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ACCRUAL ACCOUNTING TRANSITION IN FEDERAL GOVERNMENT OF
MALAYSIA: CURRENT STATUS AND CHALLENGES

ABSTRACT

The International Public Sector Accounting Standards (IPSAS) were purportedly
grounded the accounting reforms, providing governments across the globe with the
opportunity to improve fiscal transparency, accountability and performance. Taking
Federal Government of Malaysia (FGoM) as the setting, the research seeks to understand
the current progress in the adoption of Malaysia Public Sector Accounting Standards
(MPSAS) (accrual-based IPSAS), identify major challenges that occur during
implementation phases as well as assess the effectiveness of accrual financial reporting
from the implemented reform. Drawing on institutional change model from a theoretical
standpoint, the research acknowledges that ongoing reforms are influenced by the
political and socioeconomic environment, acting as barriers and causing delays. Research
findings also highlights the importance of well-structured governance and comprehensive
reform strategy. The data reveals challenges during the transition phase, including the
complexity of developing a financial system for a large and distinctive government, as
well as difficulties in managing organizational cultural change, capacity building, and
expertise. Furthermore, the findings indicate that accrual-based reporting is perceived as
a powerful tool for enhancing fiscal accountability and transperancy, while also
emphasizing the importance of cautious disclosure to prevent misinterpretation. This
research also underscores the need for a holistic approach during the design and
implementation of accounting reforms. It prompts policymakers and practitioners to tailor

reform strategies to the specific context of their respective jurisdictions.

Keywords: IPSAS, MPSAS, Public Sector Accounting Reform, Developing Countries,

Institutional Theory



PERALIHAN PERAKAUNAN AKRUAN DALAM KERAJAAN
PERSEKUTUAN: STATUS DAN CABARAN SEMASA

ABSTRAK

Piawaian perakaunan International Public Sector Accounting Standards (IPSAS)
merupakan nadi pencetus kepada kerajaan untuk meningkatkan ketelusan, akauntabiliti
dan prestasi fiskal. Dengan mengambil Kerajaan Persekutuan Malaysia (FGoM) sebagai
kes kajian, kajian ini bertujuan untuk memahami proses peralihan dan pelaksanaan
transformasi perakaunan akruan berasaskan Piawaian Perakaunan Sektor Awam
Malaysia (MPSAS) yang diadaptasi dari IPSAS dan mengenal pasti cabaran utama yang
dihadapi semasa fasa pelaksanaan. Berdasarkan model perubahan institusi dari sudut
teori, kajian ini mendapati bahawa pelaksanaan transformasi dipengaruhi oleh
persekitaran politik dan sosioekonomi serta menekankan kepentingan struktur tadbir urus
dan strategi pembaharuan yang komprehensif. Data kajian juga mendedahkan cabaran
fasa peralihan, termasuk kompleksiti dalam pembangunan sistem kewangan kerajaan dan
kesukaran dalam pengurusan perubahan organisasi dan pembinaan kapasiti. Selain itu,
dapatan kajian juga menunjukkan bahawa pelaporan berasaskan akruan dianggap sebagai
salah satu medium untuk meningkatkan ketelusan dan akauntabiliti fiskal, sambil
menekankan kepentingan mengambil langkah berjaga-jaga dalam pendedahan maklumat
kewangan bagi mengelakkan salahguna maklumat kewangan Kerajaan. Kesimpulannya,
kajian ini menekankan keperluan untuk pendekatan holistik bagi pembentukan strategi
dan pelaksanaan transformasi perakaunan sektor awam yang mana ia menggesa

penggubal dasar menyesuaikan strategi pembaharuan mengikut konteks khusus negara.

Kata Kunci: IPSAS, MPSAS, Transformasi Perakaunan Sektor Awam, Negara

Membangun, Teori Institusi
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CHAPTER 1: INTRODUCTION

The purpose of this chapter is to provide an overview of the research by providing
background information and establishing the problem statement that needs to be
addressed. Essentially, this chapter outlines the research objectives of the study, followed
by research questions that emerged from those objectives, as well as deriving the research
gap. Over and above, this section sheds light on the study's context and outlines the

motivations for conducting the research.

1.1 Background of the Study

Over the last three decades, criticism regarding the efficacy of governments has surged
notably, highlighting concerns especially on sovereign debt crises, stemming from a lack
of transparent governance, ineffective public finance management and poor public sector
financial reporting practices (Salia & Atuilik, 2018). Extant prior literatures also indicates
that weak governmental accounting practices have arguably exacerbated public
corruption prevalent in many developing countries (Abdulkarim et al., 2023; Cohen &
Karatzimas, 2017).

In Malaysia, Mat et al. (2019) observed that the issue of integrity in public governance
and the associated concerns about accountability have garnered significant attention,
especially in recent years, indicating that this matter is not new. Malaysians are becoming
more vocal and critical towards the government, and growing societal awareness of public
spheres has encouraged a renewed sense of optimism for higher transparency and curbing
abuse of power (Kamaruddin & Rogers, 2020). This heightened awareness has led the
Malaysians to witness a historic general election result, which reflects the public’s desire
for anti-corruption reforms and improved public services (Transparency International,
2018). Since then, the political environment in remained particularly unstable,

characterized by party-switching and leadership transition, thereby eroding public trust



and raising concerns about long-term stability. These challenges were further
compounded by the exacerbating impact of the COVID-19 pandemic (Gomes et al.,
2023). Therefore, in order to rebuild Malaysia, the current government is compelled to
undertake extensive corrective measures, particularly in transforming institutions, to

restore credibility, transparency, and accountability.

1.1.1  Public Sector Accounting Reform

Global socioeconomic growth is mostly reliant on an efficiently run public sector that
can responsibly manage its financial resources while providing services that meet the
expectations of its people (Broadbent & Guthrie, 2008). Therefore, it is logical to presume
that the information presented in the government’s financial statements would be of
interest to the general public. Seemingly, this underscores the significance of
governments disclosing details about their financial performance in order to meet public
expectations and empower citizens to hold their governments accountable (van Helden et

al., 2021; Mnif & Gafsi, 2020; Budding & van Schaik, 2015).

The primary pillars of any government financial reporting system are the accuracy,
consistency, and timeliness of reporting government expenditures, income, assets, and
liabilities (Aboukhadeer et al., 2023). Only then can financial reporting fulfil its purpose
of providing an accurate picture of the use of public funds to parliament and the wider
public. In most countries, government accounting and reporting systems are governed by
specific laws, rules, and regulations that reflect the nation's legal and regulatory tradition
and its unique requirements (Baskerville & Grossi, 2019). The global financial crisis and
subsequent sovereign debt scandals have exposed a lack of transparency in public
finances. In contrast, poor public financial management can undermine governments'
ability to meet public debt obligations and fulfil their welfare and other public service

delivery responsibilities. Therefore, accrual reporting is seen as an effective tool to ensure



the transparent utilization of public funds, hold public officials accountable, and formally
recognise future obligations, thereby providing a comprehensive view of government

finances (Mattei et al., 2020).

In recent decades, significant strides in public-sector accounting have been prolific,
aligning public-sector accounting practices more closely with those employed in the
business sector (Gomes et al., 2023). New Zealand has been at the forefront of promoting
private-sector accounting practices and financial reporting techniques (Rompotis &
Balios, 2023; Polzer et al., 2019). The International Public Sector Accounting Standards
(IPSAS) were purportedly grounded in accounting reforms, offering the governments the
chance to improve fiscal transparency, accountability and performance (Abdulkarim et

al., 2023).

The diffusion of IPSAS has become the central focus of the global transformation in
public sector accounting, driven by the persistent pursuit of greater comparability in
financial statement reporting through global best practices. According to the International
Federation of Accountants (IFAC) report, IPSAS was widely recognized as the
international accrual-based accounting standards that deliver high-quality and accurate
financial information, enhancing accountability and fostering public confidence (IFAC,
2021). IPSAS serves as the public sector counterpart to International Financial Reporting
Standards (IFRS) used in the private sector. IFRS has already brought about a more
transparent and accurate financial picture of listed corporations worldwide through the
use of accrual accounting. Inevitably, the shift to IPSAS will revolutionize financial
reporting practices in the public sector, similar to the impact IFRS had on publicly traded
companies. The development of IPSAS, issued by the International Public Sector
Accounting Standards Board (IPSASB) under the support of the International Federation

of Accountants (IFAC), has emerged as a result of ongoing reforms in public sector



accounting (Christiaens et al., 2010). These reforms aim to address the growing demands
for transparency and accountability in government financial reporting worldwide. The
advantages of adopting accrual-based IPSAS have been extensively discussed in the
literature on public-sector accounting. According to Ademola et al. (2020), adopting
IPSAS promotes superior financial operations by fostering accountability and
transparency. Furthermore, it promptly exposes financial mismanagement within the
public sector, regardless of the institution's size, as IPSAS establishes self-regulating

internal control mechanism.

1.2 Problem Statement

The implementation of Malaysian Public Sector Accounting Standard (MPSAS),
adapted from IPSAS, reflects Malaysia’s commitment to enhancing transperancy,
accountability and financial management within its public sector. Transitioning from
cash-based to accrual-based accounting aligns with global best practices, aiming to

provide a more accurate picture of the government’s financial position.

However, the process of transitioning has not been without challenges. Previous
studies have indicated that the implementation of accrual accounting at the central
government level in Malaysia is an exceptionally complex endeavor, as evidenced by the
delays experienced during the transformation (Mahadi, 2019). The new accrual
accounting system (iGFMAS) was initially scheduled to be readily used in 2015 (Hasan
et al., 2023). Nonetheless, the system development faced significant setbacks due to an
underestimation of the complexity and the intricacy of government financial transactions,
financial reporting structures and requirements (Hasan et al., 2023; Mahadi, 2019; Yusof
& Jaafar, 2018). As a result of these delays, the training of end-users on the new accrual
accounting system also had to be postponed. Remarkably, more than a decade has lapsed

since the transition process began in 2011, and full implementation of accrual accounting



has yet to be achieved. This unfavourable situation has substantially impacted the overall
reform and change management strategy, making it increasingly difficult to ensure that
all institutional members at all governmental levels, particularly public sector
accountants, to fully prepared and support the institutional change of the accounting

reform.

These challenges demonstrate that initiating and implementing institutional change in
the public sector is not a clear-cut effort. Ali (2017) argues that implementing change in
a highly institutionalized environment is inherently challenging, and a poorly organised
change management strategy can further expose the change effort to resistance from
institutional members who may be skeptical of the transformation project (i.e., accrual
accounting). As the lead agency, the Accountant General’s Department of Malaysia
(AGD) was tasked with modifying the long-standing existing accounting system (i.e., the
cash accounting basis) which has been in practice for so many decades. In doing so, the
AGD needed to strategically devise ways to convince and gain support from the
institutional members for the transformation to accrual accounting. Therefore, it appears
that the Malaysian public sector's move to accrual accounting warrants close examination.
It is emperative to provide explanations and insights into how the accounting change
process unfolded, how the change actors uninstalled the current institutional practice,
instilled a new culture, and establsied a new institution framework of accrual accounting

accounting, particularly at central government level.

1.3 Research Gap

Over the past few decades, a growing body of literature reflects the increasing need to
enhance public financial management in both developed and developing countries
worldwide. Previous research primarily focused on the adoption of IPSAS in developed

countries, but more recently, there has been a surge in studies exploring the experiences



of developing countries in improving their public sector accounting systems (Abdulkarim
etal., 2020; Tallaki & Bracci, 2019; Ismail et al., 2018; ACCA, 2017). These studies have
examined various aspects, including the effects of IPSAS adoption, harmonization in
public sector financial reporting, and the updates on the implementation of accrual

accounting in an effort to improve public transparency and accountability.

In the context of Malaysia’s public sector accounting reform, the research gap
identified in the literature encompasses several critical areas that warrant further
exploration. Firstly, prior studies primarily focused on opportunities, challenges,
accounting information system effectiveness, factors influencing implementation, and the
understanding of accrual accounting (Hasan et al., 2023; Baba et al., 2023; Mohd Ali et
al., 2020; Ismail et al., 2018). Although prior studies have explored various dimensions
of public sector accrual accounting transformation in Malaysia, there is discernible gap
in the literature examining the ongoing reform progress towards complete implementation
of accrual accounting since 2018. Thus far, proof of MPSAS implementation is still at the
initial stage, and the current development of the accrual accounting system, as well as its
practical application, is still unknown.This represents a significant gap in literature, as
understanding the dynamics of this transition is crucial for assessing effectiveness and

sustainability of the accounting reform of Malaysian Government.

Secondly, there is an evident need for post-implementation evaluations that investigate
the challenges encountered during the transitioning process to accrual-based accounting
and assess the benefits realised through this transition Chytis et al. (2020). Such
evalutaions are essentials for identifying existing gaps and areas that require improvement
within the process of accounting reform.Without these insights, the reform process may
fail to achieve its intended outcomes and opportunities for optimisation could be missed.

Ali (2017) also suggested that future studies need to be done to measure Federal



Government of Malaysia (FGoM) reform progress. According to the author, research on
the adoption of MPSAS is notably limited, particularly at the central government level.
The scarcity of adequate studies hinders a full understanding of how these accounting
standards are being adopted and its practical implications for public sector financial
management. Given the centrality of MPSAS to the accrual accounting reform, this gao

in the literature represents a critical area for further investigation.

Thus, this study seeks to fill these identified gaps and respond to the recommendations
for more extensive research, specifically in the context of Malaysia's accrual accounting
transition. Imperatively, the study will consider the influence of country-specific factors,
the intricacies of institutional complexity of public sector and practical challenges

throughout the reform process.

The study employs institutional theory to shed light on the slow pace of reforms during
the transition journey and identify the specific institutional challenges of the accounting
reform. The interplay between institutional structures, practices and the complexity as
well as multicaeted issue of the reform process requires deeper examination. By
understanding the rules, procedures, practices, and structures within institutions, this
theory helps explain the reform journey taken by FGoM and challenges it faces. Thus,

institutional theory forms the foundation of this study.

1.4 Research Objectives and Research Questions

In light of the problem statement and research gap presented earlier, the study has
formulated three (3) specific research objectives and questions to address. The primary
objective of this study is to expand the existing understanding of Public Sector
Accounting Reform (PSAR) in Malaysia by investigating the interconnectedness between
institutions and the implementation of accounting change by the FGoM. The research

objectives (ROs) of this study can be summarized as follows:



Research Objective 1 (RO1): To assess the current progress of MPSAS
adoption by the Federal Government of Malaysia (FGoM)

The study examines MPSAS adoption and how accrual accounting is
becoming institutionalized within the political and administrative systems.
Specifically, the study evaluates the extent to which the environment created
for accounting reforms (transition journey) is conducive and assesses the

accomplishments achieved during the transition.

Research Objective 2 (RO2): To identify the primary challenges faced by
the Federal Government of Malaysia (FGoM) in its journey towards full
implementation of accrual- based accounting through the adoption of
MPSAS.

The research aims to investigate the complexities arising from institutional
factors and unintended consequences that emerge during the transition
period, posing significant challenges to the implementation of accrual

accounting by FGoM.

Research Objective 3 (RO3): To evaluate the perceived effectiveness of
financial reporting prepared under the MPSAS framework.

The research aims to provide an analysis of the effectiveness of accrual
financial reporting prepared under the MPSAS framework, considering the
viewpoints of internal and external stakeholders. This evaluation is
particularly relevant to the Malaysian context, shedding light on the
stakeholders' perspectives regarding the financial reporting's quality and

usefulness.



The aforementioned problem statement and research aims are addressed through the
research questions (RQs) below:

i.  Research Question 1 (RQ1): What is the current progress in the adoption of
MPSAS by the Federal Government of Malaysia (FGoM)?

ii.  Research Question 2 (RQ2): What are the major challenges faced by the FGoM
in its journey towards full implementation of accrual-based accounting under
the adoption of MPSAS?

iii.  Research Question 3 (RQ3): How is the perceived effectiveness of financial

reporting prepared under the MPSAS framework assessed?

To answer these research questions, this study employs a qualitative research approach
by utilising a case study method that involves document reviews and conducting semi-
structured interviews. The study is designed to encompass the period from 2018 to 2022,
with a specific focus on the period of transition coinciding with the introduction of the

new accrual accounting system (iIGFMAS).

1.5 Research Motivations

In recent years, there has been a significant increase in studies examining the
experiences of developing countries in improving their public sector accounting systems
and adopting accrual-based IPSAS (Polzer et al., 2019). However, research on the
implementation of the Malaysia Public Sector Accounting Standard (MPSAS), which is
based on accrual-based IPSAS, remains limited and inadequate (Ismail et al., 2018).
According to Yusof and Jaafar (2018), the full implementation of accrual accounting by
the Malaysian Federal Government (FGoM) has been delayed due to various issues and
challenges during the transition process. The Auditor General's Report in 2020 stated that
the delayed completion of the IGFMAS (accrual accounting system) cost the government

RM230.74 million. This news has raised concerns about the credibility of the Accountant



General's Department of Malaysia (AGD) as to whether they can navigate the reform to
success. Consequently, the accrual accounting initiatives may be mistakenly perceived as
another wasteful government expenditure. Therefore, this study aims to provide valid and
in-depth findings and outcomes, as well as a comprehensive understanding of the

development of accrual accounting in the FGoM.

The motivation for this research also arises from the need to evaluate government
financial management reforms aimed at reducing corruption as well as enhancing
accountability and transparency in public services through the adoption of accrual
accounting standards (MPSAS). Over the past two decades, Malaysia has undergone
several public sector reforms due to growing concerns about the perceived lack of
transparency and accountability. Thus, the implementation of accrual accounting through
the new accrual accounting system, iGFMAS is seen as a crucial measure to combat
corruption and enhance transparency and accountability in the Malaysian Federal
Government. Currently, there is limited in-depth research to understand many aspects of
the reform process, especially regarding how the drivers of the reform address the detailed

reporting requirements imposed by accrual accounting.

With a larger organizational size and substantial economic transactions compared to
the private sector, there is controversy surrounding how the government embark on the
transformation plan, considering the initial implementation costs and the readiness of
public accountants in terms of technical capabilities. Additionally, prior to the reform,
accounting information was seldom utilized in decision-making and management
processes in the public sector. Hence, there is scepticism on whether the new practices
can encourage public managers to fully utilize the new accounting information to address
the existing deficiencies in cash-based reporting. These critical dilemmas have driven the

motivation for this research.
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1.6 Organisation of the Study
Building upon the contextual background of the research, the forthcoming argument

of this study unfolds across the next seven chapters.

Chapter 1 - Introduction: The purpose of this study's first chapter is to give background
information on the field of study in order for the reader to gain an understanding and
familiarity with the research topic. The background information serves as the foundation

for this research before presenting the research objectives and research gap at the end.

Chapter 2 - Literature Review: In this chapter, the researcher presents a review of the
literature on PSAR, encompassing the experiences of nations worldwide in upgrading
their public accounting systems through the adoption of IPSAS. It explores the specific
implications of accrual accounting and the IPSAS reporting framework in the context of
this transformation journey. It highlights the shared perspective among various
perspectives in the recent accounting reform literature that contextualizing accrual
accounting reforms within the broader "ecosystem" of administrative reforms in emerging

economies and low-income countries are crucial, thereby justifying the current study.

Chapter 3 - Theoretical Framework: This chapter elaborates on the underlying
theoretical framework employed in this study, focusing on institutional theory as a
guiding tool to address the research questions and identify the underlying causes and
influences of observed phenomena. Building on the work of Greenwood et al., 2011and
Dambrin et al., 2007, a conceptual framework is developed to explain the variability in

organizational responses conceptually.
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Chapter 4 - Research Methodology: In this chapter, the researcher outlines the research
methodology, explaining the qualitative approach employed through case studies to
answer the research questions and acquire and analyses the data gathered from the

document reviews and interviews.

Chapter 5 - Research Findings: This chapter provides an empirical context for the
research, presenting relevant background information on the accounting reform
implemented by Federal Government of Malaysia. It then presents the main findings of
the study, answering the research questions presented in Chapter 1 by employing the

theories and establishing links with the literature presented in Chapter 2 and 3.

