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 RESUMEN 

 

Esta investigación examina la responsabilidad 

financiera de los gobiernos locales, basada en los 

estados financieros auditados del gobierno regional. 

Los datos recopilados de los estados financieros se 

centraron en los fondos de la aldea transferidos del 

Gobierno Central a los gobiernos locales en la 

provincia de Papua, Indonesia. Las autoridades 

regionales funcionan como intermediarios para 

transferir los fondos a las aldeas. Se aplica un análisis 

de contenido cualitativo, utilizando criterios de las 

Normas de Contabilidad Financiera del Gobierno 

(GFAS). El análisis revela que los informes financieros 

todavía tienen muchas deficiencias; casi todos los 

informes no utilizan el GFAS. Se concluye que las 

insuficiencias de los informes indican el déficit de 

responsabilidad financiera.  
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ABSTRACT  

 

This research examines the financial accountability of 

local governments, based on the audited Regional 

Government Financial Statements. Data collected from 

the financial statements focussed on the village funds 

transferred from the Central Government to local 

governments in Papua Province, Indonesia. The 

regional authorities function as intermediaries to 

transfer the funds to villages. For analysis, the research 

applies a qualitative content analysis, using criteria from 

the Government Financial Accounting Standards 

(GFAS). The analysis reveals that financial reports still 

have many deficiencies; almost all reports do not utilise 

the GFAS. The study resolves that insufficiencies of 

reporting indicate the shortfall of financial 

accountability. 
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INTRODUCTION 
 

The financial decentralization literature reveals the transfer of funds from the central government to 

regional governments. The literature describes that the central government allocates funds to the local 

governments for carrying out development and for providing public services to the local communities. The 

theory of decentralization explains that local governments understand the situation and problems to serve 

citizens better than the central government. Local governments can work more swiftly and answer to the needs 

of citizens (Oates, 1993). 

According to Martinez-Vazquezet al. (2017) the study of fiscal decentralization has received much 

attention from researchers for three reasons. First, there is the widespread belief that fiscal decentralization is 

an effective policy to improve the efficiency of public spending. Second, fiscal decentralization can fix the 

failures of a centralized bureaucracy under the ruling political regimes in some developing countries. Third, 

fiscal decentralization can break the grip of the central government on the regional economy, especially 

regions rich in natural resources. 

Since 1999, the fiscal decentralization policy in Indonesia began. This policy gives authority to regional 

governments to finance regional affairs regulated in the Law on Regional Government (Law 22/1999). In the 

same year the Law on Central and Regional Financial Balance (Law 25/1999) was issued, which became the 

basis for implementing fiscal decentralization1.  

The Indonesian government transfers several types of funds to local governments. Since 1999, the 

government has transferred the General Allocation Fund (DAU), the Tax and Non-Tax Profit Sharing Fund 

(BHPBP), the Special Allocation Fund (DAK), the Special Autonomy Fund (DOK) and several other types. 

Transfer funds have a substantial contribution to the regional budget. The Ministry of Finance noted 66 per 

cent of regional income came from transfer funds in the fiscal year 2017 (Kementerian Keuangan, 2017). 

Since 2015, the Government of Indonesia has extended the practice of fiscal decentralization by 

transferring funds to the village governments. The Government rules the village funds by the enactment of 

Law Number 6 of 2014 concerning Villages (Law 6/2014). The Village Fund (Dana Desa, DD) is a transfer 

fund from the Government’s national budget provided to village authorities throughout Indonesia. The funds 

are sent to the district/city budget to be forwarded to the village governments. Distribution of DD is not direct 

to the village governments. This phenomenon is decisive considering there are district / city governments 

channeling the distribution. 

The presence of district/city entities as intermediaries in transferring funds can cause financial 

accountability problems. Most local government entities still have problems with financial accountability. About 

75 per cent of audit reports on the Regional Government Financial Report (LKPD) in Papua Province still have 

a disclaimer opinion. The opinion indicates a lack of accountability and financial transparency. The leading 

causes of this problem are ineffectiveness of the Internal Control System (SPI), non-compliance with 

regulations, poor quality of human resources, lack of leadership commitment, and lack of supporting 

technology (Harun & Kamase, 2012). 

