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STUDY ON 

ACCOUNTING FOR LIABILITIES AND 
RELATED COSTS 

IIIINTRODUCTIONNTRODUCTIONNTRODUCTIONNTRODUCTION    

This report presents a study of the accounting standards for liabilities 
and related costs developed by several government accounting 
standard bodies across several nations. This also summarizes financial 
reporting practices applied by several countries in the term of 
presenting liabilities and related costs on the financial statements. 

This study is hoped to assist the Committee of Government 
Accounting Standard Development, hereinafter referred to as The 
Committee, in preparing government accounting standard for 
liabilities to accompany with the previous developed ones, which are: 

(1) Conceptual Framework for Government Accounting hereinafter 
referred to as Draft CF. 

(2) Statement No. 1 – Presentation of Financial Statements, hereinafter 
referred to as Draft No. 1; 

(3) Statement No. 2 – Budget Realization Report, hereinafter referred 
to as Draft No. 2; 

(4) Statement No. 3 – Cash Flow Statements, hereinafter referred to as 
Draft No. 3; 

The general conceptual definition of “liability” is broad covering all 
government obligations that have to be redeemed for the current and 
the future years.  These include current liability, such as account 
payable, interest payable, and other current liabilities; long-term 
liability, such as bond and loan to banks; and contingent liability as 
well. 

To put more focus to the study, the term Liability at this study is 
limited to government borrowings due to foreign and domestic debts 
and it does not cover current liability and contingent liability. 
However, it includes the cost of liabilities resulted by debts. 

During conducting the study, we had a thorough overview of the 
systems concerning debt items on the debt management including 
foreign loan managed by Directorate of Foreign Fund 
(DDLN/Direktorat Dana Luar Negeri) of DG Budget and by 
Directorate of Subsidiary Loan Management (DPPP/Direktorat 
Pengelolaan Penerusan Pinjaman), as well as domestic debts managed 
by State Bond Management Center (PMON/Pusat Manajemen 
Obligasi Negara). We proceeded our study to identify the need of 
government accounting standard for liabilities and to suggest the 
topics that should be asserted on the proposed standard. 
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Although this study is performed in a short period of time to cover all 
government liabilities in Indonesia, it is hoped that this could be a 
useful reference tool for explaining the liabilities and related costs in 
Indonesia and thus improves the quality of proposed accounting 
standard. 
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LLLLIABILITYIABILITYIABILITYIABILITY    

To provide public services, usually a government has to finance its 
activities by borrowing money from financial institutions. This 
transaction would create obligations for government to repay the 
principal and other expenses, such as interest and commitment fees.  
Other transactions that might create obligation for government are the 
receipt of goods and services from supplier and the services provided 
by employees. The unpaid invoices and salary at the financial report 
date are the amount of obligations that government has to meet.  

The condition above is also valid for Government of Indonesia (GOI). 
To develop the nation, GOI finances its project by using the loan from 
several financial institutions, for instance International Bank for 
Reconstruction and Development (IBRD), Asian Development Bank 
(ADB). At the present time, GOI has utilized not only loan instrument 
but also other financial instruments, such as government bills (TBills) 
and bonds (TBonds). 

The use of liability as a finance source might create costs, especially 
for government borrowings. The costs include interest, commitment 
fee, management fee, legal fee, and others related to the loan. These 
kinds of costs are commonly stated in loan agreements. 

The following section would describe the liability concept and its 
related costs. For the purposes of the study, the liability is defined as 
the government debt or government borrowings. For that reason, the 
use of these terminologies is interchangeable.  

DEFINITION OF LIABILITY 
Draft No. 1 adopts IPSAS 1 as well as PSAK 1 that define liabilities as 
present obligations of the entity arising from past events, the 
settlement of which is expected to result in an outflow from the entity 
of resources embodying economic benefits or service potential.  

The above standards have the same opinion that past event is a basis 
for creating obligation and do not explicitly state the past transaction 
as a cause of liability recognition. Other standards, AAS 34 and SFFAS 
5 clearly state past transactions together with past events as a trigger 
for liability recognition.  

Moreover, SFFAS 5 guides the differences between transaction and 
event. A transaction is defined as the transfer of something of value. 
Transactions could be exchange transactions or non-exchange 
transactions. An event is defined as a happening that has financial 
consequence to government. These events are classified into two 
categories: (1) government-related events or (2) government-
acknowledged events. 

Detailed explanation regarding transaction and event will be 
presented on the next section. 
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PRINCIPLE FOR RECOGNITION OF A LIABILITY 
The Draft Conceptual Framework guides the essential characteristic of 
Liability if the government has the present obligation and the 
settlement of which will sacrifice economic resources in the future1. 

Essential features of liability worded in this definition are: 

1. A present duty or responsibility to one or more entities that entails 
settlement by use of economic resource at a specified or 
determinable date 

2. Transaction or other event obligating the entity has already 
happened.  

Draft No. 1 prescribes the recognition of liability in paragraph 62. 
Liabilities are recognized if it is probable that the outflow of the 
potential economic resources will be performed or have been 
performed to settle the existing obligations, and the change of 
liabilities has settlement value, which can be measured reliably. 
Moreover, on subsequent paragraph, Draft No. 1 prescribes the 
recognition of liability when cash has been received or when the 
obligation is raised. 

Standard for financial reporting presentation usually only guides the 
definition and classification of main items in financial statements. It is 
not common practice for general presentation standard to prescribe 
beyond the definition and classification of liability as shown in 
IPSAS 1 and PSAK 1. The recognition and valuation principles of 
liability are usually prescribed at the standard related to liability, not 
in general presentation standard.  

A good example of recognition of liability is shown in Statement of 
Federal Financial Accounting Standard No. 5: Accounting for 
Liabilities of Federal Government. This standard has elaborated the 
principle of liability recognition by identifying the differences 
between transaction and event in liability recognition. This standard 
states that financial reports should recognize probable and 
measurable future outflows or other sacrifices of resources arising 
from,  

(1) exchange transactions,  

(2) nonexchange transactions. 

