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Abstract

We investigate the effect of local government internal audit function and political characteristics on
accounting compliance based on government accrual-based accounting standards in Indonesia while
controlling for financial and local government characteristics. Our analysis is conducted for 2015-2018
with panel data regression, equipped with a robustness test using logistic regression. Our results show that
internal audit function capability, maturity, expertise, and size play a role in improving accrual-based
accounting compliance and find positive effects of legislative coalition, gender, and size. The robustness
test shows that the effects remain consistent for most variables. This study implications local governments
in Indonesia and the Financial and Development Supervisory Agency to improve local government
internal audit function capability, maturity, and human resource availability through various supporting
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policies. This study contributes to the literature as one of the earliest comprehensive studies that examine
internal audit function and political characteristics in all Indonesian local governments.

JEL Code: H70, H83, M40, M48
Keywords: local government; accrual-based SAP compliance; internal audit function characteristics; local political
characteristics

Resumen

Investigamos el efecto de la funcién de auditoria interna del gobierno local y las caracteristicas politicas
en el cumplimiento contable basado en los estandares de contabilidad basados en valores devengados del
gobierno en Indonesia mientras controlamos las caracteristicas financieras y del gobierno local. Nuestro
analisis se realiza para 2015 a 2018 con regresion de datos de panel, equipado con una prueba de robustez
mediante regresion logistica. Nuestros resultados muestran que la capacidad, madurez, experiencia y
tamarfio de la funcién de auditoria interna desempefian un papel en la mejora del cumplimiento contable
basado en valores devengados y encuentran efectos positivos de la coalicion legislativa, el género y el
tamafio. La prueba de robustez muestra que los efectos siguen siendo consistentes para la mayoria de las
variables. Este estudio trae implicaciones para los gobiernos locales en Indonesia y la Agencia Estatal de
Auditoria de Desarrollo para mejorar la capacidad, madurez y disponibilidad de recursos humanos de la
funcién de auditoria interna del gobierno local a través de varias politicas de apoyo. Este estudio
contribuye a la literatura como uno de los primeros estudios integrales que examinan la funcion de
auditoria interna y las caracteristicas politicas en todos los gobiernos locales de Indonesia.

Cddigo JEL: H70, H83, M40, M48
Palabras clave: gobierno local; cumplimiento de SAP basado en devengo; caracteristicas de la funcién de auditoria
interna; caracteristicas politicas locales

Introduction

Indonesia has been working on improving government financial accountability for the past two decades.
Since the implementation of regional autonomy in 2002, Indonesian local governments have managed
their financial resources. Consequently, they are required to prepare a Local Government Financial
Statement (LKPD) to report their financial management (Halim & Abdullah, 2006). The preparation of
LKPD, in the process, will be highly affected by the specified accounting basis and standards (Muda et
al., 2018). In this case, the implementation of accrual accounting standards has been introduced to public
sector institutions in many countries for the last two decades to realize New Public Management (NPM)
(Baker & Rennie, 2006; Christensen & Parker, 2010).

It is generally accepted that accrual-based accounting can present more reliable financial
information and improve financial statement quality and government accountability accordingly (Mir &
Sutiyono, 2013). Therefore, Indonesia has also started to practice accrual-based accounting for local
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governments regulated in the PP/71/2010* and Permendagri/64/20132. The accrual-based accounting and
the accrual-based Government Accounting Standards (SAP) started in 2015, replacing the implementation
of cash basis accounting that they previously used. However, recent data from the Indonesia Supreme
Audit Board (BPK) indicates that financial reporting in the Indonesian public sector still experiences
several issues subject to accrual-based accounting implementation.

The audit opinion on the financial statement can be one of the indicators for successful
accounting practice. For the past five years, several local governments could still not obtain unqualified
audit opinions for their financial statements. As the external auditor of reports, the Indonesia Supreme
Audit Board (BPK) reports 211 cases in 2015, 158 cases in 2016, 127 cases in 2017, and 97 cases in 2018
of local government inability to prepare a financial statement that obtained unqualified audit opinion. In
addition to facing various financial management issues, these local governments cannot perform
accounting processes for certain accounts such as assets, revenues, expenditures, and other accounts
properly as regulated in the accrual-based SAP. Therefore, the implementation of local government
accrual-based SAP in Indonesia deserves a deeper investigation, primarily due to the lack of empirical
studies on this issue in Indonesian literature.

The level of accrual-based accounting implementation in the Indonesian local government,
according to Wahyudi (2019), is varied in terms of quality. Several local governments have successful
implementation while several others also struggle to follow. To realize effective implementation, every
country needs to institutionalize the practice of accrual-based accounting (Harun, Van Peursem, &
Eggleton, 2012). In the context of Indonesian government institutions, the internal auditor can be
considered essential to realize successful accrual-based accounting implementation thanks to its assistance
and monitoring function as mandated in PP/60/20083. For Indonesian local governments, the internal audit
function development adopts the concept from COSO (Winarna, Muhtar, Sutaryo & Amidjaya, 2021) in
which the duty is performed by the local government inspectorate. The local government inspectorate
carries out several important tasks such as ensuring financial processes efficiency, asset safety,
compliance regulations, and financial statement reliability. Concerning financial reporting, the local
government inspectorate plays an essential role in supervising and reviewing every financial reporting
process in all reporting entities within a local government.

The external supervision of local government financial management also needs significant
attention, especially from political factors (Bourdeaux & Chikoto, 2008). As a democratic country,

Indonesia significantly relies on legislative supervision so that the executive can run local government

1 Government Regulation Number 71 of 2010 concerning Government Accrual Accounting Standards

2 Minister of Internal Affairs Regulation Number 64 of 2013 concerning the Implementation of Accrual Accounting
Standards in Local Governments

% Government Regulation Number 60 of 2008 concerning Government Internal Control System
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properly. Legislative supervision characteristics have been evidenced to hold an essential part in local
government financial accountability. Cohen & Leventis (2013) reveal that the political composition of the
legislative does matter in realizing proper supervision on local government financial reporting. Araujo &
Tejedo-Romero (2016b) highlight the influence of legislative gender factor in which the presence of
women councillors may enhance the supervision process into more detailed and accurate. The size of the
legislative board is also an essential factor for local government budget implementation in delivering
public service (Lewis, 2019).

Das (2012) emphasizes the crucial role of internal audit function in financial reporting for the
government. In terms of empirical evidence, Chalu (2019) and Teruki, Nyamori, & Ahmed (2019) find a
positive association between internal audit function and financial report quality. Further investigation on
internal audit function characteristics such as personal traits (e.g., independence, skills, and capability)
(Abbott, Daugherty, Parker, & Peters, 2016; Kusnadi, Leong, Suwardy, & Wang, 2016), experience, and
specialization (Nogueira & Jorge, 2017), effectiveness (Ahmed Haji & Anifowose, 2016), as well as
conflict management, and ethics (Thomas & Purcell, 2019) also demonstrate a positive effect. In
Indonesia, the role of internal audit function in local government financial reporting is not widely explored
yet, especially in realizing financial report compliance with government accrual-accounting standards
applied from 2015. Thus, an investigation on local government internal audit function factors becomes
very important. To fit the Indonesian setting, we draw several factors that consist of capability, maturity,
expertise, and size as these characteristics have become the basis for local government internal audit
function development.

In addition to internal audit function and political supervision on local government financial
report preparation, it is also essential to consider the nature of the local government itself. In this study,
we take local government financial factors as well as administrative factors into account. The financial
resources managed by local governments also matter. Thus, we pick major financial characteristics such
as total assets, revenue, and expenditure for our investigation as these are very decisive in local
government financial management. As for administrative factors, we consider the significance of local
government complexity, council type, and geographic location as these factors may share the gap among
local governments.

This research provides several significances to fill the gap in the literature. We examine all local
governments in Indonesia in order to answer the issue of limited local government observations in
previous studies (Gamayuni, 2018; Miraj & Wang, 2019; Muda et al., 2018; Pamungkas, 2018; Suparman,
Siti-Nabiha, & Phua, 2015). High coverage will provide a higher generalization ability of the research. In
order to answer subjectivity issue due to the use of a survey in prior studies, we make use of official data

obtained from the authorized institution, namely: (a) Indonesian local government list from the Ministry
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of Internal Affairs; (b) local government accrual-based accounting compliance, financial characteristics,
and profile from the Supreme Audit Board (BPK); and (c) local government internal audit function
assessment result from the Financial and Development Supervisory Agency (BPKP). With these
significances, this research emerges as one of the earliest pieces of literature to provide a comprehensive
analysis in the Indonesian context. As for the practical contribution, by revealing the role of internal audit
function in accrual accounting compliance, this study is expected to provide recommendations for
Indonesian accrual-based accounting practices, especially for the authorized institutions in performing

their functions.

Literature review and hypotheses development

Agency theory

Introduced by Jensen & Meckling (1976), scholars have prevalent agency theory for its principal-agent
relationship and agency conflict. The theory is very applicable in any context, including local government
(Lane, 2005). In general, the local government acts as the public agent to deliver public services and social
welfare in which the public delegates the authority to the local government to manage public economic
resources. Halim & Abdullah (2006) mention three relationships in the Indonesian context in local
government financial management: the relationship between public and legislative, legislative and
executive, executive (regional head), and working unit heads. As represented by the legislative as the
principal, the public demands transparency and accountability for financial management. Thus, the local
government needs to prepare it in a financial statement.