Accountability of village funds in this study is defined as the appropriateness of presentation and 

disclosure of funds in the Regional Government Financial Report (LGFR or LKPD). This report is annually 

audited by the Supreme Audit Board of Indonesia (SAI or BPK), which then issues a Financial Audit Report 

(FAR or LHP). 

The imprecision of financial accountability is seized as the foremost reason for this research. Financial 

accountability and management of public funds are among the most sensitive aspects of government activity 

in democracies. For Indonesia, since 2003, this country entered a new era in directing and controlling 

government finances. In that year, Indonesia enacted the State Finance Law (Law 17/2003), followed by two 

                                                           
1Both laws have changed, most recently with Law 24 of 2014 concerning Regional Government, and Law 33 of 2004 concerning Fiscal 
Balance of the Regional Center. 
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other laws governing the country's National Treasury  (Law 1/2004) and Audits and Financial Management 

(Law 15/2004). 

Accounting and auditing infrastructures are the primary vehicles in advancing the accountability of 

government finances. Chan emphasized that government financial accounting and reporting aim to protect 

and control public money and carry out accountability(Chan, 2003). To drive financial accountability, 

accounting and financial reporting regulate with government accounting standards. This standard consists of 

some criterion for assessing the accountability practiced by many countries(Allen, 2002). 

The literature cites some definitions of financial accountability but is still changing. Every individual paper 

formulates the definition according to its operational needs. Premchand explains that the definition keeps on 

changing(Premchand, 1999). For this paper, financial accountability is interpreted as compliance by financial 

managers in preparing and submitting financial reports to stakeholders and the general public. This 

accountability can be measured by the criteria of conformity with government accounting standards and the 

adequacy of the information presented. Financial accountability is designed to furnish information to the public 

about government financial conditions and performance, service efforts, and achievements. The urgency of 

the topic is among others revealed by the practice of non-compliance with regulations including the possibility 

of misuse of public funds. To analyze the issue, the author elaborates the assessment criteria from the 

Government Financial Accounting Standards (GFAS) applied in Indonesia. 

The research topic of fiscal decentralization has received much attention in economics, government 

administration and politics. Numerous studies illustrate the practice of devolution in developed and developing 

countries. The impact of fiscal decentralization on poverty, economic growth, income distribution, education 

and health services has been well documented in numerous publications publications (Kis-Katos & Sjahrir, 

2017). The misuse and corruption of transfers funds have also got the attention of some scholars(Rinaldi, 

Purnomo, & Damayanti, 2007). However, the success of fiscal decentralization studies has not been 

accompanied by accountability and transparency research. For researchers in government financial 

accounting, this topic is momentous to add to the information of  "how can misuse and corruption occur in the 

process of transferring funds between government entities?" 

 

 

METHODS 
 

This research practices a case study strategy as a means to provide a deeper understanding of how 

specific organizations as a unit of analysis choose a new accounting system. Yin (2017) proposed that a case 

study approach can be applied to develop and form theories. In contrast to quantitative approaches, a 

qualitative approach is designed to explain why and how issues connect to particular settings. The use of the 

method has previously appeared in various accounting studies investigating accounting changes in an 

organization(Feng, Cummings, & Tweedie, 2017).  

The present study gained data from three kinds of documents: regulations of village funds, financial audit 

reports, and data from the Central Statistics Bureau. There were 87 audit documents utilized in the study. The 

reports belong to 29 local governments issued in three reporting years of 2015-2017. The statements were 

obtained from the Central Office of Supreme Audit Institution (BPK), Jakarta. The report consists of three 

books: Book I comprises the Local Government Financial Report, Book II holds audit results of the Internal 

Control System, and Book III contains the Compliance Audit Report. 

Other documents used are regulations. Three regulationshave become fundamental references for DD 

management, namely: 

(1) The provision on village financial management from the Ministry of Home Affairs; 

(2) The rules on the priority usage of village funds, from the Ministry of Villages, Development of 

Underdeveloped Regions, and Transmigration;  
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(3) The procedures for allocation, distribution, use, monitoring and evaluation from the Ministry of 

Finance. 

