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Abstract. Understanding accounting standard in crucial for those bestowed with 

responsibility to record and prepare the required accounts and financial statements. Whilst 

the accountability to prepare those accounts and financial statement lies on the 

management, this task is responsibled to the accounts department of the organization.  The 

importance of recording and reporting is equally crucial to the public sector as well as the 

private sector if not more.  As the government agencies entities are subject to the public 

scrunity even though their performance if not measured by increase in the net profit, 

however, the way they manage the  public fund is of prime concern.  The Malaysian public 

sector agencies is in the transition of changing from cash accounting to accrual accounting 

in their recording and reporting of their accounts.  A preliminary study has been performed 

to postulate the understanding of the accounting officers of the new method.  To achieve 

the objective of the study, a questionnaire was distributed to the account staffs of local 

government agencies within the state of Melaka.  A total of 131 questionaires were 

gathered from 16 state government agencies. The findings shows mixed responses have 

been received from the different level of positions for the change of the method as well as 

their understanding over the accrual accounting method. 
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1 Introduction 

The Malaysian government has adopted and developed various accounting 

systems in the past years by focusing on efforts to strengthen efficient planning 

utilisation and control of public financial resources and assets.  The procedures 

and practices of accounting and reporting are governed by a set of rules, which 

provides provisions of financial, budgeting, accounting and auditing aspects of 

the government [1]. 
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 Cash-based accounting system, a method where revenue and expenses are recognised 

when payment are made or received are being used in Malaysia since independent.  Modified 

cash-based accounting are than adopted in 1974 [2].  Modified cash-based are an hybrid methods 

that combines features of both the cash basis and accrual basis [1].  Accrual accounting is an 

accounting technique where transactions and economic events are recorded and reported when 

they occur, regardless of when cash transactions occur [3].  The adoption of accrual-based 

accounting in public sector is not new.  Governments of several countries have implemented 

accrual accounting, including United Kingdom, Canada, Australia, The Netherland, Sri Lanka 

and Indonesia [4]. New Zealand and Australia are frequently cited to have the most 

comprehensive accrual accounting adoption than other countries [5]. 

 To meet the challenges of being a fully developed country by 2020, Malaysia introduced 

the  Government Tranformation Programme (GTP)  and New Economic Model (NEM) in 2010. 

Accrual-based accounting in the public sector is listed as one of the key policies measures in 

NEM in an effort to improve public sector finance practices [6].  The decision to move from 

cash-based accounting to accrual-based accounting is triggered largely by the growing demand 

for a greater transparancy and better performances of the government sector and the companies 

controlled by the government [7]. 

The adoption of accrual accounting has been approved by the Prime Minister on May 

2011, where the Accountants General Department (AGD) was appointed as the head of the 

agency that is responsible for the implementation of accrual accounting [8]. The Federal 

Government of Malaysia is set to adopt full accrual-based accounting for financial reporting by 

1 January 2015 [9].  However, the implementation of accrual-based accounting has been 

postponed twice. Initially, the implementation was postponed from 2015 to 2017 and further 

postponed to 2018 [10].  After a few false start, the accrual-based accounting will be a fait 

accompli by 2021 [11].  The postponements of the transition, to some extent indicates that the 

government is not yet ready to implement accrual-based accounting [10].  

In light to the above issue, this paper is a preliminary study to highlight the level of 

understandability within the government officers towards the implementation of accrual-based 

accounting. 

2   Literature Review 

2.1   Adoption of Accrual accounting in Malaysia and other countries  

 

Accrual accounting is adopted for engendering the benefits of improved awareness of 

the financial impacts of their decisions, improved asset management, and improved risk 

assessment, the integration of the reporting with the budget process was a prerequisite [12].  In 

addition, it is a well-established and comprehensive information system that illustrates the 

financial consequences of activities and extensively accepted by standard setter around the 

world [13]. Therefore, the application of accrual accounting through its reliability and 



 

 

 

 

consistency reporting in the government financial system is considered crucial to increase the 

accountability of government and fulfilling the public needs.  However, the preparation of 

financial statement based on accrual accounting takes a lot of trainings and study programs that 

may preoccupies the government officials.  This in turn leads to concern over the public welfare 

is being ignored at the same time [14]. 