Further, the financial statement will be audited by the Supreme Audit Board (BPK) as the
external auditor to be given an audit opinion. Jensen & Meckling (1976) mentions that the agent needs to
be monitored to ensure best practice. Internal audit function plays a crucial role in supervising financial
report preparation to meet the accounting standards. Local governments are required to prepare a financial
statement as mandated in UU/17/2003*. As for the standards, local government financial statements must

comply with accrual-based accounting standards (SAP).

4 Law Number 17 of 2003 Article 31 concerning State Finance
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Accrual-based accounting standards implementation in Indonesian government

To achieve best practice in state financial management, Indonesia set to practice accrual-based accounting
for government institutions. Accrual-based accounting can present more reliable financial information and
improve financial statement quality and government accountability accordingly (Mir & Sutiyono, 2013).
The commitment to implementing full accrual basis in local government accounting practice is manifested
in PP/71/2010° and Permendagri 64/2013°. In the process, accrual-based accounting practice in the
Indonesian government is implemented step by step. The implementation began with cash toward accrual
accounting implementation until the 2014 fiscal year. Then, from 2015 and on, full accrual-based
accounting practice becomes mandatory for all government institutions under the Accrual-Based
Government Accounting Standard (SAP). With full accrual-based accounting standards, it is expected to
deliver more benefit for the user of financial information as well as various stakeholders. This practice is
also a form of cost-benefit maximization from reporting cost.

Internal audit function characteristics on accrual-based accounting standards

compliance

Indonesia pays great attention to government financial management supervision to ensure that public
funds are well-managed for central and regional levels regulated in the PP/60/20087 concerning the
Government Internal Control System that is developed based on COSO concept. This becomes one of the
most important part and should be one of the priorities in in public governance reform (Urbanik, 2016). It
is expected that government institution will be able to realize good operational efficiency, assets safety,
financial report reliability, and compliance with the regulation (Winarna, et al., 2021). The element of
government internal control system consists of control environment, risk assessment, control activities,
information and communication, and monitoring (Benedek, Szenténé & Beres, 2014). Achieving good
operational efficiency, assets safety, and compliance to regulations can be supported by having adequate
control environment and activities equipped with proper risk assessment. Further, the government can
also realize financial report reliability as the output of financial management. All of these goals realization

will also be possible with proper information and communication as well as continuous monitoring.

® Government Regulation Number 71 of 2010 concerning Government Accrual Accounting Standards

& Minister of Internal Affairs Regulation Number 64 of 2013 concerning the Implementation of Accrual Accounting
Standards in Local Governments

" Government Regulation Number 60 of 2008 concerning Government Internal Control System

30



S. Sutaryo, et al. / Contaduria y Administracién 68 (1) 2023, 25-57
http://dx.doi.org/10.22201/fca.24488410e.2023.3357

Therefore, with government internal control system implementation, the supervision on government
institution can be optimized to realize the desired organizational goals.

In the context of local government, the duty of internal supervision is performed by the local
government inspectorate with its internal auditor apparatus formally called the Government Internal
Oversight Apparatus (APIP). The development of internal auditors in the Indonesian local government
also becomes a significant concern. In this regard, the Financial and Development Supervisory Agency
(BPKP) is responsible for internal auditor development all over Indonesia. BPKP has issued several
policies and regulations in order to organize and develop the function of an internal auditor. Several critical
aspects of internal audit function are highly regulated, such as capability and maturity. Internal auditor
expertise and human resource availability are also essential to realize proper financial management
supervision in local government. Following the context of Indonesia, we draw four variables, namely:
capability (Alzeban & Gwilliam, 2014; Institute of Internal Auditors, 2009; van Rensburg & Coetzee,
2016; Sari, Hastuti, & Tannar, 2019; Yusof, Haron, & Ismail, 2018), maturity (Chen, Chung, Peters, &
Wynn, 2017; Mansour, 2010; Sarens, Allegrini, D’Onza, & Melville, 2011), expertise (Abbott et al., 2016;
Alzeban & Gwilliam, 2014; Gras-Gil et al., 2012), and size (Abbott et al., 2016; Alzeban & Gwilliam,
2014; Qussii & Taktak, 2018; Sarens, et al., 2011). Our hypotheses are formulated as follows.

Internal audit function capability

Indonesia considers internal auditor capability as a crucial aspect as regulated in the Perka BPKP No.
PER-1633/JF/20118. Indonesia aims to continuously improve and monitor APIP capability by adopting
the Internal Audit Capability Model (IACM) developed by the Institute of Internal Auditors (11A). Here,
IACM provides a structured framework for APIP development. Based on the assessment score, there are
five levels in IACM to illustrate the capability of the internal audit function in performing their role that
ranges from level 1 to level 5 (Initial, Infrastructure, Integrated, Managed, and Optimizing). Indonesia
adopts this framework and conducts an annual assessment on APIP capability. With this assessment,
BPKP can determine a set of recommendations to the local government inspectorate for continuous
improvement. Several important elements can be improved: role and service, human resource
management, professional practice, performance accountability and management, organizational culture
and relationship, and governance structure. Therefore, the role of internal audit function will be

maximized to improve the whole processes in local government finally.

8 BPKP Head Regulation Number PER-1633 / JF / 2011 concerning APIP Capability Development
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In the internal audit literature, internal audit capability illustrates the ability of the internal audit
unit to perform supervision on financial management (Alzeban & Gwilliam, 2014). The higher the
capability, the higher the capability of the internal audit function in delivering its functions (Gras-Gil,
Marin-Hernandez, & de Lema, 2012). The internal audit function will be more competent in providing
assurance on governance, risk management, and internal control (Asare, 2009). Institute of Internal
Auditors (2009) points that internal audit function capability will improve financial reporting and financial
statement quality following specified accounting standards. Sawyer (2003) adds that internal audit
function assessment will help enhance the accuracy and reliability of financial information. It is also
revealed that a well-performing internal audit function will support the financial reporting process and its
output quality (Alzeban, 2019). Miraj & Wang (2019) find that the difficulty of accrual-based accounting
implementation is related to the lack of monitoring from internal audit function. Higher capability will
help overcome this issue. Das (2012) supports the finding by revealing that the internal audit function
plays a strategic role in accrual-based accounting standard implementation in a government institution.
Higher internal audit function capability is expected to support local government in preparing a financial
statement following accrual-based accounting standards. Thus, we hypothesize that:

H1: Internal audit function capability has a significant positive effect on government accrual -
based accounting standards compliance

Internal audit function maturity

In addition to capability, the maturity of the government internal control system (SPIP) also becomes a
significant concern for government financial management supervision in Indonesia®. Cooke-Davies
(2004) states that the term maturity means optimally developed. The maturity concept plays an essential
role in SPIP implementation by providing a structured and continuous development. Based on the
assessment score, there are six local government SPIP maturity levels in Indonesia, ranging from level 0
to level 5 (Absent, Initiated, Developing, Defined, Managed and Measured, and Optimum). SPIP maturity
level is very useful to evaluate and guide the implementation of SPIP. Abdolmohammadi, D’Onza, &
Sarens (2016) posit that the maturity model helps internal audit function in improving its role in
supervising financial processes for a better outcome in which higher maturity level can increase success
line with the concept from the Institute of Internal Auditors (2014). Accordingly, it may help local

governments to manage funds and finally deliver better public services properly.

° BPKP Head Regulation Number 4 of 2016 concerning Guidelines for Appraisal and Maturity Improvement Strategy
of the Government Internal Control System
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Prior studies demonstrate that internal audit function maturity is necessary for assisting financial
reporting activities (Chen, et al., 2017). Higher maturity allows internal audit function to engage in more
comprehensive monitoring, and thus the accounting practice and financial report preparation will be able
to meet the existing standards. Hepworth (2003) highlights the importance of internal audit function for
local government accrual-based accounting practice, especially in its early stage due to the significant
changes. Mansour (2010) further underlines the importance of internal audit function maturity in
delivering support to the organization so that organization is able to adapt to regulation changes.
Accordingly, higher SPIP maturity for local government is expected to support the financial reporting
processes to meet the requirements of government accrual-based accounting standards (SAP). Therefore,
we formulated the following hypothesis:

Hz: Internal audit function maturity has a significant positive effect on government accrual-
based accounting standards compliance

Internal audit function expertise

Expertise is a crucial characteristic for internal auditors to perform their duties. However, in Indonesia, it
has been evidenced that government institutions lack accounting staff with the proper expertise, so
accrual-based accounting practices in the public sector become ineffective (McLeod & Harun, 2014).
This circumstance results in lower accrual-based accounting implementation success both for central and
local government levels. In the Indonesian setting, the internal auditor's functional position is classified
into "skilled" and "expert" auditor. An inspectorate with more expert auditors indicates higher expertise.
Abbott et al. (2016) mention the necessity of auditor expertise as a crucial attribute in realizing internal
audit work quality. The more local government inspectorate staff with functional auditor position, the
higher the possibility of better supervision function, including the financial reporting aspect. As a result,
financial statement quality will be higher (Gras-Gil, et al., 2012). Qualified human resources in the
internal audit function will have an implication on the information quality of financial statements
(Lismawati, 2012; Toding & Wirakusuma, 2013). Therefore, it will result in better financial statement
compliance on accrual-based accounting standards. With the support of the explanation above, we
hypothesize that:

Hs: Internal audit function expertise has a significant positive effect on government accrual-

based accounting standards compliance
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Internal audit function size

