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"Transition towards Accrual Accounting”

The Malaysian Government intends to improve public
service delivery and accountability through the
adoption of International Public Sector Accounting
Standards (IPSAS) of full accrual accounting



What is Accrual Accounting?

! memol O| accounLng Mal recognizes exXpenses

when incurred and revenue when earned rather
than when payment is made or received.
Cash Accounting which is currently being practiced
by the Malaysian government is done completely




Why Accrual Accounting ?

)
Key Benefits

1) The quality of financial management
can be greatly improved

3) More efficient and effective use of
resources Accrual
Accounting

Cash
Accounting

5) Useful in evaluating a government’s
performance in terms of its service
costs, efficiency and accomplishments




e Information on assets and liabilities is not available.

e Impact of consumption of stock of net assets held by
government is not known.

e Cash accounting focuses solely on the cash flows of the
current period.

o Accountabilii:}y of government for use of its resources
becomes difficult.

 Reporting of receipts and payments in great detail may
lead to problems in understanding the information.

e There is no system of reporting of contingent liabilities
which may have significant impact on future revenues.

e Matching of costs and benefits is not possible.



Complete Audit Trail and
Superior Access Control

Online Approval for PO and

Full integration between Invoice for better check and
the Purchasing and balance

Financial system

gnline \LVetb Por.tgl User Online Requisition

Check and
Commitment

3 Ways Matching for
better internal control

Central Repository for
Stock ltems and use
of MRP for accurate
replenishment for
Systematic Ageing of
Debtors and Vendors
Ageing for each ministry

Future capability in asset Enable Depreciation of Assets
tagging and barcoding in a systematic and periodic

Central Repository

Online and Timely
Realtime Reporting

Asset Register

Periodic Allocation of
cost for better and

accurate cross-charge

and cost distribution manner




The redesigning of the Chart of Accounts.

Collecting accurate information on Capital Assets and their
value.

Establishing long-term liabilities.
Recognizing and accounting for Government’s receivables

Drafting new legislation and standards for the accrual
budgeting system.

Reporting debt and debt management.

Intensive training for users of the system at all levels of
Government; that is, political, legislative and the Public
Sector.

The acceptance of the new system by users



MALAYSIAN SCENARIO
Implementation Structure

The implementation structure is divided into 4 key aspects of:
1.Standards and accounting policies

2.Laws and regulation 4. People

ECONOMICQ

TRANSFORMATION
PROGRAMME

3. Process and Technology

The first 2 aspects set the platform in which accrual accounting should operate. The last 2

aspects are the enabling levers to operate accrual accounting.

( Mapped existing financial statements to \
IPSAS requirements

e Gap analysis of 31 IPSAS standards covering
disclosure of financial statements

e Map out Federal government financial

statements including items of assets and Laws
liabilities in the balance sheet as well as S d d
items of revenue and expenditure tandards
« Identify governance structure of standards | & Policies
setting 1
\ ) Regulations
* Project management — Identify the Process
core team structure and resource plans d
e Capacity building — Identify human an
resource needs for 15 Non-SADs to SAD Tech nology

and Human Resources Development
for the 4,365 responsibility centres
(22,000 persons)

e Effective communication through
konline publications and circulars.

¢ |dentify relevant legislations for
review including Federal
Constitution, Financial Procedures
Act 1957, Development Fund Act
1966, Loan Acts, Housing Loan Fund
Act 1971.

e Liaise with AG Chambers for advice

(-Gaps analysis of system & processes\
— Existing vs new requirement

e Drawn up system architecture for
both cash and accrual system

* Developed implementation
roadmap

e Solution landscape — a single

platform with centralize database

J

As of April 1, 2011
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JANM’s core applications

- GFMAS

Current System and Process Overview

m—

Government Financial and
Management Accounting System
used in AOs and HO for financial
planning, budget control and
Government accounting
combining accounting functions
including payments, receipts,
remuneration control, unclaimed
monies, government loans, loans
and advance payments,
investments and preparation of

' | 1.1 A N
LIIC FUDIIC ACCOTITITS,

- eSPKB

Electronic Budget Planning and
Control System used in RCs for
budget and expenditure control
and monitoring.
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- eTerimaa
Electronic Ferimaan to facilitate

and standardize Government’s
collection and accounting process
in the RCs and accounts

€@ Wwaran Peruntukan
Pesanan

»

/

€ Baucar Bayaran

eSPKB

©® Baucar Jurnal

-\ © Penyata Pemungut
@ Perubahan Gaji

. @ Penerimaan Bayaran
eTerimaan
€) Penyata Pemungut




Operating in a distributed environment with each of
the 36 AO’s/ SADs (25 AGOs and 11 SADs) running its
[CT operations.

The RCs will capture their transactions into eSPKB of
the respective AOs. The eSPKB data is then transferred
to GFMAS via Enterprise Application Integration (EAI)
to GFMAS database in each AGOs /SADs.

Business
Intelligence

The-GFMAS data-in-the-AGOs/SADs-isthen-------------- A_£
consolidated to the central database in the HO via S
Application Link Enabling (ALE).

