


ACCRUAL-BASED BUDGETING: 
BUDGET PREPARERS’ 

PERSPECTIVE

This project is sponsored by 

Accountant General’s Department of Malaysia

Under the initiative

Geran Penyelidikan Perakaunan dan Kewangan Sektor Awam
Jabatan Akauntan Negara Malaysia

        
  
                                                 

       

  

                                                               
              

          



ACCRUAL-BASED BUDGETING: BUDGET PREPARERS’ PERSPECTIVE 
Copyright © Institut Perakaunan Negara, Jabatan Akauntan Negara Malaysia, 2022

ALL RIGHTS RESERVED

No part of this publication may be reproduced, stored in or introduced into a retrieval system, or transmitted in any 
form, or by any means (electronic, mechanical, photocopying, recording or otherwise) without the prior written 

permission from the author and Institut Perakaunan Negara, Jabatan Akauntan Negara Malaysia 
as the owner of the publication.

DISCLAIMER

The researchers are responsible for the accuracy of all opinions, technical comments, factual reports, data, figures, 
illustrations and photographs in this article; and checking whether the material submitted is subject to copyrights or 

ownership rights. Institut Perakaunan Negara, Jabatan Akauntan Negara Malaysia, does not accept any liability for the 
accuracy of such comments, reports and other technical and factual information nor any copyright or 

ownership claims.

Perpustakaan Negara Malaysia                                                                                   Cataloguing-in-Publication Data

Wan Amalina Wan Abdullah
 ACCRUAL-BASED BUDGETING: BUDGET PREPARERS’ PERSPECTIVE / 
 WAN AMALINA WAN ABDULLAH, WAN IZYANI ADILAH WAN-MOHAMAD, 
 ZAHARAH SALWATI BABA, MOHD HAFIZ HARUN, HABSAH MUDA, 
 HASHIM JUSOH, MUHAMMAD TAKIYUDDIN ABDUL GHANI.
 eISBN 978-967-0601-26-7
 1.Budget.
 2.Accrual basis accounting. 
 3.Government publications--Malaysia
 4. Electronic books.
 I. Wan Izyani Adilah Wan-Mohamad.   II. Zaharah Salwati Baba.
 III. Mohd Hafiz Harun.    IV. Habsah Muda.
 V. Hashim Jusoh.   VI. Muhammad Takiyuddin Abdul Ghani.
 VII. Title.
 352.48

 

Published by:
Institut Perakaunan Negara 

Jabatan Akauntan Negara Malaysia
Jalan 2, Sg. Lang, 45100 Sabak Bernam, Selangor Darul Ehsan

Tel: +603-3217 2000
Emel: info.ipn@anm.gov.my



ACKNOWLEDGEMENT

First and foremost, thanks to Allah SWT who gives us strength and will to complete this 
research monograph. We would also wish to express our gratefulness to many 
organisations and departments who have supported us throughout the research. 

We are indebted to the Jabatan Akauntan Negara Malaysia for granting us the financial 
assistance that has enabled us to produce this research monograph. Our gratitude also 
goes to Universiti Sultan Zainal Abidin for supporting us in this research journey. We 
would also like to thank the staff of Institut Perakaunan Negara, Jabatan Akauntan 
Negara Malaysia and also the staff of UniSZA for providing us with administrative 
support. Our gratitude also goes to the State Government of Terengganu and all the 
experts and respondents involved in our project.

May Allah SWT reward you all.

WAN AMALINA WAN ABDULLAH

WAN IZYANI ADILAH WAN-MOHAMAD

ZAHARAH SALWATI BABA

MOHD HAFIZ HARUN

HABSAH MUDA

HASHIM JUSOH

MUHAMMAD TAKIYUDDIN ABDUL GHANI



iACCRUAL-BASED BUDGETING: BUDGET PREPARERS’ PERSPECTIVE 

ABSTRACT

Introduction: The Government Transformation Programme and the New 
Economic Model instigate the implementation of accrual accounting which is a 
substantial part of the budgetary reform that leads to significant changes in Malaysian 
public finance management.  As such, the government need to adopt principles of accrual 
accounting as the basis of their budgeting and reporting. The move is important to 
ensure the public sector’s effectiveness, efficiency, and transparency. Little is known about 
accrual-based budgeting in Malaysia, however, it has been implemented in some 
developed countries. As a result, no examination is conducted on understanding of 
underlying concepts and the practical implications of adopting this reform in 
Malaysia. The primary purpose of the project was to obtain empirical evidence on the 
advantages, disadvantages and the pre-requisites for the successful implementation of 
accrual-based budgeting in Malaysia. Methodology: A qualitative approach 
through in-depth interviews among seven (7) budget preparers. The data has been 
transcribed and coded according to several themes and analyzed using Atlas.ti software, 
version 8.0. Result: The study found that the two most significant advantages of 
accrual-based budgeting from the perspective of budget preparers are to facilitate financial 
planning and produce a realistic and reliable budget. The two most significant 
disadvantages of accrual-based budgeting are the high cost of hiring experts and 
fluctuation in actual financial performance compared to the budget. The study also 
revealed that the most significant pre-requisite for the successful implementation of 
accrual-based budgeting is the development of robust training programs. Conclusion: 
If Malaysia decides to adopt accrual-based budgeting, it must be realistic and practical, 
based on resources and capacity. This is why this study supports a step-by-step approach 
or incremental approach. Understanding Malaysia’s underlying political, administra-
tive culture and institutions as well as the role of political and managerial leadership, is 
essential in successfully implementing the budgetary reform. 
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CHAPTER 1

INTRODUCTION AND OVERVIEW

Researchers study and evaluate the advantages, awareness, and readiness to 
implement accrual accounting under the present accounting study for the Malaysian public 
sector. However, there is no investigation yet in the area of accrual-based budgeting in 
Malaysia. Little is known about accrual-based budgeting in Malaysia, however, it 
has been implemented in some developed countries.  As such, no studies have been 
conducted to understand the concepts and practicality of adopting this reform in 
Malaysia, to date. 

Understanding the concept of accrual-based budgeting may aid regulators in 
evaluating the importance of accrual-based budgeting. It seems unlikely that accrual-based 
budgeting will be implemented in Malaysia without some general awareness of 
the budgeting reform benefits. In fact, there is no general agreement between 
countries regarding this matter. Scholars to date raise some puzzling issues. Proponents of 
accrual-based budgeting suggest that it is important for macroeconomic stabilisation, 
resource allocation and internal resource use within agencies as the basis of 
operationalising a performance-based budget management system (Diamond, 2006). The 
accrual-based budgeting is expected to increase cost awareness, improve decision-
making and improve cost management. On the other hand, opponents argue that the 
process of budgeting is susceptible to misunderstanding, is less comprehensible and could 
be subjected to manipulation (A. D. Barton, 2004; Carlin, 2005; Connolly & Hyndman, 
2006).  As a result, their recommendations on implementing accrual-based budgeting 
varied widely. 

Before we delve deeper into accrual-based budgeting, it is important to understand 
the accrual accounting reform that is still ongoing in Malaysia. The Government 
Transformation Programme (GTP) and the New Economic Model (NEM) encourages 
the implementation of accrual accounting which is a substantial part of the budgetary 
reform that could lead to significant changes in Malaysian public finance 
management. The move is important to ensure the public sector’s effectiveness, 
efficiency, and transparency (Atan & Yahya, 2015). There are many benefits to the 
implementation of accrual accounting, i.e., providing sustainability, providing a 
comprehensive and accurate financial position of the government, improving 
transparency and accountability of government accounting and finance, increasing 
efficiency and effectiveness of government in producing performance reports, measuring 
the outcome of fiscal policies effectively, promoting greater integrity, promoting greater 
accountability and also, providing improved indicators of prudent fiscal and financial 
management (Ferry, Zakaria, Zakaria, & Slack, 2018; Yusof & Jaafar, 2018). Performance 
could be properly measured as  full costs will be accounted for.  Non-cash disclosure, for 
instance, revaluations, depreciation and pension liabilities, will easily be accounted. The 
International Monetary Fund reported that governments that implement accrual 
accounting tend to have lower debts, smaller deficits and better bond yields because of 
the transparent accrual reporting system,  which subjects them to scrutiny of the public 
(Xavier, 2018).

Thus, on May 11th, 2011, the Prime Minister of Malaysia officiated the implementation 
of accrual accounting which took effect from 2015 fiscal year, followed by the issuance of 
the Malaysian Public Sector Accounting Standards (MPSAS) by the Accountant General’s 
Department (AGD). The MPSAS is a combined effort of the Government Accounting 
Standard Advisory Committee (GASAC) which comprised selected State Chief 
Accountants, Treasurers and representatives from accounting professional bodies and 
universities (Ferry et al., 2018). The implementation of MPSAS is important in order 
to tackle specific accounting issues such as identification and valuation of property, 
plant and equipment, lack of asset registers and identification of government accounting 
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entity. The Accrual Accounting Steering Committee has approved and issued 18 MPSASs 
to date. Accrual accounting policies and interpretations have also been developed. The 
Federal Government Financial Statement will be prepared in accordance with MPSAS 1: 
Presentation of Financial Statements for the fiscal year ending 31 December. It includes 
all cash and accrual transactions, as well as other events for revenue, expenses, assets, and 
liabilities. These accounting standards promote openness and access to information by 
the public for them to understand the decision-making process of the government. Hence, 
decision-making will be more transparent and corruption could be reduced. According to 
the Corruption Perception Index 2020, Malaysia was ranked 57 out of 180 countries, 
which reflects a moderate level of corruption in Malaysia (Transparency International, 
2021). One of the reasons that accrual-based accounting is implemented in Malaysia is to 
promote greater transparency and reduce the level of corruption in the Malaysian public 
sector. 

According to the International Federation of Accountants (IFAC) and the Chartered 
Institute of Public Finance and Accountancy (CIPFA), accrual accounting is 
considered a governance practice to curb corruption in the public sector. In fact the Chinese 
government has been supporting accrual accounting and anti-corruption for a while now. 
Since 2013, President Xi Jinping has launched anti-corruption campaigns, which included 
the implementation of accrual accounting amongst its priorities (Ferry et al., 2018).

The accrual-based MPSAS is strongly encouraged to be implemented in order to 
increase the transparency and accountability of the Malaysian public sector (Mahadi, 
Noordin, Mail, & Sariman, 2014; Pasukan Pelaksanaan Perakaunan Akruan [PPPA], 
2013). All federal ministries were scheduled to move to accrual accounting in 2015, with 
the state government to follow suit. The International Public Sector Accounting Standards 
Board (IPSASB) and the Accountant General's Department have outlined four factors that 
are considered pre-requisites for the successful implementation of accrual accounting i.e. 
policies and standards, laws and regulations, process and technology and human resource. 
Other factors include top management commitment, change management, involvement 
of the Auditor General, accounting system change and data collection (Ferry et al., 2018; 
Mahadi, Noordin, Mail, & Sariman, 2014). In order to adopt accrual accounting, several 
committees were set up to review the procedures, acts and regulations, monitor the im-
plementation of accrual accounting, develop relevant accounting standards, policies and 
information systems  as well as ensure sufficient training on accrual accounting among 
accountants and relevant personnel (Ismail, Siraj, & Baharim, 2018).

Nevertheless, in Malaysia currently, full adoption of accrual accounting has yet to be 
achieved due to several factors, such as postponement, delays and transitions. The 
implementation has been postponed twice, from 2015 to 2017 and most recently, to 
2018 (Ismail et al., 2018). Among additional factors needed to be considered before the 
implementation is the need for amendments to the Financial Procedures Act 1957 and 
other relevant acts to provide an enabling environment for the move to accrual-based 
accounting. At present, the accrual accounting implementation processes are still 
ongoing at the state government, local government (city councils, municipal councils and 
district councils), statutory bodies and federal levels (Mohd Ali, Abdullah, Ab Majid, 
Basri, & Noor Minhad, 2020). Thus, at present, many departments at the federal, state and 
local government levels are still using the modified cash basis of accounting.  Despite 
facing obstacles and challenges (such as postponements and delays) during the 
implementation of accrual accounting in the public sector, it is fairly obvious that the 
research on accrual-based budgeting would be the next step forward. From the 
discussion, it could be noted here that there is no evidence that this trend on the move 
to accrual is reversing. As such, the government need to adopt aspects of accrual for 
reporting and budgeting. Malaysia could be just one step away from implementing 
accrual-based budget which is outlined in the incremental approach to implementing 
accrual accounting in Table 1 below:
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Table 1: An Incremental Approach to Implementing Accrual Accounting 
(Athukorala & Reid, 2003, p. 60)

Steps Effect
1. Develop a detailed action plan. 

The plan should consider likely 
legislative changes. It should also
identify communication initiatives.

Will identify potential problems so 
that they can be addressed in a timely 
manner. It will also enable resource 
requirements to be identified.

2. Implement the cash-based IPSAS. 
Ensure that cash is recorded on a 
consistent basis. Most importantly, 
determine the reporting entity and 
reconcile all cash balances.

Will address several of the 
shortcomings of the cash accounting 
basis.

3. Alter reporting formats. Retain the 
cash accounting basis, but alter 
account and reporting formats 
charts to reflect accrual principles.

Give information for preparers and 
users to have some time to 
familiarize themselves with new 
reporting formats. It also enables 
information gaps to be easily 
identified.

4. Strengthen SOE accounting. Improve 
public enterprise accounting and reporting 
according to private sector (accrual) 
accounting standards.

Likely to yield immediate gains by 
identifying quasi-fiscal activities and 
government liabilities.

5. Supplement existing information.
Supplement existing accounting 
information with accounts receivables 
and payables, thereby introducing basic 
double-entry bookkeeping and rudimentary 
accrual accounting.

Provide useful decision-making 
information on revenue and expense 
arrears with minimal additional effort.

6. Identify new asset purchases. Begin 
categorizing new fixed asset purchases into 
appropriate expenditure categories (e.g., 
land, buildings, computer hardware and 
software).

Provide a sound basis for future 
identification, classification, valuation 
and depreciation of fixed assets

7. Identify contingencies. Identify, value 
and disclose contingent liabilities and 
guarantees.  

These are usually very important in 
DMCs. Risk identification is the first 
stage in risk management.

8. Identify major assets and liabilities. 
Identify and value significant assets and 
liabilities, beginning with financial items 
and pension obligations.

It is likely that a few major assets and 
liabilities will  take up most of the 
balance sheet.  

9. Identify other assets. Gradually identify 
and value other assets, including property 
and infrastructure assets.

It may take several years for an accurate 
register of fixed assets to be assembled.

10. Incorporate  all assets into the financial 
statements,  including fixed assets and 
begin expensing depreciation.

Complete financial statements are 
prepared.

11.
Prepare accrual budgets and introduce 
accrual appropriations. Once accrual 
accounting and reporting is firmly 
established.

It may take some years until the 
legislature accepts accrual 
appropriations, given that a 
country’s appropriation system is 
constitutionally fundamental.

IPSAS = International Public Sector Accounting Standards; SOE = State-owned enterprise.
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Due to  the importance of evaluating accrual-based budgeting and limited research on the 
topic, a research project was designed and proposed. The primary purpose of the project 
was to obtain empirical evidence on the advantages, disadvantages, and challenges of 
accrual-based budgeting. Specifically, the  study intended to address the following 
questions: First, what are the respondents’ understanding about the perceived 
advantages of accrual-based budgeting? Second, what are the perceived disadvantages of 
accrual-based budgeting? Third, what are the challenges for the government to implement 
accrual-based budgeting? And fourth, what are the pre-requisites (factors) to ensure  the 
successful implementation of accrual-based budgeting? Our rather exploratory interview 
contributes to the scholarly debate because of the lack of research on this topic. These 
questions are addressed in detail in the following chapters of this monograph. 

This research monograph is divided into seven chapters.  The first chapter defines 
accrual-based budgeting; the second chapter discusses the perceived benefits and 
drawbacks of accrual-based budgeting. The third chapter examines the challenges and 
prerequisites for the successful implementation of accrual budgeting. The fourth chapter 
explores the experience of countries which have implemented accrual-based budgeting. 
The fifth chapter explains the research methodology to examine the underlying concepts 
and issues of accrual-based budgeting. The sixth chapter tabulates and discusses the 
results and the last chapter provides several implications and recommendations for the 
Malaysian public sector in implementing this budgetary reform.
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CHAPTER 2

THE PERCEIVED BENEFITS AND DRAWBACKS OF ACCRUAL-BASED 
BUDGETING

Accrual budgeting is a recent development for most of the countries which have 
implemented accrual accounting. A general public sector reform trend in Malaysia has 
seen that the government needs to adopt aspects of accrual accounting as the basis for their 
budgeting and reporting. Many practitioners, as well as academics, suggest that there 
are many advantages of accrual-based budgeting. In fact, there are a few countries, 
particularly developed countries (New Zealand, Australia, Canada, and the United States), 
that have implemented accrual-based budgeting (OECD/IFAC, 2017). So far, many 
Anglo-Saxon developed countries have contributed significant amounts of resources to 
introduce accrual-based budgeting in their governments (Carlin, 2005; Jagalla et al., 
2011).

Accrual-based budgeting is a part of the New Public Management approach,  to facilitate 
broader reform in order to increase the transparency of fiscal performance and 
accountability. Public financial management (PFM) is a set of systems with the objective 
of producing information, processes and rules that support fiscal policymaking.  Having  
unsuitable budgetary processes and procedures can cause increases in expenditure and 
unexpected liabilities. Accrual accounting and budgeting roles are to modernise and 
provide basic support to PFM infrastructure. The management accounting change is also 
made to strengthen the financial management of the public sector (Nunavut Department 
of Finance, 2007; Salinas, 2002). Many accounting reforms entail the transferability of 
private sector accounting frameworks or instruments to the public sector settings (Carlin, 
2005). 
  
HISTORY OF BUDGETING IN MALAYSIA

There is a distinction between budgeting and financial reporting. Budgets are future-
oriented financial plans for allocating resources among alternative uses. Financial reports 
retrospectively describe the results of an organisation’s financial transactions and events 
in terms of its financial position and performance. In the private sector, budgets are targets 
rather than plans, in which budgets reflect what the organization hopes to achieve rather 
than what it actually brings about. Companies and other private organisations are not 
obliged to draw up a budget even though they usually do. However, they rarely publish 
their budgets. Nevertheless, for governments, it is not only mandatory to draw up budgets 
but also to publish them. The budget will portray the allocation of resources within the 
public sector and between the public sector and the rest of the economy (Van der Hoek, 
2005).

