may be higher between firms 

within a country, harmonization of practices varies because a number of factors 

affecting it. In the case of Indonesia, there is as yet no evidence on harmonization of 

accounting practices after IPSAS accrual adoption. This study will answer the following 

question with a view  to inform practitioners and regulators on accounting 

harmonization in local government after adopting IPSAS accrual.  

RQ 3: What is the level and driver(s) of accounting harmonization (de jure and de 

facto) among municipalities/cities? 
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1.3 Motivation for the study 

This study is motivated by a number of factors namely: (1) New Public 

Management Reform and IPSAS, (2) Challenges and problems with IPSAS, (3) 

Reaction of Indonesia, a country with Islamic faith to the adoption of an Anglo-Saxon 

system and (4) Pressures from international institutions such the World Bank and 

International Monetary Fund and other donor countries.  

1.3.1 New Public Management Reform and IPSAS in Indonesia 

The budgeting system was severely criticized for non-transparency and 

accountability during the South East Asian Crisis 1997 episode. The public claimed for 

a change in Presidency and governance system that would minimise corruption and 

collusions as well as nepotism (Rosser, 1998, 1999). Public protest called for new 

management reform that would lead to decentralisation and followed by New Public 

Management Reform in 1999. This reform included New Public Financial Management, 

which dealt with better accounting and reporting practice including adoption of IPSAS 

to enhance transparency (Christensen 2007) both in central and local government. Larbi 

(1999) suggested that it would take Indonesia five years (1999-2004) to move towards 

the adoption of modified cash basis accounting also called cash towards accrual 

accounting after the NPM. In 2008 all local governments were expected to adopt IPSAS 

accrual accounting, but that was not realised because Indonesia had not yet reviewed its 

accounting regulation for municipalities. In 2013 the government passed decree No. 

64/2013 delegating the Ministry of Home Affairs (MOHA) to cater for Government 

Accounting Standards based on IPSAS accrual in municipalities/cities. The MOHA 

through this Decree set 1 January 2015 as the deadline for all municipalities to 

implement this new accounting system. But according to this Decree, municipalities had 

to first pass a regulation to adopt and implement this new accounting system. A review 

of the archival records suggests that the timing for the adoption of the regulation by 

municipalities varies. It is, therefore, of interest to inform the literature on the velocity 

of adoption (time taken by each municipality/city to adopt the new system) and also the 

factors that caused this variation in the adoption speed. 

1.3.2 Challenges and problems with IPSAS  

IPSAS adoption and implementation are not only a challenge but also present 

problems to the local government. While IPSAS produces more reliable information, it 

also increases accountability and transparency at municipality level (Sour, 2012). The 
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large number and huge budget of municipalities in Indonesia require a better accounting 

and reporting system. However, to implement the system requires political will, 

availability of trained staff, and investment in staff training (including both accountants 

and government auditors) (Harun 2007). Harun (2012) reports a lack of progress in 

government accounting reform due to shortage of skills in accounting, absence of an 

independent accounting standard setting body, lack of interest from bureaucrats due to 

no pressure from parliamentary and lack of public consciousness of the importance of 

public sector accounting reform.  

1.3.3 Indonesia: A country with Islamic Faith 

Indonesia is among the world largest Muslim countries. Islam predominates in 

the country although it does not follow the Shari’ah law. However, the PEWFORUM on 

Religion and Public Life of PewResearchCenter 20133 reported that more than 75% of 

the Indonesian would prefer Shari’ah law in the country. This raises the argument that  

adopting accounting systems based on the Anglo-Saxon principles may not necessarily 

be welcomed by the communities (Perera and Baydoun 2007). Moreover transparency 

based on Anglo-Saxon tradition may not be equally acceptable in an Islamic tradition. It 

is, therefore, interesting to investigate how the Indonesian religious faith may affect the 

choice of accounting standards at municipal’s levels. 

1.3.4 Pressures from International Institutions 

Globally, developing countries (including Indonesia) have been required to 

adopt international standards (accounting and auditing) by pressure from World Bank or 

IMF (Irawati and Hatmanto 1997; Sudarsono and Rusli 1998; Wessel et al. 1997; 

Robison and Rosser 1998; Judge et al. 2010). This has been one of the requirements or 

conditions in some instances, for countries to continue obtaining support from these 

institutions. The World Bank conducts an audit and issues a report called the Report on 

Observance of Standards and Codes (ROSC). In this report the World Bank highlights 

                                                   
3 This report is published Per Research Center’s Forum on Religion and Public Life. 
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weaknesses in the country systems and set deadlines with countries through a work plan 

as to how these conditions could be met. One of these conditions is adoption of 

international standards. 

1.4 Summary of Contribution of the study 

This study presents a number of contributions to both theory and practice. It 

contributes to accounting history, IPSAS adoption and accounting harmonization in the 

context of Indonesia. First the study informs the literature on the history of regulatory 

changes dated back to colonial time. It describes how these regulations have affected 

accounting in the government sector of Indonesia with particular reference to local 

government entities. It further provides evidence as to how political events and 

strategies such as change of Presidency, types of democratic regimes used by different 

Presidents have impacted on accounting development. This part of the study also creates 

a time series register which documents these changes, an important document in the 

history of accounting in Indonesia. 

Second the study contributes by building up a data set on the velocity of IPSAS 

adoption in Indonesia. This dataset can be used for future research. It also provides 

important information to the government, councillors and the Supreme Audit Office. 

This thesis also provides empirical evidence on the drivers of IPSAS adoption by using 

the isomorphic pressures predicted in the neo-institutional theory. Comparisons are also 

made between municipalities and cities. Third the study also provides evidences on both 

types of harmonization of accounting, de jure and de facto. In both cases the findings 

support the hypotheses. The three isomorphic pressures (coercive, mimetic and 

normative) drive IPSAS adoption (Judge et al. 2010; Boolaky and Soobaroyen 2017) 

and the three stakeholder salience attributes’ namely: power, legitimacy and urgency 

influence harmonization of accounting in Indonesia (Mitchell et al. 1997). More 

detailed are given in chapter 7. 

1.5 Structure of the study 

The rest of this study is organised in seven chapters.  

Chapter 2 describes the structure of local government in Indonesia and the 

accounting systems and practices by municipalities including cities. Accounting in 

Indonesia has been based on the Dutch Accounting System (DAS) for more than three 

centuries (Harun 2007; Tjandra 2006). In 1998, the Indonesian government decided to 
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reform public sector financial management (Rosser 1999) with a view to modernise and 

align public sector accounting with international best practice. In 2005 the Indonesian 

Government Accounting Standards (GAS) (IPSAS based) were issued and they applied 

to local government (Harun 2007). The chapter describes the regulatory framework of 

accounting for local government and also reviews accounting in municipalities and 

cities of the country including the status of IPSAS. Chapter 2 ends by describing the 

history of accounting development in the Indonesian public sector. Public sector also 

known as Government sector is an environment that departed from the private sector. 

Because of the efficacy of the accounting system in the private sector, the New Public 

Management Reform has attempted to emulate the private sector model in the public 

sector. It provides a list of factors or criteria of periodization in regard government 

accounting development in Indonesia. It then describes the rationale(s) behind the 

accounting development framework. Finally, the chapter documents the chronology of 

GAD in Indonesia. 

Chapter 3 reviews the literature on adoption and harmonization with IPSAS both 

at central and local government and then scaffold to the literature on local government 

accounting Indonesia. It is divided into two parts: Part A on IPSAS Adoption and Part B 

Harmonization. Part A is organized into two main sections. Section 3.2 which is on 

‘adoption’ of international public sector accounting standards. It provides an overview 

of the role of International Public Sector Accounting Standard Board (IPSASB) 

followed by the advantages of IPSAS and then dwells on the concept of ‘adoption’ and 

IPSAS adoption in local government around the globe. Part B is also structured into two 

sections. The first section is a review of literature on the uses and implementation of 

IPSAS whereas the second section emphasizes on accounting harmonization. 

Chapter 4 presents and discusses the two underpinning theories used to develop 

relevant hypotheses, namely: (i) institutional theory and (ii) stakeholders’ salient theory 

(SST) respectively. Given that each theory addresses a different research question, this 

chapter is also structured into two parts. Part A is on institutional theory and IPSAS 

adoption and Part B on Stakeholders’ Salient Theory and harmonization. The 

hypotheses are then developed based on the theoretical predictions of these two 

theories. Part A provides a detailed discussion of the three isomorphic pressures 

whereas Part B on the stakeholder salience. 
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Chapter 5 describes the methodology used in this research to test the hypotheses 

developed in the preceding chapter. Given the objectives of the study and nature of the 

research questions, different types and sources of data are needed to conduct this 

research. It also describes the sources and types of data and then dwells on the 

methodological approach. The sample features and selection are explained in section 5.4 

This chapter further dwells on content analysis and scoring techniques used to measure 

harmonization.  The regression models used to analyze the data are presented at the end 

of the chapter. 

Chapter 6 reports the findings and interprets the results. It is structured in two 

parts. Part A presents and interpret the findings on the extent and speed of adoption of 

IPSAS accrual accounting in the local government entities in Indonesia whereas Part B 

reports on accounting harmonization (de jure and de facto) with IPSAS. Part A is 

organised into four sections. It reports on the status of IPSAS accrual accounting 

adoption in the local government, the empirical findings and interpretation of the results 

generated from the various regression analyzes. Part B is organised into three sections.  

It reports the findings on de jure harmonization and de facto harmonization including 

the empirical results and interpretations. 

Chapter 7 is the conclusion of this study. It begins with an overview of the study 

followed by a summary of the findings. Then the major conclusions drawn from the 

findings are discussed. The next section presents and discusses the contributions of the 

study to the body of knowledge followed by the implications of the study. The chapter 

ends with a note on the limitations of the study and future research. 
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Chapter 2: Local Government Structure and Accounting in Indonesia  

2.1 Introduction 

This chapter describes the structure of local government in Indonesia and the 

accounting systems and practices by municipalities including cities. Accounting in 

Indonesia has been based on the Dutch Accounting System (DAS) for more than three 

centuries (Harun 2007; Tjandra 2006). In 1998, the Indonesian government decided to 

reform public sector financial management (Rosser 1999) with a view to modernise and 

align public sector accounting with international best practice. One of the aims of this 

reform was to review local government (municipalities and cities) accounting systems 

(Harun 2007). Between 1999 and 2004, while a new accounting system was being 

developed and new laws being passed, Indonesia followed the DAS. In 2005 the 

Government Accounting Standards (GAS) were issued and they applied to local 

government (Harun 2007). The rest of this chapter is organised as follows. Section 2.2 

describes the structure of local government. Section 2.3 describes the regulatory 

framework of accounting for local government. Section 2.4 is a review of municipal 

accounting in the country including the status of IPSAS. Section 2.5 is a full histology 

of accounting development in the government sector in Indonesia. Section 2.6 is the 

conclusion. 

 Structure of Local Government in Indonesia 

Regional government existed in Indonesia even during the pre-colonisation 

period (Solihin 2006). This was under the reign of the most powerful Kingdom of 

Majapahit in the period 1293 to 1527 (Rosita 2007). The King divided the government 

into four regions, based on the cardinal points, with the Kingdom as a central. Each 

region was under the management and control of a regent who was accountable to the 

King. This continued until the Dutch colonised Indonesia (Solihin 2006).  Local 

government practices through municipalities began since seventeenth century (Solihin 

2006). From then to now the structure of local government has changed several times. 

During colonisation the governor held central power over local government whereas 

presently central power is in the hand of the President although decentralisation exists to 

some extent. After independence the government set up a number of cities, which form 

part of the local government structure of the country. These changes have occurred as a 

result of changes in existing laws and the passing of new ones (Smoke and Lewis, 

1996). 
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In the first decade of the 1900s, the Netherland Indies became Indonesia but was 

still dominated by colonial rule (Benedict 1983). This was followed by installation of 

colonial administration, extension of regular shipping and telecommunication services, 

and imposition of the Netherlands Indies guilder as the official currency (Jaya Kirana 

and Howard, 2001, Ch.5). In 1900 the colony was managed by a small number of 

European civil servants while day-to-day activities were in the hands of the ‘native’ 

civil servant (Sutherland 1979).  

In 1903 the Dutch Parliament passed a law on decentralization giving the 

regions more legislative authority (Asnan 2006, p.105; Beckmann and Beckmann 

2013). The Decentralization Law (1903) also led to the set-up of urban municipalities 

and rural regency councils. According to this law, the government had to elect a 

representative to look after the administration of each municipality. The aim was to give 

indigenous leaders a greater role in colonial politics (Cribb and Kahin 2004). Article 8 

of the law required that the government of each district consists of a council with 

elected members and a council head; now called mayor. By the 1920s, the colonial state 

had made a considerable shift in its structure with multi-functional bureaucracy that 

reached down to the village level and across the entire Indonesia (Llyod and Smith 

2001, p. 206).  

In 1945 when Indonesia obtained independence there was change(s) in the entire 

system of governance. The focus was on decentralisation, with power being delegated to 

local government through provinces and municipalities. The municipalities were under 

the responsibility of a mayor nominated by the President. The mayor was accountable to 

the provincial governor who was accountable to the Ministry (Jaya Kirana and Howard 

2001).  

During the earlier years of independence, Indonesia experienced dramatic 

political and institutional development (Feith 1962) and in 1950 there was more 

concentration of power around the President. Both local and central government had to 

account directly to the President. This practice continued until 1998 (Alm 2001; Lloyd 

and Smith 2001). 

In 1999 the government passed two laws on local government. First the Law No 

22/1999 on Regional government was to eliminate the hierarchical relationship between 

the provincial and the district governments and members of the councils including 

mayor(s) were elected through an election. The districts governments – called kota 
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(city) and kabupaten (municipality) became fully autonomous, so that their heads 

(mayor) would no longer report to the governor of the province. Instead, the 

municipality/city heads were responsible to the locally elected assembly (councillor). In 

contrast the provinces retained a hierarchical relationship with the central government 

(Alm et al 2001). According to law 25/1999, the provincial governor and mayor of 

municipalities and cities were chosen by the elected legislature. Consequently, their 

responsibilities were directed towards the elected legislature (Alm et al. 2001). Law 

32/2004 (Art. 27:1 & 2) on Local Government establishes the authority and 

accountability of different types of local government. Governor of provinces are 

accountable to the Province House of Representative whereas the head of municipalities 

and cities are accountable to their respective House of Representatives. This local 

government structure is still operational in Indonesia. The structure is presented in chart 

2.1 below. 

LOCAL GOVERNMENT STRUCTURE OF INDONESIA 

 

 

Divided into:  

 

Headed by:  

 

Accounted to:  

 

 

Designed by author based on Law 32/2004 on Local Government 

2.3 Regulatory Framework of Accounting for Local Government 

The regulatory framework of accounting for local government has an interesting record 

since colonisation to now. Different regulations were passed during different periods 

because of changes in the information needs of the users of accounts. From 1845 to 

2015 the governments have passed 33 Laws/Decrees/Regulations (see Appendix 2.1) 
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that relate to accounting in both the private and public sector. Seven of them were 

during the Dutch colonisation and four applied to government accounting including 

local government. Nineteen were after independence and they are relevant to local 

government accounting whereas the others apply to central government. However, the 

most pertinent ones to this study are the Law 71/2010 and Law 64/2013. 

2.3.1 Regulatory Framework during Colonisation 

The first accounting regulation(s) was from the Dutch Commercial Code 1847. 

During the colonisation period, accounting was regulated by this Code, which became 

effective on 1 May 1848. It required compliance with the DAS. All businesses 

(including local government) were required to keep records of their business 

transactions and issued a statement of receipts and payments to the governor. Gradually 

new laws were passed because of the need for greater accountability and transparency in 

both the private and government sector (including local government). In 1903 the 

‘Decentralisation Law 1903’ was passed so that power could be delegated to local 

government. However, this law was silent on accounting and reporting and all 

businesses were required to continue complying with the Code 1847. The Belasting 

Accountdienst law 1907 was passed and used as a legal instrument to enforce 

compliance with the 1847 Law. The purpose(s) of the 1907 law was to ensure that (1) 

state’s accounting was practised as required by the Commercial Code 1847 and (2) 

enhanced auditing in government tax to minimise tax evasion and avoidance. 

Indonesische Comtabiliteists Wet (ICW)/Netherlands Indies Public Accounting Law 

(Staablad 448/1925) was the first accounting law in Indonesia that addressed 

government accounting. It dealt with budgeting and reporting system for both central 

and local government. Local government was also required to prepare a budget and to 

issue a budget report at the end of the financial year as a means of budget monitoring 

under the Staablad 419/1927. Staablad 381/1933 targeted mainly the administrative 

principles and practices in the government sector including both central and local 

government.  

 Regulatory framework after Independence 

The laws/regulations/decrees regulating local government accounting after 

independence are also listed in Table 2 below. Law No.34/19544 regulated the 

                                                   
4 Article 3 section 4: It was mandatory under this law for all certified accountants to register his 

or her name in the State register of the Ministry of Finance. 
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profession by firstly recognising who could bear the title of ‘Accountant’ and that every 

accountant had to be certified and registered in the official list of the Ministry of 

Finance. This law was mainly for private sector accounting and private practitioners 

operating in practice. Law No. 5/1973(Law of Supreme Audit Institution) was then 

passed to set the Supreme Audit Office to oversight audit practice in the country as well 

as providing audit services to both central and local government. Law No 5/1974 

(Public Sector Accounting) dealt with basic administrative principles in government 

sector including local government. Between 1990 and 2001 five regulations went 

through on local government accounting. President Decree No 35/1992 was mainly 

President’s instruction to reform public sector accounting in general whilst Decree 

7/1999 was on accountability and performance report. In 2000 Law 105/2000 was 

principally on accountability for local government and Decree No 11/2001 on local 

government asset accounting. Decree No 29/2002 of the Ministry of Home Affairs dealt 

with local government management, recording and reporting system on all their 

financial transactions as well their budget management as per Law 32/2004. In 2005 

regulation No 24/2005 was issued to implement cash toward accrual system and 

regulation No 54/2005regulated accounting for regional loan. This dealt mainly to the 

records and reports on loan management by municipalities and cities and consolidated 

in regulation No 58/2005. In 2006 focus was made on budget reporting. MOHA Decree 

No 13/2006 required every item of the yearly budget of each district to properly follow 

the integrated coding system. In 2008 the government passed Law 14/2008. This law 

required that financial statement of local government has to be true and fair to the 

general public who are the main users of the information. Councillors Law No.34/19545 

regulated the profession by firstly recognising who could bear the title of ‘Accountant’ 

and that every accountant had to be certified and registered in the official list of the 

Ministry of Finance. This law was mainly for private sector accounting and private 

practitioners operating in practice. Law No. 5/1973(Law of Supreme Audit Institution) 

was then passed to set the Supreme Audit Office to oversight audit practice in the 

country as well as providing audit services to both central and local government. Law 

No 5/1974 (Public Sector Accounting) dealt with basic administrative principles in 

government sector including local government. Between 1990 and 2001 five regulations 

went through on local government accounting. President Decree No 35/1992 was 

mainly President’s instruction to reform public sector accounting in general whilst 

                                                   
5 Article 3 section 4: It was mandatory under this law for all certified accountants to register his 

or her name in the State register of the Ministry of Finance. 
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Decree 7/1999 was on accountability and performance report. In 2000 Law 105/2000 

was principally on accountability for local government and Decree No 11/2001 on local 

government asset accounting. Decree No 29/2002 of the Ministry of Home Affairs dealt 

with local government management, recording and reporting system on all their 

financial transactions as well their budget management as per Law 32/2004. In 2005 

regulation No 24/2005 was issued to implement cash toward accrual system and 

regulation No 54/2005regulated accounting for regional loan. This dealt mainly to the 

records and reports on loan management by municipalities and cities and consolidated 

in regulation No 58/2005. In 2006 focus was made on budget reporting. MOHA Decree 

No 13/2006 required every item of the yearly budget of each district to properly follow 

the integrated coding system.  

Table 2.1: Laws/regulations/Decrees on Local Government Accounting  

Laws/Regulation/Decrees   

Colonisation Era Purpose: 

Staatblad No.23/1847 To determine the right and obligations of any person who carries on a business at any time 

Staatblad no.12 /1917 Tax intensification due to economic crisis during world war I followed by auditing 

activities done by Tax accountant bureau.  

Staatblad No.381/1933 Regulation on Administrative management  

Staatblad No.320/1933 To implement the auditing and responsibility of national finance  

Staatblad No.448/1925 Budgeting and reporting system for central and local government 

Staatblad No 106 To regulate that data pertaining to the public account beginning with the 1867 budgetary 

year after the book had been balance, certified and submitted to the state general and the 

people’s council and published. 

Staatblad No.419/1927 To regulate the capital expenditure of public utilities and enterprises.  The capital 

expenditure then charged with the loan service for the amount  

Belasting Accountantdienst/1907 The establishment of state accounting bureau  

Post-Independence Era  Purpose  

Law No 34/1954 To regulate the use of accountant title; the usage of title "akuntan" (accountant), each of 

certified accountant shall be  

Indonesian Accounting Standards 

/1973  

Response to government calls to revive the domestic securities market. Indonesian 

accountants institution released Indonesian  

Law No. 5 / 1973 To establish Audit supreme body  

Law No. 5 / 1974 Concerning basic principles on administration in the region and elucidation. 

MOHA Decree No. 900 - 099 / 1980  MAKUDA was designed to manage all financial activities and it was intended to be able 

to produce list of budget realization and simple cash flow.  

MOF No 476/KMK.01/1991  To regulate the government accounting system  

Post-Independence Era Purpose: 

President Decree No 35/1992 To improve and replace the cash based system of public sector accounting that had been in 

use from the Dutch colonial era.  

President Decree No 17/2000  To improve the accountability of local government through accountability reporting, 

financial note, cash flow and balance sheet.   

Law No 105/2000 Mandating local government accountability report.  

MOF Decree No 295/KMK.12/2001  To guide the central government to apply accounting information system to record the data 

and report all financial transactions,  

MOF Decree No 355/KMK.07/2001  Regulating local government accounting system  

MOHA Decree No 29/2002  Mandating local government entities to manage/record and report financial transactions  

April 5, 2003, Law 17/2003  Required all government institutions to adopt accrual accounting within five years.  

Financial Minister Decree 337/2003 All government institutions at all levels are required to adopt accrual accounting as part of 

their annual accountability report. 

State Audit Law No 32/2004 To regulate budget monitoring  

Regulation governing 24/2005  Government accounting standard to implement cash toward accrual system 

Regulation No 56/2005  All the government institution at all level are required to publish the financial reporting.  

MOHA Decree No 13/2006  Requires every item of the annual district budget to follow an integrated code system. (2) 

states also that Publication of audited accounts  

Regulation No PER-62/PB/2009  To provide better information by accrual system, where the cost is proportional to the 

benefit gained.   

Law No 71/2010  To implement accounting accrual system  

Regulation No 64/2013  To implement accounting accrual system in local government  

Sources: These information were drawn from various sources (archives, government gazettes, extract of relevant laws) 
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In 2008 the government passed Law 14/2008. This law required that financial 

statement of local government have to be true and fair to the general public who are the 

main users of the information. Councillors have the responsibility to account to the 

general public through the financial statements. 

The beginning of accrual accounting was in 2009 through (1) Regulation PER-

62/PB/2009, (2) Law 71/2010 on full accrual accounting for all government levels and 

(3) MOHA Decree No 64/2013 accrual accounting for local government Law 71/2010 

sets out the accounting regulation for both central and local government. It requires both 

central and local government to keep accounting records according to the government 

accounting standards also abbreviated as PSAP. Article 7 of the Law also stipulates that 

local government can apply accrual-based accounting on a gradual basis. Local 

government including municipalities and cities were required to comply with this law as 

from October 2010. MOHA Decree No 64/2013 deals in particular with the adoption 

and implementation of accrual accounting by local government. Article No 5 sets down 

the contents of the financial statements for local government. This Decree requires all 

provinces, municipalities and cities to prepare (1) budget realization report; (2) 

statements of the surplus in the budget balance; (3) balance sheet; (4) operational 

reports: (5) cash flow statement; (6) changes in equity; and (7) notes to the financial 

statements. Detailed guidance to prepare accounts is given in annexes of Decree 

64/2013. Annex 1 of the Decree is on ‘Accounting Policies’ and annex 2 ‘Accounting 

Systems in Local Government’. Article 7 of this decree prescribes a chart of account for 

local government to follow and the purpose of which is to ease comparative accounting.  

All municipalities and cities are required to prepare their financial statements in 

accordance with this decree. This regulation came into force on the third day of 

December 2013. Article 10 paragraphs 1 of MOHA Decree No 64/2013 requires that 

head of municipalities and cities as well as provinces should comply with the decree by 

latest the thirty-first day of May 2014. Below is an extract from the Article 10 

“At the time this Ministerial Regulation comes into force: (1) Regulations governing the 

regional heads of government accounting policies area referred to in Article 4 

paragraph (5) and regulations heads of regions that regulate SKPD as referred to in 

Article 6 paragraph (4) shall be determined at the latest on May 31, 2014”. 

As a result of the above requirement, head of municipalities and cities have to 

pass regulation to adopt the accrual accounting based on IPSAS at latest on the deadline 
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date that is 31 May 2014. Some have executed this decision quite early whereas others 

have done it later. The next section is about accounting in local government. 

A Review of Accounting in Local Government (Municipalities and Cities) 

2.4.1 Cash Accounting 

Accounting in Indonesia has been based on the DAS until 2003 (Tjandra 2006; 

Harun 2007).  The DAS is mainly a Roman-Based Accounting Model. It required all 

businesses including municipalities to keep accounting records under the single entry 

system. There was no profit and loss account but a statement of total receipts over total 

payments prepared and submitted to the governor (Sukoharsono and Gaffikin 1993). In 

2003 Indonesia passed the law 17/2003 –Financial State Law to implement accrual 

accounting in the government sector. However, cash-based accounting has been used up 

to 2014 by many municipalities and cities (Mc.Leod and Harun 2014; Harun 2007; 

Monsen 2002) until the government decided to shift to accrual based accounting system 

because of inherent shortcomings with the cash basis system (Guthrie et al.  1990; Islam 

2012; Sugianto et al.1995); Guthrie et al. 1998; Harun 2005; Marwata and Alam 2006). 

Under this system, administrators of municipalities had to report to councillors the cash 

receipts against cash payments in order to determine if they were meeting or exceeding 

their budgets (Mc.Leod and Harun 2014).  There was no double entry book-keeping. 

Due to lack of reporting by businesses including local government, the Dutch coloniser 

enforced this reporting requirement by importing the Dutch Commercial Code 1847 

which was then reinforced by The Belasting Accountdienst Law 1907. The purpose of 

the latter was to (1) ensure that state’s accounting was practised as required by the 

Commercial Code 1847 and (2) enhance auditing in government accounting to minimise 

tax evasion and avoidance at both central and local government level (Harun and 

Robinson 2005). Head of municipalities were required to submit a statement of receipts 

and payments to the governor(s) of province(s). This statement was mandatory for 

municipalities and represented their annual financial statements. It was used by the 

governors to determine whether head of municipalities have discharged their duties and 

responsibilities diligently and have not over-utilised the regional resources for their own 

benefit (Creutzberg and Mansvelt 1975). The 1907 law also applied to auditors who 

were required to conduct an audit on the statement of receipts and payments of each 

municipality and issued a report as to its sincerity, accuracy and correctness (Harun and 

Robinson 2005). Governor from each province used the audit report as a guide to cast 

reliance on the annual statement of receipts and payments. 
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2.4.2 Budgetary Accounting 

Budgetary accounting applies to entities fully funded by the central government. 

This includes entities under the auspice of the local government (Harun and Robinson 

2005). Because municipalities were mainly funded by government, the Dutch wanted to 

control their funds. They were, therefore, required to prepare and submit a budget 

realisation statement to the governor. In 1925 and 1933 in order to monitor public sector 

accountability and reporting, they passed three laws namely: 448/1925- Indonesische 

Comtabiliteists Wet (ICW)/Netherlands Indies Public Accounting Law, Staablad 

No.419/1927 and Staablad No. 381/1933. These laws focused more on budgetary 

accounting in order to monitor that expenditures were made according to budget 

(Tjandra 2006; Pangestu and Habir 1989). The budget realisation statement reports 

actual revenues and expenditures against budgeted revenues and expenditures. Until 

now, this is used in the Indonesian local government (Harun 2007; Harun and Kamase 

2012). 

 Accrual Accounting 

Accrual accounting was supposed to begin in 2004 in Indonesia after the New 

Public Management Reform made under the Law 17/2003. The Treasury Law 

No1/2004 was passed in order to shift Indonesian Government Accounting Standards 

from cash to accrual basis (Harun et al. 2012). Because it would take Indonesia 

sometimes to change over from cash to accrual, the government passed another law No. 

24/2005 for government bodies including local government to use the cash-toward 

accrual (CTA) pathway. This pathway started in 2007 financial year. This law required 

the government entities to prepare budget realisation statements (cash basis), balance 

sheet, cash flow statements, and Notes of financial statements. Public sector accounting 

reform has brought significant contributions towards improved external accounting 

reporting. Due to a slow in the move towards accrual accounting, the government 

passed law No71/2010 in order to make accrual accounting mandatory. Yet, very few 

municipalities could meet the requirements (McLeod and Harun 2014). Sixty percent of 

them received an audit report with a qualified opinion for non- compliance with accrual 

accounting (McLeod and Harun 2014). To enforce its position on accrual accounting, 

Decree 64/2013 was issued on local government to use accrual accounting by latest in 

the financial year ending 31 December 2015.  
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2.5 A Histology of Accounting Development in Indonesia 

This section is about history of accounting development in the Indonesian public 

sector. Public sector also known as Government sector is an environment that departed 

from the private sector. Because of the efficacy of the accounting system in the private 

sector, the New Public Management Reform in many countries has attempted to 

emulate the private sector model in the public sector. History is contemporary and 

unavoidable (Sargiacomo and Gomes 2011). It is not only about the past but also 

lessons for the future, a statement also advanced by Stanford (1998). Along the same 

vein, Parker (1999) suggests that people draw from the past when making decisions. In 

general, history is reflected in our fashions, customs and practices including political 

practices, legal precedents, family histories, culinary preferences, and more such as 

colonial history (Sargiacomo and Gomes 2011). Accounting history like general history 

is not much about story-telling, but informing the audience of ‘What’ ‘How’ and ‘Why’ 

something happened. Therefore, narrating historical events in accounting gives the 

audience a better understanding of not only what but also how and why something has 

happened so that we can better face the future (Warren 1961, p.100). According to 

Gomes (2008) accounting is a social practice and the adoption of interpretive and 

critical perspectives in accounting research has created new possibilities for research in 

accounting history and in particularly research in accounting and accountability in local 

government (Carnegie and Napier 1996; Carmona 2004). Sargiacomo and Gomes 

(2011) stated that “Local government have existed for centuries, providing a vast period 

for analysis, and the development of local government authorities from ancient times to 

the recent past can provide us with a better understanding of accounting change, 

drawing from consideration of the context in which accounting practices were situated, 

and also by the adoption of diversified theoretical perspectives and methodological 

approaches”. Our study aims to inform the audience of how accounting is today in the 

Government different from the past and how accounting has come about today. 

Government accounting in Indonesia dates back to the colonisation period and 

had been evolving to now. The regulatory framework of accounting in government has 

an interesting record since then to now. Different regulations were passed during 

different periods because of changes in the information needs of the users of accounts. 

From 1845 to 2015 the governments have passed 33 Laws/Decrees/Regulations that 

relate to accounting in both the private and public sector. Seven of them were during the 

Dutch colonisation and four applied to government accounting including local 
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government. Nineteen were after independence and they are relevant to government 

accounting. 

The modern form of government accounting appeared between1921 to 1926. It 

took nearly 70 years for the government to regulate government accounting system by 

the decree of the Ministry of Finance No 476/KMK.01/1991, 21 May 1991 and nearly 

another two decades to partly integrate with the International Public Sector Accounting 

Standards (IPSAS) the global accounting standards for public sector. Many argue that 

this sluggishness in the change to accounting in the government sector is mainly a lack 

of political will (Harun, 2007; Harun and Kamase 2012), lack of qualified professionals 

and other government priority such as poverty alleviation. 

Similar to other countries, Indonesian Government Accounting6 also has its 

unique chronicles, which are important to accounting history. Few past studies such as 

those of Sukoharsono (1995), Christensen et al (2007), Harun et al. (2012) have 

narrated the history of accounting including public sector in Indonesia using case 

studies of only one local government entity. Hassan (2013) uses institutional theory to 

explain the institutional factors influencing accrual accounting and a description of 

chronicle of accounting development in public sector. Van der Eng et al. (2004) reports 

the history of the development and implementation of ‘National Accounting’ to assist in 

the planning of economic development and the provision of data for statistical bureau. 

None of those studies has documented the chronology of government accounting 

development (GAD) both in terms of its regulatory framework and evolution and 

revolution of its accounting systems and practices since colonisation to now. This 

chapter aims to inform the audience in this perspective. Between colonisation through to 

independence, regulations affecting government accounting including local government 

and the systems practices have evolved from the then Dutch Accounting System (DAS) 

to the Anglo-Saxon Accounting System.  

Motivated by the ongoing inquiry into the history of government accounting 

including local government (Gomes 2008; Sargiacomo and Gomes 2011) and the moves 

from cash to accrual based accounting system in local government sector, this chapter 

provides answer(s) to the first research question raised in chapter 1. It is about how 

government accounting in particular local government accounting in Indonesia has 

                                                   
6 Although government agencies were given responsibility to put in place a consistent national 

accounting system, this was realised in 1970 in Indonesia van der Eng et al., (2014). 
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developed over time.  Sargiacomo and Gomes (2011) suggest that comparative 

international accounting history research remains to be explored and in particular local 

government accounting. Given that countries have either fully adopted accrual 

accounting system as prescribed by International Public Sector Accounting Standards 

Board or partly, if not, adapted IPSAS, each of these countries has its own history 

behind its accounting development journey, hence Indonesia. To inform history on this 

matter, this chapter also provides a summary of regulatory changes for central 

government accounting of the country. The second motivation behind this chapter is  

the fact that there is less evidence in the literature on the chronicle of local government 

accounting development and in particular developing countries which were ex-colonies 

and later attempting to adopt (IPSAS), an accounting regime different from the 

coloniser’s legacy or their own indigenous practices.  This chapter is therefore an 

inquiry into the history of government accounting, using a well-grounded periodization, 

in order to provide, for the first time a chronology of GAD in Indonesia from 1845 to 

2015. This facet of Indonesian accounting history increases our understanding of the 

evolution and revolution in Indonesian Government Accounting. It also informs 

accounting historians and cognate researchers on the factors driving the development of 

government accounting in Indonesia.  

 Two major periods are covered in the Indonesian accounting history. First it 

documents driving forces of GAD during colonisation (1845-1945) and second after 

decolonisation (1946-2015). The driving forces during colonisation are termed ‘ex-ante’ 

and during independence ‘ex-post’. Contrary to the study of Harun (2007, 2012) and 

Hassan (2013), this study attempts to identify the stages of development and its driving 

forces (Briston 1978; Boolaky 2012) and then examine the impact of each factor 

pertinent to GAD.  It uses a well-grounded periodization and factor categorisation 

approach similar to Guzov (2016). It is found that although the factors influencing GAD 

are both active and passive during both periods, ex-post factors were more active. 

Although after independence politicians and policy-makers were free to trigger changes 

in the accounting system that was not necessarily the case because it took Indonesia 

nearly 20 years to put in place its National Accounting (Van der Eng et al. 2014). 

However, the active factors were post 1970.  
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2.5.1 Factors relevant for Government Accounting Development  

Using Guzov (2016) criteria of periodization  the study the identifies  factors 

that capture government accounting development, both regulatory and methodological 

in Indonesia, using common-sense addition and reflection over and above archival 

evidences, secondary and contemporary literature. These factors play both active and 

passive role in accounting development. “The active factors cause changes and 

development of other factors whilst the passive factors result from the influence of other 

factors” (Guzov, 2016, p.653). Based on the detailed archival research, secondary data 

sources and current literature around the globe and Indonesia it is concluded that the 

factors underlying government accounting development could be summarised as 

follows. 

(i) Major regulatory changes 

(ii) Evolution in government accounting practice 

(iii) Development of government accounting standards 

(iv) Converging government accounting standards with international standards 

(v) Changes in government accounting reports’ form 

 

Each of these factors has played both active and passive roles in affecting GAD 

and has its own chronicle in both colonisation and independence era. In the absence of 

documentary evidence, this part of the thesis uses logical addition and reflection to shed 

light on its implications. To report the stages of development, it documents both the 

underlying factors and the timing of each factor using Briston’s accounting evolution 

theory (BAET). Drawing from Guzov (2016) it capture the impact of each factor on 

GAD at two important points in times of Indonesian accounting history. Finally, it 

presents a comprehensive time series register that depicts the chronicle of GAD in 

Indonesia and records the periodization of the regulatory changes under each colonial 

governor and President after independence (see Appendix 2.1). This is a useful 

reference in accounting history which can be used for future research. Table 2.2 

summarises the accounting system under each government from colonisation to now. 
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Table 2.2: Government system and Accounting Systems in Indonesia 

Year Government System  Political Head Accounting System  

1800 – 1945   

Colonial: Dutch Feudalism  

 

 

Colonial Governors  

 

Dutch Accounting Plan 

1959–1966  

Independent: Guided Democracy  

Policies:  Centralization 

 

 

President Sukarno 

 

Budgetary system  

Cash Based  

Single entry recording 

1966-1982 

 

1982 – 1998 

 

Independent: New Order Democracy  

Policies: Centralization 

 

 

President Suharto 

 

Budgetary system (for Central 

Government control purpose) 

Single entry system 

2001 -2005 Independent:  Democracy 

Policies: Decentralization/NPM 

President Megawati 

 

Cash Accounting system / Double 

entry system 

2005 – 2014 Independent: Democracy 

Policies: Decentralisation 

President Susilo Bambang 

 

Cash Towards Accrual 

Accounting system 

2015 Political regime: Democracy 

Policies: Decentralisation 

President Susilo Bambang 

 

Accrual Accounting System 

Various sources 

 

2.5.2 Accounting Development Framework 

Extant literature provides several frameworks to explain accounting 

development (Briston 1978; Belkaoui 1988; Choi and Muller 1992, Nobes and Parker, 

2008; Boolaky 2012). For example, Nobes and Parker (2008) provided a list of factors 

for accounting differences and accounting development in a country whereas Briston 

(1978) referred to two stages of accounting development, namely: evolutionary and 

revolutionary. Though some of these frameworks provide a mix of theories or a general 

theory, none has described how each factor has occurred and whether it is active or 

passive. Guzov (2016) described the active and passive factors affecting auditing 

development in Russia. Boolaky (2012) extended Briston’s framework by referring to a 

Transcendental Stage in Accounting Development (TSAD) which described, but not 

categorised, the factors affecting accounting development in Mauritius at each 

developmental stage.  

The basic proposition of BAET is that accounting development in a country 

occurs in two stages, namely: evolutionary and revolutionary (Briston 1978). While the 

evolutionary stage refers to accounting development from single entry recording system 

to traditional double-entry book-keeping system, the revolutionary stage relates to 

accounting development during the period of industrialisation in a country. The 

evolutionary stage relates much more to the traditional accounting systems and practices 

of the indigenous, in this case the Indonesian prior to colonisation. It occurs at two 

points. (1) A country is at an early stage of economic development. (2) Accounting 

records are required for tax purposes. This happened even during the colonial period in 
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Indonesia when the Dutch set up the Tax Office known as Tax Accounting Bureau in 

1917. Revolutionary stage refers to the stage of economic development where 

manufacturing industry is growing in a country and the volume of private-sector and 

government economic activities also increase. This refers to the industrial revolution of 

the country. However, there is no archival track record on the indigenous Indonesian 

accounting practice before the Dutch colony. Given that in the 14 th century Java and 

Sumatra were dominated by a Muslim demography and Islamic faith among the traders, 

logic would suggest that their accounting systems were Islamic based. It would also be 

logical to assume that in Bali the financial system was based on Kautilya’s financial 

system7 because it was dominated by Hindus.  

The tenet of TSAD is that there is a third stage of accounting development, 

which is post industrialisation and is termed ‘transcendental stage’. This occurs when a 

country becomes more open to internationalisation and business environment more 

complex (Boolaky 2012). At this stage there are needs from a wider range of users both 

local and international, hence the need for global integration. In other words, both 

BAET and TSAD have been used to narrate what happened to accounting and how it 

happened. Although these frameworks (BAET & TSAD) have been used to explain 

accounting development in the private sector, they are also relevant to capture GAD in 

Indonesia. For the purpose of this paper, we are using Briston Accounting Evolution 

Theory (BAET) to report both the evolution and revolution in GAD and then determine 

if Indonesia has transcended the revolutionary stage, using the Transcendental Stage of 

Accounting Development (TSAD). In order to capture the factors relevant to the 

development, we use Guzov (2016) factor categorisation. A combination of these 

frameworks allows us to produce for the first time a comprehensive time series register 

of GAD; which provides historical evidence of accounting development in the 

Indonesian Public Sector Accounting. 

 

                                                   
7 Kautilya was an economist of the 4th century recognised the importance of accounting methods 

in business enterprises and developed financial systems including accounting systems illustrated in the 

Arthashastra. He developed book-keeping rules to record business transactions also emphasised on the 

importance of independent audit. For government accounting and accountability he suggested two 
separate offices namely: (1) The Treasury and (2) The Controller-Auditor. 
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2.5.3 Chronology of Government Accounting Development 

Colonisation Era and GAD 

Major regulatory changes (1845-1945) 

Regulatory changes are active factors for the development of government 

accounting. The chronology of the appearance of this factor is linked with the passing of 

a number of legislations which resulted in a number of changes in the accounting 

practice of the then colonial government in Indonesia. We provide below a chronicle of 

the legislations and their impacts. 

I845-1903: (Wetboek van koophandel / Dutch Commercial Code) Staatsblad 

No.23/1847(01.05. 1847): This law was passed under the governorship of Jan Jacob 

Rochussen to determine rights and obligations of businessmen including permission 

from the governor to incorporate a business8 including limited liability company 

(Naamloze Vennootchaap / NV)9.   

Indische Comptabiliteitswet 186410 (23.04.1864): The purpose of this law was to 

regulate budgetary data as from budget year beginning 1867 after the book has been 

balanced and certified but before  submission to the State Governor General and 

published. In present interpretation it signifies approval of the national budget before 

being published. This regulatory change was evolutionary with a passive impact. It 

occurred as a result of the need to implant the Dutch Code of Commerce (an active 

factor) that led to the importance of public accounts (another factor stemming from the 

active factor) which then required the passing of this law (Guzov 2016).  

1904- 1909: Belasting Accountdienst 190711: This law was passed under the 

governorship of Johannes Benedictus van Heutsz to establish the State Accounting 

Bureau. It was also used as a legal instrument to enforce compliance with the 1847 Law. 

The purpose was to (1) ensure that State’s accounting was practised as required by the 

Commercial Code 1847 and (2) enhance auditing in government tax to minimise tax 

evasion and avoidance. As an active factor, this legislation led Indonesia to follow the 

then Dutch Accounting Plan (DAP). It also prescribed the roles and duties of the 

                                                   
8 Artcle 36-56 of this law  (Dutch Commercial Code) provides details in regard to business 

incorporation and minimum capital requirement , limited liability and obligation to report. 
9 NV means limited liability company. 
10 Section 126 regulating data belonging to  the public accounts 
11 The Governor passed this law also to strengthen government tax audit as well as audit 

regulation in general. 
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auditors as well as their reporting responsibilities. Logically, because the roles and 

duties of government auditors were complex both in terms of technicality and language, 

the Dutch coloniser did not trust the ability of the Indonesian indigenous. Hence, 

Government auditors (passive factor) had to travel from Netherlands to conduct the 

audit. Archival records do not provide evidence of the audit works including any report 

issued by the Dutch auditors. However, Yunus (1990) suggest that two auditors12 were 

sent from Netherlands to conduct audit work in Indonesia in 1896 and 1907 (see also 

Soemarso 1995). 