The implementation of accrual-based accounting practice in Indonesian government institutions lacks
functional staff that can perform proper accounting functions (McLeod & Harun, 2014). They argue that
this circumstance underlies the low level of implementation success. This applies in every government
from the top level down to the local government level. For the sake of a good financial reporting process,
the local government should have an adequate number of internal to perform proper accounting practice,
including those in inspectorate to perform the monitoring function. A local government with higher
internal auditor availability is a step toward realizing internal audit function work quality (Abbott et al.,
2016). A larger internal audit function size is related to its practice (Sarens, et al., 2011). The more local
government inspectorate staff with functional auditor position, the higher the possibility of better
supervision function, especially financial reporting. A higher number of qualified internal auditors is
expected to realize adequate supervision so that financial statement quality can also be expected to be
higher (Lismawati, 2012). Finally, the local government can produce a financial statement that complies
with government accrual-based accounting standards. Therefore, we hypothesize that:

Ha: Internal audit function size has a significant positive effect on government accrual-based

accounting standards compliance

Local government political factors on accrual-based accounting standards compliance

Political factors have also become very interesting in investigating local government accountability in
Indonesia. Indonesia implements direct election for local government, both for legislative and executive
election, since the reformation in the late 1990s. Legislative acts as people's representative to bring
people's interest to the executive. Legislative also further perform supervision on executive actions in
running the government. Therefore, the role of the legislative in supervising executive activities will be
very crucial, considering several factors. Our study examines the role of legislative, political coalition,

gender, and size.

Legislative political coalition

Political coalition becomes a big deal related to the supervision of inter-party activities and pressure to be
more transparent (Araujo & Tejedo-Romero, 2016a; Cohen & Leventis, 2013). When political
competition is low in which there are dominant parties, the legislative tends to be stronger so that the
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supervision on local government financial management becomes lower. An executive with larger majority
coalition support tends to shape higher opportunistic behaviour (Barnes & Jang, 2016). In contrast, the
tighter political competition in which opposition is also strong, it can be expected to have a strict
supervision on local government financial management (Araujo & Tejedo-Romero, 2016a; Caba Pérez,
Rodriguez Bolivar, & Lopez Hernandez, 2014; Cohen & Leventis, 2013; Garcia-Sanchez, Frias-Aceituno,
& Rodriguez-Dominguez, 2013; Garcia & Garcia-Garcia, 2010). With higher legislative supervision, the
preparation of the local government financial statement will be more accurate and will be more likely to
comply with government accrual-based accounting standards. Furthermore, Alcaide Mufioz, Rodriguez
Bolivar, & Loépez Hernandez (2017) find that intense political competition is the primary driver of the
level of transparency of government information. In addition, Berliner & Erlich (2015) also highlight the
role of political supervision on local government institutional reform. Based on the findings above, we
formulate the following hypothesis:

Hs: The legislative political coalition has a significant negative effect on government accrual-
based accounting standards compliance

Legislative gender

The representation of women in politics also holds considerable contribution, according to previous
studies. Araujo & Tejedo-Romero (2016b) reveal that women’s political representation in municipalities
positively increases information transparency and reduces information asymmetry. Women tend to have
several characteristics that support better supervision of local government financial processes. Women are
more likely to be more ethically minded than men (Fine, 2009). Women’s stereotype also seems to be
more favourable to increase communication and attempt to influence others and at the same time tends to
be more collaborative and democratic (Eagly & Johannesen-Schmidt, 2001). Rodriguez-Garcia (2015)
find that women are more responsive than men toward demand in local governance, manifested in better
local government information disclosure. Accordingly, the higher presence of women in a legislative is
expected to realize more effective supervision in local government financial management, especially in
financial statement preparation to comply with government accrual-based accounting standards.
Therefore, we hypothesize that:

He: Legislative gender has a significant positive effect on government accrual-based accounting

standards compliance
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Legislative size

Another characteristic of legislation that becomes a significant concern in the literature is legislative board
size (Lewis, 2019). The legislative members perform their function as people's representative and local
government supervisor. Basically, a larger government requires more legislative members to perform its
function (Britto & Fiorin, 2020). The larger number of legislative members may represent higher public
interest as well as realize a more effective supervisory activity, and therefore, increases local government
accountability. More legislators have a positive implication on local government financial management.
It can better control a budget maximizing bureaucracy (Pettersson-Lidbom, 2012) and increases
government spending implementation (Egger & Koethenbuerger, 2010). With prior evidence
aforementioned, it can be expected that larger legislative members will improve the supervision of
accrual-based accounting standards in local government financial reporting. Therefore, the compliance
will also be higher. Finally, we hypothesize that:

Hz: Legislative size has a significant positive effect on government accrual-based accounting
standards compliance

Research methodology

Data collection and samples

This study aims to present a comprehensive examination covering all Indonesian local government at
city/district level. Our analysis ranges from 2015 to 2018 fiscal year, in line with the implementation of
accrual-based government accounting standards (SAP) that started in 2015%°. The sample selection

process is presented in Table 1.

Table 1
Sample Selection Process
Information 2015 2016 2017 2018  TOTAL

The number of district/city local governments in 514 514 514 514 2056
Indonesia
District/city local government that are not required 6 6 6 6 24
to publish financial statement
Final samples 508 508 508 508 2032

Source: Elaborated by the authors.

1 Ministry of Internal Affairs Regulation Number 64 of 2013 concerning the Implementation of Accrual Based
Accounting in Local Governments
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Administratively, Indonesia has 514 district/city local governments in total. However, six (6)
city local governments are not required to publish financial statements. These cities are those under Jakarta
province in which their financial statements are consolidated to Jakarta province. Therefore, these cities
are excluded from our observations. Finally, this research generates 2 032 observations, consisting of 508
district/city local governments for a four (4) years observation period. As for the data, we use secondary
data that we obtained from the authorized institutions in Indonesia. Our data sources consist of: i) the list
of local governments in Indonesia provided by the Ministry of Internal Affairs; ii) audited local
government financial statement provided by the Supreme Audit Board (BPK), and (3) local government
internal auditor data provided by the Financial and Development Supervisory Agency (BPKP). Finally,
the nature of our data is panel data.

Variables and measurement

This study uses local government compliance with accrual-based SAP as the dependent variable. We
investigate its determinants from three major aspects that later draw the independent variables. The first
aspect comes from the local government internal audit function that consists of capability, maturity,
expertise and size. The local government financial aspect is also important as it illustrates the object to be
reported. We also control for financial and local government factors. Financial factors consist of total
asset, revenue, and expenditure. We also pay attention to local government characteristics represented by
the complexity, geography, and council type. The operationalization of research variables is presented in
Table 2.

Table 2
Variable Operationalization
No Name Symbol Measurement Source
1 DEPENDENT
Compliance COMPLI  The percentage of compliant Indonesia Supreme
with accounts to total compliance Audit Board (BPK)
Government indicators
Accrual-Based (Compliance indicators: current
Accounting assets, fixed assets, other fixed
Standards (SAP) assets, long term investment, long
term liability, revenue, operating
expenditure, capital expenditure,
operating expense, and other
accounts)
2 INDEPENDENT
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No Name Symbol Measurement Source
Internal audit IAFCAP;; IACM score of local Sarjono & Sulistiadi,
function government internal audit (2018), Sholeh &
capability function, assessed by BPKP; Dewi (2017),

Initial (1 < score <2); Suharyanto, Sutaryo,
Infrastructure (2 < score < 3); Mahullete, Meiria, &
Integrated (3 < score < 4); Supriyono (2018),
Managed (4 < score <5); Woulandari & Bandi
Optimizing (5 < score <6). (2015), Yasin,
Avrtinah, & Mujennah
(2019)
Internal audit IAFMAT ¢ Maturity score of local Suryatin, Anugerah,
function government internal audit & Indrawati (2019),
maturity function, assessed by BPKP; Sutaryo & Sinaga
Absent (0 < score <1); (2018), Yasin et al.
Initiated (1 < score <2); (2019)
Developing (2 < score <3);
Defined (3 < score <4);
Managed and Measured (4 <
score <4.5);
Optimum (4.5 < score <5).
Internal audit IAFEXPit Total number of expert auditors  Indonesia Financial
function divided to the total number of and Development
expertise auditors in local government Supervisory Agency
internal audit function (BPKP)
Internal audit IAFSIZE;: Total number of auditors in Harumiati & Payamta
function size local government internal audit ~ (2014), Sholeh &
function Dewi (2017), Utama,
Evana, & Gamayuni
(2019)
Local POLCOAL;: Total number of legislative Lewis & Hendrawan
government council members from (2019)
legislative supporting party divided by
coalition total council members
Local POLGEND;; Total number of female Araujo & Tejedo-
government legislative council members Romero (2016bh),
legislative divided by total council Rodriguez-Garcia
gender members (2015)
Local POLSIZEit Total number of council Lewis (2019)
government members
legislative size

3 CONTROL
Local LGASSETit  Natural logarithm of local Harumiati & Payamta
government government total asset (2014), Sutaryo &
asset Sinaga (2018)

Local LGREVit Natural logarithm of local Harumiati & Payamta,
government government total revenue (2014), Utama et al.
revenue (2019)

Local LGEXPit Natural logarithm of local Harumiati & Payamta
government government total expenditure (2014), Sutaryo &

expenditure
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No Name Symbol Measurement Source
Sinaga (2018), Utama
et al. (2019)
d. Local LGCOM;it Total number of local Adiputra, Utama, &
governments governments working units Rossieta (2018),
complexity Dalimunthe & Fadli

(2015), Maulana &
Bestari (2015)

e. Local LGGEO:it Dummy variable; 1 for local Arifin, Trinugroho,
government governments located in Java, Prabowo, Sutaryo, &
geography and 0 for local governments Muhtar (2015),

located outside of Java Rakhman (2019)

f.  Local LGTYPEit Dummy variable; 1 for city Arifin, et al. (2015),

government type local governments, and 0 for Rakhman (2019)

district local governments

Source: Elaborated by the authors.