(3) government-related events, 

(4) government-acknowledged events, 

An exchange transaction is defined as two-way flow of resources 
when each party to the transaction sacrifices value and receives value 
in return. In this circumstance, a liability is recognized if one party 
receives goods or services in return and promises to provide money or 
other resources in the future. A good example for an exchange 
transaction is when a government employee performs services in 

                                                 
1 The Committee of Central and Local Government Accounting Standard, Draft of Conceptual 
Framework, par 68 
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exchange for compensation, including current salary and future 
retirement benefits. 

A non-exchange transaction is defined as one-way flow of resources 
or promises when one party to a transaction receives value without 
directly giving or promising value in return. In this circumstance, a 
liability should be recognized for any unpaid amounts due at the 
reporting date. The examples of this transaction are grant and certain 
entitlement programs. When the central government creates an 
entitlement program or gives a grant to local governments, the 
provision of the payments is determined by law, state budget law for 
Indonesian’s case, rather than through an exchange transaction. 

Government-related event is defined as nontransaction-based events 
between the central government and its environment. The event may 
be uncontrollable, such as a government entity accidentally causing 
damage to private property. When this event happens, it will create a 
liability. This would enhance the liability recognition if existing law 
and policy made it probable that the government has to pay for the 
damages and the amount of the payment could be estimated reliably. 
In general, a liability is recognized in regard to government-related 
events on the same basis as those that arise in exchange transactions. 

Government-acknowledged event is defined as nontransaction-based 
events that have financial consequence to the government because it 
decides to respond to the event. As a public service provider, 
government is usually asked to fulfill general needs of the public even 
though it has no prior legal obligation. For example of government-
acknowledged event is when damage caused by non-government 
entity and natural disaster may ultimately become the responsibility 
of government. 

However, “liability” criteria are not met until the government 
formally acknowledges financial consequences for the cost from the 
event and an exchange or nonexchange transaction has occurred. The 
government entity should recognize the liability and expense when 
both of the liability criteria have been met (1) there are appropriate 
regulations to authorize the government and (2) an exchange occurs 
(e.g., when a contractor provides service and repairs) or nonexchange 
amounts are unpaid at the reporting date (e.g., payments to disaster 
victims). 

A good example for the liability recognition of government-
acknowledged events is illustrated in SFFAS 5, “a tornado damages a 
U.S. town and the Congress appropriates funds in response to the disaster. 
This event is of financial consequence to the federal government because the 
federal government chooses to provide disaster relief to the town. 
Transactions resulting from this appropriation, including disaster loans, 
outright grants to individuals, and work performed by contractors paid by the 
federal entities, are recognized as exchange or nonexchange transactions. In 
the case of exchange transactions, amounts payable for goods and services 
provided to federal entities are recognized when the goods are delivered or 
the work is done.2” 

                                                 
2 Statement of Federal Financial Accounting Standard of US Federal Government (SFFAS) 5, par. 32. 
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These transactions and events should be in line with the existing law 
and applicable policy and the unpaid amounts due as of the reporting 
date should be reported. To depict this concept SFFAS 5 provides the 
following chart: 

 
Chart 1 – Liability Recognition Summary3 

 
VALUATION OF LIABILITY 

Draft No 1 recommends using nominal value as a basis of recording. 
Liabilities in foreign currency are translated to Indonesian currency 
(rupiah) using the mid rate (kurs tengah) of Central Bank on the 
reporting date. However, it is not stated if it is valid for transaction 
records as stated in PSAK 10 – “Transactions in Foreign Currencies”. 
This standard states that transactions in foreign currencies are 
recorded using spot rate at the transaction date. The differences 
between the rate at date of the initial recognition and the rate at date 
of financial statement are credited or debited to the current period as 
“exchange differences”.  

                                                 
3 Extracted from SFFAS 5 
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Including foreign currency treatment in defining liabilities is not 
common in practice. Usually, transactions in foreign currency are 
prescribed on separated accounting standards. 

On the contrary, SFFAS 5 does not specifically define the valuation 
method for liability but it recognizes different attributes to measure 
liability specified by various accounting standards, such as fair market 
value, current cost, present value, expected value, settlement value, 
and historical cost. It only prescribes that an item has a relevant 
attribute that can be quantified in monetary units with sufficient 
reliability to be reasonably estimable4.  

On November 2001, for compilers and users, International Monetary 
Fund (IMF) and other international organizations5 provided a 
guidance for debt valuation by publishing “External Debt Statistics: 
Guide for Compilers and Users”, hereinafter referred to as The Guide. 
It provides a comprehensive conceptual framework, derived from the 
System of National Accounts, 1993 (1993 SNA) and the fifth edition of 
the IMF’s Balance of Payments Manual (BPM5), for the measurement 
of gross external debt of the public and private sectors.  

Generally, the Guide divides government debt instruments into two 
groups, namely nontraded debts and traded debt instruments. For 
nontraded instruments, the Guide recommends to use a nominal 
value at the reference date. While for traded instruments it is 
recommended to measure government debt using market value. 

According to this Guide,  
The nominal value of a debt instrument reflects the value of the debt at 
creation, and any subsequent economic flows, such as transactions (e.g., 
repayment of principal), valuation changes (including exchange rate and 
other valuation changes other than market price changes), and any other 
changes. …….. 
The market value of a traded debt instrument should be determined by the 
market price for that instrument prevailing on the reference date to which the 
position relates. The ideal source of a market price for a traded debt 
instrument is an organized or other financial market in which the instrument is 
traded in considerable volume and the market price is listed at regular 
intervals. In the absence of such a source, market value can be estimated by 
discounting future payment(s) at an appropriate market rate of interest. ….. in 
determining market value, these interest costs need to be included.6 

CLASSIFICATION OF LIABILITY 
Both standards, Draft No. 1 and IPSAS 1, also categorize liability into 
two main classifications, namely current and long term liability. A 
liability will be classified as a current liability if it is expected to be 
settled within twelve months of the reporting date. All other liabilities 
will be classified as non-current liabilities. Unlike Draft 1, in addition 
to the twelve month criterion, PSAK 1 and IPSAS also use another 

