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Abstract

A change management from cash to accrual method of accounting is important because 

facilitate the costing of resources, which is essential to the effectiveness of Outcome Based 

Subramanyam 1998). In cash basis accounting systems, expenses are not recorded on the 

tax laws. Malaysian government has announced the need to change to International Public 

Sector Accounting Standards (IPSAS) accrual-based accounting by 2015. Thus, it is important 

for Accountants General Department Malaysia (AG) to change management from cash 

method to accrual method due to the information contained in reports prepared on an accrual 

basis is useful both for accountability and decision-making. Therefore, the objective of this 

study is to review the concepts, theories and previous research on the change management 

towards accrual based accounting from customers and employees perspectives.

Keywords: Change Management, Accrual Accounting Basis, Cash Accounting Basis.

Introduction

Malaysian government has raised concerns over whether the cash basis of accounting is 

adequate for governmental accounting and reporting especially in the recent development 

of governmental activities (Saleh, 2007). Previously, accrual accounting was seen to be 

an alternative for a better reporting of government activities and it was considered to be 

only appropriate in the private sector (Ellwood and Newberry, 2007). Meanwhile, the use of 

cash versus accrual accounting has been debated continuously by previous researcher; yet, 

accrual accounting has been adopted in the governments of several countries including United 

Kingdom (Ball and Shivakumar, 2004), Australia (Carlin and Guthrie, 2003), and Netherland 

(Peter Van Der, 2005).
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reforms. While Wynne (2004) highlights the complexity in accrual accounting which requires 

greater use of judgment than cash accounting and its adoption requires new systems and 

considerable training. This is much needed paradigm shift that will help push the nation’s 

desired transition to a developed nation and high income economy. 

Dechow (1994) mentioned the important to change management from cash method 

to accrual method of accounting where the information contained in reports prepared on 

an accrual basis is useful both for accountability and decision-making. Meanwhile Fourie 

the accountability for all resources the entity controls and the deployment of those resources, 

decisions about providing resources to, or doing business with the entity.

At more detailed level, Hodges and Mellett (2003) state that reporting on an accrual 

meet its liabilities and commitments. Meanwhile, Nasi and Steccolini (2008) mentioned that 

accrual method of accounting is useful in evaluating a government’s performance in terms of 

opportunity to demonstrate successful management of its resources (Onumah and Simpson, 

2008).

position and current stock of assets and liabilities (Mussa, 2007). Therefore, governments 

wish to provide and to demonstrate accountability to the public for their management of 

governments can plan for future requirements of asset maintenance and replacement. With 

this information, government can also plan for the repayment of, or satisfaction of, existing 

Another important view is that accrual accounting requires organizations to maintain 

complete records of assets and liabilities (Chan, 2003). Thus, it facilitates better management 

and disposal of surplus assets, and better management of risks such as loss due to theft 
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managers to consider alternative ways of managing costs and delivering services (Wooldridge, 

Garvin and Miller, 2001).

Problem Statement

According to the Internal Revenue Code, a taxpayer may compute taxable income by: (1) 

the cash receipts and disbursements method; (2) an accrual method; (3) any other method 

permitted by the chapter; or (4) any combination of the foregoing methods permitted under 

regulations prescribed by the Secretary of the Treasury. In general, a tax payer must compute 

taxable income using the same accounting method he/she uses to compute income in keeping 

his/her books. Meanwhile, the taxpayer must maintain a consistent method of acocunting 

from year to year. Should he/she change from the cash basis to the accrual basis (or vice 

versa), he/she must notify and secure the consent of the Secretary.

Another example, when a company sells a radio to a customer who uses a credit 

card, cash and accrual methods will view the event differently. The revenue generated by 

the sale of the radio will only be recognized by the cash method when the money is received 

by the company. If the radio is sold on credit, this revenue might not be recognized until next 

month or next year. However, accrual accounting, shows that the cash method isn’t accurate 

because it is likely, if not certain, that the company will receive the cash at some point in the 

future because the sale has been made. Therefore, the accrual accounting method instead 

recognizes the radio sale at the point at which the customer takes ownership of the radio. 

Even though cash isn’t yet in the bank, the sale is booked to an account known as “accounts 

receivable”. This will increase the seller’s revenue.

Normally, the federal law required all taxpayers to use the cash basis accounting. 

However, many business used the accrual basis, as most generally accepted accounting 

principles (“GAAP”) were based thereon, and objected to the new law. Only after 1913 

Revenue Act, the Internal Revenue Service allowed the use of the accrual basis for deductions 

all taxpayers to use the cash basis accounting. 