Chapter 6 Conclusion: In this final chapter, the researcher will discuss the overall
findings before concluding with the contribution of the study and recommendations for
relevant stakeholders; in theory and knowledge. Finally, the chapter acknowledges the

limitations of the study and suggests future research.
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CHAPTER 2: LITERATURE REVIEW

2.1 Introduction

This chapter presents a review of prior literature on the implementation status of
IPSASs, highlighting significant reform challenges and measures to address them.
Following this introduction, Section 2.2 offers an overview of accounting reform
literature in various settings of developed and developing nations, setting the context of
this research. Section 2.3 then examines the major challenges and obstacles in the
implementation of public sector accrual accounting before moving on to Section 2.4,
which briefly discusses key success factors of IPSAS adoption presented in prior
literature. Section 2.5 covers the debate on fundamental principles of effective public
sector financial reporting and what makes the financial information credible, particularly
for decision-making purposes. The discussion is particularly valuable in analysing the
implementation outcomes as one of the important tools to measure the success of the
reform journey. The research gap, which serves as a summary of this chapter, is then

presented in Section 2.6.

2.2 Background of the Study

A growing number of countries around the world have engaged in accounting reform
and modernisation of government accounting system, driven by heightened demands for
increased transparency and accountability in the administration of public funds
(Schmidthuber et al., 2022; Gourfinkel, 2021; van Helden et al., 2021). The reforms have
led to the introduction of accrual accounting and the adoption of IPSAS (Sellami & Gafsi,
2020). As a result, the evolution of public sector accounting has given rise to extensive
literature providing insights and analysis on the level of implementation, advantages and
challenges encountered by public sector entities in their transition towards IPSAS

adoption.
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In recent years, governments have been compelled to modify their accounting systems
in order to produce high-quality financial reporting. Ensuring transparency in government
financial transactions has become essential, serving as a critical tool for public
accountability. The adoption of International Public Sector Accounting Standards
(IPSAS) is considered one of the essential NPFM reform components in the fiscal policy
of many nations, aiming to improve fiscal transparency, high-quality reporting, and
enhance comparability of the different countries' financial information. Credibility can be
defined as the attribute of being believed or trusted by others. Fuchs et al. (2017) argue
that worldwide implementation of IPSAS makes it possible for greater universally
perceived credibility of financial information, which undoubtedly improves public
accountability by governments across the globe. Mbelwa et al. (2019) agree with this
notion, noting that the implementation of IPSAS discloses significant facts and figures in
government financial activities. In addition, it fosters people‘s trust and confidence both
domestically and internationally. This, in turn, attracts investors and broadens the scope
of foreign assistance available to the nation. IPSAS aligns government accounting with
the best accounting practises by utilising credible accounting standards, improving
internal controls, providing comprehensive information about costs for results-oriented
management, and promoting cross-border investments, thereby increasing the flow of

foreign direct investment (Atuilik et al., 2016).

The International Public Sector Accounting Standards Board (IPSASB) is responsible
for developing two distinct forms of IPSAS: accrual-based IPSAS (42 standards) and
cash-based IPSAS (one standard). Accrual-based IPSAS, as opposed to cash-based
standards, provides more accurate information not just on cash flows but also on revenue,
costs, assets, liabilities, and equity (ACCA, 2017; ljeoma & Oghoghomeh, 2014; Mnif &
Gafsi, 2020). They guarantee improved levels of service and secure the continued

viability of the organisation over the long run (Kartiko et al., 2018). IPSAS also offer
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improved tools for measuring financial performance as well as financial situation. The
IPSAS study by Ernst & Young (2012) states that accrual-based IPSAS are indisputably
beneficial notwithstanding various challenges in its implementation by the member states
of the EU. The International Public Sector Financial Accountability Index published by
IFAC-CIPFA (2018) reveals that 25% of the studied population reports on accrual-based
accounting, while 51% of those countries employ IPSAS in various methods. In a similar
vein, the IPSAS's (2019) Standard Adoption Report, which provides additional details on
information on IPSAS and other standards' adoption status on a country-by-country basis,
reveals that an increasing number of nations are adopting IPSAS as the fundamental
accounting reference in their public sector. Nevertheless, the adoption status of IPSAS
(mandatory/voluntary, full/partial, direct/indirect) is contingent on each nation's public

sector institutional structure of and the degree of the implemented reforms.

According to the most current International Public Sector Financial Accountability
Index established by IFAC and CIPFA, the adoption of IPSAS by countries worldwide
grew from 51% in 2018 to 57% in 2020 (IFAC & CIPFA, 2021). The report revealed that
full accrual accounting, which is in compliance with IPSAS requirements, is widely
adopted in Anglo-American nations such as Australia, Canada, New Zealand, the United
Kingdom, and the United States. Pina and Torres (2003) argue that, generally, these
nations implement New Public Management reforms where it includes the transition

towards accrual accounting and reporting as one of their reform strategies.

In 2017, OECD and IFAC reported that developed nations like New Zealand benefit
greatly from having a large pool of knowledgeable and experienced accountants when
adopting private sector techniques and procedures, particularly with regard to IT systems.
In the UK, the government employed pilot tests and dry runs to reduce reform risks and,

at the same time, emphasise the importance of best practices and stakeholder
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commitment. The report further highlights that the goal to "modernise, increase
accountability, and improve decision-making” was the driving force for accrual
accounting adoption, and IPSASs were commonly referenced as the key source for
establishing public sector accounting standards. The report also revealed that only a small
percentage of countries (South Korea, New Zealand, and Spain) claimed to have fully
achieved the reform benefits. More than 60% stated that the benefits had been partially
realized, while almost a third reported no specific benefits yet, either because their reform
process was ongoing or recently completed. Increased transparency, accountability, and
public understanding of government finances were frequently mentioned as the
advantages of these reforms. However, many countries cited difficulties in making
information sufficiently relevant and understandable for stakeholders. Furthermore, the
challenges faced during accrual accounting reform varied significantly among nations.
Approximately 14.7% reported no significant obstacles (Austria, Canada, Japan, and
South Korea), while others encountered various substantial challenges, including delayed

implementation times of up to 25 years.

The encouraging phenomena of accounting change reform have given rise to a number
of studies that investigate how the implementation of IPSAS might improve transparency
in the context of developing countries (Abdulkarim et al., 2020: de Silva Lokuwaduge &
de Silva, 2020; ACCA, 2017; Adhikari & Garseth-Neshakk, 2016). In a developing
country context, prior research has highlighted that the extent of implementation varies
from one country to another due to a wide range of issues and constraints to IPSAS
implementation (Abdulkarim et al., 2023). It has been observed that, while struggling
with numerous institutional pressures, governments may adopt IPSASs without being
fully aware of the true benefits that the country may gain from implementation or without

fully understanding the standards' applicability in the environment in which a particular

16



government operates (Mnif & Gafsi, 2023; Hepworth, 2017; Adhikari & Garseth-

Nesbakk, 2016).

Developing nations, who mostly rely on foreign resources, are compelled to comply
with the terms set by international financial institutions, often forcing the country to
modernise its public accounting system in accordance with IPSAS requirements. This is
mainly the case for many African nations (ACCA, 2017). In Africa, institutional pressures
for the adoption and implementation of IPSASs have garnered greater criticism than in
other developing regions (Hopper et al., 2017). According to Lassou and Hopper (2016),
many African nations sought to implement the Cash Basis of IPSAS in the previous
decade to deal with external pressures. However, the standard's criteria proved
impracticable in their unique settings. The two primary criteria of the Cash Basis IPSAS
— generating consolidated accounts and declaring in-kind assistance from donors — in
particular, have led to a substantial number of African nations rejecting the adoption.
Other nations, such as Zimbabwe and Ghana, have proclaimed the implementation of
IPSASs with a multi-year transition period. This has raised questions about whether their
objectives are genuine or motivated by a desire to portray facades (ACCA, 2017; Lassou,
2017). Goddard et al. (2016) provide the situation of Tanzania, where all financial
statements were marked as "full IPSASs compliant,” despite the fact that this was far from
true. This ruse was intended to persuade donors and international organisations that they
could deal with institutional challenges and assure the transfer of allocated cash. A similar
issue has been seen in Benin, where IPSASs and other public sector accounting reforms
have created an environment conducive to corruption and favouritism rather than

improving governance and accountability (Lassou, 2017).
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Thus, the fact that every nation has its own unique financial reporting requirements. It
is equally important that each nation is being examined independently in order to identify
the elements that may inspire or impede the efficient implementation of IPSAS, as each
reform journey is being experienced differently from one central government to the next

(Schmidthuber et al., 2022; Polzer et al., 2022).

2.2.1  Public Sector Accounting Reform

So far, evidence on the application of MPSAS (accrual-based IPSAS) is sparse and
insufficient (Ismail et al., 2018). As highlighted by Sariman et al. (2017), accrual
accounting implementation in the public sector is challenging. The study further
commented that it is important for developing nations such as Malaysia to consider the
constituency factors (internal/external pressures), barriers (issues/challenges) as well as
facilitators influencing the implementation. Reviews on prior research conducted in
Malaysian context mostly revolve around the arguments, particularly on the best
practices, perceptions and challenges in the context of technical aspects of the reform and
the institutional factors which influence the journey of the reform (Hasan et al., 2023;
Mahadi, 2019; Sariman et al., 2017). Topics covered include the formulation of
implementation strategy and change management, developing technological
infrastructure, preparing human capabilities and technical skills to produce high-quality
accrual financial reporting and last but not least, issues on obtaining political-buy-in from

the elected politicians to support the accounting reform.

The most recent study on Malaysia’s attempt at accounting reform by Hasan et al.
(2023) presented various issues and challenges in the implementation of IPSAS, where
classifying the challenges into three categories. First, there are resource limits, such as a
lack of qualified accounting and financial personnel, as well as inadequate IT

infrastructure to support accrual accounting operations and reporting. Second, there are
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issues of intricacy and complexity in recognising, measuring, and reporting government
financial transactions, which are mainly not as straight forward as normal business
transactions. And third, the commitment issues of senior management to ensure the
success of change management programmes. In a different perspective, (Ismail et al.,
2018) investigated the degree of preparedness of public sector accountants in Malaysia
for the introduction of accrual accounting. The authors proposed that change valence
(organisational attitudes about how effective and helpful change is) is important in
affecting successful accrual accounting adoption. Of course, this requires careful

preparation and efficient communication.

Azmi and Mohamed (2014), on the other hand, performed a case study at the Ministry
of Education. The findings indicate that the staff were ready to apply accrual accounting,
but their qualifications and abilities to properly execute the new system were a major
problem. Similarly, Atan and Yahya (2015) discover a promising attitude toward change
among public sector accounting professionals. These findings were supported by a more
recent study by Mosuin et al. (2019), which emphasized the importance of technology
acceptance in fostering a positive attitude of government accountants and readiness to
accept new responsibilities towards the accounting reform. Findings from Mohd Ali et al.
(2020) further emphasis the need for accountants to be equipped with sufficient
knowledge to apply the new accounting method diligently. According to Mahadi (2019),
Malaysia should learn from New Zealand, Australia, and the United Kingdom in
addressing implementation challenges such as issues in asset and liability recognition and
valuation, human competence, and high implementation costs. Another noteworthy
argument by Yusof and Jaafar (2018) in their study is that countries on the transition
journey may take more time than initially expected. According to the authors, careful
thought, strategies, and consideration need to be given to areas such as the employee

technical skills and competency, the stability of the accounting system as well as the
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accounting standards and policies to ensure successful implementation of accrual-based

accounting.

Despite its promising aspects, the implementation of accrual accounting in the public
sector is not as straight forward as in the private sector, where stakeholders’ needs can be
clearly identified. Government activities are far-reaching, and its financial transactions
deal more with the macroeconomic environment. Additionally, goals, objectives and aims
are not all financially driven (thus, they often have to address the nation’s social

problems). As such, wider stakeholder's needs must be met and satisfied.

2.3 Major Challenges and Obstacles

ACCA (2017) conducted an assessment of the practical implementation of IPSAS
globally and concluded that the implementation journey is fraught with numerous
obstacles. On a similar nuance, Gourfinkel (2021) identifies ten major challenges of
public sector accounting reform: lack of political will and support, timing and strategy of
the reform, coordination of the reform, availability of sufficient financial and human
resources, legal and regulatory framework, organization's structure and accounting
function, risk management and mitigation mechanism, strategy for managing change and

developing capacity, integrated accounting system, and monitoring and control.

The complexities of IPSASs have proven to be one of the most difficult obstacles to
overcome, which many reform countries experiencing similar implementation issues.
Specifically within developing nations, IPSAS requires substantial cultural change.
Adhikari et al. (2021) note that the direct adoption of accrual accounting is problematic
for Asian countries. Hasty attempts to put these changes into effect could lead to
unintended consequences and superficial modifications as the public sector's cultural
environment is difficult to adjust (ACCA, 2017). Hepworth (2017) claimed that an often-

overlooked requirement for adopting accounting reforms is the need for managerial and
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cultural transformations. Thus, based on the literature review, implementation issues
during the transition period can be classified into two (2) major themes as follows:
i.  Institutional factors relating to the bureaucratic nature of the public sector; and
ii. Challenges related to technical aspects of reform (knowledge, financial and
technological resources)
The following subsection discusses at length the major issues and obstacles
encountered by reforming countries throughout the transition period based on these two

(2) major themes.

2.3.1 Institutional Factors — Bureaucratic Nature of Public Sector

Instituting accrual accounting represents a transformative effort, and the presence of a
supportive organizational climate and culture plays a crucial role in ensuring the effective
institutionalisation of the new accrual accounting framework (Saleh et al., 2018;
Hyndman et al., 2018). A study by Dabbicco and Mattei (2021) indicated that legislative
context and political culture significantly influence the implementation of accounting
reforms. These reforms introduce novel ideas, technologies, and/or accounting practices
which involve cultural change and require validation before gaining acceptance and being
put into practice within the public sector. The study further revealed no significant
progress in the implementation of accrual accounting in Italy due to its conservative and
bureaucratic culture, in contrast to the United Kingdom’s successful accounting reform

efforts, where citizens prioritized public accountability and fiscal transparency.

Looking further into the context of developing countries, IPSAS adoption in
developing countries has grown significantly over the past few years (Mnif & Gafsi,
2023; Abdulkarim et al., 2020; Ismail et al., 2018). However, the authors argue that
IPSAS is especially difficult to be adopted in these countries. Since IPSAS originated in

the West, its adoption aligns with their level of economic development and cultural
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context, making it potentially less acceptable in emerging economies or developing
countries, which tend to be more conservative in their cultural dimension (Abdulkarim et
al., 2023, Hepworth, 2017). For instance, the lack of institutional capacity and resources
in Sri Lanka, together with a high level of political engagement in decision-making, acted
as the most important barrier to the implementation of reforms in that country (de Silva
Lokuwaduge & de Silva, 2020). The results backed up previous research by Hopper and
Major (2007), which emphasized the importance of the social and political environment
in the institutionalization and implementation of new policies and practices, as it provides

legitimacy and a regulatory framework for the change.

A recent study by Gourfinkel (2021) and Ismaili (2021) supported prior research
findings (ljeoma & Oghoghomeh, 2014; Adejola et al., 2015; Biraud, 2010), in which all
concluded that implementing accrual-based IPSAS has sparked a great deal of discussion
about numerous challenges and risks, including those related to cost and period of
transitioning and implementation, human capacity and funding, cultural and
organisational issues, legislation and political willingness as well complexity on

infrastructure building.

A study by Boolaky et al. (2020), focusing on single-country settings evidenced that
Indonesian municipalities took a longer time to complete the transition due to numerous
challenges encountered along the reform journey. The author argued that the pace of
IPSAS adoption is influenced by the commitment level of government members, who
may prioritize other political and economic agendas over the adoption of IPSAS. In the
same vein, prior research by de Silva Lokuwaduge and Godage (2020) argued that
government disputes, strong political engagement, and bureaucracy in public policy
decision-making serve as the most significant impediments to accrual-based IPSAS

implementation in Sri Lanka. Prior studies also explained why developing countries
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appear to be sluggish in their efforts and commitment to accounting reform, as many
nations are still struggling to stabilise their social, economic, and political environments,
making it more difficult to institutionalise and implement new policies and practices
(Mnif & Gafsi, 2023; van Helden et al., 2021). These recent findings reinforce the study
done by Luder (1992), which stated that the shift from conventional governmental
accounting practices to a more modern accounting system is predominantly influenced

by the historical, cultural, legal, economic, and political context of a nation.

Mustapha et al. (2017) supported Burns and Scapens’ (2000) earlier research by
utilizing contingency and institutional theories to argue that politics is crucial in
influencing change processes. They contended that political pressures are vital
instruments for influencing change processes to institutionalise accrual accounting
adoption. To this effect, the demands and effects of political pressure in the organisational
setting have significantly impacted the disclosure of financial reporting (Mnif & Gafsi,

2023; Adhikari & Garseth-Nesbakk, 2016).

Furthermore, Mustapha et al. (2019) revealed that government employees need to be
motivated and willing to support the reform agenda. Discussing the same matter, a more
recent study by Tran et al. (2021) points out that public sector employees may be
innovative; however, their capacity is limited by prevailing cultural norms and values.
Tallaki and Bracci (2019) revealed a compelling discovery particularly relevant to
developing nations, indicating that accountants in public sector institutions are not
encouraged to be risk-takers. In a similar vein, Abdulkarim et al. (2020) identified that
insufficient autonomy, limited decentralization power, and a distant high-authority
culture contribute to a lack of support for reform implementation. Rajib et al. (2019)
added that a lack of education and training for government accountants, as well as a lack

of performance-based awards, have essentially undermined public administrators'
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willingness to participate in the transformation process and learn about new accrual

accounting and financial reporting fundamentals.

Prior studies also highlighted that internally driven reforms have proven to be more
effective in developing countries than externally propagated improvements like IPSASs
and accrual accounting (Sellami & Gafsi, 2020; Rajib et al., 2019; Lassou & Hopper,
2016). The studies argue that institutional changes by the government have the potential
to be more beneficial and effective in developing countries than externally propagated
reforms. External coercion may be one of the most crucial aspects in the government's
decision to embark on the accounting change reform. However, it clearly is not one of the
elements guaranteeing the end of a successful journey. What matters the most is that when
the government sees public sector accounting changes as necessary and inevitable, they
will make careful preparation for the transition journey and be enthusiastically motivated
to participate in the reform process, armed with adequate knowledge and skills. As
evidenced by Lassou (2017), local involvement and engagement have been shown to

contribute to effective reform implementation in countries such as Benin and Ghana.

Numerous earlier researchers also found notable variations in accounting practices
among countries and that there were considerable departures from IPSAS throughout its
adoption (Polzer et al., 2022; Schmidthuber et al., 2020; Baskerville & Grossi, 2019;
Goddard et al., 2016). In this respect, the studies emphasize the importance of the
diffusion of accounting change and IPSAS adoption at different levels of the
organizational process, how highly embedded actors, especially the public accountants,
can exert changes and the field-level conditions (endogenous and indigenous
factors/pressures) that push the change to happen. Arguably, current public sector
accounting literature still lacks an explanation of the roles and actions of the actors in

exerting, diffusing and stabilising change in highly institutionalised public sector
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organizations (Hyndman & Liguori, 2018; Ali, 2017; Battilana et al., 2009).
Implementing such reforms is always a daunting task, and more often than not, the
outcome may not be as expected (Gourfinkel, 2021; Adhikari et al., 2021; Boolaky et al.,

2020; ACCA, 2017).

In many prior cases, the introduction of new procedures and policies has failed in
Malaysia due to lack of top management support and resistance to change by the impacted
members of the organization (Hasan et al., 2023; Mahadi, 2019; Yusof & Jaafar, 2018;
Ali, 2017). The resistance to change occurs generally due to a lack of understanding of
the change process as well as the occurrence of unintended outcomes such as the need for
change in reform strategy due to complexities in the development of accrual accounting
IT infrastructure (Sanip & Abdul Rahman, 2018). Furthermore, changing norms are
especially difficult to implement in highly embedded environments like governmental
sectors or any other environment where members of the old systems benefit from the old

practices (Battilana et al., 2009).

Summing up, Mnif and Gafsi, 2023 conclude that IPSAS represents intricate and
complex standards which demand more than just substantial transformation in
management processes and systems; the adoption also requires a shift in accounting
culture, especially for governments accustomed to employing cash-basis accounting for
decades. The study backed up by Pina and Torres (2003) suggests that accounting reforms
exhibit non-uniformity across the world as each nation employs diverse strategic
approaches in addressing institutional pressures for conformity and paradigm shifts
towards the institutional framework embedded in the organization and its political-
administration system. The need to understand how institutions influence actors'
behaviour and how actors influence and change the institutions is urgent (Battilana et al.,

2009). There has been inadequate research on the variation in organisational processes
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throughout the institutional and cultural change, especially at inter- or intra-organisational
levels (Abdulkarim et al., 2023; Thornton et al., 2012). Furthermore, the authors further
argue that current public sector accounting literature is still lacking in explaining the roles
and the actions of the actors in exerting, diffusing and stabilising change in highly

institutionalised public sector organizations.