In Malaysia, the budgetary reform which started in 1981, is based on a long-term 
strategic plan. The policies, which originated from the National Development 
Policy, were strategised to achieve Vision 2020, which envisioned Malaysia as a fully 
developed country with high income (Atan & Yahya, 2015). The reform objective is also to 
improve financial compliance and change the civil servants’ mindset. Financial planning 
and IT control systems strengthen the macro and agency fiscal discipline. Several other 
reforms were also introduced, such as strengthening policy development and coordination, 
restructuring and improving human resource management. The first budgeting 
approach was adopted in Malaysia (then known as Tanah Melayu) from the 1950s to 1969. 
Subsequently, the Malaysian government implemented the Planning, Programming and 
Budgeting System (PPBS) before being replaced by the Modified Budgeting System 
(MBS) in 1990, which focuses more on outputs and outcomes. The public sector avoids 
uncertainty by running an MBS pilot project on three agencies. Subsequently, the system 
was modified slightly with the introduction of a two-year budgeting system. The budget 
strategies are reviewed at the federal level to determine whether objectives are achieved. 
Every five years, a fundamental review are run on the programs (Diamond, 2006).
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From the commencement of the MBS, MOF has strengthened the internal financial 
discipline.  Managers were given more autonomy and flexibility to move funds. Budgets 
were linked to policies and each ministry were provided with targets, thus, leading to an 
improved government efficiency. Performance indicators were set up by agencies and 
Program Agreement was formalised to reflect how the use of resources leads to outputs 
and impacts indicated by performance indicators (Diamond, 2006).

The key challenges faced in the implementation of the MBS system might be 
repeated again with the implementation of accrual-based budgeting. One of the 
challenges is delays, despite how careful the reform efforts are planned and managed. 
Second, the coordination issues  between divisions. Third, plenty of time was spent on 
convincing the government servants that the MBS system could successfully be 
implemented. Fourth, training was a significant component of the MBS implementation 
effort. Lastly, it took time for managers to change their culture from depending on MOF to 
make a decision to themselves becoming  managers. At present, outcome-based budgeting 
is applied from 2013. After reviewing the history of budget implementation in Malaysia, 
the benefits of accrual-based budgeting will be discussed in the next section.

THE BENEFITS OF ACCRUAL-BASED BUDGETING

The term ‘accrual budgeting’ is defined by many as the extent to which the accrual 
accounting records and measures are used in the budgeting process (Monteiro & 
Gomes, 2013). Accrual budgeting considers revenues and expenses in the budget of 
the year in which the underlying economic events are expected to occur (including all 
projected non-cash transactions). The revenues and expenses do not necessarily happen in 
the year the related cash is expected to be received or paid, thus providing full resource 
implications on planned activities (Khan & Mayes, 2009). A transaction is 
accounted for in  the period when the  activity  causing the transaction  takes  place. 
Examples of such events include depreciation, provisions, account payable, arrears, 
non-monetary nature expenses, revaluation, contingencies, pension entitlements, 
financial instruments and et cetera (Khan, 2013). On the contrary, cash-based 
budgeting is an approach where the government would recognise transactions when the 
cash is received or paid out, which is often different than when the event occurs. This is 
the current practice of the public sector agencies, departments and ministries in Malaysia.

Accrual-based budgeting is being applied at different levels of budget decision-making 
in order to achieve three objectives. The first objective is macroeconomic stabilisation 
whereby the accrual-based budgeting is applied at the aggregate level. At this level, fiscal 
targets and/or rules could be specified in terms of accrual concepts such as net worth, 
operating balance, net financial worth, and net lending/borrowing. The second objective 
of accrual-based budgeting is resource allocation. At this level, accrual concepts such as 
expense concepts – could be used to determine resource allocation between agencies, for 
instance, in prioritising agency budget bids, revising agency estimates and determining 
legislative appropriations to agencies. Lastly, the third objective is for internal resource 
use within agencies to operationalise a performance-based budget management system 
within an agency. At this level, the accrual expense concepts could be incorporated into 
the product costing systems to allocate resources between different activities within 
individual agencies (Diamond, 2006). Tasmania Department of Treasury and Finance 
(2003) provides an Accrual Budget Framework and highlights several advantages of 
accrual-based budgeting for the government, parliament, community, and agencies. 
Accrual-based budgeting allows for better control by parliament, increased compliance 
(Mellor, 1996), better management of public capital, better creditor information (Luder, 
1992) and intergenerational fairness (Robinson, 2009). Therefore, budgetary reform is an 
effective basis for undertaking comparisons, establishing trends and identifying 
performance benchmarks. (Athukorala & Reid, 2003). The roles of budgeting are 
further discussed below:
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Increased Transparency Regarding Cost of Public Services

Applying accrual-based budgeting would help to increase transparency and identify the 
full cost of public services (e.g. pension cost, loans and guarantee programs, heritage 
assets, military assets, infrastructure assets), enabling better operational control and 
action in resource allocation, coordination and control as well as better 
capital investment decisions (Connolly & Hyndman, 2006; Jagalla et al., 2011). 
Accrual-based budgeting would also improve information on costs and 
liabilities for decision making and reflect the accurate picture of the fiscal position of the 
government   (Khan, 2013; Monteiro & Gomes, 2013; OECD/IFAC, 2017; Tasmania  
Department of Treasury and Finance, 2003; Yusof & Jaafar, 2018). The accrual budget 
provides a more comprehensive financial information, better information on payment 
arrears, better information of  future commitments, better information to support pricing 
decisions and better-managed assets (liquid and non-financial) and resources (Athukorala 
& Reid, 2003; Jagalla et al., 2011; Wynne, 2004). 

Jagalla et al., (2011) also supported accrual-based budgeting on the basis of  increased 
cost transparency, improved decision making, improved cost management, increased 
focus on results and adoption of business-minded thinking, procedures and 
pragmatism. A complete estimate could be made accordingly. Future contingencies which 
have not been accounted for before by cash budgeting can be accounted for in accrual-based 
budgeting. The results of the implementation are more subtle and indirect, but the 
accounting change seems to affect organisational culture and individual behaviour that are 
aligned with the concept of new public management, i.e., a greater focus on performance, 
external stakeholders, and a business like attitude, hence, leading to greater organisational 
performance. In fact, budgetary reform is considered a positive contribution to stabilising 
public finances by gauging the macroeconomic effects of the fiscal policy (Salinas, 2002). 
By moving to accrual-based accounting and budgeting, better financial planning could 
be implemented as the government has complete information (Yusof & Jaafar, 2018). At 
the same time, the budget enhanced comparability and ensured consistency with other 
macroeconomic systems (Athukorala & Reid, 2003).

Improved Accountability

Accrual-based budgeting could improve the public sector financial management and 
performance while enhancing transparency and accountability (Salinas, 2002). This 
type of budget enhances simplicity and understandability while reducing manipulation 
opportunities. Accrual-based budgeting attempts to move away from the focus on 
limited indicators toward multiple fiscal policy indicators  (for instance, operating balance, 
cash surplus/deficit and net worth) and this move allows the flexibility to use whichever 
relevant indicators (Khan, 2013). This way, the accrual-based budgeting would better 
estimate the macroeconomic impact of government fiscal policy. At the same time, 
the budget provides better information on the sustainability of fiscal policy settings, 
better information on the macroeconomic impacts of current and capital flows and better 
information to support fiscal strategy decisions. 

New Zealand (NZ) revealed that its implementation of accrual-based budgeting 
improved measures of intergenerational equity (Athukorala & Reid, 2003). The 
move to accrual-based budgeting effectively changes the role of budgeting from 
merely a public expenditure authorisation and financial control tool to a planning and 
management tool (Monteiro & Gomes, 2013). The International Monetary Fund also 
considers the accrual-based budgeting superior and more comprehensive. Management 
will record all resource inflows and outflows, including internal transactions, in-kind 
transactions and other economic flows which eventually allows the integration of flows 
with changes in the statement of financial position (Athukorala & Reid, 2003). In fact, 
accrual budgeting is considered among the most prominent reform on the budget agenda 
(Schick, 2007).
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A robust accrual-based budgeting system contributes to greater transparency due to  
the comprehensiveness, high quality and consistency of information supplied by the 
accrual-based system (Guthrie, 1998; Jagalla et al., 2011). A robust system will facilitate 
a systematic recording of (entire) property, plant and equipment, depreciation, cost of 
capital charges and attributing costs to the appropriate periods and events (Jagalla et 
al., 2011; Mellett, 1997).  Hence, the accrual-based system will also improve public 
spending and accountability of the executive government (Athukorala & Reid, 2003; 
Blondal, 2004; Monteiro & Gomes, 2013; Tasmania Department of Treasury and 
Finance, 2003). The accrual budgeting helps the users identify whether the funding of 
government activities is in accordance with the funding capabilities. Thus, the 
government’s capacity can be measured (Indriani et al., 2018; Monteiro & Gomes, 2013).

Generation of Information on the Same Basis as Accounting Information

Accrual-based budgeting corresponds with the GAAP used in financial reporting, 
thereby allowing comparison of budget and actual information prepared 
consistently (Monteiro & Gomes, 2013). In addition, accrual-based budgeting will 
allow for easier, consistent, and more accurate comparisons with other governments 
because this practice is becoming the standard for public sectors worldwide 
(Athukorala & Reid, 2003). Comparison of public sector service costs with external 
suppliers is also possible as similar accounting and budgeting standards are used in both 
the public and private sectors (Carlin, 2004). Thus, the generation of information on the 
same basis as accounting information brings consistency between budgeting and reporting 
(Blondal, 2004; Khan, 2013) and allows comparative analysis (Nunavut Department of 
Finance, 2007).

On the other hand, applying accrual to accounting, but not to budgeting, will 
render budgeting to become a purely technical accounting exercise and not being taken 
seriously, and without reaping more benefits out of the accrual implementation. 
This circumstance will lead to complexity and confusion as  politicians and civil 
servants will still use the cash basis. For instance, the opening balance will differ, and this 
situation may impact the fiscal policy substantially. Due to  the conflicting goals of the 
accrual and cash system, compatibility issues might arise (Monteiro & Gomes, 2013). The 
incomparability will render the accrual budget and make it difficult to understand and 
interpret (A. Barton, 2005). As a key management document, accountability will be based 
on how the budget is implemented  (Athukorala & Reid, 2003; OECD, 2002).  

Improved Allocation of Expenditure with the Maintenance of Public Assets

The budgetary reform should focus on allocation and operational efficiency to achieve 
the budgetary objectives (Diamond, 2006). Accrual-based budgeting also leads to 
better management of resources such as capital investment and working capital 
(debtors, creditors and stocks). Unneeded assets will be disposed off and investment 
will be carefully thought of before an  acquisition is made as such investment will lead 
to an increase in depreciation. For instance, the government might need to review their 
decision with caution when making a commitment that might have a low impact in 
the current year but a significant impact in the future. This way, the potential cost of 
long-term commitment could be determined and measured (Robinson, 2009; Salinas, 
2002).

Furthermore, the allocation of expenditure will be improved with the maintenance 
of public assets. Accordingly, in accrual-based budgeting, the long-term effects of 
current decisions will be visible and, in turn provide financial input on the 
sustainability of fiscal policies (Athukorala & Reid, 2003; Blondal, 2004; Jagalla et 
al., 2011; Mellor, 1996). A consolidated view of assets, liabilities, and costs will be 
presented (Jagalla et al., 2011). In short, accrual-based budgeting promotes better 
expenditure priorities (Robinson, 2009). More importantly, accrual-based budgeting could 
reduce opportunities for fraud and corruption (Athukorala & Reid, 2003).



9ACCRUAL-BASED BUDGETING: BUDGET PREPARERS’ PERSPECTIVE 

Better Identification of Contingencies That Will Be Paid in the Future

According to the Nunavut Department of Finance (2007), a more accurate and 
complete estimate of the cost of government functions is available when the accrual-based 
budgeting charges cost to the time period in which they are consumed. Additionally, the 
accrual budgeting can facilitate the calculation of the full costs of government activities 
as cash-related transactions and non-cash resources consumption (e.g. depreciation) are 
included (Blondal, 2004). Some future obligations, such as quasi-liabilities related to 
long-term public-private partnership contracts, are only recognised in the accrual 
budgeting (Khan, 2013). It is not easy for governments to recognise and measures their 
contractual or legal obligations and social responsibilities. Future liabilities are not 
accounted for prior to accrual-based budgeting, thus, the budget figures are not 
accurately reflected. This situation encouraged NZ and Australia to adopt full accrual 
accounting with an accrual budgeting system to ensure assets are properly recorded and 
reflects an accurate financial position of their governments. Amongst future obligations i.e. 
government employees’ pensions and government loans in NZ and Australia were 
accounted for using actuarial and accrual (Mahadi et al., 2014). Accrual-based budgeting 
is not immune to errors thus, the disadvantages of accrual-based budgeting are discussed 
in the following section. 

DRAWBACKS OF ACCRUAL-BASED BUDGETING

At one extreme of the spectrum, proponents of accrual accounting in the government 
argue that “if it’s good enough for the private sector, it’s good enough for the public 
sector.”  On the other hand, opponents contend that implementation costs outweigh 
information benefits and implementation is complex – especially for a developing country 
(Athukorala & Reid, 2003). 

There are contradicting views about accrual-based budgeting and the way the 
budgeting affects various aspects of public finance, including fiscal policy, 
appropriations, funding of agencies, cash management, and control. This situation 
arises due to the lack of experience implementing accrual-based budgeting (Khan, 2013). 
The economic decision-making process is also different between the private and the 
public sector. In the public sector, some assets, for instance, heritage assets and 
environmental assets, do not fall under the asset category in accrual accounting 
(Ouda, 2004; Rowles, 2003). IPSAS 17 defines heritage assets as assets with cultural, 
environmental and historical interests, such as historical buildings, monuments, 
archaeological sites and artefacts. Environmental assets are referred to as living and 
non-living resources, for instance, mineral resources (Basnan, Salleh, Ahmad, Harun, & 
Upawi, 2015).

The change from cash accounting to accrual accounting in public sector organisations 
is not only under scrutiny, but it is also deemed controversial, particularly in respect of 
public budgeting. For instance, among the OECD member countries, there appears to be 
a growing consensus on the benefits of adopting accrual accounting in the public sector. 
However, there seems to be less consensus regarding the adoption of accrual budgeting 
(Blondal, 2004). The discussion on the disadvantages of accrual-based budgeting will 
follow next:

Increased Accounting Estimates in the Budget

Accrual-based budgeting involves accounting estimates and technical complexity in 
the budget and creates uncertainty. Despite the highlighted advantages of accrual-based 
budgeting, there seems to be scepticism among its opponents. First, there are suggestions 
that accrual-based budgeting would increase the budget complexity process, which is far 
more complex than cash-based budgeting system.



10 ACCRUAL-BASED BUDGETING: BUDGET PREPARERS’ PERSPECTIVE 

Increased Budget Complexity

Accrual-based budgeting is more complex than cash-based budgeting (Jagalla et 
al., 2011). The accrual basis proposes numerous assumptions about future events 
(Athukorala & Reid, 2003). The task of policing budget execution is also more 
complex under an accrual budgeting system. Practically, considerable risks arise from the 
complexity of accrual budgeting. The financial management system should be 
reasonably strong to ensure effective implementation of the accrual control and ensure the 
budgeting poses no problem for fiscal discipline (Robinson, 2009). These circumstances 
make accrual-based budgets more complex and may not be fully comprehended by 
politicians, government servants, and society. Assets and liabilities are influenced by the 
accounting and valuation policies adopted. Hence, presenting accrual budget information 
to a layman can be challenging. Politicians and the public may understand the budget less 
due to the technical nature of accruals. (Khan, 2013). Accruals are grounded on complex 
assumptions that could confuse experienced politicians (Schick, 2007).

Instead of making the budget more transparent, detractors argue that the process of 
budgeting is susceptible to misunderstanding, less understandable, unclear or exposed to 
manipulation. These circumstances reduce transparency and accountability (A. D. Barton, 
2004; Carlin, 2005; Connolly & Hyndman, 2006). In the case of the Northern Ireland 
department, the management and employees in the agency and department revealed that 
the accrual-based resource accounting is too complicated to understand. This situation 
rendered the benefits of the accrual accounting limited. This complexity issue cannot be 
taken lightly because it is the main factor why Germany and Sweden decided not to adopt 
accrual accounting early (Blondal, 2004; Khan, 2013; Monteiro & Gomes, 2013).  

Due to uncertainty and complexity inherent in accrual-based budgeting, there are 
opportunities for manipulation in capitalizing expenses, depreciation of property, plant 
and equipment, valuation, revaluation, et cetera (Blondal, 2004; Khan, 2013). For 
instance, under accrual-based budgeting, fiscal estimates and assumptions of interest rates 
or tax arrears, other noncash items, discount rates, capitalisation of expenses, revaluation 
of assets could be adjusted and changed.  Detecting manipulations in the accrual budget 
is also harder (Schick, 2007).

Reduced Parliamentary Control Over the Budget

The implementation of accrual-based budgeting could reduce the understanding of 
the Parliament, politicians, civil servants, and society on the concept of accrual-based 
budgeting. Accrual-based budgeting is less objective and challenging to understand due 
to its technical nature including the recognition and valuation of assets and liabilities 
(Mahadi et al., 2014).

Understanding the role of accrual-based budgeting and its disadvantages is very 
important. The next chapter will also discuss other important issues of accrual-based 
budgeting i.e., challenges and pre-requisites of successful implementation of 
accrual-based budgeting.
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CHAPTER 3

CHALLENGES IN THE IMPLEMENTATION OF ACCRUAL-BASED 
BUDGETING

Accrual-based accounting and financial reporting in the public sector is not a new 
phenomenon. As early as 1913, the Postmaster-General’s Department of Australia, has 
implemented accrual accounting and continues to use this form of reporting today. In 
Sweden, accrual accounting was introduced to the local government in 1986, and to 
the central government in 1993. However, the move towards a comprehensive accrual 
oriented public sector accounting and financial reporting structure began to take place 
only in the late 1980s, with Australia and New Zealand taking the lead. New Zealand also 
become the first nation to fully implement accrual accounting at both national and agency 
levels (Carlin, 2005). 