Meanwhile, Accountant General Department Malaysia (AG), has iniatited a 

transformation in the Government Transfer Programme (GTP) in preparing the State 

Government Financial Statement from cash method of accounting to accrual basis. The four 

areas to be focused in this transformation are (1) building the standard accounting of state 

(3) the needs on development of accounting system; and (4) the need of change management

to develope the human capital capability. This transformation is to improve and to explain

country that is on the income and expenses management. 
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Furthermore, in any change initiatives, especially ones that involve the work systems, 

it is impossible to involve every employee (Iversen and Ngwenyama, 2006). On the other 

hands, it is also important to involve all stakeholders, process owners, and employees who 

will feel the impact of the changes, as much as possible, in the learning, planning, decisions, 

and implementation of the change (Davison and Martisons, 2002). If the employees are left 

behind, at any stage of the process, the organization would open the door in the change 

process, for misunderstanding, resistance, and failure. Jones and Levy (2007) indicated that 
organizational change is the process by which organizations move from their current state to 

some desired future state to increase their effectiveness. Due to the problems in managing 

cash accounting method, this paper is to review and understand the concepts, theories of 

change management towards accrual based accounting.

LITERATURE REVIEW

According to Larcker, Richardson and Tuna (2007), accrual accounting is a method used 

in accounting that measures the performance and position of a company by recognizing 

economic events regardless of when cash transactions occur. Thus, the economic events are 

recognized by matching revenues to expenses at the time in which the transactions occurs 

Meanwhile, accrual accounting is considered to be the standard accounting practice 

for most companies, with the exception of very small operations (Reichelstein, 2000). This 

is the opposite of cash accounting, which recognizes transactions only when there is an 

exchange of cash, but this method is relative complex which makes it more expensive to 

implement. Due to the complexity of business transaction in the company’s current condition, 

point of the transaction (Zhang, 2005). Therefore, it makes sense that such events should 

transactions occur. 

From Cash to Accrual Basis Accounting

Dechow (1998) investigates circumtances under which accruals are predicted to improve 

hypothesised the importance of accruals may increase (i) the shorter the performance 
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with the predicitions.

Another study by Guthrie (1998) presents a contextual, historical analysis of accrual 

accounting developments in the Australian public sector. Considering international trends 

in the adoption of accrual accounting to the public sector (Shand, 1995; OECD, 1993; and 

Olson, Guthrie and Humphrey, 1997), Guthrie suggest that it should noted that New Zealand 

and the governments of various Australian jurisdictions stand out as leading proponents of the 

adoption of accrual accounting. Meanwhile, several other nations have discussed the reforms 

but few have attempted to actually enact the reforms, to the extent of the Australian and 

New Zealand precedent (Ball, 1994; and Birch, 1995). Despite the visibility of these changes, 

Guthrie (1998) noted that accrual accounting reforms constitute only part of a wider number 

of public sector accounting-based reforms. Olson, Guthrie and Humphrey (1997) in an 

In addition, Peter Van Der (2005) focuses on the Dutch experience with the shift from 

cash-based accounting and budgeting systems to an accrual-based system. Traditionally, 

they found that the Dutch governments used to deploy input-based budgeting systems and 

cash-based accounting system. However these systems do not provide the information that 

that a growing number of countries have already shifted or are planning to shift from cash-

based to some form of accrual accounting in the public sector. Usually, the implementation of 

management requiring information on cost.

THEORIES IN CHANGE MANAGEMENT

An early model of change management developed by Kurt Lewin in 1951 described change 

as a three-stage process (Burnes, 2004). 

unfreezing”. It involved overcoming inertia and dismantling 

the existing “mind set”. Defense mechanisms have to be bypassed. 

In the second stage the change occurs. This is typically a period of confusion. We are 

aware that the old ways are being challenged but we do not have a clear picture to 

replace them with yet. 

refreezing”. The new mind set is crystallizing and 
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one’s comfort level is returning to previous levels. 

This study refers to Management of Change Model where there are eight (8) steps for 

leading changes  introduced by John Kotter (1995), a world-reowned change expert. Figure 

1 presents the eight steps. 

Figure 1: John Kotter Management of Change Model

Source: Kotter, 1995

Step 1 is to create urgency where Kotter suggests developing this around the need for change. 

This will help the management if they really want to change and may help to spark the initial 

motivation to get things moving. Step 2 is to form a powerful coalition, where it is necessary to 

convince people that need to change. This often takes strong leadership and visible support 

from key people within the organization. Step 3 is to create a vision for change, where there 

everyone to understand why they have to do something for change. These three steps are 

considered as a climate for change.