1910- 1914: World War I: The world was pre-occupied with the War I. Many countries 

including Netherland (then Holland) were fully involved in the war and had to focus 

and utilise most of the resources for the war. As such, neither the Dutch nor their 

colonised countries record any new laws or events related to accounting in Indonesia 

because that was not the priority. They were all focused on assembling artilleries to 

fight World War I. Since then the accounting regulation dwelt on the provisions of the 

Code of Commerce 1847 which required all businesses to keep sufficient records of 

their activities so as to be able to determine assets and liabilities. 

1915-1920: Staatblad no.12 /1917: The aftermath of World War I entailed economic 

crisis.  There was a need to raise government revenue. The then Governor, Johan Paul 

van Limburg Stirum, passed this law to set the Tax Accounting Bureau so as to 

intensify tax revenue collection. The Bureau was directed by a Dutch colonial13.There 

was then a need for accounting workers both in government and private sector. That 

situation gave opportunity to indigenous Indonesian to join the government sector 

following intensive training from Dutch on the implementation of DAP. 

1921-1926: Staablad 448/1925- Indonesische ComtabiliteistsWet (ICW)/Netherlands 

Indies Public Accounting Law (02.06.1925) was the first public accounting law in 

Indonesia that addressed government accounting. That was necessary because the Dutch 

set up companies that were owned and operated by the government. A good example of 

this type of companies was the national printing press and public utilities. They were 

                                                   
12 Internal auditors who first came to Indonesia is Labrijn-JW who was in Indonesia in 1896 and 

Van Schagen was the first to carry out audit work (preparing and controlling the accounting firm) in 

1907. 
13 Götzen  joined the Taxation  Office  in the Dutch East Indies 1921-35. He was Treasurer and 

then Director at the Department of Finance 1935-1946 in the Dutch East Indies. He later became Minister 

for Colonial Affairs 1947-52 and later President of the Dutch Audit Office 1956-65 

(Stevens 1993). 
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not commercially or profit oriented. Dirk Fock was the Governor responsible to set up 

budgeting and reporting system for both central and local government including 

government-owned companies. This was made through Staatblad 448/192514 (The 

Netherland Indies Public Accounting Law). Government companies were required to 

produce a budget report to the Governor General who was accountable to the 

Netherland’s government. This law was an active factor which by virtue of its 

provisions, led to the set-up of a government budgeting and reporting system (passive 

factor) as a check and balance on expenditures. 

1927-1932: Staatblad No.419/1927: Government-owned companies incurred huge 

capital expenditure that required monitoring. As usual every five years a new Governor 

(Andries Cornelis Dirk de Graeff) was appointed and the latter had to establish a system 

for budget monitoring. Staatblad 419/1927 was passed to be able to regulate capital 

expenditure of public utilities and enterprises through a proper budgeting system. 

Between 1933 and 1943, there was no specific regulation relevant to government 

accounting, except the Staatblad15 320/1933 and 381/1933 (30.11.1933) which targeted 

mainly the administrative principles and practices in the government sector. The aim(s) 

was to improve public sector management. This included both accountability and 

transparency. There was nothing in particular to accounting. 

2.5.4 Evolution in the Government Accounting Practice 

The evolution in accounting practice is a passive factor caused as a result of the 

1907 law on Accounting (Belasting Accountdienst 1907) which enforced Dutch 

Commercial Code 1847. Before colonisation, Indonesia might have its own accounting 

system for which accounting history does not have any record but could be related to 

the customs and traditions prevailing during the ancient times. As mentioned earlier, the 

Indonesian dominated by Hindus would follow the Kautilya’s financial system whereas 

those dominated by Muslims the Islamic finance system. Later when the Dutch took 

over, their accounting system was enforced. Once the 1907 law was passed government 

accounting as well in Indonesia followed the Dutch Accounting Plan. However, with 

the passing of new legislations (Staablad 448/1925, Staablad 419/1927 and Staablad 

381/1933: (30.11.1933)), government (central and local) moved to a budgetary 

accounting system. During colonisation period and even for many years after 

                                                   
14 This law enabled the Dutch to form government owned companies. These companies were 

operated by the government. This was the beginning where Indigenous Indonesian would start having 

opportunities to work in the Government. But that was very restricted and discriminated. 
15 Section 8 deals mainly with administrative principles and practices. 
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independence, accounting practice in Indonesia did not have significant change(s) 

because it was still dependent on the Dutch, hence could not move away from the 

coloniser’s accounting diaspora. Between 1921 and 1926, new type of business 

organisation(s) such as government-owned companies were formed and there was a 

need for an appropriate accounting system. This led to the passing of the above 

mentioned new legislations in order to put in place new accounting16 system suitable to 

ensure effective monitoring and accountability. A second accounting evolution during 

colonisation was the move to a budgetary accounting system which also included a 

capital budget reporting.   

During the colonisation era, there was nothing related to the development of 

accounting standards both in the private and public sector, other than the DAP. 

However, as mentioned above, to improve accountability laws were passed and 

companies’ managers were required to submit a budget report. The Commercial Code 

1847 required a report on the receipts and payments made for the year. 

2.5.5 Post-colonisation Era and GAD 

The post-colonisation period of Indonesia has been under the leadership of seven 

different Presidents. Among them President Suharto ruled for thirty years. However, 

under each of the six Presidents, there have been major regulatory changes that led to 

changes in accounting standards, systems and practices in both the private and public 

sector. We document below the regulatory changes and its impact after independence. 

Major regulatory changes 

Major regulatory changes related to government accounting happened between 

1950 and 2013. They covered laws that led to changes in the profession, accounting 

systems and practices including public sector accounting standards. They are described 

below and linked with the specific impact on GAD.  

1950- 1955: Law No.34/1954Regulating Accounting Profession: (13.11.1954). The 

Dutch regulated accounting but not the accounting profession. The profession operated 

in a vacuum between 1845 and 1953. In 1954, President Sukarno found it a necessity 

and passed the above law to that effect. Law No.34/19541718 regulated the profession by 

                                                   
16 Chapter 2; Article 6-13 deals with the bookkeeping of trades. 
17 Article 3 section 4: It was mandatory under this law for all certified accountants to register his 

or her name in the State register of the Ministry of Finance. 
18 Section 1,2,4 of Law No.34/1954 
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firstly recognising who can bear the title of ’Accountant’ and that every accountant 19 

had to be certified and registered in the official list of the Ministry of Finance. In 1959, 

the government decided to set up the Indonesian Institute of Accountants. The decision 

(Decision 1959, Number 24) was published in the Government Official Gazette Number 

17. There was nothing related either directly or indirectly to accounting during 1960 to 

1970. 

2.5.6 Revolution in Accounting System & Practice (2003-2015) 

The pathway to accrual accounting 

Law 17/200320 (28.04.2003): This law brought in the New Public Management Reform 

and required all government institutions to adopt accrual accounting within five years. 

This was enforced by Finance Minister Decree 337/200321 (08.07.2003) which 

stipulated that government institutions at all levels are required to adopt accrual 

accounting in their annual report. The Treasury Law No1/2004 was passed in order to 

shift Indonesian Government Accounting Standards from cash to accrual basis (Harun 

et al. 2012). By virtue of its complexity, this project was on a phase-by-phase basis 

beginning with the move from cash accounting to cash towards accruals and ultimately 

to full accrual accounting. Because it would take sometimes to change over from cash to 

accrual, the government passed another regulation No. 24/200522 (13.06.2005) so that 

government bodies including local government to use the cash-toward accrual (CTA) 

pathway. This regulation required the government entities to prepare budget realisation 

statements (cash basis), balance sheet, cash flow statements, and notes of financial 

statements. Regulation No 56/200523(09.12.2005) called for government institutions at 

all level to publish a financial report. It was in 2009 that Regulation No PER-

62/PB/2009 (23.12.2009) was passed requiring financial reports under the accrual 

system. At the local government level, accounting system was mostly cash-based 

(Monsen 2002; Harun 2007; Mc.Leod and Harun 2014). Law No 15/2006 (30.10.2006) 

                                                   
19 Article 2 – Title of accountant is given to a degree holder graduated from a state university 

(Economics Faculty) whom accomplished all the subjects with distinction.  

Article 4 – Given to people who works in accounting field, solely or work in an accountant firm 

or in an office which deal with accountancy function.  

 
20 Section 30, 31, 32 required accrual accounting in government department, 
21 Section 10 All Government institutions have to prepare accounts under accrual accounting. 

 
22 Section 6 Cash toward accrual 
23 Sections 2-5 All government institutions (local govt.) to publish annual reports. 
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was passed to enforce compliance with integrated coding system on government 

institutions including local government. 

In 2010 Law No 71/201024 (22.10.2010) required all local government entities to 

prepare financial reports under the accrual system. However, as per government audit 

reports, majority of local government enterprises were issued with a qualified audit 

opinion on compliance with accrual accounting (McLeod and Harun 2014). That could 

be due to lack of training, lack of resources and also conversion cost. In 2013, the 

government issued accounting standards based on accrual system for local government 

under the Ministry of Home Affairs Decree No.64/2013 (03.12.2013) and also enforced 

local government to use accrual accounting in their annual accounts ending 2015. 

Standardisation of Budgetary Accounting 

2004-2013: This was the next revolution in government accounting and is an active 

factor that led to more effective recording and audit of both revenue and expenditure 

items. As far as the local government is concerned, Law 32/200425(15.11.2004) was 

enacted to further regulate their budgeting system including reporting with the view to 

make monitoring more effective. MOHA decree No 13/2006 (15.05.2006) replaced 

MOHA decree No 29/2002. It required every item of the annual district budget to 

follow an integrated code system and that the accounts of all local government 

organisations to have their accounts audited annually. Compliance with the standard 

code was enforced by Law No 15/2006 (30.10.2006); a law of the Supreme Audit 

Institution. In order to enhance public information President Susilo passed Law No. 

14/2008 to raise transparency of local government budget management.  

2.5.7 Development of accounting standards 

1970-1975: Indonesian Accounting Standards/1973; Supreme Audit Body: In 1973, the 

Indonesian government decided to depart from the Dutch system (Previts and Wolnizer 

2011). This was the first revolution in the accounting systems of Indonesia. It was an 

active factor to improve standardization of accounting in the country. The government 

produced its first set of accounting standards based on the US GAAP but it was only 

applicable to the private sector. In 1973, The Institute released the Indonesian 

Accounting Standards; which were mainly the US Generally Accepted Accounting 

Principles (GAAP) of 1965. The reason(s) for adopting US GAAP was because of (i) 

                                                   
24 Sections 4,6,7 
25 Sections 11.15. 163 
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US aids, (ii) to attract US investors and those from other countries and (iii) many 

academics and professionals in the country were influenced by the US education. 

Indonesia used US GAAP until 1994.  

Law No. 5/197326(Law of Supreme Audit Institution) was then passed to set the Supreme 

Audit Office to oversight audit practice in the country as well as providing audit 

services to both central and local government. Prior to that, in Indonesia the 1945 

Constitution established a Supreme Audit Board to investigate management and 

accountability of the country finance. The Supreme Audit Institution structure is also 

described in the constitution.  BPK Law No 5/1974 (23.07.1974) (Public Sector 

Accounting) dealt with basic administrative principles in government sector. 

1991 – 1995 Decree of the Ministry of finance No 476/KMK.01/1991, (21.05. 1991): 

This regulation was passed to regulate the government accounting system. Early 

reforms in public sector accounting started in 1992 under President Suharto following 

Decree No 35/1992.  July 7, 1992.This Decree aimed to improve and replace the cash 

based system of public sector accounting that had been in use from the Dutch colonial 

era. Pursuant to this Decree the State Financial Accounting Agency was established and 

was assigned the responsibility of moving the cash basis system of accounting towards a 

more informative system (Dewi, 2001). This was the second revolution in the GAD of 

Indonesia and is a passive factor entailed by the passing of the above decree. The 

government was looking for a more transparent accounting systems and standards. 

2.5.8 Changes in Accounting Report 

2000-2005: Changes in the accounting report are a third revolution in GAD and a 

passive factor. The government decided to raise both the standard and extent of 

government reporting system. In 2000-2005: Presidential decree No 

17/200027(02.02.2000) was passed which required all government institutions to submit 

budget realisation and balance sheet. The government also raised the local government 

accountability by passing the Law No 105/200028(10.11.2000) specific to local 

government mandating all local government entities to prepare an accountability report, 

financial note, cash flow and balance sheet.  

                                                   
26 Section 2  
27 Sections 62,64 
28 Sections 35,37,38 
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The decree of Finance Minister No 295/KMK.12/2001 (Sistem Akuntansi Pemerintah 

Pusat/ Central Government  Accounting System): guided the central government to 

apply accounting information system to record the data and report all financial 

transactions, assets, liabilities and equities of the central government.  

MOHA Decree No. 355/KMK.07/2001 (05.06.2001): This Decree was legislated to 

regulate and support local government accounting. This applied mainly to 

municipalities and cities. The Finance Minister Decree 308/2002 was passed to 

strengthen public sector accounting in general including local government. In the same 

year the Ministry of Home Affairs passed MOHA decree No 29/2002 (10.06.2002) 

requiring local government to manage, record, and report all financial transactions and 

for central government as how to structure National Budget management. 

2.5.9 Converging accounting standards with international standards (2003 – 2015) 

The public sector accounting system in Indonesia covers the financial reporting 

of (1) the central government, (2) local governments and (3) public sector enterprises 

(Harun and Karen 2012). Prior to 2003, central and local governments, as well as other 

government agencies, were using the cash based system, except state-owned enterprises, 

which used private sector accounting (Nasution 2008). The cash-based system was 

inherited mainly from the Dutch accounting system, which is also called the Dutch 

Accounting Plan (Indonesische Comtabiliteistwet) (Sugianto et al. 1995). The Dutch 

Accounting Plan shows a number of shortcomings. They are as follows: (1) no standard 

of recording, (2) no budgeting, (3) no proper chart of accounts and (4) no proper 

classification of expenditures that are fundamental to public sector reporting. Moreover, 

the accounting system tends to be more internal-oriented.  

In 2003, Law 17 drove the government to develop its own accounting standards 

in 2005. By Regulation No. 24/2005, the government formally issued the Indonesian 

accounting standard, known as the Government Accounting Standards (GASt), which 

was also applicable to local government. The standards were based on accrual system to 

align with international standards. This law brought a dramatic change in public sector 

accounting.  Since then all government departments, including local government, were 

required to adopt the accrual system. Because of its complexity, most of the government 

bodies including local governments could not apply or follow the accrual system. 

According to Harun and Robinson (2005), there were many barriers to the 

implementation of the accrual system. They refer to three main barriers, namely 
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standard setting issues, legal issues, and lack of political will. As regard standard setting 

the problem is the standard setting body. This implies that the government itself sets the 

standards as opposed to delegate this task to an independent standard setting body such 

as the Indonesian Accountants Association (Dewi 2001; Hanjari 2001). They further 

suggested that there was a lack of political will to embrace the accounting revolution 

despite the fact that Indonesia starts to enter a new economic, social and political era. 

Similarly, Guthrie, Parker and Shand (1990), Sugianto et al. (1995), Guthrie et al. 

(1998) and Harun (2005) highlighted some other deficiencies of the Indonesian cash-

based system, namely: (1) financial reporting does meet the audit requirements set out 

in Law 17/2003 on State Finance, (2) failure to accurately represent resource utilisation, 

(3) failure to take account of future commitments, (4), guarantees or other contingent 

liabilities are not recognized until cash is paid to discharge the obligation in question (5) 

concentration on cash payment alone will not consider asset depreciation. As a result, 

the government allowed the use of cash toward accrual system and that process lasted 

until 2014. As from 1 January 2015, local government entities have to produce financial 

statements under full accrual basis. 

This section has documented, for the first time, a chronology of regulatory 

changes affecting government accounting development including local government 

from colonial era to now. It has segmented the chronology into colonial and post-

colonial era in order to report the periodization of events. We then analyzed the events 

by perusing data from primary and secondary sources. Using logical reflection and 

interpretations, we have described whether these historical events were active and or 

passive factors. At the end, we have produced a ‘time series register’ to report the 

chronology of regulatory changes in government accounting of Indonesia, a useful piece 

of information for historian to conduct further research. Between the colonial times to 

now, changes in government accounting have been possible as a result of the 

government (colonial and non-colonial) passing and enforcing a number of decrees and 

laws. Between 2004 and 2013, the government of Indonesia has attempted to adopt  

IPSAS accrual. However, that was not realized until 2013 when the Ministry of Home 

Affairs imposed on all local government entities including municipalities and cities, 

through Decree 64/2013, to adopt IPSAS accrual accounting.  
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2.6 Conclusion 

This chapter described the structure of local government in Indonesia from 

colonisation period to present time. It also explains the responsibility and accountability 

of municipalities. At a second front the regulatory framework of accounting for local 

government is presented to demonstrate how the laws/regulations/decrees related to 

local government accounting has changed over time because of changes in the users’ 

needs and also because of changes in the political situation of the country. The purpose 

of each law/decree/regulation is also briefly described in Table 2. The chapter ends with 

an overview of accounting within the entire local government in Indonesia followed by 

a histology of accounting development in government accounting Indonesia. 
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Appendix 2.1:TIME SERIES REGISTER: Accounting Development & Impact factor 

Year Date Section Regulatory Changes Purpose(s) Development Stages Impact Factor 

1848 1st May  Stbl No 23/1847/ Wetboek van 

Koophandel / Dutch Commercial Code1 

To determine the right and obligations of any person who carries on a business at any 

time.  

  

1864 23 April  Stbl No 106 / Indische 

Comptabiliteitswet 2 

To regulate that data pertaining to the public account beginning with the 1867 

budgetary year after the book had been balance, certified and submitted to the state 

general and the people’s council and published.  Evolutionary Passive 

1907 1907  Belasting Accountant Dienst 19073 State accountant bureau with duties include forming and checking companies books Evolutionary Active 

1917 1917  

Stbl No 12/ 1917. Tax accounting 

Bureau4 

Tax intensification due to economic crisis during World War I followed by auditing 

activities done by tax accountant bureau. It created the demand of accounting workers 

either working for the government or working for companies.    

1925 2 - June - 1925  

Indische Comptabiliteitswet Staablad5 

No. 448/1925 Netherlands Indies Public Accounting Law  Evolutionary Active 

1927 1927  

Indische Bedrijvenwet Staablad6 

No.419/1927 Capital Expenditure Monitoring Evolutionary Passive 

1933 1933  

STbl No 320/19337. Instructie en 

verdure bepalingen voor de 

algemeneene Rekenkamer (IAR) 

To implement the auditing and responsibility of national finance 

  

1933 30 – Nov - 1933 8 
Reglement voorhet Administratief  

(RAB) 8 Staatsblad No 381/1933 
Improving Administrative Principles and Practices in Public Sector Evolutionary Passive 

1954 13 – Nov – 1954 1, 2, 4  Law No.34/1954 9 Regulating Accounting Profession Revolutionary Active 

1973   Indonesian Accounting Standards 10 Indonesia develops its own accounting standards based on US-GAAP Revolutionary Active 

1973 16 – July - 1973 2 Law No. 5/1973 11 Supreme Audit Office to oversight audit practice in government sector Revolutionary Active 

1974 23 – July - 1974  Law No 5/1974 12 Public sector administrative principles Revolutionary Passive 

1981 1981  MOHA Decree No 900-099/1980 13 

MAKUDA was designed to manage all financial activities and it was intended to be 

able to produce list of budget realization and simple cash flow.    

1991 24 – May – 1991  MOF Decree No 476/KMK.01/1991 14 To regulate the government accounting system Revolutionary Active 

1992 7 – July – 1992  MOF Decree No 35/1992 15 To move away from Dutch Cash accounting system Revolutionary Passive 

1995 1995  Companies Law/1995 16 

To replace the Wetboek Van Koophandel/1984 and to support the Indonesia capital 

market.   
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2000 2 – Feb- 2000 62, 64 Presidential decree No 17/2000 17 Government institutions to prepare budget realisation and balance sheet Revolutionary Passive 

2000 10 – Nov – 2000 35, 37, 38  Law No 105/2000 18 

Mandating local govt accountability report, financial note, cash flow and balance 

sheet.  Revolutionary Passive 

2001   MOF Decree No 295/KMK.12/2001 19 Guidance on government accounting information system Evolutionary Passive 

2001 5 – June – 2001   MOF Decree No. 355/KMK.07/2001 20 Regulating local government accounting system Revolutionary Active 

2002 10 – June - 2002 31, 32 MOHA decree No 29/2002 21 

Mandating all local government entities to manage/record and report financial 

transactions Revolutionary Passive 

2003 28 – April – 2003 

30, 31, 32 

(1) Law 17/2003 22 Requiring accrual accounting in government department Revolutionary Active 

2003 18 – July – 2003  10 MOF Decree 337/2003 23 Government institutions to prepare financial statements under accrual accounting Revolutionary Passive 

2004 15 – Nov – 2004 

11, 15, 163, 

184  Law 32/2004 24 Regulate budget monitoring Revolutionary Passive 

2005 13 – June – 2005 6 Regulation 24/2005 25 Move to cash-towards accruals (CTA)  Revolutionary Active 

2005 9 – Dec – 2005 2, 3, 4, 5  Regulation No 56/2005 26 All government institutions to publish annual reports Revolutionary Passive 

2006 15 – May - 2006 220, 232 MOHA decree No 13/2006 27 

Budget to follow an integrated coding system and annual audit mandatory for local 

govt. Revolutionary Passive 

2006 30 - Oct – 2006 6, 7 Law No 15/2006 28 Enforcing compliance with the integrated coding system Revolutionary Passive 

2009 23 – Dec – 2009 6,7 Regulation No PER-62/PB/2009 29 Financial Statements under Accrual basis Revolutionary Passive 

2010 22 – Oct – 2010 4,6,7 Law No 71/2010 30 All local government entities to follow accrual accounting Revolutionary Passive 

2011 2011  Law No 5/201131 To revise the law on public accountant in 1973    

2013 3 – Dec – 2013  MOHA Regulation No.64/2013 32 Issue of Government Accounting Standards based on IPSAS Transcendental Passive 

2014  

Chapter II 

article 2 Law No 25/PMK/201433 

Regulation of the minister of finance on state-registered of accountant 
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Chapter 3: Review of Literature 

3.1 Introduction 

The aim of this study is to investigate the drivers of the IPSAS adoption and 

harmonization of accounting systems and practices in local government of Indonesia 

with reference to municipalities and cities. Local government accounting in this country 

has a long history even before the colonization era. It has been developing over this time 

through the passing of different decrees/laws/regulations. This is discussed in chapter 2   

In order to identify the research gap and meet the objectives of this study the following 

courses of research are followed namely: (1) IPSAS adoption and implementation 

around the globe and (2) harmonization of accounting systems and practices in local 

government. Mainstream accounting literature has provided evidence(s) on the benefits 

and challenges related to the adoption of international standards as well as 

harmonization both in the private and public sector. Mostly these literatures were 

confined to developed countries. While some of the researchers have argued for IPSAS 

adoption and harmonization others have criticized IPSAS as a one fit for all standards 

because of countries’ specificities. This chapter is a review of literature on adoption and 

harmonization with IPSAS both at central and local government and then scaffold to the 

literature on local government accounting in Indonesia. It is divided into two parts: Part 

A on IPSAS Adoption and Part B Implementation and Harmonization. Part A is 

organized into two main sections. Section 3.2 is on ‘adoption’ of international public 

sector accounting standards. Section 3.2.1 is a review of past studies on IPSAS in 

central government. Section 3.2.2 is on IPSAS adoption in local government around the 

globe and section 3.2.3 is on IPSAS adoption in local government in Indonesia. Part B 

is also structured into three sections namely section 3.3, 3.4 and 3.5 respectively. 

Section 3.3.1 is a review of the uses and implementation of IPSAS whereas section 

3.3.2 and 3.3.3 emphasise on harmony and harmonization. Section 3.4 discusses the 

limitations of past studies and report the research gap. The chapter ends with a 

conclusion in section 3.5.  

3.2 Part A: Adoption of International Public Sector Accounting Standards   

3.2.1 Review of past studies: IPSAS in Central Government 

Many countries that have adopted IPSAS (see table 3.1 below). Among the   

Anglo-Saxon countries, Australia and New Zealand are the leading ones that adopted 

and used the accrual-based accounting in the government sector (Benito et al. 2007; 
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Carlin 2005; Christiaens et al. 2010; Groot and Budding 2008; OECD 2002; Van der 

Hoek 2005). Reform movement on New Public Management (NPM) has been a critical 

driving force for management and reporting novelties in both central and local 

government. The general objective driving the reforms has been to improve efficiency 

and effectiveness in the delivery of public services (OECD 1993, 1994). In order to 

achieve the general objective of NPM, Guthrie et al. (1998) suggest that both central 

and local government adapted and developed new public management principles and 

methodology. Change (s) in public sector financial reporting has been one of the 

novelties considered imperative to enhance the quality of information published by 

central and local government. Many developing countries have initiated structural 

changes in the provision of public services, reflecting the NPM trend, albeit their efforts 

have not been widely represented in mainstream research (World development Report 

2000; Economic Commission for Africa (ECA) 2003; Alawattage, Hopper and 

Wickramasinghe 2007; Mimba et al. 2007). Broadbent and Gutherie (2008) argue that 

these structural changes have created the need for new accounting and accountability, 

providing the impetus for accounting reforms in developing countries.  

For developing countries, Chan (2005) states the widespread use of IPSASs is 

twofold. Firstly, the IPSASs have the advantage of being supported by powerful 

international financial institutions, namely the World Bank (WB), the International 

Monetary Fund (IMF), and the Asian Development Bank (ADB). Many countries (both 

emerging and developing) around the world that have used IPSAS or are using IPSAS 

have been funded by these international funding institutions. Among these countries is 

Indonesia. Secondly, the IPSASs ideas are being increasingly recommended as the best 

government accounting alternatives that the global accountancy profession can offer to 

the public sector. Support from international financial institutions and backing of the 

accounting profession have made IPSASs a de facto benchmark for improving, 

evaluating, and harmonizing the government accounting system of developing nations 

(Adhikari and Mellemvik 2015).   

Wynne (2008) reviewed evidence of the advantage of adopting accrual 

accounting system so that governments considering this type of reform can base their 

decisions on the actual experience of those few countries, which have adopted this 

approach. He contends that over the last decades accrual accounting has been presented 

as the reform for public sector accounting and the basis for the wider New Public 

Management reforms and the marketization of the public sector (Wynne, 2008) (see 
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Barton 2005; Ellwood and Newberry 2007, Ouda (2004, 2005); Wynne 2007). 

However, it is becoming increasingly clear that the claimed benefits of introducing 

accrual accounting are not being realized in practice. For example, (Dorotinsky 2008) 

suggests that in Australia, New Zealand and the UK, if their governments’ knew then 

what they know now, the move to accrual accounting may never have taken place. 

Several other countries have also reviewed the evidence and have decided that a move 

to accrual accounting is not appropriate, at least in the short-term (for example, China, 

Ghana, Malaysia, Mauritius, Namibia, Netherlands, Pakistan).   

Wynne (2008) reveals that supporters of accrual accounting argue that a range of 

significant benefits are available to governments which move from the cash to the 

accrual basis of accounting. In contrast, the costs of moving to accrual accounting are 

accepted as being substantial. Some governments may consider that a move to accrual 

accounting will provide the opportunity for a complete overhaul of their financial 

management systems through the adoption of leading edge twenty first century reforms. 

However, Hepworth (2003, p. 37) argues against such a strategy and recommends that:  

“before this reform (accrual accounting) is introduced, cash accounting should be 

robust, control and audit should be effective and the legislature should have an ability to 

call the executive to account”. 

Hughes (2013) emphasizes that the adoption of IPSAS is important on different 

facets. Firstly, it improves the capacity of governments to provide the legislative bodies, 

citizen, media and other stakeholders with understandable, relevant, reliable, and 

comparable financial statements. Secondly, it will improve the quality of financial 

accountability and governance. Thirdly, up-front development of the harmonized 

accounting policy is a key step in strengthening the budget execution process and 

improving the quality of financial reporting. In addition, the PWC survey report (2013) 

indicates the greater transparency and accountability stands out as the greatest benefit of 

adopting IPSAS.  

Adhikari and Mellemvik (2010) study on whether, how, and to what extent the 

South Asian countries have or are planning to move in International Public Sector 

Accounting Standards (IPSASs) direction. Using the institutional perspectives, they 

explore the roles and contributions of international financial institutions in the 

dissemination of public sector accounting reform ideas. They suggest that many South 

Asian countries have envisaged the adoption of the cash basis IPSAS as a way forward 
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in order to later implement accrual accounting. International financial institutions have 

seemingly created a fear in the region that accrual accounting cannot be introduced 

without first adapting rather than adopting IPSASs in all material respects. The authors 

suggest that the acceptance of IPSASs in South Asia is better understood in terms of 

legitimacy.  

Christiaens et al. (2010) examine the adoption of IPSAS in seventeen European 

countries. They conclude that (1) the adoption process varies and (2) the level of 

adoption differs among countries. They contend that some countries still use cash based 

accounting. They further argue that majority of local and central governments that apply 

accrual accounting do so disregarding IPSAS; they prefer using their own local business 

accounting rules. The authors also suggest that the adoption of IPSAS will improve the 

(inter)national comparability of financial information and to facilitate the consolidation 

of financial statements where applicable. Yet some jurisdictions choose not to apply the 

IPSAS by virtue of the fact that (1) local standard setters fear of losing their standard-

setting authority, (2) IPSAS are still relatively unknown and (3) they have opted to 

implement their own business accrual accounting regulations, which fits in with the 

‘Law of the handicap of a head start’. Christiaens et al. (2014) extended their study to 

cover eighty-one countries with a view to provide evidence from IPSAS adoption and 

its determinants across the globe. The study was mainly a perception study based on a 

survey-questionnaire. They drew conclusion based on 100 questionnaires representing 

respondents from fifty-nine countries (48 academics, 33 officials, and 19 consultants). 

This approach inherits a number of weaknesses, namely: (1) the number of respondents 

is too small to draw general conclusions, (2) responses were not obtained from all 

countries, (3) the authors have not provided explanation as to how they have evaluated 

the responses and (4) the findings revealed cannot therefore provide a reasonable picture 

as to the state of IPSAS adoption, implementation/uses and harmonization at a country 

level. The authors have also missed to provide explanation on the determinants and in 

particular their magnitude on the adoption of IPSAS. Using hard data, my thesis aims to 

extend the body of literature on public sector accounting by providing evidence on 

IPSAS in Indonesian local government.  

Bellanca and Vandernoot (2013) examine the Belgian public accounting and 

suggest although accrual accounting is increasingly used in public entities, IPSAS have 

disadvantages and are still incomplete to meet the requirement of public sector. They 

propose that analyzing IPSAS and their adoption would provide a more global view of 
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implementation problems and benefits of using IPSAS in public sector. Similarly, 

Rainero et al. (2013) investigate the public sector accounting in Italy with a view to 

assess the feasibility of IPSAS adoption. They suggest that the costs outweigh the 

benefits of moving to an “IPSAS based” accounting system. The verification of the 

feasibility and estimation of the time needed to implement an accrual “IPSAS based” 

accounting system in all EU member states shows that a majority of Member States 

have public sector accounting practices that can be characterized as accrual or modified 

accrual accounting across all levels of government. They suggest that it would be better 

to compare the actual system with IPSAS rather than adopting and implementing IPSAS 

without making a proper stock take at the present system.   

Benito et al. (2007) suggest many OECD countries have made substantial 

change(s) in their public sector accounting system including the adoption of 

International public sector accounting standards. However, they also contend that there 

are still differences in systems and practices and reforms (including accounting reforms) 

have been varied and not carried out homogenously, sometimes even affecting the 

objectives of accounting information or the bases of accounting used. As a consequence, 

there was no stimulus for harmonization among the countries. Their study has two 

shortcomings namely (1) they focus solely on the developed economies weaning away 

emerging and developing ones and (2) they commented on lack of harmonization 

between countries but were silent on harmonization within a country.  If there is 

disharmony of accounting practice within a country, harmony of practices at a global 

level will be more difficult. Therefore investigating harmony of practices within a 

country is important to increase our understanding of the reasons for disharmony and 

how they could be eliminated or minimized. Once harmony is found within a country 

then harmonization of practices becomes easier among countries. This is another aspect 

that my thesis will cover. 

Adhikari and Mellemvik (2008) argue that because there is no standardized 

global framework for the adoption and implementation of accrual government 

accounting, this has led to questioning the consistency and comparability of financial 

statements prepared and presented in different jurisdictions. They also argue that there 

is a great variation in the approaches adopted for accrual accounting, even in the few 

countries, which have implemented such reforms. The authors contend that this has 

made comparison of financial statements between governments difficult.  
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IFAC has been exhorting the governments to consider the use of IPSASs as a 

possible remedy to these variations of financial reporting. In contrast, a number of 

organizations are preparing and promoting statistical approaches, which emphasize 

macroeconomic developments in the government sector. There are two approaches, 

which deal with the issue of financial consistency and comparability across nations and 

organizations; the accounting approach and statistical approach. Accounting approach 

uses accounting standards for the preparation and presentation of general purpose 

financial statements. Statistical approach deals with the statistical bases for producing 

accounting information for economic analysis and policy making. While there are many 

similarities, there are also many differences and tension between these approaches to 

financial reporting. The study reveals that many governments have in fact adopted both 

systems of reporting. In recent years, the issue of achieving convergence between the 

accounting and statistical approaches to reporting has attracted increased international 

attention.  

Grossi and Soverchia (2011) examine the accounting reform including accrual 

accounting carried out by the European Union (EU). The authors found that in the case 

of the EU, a qualifying element of the accounting modernization project appears to be 

the choice of the so-called dual system, characterized by the maintenance of budgetary 

accounting (for compiling and managing the budget) along with accrual accounting (for 

compiling the financial statements). Another significant element of the analyzed reform 

is the IPSAS choice. The authors further argue that IPSAS do not have the same 

importance as IFRS. The adoption of these accounting standards is not compulsory for 

European public entities. They admit that the solution adopted by the EU for defining 

the area of consolidation appears to be a fair compromise between the traditional public 

and budgetary approach and the private-sector approach. The authors conclude that the 

hybrid approach of the EU is positively valued. It represents a synthesis of the Anglo-

Saxon, and continental European cultures (Benito et al. 2007; Jones 2015; Grossi and 

Pepe 2009) and shows all the benefits and also the limitations of the IPSAS approach to 

consolidation in a supranational public organization.  

By 2013, 101 countries have adopted IPSAS either in central government or 

local government (see Table 3.1). Appendix 1 supplements Table 3.1 by providing a list 

of countries by IPSAS adoption including adoption by local government. In the 

appendix countries are grouped into six namely: Old Europe, New Europe, Anglo-

Saxon countries, Latin America, Africa and Asia.  
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Table 3.1: IPSAS Adoption by Region 

Regions  Number 

Europe  33 

Africa 19 

Asia  27 

North America 7 

Oceania 3 

South America 12 

Total 101 

  Sources: (www.deloitte.iasplus.com) IPSAS in your pocket  

3.2.2 IPSAS Adoption in Local Government Accounting Around the World 

This section focuses mainly on IPSAS in local government entities; which 

include municipalities also called cities or counties in some countries. Christiaens et al. 

(2014) examined the extent of IPSAS’s accrual accounting adoption in central/local 

governments worldwide as well as their underlying factors.  Most governments need 

budgetary accounting to manage budget appropriations, i.e. in the context of the yearly 

discussion and approval as well as the follow-up of their budgets. During recent decades 

and driven by NPM, many governments have reformed their accounting system into 

accrual accounting (Christiaen et al. 2014). The work of the IPSASB has revived the 

discussion about harmonization in the public sector. Some studies (Brusca and Condor 

2002; Pina and Torres 2003) have demonstrated that the development of national 

accounting system tends to be a function of different institutional attributes and 

environmental factors.  

Both national (Carvalho et al. 2007) and international studies (Christiaens et al. 

2010) show that there is great diversity in the way the accounting reforms are 

implemented in local governments as well as central government in different countries. 

Due to the non-enforceable mechanisms of IPSAS and the lack of penalties, many 

governments look at their own needs and do not fulfill all of the requirements 

prescribed by IPSAS. Arguably this is a status where countries could have claimed to 

adopt IPSAS but do not necessarily use or implement them. However, there are some 

countries that have adopted a few of the IPSAS but using and or implementing all of 

http://www.deloitte.iasplus.com/
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them. On that basis, it can be further argued that if each country adopts accrual 

accounting systems according to its own particular necessities, accrual accounting 

reforms will not be homogenous. As a result, comparative accounting suffers. 

There is also significant diversity in the IPSAS adoption process (Christiaens et 

al. 2014). Countries that lead in IPSAS adoption are mainly Anglo-Saxon (Australia, 

New Zealand, the United Kingdom and the United States), while other countries choose 

a more conservative approach (Benito et al. 2007; Carlin 2005; Christiaens et al. 2010; 

Groot and Budding 2008; OECD 202; Van der Hoek 2005). Some countries have a 

decentralised vision that is the accrual accounting reforms are first developed at the 

municipal level before they are introduced into central government. A good example is 

Sweden where accrual accounting was first adopted and implemented at local 

government and then central government. Other jurisdictions prefer a more centralist 

route. That is, IPSAS is adopted at central government first and then channel down to 

local government (e.g., New Zealand, Australia) (Groot and Budding 2008; Guthrie et 

al., 1998; Olson et al. 2007). Table 3.2 lists the countries that adopt IPSAS at local 

government together with the accounting systems, namely: cash-based and accrual-

based accounting systems and local business accounting system. In 2009 14 countries 

adopted accrual accounting and 21 used their own local business accounting system. 

Only 2 were using cash accounting including Indonesia.  

Table 3.2: IPSAS Adoption and Accounting Systems in Local Government Around the World 

Countries 2009 Countries 2009 Countries 2009 

Australia AAS Indonesia CAS Senegal LBAS 

Austria LBAS 

Ireland LBAS Slovakia LBAS 

Baden-Wurtenberg 

CAS 

Italy  LBAS South Africa AAS 

Bahrain LBAS Japan LBAS 

South Korea LBAS 

Brazil LBAS 

Kenya LBAS 

Spain LBAS 

Canada AAS 

Latvia AAS Sweden AAS 

China LBAS 

Lithuania AAS 

Switzerland AAS 
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Chile AAS 

Madagascar LBAS Tanzania LBAS 

Costa Rica LBAS Malaysia AAS Turkey LBAS 

Croatia LBAS 

Malta AAS 

Uganda LBAS 

Denmark AAS Mexico LBAS UK 

LBAS 

Dem Rep Congo LBAS  Mozambique LBAS 

Ukraine LBAS 

Egypt LBAS New Zealand AAS 

United Arab 

Emirates 

LBAS 

Finland LBAS 

Netherlands AAS 

USA LBAS 

Estonia AAS 

Nigeria LBAS Wallonia (Bel) 

LBAS 

Flanders (Bel) 

AAS Norway AAS   

France  LBAS Portugal LBAS 

  

Fyrom LBAS Romania LBAS   

Greece  LBAS 

Russian Federation LBAS   

Hungary LBAS 

Saxony-Anhalt (Ger) LBAS   

Source: Christiansen (2014) International Review of Administrative Science 

AAS: Accrual Accounting System, CAS; cash Accounting System, LBAS: Local Business Accounting System 

 

Table 3.3 reports the status of IPSAS adoption in government accounting by countries. 

Table 3.3: IPSAS Adoption and Accounting system by Government around the world 

Countries 2007 2013 2015 

Afghanistan CAS CAS CAS 

Abu Dhabi - AAS AAS 

Albania AAS CAS CAS 

Algeria AAS AAS AAS 

Argentina AAS AAS AAS 
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Armenia CAS AAS AAS 

Azerbaijan AAS AAS AAS 

Australia - AAS AAS 

Austria - AAS AAS 

Bangladesh AAS CAS CAS 

Barbados AAS AAS AAS 

Belarus - LBAS LBAS 

Bhutan - CAS CAS 

Bosnia - CAS CAS 

Botswana - CAS CAS 

Brazil - AAS AAS 

Bulgaria - LBAS CAS 

Cambodia - AAS AAS 

Canada - AAS AAS 

Cayman Islands AAS AAS AAS 

Chile - AAS AAS 

China LBAS LBAS LBAS 

Cyprus CAS CAS CAS 

Colombia - CAS AAS 

Costa Rica - CAS AAS 

East and southern Africa AAS AAS AAS 

East Timor CAS CAS CAS 

El Savador AAS AAS AAS 

Estonia - AAS AAS 

Fiji CAS CAS CAS 

France AAS AAS AAS 

Gambia CAS CAS CAS 

Georgia - CAS CAS 

Germany - CAS AAS 
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Ghana LBAS LBAS LBAS 

Guatemala - AAS AAS 

Honduras - AAS AAS 

Hungary AAS AAS AAS 

India CAS CAS CAS 

Italy - - AAS 

Indonesia CAS CAS AAS 

Israel  AAS AAS AAS 

Jamaica AAS AAS AAS 

Japan - AAS AAS 

Kazakhstan LBAS AAS AAS 

Kenya - CAS CAS 

Kyrgystan - AAS AAS 

Kosovo CAS CAS CAS 

Kuwait - AAS AAS 

Lao AAS AAS AAS 

Latvia AAS AAS AAS 

Lesotho - CAS CAS 

Liberia - CAS CAS 

Lithuania AAS AAS AAS 

Lebanon LBAS - - 

Macedonia CAS CAS - 

Malaysia CAS CAS CAS 

Malawi - CAS CAS 

Maldives CAS CAS CAS 

Mauritania CAS CAS CAS 

Mauritius - CAS CAS 

Mongolia AAS AAS AAS 

Moldova - CAS CAS 
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Montenegro - CAS CAS 

Morocco AAS AAS AAS 

Mozambique - CAS CAS 

Nepal CAS CAS CAS 

Netherlands AAS AAS AAS 

New Zealand - LBAS LBAS 

Nicaragua - CAS CAS 

Nigeria CAS CAS CAS 

Norway AAS AAS AAS 

Pakistan CAS CAS CAS 

Palestinian Au - CAS AAS 

Peru AAS AAS AAS 

Philippines AAS AAS AAS 

Romania AAS AAS AAS 

Russia AAS AAS AAS 

Rwanda - CAB CAS 

Saudi Arabia - LBAS LBAS 

Swaziland - CAB CAS 

Serbia - CAB CAS 

Singapore - AAS AAS 

Slovakia AAS AAS AAS 

Slovenia - CAS CAS 

Solomon Islands - CAS CAS 

South Africa AAS CAS CAS 

Spain AAS AAS AAS 

Sri Lanka CAS CAS CAS 

Switzerland AAS AAS AAS 

Tazikistan - AAS AAS 

Tanzania CAS CAS AAS 



54 

 

Turkey - AAS AAS 

Turkmenistan - AAS AAS 

Uganda AAS CAS CAS 

Ukraine LBAS LBAS AAS 

Uruguay AAS AAS AAS 

United Arab Emirates - AAS AAS 

United Kingdom - AAS AAS 

USA - AAS AAS 

Uruguay - AAS AAS 

Uzbekistan - AAS AAS 

Vietnam  AAS AAS AAS 

Yemen - CAS CAS 

Zambia CAS CAS CAS 

Zimbabwe - CAS CAS 

Source: Deloitte website (www.iasplus.com) 

 

After having reviewed past studies on the adoption of IPSAS around the world 

including Indonesia, Table 3.4 provides a summary of the key studies and the 

significant and non-significant determinants of IPSAS adoption. The next section 

reports past studies on Indonesia. 

