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 Over the last two decades, the global financial landscape has changed dramatically, including 
the corporate and political climates, the creation of more market-based economies, and rapid 
technological advancements. Micro, Small, and Medium Enterprises (MSMEs) is one form of 
market-based economies created with the most significant business opportunities and very 
important socially and economically in developing countries for many reasons. However, 
MSMEs face significant difficulty related to financial reporting standards to evaluate the 
achievement of business activities. Most MSMEs use a simple form for financial reporting, 
such as by calculating the difference between inflow and outflow from their business activities. 
Also, numerous previous studies that focus on Financial Accounting Standards in Indonesia 
are still limited. Thus, the present study investigates the factors that influence the 
implementation of Financial Accounting Standards (FAS) of Micro, Small, and Medium 
Enterprises (MSMEs) in Aceh Province, Indonesia. This quantitative study uses cross-sectional 
data collected by distributing 200 questionnaires to MSMEs actors that spread North Aceh 
Regency, namely Lhokseumawe city and Bireuen regency. The data are analyzed using 
descriptive statistics (e.g., frequency, percentage, mean, standard deviation) and inferential 
statistic (multiple linear regression) analyses. The study indicated that Perception, Education, 
Socialization and Incentive factors had significant positive effects on implementing Financial 
Accounting Standards of Micro, Small, and Medium Enterprises (MSMEs) in Aceh Province, 
Indonesia. In conclusion, this study has successfully investigated the factors that influence the 
implementation of Financial Accounting Standards of Micro, Small, and Medium Enterprises 
(MSMEs) in Aceh Province.  
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1. Introduction 

The global financial landscape has changed dramatically over the last two decades. These changes can be attributed to 
various factors, including drastic shifts in the corporate and political climates, increased global rivalry, the creation of more 
market-based economies, and rapid technology advancements (Helleiner, 2014). Simultaneously, the world’s financial 
capitals have become more integrated. However, the body of accounting standards utilised does not guarantee that high-
quality financial information is delivered to the business (Opanyi, 2016). The management of a reporting firm is responsible 
for establishing and correctly applying generally accepted accounting standards, which is the foundation of an effective 
financial reporting structure. Auditors are tasked with determining whether the financial statements are fairly presented in 
conformity with certain accounting rules and issuing an opinion. Thus, high-quality accounting standards are essential for 
creating a high-quality global financial reporting structure (Sawani, 2009). There have been different accounting traditions 
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worldwide in response to different needs of users for whom financial information is produced (Christiaens, Reyniers & 
Rollé, 2010). Some countries, for example, have mainly been shaped by accounting standards by private creditors, and other 
countries are mostly influenced by the needs of tax authorities or central planners. Nowadays, Micro, Small, and Medium 
Enterprises (MSMEs) are one of the greatest business opportunities and very important socially and economically in 
developing countries for many reasons (Tambunan, 2019). Much evidence throughout the globe, particularly in poor/income 
countries, shows that micro-small businesses, especially in rural areas, play a crucial role in addressing poverty, inequality, 
and job creation obstacles (Stevenson, 2010). MSMEs are also an important source for low-skilled women and youth to 
find a job or business opportunity (Tambunan, 2011). Moreover, these businesses are a major growth engine for economic 
growth and the export of manufactured goods in many countries (Tambunan, 2006). In Indonesia, MSMEs are defined on 
the basis of the number of employees or labour (Indonesia Central Bureau of Statistics, 2020).  Also, the MSMEs are 
effective solutions for the Indonesian government to overcome the unemployment issues. However, MSMEs face another 
significant difficulty, such as financial reporting standards to evaluate the achievement of business activities (Perera & 
Chand 2015). Besides that, the MSMEs use a simple form for financial reporting, such as calculating the difference between 
inflow and outflow from their business activities. 

