
Ilomata International Journal of Management 
P-ISSN: 2714-8971; E-ISSN: 2714-8963 

Volume 5, Issue 4, October 2024 

Page No: 1278-1289  
 

1278 | Ilomata International Journal of Management                  https://www.ilomata.org/index.php/ijjm  

Factors Affecting the Quality of Palembang Regional Government Financial 

Reports in South Sumatra, Indonesia 

 
Bakti Setyadi1, Sulaiman Helmi2, Isna Khorul Azizah3, Dewi Sartika4 

1234Universitas Bina Darma, Indonesia 
Correspondent: bakti.setyadi@binadarma.ac.id1 

 

Received : June 20, 2024 

Accepted : August 20, 2024 

Published : October 31, 2024 

 

 

Citation: Setyadi, B., Helmi, S., Azizah, I, K., 
Sartika, D. (2024).  Factors Affecting the 
Quality of Palembang Regional Government 
Financial Reports in South Sumatra, 
Indonesia. Ilomata International Journal of 
Management, 5(4), 1278-1289.       
https://doi.org/10.61194/ijjm.v5i4.1250   

 

 
 

 

ABSTRACT: This research aims to identify the factors 
influencing the quality of the Palembang regional 
government's financial reports. The factors examined include 
the application of Government Accounting Standards, the 
Internal Control System, Human Resources Competency, 
and the Role of Internal Audit. The study employs a 
qualitative research method with data collected through 
interviews. The findings reveal that the application of 
Government Accounting Standards, the Internal Control 
System, Human Resources Competency, and the Role of 
Internal Audit significantly affect the quality of the financial 
reports. The implications of this research suggest that local 
governments should enhance the implementation of 
Government Accounting Standards, strengthen the Internal 
Control System, improve Human Resources Competency, 
and optimize the role of internal audit to elevate the quality 
of financial reports. 
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INTRODUCTION 

The preparation of financial statements is guided by specific normative requirements to ensure 

that these reports offer valuable insights for users. As the principal output of the accounting 

process, financial reports are critical for decision-making, providing key information on financial 

status, performance, and cash flow (Buono & Suryanto, 2022) . In response to the growing demand 

for effective governance, both central and regional governments are focusing on enhancing public 

accountability (Ellitan, 2020). This emphasis has led to efforts to improve the quality of financial 

reports by incorporating comprehensive financial information for diverse stakeholders (Sahoo, 

Saraf, & U(Varga, 2017)chil, 2022). Such improvements are intended to enhance the quality, 

credibility, and presentation of annual financial reports, thereby advancing transparency and 

accountability in regional financial management (Gai, Qiu, & Sun, 2018). Within this context, 

regional work units (SKPD) are tasked with reporting their income, expenditures, assets, and non-

cash transactions. 
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The effectiveness of regional financial reports is notably influenced by internal audits. The 

Regional Government Financial Report is designed to deliver essential information about the 

financial state of regional governments and their transactions during the reporting period (Setyadi, 

Helmi, & Mohammad, 2023). To ensure effective, efficient, transparent, and accountable public 

fund management, the Government Internal Control System is widely applied (Rosli, Yahya, & 

Halim, 2023; Stern, Mäkinen, & Qian, 2017). This system mandates oversight by ministers, 

institution heads, governors, and mayors, based on SPIP guidelines. 

However, data from the Audit Board of Indonesia indicates persistent issues due to inadequate 

internal control systems within both central and regional governments (Safriansah, Zukhri, & 

Andriyansah, 2021). Non-compliance by employees or managers and substandard regional 

financial management are common problems (Zornberg, Azevedo, Sikkema, & Odgers, 2017). 

The Audit Board of Indonesia evaluates the Regional Government Financial Report annually, 

using a standardized format and issuing one of four opinions: Unqualified Opinion Qualified 

Opinion, Adverse Opinion, and Disclaimer of Opinion. Notably, the Palembang City Economic 

Report has consistently received an Unqualified Opinion, reflecting high quality, transparency, and 

adherence to State Accounting Standards. 

This research aims to investigate the impact of SAP implementation, internal control systems, HR 

competencies, and the role of internal audits on the quality of local government financial reports. 

By examining these factors, the study seeks to validate and build upon previous research findings. 