The measurement of local government accrual-based SAP compliance is referring to the BPK
audit report. BPK audit report mentions specific accounts that do not comply with accrual standards,
classified into ten (10) accounts: current assets, fixed assets, other fixed assets, long term investment, long
term liability, revenue, operating expenditure, capital expenditure, operating expense, and other accounts.
As there are ten (10) accounts as indicators of non-compliance, each non-compliance account mentioned
will reduce the compliance by 10%. Local governments that earn unqualified audit opinion will have a
100% accounting compliance level.

Local government internal audit function characteristics data are obtained from the BPKP
assessment. The capability is measured with the IACM level, while the maturity is represented by the
maturity score. Local government internal auditor expertise is measured by the proportion of expert
auditor to the total auditor, whereas the size is represented by the total number of auditors in the local
government internal audit function. As for political factor, legislative characteristics are employed to
illustrate the political environment in a local government. The legislative coalition is measured by the
proportion of legislative members support in the legislative board. Legislative gender also uses the
proportion of women in the legislative board. Finally, the total number of legislative board members
represents legislative size.

As for control variables, the financial factors that consist of local government total asset, revenue
and expenditure are measured with its natural logarithm (Harumiati & Payamta, 2014; Sutaryo & Sinaga,
2018; Utama et al., 2019). As for local government characteristics, local government complexity is
measured with a total number of working units (Adiputra, et al., 2018; Dalimunthe & Fadli, 2015; Maulana
& Bestari, 2015). Local government geography is necessary as a control variable (Arifin, et al., 2015),
measured with a dummy method; 1 for local governments located in Java and 0 for those located outside
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Java following Rakhman (2019). Finally, local government type also uses dummy measurement; 1 for
city local government and 0 for district local government (Arifin, et al., 2015; Rakhman, 2019).

Research model

Our study presents a thorough analysis that consists of descriptive statistics, correlation, panel data
regression and robustness test. This research uses panel data regression analysis to test hypotheses. We
choose the best estimation among common effect, fixed effect and random effect using the Chow test and

Hausman test. The regression model is stated as follows:

o+ PiAFCAPi + BAAMAT + BslAFEXPi + B4lAFSIZEi +
COMPLIy = BsPOLCOALix + PsPOLGENDit + P7POLSIZEi +BsLGASSETi +
BoaLGREVi: + B1oLGEXPit + B11L GCOMit + B12LGGEOi + B13sLGTYPE; +

Eit
Notes:
o . Constant
B1.....p13 : Regression coefficient
COMPLIit : Compliance with government accrual-based accounting standards
IAFCAP; : Internal audit function capability
IAFMAT ¢ : Internal audit function maturity
IAFEXPit :Internal audit function expertise
IAFSIZEit :Internal audit function size
POLCOALit : Local government legislative coalition
POLGENDit : Local government legislative gender
POLSIZEi . Local government legislative size
LGASSETi : Natural logarithm of local government total asset
LGREVit . Natural logarithm of local government total revenue
LGEXPit . Natural logarithm of local government total expenditure
LGCOMi . Total number of local governments working unit
LGGEOit : Local government geography
LGTYPEit : Local government type
Eit : Regression residual
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Results and discussion

Descriptive statistics

Table 3
Descriptive Statistics

Panel A: Continuous Variables

Variable Obs Mean Std.Dev. Min Max
COMPLI;t 2032 0.919 0.149 0.200 1.000
IAFCAP;; 2032 1.711 0.685 0.000 3.000
IAFMAT ¢ 2032 2.112 0.719 0.150 3.990
IAFEXPit 2032 0.702 0.179 0.000 1.000
IAFSIZEi 2032 12.030 7.770 2.000 46.000
POLCOALit 2032 0.340 0.211 0.000 1.000
POLGEND: 2032 0.135 0.081 0.000 0.430
POLSIZEit 2032 33.890 10.053 20.000 50.000
LGASSETit 2032 12.353 0.275 11.072 13.631
LGREVit 2032 12.096 0.222 10.633 12.912
LGEXPit 2032 12.051 0.219 11.116 12.912
LGCOMit 2032 51.926 20.963 20.000 209.000
Panel B: Dummy Variables
Variable Dummy 0 Dummy 1 Observation
Frequency  Percentage  Frequency  Percentage  Total  Percentage
LGGEOi 1580 77.76% 452 22.24% 2032 100%
LGTYPEit 1660 82% 372 18% 2032 100%

Source: Secondary data, processed by the authors.

Table 3 shows that the average local government compliance with accrual-based SAP for 2015-
2018 has reached 91.9%. It can be said that the local governments have been able to practice accrual-
based accounting pretty well the first four years of its implementation. The highest compliance and the
mode are 100%, with a total of 1 439 observations. The lowest compliance level is 20%, with a 14.9% of
standard deviation. There are 593 observations that have not fully complied with accrual-based SAP in
which they still have several non-compliance accounts in their financial statement. Fortunately, the
compliance trend keeps increasing, and non-compliance keeps decreasing throughout 2015-2018.
However, the existence of 593 non-compliance cases may imply that there are still several difficulties
faced by Indonesian local governments in implementing accrual-based accounting practice and SAP. The

trend of local government accounting compliance with accrual-based SAP is presented in Figure 1.
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Figure 1. Local government compliance with accrual-based SAP during 2015-2018
Source: BPK Audit Report on Local Government Financial Statement 2016-2019

Further examination of 593 local governments that fail to reach full compliance reveals that
most non-compliance cases are dominated by fixed asset account presentations with more than 80%. In
addition to being a financial account with the highest amount in the financial statement, fixed assets
account presentation requires a more complicated process and policy than other accounts such as
beginning balance, depreciation, impairment, and revaluation. Local governments may be facing several
difficulties in making policies related to fixed assets. Current assets account presentation emerges second,
followed by capital expenditure, operating expenditure, operating expense, other fixed assets, long-term
investment, other accounts, revenue, and lastly, long-term liability. Long-term liability account
presentation has the least amount of non-compliance due to the several limitations in long-term financing
policy for Indonesian local governments.
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Figure 2. Financial account statement that does not comply with accrual-based SAP
Source: BPK Audit Report on Local Government Financial Statement 2016-2019
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Descriptive statistics results of internal audit function characteristics exhibit that the capability
has an average value of 1.711, with the highest score of 3 and its lowest at 0. This implies that the average
capability score of the Indonesian local government internal audit function based on IACM is in level 1
(initial) and is close to level 2 (infrastructure). As for the maturity, the average score for all local
governments is 2.112 that is in level 2 (developing), with the highest maturity score at 3.991 and 0.153 at
the lowest. The expertise is averaging at 0.702, meaning that the proportion of expert auditor to skilled
auditor in the Indonesian local government is 70.2%. The highest proportion emerges at 100%, while
several local governments do not have an expert auditor with a 0%. Meanwhile, internal audit function
size exhibits that Indonesian local governments, on average, have 12 internal auditors with a mean value
of 12.03. The maximum is at 46 persons, while the least only has two internal auditors.

The political characteristics of Indonesian local governments show that the average political
coalition is 0.34, implying that 34% of legislative members support the executive in running the local
government. The largest support is at 100%, while the lowest is 0%. The presence of women in the
legislative board is around 13.5%, with the highest women participation of 43%, while several local
government legislative boards have no female members. As for the size of the legislative board, the
average is 33 total members. The largest appears with 50 members, with 20 members at the lowest. The
administrative characteristics of local governments in Indonesia are represented by complexity,
geography, and council type. The results exhibit 415 district (1 660 observations) and 93 cities (372
observations) local governments. One hundred thirteen local governments are located in Java island (1
580 observations), while 395 others are located outside of Java (452 observations). As for the complexity,
the highest number of local government's working units is 209. Meanwhile, the average number is 51

working units.