 

In Nepal, the reason for the adoption of accrual accounting is the cash basis accounting 

was claimed to be inadequate in terms of both identifying the full costs of development projects 

that were funded by international organizations and development partners and demonstrating 

their results and outputs [15].  Some Nepalese administrators alluded to their own willingness 

and expertise as the primary motivational factor between the adoption of new reporting formats 

compatible with the International Public Sector Accounting Standard (IPSAS).  

There are many factors that contribute to the effective implementation 

of accrual accounting reforms.  Pressure from donors, auditors and also the strain faced by the 

employees due to rigorous training, shape the design of the quality of accrual accounting-based 

administration [16].  Other factors found to influence the level of accrual accounting adoption 

are top management support, adequate training program and quality of information technology 

[17]. Ahn et al found that accrual accounting was motivated by elements including a local 

financial scandal, the civil society group support and the administrators’ ambitions and ideas 

[18].  However, Kobayashi et al. suggest that the institutional role when combined with socio-

political role is more likely to have greater influence to the accrual accounting adoption [19]. 

Researchers in Thailand and Italy, on the other hand, found that there are several significant 

barriers to the implementation of accrual accounting. The barriers are lack of incentive, 

bureaucratic management culture, lack of manuals and directives and lastly, failure to 

understand accrual information [20][21]. 

The adoption of accrual accounting in Malaysia is not fully implemented in cross 

section departments at the state, statutory bodies and federal level of the government agencies.  

Muhammad Iqbal [22] found that government should provide more initiatives to attract 

employees, in addition to the training and seminars towards the successful implementation.  This 

is supported by Rozaidy et al. [23]who concurred that inadequacy in readiness of accounting 

information system applications such as equipment, software, customization and systems 

familiarization could also contributed to slow implementation of accrual accounting in 

government agencies [23]. 

2.1   Understanding and awareness on accrual accounting 

 Studies from the United Kingdom, Malaysia, Nepal, Republic of Ireland and Italy 

found out that existing accounting resources are having difficulties in applying accrual 

accounting techniques.  Other than that, lack of understanding of the accrual-based information 

has also affect the decision making process by non-accountants [24]. 

 On the other hand, the recent study done in fiscal year 2014 and 2015, on the 

implementation of accrual based accounting by local government in Indonesia revealed that the 

human resources need to adapt to the changing process from cash to accrual based accounting 

[25].  Yuliati et al. supported in the research performed in the early years of implementation of 



 

 

 

 

accrual based accounting since 2015 in Indonesia, technical issues became the obstacle due to 

staff training and shortages of qualified staff [26].  Interestingly, the same study shows that the 

application of accrual accounting has increased in the quality of financial reporting after the 

implementation at local government in Indonesia [26]. 

 

2.2   Readiness of employee for change in accounting methods 

 Resistance to change is one of the barriers of the adoption of accrual accounting [24]. 

The accounting personnel are demotivated to learn due to its difficulties to be understood.  

Others resist because they are comfortable with the existing accounting technique.  The 

challenges for change towards accrual accounting includes human resources competency, 

software and technology capability, accounting policies and standard suitability in the 

implementation effort [6].  This view is reflected by the Nepalese government employees, where 

they opiniated that priority should be given to addressing the existing deficiencies in accounting 

practices, instead of spending time on accrual accounting and accounting standards [12]. 

A major issue had also been raised concerning the delay by the IPSAB in developing 

the framework.  Views were expressed that the framework would have been introduced prior to 

the issuance of standards rather than when the standards are fully developed [13]. 

In recent study conducted in Malaysia towards the selected Accountant General 

Department (AGD) on the implementation of Accrual Accounting System (AAS) shown 

a positive acceptance of the change.  The research indicated that the top management of AGD 

have successfully led their accounting employees by having good communication flow during 

the change process, top management’s support and encouragement, training program and 

employees acknowledge on the benefits of the new system [27]. 