The study is titled "Factors Influencing the Quality of Palembang Regional Government Financial 

Reports" and aspires to contribute to the ongoing discourse on improving financial reporting and 

management within regional governments. 

Quality of Regional Government Financial Reports  

Financial reports, generated through the accounting process, are essential for decision-making by 

a wide range of stakeholders. According to Government Regulation No. 71 of 2010, these reports 

are structured documents that detail the financial position and transactions of a reporting entity 

(Febri, Dwi; Rahayu, 2020). In the regional government accounting system, the responsibility for 

financial reporting is shared between reporting entities and accounting entities (Le, Tuyet, Hanh, 

& Do, 2020). A reporting entity, such as a regional government unit, consists of one or more 

accounting entities (Kamil, 2015). These entities are mandated to submit accountability reports in 

the form of financial statements, which are subject to audit by the Financial Audit Agency (Jimenez 

& Iyer, 2016). An accounting entity is tasked with managing budgets, assets, and obligations, 

conducting accounting functions, and preparing financial reports that contribute to the overall 

statements of the reporting entity (Heil, Heinemann, & Schmidhalter, 2018). To ensure that 

financial reports are of high quality and useful for decision-making, they must adhere to certain 

qualitative characteristics. Government Regulation No. 71 of 2019 stipulates that these 

characteristics include relevance, reliability, comparability, and understandability. These normative 

prerequisites are essential for achieving the desired quality in government financial reports. 
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Implementation of Government Accounting Standards  

Government Accounting Standards are a set of accounting principles specified in Government 

Regulation No. 71 of 2019, designed to govern the preparation and presentation of financial 

reports within the Indonesian government sector. These standards are a legal mandate aimed at 

enhancing the quality and transparency of government financial reporting across the country. 

Developed by the independent Government Accounting Standards Committee, are formalized 

through Government Regulations following consultation with the Financial Audit Agency.  

The current government accounting standards, as outlined in Government Regulation No. 71 of 

2019, adopts an accrual-based accounting approach. This approach is detailed in the Government 

Accounting Standards Statements, which are documented in Appendix I of the regulation. These 

PSAPs include a comprehensive array of guidelines, such as No. 01, which addresses the 

presentation of financial reports; Government Accounting Standards Statements No. 02, covering 

cash-based budget realization reports; and Government Accounting Standards Statements No. 03, 

which pertains to cash flow reports. Other Government Accounting Standards Statements include 

guidelines for notes to financial reports No. 04, inventory accounting No. 05, investment 

accounting No. 06, and fixed asset accounting No. 07.  

Further, Government Accounting Standards cover accounting for construction in progress No. 

08, liability accounting No. 09, and the handling of error corrections, accounting policy changes, 

and discontinued operations No. 10. Additionally, No. 11 outlines the requirements for 

consolidated financial statements, while No. 12 addresses operational reports. Adhering to these 

standards ensures that financial reports are free from material misstatements and enhances their 

reliability. Proper application of SAP in preparing financial reports is crucial for local governments 

to produce high-quality, accurate financial statements that reflect true financial conditions and 

support effective decision-making. 

Internal Control System 

The quality of these financial reports is a direct indicator of how well these internal control 

components are being applied. Properly implemented internal controls help prevent material 

misstatements caused by errors or fraud, thereby enhancing the reliability of financial reporting 

(Katsikeas, Leonidou, & Zeriti, 2020; Rostami, Rostami, & Kohansal, 2016) . According to the 

Statement on Auditing Standards (SAS), which adheres to the COSO framework, these five 

interrelated components—Control Environment, Risk Assessment, Control Activities, 

Information and Communication, and Monitoring—are critical for establishing a robust internal 

control system (AM et al., 2022; Sawyer, 2019). By ensuring these components are effectively 

managed, government entities can achieve a high standard of financial reporting and maintain 

public trust. 
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Figure 1. Internal Control Integrated Framework 

Source: (Coso, 2022) 