2.3.2  Technical Aspects of Reform

Several scholars have identified various factors contributing to the failure of IPSAS
adoption, which include the high costs and the lack of adequately qualified staff (Adhikari
et al., 2021; Salia & Atuilik, 2018; Atuilik et al., 2016; Tanjeh, 2016). Implementing
accrual accounting and IPSAS is challenging due to differing capabilities and limited
resources (ACCA, 2017; Chan, 2006). This is particularly true in the context of emerging
economies, and developing countries since the implementation of IPSAS in these nations
often necessitates significant investments in time and money for education and training

in accrual accounting.

Empirically, Ranjani and Neba (2016) argued that the technological infrastructure of
Nigerian government was inadequate to support the accrual of financial and accounting
functions, thus hampering the reform efforts and journey. A study by Adebisi et al. (2019)
investigated the extent of IPSAS implementation and identified the accomplishments of
the reform. According to their findings, the percentage of implementation was still less
than forty per cent. The findings revealed that the low level of achievement is attributed
to numerous implementation challenges, including inadequate training, high costs
associated with training and re-training, poor record-keeping and apathy on the part of
implementers (“reform fatigue”), which leads to low motivation of staff. Therefore,

significant conscious efforts were required to address these technical difficulties during
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the implementation process in order to ensure the goals of accrual-based IPSAS Financial

Reporting were achieved in southwestern Nigeria.

Additionally, due to the vast differences in accounting principles between the cash
basis and accrual basis of accounting, the degree of implementation somewhat varies,
especially among governments in transition (Abdulkarim et al., 2023; Polzer et al., 2019).
The complexity of complying with IPSAS requirements and resource constraints leads
many nations to decide to adopt some parts of the accrual accounting criteria, which is
referred to as “modified accrual accounting”. A study by Dabicco and Mattei (2021)
further indicates that the direct adoption of accrual accounting poses challenges for
developing countries in South Asia. As a workaround, cash-basis iterations of IPSAS are
still necessary. However, these adaptations might lead to sporadic use of accrual
accounting, diminishing developing countries to reap potential full benefits from the

adoption.

Adhikari et al. (2021) noted that in emerging economies such as Egypt and
Bangladesh, public sector accountants play a crucial role in either expediting or impeding
the adoption of IPSAS. Similar findings were observed in a study by Alshujairi (2014),
which strongly emphasized the significance of having adequately trained staff members
and demonstrating a good level of familiarity with IPSAS in order to ensure an efficient
level of adoption can be achieved. A study that was conducted by Gigli and Mariani
(2018) in Iltaly revealed that the government accountants’ lack of technical accrual
accounting knowledge and its application posed a key barrier to successful IPSAS
implementation. Tanjeh (2016) listed similar key determinants of successful IPSAS
implementation, which include knowledge and awareness, recruiting competent staff,

investing in staff training and the cost of implementation.
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In a similar vein, research conducted by Hamisi (2012) and Harun et al. (2012) found
that having access to relevant accrual accounting knowledge is crucial to the successful
implementation of IPSAS and that a lack of it or insufficient abilities may lead to delays
in the implementation process. The findings of this study align with a study by Matekele
and Komba (2020) that was carried out in Tanzania, another country in Africa. That study
found that the most important factors influencing IPSAS implementation are the level of
staff experience, the amount of in-house training that is provided, the use of a standardised
financial reporting format, the participation of professional accountants, and the sanctions
that are imposed by regulatory authorities. In addition, earlier studies also showed a
significant link between educational qualification and professional credentials in terms of
IPSAS adoption (Adhikari et al., 2021; Tanjeh, 2016). Researchers Agyemang and Yensu
(2018) also found a positive association between education and training and the
application of IPSAS standards. The finding suggests that improving the competence of
government accountants, particularly in accrual accounting and auditing skills is crucial

for facilitating the successful implementation of accrual- based IPSAS.

On another perspective of implementation challenges, Olusegun (2019) researched the
many variables contributing to the sluggish deployment of IPSAS in Nigeria. The result
demonstrated that the majority of respondents agreed that excessive costs related to data
collection of government assets, complex accrual accounting transactions (especially
regarding consolidation and reconciliation of budget and financial statement
information), and shortage of qualified accountants were significant obstacles to

executing the implementation of IPSAS effectively.

To conclude, recent results from a study conducted by Ademola et al. (2020) make it
abundantly clear that the cost of implementing IPSAS, along with technical aspects such

as staff training, technological factors, IPSAS knowledge and awareness, and the
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availability of expertise, play significant roles in determining whether or not an

organisation will be successful in implementing IPSAS.

2.4 Key Success Factor of IPSAS Implementation

According to a recent study by (Mnif & Gafsi, 2020), the degree of government
openness (political culture), quality of public administration and management, and prior
experience with International Accounting Standards (IAS)/ (IFRS) in the public sector
positively influence the successful implementation of accrual-based IPSAS. The study
also noted that government financial condition is a nonsignificant factor. This finding
aligns with a study conducted by Amor and Ayadi (2019), stating that the general profile
of IPSAS adopters includes state-of-the-art accrual accounting systems, a flexible legal
structure, and the adoption of an internationally legitimised private accounting system

based on IFRS.

Fahmid et al. (2020) elaborate at length on the most recent advancements in IPSAS
adoption, outlining the key aspects for developing countries to consider the adoption.
First, the research emphasises the necessity of stakeholder interaction, particularly in the
early stages of transformation. The awareness and understanding, education, and
participation of key stakeholders such as lawmakers, state auditors, ministries, and local
government, as well as representation of residents from less developed and indigenous

areas, are required for the successful implementation of IPSAS.

The study also emphasized that a well-developed legal system is necessary to
guarantee compliance with the accounting standards. Emerging countries should also
consider a consistent source of financial assistance since the transformation involves
significant investment, particularly in technology and infrastructure development, as well
as in employee training. Last but not least, governments should think about simplifying

reporting. An IPSAS-based reporting system is basically a contemporary business

29



language, and it is often beyond the general public's comprehension, much alone those
with limited access to education and current business operations, particularly in
developing countries (Abdulkarim et al., 2023). Therefore, the author strongly suggested
that IPSAS-derived reporting and budgeting criteria must be simplified for easier

understanding.

2.5 Effectiveness of IPSAS Financial Reporting

Effective financial reporting refers to the degree to which financial reports are relevant,
reliable, understandable, and transparent, ensuring that the information provided in the
financial statement is justified by their usefulness and reliability (Mbelwa, 2015). The
author further emphasized that if one of these criteria (relevance and reliability) is missing
from a financial statement, the data is meaningless and ineffectual in meeting
accountability requirements. Thus, with regard to the usefulness and accountability
function, many scholars are unequivocally convinced that accrual accounting can bring
so many advantages to the implementer (Tawiah, 2023; Soguel & Luta, 2021,
Schmidthuber et al., 2020; Bakre et al.,2017; Fuchs et al., 2017: Brusca & Martinez,

2016).

There is evidence in prior literatures that politicians or other users have made decisions
based on information provided by accrual accounting (Giacomini, 2020; Caruana &
Grima, 2019; Saliterer et al., 2019; Liguori et al., 2018). Zarei et al. (2022) recommend
that developing nations embrace IPSAS in order to promote financial discipline and
thereby accelerate their respective levels of economic growth and development. A study
conducted by Bisogno and Cuadrado-Ballesteros (2020) indicated that accrual accounting
was positively associated with efficiency where it provides better- quality information to
external stakeholders. The finding supported prior research by Moynihan (2009),

highlighting that accrual accounting stimulates the purposeful use of information.
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Evidence from prior studies stated that in order for the implementation of public sector
accrual accounting to be successful, the financial reporting prepared under the said
framework needed to be useful for decision-making purposes and enable the government
to discharge its accountability function more effectively. They argue that managerial
accountability and effective decision-usefulness contribute to the successful
implementation of accrual accounting (Gourfinkel, 2021; Mbelwa et al., 2019). Phuong-
Nguyen et al. (2020) concluded that to ensure the success of the accounting reform in
Vietnam, it needs to improve the usefulness of financial statements by continuously
revising the regulations or standards pertaining to transparency issues of the information
published in the financial statements. Seemingly, effective and purposeful financial

reporting is necessary to ensure the success of IPSAS implementation.

Despite many researches highlighting significant benefits associated with IPSAS
reporting, there are also opposing views about its effectiveness and usefulness from such
reporting (Polzer et al., 2022; Manes-Rossi et al., 2016). On this matter, the studies
revealed that the use of the government’s accrual accounting information is still relatively
low, and politicians are generally less interested in such information. A study by Tawiah
(2023) revealed that the benefits of IPSAS, which encourages accountability and
transparency between the government and its people, are mainly evident in developed

nations.

Going further, Elmezughi and Wakil (2018) in their study, found that accrual
accounting benefits could not fully be materialised due to government accountant's lack
of accrual accounting knowledge and encounters various issues on the valuation of fixed
assets. Other studies, such as Mnif and Gafsi (2023), claimed that IPSAS reporting
primarily focuses on fulfilling external accountability obligations (institutional

isomorphism) rather than improving internal government accountability, thus impacting
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the effectiveness of IPSAS for planning and control. Ball (2020) provided a similar result
by pointing out that IPSAS financial reporting appears more the product of institutional

isomorphism rather than an attempt to increase productivity.

Therefore, as evidenced in prior studies discussed above, it is crucial to evaluate the
decision usefulness of accrual accounting information even at the initial stage of
implementation to ensure the successfulness of the accounting reform. Inevitably,
particularly in the Malaysian public sector context, this study seeks to fill the gap in the
lack of in-depth assessments of stakeholders’ perceptions of how accrual accounting

information fulfils accountability purposes.

2.6 Summary — Research Gap

The literature review seeks to offer an overview of the adoption status of IPSASs at
the central government level across various settings in both developed and developing
nations, highlighting key reform challenges and measures to address them. Finally, the
chapter provides an analysis of elements that constitute effective and credible public-

sector financial reporting for decision-making purposes.

The review of prior studies in this chapter reveals several important gaps in the
literature. First, there appears to be an absence of recent in-depth evidence in public sector
literature assessing the reform journey of developing countries, particularly Malaysia. As
such, this gap is addressed in RQ1 of this research. Additionally, there is a scarcity of in-
depth studies offering substantial evidence, particularly within the Malaysian context,
especially on how the key players, particularly public accountants within the central
government, address challenges in accounting reform and propel the implementation of
MPSAS. This gap is addressed in RQ2 in this research. Thirdly, it was revealed from the
literature that it is vitally important to assess the decision usefulness of accrual accounting

information according to stakeholders’ perception even at the initial stage of
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implementation to ensure the successfulness of the accounting reform. Thus, particularly
in Malaysian public sector financial reporting requirements, the study further explores
this concern in RQ3. The research methodology employed in this study is discussed in

the following chapter.
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CHAPTER 3: THEORETICAL FRAMING

3.1 Introduction

The chapter starts with a general discussion on the fundamental concept of
isomorphism and legitimacy embedded in institutional theory, which predominantly
influences the innovation and the evolution of government accounting practice through
NPM ideology in Section 3.2. The discussion continues in Section 3.3, focusing on the
appropriateness of institutional theory as a theoretical lens in this research to unfold the
organisational change process in a specific public sector institution or environment. Then,
the discussion on institutional theory is extended to describe the effectiveness of financial
statements in fulfilling the accountability requirement in Section 3.4 before concluding

the chapter in Section 3.5.

3.2 New Public Management Framework

The NPM methodology has been used to examine the development of both theory and
practise. Over the course of time, the ideas behind NPM have grown and largely been
improved for the three roles of the public sector, which consist of regulation, the
distribution of public resources, and income redistribution. Despite the fact that activities
in the public sector have grown immensely over the last decade, its effectiveness has been
questioned. Furthermore, with greater public-private initiatives have taken place, together
with a more commercial approach to the delivery of public services, it became the driving
force behind the adoption of best practises from the private sector into government
financial reporting. NPM advocates believe that the implementation of accrual accounting
will improve the financial accountability and resource management of the government.
Nevertheless, there are always two sides of the same coin as accrual accounting
implementation in the public sector has been criticised, both the conceptual and practical
levels due to the fact that numerous unsatisfactory implementation outcomes were

evidenced in prior literatures.
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The NPM focuses on the adaptation of private management techniques into the public
sector on the premise that private-sector management styles are much superior to public-
sector directorship methods (Tiede & Krispenz, 2007). NPM is a phrase that was used in
the early 1980s to denote a transition toward a new public management style. Late in the
1990s, under the NPM umbrella, New Public Financial Management (NPFM) gained
significant development during that time where accounting started to play a pivotal role
in improving the efficiency and effectiveness of government where, focusing on
enhancing the accounting and financial management practices within the public sector
(Olson et al., 2001). According to Pina and Torres (2003), NPFM reforms contribute to
accrual accounting advancements in governmental accounting. The push toward
accounting and financial reporting changes is one of the most basic parts of NPFM. As a
result, the NPFM has promoted accrual accounting as the cornerstone for changing the
financial information and reporting systems of public sector companies. This trend proved
the cornerstone of NPFM in bringing together corporate and public practises, with IPSAS
heavily drawn on International Financial Reporting Standards (IFRS) utilised in the
business sector. According to Halid (2017), IPSAS convergence with IFRSs would
improve comparability and make financial statements more meaningful and relevant for
decision-making. In this view, the adoption of accrual accounting principles into the
financial statements of public sector enterprises is seen to be one of the most important

factors in improving financial management and decision-making.

3.3 Institutional Theory as Theoretical Lens for Accounting Reform

This research employs institutional theory as its theoretical basis to understand the
journey of the accounting change reform process and how it is eventually institutionally
embedded in the FGoM. By using social interaction and institutional logic, this theory is
profoundly relevant as it is able to explain the diversity in the diffusion of organisational

change within a particular environment (Thornton & Ocasio, 2008). In the public sector,
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organisational changes are carried out by actors at various governmental units in the
hierarchies of large organisations. Each actor has their own view, choice, value, and belief
towards such changes. More often than not, they do not correspond well with the
expectations of the organisation, which leads to a state of decoupling and deviation from
the expected outcome. In addition, prior public accounting research argued that
accounting change is to be understood as a social practise, for which social theory may
provide a better explanation rather than be considered as the diffusion of new technical
practice into the organisation (Hasan et al., 2023). It is imperative to consider for social,
cultural, economic and political context must be taken into account while discussing this
accounting change reform (Mnif & Gafsi, 2023; Tallaki and Bracci, 2019; Adhikari &

Mellemvik, 2010).

Particularly relevant to this study, institutional theory serves as the theoretical lens in
examining how the IPSAS-based accrual accounting framework is institutionally
integrated within the central government of Malaysia. In order to describe the variation
in the process of organizational change in a specific environment, this theory emphasizes
social interaction and the idea of institutional logic (Thornton & Ocasio, 2008).
Accounting changes in the public sector are carried out by actors at various governmental
units within a large organizational structure, each with its own distinct viewpoints, values,
and belief systems about such changes. Thus, these may not always be in line with the
expectations of the organization, which can lead to a situation where there is a lot of
deviation from the actual timeline and objectives, as well as a decoupling scenario.
Furthermore, prior research argued that accounting change should be considered as a
social context rather than a technical standpoint and that social theory may explain the

accounting change phenomena better.
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A study by Hepworth (2017) discussed the need for cultural change in the
implementation of accrual accounting by the public sector. According to the author,
public sector accrual accounting is about the whole process of financial management and
thus, IPSAS adopters should not focus on financial reporting only. In other words, the
author’s view is consistent with prior literature whereby it is suggested that the
introduction of accrual accounting should not be viewed as a technical accounting change,
but to view the change as part of the process of reform in the delivery of public services

(i.e., social context).

Another study by Harun et al. (2021) examined the institutionalization of IPSAS in
Indonesia by utilizing the Integrated Model of Institutionalisation (IMI), incorporating
the work of Dillard et al. (2004) and Dambrin et al. (2007). Their studies show that the
introduction of new ideals of accrual accounting in the public sector is related to
innovation and, therefore shall undergo a complex diffusion process due to the inherent
uncertainty associated with these novel ideas. Thus, these findings support the initial
assertions of prior studies that the success of an accounting reform relies heavily on
favourable conditions, past performance, the interests and values of involved
stakeholders, and the technical capabilities of those affected by the change. Consequently,

achieving the intended goal of IPSAS will take more time for the governments.

By employing Institutional Logic, a most recent study by Rozaidy and Siti-Nabiha
(2022) was able to explain MPSAS adoption by Malaysian Government. The findings
indicate that accounting reform is not solely a technical phenomenon but also involves
changing norms of social organisation practice. Seemingly, its implementation in public
administration will be highly influenced by the underlying norms and values embedded
in the organisation. Therefore, the authors suggest that a more gradual approach to

accounting reform would be less disruptive as compared to adopting a big-bang approach,
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which would be more challenging and perplexing due to a lack of expertise, as well as
differing values and belief systems. This is particularly relevant in cases of developing
nations where the public sector lacks professional accounting expertise. Previously, due
to its simplicity, the conventional cash-basis system does not demand accountants with

specialised training or experience.

Research on government accounting reform employed institutional theory as a
theoretical lens and relied heavily on the concept of isomorphism to explain the onset of
reform. Accrual accounting practices were examined using the isomorphism idea by prior
public sector accounting researchers. Meyer and Rowan (1977) asserted that
organisations are shaped by the elements in their surroundings, leading them to adopt a
structure that mirrors those elements. Consequently, accounting systems or practices
typically develop in reaction to the isomorphic pressures of the institutional environment
(Scott & Meyer, 1991). Thus, notably the theory is valuable in highlighting the
importance of acknowledging how organisations frequently adhere to what they believe
to be the expectations of their wider environment. Another important theory of
government accounting reform that it is generally implemented for the sole purpose of
gaining legitimacy: to meet the expectations of the organizational field and to safeguard

their position, rather than reason to enhance efficiency (March & Feldman, 1981).

Thus, in light of this belief, the researcher would like to draw on the ideas of
institutional isomorphism to give an in-depth understanding of the transition journey of
MPSAS adoption in FGoM, led by the lead agency, AGD. Thus, in establishing the
understanding, the research applied the institutional change model; a framework focusing
on the process of institutional transformations proposed by Dambrin et al. (2007), which
explains how institutional logics in influencing actors' responses to numerous and

competing logics situations. They argued that the success of the institutionalisation
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process required a cohesive relationship between the four principles shown in Figure 3.1,
which explains how the new accounting practice is put into effect. This includes, among
other things, disseminating new ideals, establishing new discourses to materialise the new

ideals, developing new techniques to support the new ideals, and internalising defined

techniques.

Organisational field
New Ideals =f lecel -

---------------- finstitutional I0gic 0f |=====emeccccccceeee it nmcnmnnnann=
the sector)

y
New Discourses Firm level

I New Teclhniques ]

Institutionalisation

\ 4
v I Internalisation |

Figure 3.1: Four Phases of Institutionalisation Process
(Source: Dambrin, C., Lambert, C., & Sponem, S. (2007). Control and change—
Analysing the process of institutionalisation)

Table 3.1 summarised the definitions of these four phases of the institutionalisation
process, which were distinguished by the level of depth and precision in which it
described the new activities. Although it seems to be a progressive process, this

framework may be used as an analytical tool to unravel the composite totality that

comprises the institutionalisation process.
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Table 3.1: Summary of Institutionalisation Process

for the actor to
take action and

controlling and
monitoring

Phases Definition Characteristic Institutional Change
New Ideals Diffusion of the Abstract ideas and A formal
original intent high-level in announcement to
and fundamental nature introduce the new
concepts of the institutional logic that
new practices. will be disseminated
fromteorganisational
field to the organisation
level.
New Translation of Definition of Formal documentation
discourses the fundamental specific features of on the objectives,
concept into the new logicand its policy statements, the
more detail principles. The strategy and description
planning in order strategy to achieve of the newpractices.
to achieve the thegoal is properly
original intent. documented.
New Explanation of Structured Establishing new
techniques the new practices processes, as wellas routinesand actions to

be taken is governed
by controlling and

through role
development.

establish the mechanisms, are monitoring
output. precisely identified mechanisms.
and established.
Internalisation The actor’s Day-to-day actor’s The governing
action being actionof the new controllingand
enacted practices. monitoring

mechanisms ensure that
the new practices
gradually become the
actual practice.