Correlations

We also test the correlation among accrual-based SAP compliance, internal audit function, financial and
local government characteristics variables to examine the association between research variables. The
result of our correlation test reveals that the variables from the internal audit function, political, financial
characteristics exhibit positive correlation with the accrual-based SAP compliance. Meanwhile, local
government complexity exhibits negative association with the accrual-based SAP compliance. The result

of the correlation test is presented in Table 4 as follows.
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Table 4
Pearson Correlations
Variables 1) (2 3) 4 (5) ® @O (8 9) (10 (11 (12) (13) (14
(1) COMPLIj 1.000
(2) IAFCAP; 0.2542 1.000
(0.000)
(3) IAFMAT: 0.3012 0.2852 1.000
(0.000) (0.000)
(4) IAFEXP; 0.2052 0.1852 0.1412 1.000
(0.000) (0.000) (0.000)
(5) IAFSIZEq 0.2982 0.2402 0.235%  0.486° 1.000
(0.000) (0.000) (0.000)  (0.000)
(6) POLCOAL; 0.1642 0.1312 0.079°  0.085%  0.0922 1.000
(0.000) (0.000) (0.000)  (0.000)  (0.000)
(7) POLGENDy, 0.1412 -0.0352 0.078%  0.070®  0.1502 0.005 1.000
(0.000) (0.177) (0.001)  (0.002)  (0.000)  (0.885)
(8) POLSIZEj 0.2492 0.1762 0.203®  0.172®  0.381% 0.1202 0.164%  1.000
(0.000) (0.000) (0.000)  (0.000)  (0.000)  (0.000)  (0.000)
(9) LGASSET 0.2002 0.1782 0.179°  0.168%  0.3292 0.1462 0.1182  0.5652 1.000
(0.000) (0.000) (0.000)  (0.000)  (0.000)  (0.000)  (0.000)  (0.000)
(10) LGREVit 0.2222 0.1942 0.1728  0.193*  0.385% 0.1502 0.1152  0.762° 0.7922 1.000
(0.000) (0.000) (0.000)  (0.000)  (0.000)  (0.000)  (0.000)  (0.000) (0.000)
(11) LGEXP: 0.2242 0.1912 0.179°  0.212®  0.4052 0.1372 0.1372  0.765% 0.820°  0.9382 1.000
(0.000) (0.000) (0.000)  (0.000)  (0.000)  (0.000)  (0.000)  (0.000) (0.000)  (0.000)
(12) LGCOM -0.006 0.0792 0.063®  0.062®  0.0852 0.026 0.044¢  0.2542 01518  0.227®  0.222° 1.000
(0.749) (0.001) (0.004)  (0.006)  (0.000)  (0.264)  (0.051)  (0.000) (0.000)  (0.000)  (0.000)
(13) LGGEOy 0.1832 0.0742 0.1622  0.213*  0.368° 0.1362 0.215  0.576° 0.399% 05492  0.552° 0.227%  1.000
(0.000) (0.000) (0.000)  (0.000)  (0.000)  (0.000)  (0.000)  (0.000) (0.000)  (0.000)  (0.000) (0.000)
(14) LGTYPEi 0.1112 0.1262 0.116°  0.116%  0.1492 -0.025 0.184%  -0.031 0.165%  -0.043° 0.032 -0.124%  0.102°  1.000
(0.000) (0.000) (0.000)  (0.000)  (0.000)  (0.256)  (0.000)  (0.174) (0.000)  (0.051)  (0.151) (0.000)  (0.000)

Notes: 2 significant at 0.000 level; °: significant at 0.05 level; ®: significant at 0.1 level
Source: Secondary data, processed by the authors.
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Panel data regression analysis

The primary analysis of our study aims to reveal the impact of local government internal audit function,
political characteristics on accrual-based SAP controlled with financial and local government
characteristics. We perform panel data regression along with the robustness test using STATA. To gain
richer insights regarding the practice, we also divide our analysis based on the local government type, thus
distinguishing the effect in the city and district local government. The results of Chow and Hausman tests
demonstrate that the best regression estimation emerges with random effect testing. All of the regression
scenario has good model fitness with positive value for the coefficient of determination and proper Chi-

square statistics. The result is presented as follows:

Table 5
Panel Data Regression Result — Random Effect
Dependent Variable: COMPLI;t

Variables All LGs District LGs City LGs
IAFCAP;; 0.0182 0.019° 0.009
(3.792) (3.563) (1.037)
IAFMAT 0.0182 0.0182 0.0222
(3.684) (3.692) (2.711)
IAFEXPit 0.0902 0.099° 0.028
(3.825) (4.954) (0.522)
IAFSIZEit 0.001° 0.001 0.003°
(2.431) (1.496) (2.504)
POLCOAL;it 0.0692 0.066? 0.048
(4.444) (3.952) (1.313)
POLGEND:i 0.179° 0.1792 0.153°
(2.563) (2.622) (2.105)
POLSIZEit 0.002° 0.0032 0.002
(2.473) (3.235) (0.937)
LGASSETit 0.005 0.043 -0.042
(0.193) (1.494) (-0.951)
LGREVit 0.100°¢ 0.1022 -0.015
(1.963) (2.615) (-0.172)
LGEXPit -0.059 0.041 -0.038
(-1.393) (-1.092) (-0.651)
LGCOMit -0.000° -0.000°¢ -0.001
(-2.142) (-1.812) (-1.681)
LGGEOi -0.010 -0.027 0.009
(-0.811) (-1.525) (0.474)
LGTYPEi 0.024
(2.025)
Constant 0.121 -0.504 1.913
(0.333) (-1.333) (2.026)
R2 Overall 0.184 0.192 0.194
Chi-Square 202.647 220.712 36.401
Prob > chi2 0.000 0.000 0.000
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Dependent Variable: COMPLIjt

Variables All LGs District LGs City LGs
N 2032 1660 372
Chow Test Prob. 0.000 0.000 0.000
Hausman Test Prob. 0.191 0.093 0.176
Best estimation Random effect Random effect Random effect

Notes: 2 significant at 0.000 level; ®: significant at 0.05 level; : significant at 0.1 level
Source: Secondary data, processed by the authors.

Overall, all internal audit function variables appear as significant predictors of accrual-based
SAP compliance in our observation consists of the IAFCAPi, IAFMAT , IAFEXPit, IAFSIZEi. These
results support the idea that the internal audit function will support the financial reporting process and its
output quality (Alzeban, 2019). IAFCAPi; demonstrates a positive effect. However, the effect is
insignificant in city local government cases. Higher IAFCAP;: will support the financial reporting process
as internal auditors will be able to perform better supervision and control on local government, especially
from budgeting process and budget implementation. With more comprehensive supervision, the
accounting practice will be appropriately evaluated, resulting in financial statements that comply with
accrual-based SAP. Gamayuni (2018) evidences a similar finding in which internal auditor capacity (a
part of capability) positively affects financial statement quality in Indonesian local governments. As for
the insignificant effect in city local government, we find that most city local governments have fully
complied with accrual-based SAP (303 out of 372 observations). IAFCAP;: in most cities is also above
average at 1.869 and thus makes the effect insignificant.

IAFMAT: demonstrates a strong positive effect in all testing scenario. With higher maturity,
local government internal auditors will have structured processes and developed practices (DeSimone,
D’Onza, & Sarens, 2019; Institute of Internal Auditors, 2014). This leads to consistent internal supervision
and continuous evaluation to improve local government accounting practice (Chen et al., 2017).
Therefore, the financial statement will be more likely to comply with accrual-based SAP. Our finding
supports the idea from Mansour (2010), who mentions that higher organization maturity will be very
helpful in facing new changes. It is also in line with the concept of organization maturity itself, that is, to
help the organization achieve its goals more effectively (van Looy, de Backer, & Poels, 2011). IAFEXPit
shows a significant positive effect except in the city local government examination panel. Following
Abbott et al. (2016), more expert auditors in a local government, internal audit function are also needed
for higher audit work quality. It is essential in conducting proper supervision and assistance on local
government accounting practice. Therefore, local government will be more likely to have better
information quality in the financial statement (Lismawati, 2012; Toding & Wirakusuma, 2013) and further

realize good compliance on accrual-based SAP.
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IAFSIZEi: also exhibits a significant positive effect in all local government and city local
government examination panel. We evidence that cities with higher accrual compliance tend to have a
larger number of internal auditors. In practice, more staff is also essential for city local governments as
they tend to have more working units compared to the district type. Thus, the internal audit function will
require more individuals to conduct financial supervision and assistance. The low availability of
competent human resources will also be a barrier for practicing accrual-based accounting in government
institution (McLeod & Harun (2014).

Further, the availability of human resources in the internal audit function is necessary for city
local government in regard to financial reporting, consistent with Mihret, James, & Mula (2010). More
internal auditors may also have an implication on information quality (Lismawati, 2012; Toding &
Wirakusuma, 2013). With all these settings, the local government can produce a financial statement that
complies with accrual-based SAP.

All local government political factors investigated in this study also provide a significant
positive effect. This finding is not in line with our hypothesis development based on prior studies in the
literature. Instead of opening opportunistic behaviour for the reigning government, a higher political
coalition may also lead to a better realization of local government activities as there is less intervention
from the opposition. The circumstances possibly make local government programs implemented way
easier and thus improving its financial accounting process. There is also a possibility that a higher political
coalition supporting the incumbent regional head may support the reformation of local government state
financial management. Therefore, a better accounting practice can be implemented and finally results in
a good quality financial statement that complies with accrual-based SAP.

As for POLGEND:, our finding demonstrates a positive effect in line with Araujo & Tejedo-
Romero (2016b). Women’s representation in politics may reduce information asymmetry about local
government activities. The natural characteristics of women for being more ethically minded than men
(Fine, 2009), more collaborative and democratic (Eagly & Johannesen-Schmidt, 2001), as well as being
more responsive (Rodriguez-Garcia, 2015) may help supervise local government financial processes,
especially in financial statement preparation to comply with government accrual-based accounting
standards. POLSIZEi also exhibits a positive contribution. The role of the legislative as people’s
representative is inevitable. A larger number of members may represent the higher public interest and
realize a more effective supervisory activity in realizing local government accountability (Lewis, 2019).
This will improve the supervision of accrual-based accounting standard in local government financial
reporting. Therefore, the compliance will also be higher.

As for financial characteristics, we find a significant effect in LGREV it with a positive direction.