                                                 
4 SFFAS 5, par 34. 
5 Other organizations are Bank for International Settlements, The Commonwealth Secretariat, Eurostat, 
International Monetary Fund, Organisation for Economic Co-operation and Development, The Paris 
Club Secretariat, The United Nations Conference on Trade and Development, World Bank. 
6 IMF, et. al, External Debt Statistics: Guide for Compilers and Users, Final Draft, 2001, par 48 and 50. 
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criteria for current liability that it is expected to be settled in the normal 
course of the entity’s operating cycle7. This will cover government entities 
having operating cycle more than twelve months. 
There is an exception for applying the above principle as states at 
IPSAS 1 and Draft No. 1. These two standards treat to continue to 
classify its long-term interest-bearing liabilities as non-current, even when 
they are due to be settled within twelve months of the reporting date if: 
(a) the original term was for a period of more than twelve months; 
(b) the entity intends to refinance the obligation on a long-term basis; and 
(c) that intention is supported by an agreement to refinance, or to reschedule 

payments, which is completed before the financial statements are 
approved8. 

The amount of liability due to the above reasons should be disclosed 
in the notes to the statement of financial position. 

The Guide also gives structure of debt presentation. As shown in table 
1 below, the Guide put arrears information on the face of financial 
statement. The discussion regarding arrears will be presented on the 
other issues related to liabilities of this paper. 

Table 1 - Liability Classification of Guide 

 
Interesting classification is shown by General Government Finance 
Statistics Manual (GFS). Like assets, liabilities in this manual may be 
classified by type of financial instrument and residence9. 

Table 2 - Liability Classification of GFS 

 

                                                 
7 International Federation of Accountant-PSC, International Public Sector Accounting Standard No. 1, 
Presentation of Financial Statement, par. 83 (a). 
8 Ibid, par 86. 
9 International Monetary Fund, Government Finance Statistics Manual, 2001, par 9.23 



Study on Accounting for Liabilities and Related Costs  Page 9  

 

GOVERNMENT DEBT SECURITY 
The most common debt transactions of general government units are 
traditional loan involving interest expense and the repayment of 
principal. Normally, the portion of a periodic payment is equal to the 
amount of interest that has accrued plus principal, which are due for 
payment. 

At the present time, in addition to traditional loan government may 
undertake other various financial instruments, such as government 
bills (Tbills) and bonds (Tbonds). Unlike traditional loan, Tbills and 
Tbonds are marketable securities, which are traded in financial market 
for a certain period. Thus, one of the most important activities of 
government today is managing the debt securities of government 
which tend to be dominant as one of finance sources. 

For this topic, SFFAS 5 uses the term of debt securities to cover 
government securities. 

TYPES OF GOVERNMENT DEBT SECURITY 
Government debt securities may be divided into two broad groups, 
namely marketable securities and nonmarketable securities. 
Marketable securities may be traded any number of times before they 
reach maturity while nonmarketable securities must be held by the 
original purchaser until they mature or are redeemed by the 
government10.  

The government marketable debt is usually composed of three types 
of securities, which are Treasury Bills, Notes, and Bonds. The 
difference between them is on the period of maturity. Bill is usually 
matured in one year or less. In contrast, Notes range in original 
maturity from two (2) years to ten (10) years, while Bond may have a 
maturity at issue of more than ten (10) years. 

The government nonmarketable debt usually consists mainly of 
government securities issued by the state treasury to various 
government agencies and trust funds. This type of government debt is 
intended to reduce the government’s borrowing activity in the open 
market. 

ACCOUNTING FOR DEBT SECURITIES 
For accounting purposes, SFFAS 5 divides government debt securities 
into two major categories: fixed value securities and variable value 
securities. Fixed value securities are defined as government securities 
that have a known maturity or redemption value at the time of issue 
while variable value securities are defined the government securities 
that have unknown redemption or maturity values at the time of 
issue. 

                                                 
10 Peter S. Rose, Money and Capital market, Irwin Inc, Homewood, Il, 1989, p. 653. 
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VALUATION 

Fixed Value Securities 

According to SFFAS 5, fixed variable securities should be valued at 
their original face (par) value net of any unamortized discount or 
premium. Securities sold at face (par), no discount or no premium 
included, should be valued at face (par). Securities sold at a discount 
or premium will increase or decrease in value between sale and 
maturity. Amortization method of the discount or premium may 
apply the straight-line method or the interest method. 

Variable Value Securities 

SFFAS 5 refers the basis of regulation or specific terms in the offering 
as a method to value these securities. It means that these securities 
may vary depending on the regulation and the term of offering. These 
securities should be originally valued and periodically revalued at 
their current value, on the basis of the regulations or offering 
language. 

Figure 1 - An Example of US Federal Securities 

 
RETIREMENT PRIOR TO MATURIY 

If government securities are retired prior to the maturity date due to a 
call feature of the security or redemption by the holder, the difference 
between the reacquisition price and the net carrying value of the 
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extinguished debt should be recognized currently in the period of the 
extinguishments as losses or gains. 

LLLLIABILITY RELATED IABILITY RELATED IABILITY RELATED IABILITY RELATED CCCCOSTSOSTSOSTSOSTS    

The related costs of the government debt are interest and other 
expenses incurred by an entity in connection with the lending of 
funds. It may include: 

(a) the interest and other expenses incurred during the accounting 
period, from bank overdrafts and short-term and long-term  
borrowings; 

(b) the amortization amounts of discount or premium, based on the 
same amortization method used to account for the related debt 
liability, for fixed value securities, and 

(c) the amount of change in the current value for the accounting 
period for variable value securities 

(d) exchange differences arising from foreign currency borrowings to 
the extent that they are regarded as an adjustment to interest 
costs. 