Institutional logic underpins institutionalisation processes, explaining the event and
circumstance required for generating mechanism activation. Thus, at the beginning of this
empirical research, the researcher explores the institutional logic, i.e. the new ideal that
was promoted inside the organisation and significantly influenced the structures and
mechanisms that shape the actor's thought and conduct. Next, the researcher will look at
how the new ideal transforms into a discourse where the organisational goals and
strategies, as well as roles and tasks are being defined. According to Hasselbladh and

Kallinikos (2000), discourses are the heart of the whole institutionalisation process. Then,
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when the discourses are institutionalised, it requires the development of new techniques
to measure and document the controlling action to ensure the objective of the accounting
reform is met and ensure the success of implementation. However, adopting a technique
can remain a ceremonial act. Therefore, the stage of institutionalisation can only be

completed when the internalisation of the new rationales by organisational actors occurs.

The whole analysis of the institutionalisation process involves the observation of how
the key actors carry out their tasks during the transformation phase, both on the field and
organizational level. This research believes it can help understand the abstract knowledge
of generative mechanisms, which in turn allows for more in-depth explanations of the
complexity and process of accounting reforms. This philosophical premise will also guide
this research's perception of the issue and data analysis in the field. It is therefore an
endeavour by the researcher to extend the institutional theory in this study by examining
the responses of various stakeholders who are accountable for implementing accrual
accounting reform. The researcher strives to generate additional viewpoints in
understanding diversity in implementing public sector accounting reforms and the
outcomes of reforms in the context of financial information and reporting. Further
perspectives on diversity in public sector accounting reform implementation and reform

outcomes are a primary goal of this researcher's research.

3.4 Institutional Theory on Effective Financial Reporting

Accountability is the requirement to account for one's actions, take responsibility for
them, and transparently report the results. It may also involve money or other entrusted
property. Accountability includes managerial, financial, and political accountability.
Prior accounting literatures have utilized institutional theory in examining financial and
management accountability (Potter, 2002; Samkin & Schneider, 2010; Vamosi, 2005).

Individuals are held accountable for efficiently conducting a financial procedure within a
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financial transaction process. On this account, a successful financial process shall be
established from a clear financial accountability framework. Financial, political, and
managerial accountability are defined as the amount to which management/technocrats
fulfil their accountability duty, and financial statements reflect the consequences of

management's stewardship or accountability.

Institutional theory suggests that every organization can create their own
accountability structure by replicating other institutions’ systems and processes.
Accountability practises may be interpreted in different ways by different organisations
(Vamosi, 2005). The public sector's accountability mechanism is more complicated than
the private sector, where the stakeholders—manager relationship in the private sector is
specifically defined, and the level of accountability is negotiated in an orderly manner
(Samkin & Schneider, 2010). The nature of public organisations, pressures from a certain
group of stakeholders for specific information and institutional isomorphism in
determining a level of accountability for public organisations shall be thoroughly

examined when evaluating the effectiveness of the accountability system in general.

Cohen and Karatzimas (2017) evaluate the quality and perceived effectiveness and
usefulness of modified cash (which includes several accrual characteristics) financial
reporting at the central government by accessing information requirements of four user
groups, which comprises of the citizens, public sector, investors and oversight bodies.
The findings from the research revealed that the accounting reform did not result in high-
quality financial statements as expected by the government authorities. As for the
perceived usefulness, the result suggested that even after the accounting change, the user
groups’ satisfactory level of information prepared in the financial statements is still low
and listed the inadequacy of two key characteristics: relevance and understandability as

the main factors that leads to the provided information under the new accounting regime
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are moderately use by the users. Thus, in this regard, the research suggested that future
studies may reveal if over time, there are changes in the level and the direction of the

satisfaction towards public sector accrual reporting.

Therefore, this research relies on the idea of institutional theory to unveil the
perception of the stakeholders on the effectiveness of accrual financial reporting prepared
under the MPSAS framework from internal and external stakeholders’ viewpoint as

described in RQ in the previous section.

35 Chapter Summary

In the first part of the chapter, it delineates the theoretical appropriateness of
institutional theory as the main theoretical lens in this research to unfold the
organisational change process in a specific institution or environment. Particularly, the
research applied the institutional change model proposed by (Dambrin et al., 2007) to
explain how institutional logics in influencing actors' responses to numerous and
competing logics situations. As a prior study revealed that accounting reform did not
result in high-quality financial statements as expected by the government authorities,
there is a pressing need to evaluate the effectiveness of public sector accrual financial
reporting especially on its two important characteristics: relevance and understandability.
Therefore, the institutional theory is also being extended to describe the effectiveness of
financial statements in fulfilling accountability requirements. The research design and

methodology will be discussed in the next chapter.
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CHAPTER 4: RESEARCH METHODOLOGY

4.1 Introduction

This study aims to examine the transition of government accounting practices from
cash basis to MPSAS (accrual-based IPSAS) reporting through a single country-case
study. The research was conducted mainly to identify the current status of reform progress
on MPSAS adoption by FGoM and to analyse the significant challenges faced by the key
actors during the transition process. In the previous chapter, it outlines the theoretical
framework, serving as a guide for selecting the most appropriate research approach and
sampling method, and therefore, drives the presentation of data analysis and findings.
Therefore, through this chapter, the researcher outlines the research methodology of the
research. Section 4.2 in this chapter provides an explanation of the qualitative method
employed for this study. It then proceeds to Section 4.3, which discusses case study
research as the most suitable research design for achieving the study’s objectives and
answering the research questions. Section 4.4 elaborates on the data collection and
sampling strategy, whilst Section 4.5 explains how the data analysis is performed. The
chapter assesses the trustworthiness and reliability of the findings in Section 4.6 before

summarizing the key points discussed in Section 4.7.

4.2 Qualitative Research

Qualitative research is an exploration that investigates into a social or human issues
through the varied structured methodology of inquiry process (Creswell, 1998). This
inquiry process can be generally characterized as research that yields results that are not
guantifiable by statistical methods or any other quantitative methods (Strauss & Corbin,
1990). According to Yin (2009), a qualitative research design is the “logic that links data

to be collected (and the conclusions to be drawn) to the initial questions of the study”.
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One of the primary features of qualitative research is that it is able to generate in-depth
information with sufficient detail in order for the researcher to comprehend the reality of
events and true experiences (Bowen, 2005). In the context of this research, qualitative
research is the most appropriate method for addressing all RQs because it enables
inductive reasoning about the phenomena that occur during the transitioning or the

accounting change process.

As noted by Miles et al. (2014), qualitative data add value by allowing for the
development of unique insights and explanations of processes in recognizable local
contexts. Therefore, considering the aim of this research, the qualitative method is the
most appropriate approach to gain understanding and evaluate the progress of accounting
reform carried out by the key actors in FGoM. By adopting the qualitative method, the
research will be able to yield rich and meaningful details, contexts and experiences which
are crucial and valuable to uncover the phenomena and conceptual reality of the
accounting change process and the momentous journey of the reform, which none of this

can be generated statistically using quantitative method.

4.3 Research Design: Case Study Research

The case study design is an approach to qualitative research that focuses on the study
of a single person or entity using an extensive variety of data. Thus, in an attempt to
answer the research questions, the research adopts a single-country case study approach.
The case study conducted for this research can be defined as descriptive in that it describes
changes to the public sector accounting and reporting systems of FGoM, and explanatory
in that it conducts an investigation and analysis of the forces, challenges and results of
the MPSAS adoption. Case study research is an appropriate research design when the
researcher wants to gain intricacies, contextual, profound knowledge about a specific real-

world subject. This is in-line with the suggestion made by Yin (2009), which emphasizes

45



that the case study approach is instrumental in understanding complex organisational
phenomena under a specific contextual setting. It allows the researcher to explore the key
characteristics, meanings, and implications of the current status of the reform process as

well as major challenges in the adoption of MPSAS by FGoM.

Furthermore, this method will be able to produce a meaningful preliminary insight into
the perceived effectiveness of financial information prepared under the adoption of
MPSAS. The method is also suitable for the researcher to gain a better understanding of
the policy research and governmental changes initiatives which cannot be analysed or
interpreted by statistical information. In essence, the basic qualitative study and case
study research methods allow the researcher to uncover recurrent patterns or common
themes in the data. It is important to note that theoretical ideas are important in case study
design and are usually developed prior to data collection since they guide the type of data
collected. Particularly relevant to this research, interviews and document analysis are

used to acquire data for this type of investigation. Table 4.1 shows the summary of the

relationship between research objectives, research questions and research methods.

Table 4.1: Relationship between Research Objectives, Research Questions and

Research Methods

Research Objectives
(ROs)

Research Questions

(RQs)

Research methods

RO1: To identify the
current status of reform
progress and stage of
MPSAS adoption by
FGoM.

RQ1: What is the current | 1.

status of reform progress
and stage of MPSAS
adoption by FGoM?

RQ2: To identify major
challenges encountered by
FGoM in its journey
towards full
implementation of
accrual-based accounting
under the adoption of
MPSAS

RQ2: What are the
major challenges
encountered by FGoM in
its journey towards full
implementation of
accrual-based accounting
under the adoption of
MPSAS?

Document Reviews

- Federal Constitution

- Financial Procedures Act

- IPSAS

- MPSAS

- Accrual accounting policies

- AGD accrual accounting
circulars

- Federal government Accrual
Accounting Manual

- Accrual Chart of Account

- iIGFMAS work procedures
manual
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Research Objectives
(ROs)

Research Questions

(RQs)

Research methods

RO3: to examine the
perceived effectiveness of
accrual accounting
information prepared
under the MPSAS
framework.

RQ3:What are the
perceived effectiveness
of accrual accounting
information prepared
under the MPSAS
framework?

Minutes of meetings (AGD
level)

Internal Audit report
National Audit report
Project progress report

- Press releases
2. Semi structured interviews
- Internal participants
e Officers in divisions of
Accountant General’s
Department
e Officers in Fiscal Policy
and Debt Management
Office, Treasury
e Officers in Fiscal Policy
and Debt Management
Office
- External participants
e Consultants
- Officers in the CentralBank
of Malaysia

4.4 Data Collection and Sampling

This study employs two primary methods for data collection, namely document
reviews and semi-structured interviews. Stake (1995) suggests that in depth
understanding of a case study can be achieved by utilizing multiple sources of evidence
over an extended period. Regarding the sampling strategy, a purposeful sampling
technique is being utilized for participation selection for semi-structure interviews.
Purposeful sampling is widely utilized in qualitative research and aims to identify and
select information-rich cases efficiently (Patton, 1990). According to Cresswell and Clark
(2011), the process involves the identification and selection of group of individuals
possessing specialized knowledge related to the case study. Additionally, Bernard (2002)

emphasizes the significant factors such as availability, willingness to participate, and the

ability to articulate, express, and reflect on experiences and opinions.

47



4.4.1  Source and Data Collection Techniques

The research identified archival material relating to critical stages and events that occur
in the process of accounting change reform in FGoM in order to shed light on critical
milestones and challenges as well as key actors’ actions to ensure the transitioning efforts
are carried out according to plans. In addition to document analysis, the researcher
conducts semi-structured interviews to gather additional information and gain a better

understanding of MPSAS implementation in practice.

4.4.1.1 Document Reviews

The data collection process begins with a review of various public and organizational
documents. This phase aims to gain an initial understanding of the transition plan,
strategies, challenges as well as actions taken throughout the reform process. It also seeks
to gain a preliminary understanding of the perceived usefulness of financial information
prepared by AGD under the MPSAS adoption. As explained by Yin (2009), examining
archival documents related to the issues being explored will provide broad coverage as it
covers a long span of time, many events and settings. Initially, the researcher employed
Google to search for news related to Malaysia’s accrual accounting to acquire general
overview as well as to identify pertinent documents relevant to the study. Additionally,
leveraging as her role as a public sector accountant, the researcher accessed accrual
accounting websites developed by the Accountant General Department, which serves as
a central repository and reference for public sector accrual accounting resources and

materials.

The selected documents span from 2013 to the present and include materials that
provide contextual data relevant to the research question and research objectives. The
archive documents selected include Bulletin (Fokus Akruan); Online News; circular

letters; AGD's strategy/plan/timeline documents (retrieved from AGD official websites);
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presentation slides; policy and guidelines (retrieved from PPPA and AGD official
websites); and meeting/briefing/seminar/conference materials (retrieved from PPPA and

AGD official websites).

The sources of information were primarily obtained from the AGD’s official websites
and the official hardcopy accrual implementation files approved by AGD for sighting.
The contents of these material were deemed crucial for understanding government
accounting change pricess and identifying both external and internal factors that could
impact strategic planning and actions during the transition journey. In short, the reviewed
documents provided essential background and context, facilitated the formulation of
additional questions for semi-structured interviews, and helped validate findings from the
interviews data. The meaningful data derived from document reviews were organised into
columnar template and analysed according to the identified theme, as detailed in Chapter

5. A comprehensive list of reviewed documents is provided in Appendix A.

4.4.1.2 Semi-Structured Interviews

Semi-structured interviews were carried out in order to have a better understanding of
the motivations of the actors of accrual accounting implementers as well as perceptions
of major stakeholders towards accrual information in government financial reporting.
According to Creswell (2009), semi-structured interviews allow the researcher to have
loosely organized interview questions on certain subjects that the interviewer wishes to

examine.

In essence, semi-structured interviews require the interviewer to prepare a handful of
questions in advance. However, these questions must be left open enough that the
researcher can improvise the follow-up questions subtly within the scope of the research
(Wengraf, 2001). This method gives a more detailed understanding of the issues raised

by document review findings. In semi-structured interviews, the interviewer sets the
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scene by asking broad questions on the topic. The interviewer is free to probe and explore
within the established inquiry areas, making the session more flexible and pleasant for
both parties (Hoepfl, 1997). In this case, the researcher could keep the flow of the
interview within the topic while enabling respondents to express their thoughts and views

freely.

The interviews are conducted with participants from various roles and levels in order
to improve the validity and reliability of participant information (Holstein & Gubrium,
2004). Therefore, the actors chosen for the interviews are mainly the AGD high officials
who are involved in the formulation and implementation of the transition strategy. In
gaining an understanding of the expectations of the quality and effectiveness of financial
statements prepared under the MPSAS framework, the interviews are conducted with
officials from two key central agencies, the Fiscal and Budget Office from the Ministry
of Finance and the Central Bank of Malaysia. These two central agencies are particularly
chosen as they are the largest and most influential organizations that use government
financial information for various national and international purposes and agendas. The
interview sessions are conducted through online meetings through MS Team and Zoom
platforms or face-to-face interview sessions, depending on the status of the pandemic. All
the interviews were between forty minutes to one hour in length, were recorded (where
permitted), and transcribed. To ensure the anonymity of the respondents, the recorded
files are downloaded from the researcher’s account meeting apps, and the file will be
saved using a password and only accessible to the researcher. Each file name will be

labelled using a unique code and stored securely.

4.4.2  Sampling Strategy for Semi-Structured Interviews
In this research, non-probability sampling was applied, specifically targeting

respondents perceived to possess relevant experience and expertise related to the research
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questions, thus having the capability to provide essential data. The non-probability
sampling employed included purposive sampling and snowball sampling. Snowball
sampling, classified as a form of convenience sampling, is frequently combined with
purposive sampling, where participants are chosen based on specific characteristics
(Sekaran, 2016). This technique is very common in qualitative research, which explores
in-depth information and real-life experiences to generate an understanding of the social
phenomena being studied (Patton, 1990). Researchers' expert judgement is frequently
used to choose intended samples (Tashakkori & Teddlie, 2009). The primary goal of a
purposive sample is to select participants who have the essential and credible expertise,
as well as relevant experiences, to emphasize and share the complexities of information
on the topic under investigation. Therefore, the researcher selects the participants for
semi-structured interviews using purposive sampling, as it is thought to be the best
sampling approach for ensuring that the interview sessions are credible, viable, and

purposeful.

4.42.1 Sample Size

The researcher starts off with a limited number of initial contacts who fit the research
criteria and therefore are invited to participate in the research. Those who agree to
participate are then requested to suggest additional contacts fitting the research criteria
and potentially willing to participate. Subsequently, these recommended individuals, in
turn recommend other participants, “snowballing” the chain of participants over time. The
researcher also leverages her network to establish initial connections. Sampling concludes
when either the target sample size or a saturation point is achieved. Particularly related to
this case study, after conducting 10 interviews and completing document reviews, the
researcher reached data saturation, encountering recurring themes and similar categories
in the new data. According to Suter (2011), data collection concludes when evidence of

saturation is apparent, eliminating the need for further collection of data.
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In Federal Government of Malaysia, MoF is generally in charge of all financial matters
for the government. AGD, a lead agency under the MoF is responsible for overseeing the
accounting system and accounting operations as well as disseminating financial and
accounting information to central government agencies as well as to the public. Therefore,
for the purpose of selecting internal participants of the interview, the researcher believes
that it is sufficient only to involve high-level officers from AGD and MoF as they are the
‘people of knowledge’ who can share the necessary and meaningful information needed
for the study. Hence, the internal participants are selected from divisions that are directly
involved with the accrual accounting reform. As for the external participants, the
interviews will involve the consultants who are directly involved in assisting the lead
agencies in executing the reform activities. Participants from Central Bank of Malaysia
will also be selected for interviews with the purpose of gaining the expectations of the

quality of financial reporting prepared under MPSAS framework.

4.4.2.2 Process Involved in Interview Phase
There are six main steps involved in collecting data under the interview phase and

analysis. The summary of the process involved is shown in Figure 4.1.
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Figure 4.1: Steps in Interview Phase and Analysis
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Step 1: Initial Identifying

a.

Identification of participants for RO1 and RO2

AGD is a lead agency under the MoF, which is responsible for overseeing the
accounting system and accounting operations as well as disseminating financial
and accounting information to central government agencies and the public. As the
researcher is a public servant under Accountant’s Scheme, the researcher is very
familiar with the organization settings, the division functions as well as the roles
of portfolios in each unit of the divisions. Therefore, the connection of the
researcher is being mobilized in the sampling selection process. Initially, the
researcher identified seven (7) divisions of AGD that are directly and primarily
involved with MPSAS implementation. Next, the researcher identified the
relevant job portfolios from the selected divisions in order to select participants
for the study. The researcher believes the high-level officers holding those specific
portfolios are the ‘people of knowledge’ and demonstrate the level of their
involvement in accrual accounting projects. In other words, the participants
selected for the interviews possess invaluable experiences who can share the

necessary and meaningful information needed for the study.

Identification of participants for RO3:

In order to gain a perception of the usefulness of financial reporting prepared
under the MPSAS framework, additional external participants from MoF and
Central Bank of Malaysia are recruited as the researcher believes these two central
agencies are vital and influential organizations that use government financial

information for various national and international purposes and agenda.

53



Step 2: Screening

The divisions in AGD are clearly set up based on its key functions and specific
responsibilities for the accrual accounting projects. Firstly, based on the researcher’s
experience and knowledge of AGD’s organisational structure, the participants are
screened based on the participant’s position in the relevant divisions selected for this
study. Next, the potential participants are initially contacted for consent. The
researcher may also rely on snowball sampling techniques if the initial potential
participant refuses to participate in the study, and he or she may offer to help identify

more knowledgeable and qualified participants for the study.

The participants from MoF and Central Bank of Malaysia are selected from high-level
officers who work in the divisions which primarily responsible for publishing and
analysing financial reports on the overall fiscal position and government finances. The
participation inclusion and exclusion criteria are as follows:
a. Participant Inclusion criteria:
High level AGD officers (Grade WA48 and above) who are:
I. primarily and actively involved in MPSAS implementation from year 2018
—-2021,
ii. holds the job position in the selected divisions which are relevant to the
study, and

iii. more than seven years’ service period.

b. Participant exclusion criteria:
. High level AGD officer (Grade WAA48 and above) who is holding the job
position (relevant to the study) for less than one year tenure.
ii. Participants that have been selected but not available or decline to be

interviewed.
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Step 3: Contacting

The researcher directly contacts potential participants by contacting them informally
via instant messaging or email address. Considerable care is being taken so that the
person does not feel pressured to participate. It was communicated in advance to the
participants that the interview would be short, which would last about 30 to 60 minutes
and the researcher provided the participants with the assurance that their anonymity
would be preserved when their statements are being presented. Additionally, the
interviewer clarified the kind of response desired, the extent of detailing, and the terms
in which it should be conveyed, as suggested by Cooper and Schindler (2003). This
must be communicated in advance to the participants so that they are aware of what is

expected of them.

Step 4: Recruiting
The participants were then sent three items via email once the participants agreed to

enrol for the study. The items were:

a. Formal Letter of Invitation Letter of Participation,
b. Participation Information Statement; and
C. Consent Form.