In order to collect and analyze the data from the reports, the research built up selection criteria applying 

the Government Financial Accounting Standards. Three standards are to apply in providing sufficient 

information in the LGFR, namely: 

 Standard Number 3 on Cash Flow Report  (GFAS No. 3) 

 Accounting Bulletin Number 14 on Cash Accounting 

 Accounting Bulletin Number 21 concerning Accounting of Transfer Fund.  

This study analyzes reports and regulations using a qualitative content analysis approach. Some 

accounting studies already practiced this method (Guthrie & Abeysekera, 2006).Hsieh and Shannon 

suggested three approaches to qualitative content analysis, namely conventional, directed, and 

summative(Hsieh & Shannon, 2005). The conventional method analyzes and categorizes information into 

concepts (constructs) with coding derived directly from text data. A directional approach starts the analysis by 

selecting concepts from theories or research findings, which then become the basis of coding. Summative 

content analysis involves the calculation and comparison of content, followed by the interpretation of the 

context in which the research is based. 

 

 

RESULTS AND DISCUSSION 
 

The villages’ funds 

The Indonesian Government allocates village funds from the national budget. The funds increase every 

fiscal year. Starting in 2015, the Government sent funds around Rp.20,766 trillion (US$ 1,473 billion), 

increasing to Rp.46,982 trillion (US$ 3,332 billion) in 2016. The figure continued increasing and reached Rp.70 

trillion (US$ 4,965 billion) for the fiscal year 2019. The Government allocates village funds at 10 per cent from 

the total transfer funds to the local governments (on top) (Government Regulation 60/2014). In 2019, each 

village is estimated to receive around Rp.934 million (US$ 66,235) (Ministry of Finance, 2018). 

The primary purpose of transferring funds to villages is to encourage citizen participation for development. 

The argument is that development should begin from the kampongs because the majority of Indonesians live 

in villages. A sizable part of the population in the villages is still trapped in absolute poverty. According to the 

Central Bureau of Statistics, the number of poor people in the year 2018 was 25.67 million people, 61 per cent 

of whom living in rural areas (Central Bureau of Statistics, 2019). The distribution of village funds, according 

to President Jokowi, is a form of state policy towards "building from the periphery." (Rusdiyanta & Yono, 2018). 

The Government's expectation to provide funds for villages is to continue encouraging the independent 

development of communities and move out of poverty. The Government expects that local governments can 

manage the DD  properly by spending, supervising and reporting the funds according to laws and regulations. 

The regulations provide stages, principles and standards to follow by local governments. In the reporting stage, 

regional authorities should apply the Government Financial Accounting Standards, the regulation of financial 

accounting and reporting in Indonesian governments. Hence, the research adopts the compliance with 

Standards as the measure of financial accountability. A great deal of previous research into financial 

accountability has focused on accounting standards standards (Ellwood, 2003). 

 

Village funds for Papua 

Similar to other provinces, the districts and cities in Papua began to get DD since 2015. Total funds 

obtained is about US$1.316 billion, for the fiscal years 2015-2019 (Table 1). Over the past five years, two 

districts got more than US$100.000, namely Tolikara and Yahukimo; however, some only received US$5.000. 

On average every kampong gets US$68.000 for one fiscal year.  
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No Local Goverment 2015 2016 2017 2018 2019 Total