Most studies on accrual-based budgeting have so far highlight the benefits and 
promoted the reasons why it should be implemented but not on how to implement 
the accrual- based budgeting. This situation leads to concerns that the benefits of 
accrual-based budgeting might be overstated (Carlin, 2005). 

The opponents of accrual-based budgeting argued, among other things, that (i) only a 
few countries have implemented accrual-based budgeting; (ii) implementation and 
operation are difficult and expensive; (iii) it is important to make sure the fundamental 
requirements of the accrual-based budgeting is in place; and (iv) accrual-based budgeting 
is difficult to understand. Thus, the following section highlights several implementation 
issues learned from the experience of the early adopters of accrual-based budgeting.

IMPLEMENTATION CHALLENGES

Several significant barriers need to be overcome in the implementation of accrual-based 
budgeting. The challenges include lack of incentive, bureaucratic management culture,  
lack  of manuals, guidelines and  directives,  failure to understand accrual information, 
difficulties in recognition and valuation of assets and liabilities, human competency 
and high implementation costs (Mahadi, Noordin, Mail, & Sariman, 2014; Mohd Ali, 
Abdullah, Ab Majid, Basri, & Noor Minhad, 2020).

It is important to note here that a wrong implementation strategy can ruin a good 
innovation despite the reforms being supported by strong political and managerial 
support. There were known to be well-intentioned reforms that any missteps will 
undermine its implementation. Therefore, it is important for developing countries such 
as Malaysia to consider the issues or challenges in the implementation accrual-based 
budgeting to ensure a successful migration towards accrual-based budgeting. Thus, the 
next section is dedicated to issues expected to be encountered during the implementation 
of the budgetary reforms.

Greater Complexity

Opponents argue that accrual accounting and budgeting are more difficult to understand 
compared to cash budgeting. Government accrual budgets are complex and may not be fully 
comprehended by politicians, civil servants, and the public despite the fact that the private 
sector has always used accrual-based budgeting. Politicians, parliamentarians and 
the public, when introduced to terms such as valuation and contingency, may find the 
concepts hard to grasp due of the technical nature of accruals. Opponents of accrual-based 
budgeting argue that accrual accounting is less objective than cash accounting. Therefore, 
decision-makers, policy makers, credit rating agencies, the media and the public struggle 
to understand the information presented in accrual-based financial statements (Athukorala 
& Reid, 2003).  Hence, presenting accrual budget information in a simpler manner can be 
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challenging. However, although cash budgeting is less complex, the information is poorer 
than accrual-based budgeting. Cash budgets fail to provide complete information on the 
implications of proposed policies and programs (Khan, 2013). 

Change
 
Reform will never be easy. To prepare for the adoption of accrual-based budgeting, 
there must be changes in many aspects, including changes in management where the 
systematic approach for organisational change will occur (Mahadi et al., 2014). Employee 
participation and leadership style will also influence the management accounting outcome 
(Hoozée & Bruggeman, 2010). If accountants are positive about accepting the change, 
they will be ready to implement accrual-based accounting and budgeting (Mosuin, Mat, 
Ghani, Alzeban, & Gunardi, 2019). The lack of change agents could also become an 
impediment, therefore, agents of change are important to overcome barriers to reform 
embedded into the organizational culture (Blondy, Cooper, Irwin, Kauffmann, & Khan, 
2013). Change-management skills are also very important to a new budgetary system, 
maintain reform efforts, follow the implementation, and adapt to contingencies and 
changes in the environment (Diamond, 2006). Cultural changes such as re-education and 
retraining of staff are required in order to ensure the successful implementation of accrual 
accounting and budgeting (Mahadi et al., 2014; Monteiro & Gomes, 2013). The financial 
management information system (FMIS) is a management tool. Thus, FMIS should be 
able to support the management of change in government agencies (Diamond, 2006).

Culture change in the public sector must be linked to the broader public management 
reforms. The information generated by the accrual-based budgeting must be useful in 
decision-making by managers to make sure the implementation of accrual-based 
budgeting is successful. The change also must be actively promoted, especially at the 
policy maker and senior official levels (OECD, 2002). For accrual-based budgeting, the 
government could consider a devolved management model for accrual-based budgeting  
instead of top-down model from MOF or the Budget Office. The Budget Office could be 
the key agent of change and ceased centralised control. Resistance to change comes in 
several forms. First is fear of the unknown. The opponents of accrual-based budgeting 
questioned the need to change when the currently used system does not break down and 
still serves its purpose in delivering the bottom-line fiscal result. The Budget Office also 
may not be convinced with a system that moves from emphasising compliance and 
stabilisation to the focus of efficiency and effectiveness in the use of scarce resources. 
However, their doubts might reduce if a management framework is in place, a framework 
that is committed to law compliance and offers certainty in the fiscal outcome. Change 
must be carried out with minimal disruptions to the spending plan committed to ensure 
fiscal stability (Diamond, 2006). 
  
Second, being conservative, it is expected that the Budget Office will be reluctant to 
relax the central controls that will provide budget program managers freedom. The Budget 
Office might be concerned about the waste or corruption that could occur. To 
counter those situations, there should be a major training program for managers to upgrade 
their financial management skills to realise their fiscal responsibility (Diamond, 2006).

Third, the Budget Office might find it rather hard to give up centralised power and 
authority including the loss of pecuniary and other benefits from the authority to issue 
information to the spending agencies. The reluctance to give up the authority might turn 
the Budget Office from becoming the reform leader to the chief impediment instead. 
Thus, the government must redefine the role of MOF and the Budget Office in the reform 
process (Diamond, 2006).

Fourth, the MOF might have limited resources to facilitate change management. 
Based on NZ’s experience, accrual-based budgeting is not centralised but devolved 
budgeting. Thus, the leaders of this reform are more likely to be line agencies or lower 
levels of governments, but not the Ministry of Finance. The civil officers have to play the 
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management role instead of administrators, whose primary function is to distribute 
limited cash. Thus, building management capacity must be integrated into the 
budget reform design, involving greater managerial autonomy for government agencies 
(Diamond, 2006).  

Implementing accrual budgeting requires a culture change in order to successfully use the 
tool to improve decision-making in government (OECD, 2002). NZ government found 
that the main pressure on change is to ensure that the basic structure is in place, for 
instance, a set of budget documentation that provides information (Athukorala & Reid, 
2003). 

Need for Communications
 
One of the lessons learned from the experience of developed countries that implement 
accrual-based budgeting is the importance of communication. Communication is one 
of the major factors that is expected to influence the implementation of accrual-based 
budgeting but was grossly underestimated.Politicians, the media and the public must be 
communicating correctly. These parties must have an adequate understanding of the figures 
and the underlying concepts (Athukorala & Reid, 2003). There are aspects of accrual-based 
budgeting implementations that are more difficult than cash implementations, particularly 
in the case of estimation of revenue (for instance, tax revenue) and expenses (for instance, 
depreciation). The inability to understand the cost and the benefits of moving to the 
accrual-budgeting system could result in substantial wasted investment and the risk of 
losing financial control (Mahadi et al., 2014). 

Experienced countries found a huge communication gap between the government and 
the general public.  Communication with politicians has faced great challenges and 
confusion, but minimal effort was spent in communicating with them (OECD, 2002).
When the government first introduced accrual budgets and financial reports, confusion 
has not cleared up. The budget might be wrongly interpreted due to limited understanding 
of the figures and the underlying concepts of accrual-based budgeting. 

However, of late, experienced countries have increased their focus on 
communication. These communication includes promoting the “culture change” and 
accounting policies and communicating with politicians. New accounting policies 
should be available early. Government should establish task force on specific issues 
comprising officials from a range of ministries, departments, and agencies, to buy-in trust 
from employees, government agencies and et cetera.

In Malaysia, based on the experience in implementing accrual accounting, the Accountant 
General’s Department of Malaysia facilitates communications by increasing awareness 
and conducting education programs on accrual accounting. There is a page on the 
Accountant General’s Department of Malaysia website to disseminate information on 
accrual accounting. The Accountant General’s Department of Malaysia also published an 
internal bulletin, ‘Focus AKRUAN’, which updates progress of the implementation of 
accrual accounting, explained the technical concepts involved and emphasised the 
government servant’s role to support the change (Ferry, Zakaria, Zakaria, & Slack, 2018). 
Seminars, workshops and talks are conducted to enhance the readiness to implement 
change (Azmi & Mohamed, 2014). In short, there should be proper communication in all 
aspects of the budget implementation phases (Athukorala & Reid, 2003; OECD, 2002).

Few Countries Have Implemented Accrual Accounting
 
Although many of the OECD member countries have implemented accrual accounting, so 
far,  only ten OECD member countries use both accrual financial statements and  
budgets i.e. Australia, Austria, Canada, Switzerland, Chile, Denmark, Estonia, Great 
Britain, Iceland, Mexico and  New Zealand. Among the countries that use accrual 
budgeting, two (New Zealand and the United Kingdom) use full accrual appropriations. 
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Other countries within that group, a mixture of accrual and cash appropriations (Australia, 
Austria, Denmark, Iceland, and Switzerland) or  use cash  appropriations only  (Canada,  
Chile,  Mexico) (OECD/IFAC, 2017). The differences indicate that there are many issues 
in the implementation of accrual-based budgeting (Van der Hoek, 2005).

The implementation of accrual-based budgeting was not harmonised between countries. 
Different countries used the mixed and different formulas. The implementation by many 
of the countries was also limited to certain agencies only (Monteiro & Gomes, 2013). The 
limited implementation of accrual-based budgeting suggests that governments might not 
foresee the benefit of early implementation of accrual-based budgeting. The fact that some 
governments managed to implement it might indicate that the difference between 
cash-based and accrual-based budgeting is narrowing (Schick, 2007).

Information Technology 

The implementation of accrual-based budgeting must be supported by sophisticated 
information technology equipment. The existing computer systems need to be 
upgraded to handle a large volume of accrual-based budgeting data (OECD, 2002). Often, 
a new FMIS was introduced following with the introduction of accrual accounting and 
budgeting. Most governments opt  for  commercially-available  software  currently 
available  on  the  market  and  make necessary adjustments to the systems to support 
the budgetary process (Athukorala & Reid, 2003; Blondy, Cooper, Irwin, Kauffmann, 
& Khan, 2013).  Past experience indicates that governments face problems and have 
to incur increasing costs when deciding to build their own systems or make substantial 
changes to the commercial software. The cost also includes new computer hardware and 
system development cost as well as human resource costs, such as staff training and new 
recruitments. NZ had also incurred higher administration expenses and additional 
spending by Inland Revenue to meet the implementation costs of various tax reforms 
(Mahadi et al., 2014).

Based on the experience of NZ’s government, all their FMIS were replaced in just two 
years. Therefore, it is important not to invest in a complex FMIS until the entity has 
familiarised itself with the accrual environment (Athukorala & Reid, 2003). On the 
other hand, simply adopting the accrual-based budgeting system from the private 
sector will be problematic because some accrual issues faced are government-specific 
(OECD, 2002). 

Some efforts could be made to supplement the existing FMIS (Athukorala & Reid, 
2003). Accrual budgets could be generated through an automated system that is 
integrated with the FMIS or interfaces with the existing FMIS (Khan, 2013). In fact, 
the FMIS must be regarded as an integral part of the budget system reform (Diamond, 
2006). In Malaysia, a new system for accruals, ‘i Government Financial and Management 
Accounting System (iGFMAS)’, was developed when accrual accounting was introduced. 
A consulting firm was appointed to work hand in hand with the Accountant General’s 
Department of Malaysia. 

Scope for Manipulation

Accrual budgeting is also not immune to manipulation, particularly because of its 
complexity and lack of objectivity, making it harder to comprehend.  By using 
accrual-based budgeting, governments can alter fiscal estimates or results by changing 
assumptions, for instance, interest rates, tax arrears and other noncash items, adjusting 
discount rates, capitalising expenses, and re-valuing assets (Athukorala & Reid, 2003; 
Khan, 2013).  It is also harder to detect manipulations in accrual budgets (Schick, 2013).
This situation is further aggravated by weak governmental accounting practices 
(Cohen, Guillamon, Lapsley, & Robbins, 2015), particularly in developing countries. 
Governmental accounting is criticised as failing to address users’ needs, such as the 
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inability to relate to macro-economic management (Premchand, 1995), unequipped to 
detect fraudulent activities and corruptions (Neu, Everett, Rahaman, & Martinez, 2013).

Implementation is Difficult and Expensive

Implementing accrual-based budgeting could involve significant direct costs such as 
IT, training and also indirect costs such as institutional disruption. In 2013 alone, 189 
workshops were conducted in Malaysia to implement the new accrual accounting 
system iGFMAS (Ferry et al., 2018). The implementation costs of accrual-based 
budgeting is not only difficult, but also expensive (Athukorala & Reid, 2003; Mahadi et 
al., 2014).    

An external consultant might have to be brought in due to the lack of in-house 
expertise, which would result in higher costing (Athukorala & Reid, 2003; Khan, 2013). 
There will also be a substantial increase in training, sophisticated IT facilities and 
system upgrade costs. A registry of government assets would have to be set up and 
assets would have to be evaluated and audited (Blondal, 2004; Khan, 2013). New 
recruits and staff, particularly accounting staff, with the technical know-how will have 
to be hired to train the MOF, other ministries and politicians on the new budgetary 
system. Accountants and financial managers would have to be up skilled. On top of 
that, the costs of implementing accrual-based budgeting are also difficult to estimate. 

PRE-REQUISITES FOR SUCCESSFUL IMPLEMENTATION

Although there were discussions on the experience of using cash-based 
budgeting, the discussion on the experience of using accrual-based budgeting is 
rather limited due to relatively recent implementation of this budgeting mode. Some 
scholars argue that accrual-based budgeting provides limited and sometimes disappointing 
outcomes. It is not clear whether the additional costs incurred on the reforms could 
justify the benefits that accrual accounting and budgeting could offer (Saleh & 
Pendlebury, 2006). Schick (2007) argued that the pre-requisite for successful 
implementation, for instance, well-trained staff, sufficient information technology 
support, et cetera, renders accrual-based budgeting suited only for a small cohort of 
best-managed governments’.

The successful implementation of accrual accounting in the public sector, as well as the 
achievement of the intended benefits, necessitates the efforts of multiple parties to 
create the necessary conditions for its implementation. Lye, Perera and Rahman (2005) 
conducted a study of accrual adoption in NZ and revealed six antecedents of change 
from cash to accruals, i.e. people, axial principles, communicating ideas, contextual 
determinants, ethos, et cetera. Upping and Oliver (2012) found that low institutional 
capacity in terms of inadequate technological resources and lack of staff with 
knowledge influences the move to accruals. Other influencing factors include support 
from top management, the interest of international organisations and the involvement of 
professional accounting bodies (Adhikari & Mellemvik, 2011; Azmi & Mohamed, 2014; 
Ismail et al., 2018). In a nutshell, Ouda (2004) mentioned that a set of variables and 
changes are required to support the adoption of accrual accounting. Internal management 
changes, legislative and executive support, accounting professional and academic help, 
communication strategy, staff motivation, training and qualification, consultation and 
coordination, estimation of adoption costs, specific accounting issues, and information 
technology capability. The following paragraphs will discuss some pre-requisites that are 
considered necessary in implementing accrual-based budgeting.

Implementation Models
 
Ouda (2004) proposed a model that stipulates the basics of implementing accrual 
accounting in the public sector. This model comprises the following components - 
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stimuli, reform decisions, basic requirements, outcomes, consequences, and proposed 
cost elements. Such a model emphasises the government’s initial focus on changes and 
factors that must be implemented concurrently if accrual accounting or budgeting is to be 
implemented in the public sector in an efficient, effective, and cost-effective manner. 
Furthermore, the model develops a clear implementation framework that can help 
overcome implementation barriers. The Basic Requirements Model agrees with the 
Contingency Model (Lüder Model 1992) that the accounting changes should have at least 
one stimulus (driving force). According to Lüder (1994), the stimuli for change are fiscal 
stress, financial scandal, dominant doctrine and implementation barriers which could be 
referred to as the starting point to explain the shift to accruals (Saleh & Pendlebury, 2006). 

In Malaysia, the driving force of the government accounting change is the need to 
improve fiscal transparency and accountability in the federal government as part 
of the New Economy Model. The primary goal of accrual accounting is to provide 
information on resource consumption that supports fiscal policy sustainability and 
promotes transparency in public sector resource management (Jabatan Akauntan 
Negara Malaysia, 2017). The federal government of Malaysia launched a major 
project in May 2011 to transform its current modified cash basis accounting system to 
accrual basis accounting and upgrade the system into the integrated Government 
Financial and Management Accounting System (iGFMAS). The accounting system is 
centralised with a single database and will be fully integrated with Outcome-Based 
Budgeting (OBB) and other relevant systems. These show the commitment of multiple 
parties to ensure the successful implementation of accrual reform, particularly in terms 
of willingness to change and increase the use of computerised information systems as a 
critical component of accounting, budgeting, and financial management.

There are a few ways to implement accrual-based budgeting. First, the move to 
accrual-based budgeting from cash-based budgeting could be made gradually with 
specific ministries and agencies switching to accruals each year. This incremental 
approach may be helpful in managing complexities. The government could progressively 
develop technical capacity and a general understanding of accrual concepts and methods 
through phasing. Australia and the United Kingdom used this incremental or phased 
approach. Although the model made the switch-over manageable, it may disrupt “culture 
change,” which is an important part of the implementation of the accrual system (OECD, 
2002).

Second, the switch-over could also be made in a “big bang” approach, with all ministries 
and agencies switching to accrual-based budgeting at the same time.  The benefit of this 
approach is that the “big bang” may assist in speeding up the culture change. In just a few 
years of implementation, the accrual-based budgeting system will work well and will be 
in a much better shape. Nevertheless, this implementation model represents a heavy load. 
Last-minute decisions will often have to be made due to unforeseen risks and 
challenges (OECD, 2002). Austria, New Zealand, and Switzerland adopted this approach 
where accrual accounting and budgeting are implemented simultaneously (Khan, 2013).