The participants were also asked to call for additional information or return the
email with a digital copy of the signed consent form and participation information
sheet if interested in participating in the study. The invitation letter is to inform
prospective participants about the study. It includes a brief explanation of the research
aims as well as highlighting the importance of information gathered from the interview
session in achieving the ROs and answering the RQs. The participation information
statement entails a concise and basic explanation of the research and participant’s
roles. The statement also stated that participation is voluntary, and the information

revealed in the interview sessions is to be treated as confidential. It is important to
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convey this information to participants as the researcher is asking the participants to
share their personal thoughts and experiences (Hoepfl, 1997). The consent form
assures the participants of their specific rights — prior to, during and after the interview
- thus preventing potential undue influence and pressures (Kvale, 1996). Additionally,
it includes the participant’s consent to allow the interview to be audio-recorded. Over
the course of the recruiting phase, the researcher did not encounter major difficulties
in following up the responses on the enrolment, and all the participants contacted have
given positive replies and interested with the study. Table 4.2 below shows the

summary of the sampling selection for the research:

Table 4.2: Sampling Selection

No. Group of Participants Number of Role of participants
interviews
1. | AGD Top Management 1 1. Top Management
2. | Central Operation and Agency 1 2. Senior Level Officer

Services Division (BPOPA), AGD

3. | Accrual Accountinglmplementation 2 3. Senior Level Officer 1

Team (PPPA), AGD Senior Level Officer 2

4. | Internal Audit Management Division 1 5. Senior Level Officer
(BPAD), AGD

5. | National Accounting Institute(IPN), 1 6. Senior Level Officer
AGD

6. | Central Bank of Malaysia 2 7. Senior Economist

8.  Assistant Economist

7. | Fiscal Policy and Debt Management 2 9.  Senior Assistant Secretary

Office, Treasury 10. Assistant Secretary

Step 5: Conducting the Interview
The researcher developed an interview guide that includes several questions or broad
topics to be discussed during the interview session. Using the interview outline, it enables

streamlining and comprehensive interviews on various subjects while also making
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efficient use of limited time (Hoepfl, 1997). The questions were mostly derived from the

literature review in Chapter 2.

All participants were required to read, understand, and sign the participation
information statement and consent form before the interview session was held. By signing
the consent form, all participants agreed to the audio recording of the interview. The
fundamental benefit of recording interviews is that it allows the researcher to concentrate
on the subject and dynamics of the interview rather than focusing on taking notes (Kvale,
1996). Furthermore, it assures that the interview data is more legitimate than hurriedly
scribbled notes. The interviews were held in English, Malay, or a combination of the two
languages. The actual interview phase consisted of ten (10) interviews being conducted
with the participants from AGD, MoF and Central Bank of Malaysia. Most of the
interview sessions were held physically at their offices. The length of the interviews
varied from 25 minutes to 1 hour and 10 minutes. The interviews were conducted in
English and Malay Language as all the respondents had full knowledge of the language
and also recorded. The recordings were used to transcribe the data into separate transcripts
for each respondent. Details pertaining to the respondents and the interviews conducted

are detailed in Table 4.3.

Table 4.3: Interview Schedule and Duration

Code Ministry/ Affiliation Role Experience | Interview |Interview
(Years) Date Duration
P1 | Central Bank of Malaysia Senior > 3 years 4/12/2021 40
Economist minutes
P2 | Accrual Accounting Senior >10years | 7/12/2021 53
Implementation Team Level minutes
(PPPA), AGD Officer 1
P3 | Central Operation and Senior > 10 years |14/12/2021 | 1.10 hour
Agency Services Division Level
(BPOPA), AGD Officer
P4 | AGD Top Management Top > 10 years | 22/12/2021 1 hour
Management
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Code Ministry/ Affiliation Role Experience | Interview |Interview
(Years) Date Duration
P5 | National Accounting Senior >10years | 16/2/2022 45
Institute, AGD Level minutes
Officer
P6 | Accrual Accounting Senior > 10 years | 21/2/2022 40
Implementation Team Level minutes
(PPPA), AGD Officer 2
P7 | Account Division, Senior > 10 years | 18/3/2022 40
Ministry of Health Level minutes
Officer
P8 | Fiscal and Economy Senior > 10 years | 29/3/2022 1 hour
Division, Ministry  of Level
Finance Officer
P9 | Fiscal and Economy Senior > 5 years 29/3/2022 1 hour
Division, Ministry of Assistant
Finance Secretary
P10 | Internal Audit Senior > 10 years | 13/4/2022 1 hour
Management Division, Level
AGD Officer

It is worth noting that the interviews with participant P1 to P4 were conducted in
December 2021 whilst the interviews with the remaining participants took place between
February and April 2022. This gap occurred because the participants were unavailable for
interviews during year end accounting close period for Federal Government in January
2022. Despite the time gap, the data collected during both periods are consistent and do

not impact the data analysis process.

4.5 Data Analysis

Saunders et al. (2017) argue that raw data holds no value until it is processed and
analysed. Consequently, all data collected in this research undergoes a comprehensive
data analysis process in order to transform it into research findings. The process involves
managing, organizing, categorising, synthesizing, coding (selecting significant elements)
and deciding how the data should be presented in the research. The categorization and
coding of document review and interview data occurs simultaneously with data

collection, interpretations and report writing. For instance, while doing the interviews,
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the researcher may review notes from past interviews and organize the data that will

eventually be included as narratives in the final report.

For data analysis, the research employed thematic analysis to analyse the data derived
from interviews and document review in order to extract meaning and identify patterns
of the data to address the research questions eventually. As described by Braun and Clarke
(2006), thematic analysis is a versatile method which can be used in a variety of
techniques because it is not connected to a single theory or philosophy. In this approach,
patterns in the data, termed as “theme”, are identified and analysed before being reported

as research findings.

As this research is heavily based on theory, thematic analysis for the data obtained
from document review and interviews is significantly impacted and guided by the
research’s theoretical framework, particularly institutional theory. In the context of
accounting reform, the analysis explores context-related and behavioural-related factors
influencing the environment of the reform. Therefore, the researcher employs thematic
analysis to analyse data sourced from semi-structured interviews with knowledgeable and
experienced officials in the public sector in FGoM and credible official government
documents obtained from the AGD office. For the interview data, manual verbatim
transcription was performed due to mixed language use in the interview. It was
undertaken whilst listening to audio recordings in order to capture both verbal and non-
verbal sentiments as well as contextual information of the spoken words during interviews
into written form. Transcription is a notoriously time-consuming and often tedious task,
which took the researcher between three to over eight hours to transcribe one hour of

audio, depending on typing speed.
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The analysis begins during the interview process as the researcher notes the recurring
arguments and concepts that come up in the course of questioning. In the subsequent
interviews, the researcher sometimes needs to alter the questions in order to get responses
to the themes that were discussed in the prior interviews. Therefore, the researcher’s role
is pivotal in shaping the interview’s flow and the content of data. Although time-
consuming, this step is essential to gain an understanding of the pattern of the data
uncover commonalities and differences across the responses. The researcher used
ATLAS.ti as a tool to aid in identifying, analysing, and documenting themes from
interview transcripts and document review notes. It facilitated the production of initial
codes and the subsequent step to analyse the data. Consequently, the full data is organized
into various codes by systematically coding interesting traits and collating the data related
to each code. The codes were then analysed and organised into groups. The data related
to each theme was collected in this fashion. The data's connection to the related theme

was examined, and changes were made as necessary.

4.6 Trustworthiness and Reliability

The reliability of qualitative research hinges on its trustworthiness (Bryman & Bell,
2015). In order to assess the quality of qualitative research, Lincoln and Guba (1985)
suggest four criteria — credibility, transferability, dependability and confirmability. Due
to the subjective nature of qualitative research, this study conducted interviews with
experienced accountants who have both professional qualifications and are bound by a

code of ethics to ensure credible data would be obtained.

Given that qualitative research is more on the depth of the respondent’s view rather
than the generalizability of findings, the researcher provides ample information on the
research setting and context, facilitating readers in assessing the transferability of findings

to other wider populations. In addressing dependability, structured interview guides were
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used, although some adjustments were made during the interviews to capture unique
experiences, potentially affecting dependability. Confirmability, ensuring findings are
derived from respondents are free from research bias, was upheld. The analysis and results
were based on verbatim responses from interviews, corroborated with follow-up

questions, confirming that the presented findings are devoid of the researcher’s biases.

In relation to this particular research, data triangulation is performed by verifying the
findings from the data collected in semi-structured interviews against those findings
collected in the document review. Data triangulation is a crucial step in qualitative
research for testing data validity by converging information from different sources to
minimize potential biases (confirmability) and therefore, provide greater confidence in
the trustworthiness (credibility) of the findings. The researcher considers the data
collection and analysis process complete only when all relevant evidence from the
documents and interviews consistently depicts the Federal Government’s accrual

accounting reform journey and is able to achieve the objectives of the research.

4.7 Chapter Summary

This study seeks to understand and interpret the challenges and obstacles of IPSAS
adoption and implementation to provide an in-depth understanding of the topic, hence the
choice of qualitative methodology. This chapter discusses the qualitative research method
employed in this study for data collection as well as the analysis and interpretation of the
data. Through qualitative methodology, this study will be able to rely on qualitative
techniques such as interviews to gather empirical data. Such techniques are best suited to
help the understanding and interpretation of actions and meanings attached to reality by
social actors (Bryman & Bell, 2015). In this chapter, the research provides insight into
the empirical data collection process and how empirical data has been analysed together

with the philosophical positions the researchers have taken. The theoretical framework is
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connected with the four strategic areas of reform strategies unveiled in the document
reviews phase. Thus, the interconnectivity and relationship of institutional change, actors’

action and four strategic areas of reform strategies are discussed in the next chapter.
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CHAPTER 5: RESEARCH FINDINGS
51 Introduction
This chapter provides all the empirical findings on the current status and challenges as
well as the effectiveness of financial reporting with regards to MPSAS adoption by the

FGoM. It particularly discusses the findings of:

RQ1: What is the current status of reform progress on MPSAS adoption by FGoM?

RQ2: What are the major challenges encountered by FGoM in its journey towards full
implementation of accrual-based accounting under the adoption of MPSAS?

RQ3: What is the perceived effectiveness of financial reporting prepared under the

MPSAS framework?

It begins with the background of data analysis in Section 5.2. It then proceeds to
Section 5.3 which discusses the findings for RQ1, examining what really transpires during
the transition period from cash accounting to the adoption of MPSAS. In particular, the
discussion critically evaluates the progress of accrual accounting institutionalisation
within FGoM by applying the four different phases of Institutional Process Model (IPM)
proposed by Dambrin et al. (2007), as discussed in Chapter 2. Section 5.4 discusses the
findings for RQ2 on the major challenges faced by AGD during the transition period.
During the transition process, although still limited due to still at the early-stage
implementation, the usefulness of accrual financial statements prepared under the
MPSAS framework is expected to be identified in order to keep the reform momentum
going. Therefore, the findings for RQ3 are discussed in Section 5.5. Section 5.6 offers a

summary that sums up the overall findings of the research.
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5.2 Result of Data Analysis

This chapter presents an analysis of the findings from the ten interviews and thirty-
eight document analyses which were conducted during the data collection process. As
indicated in the previous chapter, these findings have been analysed thematically by
applying the theoretical framework to the process of institutional transformations.
Drawing from the work by (Dambrin et al., 2007), the researcher expanded the
institutional model developed by them to explain how the institutionalisation of MPSAS
takes place at the organisational field and organisational level in the Malaysian public

sector.

In answering RQ1, the research attempts to understand the link between the actions of
people practising a new accounting system and the reasons (ideals) behind its adoption.
Institutional theory is used in informing accounting changes on the interaction between
institutionalised values, systems and the people actively involved in accounting systems.
The findings for RQ1 were constructed according to four stages institutionalization
model:

I.  Emergence of new ideals

ii. Transformation of new ideals into new discourses

iii. Creation of new techniques based on the new discourses

iv. Internalisation of the new accounting system

Next, to answer RQ2, the findings critically evaluate several significant challenges that
emerged during the institutionalisation effort of the MPSAS in FGoM. From the findings,
two (2) broad themes emerged in the attempt to answer for RQ2:

I.  Organisational Culture and Human Resource Challenges

ii. Complexity in developing an accrual accounting system
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As for RQ3, the findings were derived from the data collected during the semi-
structured interviews with the same participants as for RQ1 and RQ2. Evidence from data
showed that a majority of the participants agreed that the accrual financial reporting
issued during the transition period is still lacking its usefulness for decision making
purposes. There are still many areas of improvement AGD need to focus on before the
financial information can unveil the intended benefits. Nevertheless, many participants
perceived that accrual reporting remains highly pertinent in assessing a country's overall
economic condition and serves as an effective tool to fulfil the obligation of public

accountability.

The next section will present a more detailed analysis of these findings under the
themes displayed in Figure 5.1, which provides an overview of the model that

summarises the accounting reform progress and its challenges within the FGoM context.
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Figure 5.1: A Model Summarises the Accounting Reform Progress and Challenges of FGoM
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5.3 Findings for RQ1: Current Status of Reform Progress on MPSAS Adoption

The following discussion first begins by providing the empirical findings on the
current status of the acceptance and the diffusion of the new ideals of accrual accounting
in the FGoM environment. The discussion then explores the progress of the interpretation
and translation of institutional logic into the formulation of implementation strategies at
the organisational level. This is then followed by the discussion on how key
implementation strategies were then translated into new accounting regulations and
accounting techniques to be adopted in FGoM during the transition period. The
subchapter then proceeds to discuss the internalisation aspects of the mobilisation and the

application of the new technique of accrual accounting.

53.1 New ldeals

Traditionally speaking, Malaysian public policies are very much influenced by the
Malaysian public administration's bureaucratic rationale. This goes the same for the
federal government's adoption of cash accounting and government financial reporting, as
the AGD's field behaviour has too, been influenced by bureaucratic thinking. The federal
government's bureaucratic logic shaped the adoption of cash accounting primarily based
on its simplicity, objectivity, and budgetary compliance. In other words, public
accounting only focuses on bookkeeping, revenue collection, and government fund
distributions. The findings also revealed that the important actors involved in the diffusion
of new ideals in the public sector in Malaysia are the national government policymakers

(organisational field) and top management of AGD (organisational level).

5.3.2  Progress on the Acceptance of New Ideals
As evidenced by much research in the past, the journey of accrual accounting
initiatives was very much influenced by the pivotal role of political power in preventing

or supporting any accounting reforms/changes in organisations. The new ideals of public
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sector accrual accounting in Malaysia have been in the buzz since the 1990s. However, it
was not until 2009 that it was seriously considered incorporated into the national agenda.
The administration was compelled to take decisive actions to bolster the country’s
financial position and to reduce government debt in order to mitigate the impact of the

global economic crisis in 2008.

In 2010, the New Economic Model (NEM) was unveiled in response to the great
pressure exerted on the political and economic situation at the time. These pressures had
spurred public demands for greater transparency and accountability in the government
administration. Citizens called for clearer explanations of how the ruling government
managed the country’s resources and their spending through more transparent financial
reporting. It was determined that the implementation of accrual accounting would be one
of the key policy measures to stimulate financial reform in the public sector (Mahadi,

2019).

The ongoing high-profile issues surrounding the LMDB Malaysia and FELDA scandal
have further eroded public confidence in the ruling government administration at that
time. This perception was reflected in the Corruption Perceptions Index (CPI) 2017
(released in its official website just a few months before the 12" General Election in
2018), which ranked Malaysia 62" out of 180 countries. The ranking was recorded as the
worst performance in five years and the lowest ranking since the CPI’s inception in 1994.
This scenario underscored the urgency to implement accrual accounting and pushed the
government to improve its financial reporting, thus demonstrating enhanced public
accountability and restoring public trust. The shift to accrual accounting also reflected the
government's ambition to elevate the country's competitiveness up to par with other

developed nations.
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The document review from the research revealed that after the 14th Malaysia General
Election in 2018, the newly elected ruling government fully supported the new ideal of
accrual accounting. This commitment aligned with their manifesto, which was grounded
on the aim for greater transparency in managing the country’s resources. The
government’s dedication to this new ideal was further demonstrated in the document on
Mid-Term Review of the Eleventh Malaysia Plan — Strategy C1 — Expanding and
Expediting the Implementation of Accrual Accounting quoted as follows,

“Full disclosure of budget details will be made available to the public,
which will allow scrutiny of the Government’s allocation and spending. In
addition, the accrual accounting system will be rolled out expeditiously to
improve national accounting practices. Efforts to implement accrual
accounting through the Integrated Government Financial Management and
Accounting System (iGFMAS) will be expedited in the remaining Plan
period. Furthermore, the financial provisions in the Financial Procedure Act
1957 and other relevant legislation pertaining to the changes will be reviewed

and amended accordingly”

(Mid-Term Review of the Eleventh Malaysia Plan, p.214)

Subsequently, the commitment to fully implement accrual accounting was reinforced
in the Malaysia development roadmap for 2021 to 2025, presented by then-Prime
Minister, Datuk Seri Ismail Sabri in September 2021 through the Twelfth Malaysia Plan
(theme: A Prosperous, Inclusive, Sustainable Malaysia). The document emphasized the
efforts to enhance Public Finance Management in its Chapter 1: Strengthening
Macroeconomic Fundamentals - Strengthening Fiscal Governance to Enhance Public
Finance Management quoted below:

“The medium- and long-term debt and liabilities management will continue to
be enhanced with the implementation of accrual accounting, introduction of
medium-term debt strategy, establishment of the Debt Management Office as well

as enhancement of the government guarantees framework”

(Twelfth Malaysia Plan, p.70)
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However, despite official acknowledgement of accrual accounting initiatives in
various government’s strategies and policy documents, in reality, the findings of the
research discover that the politicians are still reluctant and retain a lack of urgency to push
the initiative forward. The strong momentum and acceptance of public sector accrual
accounting reform seen in 2010 have not been sustained or positively stimulated. As
observed by participant P1 from Central Bank of Malaysia,

“From my observation, there is not sufficient internal pressure from parliament
committees, such as the Public Accounts Committee (PAC), which is responsible
for examining public expenditure. They are not discussing or recognizing the
importance of accrual accounting and the need for accurate and economically sound
accounting standards. They do not seem to view accrual accounting as a pressing
issue. Perhaps, they believe that implementing accrual accounting isn’t crucial and
that other initiatives may offer greater political advantages”

The research’s findings also revealed that the country’s administration failed to
recognize the true potential of accrual reporting as a crucial tool for planning and
decision-making to carry out various public programs and initiatives effectively.
Emphasizing this point, the ICAEW (The Edge, 2021) argued that accrual accounting
becomes even more essential during periods of crisis. During such times, it is imperative
for the government to have a clear understanding of their long-term commitments or debts
and the associated costs of servicing these debts before making any critical decisions. As
argued by participant P3,

“Our development expenditures have been financed by debt, and this reliance on
borrowing extended to COVID-19 related expenditures during the pandemic.
Consequently, financing costs have significantly increased in recent years,
committing the Government to repayments for the next 20-30 years. If the current
administration does not consider the relevant financial aspects before making

crucial decisions, particularly with regards to future government commitments,
future generations will bear the burden of these financial obligations”
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Participant P3 further commented.

“Additionally, current cash-based financial reporting fails to provide a complete
picture of the country’s financial standing. Accrual accounting becomes crucial in
this regard, offering the administration a comprehensive view of public finance
management. This approach fosters a deeper understanding of the country’s
financial landscape, thereby enabling more informed and responsible decision-
making”

In relation to RQL, the research findings revealed that the momentum of reform may
falter due to several changes in government administration as well and the socio-
economic impacts of the pandemic during the transitional period of the accounting
reform. However, does the momentum on the diffusion of new logic of accrual accounting
generate varying sentiments? The following theme aims to uncover and comprehend the

motivations and expectations of AGD, positioned as the lead agency in diffusing the new

logic on accrual accounting in FGoM.

5.3.2.1 The Diffusion of New Logic of Accrual Accounting

Over the years, the lead agency (AGD) has consistently exerted efforts to advocate the
underlying logic of the necessity of accounting reforms and the importance of accrual
accounting implementation in FGoM. Since 2013, the AGD has initiated a series of
comprehensive and rigorous planning and activities to ensure the transition process of

accounting reform is on the right track.