Table 3.4: Review Summary on Past Studies on IPSAS Adoption in Public Sector 

 

No Author/Year  Topic Country studied Theory   Determinants of Adoption 

      Significant Insignifican

t 

1. Tsamenyi et al. 

2006 

Changes in accounting and financial 

information system in a Spanish 

electricity company: A new 

institutional theory analysis 

 

A qualitative description of 

accounting in the electricity 

company (government company) 

Spanish electricity 

company 

New institutional 

theory (NIS)  

DP theory 

-Regulatory 

requirement  

-Liberation license 

-Reduction in 

electricity tariff 

-Central control from 

Head office 

- Organizational 

values 

-Market forces 

-Professional group 

 

2. Mir and 

Rahman 2005 

 

“The adoption of international 

accounting standards in 

Bangladesh” 

Bangladesh New Institutional  

Sociology 

-institutional 

legitimisation 

- key international 

donor 

 

-Political: 

perceived 

undemocrat

ic nature 

 

 

4 

Brignall and 

Modell 2000 

Case study approach  

 

An institutional perspective on 

performance measurement and 

U.K. and 

Scandinavia 

 

Institutional 

Theory 

-Funding bodies  

-service-provider 

-Purchaser 

 

 

http://www.iasplus.com/
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management in the ‘new public 

sector’.  

5 Modell 2002 Critical review on the institutional 

literature 

 

Institutional perspectives on cost 

allocations: integration and 

extension. 

 Neo-institutional 

sociology (NIS)  

 

-Cost allocation 

-Internal 

organizational 

actors 

- External 

institutional pressures 

 

6 Mizruchi and 

Fein 1999 

Critical review on the institutional 

literature 

No variable tested  

 

The social construction of 

organizational knowledge: A study 

of the uses of coercive, mimetic, 

and normative isomorphism. 

26 articles  

 

Institutional theory 

Findings show that 

DiMaggio and 

Powell's thesis has 

become socially 

constructed.  

No 

variable 

tested 

 

7 Georgescu and 

Ionescu (2014) 

Benefit of IPSAS discussed  

 

Harmonization Of Accounting In 

The Process Of Globalization Of 

Economic Activities 

Romania  -Legislative norms and 

provisions  

-Growing and complex 

level of economic 

activities.  

No variable 

tested  

 

8 Jones and 

Caruana 2015 

EPSAS and IPSAS adoption in EU 

(Malta) 

Qualitative description 

 

EPSAS—Worrying the Wrong End 

of the Stick? 

Malta Institutional Theory -Pressures from 

accounting profession 

-Foreign Grant 

-Organizational 

credibility 

 

-EU 

pressures  

-Education 

9 Oulasvirta 

(2014) / 2012 

Finland  

Qualitative / critical review of 

theory adopted  

 

The Reluctance of a developed 

country to choose International 

Public Sector Accounting Standards 

of the IFAC. A Critical case study. 

Critical Perspective on Accounting 

 Institutional theory -Long and developed 

Local PSA  tradition 

resisted to change 

-No coercive pressures 

to adopt. 

-The 

domestic 

and 

internationa

l mimetic 

and 

normative 

pressures 

not strong 

enough.  

 

10 Marissa Hassan  

2015 

Transformation to More-Accrual-

Based Accounting Practices in 

Indonesian Government.   

Indonesia  NPM reform 

New Institutional 

theory 

Discussion of the 

Institutional factors 

affecting the adoption 

of  accrual base in in 

Indonesia 

 

11 Roje et al. 

(2010) 

IPSAS Adoption  

Accounting Regulation and IPSAS 

Implementation: Efforts of 

Transition Countries Toward IPSAS 

Compliance. 

 

Slovenia, Croatia 

and Bosnia and 

Herzegovina as 

transition countries. 

 -Accounting law 

(enforcement)  

- Politics  

- Economics system 

- Grant 

Nothing 

discussed 

in the paper 

12 Bruno  Harmonizing Budgeting and 

Accounting: The case of Italy 

 

Italy 

 

 

De Jure 

harmonization 

Harmonization of 

budgetary accounting 

in Italy  

No variable 

tested 

13 (Boolaky, 

Soobaroyen 

2017 

 

 

Adoption of International Standards 

on Auditing: Do Institutional 

Factors Matter? 

Quantitative Research 

 

 

 

89 countries 

 

 

 

Neo institutional 

theory 

-Protection of minority 

interests, Regulatory 

enforcement 

-Lenders / borrowers 

rights 

-Foreign aid 

- Prevalence of foreign 

ownership  

-Educational 

attainment and  

-political system  

Import 

penetration 

GDP 

growth 

Market 

Capitalisati

on 

 

 

14 Pallot (1992 Review of public sector accounting 

concept  in the context of assets 

 

“Elements of a theoretical 

framework for public sector 

accounting” 

 -  Conceptual paper 

discussion on a  

New theoretical 

framework for 

public sector  

No variable tested   

15 Barton (1999, 

2002, 2005),  

”Public sector accounting: A 

common reporting framework? A 

Rejoinder” (2002) 

No country 

reference. 

 -  No variable tested  
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16 Brusca 2013 IPSAS Adoption &PSAS 

Harmonization 

 

Legitimating International Public 

Sector Accounting Standards 

(IPSAS): the case of Spain 

 

Spain Institutional Theory  -Political will  

-EU pressures  

-Legal system 

- 

 

17  Benito et al. 

2007 

The harmonization of government 

financial information systems: The 

role of the IPSASs. 

 

Study about adoption and 

harmonization 

Survey 

 

30 OECD countries 

 De jure 

harmonization 

The results of the 

study show that in 

effect there is a lack of 

homogeneity 

between different 

accounting systems, 

diversity being a 

characteristic of 

governmental 

financial reporting. 

No variable 

tested.  

18 Carlin 2005 Debating the impact of accrual 

accounting and reporting in the 

public sector. 

Case Study 

Victoria (AU)  

 

Asset valuation -A discussion on the 

inventory of public 

sector financial 

management 

techniques  

No variable 

tested but 

discuss 

how the IT 

developme

nt influence 

the 

financial 

reporting.  

 

19 Christiaens et 

al. 2014 

 

Comparative studies in public 

sector accounting in IPSAS 

adoption 

 

IPSAS Adoption &IPASAs 

Harmonization  

 

Impact of IPSAS on reforming 

governmental financial information 

systems: a comparative study. 

 

Survey of 81 

countries 

NPM reform theory Discussion on 

diversity in public 

sector accounting 

arises because the use 

of IPSAS is not 

mandatory in many 

countries. 

Lack of knowledge 

and little experience in 

terms of international 

accounting standards 

 

20 Groot and 

Budding 2008 

New Public Management's current 

issues and future prospects. 

Dutch and Belgium 

government . 105 

participants 

 

NPM Discussion about NPM 

experience and  

implemention of  

NPM in the future 

No variable 

tested 

21 Van der Hoek 

2005 

The Dutch  

Describes the transition process 

from Cash to accrual budgeting  

 

From cash to accrual budgeting and 

accounting in the public sector: The 

Dutch experience. 

 NPM reform theory -Parliament –pressures No 

variables 

tested 

22 Broadbent and 

Guthrie et al. 

(1992) 

Review of changing in public sector 

accounting  

 

Public Sector to Public Services: 20 

Years Of “Contextual” Accounting 

Research. 

Survey 

UK, NZ, AU 

Organizational 

theory  

Accounting theory 

No drivers tested and 

discussed. 

 

23 Adhikari and 

Mellemvik 

(2010) 

IPSAS in South Asia countries 

Qualitative  

 

The adoption of IPSASs in South 

Asia: A comparative study of seven 

countries. 

 Institutional Theory  -International Grant 

(WB) 

-Legal enforcement 

 

24 Grandis (2014) The Authorising Function of 

Budgets in Public Administration. 

Italy Content analysis 

approach 

Discussion 

around budgets are 

not merely a means 

of communication 

tools but also they 

possess a legal 

implication in the 

context of public 

sector accounting. 

 

25 Grossi et al 
2014 

Description of the change of 
consolidation to segmental 

reporting in local government  

 

Municipality Regio 
Emilia, Italy 

Institutional theory 
and NPM 

Discussion on the 
importance of 

politicians and 

manager in making 
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Consolidated financial statements in 

the public sector. 

policies of IPSAS 

implementation 

26 Grossi et al 

2015 

Description of consequences of 

IPSAS Adoption. Pursuing private 

or public accountability in the 

public sector? Applying IPSASs to 

define the reporting entity in 

municipal consolidation. 

Italian local 

government public 

services 

Institutional theory 

and NPM 

Decentralization   

27  Pina and Torres 

(2003, 

Qualitative study on 

Reshaping public sector accounting: 

an international comparative view. 

  Several governments 

have been adopting 

and implementing 

accrual accounting 

system because it 

provides more and 

accurate information 

about government 

solvency, their 

patrimonial goods and 

determining costs of 

public services. 

 

28 Bellanca and 

Vandernoot 

(2013) 

IPSAS Adoption 

Survey study: Analysis of Belgian 

public accounting and its 

compliance with International 

Public Sector Accounting Standards 

(IPSAS) 1, 6 and 22. 

Belgium 

 

NPM Discussion on time 

and cost as factors 

affecting adoption of 

IPSAS 

No variable 

tested 

29 Bellanca and 

Vandernoot 

(2014) 

EU members 

IPSAS Adoption and harmonization  

 

International Public Sector 

Accounting Standards (IPSAS) 

Implementation in the European 

Union (EU) Member States.  

28 EU member 

states 

 

Survey 

 

NPM theory 

-  Costs  

(training, hiring, 

consultancy) 

-Organizational 

change, 

-IT investments, and 

many others.  

-EU enforcement 

No drivers 

tested  

30 Gomes et al. 

(2015) Portugal 

Case study  

 

The International Harmonization 

Process of Public Sector 

Accounting in Portugal: The 

Perspective of Different 

Stakeholders. 

Portugal NPM  

Institutional Theory 

A discussion on 

institutional and 

political influence on 

reform stimuli  

 

Past studies on IPSAS Adoption in Indonesia 

1 Harun and 

Robinson 

(2005) 

Qualitatively discussion  

Implementing Accrual Regime in 

the Context of the Indonesian 

Public Sector Accounting Reform. 

 

 

Indonesia  They refer to three 

main barriers, namely 

standard setting issues, 

legal issues, and lack 

of political will. 

 

2 Harun and 

Kamase (2012) 

Qualitatively discussed variable 

Indonesia 

Accounting Change and 

Institutional Capacity: The Case Of 

A Provincial Government In 

Indonesia.  

 

Indonesia Institutional theory 

and economic theory 

-Lack of transparency 

and accountability  

-Foreign Grant 

Political 

will 

3 Harun  and 

Karen (2102) 

Qualitatively discussion on 

Institutionalization of Accrual 

accounting in the Indonesia public 

sector. 

Indonesia New Institutional 

sociology Theory 

-Lack of transparency 

and accountability  

-Foreign Grant 

Political 

will 

 

 

 

3.2.3 IPSAS Adoption in Local Government in Indonesia 

The public sector accounting system in Indonesia covers the financial reporting 

of (1) the central government, (2) local governments and (3) public sector enterprises 

(Harun and Karen 2012). Prior to 2003, central and local governments as well as other 

government agencies were using the cash based system, except state-owned enterprises, 

which used private sector accounting (Nasution 2008). The cash-based system was 
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inherited mainly from the Dutch accounting system, which was also called the Dutch 

Accounting Plan (Indonesische Comtabiliteistwet) (Sugianto et al. 1995). The Dutch 

Accounting Plan shows a number of shortcomings. They are as follows: (1) no standard 

of recording, (2) no budgeting, (3) no proper chart of accounts and (4) no proper 

classification of expenditures that are fundamental to public sector reporting. Moreover, 

the accounting system tends to be more internal-oriented. 

In 2003, Law 17 drove the government to develop its own accounting standards 

but which happened in 2005. By Regulation No. 24/2005, the government formally 

issued the Indonesian accounting standard, known as the Government Accounting 

Standards (GASt). The GASt was also applicable to local government. The standards 

were based on accrual system to align with international public sector accounting 

standards. This law brought a dramatic change in public sector accounting.  Since then 

all government departments, including local government, were required to adopt the 

accrual system. Because of its complexity, most of the government bodies including 

local governments could not apply or follow the accrual system. There was also a lack 

of sufficient professional in the country to implement the new system. In a similar vein, 

Harun and Robinson (2005) suggest there are many barriers to the implementation of 

the accrual system in Indonesia. They refer to three main barriers, namely standard 

setting issues, legal issues, and lack of political will. As regard standard setting, the 

problem is the standard setting body. This implies that the government itself set the 

standards as opposed to delegate this task to an independent standard setting body such 

as the Indonesian Accountants Association (Dewi 2001; Handjari 2001). Arguably, if 

the standards setting was under the purview of an independent body the standards could 

be more rigour and enforceable and also insulated from political lobby. They further 

suggest that there is a lack of political will to embrace the accounting revolution despite 

the fact that Indonesia starts to enter a new economic, social and political era. Similarly, 

Guthrie, Parker and Shand (1990), Sugianto et al. (1995), Guthrie et al. (1998) and 

Harun (2005) highlight some other deficiencies of the Indonesian Cash-based system, 

namely: (1) financial reporting does not meet the audit requirements set out in Law 

17/2003 on State Finance, (2) failure to accurately represent resource utilisation, (3) 

failure to take account of future commitments, (4), guarantees or other contingent 

liabilities are not recognized until cash is paid to discharge the obligation in question (5) 

concentration on cash payment alone will not consider asset depreciation. As a result, 
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the Indonesian government allowed the use of cash toward accrual system and that 

process lasted until 2014. The next section is about use and implementation of IPSAS. 

3.3 Part B: Implementation and Harmonization of IPSAS 

3.3.1 Implementation of IPSAS   

According to many studies there are differences in accounting systems and 

practices among countries both in the private and or public sector (Brusca and Condor 

2002; Luder 2002; Pina and Torres 2003; Christiaens et al. 2010; EUROSTAT 2012). 

For example, Brusca and Condor (2002) argue that accounting differences in the public 

sector exist in the treatment and disclosure of a number of items in the financial reports. 

Chistiaens et al. (2010) suggest that diversity in public sector accounting arises because 

the use of IPSAS is not mandatory in many countries. This view is also supported by 

Pollit and Bouckert (2004) as well as Pina and Torres (2003). Due to the variety of 

accounting systems and practices, the IASB issued International Accounting Standards, 

now called the International Financial Reporting Standards (IFRS), in order to assist 

accounting harmonization in the private sector. Also, the International Public Sector 

Accounting Standards Board (IPSASB) issued IPSAS to assist harmonization of 

accounting practices in the public sector (Otavova 2014; Biondi 2014). The IPSAB was 

founded in 1987 to set accounting standards for both general and local government as 

well as for government-owned enterprises. Despite IASB’s attempt to promote IFRS 

and IPSASB’s effort to promote IPSAS to harmonize accounting, diversity still exists. 

For example, some countries may claim to have adopted international standards but 

have not in effect implemented all of them due to a number of factors such as (1) 

relevance, (2) complexity, (3) lack of education and training and (4) cost (Nobes 2008; 

Brusca et al. 2002).   

The adoption of a uniform set of accounting standards, as a part of the 

international convergence of financial reporting systems, is perceived as a very 

important aspect of the globalisation of the world economy (see Roje et al. 2010;AASB 

2002; Nobes 2010). For example, Roje et al. (2010) suggest that government of many 

countries has, over the last era, adopted new international trends, techniques and 

standards already adopted within the private sector because many government entities 

have adopted the New Public Management approach that is private sector oriented. 

Other studies on New Public Management have referred to accounting in public 

sector but with very less emphasis on IPSAS. A study conducted by Lapsley (1999) is 
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among the first few that addressed the accounting systems of public sector government. 

He contends the cornerstone of reforming financial information system is the 

introduction of accrual accounting in the public sector, at the expense of traditional cash 

accounting system. On the contrary, Pina and Torres (2003, p. 335) suggest that several 

governments have been adopting and implementing accrual accounting system because 

it provides more and accurate information about government solvency, their patrimonial 

goods and determining costs of public services. In a similar vein, Guthrie et al. (1998) 

suggests that accrual accounting also improve the comparability of the financial 

performance between jurisdictions and provide a greater accountability of public 

resources, as the financial data will become more transparent.  

Brusca et al. (2002) conducted a study on ten Continental and Anglo-Saxon 

countries and inferred that accounting diversity exists in a multitude of items, both in 

the balance sheet and in the statement of income and expenditure because of two key 

differences in public administration practices. These two key differences are: (1) in 

most Anglo-Saxon countries, there is a disconnection between the budgetary and the 

accounting information, so that on the one hand accounting statements are elaborated 

and contained in the Financial Report, and on the other hand, budgetary statements are 

elaborated to fulfill legal requirements and (2) the accounting systems and practices in 

continental countries are rules-based and thus not favoring accrual accounting. The 

authors clarify that different countries in the continental area are not interested in 

adopting and using IPSAS, because IPSAS have a different philosophy to the 

continental accounting tradition29. They conclude that one of the fundamental 

differences between local accounting systems is in the treatment of budgetary reporting. 

They argue that the difficulties lie in explaining accounting policies of each country 

how accounting policy makers are unable to explain the reason for behind their decision 

to adopt a particular accounting policy. In a similar vein, they further contend that 

accounting diversity is nothing more than the difference of criteria in accounting 

standards, due to a large number of intervening factors in the configuration of the 

accounting systems of one country, both in public administration and in business. Based 

on the tenets of Luders Contingency Model30, they evoke the following as factors 

causing diversity in public administration systems and practices: (1) the legal system, 

(2) the organization of the public sector, (3) specific objectives of public financial 

                                                   
The Continental accounting tradition originated in Western European countries and influenced 

by the Roman law system and a civil law system (Smith, 2006). 
30 A model inspired on accounting diversity factors in mainstream accounting literature. 
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reporting, (4) principal users of the financial reporting, (5) financial resource supplies, 

(6) impulse of public accounting regulatory bodies, (7) interest and formation of 

professionals, (8) political and administrative environment of each country.  

Other studies on accrual versus cash accounting have reported mixed findings. 

For instance, Christiaens and Rommel (2008) and Mack and Ryan (2006) have 

highlighted how the implementation of accrual-based accounting system, as an 

alternative to cash-based or obligation-based systems, would not be necessarily 

consistent with the main characteristic of public entities. On the other hand, it has also 

been pointed out (Christiaens et al. 2010; Federation des Expert Comptables European, 

2007) that cash-based accounting does not allow for obtaining the necessary 

information in order to provide better support for planning and managing resources and 

more generally for decision-making processes, allowing greater comparability, even 

between different entities.  

General government sector entities have traditionally used cash-based 

accounting. However, since 1990, governmental accounting has progressed and many 

countries have opted for IPSAS. The reason is because IPSASs tend to reflect an array 

of international trends including harmonization of accounting and statistics reporting 

systems which results in transparent, standardized and internationally comparable 

accounting information that consequently decreases diversifications of accounting 

systems and improves the quality of government reports, particularly public 

expenditures reports (IPSASB, 2005).  

Roje et al. (2010) examine the adequacy of governmental accounting and 

financial reporting model by specifically looking at the existing accounting regulation 

and financial reporting framework in Slovenia, Croatia and Bosnia and Herzegovina as 

transition countries. They find that (i) compliance to IPSASs in these countries has 

facilitated a better understanding of public expenditures of transition countries at the 

international level, (ii) there are risks associated with switching from cash to accrual 

accounting,  (iii) the cost and benefit of the change are not necessarily well understood 

in the transition countries. They further suggest that given IPSASs are originally created 

in English, translating them into other language is not an easy task and technical 

accounting terminology can easily be lost in translation.   

Sour (2012) suggests that in Mexico the acceptance of and compliance with 

IPSAS will increase transparency and accountability in all levels of government in the 
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country. Using a sample of 31 States in Mexico, the study finds that although the level 

of harmonization is low because so far the federal government and some states share an 

interest for the new government accounting system. Grandis (2014) conducts a critical 

analysis and applicability of the IPSAS 24 and the authorising function of budgets in 

Italy. He assumes that budgets are not merely a means of communication tools but also 

they possess a legal implication in the context of public sector accounting. Using a 

content analysis approach, the author scrutinises the contents of IPSAS 24 and inquires 

the difficulties of its applications from politicians and managers. He further argues this 

standard is entirely unsuitable if it is applied to public budget where budgets have an 

authorising function and suggest IPSAS 24 needs to be supplemented by an 

international standard specifically dedicated to budgeting which coherent with SEC 95 

and COFOG (Classifications of Functions of Government).    

Crisan (2014) conducts a case study on the implementation of IPSAS 1 in the 

Romanian Republic and compares Romanian legal framework for public sector 

accounting with the conceptual framework of accounting set in IPSAS 1. The study 

finds that the degree of formal harmonization between IPSAS 1 and the Romanian law 

is about 33.5%, which indicates a low level of harmonization. The reason for the 

differences is that there are some important issues that the Romanian laws have ignored 

such as the economic entity, the government business enterprise, the fair presentation as 

well as the key sources of estimation uncertainty.    

Bellanca and Vandernoot (2013) analyze the level of compliance with IPSAS 1, 

6, and 22 in Belgium, and find that Belgium currently does not comply with IPSAS 1, 6, 

and 22 and that the adoption of IPSAS 1 is a costly and time-consuming process. For 

example, they argue that the adoption and implementation of t IPSAS 1, “Presentation 

of Financial Statement”, requires a huge workload. Furthermore, the authors emphasise 

that IPSAS in regard to budget accounting is complex and abstract, unlike the cash basis 

budgetary accounting which is simple to use and understand.  They underline that the 

officials and elected representatives do not see the need to use IPSAS, and even accrual 

accounting, but they focus on budgets and their authorisations. Christiaens et al. (2010) 

state that because public entities have a lack of knowledge and little experience in terms 

of international accounting standards, these can be factors that hinder the 

implementation of the standards. The authors further argue that entities that have 

employed general accounting system tend to be less interested in adopting IPSAS 

standards compared to those that only employ cash basis or budgetary accounting.  
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Another deterrent to IPSAS implementation is the cost factor. Many public 

entities are reluctant to implement IPSAS because it is too costly.  Bellanca and 

Vandernoot (2013) contend that implementation costs include costs for training, hiring, 

consultancy, organizational change, IT investments, and many others. Further, Bellanca 

and Vandernoot (2014) conduct a study on IPSAS implementation on EU members and 

conclude that there are differences in accounting implementation level across EU 

members. They also analyze the types of accounting (cash basis accounting, modified 

cash basis accounting, accrual accounting, and modified accrual basis accounting) used 

by the states studied. The EU countries encourage the implementation of IPSAS and 

particularly the relevance of these standards to its members.  It is inferred that EU states 

already use modern accounting system based on accrual accounting similar to IPSAS.  

Puddu et al. (2013) conduct a study of the consolidated financial statement to 

investigate whether IPSAS and National accounting standards are comparable using 

Turin city council in Italy. They find that the Italian consolidated financial statement is 

regulated by the annex 4 of the Prime Ministerial Decree 28/12/2011; Accounting 

standard 4 – public accounting observatory which only gives some regulatory 

indications and is not regulated by law; International Accounting Standards, IPSAS 6, 7 

and 8 and transposed in the Italian legal order. The study concludes that National and 

International accounting standard show different aspects, but they are integrated in order 

to provide a consolidated information to the local public group (see also Bergmann 

2012).  

Lombrano and Zanin (2013) conduct a study on the benefit of IPSAS 

implementation and contend that IPSASB’s consolidation method is not a good fit for 

the local government. They argue that if the proportional consolidation method better 

meets the objectives and information needs of public sector accounting, it should not 

disappear from IPSAS consolidated financial statement method. However, they propose 

a new consolidation method to improve local government accountability. Similarly, 

Grossi et al. (2015) find that Consolidated Financial Statements (CFSs) in the public 

sector represent useful financial tools in improving transparency and accountability 

toward internal and external users. This aggregate view is only a part of the information 

needed in order to give politicians, managers, employee, financial institutions, rating 

agencies, and citizens a comprehensive view of a local government’s financial 

performance. Grossi and Steccolini (2015) conduct another study on the municipal 

consolidation method and suggest that local government accounting system should be 
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more of a private-sector style in order to improve accountability. Barton (1999, 2002, 

2005), Broadbent and Guthrie (2008), and Pallot (1992) argue that the adoption of 

IPSASs, that is significantly influenced by IFRS, might not ensure the expected 

disclosure. Municipalities adopting IPSASs to produce a consolidated financial 

statement do not necessarily increase accountability because some relevant public 

service providers are excluded from the reporting entities. This view is challenged by 

Ilie and Miose (2012), whose study’s findings indicated different directions (for public  

sector accounting in Arabic countries, see Abushamsieh et al., 2014). Adhikari et al. 

(2015) examine the diffusion of the cash basis (IPSAS) in less developed countries 

(LCDS) using Nepali central government as a case study.  The result shows that the 

adoption and implementation of the cash basis IPSAS in Nepal has become more of a 

rhetoric than reality (see also Oulasvirta 2014). The next section is a review of literature 

on accounting harmony and harmonization. 

3.3.2 Harmony and harmonization of practices   

‘Harmonization’ and ‘standardisation’ are used rather loosely in accounting 

literature (Tay et al. 1990; Fuertes 2008; Van Hulle 1989; Van Hulle 1989) to explain 

the difference between standardisation and harmonization. Tay et al. (1990) emphasise 

that harmonization seeks to guarantee that accounting regulations are comparable and 

equivalent, but it does not involve establishing uniform standards in all countries, a 

process that is more closely linked to the concept of standardisation. Therefore, Van 

Hulle (1989) failed to distinguish between harmonization with standardisation. Tay et 

al. (1990) is among the first few that offered the precise term of harmonization. They 

analyze six studies dealing with measurement of international harmonization of 

financial reporting, and conclude that no adequate research has been undertaken to date 

regarding the measurement of harmonization and standardisation of financial reporting. 

None of the six studies reviewed involved a comprehensive measure of the facto 

harmonization, that is, the increasing comparability of financial statement produced by 

companies. Also, the concept involved has not been clearly defined, and this may 

explain the evidence of confusion in the methodology of some studies, and the 

inconsistency of results between studies. Taking into account both of desirability of 

international comparability of financial statements and the operational difficulties 

involved in measuring processes rather than states, the most suitable concept for 

measurement appears to be de facto harmonization, in the form of studies of de facto 

harmony over time. Similarly, Fuertes (2008) emphasises that the main difference 
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between harmonization and standardisation processes lies in the degree of strictness of 

accounting standards. Furthermore, Fuertes argues that the process of regulatory 

strictness of the accounting framework of IPSASs, driven by the IFAC, is actually more 

similar to the standardisation process than to the harmonization process.   

3.3.3 Harmonization of IPSAS 

There is a limited number of studies on harmonization of IPSAS and they do not 

offer a comprehensive explanation of ‘harmony’ and ‘harmonization’. Tay et al. (1990) 

emphasise that harmonization (a process) is a movement away from total diversity of 

practice, while harmony (a state) is therefore indicated by a ‘clustering’ of companies 

around one or a few of the available methods. In addition, standardisation (a process) is 

a movement towards uniformity (a state). It includes the clustering associated with 

harmony, and reduction in the number of available methods. Similarly, Nobes and 

Parker (1995, p. 117) define harmonization ‘as a process of increasing the comparability 

of accounting practices by setting bounds to their degree variation’. Thus it means 

assuring that accounting information is comparable by reducing accounting diversity. 

 Harmonization, harmony, standardisation and uniformity exist in the levels of 

concept, principles, regulations and practice. Both states and processes may be either de 

jure or the facto (Tay et al. 1990). The former refers to harmony or uniformity of 

accounting regulations, which may be contained in the law and/or professional 

accounting standards. The latter refers to the actual practices of companies. Both states 

and processes may be either de jure or the facto. The former refers to harmony or 

uniformity of accounting regulations, which may be contained in the law and/or 

professional accounting standards. The latter refers to the actual practices of companies.   

IPSAS is currently the only internationally recognized set of public sector 

accounting standards. The standards are founded on the international financial reporting 

standards (IFRS), which are widely applied by the private sector (Rainero et al. 2015). 

The main advantage of the current set of IPSAS is that it constitutes a formidable body 

of existing, harmonized, accrual-based standards for implementing by the public sector.  

On the other hand, one of the characteristics of these standards is their status as 

recommendations, thus requiring the IFAC to seek the support of public authorities for 

their application in different countries (Fuertes 2008:328). Furthermore, professional 

accounting standards are also bestowed with varying degrees of authority in different 

countries (Tay et al. 1990). For example, a standard can range from one that is legally 
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enforced (for example, Canada), to one that is usually obeyed and is binding on auditors 

(e.g., UK), to one that is unimportant (e.g domestic pronouncement of the accountancy 

body in West Germany) (Nobes, 1987b, p. 78 – 79).     

Tay et al. (1990, p. 75) suggests that accounting regulations may be expressed in 

various ways – in statute law and or through a regulatory body or through self-generated 

standards of acceptable practice (GAAP). Moreover, in many countries, accounting 

regulations originate from a combination of these sources. Non-compliance with 

accounting regulations from different sources yields different consequences. 

Compliance with a legal regulation is compulsory, and non-compliance has legally 

define repercussions, while non-compliance with a professional accounting standard 

with exactly the same requirement may result in no such legal consequences, so that 

compliance is of a more voluntary nature. For example, compliance with the 

requirements of the European Community (E.C) Directives, once they have been 

enacted into the relevant national legislation, falls into the first category, while 

compliance with International Accounting Standards (IASs) issued by the International 

Accounting Standards Committee (IASC) falls into the second.  

Tay et al. (1990) argue that there are several factors that explain how the 

implementation of accounting regulation lead to the process of harmonization. Firstly, 

whether a regulation applies to all companies or only to some companies; secondly, 

whether a regulation is in the law or in a professional accounting standard; and thirdly, 

whether the regulation contains precise definition or discretionary one. Where the factor 

studied is strict, it is associated with uniformity and where the factor is less strict it is 

associated with harmony.   

As a response of the growing of New Public Management (NPM) or 

internationalisation of governmental accounting and in an attempt to cope with the 

obstacles of accounting diversity, the International Federation of Accountants (IFAC) 

has undertaken a major standardisation programme. This programme aims to (1) issue a 

single set of IPSASs and promote their introduction across all levels of government 

(national, regional and local and (2) develop different indices to group and quantify 

accounting systems and practices. Fuertes (2008) argues these indices can be used to 

measure the degree of de facto or material harmonization, rather than de jure or formal 

harmonization.  
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While studies on harmonization are mainly case studies in the federal, state and 

individual country level (Jannelli et al. 2013), other studies examine accounting 

harmonization in the transnational level, such as in European Union, Continental 

European Countries and Anglo-Saxon countries (Brusca and Condor 2002; Sour, 2012; 

Fuertes, 2008; Gomes et al., 2015; Rainero et al., 2015).   Brusca and Condor (2002) 

acknowledges that public accounting harmonization is getting underway and some 

international organisations have initiated a process which proves this occurrence and 

which aims to reduce the discrepancies across countries. In the international level, the 

harmonization efforts carried out by the International Federation of Accountants 

(IFAC), through its Public Sector Committee, as well as the International Organization 

of Supreme Audit Institution (INTOSAI), are of significant importance. Within the 

European countries, The Federation of Experts Compatibles (FEE) is the body that is in 

charge of conducting harmonization, via its Public Sector Committee, although a set of 

standards has not been issued.  

Sour (2012) uses the Herfindahl index to assess the level of harmonization of the 

governmental accounting in Mexico.  He finds that there are: (1) great diversity in the 

quality and transparency of the information requested by IPSAS 1, (2) none of the 

governments publishes a cash flow statement, consequently, there is an absence of 

compliance with IPSAS 2 in the country, and (3) only four of 26 examined countries in 

Mexico reveal the basis used to measure fixed asset according to IPSAS 17. The author 

suggests that the lack of harmonization in the governmental accounting information in 

Mexico represents a window of opportunity to increase transparency and accountability 

with the adoption of IPSAS.  

Gomes et al. (2015) suggest that Portugal has gained beneficial moment and 

adequate institutional context leading to changes by implementing new accounting 

system based on IPSAS. The authors support the view of The Portuguese Court of 

Account regarding the need to harmonize public and private accounting systems as the 

NPM agenda and to improve the production of consolidated account. However, the 

Ministry of Finance in the EUROSTAT report (2012) states that IPSAS is still 

insufficient for some of the following topics of financial reporting of Portuguese: (1) 

recognition of the historical heritage, (2) liabilities related to social funds, (3) tax 

revenue, and (4) the consolidation process. The author concludes that the reform stimuli 

are mainly influenced by the institutional and political context (emphasised Lapsey et 

al. 2009) and a combination of coercive, normative, and mimetic forces (institutional 
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isomorphism). Yet the achievement of the desired outcomes is mainly determined by 

the technical and managerial conditions (means) like the creation of organisational 

capability (appropriate human and material resources), the training and certification of 

public accountants, and the effective motorisation and enforcement during the 

implementation process. However, their study has two shortcomings, namely (1) it was 

a single-case study and the findings cannot be generalized and (2) it used a small 

sample. 

Oulasvirta (2014) conducts a study on governmental Financial Accounting and 

European Harmonization Project by using Finland as a case study. The author states that 

the Finnish application of accrual is based on the income statement approach, realisation 

principle and prudence. The International Public Sector Accounting Standards (IPSAS), 

which is based more on the balance sheet approach and fair value accounting, is not 

suitable for the Finnish government accounting culture and practice. Furthermore, this 

infers from the Finnish perspective that public sector accounting standards in Europe 

(EPSAS) should not be based on IPSAS but on a conceptual framework specifically 

developed for the European context (see also Biondi 2014).  

Jones and Caruana (2015) examine Governmental in Malta towards IPSAS 

within the context of the European Union. The central government of Malta has had an 

accrual accounting reform in process since 1999. Originally, the accrual accounting 

reform envisaged developing and implementing a tailor-made set of accounting 

standards. These were developed but not implemented. In 2011 the central Government 

of Malta decided to fully adopt IPSAS. By means of documentary research, supported 

by interviews, this study attempts to identify the underlying factors that lead to this 

decision. The institutional theoretical framework is used to analyze the findings. The 

findings show that, in Malta, credibility is regarded as the most important factor, which 

will be provided by the adoption of internationally-recognized and accepted accounting 

standards. It is claimed that EU pressure had nothing to do with the Maltese 

government’s decision on accounting policy, but an undercurrent of such potential 

pressure is experienced.  
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Otavova (2011) investigates harmonization efforts in the field of accounting of 

public sector in Czech Republic. His study highlights the differences in financial 

reporting in accordance with Czech legislation and IPSAS system. He tries to 

comprehend the essential differences that arise from financial legislation, the accounting 

basis and also from the content of financial statements. He finds that there are 

differences both in the legislation and the basis of accounting in public sector. Similarly, 

Georgescu and Ionescu (2014) examine harmonization of accounting in the process of 

globalisation of economic activities in Romania and conclude that Romania uses accrual 

accounting despite the need to improve the level of harmonization of practices. 

After a comprehensive review of accounting harmonization, starting with 

harmonization of IFRS in private sector and then funneled down to harmonization of 

public sector accounting including local government accounting and harmonization with 

IPSAS accrual, the review is summarized in Table 3.5 below. It then follows with a 

reflection on the research gap identified.  
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Table 3.5: Review Summary of Past Studies on IPSAS Harmonization 

No Author/Year  Topics Country studied Theory Determinants of Harmonization 

     Significant Insignificant 

1 Brusca 2013 IPSAS Adoption & IPSAS 

Harmonization 

A qualitative discussion towards the 

harmonization of local accounting 

systems in the international context.  

Spain None -Political will  

-EU pressures  

-Legal system 

-The role of IPSASB 

 

2  Benito et al. 

2007 

The harmonization of government 

financial information systems: The role 

of the IPSASs. 

Survey 

 

30 OECD countries 

None -lack of homogeneity 

between different accounting 

systems  

-diversity being a characteristic 

of governmental 

financial reporting. 

No variable 

tested but 

adoption of 

IPSAS in LG 

and central 

Govt and the 

harmonization 

between 

countries.  

3 Carlin 2005 Debating the impact of accrual 

accounting and reporting in the public 

sector. 

Case Study 

Victoria (AU)  

 

Asset valuation - technology into the inventory 

of public sector financial 

management techniques  

No variable 

tested but 

discuss how the 

IT development 

influence in the 

financial 

reporting.  

 

4 Christiaens et 

al. 2014 

Comparative studies in public sector 

accounting in IPSAS adoption 

 

IPSAS Adoption 

IPASAs Harmonization  

 

The effect of IPSAS on reforming 

governmental financial reporting: an 

international comparison. 

Survey  

81 countries  

 

NPM Bases Diversity in public sector 

accounting arises because the 

use of IPSAS is not mandatory 

in many countries. 

a lack of 

knowledge and 

little experience 

in terms of 

international 

accounting 

standards 

5 Groot and 

Budding 2008 

Qualitative  

 

New Public Management's current issues 

and future prospects. 

105 participants  

 

Dutch and Belgium 

government and non- 

profit organisation 

NPM Bases Explore and discussion the 

experience of NPM reforms.  

No variable 

tested  

6 Van der Hoek 

2005 

The Dutch  

Describes the transition process from 

Cash to accrual budgeting 

 

From cash to accrual budgeting and 

accounting in the public sector: The 

Dutch experience. 

 NPM BAses Parliament pressures No variables 

tested 

7 Broadbent 

and Guthrie et 

al. (1992) 

Review of changing in public sector 

accounting  

 

Public Sector to Public Services: 20 

Years Of “Contextual” Accounting 

Research. 

Survey 

UK, NZ, AU 

Organizational 

theory  

Accounting 

theory 

No variables tested  

8 Adhikari and 

Mellemvik 

(2010) 

IPSAS in South Asia countries 

Qualitative  

 

The adoption of IPSASs in South Asia: A 

comparative study of seven countries. 

 

7 Countries in South 

Asia 

Institutional 

Theory  

-International Grant (WB) 

-Legal enforcement 

 

9 Grandis 

(2014) 

The Authorising Function of Budgets in 

Public Administration. Applicability of 

IPSAS 24 in Italy. 

Italy 

 

 

Content 

analysis 

approach 

Budgets are not merely a means 

of communication tools but also 

they possess a legal implication 

in the context of public sector 

accounting. 

 

10 Otavova 

2014;  

Descriptive research  

 

Harmonization efforts in the field of 

accounting of public sector. 

Czech Rep - Comparison between Czech rep 

financial reporting and IPSAS 

 

11 Biondi 2014 Harmonization 

 

Harmonising European public sector 

accounting standards (EPSAS): issues 

and perspectives for Europe’s economy 

and society. 

EU countries  _Pressures from donor 

countries (Foreign grant) 

-Legal enforcement  

 

12  Roje et al. 

(2010) 

IPSAS Adoption  

Qualitative description 

Accounting Regulation and IPSAS 

Slovenia, Croatia and 

Bosnia and 

Herzegovina as 

 -Accounting law (enforcement)  

- Politics  

- Economics system 
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Implementation: Efforts of Transition 

Countries Toward IPSAS Compliance. 

transition countries. - Grant 

13 Sour (2012)  

“IPSAS and Government Accounting 

Reform in Mexico” 

31 States in Mexico 

 

Herfindal 

Index  

-federal government regulation  

- conflict of  interest for the 

new government accounting 

system. 

-great diversity 

in the quality 

and 

transparency of 

the information 

requested by 

IPSAS 1,  

- Lack of 

compliance 

with IPSAS 2 

in the country 

14 Crisan (2014)  

Similarities and Dissimilarities between 

the Romanian Public Accounting System 

And IPSAS 1-Presentation Of Financial 

Statements. 

Romanian Local 

government   

Herfindal 

index  

 

- the economic entity,  

- the government business 

enterprise  

-the fair presentation  

-the key sources of estimation 

uncertainty.    

 

No variable 

tested  

15 Bellanca and 

Vandernoot 

(2013) 

IPSAS Adoption  

 

Analysis of Belgian public accounting 

and its compliance with International 

Public Sector Accounting Standards 

(IPSAS) 1, 6 and 22. 

Belgium  Cost 

Time 

 

16 Bellanca and 

Vandernoot 

(2014) 

EU members 

IPSAS Adoption and harmonization 

Survey 

 

28 EU member states 

Describes the 

implementation 

on each 

sample.   

 

NPM theory 

Implementation costs include 

costs for training, hiring, 

consultancy, organizational 

change, IT investments, and 

many others.  

_EU enforcement 

No drivers 

tested  

17 Barton (1999, 

2002, 2005),  

”Public sector accounting: A common 

reporting framework? A Rejoinder” 

(2002) 

 

  IFRS  

18 Pallot (1992 Review of public sector accounting 

concept  in the context of assets.  

 

Elements of a theoretical framework for 

public sector accounting. 

 Government 

accounting 

Theory  

New 

theoretical 

framework for 

public sector  

No variable tested   

19 Gomes et al. 

(2015) 

Portugal 

The International Harmonization Process 

of Public Sector Accounting in Portugal: 

The Perspective of Different 

Stakeholders. 

Portugal  Reform stimuli are mainly 

influenced by the institutional 

and political context 

 

20 Bruno  Comparison of Public Sector Accounting 

 

 

Italy/Germany/Australia  

De Jure  

Harmonization budgetary 

accounting in Italy  

No variable 

tested 

22 Oulasvirta 

(2014) / 2012 

Qualitative / critical review of theory 

adopted 

 

The Reluctance of a developed country to 

choose International Public Sector 

Accounting Standards of the IFAC. 

Finland Institutional 

theory 

-Long and developed Local 

PSA  tradition resisted to 

change 

-No coercive pressures to adopt. 

-The domestic 

and 

international 

mimetic and 

normative 

pressures not 

strong enough.  

 

23 Otavova 

(2011) 

IPSAS harmonization, Extent of 

harmonization 

Harmonization efforts in the field of 

accounting of public sector. 

Czech Republic 

 

 Discussion on differences both 

in the legislation and the basis 

of accounting in public sector. 

 

24 Brusca and 

Condor 

(2002) 

Towards the harmonization of local 

accounting systems in the international 

context.  

ten Continental and 

Anglo-Saxon countries 

Luder 

Contingency 

Model 

 (1) relevance regulation, (2) 

complexity, (3) lack of 

education and training and (4) 

cost 

 

25 Benito et al. 

2007 

The harmonization of government 

financial information systems: The role 

of the IPSASs. 

 

Study about adoption and harmonization 

Survey 

 

30 OECD countries 

De jure 

harmonization 

The results of the study show 

that in effect there is a lack of 

homogeneity 

between different accounting 

systems, diversity being a 

characteristic of governmental 

financial reporting. 

No variable 

tested but 

adoption of 

IPSAS in LG 

and central 

Govt and the 

harmonization 

between 

countries.  
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3.4 Limitations of Past Studies and Research Gap 

While there are many studies on IPSAS adoption around the world only a few have 

performed empirical investigations in order to establish the significant determinants of 

IPSAS adoption and the others were mainly qualitative investigation on only a few local 

government entities or government-owned companies like utility companies (Tsamenyi 

et al, 2006; Grossi et al 2014). Moreover all the past studies have only focused on 

adoption but did not investigate the time taken by a country to adopt IPSAS and more 

so by local government. This thesis has taken this matter on board because in many 

developing countries adoption of international standards remains a challenge.  