There are indeed mixed view on adopting accrual accounting across the globe.  Whilst 

the government of the respective countries chose to implement accrual accounting in its 

operation, issues of understanding, awareness as well as readiness of the accounting staffs to 

use the accounting method can be seen still haunted to ensure the success of such 

implementation. 

 

3 Methodology 

To fulfil the objective of the study, a quantitative study in the form a survey has been 

distributed to 16 state government agencies within the state of Melaka, which is the smallest 

state in Malaysia.  The questionaire is divided into two (2) sections which are section A to 

discuss the general knowledge of the accounting personnel on accrual accounting whilst the 

second section, Section B concentrates on gathering the respondents profiles. 

Melaka state was chosen as this is the state with the highest number of modified audit 

report issued by the National Audit department of Malaysia for the last 5 years spanning 2013 



 

 

 

 

to 2017 as shown in below table.  The data is extracted from the National Audit Department 

website [28].  

Table 1. Distribution of Audit Report issued other than Standard Unqualified 

to the State Government Agencies over 5 years (2013-2017) 

State Government 

 

Types of Audit Opinion  

Total 
Ue Q A D 

JOHOR  2   2 

KEDAH  2 1  3 

KELANTAN  1  2 3 

MELAKA 7 

  
16   23 

NEGERI SEMBILAN 2 1   3 

PAHANG 2 5  1 8 

PERAK  9   9 

PERLIS  5   5 

PULAU PINANG  5   5 

SABAH  11   11 

SARAWAK 3 1   4 

SELANGOR 1 10   11 

TERENGGANU 2 4   6 

TOTAL 17 72 1 3 93 

Ue: Unqualified with Emphasis of Matters (EOM)  Q: Qualified  

A: Adverse      D: Disclaimer 

 

4 Findings and discussion 

4.1  Demographic 

       A total of 131 questionaires were gathered from 16 government agencies.  The accounting 

officers within each state government responded to the survey ranged from three (3) to 14 

people. The government agencies are divided into three (3) which are state government 

agencies, local government and statutory bodies. The overleaf table summarizes the 

demographic of the respondents.  

Based on Table 2 below, the majority of the respondents are female (71.8%), aged 

between 25 to34 years old (51.1%), holding Diploma qualification (42%) and position as 

supporting group.  In terms of the working sector, an almost equal balance of staffs work under 

either the local government or the statutory bodies.  It can be inferred that majority of the staffs 

holds at least a Diploma qualification as the combined staffs with qualification of Master/Phd, 

degree and Diploma consist of 84 out of 131 respondents making up 71.8%.  An exposure to 

a Diploma level presumably majoring in Accounting knowledge and skills should have allowed 

them to be able to prepare sets of accounts in accrual accounting.  The only setback may be 



 

 

 

 

encountered by the staffs is the fact that public sector accounting may not be exposed in detail 

and only learn in-depth in the local university‘ degree study plan.  Hence, local university’s 

study plan concentrates on catering skills to prepare set of accounts for private sector.  Less 

attention if paid to prepare the students to this special needs for accounting in public sector.  The 

positive side is however, lays on the fact that the accounting method employed is based on 

accrual basis.  Using this argument, it is believed that staffs should and would be able to apply 

the knowledge (with proper training) to record and report the accrual accounting within their 

working setting. 

Table 2.  Demographic of the respondents 

Items Distribution Total (Percentage) 

Gender Male 

Female 

 

37 (28.2%) 

94 (71.8%) 

Age  < 25 years 

25 – 34 years 

35 – 44 years 

= > 45 years 

 

15 (11.5%) 

67 (51.1%) 

32 (24.4%) 

17 (13%) 

Educational level Master/PhD 

Degree 

Diploma 

SPM 

Others 

 

4 (3.1%) 

35 (26.7%) 

55 (42%) 

2 (1.5%) 

5 (3.8%) 

Job Positions 

 

 

 

Management and 

Professional 

Supporting Group 

Others 

 

17 (13%) 

 

113 (86.3%) 

1 (0.8%) 

Working sector State government 

Local government 

Statutory bodies 

15 (11.5%) 

59 (45%) 

57 (43.5%) 

  