TREATMENT OF BORROWING COSTS 
IPSAS 5 generally requires the immediate expensing of borrowing 
costs when it occurs. However, this Standard permits alternative 
treatment to capitalize borrowing costs if these costs are directly 
attributable to the acquisition, construction or production of a 
qualifying asset.  

Qualifying assets at the above paragraph are defined as an asset that 
necessarily takes a substantial period of time to get ready for its 
intended use or sale. It is not considered to be qualifying assets if they 
are ready for intended use or sale when acquired. Examples of 
qualifying assets are office buildings, hospitals, infrastructure assets 
such as roads, bridges and power generation facilities, and 
inventories.  

SFFAS 5 does not state interest capitalization. However, SFFAS 6 par 
26 regarding Asset Recognition includes the material amount of 
interest cost as a part of Property, Plant, and Equipment (PPE) costs if 
the interests are directly related to the acquisition or construction of 
PPE. 

ONE DEBT FOR MORE THAN ONE QUALIFYING ASSET 

In the case of more than one qualifying assets funded by one 
government debt, AAS 34 guides that the total of borrowing costs 
capitalized during a reporting period must not exceed the total of 
borrowing costs incurred during that reporting period. 

Funds Borrowed Generally 

If the funds are borrowed generally, the borrowing costs to be 
capitalized to qualifying assets must be calculated using the weighted 
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average accumulated expenditures relating to qualifying assets during 
the reporting period.  

Funds Borrowed Specifically for a Qualifying Asset 

If funds are borrowed specifically for acquiring, constructing or 
producing a certain qualifying asset, the actual borrowing costs 
incurred on that borrowing during the reporting period must be 
capitalized to that asset. 

OOOOTHER THER THER THER IIIISSUES RELATED TO SSUES RELATED TO SSUES RELATED TO SSUES RELATED TO LLLLIABILITYIABILITYIABILITYIABILITY    

ACCRUED INTERESTS 
Government debt recording systems in many countries have not 
recorded interest costs that have accrued and not yet payable. This 
still remains the same to continue to exclude such interest costs from 
the government debt position. One reason for this practice is that it 
needs time to modify a significant change to their present compilation 
system11. 

For this issue, the Guide recommends including interest costs that 
have accrued and are not yet payable as part of the value of the 
related debt instruments. This is consistent with the accrual 
accounting basis, to recognize liabilities as it occurs.  

It also applies to bond securities (including deep discounted and zero-
coupon bonds), bills and similar short-term securities which are 
issued at a discount, or at a premium. The difference between the 
issue price and its face or redemption value at maturity should be 
treated as interest over the life of the bond.  

ARREARS 
Arrears are defined as amount overdue when the government fails to 
pay principal and interest as scheduled. Some types of government 
debt may mature at a scheduled date or series of dates when the 
debtor is obligated to make certain payments to the creditor. 

For policy and solvency analyses, information on debt in arrears will 
enable users to get more understanding. For that reason, GFS 
recommends to expand liability information in order to show how 
much of each category is in arrears. 

In the accounting practice, the amount of arrears is rarely put on the 
face of financial statement. However, the users of government 
financial statement may need the information of arrears to give them 
more understanding about the financial position of government.  

To provide such information, the government accounting standards 
may require the reporting entity to disclose arrears information on the 
notes to financial statement. This practice is applied in Australia. 
Department of Treasury of Australian Government in its accounting 
policy manual requires the reporting entity to provide aging of 

                                                 
11 See Guide, par. 42. 
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creditors on the notes to financial statement as apart of other 
disclosure relating to liabilities12. 

DEBT REFINANCING AND RESCHEDULING 
Government units may come to the arrangement with creditor to alter 
the agreement terms for servicing an existing debt. The amendment 
may include extending repayment schedules, extending grace periods, 
or rescheduling debt-service payments that are due and/or in arrears.  
This process is known as debt reorganization. 

Debt reorganization may be conducted through13: 

(1) the replacement of an existing debt instrument, including arrears, 
with  a new one, known as refinancing; or  

(2) a change of the terms and conditions of the existing contracts, 
including principal payments that are not yet due, and arrears, 
known as rescheduling.  

In many instances, the above two methods may reduce the amount of 
debt compared to the previous one.  

In accounting perspective, the debt reorganization basically involves 
two types of concession: (1) settlement of the debt at less than it book 
value and (2) continuation of the debt but with modified terms. 

For the first condition, PSAK 54 treats that the amount of the debt 
reduction may create gain on settlement of debt. If the debt is settled 
by transfer of non cash assets, the debtor should revalue the assets to 
their current fair market value, and recognizing any related gain or 
loss as an ordinary one14.  

Modified terms of debt may include any combination of the following: 

(1) Reduction in the stated rate of interest. 

(2) Extension of the maturity date. 

(3) Reduction of the face (maturity) value. 

(4) Reduction in the interest accrued to date. 

For this condition PSAK 54 governs that the debtors should record the 
effect of restructuring process prospectively. If the current book value 
is less than the total outflows, no adjustment is made to the liability 
account at the time of rescheduling. However, if the current book 
value is greater than the total outflows, the debtor should recognize 
gain on debt restructuring as an extraordinary one. 

DEBT FORGIVENESS 
The guide gives a definition regarding debt forgiveness as the 
voluntary cancellation of all or part of a debt obligation within a 

                                                 
12 Department of Treasury of Australian Government, Accounting Manual, 2001, par. 11.7.4.3. 
13 Guide, par 271. 
14 See PSAK 54, Accounting for Receivable-Debt Restructuring, par 10–14. 
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contractual arrangement between a creditor in one economy and a 
debtor in another economy15.  

For the accounting purposes, the accounting for debt refinancing and 
restructuring, governed by PSAK 54, is valid accordingly. 