A reflection on past studies of IPSAS on Indonesia were mainly case studies on a 

single local government entity. They provide discussion and explanation on a few 

factors that underlie IPSAS cash accounting, cash towards accrual accounting and 

accrual accounting by surveying one or two municipalities. The evidences provided by 

these studies are insufficient to sustain generalization because Indonesia has more than 

500 local government entities including municipalities and cities. My thesis has used 

data for 205 entities and drawing secondary data from various reliable sources 

investigated (i) the speed and extent of adoption for the first time and then (ii) the 

drivers or determinants of IPSAS accrual in these entities. In addition to using variables 

already tested as control variables, this thesis has investigated new variables such as (i) 

religions, (ii) the influence of councilors, (iii) female councilors and (iv) the impact of 

audit reports on IPSAS accrual adoption. Indonesia is an example worthy of 

investigation because it has taken a long time for municipalities and cities to adopt 

IPSAS accrual. 

Similarly the review of past studies on IPSAS harmonization are in themselves 

limited even around the globe or in developed countries. The summary of studies 

reviewed in Table 3.5 suggest that there is still an on-going debate on IPSAS 

harmonization and there is scant evidence on the status of developing countries that 

have claimed to have adopted IPSAS whether they have implemented it and in 

accordance with the prescription of IPSASB. Indonesia claims to have adopted IPSAS 

accrual since 2014/5 and also having harmonized their government accounting 

standards with IPSAS. My thesis takes this as an opportunity to provide insights on the 

extent of and determinants of IPSAS harmonization in the local government of 

Indonesia. 
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Overall prior literature reveals that (1) there is scant study on IPSAS in 

developing countries despite its potential to enhance transparency and accountability in 

public sector, (2) although studies were conducted on the developed countries, most of 

them have used a survey type approach with a relatively small sample size to generalize 

their conclusions even at a country level, (3) international funding agencies that put a 

condition to adoption of international standards are not well informed about the status of 

IPSAS in developing countries and the reasons for it except after conducting an audit, 

(4) adopters of IPSAS at a country level vary in their timing to adopt and that is not well 

documented in the literature, (5) some countries that implement IPSAS do not 

necessarily harmonize in their reporting practices and (6) some countries develop their 

own governmental accounting standards claiming them to be IPSAS compliant when in 

reality that may not be the case. 

Drawing from (1) institutional theory, my thesis attempts to provide empirical 

evidences on the velocity and determinants of IPSAS adoption (accrual accounting) and 

(2) salient stakeholder theory to provide empirical evidences on accounting 

harmonization in Indonesian local government. 

3.5 Summary and Conclusion 

This chapter has conducted a review of past studies relevant to both IPSAS adoption 

and harmonization around the globe. It has presented the status of IPSAS adoption and 

implementation by countries drawing from data sourced from past studies and also 

official secondary sources. The chapter has been segregated into two sections so as to 

provide direction to readers on the literature about adoption and then harmonization. 

The review of literature started with an overview of the adoption and harmonization of 

international accounting standards in the private sector set up. The reason(s) for 

adopting this approach is because IPSAS in itself is IFRS in the context of public sector. 

With the NPM government around the globe adopted the private sector systems and 

practices in the public sector. Therefore an overview of IFRS adoption and 

harmonization was worthy of discussion. Then a comprehensive review of literature on 

adoption and harmonization of IPSAS was conducted. In regards to harmonization both 

de facto and de jure harmonization have been reviewed by drawing from private sector 

into the public sector. At the end of each review of literature section, a summary table of 

key and relevant studies for this thesis is presented and then an assessment made to 

report the limitations of those studies and their findings. The purpose was to report the 
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research gap that my thesis has addressed. Adoption and harmonization were both 

related. Past studies have revealed that any study on accounting harmonization would 

have to rely on adoption. In this thesis adoption is assessed and the followed by 

implementation and the extent to which there is harmonization of practices among the 

preparers of financial statements in the local government. 
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Chapter 4: Theory and Hypotheses 

4.1 Introduction 

This thesis investigates two aspects of local government accounting (adoption of 

IPSAS accrual accounting and accounting harmonization) in Indonesia. Two 

underpinning theories are used to develop relevant hypotheses, namely: (i) institutional 

theory and (ii) stakeholders’ salient theory (SST) respectively. Given that each theory 

addresses a different research question, this chapter is also structured into two parts. 

Part A is on institutional theory and IPSAS adoption and part B on Stakeholders’  

Salient Theory and harmonization. The hypotheses are developed in line with the 

prescription of the theories in order to determine how they would fit the Indonesian 

context. Institutional theory (IT) is used in this thesis because institutional pressures 

(coercive, mimetic and normative) influence the adoption of international standards 

(Judge et al. 2010).  Drawing from Judge et al. (2010), the principal hypotheses are 

divided into a number of sub-hypotheses depending on the number of independent 

variables that make up the principal hypotheses. Stakeholder salient theory is used to 

determine how salient stakeholders influence accounting harmonization. In part A 

section 4.2 is about institutional theory and IPSAS adoption followed by hypotheses. In 

part B section 4.3 discusses stakeholder salient theory followed by hypotheses 

development. This chapter ends with a conclusion in section 4.4.  

4.2 Part A: Institutional Theory and IPSAS Adoption 

4.2.1 The Dissemination of International Public Sector Accounting Standards 

(IPSAS) 

Many countries have also adopted IPSAS (Deloitte 2013; Christiaens et al. 

2014) with the view to enhance transparency and comparability of financial reporting of 

public sector accounting both in central and local government. Presently, there are 109 

countries that have adopted IPSAS around the globe (Deloitte 2013, 2015). 

Government, as well as, international funding agencies like World Bank and others 

decide whether to grant an advance to a country based information reported its financial 

statements. Judge et al. (2010, p. 2) argue…. 

 “Confusion, uncertainty, inefficiency, and an increased cost of capital could occur if 

the financial statements under consideration are developed using standards different 

from those in the investors’ country. Therefore, understanding what affects the IFRS 
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adoption process is vitally important for international investors, as well as for 

government officials, accounting professionals, and multinational managers….”   

 

Likewise the International Monetary Fund (IMF), International Bank of 

Research and Development (IBRD), Asian Bank of Development can be uncertain or 

inefficient and even unfair in the granting of loan to countries if financial statements of 

countries differ. In return central government could be also in a situation of uncertainty 

and confusion when allocating funds to local government if their financial statements 

differ. It is therefore vital to understand the drivers of IPSAS adoption and its process as 

well as its implementation for funding agencies, central government as well as parent 

ministries responsible for the municipalities and cities in any country. 

Drawing from private sector accounting research of Judge et al. (2010) there are 

many institutional factors that affect adoption of IPSAS (Brusca, 2013; Jones and 

Caruana 2015). Extant research in local government accounting has investigated the 

impact of national including regional institutional factors on the IPSAS 

adoption/implementation/harmonization in developed economies like Spain, the US 

taking into accounting the institutional environment (Tsamenyi et al. 2006; Grossi et al 

2015). My thesis investigates the regional institutional factors that affect IPSAS 

adoption in a developing country with a different colonial background, religious faith 

and also being an archipelagos where decision making process could take longer, that is 

Indonesia.  

Classical accounting research suggests that political, social and economic 

environments of a country drive accounting development (Choi and Mueller 1992; 

Gernon, and Meek 1994; Cairns 2001). Given each country in the world is exposed to a 

different institutional environment it is arguable that it also affects the adoption decision 

and adoption process of IPSAS. With this line of thinking, this study argues that there is 

therefore a need to unleash the institutional factors driving the adoption and 

implementation of IPSAS including harmonization of practice(s) in local government. 

Institutional theory is used as testable theory to conduct this investigation in Indonesia 

to increase our understanding as to how institutional factors influence the adoption of 

IPSAS by municipalities.  
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4.2.2 Institutional Theory and the Adoption/Implementation of IPSAS 

Institutional theory (IT) views organizations as operating within a social 

framework of norms, values, and taken-for-granted assumptions about what constitutes 

appropriate or acceptable economic behaviour (Oliver 1997).  This theory is important 

in explaining accounting choice in organizations where self-interest maximizing actors 

cannot exert effective influence over the choice of accounting practices due to their 

relative power positions in their organizations.  

Many studies used IT to identify the link between an organization’s institutional 

environment and its choice of accounting (Carpenpter and Feroz 2001; Collier 2001; 

Covaleski and Dirsmith 1988; Tsamenyi et al. 2006; Judge et al. 2010). Carpenter and 

Feroz, (2001) use institutional theory to explore how institutional pressures exerted on 

four state governments (New York, Michigan, Ohio, Delaware) influenced the decision 

of these governments to react towards the use of generally accepted accounting 

principles (GAAP) for external financial reporting. Covaleski and Dirsmith (1988) 

examined how the articulation, enforcement and modification of an organization’s 

budgeting system reflect societal expectations. In a similar vein, Tsamenyi et al. (2006) 

used the theory to investigate changes in the accounting and financial information 

system of a large Spanish electricity company (Sevillana de Electricidad). An integrated 

accounting and financial information system was imposed by the head office on its 

subsidiaries to support organizational changes designed in response to regulatory 

requirements. Because of interactions between the institutional environment and market 

forces, the authors adopted Dimaggio and Powell (1983) (DP) new institutional theory 

(NIS). DP identifies institutional pressures as ‘isomorphic pressures’ and classifies them 

into three types, namely: coercive, mimetic and normative.  

Similar to the classical IT, NIS has been used also in the accounting literature to 

explain accounting choice in both public and private sector (Whitley 1999; Hoque and 

Hopper 1997; Collier 2001; Brignall and Modell 2000; Hussain and Hoque 2002; 

Modell 2002; Aguilera and Cuervo-Cazurra 2004; Judge et al. 2010).  For example, 

Hussain and Hoque (2002) and Judge et al. (2010) have focused on, amongst other 

things, identifying and explaining the sources of isomorphic pressures on the adoption 

of accounting systems and accounting regime respectively whereas the power and 

actions of individual organizational actors to respond to the institutional pressures were 

addressed in the studies of (Collier 2001; Modell 2002).  
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Similar to DP (1983), Scott (2001) explains three different levels of institutional 

pressures namely: higher, second and lower level. Firstly, the higher level environment 

affects the lower level institutions. He suggests that higher level institutions (e.g. 

societal and global) formally propose models, rules, laws and standards for the lower 

levels to follow. At second level there are the organisational governance structures. This 

comprises organisational field and the organisation themselves.  An organisation field 

comprises organisations in the same area of services. Scott (1987) further argues that 

organisations conform to institutional pressures for change due to the fact that they are 

rewarded for doing so through increased legitimacy, resources, and survival capabilities. 

Organisations may react differently because they vary by size, culture, structures and 

management style. All these influence and are influenced by their organisational field 

and institutional environments. Organisations in the same filed tend to adopt the same 

norms and practices. At the lower level are the individuals or groups who are influenced 

by the first two levels. Both DP isomorphic pressures and Scott institutional pressures 

are relevant to my study. The next section discusses their relevance.  

4.2.3 Relevance of Scott institutional pressures in the adoption of IPSAS  

(1)Higher Level- This is the central government. It exerts pressures by passing 

accounting laws, develops reporting models and standards for the local government to 

follow. For example, the central government in Indonesia derives its Government 

Accounting Standards (SAP) from the globally acceptable accounting standards that is 

the International Public Sector Standards (IPSAS) which is issued by the International 

Federation of Accountants (IFAC).  Many countries adopted the quick-fix route, ie. full-

adoption of IPSAS (Mir and Rahman 2005). Indonesia followed the gradual pathway 

that is, “Cash toward accrual”. In 2005 the central government (as highest level 

pressure) through the Regulation No 24/2005, prescribed Government Accounting 

Standard for the first time with reference to IPSAS standards. This regulation required 

central government, and provinces to prepare financial reporting using cash basis or 

cash toward accrual.  In 2010 the Indonesian government passed a new Law (Law No 

71/ 2010) for all government bodies including local government, hence municipalities 

to prepare financial statements under the accrual basis. Both laws emanate from the 

Ministry of Finance and the Ministry of Home Affairs. 

(2) Second Level- This is the provinces/local government that has to comply with the 

pressures (laws and regulations) for example, Law No 71/2010, imposed by the central 
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government. The requirements for municipalities to prepare accrual based financial 

statements under Law No 71/ 2010 come through the Ministry of Finance and the Law 

No 64/2013 through Ministry of Home Affairs.    

(3) Third level- This comprises the municipalities. They are bound to comply and 

implement the regulations developed and imposed on them by the local government 

through the above laws. The Law No 64/2013 set a deadline for each municipality to 

adopt IPSAS accounting and that they should do so by passing a specific regulation. 

The heads of municipality (Mayors) have to pass these regulations on Accounting 

system and policy and chart of account to start accounting accrual basis as per IPSAS.  

A review of Scott (2001) institutional pressures suggests that at each level coercive, 

mimetic and normative pressure could be present (Dimaggio and Powell 1983). The 

next section describes the three isomorphic pressures proposed by DP. 

4.2.4 Hypotheses (Coercive Isomorphism) 

DiMaggio and Powell (1991) identified three types of isomorphism within neo-

institutional theory. The first type that they identified was “coercive” isomorphism. It is 

derived from resource dependence and legitimacy concerns. As such institutions can be 

one of the main drivers that can push on economic actors to conform to international 

accounting standards, hence IPSAS (Judge et al. 2010) 

Central and local government can be compelled to adopt international standards 

because of coercive institutions outside the country. This is a reality in the case of small 

island economies and less developed countries like Indonesia, which are compelled to 

bring change(s) as a result of obtaining foreign aid from international funding agencies. 

For instance, the World Bank provides foreign aids to countries subject to the condition 

that they bring about changes in the financial system (Ashraf and Ghani 2005; Neu and 

Ocampo 2007; Hassan 2008). As such it can be argued that international organisations 

(both governmental and non-governmental) can be a pressure for a country to adopt 

IPSAS. Research in private sector accounting provides solid evidences on the impact of 

coercive pressures on IFRS adoption (see Nobes 1998; Touron 2005; Hassan 2008). For 

example Touron (2005) advanced that coercive isomorphism was a strong driver of US 

GAAP adoption by French firms because of the US dominance over global economy. 

Likewise pressures from auditors through their audit reports also push for adoption, 

implementation of and harmonization with international best practice. In the case of my 
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thesis, coercive pressures in the form of either local aid from central government or 

foreign aid from outside the country, types of audit opinion issued by the Supreme 

Audit Office and pressures from councillors would influence local government to adopt 

IPSAS. Therefore the first main hypothesis proposed is:  

Hypothesis 1: There is a positive association between political, regulatory and 

economic pressures and adoption of IPSAS accrual accounting in the local government. 

This leads to the following four sub-hypotheses: 

H1A The more the local grant the more pressure on local government to adopt IPSAS 

accrual accounting. 

H1B The more the foreign grant the more pressure on local government to adopt IPSAS 

accrual accounting. 

H1C The reports of the Supreme Audit Office positively influence the adoption of IPSAS 

accrual accounting. 

H1D The more the political pressures to adopt IPSAS accrual accounting the more 

complete the adoption . 

 

4.2.5 Hypotheses (Mimetic Isomorphism) 

Mimetic isomorphism is the second form of isomorphism (DiMaggio and 

Powell, 1991). It occurs when social actors mimic the behaviour of other social actors 

who are perceived as successful in a bid to improve their own legitimacy and 

acceptance (DiMaggio and Powell 1983, p. 69). Mimetic isomorphism is considered as 

a principal factor leading to homogenisation (Mizruchi and Fein 1999). A firm’s 

decision to adopt international standards could therefore be linked to its fellow 

competitors and likewise a country decision to adopt IPSAS could be influenced by its 

foreign business partners (El-Gazzar et al. 1999). In the context of my study the 

argument is that Indonesia has imitated other countries both in Asia-Pacific and 

elsewhere in the world by adopting IPSAS in order to demonstrate its legitimacy before 

funding agencies. Likewise a municipality or city decision to adopt IPSAS is influenced 

by other successful municipalities. Successful municipalities in this case implies those 

that have obtained clean audit report, generated a surplus on the budget realisation 

account and has a low gearing. 

Private sector accounting research suggests that network cohesiveness drives 

national adoption of international standards. For example, Guler et al. (2002) cited in 
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Judge et al. (2010) found that the degree of inward foreign direct investment (FDI) was 

positively associated with the adoption of international quality standards within a 

nation.  In the context of IPSAS adoption arguably the degree of foreign grant for public 

sector development by a country is associated with IPSAS adoption. Drawing from 

Rodrigues and Craig (2006) firms of the same type (in terms of age, size, foreign aid 

and so on) and which belongs to the same industry often emulate the success of others 

and consequently this could impact on the accounting harmonization process. 

Georgescu and Ionescu (2014) conducted a study on Romanian local government 

accounting and suggested that once Romania adhered to the Europe Union the public 

accounting system was transformed and adapted according to the requirements and 

practice imposed by IPSAS (see also Bruno 2014; Biondi 2014; Jones and Caruana 

2015). Likewise Pina and Torres (2003) have demonstrated that national accounting 

development’s development is a function of different institutional attributes and 

environmental factors. Drawing from the above, age, size, sources of funds of 

municipalities and cities are regarded as possible mimetic pressures on IPSAS adoption 

in municipalities and cities. In my thesis size is measured using a different dummy from 

mainstream private sector accounting literature. Size implies total population in the 

circumscription of a municipality and also surface area in square miles. The second 

main hypothesis proposed is: 

 

Hypothesis 2: The larger the size of local government entities the more likely they will 

adopt IPSAS.  

 

4.2.6 Hypotheses (Normative Isomorphism) 

The third form of isomorphism within institutional theory is called “normative” 

isomorphism. Normative isomorphism refers to the collective values that entail 

conformity of thought and deed within institutional environments (Di Maggio and 

Powell 1983). The main institutions by which collective value and conformity of 

thought and deed can be enacted are the educational system and religious practices in 

the country. Many studies in accounting have demonstrated how the political systems 

and educational level of a country can heighten or stifle accounting development (see 

Nobes 1983; Bindon and Gernon 1987; Gray 1988; Zhegal and Mhdehbi 2006). For 

example, Zhegal and Mhdehbi (2006) suggest that modern accounting systems depend 

on educational level. Bindon and Gernon (1987) contend that there is a positive 
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relationship between educational level and the competence of professional auditors. 

Arguably the decision to adopt IPSAS requires an appreciation of whether there is a 

sufficient level of competence, both from an academic and a professional standpoint, to 

be able to understand and apply these standards, together with the ability to make 

professional judgements and process complex information (Zeghal and Mhedhbi 2006). 

The higher the level of education of a country the deeper and larger will be its trade, as 

a result, of adopting international standards (Dow and Karunaratna 2006; Nobes 1998; 

Gray 1988; Guler et al. 2002; Hassan 2008). Indonesia is mainly a country with Islamic 

faith but IPSAS an Anglo-Saxon accounting system. The argument is that its religious 

practice could inhibit the adoption and implementation of IPSAS. On the other hand the 

literacy rate in Indonesia, which reflects the level of education of the country, could be 

another factor affecting IPSAS adoption at municipality and city level. These pressures 

are used to propose the third main hypothesis as follows: 

Hypothesis 3: There is an association between the level of education and the religious 

practice with IPSAS adoption. 

This hypothesis is further divided into two sub-hypotheses as follows: 

H3A: The higher the level of education of the staff in the local government the more 

likely the adoption of IPSAS 

H3B: The more conservative the religious practice the less likely the adoption of IPSAS. 

 

4.3 Part B:  Theory and Hypotheses on Harmonization 

4.3.1 Stakeholder Salient Theory  

The stakeholder salience theory (Mitchell et al. 1997) is used as the 

underpinning theory to increase our understanding on municipalities/cities accounting 

practices.  Mitchell et al. (1997) contend that the stakeholder concept is intended to 

‘broaden management’s vision of its roles and responsibilities beyond the profit 

maximization functions to include interests and claims of non-stockholder groups’. In 

this vein, Mitchell et al. (1997) develop a dynamic theory of stakeholder relations based 

on one or more of the three relationship’s` attributes: (1) the stakeholder’s power to 

influence the firm, (2) the legitimacy of the stakeholder’s relationship with the firm, and 

(3) the urgency of the stakeholder’s claim on the firm. In our study, municipalities and 

cities are the accountable to the stakeholders. These stakeholders are identified using 

Mitchell et al., (1997) attributes of stakeholder relations. The stakeholders of 

municipalities and cities are central government (attribute 1), suppliers of services, 
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politicians mainly councilors both opposition and government representative at the 

council (attribute 1, 2), the general public, taxpayers, electors, (attribute 1,2,3) 

international funding agencies through foreign grant (attribute 1) and regulators (1,2,3).  

This suggests that the attributes of stakeholder relations overlap. A stakeholder may 

have all three attributes at the same time. Whatever their attributes, the information 

needs’ of the stakeholders should be attended and it is imperative that the information 

reported in the statement of financial position of the local government entities is 

comparable. Drawing from this theory, we use the three attributes of stakeholders as the 

variables of interests for investigation (see diagram below). Given a stakeholder with 

only one of the attributes cannot influence decisions of a firm, in this study 

municipalities/cities, we have tested different situations namely: stakeholder with 

power, then power and legitimacy, then power legitimacy and urgency. It is important 

to consider the relative absence or presence of all or some of three attributes: power, 

legitimacy, and/or urgency to determine stakeholder-manager relationship. 

Stakeholder Identification: Stakeholders with dominant power can always influence an 

entity’s behaviour and its top management on reporting. An entity may have a 

legitimate claim on the firm, but if it does not have power to enforce its will in the 

relationship or believe that it has an urgent claim against the entity, it will not achieve 

salience for the firm’s managers. Relying on (Mitchell et al. 1997) specification of 

stakeholder power, we identify the (i) latent stakeholders, (ii) expectant stakeholders 

different groups of stakeholders and definitive stakeholders of municipalities/cities in 

the setting of Indonesia. (see table 4.1).  

Latent stakeholders have either only the power, legitimacy or urgency attribute hence 

making stakeholder salience low. Managers would not bother about them because they 

know they are less interested to the firm. Depending on the attribute, a latent 

stakeholder may be dormant, discretionary or demanding. In either case because latent 

stakeholders do not possess all three attributes their influence on accounting 

harmonization may be therefore not significant. Expectant stakeholders are those 

possessing two of the three attributes and as such may have more influence on 

accounting harmonization practices. They be either dominant, dependent or dangerous 

and that depends on the types of attributes they possess. If the stakeholders have both 

power and legitimacy or legitimacy and urgency or power and urgency, the effect on 

harmonization may be higher.  
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Definitive stakeholders have all three attributes, hence have all the arms to influence 

decision and practices of an entity. Hence we are arguing they may have significant 

influence on harmonization. In table 4.1 we have also classified the stakeholders by 

their attributes and used them as our independent variables. Our hypotheses are also 

developed thereon. 

Table 4.1: Stakeholders’ identification 

 

Attributes 

Latent stakeholders  Expectant Stakeholders Definitive 

Stakeholders 

Dormant Discretionary Demanding Dominant Dependent Dangerous  

Power Yes 

(Citizens) 

No No Yes (Councillors, 

Supreme Audit 

Office) 

No Yes 

(Opposition 

Party) 

Yes 

(Supreme 

Audit Office, 

Councillors, 

Funding 

Agencies) 

Legitimacy No Yes 

(Scholars) 

No Yes 

(Councillors ) 

Yes 

(Citizen) 

No Yes               

(Councillors, 

Funding 

Agencies) 

Urgency No No Yes 

(Taxpayers) 

No Yes 

(Citizen) 

Yes 

(Opposition 

Party) 

Yes 

(supreme 

Audit Office, 

Councillors, 

Funding 

Agencies) 

 

Based on the stakeholders’ attributes identified in table 1, the following hypotheses are 

proposed. 

 

4.3.2 Hypotheses (Stakeholder Power) 

Stakeholders with dominant power can always influence an entity’s behaviour 

and its top management on reporting. An entity may have a legitimate claim on the firm, 

but if it does not have power to enforce its will in the relationship or believe that it has 

an urgent claim against the entity, it will not achieve salience for the firm’s managers. 

Relying on (Mitchell et al. 1997) specification of stakeholder power, we identify 

different groups of stakeholders of municipalities/cities in the setting of Indonesia. 

However, due to lack of data availability, we have selected only two of them namely 

councillors and government auditors. For example, in the setting of Indonesian 

municipalities and cities, elected councillors are dominant stakeholders with significant 

power to make decisions. If they do not exercise influence on the types of reporting they 

will not achieve salience. We, therefore, argue that councillors, although being 

dominant stakeholders, may or may not exercise their power for municipalities/cities to 

prepare accounts in line with IPSAS recommendations as adapted in GAS.  
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The power of the auditors lies in their reports by which they make government 

accountable to the people (Palmer 2008). Strathern (2006) contend that audit may 

contribute to the smooth running of organizations by its power to purify the principles 

of organisations. Set by The Treasury law No. 15/2004, the Supreme Audit Office 

(SAO) in Indonesia, under Article 18, is accountable to report a summary of national 

audit to the Parliament, Governor, President and Mayor at least three months after the 

completion of the audit. They report on how government affairs are managed. On the 

other hand, both central and local government are mandated to prepare a financial report 

and the SAO should have access to its records and documents to conduct an audit and 

issue a report. The audit opinion(s) issued by the NAO has power to influence the 

government entity, in this study local government entities’.  Based on the above, we 

propose the following hypothesis. 

H4: The greater the stakeholder’s power on the local government entities the higher the 

level of accounting harmonization. 

 Hypotheses (Stakeholder Legitimacy)   

Councillors, Taxpayers and Funding Agencies have a legitimate right to the 

financial reporting of local government. Under the law, the government auditor in 

Indonesia is legally authorised to conduct audit and query the accounting practices of 

local government entities. Councillors who are elected by the population are mandated 

to follow closely that local government entities under their jurisdictions are transparent 

while funding agencies, as stated earlier, frequently require countries to adopt and 

implement international standards as one of the terms and conditions of the grants that 

they have advanced. In the context of local government in Indonesia the councillors in a 

municipality/city may deliberately promote IPSAS and ensure its compliance they are 

aware of the relational terms and conditions among the other stakeholders which 

automatically create a sense of legitimacy. In this perspective, the council may even 

insist on the setting up of a control device to monitor this compliance so as to 

harmonize with IPSAS (Chiu and Wang, 2015). In a similar vein, Magness (2006) 

contends that if an entity has such a control mechanism the propensity to prepare 

financial reports in accordance with international standards is likely to be higher as 

opposed to one that is passive (Magness 2006). Mayors across municipalities would 

tend to adopt this approach in order to demonstrate their association, hence legitimacy 

of their approach with other fellow mayors to demonstrate that they are following the 
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same path to achieve harmonization. On the other hand, taxpayers have a legitimate 

right to question the quality of local government reporting (Boolaky 2003). They need 

to know how their tax monies are used and what projects.  Therefore a reliable and 

comprehensive system of accounting and reporting is essential. It is, therefore, 

hypothesised that: 

H5: The greater the legitimacy, the higher the level of accounting harmonization. 

4.3.4 Hypotheses (Stakeholder Urgency)  

Under this attribute, the stakeholders are identified because they have direct 

claims against local government reporting practices. They are (1) Councillors, (2) 

Supreme Audit Office, (3) Opposition on the council, (4) Funding agencies. Judge et al. 

(2010) suggest that international funding bodies through foreign aid pressurise adoption 

of international financial reporting standards (see also Chapple and Moon 2005). This 

may be part of the terms and conditions in the funding agreement that compliance with 

international standards is a requirement (see Boolaky and Soobaroyen, 2017 for 

adoption of International standards on auditing). Likewise in the case of adoption of 

IPSAS, funding agencies such as World Bank (a dominant stakeholder) gives grants for 

specific purpose, for example to adopt IPSAS and or harmonize government accounting 

standards with IPSAS. We are arguing that foreign aid in the form of grants drives 

government both central and local to either adopt or converge with IPSAS. Supreme 

Audit Office has the urgency to report to the President Office, the central government 

on the financial reports of local government entities. Likewise councillors are mandated 

to ensure that financial reports comply with the accounting regulation issued by the 

Ministry of Home Affairs. Opposition has watchdog, hence urgency, to see to it than 

accounting comply with the regulatory prescription. In addition to funding agencies, 

taxpayers are keen to know how theirs tax money are being utilised by the local 

government entities. Evidently this requires local government having a high level of 

transparency. It is, therefore, hypothesised that  

H6: The greater the urgency of the stakeholder’s claims on the local government 

entities the higher level of accounting harmonization. 

Based on the selected hypotheses above, it can be argued that definitive 

stakeholders will have a greater influence than expectant stakeholders on the level of 

accounting harmonization whereas latent stakeholders will have no influence. In 
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addition to the variables of interest we have also considered a number of control 

variables. Branco and Rodrigues (2008) suggest that the size of an entity and its 

visibility are the factors that drive the level of disclosure. Therefore, the larger the firm 

the more likely accounting harmonization will be higher. This is because larger firm is 

assumed to have more resources to increase its level of disclosure as opposed to a small 

firm where resources may be limited. In the Indonesian context, it can be expected that 

large municipalities/cities disclose more information than small one.  As mentioned 

before this thesis uses different metrics of size such as the square metres, the population 

size, number of electors and size of the elected council served by a municipality or city.  

In order to determine the robustness of those metrics, each one is included at a time in 

the equation to observe the results with the traditional measure of size such as total 

assets or revenues. Although extant literature suggests that age influences disclosure 

practices the findings are mixed. In the local government setting in Indonesia, there are 

municipalities that are more than one century old contrary to cities that were established 

in the last three decades. In this paper the argument is  that old municipalities may 

prefer the old school approach to reporting and therefore do not opt for modern 

accounting systems and standards whereas new cities/municipalities do the opposite. 

4.4 Conclusion 

This chapter has discussed the dissemination of IPSAS and then the theories 

relevant to this study. Focus was on two selected theories namely: (i) the institutional 

theory and (ii) stakeholders salient theory. A comprehensive discussion on institutional 

theory and Scott’s hierarchy of institutional pressures was presented in Part A. These 

pressures were then linked to the three forms of isomorphism identified by DiMaggio 

and Powell and then used to develop the main hypotheses proposed to be tested when 

investigating IPSAS adoption. Each form of isomorphic pressure was put in the context 

of Indonesia and discussed based on past literature in accounting. In Part B stakeholder 

salient theory was explained at length and the salient stakeholders who could influence 

harmonization were identified and hypotheses developed in line with the tenets of the 

theory.  
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Chapter 5: Research Methodology 

5.1 Introduction 

This chapter describes the methodology used in this research to test the 

hypotheses developed in the preceding chapter. Given the objectives of the study and 

nature of the research questions different types and sources of data are needed to 

conduct this research. Archival data, newspaper and press releases, Government gazette, 

various laws and government circulars, annual reports as well as Supreme Audit 

Reports among others are accessed to draw data relevant for analysis. This chapter is, 

therefore, divided into ten sections. Section 5. 2 describes the sources and types of data. 

Section 5.3 dwells on the methodological approach. Section 5.4 is about sample features 

and selection. Section 5.5 describes the measurement method of IPSAS adoption 

velocity. Section 5.6 depicts the regression model specification on IPSAS adoption 

whereas section 5.7 is on regression model on accounting harmonisation. Section 5.8 

deals with the strategy to manage multi-collinearity. Section 5.9 describes the further 

tests and the chapter ends with a conclusion in section 5.10.  

5.2 Data 

5.2.1. Sources and Types of Data 

There are mainly two types of data namely: primary and secondary data. 

Primary data are original data generated by the researcher (Saunders and Thornhill 

2000; Ghaury et al. 1995) whereas secondary data are data already existed or published 

data (Ghaury et al. 1995), sometimes called archival data (Brymann and Bell 2011). 

Ghaury et al.  (1995) contend that the types of data to use in a research vary with the 

types, purposes and nature of the research. Generally, primary data are generated from 

surveys, interviews and other cognate methods (Saunders and Thornhill 2000). 

Qualitative research requires mainly primary data as opposed to quantitative research 

that depends on secondary data or archival data. Researchers use also primary data 

when they conduct experimental study or perception study on a particular topic (Ghaury 

et al. 1995). Logically a quantitative type of research that aims at providing empirical 

responses to a research question does not require primary data (Saunders and Thornhill 

2000). Secondary data is, therefore, more suitable for this study that investigates 

IPSAS’ adoption, and harmonization in Indonesia. As such, the data requires are mainly 

secondary data both of qualitative and quantitative types. In particular the data relates to 

accounting development (cash accounting through to accrual accounting based on 
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IPSAS) from the adoption stage through to the stage of harmonization of practice. They 

cover the whole country including the Indonesian islands, provinces, 

municipalities/cities. They are drawn from annual reports of municipalities and cities, 

reports from the Supreme Audit Office and also from Government 

Circulars/Decrees/Ordinance/Laws as well as Government Decisions published in the 

newspapers and Government Gazette. In addition, data is also drawn from National 

Bureau of Statistics. The data are in the forms of legal documents, regulations, official 

government reports and other archival data.   

Secondary data is important in this research because it provides evidences on the 

(i) development accounting systems, legal systems as well as the political system(s) 

over the last century and in particular about local government, (ii) adoption of IPSAS 

accrual accounting and (iii) status of accounting harmonization in Indonesia. As regard 

adoption of IPSAS accrual accounting data for the period of November 2013 to May 

2014 is used whereas for harmonization data from the annual reports of 2014 to 2016 

have been analyzed. Data used in other studies such as the World Bank Reports, 

International Monetary Fund, World Economic Forum, and data from different websites 

such as the Indonesian Bureau of Statistics, National Library to mention a few have 

been re-arranged and re-classified for this research in order to make them also more 

useful for related research in the future.   

5.3 Methodological Approach 

To determine the right methodological approach, we have recourse to the 

answers sought by the research questions. The first research question is about 

accounting development in government sector and in particular local government. A 

chronological investigation of the accounting changes; which entailed as a consequence 

of legal/political changes becomes important to increase the understanding of the 

readers on this aspect of accounting Indonesia. To realise this aim(s), papers are 

reviewed in the following journals namely: Accounting Historians Journal and 

Accounting History, Accounting, Accountability and Auditing Journal and a few others. 

The thesis then draws from Previtts et al. (1990) so as to properly situate the type and 

nature of the study and then ensuring that acceptable methodology is adopted.  “….. Any 

subject of historical research must be approached by employing research method(s) 

considered appropriate to the facts being sought and the issues being investigated. That 

is, 'the problem determines the method' (Previtts et al. 1990, p. 144). As the aim is to 
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provide a chronology of factors affecting GAD during colonial and post-colonial era in 

Indonesia, it can be categorised as ‘data bases’ type of research that provides 

source/reference information to assist in other historical research (Zeffs 1972). It, 

therefore, seeks to provide historical evidence to the audience using descriptive 

information about events, dates, times, groups of items, sources, and related 

publications on the development of government accounting Saunders and Thornhill 

2000; Tyrall et al. 2006; Benquet 2010; Pesnot 2011; Agbohou 2012) by answering the 

first principal research question. This requires an inquiry of institution(s) identified by 

established events, law, government organisations, local government entities, 

professional organisations among others. Data is, therefore, sourced from the National 

Archives, Newspapers, various laws, Ministries’ Decrees/Ordinances, academic 

publications and books and where possible cross check the data from alternative sources 

to determine their authenticity. As regards academic publications, focus is only on 

published works on accounting development in Indonesia because the aim is to provide 

historical insights on accounting development in the government sector of Indonesia 

including local government over more than a century. The data are then analyzed, 

organise and tabulated chronologically in the form of a comprehensive register of 

government accounting history of Indonesia. The register maps the factors with stages 

and the period of development, thus providing a time series analysis of GAD in 

Indonesia. The register also reports the impact of each factor (Guzov 2016). A ‘Time 

Series Register’ is developed to record the regulatory changes under each colonial 

governorship and post-colonial Presidency. The findings are reported and discussed in 

Chapter 2. 

The second research question aims to investigate the extent and speed of 

adoption of accrual accounting (IPSAS) in local government. Although a deadline was 

set for the Government to adopt IPSAS accrual accounting, some did adopt quite early 

as opposed to others that adopted lately. By 2016 there were still some local 

government entities that did not adopt. In order to provide evidence on this variation in 

adoption among municipalities/cities, secondary data related only to the speed of 

adoption is important. Regulations in the forms of Decrees/Ordinances/Laws and 

Government Circulars, other relevant publications in the media including Government 

Gazette that specifically apply to government decision on accrual accounting are 

considered. In order to determine the adoption velocity, the MOHA Decree 2013 is 

used. This provides a good basis to quantitatively measure the adoption velocity or 
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speed of adoption. For example, the velocity metric is measured using a likert of 1 to 

10. More details on the measurement technique(s) is discussed below and the results 

reported in Chapter 6 Part A. 

The third research question is on accounting harmonization in the local government. 

Accounting harmonization is expected to facilitate comparative accounting and extant 

literature suggests that there are two types of harmonization namely: de jure 

harmonization and de facto harmonization. In order to determine whether the 

Government Accounting Standards in the country harmonize both in forms and 

substance with the IPSASs (de jure harmonization), data are compared from the 

Indonesian GAS to IPSAS. By 2017 Indonesia had twelve (12) accounting Standards 

for the government sector including local government. De jure harmonization are 

assessed only for these twelve (12) standards. As regard de facto harmonization, data 

are drawn from annual reports of municipalities and cities over 2013 to 2015 to measure 

the extent to which these local government entities harmonized with IPSAS in their 

reporting system. Given the delay by municipalities and cities to issue the financial 

reports and delay in the reports of Supreme Audit Office, data for 2016 was not yet 

published by November 2017. More details are given below as how the harmonization 

index is developed and measured. The findings are reported in Chapter 6 Part B. The 

next section elaborates on types and sources of the data. 

5.4 Sample Features and Selection Criteria 

The need to select a sample arises because of the nature and distribution of the 

population size, cost and time implications in data collection. However, fairly precise 

conclusions may be drawn only if the sample size is proper, that is, it is representative 

of the population (Saunders and Thornhill 2000; Ghaury et al. 1995). The sample is 

selected randomly to give the chance of all municipalities/cities being selected from the 

population. Before deciding on the items in the annual reports to select, first the number 

of provinces is considered, then the number of municipalities/cities. The number of 

items to be analyzed from the annual reports is drawn from IPSAS 1 which 

recommends the items expected to be presented therein for each municipality/city. 

Adoption of IPSAS Accrual Accounting 

 There are 34 provinces in Indonesia but the number of municipalities/cities varies 

between them. There are 515 municipalities including cities in total. Some provinces 

have more municipalities than the others. Although attempt is made to collect data in all 
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provinces, however data could not be obtained from some municipalities. As a result, 

the sample size is reduced to 205 comprising 171 municipalities and 34 cities. This is 

reported in Table 5.1. Table 5.1 also reports in the bottom rows the number of 

municipalities and cities that adopted IPSAS accrual. The sample size of 

municipalities/cities covers the main seven islands and is large enough to represent local 

government of the country. This sample size applies to both extent of IPSAS Adoption 

and its velocity.  

Table 5.1 Sample Distribution per Province 

Provinces  Number of 

Municipalities 

Number of Cities Total Sample Size 

Nangroe Aceh Darusalam 2 0 2 

North Sumatera  26 7 33 

West Sumatera 13 6 19 

Riau 2 0 2 

Riau Islands  0 1 1 

Jambi 2 0 2 

South Sumatera 1 1 2 

Bangka Belitung  2 0 2 

Lampung 2 0 2 

West Java 24 3 27 

Banten 2 0 2 

Central of Java 8 2 10 

Special Region of Yogyakarta 3 0 3 

East Java  32 5 37 

West Kalimantan 4 0 4 

Central Kalimantan 13 1 14 

South Kalimantan 3 0 3 

East Kalimantan 7 3 10 

North Sulawesi 11 4 15 

South Sulawesi 6 0 6 

South East Sulawesi 2 0 2 

Bali 2 0 2 

West East Nusa 1 0 1 

Maluku 2 1 3 

Papua 1 0 1 

Total Sample Size  171 34 205 

Number Adopted IPSAS 83 15 98 

Number not Adopted IPSAS 88 19 107 

Note: ‘0” means no data was available. 

5.5 Measuring IPSAS Adoption Velocity  

5.5.1 Metrication of IPSAS Adoption 

Metrication is a common technique used in physics to measure velocity in terms 

of seconds, minutes, hours and day (Karp and Flatt 1990; Tang et al. 2009). Velocity or 
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speed is the rate at which one achieves something. For example, in the context of IPSAS 

adoption in this study, it is the rate or relative speed at which a municipality/city adopts 

IPSAS. It is, therefore, measured by the length of time a municipality/city takes to adopt 

IPSAS given the adoption process contains a series of stages. The first stage is the 

issuance of MOHA decree 64/2013. The second stage is the municipality council first 

meeting scrutinising the requirements of the Decree. The third stage(s) is municipal 

meetings to pass a regulation to adopt IPSAS. These stages take time and vary from one 

municipality/city to another. There is a deadline for adoption and hence the regulation 

must be passed at latest on the deadline date; which was May 1 2014. This thesis uses a 

metric on a scale of 10 points to measure the adoption velocity for each municipality. In 

simple term the adoption velocity is therefore measured as follows: 

TT/LTTA * 10 

TT= Time taken to pass and issue regulation to adopt IPSAS by a municipality. 

LTTA = Latest time to pass and issue regulation to adopt IPSAS  

10= the scale ranging from 0… 10.   

Any municipality that scores on the lower quartile of the scale is classified as an 

early adopter and any scoring close to or on the upper quartile is a late adopter. A 

municipality scoring around the middle of the scale is a moderate adopter. An 

alternative metric is also used by measuring the adoption turnover rate in number of 

days. MOHA Decree 64/2013 was issued on 2 November 2013 and local government 

entities were given up to 1 May 2014 to adopt IPSAS accrual accounting, hence 178 

days under the law to adopt IPSAS. Likewise those on the lower quartiles are early 

adopters contrary to those on the upper quartile. Any municipality that has not passed 

any regulation to adopt IPSAS is a non-adopter. A third metric is used by categorising 

the municipalities and cities into early, moderate, late and non-adopters of IPSAS 

accrual accounting. The reason(s) for using three alternative measurement is to 

determine the robustness of the velocity metric used (Tang et al. 2009). 

5.5.2 Accounting Harmonization with IPSAS Accrual Accounting 

With regard to de jure harmonization, the contents of the Indonesian 

Government Accounting Standards are compared with those IPSAS whereas for de 

facto harmonization, the data are drawn from the annual reports of both municipalities 
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and cities. The number of observations is drawn from the annual reports of 2014 (for 

cash toward accrual) and 2015 and 2016 (for IPSAs accrual). Given that IPSAS 1 

requires 27 items to be reported in the balance sheet, the total number of observations is 

therefore 16605.  