 Hence, MSMEs Accounting Standards were officially launched by the Indonesian government. However, due to the 
changes in MSMEs definition, the accounting standard is named Indonesian Accounting Standards for Non-Publicly 
Accountable Entities (IAS-NPAE) and explicitly created for MSMEs. Unfortunately, several MSMEs have not implemented 
their MSMEs accounting standards. Thus, the Indonesia Accountant Association, through Financial Accounting Standards 
Board, has approved the Exposure Draft Financial Accounting Standards (EDFAS) for Micro, Small and Medium 
Enterprises (MSMEs) effective starting January 1, 2018. The MSMEs financial statements only consist of balance sheets, 
income statements and notes to financial statements; the basis for measuring financial statement elements is only on a 
historical cost basis. In conjunction with the issue, the MSMEs actors must understand the Financial Accounting Standards 
of Micro, Small, and Medium Enterprises (MSMEs) to support their business activities. Further, previous studies that focus 
on Financial Accounting Standards in Indonesia are still limited. Thus, the present study aims to investigate the factors that 
influence the implementation of Financial Accounting Standards (FAS) of Micro, Small, and Medium Enterprises (MSMEs) 
in Aceh Province, Indonesia. 
 
 2. Literature Review 
 
2.1 Micro, Small and Medium Enterprises (MSMEs) 
 
Micro, Small and Medium Enterprises (MSMEs) are defined as micro-enterprises: 1–9 employees; small: 10–49 employees; 
and medium: 50–249 employees (Kushnir, Mirmulstein & Ramalho, 2010). However, the local definition of MSMEs vary 
from country to country and is based not only on the number of employees but also on the inclusion of other variables such 
as turnaround and assets (Kiraka, Kobia & Katwalo, 2015). MSMEs play an important role in the broader ecosystem of 
firms (Mehta, 2013). Start-ups and young firms, which are generally small or micro, are the primary source of net job 
creation in many countries and are the driving force of innovation and sustainability in the private sector (Mettler & 
Williams, 2011). According to Stein, Goland & Schiff (2010), there are about 365-445 million MSMEs in emerging 
markets: 25-30 million are formal SMEs, 55-70 million are formal micro, and 285-345 million are informal enterprises. In 
general, Hasanah & Ratna Anggraini (2017) stated that SMEs in running their business with little capital, limited funding 
sources, the ability to obtain bank credit loans is relatively low due to incapacity to provide assurance, accounting, and 
others,  the business operators of SMEs do not understand bookkeeping or accounting especially the financial statements 
and sector is less able to foster relationships with banks. 
 
2.2. Financial Accounting Standards (FAS) Implementation 
 
A set of principles, standards, and procedures that define financial accounting policies and practices is known as an 
accounting standard (Holthausen & Watts, 2001). Accounting standards cover the entire financial picture of a company, 
including its assets, liabilities, revenue, expenses, and shareholders’ equity (Benston, Bromwich & Wagenhofer, 2006). 
However, the MSMEs only keep track of the money they received and spent, the goods they buy and sell, and the amount 
receivable or debt (Dedeh, Akbar & Putra, 2020). A study conducted by Hasanah, Anggraini & Purwohedi (2018) stated 
that MSMEs face challenges in preparing financial statements because of a lack of qualified human resources in accounting 
and time to prepare the report. Also, the MSMEs cost would be increased due to accounting staff salaries. Besides that, 
Adams & Evans (2004) assess the implementation of Financial Accounting Standards by using four (4) indicators, including 
credibility, completeness, accountability and audit expectations gap.  
 
2.3 Micro, Small, and Medium Enterprises (MSMEs) Business Owner Perception 
 
Perception is the process of organising, identifying, and interpreting sensory data to represent and understand the 
information or environment presented (O’Dwyer, 2002). So then, McDougall (2015) defines perception as organising, 
interpreting the stimulus received by an individual and becoming something meaningful and integrated activity. It means 
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that perception is the process of using something that is received through the five senses. So that everyone can choose, 
organise and translate information to create a meaningful world picture.  
 
2.4 Business Owner Education  
 
The educational requirements of a businessperson differ slightly from those of a business owner. An entrepreneur may work 
autonomously or outsource parts of their business upkeep to individuals with the right education/qualifications, whereas a 
business owner may oversee a fleet of employees. Notoatmodjo (2010) defined education as an effort of persuasion or 
learning to the community so that people want to take actions (practice) to maintain (overcome problems) and improve their 
health. Changes or actions for health care and improvement produced by health education are based on knowledge and 
awareness through the learning process. The behaviour is expected to be long-lasting and persist due to its awareness.   
 