1 Asmat 4.446         9.961         12.682       10.418       17.515       55.022       

2 Biak Numfor 4.741         10.626       13.539       12.834       14.377       56.117       

3 Boven Digoel 2.403         5.387         6.870         7.654         9.660         31.974       

4 Deyai 773            3.219         4.098         4.400         6.602         19.092       

5 Dogiyai 1.690         3.792         4.756         4.945         8.041         23.224       

6 Intan Jaya 2.174         4.899         6.166         6.538         9.669         29.447       

7 Jayapura 2.730         6.118         7.757         7.941         9.138         33.684       

8 Jayawijaya 6.209         13.927       17.822       17.087       19.906       74.952       

9 Keerom 1.871         4.241         5.357         6.036         7.054         24.559       

10 Kepulauan Yapen 3.044         6.828         8.666         8.488         9.624         36.650       

11 Lanny Jaya 6.734         15.113       19.178       17.475       20.737       79.236       

12 Mamberamo Raya 1.601         3.617         4.602         5.615         7.437         22.873       

13 Mamberamo Tengah 1.443         3.249         4.126         4.560         6.280         19.659       

14 Mappi 3.310         7.404         9.364         9.593         12.831       42.503       

15 Merauke 3.846         8.537         10.706       12.941       15.640       51.670       

16 Mimika 2.719         6.094         7.672         8.707         10.405       35.598       

17 Nabire 1.542         3.450         4.367         5.453         6.435         21.247       

18 Nduga 4.777         10.718       13.675       12.577       15.200       56.946       

19 Paniai 1.685         9.398         11.980       12.298       13.172       48.533       

20 Pegunungan Bintang 5.448         12.218       15.560       15.533       17.963       66.723       

21 Puncak 1.954         9.403         11.972       11.814       14.549       49.692       

22 Puncak Jaya 5.862         13.152       16.792       17.273       19.893       72.972       

23 Sarmi 2.009         4.449         5.564         5.948         7.023         24.993       

24 Supiori 860            1.933         2.402         2.419         2.997         10.611       

25 Tolikara 10.118       22.698       28.832       25.917       29.753       117.318     

26 Waropen 2.026         4.549         5.806         5.954         7.303         25.638       

27 Yahukimo 9.507         21.312       27.238       25.385       28.790       112.233     

28 Yalimo 5.731         12.906       16.355       14.881       17.253       67.126       

29 Jayapura city 394            888            1.127         1.310         1.830         5.549         

Total 101.649     240.086     305.032     301.996     367.077     1.315.840 

Source: Details of Village Funds per district/city for the period 2015 - 2019, Ministry of Finance, Indonesia

The growth index of the funds has increased, except in the 2017-2018 period (Figure1). The trend shows 

that every year the funds increase by US$59.000.  

 

Table 1 Distribution of village funds for local governments, 

Papua Province - Period 2015 - 2019 (thousand US$) 

 

  

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Every year the value of village fund transfers to districts and cities in Papua continues to grow. Figure 1 

displays the coefficient increase of the transfers about US$59,277 thousand. However, the rise did not evenly 

distributed to all local governments. Some districts increased as high as 4 thousand dollars per year, such as 

Yahukimo and Tolikara; but some risen only 500 dollars, Jayapura City and Supiori district. The difference is 

due to the number of villages, the price expensiveness, and the population. 

 

Figure 1- Growth of village funds in 

Papua Province for the fiscal years 2015-2019 

 

 

 

 

 

 

 

 

 

 

 

 

Notes: Vertical line - funds in US$ - thousand, horizontal line - Fiscal Year (FY) 
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In contrast to the transferred funds for every local government entity, if we measure the funds for each 

village, it turns out that villages in Jayapura City seize the highest amount. Everyvillage in Jayapura City 

received, 60 per cent higher funding than the average village in Papua (Figure 2). This is because the number 

of villages in Jayapura City is only 14 entities. A small number compared to some districts with 500 villages, 

like Tolikara and Yahukimo.  

 

Table 2 - The difference in transferred funds to villages by district/city (period 2015 - 2019) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Notes: Vertical line - funds in US$ 

 

Obligations of the Districts/City 

To ensure that funds are well managedand reported, the Central Government regulates the 

implementation to be applied by local governments. The local governments are to obey the regulations 

covering the state of budget, allocation, distribution, implementation, reporting, monitoring and evaluation. 

 Budgeting. Each district/city has to prepare a budget plan for the next year. Budget values refer 

to budget allocations determined by the Government - the Ministry of Finance. The budget is presented as a 

target in the Budget Realization Report (LRA). 

 Allocation. The allocation arrangements, the funds' calculation for each village, are determined by 

the regulations of the regional head. The provision refers to the decision of the Ministry of Finance.The 

allocation has three parts, namely the primary allocation, affirmations allocation, and formula allocation. The 

primary allocation limits the minimum amount for any village, while the formula and affirmation allocations 

apply the variables of poverty, population size, and price of construction materials. The amount of formula 

allocation is calculated with the following weights: 10 per cent for the population variable, 50 per cent for the 

poverty rate, 15 per cent for the total area; and 25 per cent for geographic difficulty levels. 