Sample Features and Selection Criteria  

The data relates to municipalities/cities and their annual reports in Indonesia and 

covers the six Indonesian islands and twenty-five provinces. The sample is selected 

randomly to give the chance of all municipalities/cities in each islands and provinces 

being selected (Saunders and Thornhill 2000; Ghaury and Gronhaug 1995).  The 

number of items to be analyzed from the annual reports is drawn from IPSAS 1 and 

GAS 1 which prescribes the items to be disclosed in the statement of financial position 

for each municipality/city. There are 34 provinces in Indonesia but the number of 

municipalities/cities varies between them. There are 524 municipalities including cities 

in total. Some provinces have more municipalities than the others. Although attempt is 

made to collect data in all provinces, however data could not be obtained from some 

municipalities. As a result, the sample size is made up of 205 municipalities/cities for 

2011 to2015. The sample size and its distribution are reported in Table 5.2  

Table 5.2: Sample Distribution 

Year Sample size Missing Obtained 

2011 205 70 174 

2012 205 84 155 

2013 205 121 108 

2014 205 140 82 

2015 205 124 81 

   600 

 

Table 5.3 : Annual Reports 

Year Annual Financial Report collected Disclosure items of IPSAS 1 Total Observations 

2011 174 27 4,698 

2012 155 27 4,185 

2013 108 27 2,916 

2014 82 27 2,214 

2015 81 27 2187 

 600  16,190 
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 Measuring Harmonization 

Content Analysis 

Content analysis is used in this study for a number of reasons (1) to compare 

municipalities’ regulation on IPSAS adoption, (2) to compare Indonesian IPSAS with 

IFAC IPSAS and (3) to compare contents in the annual reports among municipalities 

(Weber 1988; Guthrie and Petty 2000; Krippendorff 2004; Boolaky 2007; Ensslin and 

de Carvalho 2007). Research on the most appropriate unit of analysis for disclosure 

studies using content analysis is still ongoing (Gray et al. 1995; Neu et al. 1998; 

Unermann 2004; Milne and Adler 1999). Taking account of the ongoing debate, this 

paper uses sentences to identify and categorise the disclosure items and measure the 

disclosure (harmony) by matching them with IPSASs. This type of analysis is suitable 

because voluminous qualitative data needs to be analyzed during the course of the study 

(see Holsti 1969; Boyatzis 1998, Guthrie and Petty 2000; Guthrie et al. 2004; Day and 

Woodward 2009).  

Scoring Technique(s) 

A scoring technique is used to measure the harmonization level with IPSAS (see 

Guthrie et al. 1999; Guthrie and Petty 2000; Brennan 2001). The disclosure items in 

IPSAS 1 is used as a basis to determine how far municipalities and cities harmonize 

with disclosure requirements as per IPSAS 1. There are different models available in 

mainstream accounting literature for measuring accounting harmonization (Van der Tas 

1988, Cooke 1989, 1992; Archer et al. 1995, 2012). Van der Tas (1988) used the H-

index to measure concentration of accounting methods between countries and within 

countries. The H-index was then extended to the C-index to accommodate additional 

information in the form of notes. Van der Tas also developed the I-index to measure 

extent of harmonization practices among countries. Archer et al. (1995) introduced the 

WC index and BC index to measure within-country and between country harmonization 

of accounting whereas Cooke (1989, 1992) proposed the disclosure index in order to 

measure the relative level of disclosure by business entities. Given the scope of this 

study, Cooke’s Index will be used. The reason(s) is because it is an adequate tool and  

technique to measure between provinces and within provinces as well as between 

municipalities/cities within provinces and between provinces accounting harmonization.  
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Cooke’s Index 

In order to measure the level of disclosure practices as required by IPSAS by 

municipalities Cooke’s disclosure index is used. This index is the ratio of the actual 

disclosure scores to the expected disclosure score. The actual disclosure score is in fact 

the contents disclosed in the annual reports of each municipality and the expected score 

is the contents required to be disclosed by IPSAS. Cooke’s model is produced below:  

 

TDI= ADS/M =    (1) 

   
 

 

TDI= Total Disclosure Index; ADS= Actual Disclosure Score; M= maximum disclosure 

score for each municipality; d= item of disclosure; m=actual number of relevant 

disclosure items and n = number of items expected to be disclosed by IPSAS 

Drawing from Cooke (1989), Lopes and Rodriguez (2007) and Chalmers and Godfrey 

(2004) a disclosure checklist is then drawn based on the disclosure requirements of 

IPSAS 1. The checklist is the utilised to construct the harmonization index. The 

harmonization index is determined by comparing actual disclosure level against 

expected disclosure list. Because the disclosure contents comprise different elements, 

they are analyzed by category and elements. This approach has been widely used in the 

literature. For example, Dunne et al. (2004); Boolaky (2012) and Marshall and 

Weetman (2002) suggest that this approach suits circumstances where information 

release is being investigated against the prescriptions of existing regulations which in 

this study is disclosure contents in IPSAS.  

Statistical Analysis Methods 

Tabachnick and Fidell (2007) contends that the quality and strength of any 

quantitative research reside in the choice of the correct statistical technique to analyze 

the data. Given the objectives of my thesis is to (i)  investigate the extent and speed of 

IPSAS adoption and its drivers and (ii) measure the extent of accounting harmonization 

and investigates its determinants, it is imperative to explore the relationship among the 

variables using correlation and regression analysis. The reason(s) for this is to identify 

1

m

di

1

n

di
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the correlation between the dependent variables and independent variables and also the 

presence of multicollinearity that could impair the regression results.  In this thesis, the 

following analysis methods are used: 

(i) Descriptive Statistics 

(ii) Correlation  

(iii) Different Regressions Techniques.  

(iv) Sensitivity Analysis and Robustness test.  

The forthcoming paragraph describes each of these analysis methods. 

Descriptive Statistics 

Descriptive statistics are used to depict the features of the sample, to check if the 

variables violate the basic assumptions underlying the regression techniques used to 

investigate the impact of the variables of interests (Institutional variables) on the 

dependent variables (extent/speed of IPSAS adoption) and stakeholders’ salience 

variables on extent of accounting harmonization with IPSAS. In order to test the 

assumptions on the variables, the descriptive statistics include mean, median, 

maximum, minimum, standard deviation, 25th percentile and 75th percentile. This central 

theorem is a good test to determine if the sample is normally distributed that is, the 

mean, mode and median are equal (Gravetter and Wallnau, 2004, pp.48-49). Usually 

this may not happen in the case of large sample size. The results of the descriptive 

statistics are reported in Table 6.3 in chapter 6. 

Correlation 

This thesis uses correlation to demonstrate the strength and direction of the 

relationship between the variables. It can be used even if one of the variables is 

dichotomous or multinomous. Pearson product-moment correlation is ran to determine 

the correlation value. Throughout this analysis, it is also possible to identify the 

presence of multi-collinearity problems. In fact if correlation between any two 

independent variable is =>0.9, this symptomizes multi-collinearity problem. The results 

are reported in Table 6.4. 

In order to obtain assurance that there is no hidden collinearity problem in the 

Pearson correlation results, two collinearity tests are ran namely: (i) Variance Inflation 

Factor and (ii) Tolerance Factor (TF) (Field, 2000; Hair et al. 2006). The results are 
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reported in Table 6.5.  According to Field (2000) a VIF  value below 10 and Tolerance 

Factor Value of greater than 0.10 confirms that there is no multi-collinearity problem.   

Regression Analysis 

Given the nature of the data, different regression techniques are used to answer 

each of the research questions. As regards speed of adoption, the dependent variable is 

considered to be continuous given that it is measured on a scale of 0-10 and then 

measured in number of days. As such, multiple regression is used to investigate the 

impact of the institutional drivers on the speed of adoption. 

For the extent of IPSAS adoption, the variable is firstly considered as 

dichotomous (adopt=1 and not adopt = 0). The nature of the dependent variable does not 

allow the use of multiple regression, hence the thesis is logistic regression as described 

in the model below. Using the data on speed of adoption, the IPSAS adopters in 

Indonesia is then categorised into (i) early-adopters, (ii) on-time-adopters, (iii) 

late=adopters and (iv) no-adopters. This is categorised into 4,3,2 and 1. This categorical 

nature of the data allows the use of both multiple and multi-nomial regression. Both 

techniques are used to determine the robustness of the results. 

Prior to use the regression analysis, a check is run to assess if the basic 

assumptions underlying multiple regression is satisfied. The first assumption is the 

sample size  must not be small. Tabachnick and Fidell (2007) submit that the sample 

size should N>50  + 8m where m is the independent variables.  In this thesis there are at 

least 8 independent variable, therefore the minimum number of cases is equal to 50 + 

(8*8) =114. In fact the number of cases are 205 + 64 = 269. The second assumption is 

‘outliers’. Outliers on extent/speed of IPSAS adoption (dependent variable) are checked 

from the standardized residual plot. Any outlier identified is deleted from the data. 

Normality, linearity, homoscedasticity and independence of residuals are also verified 

from the residuals scatterplots. Residuals are usually the difference between the 

obtained and predicted dependent variable. For normality, the residuals should be 

normally distributed about the dependent variable scores whereas linearity the residuals 

should be a straight-line relationship with the predicted value of the dependent variable. 

Homoscedasticity: the variance of the residuals about the predicted scores of the 

dependent variable should be similar for all predicted scores. Finally given that multiple 

regression does not agree with multi-collinearity, a collinearity test is also conducted to 

ensure that this assumption has also been met. 
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5.6 Regression Model Specification:  Adoption of IPSAS Accrual Accounting 

The strategy is to run the most robust model that the data allow. Because the 

data has different features from continuous and also ordinal to binary different 

regression techniques are used to determine the impact of institutional pressures on 

IPSAS adoption and harmonization. First IPSAS adoption is considered as an ordinal 

variable with four categories namely: non-adopter, late adopter, moderate adopter and 

early adopter.  

Simple ordinary least square (OLS) is used because it fits this type of categorical 

data. Since the data is also of a multinomous nature, multinomial regression is used to 

evaluate the robustness of the relationship reported by the OLS. Because the velocity is 

measured on a scale of 0-10 and also in number of days OLS is again conducted to 

determine if the results are the same. This approach provides evidence on the strength of 

the model(s).  The models are illustrated below. 

 

Model 1: Ordinary Least Squares 

 IPSASDOPT = β0 + β1 FGT + β2 LGT + β3 REL+ β4 POLYS + β5   AUDOP+  β6 

SIZE+ β7 DEBT + β8 AGE + β9 ∑𝑪𝑶𝑵𝑻𝑹𝑶𝑳𝑺 + ε     

 

Model 2: Multinomial Regression 

 log(Pij/Pi1)= β0 + β1 FGT + β2 LGT + β3 REL+  β4 POLYS + β5  AUDOP = β6 

SIZE+ β7 DEBT + β8 AGE + β9 ∑𝑪𝑶𝑵𝑻𝑹𝑶𝑳𝑺 + ε     

( is the th individual and  j is the jth category of the dependent variable. It is 

necessary to make one of the categories the baseline category and in this case (j = 1). 

 

Drawing from past literature (Judge et al. 2010; Boolaky and Soobaroyen 2017) 

the IPSAS adoption is re-categorised into a dichotomous variable with 1 equal to 

‘adopt’ and 0 ‘not adopt’. In this case a logistic regression is conducted.  The empirical 

model specification is described in the equation below. 

Model 3: Logistic Regression 

(𝑷𝒊/(𝟏 − 𝑷𝒊) = β0 + β1 FGT + β2 LGT + β3 REL+ β4 POLYS + β5  AUDOP +  β6 

SIZE+ β7 DEBT + β8 AGE + β9 ∑𝑪𝑶𝑵𝑻𝑹𝑶𝑳𝑺 + ε      

Pi is the probability of adopting ISPAS. 
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It is expected that results generated from each of these models are almost the 

same. By using these different measures of adoption and regression techniques the study 

can provide more robust results to explain the relationship between isomorphic 

pressures and IPSA adoption in Indonesian municipalities/cities. The empirical models 

are reported in the equations below. 

5.6.1 Variables’ Description 

Dependent Variables 

Two sets of dependent variables are required to answer RQ 1. First the extent of 

IPSAS adoption and second the speed of IPSAS adoption.  

Extent of IPSAS Adoption 

The extent of adoption is measured in two ways, namely (1) by 4 categories that 

is multinomous, and (2) dichotomous that is ‘adopt’ ‘not adopt’.  A municipality/city is 

coded ‘4’ if it has adopted before 3/12/2013 and is defined as an early adopter; ‘3’ if has 

adopted on any day between 3/12/2013 and 31/05/2014; ‘2’ if it has adopted after 

31/05/2014 but before 31/12/2015 and ‘1’ if it has not adopted after 31/12/2015. This is 

reported in Table 5.4.  

Using this coding approach it is possible to explore the factors that drive the 

speed of each municipality to adopt IPSAS. For example, multinomial regression is 

used when the extent of adoption is categorised into these four categories.  Binary 

logistic regression is used when a municipality/city is coded ‘1’ which implies that 

IPSAS is adopted and when ‘0’ which signifies that IPSAS is not adopted. Using this 

dichotomous coding (Botosan 1997; Bhagat et al. 2008; Bozec and Bozec 2012) it is 

possible to investigate why some municipalities/cities have adopted IPSAS and others 

have not. The focus is on adoption consistent with Nobes (2008) definition of ‘adoption 

by law’.  

Speed of IPSAS Adoption or Adoption’s Velocity  

This is for the first time investigated in IPSAS literature. Extant literature on 

public sector accounting has looked only into extent of adoption and its determinants 

but is silent on the speed of adoption of international standards (especially IPSAS) at 
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both central and local government level. This study lifts the veil by informing the 

literature on adoption velocity and its drivers. According to MOHA Decree 64/2013 

municipalities were given a deadline to adopt IPSAS accrual by latest 31 May 2014 

equivalent to 178 days. However, a few municipalities/cities already voluntarily 

adopted it before 2013 whereas others have taken time to go for the adoption. This is 

evidence by dates they passed their ‘Peraturan Bupati (regulation)’. This variable is 

labelled ‘Speed of Adoption or Adoption Velocity’. In order to determine the adoption 

velocity, likert point scale of 0 -10 is used following the metrication model presented in 

section 5.5. An alternative metric is also used by measuring the speed in number of days 

taken by a municipality or city to adopt IPSAS accrual accounting. In this case the data 

becomes a continuous variable thus warranting the use of OLS.  

Independent Variables 

Coercive isomorphism 

Coercive pressures emerge from legal, political and financial mandates or 

influences from other organisations or institutions that an organisation is dependent on. 

For example in a municipality/city, coercive pressure comes from political party 

belonging and ideology of the councillors, financial support from central government 

and or international funding agencies and pressure by the Supreme Audit Office through 

its audit opinions. In order to measure the coercive pressure on the adoption of IPSAS 

three variables are therefore used namely: political party belonging (POLYS), grants 

(Local grant, LGT) and foreign grant, FGT) and auditor’s opinion (AUDOP) on the 

financial report of each municipality. POLYS belonging is measured using the 

distribution of pro-government and opposition party among councillors. LGT and FGT 

are drawn from the financial reports of the municipalities/cities whereas AUDOP from 

the reports issued by the Supreme Audit Office on each municipality/city for the year 

ended 2013. This report was published on 10 May 2014. 

 Mimetic Isomorphism 

Mimetic isomorphism is considered as a key factor leading to homogenisation 

(Mizruchi and Fein 1999). The decision of a municipality/city to adopt IPSAS is 

therefore linked to its fellow competitors and likewise a province or an island decision 

in Indonesia to adopt IPSAS could be influenced by its age, size, debt level and source 

of finance. Contrary to private sector accounting research this study uses two different 
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proxies for size of municipality: (1: SIZE) size is measured as the surface area in square 

miles covered under a municipality and (2) the total population a municipality is 

expected to serve. DEBTis measured using the classical metric or ratio of total debt to 

total assets. 

Normative Isomorphism 

As described in chapter 4, normative isomorphism are collective values that 

entail conformity of thought and deed within institutional environments (Di Maggio and 

Powell 1983). The main institutions by which collective value and conformity of 

thought and deed can be enacted are the educational system, the political regime/system 

as well as religious beliefs and practices. Because political belonging has already been 

taken as a candidate for coercive pressure it is not duplicated here. However, REL is 

used as new proxy for religious belief and faith. This is measured using the percentage 

of Indonesian of Islamic faith in the country and this is sourced from 

PewResearchCenter Report31 2013. The number of graduate workers in each 

municipality/city is used to measure level of education as a normative pressure. This is 

sourced from Central Statistical Bureau. 

Control Variables 

Based on previous research in private sector accounting three variables have 

been identified as control variables relevant to municipality/city accounting. These 

variables are age, size and debt level. Table 5.4 lists the variables and the expected 

relationship with the dependent variables. 

 

Table 5.4: Relationship Between Dependent and Independent variables  

Variables Description Types Isomorphism Expected Sign 

Dependent    

AD (1) 

AD (2) 

AD (3) 

AD (4)  

Extent of IPSAS adoption ( 1, 0) 

Category of adopters (1.2.3.4)) 

Velocity of Adoption (10 point scales) 

Velocity of Adoption (Number of days  

  

Independent    

FGT Foreign Grant from international bodies Coercive +ve 

LGT Local Grant from Central government Coercive +ve 

REL Religious faith and practices Normative ? 

POLYS Political belonging and ideology Coercive +ve 

                                                   
31 THE PEW FORUM ON RELIGION & PUBLIC LIFE 
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AUDOP Supreme Audit Opinion Coercive +ve 

SIZE Surface Are in square miles under the responsibility of a 

municipality. Population density under each municipality 

 

Mimetic 

 

? 

Control Variables    

AGE Number of years a municipality/city exist Mimetic +ve 

DEBT Total Liabilities – Total Grant  to total asset Coercive +ve 

 

5.7 Regression Model: Accounting Harmonization 

Initially a pooled regression is run to determine the drivers of de facto 

harmonization among municipalities/cities. We produce three different regression 

models below. Using the same equation we then split the data between cities and 

municipalities to determine if the drivers of harmonization differ between the two 

groups. A fixed effect regression is also run to determine the impact of time on the 

harmonization level.   

Model 1: HSCit = β0 + β1   COUNCit + β2 POP it+ β3 FGT it+   β4 LGTit + β5GLit + 

β6AGEit + Year Effects 

Model 2: HSCit = β0 + β1   COUNC it + β2 TPYER it+ β3 TL it+   β4 LGTit + β5GLit + 

β6AGEit + Year Effects 

Model 3: HSCit = β0 + β1   COUNC it + β2 SAO it+ β3 TL it+   β4 WBGRTit + β5GLit + 

β6AGEit + Year Effects 

5.8 Managing Multi-Collinearity 

There were a larger number of variables of interest at the inception of the study 

but some of them have relatively high correlations, hence the symptoms of multi-

collinearity. This would definitely falsify the regression results.  In order to address this 

issue the presence of collinearity problem is therefore verified using the variance 

inflations factors (VIF) and tolerance factor tests on these variables. The reason to 

conduct these two tests is to obtain a sufficient appropriate statistical evidence that there 

is no collinearity between the independent variables that would distort any analysis 

conducted in the study. In consequence, all highly correlated independent variables 

were eliminated from the regression analysis and only those that could be tested as 

possible predictors of the adoption of IPSAS accrual accounting and as determinants of 

accounting harmonization are maintained. To conclude whether the multi collinearity 

tests’ results can be relied upon, reliance is casted on Hair et al. (2006)  that a tolerance 

value less than 0.10 and a VIF greater than 9 indicate multi-collinearity problem.  
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Condition index and variance decomposition matrix are also used to counter check the 

presence of multi-collinearity. Also the alternative proxies used for some variables are 

tested separately in order to contour the multicollinearity problem. 

5.9 Further Tests 

Sensitivity analysis 

In order to make more informative conclusions about the data, a split regression 

is run (Diniz et al. 2005) whereby the main sample is segmented into two sub-samples: 

(i) IPSAS adoption/ harmonization by municipalities and (ii) IPSAS adoption by cities. 

Results from this test will enable comparison of the means and medians of both extent 

and speed of IPSAS adoption between the two samples. Moreover, the split regression 

will enable comparison of the coefficients of each drivers of adoption /harmonization 

between the two sub-samples. Intuitively the magnitude of each coefficient could differ 

between municipalities and cities. The aim(s) of conducting the sensitivity analysis is to 

demonstrate whether municipalities being in existence for a longer time than cities 

adopt IPSAS before cities in Indonesia or whether cities being new have been more 

proactive with the international expectations of local government accounting and more 

align to the NPM of Indonesia. Many cities have been set up after the NPM project in 

the country. 

Because the dependent variable has different definitions, different regression 

techniques are used to determine if the same results are obtained from each regression 

model. In the event that there is no significant changes in the results this will confirm 

the robustness of the results as well. 

5.10 Conclusion 

This chapter has discussed the methodological approach used in the study. It 

then described the types and sources of data used to conduct this research. Given that 

data are available from different sources, data gathering has to be made by accessing 

these sources and then collating them to make a proper a data set for investigation. As 

regards data related to the history of government accounting in Indonesia, search for 

archival data was imperative and that involved access to national archives and also 

bureau of statistics. It has depicted the sample distribution with emphasis on the 

population and sample selection criteria. Indonesia has 515 local government entities 

(municipalities and cities inclusive). As regard data related to adoption and its speed, 
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reference to 205 newspapers and national gazettes were perused to determine the date 

when these entities passed the regulations to adopt IPSAS. Then this is measured 

against the cut-off date to establish the speed of adoption. For harmonization data were 

collected from the annual reports of the municipalities and cities and then the extent of 

harmonization measured using Cooke’s Index. In the case of measuring de jure 

harmonization, the contents of each government accounting standard of Indonesia was 

measured against the contents of IPSAS. An elaborative explanation on the various 

econometric techniques used to analyze the data was also discoursed. The purpose was 

to provide insights on the reasons and benefits of using these models. 
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Chapter 6:  Findings and Interpretations 

6.1 Introduction 

This chapter reports the findings and interprets the results. It is structured in two 

parts. Part A presents and interprets the findings on the extent and speed of adoption of 

IPSAS accrual accounting in the local government entities in Indonesia whereas Part B 

reports on accounting harmonization (de jure and de facto) with IPSAS. Part A reports 

on the status of IPSAS accrual accounting adoption in the local government, presents 

the empirical findings and interpret the results. Part B reports the findings on de jure 

harmonization followed by the empirical results on de facto harmonization. Each part 

has its separate conclusions. 

6.2 Part A: Adoption of IPSAS Accrual Accounting 

6.2.1. Extent and Speed of Adoption of IPSAS Accrual Accounting 

Status of IPSAS Accrual Accounting Adoption 

There are 515 municipalities and cities inclusive in Indonesia. By 2017 there 

were 416 municipalities and 99 cities. Cities are basically new urban development areas 

in the country. Irrespective of whether they municipalities and or cities and despite their 

age and location they were all required by law (MOHA 64/2013) to adopt and prepare 

their financial reports under the IPSAS accrual accounting. As to now not it cannot be 

concluded that all of these local government entities have adopted this new accounting 

system’s requirement due to lack of updated data. However, from the sample of 205 

entities, this study has been able to establish the adoption status in Indonesia. The 

results are presented in table 6.1 followed by interpretations. In a total of 171 

municipalities 83 (48.5%) have adopted IPSAS accrual whereas among the sample of 

cities considered in this study only 15 (44.1%) are the adopters. Overall, 98 (47.8%) 

local government entities have adopted IPSAS accrual accounting. Based on the figures 

reported in Table 6.1 North Sumatra is reported to have a larger number of IPSAS 

adopters (14 out of 26) followed by West (11 out of 24), East (10 out of 32) and Central 

Java (5 out of 8). As regards the other provinces the number of adopters are relatively 

lower. Arguably 51.5% municipalities and 55.9% cities that have not adopted may not 

have any pressure because MOHA 64/2013 does not have any regulatory punishment 

for non-adoption. Had this law made provision for dealing with non-adoption, more 

municipalities and cities would have adopted by 31 May 2015.  
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Table: 6.1 Distribution of IPSAS adopter per municipality and city  

  

Nr 

  

Province 

Municipality  Cities  

 

Grand Total  Adopt  Not Adopt  Total Sample  Adopt  Not Adopt  

Total 

Sample  

1 NAD/Aceh  1  1 2 0 0 0 2 

2 North Sumatera  14 12 26 3 4 7 33 

3 South Sumatera  1  0 1 1 0 1 2 

4 West Sumatera  6 7 13 2 4 6 19 

5 Jambi  2 0 2 0 0 0 2 

6 Lampung  2 0 2 0 0 0 2 

7 Central Java  5 3 8 2 0 2 10 

8 West Java  11 13 24 1 2 3 27 

9 East Java  10 22 32 2 3 5 37 

10 Banten  2 0 2 0 0 0 2 

11 DIY Yogyakarta  3 0 3 0 0 0 3 

12 Bali  2 0 2 0 0 0 2 

13 Central Kalimantan  3 10 13 0 1 1 14 

14 East Kalimantan  2 5 7 2 1 3 10 

15 South Kalimantan  3 0 3 0 0 0 3 

16 West Kalimantan  2 2 4 0 0 0 4 

17 North Sulawesi  2 9 11 0 4 4 15 

18 South East Sulawesi  0 2 2 0 0 0 2 

19 South Sulawesi  5 1 6 0 0 0 6 

20 NTB  1 0 1 0 0 0 1 

21 Papua  1 0 1 0 0 0 1 

22 Riau  2 0 2 0 0 0 2 

23 Riau Islands  0 0 0 1 0 1 1 

24 Maluku  1 1 2 1 0 1 3 

25 Bangka Belitung  2 0 2 0 0 0 2 

    83 88 171 15 9 34 205 

 Sources: Municipalities/cities regulations (Mayor Regulations on Accounting Policy) 

 

6.2.2. Classification of IPSAS Accrual Adopters in Indonesia 

As described in chapter 5 (Research Methodology) the local government entities 

have been classified into four groups namely: early adopters, on-time adopters or 

mandatory adopters, late-adopters and non-adopters. Table 6.2 reports the distribution 

of the four groups by 25 provinces.  
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Table 6.2: Classification of IPSAS Adopters 

 Category 4 Category 3 Category 2 Category 1  

  Early Adopters On-time Adopters Late Adopters Non Adopters Total 

Provinces Municipality  City  Municipality City  Municipality  City  Municipality  City    

NAD/Aceh  
0 0 0 0 1 0 1 0 2 

North Sumatera  0 0 0 0 15 3 11 4 33 

South Sumatera  0 0 0 0 1 1 0 0 2 

West Sumatera  2 0 1 0 4 2 7 3 19 

Jambi  0 0 0 0 2 0 0 0 2 

Lampung  0 0 0 0 2 0 0 0 2 

Central Java  5 1 0 0 0 1 3 0 10 

West Java  1 1 1 0 8 1 14 1 27 

East Java  1 1 1 0 9 1 21 3 37 

Banten  0 0 0 0 2 0 0 0 2 

DIY Yogyakarta  0 0 0 0 3 0 0 0 3 

Bali  0 0 0 0 2 0 0 0 2 

Central Kalimantan  1 0 0 0 2 0 10 1 14 

East Kalimantan  2 0 0 0 0 2 5 1 10 

South Kalimantan  0 0 0 0 5 0 0 0 5 

West Kalimantan  0 0 0 0 2 0 2 0 4 

North Sulawesi  0 0 0 0 2 0 9 4 15 

South East Sulawesi  0 0 0 0 1 0 2 0 3 

South Sulawesi  0 0 0 0 5 0 0 0 5 

NTB  0 0 0 0 1 0 0 0 1 

Papua  0 0 0 0 1 0 0 0 1 

Riau  0 0 0 0 0 0 0 0 0 

Riau Islands  
0 0 0 0 0 1 0 0 1 

Maluku  1 0 0 0 0 1 1 0 3 

Bangka Belitung  2 0 0 0 0 0 0 0 2 

Total 15 3 3 0 68 13 86 17 205 

Prepared by authors using different sources. 

Appendix 6.1 supplements Table 6.2 by providing a list of the names of 

municipalities and cities by their categories of adoption. Column (1) of Table 6.2 lists 

the 25 provinces investigated followed by early adopters in column (2), on-time 

adopters in column (3) and late adopters in column (4). The last column (5) is the total 

sample of local government entities examined. Non-adopters are classified as category 

(1), late-adopters (Category 2), on-time adopters (category 3) and early-adopters 

(category 4). There are only eighteen (18) early-adopters (8.78%) of IPSAS accrual and 

it comprises fifteen (15) municipalities (7.32%) and only three (3) cities (1.46%) out of 

the sample (205) studied. West Java leads with five (5) municipalities followed by West 

Sumatra, East Kalimantan and Bangka Belitung with two (2) municipalities each. This 
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finding suggests that the Mayors of the municipalities in these provinces have been very 

proactive in their decision to adopt and implement IPSAS accrual.  In regards to on-time 

adopters three (3) municipalities are under this category and none among the cities. 

However, sixty-eight (68) municipalities (33.17%) and thirteen (13) cities (6.34%) are 

classified as late-adopters. North Sumatra leads with a number of fifteen (15) 

municipalities. This suggests that they have adopted IPSAS accrual after the deadline 

that is 31 May 2015. In total there hundred and three (103) non-adopters including 86 

municipalities (41.95% of the whole sample of 205) and 17 cities (8.29% also of the 

whole sample of 205). East Java leads with a number of twenty-one (21) municipalities. 

The repercussions of late adoption is that these municipalities and cities will not be able 

to produce their IPSAS accrual financial statement for the year ended 31 December 

2015. 

6.2.3. Empirical Findings: Adoption of IPSAS Accrual Accounting 

This section is divided into three sub-sections namely:  (1) descriptive statistics, 

(2) results from univariate analyzes and (3) regression results. Each sub-section is 

supported with a comprehensive explanation on the findings. 

Descriptive Statistics 

Descriptive statistics for each of the variables for the full sample are reported in 

the Table 6.3.  

Extent of Adoption 

The mean value of EAD (1) extent of adoption is 0.44 with a standard deviation of 0.30. 

This result suggests there are less adopters than non-adopters. The mean value of EAD 

(2) measured by category of adoption is 1.62 and standard deviation 0.86 with a 75 th 

percentile of 2 points. This indicates that among the 98 local government entities that 

have adopted IPSAS accrual accounting, majority of them are late adopters, that is 68 

municipalities and 13 municipalities (see column 4 Table 6.2).  

Speed of Adoption 

SPAD (1) measures the speed of adoption using a 10 points scale and the mean value is 

3.41 and standard deviation 2.23. The 75th percentile is 8.54; which again suggests that 

local government entities took a longer time to adopt IPSAS accrual. This finding 

provides support to the finding on EAD (2) which also indicated that a majority of the 
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adopters of IPSAS accrual in Indonesian local government are late-adopters. SPAD (2) 

measures the speed of adoption using an alternative metric that is number of days taken 

by a municipality or city to adopt. The mean value is 120.15 days and standard 

deviation 100.15 days. The 75th percentile 185 days again suggest that both 

municipalities and cities take a longer time to adopt IPSA accrual. In both the extent of 

adoption and the speed of adoption the results tie in on a similar finding which suggests 

that there are more late adopters than on-time adopters and early-adopters. 

Grant 

LGT, local grant measured in absolute dollars values has a mean of 2993.83 and 

standard deviation of 804.49. FGT, foreign grant measured as well in dollars has a mean 

value of 1092960.93 and standard deviation of 113649.76. Comparatively local 

government entities in Indonesia obtain a large amount of their funding from foreign 

agencies who would usually require compliance with international standards. Yet 

Indonesian local government has taken a long time to adopt IPSAS. Local government 

has other priorities such as building road infrastructure, bridges and the like to improve 

infrastructural quality, hence lagging with the adoption of IPSAS. 

Education 

EDU, measured the number of graduate workers in municipalities and cities indicate 

that on average 55921.92 graduates are employed by the sample of local government 

entities. This thesis argues that the larger the number of graduate workers by the local 

government the more they will adopt IPSAS accrual.  

Audit Opinions 

AUDOP, audit opinions measured by four categories adverse (4), disclaimer (3), 

qualified (2) and unqualified (1) has a mean value of 1.82 and 75 th percentile of 2 

points. This suggests that majority of the audit reports were critical in regards to 

compliance with standards and as a result of that, municipalities and cities would tend to 

enhance compliance, hence adopt IPSAS accrual in order to avoid obtaining similar 

type of audit reports in future years. 

 

Size and Age 
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Size, measured by log of revenue has a mean value of 5.39 and standards deviation 1.80 

and 75th percentile 6.17. Age, measured by number of years indicate that there are 

municipalities with an average life of around 174 years. There are also a small number 

of municipalities with a life longer than 300 years. The argument in this thesis is that 

older local government entities may be less inclined to adopt international standards. 

Religion and Politics 

REL, religions measured by the indexing number of mosque to total population, has an 

average value of 0.22 and standard deviation of 0.44 whereas POLYS measured by the 

number of councillors has a mean value of 11.12 and a standard deviation of 3.09. As 

far as REL is concerned the value of standard deviation indicates that the mean value 

could lie between (0.22 + or – 0.44) which suggests that religion may have a negative 

impact on the decision to adopt IPSAS accrual. 

  

Table 6.3 Descriptive Statistics 

   

Variables  

Mean Median Std. 

Deviation 

Minimum Maximum Percentiles 

25 50 75 

EAD(1) 
0.44 0.00 0.30 0.00 1.00 0.00 0.00 1.00 

EAD(2) 
1.62 1.00 0.86 1.00 4.00 1.00 1.00 2.00 

SPAD (1) 
3.41 0.00 2.23 -12.30 19.89 0.00 0.00 8.54 

SPAD(2) 
120.15 152.00 100.15 -219.00 354.00 5.00 152.00 185.00 

LGT 
2993.83 0.00 804.69 0.00 204000.00 0.00 0.00 957.09 

FGT 
109260.93 66085.50 113649.76 0.00 470639.42 21599.94 66085.50 186055.33 

EDU 
55921.92 10162.00 258185.10 0.00 2401548.00 4759.50 10162.00 20660.50 

AUDOP 
1.82 2.00 0.64 1.00 4.00 1.00 2.00 2.00 

SIZE 
5.39 5.91 1.80 0.00 6.76 5.71 5.91 6.17 

REL 
0.22 0.10 0.44 0.00 4.42 0.03 0.10 0.21 

POLYS 
11.12 10.00 3.09 0.00 25.00 9.09 10.00 12.50 

AGE 
174.51 65.00 253.76 2.00 332.00 13.75 65.00 198.25 

DEBT 
3.14 3.63 1.52 0.00 5.50 2.31 3.83 4.20 

EAD (1) Extent of adoption using ‘1’ for adopt and ‘0’ for not adopt, EAD (2) Extent of adoption using ‘1’ for early adopter,  

‘2’ on-time adopter, ‘3’ late adopter, ‘4’ non-adopter. LGT: Local Grant, FGT Foreign Grant, EDU: Graduate Workers working in 

municipalities/cities, AUDOP: Audit opinions in  the Report of the Supreme Audit Office, SIZE: Log of Total Revenue, REL: 

Religions measured as percentage of mosque per thousands of population, POLYS: Political influence at local government level 

measured as percentage of government representative on the council, AGE: Years of existence, DEBT: Log of total liabilities 

excluding total grant as a percentage of log of  total assets. 

Debt 

Debt, measured as a percentage of the value of total liabilities less total grant on 

total assets has a mean value of 3.14 and standard deviation of 1.52. Given that debt 

represents a small percentage of total assets, the impact on IPSAS accrual adoption 

could be less significant. 
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Correlation Analysis 

Table 6.4 reports the Pearson Correlation results. It presents the correlations 

among extent of IPSAS accrual accounting adoption and the independent variables 

including both the variables of interest and the control variables. The Table also 

presents the correlations among the speed of IPSAS accrual accounting adoption and 

the independent variables.  The results indicate that LGT and FGT are positively 

correlated with both extent of and speed of IPSAS accrual accounting adoption. 

Similarly EDU, SIZE are reported to be positively correlated. However, AGE is found 

to be positively but not significantly correlated with extent of adoption; EDA (1) and 

EDA (2) but significantly negatively correlated with the speed of adoption. This 

suggests that older municipalities and cities are less inclined to adopt IPSAS accrual 

accounting.  

Table 6.4: Pearson Correlations 

  EAD(1) EAD(2) SPAD(1) SPAD(2) REL POLYS AGE SIZE LGT FGT EDU AUD 

OP 

DEBT 

EAD(1) 1 .788**                       

EAD(2) .788** 1                       

SPAD(1) 0.082 -.437** 1 1                   

SPAD(2) .521** .160* 1.000** 1                   

REL -0.022 0.010 -0.197 -0.123 1                 

POLY -0.074 -0.047 0.124 0.037 -0.109 1               

AGE 0.037 0.098 -.206* -0.071 -0.002 -0.082 1             

SIZE .248** .191** -0.024 0.099 -0.023 -.172* .327** 1           

LGT 0.019 0.004 -0.028 -0.029 -0.047 -0.034 -0.013 -

0.043 

1         

FGT 0.115 0.072 -0.059 0.048 0.039 -0.096 .373** .639** -

0.024 

1       

EDU .185* 0.102 0.023 0.128 -0.024 0.026 0.022 0.118 -

0.030 

0.091 1     

AUDOP 0.110 .149* .219* 0.016 -0.077 0.120 -0.113 0.114 -

0.069 

-0.032 0.138 1   

DEBT 0.074 0.018 0.070 0.097 -0.014 0.127 -0.055 -

0.057 

-

0.024 

0.037 0.000 0.014 1 

N= 205 205 205 205 205 205 205 205 205 205 205 205 205 

**. Correlation is significant at the 0.01 level (2-tailed). 

*. Correlation is significant at the 0.05 level (2-tailed). 

LGT: Local Grant, FGT Foreign Grant, EDU: Graduate Workers working in municipalities/cities, AUDOP: Audit opinions in the 

Report of the Supreme Audit Office, SIZE: Log of Total Revenue, REL: Religions measured as percentage of mosque per 

thousandsof population, POLYS: Political influence at local government level measured as percentage of government representative 

on the council, AGE: Years of existence, DEBT: Log of total liabilities excluding total grant as a percentage of log of total assets. 

 

Table 6.4 also reports that auditor’s opinions are positively correlated which 

indicates that auditors play a key role in influencing the municipalities and cities to 

adopt IPSAS accrual accounting. REL is negatively correlated with the adoption at both 

levels that is (1) extent of adoption and (2) speed of adoption. 

Collinearity Test 
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As explained in the chapter on research methodology, necessary steps are taken 

to obtain assurance that there is no multi-collinearity problems among the variables. The 

forthcoming paragraphs provide this explanation. 

Variance Inflation Factor & Tolerance Value 

In order to determine that there is no hidden collinearity problem in the Pearson 

correlation results, a separate collinearity test is run and the multicollinearity 

investigation result presented in Table 6.5. The two main tests are Variance Inflation 

Factor (VIF) and Tolerance Factor (TF). According to Field (2000)  a VIF  value below 

10 confirms that multi-collinearity does not affect the findings in the regression and 

Tolerance Factor Value of greater than 0.10 provides further evidence that there is no 

such symptom (see also Hair, Black, Babin, Anderson and Tatham 2006; Boolaky 

2012).  The results of these two tests are reported in Table 6.5. 

Table 6.5: Collinearity Test on Adoption 

  

Independent 

Variables 

Adoption Velocity using  days Adoption Speed using 10 Points scale 

Tolerance VIF Tolerance VIF 

LGT 0.984 1.017 0.923 1.083 

FGT 0.565 1.769 0.623 1.605 

EDU 0.941 1.063 0.944 1.059 

AUOP 0.918 1.089 0.938 1.066 

SIZE 0.545 1.834 0.585 1.709 

REL 0.928 1.078 0.919 1.088 

POLYS 0.919 1.088 0.947 1.055 

AGE 0.745 1.341 0.782 1.278 

DEBT 0.673 1.486 0.764 1.308 

Tolerance Value < 0.10 and VIF > 9 indicates multi-collinearity problems (Field 2009). None of the figures above symptomizes  

the presence of multi-collineariry.LGT: Local Grant, FGT Foreign Grant, EDU: Graduate Workers working in municipalities/cities, 

AUDOP: Audit opinions in  the Report of the Supreme Audit Office, SIZE: Log of Total Revenue, REL: Religions measured as 

percentage of mosque per thousands of population, POLYS: Political influence at local government level measured as percentage of 

government representative on the council, AGE: Years of existence, DEBT: Log of total liabilities excluding total grant as a 

percentage of log of  total assets. 

A glean at the figures reported in Table 6.5 suggests that there is no presence of 

multi-collinearity bugs among the independent variables. Neither VIF nor TV has gone 

above the threshold. This finding provides comfort to run the regression because the 

results will not inherit any weaknesses related to collinearity, hence confirming the 

strength of the empirical results. 

Further Multi- Collinearity Test 

To further diagnose the presence of multi-collinearity Condition Index and the 

variance decomposition matrix are utilised. Condition index is the collinearity of 
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combinations of variables in the dataset whereas the variance decomposition matrix 

shows the proportion for each regression coefficient attributable to each condition 

index. According to Field (2009) the threshold for condition index lies in the range of 

15 to 30. He further argued that condition index with a value of 30 and variance 

proportion greater than 0.90 indicate multi-collinearity. The results for both Eigen 

Values and Condition Indices as well as the Variance Proportion are presented in Table 

6.6. None of them has provided any alarming signs which therefore confirms that there 

is no multi-collinearity problem which evidently will not hamper the regression 

analyzes performed later.  

  

Table 6.6: Collinearity Diagnostic 

  

Eigenvalue 

Condition 

Index 

Variance Proportions         

Dimension (Constant) LGT FGT EDU AUDOP SIZE REL POLYS AGE DEBT 

1 6.296 1.000 0.00 0.00 0.01 0.00 0.00 0.00 0.00 0.00 0.01 0.12 

2 1.092 2.401 0.00 0.17 0.00 0.29 0.00 0.00 0.01 0.00 0.00 0.00 

3 0.946 2.580 0.00 0.00 0.00 0.23 0.00 0.00 0.38 0.00 0.00 0.03 

4 0.855 2.714 0.00 0.52 0.00 0.24 0.00 0.00 0.01 0.00 0.11 0.13 

5 0.780 2.842 0.00 0.10 0.00 0.17 0.00 0.00 0.23 0.00 0.00 0.05 

6 0.582 3.289 0.00 0.16 0.03 0.01 0.02 0.00 0.05 0.01 0.41 0.35 

7 0.546 3.394 0.00 0.00 0.19 0.00 0.00 0.03 0.19 0.00 0.00 0.02 

8 0.415 3.894 0.00 0.04 0.11 0.01 0.00 0.03 0.02 0.00 0.19 0.21 

9 0.242 5.100 0.01 0.00 0.12 0.01 0.02 0.00 0.02 0.03 0.26 0.18 

 Field (2009) For each condition index above 30, variables in the variance proportion which is > 0.90 should be identified. In all 

cases where condition indices and variance proportion is above 0.90, this signifies multi-collinearity. LGT: Local Grant, FGT 

Foreign Grant, EDU: Graduate Workers working in municipalities/cities, AUDOP: Audit opinions in  the Report of the Supreme 

Audit Office, SIZE: Log of Total Revenue, REL: Religions measured as percentage of mosque per thousands of population, 

POLYS: Political influence at local government level measured as percentage of government representative on the council, AGE: 

Years of existence, DEBT: Log of total liabilities excluding total grant as a percentage of log of total assets. 

 

6.2.4 Regression Results 

In order to generate solid empirical evidences on the impact of institutional 

pressures on the adoption of IPSAS accrual accounting, various regression techniques 

drawn from extant literature have been used. Drawing from Judge et al (2010) and 

Boolaky and Soobaroyen (2017) the regression techniques have been selected in 

accordance with the metrics used for the dependent variable. In this study, the 

dependent variable is ‘Adoption of IPSAS accrual accounting’. It has been investigated 

at two levels namely (1) extent of adoption and (2) speed of adoption. Extent of 

adoption is measured using two alternative proxies namely: (1) dichotomous and (2) 

multinomous. The dichotomous proxy is ‘1’ = adopt and ‘0’ = not adopt and is 

abbreviated as EAD (1). Because the adoption has more than two categories that is (i) 

early-adopters, (ii) on-time adopters, late-adopters and (iv) non-adopters, they are 
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classified into four the categories as described in chapter 5. Moreover, because of the 

nature of the extent of adoption this thesis has also treated adoption of IPSAS accrual 

accounting as an ordinal variable (See Judge et al. 2010).  