Third, the accrual-based budgeting can be tested for a number of years “behind the scene” 
until the system is unveiled when it is ready to be implemented. During the transition 
period, the cash system will still be maintained (including financial reports and budget). 
This way, many issues will be solved behind the scene.  

However, this type of move is also a heavy, costly and can be overwhelming to the budget 
preparers because of the burden of running two accounting systems simultaneously. Due 
to that, the “culture change” may not take place, and the motivation behind accrual-based 
budgeting can be lost during this phase, especially if it takes an extended period than 
expected (OECD, 2002). 



17ACCRUAL-BASED BUDGETING: BUDGET PREPARERS’ PERSPECTIVE 

Getting the Fundamentals Right
 
For the countries that decide to implement accrual-based budgeting, it is important 
that they get the basics right before proceeding to implement it. Developing countries 
should strengthen their basic record keeping and cash accounting before they are ready to 
implement accrual-based budgeting (Athukorala & Reid, 2003). A sound cash-based 
budgeting framework is an essential foundation for an accrual-based budgeting 
framework. Therefore, agencies must have a clear and transparent budget process, a 
history of reliable cash estimates, effective budget execution, accounting, and financial 
reporting systems (Khan, 2013). 

Political Commitment is Essential 

Political commitment is a necessity for financial management reform. It is also an 
ongoing challenge for many countries implementing accrual accounting and budgeting. 
There must be a strong communication strategy during the initial implementation and also 
over time. Implementation strategies should be carefully planned to not depend solely on 
one administration because government changes occur frequently in a developing country. 
Initially, a small group of ministers and legislature members may have decided to adopt 
accrual. However, due to the frequent changes in government, accruals might lose support 
if it is not adequately communicated. 

In Australia, after nearly two decades that the accrual-based budgeting has been 
implemented, politicians are still having difficulties understanding the concept (Monteiro 
& Gomes, 2013). Therefore, it is understandable that many politicians opposed the 
budgetary process, for instance, Germany (Jones & Lüder, 2011; Monteiro & Gomes, 
2013). 

Political support should be consistently reinforced through a carefully implemented 
change management and communication program. Any proposed changes to the 
appropriation framework and the form and content of budget documentation, must be 
communicated and explained to the legislature and agencies before accrual-based 
budgeting is formally adopted (Khan, 2013). Innovations and reforms are hard to succeed 
when they are no suitable champions (political and technical leadership) to promote 
interest and support and at the same time remove the hassle of political and bureaucratic 
obstacles. Normally, political leaders are only involved in the launch but rarely engaged 
in PFM reforms afterward. There is little to no involvement of the politicians during 
the implementation (Blondy et al., 2013; Schick, 2013). Ministers, parliamentarians and 
media must be educated on the importance of accrual-based budgeting, then, the demand 
for such information arises and will eventually lead to successful implementation 
(Athukorala & Reid, 2003). A country’s underlying political and administrative culture, 
institutions, the role of political and managerial leadership, the support at both executive 
and legislative levels are very important in successfully implementing the budgetary 
reforms. Support at the legislative part is to enhance transparency and accountability. The 
executive should champion the budgetary reform. The budgetary reform process should 
commence with clear and concise intentions, objectives and decisions at the highest level 
of the executive, i.e., the cabinet (Khan, 2013). Government should treat the budget as a 
significant part of their financial strategy and the central element of government policy. 
All ministries must be responsible for the budgetary initiative, not only the MOF or the 
Budget Office. All managers in the public sector must champion and lead the reform in 
their respective organisation. The high support will speed up the change (Diamond, 2006). 

Suitably Qualified Accounting Personnel are Necessary
 
There is an urgent need for trained accountants and staff to be in charge of the accrual 
system. It is also essential to improve the skill of the existing accountants in 
government, who have been trained in the cash basis of accounting. Different skills levels 
must be taught according to their roles (OECD, 2002). Accounting personnel should be 
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able to provide the necessary accrual-based estimates as well as analyse and interpret the 
estimates (Khan, 2013). Hiring a qualified accounting personnel to manage the system 
could be expensive, particularly during the implementation phase (Blondy et al., 2013).
Nevertheless, it is easier to recruit or train new staff, for instance, private sector 
trained financial managers, given that the private sector has already used accrual 
accounting. If the number of suitably qualified accountant is not sufficient for the 
public sector, mechanisms must be designed to either recruit or contract accountants from 
the private sector. Or in the event, qualified accountants are not available, delaying the 
implementation will probably be the best option. Nevertheless, the accrual budgeting 
system require fewer personnel to run (Athukorala & Reid, 2003). 

Staff who are used to cash accounting and budgeting might resist the new accounting 
system (Mahadi et al., 2014). However, cash-trained government accountants could be 
re-educated. Accountants who have experience in the private sector are expected to have a 
positive attitude towards accrual accounting and budgeting compared to accountants who 
have experience in cash accounting or budgeting (Blidisel & Tudor, 2007; Mosuin, Mat, 
Ghani, Alzeban, & Gunardi, 2019). However, if the accountant works in a public sector 
department that already uses accrual accounting or budgeting, they would have a positive 
attitude towards the accrual system (Mahadi et al., 2014; Mosuin et al., 2019). 

Apart from the cost of accounting personnel, governments have to recruit and pay 
for staff with the technical know-how to inform and train the MOF, ministries, and 
politicians on the new budgetary system. In fact, an appropriate mix of skills is crucial 
for the successful implementation of accrual budgeting. Budget preparers may not have 
the necessary expertise in accounting concepts and principles. Still, they play important 
roles in the successful implementation of accrual-based budgeting as they have crucial 
institutional knowledge on the budget process and policy issues. Therefore, it is essential 
to enhance these existing skill sets through trainings (Khan, 2013).
 
Support From the Professional Bodies and Relevant Authorities

Support from the government’s supreme audit institution is also important. This body 
could help reinforce the reform and assist the government entities during implementation 
(Athukorala & Reid, 2003). In NZ, for example, the New Zealand Institute of Chartered 
Accountants (NZICA) gave support towards the reform process when they organise 
conventions and forums related to the reform (The International Federation of 
Accountant, 1994). In Malaysia, the Accountant General’s Department has conducted 
awareness and training programmes such as IPSAS and MPSAS (Malaysian Public Sector 
Accounting Standards) workshops to assist the employees in the transition to accrual 
accounting and budgeting (Mahadi et al., 2014).

Quality Assurance

Benchmarking as quality assurance is an important strategy in implementing accrual 
accounting and budgeting. Benchmarking could create incentives such as competition 
between the public sector agencies. Apart from quality, timeliness of information is very 
important, for instance, significant improvement to the information quality and 
submission date to the MOF (Athukorala & Reid, 2003). 

Have Guidance and Accounting Policies Ready Early

Having guidance and accounting policies ready is very important to assist the 
government entities in preparing the implementation of accrual accounting and 
budgeting as soon as possible. However, in the case of handling specific issues, a task 
force is typically set up to meet the challenges (Athukorala & Reid, 2003).
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CHAPTER 4

COUNTRY IMPLEMENTATION EXPERIENCE

Much could be learned from developed countries on the experience of implementing 
accrual-based budgeting - for example, the importance of communication, quality 
assurance, and commercially-available accounting software (Athukorala & Reid, 2003). 
However, Malaysia as a developing country may face different challenges, such as, 
capacity constraints, more urgent priorities, corruption and vested interests, budgetary 
reform fatigue and limited technological infrastructure. For developing countries, 
implementing accrual-based budgeting can involve significant direct costs in terms of 
information technology and training and indirect expenses like institutional disruption or 
change. However, the costs  and  benefits  will vary  between  countries,  reflecting  their  
existing  capacity,  government arrangements  and  budgeting  methods.  

Anglo-American countries are a step ahead of other countries because of their 
emphasis on efficiency, effectiveness and value for money. They introduce market 
mechanism, highlight competitiveness and regard citizens as the consumer of their 
services. They support initiatives in adapting the private sector experience to the public 
sector (Van der Hoek, 2005). Despite the highlighted benefits, only ten OECD countries 
prepare their annual budgets on an accrual basis system. The vast majority of countries 
prepare accrual financial statements but use cash appropriations for their budgets. These 
countries prepare their budgets on either cash or modified cash basis (OECD/IFAC, 2017).

Based on the OECD Accrual Survey (2016), twenty-one OECD countries (or 62%) used 
the cash basis for preparing the budget and appropriations. Three countries (or 9%) 
prepared budgets comprising some items budgeted on an accrual basis and ten 
countries (or 29%) have adopted the accrual basis to prepare their budgets. Among 
the countries that used accrual budgeting, two (NZ and the United Kingdom) used full 
accrual appropriations. Other countries used mixed accrual and cash appropriations 
(Australia, Austria, Denmark, Iceland, and Switzerland) or used cash appropriations only 
(Canada, Chile, Mexico). There are concerns about discretional accruals valuations (for 
instance, provisions and depreciations). Furthermore, many countries believe that cash 
appropriations allow better control over resources spent by ministries and departments 
(OECD/IFAC, 2017).

Figure 1: OECD Countries: Selected Budgeting Practices (OECD/IFAC, 2017, p. 20)

a. Preparation basis for budgets
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b. Nature of appropriations

  

  
  

  

Being among the first countries to implement accrual-based budgeting in the 
public sector, the experiences of countries such as NZ, Australia and the United 
Kingdom may assist countries, especially Malaysia in moving towards accrual accounting 
and budgeting reform (Mahadi, Noordin, Mail, & Sariman, 2014).

NEW ZEALAND

New Zealand (NZ) was the first country to implement accrual accounting in 
government since 1995 fully. Accrual accounting and budgeting are parts of their 
lengthy process of rigorous forms, including rate liberalisation, labour market 
deregulation, privatisation, and public sector management reforms (Athukorala & Reid, 
2003). 

The intended objective of the NZ public sector when they first started their 
budgetary reform was to enhance technical efficiency and accountability. Later on, the 
objective was expanded to include achieving aggregate fiscal discipline, which was 
eventually achieved although the impact could not accurately be quantified. The 
implementation of the budgetary reforms also leads to improvement in fiscal control, 
efficiency, asset management and public sector culture. The NZ government is 
committed to transparent budgeting. An independent body led the process of 
budgetary reform in GAAP standard-setting that apply a familiar presentation and 
format. The NZ government also achieves efficiency in decision-making, evidenced by 
the increase of efficiency measured by the unit cost of outputs. With the accrual-based 
budgeting system, the public sector culture also shifts to service-focused managerial 
culture (Athukorala & Reid, 2003). 

The NZ government managers also rated the accrual reform as the biggest among 
reforms. In NZ, the Treasury under the Finance Ministry launch an education and 
communication campaign to increase awareness, including the release of booklets, 
videos, journals, magazines, newspaper articles, conferences, seminars and 
presentations. During the move to accrual budgeting, the Financial Management 
Assurance plays an internal audit role and provides consultancy to the departments. 
The departments were given two years to complete the transition but managed to beat 
the deadline when the departments completed the move between 12 to 18 months. 
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Despite the fact that only a few government finance functions grew in personnel numbers, 
there was a significant upgrade in financial expertise. Professional staff with the skills of 
budget negotiation and marketing financial information replaced compliance 
executives. The government also managed to reduce the team responsible for daily 
transactions, from 50 personnel to only six (Athukorala & Reid, 2003). 

In NZ, the big bang approach was successful, mainly due to three factors. First, the 
reform occurs during a fiscal crisis which lends momentum to the reform. Second, there 
is full support, even from the opposition parties, and third, there are public service 
employment and procurement reforms that provide the departments with flexibility over 
resources, especially when recruiting accounting personnel from the private sector and 
acquiring accounting systems (Athukorala & Reid, 2003).

Athukorala & Reid (2003) and Blondal (2004) suggested that the move to 
accruals have increased transparency of public services costing (e.g. pension cost, loans 
and guarantee programs, heritage assets, military assets and infrastructure assets) and  
enhanced information on costs and liabilities(Khan, 2013; OECD/IFAC, 2017; 
Tasmania Department of Treasury and Finance & Department of Treasury and Finance, 
2003).

NZ devolved authority to government organisations to implement accrual-based 
accounting and budgeting, eventually delegating responsibility to government 
managers. However, minimal training were provided to the departments. Instead, 
in line with the objectives of the reforms, self-reliance was promoted. This action 
contradicts the general belief that training is important to achieve benefits and 
reduce risks. The approach of decentralisation seems to work for NZ. Similarly, the 
accounting systems were modularised into individual accounting systems and 
provided flexibility to keep pace with changes in technology and demands. Activities, 
such as commitments/purchase order systems, payroll, fixed assets, creditors and debtors 
systems are all integrated to reduce double processing and reconciliations, eventually 
leading to substantial time savings (Athukorala & Reid, 2003). 

Among the challenges the NZ public sector faces is the property/land valuations. 
They found it quite hard to account for all the properties. They had to coordinate their 
efforts, especially with the Land Transfer Office and all departments, to search for 
documents to record the valuations. Despite the difficulties in the valuation efforts, they 
manage to identify surplus properties of value that could be sold during the course of their 
work. The reliability of the value information was verified by departmental chief 
executives and chief financial officers. The Financial Management Assurance Team 
reviews the report while the full financial report audit was conducted by the Audit office 
(Athukorala & Reid, 2003). 

The implementation cost of the accrual-based system does not differ 
significantly from the cash-based system due to the integrated system. Over-centralised 
accounting was claimed to be expensive. The experience from the private sector is 
learned by using the off-the-shelf accounting software from the private sector and the 
expansion of the pool of expertise to manage the reforms. NZ ran a cost-benefit analysis 
on the implementation of accruals and recorded an internal rate of return of +7%. There 
was a saving on the borrowing cost at 0.04%, with benefits starting to materialise in year 
4 (Athukorala & Reid, 2003).
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Table 2: Implementing Accrual Budgeting  and Accounting in New Zealand 
(Athukorala & Reid, 2003, p. 40)

1987 Departments begin preparations for accrual accounting

1989 Public Finance Act passed. Departments begin move to accrual 
accounting (first five go live) (July)

1990 All departments except three on accrual accounting (June). Final 
departments go live (December)

1991 First half-year whole-of-government financial statements (December)

1992
First annual whole-of-government financial statements (June) 
First half-year consolidated whole-of-government financial statements 
(December)

1993 First annual consolidated whole-of-government financial statements
(June)

1994
First consolidated accrual budget (June) 
First monthly consolidated whole-of-government financial statements 
(October)

2002 First fully line-by-line consolidated whole-of-government financial 
statements

In NZ, the benefit of the implementation of accrual accounting and budgeting was 
evidenced at aggregate level as well as at organisation level. For the country, accrual-based 
fiscal indicators presented improved information on the sustainability of fiscal policies 
and provided a better measure of the influence of government fiscal policies on aggregate 
demand and, at the same time, improved government accountability. For organisations, 
accrual-based financial information could better measure efficiency and effectiveness, 
and reduce the probability of fraud and corruption (Athukorala & Reid, 2003). NZ’s 
experience has influenced Canada and the US in their public sector accounting reforms 
(Athukorala & Reid, 2003).

GERMANY

The German public sector made the attempts to reform its financial management via 
privatisation, corporatisation, decentralisation, devolved management, competition 
and the output performance orientation. Germany, known as a very stringent country 
with detailed legal provisions for public sector management, conducted their reforms 
slowly in its attempt to avoid uncertainty. Their particular focus is on budgeting and 
managerial accounting. The reforms started at the local government level, then in 
Lander (state) and finally, the federal government. They conducted their reforms using 
pilot projects in their efforts not to amend the legal foundation of financial reforms in the 
early stages of their reforms. This way, the jurisdictions could test new ideas. However, 
their cautious approach results in poor conceptual bases, unclear objectives, inadequate 
coordination and a lack of systematic outcomes evaluation. Subsequently, an additive 
reform approach was taken. In this case, they introduce new elements in the existing 
system, for instance, output budgeting and cost and performance accounting (Athukorala 
& Reid, 2003). According OECD/IFAC (2017), Germany still uses cash-based budgeting.

NETHERLANDS

The Dutch government made the announcement in 2001 that they would implement 
accrual-based accounting in the entire central government sector. The objective of this 
decision was to move to a more result-oriented government. However, in 2003, they 
retracted their decision to implement the initial integral implementation plan 
concerning budgeting and accounting and instead chose to implement the system 
partially. They implemented their accrual system on a case-by-case basis, as 
reflected by the expansion in the number of agencies. It was predicted that in 2007, 80 to 85 
percent (%) of the central government employees would work for an agency. 
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Accrual-based budgeting and accounting systems have been widely used by the local, 
provincial, single-purpose governments and a large part of the central government. 
However, they faced several issues during the implementation (Van der Hoek, 2005). 
Similarly, Germany and Netherland still did not yet move to accrual-based budgeting 
completely (OECD/IFAC, 2017). 

DEVELOPING COUNTRIES

Developing countries are plagued with issues such as relatively low-skilled civil 
service and inadequate infrastructure compared to the developed nations. For instance, 
in South Africa, their main challenges in implementing accrual accounting is the  lack of 
skilled finance experts, the demand for new information systems, the need to record assets 
and the need for change in mind-sets of the officers. These obstacles have dampened the 
pace of accrual implementation, which could be significantly reduced if special funds are 
allocated for the appointment of highly qualified finance staff and provide accounting 
training programs (Arshad, Omar, & Awang, 2013). 

Although the study and the implementation of accrual-based budgeting have been 
examined in several developed countries, the implementation in developing countries is 
rarely examined. The formula used by developed countries might not work for developing 
countries as they attempt to replicate the success of budgetary reforms. Every country 
needs to adapt the budgetary reform to its reality (Monteiro & Gomes, 2013). Institutional 
differences between developed and developing countries could cause good PFM practices 
to be unviable (Monteiro & Gomes, 2013). Developing countries will face a greater 
challenge than developed countries in the following aspects:

The Developing Countries’ General Environment is More Hostile to Successful 
Reform
 
Not only do developing countries have to encounter similar issues faced by developed 
countries, they have to confront additional problems due to extremely constrained 
resources, inadequate skills and information, inability to spend more than they can afford, 
and limited resources to depend on in cases of unexpected difficulties or liabilities. Other 
issues they have to face are the lack of staff training, legal issues, lack of political support, 
inadequately skilled human resources, high labour turnover, insufficient investment in 
capital equipment and incompatible information technology systems (Athukorala & Reid, 
2003; Ismail, Siraj, & Baharim, 2018; Monteiro & Gomes, 2013). 