The top management of AGD fully supports the accrual accounting initiative, as they
view this accounting reform as a pivotal opportunity to underscore a critical role in
assisting the government in advancing towards developed country status. The shift from
modified cash basis accounting to accrual accounting represents a significant evolution
in the accountant’s role, elevating it from a mere bookkeeping function in the
government’s value chain to a proactive role as a “business partner”. This

transformation empowers public accountants to contribute more actively to the decision-
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making processes crucial for the country’s economic and social development. As the
top leader in AGD, P4 pointed out,

“I am aware that many have underestimated the abilities of our public sector
accountants, but | foresee a future where their role will undergo significant
development. Through the effective implementation of accrual accounting within
the FGoM, our accountants will assume a more substantial role and responsibility
in enhancing the country's financial management. They will also be empowered to
influence national leaders in implementing proper financial controls, ultimately
leading to enhanced value for money. In due course, our accountants may emerge
as key figures of reference on the government’s financial management and
reporting, leveraging their enhanced technical expertise in accounting. This
expertise will be honed through navigating complex interpretations and applications
of accounting standards (MPSAS) within the government sector”

The findings of the research also indicate that the momentum during the transition
period is perceived to be internally driven, with little involvement of politicians in the
discourse. Nevertheless, due to the unwavering support from the key stakeholders such
as Chief Secretary to the Government of Malaysia and Secretary General Treasury, the
top-level administrators of AGD have successfully maintained the momentum for the
transition and the adoption of Malaysian Public Sector Accounting Standards (MPSAS).
This commitment ensures that accrual accounting implementation remains a prominent
national agenda, with the project's status is being put as one of the outputs of Key

Performance Indicator (KPI) of the Ministry of Finance (Minutes of the Meeting

Implementation of Accrual Accounting Working Committee No. 4/2017, para 1.2, p.1).

Although accrual accounting has not yet been officially adopted by the FGoM, a senior
official from AGD, participant P3 reflected on the Department’s progress after five (5)

years the new accrual accounting system (iIGFMAS) being implemented,

“l believe we are making significant strides. We have launched the
implementation of iGFMAS five years ago, and now our focus lies in addressing
several compliance issues related to MPSAS and eventually enabling the accrual
financial statement to be tabled in the parliament. There’s no turning back for us.
Currently, | would say our only main challenge lies with political factors. | can
confidently say that the accrual adoption rates have increased substantially since
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the completion of iIGFMAS accounting system. Moving forward, AGD’s direction

involves reviewing and streamlining our work process”

This statement highlights the AGD’s commitment to advancing accrual accounting
within the government despite existing challenges, emphasising its proactive approach

towards improving financial reporting and transparency.

Supporting this perspective, another senior official of AGD, participant P5 remarked
as follows,

“As far as | am concerned, following the implementation of iGFMAS by AGD,
we can already consider that the federal government have already implemented
accrual accounting. However, there are two divisions within AGD facing
substantial challenges: supposed, that only two (2) divisions in AGD are struggling;
one division needs to prepare dual reporting (cash and accrual financial reporting)
as cash reporting remains tabled in Parliament and also another division working
on Accrual Accounting Act its official implementation”

Thus, the research findings suggest that higher-level officers within the AGD truly
embraced these reform ideas, working together with government accountants who also
advocated this accounting reform, driven by their own motivations and the need for
legitimacy. The research also indicates that with the existence of an accrual accounting

system (i.e. IGFMAS) has bolstered confidence among AGD officials that accrual

accounting will eventually receive official implementation by FGoM.

In conclusion, while the initial ideals prompting the move towards accrual accounting
initially triggered at economic and political level, the transformation of these ideals into
practical discourse has not yet materialised at the organisational level. This is evidenced
by the Accrual Accounting Act not yet passed in the parliament for the official
implementation. Nonetheless, AGD at the organisational level has made significant
progress in diffusing the institutional logic of accrual accounting into new discourse over

the transitional years since the unveiling of accrual accounting initiatives in 2010.
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5.3.3  New Discourse - Status of Implementation Strategy

This stage involved the discussion of findings with regards to the interpretation and
translation of the new logic and all of the principles related to accrual accounting into
formal government policies and implementation strategies. The transformation of new
ideals of accrual accounting to new discourses takes place at the organisational level,
which initially led to the establishment of proper reform coordination and management

arrangements.

The new structures and new organisational practices shall be regarded as
demonstrating the managerial competence of the organisation. The leading agency should
also develop and implement proper communication, dissemination and training strategies
to minimize the risk of reform sabotage and disruption. Is it possible for all strategies to
be executed in the manner that they were intended? The preliminary findings will discuss

some of the answers to this question. The following subchapters will elaborate on this.

5.3.3.1 Proper Reform Coordination and Management

FGoM utilises a top-down strategy, implementation strategies and new techniques,
including systems and regulations, are designed by field players prior to being
implemented by organizational actors. The review of internal documentation indicated
that during the transition period, the initial planning on reform strategy mainly involved
the actors from AGD, the reform lead agency. According to AGD's official website,
Accrual Accounting Implementation Team, widely known as PPPA (Pasukan
Pelaksanaan Perakaunan Akruan) was established to develop a detailed reform strategy
and to ensure that the implementation of accrual accounting is on track and the accrual
accounting system can functions and operates successfully. An accrual implementation
project requires an integrated approach, where the accounting workstream is managed

alongside the information technology (IT) workstream. Apart from PPPA and IT division
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(Bahagian Pengurusan Teknology Maklumat, known as BPTM), other AGD divisions
also play a significant role in driving the implementation. Due to the high
interdependencies of each other’s roles, clear and distinct functions of each division in
relation to the transformation activities have been clearly established to ensure the

implementation success.

According to AGD’s Accrual Accounting Website, AGD had established a lead
committee, Accrual Accounting Steering Committee (AASC), which the Accountant
General of Malaysia chairs to govern and oversee the progress of accrual accounting
implementation. To support the AASC in its efforts, three (3) working committees have
been formed:

a. Governance Accrual Accounting Standards Advisory Committee (GASAC)
b. System Development Working Committee
c. Accrual Accounting Implementation Committee

Together, these committees collaborate to drive the successful implementation of
accrual accounting within AGD, under the leadership of the Accountant General of
Malaysia. The Governance Structure of Accrual Accounting within FGoM is depicted in

the accompanying diagram below.

Figure 5.2: FGoM’s Governance Structure of Accrual Accounting
(Source: https://www2.anm.gov.my/akruan/Pages/Struktur-Tadbir-Urus-Perakaunan-
Akruan.aspx)
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As per AGD’s Accrual Accounting Website, AGD had appointed PWC as the external
expert consultant for the project. PWC was tasked with overseeing and providing
guidance on the progress of transitioning to accrual accounting for FGOM. At the

inception of the project, four main strategic areas were identified, as shown in Figure 5.3.

Development of

Enhancement of Act
Standards and Policies

and Regulations

Data Management and

. Design and
}gggizcsgﬁl Development of the
P Accrual Accounting
System

Figure 5.3: Four Strategic Areas of Accounting Change Implementation
Strategy
(Source: Accrual Accounting Implementation Report, AASC Meeting No.3 2019, p.2)
Accrual Accounting Implementation Report presented to the AASC in 31.10.2017
highlighted that all key activities and tasks are meticulously determined, and the progress

is presented to each committee on the milestones, deadlines and relevant to the

implementation project. The key activities and tasks identified were as follows.

Government
N ] Core Team Approval Consultant Accounting Btandard
Budget Approval & Setup Appointment Committes (GASAC)
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) ~ - Accounting Policies MNaw Businszs
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Figure 5.4: Accrual Accounting Key Activities and Tasks
(Source: Accrual Accounting Implementation Report, AASC Meeting No.3 2017, p.2-12)
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From document reviews, it can be observed that during the transition period, the
expected output and timeline of the deployment of the four strategic areas are periodically
reported at all AGD levels of committee to ensure implementation challenges are being
addressed timely and risks associated to the reform strategy are being discussed
thoroughly before appropriate actions are taken by the respective parties. With a well-
established governance structure and comprehensive reform strategies, can all the
strategies be implemented according to its plan? The answer will be revealed in the rest

of this research.

534 New Technique
Based on the radical implementation plan and top-down approach, the document
review revealed that during the transition period, AGD’s main objectives were to
implement the three new techniques embodying the accrual accounting logic as follows:
i.  Enhancement of act and relevant regulations
ii.  Development of accounting standards, policies and guidelines
iii.  New accrual accounting system and accrual data management.
These new techniques are vital to ensure the implementation of accrual accounting is
fully institutionalised and embedded within the organisation and act as controlling tools
to ensure standardised practices and uniform reporting format among the ministries. The

following subchapter will elaborate on this.

5.3.4.1 Status on the Enhancement of Act and Regulations

At present, the Financial Procedures Act 1957 solely mandates the presentation of a
financial statement based on cash transactions to Parliament. Consequently, in order to
facilitate the presentation of accrual-based financial statements to Parliament, it is
necessary to introduce amendments to the Financial Procedures Act 1957 as well as other

pertinent acts. Apart from legislative changes, the AGD is presently examining the

77



revision of Treasury Instructions (TI) to incorporate elements of accrual accounting
within the definitions of revenue, expenses, assets, liabilities, and equities. These

definitions may either be absent or inadequately addressed under the modified cash basis.

Based on the minutes of AASC meeting N0.3/2021 on 29.6.2021 (para 3.2, p.2), the
committee was informed with the current progress of AGD effort on the amendment of
Treasury Instructions (T1) where the discussions on the amendments took place in April
2021 at AGD Think Tank Group and Working Group levels. According to the minutes,
the main objective of TI amendments is to establish the Accrual Financial Statement as
an official report at the ministry level and shall be useful for management purposes. The
proposed amendments mainly include the elements of assets, liabilities and equity as well
as Management Accounting. The Think Tank Group and the Working Group also
suggested that accrual accounting elements for revenue and expenditure be included in
the TI amendment proposal. Additionally, the proposed amendment also includes the
requirement for auditing by the National Audit Office for Ministry’s Financial Statement

to ensure the quality and reliability of the financial reporting.

As highlighted earlier, Malaysia experienced several substantial changes of political
environment within the period of 2018 till 2022, leading to a variation of momentum in
managing the reform efforts of accrual accounting implementation. The ultimate power
resides with the highest political decision-maker in deciding to officially enforce the full
implementation of accrual accounting at the FGoM. The political decision maker has
delayed the approval of the amendments of Financial Procedure Bill from 2010 until now
had incited scepticism on the real intention of the politician with regards to the accrual
accounting initiatives. Despite evidence from the Accrual Accounting Implementation

Report dated 29" June 2020 (p.2-3) highlighting the latest development on various efforts
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done by AGD, together with the MOF, to officially implement accrual accounting official

for the government, these efforts have not yielded positive results.

Nonetheless, the unprecedented changes in the implementation strategy of accrual
accounting were taken positively by AGD as the delays have provided more time and
opportunities for them to strengthen their respective human capital with knowledge and
understanding of accruals. As shared by the senior official in PPPA, participant P1 was

involved with the amendment of the act,

“In my opinion, when there were several delays in passing the Accrual
Accounting Act in the parliament, it was actually a blessing in disguise for AGD.
It actually gives us more time to thoroughly prepare for the actual accrual
accounting implementation, especially on the verification of accrual data migration
and prepare our accountants for the application of MPSAS. So that when the time
comes for accrual accounting to be implemented, we will be fully ready. The hassle
is already over, and Federal Government accrual financial reporting will be tabled
in parliament accurately and shows true and fair view”
Current recent efforts in tabling the amendment of the act however, still do not produce
the intended outcome. From the interview, participant P2 informed that the discussions
on Financial Procedures (Amendment) Bill 2021 are still on going with the Attorney

General. She commented,

“The problem with long period of delays is that we need to deal with issue of
changes of officials from MoF and Attorney General Department who involves
directly with the paperwork on the amendment of the acts. Thus, the new officials
undertook the responsibilities may have different take on the paperwork and this
require us to review the paperwork back to square one”

5.3.4.2 Development of Accrual Accounting Standards and Policies
The AGD issued the MPSASs based on the International Public Sector Accounting
Standards (IPSAS) issued by the International Federation of Accountants. Unless a

serious public sector issue or local legislation warrants a deviation, the AGD has mostly

preserved the accounting treatment and original content of the IPSASs. MPSAS are
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intended to be complied in the preparation of financial reports of all public entities,
including the federal government, state governments, and local governments are all

considered as public sector entities unless mentioned otherwise.

According to AGD website, 33 standards have been adapted to MPSASs and issued

by AGD as presented in Table 5.1 below.

Table 5.1: List of MPSAS Issued by AGD

No. MPSAS

1 MPSAS 1 Presentation of Financial Statements

2 MPSAS 2 Cash Flow Statements

3 MPSAS 3 | Accounting Policies, Changes in Accounting Estimates and Errors

4 MPSAS 4 | The Effect of Changes in Foreign Exchange Rates

5 MPSAS 5 | Borrowing Costs

6 MPSAS 9 | Revenue From Exchange Transactions

7 MPSAS 11 | Construction Contracts

8 MPSAS 12 | Inventories

9 MPSAS 13 | Leases

10 MPSAS 14 | Events After The Reporting Date

11 MPSAS 16 | Investment Property

12 MPSAS 17 | Property, Plant and Equipment

13 MPSAS 19 | Provisions, Contingent Liabilities and Contingent Assets

14 MPSAS 20 | Related Party Disclosure

15 MPSAS 21 | Impairment of Non-Cash-Generating Assets

16 MPSAS 22 | Disclosure of Financial Information about the General Government
Sector
17 MPSAS 23 | Revenue From Non-Exchange Transactions Taxes & Transfers

18 MPSAS 24 | Presentation of Budget Information in Financial Statements

19 MPSAS 25 | Employee Benefits

80



No. MPSAS

20 MPSAS 26 | Impairment of Cash-Generating Assets

21 MPSAS 27 | Agriculture

22 MPSAS 28 | Financial Instruments: Presentation

23 MPSAS 29 | Financial Instruments: Recognition and Measurement
24 MPSAS 30 | Financial Instruments: Disclosure

25 MPSAS 31 | Intangible Assets

26 MPSAS 32 | Service Concession Arrangements: Grantor

27 MPSAS 33 | First-Time Adoption of Accrual Basis MPSASs
28 MPSAS 34 | Separate Financial Statements

29 MPSAS 35 | Consolidated Financial Statements

30 MPSAS 36 | Investments in Associates and Joint Ventures
31 MPSAS 37 | Joint Arrangements

32 MPSAS 38 | Disclosure of Interest in Other Entities

33 MPSAS 40 | Public Sector Combinations

(Source: https://www.anm.gov.my/en/accounting/government-accounting-
standards/accrual-basis/malaysian-public-sector-accounting-standards-mpsas)

In December 2022, AGD had published a document which laid out the improvement
and the updated version of MPSAS. The Improvements to MPSASs 2023 are based on
improvements in documents made up to 2018 Handbook of International Public Sector
Accounting Pronouncements. Improvements to MPSASSs published in early 2023 consist
of Improvements to IPSASs 2011, Improvements to IPSASs 2014, Improvements to

IPSASs 2015, Impairment of Revalued Assets and The Applicability of IPSASs.

Apart from the MPSASs, the AGD has also developed several guidelines, circulars,
policies and an accrual accounting manual to assist preparers of financial statements.

Until now, those documents have gone through a series of improvements in line with the
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current situation and compliance requirements to standards. As per the AGD’s Accrual

Accounting Website, below are the main accrual accounting references:

Accounting policies approved by the ACSC (revised November 2019) -
government accounting policies that shall be complied with by all federal
ministries and departments

Interpretation of accounting policies prepared by the Standards and Policies Unit
(revised 2019)

Federal Government Accrual Accounting Manual (revised September 2021) —
covers accounting policies and treatment under MPSAS and examples of
accounting entries for generic transactions

Accrual Accounting Implementation Guideline — two new implementation
guidelines were published in 2022 on Impairment of Investment Value and
Impairment of Account Receivables

Chart of Accounts — The master data and chart of accounts are consistently

updated each year.

5.3.4.3 Development of New Integrated Accounting System

The development and implementation of the new Government Financial and

Management Accounting System (iGFMAS) is the main driving force in the

implementation of Accrual Accounting. iIGFMAS is an SAP-based accounting system

that needed major customisation to meet the specific needs of the government. The

IGFMAS system provides a platform for the Federal Government to conduct financial

accounting, recording and reporting transactions on an accrual basis.

Following the status of the iIGFMAS development in 2017, the implementation of

Accrual Accounting initially scheduled for Go-Live 2015 has been postponed to 2018.

This postponement is due to significant setbacks in the development of the iGFMAS
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System involving resolving the complexity aspects of the system. Given the vast
differences between cash accounting and accrual accounting, as well as the existence of
conflicting requirements which is to maintain cash budgeting after the introduction of
accrual accounting, had caused compatibility problems between the accounting
information and budgetary documents. Thus, conflicting requirements, as well as the
unique nature of the government financial transactions and level of reporting give rise to
more complexity, which involves dual ledger, inter-entity and asset accounting that
needed to be addressed in IGFMAS before full commencement of accrual accounting.
Major customisation in iIGFMAS is needed, particularly to build dual ledger capabilities.
This fully customised module receives all accrual transactions from the existing standard
accrual SAP general ledger and makes postings to a separate ledger using cash basis rules.
The development of these cash basis rules can be complicated due to the massive number

of transaction types available in the government.

According to Accrual Accounting Implementation Report published on October 31st
2017 (p. 11), mock-run data migration activities have been implemented from 2015 to
2017 in order to address various issues arises before the actual rollout took place on 1st
January 2018. Seemingly, AGD took a big bang approach in rolling out the operation of
the new system (iIGFMAS) although the accrual opening balances were migrated
gradually into the accrual balance sheet in the system. A taskforce committee was set up
to monitor the migration activities, which consisted of representatives from PPPA,
BPTM, IA (System Consultant) and PWC (Project Coordinator). During AASC Meeting
No0.2/2018 on 15.5.2018 (p.1), the taskforce committee was asked by the chairman to
monitor closely in terms of the infrastructure requirements and the performance of
IGFMAS. The chairman also emphasizes the need for careful planning on the approved

budget allocation for improvement efforts of IT infrastructure in terms of hardware,

83



technology and database capacity. The financial report generated from iGFMAS also

needs to be stable, efficient and accurate.

According to the AGD website, as of 15th July 2020, the development of IGFMAS
has reached 100%, and iIGFMAS obtained Information Security Management System
(ISMS) certification, MS ISO/IEC 27001: 2013 on 24th June 2020. iGFMAS had gone
live starting 1st January 2018 and was adopted by 27 Ministries, 51 Accounting Officers,
6,643 Responsibility Centres and 80,000 users throughout Malaysia. The implementation
of IGFMAS replaced the three (3) legacy systems, namely GFMAS, eSPKB and
eTerimaan. To date, iIGFMAS has operated well and integrated with 98 agencies,
including ePerolehan, eBantuan, banks, salary deduction agencies, bulk agencies,
collection agencies and others. The progress of overall implementation strategies and

detailed timelines are reviewed periodically.

5.3.5 Internalisation
Prior to the internalisation process, the field level actors have articulated an
implementation plan and a new accounting technique, as expounded in subchapter 5.3.4.
This chapter uncovers the internalisation of new accounting practices in FGoM
(organization level) as a further step in the progression towards full implementation of
accrual accounting. The findings indicate that the internalisation of MPSAS in federal
government was characterised by two (2) main activities:
I.  The adaptation and normalising of new reporting structure and continuous
verification of accrual data; and

ii.  The ongoing efforts on shaping capabilities and competencies
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5.3.5.1 Preparation of New Accrual Financial Reporting

According to the analysis of the document, the data revealed that the outputs from
various strategic areas have been precisely identified and firmly established. The main
focus of the discussion revolved around the efforts made by AGD to prepare the accrual
financial statement. The financial statement serves as a crucial output and functions as a
means of monitoring and control to ensure the successful diffusion of the new institutional

approach to accrual accounting throughout the federal government.

The evidence from the document review revealed that the initial preparation of the
accrual government financial statement presents a formidable challenge, particularly
when it comes to migrating data for the accrual opening balance. The opening balance
necessitates the compilation of substantial financial information that was not previously
accounted for under the existing cash accounting system. This includes fixed assets,
liabilities, receivables and payables, and impairment values. According to AGD Accrual
Accounting website, templates were employed to gather the accrual data, and the entire
process encompassed all 25 ministries involved. To aid in this extensive undertaking, an
external consultant, PwC, has been engaged as a service provider to carry out data
collection activities pertaining to the initial balance of assets and liabilities for the Federal
Government, as well as offering technical assistance. Essentially, PwC played a crucial
role in assisting AGD by compiling data and helping them prepare the proforma accrual

financial statement in 2019.

According to the System Consultant Report presented in AASC Meeting in October
2017 (p.21), the migration of accrual opening balance data into iIGFMAS began in 2018,
and the data migration strategies were segregated into three (3) stages. The data was
loaded into the system gradually according to several categories with the corresponding

timeline.
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Subsequently, the accrual accounting data migrated into the system undergoes regular
verification for accuracy and to ensure the data is supported by proper documentation.