The regression techniques used to investigate the impact of the institutional 

pressures vary with the types and nature of the variables in particular the dependent 

variable. In the case of EAD (1) logistic regression is used whereas in the case of EAD 

(2) multinomial regression. As mentioned earlier the data for EAD (2) is also treated as 

ordinal variable thus warranting the use of a multiple regression analysis. The results 

are reported in Table 6.7 under Model (1), Model (2) and Model (3). Model (1) is the 

results of the multiple regression analysis, Model (2) multinomial and Model (3) logistic 

regression. The strategy behind using these three regression techniques is to determine 

the robustness of the model by using alternative proxies for the dependent variables. 

The robustness is confirmed if the results generated from the three different techniques 

are similar or close. It must be noted that the models reported in Table .8 are pooled 

regressions which have included data of all local government entities namely 

municipalities and cities. The purpose is to demonstrate the impact of the institutional 

pressures on the local government entities in general. The reason(s) for adopting this 

strategy is because both municipalities and cities in Indonesia are exposed to a similar 

regulatory environment as far as local government is concerned. However, the author 

has also noted that cities are barely new urban development in the country. As such may 

have more inclination towards adopting international best practice though not 

necessarily true. Moreover the author also acknowledges that many municipalities are 

very old and some may even more than a centenary. In this regard the thesis evokes that 

these municipalities may be less inclined to adopt more modern systems and practices 

but more inclined to continue with the old school of practice. Table 6.7 is on the next 

page. 
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Table 6.7 Extent of Adoption: Regression Analysis 

  Linear Multinomial Binary Log 

 
Coefficient Wald Coefficient 

 

{t Value } {Exp (B) } {Exp (B) } 

 

p Value p Value p Value 

  Model 1 Model 2 Model 3 

Constant  - - - 

 

{5.677} 0.142 0.301 

 

0 {0.0708} {0.251} 

LGT -0.011 0.576 
1.008 

 

{-0.11} {0.91} {0.681} 

 

0.878 0.448 
0.131 

FGT 0.281 6.031 
5.8 

 

{2.982} {1,728} {2.746} 

 

0.0013*** 0.014** 
0.016** 

EDU 0.156 0.550 
2.329 

 

{2.392} {0.289} {0.618} 

 

0.063* 0.459 
0.224 

AUDOP 0.219 2.082 
2.722 

 

{2.018} {1.47} {1.118} 

 

0.038** 0.031** 
0.014** 

SIZE 0.149 2.964 1.821 

 

       {2.01} {3.934} {1.42} 

 

0.043** 0.036** 0.041** 

REL -0.207 -2.226 -1.783 

 

{-2.002} {-2.662} {-1.939} 

 

0.047** 0.029** 0.078* 

POLYS 0.025 1.953 
0.664 

 

{0.825} {1.223} 
{0.83} 

 

0.688 0.162 
0.415 

AGE -0.221 -2.312 
1.28 

 

{-2.347} {-1.679} 
{1.997} 

 

0.026** 0.028** 
0.016** 

DEBT 0.11 0.89 1.33 

 

{1.289} {0.49} {0.299} 

 

0.219 0.109 0.249 

AR2 0.261 0.315 0.164 

DWT 2.51 N/A N/A 

F Value 71.276 254.197 37.956 

N 205 205 205 

*** Significant at 1%, *8 Significant at 5%, * Significant at 10%. Model 1: Extent of Adoption Linear Regression: β0 + β1 FGT + β2 

LGT + β3 REL+ β4 POLYS +  β5  AUDOP+  β6 SIZE+ β7 DEBT + β8 AGE + β9 ∑𝐶𝑂𝑁𝑇𝑅𝑂𝐿𝑆 + ε Model 2: Extent of Adoption 

Multinomial Regression: log(Pij/Pi1)= β0 + β1 FGT + β2 LGT + β3 REL+  β4 POLYS + β5  AUDOP = β6 SIZE+ β7 DEBT + β8 AGE 

+ β9 ∑𝐶𝑂𝑁𝑇𝑅𝑂𝐿𝑆 + ε. ( is the th individual and  j is the jth category of the dependent variable. It is necessary to make one of 

the categories the baseline category and in this case (j = 1). Model 3:    Logistic Regression: 𝑃𝑖/(1 − 𝑃𝑖) = β0 + β1 FGT + β2 LGT + 

β3 REL+ β4 POLYS + β5  AUDOP +  β6 SIZE+ β7 DEBT + β8 AGE + β9 ∑𝐶𝑂𝑁𝑇𝑅𝑂𝐿𝑆 + ε 

Pi is the probability of adopting ISPAS.  
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In order to inform the audience about this difference, this thesis has also conducted a 

split regression later to compare the two types of entities.  

 

Model Testing 

Model 1 

Model 1 is the multiple regression model. The findings in this model are that all 

the three institutional pressures (coercive, mimetic and normative) drive adoption of 

IPSAS accrual accounting in the local government sector in Indonesia. The adjusted R 

square value is used to determine the strength of the model (Tabachnick and Fidell 

2007). The model reports an AR2  of 26.1% which explains 21.6% of the variance in the 

dependent variable. With F-Value of 71. 276 and Sig. = 0.000, it suggests that the 

independent variables in the model, play a significant part in the adoption of IPSAS 

accrual accounting at both municipality and city level.  

Evaluating the Impact of Coercive Isomorphism on Extent of Adoption 

This thesis posits in (H1) that coercive isomorphism is positively associated with 

the adoption of IPSAS accrual accounting. In this regards coercive pressures are 

considered from social group both inside and outside the local government entities. 

These coercive pressures are (i) amount of local grant from central government, (ii) 

amount of foreign grant from international funding agencies such as World Bank, (iii) 

reports from the Supreme Audit Office and (iv) pressures from the councillors including 

the mayors on the councils of both municipalities and cities. This led to four sub-

hypotheses and the results are reported and discussed in the forthcoming paragraph. 

(H1A) Local Grant (LGT) 

(LGT): Local grant (Beta coefficient= -0.011, t value = -0.11, p value = 0.878) 

is reported to have a negative and insignificant association or impact on IPSAS adoption 

by local government entities. This result suggests that grant from local funding agencies 

or from central government is not a pressure to adopt IPSAS as would it be for the 

effective utilisation of the grant for the specific purpose that the grant has been 

earmarked. Generally central government funds local government by giving them grants 

mainly capital grant to conduct certain specific urban development. The terms and 

conditions of these grants do not usually have any specific covenant on the methods or 

systems of accounting as opposed to international funding agencies. This finding rejects 

H1 A. 
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(H1B)Foreign Grant (FGT) 

(FGT): Foreign grant (Beta coefficient =0.281, t value = 2.982, p value = 

0.0013) is found to be statistically positively associated with IPSAS adoption. This 

result supports hypothesis H1B that foreign grant is predictive of the adoption of IPSAS 

accrual accounting. This finding aligns with Judge et al. (2010) and Boolaky and 

Soobaroyen (2017) who also contend that at country level foreign aids positively 

influence the adoption of IFRS and ISA. The finding also sits well with those of (Ashraf 

and Ghani 2005; Neu and Ocampo 2007; Hassan, 2008) who submit the World Bank 

provides foreign aids to countries subject to the condition that they bring about changes 

in the financial system who eventually have to adopt international best practice. In the 

context of municipalities and cities in Indonesia the result suggests that if foreign grant 

increases the probability to adopt IPSAS accrual accounting is 28.1% at a confidence 

level higher than 95%. 

(H1C) Audit Opinion (AUDOP) 

(AUDOP): Audit opinion issued by the Supreme Audit Office (Beta coefficient 

= 0.219, t value = 2.018, p value = 0.038) indicates that the reports of the government 

auditor positively influence both municipalities and cities to adopt IPSAS accrual 

accounting. This finding for the first time provides empirical evidence on the positive 

influence of the Supreme Audit Office on IPSAS adoption. Extant literature in public 

sector accounting has not so far investigated and reported the pressure that the 

government auditor could play to influence the adoption of IPSAS. More details are 

provided later on the impact of each of the four types of audit opinions on IPSAS 

adoption. 

(H1D) Political Pressure (POLYS) 

(POLYS): measured by the number of councillors (Beta coefficient = 0.025, t 

value = 0.825, p value = 0.688) is positively but not significantly associated with the 

dependent variable. Although this finding does not provide strong support to sub-

hypothesis H1D it suggests that political willingness to adopt IPSAS at local 

government is less rigour. Arguably this leads to a recommendation that both mayors 

and councillors have to be more rigorous when it comes to decision related to improve 

local government transparency and which can be achieved by IPSAS adoption. 

Evaluating the Impact of Mimetic Isomorphism on Extent of Adoption 
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(H2) SIZE 

(SIZE): is measured by natural log of revenue. Mimetic isomorphism arises 

when firms of same size and type desire to emulate their fellow peers. Hypothesis 2 

therefore posits that there is a positive association between size and IPSAS adoption. 

The regression result in model 1 reports a positive association with IPSAS adoption 

(Beta coefficient = 0.149, t value = 0.201, p value = 0.043). This finding suggests that 

the larger the size of a municipality or city the more likely it will adopt IPSAS. The 

result is in agreement to Rodrigues and Craig (2006) and Jones and Caruana (2015) who 

also found that firms of the same type (in terms of age, size and so on) and which 

belongs to the same industry often emulate the success of others and consequently this 

could impact on the accounting systems and practices. In sum this finding supports the 

theoretical prediction that mimetic pressures positively affect the likelihood to adopt 

IPSAS. This study has also utilised different metrics for size and the results are 

discussed later. 

Evaluating the Impact of Normative Isomorphism on Extent of Adoption 

Hypothesis 3 posits that educational norms and religions influence the adoption 

of IPSAS accrual in the Indonesian local government entities. In this regard, two sub-

hypotheses have been developed to obtain evidence as whether to support of reject the 

main hypothesis. The first sub-hypothesis is a positive association between education 

and IPSAS adoption and second a negative association between religious norms and 

IPSAS adoption. The results are discussed in the next paragraph. 

(H3A) Education (EDU) 

This is measured by the number of university graduates working in the 

municipalities and cities. It is argued that a municipality or city with a larger number of 

university graduate staff is more likely to support the adoption of international standards 

(Zeghal and Mhedhbi 2006). The result (Beta coefficient = 0.156, t value 2.392, p value 

= 0.063) suggests that the education level of the staff working in the local government 

moderately influence the adoption of IPSAS accrual accounting. Though not highly 

significant, this finding somehow aligns with contemporary literature on the impact of 

education on adoption of international accounting standards (Nobes 1983; Zeghal and 

Mhedhbi 2006; Judge et al., 2010; Boolaky and Soobaroyen, 2017). In the context of 

Indonesia, the appointment of more graduates, especially accounting and business 

graduates, as incumbents in this sector the more would be the adoption of IPSAS. 
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(H3B) Religion (REL) 

(REL): is measured by indexing the number of mosque to the population size. It 

is argued that the higher the index the more conservative are the users, hence they may 

not be prepared to bed in IPSAS as the accounting systems in the government sector 

including local government. The results (beta coefficients = 0.207, t value = -2.002, p 

value = 0.047) supports the sub-hypothesis H3B that religion is negatively associated 

with the adoption of IPSAS. This finding further demonstrates that normative 

isomorphism can have a negative influence on policy decision such as IPSAS adoption 

if religious beliefs and practices would have preferred choice. 

Overall Model 1 (the linear regression model) supports the theoretical prediction 

that the three isomorphism (coercive, mimetic and normative) significantly affect the 

likelihood of IPSAS adoption by municipalities and cities as predicted by the 

institutional theory (Di Maggio and Powel 1983, 1991). Coercive isomorphism 

measured by foreign grant and audit opinions, mimetic isomorphism measured by size 

and normative isomorphism measured by education positively affect IPSAS adoption at 

both municipality and city level in Indonesia. Religions as a normative isomorphism is 

negatively associated with the dependent variable. Arguably this finding could be 

supported in an Islamic jurisdictions or one dominated by Islamic systems and beliefs 

who would prefer an accounting system based on the Islamic ethos.  

Robustness Tests 

In order to determine the robustness of the results, two other regression 

techniques are used to fit the adoption of IPSAS accrual accounting using the same 

variables of interest. Model 2 is a multinomial regression whereas Model 3 a binary 

logistic regression. 

Model 2 (Multinomial Regression) 

This section explains the results reported in Model 2 by comparing them with 

those of Model 1 but focussing only on the significant isomorphic variables. Similar to 

Model 1, the findings on the coercive pressures in Model 2 are in the same direction. 

FGT is positively associated with IPSAS adoption (Model 1: Beta coefficient =0.281, t 

value = 2.982, p value = 0.0013; Model 2: Wald= 6.031, Exp (B) = 1.728, p value = 

0.014). AUDOP is also positively related with the dependent variable (Model 1: Beta 

coefficient = 0.219, t value = 2.018, p value = 0.038, Model 2: Wald = 2.082, Exp (B) 
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= 1.47, p value 0.031). As regard mimetic pressures the result in Model supports the 

finding generated in Model 1. Similarly Model 2 also provides evidence that size is 

positively related with IPSAS adoption (Model 1: (Beta coefficient = 0.149, t value = 

0.201, p value = 0.043, Model 2: Wald = 2.964, Exp (B) = 3.934, p value = 0.036). A 

glean at the normative isomorphism in Model 2 also supports the results in (Model 1. 

Except in Model 1 EDU has a (Beta coefficient = 0.156, t value 2.392, p value = 0.06 

and in Model 2: (Wald = 0.550, Exp (B) 0.289, p value 0.459) whereas REL remains but 

moderately significant in Model 2. For REL (Model 1: (beta coefficients =- 0.207, t 

value = -2.002, p value = 0.047, Model 2: Wald = -2.226, EXp (B) = -2.662, p value = 

0.029). These findings in Model 2 confirm the reliability of the results reported in 

Model 1 and more so the equivalent adjusted R square is 31.5%.  

Model 3: Binary Logistic Regression 

This Model uses a binary measurement for IPSAS adoption to investigate the 

isomorphic forces. The results support the findings in Model 1 as well as Model 2 that 

all the three isomorphic pressures impact on the adoption of IPSAS accrual accounting. 

Coercive isomorphism that is FGT (p value = 0.016) is significant at < 0.05 as well as 

AUDOP (p value = 0.014). Size, as a mimetic pressure, is also significant at < 0.05 

level. Similarly REL is found to be negatively related with the dependent variable but 

the significance has slightly rules down from a significance level of < 0.05 to < 0.10, 

thus making it moderately significant. Surprisingly EDU is not significant under Model 

3 similar to that of Model 2 but the direction of the relationship has not changed. As 

mentioned earlier, EDU is moderately significant which signifies that there is a need to 

appoint more graduates in this sector. 

The outcome(s) of this robustness checks provides sufficient appropriate 

evidence that the model specification used in Model 1 is robust and the results can be 

relied upon for the sample of entities that this thesis has investigated. The next section is 

about speed of adoption. 

Speed of Adoption 

This section presents the empirical results on the speed of IPSAS adoption in 

local government. Multiple regression analysis is used to conduct the empirical 

investigation and to determine the robustness of the regression results two alternative 

measures of adoption speed are used. Firstly, the Adoption Velocity is utilised which is 

measured on a 10 point scale and secondly the speed is measured using the number of 
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days. More details were given in chapter 5. Moreover, a split regression is adopted in 

order to further provide evidence on municipalities and cities separately. Model 4 

reports the regression result for the full sample (both municipalities and cities) using the 

velocity metric whereas Model 7 using number of days. Model 5 & 6 are the split 

regression results reported in Table 6.9. Model 5 presents the results for municipalities 

whereas Model 6 for cities. The aim of this investigation is to determine the influence of 

the institutional pressures on the speed of adoption. 

Model Testing (Model 4: Velocity of Adoption) 

Model 4 (column 1 Table 6.9) provides empirical evidence for the first time on 

the speed of adoption which has not to now been addressed in extant literature. The 

overall model fit is 32.7% measured by the adjusted R-squared. The findings from 

Model 4 also provide support that all the isomorphic pressures are predictive of the 

adoption of IPSAS accrual accounting as posited in the hypotheses.  

Evaluating the Impact of Coercive Isomorphism on Velocity of Adoption 

Significant Variables 

(FGT) Foreign grant is found to be a positively significant driver of the speed of 

adoption (beta coefficient = 0.289, t value = 3.179, p value = 0.002). This finding 

provides further empirical support to the hypothesis that pressure(s) from funding 

agencies and in particular foreign agencies positively impact on adoption (Judge et al., 

2010).  

(AUDOP) Audit Opinions: Similar to the impact on extent of adoption, audit 

opinions of the Supreme Audit Office is also positively associated with speed of 

adoption and is significant at <5% level (beta coefficient = 0.213, t value = 2.007, p 

value = 0.049). This result demonstrates the effectiveness of the audit report on 

financial reporting practice of local government entities. It suggests that the impact of 

the audit report on the probability that a municipality or city to go for adopting IPAS 

accrual accounting is at least 21 .3%.  

Insignificant Variables 

(LGT) Local grant is negatively but not significantly associated with the speed 

of adoption (beta coefficient = -0.014, t value = 0.130, p value = 0.897). This suggests 

that the more the grant comes from local agencies the less likely a municipality or city 
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will adopt IPSAS accrual accounting. The reason could be that providers of these grants 

are more interested with the effective utilisation of the grant than the reporting system. 

Contrastingly, foreign agencies such as World Bank would prefer a reporting system 

that is universally accepted. 

(POLYS) Politics 

This coercive pressure is positive but not significantly related with the speed of 

adoption (beta coefficient = 0055, t value = 0.708, p value = 0.480). This indicates that 

councillors including mayors of municipalities and cities are less willing to push for 

IPSAS adoption. This is proven by the number of late adopters and non-adopters of 

IPSAS accrual among local government entities. Further evidence is available in Table 

6.2 (late adopters 68 municipalities and 13 cities, non-adopters 86 municipalities and 17 

cities from the sample of 205). Among 171 municipalities there are only 15 that adopted 

IPSAS early and only 3 out the 31 cities. 

Evaluating the Impact of Mimetic Isomorphism on Adoption Velocity 

Significant Variable 

(SIZE) is positively related to the speed of adoption (beta coefficient = 0.149, t 

value = 2.011, p value = 0.043). The larger the size of a local government entity the 

more likely it will adopt IPSAS accrual accounting more quickly. This could be 

attributed to the resources that large entities have as opposed to the medium and small 

ones. 

Evaluating the Impact of Normative Isomorphism on Adoption Velocity 

Significant Variable 

(REL) religion is negatively related to the adoption velocity (beta coefficient = -

0.216, t value = -2.031, p value = 0.045). This result suggests that religion inhibits the 

speed of adoption. The more religious the environment in Indonesia the slower the 

adoption speed. Arguably this could be due to other alternative accounting system that 

the population may envisage. As to now Islamic accounting is practised in the banking 

sector. 

(EDU) education is positive but moderately influence the velocity of adoption 

(beta coefficient = 0.162, t value = 2.438, p value 0.082). This result suggests that with 

more qualified personnel in the local government entities the speed of IPSAS adoption 
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could be quicker if not on time. That would assist the government in realising its 

objective(s) as set down in MOHA 64/2013. The next section discusses the results from 

the split regression. 

Split Regression 

The split regression is carried out in order to provide insights on the impacts of 

the institutional pressures on IPSAS adoption between municipalities and cities. The 

results are reported in Table 7.9 Model 5 & 6. The next section reports the results 

followed by discussions. 

Model 5 (Velocity of Adoption by Municipalities) 

Model 5 (column 2 Table 6.9) tests the hypotheses in the context of municipality 

only. This Model also finds that the three types of institutional pressures as proposed by 

Di Maggio and Powel (1983, 1991) influence the time taken by local government 

entities in adopting IPSAS accrual accounting. The overall model fit is 41.8% measured 

by the adjusted R Squared. This signifies that the institutional pressures explain nearly 

42% of the variance in the speed of IPSAS adoption among municipalities. 

Evaluating the Impact of Coercive Isomorphism on Velocity of Adoption 

Significant Variables 

(FGT) Foreign grant is a highly significant driver of the velocity of IPSAS 

adoption among municipalities (beta coefficient = 0.312, t value = 3.987, p value 

=0.0017). Based on the beta coefficient, foreign grant is the strongest unique driver that 

positively influences the speed of IPSAS adoption when the variance explained by the 

other variables is controlled for. Arguably, this is due to the fact that the grant recipient 

has to comply with the reporting framework or system required by the donor agency. 

(AUDOP) audit opinions issued by the Supreme Audit Office in general is also 

found to be a significantly positive driver of the speed of adoption (beta coefficient = 

0.205, t value = 2.019, p value 0.038). This finding signifies that the impact of the audit 

report explains only 20.5% in the speed of adoption. The implication of this result is 

that the influence of the Supreme Audit Office in Indonesia, though significant, should 

be more rigour because by 2015 86 municipalities were yet to adopt IPSAS accrual.  

Insignificant Variables 
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(LGT) Local grant is negatively associated with the speed of adoption (beta 

coefficient = -0.021, t value = 0.170, p value 0.921). Similar to the finding on extent of 

adoption, this finding suggests that the more local grant that a municipality has the 

longer time it will take to adopt IPSAS accrual accounting. As mentioned before this 

finding boils down to the same argument that the terms and conditions to a local grant 

do not contain covenant related to international standards as would the case be for 

foreign grant. 

(POLYS) Politics score (beta coefficient =.061, t value = 0.673, p value =0.491) 

suggests that councillors can influence the speed of IPSAS adoption by only 6.1%. It is 

therefore a positive but not significant driver of the velocity of IPSAS adoption. This 

explains that councillors are not interested with the accounting system of the 

municipalities as they would with other projects that contribute to the urban 

development. 

Evaluating the Impact of Mimetic Isomorphism on Velocity of Adoption 

Significant Variable 

(SIZE) size remains a significant factor impacting the speed of adoption (beta 

coefficient = 0.176, t value = 2.026, p value 0.039). Similar to the previous findings in 

Model 1, 2, 3 and 4, this finding confirms that the larger the size of a municipality the 

more quickly it will adopt IPSAS accrual accounting. 

 Evaluating the Impact of Normative Isomorphism on Velocity of Adoption 

Significant Variables 

(EDU) is a moderately significant factor that drives the speed of IPSAS adoption 

in municipalities (beta coefficient = 0.189, t value = 2.786, p value = 0.074). As a 

normative pressure this result suggests that the more the staff of a municipality are 

university graduates the more quickly it will adopt IPSAS accrual accounting. Based on 

this empirical finding, it can be inferred that education could influence the speed of 

adoption by only 18.9%. However if this area is reinforced both the extent and speed of 

adoption would enhance. 

(AGE) is an inhibitor to the speed of IPSAS adoption among municipalities. It is 

reported to be negatively associated with adoption velocity (beta coefficient = -0.207, t 

value = - 2.011, p value = 0037). This suggests that if a municipality is older it is not 
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inclined to adopt IPSAS adoption. Arguably that is the case among those having a life 

longer than 50 years. 

In sum Model 5 also suggests that the three institutional pressures measured by 

(1) Coercive pressure: foreign grant, audit opinion, (2) Mimetic pressure; size and (3) 

Normative pressure: education and religion are all predictive of the adoption of IPAS 

accrual accounting among municipalities. Foreign grant has the most significant 

influence followed by audit opinions.  

Model 6 (Velocity of Adoption by Cities) 

Model 6 (Column 3 Table 6.9) reports the impact of the institutional pressures 

on the velocity of adoption among cities. The overall model fir is 49.3% measured by 

the adjusted R squared. This explains that among cities the institutional pressures 

explain 49.3% of the variance in the speed of adoption of IPSAS accrual accounting. 

The next section discusses the results. 

Evaluating the Impact of Coercive Isomorphism on Velocity of Adoption 

Significant Variables 

(FGT) Foreign grant is significant at 5% level (beta coefficient = 0.297, t value 

= 2.891, p value 0.042). This finding suggests that even among cities foreign grant 

influences the speed of adoption of IPSAS accrual accounting. The more the foreign 

grant the more likely that a city will adopt IPSAS more quickly. In effect foreign grant 

can influence the speed of adoption by nearly 30% (29.7%). 

(AUDOP) Audit opinion is only moderately significant (beta coefficient = 

0.187, t value = 1.869, p value = 0.089). Compared to municipalities, the reports of the 

Supreme Audit Office has less influence on the speed of adoption among cities. This 

suggests that cities may be paying less importance to the audit report or they may have 

other priorities over and above IPSAS adoption. 

Insignificant Variables  

(LGT) Local grant: Similar to the case of municipalities local grant has a 

negative but insignificant impact on the velocity of adoption (beta coefficient = -0.019, t 

value = -0.019, p value = 0.874). The result indicates that the more local grant that a 

city has obtained the longer the time they may take to adopt IPSAS.  
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(POLYS) Politics: The result indicates that councillors do not significantly 

influence the speed of adoption at city level. Anecdotal evidence suggests that 

councillors have other agendas than transparent reporting by using IPSAS accrual 

accounting. 

Evaluating the Impact of Mimetic Isomorphism on Velocity of Adoption 

Significant Variables 

(SIZE) Model 6 reports that size is only a moderate driver of the speed of IPSAS 

adoption among cities (beta coefficient = 0.162, t value = 1.906, p value = 0.069). 

Compared to municipalities it is not necessary that if a city is large in size it will adopt 

IPSAS accrual accounting quickly. 

Evaluating the Impact of Normative Isomorphism on Velocity of Adoption 

Significant Variables 

Both education and age are significant drivers of the velocity of adoption. 

(EDU) is, however, moderately significant (beta coefficient = 0.143, t value = 2.016, p 

value = 0.089). This finding is similar to municipalities which indicates that there is a 

need to employ more qualified university graduates in the cities as well in order to be 

able to adopt IPSAS accrual. The more qualified personnel that a local government 

entity has the more quickly it can adopt IPSAS accrual accounting. 

(AGE) is highly significant at 5% level (beta coefficient = 0.108, t value 1.867, 

p value 0.041). Contrary to the case of municipalities, the result suggests that the older 

the cities the more quickly they will adopt IPSAS accrual. It should be note, however, 

that cities have not been for more than 20 years as opposed to municipalities which have 

existed even for a century and more. 

Alternative Measure of Speed of Adoption (Number of Days) 

This section reports the results generated from using ‘Number of days’ as an 

alternative measure of adoption speed. The results are reported in Models 7, 8 & 9 in 

Table 6.10. The purpose of using this alternative metric is to determine the robustness 

of the results generated from Models 4-6 which have used the velocity that is measuring 

speed on a 10 point scale. All three models in Table 6.10 have supported the findings 

from Models 4, 5 & 6. None of the variables of interests that were found significant in 

Table 7.9 has lost significance but are nearly the same. 
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Table 6.8: Multiple regression Analysis- Using Speed of Adoption (Days) as a dependent variable 

 Model 4 Model 5 
Model 6 

  Panel A (n=205) Panel B (n=171) 
Panel C (n=34) 

 

Coefficient Coefficient Coefficient 

 

{t Value } {t Value } {t Value } 

 

(p Value) (p Value) (p Value) 

Constant 
  

    

 

5.97 5.792 4.334 

 

0.000 0 0.000 

LGT 

 

-0.017 -0.021 -0.013 

 

-0.16 -0.19 -0.11 

 

0.796 0.875 0.799 

FGT 

 

0.267 0.318 0.243 

 

3.281 4.007 2.688 

 

0.001*** .0013*** 0.048** 

EDU 

 

0.178 0.195 0.139 

 

2.267 2.183 2.004 

 

0.068* 0.076* 0.091* 

AUDOP 

 

0.226 0.199 0.164 

 

2.017 2.029 1.978 

 

0.038** 0.026** 0.049** 

SIZE 

 

0.171 0.189 0.154 

 

2.027 2.014 1.777 

 

0.029** 0.044** 0.073* 

REL 

 

-0.222 -0.164 -0.142 

 

-2.124 -1.876 -1.342 

 

0.041** 0.043** 0.97* 

POLYS 

 

.061 
.078 .071 

 

.799 .641 .783 

 

.480 .491 .296 

AGE 

 

-0.223 

 

-0.212 

 

0.097 

 

-2.128 -2.097 -1.982 

 

0.045** 0.037** 0.041** 

DEBT 0.126 0.142 0.148 

 

1.567 1.763 1.435 

 

0.116 0.112 0.108 

R Square 0.317 0.392 0.386 

AR Square 0.206 0.243 0.241 

DWT 2.246 2.098 2.321 

F Value 64.342 53.438 67187 

P 0 0 0 

N 205 171 34 

*** Significant at 1%, ** Significant at 5%, * Significant at 10% 

Panel: Pooled sample 205 entities; panel B: 171 Municipalities only. Panel C: 34 Cities only. AD (3) = β0 + β1 FGT + β2 LGT + β3 

REL+  β4 POLYS +β5  AUDOP+  β6 SIZE + β7 ∑𝐶𝑂𝑁𝑇𝑅𝑂𝐿𝑆 + ε LGT: Local Grant, FGT: Foreign Grant, EDU: Graduate workers, AUDOP: Audit opinion, Size: 

Square meters, REL: Index of mosque to population, Age: number of years a municipality/city exists, DEBT : total liabilities to total 

assets. 
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The overall models fit are 31.7% (Model 7), 39.2% (Model 8) and 38.6% 

(Model 9) respectively measured using the adjusted R squared. All the three Models 

have reported that the same variables of interests identified in Models 4, 5, & 6 are 

predictive of the adoption of IPSAS accrual accounting. Using the full sample Model 7 

reports that all the five variables (FGT, AUDOP, SIZE, EDU and AGE) are significant 

drivers of IPSAS adoption in Indonesia. When the splitting the samples into 

municipalities and cities separately although all the five variables remain significant 

which suggests that even under the alternative measure of speed the institutional 

variables that influence adoption remain significant as predicted by the institutional 

theory. 

In sum the results in Table 6.8 provides reasonable assurance to suggest that the new 

metric ‘Adoption Velocity’ is an acceptable metric that can be used as a proxy to 

measure speed of adoption of any accounting or auditing standard. Investigating the 

speed of adoption and identifying early, on-time and late-adopters are important 

information to both regulators to deal with late adopters and standard setters to identify 

if the reasons for the adoption delay or adoption lag is due to complexity of the 

standards. 

Alternative Measure of Size and POLYS 

Because the size of municipalities and cities can also be measured using 

alternative proxies namely: Square kilometres, Population size under the responsibility 

of a municipality/city and Total assets and that these proxies could impact on the 

regression results, this thesis has not weaned away this risk. Each of the alternative 

measures of size has been used and run through the regression to determine if it will 

impair the result. Likewise for POLYS the % of representative of government on the 

council and % of opposition on the council are used. The results are reported in Table 

6.10 for size under Model 8 to Model 10 and for POLYS 12 to 13. Models 7 & 11 are 

the original model results obtained from Table 6.8. These new metrics have not affected 

the results and the variables of interest have remained significant. The adjusted R 

squared have remained at an acceptable level. Usually for studies of the like adjusted R 

squared are rarely above 50%. Moreover the strength of the results is proven by the 

number of robustness tests conducted and also by the Durbin Watson test Scores. 
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Table 6.9 Multiple Regression Analysis on velocity of Adoption : using Alternative measures of SIZE and POLYS 

Alternative Measure of Size Alternative Measure of POLYS 

 Model 7 Model 8 Model 9 Model 10 Model 11 Model 12 Model 13 

  Panel A (n=205) 
Size= 

SQKM 
Size= Pop Size= TA 

Panel A 

(n=205) 
POLYS= GR Polys= OPP 

  Coefficient Coefficient Coefficient Coefficient Coefficient Coefficient Coefficient 

 

{t Value } {t Value } {t Value } {t Value } {t Value } {t Value } {t Value } 

 

(p Value) (p Value) (p Value) (p Value) (p Value) (p Value) (p Value) 

Constant {5.677}             

 

0 0.581 0.532 0.613 {5.677} 0.581 0.532 

 

-0.011 0 0 0 0 0 0 

LGT {-0.11} -0.12 -0.014 -0.011 -0.011 -0.23 -0.019 

 

0.878 -0.11 -0.13 -0.09 {-0.11} -0.16 -0.191 

 

0.281 0.911 0.896 0.923 0.878 0.893 0.899 

FGT {2.982} 0.287 0.279 0.284 0.281 0.281 0.263 

 

0.0013*** 3.072 2.988 3.041 {2.982} 2.917 2.541 

 

0.156 0.002*** 0.0027*** 0.0021*** 0.0013*** 0.004***      0.0029*** 

EDU {2.392} 0.159 0.153 0.161 0.156 0.142 0.156 

 

0.063* 2.367 2.182 2.421 {2.392} 2.121 2.833 

 

0.219 0.074* 0.068* 0.079* 0.063* 0.074*             0.052* 

AUDOP {2.018} 0.211 0.209 0.214 0.219 0.211 0.209 

 

0.038** 2.001 1.989 2.018 {2.018} 1.979 1.989 

 

0.149 0.048** 0.048** 0.041** 0.038** 0.058*         0.048** 

SIZE        {2.01} 0.143 0.139 0.151 0.149 0.143 0.139 

 

0.043** 1.969 1.901 2.023        {2.01} 1.969 1.987 

 

-0.207 0.046** 0.049** 0.036** 0.043** 0.046**      0.042** 

REL {-2.002} -0.214 -0.209 -0.213 -0.207 -0.215 -0.211 

 

0.047** -2.011 -2.012 -2.089 {-2.002} -2.014 -2.009 

 

0.025 0.048** 0.049** 0.044** 0.047** 0.047**       0.049** 

POLYS {0.825} 0.056 0.058 0.053 0.025 0.021 0.016 

 

0.688 0.801 0.729 0.721 {0.825} 0.321 0.217 

 

-0.221 0.51 0.55 0.41 0.688 0.781 0.781 

AGE {-2.347} -0.215 -0.218 -0.214 -0.221 -0.213 -0.215 

 

0.026** -2.033 -2.067 -2.011 {-2.347} -2.019 -2.043 

 

0.11 0.045** 0.039** 0.048** 0.026** 0.045**       0.039** 

DEBT {1.289} 0.118 0.119 0.113 0.11 0.116 0.117 

 

0.219 1.569 1.783 1.391 {1.289} 1.571 1.721 

 

0.261 0.149 0.139 0.161 0.219 0.151 0.127 

AR Square 2.51 0.234 0.211 0.216 0.261 0.234 0.211 

DWT 71.276 1.91 2.481 2.373 2.51 2.321 1.978 

F Value 205 63.211 59.136 41.287 71.276 48.216 57.211 

P  0 
0 

0 0 0 
0 

N  205 205 205  205 205 
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*** Significant at 1%, ** Significant at 5%, 8significant at 10% level respectively; SQKM: Size is measured by the Square 

kilometeres covered by each municipality/city. POP: Size is measured by the population under the ambit of the municipalities/cities. 

TA: Size is measured using the value of assets reported in the financial statements. 

6.2.5 Conclusion 

This section of the chapter has reported and interpreted the empirical findings on 

the adoption of IPSAS accrual accounting. It is found that the status of the adoption of 

IPSAS accrual accounting in Indonesia is only 47.8% based on the sample of 205 local 

government entities (municipalities and cities). At municipality level, 48.5% have 

adopted IPSAS accrual whereas 44.1% at city level. Moreover both municipalities and 

cities have been classified into four categories namely: (i) early-adopters, (ii) on-time-

adopters, (iii0 late-adopters and (iv) non-adopters. Fifteen (15) municipalities and three 

(3) cities are classified as early adopters of IPSAS accrual accounting respectively. As 

regards on-time adopters there are only municipalities and none from the city group. 

Late-adopters comprise sixty-eight (680 municipalities and seventeen (17) cities, 

Majority from the sample of 205 entities were non-adopters (86 municipalities and 17 

cities). In addition Part A of this chapter has revealed that three institutional pressures 

(coercive, mimetic and normative) as predicted by neo-institutional theory are 

significant factors driving the adoption of IPSAS accrual accounting in the Indonesian 

local government. The results reported are robust after having checked through 

alternative regression techniques. 

6.3. Part B: ACCOUNTING HARMONIZATION 

6.3.1. Empirical Findings: De jure Harmonization 

This section reports the findings on the de jure harmonization after conducting a 

thorough content analysis of the Indonesian Government Accounting Standards and 

IPSAS. The contents of the IGAS are then compared with those of the relevant IPSAS 

in order to determine the harmonization between the two sets of standards. The findings 

are reported in the form of Equivalence Tables (Boolaky & Jallow 2007). Table 6.10 

provides equivalence of IGAS to IPSAS. The table indicates that Indonesia has only ten 

government accounting standards as opposed to 32 IPSASs. Firstly out of these ten 

IGAS, IGAS: 4 is a separate standard dealing with ‘Notes on Financial Reporting’. 

IGAS: 12 ‘Operational Reporting’ is not among the 32 IPSAS of the IPSASB list. On a 

second note the number(s) of the IGAS are different from the number(s) of IPSAS. For 

example, Cash flow statement is IPSAS: 2 but in Indonesian Government Accounting 

Standards it is IGAS: 3, construction contracts IPSAS: 11 but IGAS: 8.inventories, 
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IGAS: 5) but IPSAS: 12. There are also some differences in the titles between IPSASs 

and IGAS. For example, IPSAS (11) is called ‘Construction contracts’ whereas IGAS 

(8) is called ‘Accounting for construction in progress’. 

Table 6.10 : Equivalence Table (IPSAS and IGAS)   

IPSAS Number IPSAS Titles IGAS Number  

1 Presentation of financial statement  IGAS 1 

2 Cash Flow statements  IGAS 3 

3 Net surplus or deficit for the period, fundamental errors and change in accounting policy/ies  IGAS 10 

4 The effect of changes in foreign exchange rate  Missing 

5 Borrowing cost  Missing 

6 Consolidated financial statements and accounting for controlled entities IGAS 11 

7 Accounting for investment in associates  IGAS 6 

8 Financial reporting of interests in joint ventures  Missing 

9 Revenue from exchange transaction  Missing 

10 financial reporting in hyperinflationary economies Missing 

11 Construction contracts  IGAS 8 

12 Inventories  IGAS 5 

13 Leases  Missing 

14 Events after reporting date  Missing 

15 Financial instrument: Disclosure and Presentation - supersede by IPSAS 28 and IPSAS 30  IGAS 4 

16 Investment property  Missing 

17 Property, Plant and equipment  IGAS 7 

18 Segment reporting Missing 

19 Provisions, contingent liabilities and contingent assets  IGAS 9 

20 Related Party disclosures Missing 

21 Impairment of Non-cash-generating assets  Missing 

22 Disclosure of financial information about the general government sector  Missing 

23 Revenue from Non-exchange transactions (taxes and transfers) Missing 

24 Presentation of budget information in financial statements  IGAS 2 

25 Employee benefits  Missing  

26 Impairment of cash-generating assets  Missing  

27 Agriculture  Missing  

28 Financial Instrument: Presentation Missing  

29 Financial Instrument: recognition and measurement  Missing  

30 Financial Instruments: Disclosure  Missing  

31 Intangible assets  Missing  

32 Service concession arrangements: Grant  Missing  

Sources: IPSAS website,  Ministry of Finance Website, Indonesian Association of Accountants website 

 

The next section is a detailed comparative content analysis and explanation of 

IPSASs against IGAs. Table 6.11 is summary of the findings for each IGAS followed 

by discussion. This finding is supplemented by appendices 6.1 to 6.10 at the end of 

chapters; which provides more details of the missing contents between the set of 

standards.  
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Table 6.11: Comparing Contents  of IPSAS with IGAS by Paragraphs                 

    IGAS1 IGAS 3 IGAS 10 IAS11 IGAS6 IGAS 8 IGAS 5 IGAS 7 IGAS 9 IGAS 2 

IPSAS PR PR MS1 PR MS3 PR MS10 PR MS11 PR MS6 PR MS8 PR MS5 PR MS7 PR MS9 PR MS2 

1 155 115 
40 .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. 

2 64 .. .. 64 0 .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. 

3 60 .. .. .. .. 52 8 .. .. .. .. .. .. .. .. .. .. .. .. .. .. 

6 73 .. .. .. .. .. .. 27 46 .. .. .. .. .. .. .. .. .. .. .. .. 

7 43 .. .. .. .. .. .. .. .. 45 -2 .. .. .. .. .. .. .. .. .. .. 

11 58 .. .. .. .. .. .. .. .. .. .. 38 20 .. .. .. .. .. .. .. .. 

12 53 .. .. .. .. .. .. .. .. .. .. .. .. 28 25 .. .. .. .. .. .. 

17 109 .. .. .. .. .. .. .. .. .. .. .. .. .. .. 85 24 .. .. .. .. 

19 112 .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. 90 22 .. .. 

24 55 .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. 68 -13 

Note: PR= Paragraphs, MS= Missing in IGAS or IPSAS 

            
MS 1: See Appendix 7.1(IPSAS 1 & IGAS 1) 

              
MS 3: See Appendix 7.2 (IPSAS 2 & IGAS 3) 

              
MS 10: See Appendix 7.3 (IPSAS 3 & IGAS 10) 

              
MS 11: See Appendix 7.4 (IPSAS 6 & IGAS 11) 

              
MS6: See Appendix 7.5(IPSAS 7 & IGAS 6) 

              
MS 8: See appendix 7.6(IPSAS 11 & IGAS 8) 

              
MS 5: See Appendix 7.7(IPSAS 12 & IGAS 5) 

              
MS7: See Appendix 7.8 (IPSAS 17 & IGAS 7) 

              
MS9: See Appendix 7.9(IPSAS 19 & IGAS 9) 

              
MS2: See Appendix 7.10(IPSAS 24 & IGAS 2) 

              Sources: IPSASs and IGASs. This table is produced from an analysis of the contents of the IGAS with the IPSAS issued by the IPSAS Board. Access 

to the two sets of standards were drawn from the website of the standard setters. 

 

The following paragraphs provide a discussion on the comparison of each IGAS with 

IPSAS. 

IPSAS 1 and IGAS 1 (Appendix 7.1) 

IPSAS 1 contains 14 sections and 154 paragraphs whereas IGAS 1 contains 11 

sections and 115 paragraphs. The missing sections in IGAS 1 are sections 7, 8 & 9 of 

IPSAS 1. Section 7 relates to disclosure about overall considerations which is about 

compliance with the standards, accounting convention and comparative information 

among others. Section 9 is about the statement of financial performance and requires 

disclosures on surplus or deficit. Though these requirements are missing as separate 

sections in IGAS 1, still it requires similar disclosure which is prescribed in paragraph 

14-24. Section 13 of IPSAS 1is about transitional provision. This is not at all addressed 

in IGAS 1. Over and above missing sections there are also missing paragraphs in 

IGAS1 when compared with IPSAS 1. For instance IGAS1 does include some 

important definitions such as (i) future economic benefits or service potential and the 
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definition of government enterprises. The latter is important to determine which entity 

meets the definition for compliance with government accounting standards. IGAS 1 is 

also silent on accounting conventions and disclosure of comparative information. These 

missing sections and paragraphs in IGAS affect the disclosure contents in the financial 

reports of the municipalities and cities which ultimately affect the level of de facto 

harmonization. This will be discussed later. 