Apart from having greater difficulty maintaining fiscal discipline and achieving 
efficient budget outcomes, they have weaker control of their budgetary outcome. The 
problems in collecting public revenue and exposure to international crises are also linked to 
issues in implementing accrual reforms (Monteiro & Gomes, 2013). The particular issues 
facing emerging countries may limit them from adopting benchmark practices of 
developed countries (Athukorala & Reid, 2003). 

Capacity Constraints Can Be Overwhelming
 
Developing countries often face capacity constraints, especially regarding qualified 
accounting personnel. They are pressured to spend more than they can afford on unmet 
needs. For instance, the Marshall Islands does not have qualified accountants in either the 
public or private sector (Athukorala & Reid, 2003). 

Other Priorities Maybe More Urgent
  
For instance, Indonesia is struggling with the loss of accountability due to the massive 
decentralisation program. Thus, it is difficult for Indonesia to dedicate the attention and 
resources to the accrual accounting and budgeting projects (Athukorala & Reid, 2003). 
Similar to the case in Nepal, whereby the Nepalese civil servants suggested that the 



24 ACCRUAL-BASED BUDGETING: BUDGET PREPARERS’ PERSPECTIVE 

Nepalese government spend resources and time addressing the existing deficiencies in its 
accounting practices instead of spending resources and time on accrual reforms (Mohd 
Ali et al., 2020).

Reform Fatigue May Slow Progress
 
The past decade has seen significant changes in the new public management reform of 
most developing economies. Thus, another significant reform such as accrual-based 
budgeting could lead to fatigue (Athukorala & Reid, 2003).

Limited Technology Infrastructure

Although the implementation of accrual accounting might make accrual budgeting 
inevitable in some countries, these advantages are lost if those countries do not have a 
highly robust system (Monteiro & Gomes, 2013).

The challenges faced by developing countries are fundamentally different from those 
of developed countries, which limits the lesson learned from developed countries 
(Athukorala & Reid, 2003). Therefore, the factors contributing to the successful NZ’s 
big bang approach, such as financial crisis reform, undisputed support and flexibility 
over resources, might not be available to developing countries. In developing countries, 
the lower risk incremental approach is more appropriate than the big bang approach 
(Athukorala & Reid, 2003).
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CHAPTER 5

RESEARCH METHODOLOGY

Based on the scarce empirical evidence of accrual-based budgeting in Malaysia, this 
research was articulated to explain budget preparers’ perceptions of accrual-based 
budgeting in public sectors. This monograph focuses on three issues: the advantages and 
disadvantages of accrual-based budgeting and the factors that could contribute to the 
successful implementation of accrual-based budgeting.

SUMMARY OF RESEARCH DESIGN 

Several possible research designs are made available for addressing such issues. 
Previous researchers (Sekaran & Bougie, 2011) advocate that the basis for choosing the 
compatible research method might depend upon the current progress of knowledge in that 
research area. As discussed in previous chapters, accrual-based budgeting is an emerging 
issue in Malaysia’s public sector. Therefore, it lacked conclusive findings.

This research intended to extensively explore the experiences and views of the 
budget preparers regarding accrual-based budgeting. In doing so, this research chose to 
employ the qualitative design. The qualitative method involves in-depth analysing of data 
obtained from an empirical data collection technique, for this research and the semi-
structured interview. This type of data will provide valuable insight and knowledge on the 
real-life views and experiences of budget preparers’ in its natural settings. 

Budget preparers were recruited and selected for the provision of comprehensive and 
relevant information. Following the qualitative design, the researcher chose the 
research sample using purposive or purposeful sampling (also known as non-probability 
sample). The respondents were not selected based on a statistically representative sample 
of the total population; instead, they were chosen to obtain the most information about the 
phenomenon of interest (Saunders, Lewis & Thornhill, 2009).

Typically, a quantitative inquiry uses the researcher as the main instrument of the 
study. In contrast with quantitative research, qualitative research seeks to maximise the 
benefits of active engagement with the research participants, such as 
generating data and analysis based on the researcher’s active personal engagement with 
the participants. Thus, it inevitably influences the research process and the knowledge 
produced (Yardley, 2008). Moreover, it is unfathomable for a qualitative study to 
accord the generally applicable law that seeks to minimise the researcher’s 
influence as the analysis of data collected using the interview or focus group depends on the 
standpoint and experience of the researcher.

INTERVIEW PROCEDURE

This study follows Castillo-Montoya’s (2016) recommendation in establishing the 
interview protocol. He suggested four procedures that need to be followed by a 
qualitative data collection process which used the interview as the primary data collection 
technique. The following diagram illustrates all four procedures of Castillo-Montoya’s 
interview protocols. This study adopted and adapted the four phase’s process according 
to its research design. 

Developing research instruments to be compatible with the respondents and congruent 
with the research objectives is one of the significant consideration in a qualitative 
investigation (Jones et al., 2014). A compatible research instrument means that the 
language proficiency level of the semi-structured questionnaire matches the respondents’ 
language proficiency level.  



26 ACCRUAL-BASED BUDGETING: BUDGET PREPARERS’ PERSPECTIVE 

Furthermore, congruency means that the semi-structured questionnaire is anchored in the 
study’s objectives. By adopting this systematic procedure, the researcher could develop a 
well-vetted research instrument to obtain robust and comprehensive primary data required 
to answer its research questions.

 Figure 2: The Four-Phase Process to Interview Protocol Refinement (IPR) 
(Castillo-Montoya, 2016)

 
Corroborating Semi-structured Questionnaire Align with Research Questions

The first step in developing a reliable research instrument is to concentrate on aligning the 
research questions and the semi-structured questionnaire. This study aims to effectuate 
three research objectives, namely:

    1. To examine budget preparers' views on the advantages of accrual-based budgeting,

    2. To  examine budget preparers' views on the disadvantages of accrual-based 
        budgeting,

    3. To examine budget preparers' views on the pre-requisites of successful 
        implementation of accrual-based budgeting.

This alignment could increase the efficiency and effectiveness of a semi-structured 
questionnaire in the research process by eliminating unnecessary information 
during the interview session. Also, it could facilitate participants in expressing their 
deepest thoughts, feelings, and actual experiences regarding the constructs of this study.

The authors established a matrix for mapping semi-structured questions onto research 
questions. Table 1 illustrates the matrix used for the mapping process. In the second phase, 
the researcher ensures the interview protocol supports an inquiry-based conversation.
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Table 3: Interview Protocol Matrix
INTRODUCTION:

 1.    Appreciation to the respondent for agreeing to be interviewed.

 2.    Please share your background and your work experience. 

 3.    Introduce the objectives of the research.

 4.    Explain how long the interview will take.

 5.    Ask permission to record and assure confidentiality of the research process.

 6.    Respondent is allowed to request to stop the interview session at any time during the 
        interview.

 7.    Convince the respondent that all data will be treated as private and confidential (just for 
        academic purposes, specific for this study). 

Research Question #1: 
What are the respondent’s 
views or perceptions of 
the advantages of 
Accrual Based Budgeting 
among budget preparers 
and accounting 
employees?

General 
understanding 

of the 
advantages of 
Accrual Based 

Budgeting

Awareness 
of the 

advantages 
of Accrual 

Based 
Budgeting 

Good 
elements 

of Accrual 
Based 

Budgeting

Example  
of Accrual 

Based 
Budgeting  
advantages

What do you think of the 
advantages of Accrual 
Based Budgeting?

Prompt:
a) Can you explain more?
b) Why do you say that?
c) Do you have anything to 
add?
d) Are you satisfied with 
your answer?

X X X X

Research Question #2: 
What are the respondent’s 
views or perceptions 
of the disadvantages of 
Accrual Based Budgeting 
among budget preparers 
and accounting 
employees?

General 
understanding 

of the 
disadvantages 

of Accrual 
Based 

Budgeting

Awareness 
of the 

disadvantages 
of Accrual 

Based 
Budgeting 

Negative 
elements 

of Accrual 
Based 

Budgeting

Example 
of Accrual 

Based 
Budgeting  

disadvantages

Can you highlight the 
disadvantages of Accrual 
Based Budgeting?

Prompt:
a) Can you explain more?
b) Why do you say that?
c) Do you have anything to 
add?
d) Are you satisfied with 
your answer?

X X X X
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Research 
Question #3: 
What are 
respondents' 
views or 
perceptions 
towards the 
pre-requisite of 
successful
Accrual Based 
Budgeting
implementation 
in the public
sector

General 
understanding 
of the factors 
that influence 
the successful 

implementation 
of Accrual 

Based 
Budgeting in the 

public sector

Awareness of 
factors that 

could 
influence the 

successful 
implementation 

of Accrual 
Based 

Budgeting
in the 

public sector

Impactful 
factors that 

determine the 
successful 

implementation 
of Accrual 

Based 
Budgeting in the 

public sector

Examples of 
factors that 

determine the 
successful 

implementation 
of Accrual 

Based 
Budgeting 

in the public 
sector

What do you 
think the 
pre-requisites 
(factors) to 
ensure that the 
implementation 
of Accrual Based 
Budgeting is 
successful?

Prompt:
a) Based on your 
experience
b) Based on your 
knowledge
c) Can you 
explain more?
d) Why do you 
say that?
e) Do you have 
anything to add?
f) Are you 
satisfied with 
your answer?

X X X X

CONCLUDING REMARK:

1.  Allow the participant to add any other information they think is important.
2.  Ask participants if they are happy for the interviewer to end the recording and stop the 
   recording equipment, hence any non-related information will not  be recorded. As a 
     reminder, any interesting information added after the session will not be recorded.
3.  Finally, thank the participant and give them another opportunity to ask questions on the      
    research. Participants might ask if they will receive the interview transcript, a copy of   
  your report, or a summary of the results. Think very carefully of what you can 
     realistically offer and avoid making promises that is difficult to fulfil.

Constructing an Inquiry-Based Conversation

Apart from the researcher being the principal research instrument, the semi-
structured questionnaire is the complementary instrument of inquiry in a qualitative 
investigation. This research instrument serves as the primary guideline for the online 
interview session. The semi-structured questionnaire was designed to collect data by 
advocating directly on the points of interest without altering the interviewees’ attitudes or 
providing information to them. Fundamentally, this type of research instrument is used to 
probe specific information related to the study’s objectives and a tool for a semi-formal 
conversation of a particular topic (in this case, accrual-based budgeting).
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The balance between inquiry and conversation is referred to as inquiry-based 
conversation (Castillo-Montoya, 2016). Therefore, it is paramount to develop a 
semi-structured questionnaire that complies with this concept. The semi-structured 
questionnaire comprises mixed types of open and closed questions designed from the 
research questions according to the social rules of ordinary conversation. The 
semi-structured questionnaire is also equipped with the script for follow-up and prompt 
questions. The questions posed in this inquiry instrument were slightly short and 
straightforward rather than long and complicated to make it easier to respond and 
answer.

The adoption of a semi-structured questionnaire is a part of the progress in 
qualitative research. Traditionally, qualitative interviews were guided based on interview 
protocols developed by the researcher, usually consisting of open questions regarding a 
research topic. In terms of advantage, open questions proved to produce a higher level 
of discovery. Nevertheless, the downside is that it produced raw data that are more 
challenging to analyse and thus need to be restricted to justify the limited resources such 
as funds and time (Gillham, 2008).

The researcher developed those questions based on the extensive literature review on 
accrual-based accounting and accrual-based budgeting. Also, this study collected 
demographic data from the respondents. Questions regarding demographic information 
were developed based on the previous research (Cacioppe & Mock, 1984). Afterward, 
the semi-structured questionnaire was reviewed by a qualitative expert and an accounting 
specialist. 

Receiving Feedback on Semi-structured Questionnaire

At this phase, the researchers successfully developed a semi-structured questionnaire 
that is aligned with the concept of inquiry-based conversation. Nevertheless, this semi-
structured questionnaire must be reviewed by an expert to enhance its reliability and 
trustworthiness as a research instrument. Feedback could provide valuable insight for the 
researcher regarding the questions’ suitability with the research context and the questions’ 
ability to probe desired information. 

This insight could clarify whether the language proficiency level used in the questions 
could convey a straightforward inquiry and is relevant to the research context. If the 
experts found any vague and confusing questions, then the questions must be revised 
accordingly. Consequently, the reviewed questionnaire underwent preliminary testing 
prior to the commencement of the field study. The researcher tested the semi-
questionnaire with several faculty members to obtain the highest accuracy in the wordings 
and sentences. This trial-run procedure allows the researcher to make adjustments and 
revisions to the research instrument (Kim, 2011) based on the test subject’s responses and 
recommendations. 

Piloting the Qualitative Inquiry

The final phase of this interview procedure is the preliminary test. In this phase, the 
researcher is ready to pilot the refined semi-structured questionnaire with homogenous 
people with the profile of targeted respondents (Maxwell, 2013). This process is different 
from the feedback phase, requiring the researchers to simulate the actual data collection 
process in a condition closest to the fieldwork. This will increase the rigour and 
trustworthiness of research instruments and the data collection process. 

Explicitly, the interviewer conducted an online interview simulating rapport, consent, 
space, recording, and timing to gain experience using the research instrument. Then, the 
interviewer’s observation of the environment and interactions with interviewees will be 
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recorded, and any recommendation for improving the data collection process will be 
taken into account. The researchers made several improvements to the semi-structured 
questionnaire and equipped to execute the fieldwork. 

At this juncture, this study has developed a semi-structured questionnaire aligned with the 
study’s objectives and follows the concept of inquiry-based conversation. The following 
figures showcase the agenda of the fieldwork study and the semi-structured questions 
employed in this research:

Table 4: Interview Agenda for Fieldwork Study

 

Agenda Item Description

Section A:
Personal Background

This section will collect demographic data of 
the respondents such as:
• Gender
• Race
• Age
• Educational Level
• Work Experience

Section B:
Understanding of Accrual Based Budgeting

The section will focus on discussing the 
respondent’s understanding of Accrual Based 
Budgeting.

Section C:
Advantages of Accrual Based Budgeting

This section will focus on discussing the 
advantages of Accrual Based Budgeting from 
the respondent’s viewpoint.

Section D:
Disadvantages of Accrual Based Budgeting

This section will focus on discussing the 
disadvantages of Accrual Based Budgeting 
from the respondent’s viewpoint.

Section E:
Challenges of Accrual Based Budgeting Imple-

mentation

This section will focus on discussing the 
challenges of implementing Accrual Based 
Budgeting from the respondent’s viewpoint.

Section F:
The pre-requisite/factors of Successful 

Implementation of Accrual Based Budgeting

This section will focus on discussing the 
pre-requisites/factors of Successful 
Implementation of Accrual Based Budgeting 
from the respondent’s viewpoint.

Section G:
Awareness of Accrual Based Budgeting

The section will focus on discussing the 
awareness of Accrual Based Budgeting from 
the respondent’s viewpoint.



31ACCRUAL-BASED BUDGETING: BUDGET PREPARERS’ PERSPECTIVE 

Table 5: Semi-structured Questionnaire

SEMI-STRUCTURED QUESTIONNAIRE

A.  Understanding of Accrual Based Budgeting:

1. What do you understand about Accrual Based Budgeting ?
    a. What is the element of accrual Based Budgeting (based on time occurs rather 
     than cash) ?
2. Can you explain the current process of budgeting in your organization ?
    a.  Can you list the standard process of budgeting?

B.  Advantages of Accrual Based Budgeting:

3. What do you think of the advantages of Accrual Based Budgeting ?
    a.  Good element of Accrual Based Budgeting.
4. What do you think of this statement?

Statement:

“Cash Based Budgeting records government expenditure at the time when the 
payment is made while Accrual Based Budgeting records expenditure at the time the event 
occurs. Therefore, accrual budgeting acts as a decision tool for managers and to measure 
results (Robinson, 2009; Jagalla, Becker, & Weber, 2011). Conversion to accrual 
budgeting means that the budget is transformed from an aspect of public expenditure 
authorization and financial control to a tool for planning and management (Sterck, Scheers, 
& Bouckaert, 2004)”.

C.  Disadvantages of Accrual Based Budgeting:

5. Can you highlight the disadvantages of Accrual Based Budgeting ?
    a.  Negative element of Accrual Based Budgeting.

D.  Challenges of Accrual Based Budgeting Implementation:

6.   What are the challenges for the government to implement Accrual Based 
      Budgeting ?

E.  The Pre-Requisites of Successful Implementation of Accrual Based Budgeting:

7.   What do you think the pre-requisites (factors) to ensure that the implementation of 
      Accrual Based Budget is successful ?

F.  Awareness of Accrual Based Budgeting:

8.   What factors do you think could influence the awareness of the budget preparers and 
      accounting employees ?

***END OF QUESTION
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POPULATION OF THE STUDY

The target population is budget preparers in the Malaysian public sector. The 
Malaysian public sector comprises three levels of government hierarchy, namely, (1) the 
federal government, (2) the state government, and (3) the local government. All levels of 
government hierarchy consist of departments and agencies (statutory bodies). The study 
population consisted of budget preparers from three types of government entity. Two 
interviewees work with the federal government, three interviewees are from the state 
government and two interviewees serve in statutory bodies. The table below briefly 
summarises the profile of interviewees for this current study.