4.1  Findings on respondents general knowledge 

Table 3 provides an insight on the knowledge of accrual accounting of the accounting 

staffs working in the government agencies.  Most of respondents (90.8%) have heard of accrual 

accounting but only 64.15% understand what is accrual accounting.  Whilst 82.4% respondents 

are ready for the change from cash to accrual accounting, a majority of 84.7% still feel that they 

need more exercise on the method.  Whilst this findings provide us a relief that the staff 

generally understand the accrual accounting concept, it is also alarming to discover that a quite 

large number of staffs have not heard of the term (9.2%), do not understand how to apply the 



 

 

 

 

accrual accounting (35.8%), and not ready for the change from cash to accrual accounting 

(17.6%). 

Table 3.  General knowledge on accrual accounting 

Items Yes (%) No (%) 

Respondents have heard 

about accrual accounting 

 

119 (90.8%) 

 

12 (9.2%) 

Respondents understand 

about accrual accounting 

 

84 (64.15%) 

 

47 (35.85%) 

Respondents ready for the 

change from cash to accrual 

accounting 

 

108 (82.4%) 

 

23 (17.6%) 

Respondents need more 

training on accrual 

accounting 

 

111 (84.7%) 

 

20 (15.3%) 

 

 Furthermore, 15.3% respondents feel that they still need to be exposed to more accrual 

accounting.  This result may indicate that some of the accounting department staffs bestowed 

with responsibility to record the accounting process in the government sector is incompetence 

in applying accrual accounting in their operation.  Can this finding implies that they are not fully 

ready to execute the change from cash accounting to accrual accounting?  If this is the case, then 

it is quite worrying as the accrual accounting method is believed to be the most method taught 

in universities in the world.   

Table 4 overleaf further elaborates this situation by narrowing down the proportion of 

general knowledge of these accounting staffs according to specific government agencies.  It can 

be observed from Table 4 that the accounting staffs from the local government in general has 

favourable response to all the four (4) questions posed, whilst respondents from state 

government has the least percentage on understanding the accrual accounting. 

Table 4.  General knowledge on accrual accounting by categories of government agencies 

 

Items 

State government Local government Statutory bodies 

Yes (%) No (%) Yes (%) No (%) 

 

Yes (%) No (%) 

Respondents have heard 

about accrual accounting 

 

12 (80%) 

 

3 (20%) 

 

57 (96.6%) 

 

2 (3.4%) 

 

50 (87.7%) 

 

7 (12.3%) 

Respondents understand 

about accrual accounting 

 

8 (53.3%) 

 

7 (46.7%) 

 

43 (72.9%) 

 

16 (27.1%) 

 

33 (63.2%) 

 

24 (26.8%) 

Respondents ready for the 

change from cash to accrual 

accounting 

 

12 (80%) 

 

3 (20%) 

 

48 (81.4%) 

 

11 (18.6%) 

 

48 (84.2%) 

 

9 (15.8%) 

Respondents need more 

training on accrual 

accounting 

 

11 (73.3%) 

 

4 (26.7%) 

 

54 (91.5%) 

 

5 (8.5%) 

 

46 (80.7%) 

 

11 (19.3%) 

 



 

 

 

 

 Table 5 below further elaborates the general knowledge on accrual accounting by job 

positions.  Interestingly, the results revealed that the accounting staffs from the support and 

other positions group have a slightly higher Yes response for three (3) questions posed than those 

in the position of management and professionals.  The same staffs from the support system, 

however, has a lower Yes response on understanding the accrual accounting i.e. 62.3% as 

compared to the management and professional staffs (76.5%). This may be a favourable 

findings as even though the support staff do not really understand the concept of accrual 

accounting, they are ready to change to the new accounting and willing to have more training 

on the subject matter. 