According to participant P2,

“The Account Division of the Ministries were consistently contacted to review
the accrual opening balance that was migrated into iIGFMAS. There were regular
meetings held with the concerned ministries to address any issues and determine
the required timeline and actions for the opening balance data that had not yet been
migrated”

Continuous verification is conducted to ensure that the information presented in these
statements undergoes ongoing scrutiny and verification. When asked about the
preparedness of data for the complete implementation of accrual accounting, participant

P2 responded with the following statement:

“Based on the current progress, | am highly optimistic that AGD is fully prepared
to implement accrual accounting. The pre-transition period, spanning from 2018
until now, has provided us with ample time to thoroughly examine any flaws in our
implementation strategies and activities, particularly in areas such as capacity
building, the accuracy of accrual data, and the stability of iGFMAS. Undeniably,
the first year of 2018 was filled with numerous challenges and tested our resilience
and patience. However, we have successfully overcome these obstacles to reach our
current position. While we are nearing the completion of this journey, there are still
a few remaining tasks to be accomplished. Continuous efforts are being made to
enhance the validity of data and improve the quality of accrual financial reporting,
thereby facilitating better planning and utilization of public resources”

Agreeing with participant P2, participant P4 had this to say,

“At present, AGD recognizes the crucial role of asset accounting, as the value of assets
constitutes a significant portion of the balance sheet. Consequently, it is imperative for us
to ensure that the essential procedures pertaining to the recognition, measurement, and
disclosure of assets are carried out in a timely manner and in accordance with the
requirements outlined in MPSAS (Malaysian Public Sector Accounting Standards). This
includes activities such as asset revaluation, impairment assessment, and asset disposal”
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As per document review findings from Recommendation Paper on Key Performance
Indicator (KPI) for Account Division in 2019 (p.7) had recommended four (4) KPIs as
follows:

i.  Implementation of the Accrual Accounting Committee Meeting 2 times a year
ii.  Implementation of IGFMAS training
iii.  Submission of data migration on assets and liabilities to Ministry’s Internal
Audit

iv.  Preparation of Ministry’s Financial Statement on monthly basis

Thus from the findings above, it can be concluded that significant efforts have been

made to normalise the preparation of the new accrual financial reporting within FGoM.

5.3.5.2 Ongoing Efforts on Shaping Capabilities

In order to align with the accounting reform, the AGD recognized the need to
restructure its procedures and culture. The AGD has implemented relevant change
management strategies, which include numerous training programs to enhance public
accountant’s capabilities. The implementation of accrual accounting involves complex
technological requirements, often necessitating substantial investments in human capital
development to train and educate individuals involved in the process. AGD places
significant importance on the development of its workforce, ensuring they possess the
necessary skills and technical accounting knowledge. This commitment is reflected in
their continuous training initiatives, as evidenced by their change management activities,

which outline several specific focus areas for training each year.

According to the Accrual Accounting Implementation Report dated 29.6.2020 (p.15),
the Change Management activities for 2021 prioritize an iGFMAS refresher course and
asset accounting courses, including leases. Furthermore, AGD has long-term plans to

establish itself as the MPSAS Centre of Reference through the establishment of a Task
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Based Group (TBG), dedicated training for SMEs in MPSAS, and workshops for Training

Strategy and Action Plan, in addition to providing ongoing training on MPSAS.

The findings from the document review also revealed that AGD took various steps to
improve the accrual accounting skills, knowledge, capacity building, and competency of
their accounting personnel (Accrual Accounting Implementation Report dated 29.6.2020,
p.16). This involved developing a range of courses and training platforms through
strategic partnerships with professional accounting bodies, universities, and major audit
firms. As an example, AGD supported its accountants in pursuing professional
qualifications such as ACCA, CIMA, CPA Australia, and MICPA by offering
scholarships that cover tuition and exam fees (subject to specific terms and conditions).
In relation to these efforts, participant P5 had commented,

“IPN engages in collaborative efforts with ACCA, MICPA, CIMA, and CPA
Australia for the professional certification program, and we are currently expanding
the program to include ICAEW and CIPFA. UiTM delivers lectures for the
certification program. Additionally, from my perspective, while attaining a paper
qualification is essential, AGD also places significant emphasis on the development

of soft skills and conceptual abilities. Therefore, IPN also plays a vital role in
offering the necessary courses”

Furthermore, participant P4 offered the following remarks:

"Currently, iIGFMAS has achieved a stable state, and our accrual accounting
guidelines and policies are considerably comprehensive. This presents an opportune
moment to prioritize the enhancement of our personnel's competencies. The crucial
aspect lies in ensuring that all accountants possess a thorough understanding of
MPSAS and can effectively explain the figures presented in the financial
statements”

This demonstrates that accounting academies, private practitioners, and professional
organizations will all play a part in this transformation. They constitute a solid foundation

of great training, rigorous education, and severe governance that will usher in this new

era of responsibility.
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54 Findings for RQ2: Reform Challenges on MPSAS Adoption by FGoM

This chapter identifies and discusses the institutional demands that cause the
modification of reform strategies, the delays of the accrual accounting implementation as
well as key actors’ action in mitigating the reform challenges and carrying out their tasks

to ensure the successful implementation of accrual accounting and adoption of MPSAS.

54.1 Complexity in Developing Accrual Accounting System

The findings from the interview revealed that one of the most challenging aspects of
the entire project is the development of the new accrual accounting system, iGFMAS.
IGFMAS is an SAP- based accounting system that requires substantial customization to
cater to the specific requirements of the Malaysian Federal Government. To achieve this,
a fully customized module had to be added to the existing standard accrual SAP system.
This custom module would receive accrual transactions from the standard accrual SAP
general ledger and make postings to a separate ledger based on "cash basis" rules.
Developing these "cash basis" rules proved complex due to the extensive range of

transaction types present in the Government.

According to iGFMAS Implementation Report presented by PwC on 6" August 2018
in the AASC Meeting N0.3/2018 (p.4) highlighted the following,

“Overall status card progress shows that three (3) high-risk areas of concern on
the completion of Data Migration, the ability to generate Financial Report and
Release 2 Priority 1 timeline accurately. Recommended to ensure Taskforce are set
up to monitor the criteria and progress of the concern areas”

Participant P1 acknowledged that the new accrual accounting system (iGFMAS)
development emerged as a major factor leading to the postponement of the official
implementation of accrual accounting. Following the failure of the accrual act to proceed

to the second reading in parliament, AGD had to re-strategize its efforts. Participant P4

commented,
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“The Malaysian government had changed its strategy, and AGD needed to
develop a dual reporting system incorporating both cash basis and accrual reporting.
This change had a significant impact on the existing accounting framework,
resulting in delays due to the complexity of incorporating dual ledger reporting”
Additionally, participant P4 highlighted the complexity of developing a financial

system for a large and unique government, distinct from the more generic and comparable
accounting transactions in the private sector in his further response as follows,

“AGD had successfully launched the accrual system (iIGFMAS) in 2018, initially
focusing on critical modules and gradually adding the submodules. The project had
the potential to affect the national payment system significantly, therefore the
management decided to avoid running the old and new systems in parallel. AGD
had implemented a program where users only needed to key in one transaction, and
the system would generate the dual reporting in the background”

Following the system's implementation, AGD continuously encountered significant
challenges in various areas, including data migration, financial report generation, and
release timelines. In a more recent Accrual Accounting Implementation Report submitted
to AASC on 29" June 2021 (p.14), several challenges pertaining to data migration were
outlined. These challenges encompassed various aspects, such as the proper accounting
treatment of non-proprietary assets, instances of double counting, difficulties in account
code classification, accounting for obsolete assets, undervalued assets, and misallocation
of assets to incorrect cost centres. The sheer magnitude of federal government asset data
made it impractical to perform an audit of each individual asset's data thoroughly due to
cost and resource constraints. Furthermore, the data migration process had commenced
in 2013 but was only fully integrated into the system in 2018, necessitating the updating
and revising of numerous asset data entries. On this, P3 emphasised,

"At present, AGD acknowledge that the most urgent matters requiring attention
are the accuracy of accrual data and data integrity and therefore, is actively working

towards resolving these issues, with the current focus being on conducting
compliance”
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Ensuring data integrity is paramount in any financial system. Therefore, AGD strives
to achieve completeness and accuracy of the data generated by the new accrual financial
systems. It is essential that core financial information, required for all levels of reporting,
is derived from a single database and can be easily audited. Essentially, government
financial reporting should be supported by robust accounting practices and internal

control procedures.

5.4.2  Organisational Culture and Human Resource Challenges

This section provides an overview of key challenges pertaining to human resources
management and organizational structure during the implementation of accounting
changes at the federal government level. The research findings revealed that throughout
the transition period, AGD regularly reassess its communication program to disseminate
the objectives and requirements of the change process effectively. This will help clarify
any misunderstandings and foster a shared understanding of the fundamental principles

behind the accounting changes.

As noted in the Accrual Accounting Implementation Report No. 3/2020 (p.2-18), it
can be observed that AGD has established appropriate structures, management controls,
and reporting disciplines to oversee a project of this scale and importance effectively.
However, operationally, AGD still encounters challenges related to the human aspects of
this of this reform process. In the case of FGoM, under the previous cash basis reporting
system, the government financial statements were solely prepared by AGD’s central
office and the financial reporting merely served as a means of compliance to the act, as
opposed as a tool for performance management. However, due to the implementation of
the accounting reform, government accountants in various ministries have been given

broader responsibilities in fulfilling their accountability. Participant P2 had this to say,
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“The Ministry's Account Division should adopt a more proactive approach in
reviewing and verifying the items presented in the financial statements to ensure
compliance with MPSAS requirements. The Account Division holds the
responsibility of ensuring that the financial statement reporting is accurate, reliable,
and provides an accurate representation of the current status of the assets being
reported”

Participant P10 reaffirmed that AGD need to review and improve its communication
strategy constantly and had this to say,

"l strongly believe that our Change Management program should not stop even
after the official implementation of accrual accounting. Considering the dynamic
and diverse nature of government accountants' roles, which are not solely focused
on finance functions, along with the frequent rotation of staff across different roles
and levels, confusion has arisen due to the complexity of the reporting hierarchy.
Continuous engagement regarding duties, reporting, and scope of work must be
consistently reinforced by AGD to ensure ongoing commitment towards MPSAS
implementation, enabling a more effective transition process”

It is without a doubt that synergy and coordination among all parties within the FGoM
Is very crucial to ensure accurate accounting of all financial transactions in accordance
with MPSAS and to maintain data integrity. With regard to this, Participant P2 had this
to say,

"Every ministry has a different structure. Therefore, the Account Division at
Ministry level act as the Change Agent of AGD needs to understand the “core
business” of each ministry fully and shall play a more active role in coordinating
various parties within the ministries. Combined effort is necessary to ensure the
success of the reform”

Another significant concern raised by several interviewees pertains to the challenges
involved in formulating a talent pool strategy for government accountants during the
transition to MPSAS reporting. This issue did not arise during the implementation of
cash-based accounting by the FGoM, as it involved straightforward accounting
procedures without comprehensive and complex transactions or reporting. However, the

implementation of MPSAS necessitates specific skills and knowledge in public sector

accounting and financial reporting. Identifying individuals with the required
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competencies and ensuring they receive adequate training could be a cumbersome process
for public sector organisation with limited resources in terms of the experienced and

skilled talent pool.

While governments often prioritize crucial aspects of reform, such as the development
of Accrual Accounting Systems and accounting standards and policies, they frequently
overlook the importance of a proper strategy for retaining and managing IPSAS
knowledge within the institution. Considering the significant investment in training and
the system itself made by AGD, it becomes crucial to sustain knowledge and skills
effectively without compromising motivation or inducing reform fatigue when
accountants remain in the same position for too long. According to the interview
participants, AGD has not conducted a comprehensive assessment of the existing skills
and historical competencies of its workforce in relation to MPSAS requirements and job
rotation implementation. As highlighted by participant P5,

"I have noticed that AGD has taken certain actions or employed assessment tools
such as psychometric tests to evaluate individuals' personal characteristics and work
behaviour. However, also based on my observations, AGD currently still lacks an
effective profiling system that can precisely identify and evaluate individuals'
experience and skill sets in order to match them with suitable positions”

The participant believes it is vital to identify any skill gaps and develop a resourcing
plan to address them. A well-balanced blend of technical expertise and change
management skills is essential for the successful implementation of MPSAS. Job rotation
provides employees with exposure to different facets of MPSAS implementation,
enabling them to develop a broader range of knowledge and skills related to public sector
accounting and financial reporting. Through experiencing various roles, employees gain
a deeper understanding of the various components of IPSAS and their interactions within
the organization. Participant P5 further commented, "In my opinion, job rotation plays a

vital role in ensuring that AGD possesses well-rounded accountants”.
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However, identifying suitable replacements for employees who transition to new roles
through job rotation is a crucial consideration. The task becomes challenging when there
is a limited pool of qualified candidates with the necessary skills and knowledge. Job
rotation can potentially disrupt departmental workflows and operations, particularly if
employees are moved from critical positions or if replacements are not adequately trained
or prepared. Thus, careful planning and management of job rotations are essential to
minimize disruptions and ensure continuity in key responsibilities. Participant P10 had
this to say,

"The importance of job profiling cannot be emphasized enough. For instance, if

a staff member has received thorough training in assets accounting since the launch

of IGFMAS in 2018, it would be logical to expect that when they are transferred,

they would be assigned to a different ministry where they can effectively share their

expertise in asset accounting, especially during the initial years of MPSAS
adoption. Unfortunately, this is not always the case currently, as transferred staff
may not have the opportunity to apply their specialized knowledge in their new
roles. It is regrettable that we lose valuable assets accounting knowledge in such
situations, which the knowledge could have been beneficial for other ministries.

Therefore, | strongly believe that AGD needs to implement strategic talent pool

management to bolster the capabilities of public sector accountants, particularly as

we approach the crucial years leading to the official adoption of MPSAS. Failure

to do so would result in regrettable knowledge loss and a wasteful outcome for the

entire government”

As MPSAS is relatively new to the public sector in Malaysia, it is therefore, the
responsibility to build the capacity of public sector accountants with in-depth knowledge
and expertise in public sector accounting and financial reporting lies with AGD, which
manages the financial matters of the biggest public sector institution in Malaysia. It is
imperative for AGD to develop a robust and sustainable strategy for continuous capacity
building for IPSAS transition and therefore, to keep pace with evolving IPSAS standards

and ensure ongoing compliance and competence in public sector accounting and financial

reporting.
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The findings from the interviews also noted that government accountants are
struggling particularly in developing their professional judgment skills while
transitioning from traditional accounting standards to MPSAS. MPSAS adapted IPSAS’
accrual standard, which is a comprehensive set of accounting standards specifically
designed for the public sector. It covers a wide range of complex financial reporting issues
that may be new to public sector accountants. Therefore, it can be particularly challenging
if accountants have limited exposure to accrual accounting principles. Recalling own
experience, participant P2 had this to say,

“After several years of iIGFMAS implementation, technical accounting issues on

implementation especially on MPSAS 21, MPSAS 26 and MPSAS 29 which involves
high professional judgment and technical accounting skills”.

Additionally, P10 had this to comment,

“Government accountants find themselves in a state of uncertainty regarding the extent
to which they should apply professional judgment. Despite the relatively new nature of
this concept for public accountants, they are compelled to exercise professional judgment
on a daily basis to ensure that financial transactions are recorded in accordance with
MPSAS guidelines”

Discussing this matter, Participant P4 also emphasized,

“AGD at the moment need to focus more on competency. Government accountants need
to be able to justify and confidently explain the reason behind the numbers being reported
in the financial statement”

The availability of comprehensive training programs, guidance materials, and
experienced professionals well-versed in IPSAS may be limited, especially in
organizations that are early in the transition process. The lack of capacity building on

technical accounting can hinder the development of professional judgment skills

necessary for the effective application of IPSAS.
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55 Findings for RQ3: Perception of the Effectiveness of Financial Reporting
The implementation of accrual-based reporting in the public sector enhances
accountability and transparency. By providing additional meaningful information, it
allows stakeholders to gain a deeper insight into government activities. It also aids the
administration in fulfilling public accountability, an essential component of good

governance and the efficient delivery of public services.

5.5.1 Accountability, Transparency and Demonstrating Legitimacy Power
Overall, the interview findings indicated that the majority of participants perceived the
effectiveness of MPSAS implementation to be in its early stages, leaving ample room for
improvement. The participants concur that the adoption of MPSAS Financial reporting
will yield numerous advantages for the country, particularly in terms of governance and
the efficient management of national resources. In relation to this matter, participant P5

expressed the following opinion,

"The integration of all financial data in iGFMAS allows for remarkable reporting
capabilities. Government accountants should seize this opportunity to harness the power
of accrual information, providing valuable insights to ministries through meaningful
financial analysis. This, in turn, can lead to improved decision-making and foster a culture
of accountability”

Meanwhile, participant P3 shared intriguing perspectives on accountability, stating,

"In my view, while there are areas that could be enhanced, the current accrual reporting
prepared in accordance with MPSAS effectively represents the current financial state of
the federal government, particularly considering the challenging economic circumstances
following the pandemic. However, the results shown in accrual reporting are not
favourable to the current administration. Nonetheless, as public accountants, it is our
responsibility to support the administration in clearly articulating each aspect of the
accrual reporting. This will enable them to fulfil their accountability in a way that benefits
the citizens”
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Furthermore, it is crucial to note that the country's administration bears the
responsibility for fulfilling the nation's financial obligations. In this regard, the participant
perceived and acknowledges that accrual information serves as a powerful and effective
tool for conducting reality checks of a nation's financial standing. Accrual accounting
recognizes assets and liabilities at their economic values, reflecting their current worth
rather than just their cash values. This approach ensures that the nation's assets and
liabilities are appropriately measured, reflecting their true value and providing a clearer
understanding of the nation's financial obligations. As stated by participant P4,

"Accrual financial reporting serves as a catalyst for assessing the actual financial well-
being of a country. It prompts the administration to engage in brainstorming sessions

aimed at closing the gap, boosting revenue, exercising prudence in expenditure, and
demonstrating greater discipline in policy and subsidy announcements”

Additionally, participant P6 commented,

“Having access to accrual information is crucial for evaluating the potential
consequences of debt on future generations. In other words, naturally, accrual information
encourages the administration to exercise greater scrutiny and considers the long-term
consequences of its actions on future generations when making policy and expenditure
decisions”

Ultimately, accrual information is perceived to help identify potential financial risks
and challenges faced by a nation. By capturing all financial obligations, both current and
future, accrual accounting reveals the magnitude and nature of financial risks. This

enables policymakers to address and mitigate these risks proactively, enhancing the

nation's financial stability.