ACCOUNTING FOR LIABILITIES OF GOVERNMENT GUARANTEE PROGRAMS 
In many countries including USA and Indonesia, Government often 
guarantee debts incurred by other units. The creditor is reluctant to 
lend funds to the debtor if a general government unit does not 
guarantee the debt. In Indonesian case, up to the present time, the 
Government still guarantees the depositor of Indonesian Bank as 
stated in Presidential Decree No. 26 Year 1998. On this decree, the 
Government of Indonesia guarantees that the payment to depositors 
and creditors of Bank in Indonesia will be settled. Past experiences 
have shown that the financial consequences of this decree have 
resulted a huge government liability.  

In this circumstance, SFFAS 5 requires recognition of the liability that 
is known with certainty as a contingent liability. Since this paper does 
not cover contingent liability, it is recommended to elaborate this 
topic through specific study focusing to contingent liability in 
Indonesia.  

DDDDEBT EBT EBT EBT MMMMANAGEMENT OF ANAGEMENT OF ANAGEMENT OF ANAGEMENT OF GGGGOVERNMENT OF OVERNMENT OF OVERNMENT OF OVERNMENT OF IIIINDONESIANDONESIANDONESIANDONESIA    

For several decades, the government of Indonesia treated foreign loan 
as a part of revenue items and the payment of principal and interest as 
part of disbursement items on the state budget.  

After the 1998 reformation, the need for transparency is becoming 
important. It also reflects in the state budget where loans and their 
payments are now treated as a part of financing items. 

The need for greater transparency is still going on and right now, the 
presentation of the accumulation amount of loan is expected to be on 
the statement of financial position.  

CENTRAL GOVERNMENT 
A white paper issued by Ministry of Finance identified debt 
management as one of the problems that should be reformed because 
it has not been properly exercised16. For better financial management 
practices, a good debt management is believed to be one of the 
systems that need to be resolved and developed by Government of 
Indonesia. 

At the present time the Ministry of Finance has applied Debt 
Management and Financial Analysis System (DMFAS) version 5.2 
managed by DG Budget to administer foreign loans since 1999. 

                                                 
15 Guide, Par 284. 
16 Ministry of Finance, The White Paper – Reform of Public Financial Management System in 
Indonesia: Principles and Strategy, July 10 2002, p. 10. 
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TYPES OF LIABILITIES 

The main types of liabilities for the Central Government of Indonesia 
are borrowings from foreign and domestic sources.  

Foreign borrowings 

The term of foreign borrowings is defined as any receipt in foreign 
exchange and/or Indonesian currency and/or goods and/or services 
obtained from foreign donors that should be repaid back with certain 
requirements17. According to Statement of Foreign Loan Position 
foreign borrowings consist of loans from Bilateral, Multilateral, Export 
Credit, Commercial Credit, Leasing, and Bonds. The definition of each 
category is as follows18:  

Bilateral loans are loans from foreign governments and their agencies, 
including central banks, loans from autonomous institutions, and 
direct loans from official export agencies. 

Multilateral Loans are loans and credits from the World Bank, 
regional development banks, and other multilateral and 
intergovernmental agencies. It is not in this category if the 
international organizations act on behalf of a single donor 
government. 

Export Credits are a financial instrument to fund cross-border 
purchase of specific goods. This financial instrument is commonly 
provided by Export Credit Agencies (ECA). 

Commercial Credits are private loans obtained from commercial 
banks, including private banks and financial institutions. 

Leasing is a financial instrument to fund purchase of specific goods 
from leasing company. 

Bond is a legal document that makes an obligation to pay a certain 
amount in the future.  

Domestic Borrowings 

The major domestic liability that GOI has is government notes 
(SUN/Surat Utang Negara). According to Law No 24 Year 2002, SUN 
is a marketable security in the form of debt confession certificate in 
Indonesian currency or foreign currencies and the Government of 
Indonesia guarantees the payments of the principal and its interest 
during the applicable period. 

The Law No, 24 classifies the government notes into two categories as 
follows, 

1. Treasury Bills (Surat Perbendaharaan Negara). This category is 
defined as government notes having period not more than twelve 
(12) months and its interest amount is a discounted value.  

                                                 
17 See Joint Decree between Minister of Finance and Head of Bappenas No. 

///
1995/03./185 KMK , dated 5 

May 1995, article 1 (1) a). 
18 See Glossary, Central Government External Debt, Stock and Transaction of the period November 
2002, Directorate of External Fund, Ministry of Finance. 
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2. Government Bonds (Obligasi Negara). This category is defined as 
government notes having period of more than twelve (12) months 
and its interests are paid by coupon and/or a discounted value. 

According to the Law No 24/2002, the purposes of issuing 
government notes are: 

1. To finance State Budget deficit 

2. To cover the short of cash since the government cash outflow 
excesses the cash inflow during a fiscal year. 

3. To manage State Debt Liability. 

UNITS MANAGING LIABILITIES 

There are two (2) units in Ministry of Finance that manage liabilities of 
Government of Indonesia, namely Directorate of External Fund 
(DDLN/Direktorat Dana Luar Negeri) and Center for Government 
Bond Management (PMON/Pusat Manajemen Obligasi Negara).  

Directorate of External Fund is a unit under Directorate General of 
Budget that has responsibility to design a standardization of policy 
and technical assistance, evaluation, and implementation in the area 
of foreign loans and grants.  

Center for Government Bond Management is a unit under Secretariat 
General that is responsible for managing all government bonds based 
on the existing policy and regulations. It includes the issuance, selling, 
repayment, administration and recording, and portfolio risk control of 
bond, as well as market development. 

SYSTEM AND PROCEDURE OF GOVERNMENT LIABILITY 

Foreign borrowings 

System and procedure foreign loans are guided by a joint decree 
between Minister of Finance and Head of Bappenas No. 

1995/5//031.
1995/03./185

KETKEP
KMK

, dated 5 May 1995 and its amendment No. 

1999/09//264
1999/03./459

KETKep
KMK

 dated 29 September 1999. 

According to the regulation, foreign loans incorporates several stages, 
namely planning, project proposal, evaluation on project preparation, 
negotiation, signing the loan agreement, and the implementation. 
After the loan agreement is signed, DDLN, then, records the 
agreement into the Debt Management and Financial Analysis System 
(DMFAS) regarding loan amount, loan period, date of principal 
payment due, interest rate, commitment fee, and other information 
needed. This system will provide reports regarding amounts of 
principal, interests, and other expenses that have been due at a certain 
date.  