IPSAS 2 and IGAS 3 (Appendix 6.2) 

Cash flow statement is a subject of IGAS 3 which equivalent of IPSAS 2. There 

is a high level of similarity between these two standards except that IGAS 3 have some 

missing paragraphs when compared to IPSAS 2. IGAS 3 does not have any content that 

deals with future economic benefits or service potential as expected in IPSAS 2.  IPSAS 

2 defines net assets/equity in the government sector however IGAS 3 is silent on this 

item. Tax and net surplus are also missing in IGAS 3 which is an important item that 

affects the operating cash flow of municipalities and cities. Contrary to some Western 

developed economies where the local government issues bonds and or invest in external 

bodies, Indonesia though not having ventured in this line of business at local 

government has made provision for similar item in the IGAS on cash flow statement. 

IPSAS 3 and IGAS 10 (Appendix 6.3) 

As regards IGAS 10 there are nine items missing in its contents when compared 

with IPSAS 3. IGAS 10 does not have any reference to the definition of materiality. It 

does not provide any recommendation related to the consistency and changes to 

accounting policies and even the retrospective application if there has been a change in 

an accounting policy. IGAS 3 also lacks some key information related to correction of 

fundamental errors such as disclosure contents, limitations of retrospective restatement 

such as its impracticability. 

IPSAS 6 and IGAS 11(Appendix 6.4) 

Although Indonesia already has IGAS 11 which deals with consolidated 

financial reporting, yet the contents are significantly different from IPSAS 6. IGAS 11 

lacks two key sections from IPSAS 6 (sections 4, 6) that is the scope of consolidated 

financial statements and accounting for controlled entities and associates. This missing 

could prevent a local government entity to properly identify its associated entities or 
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jointly controlled entities. Alternatively, the argument is that all entities owned by 

government are consolidated in the financial statements at the year-end. 

IPSAS 7 and IGAS 6 (Appendix 6.5) 

There is no difference between these two standards except that the contents are 

dealt with in different sections. For example equity method of accounting is dealt with 

in paragraph 19 to 40 in IPSAS 7 but dealt with in paragraphs 9 to 19 in IGAS 6. All the 

items included in IPSAS 7 are equally recognized in the IGAS. 

IPSAS 11 and IGAS 8 9Appendix 6.6) 

There are three items missing in the contents of IGAS 8 compared with IPSA 

11. Contracts revenue, recognition of expected deficits and changes in estimates are not 

all dealt with in the IGAS. Such shortcomings could impact on the reported surplus or 

deficits on long-term contracts. For example changes in estimates on long-term projects 

is common in any type of business engaging in contract services either as a contractor or 

contractee. To ensure proper accounting on long-term contract it is important that there 

are sufficient provisions in the accounting standards. As IPSAS 11 stands the contents 

are comprehensive such it give a good guidance to preparers of accounts. On the 

contrary, IGAS 8 does not which means that accounting is therefore opened to different 

treatments and disclosure as well. 

IPSAS 12 and IGAS 5 (Appendix 6.7) 

Accounting for inventories in the government sector including local government 

is dealt with under IPSAS 12 and IGAS 5 in Indonesia. Surprisingly, IGAS 1does not 

have any definition of net realisable value which is an important comparator to use 

when determining the basis of inventory valuation as per paragraph 10 of IPSAS 12. 

Moreover, IGAS 5 is silent on the concept of measurement of inventories such as cost 

of purchase, cost of convention and techniques to measure cost. In the absence of these 

measurement guidance, this can lead to incorrect inventory valuation and reporting. 

IPSAS 17 and IGAS 7(Appendix 6.8) 

When comparing the contents of IPSAS 17 with IGAS 7 on property, plant and 

equipment there are five missing items in the IGAS. IGAS does not cover cost model 

but stresses on revaluation model. This suggests that accounting for non-current assets 

especially property, plant and equipment in Indonesian government entities are done on 
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the revaluation model, hence they are reported at revalue amount in the financial 

statements. IGAS 7 also excludes, if not misses the important concept of depreciable 

amount which is fundamental when determine the depreciation allocation. More so it 

does not refer to assets impairment and compensation for impairment. This signifies that 

there is no established method(s) to deal with assets impairment. 

IPSAS 19 and IGAS 9 (Appendix 6.9) 

IPSAS 19 and IGAS 9 differ significantly. There are 11 items missing in the 

IGAS when compared with IPSAS. They are all important and relevant to accounting 

for contingent liabilities and assets. Although IGAS 9 is called ‘Accounting for 

liabilities’ yet it contains provisions on contingent assets too. Five sections are missing 

(5-8) in IGAS 9. They deal with reimbursement, changes in provision, uses of 

provisions, application pf recognition and measurement rules and transitional 

provisions. These items as addressed in IPSAS 19 apply to all government entities. 

Especially when it comes onerous contracts which are common in local government. 

This occurs when local government projects are financed by a number of donor 

countries or financiers and each has a different terms and conditions. 

IPSAS 24 and IGAS 2 (appendix 6.10)  

When comparing IGAS 2 with IPSAS 24 it is found that the former is more 

detailed and comprehensive to some extent. Column 5 of Table 6.12 list the items in the 

contents of IGAS 2 and missing in IPSAS 24. For instance, IGAS 2 provides a structure 

of the budget reporting that all government entities including local government entities 

should comply with. This facilitates comparative accounting at least at the level of items 

comparison on the report. Although IPSAS 1 mentioned about on-time reporting IGAS 

2 also stresses on the requirement that budget reports should submitted on-time to better 

assist decision-making. 

IGAS 4: No IPSAS Equivalence 

IGAS 4 is a specific standard that deals only with the notes to the financial 

reporting of government including local government. Although this is dealt with in 

IGAS paragraph 86-88, this standard provides more details on the structure and the 

contents of notes that should be given to supplement the financial statements. All local 

government entities including municipalities and cities have to ensure that these notes 

as relevant and practical are included as part of the financial reports. 
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6.3.2 Empirical Findings:  De facto Harmonization 

This section reports and discusses the empirical results on de facto 

harmonization. It begins by reporting the status of harmonization at the twenty-five 

provinces investigated. This includes a descriptive statistical analysis on the 

harmonization with IPSAS. The next section presents the descriptive statistics on the 

whole sample, followed by the correlation analysis and ended with the regressions. In 

order to provide insights on the comparative level of harmonization, the sample is 

further divided into municipalities and cities using split regression.  

6.5.1. Harmonization among Provinces 

Table 6.13 reports the harmonization scores for each of the 25 provinces 

investigated in this study.  

Average and Median Scores 

Overall the average harmonization score is (0.5283) or 52.83% and the median 

(0.5305) or 53.05%. (see bottom row in Table 6.13) There is no province that has an 

average score above 60%. This indicates municipalities and cities in all the provinces 

have to improve their accounting information disclosure by 47.17 % on average to be 

able to achieve full or total harmony with IPSAS. Aceh leads with a harmonization 

score of 59.09% followed RIAU with 57.39%. Di Yogyakarta and Jambi lead with the 

highest median scores of (0.6296) or 62.96% followed by Aceh and South Sumatra with 

a score of (0.5926) or 59.26% each respectively. West Southeast Nusa has the lowest 

mean a (0.4824) and median value of (0.4327) or 43.27% respectively compared to the 

other twenty-four provinces. 

Maximum and Minimum Scores 

The average of the maximum score is (0.6896) or 68.96% whereas the average 

of the minimum score is (0.4197) 0r 41.97%. South Sulawesi leads with a score of 

(0.8519) or 85.19% followed by Di Yogyakarta and North Sumatra with a score of 

(0.8148) 0r 81.48%. DI Yogyakarta has the highest of the minimum scores (0.5595) or 

55.96% followed by Kalimantan South and West with a score of (0.5185) or 51.85%. 

Riau has the lowest score among all the provinces studied in this thesis. The finding 

suggests that the government has invest a lot of resources in this province to assist local 

government entities to align with IPSAS disclosure practices in the financial statements. 
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Descriptive Statistics on Variables 
 

 

Table 6.12: Descriptive Statistics 

 

Variables Mean Median SD Min Max 

25th 

Percentile 75th Percentile 

HSC 
0.572 0.519 2.551 0.274 59.852 0.481 0.611 

CTZ 
791095.000 417483 90449 25678 5202097 1117919 25678 

COUNC 
37.57 40.00 10.007 12 50 30.00 45.00 

SAO 
2.18 3 .683 1 1.262 2 3 

OPP 
14.606 12.500 11.595 0.000 86.667 8.730 17.778 

TGTP 
27598.89 0.00 67256.26 0.00 467138.24 0.00 8735.27 

WBGT 
134993.303 56947.239 630686.144 -10351.395 11625565.215 16660.392 111547.617 

TXPYER 
0.72 1.00 0.450 0 1 0.00 1.00 

SIZE 
1050457 793415 1910184 0 35379180 533145 1311474 

Age 
155.86 60.00 246.249 0 1209 10.00 167.50 

HSC: Harmonization Score: Measured using Cook’s Index, CTZ: Citizens = Total population covered by a municipality/city  

, SAO:  Supreme Audit Office (The types of audit opinion is used as a metric of their power), OPP: % Of Opposition in the council,  

TGR: Total Grant, WBGT: World Bank Grant, TXPYER: Taxpayers: Amount of taxes paid by citizens measured in millions 

divided by population size. 

Overall the harmonization score for the whole sample (municipalities/cities) is 

on average (0.572) or 57.2 %. As regards the independent variables that influence 

harmonization of practices that on average a municipality or city has 38 members on the 

council and only 15% represents the opposition. The reports from the SAO on average 

are mainly qualified which therefore serves as a push on both municipalities and to 

harmonize the accounting and reporting practice. It is also apparent that both types of 

entities have obtained huge funding (134993 US dollars on average) from the World 

Bank. As stated in before, one of the terms of this funding is compliance with 

international standards, hence a power exercised by the WB on local government 

entities to follow IPSAS. The next paragraph reports the correlation analysis. 

Upper and Lower Quartiles 

The average of the lower quartile is (0.4868) or 48.68% whereas for the upper 

quartile the average is (0.6001) or 60.01%. DI Yogyakarta leads with a score of 

(0.7593) or 75.93% followed by Aceh (0.6852) or 68.52%. Overall the results reported 

in Table 6.12 indicates that DI Yogyakarta has the highest level of harmonisation 

among the provinces that have adopted IPSAS accrual accounting in Indonesia. 
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Table 6.13: Harmonization Scores by Provinces     

  Provinces Avg Median Max Min 
Lower Upper Quartile 

Deviation 
SD 

Quartile Quartile 

1 Aceh  0.5909 0.5926 0.7778 0.4444 0.5 0.6852 0.4352 0.1292 

2 Bali 0.5493 0.5556 0.5556 0.5556 0.5556 0.5556 0.2778 0 

3 
Bangka 

Belitung  
0.5494 0.4444 0.6296 0.4444 0.4444 0.4444 0.2222 0.0828 

4 Banten 0.4958 0.5185 0.5926 0.4815 0.4815 0.5833 0.3426 0.0558 

5 
Central 

Kalimantan 
0.5109 0.4815 0.6296 0.4074 0.449 0.5926 0.3681 0.0711 

6 
Central of 

Java 
0.5506 0.4815 0.7037 0.4444 0.4815 0.5833 0.3426 0.0768 

7 DI Yogyakarta  0.5560 0.6296 0.8148 0.4444 0.4815 0.7593 0.5185 0.1763 

8 East Java  0.5523 0.546 0.7407 0.4074 0.482 0.5926 0.3516 0.0786 

9 
East 

Kalimantan 
0.4830 0.5185 0.6296 0.3704 0.463 0.5556 0.3241 0.0692 

10 Jambi 0.5359 0.6296 0.7407 0.4815 0.5093 0.6667 0.412 0.1065 

11 Lampung 0.5571 0.5556 0.6296 0.4444 0.4907 0.5926 0.3472 0.0728 

12 Maluku 0.5063 0.4444 0.6667 0.3704 0.4444 0.5556 0.3333 0.1159 

13 
North 

Sulawesi 
0.5125 0.5185 0.7037 0.3704 0.4444 0.5926 0.3704 0.0878 

14 
North 

Sumatera  
0.5601 0.5741 0.8148 0.0741 0.5185 0.6667 0.4074 0.1083 

15 Papua 0.5256 0.537 0.6667 0.4074 0.463 0.6111 0.3796 0.1152 

16 Riau Islands  0.4741 
 

0.5926 0.5185 0.537 0.5741 0.3056 0.037 

17 Riau 0.5739 0.5741 0.6667 0.5185 0.5556 0.6296 0.3519 0.0609 

18 
South East 

Sulawesi 
0.5241 0.4815 0.6667 0.4444 0.463 0.6111 0.3796 0.0977 

19 
South 

Kalimantan 
0.5353 0.555 0.6667 0.4444 0.4444 0.6667 0.4444 0.0903 

20 
South 

Sulawesi 
0.5085 0.4815 0.8519 0.4074 0.4815 0.6296 0.3889 0.1202 

21 
South 

Sumatera 
0.4856 0.5926 0.7407 0.3704 0.5556 0.5648 0.6852 0.1313 

22 West Java 0.5230 0.4815 0.7778 0.353 0.4467 0.6296 0.4063 0.1053 

23 
West 

Kalimantan 
0.5433 0.514 0.6667 0.4815 0.4815 0.5185 0.2778 0.0627 

24 

West 

Southeast 

Nusa* 

0.4824 0.4327 0.5741 0.3982 0.4783 0.5124 0.5276 0.1213 

25 
West 

Sumatera 
0.5223 0.5926 0.7407 0.4074 0.5185 0.6296 0.3704 0.0902 

  Average 0.5283 0.5305 0.6896 0.4197 0.4868 0.6001 0.3828 0.0905 

 

Correlation Analysis 

The Pearson Correlation results are reported in Table 6.14. CTZ (citizen) is 

positively correlated (0.283) to harmonization score as well as WBGT (grants from 

World Bank) (0.371). Likewise SAO (audit reports from the Supreme Audit Office) is 

found to be highly correlated (0.926) with the hamonisation scores. This suggests that 

the Supreme Audit Office plays a crucial role in ensuring that accounting practices 
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among municipalities and cities are similar as far as practical. This result further 

explicates that harmonization can increase by a significant percentage (more than 90%) 

as a result of the audit report from the SAO. When considering the whole sample, age is 

negatively correlated with the level of harmonization which indicates that the older a 

municipality or city the less is the harmonization score. Because cities are new entities 

developed in Indonesian local government, the sample is split into two groups namely 

and city in order to detect if there will be a difference between the two groups. This is 

discussed later. The findings from the correlation analysis provide support to the 

hypotheses that this study proposed to investigate. 

 

Table 6.14: Pearson Correlation Analysis 

  HSC CTZ COUNC SAO OPP TGR WBGT TXPYER SIZE AGE 

HSC 1.000 1.000                 

CTZ 0.283 0.283 1.000 
       

COUNC 
0.070 

-

0.134 
0.070 1.000 

      
SAO 

0.926 
-

0.034 
-0.019 0.926 

      
OPP 

0.004 
-

0.082 
-0.023 -0.002 0.004 1.000 

    
TGR 0.101 0.292 0.447 0.153 -0.018 -0.029 1.000 

   
WBGT 0.371 0.003 0.202 -0.029 -0.007 -0.021 0.371 1.000 

  
TXPYER 0.011 0.036 0.008 -0.011 -0.004 1.000 -0.021 0.011 1.000 

 
SIZE -0.231 0.010 1.000 0.058 -0.023 0.008 0.202 0.070 -0.231 

 
AGE -0.307 1.000 0.010 0.283 -0.082 0.036 0.003 -0.134 -0.034 1.000 

 

HSC: Harmonization Score: Measured using Cook’s Index, CTZ: Citizens = Total population covered by a municipality/city  

, SAO:  Supreme Audit Office (The types of audit opinion is used as the a metric of their power), OPP: % Of Opposition in the 

council,  

TGR: Total Grant, WBGT: World Bank Grant, TXPYER: Taxpayers: Amount of taxes paid by citizens measured in millions 

divied by population size. 

 

 

Multi-Collinearity Test 

 

As a fundamental statistical rule, the correlation results needs to be re-checked 

because of hidden multi-collinearity problems (Field 2000). Two important multi-

collinearity are therefore conducted and the results reported in Table 6.15 below. There 

is no indication of multi-collinearity problems because neither the Tolerance value nor 

the Variance Inflation Factor has gone beyond the threshold. This result provides 

further comfort to perform the regression analysis because the results will not suffer 

from such problems. 
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Table 6.15: Collinearity Test 

Variables Tolerance VIF 

HSC 0.378 2.644 

CTZ 0.422 2.369 

COUNC 0.914 1.095 

SAO 0.712 1.404 

OPP 0.825 1.212 

TGTP 0.845 1.183 

WBGT 0.723 1.383 

TXPYER 0.683 1.464 

SIZE 0.846 1.182 

Age 0.711 1.407 

HSC: Harmonization Score: Measured using Cook’s Index, CTZ: Citizens = Total population covered by  

a municipality/city , SAO:  Supreme Audit Office (The types of audit opinion is used as the a metric of their power),  

OPP: % Of Opposition in the council, TGR: Total Grant, WBGT: World Bank Grant, TXPYER: Taxpayers:   

Amount of taxes paid by citizens measured in millions divided by population size. 

 

Regression Analysis (Harmonization in Local Government: Municipalities and 

Cities) 

Pooled Regression (Municipalities and Cities) 

This section presents the results generated from a pooled regression that is the 

independent variables are regressed against the harmonization score for the whole 

sample. This is reported in Table 6.17 followed by interpretations. Table 6.17 reveals 

the results of the impact of each attribute of stakeholders on harmonization of 

accounting with IPSAS in the Indonesian local government. Column 2 lists the identity 

of the stakeholders whereas column 3 their attributes. Table 6.17 contains three 

statistical models. Column 4 (Model 14) reports the association between stakeholders 

power and hamornisation whereas column 5 (Model 15) the impact of legitimacy. 

Column 6 (Model 16) reports the association between urgency and harmonization. The 

forthcoming paragraph interprets the results of the impact of each stakeholder’s identity 

on harmonization. 

Model 14: Impact of Stakeholders’ Power 

The results in Model 14 reveals that two variables of stakeholders’ identity are 

predictive of harmonization with IPSAS as hypothesised. The overall model fit is 

(0.246) or 24.6% measured by the adjusted R-Squared. In particular the Supreme Audit 

Office, as a definitive stakeholder with power and urgency under the legislation have to 

report to central government, is positively associated with harmonization (beta 

coefficient = 0.136, t value =2.979, p value =0.0032). This supports hypothesis (1). It 
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aligns with Strathern (2006) who contends that auditor’s may use their power to purify 

the principles of organisations, hence harmonization of practices including accounting 

harmonization.  As regards urgency, the Supreme Audit Office (SAO) in Indonesia, 

under Article 18 of Treasury law No. 15/2004, is accountable to report a summary of 

national audit to the Parliament, Governor, President and Mayor at least three months 

after the completion of the audit. The finding provides empirical evidence of the 

significant role of the SAO in local government accounting and reporting. COUNC: 

Councillors, classified as expectant dominant stakeholder with power, is found to be 

positively but only moderately associated with harmonization (beta coefficient = 0.105, 

t value = 1.683, p value = 0.067). This suggests that councillors in Indonesian 

municipalities and cities do not sufficiently exercise their power towards transparency. 

Overall, both findings suggest that the more the definitive stakeholders exercise their 

powers the higher the level of harmonization as predicted by the stakeholder salience 

theory (Mitchell et al. 1997). 

Opposition, defined as expectant and dangerous stakeholders, do not 

significantly influence harmonization of accounting at municipality and city level 

similar to the providers of finance (TGT) but contrary to the international financier such 

as the World Bank. 

Model 15: Impact of Stakeholders Legitimacy 

The overall model fit is (0.203) or 20.3% measured by adjusted R-Squared. Only 

one of the variables is significant. Councillors is found to be positively but only 

moderately associated with harmonization (beta coefficient = 0.099, t value= 1.367, p 

value = 0.074). This finding provides only partial support to hypothesis (2). All the 

other variables are insignificant. Tax payers, though defined as latent stakeholders, are 

identified to be demanding according to the theory. It is expected that they would 

significantly if not positively influence harmonization of practice, however, the results 

suggest that taxpayers negatively influence harmonization. Arguably this could be due 

to the fact that taxpayers may have preferences for other urban matters than accounting. 

For example, taxpayers would be more interested with infrastructural development such 

as road construction, lighting and so forth. Overall this finding only partly supports the 

tenet of the stakeholder salience theory in regards to the legitimacy attribute of 

shareholders. It suggests that not all councillors in all the municipalities and cities tend 

to follow each other. 
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Model 16: Impact of Stakeholders Urgency 

The overall model fit is (0.218) or 21.8%. This indicates that urgency can 

influence harmonization by only 21.8% measured by the adjusted R-squared. The 

Supreme Audit Office (SAO) is significantly positively related to harmonization (beta 

coefficient = 0.124, t value = 2.811, p value = 0.005). This supports hypothesis (3). As 

a matter of urgency, the SAO ensures that both municipalities and cities harmonize with 

IPSAS and if they are not, a modified audit opinion is issued. 

When regressing all the financiers together, the finding rejects hypothesis 3 and 

surprisingly reveal that the more debt a municipality or city has the less the 

harmonization level. However, when taking into account funding from the World Bank 

WBGR) separately, the finding indicates that aid from the World Bank positively but 

only moderately influence harmonization. This result supports to some extent the 

finding of Judge et al. (2010) and Boolaky and Soobaroyen (2017). 

See table 6.16 on the next page 
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Table 6.16: POOLED REGRESSION ANALYSIS  (Harmonization) 

  

    Stakeholder 

  
  

   Stakeholders' Stakeholders' Power Legitimacy Urgency 

  Identity Attributes Model 14 Model 15 Model 16 

Constant                - - - 

   

28.437 26.089 22.23 

   

0 0 0 

CTZ Latent/Dormant Power 0.015 - - 

   

0.134 - - 

   

0.716 - - 

COUNC Expectant/Dominant Power/Legitimacy/Urgency 0.105 0.099 0.0102 

   

1.683 1.367 1.728 

   

.067* .074* 0.092* 

SAO Definitive Power/urgency 0.136 - 0.124 

   

2.979 - 2.811 

   

0.0032*** - .005*** 

OPP Expectant/Dangerous Power/Urgency 0.064 0.043 0.057 

   

1.283 0.949 1.254 

   

0.2 0.343 0.21 

TGT Definitive Power/legitimacy/Urgency -0.051 - -0.037 

   

-1.047 - -0.853 

   

0.296 - 0.395 

WBGR Definitive Power/legitimacy/urgency - - 0.096 

   
- - 1.672 

   
- - .091*. 

TPYER Latent/Demanding Urgency - -0.06 - 

   

- -0.124 - 

   

- 0.901 - 

Size 

  

0.224 0.205 0.198 

   

2.967 2.431 2.006 

   

0.002*** 0.0028*** 0.0041*** 

Age 
  

-0.202 -0.198 -0.118 

   

-2.843 -2.022 -1.877 

   

0.006*** 0.026** 0.046** 

AR 

Square 
    0.246 0.203 0.218 

F 

Statistics   
76.512 92.148 73.216 

DWT 
  

2.019 2.013 2.043 

P     0 0 0 

*** Significant at 1% level, *8 Significant at 5 % level, * Significant at 10% level  
 

Model 1: HSC = β0 + β1 CTZ + β2 COUNC + β3 SAO +   β4 OPP +β5 TGR + β6 WBGT +β7 TXPYER + β8 

CVARIABLES.  
, SAO:  Supreme Audit Office (The types of audit opinion is used as a metric of their power), OPP: % Of Opposition in the council,  

TGR: Total Grant, WBGT: World Bank Grant, TXPYER: Taxpayers: Amount of taxes paid by citizens measured in millions 

divided by population size. 
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Split Regression (Comparing Municipalities and Cities) 

In order to identify the impact of the salient stakeholders influence on the two 

groups (municipalities and cities), a split regression analysis is carried out and the 

results reported in Table 6.11. Table 6.11 contains 6 models that address the hypothesis 

testing. Models 17, 18 and 19 are for municipalities whereas models 20, 21 and 22 are 

for cities. 

Impact of Stakeholder Power (Model 17: Municipalities, Model 20: Cities) 

In Model 17, the results reveal three variables are predictive of harmonization. 

The overall model fir is (0.27) or 27% measured by the adjusted R-squared. This 

implies that these three variables explain 27% variance in harmonization. Citizens, who 

are defined as latent and dominant stakeholders, are found to be positively associated 

with harmonization (beta coefficient = 0.129, t value =2.151, p value = 0.032). This 

suggests that citizen prefers a harmonized system of reporting and that their influence to 

make this happens is around 13%. Likewise councillors (COUNC) who are expectant 

and dominant, exercise their power positively towards harmonization (beta coefficient = 

0.149, t value = 2.435, p value =0.015). When municipalities are considered separately 

from cities, the magnitude of the impact changes from a significance level of 10% to 5 

%. This explains that councillors at municipality level have more influence than those at 

city level. Supreme Audit Office (SAO) is a ‘definitive’ stakeholder with power and in 

this study is found to exert significant influences on harmonization of accounting (beta 

coefficient = 0.223, t value = 2.681, p value =0.031). This indicates municipalities react 

positively to the auditor’s report when they are modified for non-compliance with 

accounting standards or there are differences between the reports of municipalities.  

World Bank is again found to be a significant determinant of harmonization (beta 

coefficient = 0.180, t value = 2.122, p value = 0.046). Municipalities that are funded by 

the WB are more likely to harmonize with the IPSAS contrary to those who have 

obtained local grant. The results provide support to hypothesis (1) at municipality level.  

Similar to municipalities, stakeholders’ power significantly influence 

harmonization of accounting in cities (Model 20). Citizen (CTZ) (beta coefficient = 

0.113, t value = 2.158, p value = 0.048); councillors (COUNC) (beta coefficient = 

0.121, t value = 1.987, p value = 0.051), Supreme Audit Office (SAO) (beta coefficient 

= 0.136, t value = 2.923, p value = 0.047) and World Bank (WBGR) (beta coefficient = 

0.123, t value = 2.365, p value =0.039). When comparing this result with the Model 17, 

three variables remain significant namely: (i) citizen, (ii) auditors, (ii) the World Bank. 
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However, councillors, though remaining positively associated with harmonization, the 

magnitude of the impact has reduced from 0.05 level to 0.10 level. This indicates that 

councillors at city level are less powerful than those at municipality level to influence 

harmonization. 

Impact of Stakeholder Legitimacy (Model 18: Municipalities, Model 21: Cities) 

Model 18 scores an adjusted R-squared of (0.216) or 21.6% which indicated that 

variables related to stakeholders’ legitimacy can influence harmonization by nearly 

22%. Councillors (COUNC) (beta coefficient = 0.089, t value =1.215, p value = 0.086) 

is the only variable of interest that is positively but only moderately related to 

harmonization. In Model 24 the overall model fit is (0.26) or 26%. This indicates that at 

city level stakeholders’ legitimacy can influence harmonization by 26. Similar to 

municipalities, councillors is the unique determinant of harmonization (beta coefficient 

= 0.076, t value =1.089, p value = 0.092). The finding suggests that at city level the 

influence (beta coefficient = 0.076) of the councillor is less compared to municipality 

(0.089). In term of model fit, model 21 is less strong than model 18. 

Impact of Urgency in Municipalities (Model 19: Municipalities, Model 22: Cities) 

In Model 19 three variables remain positive and significant. The model fit is 

(0.198) or 19.8%. COUNC, SAO and WBGR are positively related to harmonization.  

SAO has most significant influence with (beta coefficient = 0.136, t value =2.923, p 

value =0.047) followed by COUNC (beta coefficient = 0.076, t value = 1.561, p value 

=0.072). These findings confirm again the crucial role played by the Supreme Audit 

Office in causing harmonization of accounting to occur in the local government of 

Indonesia. Model 22 also reports the same variables as significant and there is not 

significant change in the magnitude of each these variables. Overall the findings in both 

municipalities and cities support hypothesis (3) 
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Table 6.17 Split Regression: Comparing Harmonization Municipalities and Cities 

 

  

    Municipality     City   

  
Model 

17 Model 18 Model 19 

Model 

20 Model 21 Model 22 

    Stakeholders   Stakeholders   

Stakeholders' Stakeholders' Power Legitimacy Urgency Power Legitimacy Urgency 

 
Identity Attributes 

Model 

1 
Model 2 Model 3 Model 1 Model 2 Model 3 

Constant                - - -       

   

18.221 16.386 20.01 22.181 18.432 21.067 

   

0 0 0 0 0 0 

CTZ Latent/Dormant Power 0.129 
  

0.113 
  

   

2.151 
  

2.158 
  

   

0.032** 
  

0.048** 
  

COUNC Expectant/Dominant Power/Legitimacy/Urgency 0.149 0.089 0.076 0.121 0.076 0.069 

   

2.435 1.215 1.561 1.987 1.089 1.342 

   

0.015** 0.086* 0.072* 0.051* 0.092* 0.089* 

SAO Definitive Power/urgency 0.223 - 0.136 0.21 - 0.128 

   

2.681 - 2.923 2.126 - 2.027 

   

0.031** - 0.047** 0.43** - 0.033** 

OPP Expectant/Dangerous Power/Urgency 0.088 0.043 0.053 0.097 0.039 0.061 

   

1.591 0.949 1.025 1.601 0.673 1.078 

   

0.112 0.343 0.238 0.101 0.452 0.192 

TGT Definitive Power/legitimacy/Urgency 0.062 - 0.042 0.058 - 0.051 

   

1.239 - 0.781 1.115 - 0.882 

   

0.219 - 0.421 0.232 - 0.438 

WBGR Definitive Power/legitimacy/urgency 0.18 - 0.098 0.123 - 0.189 

   
2.122 - 1.701 2.365 - 1.821 

   
.046** - 0.089* 0.039** - 0.076* 

TPYER Latent/Demanding Urgency 0.072 0.08 - 0.041 0.083 - 

   

1.351 0.131 - 1.182 1,301 - 

   

0.177 0.897 - 0.289 0.113 - 

Size 

  

0.108 0.209 0.214 0.156 0.203 0.198 

   

2.113 2.532 2.458 2.148 2.189 1973 

   

0.035** 0.0018*** 0.0022** 0.041** 0.0031** 0.039** 

Age 
  

-0.049 -0.176 -0.116 0.067 -0.032 0.053 

   

-0.863 -2.042 -1.783 1.005 0.631 0.986 

   

0.389 0.046** 0.043** 0.102 0.192 0.201 

AR 

Square 
    0.27 0.216 0.198 0.26 0.209 0.211 

F Statistics 
 

31.978 26.712 19.216 23.651 31.072 23.762 

DWT 
  

2.417 2.221 2.079 2.061 2.308 2.079 

P     0 0 0 0 0 0 

*** Significant at 1% level, ** Significant at 5 % level, * Significant at 10% level,, SAO:  Supreme 

Audit Office (The types of audit opinion is used as the a metric of their power), OPP: % Of Opposition 

in the council, TGR: Total Grant, WBGT: World Bank Grant, TXPYER: Taxpayers: Amount of taxes 

paid by citizens measured in millions divided by population size.  
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6.3.3 Conclusion 

This part of the chapter has reported the findings on accounting harmonization 

with IPSAS in the local government entities in Indonesia. It has carried out a 

comparative content analysis of the all the government accounting standards (IGAS) of 

Indonesia and those of the relevant IPSAS. Indonesia has twelve IGAS based on IPSAS 

but not all of them are fully harmonized with the IPSASs. In some cases both the title 

and numbering of the standards of IGAS including paragraphs numbering are different 

from IPSAS. The results of the analysis are presented in an ‘Equivalence table’ to 

increase readers’ understanding on the extent of de jure harmonization.   De facto 

harmonization over 2011 and 2014 was also measured and the findings reported. The 

stakeholder salience theory is used and put in the context of Indonesia to determine how 

different groups of stakeholders and their influences on municipalities/cities in 

harmonization of accounting practices. Initially the analysis was run on the whole 

sample.  This section of the regression analysis has provided empirical evidence(s) that 

stakeholders having all the three attributes (power, legitimacy and urgency) positively 

influence harmonization of accounting in municipalities/cities. In order to obtain a 

better picture, a split regression between municipalities and cities was then carried out 

in order to report any difference(s) between the two groups. Overall the regression 

models support the hypotheses that stakeholder power, legitimacy and urgency 

influence harmonization. However, the magnitude of the influences is different between 

cities and municipalities. 

 

6.4 Conclusion 

This chapter has reported the empirical results following two main investigations. First, 

the empirical findings on the speed of adoption and their determinants reported. Second 

the level and extent of harmonization and their drivers reported. Overall, the empirical 

results suggests that (i) adoption of IPSAS in Indonesian local government is influenced 

by institutional pressures (coercive, mimetic and normative) whereas the level of 

harmonization is influenced by the stakeholders’ power. 
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Appendices: Contents Comparisons of IPSASs and IGASs 

Appendix 6.1 : Contents Equivalence Table (IPSAS 1 & IGAS 1)     

Sections IPSAS 1: Presentation of financial statement   Paragraph  

Paragraph in 

IGAS 1 

1 Objective 1 1 – 7 

2 Scope  2 – 6 2 - 4  

3 Definitions  7 – 14 8 

 

Economic entity  8 – 10 8 

 

Future Economic benefits or service potential  11 missing 

 

Government Business enterprises  12 missing  

 

Materiality  13 8 

 

Net Assets/Equity  14 8 

4 Purpose of financial statements  15 - 18 9 - 12 

5 Responsibility for financial statements 19 - 20 13 

6 Components of financial statements  21 - 26 14 - 24 

7 Overall considerations  21 - 26 missing  

 

Fair presentation and compliance with IPSASs 27 - 37 missing  

 

Going concern  38 - 41 missing  

 

Consistency of presentation  42 - 44 missing  

 

Materiality and aggregation  45 - 47 missing  

 

Offsetting  48 - 52 missing  

 

Comparative Information  53 - 58  missing  

8 Structure and Content  59 - 150 25 - 113 

 

Introduction  59 - 60 25-Jan 

 

Identification and the financial statements  61 - 65 27 - 31 

 

Reporting period 66 - 68 32 - 34 

 

Timelines  69 34 

 

Statement of financial position  70 - 98 44 

 

Current/Non-Current Distinction  70 - 75 47 

 

Current Assets  76 - 79 54 

 

Current Liabilities  80 - 87 75  

 

Information to be presented on the face the statement of financial position  88 - 92 missing  

 

Information to be presented on the face the statement of financial position or in the notes  93 - 98 86 - 88 

9 Statement of financial performance  99 - 117 missing  

 

Surplus or deficit for the period  99 - 101 41 - 43 

 

Information to be presented on the face of the statement of financial performance 102 - 105 missing 

 

Information to be presented on the face of the statement of financial performance or in the 

notes.  106 - 117 missing 

10 Statement of changes in Net Assets/Equity  118 - 125 101 - 103  

11 Cash Flow statement  126 89 - 91 

12 Notes  127 - 150  101 - 113 

 

Structure  127 - 131 104 - 113 

 

Disclosure of accounting Policies  132 - 139 108 - 112 

 

Key sources of estimation uncertainty  140 - 148 missing  

 

Capital  148a-148c missing  

 

Puttable Instruments classified as Net Assets/Equity  148d missing  

 

Other disclosure  149 - 150 113  

13 Transitional Provisions  151 - 152 missing  

14 Effective date  153 - 155 114 - 115  
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Sources: IPSAS 1 & IGAS 1 (Presentation of Financial Statements) 

  

 Appendix  6.2: Contents Equivalence Table (IPSAS 2 & IGAS 3)   

Section IPSAS 2: Cash Flow statements   Paragraph  IGAS 3 (Paragraphs) 

  Objective    1 - 7  

1 Scope  1 - 4  1 - 2  

2 Benefits of cash flow information  5 - 7  5 - 7  

3 Definitions  8 - 17  8 

 

Cash and Cash equivalents  9 - 11 9 - 11 

 

Economic entity  12 - 14  12 - 14  

 

Future Economic benefits or service potential  15  missing  

 

Government business enterprises 16  8 

 

Net assets/Equity  17  missing  

4 Presentation of a cash flow statement 18 - 26  15 - 36  

 

Operating activities  21 - 24  21 - 26  

 

Investing activities  25 27 - 30  

 

Financing activities  26 31 - 34  

5 Reporting Cash flow from operating activities  27 - 30  39 - 41  

6 Reporting Cash flow from investing and financing activities  31 39 - 41  

7 Reporting Cash flow on a net basis  32 - 35  42 

8 Foreign currency cash flows  36 - 39  43 - 45  

9 Interest and dividends  40 - 43  46 - 49  

10 Taxes and net surplus  44 - 46  missing  

11 Investments in controlled entities, associates and joint ventures  47 - 48  50 - 56  

12 Acquisitions and disposals of controlled entities and other operating units  49 - 53  50 - 56  

13 Noncash transactions  54 - 55  57 - 58  

14 Components of cash and cash equivalents  56 - 58  59 

15 Other disclosures  59 - 62  60 - 62  

16 Effective date  63 - 64  63 - 64  

Note: IGAS 3: Cash flow Statement 
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Appendix 6.3 : Contents Equivalence Table (IPSAS 3 & IGAS 10) 

Sections 

IPSAS 3: Net surplus or deficit for the period, fundamental errors and 

change in accounting policy/ies   Paragraphs  IGAS 10 (Paragraphs)  

1 Objective 1 - 2  1 

2 Scope  3 - 6  2 - 3  

3 Definitions  7 - 8  4 

 

Materiality  8 missing  

4 Accounting Policies  9 - 36  missing  

 

Selection and application of accounting policies  9 - 15  missing  

 

Consistency of accounting policies  16 missing  

 

Changes in accounting policies  17 - 36  37 - 42  

 

Applying changes in accounting policies  24 - 32  37 - 42  

 

Retrospective application  27  missing  

 

Limitations on retrospective application  28 - 32  missing  

 

Disclosure  33 - 36  missing  

5 Changes in accounting estimates  37 - 45  43 - 45  

 

Disclosure  44 - 45  43 - 45  

6 Errors  46 - 54  5 - 36  

 

Limitations of retrospective restatement  48 - 53  missing  

 

Disclosure of prior period errors  54 5 - 36  

7 

Impracticability in respect of retrospective application and retrospective 

restatement  55 - 58  missing  

8 Effective date  59 - 60  51 - 52  

Note: IGAS 10: Correction of errors, change in accounting estimation and discontinued operations  

Appendix 6.4: Contents Equivalence Table (IPSAS 6 & IGAS 11) 

Sections 

IPSAS 6 : Consolidated financial statements and accounting for 

controlled entities   Paragraph  IGAS 11 Paragraph  

1 Scope  1 - 6 2 - 5  

2 Definitions  7 - 14  6 

 

Consolidated financial statements and separate financial statements  8 - 11  6 

 

Economic entity  12 - 14  6 

3 Presentation of consolidated Financial statements  15 - 19  7 - 13  

4 Scope of consolidated financial statements  20 -42 missing  

 

Establishing control of another entity for financial reporting purposes  28 - 29  missing  

 

Control for financial reporting purposes  30 - 36  missing  

 

Regulatory and purchase power  37 missing  

 

Determining whether control exists for financial reporting purposes  38 - 42  missing  

5 Consolidation procedures  43 - 57  22 - 23  

6 

Accounting for controlled entities, jointly controlled entities and 

associates in separate financial statements  58 - 61  missing  

7 Disclosure  62 - 64 24 - 25  

8 Transitional provisions  65 - 68  missing  

9 Effective date  69 - 70  26 - 27  

Note: IGAS 11: Consolidated financial reporting 
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Appendix 6.5: Contents Equivalence Table (IPSAS 7 & IGAS 6) 

Number  IPSAS 7: Accounting for investment in associates  Paragraph  IGAS 6 (Paragraphs) t  

1 Scope  1 - 6  2 - 5  

2 Definitions  7 - 8  6 

 

Significant influence  11 - 16  9 - 19  

 

Equity method  17 - 18  7 - 8  

3 Application of the equity method  19 - 40  9 - 19  

 

Impairment losses  37 - 40  23 - 35  

4 Separate financial statements  41 - 42  36 - 38  

5 Disclosure  43 - 46  39 - 40  

6 Effective date  47 - 48  41 - 42  

Note: IGAS 6: Accounting for investment 

 

Appendix 6.6: Contents Equivalence Table (IPSAS 11 & IGAS 8) 

Sections IPSAS 11: Construction contracts content  Paragraph  IGAS 8 (Paragraphs)  

  Objective  1 - 3  1 - 5  

1 Scope  1 - 3  3 - 5  

2 Definitions  4 - 11  6 

 

construction contracts  5 - 10  6 

 

contractor  11 6 

3 combining and segmenting construction contracts  12 - 15 11 - 13  

4 contracts revenue  16 - 22 missing  

5 contract costs 23 - 29  19 - 33  

6 recognition of contract revenue and expenses  30 - 43  14 - 17  

7 recognitions of expected deficits  44 - 48  missing  

8 changes in estimates  49  missing  

9 Disclosure  50 - 56  34 - 36  

10 Effective date  57 - 58  37 - 38  

Note: IGAS 8: Accounting for construction in progress 
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Table 6.7: Content Equivalence Table (IPSAS 12 & IGAS 5) 

Sections IPSAS 12: Inventories  Paragraph  IGAS 5 (Paragraphs)  

1 Objective  1 1 

2 Scope  2 - 8 2 – 3 

3 Definitions 9 - 14  4 

 

Net realizable value  10  missing  

 

Inventories  11 - 14  4 

4 Measurement of inventories  15 - 43  15 – 21 

 

Cost of inventories  18 - 31  22 - 25  

 

Cost of purchase  19  missing  

 

Cost of conversion  20 - 23  missing  

 

Other cost  24 - 27  missing  

 

Cost of inventories of a service provider  28  missing  

 

Cost of agricultural produce harvested from 

biological assets  29  20 

 

Techniques for the measurement of cost  30 - 31  missing  

 

Cost Formulas  32 - 37  17 

 

Net realizable Value  38 - 42  21 

 

Distributing goods at no charge or for a nominal 

change  43  missing  

5 Recognition as an expense  44 - 46  22 - 25  

6 Disclosure  47 - 50  26 

7 Effective date  51 - 52  27 - 28  

Note; IGAS 5: Accounting for inventories 
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Appendix 6.8: Contents Equivalence Table (IPSAS 17 & IGAS 7) 

Sections 

IPSAS 17: Property, Plant, and Equipment 

Contents   Paragraphs  IGAS 7 (Paragraphs)  

1 Objective 1 1 

2 Scope  2 - 12 2 - 3  

 

heritage assets  9 - 12  65 - 72  

3 Definitions  13  4 

4 recognition  14 - 25  20 - 22 

 

Infrastructure Assets  21  73 - 75  

 

Initial costs  22 23 - 48  

 

Subsequent Cost  23 - 25  49 - 51  

5 Measurement at recognition  26 - 41  52 - 60  

 

Elements of cost  30 - 36  28 

 

Measurement of cost  37 - 41 29 - 37  

6 Measurement after recognitions  42 - 81  52 - 60  

 

Cost Model  43 missing  

 

Revaluation model  44 - 58  59 - 60  

 

Depreciation  59 - 78  53 - 57  

 

Depreciable amount and depreciation period  66 - 75  missing  

 

Depreciation Method  76 - 78  57 

 

Impairment  79 missing  

 

Compensation for impairment  80 - 81  missing  

7 De-recognition 82 - 87  82 

8 Disclosure  88 - 94 80 

9 Transitional provisions  95 - 106  missing  

10 Effective date  107 - 108  84 - 85  

Note; IGAS 7: Property, Plant, and Equipment Contents    
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Sections Appendix 6.9: Contents Equivalence Table (IPSAS 19 & IGAS 9) Paragraph  IGAS 9 (paragraphs)  

  Objective    1 

1 Scope  1 - 17 2 - 4  

 

Social benefit  7 - 11 5 

 

Other exclusions from the Scope of the standard 12 - 17  6 - 8  

2 Definitions  18 - 21  9 - 17  

 

Provisions and other liabilities  19 18 - 31  

 

Relationship between provisions and contingent liabilities  20 - 21  32 - 61  

3 Recognition 22 - 43  18 - 31, 35 - 37  

 

Provisions  25 - 30  38 - 39  

 

Past event  31 - 32  40 - 41 

 

Probable outflow of resources embodying economic benefits or service potential  31 - 32  44 - 45  

 

reliable estimates of the obligation  33 - 34  46  

 

contingent liabilities  35 - 38  48 - 50  

 

contingent assets  39 - 43  51 - 55  

4 Measurement  44 - 62  56 - 61  

 

Best estimate  44 - 49  62 - 64  

 

risk and uncertainties  50 - 52  69 - 81  

 

present value  53 - 57  76 - 81  

 

future events  58 - 60  82 - 86  

 

Expected disposal of assets  61 - 62  Missing 

5 Reimbursement  63 - 68  Missing 

6 Changes in provision  69 - 70  Missing 

7 Use of provisions  71 - 72  Missing 

8 Application of the recognition and measurement rules  73 - 96  Missing 

 

Future operating net deficits  73 - 75  Missing 

 

Onerous contracts  76 - 80  Missing 

 

Restructuring  81 - 96  Missing 

 

Sale or transfer of operations  90 - 92  Missing 

 -  Restructuring provisions  93 - 96  Missing 

9 Disclosure  97 - 109  87 - 88 

10 Transitional provisions  110 Missing 

11 Effective date  111 - 112  89 - 90  

Note: IGAS 9: Accounting for Liabilities 
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Appendix 6.10: Contents Equivalence Table (IPSAS 24 & IGAS 2) 

Sections IPSAS 24: Presentation of budget information in financial statements  Paragraph  

IGAS 2 

(Paragraphs) 

Contents Missing in 

IPSAS24 

1 Objective  1 1 - 2    

2 Scope  2 - 6 3 - 4  

 
3 Definitions 7 - 13  7 

 

 

Approved budgets  8 - 10  8 - 9  

Structure of budget 

reporting  

 

Original and final budget  11 - 12 10 Reporting period  

 

Actual amounts  13 11 On time reporting  

4 Presentation of a comparison of budget and actual amounts  14 - 38  12 - 15 , 60 - 62 

 

 

Presentation and disclosure  21 - 24  16 - 17  

 

 

Level of aggregation  25 - 28  18 - 20  Accounting for budget  

 

Changes from original to final budget  29 - 30  21 - 30  

 

 

comparable basis  31 - 36  31 - 46  

Accounting for 

disbursement  

 

multi - year budgets  37 - 38  Missing 

Accounting for 

financing  

5 Note disclosures of budgetary basis, period and scope  39 - 46  51 - 54  

Accounting for 

revenue   

6 

Reconciliation of actual amounts on a comparable basis and actual amounts 

in the financial statements  47 - 53  55 - 57  

Accounting for 

disbursement 

7 Effective date  54 - 55  67 - 68  

 

      63 - 66  

transaction in foreign 

currency  

Note: IGAS 2: Budget Realisation Reporting 
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 Appendix 6.11: IGAS 4: Notes for Financial Reporting 

Paragraphs Contents 

1 - 6  Objectives  

3 - 6  Scope  

7 Definitions  

8 - 11 General  

12 - 64  Structure and content  

17 - 18  General information presenting about the entity reporting and accounting entity  

19 - 23  General information about fiscal/financial policy and macro economics  

24 - 29  Summary reporting of targeted financial achievement for the fiscal year including the problems for the achievement  

30 - 50  Basis for financial reporting and disclosure of the financial accounting policy.  