Our result demonstrates that local governments with higher revenue are more likely to fully comply with
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accrual-based SAP. Guillamon, Bastida, & Benito (2011) evidence that local governments with higher
transfer and tax revenue generation provides better financial information and are more transparent. In this
case, taxpayers demand high transparency in return for allowing governments to collect and manage large
amounts of financial resources (Lassen, 2001). Moreover, local governments that can generate higher
revenue are more developed, and thus they have better accrual-based accounting practice. Other financial
factors that consist of LGASSET it and LGEXP;i: do not exhibit any significant effect.

Among the administrative characteristics, LGCOMi; appears to be a significant predictor, with
a negative effect on all observations and district government observations. The effect becomes
insignificant in city local governments. This result implies that the complexity generally affects the
financial reporting process, particularly in district type local governments. The higher the complexity, the
less likely district local governments will achieve full compliance. Higher complexity, as represented by
more working units, will result in more complex financial reporting. Every working unit as an accounting
entity will be obliged to produce its financial statement, and all reports should be consolidated into one in
the local government financial statement. In addition, the condition will require more financial supervision
as well as consulting activities In which district local government may not be able to do. In city local
governments, high complexity can be accommodated with larger internal audit staff so that financial
reporting in all working units gets proper supervision and assistance. On the other hand, LGTYPE;: and

LGGEOi: demonstrate no significant effect.

Table 6
Robustness Test — Logistic Regression
Dependent Variable: COMPL I

Variables All LGs District LGs City LGs
IAFCAP; 0.593¢ 0.5662 0.7162
(6.333) (5.592) (2.671)
IAFMAT 0.705¢2 0.6482 0.9922
(8.144) (6.825) (4.196)
IAFEXPit 0.9302 1.067% 0.916
(2.734) (2.957) (0.785)
IAFSIZEit 0.0642 0.0522 0.1582
(6.053) (4.593) (4.316)
POLCOAL;t 1.380% 1.2092 2.003°
(4.942) (4.093) (1.996)
POLGEND:t 3.5422 3.3552 3.750°¢
(4.753) (4.166) (1.793)
POLSIZEi 0.0252 0.032° 0.015
(2.642) (3.066) (0.566)
LGASSETi 0.543 1.309° -0.482
(1.373) (2.827) (-0.503)
LGREVit 1.120 1.132 -1.070
(1.472) (1.443) (-0.402)

48



S. Sutaryo, et al. / Contaduria y Administracién 68 (1) 2023, 25-57
http://dx.doi.org/10.22201/fca.24488410e.2023.3357

Dependent Variable: COMPLIjt

Variables All LGs District LGs City LGs
LGEXPit -0.863 -0.837 -0.200
(-1.033) (-0.913) (-0.104)
LGCOMi -0.0112 -0.0122 -0.010
(-4.133) (-4.043) (-1.082)
LGGEOit -0.264 -0.471 -0.214
(-1.316) (-1.966) (-0.483)
LGTYPEit 0.176
(1.015)
Constant -13.7344 -23.5042 15.682
(-2.682) (-4.031) (1.193)
Pseudo R? 0.211 0.206 0.287
Chi-Square 518.496 426.291 102.374
Prob > chi2 0.000 0.000 0.000
N 2032 1 660 372

Notes: 2 significant at 0.000 level; ®: significant at 0.05 level; ¢: significant at 0.1 level
Source: Secondary data, processed by the authors.

We conduct a robustness test to check whether our research result is robust by performing
logistic regression analysis. We give score 1 if the local government can fully comply with accrual-based
SAP, while those who cannot fully comply with the standards will get 0 score. The result indicates that
the effect of all variables remains consistent, followed by proper model fitness. We find little varied results
in which the capability of an internal auditor and political coalition exhibit a positive effect in realizing
full compliance of government accrual-based SAP. Other differences emerge from the local government
revenue variable result that presents no significant impact in all examination scenarios. Local government
assets also show a significant positive effect in the district local government result. Finally, we can state
that our research model is robust and can deliver proper empirical evidence of accrual-based SAP
compliance determinants from the internal audit function and financial and local government

characteristics.

Conclusions

The implementation of accrual-based SAP in Indonesian local governments has not reached the maximum
level. There is still an average of 29.1% of account presentation that do not comply with accrual-based
SAP since the implementation started in 2015 up until 2018. Our study evidences a significant role of
local government internal audit function in supporting accrual-based SAP. Internal audit function
capability, maturity, expertise, and size positively affect the compliance level. With higher internal audit

capability, maturity, and size, the supervision of local government accounting practices will be more
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comprehensive and more likely to comply with accounting standards. We also reveal that political traits
from the legislative board also matter in accrual-based SAP implementation thanks to the supervisory
role. We find a positive effect of local government legislative political coalition, gender, and size, resulting
in a higher compliance level.

Our findings provide several implications for Indonesian local governments and BPKP. For
local governments, it is essential to improve the accounting practice by having proper accounting policies
and competent human resources in accounting. For BPKP, as the authorized institution for local
government internal auditor development, it is suggested that BPKP maximize their programs for internal
auditor capability and maturity enhancement and expertise improvement. BPKP should also conduct a
continuous evaluation to make the program implementation even better. With these achieved, the level of
capability and maturity can be appropriately improved, and the need for internal audit human resource
can be fulfilled. Furthermore, the legislative should also provide a proper political supervisory role as
people’s representative. Therefore, accrual-based SAP in Indonesian local governments can be
appropriately implemented to accomplish greater public accountability. (Baltaci & Yilmaz, 2006).

References

Abbott, L. J., Daugherty, B., Parker, S., & Peters, G. F. (2016). Internal audit quality and financial
reporting quality: The joint importance of independence and competence. Journal of Accounting
Research, 54(1), 3-40. https://doi.org/10.1111/1475-679X.12099

Abdolmohammadi, M., D’Onza, G., & Sarens, G. (2016). Benchmarking internal audit maturity, Florida:
The  Global Internal  Audit Common Body of Knowledge (CBOK).
https://www.iia.nl/SiteFiles/Downloads/l| ARF%20CBOK%20Benchmarking%20Internal %620
Audit%20Maturity%20July%202016_1.pdf

Adiputra, I. M. P., Utama, S., & Rossieta, H. (2018). Transparency of local government in Indonesia.
Asian Journal of Accounting Research, 3(1), 123-138. https://doi.org/10.1108/ajar-07-2018-
0019. https://doi.org/10.1108/AJAR-07-2018-0019

Ahmed Haji, A., & Anifowose, M. (2016). Audit committee and integrated reporting practice: does
internal  assurance  matter?  Managerial  Auditing Journal, 31(8-9), 915-948.
https://doi.org/10.1108/MAJ-12-2015-1293

Alcaide Mufioz, L., Rodriguez Bolivar, M. P., & Lépez Hernandez, A. M. (2017). Transparency in
governments: A meta-analytic review of incentives for digital versus hard-copy public financial
disclosures.  American  Review of Public  Administration, 47(5), 550-573.
https://doi.org/10.1177/0275074016629008

50



S. Sutaryo, et al. / Contaduria y Administracién 68 (1) 2023, 25-57
http://dx.doi.org/10.22201/fca.24488410e.2023.3357

Alzeban, A. (2019). An examination of the impact of compliance with internal audit standards on financial
reporting quality: Evidence from Saudi Arabia. Journal of Financial Reporting and Accounting,
17(3), 498-518. https://doi.org/10.1108/JFRA-09-2018-0085

Alzeban, A., & Gwilliam, D. (2014). Factors affecting the internal audit effectiveness: a survey of the
Saudi public sector. Journal of International Accounting, Auditing and Taxation, 23(2), 74-86.
https://doi.org/10.1016/j.intaccaudtax.2014.06.001

Araujo, J. F. F. E. de, & Tejedo-Romero, F. (2016a). Local government transparency index: determinants
of municipalities’ rankings. International Journal of Public Sector Management, 29(4), 327—
347. https://doi.org/10.1108/1JPSM-11-2015-0199

Araujo, J. F. F. E., & Tejedo-Romero, F. (2016b). Women’s political representation and transparency in
local governance. Local Government Studies, 42(6), 885-906.
https://doi.org/10.1080/03003930.2016.1194266

Arifin, T., Trinugroho, 1., Prabowo, M. A., Sutaryo, S., & Muhtar, M. (2015). Local governance and
corruption: Evidence from Indonesia. Corporate Ownership and Control, 12(4CONT1), 194—
199. https://doi.org/10.22495/cocv12i4clp3

Asare, T. (2009). Internal auditing in the public sector: Promoting good governance and performance
improvement. International Consortium on Government Financial Management, 9(1), 15-28.
https://www.academia.edu/download/31058315/2009-01.pdf#page=24

Baker, R., & Rennie, M. D. (2006). Forces leading to the adoption of accrual accounting by the Canadian
federal government: An institutional perspective. Canadian Accounting Perspectives, 5(1), 83—
112. https://doi.org/10.1506/206K-RV7L-2JMN-W3D3

Baltaci, M., & Yilmaz, S. (2006). Keeping an eye on subnational governments: Internal control and audit
at local levels, Working paper: The International Bank for Reconstruction and Development,
The World Bank. https://www.researchgate.net/publication/237112623_Keeping_an_Eye
on_Subnational_Governments_Internal_Control_and_Audit_at_Local_Levels

Barnes, T. D., & Jang, J. (2016). How the size of governing coalitions shape legislative behavior: A
subnational analysis of Argentine legislative chambers, 1992-2009. International Area Studies
Review, 19(4), 301-319. https://doi.org/10.1177/2233865916667867