Human resources are fundamentally the driving force behind an organization's success, as they are 

central to achieving its vision, mission, and goals (Wiley, 2020). Effective management of human 

resources is crucial for optimizing their contribution to organizational objectives. In regional 

financial management, government agencies particularly need to ensure that their human resources 

possess robust accounting competencies (Tentama, Rahmawati, & Muhopilah, 2019). Human 

resource competency encompasses the ability of individuals to fulfill their duties effectively, 

supported by appropriate education, training, and experience(Nienaber & Martins, 2020). In the 

government sector, this competency implies that Civil Servants should have the necessary skills, 

knowledge, and attitudes to perform their tasks proficiently. The application of HR competencies 

significantly impacts the quality of regional financial reports, ensuring that these reports meet the 

required qualitative characteristics (Bawono, I .R., Suroso, A., & Yuniarso, 2021; Setyadi, Helmi, 

& Santoso, 2024). Competent personnel are better equipped to execute their responsibilities 

effectively and efficiently. According to (Abtokhi, Jatmiko, & Wasis, 2021), the core indicators of 

human resource capacity include Knowledge, Expertise, and Attitude. These indicators highlight 

the necessity for well-rounded competencies to achieve high-quality financial reporting within the 

government sector. 

Internal Audit Role 

Internal audit serves as a vital function within an organization, focusing on assessing and evaluating 

various activities to enhance organizational operations. It is an independent and objective process 

designed to add value and improve the effectiveness of risk management, control, and governance 

(Setyadi et al., 2024). As described by Sawyer (2019), modern internal auditing involves a systematic 

assessment by internal auditors to ensure the accuracy and reliability of financial and operational 

information, identify and mitigate risks, adhere to external regulations and internal policies, meet 

satisfactory operating criteria, and use resources efficiently(Amin, Ali, Zinaida, & Helmi, 2024). 

The role of internal audit extends to evaluating whether organizational goals are being met 

effectively (Trisninawati, Amin, Helmi, & Paningrum, 2023). 
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According to Sulaeman, Waluyo, & Ali (2019)  , internal audits provide an independent assessment 

within an organization, focusing on testing and evaluating various activities. Kraan et al. (2013) 

highlight that the purpose of internal audits is to support management by offering analyses, 

assessments, and recommendations on the activities under review. Despite its critical role, there is 

debate about the direct influence of internal audits on the quality of financial reports, as internal 

auditors do not engage directly in the preparation and presentation of these reports. The 

introduction of a manuscript on this topic should clarify the research motivations, address 

empirical, theoretical, and methodological issues, and establish a clear connection to the literature 

review. It should outline the problem formulation, emphasizing problem recognition, its 

significance, the identification of specific research questions, the complexity of the problem, and 

the setting of clear research objectives. 

 

METHOD 

Research Design 

This study adopts a qualitative research design to gain a deep understanding of internal audit 

practices within selected organizations(Creswell, 2022). This approach is ideal for exploring 

participants' perspectives and experiences, allowing for the collection of rich, descriptive data that 

captures the complexities of internal auditing processes. The research employs a case study 

methodology to provide an in-depth analysis of specific instances of internal audit functions. This 

approach facilitates detailed insights into the effectiveness and impact of these functions on 

organizational performance, revealing how internal audits contribute to overall efficiency and 

accountability. 

Research Participants and Criteria 

Participants for this study are selected from organizations with well-established internal audit 

functions. To be included, participants must have at least three years of experience in internal 

auditing or related roles and hold positions such as internal auditors, audit managers, or senior 

auditors actively involved in internal audit processes. Additionally, the participating organizations 

must have a formal, active internal audit function and engage regularly in financial reporting. This 

selection criterion ensures that the insights gathered are relevant and reflective of established 

internal audit practices, providing a solid foundation for understanding the nuances of internal 

auditing in diverse organizational contexts. 

Data Collection Techniques and Instruments 

Data collection in this study employs a multi-faceted approach to ensure a thorough understanding 

of internal audit practices. Structured interviews are conducted with participants to gather detailed 

information about their experiences and perspectives on internal auditing. These interviews follow 

a standardized set of questions to maintain consistency and depth in the data collected. 
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Supplementing the interviews, relevant documents such as internal audit reports, financial 

statements, and policy manuals are analyzed to provide additional context and enrich the data 

obtained from interviews. Furthermore, observations of internal audit processes are performed to 

gain practical insights into the application of auditing practices in real-time. The primary data 

collection instruments include structured interview guides, document review checklists, and 

observation protocols, collectively ensuring a comprehensive and nuanced approach to data 

gathering. 

