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 Accrual accounting is a technique for recognizing expenses when incurred and revenue when 
earned rather than when payment is made or received. In the cash method of accounting, on 
the other hand, cash receipts and disbursements technique of accounting or cash accounting 
records revenue when cash is earned, and expenses when they are paid in cash. In this paper, 
we present an empirical investigation to study the effect of implementing accrual accounting 
in municipality of Amol, Iran. The survey investigates whether or not financial reporting based 
on accrual accounting compared with a cash basis could provide a better method for promoting 
accountability. Using, regression analysis, the study compares the performance of accrual 
accounting versus cash accounting and the results have indicated that accrual accounting could 
improve the performance of accounting in municipality system. In addition, the study has 
examined whether or not converting cash to accrual accounting basis in municipalities could 
improve qualitative characteristics of accounting information. To examine this hypothesis, the 
study has designed a questionnaire in Likert scale to measure the quality of information and, 
using some statistical tests, the survey has concluded accrual accounting indeed provided better 
quality characteristics information.   
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1. Introduction 

 
Accrual accounting is a technique for recognizing expenses when incurred and revenue when earned 
rather than when payment is made or received (Christiaens & Rommel, 2008; He et al., 2008). In the 
cash method of accounting, on the other hand, cash receipts and disbursements technique of accounting 
or cash accounting records revenue when cash is earned, and expenses when they are paid in cash. 
There are different advantages on using accrual accounting such as incremental of information (Bowen 
et al., 1987; Badertscher et al., 2012; Salleh et al., 2014) and many firms have recently joined to use 
such accounting system (Guthrie, 1998). There have been also an increasing numbers of debates 
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between adoptions of cash accounting versus accrual accounting in government accounting. Azmi and 
Mohamed (2014) performed an empirical investigation to determine the readiness of Malaysian public 
sector employees in the Ministry of Education (MOE) to use accrual accounting, major concerns 
together with challenges in moving towards accrual accounting.   
 
According to Hyndman and Connolly (2011), the move from cash to accruals accounting by many 
governments is considered as a perspective of an ongoing New Public Management agenda designed 
to reach a more business-like and performance-focused public sector. Proponents argue that accruals 
accounting gives more suitable information for decision makers and eventually leads to a more effective 
public sector. The move from cash to accruals accounting for UK central government agencies was 
announced in the early 1990s and was accomplished within approximately ten years. Gårseth-Nesbakk 
(2011) presented a case study of an accrual accounting change attempt at central government level in 
Norway. They explained how the debits represent something new and interrelations with other 
accounting environments. Becker et al. (2013) discussed the translation of accrual accounting and 
budgeting and the integration of public sector accountants’ information. Hepworth (2003) presented a 
comprehensive survey on preconditions for successful implementation of accrual accounting in central 
government. 
 
Falkman and Tagesson (2008) described that the regulation of Swedish municipal accounting had 
undergone some significant changes where a standard-setting body was adopted, with responsibility 
for development and interpretation of accepted accounting regulations for municipal accounting. The 
objectives of the legislation and reform were to push ‘creative’ accounting and to increase the level of 
comparability. Their results described that the reform had had a very limited impact on accounting 
practice and it was not fairly compliance with existing accounting standards. Kwon (1989) studied that 
that accrual accounting was superior to cash-basis accounting in terms of expenses. The main reason 
was described that accrual accounting information could more fully reflect the overall effects of 
managerial actions or endeavors on future cash flows than cash flow realizations in any given period. 
Therefore, accrual accounting information is more efficient than traditional accounting information for 
both motivating managers to expend efforts and sharing risks under moral hazard. 

2. The proposed method 
 
We present an empirical investigation to study the effect of implementing accrual accounting in 
municipality of Amol, Iran. The proposed study of this paper considers the following two hypotheses, 
 
1. Financial reporting based on accrual accounting compared with a cash basis provides a better method 
for promoting accountability. 
 
2. Converting cash to accrual accounting basis in municipalities improves qualitative characteristics of 
accounting information. 
 
To examine the first hypothesis of the survey, regression technique has been used and to test the second 
hypothesis, we have designed a questionnaire in Likert scale to measure the quality characteristics of 
the accounting information. The proposed study has been accomplished among regular employees who 
worked either as accounting or in management team of this organization. The sample size is calculated 
as follows, 
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where N is the population size, qp 1 represents the yes/no categories, 2/z is CDF of normal 
distribution and finally  is the error term. Since we have 96.1,5.0 2/  zp and N=100, the number of 
sample size is calculated as n=65. There were 25 questions in the questionnaire and we first presented 
it to some expert to verify the quality of the questionary. Next, the questionnaire was distributed among 
some limited number of people where Cronbach alpha (Cronbach, 1951) was equal to 0.84, which was 
well above the minimum acceptable level. Therefore, we have distributed 80 questionnaires and 
managed to collect 69 properly filled ones.  
 
3. The results 
 
3.1. The first hypothesis: Accountability of accrual versus cash 
 
The first hypothesis investigates whether or not financial reporting based on accrual accounting 
compared with a cash basis could provide a better method for promoting accountability. To examine 
this hypothesis, we first extracted all information of accrual and cash from the statements of the 
manicipality of Amol and then we used kolmogorov-Smirnov test to verify whether the data were 
normally distributed or not and the result has confirmed that the data were indeed normally distributed. 
Table 1 shows details of our survey on testing random effect versus fixed effect. In addition, Table 2 
presents the results of Hausman test. 
 
Table 1 
The results of F-value and Chi-Square values associated with Limmer test 

  Base  df  Probability  

Cross-section F  1.483  -45,228  0.034  

Cross-section Chi-square  70.84  45  0.008  
 
Table 2 
The summary of Hausman test 

Description Base  df  Probability  

Cross-section random  2.4421  2  0.2949  
 
According to the results of Table 1 and Table 2, we use Panel data with random effect. Using, regression 
analysis, the study compares the performance of accrual accounting versus cash accounting and the 
results have indicated that accrual accounting could improve the performance of accounting in 
municipality system. Table 3 shows details of our findings. 
 
Table 3 
The results of regression analysis 

Variable Coefficient Std. Error t-Statistic Prob. 
Intercept 0.243813 0.124541 1.957684 0.0513 

Accrual accounting 0.101665 0.005022 20.24392 0.0000 
 
3.2. The second hypothesis: The effect of accrual accounting on quality of information 
 
The second part of this survey investigates whether accrual accounting could provide better quality 
information about accounting activities.  To examine this hypothesis, the study has designed a 
questionnaire in Likert scale to measure the quality of information and the survey has concluded accrual 
accounting indeed provided better quality characteristics information.  
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4. Conclusion 
 
In this paper, we have performed an empirical investigation to study the effects of accrual accounting 
on providing better accounting management in municipality organization. The study has applied 
regression technique to find out the degree of responsiveness of accrual accounting against traditional 
system and a questionnaire has been used to learn the effect of accrual accounting on increasing the 
quality of information. The results of the survey have confirmed that accrual accounting could 
contribute on both the level of responsiveness as well as the quality of information. The results of this 
survey are consistent with earlier findings on the literature (Badertscher et al., 2012; Becker et al., 2013; 
Azmi & Mohamed, 2014).  
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