Benedek, M., Szenténé, K., & Beres, D. (2014). Internal Controls in Local Governments. Public Finance
Quarterly, 59(3), 296-309. https://www.penzugyiszemle.hu/upload/pdf/penzugyi_szemle_
angol/volume_59 2014_3/a_benedek_szente_beres 2014 _3.pdf

Berliner, D., & Erlich, A. (2015). Competing for transparency: Political competition and institutional
reform in Mexican States. American Political Science Review, 109(1), 110-128.
https://doi.org/10.1017/S0003055414000616

51



S. Sutaryo, et al. / Contaduria y Administracién 68 (1) 2023, 25-57
http://dx.doi.org/10.22201/fca.24488410e.2023.3357

Bourdeaux, C., & Chikoto, G. (2008). Legislative influences on performance management reform. Public
Administration Review, 68(2), 253-265. https://doi.org/10.1111/j.1540-6210.2007.00860.x

Britto, D., & Fiorin, S. (2020). Corruption and legislature size: Evidence from Brazil. European Journal
of Political Economy, 65, 101940. https://doi.org/10.1016/j.ejpoleco.2020.101940

Caba Pérez, M. del C., Rodriguez Bolivar, M. P., & Ldpez Hernandez, A. M. (2014). The determinants
of government financial reports online. Transylvanian Review of Administrative Sciences,
10(42), 5-31. https://rtsa.ro/tras/index.php/tras/article/view/15/13

Chalu, H. (2019). The effect of IFMIS adoption on financial reporting quality in Tanzanian local
governments. Business Management Review, 22(2), 1-31.
https://journals.udsm.ac.tz/index.php/bmr/article/view/2797/27794950

Chen, L. H., Chung, H. H. S., Peters, G. F., & Wynn, J. P. J. (2017). Does incentive-based compensation
for chief internal auditors impact objectivity? An external audit risk perspective. Auditing,
36(2), 21-43. https://doi.org/10.2308/ajpt-51575

Christensen, M., & Parker, L. (2010). Using ideas to advance professions: public sector accrual
accounting. Financial Accountability & Management, 26(3), 246-266.
https://doi.org/10.1111/j.1468-0408.2010.00501.x

Cohen, S., & Leventis, S. (2013). Effects of municipal, auditing and political factors on audit delay.
Accounting Forum, 37(1), 40-53. https://doi.org/10.1016/j.accfor.2012.04.002

Cooke-Davies, T. J. (2004). Measurement of organizational maturity: What are the relevant questions
about maturity and metrics for a project-based organization to ask, and what do these imply for
project management research? Project Management Journal, 1-19.
https://www.researchgate.net/publication/242216612_Measurement_of Organizational_Matur
ity What_Are_the_Relevant_Questions_about_Maturity_and_Metrics_for_a_Project-
based_Organization_to_Ask_and_What_Do_These_Imply_for_Project_Management_Researc
h

Dalimunthe, D. M. J. F., & Fadli, I. M. (2015). A study on the impact of government complexity and
regional government’s size on human development index in North Sumatera, Indonesia.
European Journal of Accounting Auditing and Finance Research, 3(1), 1-19.
https://doi.org/10.1377/hlthaff.2013.0625

Das, S. K. (2012). Rethinking public accounting: policy and practice of accrual accounting in government,
Oxford: Oxford University Press.
https://doi.org/10.1093/acprof:050/9780195698336.001.0001

DeSimone, S., D’Onza, G. D., & Sarens, G. (2019). Correlates of internal audit function
maturity, Working Papers Number 1905: College of the Holy Cross, Department of Economics.

52


https://ideas.repec.org/s/hcx/wpaper.html

S. Sutaryo, et al. / Contaduria y Administracién 68 (1) 2023, 25-57
http://dx.doi.org/10.22201/fca.24488410e.2023.3357

https://econpapers.repec.org/paper/hcxwpaper/1905.htm

Eagly, A. H., & Johannesen-Schmidt, M. C. (2001). The Leadership Styles of Women and Men. Journal
of Social Issues, 57(4), 781-797. https://doi.org/10.1103/PhysRevA.67.062713

Egger, P., & Koethenbuerger, M. (2010). Government spending and legislative organization: Quasi-
experimental evidence from Germany. American Economic Journal: Applied Economics, 2(4),
200-212. http://dx.doi.org/10.1257/app.2.4.200

Fine, M. G. (2009). Women leaders’ discursive constructions of leadership. Women’s Studies in
Communication, 32(2), 180-202. https://doi.org/10.1080/07491409.2009.10162386

Gamayuni, R. R. (2018). The effect of internal audit function effectiveness and implementation of accrual
based government accounting standard on financial reporting quality. Review of Integrative
Business and Economic Research, 7(2), 46-58.
http://sibresearch.org/uploads/3/4/0/9/34097180/riber_7-s1_sp_h17-021_46-58.pdf

Garcia-Sanchez, 1. M., Frias-Aceituno, J. V., & Rodriguez-Dominguez, L. (2013). Determinants of
corporate social disclosure in Spanish local governments. Journal of Cleaner Production, 39(1),
60-72. https://doi.org/10.1016/j.jclepro.2012.08.037

Garcia, A. C., & Garcia-Garcia, J. (2010). Determinants of online reporting of accounting information by
Spanish local government authorities. Local Government Studies, 36(5), 679-695.
https://doi.org/10.1080/03003930.2010.506980

Gras-Gil, E., Marin-Hernandez, S., & de Lema, D. G. P. (2012). Internal audit and financial reporting in
the Spanish banking industry. Managerial Auditing Journal, 27(8), 728-753.
https://doi.org/10.1108/02686901211257028

Guillamén, M. D., Bastida, F., & Benito, B. (2011). The determinants of local government’s financial
transparency. Local Government Studies, 37(4), 391-406.
https://doi.org/10.1080/03003930.2011.588704

Halim, A., & Abdullah, S. (2006). Hubungan masalah keagenan di pemerintah daerah: Sebuah peluang
penelitian anggaran dan akuntansi. Jurnal Akuntansi Pemerintahan, 2(1), 53-64.
https://www.researchgate.net/publication/255967655_Hubungan_Dan_Masalah_Keagenan_Di
_Pemerintahan_Daerah_Sebuah_Peluang_Penelitian_Anggaran_Dan_Akuntansi

Harumiati, Y., & Payamta, P. (2014). Pengaruh karakteristik pemerintah daerah dan temuan audit BPK
terhadap kinerja Pemerintah Daerah Kabupaten/Kota di Indonesia tahun anggaran 2011.
ASSETS: Jurnal Akuntansi dan Pendidikan, 3(2), 75-87. http://doi.org/10.25273/jap.v3i2.1244

Harun, H., Van Peursem, K., & Eggleton, 1. (2012). Institutionalization of accrual accounting in the
Indonesian public sector. Journal of Accounting and Organizational Change, 8(3), 257-285.
https://doi.org/10.1108/18325911211258308

53



S. Sutaryo, et al. / Contaduria y Administracién 68 (1) 2023, 25-57
http://dx.doi.org/10.22201/fca.24488410e.2023.3357

Hepworth, N. (2003). Preconditions for successful implementation of accrual accounting in central
government. Public Money and Management, 23(1), 37—-44. https://doi.org/10.1111/1467-
9302.00339

Institute of Internal Auditors. (2009). Internal audit capability model for the public sector. Florida:
Institute of Internal Auditors. https:/iwww.iia.nl/SiteFiles/Commissies/PAS/
8a.%20Public_Sector_FINAL_Overview.pdf

Institute of Internal Auditors. (2014). Internal audit process maturity, Florida: Institute of Internal
Auditors Research Foundations. https://doi.org/10.1057/9781137360014_13

Jensen, N., & Meckling, W. (1976). Theory of the firm: Managerial behavior, agency costs, and capital
structure. Journal of Financial Economics, 3(4), 305-360.
https://www.sciencedirect.com/science/article/pii/0304405X 7690026 X

Kusnadi, Y., Leong, K. S., Suwardy, T., & Wang, J. (2016). Audit Committees and Financial Reporting
Quality in  Singapore. Journal of  Business  Ethics, 139(1), 197-214.
https://doi.org/10.1007/s10551-015-2679-0

Lane, J. E. (2005). Public administration and public management: The principal-agent perspective,
Oxford: Taylor & Francis. https://doi.org/10.4324/9780203029763

Lewis, B. D. (2019). Legislature size, local government expenditure and taxation, and public service
access in Indonesia. Studies in Comparative International Development, 54(2), 274-298.
https://doi.org/10.1007/s12116-019-09278-1

Lewis, B. D., & Hendrawan, A. (2019). The impact of majority coalitions on local government spending,
service delivery, and corruption in Indonesia. European Journal of Political Economy, 58(1),
178-191. https://doi.org/10.1016/j.ejpoleco.2018.11.002

Lismawati, L. (2012). Pengaruh kemampuan sumber daya manusia terhadap keterandalan dan
ketepatwaktuan pelaporan keuangan pemerintah daerah. Jurnal Ekonomi dan Perencanaan
Pembangunan, 4(4), 23-31.