 Distribution. Furthermore, the district/city government distributes the funds according to the 

schedule from the State Treasury: March, July and October. If the local Government receives the funds, they 

have to transfer them to the villages immediately - no later than seven working days. For remote areas, which 

have not yet been reached by banking services, the regional head can determine a special arrangement. If 

local governments are not compliant in distributing funds to villages, they may be subject to sanctions from 

the Government by delaying the General Allocation Funds (GAF or DAU) or Revenue Sharing Funds (RSF or 

DBH). 
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 Implementation. The Central Government2 regulates the priority usage of funds. For deployment 

in their respective regions, regional heads set the use of funds by preparing the Technical Guidelines for the 

Use of Funds. The Guideline applies to regulations issued by the Government. 

 Reporting. District/city governments should spend time to facilitate villages to prepare 

accountability reports. Also, local governments provide semester reports to the Government. 

 Monitoring and evaluation. Local governments are also required to monitor and evaluate the 

Remaining Budget Calculation (SiLPA). The amount of SiLPA reveals the portion of funds that have not been 

used by the village governments. A high amount ofSiLPA means the use of funds is not optimal. If the SiLPA 

reaches 30 per cent, the regional head is obliged to (1) request an explanation from the village head regarding 

the SiLPA, and (2) ask the inspectorate to conduct an audit. The problem of SiLPA can cause delays of  

DDtransfer. 

 

The Accountability of village funds  

The Government of Indonesia rules all government entities to prepare and present financial reports since 

2005. These responsibilities are set out in Government Financial Accounting Standards, established in the 

Government Regulation Number 24, 2004. Next, the standards were replaced with accrual-based Government 

Financial Accounting Standards stipulated in Government Regulation Number 71, 2010. 

Accrual-based accounting standards require all government units preparing and reporting seven types of 

reports. The reports are Budget Realization Report (BRR), Statement of Changes in the Excess Budget 

Balance (SEB), Operating Statement (OS), Statement of Changes in Equity (SCE), Balance Sheet, Cash Flow 

Statement  (CFS), and Notes to Financial Statements (Notes). This study analyzes the contents of five reports 

- BRR, OS, Balance Sheet, CFS, and Notes. The other two reports excluded from the analysis because they 

only contain change summary of other reports - the LRA, and the SEB summarizes the BRR and SCE 

summarizes the OS. 

 

Disclosure in the Cash Flow Statement 

Local governments administer cash receipts and disbursements through the Regional Cash.At the end of 

the fiscal year, the government prepares a Cash Flow Statement (CFS)which presents information on cash 

inflows and outflows. There are four types of cash flows, namely operating activity cash flow, investment 

activity cash flow, financing activity cash flow, and temporary cash flow (non-budget cash flow). 

The standardnumber 3 on Cash Flow Report states that the receipt and disbursement of village funds 

should be disclosed in the "Temporary Cash Flow" section (criterion 1). Furthermore, the funds should be 

named "Village Funds" (criterion 2). 

The analysis for the Cash Flow Statement found: 

 None of the Cash Flow Reports presented the funds following the GFAS - the receipt and 

distribution of the funds should be disclosed in the Temporary Cash Flow section. 

 More than 60 per cent of the Cash Flow Report mixed the funds with other transferred funds from 

the central government. We, therefore, cannot identify the amount of DD from these reports. 

 More than 85 per cent of the disbursement funds did not specifically mention the name "Village 

Funds" in the Cash Flow Report. 

From the above analysis, the paper concludes that most of the Cash Flow Reports under the study did 

not present DD information noticing the SAP. The users of such reports could not be able to gain enough 

information, such as the DD balances. This case suggests that accountability of the funds is not appropriately 

stated in the Cash Flow Statements. 

 

                                                           
2Under the control by the Ministry of Villages, Disadvantaged Regions and Transmigration. 
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Disclosure in the Budget Realization Report 

The Budget Realization Report (BRR)shows an overview of regional revenue and expenditure prepared 

on the cash basis accounting. This report compares the targets and realization in the current year and the 

realization of the previous year. 