DMFAS has also a feature to calculate the accrued expenses at the end 
of financial reporting period. However, since DDLN has never 
requested to provide the accrued expenses, this feature has never been 
utilized. 
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Domestic Borrowings 

As described before, the GOI has issued Tbills and Tbonds to finance a 
specific government programs as determined in the state budget. 
Procedures in the issuance of government debt involve several 
institutions, namely Legislative Body, Ministry of Finance, Bank of 
Indonesia, financial agencies, and private banks. The procedures and 
the involvement amongst these institutions are described in the 
following picture, 

INVESTORS

PRIMARY MARKET

Bank Indonesia

SECONDARY
MARKET

Bank Indonesia and/or other
appointed institution

GOVERNMENT

Minister of Finance
LEGISLATIVE BODY

Discussion and
Approval of State

Budget/Amendment
BANK INDONESIAConsultation

Including a plan to the SUN
issuance and payment for

principal and interest.

TBill

SUN Issuance

Auction?

State Budget/
Amendment

TBill

Yes

No

Bidding Methods
a. Competitive Bidding , by
multiple atau uniform price

b. Non Competitive Bidding , by
weighted average on competitive

bidding

MINISTRY of
FINANCE

PMON

FINANCIAL
AGENCIES

TBond

TBill and TBond

 
Before the issuance of Law No. 24, the Government of Indonesia has 
issued Tbonds for several programs. One is to finance the 
recapitalization program of Indonesian banks.  

LOCAL GOVERNMENT 
The regulations underlying local government borrowings are the Law 
25 Year 1999 and Government Regulation No. 107 Year 2000. Under 
the Law 25/1999, local governments are given substantial latitude to 
lend money from domestic sources and from foreign sources through 
the central government.  

The role of central government on local borrowing is an issue across 
the nation. Following Law 25/1999, most of local governments believe 
that they have a fully regional autonomy and are reluctant to 
significant role of central government on local borrowing19.  

                                                 
19Arlen T. Pakpahan, Raksaka Mahi and Robert Simanjuntak, Managing Local Government 
Borrowing: The case of Indonesia, this paper is presented at the World Bank Workshop on 
Intergovernmental Fiscal Relations in East Asia, Bali Cliff Hotel, Bali, January 10-11,2002. 
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RDA AND SLA MECHANISMS 

The dominant source of local borrowing prior Government Regulation 
107 came from the central government budget by way of the Regional 
Development Account (RDA/Rekening Pembangunan Daerah). The 
RDA was designed to rationalize and unify the system of local 
government financing. It is set up as revolving fund in an account of 
Bank Indonesia and administered and managed by the Ministry of 
Finance.  

According to Minister of Finance Decree No. 347a/KMK.017/2000, 
the sources of RDA are from debt service payment by local 
governments and local government enterprises (BUMD), fund 
allocated from the central government budget, and foreign loans and 
grants.  

To realize the disbursement, RDA is operated by two mechanisms, 
namely through the regional Investment Fund Account (RDI) and the 
Subsidiary Loan Account (SLA). For the SLA mechanism, Minister of 
Finance Decree No SLA 35/ KMK.07/2003 is a reference for 
implementation. 

The differences between the two mechanisms are that RDI organizes 
funds from the central government and other domestic sources, while 
SLA organizes funds from foreign loans and grants. 

Although the two mechanisms have been criticized due to the 
centralized control by Ministry of Finance and their inconsistency on 
applying the borrowing terms among the local government20, these 
two mechanisms are still used as an instrument for local government 
borrowings. At the year of 2000, the total amount of funds disbursed 
under RDI and SLA mechanisms was about 4.6 trillion Rupiah, in 
which about 74 per cent was managed under the SLA mechanism and 
the rest of 26 percent was organized under RDI21.  

However, the repayment of loans by the local governments in the past 
has been unsatisfactory. At the end of 1999, over 40 percent of total 
amounts due (on principal, interest, penalties, etc.) for SLA and RDI 
loans were in arrears22. 

Due to the past experience of local government borrowing through 
the two mechanism, MOF Decree delays the local government 
borrowings by issuing Ministry of Finance Decree No. 
99/KMK.07/2001 and No. 625/KMK.01/2001 regarding the 
Postponement of Local Government Borrowings. These decrees have 
delayed the local government borrowing as regulated by Government 
Regulation No. 107/2000. Thus, the mechanisms of local government 
borrowing are still by applying RDA and SLA regulations. 

                                                 
20 See Sri Mulyani Indrawati and James Alm, Decentralization and Local Government Borrowing in 
Indonesia, Georgia State University, May 2002.   
21 Carunia Mulya Firdaus, Ph.D, Study on Local Government Finance and Bond Market Financing in 
Indonesia, ADB, 2002, p. 58. 
22 Ibid, p. 61 
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ACCOUNTING ISSUES REGARDING RDA AND SLA 

It is clear for local government to record interest and other expenses 
for any costs incurred to acquire loan from central government. 
However, there is a question regarding the interest charged by central 
government to local government, through RDA and SLA mechanism, 
whether it is a revenue or reduction of expenses.  

Under SLA mechanism, local government borrowings are supported 
by foreign loans. Central government has to pay the interests to the 
lender as stated on loan agreement whereas local government pays 
the interest to central government as stated on subsidiary loan 
agreement though SLA account. Since the interest rate charged and 
the currency used on loan agreement are usually different with those 
on subsidiary loan agreement, the central government has to bear the 
consequences of such discrepancy. 

