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Abstract

Purpose: This paper aims to identify the prerequisites as well as the issues 
and challenges in implementing the accrual basis International Public Sector 
Accounting Standards (IPSAS).

Methodology/Approach: Using the archival approach, this paper presents   
a review of past studies and published information on the issues and 
challenges faced by various developing countries in adopting IPSAS.

Findings: The challenges faced by countries in adopting IPSAS can be 
classified into three categories: (1) Resources which include a lack of 
competent accounting and finance staff, and a lack of IT facilities and IT 
support; (2) Accounting and reporting issues related to difficulties in the 
recognition and measurement of assets, liabilities, revenue and expenses; and 
(3) Top management commitment in ensuring succesful change management
programmes.

Research Limitations/Implications: This paper outlines the results of 
the preliminary phase, i.e., a review of previous studies, before a study to 
examine the issues and challenges in the adoption of accrual accounting 
and the Malaysian Public Sector Accounting Standards (MPSAS) in state 
governments in Malaysia is undertaken. Thus, the discussion in this paper is 
limited to the issues and challenges in adopting IPSAS.

This article is part of a research on Implementation of Accrual Accounting in the Malaysian State Governments, 
supported by the Accountant General’s Department of Malaysia through Geran Penyelidikan Perakaunan dan 
Kewangan Sektor Awam Bil. 1 Tahun 2021 (JANM.IPNCPD.100-3/3/2 Jld. 2(4)).
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Practical Implications: This study shall provide guidelines for Malaysian 
state governments in promoting successful implementation of MPSAS.

Originality/Value: This paper provides the basis for the next phase of the 
study on state governments which includes questionnaire surveys and 
interviews.

Keywords: Accrual accounting, IPSAS, MPSAS, public sector, developing 
countries.

Introduction

In 2010, the Malaysian government introduced the New Economic Model (NEM) 2011-               
2020 with the objectives of producing “high skill human capital, efficient public services, 
reinvigorated private sector and equal opportunity for all Malaysian” (National Economic 
Advisory Council, 2010, p. iii). One of the strategic reform initiatives (SRIs) under the NEM  
aimed to strengthen the public sector (SRI 4) through several policy measures. Accrual 
accounting is one of the policy measures for the transformation with the focus on facilitating 
asset-liability management in the public sector. As many of the government’s assets and 
liabilities are long term in nature involving very significant amounts, good asset-liability 
management is important for public finance sustainability. A study conducted by Isa, Saleh 
and Abu Hasan (2013) on the move towards accrual accounting identified factors such as 
strong support from top management, availability of hardware, readiness of accounting 
systems, sufficient accounting skills as being among the key success factors. The study 
also documented the need for enhanced awareness among all the staff and for detailed 
action plans to be prepared for each organisation. Several initiatives have been undertaken 
to facilitate accrual accounting implementation in Malaysia since 2011. These included 
establishing a Government Accounting Standards Advisory Committee (GASAC) to look into 
existing policies, standards, laws and regulations; conducting a gap fit analysis to plan for 
effective process and technology; and training to build human resource capacity (IFAC, 2013).

Based on the outcome of the Strategic Reform Initiatives related to Public Finance, the 
government of Malaysia decided to adopt accrual accounting for the federal government in 
2011, with full implementation targeted for the year 2015. State governments were expected to 
implement accrual accounting after the federal government had done so, with the initial target 
set for the year 2016. However, the full implementation including producing accrual based 
financial statements had been postponed several times, one of the reasons being the delay in 
tabling and getting Parliament approval on the amendments to the Federal Constitution and 
the Financial Procedure Act (1957). If the amendments to the relevant acts are passed by the 
Parliament in 2021, the federal government is expected to publish accrual based financial 
statements in 2022, with the state governments following suit in 2023.

Countries that move from cash to accrual accounting are expected to adopt accrual-based 
accounting standards such as IPSAS. There are three different ways in which IPSAS can 