Accounting Bulletin Number 21 concerning Accounting of Transfer Funds instructs the presentation of DD 

in the BRR. The Bulletin regulates that DD receipts are disclosed in the Other Central Government Transfers 

section, under the "Village Funds" account (criterion 3). The distribution is disclosed in the Village Transfer 

section, under the account name "Village Fund Distribution" (criterion 4). 

The analysis of the Budget Realization Report found: 

 Only one district, Jayawijaya, consistently followed Bulletin Number 21 (criterion 3 and 4) during 

the three reporting years. Starting in 2016, five other districts located close to Jayawijaya met the criteria. 

Asmat and Jayapura City met the criteria in the year 2017. 

 Most local governments mixed the DD with other funds transferred from the Central Government. 

Users of financial reports could not find specific information in such a report.   

The analysis suggests that most of the Budget Realization Reports have not met criteria 3 and 4. Most of 

the reports are not following Bulletin Number 21 on Accounting of Transfer Funds. In the end, it can be said 

that the financial accountability of the funds is not well considered. 

 

Disclosure in the Operating Statement 

The Operating Statement (OS) is a mandatory report in the accrual base accounting. The report presents 

income and expense transactions that change the equity funds of a government entity. Income transactions 

rise the equity funds, while the expense transactions reduce the equity funds. 

In the DD transferred mechanism, the district and city only act as agents to distribute the funds for villages. 

They are not allowed to use the funds for their daily operation. The accounting standards (Bulletin 21) rule 

that the DD does not change the equity funds, so they should not report the funds in the OS (criterion 5). When 

a local government entity reports the funds in the OS, they are likely to claim the funds as their own equity 

and to report low or high equity funds. 

The analysis of the OS reports found: 

 The Asmat District obeyed the Accounting Bulletin 21 that the village funds are not changing the 

equity funds. So Asmat District met criterion 5. 

 Other 28 local government reported that the village funds received from the Central Government 

as an income. They also reported the transfer funds to the villages as an expense.     

Based on criterion 5, only one out of twenty-nine local governments disclose proper Operating 

Statements. Most local governments account the funds transferred from Central Government as their income 

and transfer to villages as an expense. The result is that the equity funds are misstated - higher or lower than 

the real position. Criterion 5 is not met. 

 

Disclosure in the Balance Sheet 

A balance sheet is a financial report about the position of assets, liabilities, and equity at a specific date. 

Bulletin 14 on Cash Accounting explains that a portion of cash not belonging to the government should 

be disclosed in the debit side as "Restricted Cash Account"  in the Non-Current Assets group (criterion 6).  

The credit account is "Debt to the Village Government - Village Funds", disclosed in the short-term debt section 

(Bulletin 21) (criterion 7). 

After tracing the contents of the balance sheet, the study foundthat: 

 Asmat's balance sheet met the requirement of criterion 6 -  disclosed untransferred fund in the 

"restricted cash account" for the year 2017. 
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 Amazingly Asmat's report did not disclose the contra or credit account, "Debt to the Village 

Government - Village Funds" (criterion7)   

 Other local governments did not present DD balances in the Balance Sheet. It is not clear, however, 

whether the funds have been fully transferred or not. The accounting staff might not recognize how to present 

such information in the balance sheet. 

From the tracing of the Balance Sheet, it is found that the reports can mislead the users. They might think 

that funds have already been fully transferred, but in fact, some balances are still in the local governments. 

So, most Balance Sheet reports do not fulfill criteria 6 and 7. Based on these findings, it is concluded that the 

Balance Sheets have not adequately maintained the accountability of local governments. 

 

Disclosure in the Notes to Financial Statements 

Notes to the Financial Statements (Notes) is a narrative explanation of the financial statements: Report 

on Realization of Budget, Report on Changes in Balance Budget, Operational Report, Report on Changes in 

Equity, Balance Sheet, and Cash Flow Report (PP 71/2010). CaLK also includes information about the 

accounting policies adopted by reporting entities and other information required by the GFAS. 

Minimum disclosure of DD in CaLK should contain the untransferred balance, split down by villages 

(criterion 8). 

