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The Role of Accrual Accounting in Improving Financial
Reporting in Municipalities

Abstract

Financial reporting in municipalities—as local authorities responsible for managing public
resources—plays a crucial role in enhancing transparency, accountability, and citizens’ trust. For
years, many municipalities followed cash-based accounting systems that recorded only inflows
and outflows of cash, failing to reflect actual commitments and the real financial position. This
review article explores the role of accrual accounting in improving financial reporting for
municipalities. The theoretical and empirical findings demonstrate that the accrual basis
enhances financial transparency, improves internal control, provides accurate representation of
assets and liabilities, and increases the comparability of financial performance over time.
Moreover, adopting accrual accounting lays the foundation for strategic decision-making and
advanced budgeting, ultimately strengthening public trust in local governments. Despite its
advantages, challenges such as a shortage of skilled staff, weak integrated financial systems, and
regulatory limitations have slowed its full adoption in Iranian municipalities. The article also
proposes practical solutions including gradual implementation, regulatory reforms, and capacity
building through targeted training programs, aiming to facilitate a transparent and accountable
public financial reporting system at urban management level.

Keywords: Accrual accounting; Financial reporting; Municipalities; Financial transparency;
Accountability; Urban budgeting
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