The next three steps are to enable the management to communicate the vision (step 4), where 

the message will probably have strong competition from other day-to-day communications 

within the company, so they need to communicate it frequently and powerfully. Step 5, is to 

remove the obstacles where the management needs to talk about the vision and building buy-

in from all levels of the management. They have to put in place the structure for change, and 

continually check for barriers to it. Removing obstacles can empower the people that need to 

execute the vision that can help the change move forward. Step 6 is to create short-term wins, 

where the management must have results that the staff can see in within a short time frame. 
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Without this, critics and negative thinkers might hurt the progress in change management.

The next two steps are to implement and sustain the change. Kotter argues that many change 

projects fail because victory is declared too early. He states that real change runs deep. 

Quick wins are only the beginning of what needs to be done to achieve long-term change. 

Therefore, step 7 is to build on the change where each success provides an opportunity to 

make any change stick or anchor the changes in corporate culture. The management has to 

make continuous efforts to ensure that the change is seen in every aspect of the organization.  

In addition, Kotter also states that when leaders or managers are planning to manage 

i. Different people react differently to change

ii. Everyone has fundamental needs they have to meet

iii. Change often involves a risk, and people may go through the “loss curve”

iv. Expectations need to be managed realistically

v. Fears have to be dealt with emotions.

Therefore, in change management theories, the issue of how well the change is implemented 

can be the ultimate driving factor of success in the organizational change.

CONCEPTUAL FRAMEWORK

Organizational change management is the process of developing a well-planned approach 

to implement new systems in an organization (Fernandez and Rainey, 2006). Typically the 

change and minimize the risk of failure of implementing the change. The attitudes towards 

change results from a complex interplay of emotions and cognitive processes (Peters, 

Burraston and Mertz, 2004). Because of this complexity the organization can expect everyone 

either the employee or the customer would reacts to change differently. Meanwhile, Kirkman 

and Shapiro, (2001), state that employee perception can be seen to affect most of the other 

lead to either resistance or acceptance of change. It also determines the level of teamwork, 

the type of corporate culture that will be created, and how allocated resources will be utilized 

as well as the success of the organizational leadership. Furthermore, Newstrom (2007) states 

that perception towards change is any alteration occurring in the work environment that 
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affects the way in which employees must act. These changes may be planned or unplanned, 

catastrophic or evolutionary, positive or negative, strong or weak, slow or rapid and stimulated 

either internally or externally. Regardless of its source, nature, origin, pace, or strength, 

change can have profound effects on its recipient.

Mintzberg and Westley (1992) state that acceptance to real change behavior which comes 

from internalizing the problem and accepting responsibility for doing something about it. 

Accepting the change does not mean that it will subsequently be approved by the organization. 

Meanwhile, Schenk, Hunziker and Kienast  (2007) studied on factors that could determine 

people acceptance is depending on how they are affected by the change activities, agree 

with, or at least understand, the need for change, and have a chance to decide how the 

change will be managed, and to be involved in the planning and implementation of the 

given further consideration and people need to feel that they have control and committed to 

achieve the change objectives. If it is taken away from them and there will be a resistance. 

Therefore, people need to be involves in the planning and implementation of the change. 

While participation will open people up to the exciting possibilities contained within the change 

and they will become a driving force in creating the new bright future.

Collis and Montgomery (1995) in their study found that many organizations have struggled to 

truly build change management capabilities and competencies, even when they have been 

successful at applying change management on particular initiatives. They also found that in 

an environment where change has truly become the norm, it is important to build a capability, 

The common change management processes and tools are consistently applied, developing 

individual competencies, providing the required infrastructure and engaging the relevant 

network and linkages has become a strategic capability. 

In addition, a given variable may be said to function as moderator to the extent that it accounts 

for the relation between the predictor and the criterion. A moderator variable will affect the 

direction and/or strength of the relation between the independent and dependent variables. 

The moderator variables may also alter the strength the causal relationship (Margaret and 

Goodstein, 2001). Thus, a moderator anlaysis is an exercise of external validity in that the 

question is how universal is the causal effect. The key part of moderation in this study is 

the perception, acceptance and capability of the customer and employees in the change 

management towards accrual based accounting causal relationship for different knowledge 

and value. Therefore, the conceptual framework for capturing the moderator variable is 
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possible by using path diagram which is presented in Figure 1 below. 