2.5 Business Socialization  
 
The notion of socialisation is a process that helps community members learn and adapt to how the group lives and how the 
group thinks so that they can play a role and function in the group (Bühler, 1968). The meaning of socialisation in a broad 
sense is a process of interaction and learning carried out by a person from birth to the end of his life in community culture. 
Through the socialisation process, a person can understand and exercise their rights and obligations based on their respective 
status roles according to the culture of the community. In the Financial Accounting Standards of MSMEs, the income 
statement includes items, namely, revenue, financial expenses and tax expenses. An entity shall present the items and 
portions of items in the income statement when the presentation is relevant to understanding the entity’s financial 
performance. The income statement includes all revenue and expenses recognised during the period unless Financial 
Accounting Standards of MSMEs required other matters. A study by Kusuma & Lutfiany (2018) indicated that MSMEs 
socialisation and related factors had contributed as much as 57.5 percent in implementing Financial Accounting Standards 
(FAS) of MSMEs. 
 
2.6 Incentive Factors  
 
A study was conducted by Kusuma & Lutfiany (2018) found that the incentive factor has a significant effect on the 
implementation of Financial Accounting Standards (FAS) of MSMEs, and it’s the most dominant in influencing the 
implementation of Financial Accounting Standards (FAS) of MSMEs. Based on the relationship between perceptions (X1), 
an education level (X2), socialisation (X3) and Incentive factors (X4), the implementation of Financial Accounting 
Standards (FAS) of MSMEs (Y), the conceptual framework described as follows: 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 

Fig. 1. Research Framework 
 
In line with research background and review literature, this study proposes several hypotheses by the following: 
 
H1: Perceptions has a significant positive effect on the implementation of Financial Accounting Standards of MSMEs. 
H2:The education level has a significant positive effect on the implementation of Financial Accounting Standards of MSMEs. 
H3: Socialization has a significant positive effect on the implementation of Financial Accounting Standards of MSMEs. 
H4:The incentive factor has a significant positive effect on the implementation of Financial Accounting Standards of 
MSMEs. 
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3. Materials and Methods 

This quantitative study uses cross-sectional data collected by distributing 200 questionnaires to MSMEs actors that spread 
North Aceh regency, Lhokseumawe city, and Bireuen regency. The population of this study were MSME entrepreneurs 
who carried out their business across North Aceh District is 3,660, Lhokseumawe City is 2,354 and Bireun District is 6,998 
(Aceh Cooperative and SMEs Service, 2020). The sampling criteria are Micro, Small and Medium Enterprises in the district 
which are divided into Aceh Government and the status of business ownership. According to Arikunto (2010), the sample 
is a part or representative of the population to be studied. In this study, the determination of the number of samples refers 
to Giebenrath et al., (2003) . In a quantitative study, when the population is too large, it is allowed to use a sample size 
between 100 – 200. This study determined the number of samples as many as 200 respondents by using the purposive 
sampling method. The respondents were directly selected based on certain considerations, namely MSMEs that recorded 
financial reports each year.  

In addition, this study involved four independent variables in determining its relationship to the implementation of Financial 
Accounting Standards of Micro, Small, and Medium Enterprises (MSMEs). The studied variables are perception, education, 
socialisation, and incentive factors measured using five (5) Likert scales (e.g., strongly disagree to strongly- agree).  Further, 
this study determines the level of consistency and accuracy of the data collected from research instruments. Testing the 
quality of the research data can be done by testing the validity and reliability—the validity of instruments tested by using 
Pearson Correlation. According to Sugiono (2008), the items categorised as valid when the value of correlation are 
significant (P-Value < 0.05). For testing the measurement scale, this study used the Cronbach Alpha (α). In line with 
Nunnally (1994), the variables or constructs were classified as reliable when the value of Cronbach Alpha (α) was higher 
than 0.70. The data analysed using descriptive statistics (e.g., frequency, percentage, mean, standard deviation) and 
inferential statistics (multiple linear regression) analyses.  