From the above explanation, to the central government, the interest 
charged to local governments is a reduction of interest expenses 
charged by lenders. The presentation of these two kinds of interests 
should be on the same account, thus users of financial statement could 
be presented with the real interest costs that become a liability for 
central government. 
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PPPPRESENTATION RESENTATION RESENTATION RESENTATION PPPPRACTICES IN RACTICES IN RACTICES IN RACTICES IN SSSSEVERAL EVERAL EVERAL EVERAL CCCCOUNTRIESOUNTRIESOUNTRIESOUNTRIES    

CANADA 
Derived from Annual Financial Report for the fiscal year 2000-2001, 
The Government Debt is provided in the separated table as follows, 

Figure 2 – Table of Interest bearing Debt of Canada Government 

 
 

Figure 3 – Table of Marketable Bonds of Canada Government 
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Figure 4 – Table of Treasury Bills of Canada Government 

 
 

UNITED STATES 
Financial Report of the United States Government provides liabilities 
information on the face of Balance Sheet as depicted in figure 3. Note 
to financial statement describes the category of Federal Debt securities 
as shown in figure 5.  

Figure 5 – Asset and Liabilities Presentation, extracted from Balance Sheet of United 
States Government 

 
Note to financial statement describes the types and the amounts of 
federal debt securities as shown in figure below, 
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Figure 6 – Federal Debt Securities Information, extracted from Notes to Financial 
Statement of United States Government 
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CITY OF BARCELONA 
The Balance sheet of City of Barcelona for the year 2001 reveals the 
liability information as follows.  

Figure 7 – Liability Presentation, extracted from Balance Sheet of City of Barcelona 

 
 

City of Barcelona in year 2001 report detailed long term loan as shown 
in figure 8 below. 
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Figure 8 – Long term loans and debentures, extracted from Balance Sheet of City of 
Barcelona 

 
 

 

 

 



Study on Accounting for Liabilities and Related Costs  Page 25  

CCCCONCLUSION AND ONCLUSION AND ONCLUSION AND ONCLUSION AND RRRRECOMMENDATIONECOMMENDATIONECOMMENDATIONECOMMENDATION    

CONCLUSION 
Based on the discussion described in previous sections, we conclude 
that, 

(1) Unlike Draft No. 1, IPSAS 1 does not describe detailed 
information dealing with liabilities. IPSAS 1 only provides 
guidance in dividing liabilities into two classifications, namely 
current and non-current liabilities.  

(2) Draft No. 1, IPSAS 1, and PSAK 1 have the same opinion that 
past event is a basis for creating obligation and do not explicitly 
state the past transaction as a cause of liability recognition. Other 
standards, AAS 34 and SFFAS 5 treat past transactions together 
with past events as a trigger for liability recognition. 

(3) SFFAS 5 differentiates transaction and event. A transaction is 
defined as the transfer of something of value. Transactions could 
be exchange transactions or nonexchange transactions. An event 
is defined as a happening that has financial consequence to 
government. These events are classified into two categories: (1) 
government-related events or (2) government-acknowledged 
events. 

(4) Draft No 1 recommends using nominal value as a basis of 
recording and to translate foreign currencies into Indonesian 
currency at the reporting date. Including foreign currency 
treatment in defining liabilities is not common practice. Usually, 
transactions in foreign currency are prescribed on separated 
accounting standards. 

(5) Unlike Draft 1, in addition to the twelve-month criterion, PSAK 
1 and IPSAS also use another criteria for current liability that it is 
expected to be settled in the normal course of the entity’s 
operating cycle. This will cover government entities having 
operating cycle more than twelve months.  

(6) Government debt securities may be divided into two broad 
groups, namely marketable securities and nonmarketable 
securities. Marketable securities may be traded any number of 
times before they reach maturity while nonmarketable securities 
must be held by the original purchaser until they mature or are 
redeemed by the government.  

(7) For accounting purposes, SFFAS 5 divides government debt 
securities into two major categories, namely fixed value 
securities and variable value securities. Fixed value securities are 
defined as government securities that have a known maturity or 
redemption value at the time of issuance while variable value 
securities are defined the government securities that have 
unknown redemption or maturity values at the time of issuance. 
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(8) Accounting standard generally requires an immediate expensing 
of borrowing costs when it occurs. However, standard permits 
alternative treatment to capitalize borrowing costs if these costs 
are directly attributable to the acquisition, construction or 
production of a qualifying asset. 

(9) Government debt recording systems in many countries do not 
record interest costs that have accrued and not yet payable. For 
this issue, the Guide recommends including interest costs that 
have accrued and are not yet payable as part of the value of the 
related debt instruments. This is consistent with the accrual 
accounting basis, to recognize the liabilities as it occurs.  

(10) Arrears are defined as amount overdue when the government 
fails to pay principal and interest as scheduled. In the accounting 
practice, the amount of arrears is rarely put on the face of 
financial statement. To provide such information, the 
government accounting standards may require the reporting 
entity to disclose arrears information on the notes to financial 
statement by providing aging of creditors. 

(11) Government units may come to the arrangement with creditor to 
alter the agreement terms for servicing an existing debt or debt 
forgiveness. This process is known as debt reorganization. In 
accounting perspective, the debt reorganization basically 
involves two types of concession: (1) settlement of the debt at 
less than it book value and (2) continuation of the debt but with 
modified terms. 

(12) At the present time, the dominant source of local borrowing 
came from the central government budget by way of the 
Regional Development Account (RDA/Rekening Pembangunan 
Daerah). To realize the disbursement, RDA is operated by two 
mechanisms, namely through the regional Investment Fund 
Account (RDI) and the Subsidiary Loan Account (SLA). For the 
SLA mechanism, Minister of Finance Decree 
No. SLA 35/KMK.07/2003 is a reference for implementation. 
The differences between two of mechanisms are that RDI 
organized funds from the central government and other 
domestic sources, while SLA organized funds from foreign loans 
and grants. 
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RECOMMENDATION 
Based on our study we suggest some points to be considered as 
follows, 

NAME OF STANDARD 

The name of Standard should be “Accounting for Liabilities and 
related costs”. 

OBJECTIVE AND SCOPE OF STANDARD 

The objective of this standard is to prescribe the accounting treatment, 
including the timing of recognition, the determination of their 
carrying value, and the depreciation charges in relation to them. 