Data Analysis Technique 

Thematic analysis, as outlined by (Bogdan & Biklen, 2007), is employed to analyze the data 

collected. This technique involves several key steps: data reduction, where the data is summarized 

and organized into manageable categories; data display, which presents the organized data to 

highlight patterns and themes; and conclusion drawing, where thematic patterns are identified and 

interpreted to understand internal audit practices and their impacts (AM & Purnama, 2024). To 

enhance the validity and reliability of the findings, data triangulation is utilized. This involves cross-

verifying information from multiple sources, including structured interviews, document analysis, 

and observations. By integrating and comparing findings from these diverse sources, the study 

aims to provide a comprehensive and accurate understanding of internal audit practices and their 

effectiveness within the organizations studied. 

 

RESULT AND DISCUSSION 

Analysis of Factors Influencing Financial Report Quality 

To investigate the factors affecting the quality of financial reports, this study utilizes a set of 

specifically designed question items. The assessment of the implementation of Government 

Accounting Standards is based on several criteria. It ensures that financial reports are prepared 

according to the relevant accounting standards, and the records in the financial statements are 

supported by evidence that complies with SAP requirements. This includes the recording of 

changes in equity and cash flow, which are also verified to be aligned with SAP-compliant evidence. 

Regarding the internal control system, the study examines the involvement of the accounting 

department in cash disbursement transactions. It is confirmed that each transaction is 

accompanied by a journal entry, even though the accounting and finance departments are not 

distinct entities. The cash disbursement journal is maintained based on proof of outgoings, 

ensuring traceability and accountability in financial transactions. 

For human resources, the study verifies that roles and responsibilities are clearly defined by 

regulations, with work conducted in accordance with ethical standards and codes of conduct. 

Adequate operational support is provided, with well-defined descriptions of roles and functions. 
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Interaction with the existing accounting system is also considered, as it impacts the quality of 

information presented in financial reports. 

The role of internal audit is confirmed to be crucial in providing valuable information for 

management decision-making. This includes presenting recommendations, audit findings, and 

periodic reports to company leadership. The effectiveness of internal audit in enhancing financial 

report quality is also evaluated. Finally, the quality of financial reports is assessed based on their 

timely preparation, accuracy, integrity, and their utility in predicting future outcomes while 

presenting clear and understandable information. The analysis of responses indicates that most 

questions received a 'yes' response, affirming compliance with the criteria, while one question 

received a 'no' answer, highlighting an area for improvement. 

Application of Government Accounting Standards and Internal Control Systems to the 

Quality of Regional Government Financial Reports 

The application of Government Accounting Standards plays a pivotal role in determining the 

quality of financial reports produced by regional governments. Research demonstrates a positive 

correlation between the rigorous implementation of Government Accounting Standards and the 

enhancement of report quality. As Government Accounting Standards adherence improves, so 

does the accuracy and reliability of financial reports. Conversely, lapses in Government 

Accounting Standards implementation can lead to a decline in report quality, highlighting 

Government Accounting Standards crucial role in ensuring effective financial governance (Aslam, 

Haron, & Tahir, 2019; Kartika & Kusuma, 2015). These findings support theoretical perspectives 

that position Government Accounting Standards as fundamental to advancing state financial 

reporting (Sahoo, Saraf, & Uchil, 2022; Wibowo, Ratnawati, & Sardjono, 2019). They align with 

the research conducted by Kabib et al. (2020), which identifies a significant positive impact of 

Government Accounting Standards application on financial report quality. However, these results 

diverge from the conclusions of (Fikri, Inapty, Martiningsih, 2021), who argue that Government 

Accounting Standards implementation does not influence report quality. Despite this divergence, 

it remains evident that the proper application of Government Accounting Standards is essential 

for minimizing material misstatements and ensuring the production of high-quality financial 

reports. For the Palembang city government, effective Government Accounting Standards 

implementation and a robust understanding of regional financial accounting are crucial for 

enhancing the quality of its financial reports. 