Figure 1: The Relationship between Customer and Government 

Servants In Change Management Towards Accrual Based 

Accounting

METHODOLOGY

This section will presents the methodology that the research will be conducted in the future 

which employs primary and secondary data approaches where the data will be collected 

from the customers and employees involved with account management and transactions at 

government department and statutory bodies including cash and accrual based accounting 

management. Verschuren (2003) suggested that there are three conditions under which an 

appropriate strategy is adopted by the researcher; (a) the form of research question, (b) the 

extent of control a researcher has over behavioral events, and (c) the degree to focus on 

contemporary as opposed to historical events. With most of the research questions reframed 

in the ‘what?’, ‘how?’, and ‘why?’ order, it is important that this research would adopt two 

approaches. The two approaches assumed that the whole is different from the sum of its 

parts, and hence, any serious outcome of a phenomenon can happen only if its contexts of 

occurence are carefully described and studied (Cohn and Turyn, 1984). This research will 

survey the customer and government servants who involved with the the cash and accrual 

transaction. This study will use the purposive sampling technique to identify designated 
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perception, acceptance and capability of the respondents towards the change management 

in accrual based accounting.

(a sample) from the population (Thomson and Collins, 2002; Sekaran, 2003). Meanwhile, a 

population is seen to be a complete group of people that constitute a community, a society, 

by the researcher. Therefore, the selected participants that will involve in this study are the 

customer of those who involve with the government transactions such as taxpayer, bills 

payer, etc. Also, the government servants involves in cash and accrual accounts in their daily 

transactions services.

As this research intends to examine into the causality effects, the fundamental 

research concern is with establishing causal connections between the independent  variables 

and dependent variables. The independent variable are those which have a causal impact 

on the dependent variables (Levine and Loayza, 2000), whereas the dependent variable is 

normally of primary interest to the researcher (March and Sutton, 1997), or the variables that 

the researcher wishes to explain (LaVeist, 1994).

Correlation analysis will be conducted in this study which consists of 2 stages. In 

stage 1, a correlation analysis will be conducted between the groups of independent variables 

and dependent variables. The analysis is to examine the correlation between all the variables 

mentioned in the framework (refer Figure 1). In all stages of analysis, the correlation analysis 

is conducted using the Pearson’s Product Moment Correlation (r). This analysis is to establish 

the direction and strength of the relationships between the variables. The range in value is 

between -1.00 and +1.00. If there is no relationship at all, the correlation will indicate 0. A 

correlation of 1.00 indicates a perfect positive correlation and a correlation of -1.00 indicates 

a perfect negative correlation (Cohen and Natoli, 2003).

A multiple regression analysis will be conducted in this study to explore and predict 

an object’s value on a criterion variable, given its value on one independent variable. 

Other than determining the relationships, this analysis explored the possibility whether all 

variables (perception, acceptance, capability) are predictors to change towards accrual 

based accounting (ABA). Thus, the multiple regression analysis explains the relationships 

and assess the degree of accuracy of description or prediction achieved by the regressions 

equation using a mathematical equation.  The multiple linear regression models for this study 

are mathematically described as follows:
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Y  = 
0
 + 

1
Pecp + 

2
Acpt+ 

3
(Equation 1)

where:

Y = Accrual Based Accounting

0
= Parameter of the model

0
 - 

4

Pecp     = Perceptions

Acpt = Acceptance

Cap = Capability

As indicated earlier, this study employs a moderating variables to test the effects of 

knowledge and value in between the independent variables and dependents variables of this 

study. Moderating variables have played an important role in the social science research and 

practice. Aguinis (2004) states that the researchers are interested (a) to determine whether a 

boundary conditions for the relationship of interest in order to advance a theory, and (d) to 
reduce errors in prediction of their research models. The primary objective  of a moderating 

variable in this study is to explain changes in the nature of the X to Y effect, and to explain 

“when” or under “what conditions” X causes Y (Frone, 1999). Thus, this study attempted to 

examine whether knowledge and value provide any moderating effects on accrual based 

accounting. All the moderating variables consist of two categories or levels (binary). The 

Moderated Multiple Regression (MMR) analysis is described as an inferential procedure 

which consists of comparing two different least-squares regression equations (Aguinis, 2004). 

By conducting MMR analysis the researchers can form inferences as to whether a moderating 

effect is present in the population based on sample data.

CONCLUSION

This paper explains the concepts, theories and methods in the change management towards 

accrual based accounting from the customers and employees perspectives. Therefore, the 

study is necessary to evaluate and determine the relationships between all relevant variables. 
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Further investigation in this study required the use of hypothethic-deductive methods where 

hypothesis are developed later and to be tested to describe and explain the nature of 

relationships between the variables stated in the conceptual framework. 
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