The CaLK tracking recorded: 

 Only two CaLK revealed the cash balance: CaLK of Asmat and Jayawijaya districts. The CaLK also 

clarifies details of villages not receiving the funds in the years of 2016 and 2017. 

 No CaLK disclose any Village Fund Debt. 

From the analysis of the Notes, there was not enough information to support the financial accountability 

of DD - indicating criterion 8 is not met. 

 

Reasons for accountability deficiencies 

The low accountability of village funds can be traced through four factors. The factors are the quality of 

human resources, lack of information technology, lack of internal and external audits, and a culture of 

forgiveness. 

The first factor is human resources. In recent years, there has been an increasing amount of literature 

stating the shortfall of accounting staff in Indonesia (Harun, An, & Kahar, 2013).Numerous accounting staff in 

local governments do not have an education in accounting, so they simply rely on short training (Basri & 

Nabiha, 2014). There are not enough accounting staff to master the complex problems of the accounting 

standards. Such complex problems are regularly caused by the change of standards. Standards often change 

to harmonize with the new financial policies of the Government(Kaplan & Ruland, 1991). As an example, the 

policies of village fund transfers from the Government to local governments, which came into effect since 2015 

brought a new standard, Bulletin 21 on Accrual-based Transfer Funds. This new standardis not widely 

acknowledged and practiced by the local governments' accountants.  

The second factor is information technology (IT). Any local government financial reports are generated 

from a Local Government Accounting System (LGAS or SAPD). Report compilation is no longer prepared 

manually, but with a computer application system. This computer application system needs to be adjusted to 

any new standard. If a new standard is introduced, a local government needs to adjust the LGAS immediately. 

The lack of programmers to resolve the LGAS according to the new standards soon brings another problem 

to the preparation of financial reports. Most local governments in Papua still lack experienced programmers, 

so they have to hire the IT consultants from outside Papua.Indonesia still had difficulty meeting the needs of 

IT experts, because around 75 per cent of graduates worked in industries that were engaged in non-IT fields 

(kompas.com,25/11/2013).  
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The third factor is internal and external auditors. In Indonesia, the Ministry of Home Affairs’ Regulation 

concerning Guidelines for Reviewing Local Government Financial Reports (Permendagri 4/2008) states that 

the internal auditors are required to review the financial statements before being audited by external auditors. 

This provision implies that internal auditors should have the ability to review the suitability of the reports; 

however many internal auditors have not been effective in conducting this review due to their limited 

competencies. Also, the external auditors of SAI have some restrictions to audit the financial reports because 

of the wide scope audit and the time limitation for audit activities (IAB, 2016). 

The fourth factor is the culture of forgiveness. Some policies implemented in Papua are often followed by 

a coaching stage. Coaching stage means the execution of a program still in the preliminary process, and it 

needs some time to be thoroughly evaluated. When there is a problem in the implementation, it is often 

associated with the "coaching stage". It is the same when something is wrong with the implementation of 

accounting standards; it needs to be forgiven. Some recent studies suggest that forgiveness is an 

interpersonal process that focuses on behavior, such as reconciliation, which leads to the restoration of social 

harmony. The forgiveness is also often used as an euphemism covering up corruption(Flicker & Bui, 2018; 

Znoj, 2017).The forgiveness is also often used as an euphemism covering up corruption (Szeftel, 1998). 

 

 

CONCLUSION 
  

In conclusions, the lack of accountability in village transfer funds are, on the one hand, a consequence of 

the mismatch between accounting standards set by the Central Government and accounting capabilities in 

the local governments. On the other hand, this lack of accountability opens up opportunities for undetectable 

corruption on various levels of government. The fact that the total amounts spent for village transfer funds are 

rising spectacularly every year despite a near-total lack of accountability – at least in the province of Papua 

raises questions of responsibility within the ministry of finance itself. 

The study of financial accountability is a research topic that continues to get attention. Analysis of financial 

accountability is quite likely to expand due to the availability of audited financial reports from the Supreme 

Audit Institution (SAI).Criteria applied in the research can be enhanced using the same Government 

Accounting Standards. In doing so, other researchers are encouraged to add more criteria. This study signals 

an alternative way to examine financial accountability by using audited financial statements, which are now 

available from Indonesia's SAI. 
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