The 36 AGOs/SADs are connected to the HO via“
JAN*NET running on IPVPN WAN technology with

eSPKB/
eTerimaan

integration | HEwmIS

j— | /-1—»‘

XxmMe

aPanciehan

External
bandwidth Varylng from 256 Kbps to 1 Mbps and DSL 36 AOs current landscape Syt
lines as backu . :
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o . . MOVING FORWARD

Distributed Processing and Disparate Systems ‘~ . .

* Interface between eSPKB, GFMAS and external system \

. Redunilalnqél of data and work process (eSPKl)3 running on java's A

& Oracle and GFMAS running on SAP & DB2

High maintenance 1GFMAS

 Software and hardware license a sin gle inte grated

* Preventive and curative maintenance on the infrastructure b .

. bDuplicatiO? 01;1 work eg backup centrahzed
Exorbitant cost for hot DRC .
Difficulty in developing expertise environment
Inconsistency of data
RCs document status is not real time
Reconciliation of data o .

SYSTEM DEVELOPMENT
STRATEGY

OPERATIONAL
FRAMEWORK

* Address transitional period of full accrual reporting
i implementation and audit requirement Stage Revenues Assets Liabilities Contingent
Accrual +  Accommodate transition of possible legislation o [LEn
Reporting drafting Liabilities

Capabilities ] ]
Use current SAP systemto reduce risk in data Financial Balance of Public Burmwmgs Not
migration and lessen change management process Asls Payments Receipts Transferred To Development Fund  Guarantees
Single AG Leverage current GFMAS functionalities assets & Housing Loan Fund
‘System Enable accrual accounting business processing QUSINg Loan run
Enable business process reengineeringin , ,
System conjunction with accrual implementation All Expenseson All Revenues e Balance of Public Borrowings Not
Approaches {;“ﬁ;‘;‘%igf&g{g}fega‘fse rship Stage | accrual basis on acerual - Transferred To Development Fund ~ Guarantees
(lan12014)  (Assetsnot basis + Receivables & Housing Loan Fund
_ Enhance data interity capitalized) 4 Payables
Centralised Faster data processing
System Reduce maintenance cost All Revenues
Online and real-time by ministries reporting All exnlicit
Upgrad N e All Assets All Liabilities can’tinp ent
pgrade . i ionaliti . .
e Added and improved functionalities (Jan 12015 accrual basis hasis g

47t * Continuous support at relatively lower cost liahilities
ECC6.0 +  Leverage associated technology capabilities I
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roposed System Architecture

L RSSO g
Officers Centralized infrastructure by

Transaction, Non-electronic Document, Inquiry, Accounting Information leveraging on new technologies
for cost effectiveness and
efficient maintenance and

Single Sign-on business continuiyProposals
External Svstems 1) Centralized System
Production « Enhance GL & SL
| |Outcome Base functions
General Asset Pavroll hu Budgeting » Single system for RCs &
Ledger Accounting Y ~ ICertification AOs functions
o » Cash and accrual basis of
= Authority )
Accounts Cost Business t accounting
2 > leenk « Financial statement by
2 an Ministry
Accounts , 2) 1Gov*Net as Network
Receivabl» ru Bulk Payments infrastructure for RCs
Systems + Redundant lines from

— _ multi providers to
1GFMAS "’Jj B mitigate downtime

A 3) Sstandardized interface
"’D Portal (ePayslip, data description (IDD) and
eMaklum) eenhanced public sector

‘ data dictionary (DDSA)

: — |Others
Disaster Recovery Center :jj (Gov & Non Gov) W
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roposed S stem Infrastructure

About 50,000 government
users at 4,000 RCs will be

<

AOs/SADs involved in this initiative RCCC
Users encompassing 25 Ministries, ers
177 Departments and V
/,,—----m{’AGO—S"\’ ~~~~~~~ A
A
DRC = —»__ 1Gov*Net . = —
Consolidated t \
¢ One System |
» Single Database £ ntegratlon
Centralized —> ‘E
. Repo

Environment

Leverage new

technology

» Virtualization

» Fail-over

* Load Balancing

High Availability

Servi
Desl\

R& Business Financial
oll ‘ntelligence System

Database

External System$
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ntegration — The Way Forward

A
I

MOVING FORWARD
- Standard IDD for interface

=40 O -DDSA
) . - Syndication with external systems owners
- | - Generic Financial Document
e ' - Revisit on AP56 & AP58a
‘ - Syndication with MAMPU on 1Gov*Net
Grant Accounting - Revisit business process (Refer to
Appendix C)

JANM Systems ©

GFMAS

Recognition of cash and accrual accounting . eSPKB _
eTerimaan Integrate Function R
Budgetary Accrual P\
Ledger Ledger —
Budget External Systems -
Sistem Integrate Function I

Pengurusan Aset

Integrate Function

Costing Systems

Collection Interface by
Systems Collector Statement

AP & AR Interface by AR & AP
Systems information

Interface by
Debtor information

Billing Systems

Interface by General Warrant

OBB




Risk

Change Management
* Resistance to change
Transitions from Cash to Accrual accounting.

Initial lack of awareness in accrual accounting — benefits and costs, policies and standards

Inadequate skill competency

Risk of flaws in system integration
* project management
* competent systems integrator
* technology platform

Incomplete account of assets
* accuracy of costs of fixed asset
* data gathering

Slow or failure to access 1IGFMAS which is built on a single and centralized database system

Slow or fail to access 1GFMAS due to the network problem

Failure to establish interfacing with external systems within specified time period