Table 5.  General knowledge on accrual accounting by categories of job positions 

 

Items 

Management & 

Professionals 

Support staffs & others Total 

Yes (%) No (%) 

 

Yes (%) No (%) 

 

Yes (%) No (%) 

Respondents have heard 

about accrual accounting 

 

 

15 (88.2%) 

 

2 (11.8%) 

 

104 (91.2%) 

 

10 (9.8%) 

 

119 (90.8%) 

 

12 (9.2%) 

Respondents understand 

about accrual accounting 

 

 

13 (76.5%) 

 

4 (23.5%) 

 

71 (62.3%) 

 

43 (37.7%) 

 

84 (64.1%) 

 

47 (35.9%) 

Respondents ready for the 

change from cash to accrual 

accounting 

 

 

14 (82.3%) 

 

3 (17.7%) 

 

94 (82.5%) 

 

20 (17.5%) 

 

108 (82.4%) 

 

23 (17.6%) 

Respondents need more 

training on accrual 

accounting 

 

14 (82.3%) 

 

3 (17.7%) 

 

97 (85.1%) 

 

17 (14.9%) 

 

111 (84.7%) 

 

20 (15.3%) 

 

Table 6 above shows the general knowledge on accrual accounting by educational level 

of the respondents.  As expected, the staffs from the professional and management holding at 

least a degree in Accounting provide a higher Yes response for three (3) questions posed in terms 

of whether they have heard about accrual accounting, understand the accrual accounting and 

ready for the change from cash to accrual accounting.  These answers do corresponds with this 

group responds to the last question on whether they need more training on the accrual accounting 

(79.5%).  This can be inferred as a positive feedback from the much higher position staff as they 

hold the managerial position and need to direct their supporting staffs to the new changes in the 

accounting method.  Their readiness to change with less training may indicate readiness of the 

respective government agencies in general.  

 

 



 

 

 

 

Table 6.  General knowledge on accrual accounting by categories Educational level 

 

Items 

Degree/Masters/PhD 

(Professional & 

management) 

Diploma 

(mainly support staff) 

Others 

(SPM and below) 

Yes (%) No (%) 

 

Yes (%) No (%) 

 

Yes (%) No (%) 

Respondents have heard 

about accrual accounting 

 

 

38 (97.4%) 

 

1 (2.6%) 

 

52 (94.6%) 

 

3 (5.4%) 

 

31 (83.8%) 

 

6 (16.2%) 

Respondents understand 

about accrual accounting 

 

 

31 (79.5%) 

 

8 (20.5%) 

 

38 (69.1%) 

 

17 (30.9%) 

 

15 (40.5%) 

 

22 (59.5%) 

Respondents ready for the 

change from cash to accrual 

accounting 

 

 

35 (89.7%) 

 

4 (10.3%) 

 

43 (78.2%) 

 

12 (21.8%) 

 

30 (81.1%) 

 

7 (18.9%) 

Respondents need more 

training on accrual 

accounting 

 

 

31 (79.5%) 

 

8 (20.5%) 

 

49 (89.1%) 

 

6 (10.9%) 

 

31 (83.8%) 

 

6 (16.2%) 

 

 Although this preliminary study focuses only on one state in Malaysia, the results of 

the study may imply the overall state of understandability of accrual accounting impementation 

within the government agencies throughout Malaysia.  The Malaysian government agencies 

need to equip their accounting staffs with the necessary training and skills before accrual 

accounting can successfully be implemented in the government agencies. 

 5 Conclusion 

 This case study envisages to obtain feedback on the change in the accounting method 

from cash accounting to accrual accounting basis by the Accounting staffs within the 

government agencies.  The respondents were 131 Accounting staffs within 16 government 

agencies of the smallest state in Malaysia.  Mixed responses have been received from the 

different level of positions for the change of the method as well as their understanding over the 

new accounting method.  Although in general, positive feedback have been received on the 

readiness and willingness of the staffs to embrace the change, attention should be focused in 

ensuring they are equip with enough knowledge to actually apply the new accounting method 

in recording and reporting.  Mistakes in interpreting the method would lead to wrong reporting 

of the accounting of the respective government agencies.  Nevertheless, the result of the study 

may assist the state authority to identify the lacking accounting skills within their Accounting 

employees.  As the government agencies are seen as bodies responsibled to manage and utilize 

public funds effectively, transparent account reporting is certainly a public concern.  Public 

would certainly demand skilled Accounting staffs hired to manage the public fund and record 

the accounting transactions diligently. 
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