 Table 6: Profile of Interviewee
Interviewee’s Profile

No. Name Organization Designation Demographic Interview 
Date

1 Interviewee 1 Organization A 
(Federal) Deputy Director 

Female Malay
22 – 39

Bachelor’s Degree
6 – 15 years

24.06.21/
2.30 pm

2 Interviewee 2 Organization B 
(Statutory Body)

Chief 
Operating 

Officer

Female Malay
40 – 60

Bachelor’s Degree
6 – 15 years

23.06.21/
2.30 pm

3 Interviewee 3 Organization C 
(State)

Assistant State 
Finance 
Officer 

Female Malay
40 – 60

Bachelor’s Degree
6 – 15 years

24.06.21/
10 am

4 Interviewee 4 Organization D 
(State)

Assistant 
Treasurer

Female Malay
40 – 60 

Bachelor’s Degree
6 – 15 years

24.06.21/
2.30 pm

5 Interviewee 5 Organization E 
(State)

Senior 
Assistant State 

Finance 
Officer 

Female Malay
22 – 39

Bachelor’s Degree
6 – 15 years

25.06.21/
2.30 pm

6 Interviewee 6 Organization F 
(Statutory Body) Finance Officer

Male Malay
22 – 39

Bachelor’s Degree
6 – 15 years

24.06.21/
2.30 pm

7 Interviewee 7 Organization G 
(Federal) Director

Female Malay
40 – 60

Master and 
Bachelor’s Degree

16 years and 
above

21.07.21/
2.30 pm

DATA ANALYSIS AND INTERPRETATION

The raw data from the online interviews were transcribed into a verbatim transcript. This 
process conducted as soon as the interview sessions were completed to minimise biases 
and data loss. Then, the verbatim transcripts were uploaded into the ATLAS.ti software 
(version 9) to undergo the coding process. This coding process is essential in qualitative 
research to conceptualise, reduce, and elaborate the data into meaningful categories. The 
coding process also reflected the research question articulated for this study.
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For instance, the first research question (to examine budget preparers' views on the 
advantages of Accrual-based Budgeting) was used to code emerging themes resulting 
from the interviewees’ responses to the semi-structured questionnaire. A similar 
procedure across the interviewees’ transcriptions reveals themes or statements clustering 
around the study’s research objectives.

The coded categories will be interpreted to establish emergent ‘themes’ in the 
interviewees’ descriptions. The researchers employed the thematic analysis in conducting 
the interpretation process for the coded categories. Thematic analysis is one of the robust 
qualitative analytical techniques that focuses on identifying themes from the coded 
categories. This study employed the Code-Document-Table analysis to establish the 
hierarchy for the emergent sub-themes for a more comprehensive analysis.

The Code-Document-Table analysis is one of the analysis functions available in the 
ATLAS.ti software. This analysis function will compute the relative frequencies across 
all emergent sub-themes and visualize them using clustered bar chart and Sankey 
diagram. By adopting this analysis function, the researchers can review the themes and 
sub-themes into a higher-level analysis of meanings that serve as the basis for writing 
the report. The qualitative evidence derived from the analysis will be discussed in the 
following chapter. 

CONCLUSION
 
This chapter presents the research design, instrument, and preliminary test, including 
data analysis and interpretation. The discussion in this summary covers the justification 
for employing a consistent and standardized methodological procedure in conducting 
the data collection. Furthermore, this summary provides the standardized format or the 
protocol for conducting the preliminary study and the development of the research 
instrument. The qualitative analyses of these interview data are discussed in the following 
chapter.
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CHAPTER 6

FINDINGS AND DISCUSSION

In this chapter, the authors present the qualitative evidence of the study and it will be 
reported based on the emerging themes. All seven verbatim transcriptions were 
analysed using the thematic analysis method. Precisely, this study employed the Code-
Document Analysis in the ATLAS.ti version 9 software, as previously employed by other 
researchers (Dragan et al., 2021; da Silva et al., 2021; Saxena & Menon, 2021; Kamarudin 
et al., 2021). Accordingly, this analysis will be visualised using two types of diagrams: the 
clustered bar diagram and the Sankey diagram. The following figure displays the 
emerging themes of the study.

Figure 3: Themes of the Study
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Evidence of Sub-themes for Theme 1: Advantages of Accrual-Based Budgeting
 

Table 7: Evidence on Advantages of Accrual-Based Budgeting
Sub-theme Quotation
Budget Report 
Match with 
Financial 
Statement

20:9 ¶ 79 in Respondent 6

Number three, if we use accrual-based budgeting, the report will be 
similar to the financial statement. Because in Organization F, we 
already implemented accrual-based accounting. So, we don’t 
need to prepare another additional report to tally with the 
financial statement because it is already similar.

Easier to Align 
Budget with 
Financial 
Statement

15:6 ¶ 57 in Respondent 2

For me, as an accountant, one of the advantages (of accrual-based 
budgeting) is that it is easier to align (the budget) with the financial 
statement. So we don’t have to go through the painful process of 
classifying all the figures again.

Easy to Compare 
Actual Financial 
Performance and 
Budget

14:1 ¶ 53 in Respondent 1

Okay, first one, as I mentioned earlier, they (government sectors) are 
currently using accrual-based accounting. So, in their (accounting 
management) system and financial statement, they are already 
familiar with the figures and accrual terms. So, if we asked to prepare 
the budget using the accrual-based method, they could easily make a 
comparison. For example, they already forecasted last year’s income, 
so they came up with figures. So, based on the financial statement at 
the year-end, the figures should not be so different from the financial 
statement. Therefore, we could compare the actual (financial) 
performance with the budget, whether it was successful or not.

16:8 ¶ 63 in Respondent 3

From my understanding, the concept (accrual-based budgeting) is 
similar to accrual-based accounting. I think it will be more 
transparent. It will reflect or represent the actual financial condition. 
If we do this, it will affect that. It will directly affect the budget, right?

Encourage 
Government to 
Generate New 
Source of 
Incomes

16:9 ¶ 69 in Respondent 3

And this (accrual-based budgeting) will encourage public servants or 
the management to think that when we spend a lot, we must strive to 
generate more income. So, it is a good thing. It will promote more 
transparent financial management.

17:9 ¶ 61 in Respondent 4

If we compare the reporting standard for cash and accrual, the 
report based on accrual will reflect the actual income because 
it was prepared based on the real income generation. So, the 
advantage is that it will encourage organization members to work 
hard in achieving that targeted income. To achieve the budget that we 
prepared. If it is a cash report, it is (prepared) just based on the current 
cash flow.
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Facilitate 
Financial 
Planning

14:2 ¶ 60 in Respondent 1

Secondly, it (accrual-based budgeting) will make planning for next 
year’s budget easier. It is easier to plan for the next budget. Normally, 
they (budget preparers) make (accrual-based) budgets based on last 
year’s financial statement. It means that they already identified how 
much those accrual expenses are, so they are using the same basis 
(for estimation) for the next financial year. So, it would be easier to 
prepare the budget for the future. And yes, budget is financial 
planning.

16:10 ¶ 73 in Respondent 3

I think it is easy to set a certain target (using accrual-based 
budgeting). For example, if we aim to increase by 10% in land taxes, 
so we could measure the impact directly on the spending capability. 
Besides that, we could also increase our income from other resources.

18:11 ¶ 65 in Respondent 5

For this accrual (budgeting), maybe it is easier to do (financial) 
planning. Of course, it is challenging to prepare, but once we 
understand the concept, it’ll be more manageable. We have to look 
a bit far into the future, such as 5 years. But for cash, it is easy to 
prepare. We just record the cash transaction when we receive it. But 
accrual (budgeting) is more difficult to start. Even so, it is more 
convenient for (financial) planning.

20:8 ¶ 73 in Respondent 6

I think if we use accrual-based budgeting, it will facilitate the 
decision-making process and planning for the managerial level. 
Because in accrual-based budgeting, the figures and information are 
more accurate than cash basis. If the decision or planning was made 
based on accrual-based budgeting, I think it would be more accurate. 
That’s the first advantage.

More 
Transparent 
Budget

16:8 ¶ 63 in Respondent 3

From my understanding, the concept (accrual-based budgeting) 
is similar to accrual-based accounting. I think it will be more 
transparent. It will reflect or represent the actual financial condition. 
If we do this, it will affect that. It will directly affect the budget, right?

18:10 ¶ 61 in Respondent 5

I think it is more transparent. Compared to cash, only cash transaction 
that is included in our report. But if it is accrual, for example, assets. 
We will start to document the assets from the date it was acquired. 
And we will report it in our balance sheet. If it’s cash (budgeting), we 
don’t have a balance sheet. Only profit and loss statement. If we use 
accrual, we must include depreciation cost and current assets value.

Promote Good 
Management 
Practice

16:9 ¶ 69 in Respondent 3

And this (accrual-based budgeting) will encourage public servants or 
the management to think that when we spend a lot, we must strive to 
generate more income. So, it is a good thing. It will promote more 
transparent financial management.
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Proper 
Documentation 
of  Transactions

17:10 ¶ 67 in Respondent 4

Maybe it is good for budget preparers because this post often changes. 
Officers come and go all year. So, when we have a proper standard 
of recording current and future transactions, we don’t need to worry 
about items or figures that are not recorded. It is different for cash 
budget, it will only record the current income or cash flow. Let’s say 
the officer changed, but the current transaction was not recorded yet, 
it will create a problem later on.

Realistic and 
Reliable Budget

14:3 ¶ 62 in Respondent 1

If we are using cash budgeting to prepare a budget based on the 
financial statement, which is already accrual (based accounting), it 
would produce an obvious difference in the figures. In fact, (accrual) 
budget that was prepared based on the financial statement is more 
realistic and reliable.

15:7 ¶ 61 in Respondent 2

Okay, the second one, is the fact that budget is one of the tools for 
formulating strategies. So, using the accrual-based budgeting will 
enable us to measure the organisation’s performance more accurately 
because it involves the cash elements and the accrual elements. For 
example, we must plan our programmes based on our income 
projection and the trend of our revenue.

16:8 ¶ 63 in Respondent 3

From my understanding, the concept (accrual-based budgeting) is 
similar to accrual-based accounting. I think it will be more 
transparent. It will reflect or represent the actual financial condition. 
If we do this, it will affect that. It will directly affect the budget, right?

17:9 ¶ 61 in Respondent 4

If we compare the reporting standard for cash and accrual, the 
report based on accrual will reflect the actual income because it was 
prepared based on the real income generation. So, the advantage is 
that it will encourage organization members to work hard in achieving 
that targeted income. To achieve the budget that we prepared. If it’s 
cash report, it is (prepared) just based on the current cash- flow.
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Interpretation of the Code-Document Table Analysis for Theme 1

The code-document table listed nine advantages of accrual-based budgeting. From the 
table, two codes possess the same relative frequency (21.05%), namely, the code for the 
“Facilitate financial planning” sub-theme and the code for the “Realistic and reliable 
budget” sub-theme. On the contrary, this theme’s second most discussed code is the “More 
transparent budget” sub-theme. This code possesses a relative frequency of 15.79%. 

After that, the researchers used the clustered bar chart to visualise all the relative 
frequencies for all codes of the first theme. By doing so, the hierarchy for all advantages 
of accrual-based budgeting could be established. The clustered bar illustrated that the 
third most frequently coded sub-theme is the “Encourage Government to Generate New 
Source of Incomes” and “Easy to Compare Actual Financial Performance and Budget.” 
Both sub-themes were coded two times across all documents. 

Using the Sankey Diagram, the researchers could observe the visual association 
between the sub-themes and the respondents. The diagram indicates that two dominants’ 
factors stand out among all advantages of accrual-based budgeting: “Facilitate financial 
planning” and “Realistic and reliable budget.” Four respondents mentioned both 
sub-themes. Explicitly, the “Facilitate financial planning” sub-theme was mentioned by 
respondents 1, 3, 5 and 6. The “Realistic and reliable budget” sub-theme was discussed 
by respondents 1, 2, 3 and 4. The quotations for both sub-themes are exhibited in the 
following network diagram.
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Therefore, the researchers propose that the two most significant advantages of 
accrual-based budgeting from the perspective of budget preparers are “Facilitate financial 
planning” and “Realistic and reliable budget.” Meanwhile, the second most significant 
advantages of accrual-based budgeting are “Encourage Government to Generate New 
Source of Incomes” and “Easy to Compare Actual Financial Performance and Budget”. 

Discussion of Theme 1: Advantages of Accrual-Based Budgeting

The first objective of the current study is to understand the perceived advantages of 
accrual-based budgeting. In order to achieve the stipulated research objective, a series 
of interviews were carried out, which produced relevant information on the perceived 
advantages of accrual-based budgeting. Four interviewees suggested that accrual-based 
budgeting could facilitate financial planning during the interview. One of the interviewees 
explained:
 

“…it (accrual-based budgeting) will make planning for next year’s budget 
easier. It is easier to plan for the next budget. Normally, they (budget 
preparers) make (accrual-based) budgets based on last year’s financial 
statement. It means that they already identified how much those accrual expenses 
are, so they are using the same basis (for estimation) for the next financial year. So, 
it would be easier to prepare the budget for the future. And yes, budget is financial 
planning…” (Respondent 1).

Respondent 2 also highlighted the importance of accrual-based budgeting in the 
decision-making process. The interviewee argued that the budget would be more 
accurate:

“…I think, if we use accrual-based budgeting, it will facilitate the 
decision-making process and planning for the managerial level. Because in 
accrual-based budgeting, the figures and information are more accurate 
compared to cash basis. If the decision or planning was made based on 
accrual-based budgeting, I think it would be more accurate. That’s the first 
advantage…” (Respondent 6).

Accrual budgeting entails planning that includes revenues and expenses expected to occur 
in the year (including all projected non-cash transactions). Still, not necessarily in the 
year the related cash is expected to be received or paid (Khan & Mayes, 2009). Moreover, 
the government could implement better financial planning because of complete 
information about accruals, thus providing full resource implications for planned 
activities (Yusof & Jaafar, 2018). One of the interviewees explained the change in the 
role of budgeting from merely a public expenditure authorisation and financial control 
tool to a planning and management tool (Monteiro & Gomes, 2013). The practical 
example is explained as follows:

“...I think it is easy to set a certain target (using the accrual-based 
budgeting). For example, if we aim to increase by 10% in land taxes, so we could 
measure the impact directly on the spending capability. Besides that, we could also 
increase our income from other resources...” (Respondent 3).  

The accrual budget provides a more comprehensive financial information, better 
information on payment arrears, better information on future commitments, better 
information to support pricing decisions and better managed assets (liquid and 
non-financial) and resources (Athukorala & Reid, 2003; Jagalla et al., 2011; Wynne, 2004) 
which will produce realistic and reliable budget as supported by Respondent 2:

“…Okay, the second one is the fact that budget is one of the tools for formulating 
strategies. So, using the accrual base budgeting will enable us to measure the 
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organization’s performance more accurately because it involves the cash 
elements and the accrual elements. For example, we must plan our programmes 
based on our income projection and trend of our revenue…” (Respondent 2).

In line with this argument, Jagalla et al. (2011) also supported that accrual-based 
budgeting results in increased cost transparency, improved decision making, improved 
cost management, increased focus on results and adoption of business-like thinking, 
procedures, and pragmatism. Accordingly, a comprehensive estimate could be made. 
Future contingencies which have not been accounted for before by cash budgeting will be 
accounted for in the accrual-based budgeting:

“...If we compare the reporting standard for cash and accrual, the report based on 
accrual will reflect the actual income because it was prepared based on the real 
income generation. So, the advantage is that it will encourage organization 
members to work hard in achieving that targeted income. To achieve the budget 
that we prepared. If it is cash report, it is (prepared) just based on the current cash 
flow...” (Respondent 4).

The second most significant advantages of accrual-based budgeting are “Encourage 
Government to Generate New Source of Incomes” and “Easy to Compare Actual Financial 
Performance and Budget”. These factors are, in fact, closely related to financial planning. 
One of the interviewees stressed the point below, which supported Jagalla et al. (2011), 
who contended that accrual-based budgeting results in the adoption of business-like 
thinking:

“…If we compare the reporting standard for cash and accrual, the report based 
on accrual will reflect the actual income because it was prepared based on the 
real income generation. So, the advantage is that it will encourage organization 
members to work hard in achieving that targeted income. To achieve the budget 
that we prepared. If it is a cash report, it is (prepared) just based on the current 
cash flow…” (Respondent 4).

Two interviewees put forth that it is easier to compare the actual performance and 
budget. One interviewee contended:

“...Okay, first one, as I mentioned earlier, they (government sectors) are currently 
using accrual-based accounting. So, in their (accounting management) system and 
financial statement, they are already familiar with the figures and accrual terms. 
So, if we asked to prepare the budget using the accrual-based method, they could 
easily make a comparison. For example, they already forecasted last year’s 
income, so they came up with the figure. So, based on the financial statement at 
the year-end, the figures should not be so different from the financial statement. 
Therefore, we could compare the actual (financial) performance with the budget 
whether it was successful or not...” (Respondent 1).

 
It can be concluded from the findings that the main role of accrual-based budgeting 
is to facilitate financial planning and to provide a more realistic and reliable budget. 
Meanwhile, the second most significant advantages of accrual-based budgeting are 
“Encourage Government to Generate New Source of Incomes” and “Easy to Compare 
Actual Financial Performance and Budget”. Besides, the accrual budgeting also 
encourages the government to generate new sources of income, which could be achieved 
by comparing actual performance and budget. It is expected that accrual budgeting would 
help to increase transparency and identify the full cost of public services (e.g., pension 
cost, loans and guarantee programs, heritage assets, military assets, infrastructure assets), 
enabling better operational control and action in resource allocation, coordination and 
control as well as better capital investment decisions (Connolly & Hyndman, 2006; 
Jagalla et al., 2011).
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Evidence of Sub-themes for Theme 2: Disadvantages of Accrual-Based Budgeting

 Table 8: Evidence on Disadvantages of Accrual-Based Budgeting
Sub-theme Quotation
Assets Depreciation 
Will Burden Budget 
Preparation

20:12 ¶ 92 in Respondent 6

Okay, secondly, I think the depreciation of acquired assets will 
be a financial burden for the organisation in preparing its budget. 
The organisation must bear the depreciation cost. Even though 
we have a high value of assets, the depreciation is also high. For 
example, Organization F has assets depreciation value of RM20 
million annually. If we convert it to cash basis, we do spend on a lot 
of things. 

Bad for Government 
Image

16:11 ¶ 83 in Respondent 3

This so-called good financial planning (using the accrual method) 
could lead to disaster if it’s not properly managed. To think about it, 
it’s a bit scary if the (government) income do not balance with the 
expenditure. Not all government agencies could generate income. 
So, it may look like that agency has made no effort to generate 
income. Maybe it’s not their nature to generate income. That’s 
the thing. I know there’s no such as bankruptcy in government. 
However, it is bad for the image.

17:13 ¶ 84 in Respondent 4

On the other hand, when it comes to expenditure. Sometimes, 
the figures tend to be high because we include future projects 
that are yet to be executed. So, it will look like we incur high 
expenses even though we haven’t paid the projects yet. So, for the 
performance of expenditure, it will be high. This is not good for the 
management because it will reflect on their competency in managing 
the government fund. It is sensitive issue. It is not for their KPIs and 
promotion.