Mansour, N. (2010). The road to IFRS conversion: internal auditing can play a key role in the transition
to a global set of high quality accounting and reporting standards in the United States. Internal
Auditor, 67(3), 50-55. https://go.gale.com/ps/i.do?id=GALE%7CA229069001&sid=
googleScholar&v=2.1&it=r&linkaccess=abs&issn=00205745&p=A0ONE&sw=w&userGroup
Name=anon%7Ee4249288

Maulana, C., & Bestari, D. H. (2015). Pengaruh karakteristik, kompleksitas pemerintahan dan temuan
audit terhadap tingkat pengungkapan wajib LKPD. Accounting Analysis Journal, 4(4), 1-11.
https://doi.org/10.15294/aaj.v4i4.9107

McLeod, R. H., & Harun, H. (2014). Public sector accounting reform at local government Level in

54



S. Sutaryo, et al. / Contaduria y Administracién 68 (1) 2023, 25-57
http://dx.doi.org/10.22201/fca.24488410e.2023.3357

Indonesia. Financial Accountability and Management, 30(2), 238-258.
https://doi.org/10.1111/faam.12035

Mihret, D. G., James, K., & Mula, J. M. (2010). Antecedents and organizational performance implications
of internal audit effectiveness: Some propositions and research agenda. Pacific Accounting
Review, 22(3), 224-252. https://doi.org/10.1108/01140581011091684

Mihret, D. G., & Yismaw, A. W. (2007). Internal audit effectiveness: An Ethiopian public sector case
study. Managerial Auditing Journal, 22(5), 470-484.
https://doi.org/10.1108/02686900710750757

Mir, M., & Sutiyono, W. (2013). Public sector financial management reform: a case study of local
government agencies in Indonesia. Australasian Accounting, Business and Finance Journal,
7(4), 97-117. https://doi.org/10.14453/aabfj.v7i4.7

Miraj, J., & Wang, Z. (2019). Factors influencing the implementation of international public sector
accounting standards in Pakistan. International Journal of Business and Management, 14(9), 15—
22. https://doi.org/10.5539/ijbm.v14n9p15

Muda, 1., Harahap, A. H., Erlina, E., Ginting, S., Maksum, A., & Abubakar, E. (2018). Factors of quality
of financial report of local government in Indonesia. IOP Conference Series: Earth and
Environmental Science, 1-6. https://doi.org/10.1088/1755-1315/126/1/012067

Nogueira, S. P. D. S., & Jorge, S. M. F. (2017). The perceived usefulness of financial information for
decision making in Portuguese municipalities the importance of internal control. Journal of
Applied Accounting Research, 18(1), 116-136. https://doi.org/10.1108/JAAR-05-2014-0052

Pamungkas, B. (2018). Accrual-based accounting implementation in Indonesian’s local governments
compared to other countries’ experiences. Man in India, 98(1), 1-23.
https://www.researchgate.net/publication/326477068_accrual-based_accounting_implementat
ion_in_indonesian's_local_governments_compared_to_other_countries'_experiences

Pettersson-Lidbom, P. (2012). Does the size of the legislature affect the size of government? Evidence
from two natural experiments. Journal of Public Economics, 96(3-4), 269-278.
https://doi.org/10.1016/j.jpubeco.2011.07.004

Rakhman, F. (2019). Budget implementation in a risky environment: evidence from the Indonesian public
sector. Asian Review of Accounting, 27(2), 162-176. https://doi.org/10.1108/ARA-01-2018-
0020

Rodriguez-Garcia, M. J. (2015). Local women’s coalitions: Critical actors and substantive representation
in Spanish municipalities. European Journal of Women’s Studies, 22(2), 223-240.
https://doi.org/10.1177/1350506814549424

Sari, R. P., Hastuti, S., & Tannar, O. (2019). Audit quality based on Internal Audit Capability Model

55



S. Sutaryo, et al. / Contaduria y Administracién 68 (1) 2023, 25-57
http://dx.doi.org/10.22201/fca.24488410e.2023.3357

(IACM) and gender as mediating variabel in the public sector. Journal of Economics, Business,
and Government Challenges, 2(1), 22-38. https://doi.org/10.33005/ebgc.v2i1.61

Sarjono, A. H., & Sulistiadi, W. (2018). Analysis of policy implementation for the improvement capability
of internal government supervisory apparatus (APIP) at inspectorate general of ministry of
health. Journal of Indonesian Health Policy and Administration, 3(1), 1-8.
https://doi.org/10.7454/ihpa.v3il1.2104

Sholeh, M. A., & Dewi, F. G. (2017). Pengaruh karakteristik Aparat Pengawasan Intern Pemerintah
(APIP) terhadap implementasi Sistem Akuntabilitas Kinerja Instansi Pemerintah (SAKIP).
Jurnal Akuntansi dan Keuangan, 22(2), 188-208.

Suharyanto, A., Sutaryo, S., Mahullete, Y. C., Meiria, E., & Supriyono, S. (2018). Internal control and
accountability of local government performance in Indonesia. KnE Social Sciences, 3(8), 538—
559. https://doi.org/10.18502/kss.v3i8.2531

Suparman, M., Siti-Nabiha, A. K., & Phua, L. K. (2015). Public sector accounting reforms: Assessing
Indonesia’s readiness towards implementing accrual accounting. Problems and Perspectives in
Management, 13(2), 296-303. https://www.businessperspectives.org/images/pdf/applications/
publishing/templates/article/assets/6731/PPM_2015_02spec.issue_M_Suparman.pdf

Suryatin, S., Anugerah, R., & Indrawati, N. (2019). Pengaruh sumber daya manusia, ketersediaan
infrastruktur, komitmen pimpinan, dan keteladanan pimpinan terhadap tingkat maturitas sistem
pengendalian intern pemerintah (Studi pada Pemerintah Daerah Kabupaten Indragiri Hulu).
Pekbis Jurnal, 11(1), 43-54. https://pekbis.ejournal.unri.ac.id/index.php/JPEB/article/view/
7268/6403

Sutaryo, S., & Sinaga, D. (2018). Government internal control system maturity: The role of internal
guidance and external control of local government in Indonesia. Jurnal Akuntansi dan Investasi,
19(1), 24-35. https://doi.org/10.18196/jai.190189

Teruki, N. A., Nyamori, R. O., & Ahmed, K. (2019). Financial disclosure practices among Malaysian
local authorities: a case study. International Journal of Public Sector Management, 5(1), 121
138. https://doi.org/10.1108/1JPSM-05-2017-0138

Thomas, K., & Purcell, A. J. (2019). Local Government Audit Committees: A Behaviour Framework for
Effective Audit Committee Performance. Australian Accounting Review, 29(2), 418-437.
https://doi.org/10.1111/auar.12229

Toding, M., & Wirakusuma, I. M. (2013). Faktor-faktor yang memengaruhi ketepatwaktuan penyampaian
laporan  keuangan. E-Jurnal  Akuntansi  Universitas Udayana, 3(3), 15-31.
https://ojs.unud.ac.id/index.php/Akuntansi/article/download/5657/4295/

Urbanik, V. (2016). Making Internal Control a Priority in Local Government. The Journal of Government

56



S. Sutaryo, et al. / Contaduria y Administracién 68 (1) 2023, 25-57
http://dx.doi.org/10.22201/fca.24488410e.2023.3357

Financial Management, 65(3), 20-25.

Utama, F. R., Evana, E., & Gamayuni, R. R. (2019). The effect of local government characteristics on
performance of local government administration. International Research Journal of Business
Studies, 12(2), 197-208. https://doi.org/10.21632/irjbs.12.2.197-208

van Looy, A., de Backer, M., & Poels, G. (2011). Defining business process maturity. A journey towards
excellence. Total Quality Management and Business Excellence, 22(11), 1119-1137.
https://doi.org/10.1080/14783363.2011.624779

van Rensburg, J. O., & Coetzee, P. (2016). Internal audit public sector capability: A case study. Journal
of Public Affairs, 16(2), 181-191. https://doi.org/10.1002/pa.1574

Wahyudi, 1. (2019). Analisis kualitas implementasi akuntansi berbasis akrual. Jurnal Perbendaharaan,
Keuangan Negara dan Kebijakan Publik, 4(1), 13-22. https://doi.org/10.33105/itrev.v4il1.112

Winarna, J., Muhtar, M., Sutaryo, S., & Amidjaya, P. G. (2021). Government Internal Control System
and Local Government Administration Performance: Evidence from Indonesian Local
Governments. Public Finance Quarterly, 66(2), 88-107.
https://doi.org/10.35551/PFQ 2021 S 2 5

Woulandari, I., & Bandi, B. (2015). Pengaruh e-government, kapabilitas APIP dan persentasi peneyelesaian
tindak lanjut terhadap opini laporan keuangan pemerintah daerah di Indonesia. Jurnal Akuntansi
dan Bisnis, 15(2), 148-157. https://doi.org/10.20961/jab.v15i2.184

Yasin, M., Artinah, B., & Mujennah, M. (2019). Analysis of internal control in enhancing performance’s
accountability in local government work unit through risk-based audit (ISA). Advances in
Economics, Business and Management Research, 64(1), 80-87.
https://doi.org/10.2991/piceeba2-18.2019.11

Yusof, N. A. Z. M., Haron, H., & Ismail, I. (2018). Internal audit capability level: Case studies of state,
state statutory body and public university organizations in Malaysia. International Academic
Journal  of  Accounting  and Financial Management,  05(02), 110-130.
https://doi.org/10.9756/iajafm/v5i2/1810021

Yusof, N. A. Z. M., Haron, H., Ismail, I., & Hock Chye, O. (2019). Independence of internal audit unit
influence the internal audit capability of Malaysian public sector Organizations. KnE Social
Sciences, 2019, 1230-1253. https://doi.org/10.18502/kss.v3i22.5122

57