31 - 35  Basic accounting assumption  

36 - 38  Financial reporting users  

39 - 50  Accounting policy  

51 - 57  Detail information and explanation of each account on the face of financial reporting  

58 - 60  

disclosed information which mandatory by government accounting standard which have not been presenting on the face of 

financial reporting  

61 - 63  other disclosures  

64 structures  

65 - 66  effective date 
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Chapter 7: Conclusion, Contributions and Limitations 

7.1. Introduction 

This study has three main objectives. Firstly, it has conducted a historical 

inquiry into the accounting development in the government sector including local 

government in Indonesia. Given that accounting development around the globe has 

occurred as a result of economic and political factors followed by a number of 

regulatory changes, this part of the research sought answer(s) to the first research 

question raised in chapter 1. As a result, an inquiry of institution(s) such as government 

organisations, local government entities, professional organisations including a number 

of events and laws was conducted, Archival evidences from various reliable sources are 

used so as to provide the audience with a comprehensive histology of accounting 

regulatory changes in this country dated from colonial era to now. Findings for this part 

of the study were reported in chapter 2. 

Secondly, the study has investigated the adoption of IPSAS accrual accounting 

and the factors that have driven local government entities including municipalities and 

cities to follow that pathway. Given the importance of IPSAS as an accounting regime 

that enhances transparency in government accounting including local government, the 

author argued that not only the adoption but also the speed of adoption is important. The 

quicker an entity adopts the better. In order to provide empirical evidence in this 

perspective, this thesis has sought answer(s) to the second research question raised in 

chapter 1. Consequently, the study has delved into the institutional pressures that could 

affect both adoption of IPSAS and its speed. In this part of the thesis, the author has put 

to test the neo-institutional theory in order to determine the isomorphic pressures that 

have influenced adoption of IPSAS. Findings were reported in Chapter 6 Part A. 

The third objective of this thesis is to investigate to what extent Indonesian 

municipalities/cities have implemented IPSAS by measuring both harmony and 

harmonization of reporting practices by Indonesian municipalities and then investigate 

its drivers. The author has argued that adoption of IPSAS is not enough because a 

municipality or city may have adopted IPSAS but not necessarily implementing them. 

Importantly, the local government entities have to also harmonize in their practices with 

what are prescribed in the standards. Indonesia has developed its own government 

accounting standards (IGAS) based on IPSAS and entities are required to comply with 

these standards in the preparation of the financial statements. In order to provide 
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insight(s) on whether the IGAS harmonize with IPSAS, this study has conducted a 

content analysis of both set of standards to provide empirical evidence on (de jure 

harmonization) the extent to which their contents are in harmony and then proceed to 

measure (de facto harmonization) the level of harmonization in the financial statements 

of these entities. Findings were reported in chapter 6 Part B. The rest of this chapter is 

organised as follows. Section 7.2 is an overview of the study whereas section 7.3 

summarised the results. Section 7.4 report the major conclusions drawn from the study 

and section 7.5 contributions to the body of knowledge. Section 7.6 discusses the 

implications of the study followed by limitations and future research in section 8.7 

7.2. Overview of the Study 

 This thesis investigates local government accounting in Indonesia with 

particular references to municipality and cities. In a bid to identify the research gap and 

then set the objectives of the study, three mains streams of accounting literature has 

been reviewed namely (1) Accounting History, (2) Accounting in the government sector 

including international Public Sector Accounting Standards (IPSAS) and Accounting 

Harmonization. In this process the author has also paid particular attention to theories, 

methodologies and variables of interest used by other researchers. The reason for so 

doing is to ensure that this thesis will extend the frontier of knowledge by bringing new 

contributions. In this vein, two main theories were tested (1) neo-institutional theory 

and (2) stakeholder salience theory. The neo-institutional theory is used in the study on 

IPSAS adoption whereas stakeholder salience theory on accounting harmonization. 

The study begins by inquiring into the historical development in government 

accounting with focus on the regulatory changes. This part of the thesis is motivated by 

Gomes (2008) who contends that accounting is a social practice and the adoption of 

interpretive and critical perspectives in accounting research has created new possibilities 

for research in accounting history and in particular research in accounting and 

accountability in local government (Carnegie and Napier 1996; Carmona 2004). Using 

archival research, secondary data sources and current studies on accounting history and 

in particular on Indonesia, the factors causing accounting development are identified 

(see chapter 6) and a histology of the regulatory changes affecting government 

accounting is documented. 

Using neo-institutional theory (Dimaggio and Powell 1983, 1991), the study 

investigates the institutional pressures in Indonesia that influence a local government 
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entity to adopt IPSAS. The three isomorphic pressures namely (i) coercive, (ii) mimetic 

and (iii) normative are identified and reported. The reason for using this theory in my 

study is because (i) IPSAS adoption is a policy decision, (ii) it may be a condition set by 

international funding agencies, (iii) politics can influence the decision, (iv) the 

monitoring mechanism in place can push for adoption and (v) education and religious 

beliefs and practices can also affect the decision to adopt. In all adoption is an 

isomorphic process. 

After investigating the adoption of IPSAS, the study ventures into accounting 

harmonization and in this instance uses stakeholder salience theory (Mitchell et al. 

1997). In this part of the research the identity and attributes of the stakeholders of both 

municipalities and cities are identified. They are then grouped into three identities 

namely: (i) latent, (ii) expectant and (iii) definitive stakeholders and the three attributes, 

that is power, legitimacy and urgency assigned to each group. Interestingly a 

stakeholder may have more than one attribute. This was discussed in chapter 4. The 

reason(s) for using this theory is because salient stakeholders can influence the 

behaviour of an entity and in this case they can influence accounting harmonization. 

This part of the thesis provides empirical evidences in this perspective. 

Based on the fundamentals of the underpinning theories and evidences from 

extant literature, a number of hypotheses reflecting the study‘s objectives have been 

developed and tested. The institutional pressures as prescribed in the neo-institutional 

theory are postulated to influence both the adoption and the speed of adoption of IPSAS 

in Indonesia. IPSAS adoption and its speed is hypothesised to be associated with a 

number of variables of interests grouped into coercive, mimetic and normative 

variables. Three main hypotheses were developed and tested. 

For harmonization, the hypotheses were developed based on the tenets of the 

stakeholder salience theory. It is postulated that stakeholder salience (attributes and 

identities) is associated with accounting harmonization. 

The thesis presents the empirical findings in two main chapters (i) Chapter 2 and 

(ii) Chapter 6. Chapter 2 provides evidence on the histology of regulatory changes 

affecting accounting in government sector in Indonesia. In addition to using Guzov 

(2016) criteria of periodization archival evidence, secondary data and contemporary 

studies to identify the factors that capture government accounting development are 

identified, common-sense addition and reflection are also adopted to support the 
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discourse. These factors play both active and passive role in accounting development. In 

order to provide tangible evidence on the findings, a time series register is developed 

which reports both the active and passive factors including the impacts. 

Chapter 6 is divided into two parts. Part A is on adoption of IPSAS and Part B 

accounting harmonization. Various regression models are run to determine the 

robustness of the empirical results. In order to ensure that the regression models do not 

suffer from any inherent statistical risk, test for normality and collinearity test are 

performed. The analysis began with a pooled regression. For further testing the 

alternative measures of size, politics are put in the equation to determine if the outcomes 

change. In order to provide further evidence on municipalities and cities separately, a 

split-regression approach is adopted (Boolaky and Cooper 2015; Kim 1993; Diniz and 

Brochi 2005). This approached allows the author to compare the adoption and 

harmonization level of the two groups. 

7.3. Summary of Results 

7.3.1. Historical Evidence(s) on Accounting Regulatory Changes 

Table 2.1 (Chapter 6) provides a comprehensive list of the government system, 

political head and accounting system in Indonesia between the periods 1800 to 2015. It 

reports that Indonesia was under the management of colonial masters for more than a 

century and has been influenced by mainly Dutch for a long period of time. Between 

1800 and 1945 the country was administered by colonial governors who were mandated 

to ensure that Dutch systems and practices were followed, hence the Dutch Accounting 

System. In August 1945 the country became independent and in 1959 President Sukarno 

became the Head of the country. One of his policies was centralisation whereby the 

central government has control over running of the economy. With this regime in place, 

the accounting system used then was a budgetary system. It was cash based and 

accounting records were basically single entry system. This suggests that despite being 

independent, the country still followed the colonial system. In 1966 there was a change 

of President. The new President Suharto who governed for nearly 32 years (1966 to 

1998) adopted a ‘New Order Democracy’ but where the government continued to be the 

central point of control.  There has been no significant changes in the accounting system 

even during this period. IPSAS cash accounting was introduced in 2001 including 

double entry accounting system in the government under the governance of President 

Megawati who initiated the decentralisation programme. In 2005 President Susilo 
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continued with the decentralisation policies and the New Performance Management 

reform. He provided support for the New Public Financial Management (NPFM). The 

NPFM entailed a remarkable shift in the government accounting practice from cash 

accounting to Cash towards Accrual Accounting System as per IPSAS to gradually 

migrate into full accrual accounting. The Cash towards Accrual Accounting continued 

until 2014 and in 2015 the government through Ministry of Home Affairs Decree 

No.64/2013 (03.12.2013) set a deadline on all municipalities and cities to adopt IPSAS 

accrual accounting.  

Appendix 2.1 is a Time Series Register that provides further historical evidence 

on the year, date and the regulatory changes that occurred between 1848 and 2014. It 

gives the name of each regulation and briefly depicts their purpose(s). The penultimate 

column in the appendix classifies the regulatory changes as evolutionary, revolutionary 

and transcendental whereas the last column their impact factors. Accounting regulatory 

changes during the colonial period were principally evolutionary. After independence 

Indonesia experienced a revolution in the accounting arena. It was in 1954 that the 

accounting profession was firstly regulated and in 1973 the Indonesian Accounting 

Standards for the private sector were developed based on the US-GAAP. However, it 

had a very short life cycle. Government accounting was regulated in1991 and in 1992 

Indonesia moved away from the Dutch Accounting System. In 2000 the government 

made local government accountability report mandatory and each has to issue a 

financial note, cash flow statement and balance sheet. 

7.4. Empirical Results 

IPSAS Adoption 

Coercive Pressure: Full Sample: Municipalities & Cities 

Table 7.1 is a summary of the main hypothesis on coercive pressure and the sub-

hypotheses. There was one main hypothesis on coercive pressure and four sub-

hypotheses. Out of the four sub-hypotheses two are accepted and one is positive but not 

significant (see chapter 6). Sub-hypothesis H1A is rejected.  
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Table 7.1 Summary of Empirical Findings on Adoption (Coercive Pressure) 

Hypotheses Narratives Variables Expected 

Signs 

Findings 

Main H 1 The more the political, regulatory and economic pressures 
on local government entities to adopt IPSAS accrual 

accounting the more complete the adoption because of 

coercive isomorphism. 

  Overall H1 B & H 1 

C are two variables 

of coercive types 

that support the 

prediction of neo-

institutional theory 

Sub H1A The more the local grant the more pressure on local 
government to adopt IPSAS accrual accounting. 

 

LGT 

 

+ve 

 

Rejected and not 

significant 

 H1B The more the foreign grant the more pressure on local 
government to adopt IPSAS accrual accounting. 

 

 

FGT 

 

+ve 

 

Accepted and 

significant 

 H1C  The reports of the Supreme Audit Office positively 
influence the adoption of IPSAS accrual accounting. 

 

 

AUDOP 

 

+ve 

 

Accepted and 

significant 

 H1 D The more the political pressures the more complete the 
adoption to adopt IPSAS accrual accounting 

 

POLYS 

 

+ve 

 

Positive but not 

significant 

 

 

Mimetic and Normative Pressure on Adoption of IPSAS: Full Sample: 

Municipalities & Cities 

Table 7.2 summarises the findings for mimetic and normative pressures. It 

contains two main hypotheses. The first relates to mimetic isomorphism that is large 

size entities would more likely adopt IPSAS accrual accounting. There is no sub-

hypothesis for this variable. The second is on normative pressure and has two sub-

hypotheses. As regards mimetic isomorphism, the findings support the hypothesis. For 

normative pressure, the findings affirm as hypothesised. For example, religions are 

negatively associated with IPSAS adoption in Indonesia. 

Table 7.2: Summary of Empirical Findings on Adoption (Mimetic and Normative Pressure) 

Hypotheses Narratives Variables Expected 

Signs 

Findings 

Main H 2 

 

No sub-

hypothesis but 

alternative 

measures used 

The larger the size of local government entities the more 

complete the adoption of IPSAS accrual accounting due to 

mimetic isomorphism.  
 

 

SIZE 

 

+ve 

 

Accepted and 

Significant 

Main H 3 

 

The greater the level of education and the less conservative 

the religious practice, the more complete the 
adoption/implementation/harmonization of IPSAS 

standards due to normative isomorphism 

 

 

  

Sub H3A The higher the level of education of the staff in the local 
government the more likely the adoption of IPSAS 

 

 

EDU 

 

+ve 

 

Moderately 

significant 

 H3B The more conservative the religious practice the less likely 
the adoption of IPSAS. 

 

 

REL 

 

-ve 

 

Accepted and 

significant 
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Comparative Institutional Pressures: Split Sample- Municipalities versus Cities 

Table 7.3 compares the findings on the drivers of adoption of IPSAS accrual 

accounting between municipalities and cities. The drivers are apparently more 

significant among municipalities. More details are provided in the section below on 

major conclusions. See Table 7.3 on the next page  

 

Table 7.3: Comparing Institutional Pressures (Municipalities versus Cities 

 

 Both Municipalities & Cities 

 

Municipalities Cities 

Hypotheses Types of 

Institutional 

Pressures 

Findings (sig) Types of 

Institutional 

Pressures 

 

Findings (sig) 

Types of 

Institutional 

Pressures 

 

Findings (sig) 

Main: H1 Coercive  Coercive  Coercive  

 

Sub H 1 B 

 

 Accepted (< 0.01) Coercive Accepted (<0.01) Coercive Accepted (<0.05) 

 

Sub H 1C 

 

 Accepted ( <0.05)  Accepted ( <0.05)  Accepted ( <0.05) 

 

Main H2 

 

Mimetic Accepted (<0.05) Mimetic Accepted (<0.05) Mimetic Accepted (0.10)* 

 

Main H3 

 

Normative  Normative  Normative  

 

Sub H3A 

 

Normative Accepted (0.10)*  Accepted (0.10)* Normative Accepted (0.10)* 

 

Sub H3 B 

 

Normative Accepted (<0.05)  Accepted (<0.05) Normative Accepted (0.10)* 

Moderately significant at 10% level 

 

Accounting Harmonization  

De jure Harmonization 

 

Table 7.4 summarises the findings from the content analysis conducted between 

the IPSAS and IGAS of Indonesia. It reports the missing paragraphs in IGAS against 

IPSAS and vice versa. More details will be given in the section on major conclusions. 

  

  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

    *Missing in IPSAS. Others missing in IGAS 

 

Table 7.4: Comparison of IPSAS and IGAS 

 

 

IPSAS 

 

 

IGAS 

 

Missing Paragraphs 

 

1 1 40 

2 3 0 

3 10 8 

6 11 46 

7 6 -2* 

11 8 20 

12 5 25 

17 7 24 

19 9 22 

24 2 -13* 
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De Facto Harmonization 

 

Table 7.5 is a summary of the findings on de factor harmonization of the whole 

sample. All the three hypotheses are accepted through different variables. More 

discussion on these findings will be provided in the section below on major conclusions 

of the study. Overall stakeholders’ power play a crucial role on harmonization through 

the intervention of the Supreme Audit Office.  

Table 7.5: Summary of Empirical Findings on Harmonization  

Hypotheses Narratives  

Expected Signs 

 

Findings 

 

H 4 

 

The greater the stakeholder’s power on the local government 

entities the higher the level of accounting harmonization. 

(variable SAO p = 0.0032 ) 

 

+ve 

 

Accepted & significant 

 

H5 

 

The greater the legitimacy, the higher the level of accounting 

harmonization. 

 

(variable COUNC p = 0.074) 

 

 

+ve 

Accepted , moderately 

significant 

 

H 6  The greater the urgency of the stakeholder’s claims on the 

local government entities the higher level of accounting 
harmonization. 

(variables: SAO p = 0.005, COUNC  p = 0.092, WBGR p = 

.091) 

 

 

+ve 

 

Accepted moderately 

significant 

 

 

7.5. Major Conclusions of the Study 

This section discusses the major conclusions drawn from this study. It begins 

with the conclusions drawn from the first research question which has inquired into the 

historical development of the regulatory changes. The second part discusses the 

conclusions drawn from the second research question that investigated on the adoption 

of IPSAS accrual accounting. In this part the inference(s) from each hypothesis is 

presented. The third part dwells on the conclusions drawn from the assessment of 

accounting harmonization in Indonesia as raised in the third research question.  

Historical Inquiry into the Regulatory Changes on Government Accounting 

Development 

As raised in chapter 1 the study aims to inform the audience of how accounting 

is today in the Government different from the past and how accounting has come about 

today. In chapter 6, major conclusions are drawn after a thorough inquiry into the 

regulatory changes affecting accounting development in the government sector. 
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Contrary to the study of Harun (2007, 2012) and Hassan (2013), we have identified the 

stages of development and its driving forces (Briston 1978; Boolaky 2012) and then 

examined the impact of each factor pertinent to GAD. We found that although the 

factors influencing GAD are both active and passive during both periods, post-colonial 

factors were more active. However, although after independence politicians and policy-

makers were free to trigger changes in the accounting system that was not necessarily 

the case. This is evident by the long time, this 20 years for Indonesia to put in place its 

National Accounting (Van der Eng et al. 2014).   

 Firstly, the government systems had brought as a result significant changes in 

regulation affecting government accounting including local government starting from 

the colonial era to now. Colonial Government: The colonisers have passed different 

laws and or regulations/ordinances on accounting. They exerted this power by 

appointing colonial governors in Indonesia to ensure that these laws are passed and 

obeyed by the indigenous Indonesian. Table 6.1 provides this information. Majority of 

the regulatory changes during colonisation was mainly passive factors that were of an 

evolutionary type, except Belasting Accountant Dienst 1907 and Indische 

Comptabiliteitswet Staablad5 No. 448/1925. The first one was the law passed to set up 

the State Accountant Bureau and the second the Netherlands Public Accounting Law. 

These two regulatory changes were active but still did not bring any revolution in the 

government of Indonesia accounting systems and practices. 

Non-colonial government: This refers to the government system and style in 

Indonesia after independence. It refers to President’s government style and strategies. 

During the period of President Sukarno (1959 – 1966), the government adopted a 

‘Guided Democracy Regime’ with a centralisation policy in place. In effect there was less 

democracy and transparency was not necessarily a priority. The accounting system at 

government level was mainly a budgetary accounting model. More so, the independent 

government, being new to country governance, did not have a choice but to just 

continue with the colonial accounting system until 1992.  Under the Presidency of 

Suharto (1966 to 1998), there were some significant regulatory changes that brought a 

revolution in government accounting system. The government regulated the profession 

in 1954 and in 1993 developed its own accounting standards based on the US-GAAP. In 

1991 the government regulated the government accounting system and in 1992 moved 

away from the Dutch Accounting System. In 2005 Indonesia moved away from cash 

accounting to cash towards accrual as per IPSAS. In 2013 the government issued its 
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own accounting system based on IPSAS and required all local government entities to 

prepare accounts according to IPSAS accrual as from 2015.  

In fact most of the accounting development during colonial era were 

evolutionary and the post-colonial period recorded most of the revolution in accounting. 

For example, the pathway to accrual accounting in Indonesia occurred during 2003 to 

2015. In 2003 it began as a result of the passing of Law 17/2003 (28.04.2003). In 2010 

Law No 71/2010 (22.10.2010) required all local government entities to prepare financial 

reports under the accrual system. However, majority of the local government entities 

could not realise that target until 2013. The reasons could be attributed to lack of 

training, resources and high cost. The government then decided to enforce accrual 

accounting in local government by 2015 by passing the Ministry of Home Affairs 

Decree No.64/2013 (03.12.2013). 

7.5.1. Investigating the adoption IPSAS Accrual Accounting 

  Extent of Adoption 

  Association between coercive pressures and adoption of IPSAS accrual accounting 

As posited in chapter 4, there is a positive association between coercive 

pressures and IPSAS adoption. That is the more high level pressures (be they economic, 

political, and or regulatory) on local government to adopt IPSAS accrual accounting the 

more complete is the adoption due to coercive isomorphism. Based on the results 

reported in Table 6.8 (Model 1), the regression analysis reports that there is a positive 

association between coercive pressures and the adoption of IPSAS at both 

municipalities and cities level. Foreign Grant (FGT) and auditors’ opinion from the 

Supreme Audit Office are found to exert pressure on these two groups of local 

government entities on both the adoption and speed of adoption of IPSAS. This finding 

aligns to Judge et al. (2010) and Boolaky and Soobaroyen (2017) who contend that the 

more coercive pressures the more the adoption of IFRS and ISA respectively. Similar to 

these two studies, this thesis finds that foreign grant is positively associated with IPSAS 

accrual adoption in the local government of Indonesia contrary to local grant which is 

not significant. In addition this thesis has investigated the impact of new coercive 

variable such as the audit opinions of the government auditors and the finding supports 

the hypothesis that the Supreme Audit Office in Indonesia has played a crucial in the 

adoption of IPSAS. H 14 was also re-tested using multinomial and binary logistic 

regression (see Models 2 & 3). The findings continued to support the hypothesis 
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through the same two coercive pressures namely: (i) foreign grant and (ii) audit 

opinions. In all the finding(s) support the hypothesis that the more the coercive 

pressures the more likely is the adoption of IPSAS accrual accounting as predicted by 

the neo-institutional theory. 

Association between mimetic pressure(s) and adoption of IPSAS accrual accounting 

As submitted by DiMaggio and Powell (1991) social actors tend to imitate other 

social actors (individuals, entities or country) which are viewed as successful and 

legitimate. In this thesis it is argued that local government entities would imitate their 

fellow entities of the same size. As predicted in mainstream accounting literature, the 

larger the size of the firm the more likely they would adopt IFRS. Table 6.8 (models 1, 

2 &3) provide support to hypothesis 2 that the more the mimetic pressures, here size of 

the entities, the more the IPSAS adoption. The result is in agreement to Rodrigues and 

Craig (2006) and Jones and Caruana (2015) who also found that firms of the same type 

(in terms of age, size and so on) and which belongs to the same industry often emulate 

the success of others and consequently this could impact on the accounting systems and 

practices. In general the finding sits well with the findings from the two main studies on 

the adoption of international standards. Interestingly, this thesis has used firm level data 

that is municipalities and cities as opposed to the cross country studies of Judge et al 

(2010) and Boolaky and Soobaroyen (2017). The result is robust given each of the three 

models supports the hypothesis as predicted by the theoretical construct. 

Association between normative pressure(s) and adoption of IPSAS accrual 

accounting 

The general contention of neo-institutional theory is that normative pressures are 

in the form of collective values that bring conformity of thoughts and practices within 

institutional environments (DiMaggio and Powell 1991, cited in Judge et al. 2010). In 

other words normative pressures influence the adoption of IPSAS. Table 6.8 indicates 

that education as a form of normative pressure is positively but moderately associated 

with IPSAS adoption in the local government of Indonesia. This finding partly supports 

the theoretical prediction of the neo-institutional theory. Arguably the reason is because 

there is a lack of professional capacity to sustain IPSAS in the government sector. 

Religion, as a second normative factor, is found to be significantly but negatively 

associated with IPSAS adoption. Arguably, Indonesia, being a country dominated by 

Muslims beliefs and practices, would very likely prefer an accounting system based on 
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Islamic principles than the Anglo-Saxon one. This finding supports the hypothesis that 

the more conservative the religious practice the less likely the adoption of IPSAS. 

Speed of Adoption 

The same hypotheses are tested in the study on the velocity or speed of adoption.  

Association between coercive pressures and the speed of adoption of IPSAS accrual 

accounting 

Table 6.9 reports that two coercive variables are predictive of the adoption of 

IPSAS accrual accounting in Indonesian local government. Both foreign grant and audit 

opinions from the Supreme Audit Office are found to be positively associated with the 

speed of adoption. This suggests that the more foreign grant a local government entity 

has the quicker it will adopt IPSAS accrual accounting. The reason(s) could be that 

foreign funding agencies have included the adoption of IPSAS as one of the conditions 

of the grant, hence accelerating adoption. On the other hand, the types of audit opinions 

issued by the Supreme Audit Office have also impacted on the time taken by local 

government to adopt IPSAS accrual accounting. The same hypothesis is further tested 

by splitting the regression (reported in Table 6.9, Models 5 & 6). The findings continue 

to support those from the pooled regression that foreign grant and auditors’ opinions are 

the coercive pressures that drive the speed of IPSAS adoption in each group, namely: 

municipalities and cities. At city level, foreign grant variable has slightly lost 

significance (from pooled assessment: p value = 0.001 against 0.048) whereas for 

municipalities it remains significant at < 0.01). When comparing municipalities with 

cities, the results suggest that the impact of coercive pressure is more significant. 

Overall the findings are in agreement with the theoretical prediction. 

Association between mimetic pressures and the speed of adoption of IPSAS accrual 

accounting 

When considering size of the local government entities, it was conjectured that 

entities’ size is positively associated with the speed of IPSAS adoption. Table 6.9 

(Model 4) reports that size is positive and significantly associated with the dependent 

variable. The hypothesis is supported in general. When splitting the regression (see 

Table 6.9, Model 5), the mimetic pressure remains significant at < 0.05. However, at 

city level size does play a highly significant role in driving the speed of adoption (see 

Table 6.9, Model 6). This finding suggests that the other isomorphic pressures may be 

more important to the cities other than size. 



170 

 

Association between normative pressures and the speed of adoption of IPSAS 

accrual accounting 

As hypothesised normative pressure drives the speed of adoption. In the context 

of Indonesian local government two variables of interest are tested. Firstly, the impact 

of education and then religion. Education is found to be moderately associated with 

speed of adoption whereas religion is negative. The reason for the first finding is that 

the pool of graduate workers in the local government (both municipalities and cities, see 

Models 5, 6) do not necessarily involve in the decision to adopt an as such cannot 

influence the speed of adoption. As regards religion, the finding suggests that religious 

beliefs and practices inversely related to the speed of adoption. The more religious the 

population the less likely they will give importance to adoption of international 

standards. This conclusion is significant at municipality level (Model 5) but only 

moderately significant at city level (Model 6). Arguably, this implies at city level the 

population have more tendency to adopt international best practice. In order to 

determine the robustness of the results, the alternative metrics for size and POLYS were 

tested separately and there has been no significant change in the results (see Table 

Models 8, 9, 10 for size and 12 and 13 for POLYS). 

7.5.2.Investigating Accounting Harmonization 

7.5.2.1. De jure Harmonization 

Indonesia has only 11 government accounting standards and only 10 are IPSAS 

equivalent. IGAS 4 does not have any IPSAS equivalent. It deals only with the notes to 

the financial reporting of government including local government. This standard 

provides more details on the structure and the contents of notes that should be given to 

supplement the financial statements. All local government entities including 

municipalities and cities have to ensure that these notes as relevant and practical are 

included as part of the financial reports. As regards the content analysis of the 10 IGAS 

with the relevant IPSAS, Table 6.12 reports that there are significant paragraphs in 

IGAS that are missing when compared to IPSAS. This suggests that in order to 

harmonize with the contents of IPSAS, Indonesia needs to review the contents of all the 

IGAS and then update them accordingly. There is no explanatory note as to why those 

paragraphs have been missing. A detailed analysis is reported in Appendices 6. The next 

section reports the major conclusions drawn from the investigation of the determinants 

of de facto harmonization 
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7.5.2.2. De facto Harmonization 

Association between stakeholder’s power and accounting harmonization. 

This study hypothesises that there is a positive association between 

stakeholders’ power and accounting harmonization (Mitchell et al. 1997). The following 

group of stakeholders, namely: elected councillors, citizens and government auditors, 

were identified as having power on local government entities. The finding(s) support the 

hypothesis. In general councillors (COUNC) who are expectant and dominant, exercise 

their power positively towards harmonization at the local government. When comparing 

municipalities with cities, the magnitude is stronger at municipality level. Supreme 

Audit Office (SAO) as a ‘definitive’ stakeholder with power is posited to be positively 

associated with harmonization. The finding supports the hypothesis that SAO exerts 

significant influences on harmonization of accounting. It suggests that municipalities 

react positively to the auditor’s report when they are modified for non-compliance with 

accounting.  World Bank is again found to be a significant determinant of 

harmonization (beta coefficient = 0.180, t value = 2.122, p value = 0.046). 

Municipalities that are funded by the WB are more likely to harmonize with the IPSAS 

contrary to those who have obtained local grant. The results provide support to 

hypothesis (1) at municipality level. At city level the councillors are less powerful than 

those at municipality level to influence harmonization. However, SAO and CTZ remain 

significant. 

Association between stakeholder’s legitimacy and accounting harmonization 

Councillors (COUNC)) is the only variable of interest that is positively but only 

moderately related to harmonization. Both at municipalities and cities’ level councillors 

is the unique determinant of harmonization. The finding suggests that at city level the 

influence of the councillors is less compared to municipality.  

Association between urgency of stakeholder’s claims and accounting 

harmonization 

Overall the findings in both municipalities support hypothesis 3. Three variables 

remain positive and significant. COUNC, SAO and WBGR are positively related to 

harmonization.  SAO has most significant influence with followed by COUNC. These 

findings confirm again the crucial role played by the Supreme Audit Office in causing 

harmonization of accounting to occur in the local government of Indonesia. 
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Overall the variables of interest related to stakeholders’ power, legitimacy and 

urgency are predictive of harmonization in the local government entities of Indonesia. 

The Supreme Audit Office (SAO), Councillors (COUNC), Citizen affect the probability 

of accounting harmonization in municipalities and cities as theorised by the stakeholder 

salience theory.  

7.6. Contributions of the Study 

This study draws on a number of research streams namely: (1) accounting 

history (2) adoption of international standards (financial reporting and auditing), (3) 

accounting harmonization including harmonization with IPSAS in order to properly 

identify the research gap and then focus the research lens on local government in the 

context of Indonesia where it seeks to contribute. The study (i) inquires into the 

historical development of government accounting and funnelled down to local 

government accounting, (ii) investigates the extent and speed of the adoption of IPSAS 

accrual accounting and (iii) the determinants of accounting harmonization in the local 

government at both municipality and city level.  In order to increase our understanding 

on this topic, the author (i) gathers archival data on the events including mainly political 

and regulatory to document the evolutionary and revolutionary changes in government 

accounting (iii) using secondary to investigate for the first time the speed at which 

municipalities and cities have adopted IPSAS using neo-institutional theory and (iii) 

examine the extent to which stakeholder salience can influence accounting 

harmonization using data from the financial reports of municipalities and cities. In the 

light of these objectives, the study contributes to the body of knowledge in a number of 

ways. They include data provision, methodological, historical, comparative, theoretical 

and empirical contributions. 

7.6.1. Data Provision 

The first contribution of this study is the production and organisation of data (i) 

for future research on IPSAS adoption and harmonization in local government (ii) for 

comparative research studies between local and central government and local 

government and state-owned enterprises. This thesis produces for the first time a data 

set on the velocity index for adoption of IPSAS in 205 local government entities.  This 

new dataset which is part of the findings of this study can be used as a basis for 

comparative studies on the speed of adoption of IPSAS in other Asian countries or 

within different islands of Indonesia. Moreover, this data set could be useful to the 
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Indonesian Government Accounting Standards Board because it provides important 

information for follow-up of the non-adopters. It can also be used by councillors and 

mayors of municipalities classified as non-adopters as a factor to motivate them to adopt 

IPSAS accrual accounting. Chapter 6 produces a time series register which records the 

chronicle of events that affect government accounting development in Indonesia.  As 

another part of the findings, this register details the accounting regulation from the era 

of colonial system to modern days of Indonesia. It paints a comprehensive picture on 

government accounting development. 

7.6.2. Methodological 

A second contribution of this study is the methodology developed to compute 

the velocity of adoption. Drawing from physics (Karp and Flatt 1990; Tang et al. 2009) 

a metrication is used to measure speed/velocity using two different spectrums (see 

chapter 5.5). Firstly velocity is measured on a 10 point scale and then counter checked 

by using the number of days used to adopt IPSAS accrual accounting. The model is 

simplistic but very pointed and robust because the results produced under each unit of 

measurement has not been affected. Indonesia can now produce a velocity index for 

each of the government enterprises that have adopted IPSAS. 

7.6.3. Historical 

The third contribution of this study is to history of modern times. This is 

documented in chapter 6. It comprehensively describes the historical events in accounting 

in order to better inform the audience not only of ‘what but also ‘how’ and ‘why 

something has happened so that we can better face the future (Warren 1961, p.100). 

Chapter 6 for the first time provides a histology of a number of important things in the 

accounting history of Indonesia using periodization, events, and its impact on 

government accounting development (Guzov 2016). The accounting development is 

measured using Briston’s Accounting Evolutionary Theory (1978) and Boolaky’s 

Transcendental Stage of Accounting Development (2012). Firstly, it provides a 

chronology of accounting regulatory changes by years and dates over two set of periods 

namely colonisation era and post-colonial era. A time series register is produced in this 

perspective. This register also documents the purpose of each of the regulations passed. 

Secondly taking into account the changes in the political headship of the country (table 

6.1) and the regulatory changes over these two epochs, it determines whether they are 

active or passive factors. Moreover, the developmental stage is also captured. This 
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study, for the first time, reports the three stages of accounting development dated from 

colonial to post-colonial period. Most of the accounting development that occurred 

during colonisation were of an evolutionary nature whereas after independence the 

developments were mainly revolutionary in or bring accounting to the needs of the 

modern world. The transcendental stage of accounting development in local government 

in effect began as from 2014 when the Ministry of Home Affairs made IPSAS accrual 

accounting mandatory.  

7.6.4. Comparative 

The local government entities have been grouped by provinces and then 

municipalities and cities. In chapter 6 a comprehensive analysis of municipalities and 

cities was carried out. The finding informs the literature on the comparative results on 

both the extent and speed of adoption and de jure and de factor harmonization at 

municipality and city level separately. Table 7.13 provides the comparative 

harmonization performance with IPSAS accrual accounting for 25 provinces. Policy-

makers assigned to look after accounting in local government is now availed with the 

status of harmonization with IPSAS one of the objectives of NPM.  

7.6.5. Theoretical Contributions 

This thesis has used two theories underpinning research question 2 and 3 

respectively. The two theories are (i) neo-institutional theory and (ii) stakeholder 

salience theory. The findings provide support to the predictions of both theories. While 

extant literature in accounting has provided support at cross-country level that 

institutional factors influence the adoption of international financial reporting standards 

(Judge et al. 2010) and international standards (Boolaky and Soobaroyen 2017), this 

thesis seeks to identify whether the same institutional factors predict the adoption of 

IPSAS accrual in a single country context. Both Judge et. al, (2010) and Boolaky and 

Soobaroyen (2017) came to the conclusions that coercive, mimetic and normative 

pressures influence adoption. In this thesis, this conclusion is affirmed in the context of 

Indonesia, but the type and nature of the isomorphic pressures are different. Different 

from these recent and only studies on adoption of international standards, this thesis 

found that (i) audit opinions from the Supreme Audit Office is another coercive pressure 

that pushes for IPSAS adoption in Indonesia, (ii) religious beliefs and practices as a 

normative pressure impacts on IPSAS adoption. These are two unique contributions 

which extends the existing frontier of literature on adoption of international standards. 
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In order to avoid modified reports from auditors, local government entities tend to adopt 

with IPSAS accrual accounting. If a policy maker or a councillor religious belief and 

practice is conservative then it is less likely that he or she would support IPSAS 

adoption. 

As regards de facto harmonization, stakeholder salience theory was put to test 

and the findings support the predictions of the theory (Mitchell et. al 1997). The 

variables tested provide support that definitive stakeholders with power, legitimacy and 

urgency positively influence harmonization of IPSAS at local government in general but 

when considering municipality and city separately, the significance of the findings 

differ. Latent stakeholders influence harmonization as opposed to latent stakeholders 

with urgency. Although taxpayers are aware that their tax monies are used by 

municipalities and cities they are not interested whether the financial reports are 

prepared in accordance to the international standards. Arguably they may other 

priorities such as road construction and other infrastructural development. 

7.6.7. Empirical 

This study adds to the body of literature by proving empirical evidences on three 

aspects of government accounting in Indonesia. First it has provided historical evidence 

on the active and passive factors that led to government accounting development. As a 

result, it has produced a chronological register of regulatory changes in accounting in 

the government sector. Second, the empirical findings generated from the econometric 

models further inform the literature. It provides evidence on the status of IPSAS 

adoption and the speed of adoption by local government entities including 

municipalities and cities. It classified the IPSAS adopters into early, on-time, late and 

non-adopters. Then the study has reported the institutional factors that led to the 

adoption of IPSAS. Consistent with Judge et.al, (2010) and Boolaky and Soobaroyen 

(2017) the most recent studies on adoption of international standards, this thesis also 

finds that the three isomorphic pressures as predicted by neo-institutional theory are 

supported by the findings. However, the nature and type of the variables are different. 

Third the study delves into harmonization of accounting with IPSAS. It looks into de 

jure harmonization and found that there are differences between the two sets of 

standards (IPSAS versus IGAS). In regards to de facto harmonization, the econometric 

models suggest that stakeholders’ salience play a key role in the level of harmonization. 
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Overall, the results from models indicate that the findings support the prediction of the 

theory (Mitchell et. al 1997). 

7.7. Implications of the Study 

Findings from this thesis provide important information to central government 

mainly the Ministry of Home Affairs and Ministry of Finance, The Supreme Audit 

Office, Accounting Regulators, Accounting Standards Setters, politicians, and 

professional accountants. The findings from the study update the Ministry of Home 

Affairs on the both the status of adoption of IPSAS accrual and harmonization. The 

results on adoption provide MOHA with four categories of IPSAS adopters, hence 

enabling it to investigate the reasons for late and non-adoption. As part of the 

accounting standard setter, the Ministry of Finance will use findings on adoption as a 

basis to determine if local government is complying with foreign funding agencies 

terms and conditions. This ministry can also use the findings on harmonization as a 

basis to determine transparency level in this sector of the government. 

The SAO will be able to determine how far the municipalities and cities have 

complied with their recommendations on both IPSAS accrual adoption and 

harmonization accounting practices. Regulators can use the information to decide on 

which entities they have to exercise enforcement for non-compliance. Politicians will be 

updated on their rigour to make the country align with international best practice. In 

particular, it informs councillors on the extent to which they are using their power to 

make financial reports of local government entities more global. 

7.8. Limitations of the Study 

Although this study has a number of unique contributions, similar to other 

studies in social science, it is not free from limitations. First, because the sample was 

only 205 entities the results cannot be generalized. No complete data was available for 

another12 provinces, thus limits the study to extend the investigation over the whole 

local government sector. Second, the study on harmonization was limited to only 2011 

to 2014 and it was confined to harmonization of cash towards accrual accounting and 

the one on harmonization of full accrual accounting was only for one year 2015. There 

was no data ready to extend this study over 2016. Of course with the passage of time, 

the harmonization scores will change. Last, the historical data was drawn from various 

sources and it was assumed that they reliable. 
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7.9. Suggestions for Future Research 

This study suggests future direction of research. First, it can be replicated in 

other Asian countries and the results compared to those from this study. The 

harmonization with IPSAS accrual is worth investigating further in the years to come in 

order to determine whether comparative accounting is practised among local 

government entities. 
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