Complicated 
Budget Reporting

14:6 ¶ 81 in Respondent 1

Number three, in my opinion, there will be some problems in 
explaining the report (accrual-based budgeting) to the top 
management. If the cash basis (budgeting), I think it is easier for the 
accountants or budget preparers to present to their top management 
whereby the cash basis method is easier to be understood by the 
layman. So, they will be reluctant to do so for them (accountants 
and budget preparers) to simply change from cash to accrual-based 
budgeting.

16:12 ¶ 91 in Respondent 3

It (accrual-based budgeting) could be complicated at first. 
It is normal because it will use a new system. But this is a 
learning process for all employees. But this disadvantage could be 
tolerated. We might face difficulty in preparing the report for the 
first year. Along the way, we’ll get better (at mastering accrual-based 
budgeting).
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20:11 ¶ 98 in Respondent 6

The third one, I think it will create a problem when we want to 
prove our expenditures. As a government body, we receive a cash 
grant from the federal government, therefore we need to prepare 
performance reports on a monthly basis, quarterly basis, and annual 
basis. This periodical reporting will not show the actual expenditures 
amount of the cash grant because some of the items will be included 
in non-cash items which will excluded in the budget reporting.

Complicated 
Estimation 
Procedure

14:4 ¶ 73 in Respondent 1

Firstly, I said before, in accrual-based budgeting, the main 
part is estimating. In preparing the budget, it is a bit tricky for 
accountants to identify what is the future expected cost that will 
be incurred. For the cash budget, we just look for cash in and cash 
out only. But for this (accrual-based budgeting), we have to use the 
estimation method, which is a bit tricky. 

Cost for New IT 
Facilities

16:13 ¶ 97 in Respondent 3

Before this (the accrual-based accounting system) was 
funded by the Accountant General Department of Malaysia. But 
we have to incur additional costs involving new IT facilities. So 
many things to change. We need new servers and incur maintenance 
costs. There is a significant cost when we want to use a new system, 
especially the PC. We have to upgrade it because it is incompatible 
with the new system.

Cost of Hiring Expert 15:9 ¶ 78 in Respondent 2

Secondly, implementing accrual (based accounting) will incur a 
significant cost for us. Especially when we want to estimate the 
values of our assets, we need professional assistance. Other 
government agencies have not been much help. We need to get the 
third party, such as vendors, to estimate the overall value or cost of 
the development projects.

6:5 ¶ 20 in Respondent 3

Continuous training is good. But for me, I prefer if we hire an expert 
to consult the departments directly. With the presence of an expert, 
we can expedite the understanding of accrual-based budgeting.

17:4 ¶ 21 in Respondent 4

So, we need to do the training on our own. We have to plan the 
training module, and hire an expert from outside the organisation.

18:4 ¶ 21 in Respondent 5

I think for the state government, we will incur unexpected costs 
(when implementing accrual-based budgeting). For example, we 
have to appoint consultants such as architect and surveyor, whose 
professional fee is relatively high.
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Data Manipulation 
and Deception

14:5 ¶ 77 in Respondent 1

Secondly, this accrual-based budgeting could lead to deception. It 
could turn out to be creative accounting. Or manipulation. Because 
accrual based is more to estimation. Okay. If an organisation 
practices creative accounting, they will report what we call dummy 
figures. It is like they create the figures to make it (financial 
statement) look good and it will become a deception. That’s why 
we as auditor will challenge those figures and question the basis for 
coming up with those figures. And this kind of thing could lead to 
manipulation.

20:13 ¶ 102 in Respondent 6

Lastly, I think the items for non-cash expenditures could be 
manipulated. On cash basis, we will use evidence-based charging. 
If there’s cash-out flow, we’ll record it as expenses. However, in 
accrual-based budgeting, there are non-cash element that is not 
backed by supporting document. It is backed by policy or regulation. 
This policy or regulation could easily be changed. So, it will expose 
to data manipulation.

Strenuous Data 
Collection Process

18:6 ¶ 25 in Respondent 5

We will have to collect the data such as details on land 
ownership which have a set of documentation consisting of 10 pieces 
of documents. Could you imagine the process we have to go through 
to cover all our (state government) assets, especially real estate?
 
18:13 ¶ 80 in Respondent 5

The main problem is the data collection process. Which is 
one of the most important elements in accrual is estimating all 
assets. We need to prepare the balance sheet. So, we must 
include all assets, including those we acquired 20 or 30 years 
ago. This task is very difficult to execute because our staff already 
have a lot of work. When we implemented accrual accounting, the 
workload doubles. 

Variation in Actual 
Financial 
Performance 
Compared to Budget

15:8 ¶ 74 in Respondent 2

Firstly, in the government context (Zakat collection centre), when 
we want to conduct a particular program, we often face cash flow 
uncertainty. It means that we cannot know for sure what is the real 
cash flow that we will be received in the future. The trends for the 
zakat collection are always changing. So, let’s say we plan for this 
program for next year, but our collection cannot meet the budget for 
that program. That’s the problem we are facing currently. 
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17:12 ¶ 80 in Respondent 4

In terms of reporting, accrual compared to cash, when it comes to 
reporting the performance of an income, could create some issues 
in the future. Since we have already estimated future income to be 
high in value, if the actual performance is low, it means that we did 
not achieve the target. This thing is uncertainty. But we have already 
included the figures in the budget. It means that we have already 
reported future incomes that we are yet to receive.

18:12 ¶ 76 in Respondent 5

Now, the thing is, this accrual (budgeting), we have to predict it. We 
have to include the prediction in our planning. For example, for us, 
state government, we predict 2 billion. So, we prepare a budget of 2 
billion. But can you imagine that we only received 1.5 billion? We 
have a shortage of 500 million. So, we have to reschedule our budget 
to match the fund.

20:10 ¶ 88 in Respondent 6

Poor control of expenditure in the agency. Because we cannot 
identify the actual cash requirement during the budgeting period, it 
is because accrual-based budgeting will also include the non-cash 
element in expenditure that could lead to variation in cash flow and 
expenditures. We are afraid if we cannot control this issue, it could 
lead to insufficient funds in budget preparation to balance the cash 
outflow, which will affect the disbursement.
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Interpretation of the Code-Document Table Analysis for Theme 2

The code-document table listed nine disadvantages of accrual-based budgeting. From 
the table, two codes possess the same relative frequency (20.0%), namely, the code for 
the “Cost of hiring expert” sub-theme and the code for “Variation in actual financial 
performance compared to budget” sub-theme. On the contrary, the three infrequently 
discussed codes for this theme are the “Cost for new IT facilities” sub-theme, 
“Complicated estimation procedure” sub-theme, and “Asset’s depreciation will burden 
budget preparation” sub-theme. All three codes share the same relative frequency of 
5.00%. 

Then, the researchers use the clustered bar chart to visualise all the relative frequencies 
for all codes in the second theme. By doing so, we could establish the hierarchy for all 
disadvantages of accrual-based budgeting. The clustered bar demonstrated that the second 
most frequently coded sub-theme is the “Complicated budget reporting.” This sub-theme 
was coded three times across all documents. 

Succeeding, using the Sankey Diagram, the researchers could observe the visual 
association between the sub-themes and the respondents. The diagram indicates two 
dominant factors that stand out among all disadvantages of accrual-based budgeting: “Cost 
of hiring expert” and “Variation in actual financial performance compared to budget”. 
Four respondents mentioned both sub-themes. The “Cost of hiring expert” sub-theme 
was mentioned by respondents; 5, 4, 3 and 2. While, the “Variation in actual financial 
performance compared to budget” sub-theme was discussed by respondents; 6, 5, 4, and 
2. The quotations for both sub-themes are exhibited in the following network diagram.
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Accordingly, the researchers propose the two most significant disadvantages of 
accrual-based budgeting from the perspective of budget preparers, namely “Cost of hiring 
expert” and “Variation in actual financial performance compared to budget”. 
Meanwhile, the least significant disadvantages of accrual-based budgeting are “Cost for 
new IT facilities”, “Complicated estimation procedure” and “Asset’s depreciation will 
burden budget preparation”.

Discussion of Theme 2: Disadvantages of Accrual-Based Budgeting

In terms of the disadvantages of accrual-based budgeting, mixed views were 
presented by interviewees. However, there are two most significant disadvantages of 
accrual-based budgeting from the perspective of budget preparers, i.e., cost of hiring 
experts and variation in actual financial performance compared to budget. 

Regarding the cost of hiring expert, there are concerns on the cost of hiring an expert for 
valuation and training. To prepare accrual-based budgeting, a registry of government 
assets would have to be set up and assets would have to be evaluated/audited (Blondal, 
2004; Khan, 2013). One of the interviewees opined:

“...implementing accrual (based accounting) will incur a significant cost 
for us. Especially when we want to estimate the values of our assets, we need 
professional assistance. Other government agencies, have not been really much 
help. We need to get the third party such as vendors to estimate the overall value 
or cost for the development projects…” (Respondent 2).

In terms of training, it is expected that there will also be a substantial increase. External 
consultants might have to be brought in due to the lack of in-house skills, which would 
result in high costs (Athukorala & Reid, 2003; Khan, 2013). Respondent 3 agreed that the 
hiring of an expert consultant is important to ensure smooth implementation:

“…Continuous training is good. But for me, I prefer if we hire an expert to 
consult the departments directly. With the presence of an expert, we can 
expedite the understanding of accrual-based budgeting…” (Respondent 3).

Four interviewees raised concerns on budget uncertainty, particularly in relation to 
variation in actual financial performance compared to budget. The situation is explained 
by Respondent 5: 

“...Now, the thing is, this accrual (budgeting), we have to predict it. We have 
to include the prediction in our planning. For example, we predict for 2 
billion for us, state government. So, we prepare the budget for 2 billion. But can you 
imagine that we only received 1.5 billion? We have a shortage of 500 million. So, 
we have to reschedule our budget to match the fund…” (Respondent 5).

The response is understandable because accrual-based budgeting is more 
complex than cash-based budgeting (Jagalla et al., 2011). The accrual basis proposes 
numerous, often complex, assumptions about future events (Athukorala & Reid, 2003). 
Accrual-based budgeting involves accounting estimates and technical complexity in the 
budget, creating uncertainty. Respondent 4 explained why the situation occurred:

“...In terms of reporting, accrual compared to cash, when it comes to reporting the 
performance of an income, it could create some issue in the future. Since we have 
already estimated future income to be high in value, if the actual performance is 
low, it means that we did not achieve the target. This thing is uncertain. But we 
have already included the figures in the budget. It means that we already reported 
future incomes that we are yet to receive...” (Respondent 4).
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In summary, the interviews show that despite the positive responses to accrual-based 
budgeting, there are also concerns on the drawbacks of accrual-based budgeting. Even 
though there are mixed opinions on the disadvantages of accrual-based budgeting, it
can be concluded that the main concerns that need to be addressed are the issue of the cost 
of hiring experts and also budget uncertainty revolving around accrual-based budgeting.
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EMERGING SUB-THEMES FOR THEME 3: PRE-REQUISITES FOR 
SUCCESSFUL IMPLEMENTATION OF ACCRUAL-BASED BUDGETING

 Figure 13: Emerging Sub-Themes for Theme 3: Pre-Requisites for Successful 
Implementation of Accrual-Based Budgeting

Evidence of Sub-theme Theme 3: Pre-requisite for Successful Implementation of 
Accrual-Based Budgeting

Table 9: Evidence on Pre-Requisites for Successful Implementation of 
Accrual-Based Budgeting

Sub-theme Quotation
Autonomy to State 
Management

17:17 ¶ 109 in Respondent 4

I think they (Accountant General’s Department of Malaysia) could 
give us a grant. They give grants to all states to develop their own 
system. So, the risk will be spread among the states. Because 
eventually, we have to deal with the problem (system) on our own. 

Commitment from 
Organization 
Members

14:8 ¶ 96 in Respondent 1

Secondly, I think it could be commitment and full support from 
everyone (the whole organisation). We need full support from all 
levels of management. Not only from accountants. We (accountants 
and budget preparers) only prepare the budget. We get the 
estimation figures from engineers and the officers from the asset 
management department. They will assess the asset’s depreciation, 
useful life, and then give it to the accountants to come up with the 
budget.

18:15 ¶ 99 in Respondent 5

The second one is the commitment from the staff. Are they ready to 
change? They need a lot of motivation to change, so we need a lot of 
training. It is not easy to accept new changes.
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Commitment from 
Top Management

14:13 ¶ 30 – 31 in Respondent 1

And also monitoring (during the implementation phase) from 
leaders in top management, which is the state government. 
Therefore, it has to begin at the federal level. In my opinion, it 
should be the MOF.

15:4 ¶ 28 in Respondent 2

Source of executive power. This factor plays a crucial role. 
Formal instruction from the top management is important to the 
budget preparers and employees. When there is no enforcement, 
they will give tonnes of excuses for not doing it (implementing the 
accrual-based budgeting). I think all the awareness campaigns will 
have no effect if there is no enforcement. When the top management 
enforces, by hook or by crook, they must do it. For me, enforcement 
is another form of an awareness campaign.

15:10 ¶ 93 in Respondent 2

The first factor is the power source. Why had I said power 
source? When we observe the implementation of accrual-based 
accounting, the MPSAS, we are the last state to implement it. It was 
supposedly implemented back in 2015. The state’s top management 
only sent us a letter informing us about the implementation of 
accrual-based accounting, but there was no actual enforcement from 
them. So, we keep on procrastinating the implementation.

16:17 ¶ 126 in Respondent 3

Leaders at the department level should give extra effort to learn 
(about accrual-based budgeting). The reason is that the staff at the 
operational level could not grasp the concept (accrual accounting) 
by themselves. They need support of their bosses. They might be 
able to input the information into the system, but they actually did 
not understand the concept. So, when it comes to a new system, the 
bosses must take the lead in increasing their staff’s understanding 
(of the accrual concept). Maybe it’s better if the boss conducted a 
discussion with staff so that they could share the issues encountered 
with the new system. Certainly, the staff will expect their bosses to 
have a deeper understanding compared to the staff.

17:16 ¶ 105 in Respondent 4

At the early implementation stage, the data collection was done by 
the supporting level staff. The bosses have yet been involved in the 
process. At this time, the progress (of data collection) is very slow. 
Because the staff were doing it half-heartedly, they don’t take it 
seriously. But when the bosses started to get their hands into this, we 
begun to see some results.

18:14 ¶ 93 in Respondent 5

I think the biggest issue here is commitment. Commitment from 
the top level is relatively low. They do not understand what accrual 
really is. So, when they went to the meeting (about accrual), they 
could not convey the message to their staff. Hence, the staff did not 
receive accurate information.
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Cooperation and 
Coordination

17:8 ¶ 42 in Respondent 4

The awareness campaign must begin with the finance department. 
The finance department will raise awareness (regarding 
accrual-based budgeting) among other heads of departments 
throughout the organisation. Then, the head of department must 
pass the responsibility to staff within their department. This means 
that the effort of raising awareness must not be done by the finance 
department alone.

17:15 ¶ 101 in Respondent 4

It is imperative for departments to work together, especially 
pertaining to data collection. If there’s no cooperation between 
departments, it is very difficult to get the data (for doing asset
evaluation).

Development of 
Robust Training 
Programs

14:7 ¶ 92 in Respondent 1

First of all, it should be training like we discussed just now. Yes, 
training. It is true that in public sectors not all (accountants and 
budget preparers) have the skills to understand (the accounting 
concept) the (accounting) standard that the government is 
implementing (accrual-based accounting) now. Currently, they 
are moving to new accounting standards using MPSAS. It means 
that all accountants must be trained even though they are already 
familiar with the concept. They still need hands-on training to master 
the system and prepare the actual accrual-based budgeting estimation. 
So, training is the most important thing for those accountants, 
especially in the government sectors.

15:11 ¶ 97 in Respondent 2

The second factor is related to training and coaching. Okay, 
but the issue here is about the coordination of the training 
programmes. When the top management lets their agencies create 
their own training programmes without intervention, there will be 
differences in actual life practice because accrual accounting is all 
about judgement. So, I think different training module could create 
disparity in judgements that will eventually lead to conflicts. And 
because this is about judgement, that is why we need some kind of 
coaching after the training programme. What we understand in class 
might be different from the real-world cases. That’s why we need 
coaching - Continuous coaching.

16:4 ¶ 18 in Respondent 3

For sure we will need an expert to consult us. An expert can guide 
us in terms of explaining the application of the system using 
real-life example. It would be easier for us to understand the system 
if we could relate it to our daily work routines. Those experts must 
provide a comprehensive module to increase the understanding of 
this new concept (accrual basis).
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16:7 ¶ 39 in Respondent 3

Of course, some of them (employees) will complain because of the 
continuous training. Afterward, when the system is implemented, 
they will understand the benefits of it. In fact, it is challenging to 
acquire new knowledge and skills. That is why we need a lot of 
training and awareness. 

16:14 ¶ 112 in Respondent 3

I think we need trainers with expertise in this field (accrual). Most 
of the staff had mastered the old accounting system. So, it is tough 
for them to change to a new system. That is the reason why we need 
a good trainer.

18:16 ¶ 101 in Respondent 5

So, the training must be sufficient, especially for the technical stuff. 
Accrual-based budgeting is all about technical things. There’re 
coding schemes that we need to master. We cannot do it as we like.
 
20:6 ¶ 28 in Respondent 6

I think the best method is a workshop. If we just disseminate letters, 
brochures, they usually will ignore it. So, a training approach such 
as continuous workshops is very effective, especially before 
implementing the transition.

Employee’s 
Competencies

15:12 ¶ 103 in Respondent 2

Thirdly, I think the government should increase the competencies 
of their staff. One way to do it is to hire more staff with  accounting 
background. We, at the agency, do not have an accountant or even 
an assistant accountant to do the job. We really need a “champion” 
in our organisation that we could refer to. So, the government must 
incur some costs in hiring the right talent. By doing so, they could 
decrease the cost of training and coaching the existing staff.

20:14 ¶ 113 in Respondent 6

As I said earlier, we can implement accrual-based budgeting if we 
have enough staff with accounting backgrounds in our organisation, 
Insha’Allah.