4. Results and Discussion 
 
4.1 Results 
 
Before testing the proposed hypotheses, this study provides the results of the validity and reliability measurement scale. 
The validity of instruments is assessed by using a correlation coefficient between an item and its variable. This study uses 
a correlation coefficient (r) to identify whether the items are valid.  The items were categorised as valid when the value of 
correlation between the item and its value is higher than 0.60 and significant at the level of 0.05 or 5%. In addition, reliability 
tested using Cronbach Alpha. According to Hair et al. (2009), Cronbach Alpha’s value should be equal to 0.60. Therefore, 
if the Cronbach alpha value is higher than 0.60, we can conclude that the measurement scale used is reliable. 
 
Table 1  
The result of item validity and reliability of measurement instruments 

Variable(s) Item r-stat Cronbach Alpha Decision 

Perception 

X1.1 0.725 

0.907 Reliable 

X1.2 0.798 
X1.3 0.683 
X1.4 0.674 
X1.5 0.768 
X1.6 0.769 

Education 

X2.1 0.779 

0.913 Reliable 
X2.2 0.783 
X2.3 0.772 
X2.4 0.782 

Socialization 

X3.1 0.658 

0.906 Reliable 

X3.2 0.770 
X3.3 0.727 
X3.4 0.697 
X3.5 0.640 
X3.6 0.641 

Incentive Factors 

X4.1 0.756 

0.906 Reliable 
X4.2 0.863 
X4.3 0.886 
X4.4 0.856 

Financial Accounting Standards 

Y.1 0.843 

0.912 Reliable 

Y.2 0.886 
Y.3 0.826 
Y.4 0.871 
Y.5 0.859 
Y.6 0.807 
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Table 1 displays the result of item validity and reliability of measurement instruments. This study involved several variables, 
namely Perception, Education, Socialization, Incentive Factors as the independent variable and Financial Accounting 
Standards as a dependent variable. Referring to r-stat, this study found that the minimum value of r-count is 0.640, and the 
maximum value is 0.886. Thus, we can conclude that the items were valid. In addition, this study uses Cronbach Alpha in 
measuring the reliability of the measurement scale. The analysis result found that the minimum value of Cronbach Alpha is 
0.907 (Perception), and the maximum value is 0.913. Therefore, it means that the measurement scales are reliable.    

 After conducting the item validity and reliability, this study tests the proposed hypotheses using multiple linear regression 
analyses. Besides that, this study first reported the result of the coefficient determination. The coefficient of determination 
(R-Square) identifies the extent to which the independent variables explained its relationship to the dependent variable. R 
Square value is higher than 0 (zero) and less than 1 (one). According to Ghozali (2012), when the results showed the R 
square value is close to 1, the independent variables almost provide all the desired information on the predictions of the 
dependent variable. In other words, the independent variables can explain their relationship to the dependent variable. 
Hence, the result of the coefficient determination, as seen in Table 2.  

 Of these, the result of the R Square value is 0.656. It means three independent variables explained its relationship to 
Implementation of Financial Accounting Standards is 0.656 or 65.6%. Meanwhile, the remaining 34.4% is explained by 
other variables not included in this study. Also, the result of the F stat is 95.963 and significant at the level 1 percent. It 
indicates that the independent variables (perception, level of education, socialisation and incentive factors) have 
simultaneously influenced the implementation of Financial Accounting Standards of MSMEs. The result of hypotheses 
testing, as seen in Table 2 below: 

Table 2  
The result of hypotheses testing 

Variable(s)  B Std. Error t Sig. Collinearity Statistics 
Tolerance VIF 

(Constant) -9.909 1.855 -5.341 0.000  
Perception 0.323 0.071 4.549 0.000 0.620 1.614 
Level Education 0.225 0.091 2.477 0.014 0.899 1.112 
Socialization 0.309 0.080 3.875 0.000 0.590 1.695 
Incentive Factors 0.840 0.084 10.062 0.000 0.700 1.428 
R 0.814a   Adj. R Square 0.656 
R Square 0.663   Std. Error of the Estimate 3.221 
F 95.963   Durbin-Watson 1.722 Sig. 0.000b   