This standard applies to all government entities, which prepare and 
present financial statements. However, it does not apply to current 
liability that will be on separated standard. 

DEFINITION OF LIABILITIES 

Referring to Draft No. 1, Liabilities are present obligations of the 
entity arising from past events, the settlement of which is expected to 
result in an outflow from the entity of resources embodying economic 
benefits or service potential.  

The standard should state particularly that definition of liabilities 
includes past transactions together with past events as a trigger for 
liability recognition.   

RECOGNITION OF LIABILITIES 

Principle for recognition of liability as stated in SFFAS 5 is good 
reference to determine government liability recognition. This standard 
guides the differences between transaction and event. A transaction is 
defined as the transfer of something of value. Transactions could be 
exchange transactions or nonexchange transactions. An event is 
defined as a happening that has financial consequence to government. 
These events are classified into two categories: (1) government-related 
events or (2) government-acknowledged events. 

VALUATION 

Generally, government debt instruments are divided into two groups, 
namely nontraded debts and traded debt instruments. For nontraded 
instruments, it is recommended to use a nominal value at the 
reference date.  

For traded instruments it is recommended to refer SFFAS 5 in 
measuring government debt securities. This standard recommends to 
use the nominal value for fixed value securities and market value for 
variable value securities[Ir1].  

If government securities are retired prior to the maturity date due to a 
call feature of the security or redemption by the holder, the difference 
between the reacquisition price and the net carrying value of the 
extinguished debt should be recognized currently in the period of the 
extinguishments as losses or gains.  
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ACCOUNTING FOR LIABILITIES RELATED COSTS 

IPSAS 5 and AAS 34 are a good reference for liabilities related costs. 
These standards require the immediate expensing of borrowing costs 
when it occurs. However, the Standards permit alternative treatment 
to capitalize borrowing costs if these costs are directly attributable to 
the acquisition, construction or production of a qualifying asset.  

AAS 34 provides some detail for this topic. In case of more than one 
qualifying assets funded by one government debt, AAS 34 guides that 
the total of borrowing costs capitalized during a reporting period 
must not exceed the total of borrowing costs incurred during that 
reporting period. If the funds are borrowed generally for more than 
one qualifying assets, the borrowing costs to be capitalized to 
qualifying assets must be calculated using the weighted average 
accumulated expenditures relating to qualifying assets during the 
reporting period.  

OTHER ISSUES RELATED TO LIABILITY 

Accrued Interests 

The standard should clearly state that it is recommended to present 
interest costs that have accrued and are not yet payable as part of the 
value of the related debt instruments. This is consistent with the 
accrual accounting basis, to recognize the liabilities as it occurs. 

Arrears 

For policy and solvency analyses, information on debt in arrears will 
enable users to get more understanding. However, it is not common to 
put the amount of arrears on the face of financial statement.  

To provide such information, the standard should define arrears and 
require the reporting entity to disclose arrears information on the 
notes to financial statement by providing aging of creditors on the 
notes to financial statement as apart of other disclosure relating to 
liabilities. 

Debt Reorganization 

PSAK 54 should be a reference for debt reorganization in term of debt 
refinancing Rescheduling, and Forgiveness. In accounting perspective, 
the debt reorganization basically involves two types of concession: (1) 
settlement of the debt at less than it book value and (2) continuation of 
the debt but with modified terms.  

For the first condition, PSAK 54 treats that the amount of the debt 
reduction may create gain on settlement of debt. If the debt is settled 
by transfer of non cash assets, the debtor should revalue the assets to 
their current fair market value, and recognizing any related gain or 
loss as an ordinary one. 

For the last condition PSAK 54 governs that the debtors should record 
the effect of restructuring process prospectively. If the current book 
value is less than the total outflows, no adjustment is made to the 
liability account at the time of rescheduling. However, if the current 
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book value is greater than the total outflows, the debtor should 
recognize gain on debt restructuring as an extraordinary one. 

DISCLOSURE REQUIREMENTS 

Presentations in several countries reveal that the disclosure of 
government debt should be in detail and in schedule form to provide 
more information for users regarding the government liability. 

To enhance analytical usefulness and based on the previous sections, 
the below information should be provided on the notes to financial 
statements. They are, 

(1) The amount of outstanding liabilities by lender for current and 
non current portions. 

(2) The amount of outstanding government debt securities by types of 
securities and maturity date 

(3) Periodic interest costs that have accrued and are not yet payable. 

(4) Aging of Creditors 

(5) Debt Reorganization arrangement, including 

a. Debt Reduction 

b. Modified terms agreed 

i. Reduction in the stated rate of interest. 

ii. Extension of the maturity date. 

iii. Reduction of the face (maturity) value. 

iv. Reduction in the interest accrued to date. 

OTHER POINTS 

Accounting Issue regarding RDA and SLA 

It is clear for local government to record interest and other expenses 
for any costs incurred to acquire loan from central government. 
However, there is a question regarding the interest charged by central 
government to local government, through RDA and SLA mechanism, 
whether it is a revenue or reduction of expenses. For central 
government the interest charged to local government should be a 
reduction of interest expenses charged by lender. The presentation of 
these two kinds of interests should be on the same account, thus the 
user of financial statement would be presented with the real interest 
costs that become a liability for central government. 

Accounting for Liabilities of Federal Insurance and Guarantee Programs 

Government often guarantee debts incurred by other units. The 
creditor is reluctant to lend funds to the debtor if a general 
government unit does not guarantee the debt. In Indonesian case, up 
to the present time, the Government still guarantees the depositor of 
Indonesian Bank as stated in Presidential Decree No. 26 Year 1998. On 
this decree, the Government of Indonesia guarantees that the payment 
to depositors and creditors of Bank in Indonesia will be settled. In this 
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circumstance, this may create liability that is known with certainty as 
a contingent liability. Since this paper does not cover contingent 
liability, it is recommended to elaborate this topic through specific 
study focusing to contingent liability in Indonesia. 
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