Internal Control Systems and Report Quality 

Internal control systems are designed to safeguard the accuracy of financial reports by preventing 

material misstatements due to errors or fraud. This research highlights a positive impact of internal 

control systems on the quality of financial reports, reinforcing their importance in effective 

financial management. These findings are consistent with the theoretical framework that advocates 

for comprehensive internal control systems as a means of achieving high-quality financial 

reporting. However, these results contrast with the study by (Kurniawan, 2020), which found no 

significant effect of internal control systems on report quality. For effective management of state 
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finances, both central and regional governments must fully implement the Government Internal 

Control System (Safriansah et al., 2021). This system encompasses key elements such as Control 

Environment, Risk Assessment, Control Activities, Information and Communication, and 

Monitoring (Ansah & Sorooshian, 2018; Ariza-Garzon, Arroyo, Caparrini, & Segovia-Vargas, 

2020). These elements work synergistically to promote efficient, effective, transparent, and 

accountable financial management. Enhancing the internal control system within the Palembang 

City regional government will improve the quality of its financial reports. This improvement is due 

to the internal control system's role in continuously involving leadership and employees in 

activities that ensure reliable financial reporting, asset protection, and regulatory compliance. 

The Role of Internal Audit in Enhancing the Quality of Regional Government Financial 

Reports 

Internal audit serves as a critical function in organizations, providing a systematic and disciplined 

approach to evaluating and enhancing the effectiveness of risk management, control, and 

governance practices. The role of internal audit is integral to achieving organizational goals and 

improving financial report quality. This perspective is supported by previous research, including 

studies by (Lasmara, Freddie; dan Rahayu, 2019) and (Kabib, Nur; Nurhayati, Siti; dan 

Fatimatuzzahra, 2020), which demonstrate a significant positive impact of internal auditing on the 

quality of financial reports. These findings align with the notion that internal audits contribute to 

more accurate, reliable, and effective financial reporting (Bokol, & Perdana, 2020; 

Szczepankiewicz, 2021). However, this contrasts with Syarifudin (2019) study, which found no 

significant effect of internal audit on financial report quality, highlighting a discrepancy that merits 

further investigation. 

For the Palembang City regional government, enhancing the role of internal audit can lead to 

substantial improvements in financial reporting quality. Internal auditors, functioning 

independently, are responsible for auditing, reviewing, evaluating, and supervising various 

governmental activities. Their objective is to assist government leaders in providing effective 

accountability for regional income and expenditure budgets. As part of the Government’s Internal 

Supervisory Apparatus, internal auditors are crucial in supporting the creation of high-quality 

regional financial reports. The study reveals that the implementation of Government Accounting 

Standards, effective Internal Control Systems, strong Human Resource Competency, and a robust 

Internal Audit function all significantly enhance the quality of regional government financial 

reports. Each of these factor’s standards, controls, competency, and auditing plays a vital role in 

ensuring that financial reports are relevant, reliable, comparable, and comprehensible. These high-

quality reports provide users with essential information for evaluation and decision-making, 

thereby improving accountability in regional financial management. 

Empirically, the study underscores the importance of these variables in improving financial report 

quality, offering actionable insights for practitioners. Theoretically, the research supports existing 

theories on the significance of accounting standards, internal controls, human resource 

competencies, and internal audit functions in achieving high-quality financial reporting. This 

alignment with theoretical frameworks enriches the academic discourse on financial management 
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and accountability, providing a deeper understanding of how these factors collectively impact 

financial report quality and supporting the development and refinement of related practices and 

policies in regional governments. 

 

CONCLUSION  

In conclusion, the combined effect of implementing Government Accounting Standards, 

establishing robust internal control systems, enhancing human resource competencies, and 

reinforcing the role of internal audit creates a substantial positive impact on the quality of regional 

government financial reports in Palembang City. This integrated approach ensures that the 

financial reports are not only accurate but also relevant and useful for decision-making. However, 

it is important to acknowledge the limitations of this study. The research was constrained by the 

short duration of the internship, which limited the depth of understanding that could be achieved. 

Additionally, accessing comprehensive financial data and information from relevant parties posed 

challenges. The researchers, being interns, may have had limited experience and a less thorough 

grasp of local government issues and contexts. Recognizing these limitations is crucial for 

developing more realistic and practical recommendations in future research endeavors. 
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