Enforcement from 
Top Management

14:12 ¶ 28 in Respondent 1

If there is enforcement, the public sectors will comply (imple-
ment accrual-based budgeting). For example, in the case of state 
government, the MOF instructed all state governments to implement 
MPSAS circa 2017. However, our government (state government) 
remained silent (did not use MPSAS) until this year and they still 
use the MPERS, Malaysian Private Entities Reporting Standard. On 
the other hand, other state governments are already in their third 
year of transition (MPSAS implementation).
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15:4 ¶ 28 in Respondent 2

Source of executive power. This factor plays a crucial role. Formal 
instruction from the top management is vital to budget preparers and 
employees. When there is no enforcement, they will give tonnes of 
excuses for not doing it (implementing the accrual-based 
budgeting). I think all awareness campaigns will not be effective 
without enforcement. When the top management enforces, by hook 
or by crook, they must do it. For me, enforcement is another form of 
an awareness campaign.

15:10 ¶ 93 in Respondent 2

The first factor is the power source. Why I said power source? When 
we observe the implementation of accrual-based accounting, the 
MPSAS, we are the last state to implement it. It was supposedly 
implemented back in 2015. The state’s top management only sent 
us a letter informing us about the implementation of accrual-based 
accounting, but there was no actual enforcement from them. So, we 
keep on delaying the implementation.

20:17 ¶ 125 in Respondent 6

And also enforcement from the government. Suppose the 
government forces us to implement accrual-based budgeting we will 
have to comply with the instruction. It is the same as before (the 
implementation of accrual-based accounting).

Good IT System 16:16 ¶ 118 in Respondent 3

One of the main factors is to ensure the system is okay. I 
can accept minor technical issues. The developer could be 
inexperienced in developing an accrual system before this. But when 
the system is already online for quite some time, but we still keep 
contacting helpdesk and submitting complaints, it could be that the 
system is not well developed for our needs. I think a sound system 
will facilitate the transition and does not complicate it. So, we need 
a stable and robust system.

Matching System 
with Organization’s 
Requirements

17:2 ¶ 17 in Respondent 4

Let’s take i-SPEKS as an example. The systems do not 
match our (state government) needs and requirements. So, 
we have to liaise with the vendor on our own to modify the 
system accordingly. So, we incur additional costs even though 
the federal government has already spent so much to develop the 
system. In the end, it cannot fulfil all the states’ requirements.

17:14 ¶ 97 in Respondent 4

Every state has its own requirement (regarding the system). Every 
state has its own income and expenditures that are nique. So cannot 
use the same system for all states. The transaction is different. 
Maybe this state has this transaction, maybe this state does not. 
So, the system must be compatible with the requirements of all 
states. Even within states, the agencies also have different nature or 
business model.
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Reliable Support 
System

16:15 ¶ 114 in Respondent 3

Even though the trainer gave us a complete module, the staff didn’t 
refer to it. They prefer to ask the trainer directly when they are 
having some problems with the system. But the trainer or module 
owner was not available to entertain the staff’s questions. So, they 
asked around, including us, the IT department.

17:6 ¶ 25 in Respondent 4

If the federal (Accountant General’s Department of Malaysia) 
want to hire a third party consultant (to develop accrual-based 
budgeting system), they must ensure that we (state government) 
have full-scale support so that we can overcome technical issues 
and any difficulties.

20:16 ¶ 121 in Respondent 6

The third one is the support system. We need a reliable support 
system so that we can come up with the forecast figures for all 
elements of non-cash and cash items.

Top Management 
Understanding of 
Accrual Concept

14:9 ¶ 100 in Respondent 1

Usually, the budget that we prepare will be presented to the top 
management, and the organisation’s leaders. It is common for top 
management to only care about how much money is left and how 
much the money is spent, based on the actual cash in and cash out 
method. They don’t understand the reality behind the concepts and 
principles of accounting. In which, we have to reserve some money 
to cover expected cost in the future which is unavoidable. So, if they 
only care about cash in or cash out, it would be challenging for us to 
explain accrual budgeting to them. That’s why they should 
understand accrual-based budgeting first.

18:14 ¶ 93 in Respondent 5

I think the biggest issue here is commitment. The commitment from 
the top level. Commitment from the top level is relatively low. They 
do not understand what accrual really is. So, when they went to the 
meeting (about accrual), they could not convey the message to their 
staff. So, the staff did not receive the information accurately.

20:15 ¶ 117 in Respondent 6

Next, we need full support from the management. Once, we, the 
management, could understand what accrual-based budgeting is. 
Insha’Allah, we can prepare it accordingly. No problem.
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Interpretation of the Code-Document Table Analysis for Theme 3

The code-document table listed eleven pre-requisites for the successful implementation of 
accrual-based budgeting. From the table, the code for the “Development of robust training 
programs” sub-theme possesses a relative frequency of 21.21%, indicating that this 
code was most frequently discussed among other codes in all seven documents. On the 
other hand, the two least discussed codes for this theme are the “Good IT system” 
sub-theme and the “Autonomy to state management” sub-theme. Both codes have a relative 
frequency of 3.03%. 

Afterward, the researchers used the clustered bar chart to visualise all the relative 
frequencies for all codes in the third theme. By doing so, the researchers could 
establish the hierarchy for all pre-requisites of successful accrual-based budgeting 
implementation. The clustered bar illustrated that the second most frequently coded 
sub-theme is the “Commitment from top management.” The third most frequently coded 
sub-theme for pre-requisite of successful implementation of accrual-based budgeting is 
the “Enforcement from top management.”

Next, using the Sankey Diagram, the researchers could observe the visual association 
between the sub-themes and the respondents. The diagram indicates that the sub-theme of 
“Development of robust training programs” is discussed by five respondents, namely 
respondents; 1, 2, 3, 5, and 6. It could be observed that this sub-theme was extensively 
discussed by respondent 3, as illustrated by the width of the link. The quotations for this 
sub-theme are exhibited in the following network diagram.

At this point, the researchers propose that the most significant pre-requisite for 
the successful implementation of accrual-based budgeting is the “Development of 
robust training programs”. Meanwhile, minor factors contributing to the successful 
implementation of accrual-based budgeting are “Good IT system” and “Autonomy to state 
management.”

Discussion of Theme 3: Pre-requisite for Successful Implementation of Accrual-Based 
Budgeting

Training was a large component of the MBS implementation effort, thus, it is 
expected that accrual-based budgeting will involve a significant number of training 
too. Cultural change needs re-education and retraining of staff in order to ensure the 
successful implementation of accrual accounting and budgeting (Mahadi et al., 2014; 
Monteiro & Gomes, 2013). In Malaysia, the Accountant General’s Department has 
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conducted awareness and training programmes, such as IPSAS and MPSAS (Malaysian 
Public Sector Accounting Standards) workshops, to help employees transition to accrual 
accounting (Mahadi et al., 2014). For accrual-based budgeting, the expectation of 
training is also similar. The finding confirms previous experience, whereby all the 
interviewees expressed that training is important to ensure the successful 
implementation of accrual-based budgeting. Respondent 1 expressed her opinion as 
follows:

“...it should be training. Yes, training. It is true, that in public sectors, not all 
(accountants and budget preparers) have the skills to understand (the accounting 
concept) the (accounting) standard that the government is implementing 
(accrual-based accounting) now. Currently, they are moving to new 
accounting standards using MPSAS. It means that all accountants must be 
trained even though they are already familiar with the concept. They still need 
hands-on training to master the system and to prepare the actual accrual-based 
budgeting estimation. So, for those accountants, especially in government 
sectors, training is the most important thing...” (Respondent 1).

This finding supports Ouda (2004) that among the changes required to 
support the adoption of accrual accounting are training, qualification, consultation and 
co-ordination. In line with this, Respondent 3 asserted that consultation also is very 
important:

“…For sure we will need an expert to consult us. An expert can guide us in terms 
of explaining the application of the system using real-life example. It would be 
easier for us to understand the system if we could relate it to our daily work 
routines. On that account, those experts must provide a comprehensive module to 
increase the understanding of this new concept (accrual basis)...” (Respondent 3).

However, in NZ, only minimal training were provided to the departments. Instead, in line 
with the objectives of the reforms, self-reliance was promoted. This action contradicts the 
general belief that training is important to achieve benefits and reduce risks. However, 
implementing accrual-based budgeting still involves significant direct costs in terms of 
information technology and training for developing countries. Respondent 3 mentioned 
that:

“…Of course, some of them (employees) will complain because of the continuous 
training. Afterward, when the system is implemented, they will understand its 
benefits. In fact, it is difficult to acquire new knowledge and skills. That is why we 
need a lot of training and promotions.…” (Respondent 3).

A few points could be drawn from the above analysis that training are very 
important for the Malaysian public sector budget preparers. Although accrual-based 
budgeting is not mandatory, the interviews showed positive perceptions. 
Nevertheless, there are many issues needing to be addressed to ensure a smooth transition 
to accrual-based budgeting.

CONCLUSION

Overall, the authors presented the qualitative evidence derived from the data collection. 
The study results have been rigorously discussed and summarised according to three 
themes. The discussion of the current finding will be addressed in the following chapter. 
Apart from that, the next chapter will address the research questions and reconcile all the 
research objectives.
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CHAPTER 7

IMPLICATIONS AND RECOMMENDATIONS FOR THE MALAYSIAN 
PUBLIC SECTOR

The preceding chapters reviewed the advantages and disadvantages of accrual-based 
budgeting, implementation issues, pre-requisites of successful implementation, country 
implementation experiences, research methodology, results and discussion. A mixed 
response towards the adoption of accrual-based budgeting in government was revealed. 
However, the previous chapters focused largely on implementation issues in developed 
countries. The Malaysian environment is very different.  For instance, there is often a 
chronic shortage of qualified accounting personnel in the private sector, let alone the 
public sector.  Most importantly, Malaysia does not have the same latitude as developed 
countries to make mistakes in allocating scarce government resources.  In a developed 
country, poor financial management may result in unnecessary higher taxes, higher debt 
or longer waiting times for government services. In Malaysia, the implications of poor 
financial management are much more severe.  

The research questions will be addressed in this chapter. This chapter also considers 
lessons and constraints and recognises that for the successful implementation of 
accrual-based budgeting in Malaysia, i.e.  
 •  implementation strategies and timing should be carefully considered;  
 •  political commitment  is  essential;  
 •  intentions and objectives must be clearly communicated; 
 •  suitably qualified accounting personnel are  necessary;  
 •  FMIS should be adequate; 
 •  And, the exercise should be a part of the wider public sector financial 
    management reforms.

DISCUSSION ON FINDINGS

There are three research questions in this study. First, what do the respondents understand 
the perceived advantages of accrual-based budgeting? Second, what are the perceived 
disadvantages of accrual-based budgeting? And third, what are the pre-requisites (factors) 
to ensure the success of accrual-based budgeting implementation.

In respect of the first research question, the researchers found that the two most 
significant advantages of accrual-based budgeting from the perspective of budget 
preparers are to facilitate financial planning (Guthrie, 1998; Monteiro & Gomes, 2013; 
Yusof & Jaafar, 2018) and to produce realistic and reliable budget. Meanwhile, the next 
significant advantage is encouraging the government to generate new sources of income. 
Furthermore, accrual-based budgeting makes it easy to compare actual financial 
performance and the budgeted ones (Nunavut Department of Finance, 2007). Also, by 
implementing the accrual budget, the budget report and the accrual accounting will be 
consistent (Blondal, 2004; Khan, 2013; Monteiro & Gomes, 2013). By having a more 
transparent budget (Connolly & Hyndman, 2006; Jagalla et al., 2011; Salinas, 2002), 
many good management practices with proper documentation of transactions are expected 
to be found.

For the second research question, the researchers found the two most significant 
disadvantages of accrual-based budgeting from the perspective of budget preparers which 
are the high cost of hiring experts (Athukorala & Reid, 2003; Khan, 2013) and fluctuation 
in actual financial performance compared to budget. Other issues include expenditure, 
particularly property, plant and equipment depreciation, which will burden budget 
preparation. If not managed properly, some argue that accrual-based budgeting will create 
a bad image for the government and complicate budget reporting (Athukorala & Reid, 
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2003; Khan, 2013). The high cost of new IT facilities will be incurred in implementing 
the reform (Athukorala & Reid, 2003; Blondy et al., 2013; OECD, 2002). A complicated 
estimation procedure (Jagalla et al., 2011) will lead to strenuous data collection process 
and might face the risk of data manipulation and deception (Athukorala & Reid, 2003; 
A. D. Barton, 2004; Carlin, 2005; Connolly & Hyndman, 2006; Khan, 2013; Neu et al., 
2013; Schick, 2013).

The third research question examines the pre-requisites to ensure that the 
implementation of accrual-based budgeting is successful. It is revealed that the most 
significant prerequisite for successful implementation of accrual-based budgeting is 
the development of robust training programmes (Diamond, 2006; Mahadi et al., 2014; 
Monteiro & Gomes, 2013). Moreover, similar to NZ experience, federal and state 
management should give autonomy (Athukorala & Reid, 2003; Diamond, 2006). 
However, the implementation of accrual-based budgeting will not be successful without 
the commitment from members of the organisation, commitment, enforcement and the 
understanding of accrual concepts by top management (Adhikari & Mellemvik, 2011; 
Azmi & Mohamed, 2014; Diamond, 2006) as well as cooperation and coordination. 
Employees’ competencies are very important with the aid of a sound IT system and a 
reliable support system that matches the system with the organisation’s requirements 
(Athukorala & Reid, 2003; Blondy et al., 2013; OECD, 2002). 

KEY RECOMMENDATIONS FOR THE MALAYSIAN PUBLIC SECTOR

The implementation of accrual-based budgeting will vary, characterised by country  
backgrounds,  arrangements, practices, resources and capacity (Athukorala & Reid, 2003). 
The implementation of accrual budgeting necessitates the collaboration of a number of 
factors in order to create the conditions necessary for its introduction and implementation. 
However, many developing countries with their own financial resources cannot 
implement the required reforms.

Carefully Consider Implementation Strategies

Typically, there are two types of implementation models, i.e. the big bang approach 
and the incremental approach. The big bang approach used by the NZ government 
shifted all central government entities to full accrual accounting and budgeting within a 
short period. The advantages of the big bang approach include supporting a standardised 
culture change in government, achieving quick results; and avoiding the risk of 
reversion. On the other hand, the disadvantages include the heavy workload; the 
constraint in time to deal with arising issues; and a possibility that political commitment 
will change (Athukorala & Reid, 2003).   

The alternative to the big bang approach is the incremental approach.  In this approach, 
implementation timings may vary depending on organisation type and size. Most 
countries go with the incremental approach that is, first - introducing double-entry 
bookkeeping; second - gradually identifying and valuing assets; third - gradually improve 
financial reports and finally - prepares accrual-based budgets. The incremental approach 
to accrual-based budgeting could be tested for several years until the introduction. Thus 
issues can be identified and addressed. The cash system can still be maintained in parallel, 
thereby reducing implementation risks. It should be highlighted here that maintaining two 
systems in parallel can be overwhelming in terms of cost, resources and management, 
however, this could be overcome by gradually altering the existing systems (Sweden case). 
The dual system is also confusing and conflicting (Mahadi et al., 2014). Furthermore, 
with the incremental approach, culture change may not take hold and the momentum 
may be lost, especially if the change takes a long time. Quality assurance procedures and 
implementation benchmarks should be included in the implementation strategy as an 
incentive mechanism and encourage competition among departments (Athukorala & Reid, 
2003).
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Intentions and Objectives Must Be Communicated 

Intentions and objectives of the budgetary reform process must be communicated to the 
stakeholders. A wider group will need to be consulted before the implementation 
(Athukorala & Reid, 2003).

The Exercise Should be Part of Broader Reforms
 
Implementing accrual-based budgeting involves a “culture change” in government 
and must be linked to broader public management reforms. The new information that 
accrual-based budgeting brings needs to be used to improve government decision-making 
and be actively promoted to policymakers and senior officials (Athukorala & Reid, 2003). 

A POSSIBLE IMPLEMENTATION APPROACH FOR MALAYSIA

Due to the limitations faced by developing countries, including Malaysia, the big bang 
implementation approach of accrual-based budgeting has to be ruled out. Although 
significant efforts have  been  made  to  improve  basic record keeping  and  cash 
accounting in developing countries, these efforts often failed due to a lack of 
commitment,  capacity  constraints,  complexity  and  strong opposition  from  groups  with  
vested  interests. Therefore, some critics view developing countries using the big bang 
approach in adopting accrual-based  budgeting as unrealistic (Athukorala & Reid, 2003).

In Malaysia, a  phased approach  or an incremental approach would help  to  manage the 
challenges  involved  in  implementing  accrual  budgeting.  In the first phase, we could 
probably select a relatively simple model in our progressive move to accrual budgeting. In 
the first phase, Khan (2013) suggested that accrual budgeting could be applied to financial 
assets and liabilities but maybe not to non-financial assets yet. Another way of using the 
incremental or phased approach is to use the accrual budgeting approach in fiscal 
policy-making and budget planning to address stabilisation issues. However, cash or 
modified cash basis is still applied for budget appropriations because accrual 
appropriations are usually regarded as  part of  a  later or advanced phase (Diamond, 
2006).  

From the experience of early adopters of accrual budgeting, an advanced economy with 
access to the necessary skilled resources  could  probably  implement  accrual  budgeting  
in  two  to  five  years. For instance, in Australia, the decision to implement accrual 
budgeting was made in 1997 and two years after, the first accrual budget was submitted 
to parliament i.e., for the fiscal year 1999/2000. However, countries with only elementary  
systems,  processes  and  limited  access  to skilled resources may need a much longer time 
to adopt such an accrual-based budgeting framework (Khan, 2013). 

Once the decision to adopt accrual budgeting is made, preparation is required, which 
includes:

 • reviewing existing systems, arrangements and capacity; 
 • developing an implementation strategy and project plan; 
 • developing a communication/education strategy; 
 • developing a training/capacity enhancement strategy and plan; 
 • establishing project teams; agreeing to accounting policies and reporting 
  formats;
 • identifying accounting information system requirements and designing 
  quality assurance processes (Athukorala & Reid, 2003).
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Malaysia should adopt accrual budgeting in a realistic and practical manner, based 
on available resources and capacity. This is why this study supports a step-by-step 
approach or incremental approach. Understanding Malaysia’s underlying political, 
administrative culture and institutions as well as the role of political and managerial 
leadership is important in successfully implementing reforms.
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