Dependent variable: Financial Accounting Standards 
 

Table 2 shows the result of hypothesis testing. The analysis indicated that Perception, Level Education, Socialization, and 
Incentive Factors have a significant positive effect on Financial Accounting Standards. The value of the regression 
coefficient for owner perception is 0.323, std. error is equal to 0.071, t-stat is 4.549 and Sig. 0.000 or 1 percent. It means 
that assuming an increase of 1 percent in owner perception (other factors are unchanged), then implementation of Financial 
Accounting Standards would increase as much as 32.3 percent. Also, Level Education coefficient regression is 0.225, std 
error equal to 0.091, t-stat is 2.477and Sig. 0.014 or 1 percent. It indicated that assuming an increase of 1 percent in owner 
perception (other factors are unchanged), implementing Financial Accounting Standards would increase 22.5 percent. For 
socialisation, the regression coefficient value is 0.309, std error equal to 0.080, t-stat is 3.875 and Sig. 0.000 or 1 percent. It 
means that assuming an increase of 1 percent in owner perception (other factors are unchanged), then implementing 
Financial Accounting Standards would increase 30.9 percent. In addition, the value of regression coefficient for Incentive 
Factors is 0.840, std error equal to 0.084, t-stat is 10.062 and Sig. 0.000 or 1 percent. It means that assuming an increase of 
1 percent in owner perception (other factors are unchanged), then implementing Financial Accounting Standards would 
increase 84 percent. In conclusion, the proposed hypotheses, i.e., H1, H2, H3 and H4, are supported (see Table 3). 
 
Table 3  
Summary of Hypotheses Decision 

Hypothesis Statement of Hypotheses Decision 
H1 Perception has a significant positive effect on the implementation of Financial Accounting Standards of MSMEs. Supported 
H2 The education level has a significant positive effect on the implementation of Financial Accounting Standards of SMEs Supported 
H3 Socialisation has a significant positive effect on the implementation of Financial Accounting Standards of MSMEs Supported 
H4 The incentive factor has a significant positive effect on the implementation of Financial Accounting Standards of SMEs Supported 

 
4.2 Discussion 
 
This study discusses the result of the research and elaborates its findings with similar and dissimilar research outcomes. The 
result of this study is that owner perception has a significant positive effect on the implementation of Financial Accounting 
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Standards (FAS) of MSMEs. A similar finding reported by Janrosl (2018) found that owner perception is an important 
variable in explaining FAS implementation and has a significant effect on the FAS of MSMEs. Further, this study found 
that level of education has a significant positive effect on the FAS of MSMEs. The result of this study contrasts with 
Febriyanti & Wardhani (2018), they found that level of education does not significantly affect the implementation of 
Financial Accounting Standards (FAS) of MSMEs. They added that the education level of MSME actors does not guarantee 
the implementation of Financial Accounting Standards (FAS) of MSMEs will be higher. 
 
Socialisation has a significant positive effect on the implementation of Financial Accounting Standards (FAS) of MSMEs. 
The result of this study supported by Kusuma & Lutfiany (2018), which found the socialisation of Financial Accounting 
Standards (FAS) of MSMEs has a positive effect on the implementation of Financial Accounting Standards (FAS) of 
MSMEs in Bogor City, Indonesia. Also, the incentive factor has a significant positive effect on the implementation of 
Financial Accounting Standards (FAS) of MSMEs. A similar study found that Kusuma & Lutfiany (2018) stated that the 
incentive factor has a significant effect on the implementation of Financial Accounting Standards (FAS) of MSMEs, and 
it’s the most dominant in influencing the implementation of Financial Accounting Standards (FAS) of MSMEs. 

 
5. Conclusion 
 
In conclusion, this study has successfully investigated the factors that influence the implementation of Financial Accounting 
Standards of Micro, Small, and Medium Enterprises (MSMEs). This study found that Business Owner Perception, 
Education, Socialization and Incentive factors significantly affect the implementation of Financial Accounting Standards 
of Micro, Small, and Medium Enterprises (MSMEs) in Aceh Province, Indonesia. The research finding provides the 
guidelines for the Financial Accounting Standards Board to identify the needs and importance of bookkeeping using 
accounting standards. Also, this study provides the direction and explanation about the relationship between financial 
accounting standards and business performance. 
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