The results of the interview session further unveiled that the participants perceived
considerable relevance of accrual information within the country's economic context
where such information enables a comprehensive assessment of the overall financial state

of the government. In the absence of transparent financial disclosure, rating agencies
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encounter difficulties in objectively evaluating a nation's financial health. As one of the
main stakeholders of government financial reporting, participant P1 emphasized the
indispensability of accrual information in promoting international transparency and

facilitating meaningful comparisons between national economies, stating the following,

“The disclosure of accrual accounting information by the Federal Government of our
country has been long overdue. The comparison of our financial statements with those of
other nations, particularly developing countries, highlights a significant gap in our current
financial reporting practices. The disclosure of true asset values and liabilities will allow
us to present figures objectively. This is crucial as international rating agencies, like S&P
Global Rating, Moody's, and Fitch are facing difficulties in evaluating our government's
financial position. This situation has had an impact on Malaysia's credit rating, especially
considering the apparent significant increase in debt value over the years. Therefore, we
eagerly anticipate the prompt release of this accrual information”

Participant P1 however made an interesting remark on transparency for public sector
reporting. Although promoting fiscal transparency is essential for building trust, attracting
investments, and fostering sustainable economic development in the global context, it
may have adverse implications if the information is misused or exploited by certain
interested parties. He commented,

“However, it is important for government accountants to exercise caution when
disclosing financial data in the interest of transparency. While transparency is
valued, there is a risk of public and opposition parties misinterpreting the
information and exploiting it to sow discord and instability within the country. If
opposition parties or the public misinterpret the data to suggest financial
mismanagement or instability, it can deter foreign investors and businesses from
entering the market or expanding their operations, thus can impact investor
confidence and the overall business environment. In many developing or
underdeveloped nations, government stakeholders such as politicians may prioritize
personal gain over the welfare of the nation”

To mitigate these risks, it is important for governments to proactively communicate
and clarify financial information, engage in transparent dialogue with the public and
opposition parties, and foster an environment that promotes informed discussions and

constructive debates. It is also crucial to strengthen financial literacy and promote a better

understanding of fiscal transparency among the general public and political stakeholders.
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Participant P6 had this to say,

“The implementation of accrual reporting increases awareness of asset management
and highlights the significance of having knowledgeable MPSAS officers who can
provide advice on the financial impact of policy decisions. Accrual information also
enhances holistic governance, particularly in the development of new policies and
subsidies. This practice cultivates accountability and governance by considering the long-
term financial implications for future generations resulting from decisions made in the
present”

In addition to the aforementioned findings, the participant shared an important insight
and perception regarding the effectiveness of accrual reporting. According to the
participant, accrual reporting enables the finance function to integrate into day-to-day
decision making seamlessly. This implies that financial decisions are no longer solely
reliant on cash availability but also take into account wider financial implications.
Decision makers will have the ability to evaluate how their decision could affect the
organization's financial statement, including the balance sheet. As participant P6 stated,

“The availability of accrual information has the potential to instigate a cultural shift by
increasing transparency and raising awareness about effective asset and debt management
practices. When public sector officials recognize the importance of accrual reporting, it
can lead to better collaboration between accounting officials and non-accounting officials
within ministries and central agencies, particularly aims to enhance assets and debt
management and streamline procedures. While this transformation may be a challenging
endeavour, the recognition and adoption of accrual reporting hold the potential to drive
positive change in public sector financial management practices”

Overall, the effectiveness of accrual reporting is perceived by the participants when it
elevates the role of finance in national decision-making processes. The participants
perceived that it is essential to implement accrual accounting to integrate the finance
function into everyday decision-making effectively. By utilizing accrual reporting,
decision makers in the government are provided with valuable information that highlights

the balance sheet consequences of financial decisions. This empowers decision-makers

with a comprehensive understanding of the broader financial implications at hand,
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ensuring that they can make informed choices for decision-making, thus practicing

effective financial management in discharging their public accountability responsibilities.

5.6 Summary of Findings

This chapter presents the research findings on the progress of MPSAS adoption by the
FGoM, the challenges faced, and perceptions of the effectiveness of financial reporting
under the MPSAS framework. The research employs the institutional theory to examine
FGoM’s progress in accounting reform and MPSAS adoption while addressing
institutional complexity and challenges, thereby reaffirming the institutional change

model proposed by Dambrin et al. (2007).

5.6.1 RQ1: Current Status of Reform Progress
The first objective of the research is to assess the current progress of MPSAS adoption
by the FGoM. To achieve this objective, document reviews and interviews were

conducted during the data collection process.

The research objectives are achieved as the main findings revealed that the initial
diffusion of new ideals of accrual accounting in Malaysia occurred at the political level,
where norms and values are established and disseminated to the public sector
organizations, including national governments and their agencies. This finding aligns
with prior literatures (Mnif & Gafsi, 2023; van Helden et al., 2021; Adhikari & Garseth-
Nesbakk, 2016; Luder, 1992). From document reviews and interviews, the finding
indicates that throughout the transition period, politicians exhibited hesitancy and a lack
of urgency in promoting the adoption of accrual accounting, which is consistent with
previous research highlighting political factors as major obstacles in transitioning to
accrual accounting (Lokuwaduge & Godage, 2020; Adhikari & Garseth- Nesbakk, 2016;

Hopper et al., 2017).
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Nonetheless, at the organizational field level, the findings reveal that the AGD in
Malaysia has made significant progress in embracing accrual accounting since the launch
of the initiatives in 2010. The progress aligns with prior studies indicating that internally
driven reforms have shown to be more effective in developing countries than externally
propagated reforms like IPSASs and accrual accounting (Sellami & Gafsi, 2020; Rajib et

al., 2019; Hopper et al., 2017; Lassou & Hopper, 2016).

Based on the radical implementation plan and top-down approach, the document
review revealed that during the transition period, AGD’s main objectives were to
implement the three new techniques embodying the accrual accounting logic. Firstly, the
enhancement of acts and relevant regulations, secondly the development of accounting
standards, policies and guidelines and thirdly the new accrual accounting system and
accrual data management. The findings corroborate with prior literatures that stated that
the governments should develop a comprehensive reform strategy through clear
identification of the general and specific objectives and incentives of the reform while
taking into consideration the country's context and lessons learnt from the implementation
of similar reforms in the past (IPSAS, 2021; Gourfinkel, 2021; Schmidthuber et al., 2022;
ACCA, 2017). The research evidence also reinforces the recent studies by Hasan et al.
(2022) and Gourfinkel (2021), which stated that developing a proper integrated financial
system is necessary to ensure the overall success of the reform as well as to ensure the

quality of financial information is not compromised.

The implementation of accrual accounting involves complex technological
requirements, often necessitating substantial investments in human capital development
to train and educate individuals involved in the process. The research findings revealed
that throughout the transition period, AGD has implemented substantial change

management strategies, which include numerous training programs to enhance public
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accountant’s capabilities. These findings support the early arguments of accounting
scholars that the outcomes of an accounting system change depend on conducive
conditions, prior practice, actors’ interests and values, and the technical capacities of
those involved (van Helden et al., 2021; Rajib et al., 2019; Hyndman & Liguori, 2018;
Battilana et al., 2009). This is consistent with Alshujairi's (2014) study, which emphasized

the significance of adequately trained staff familiar with IPSAS for efficient adoption.

5.6.2 RQ2: Reform Challenges on MPSAS Adoption

The second objective of this research is to identify the primary challenges faced by the
Federal Government of Malaysia (FGoM) in its journey towards full implementation of
accrual-based accounting through the adoption of MPSAS. The research objectives are
fullfille as the the findings address institutional challenges during the transition period,
encompassing issues related to IT infrastructure development, cultural and organizational

changes, and the involvement of human resources.

On IT infrastructure development, the interview participants argued that one of the
most challenging aspects of the entire project is the development of the new accrual
accounting system, iIGFMAS. Data integrity and ensuring quality financial reporting
remain the biggest concern of the accounting transformation. The evidence aligns with
previous research conducted by Gourfinkel (2021), Dabicco & Mattei (2021), Sanip and
Abdul Rahman (2018), ACCA (2017), Hepworth (2017), and Azmi and Mohamad
(2014), affirming that challenges in establishing accrual accounting IT infrastructure
within the public sector persist as a prominent barrier impeding reform progress
emphasizing the underestimation of efforts required to establish a robust IT infrastructure
for accrual accounting and the need to view accrual accounting as part of broader reforms

in public service delivery.
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With regard to cultural and organisational changes, the interview participants mainly
agree that successfully implementing change without addressing these human aspects is
simply not feasible. The findings are consistent with studies conducted by Hasan et al.
(2023) and Mahadi (2019). The motivation, willingness, training, and qualifications of
staff participating in the change process, along with an effective communication strategy,
are crucial factors that must be considered when introducing accounting reforms. The
participant also believes it is vital to identify any skill gaps and develop a resourcing plan
to address them. A well-balanced blend of technical expertise and change management
skills is essential for the successful implementation of MPSAS. The overall findings of
this research align with many previous studies, which revealed that many countries fail
to address the significant disparity between accounting reform and inadequate
institutional capacity during the adoption of a new accounting system (Polzer et al., 2022;

Schmidthuber et al., 2020; Baskerville & Grossi, 2019; Goddard et al., 2016).

The findings from the interviews also noted that government accountants are
struggling particularly in developing their professional judgment skills while
transitioning from traditional accounting standards to MPSAS. MPSAS is IPSAS-based
accounting standards which involve judgment and interpretation, especially when dealing
with complex or unique transactions. Thus, the transition to MPSAS requires a deep
understanding of the standards and their application, which can be challenging for
accountants accustomed to simpler or less specific accounting frameworks. This change
in perspective requires public sector accountants to think differently about financial
transactions and to exercise professional judgment in determining when and how to
recognize them. Therefore, the research findings correspond to research conducted by
Abdulkarim et al. (2023) and Gigli and Mariani (2018), demonstrating that government
accountants lack in technical accounting knowledge and skills, posing a significant

obstacle to the successful implementation of IPSAS.
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5.6.3 RQ3: Perception on Financial Reporting Effectiveness

The third objective of this research is to provide an analysis of the effectiveness of
accrual financial reporting prepared under the MPSAS framework, considering the
viewpoints of internal and external stakeholders. Regarding this, the interview findings
underscore the participants’ belief that while MPSAS implementation is still in its early
stages with room of improvement, accrual-based financial reporting is perceived as a

crucial tool for enhancing governance, transperancy and accountabilitity in the country.

This perception aligns with previous research highlighting the importance of
usefulness and reliability in financial reports for effectiveness (Mbelwa, 2015). The
findings also perceived that the fundamental concept of isomorphism and legitimacy
embedded in institutional theory predominantly influences the innovation and the
evolution of government accounting practice and reporting through NPM ideology, which

is consistent with prior research (Ball, 2020; Adhikari & Garseth-Nesbakk, 2016).

On another note, participants perceived and acknowledged that accrual information
serves as a powerful and effective tool for conducting reality checks of a nation's financial
standing. Participants emphasized the importance of integrating accrual information into
decision-making processes, recognising its potential to improve financial management
and promote financial discipline. This finding corroborates studies by Cuadrado-
Ballesteros & Bisogno (2020) and Moynihan (2009), indicating that accrual accounting
provides better-quality information to external stakeholders and stimulates purposeful
information use. The finding also aligns with prior literature that argues accrual financial
reporting facilitates easy and accurate access to information, enhancing government
accountability (Tawiah, 2023; Soguel & Luta, 2021; Bakre et al.,2017; Fuchs et al., 2017;

Brusca & Martinez, 2016).
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In short, this research sheds light on the progress, challenges, and perception of
MPSAS adoption in the FGoM. It emphasizes the importance of considering political,
social, cultural, and economic contexts in accounting reform. This supports the
contributions of the previous accounting literature, suggesting the importance of
understanding country-specific uniqueness and financial reporting complexities of the

public sector.
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CHAPTER 6: CONCLUSION AND CONTRIBUTION
6.1 Conclusion
This research employed qualitative research to examine the current progress in the
adoption of MPSAS by the FGoM, identify major challenges that occur during
implementation phases as well as assess the effectiveness of accrual financial reporting
from the implemented reform. Based on the extensive document reviews and ten
interviews conducted, the research underscores political, institutional and organisational

barriers as well as emphasizes the importance of contextual factors in accounting reform.

In answering RQ1, the research recognizes that the sustainability of the ongoing
momentum and efforts of public sector accrual accounting reform are very much
influenced by the political and socioeconomic environment, especially in dealing with
political reluctance to pass relevant acts for accrual financial reporting. The findings also
indicate that despite minimal political involvement, the AGD has internally driven
substantial progress since 2010, with senior officers and government accountants
embracing the accounting reforms, motivated by their own needs for legitimacy and
professional advancement. The findings also suggest that the existence of the new accrual
accounting system (iIGFMAS) has bolstered the confidence of AGD officials in its future

official implementation of accrual accounting by the FGoM.

The findings also revealed that the internalisation of MPSAS within Federal
Government involves two main activities; (1) adapting and normalising the new reporting
structure as well as continuously verifying accrual data and (2) ongoing efforts to shape
capabilities and competencies. The preparation of the initial accrual government financial
statements was particularly challenging, especially on data validity and ensuring the
quality of accrual financial reporting so as to facilitate better planning and utilisation of

public resources. The data also demonstrates that AGD places significant emphasis on
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workforce development, ensuring their employees possess the necessary skills and
technical accrual accounting knowledge. The commitment is evident in their continuous
training initiatives, with change management activities highlighting specific training
focus areas each year. The transformation involves contributions from accounting
academics, private practitioners and professional accounting organisations, establishing
a robust foundation of comprehensive training, rigourous education and stringent
governance. This collaborative effort is expected to usher in a new era of accountability

and responsibility in public sector financial management.

With regards to RQ2, the findings identify two major challenges during the transition
period; (1) complexity in developing a financial system for a large and unique government
and (2) challenges in administering the organisational cultural change and capacity
building and expertise. The findings show that AGD encountered tremendous challenge
in ensuring data integrity and generating quality financial reporting from the accounting
system. The shift from centralized to decentralized management and financial reporting
structure poses human dimension challenges, necessitating continuous engagement and
reminders from AGD HQ. Additionally, during the transition period, the AGD as the lead
agency regularly reassesses its communication program to disseminate the objectives and
requirements of the change process effectively. This effort aims to clarify
misunderstandings and foster a shared understanding of the fundamental principles

behind the accounting changes.

A significant concern raised by several interview participants on the difficulties in
formulating effective talent pool strategy during the transition period. They agreed that
talent pool strategy and capacity building are predominantly crucial, however lack of
strategic implementation hinder the effective adoption of MPSAS. The participants also

commented that identifying individuals with the necessary competencies and providing
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adequate training is a cumbersome process for a public sector organisation with limited

resources and skilled personnel.

Finally, in answering RQ3, the findings further reaffirm that accrual-based reporting
Is seen as having the potential to enhance accountability and transparency. Interview
participants acknowledged that accrual information is a powerful and effective tool in
assessing a nation’s financial standing. Promoting fiscal transparency is essential for
building trust, attracting investments and fostering sustainable economic development.
However, while transparency is valued, the findings suggest exercising caution in
disclosing financial data to prevent misinterpretation, misused or exploitation by certain
interested parties. The effectiveness of accrual reporting is also perceived when it elevates
the role of finance in the national decision-making process. By utilising accrual reporting,
government decision-makers are provided with valuable information which empowers
them with a comprehensive understanding of broader financial implications; ensuring
informed choices and effective financial management in fulfilling their public
accountability responsibilities. Ultimately, the adoption of MPSAS is seen as significant
step toward more effective and holistic financial management, with the potential to drive

positive change and ensure long-term financial stability.

This chapter continues with the main contributions as outlined in Section 6.2 and the
limitations in Section 6.3. It concludes this study by providing suggestions for future

research in Section 6.4.

6.2 Importance and Relevance of the Study

The significance of this study encompasses several aspects. Firstly, it contributes to
addressing the research gap concerning the reform of accrual accounting in developing
nations in Asia, specifically with a focus on Malaysia. Currently, there is limited research

conducted in this area, and this study aims to fill that void. Secondly, the findings of this
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research have practical implications for public-sector accounting practitioners. The
results can provide valuable insights into some of the important factors and elements that
are crucial for the effective implementation of public sector accrual accounting. This is
particularly relevant for developing countries that are facing resource constraints. By
understanding these important factors, practitioners can enhance their approaches to
implementing accrual accounting, even in resource-limited settings. Overall, this study
holds significance in terms of expanding knowledge in an under-researched area and
offering practical insights for practitioners in the public sector accounting field, especially
in developing countries where resources in terms of infrastructure and technical

capabilities are limited.

The importance and relevance of the study are discussed in detail according to its

contribution to the body of knowledge as well as its contribution to practice.

6.2.1  Contribution to Body of Knowledge

This single-country study adds to the body of knowledge regarding accrual accounting
practises in the public sector, particularly in developing countries, as previous research
has tended to focus on more developed nations such as the United Kingdom, the United
States of America, Australia, and New Zealand. It is critical to have an awareness of
public sector accounting change and disclosure practices in developing countries in order
to obtain a genuinely complete grasp of accrual accounting reform in the public sector
(Goddard, 2010). The research presented contributes to the body of knowledge in the field

of public sector accounting and financial management in several ways:

@ Institutional Theory Application:
One of the key contributions of this research is the application of institutional
theory to examine the progress of accounting reform in the FGoM. This theoretical

framework offers a valuable lens for understanding how institutional complexities
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(b)

and challenges influence the adoption of accrual accounting, especially in the
context of the public sector. By examining these dynamics, the study enhances
the theoretical insights of institutional change within the public sector. It
highlights the interplay between organisational structures, cultural norms, and
external pressures that shape the implementation of new accounting practices.
This application of institutional theory provides a nuanced perspective on the
forces driving and hindering the adoption of accrual accounting, particularly in
developing countries. The theory also helps the research to reveal various ways
institutional environments can facilitate or impede change, providing a richer
understanding of the complexities involved. As Malaysia is a developing country,
the research highlights unique challenges and opportunities in implementing
accrual accounting in the public sector. This nuanced perspective contributes
significantly to the public sector accounting literature, offering valuable lessons
for policymakers, practitioners and scholars interested in promoting effective

governance and sustainable accounting practices in a similar context.

Perception of Accrual Accounting Effectiveness:

The study's findings regarding the perceived effectiveness of accrual-based
reporting in enhancing accountability, transparency, and stakeholders' awareness
contribute to the existing knowledge on the benefits of accrual accounting in the
public sector. This aligns with previous research emphasizing the importance of

usefulness and reliability in financial reports for their effectiveness.

Overall, this research enhances the understanding of the progress, challenges, and
perception of MPSAS adoption in the FGoM. It adds to the body of knowledge by
providing empirical evidence and insights into the complexities associated with

implementing accrual accounting in the public sector. It is hoped that the findings
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6.2.2

from this research will lead to a better understanding of institutional challenges
that arise during MPSAS implementation (accrual-based IPSAS). Those moving
from cash accounting to accrual accounting might benefit from the experiences of
other jurisdictions that have previously made the move or are in the process of

doing so.

Contribution to Practice

The findings from this research on MPSAS adoption by the FGoM, along with the

challenges faced and the perception of accrual accounting effectiveness, have practical

implications that can contribute to the field of public sector accounting and financial

management. Here are some practical contributions based on the findings:

(@)

(b)

Awareness of Political Obstacles:

The research highlights the hesitancy and lack of urgency among politicians in
promoting the adoption of accrual accounting. This finding underscores the need
for policymakers and stakeholders to be aware of the political factors that can
hinder accounting reform efforts. It calls for strategies to address these obstacles

and build political support for the adoption of accrual accounting.

Organizational-Level Progress:

The significant progress made by the AGD in Malaysia at the organizational level
in embracing accrual accounting provides a valuable example for other public
sector organizations. The findings suggest the importance of highlighting success
stories and best practices to inspire and motivate other entities to advance their

accounting reform initiatives
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Addressing Institutional Challenges:

The research identifies various institutional challenges during the transition
period, including IT infrastructure development, cultural and organizational
changes, and human resource involvement. These challenges need to be
recognized and addressed proactively to facilitate the successful implementation
of accrual accounting. Organizations can use these findings to develop
comprehensive strategies that encompass these challenges and ensure a smooth

transition to accrual accounting.

Enhancing Accountability and Transparency:

The perception of interview participants regarding the effectiveness of accrual-
based reporting in enhancing accountability, transparency, and stakeholders'
awareness of financial implications is valuable. This finding emphasizes the
importance of maintaining and further improving the usefulness and reliability of
financial reports to strengthen accountability mechanisms and ensure

transparency in managing public resources.

Considering Contextual Factors:

The research highlights the significance of considering political, social, cultural,
and economic contexts when discussing accounting reform. This finding
underscores the need for a holistic approach that takes into account these
contextual factors during the design and implementation of accounting reforms. It
prompts policymakers and practitioners to tailor reform strategies to the specific

context of their respective jurisdictions.

By integrating these practical contributions into future accounting reform initiatives,

policymakers, organizations, and stakeholders can enhance their understanding of the

challenges and opportunities associated with the adoption of accrual accounting in the
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public sector. This can lead to more effective and successful implementation of
accounting reforms, ultimately improving financial management and accountability in

public sector organizations.

6.3 Limitation of the Study

The current research is conducted in a single-country research setting, necessitating a
cautious approach when extending its main conclusions to varying circumstances.
Thorough examinations of the key findings are imperative before attempting to generalize
or apply them to different contexts. It is also important to acknowledge that research data
is limited to during the transition period only, thus imposing inherent limitations on the
scope and comprehensiveness of the research. As such, conclusions drawn from this

research should be considered preliminary and contingent upon further research.

6.4 Suggestions for Future Research

In light of these limitations, there is a compelling need for future research endeavours
to delve deeper into the ramifications and the sustainability of accrual accounting reform
within the public sector in Malaysia. A more comprehensive and longitudinal study could
provide a nuanced understanding of the sustained effects of such reforms. This expanded
research scope would contribute to a more robust knowledge base and facilitate informed

decision-making in the realm of public sector financial management.

In summary, the accrual accounting journey of FGoM is surely a daunting task,
especially AGD to go through a winding and rocky road where there is no quick fix or
easy turnaround. However, as the saying goes, “it is always darkest just before dawn”,
and therefore it can certainly be an exciting and tremendously satisfying path for AGD,
particularly and Malaysian Government at large to be soon enough, a better and more

accountable public sector.
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