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Abstract
The development of any accounting system requioesideration of the underlying purpose of that exystin
Nigeria, government accounting processes have beeducted within the general framework of the pples
of fund accounting but the application of thesegiples to financial reporting has been a majotlehge. This
study examined the implications of adoption of tntdional Public Sector Accounting Standards (IPS#Sthe
quality of financial reporting of public sector amjsations in Nigeria. Primary source of data wapleyed.
Chi-square test and Kruskal Wallis test were emgdioyrindings from the study showed that adoptiolP&AS
would increase the level of reliance on the finahceporting of public sector organisations in Nige In
addition, it was found that applying IPSAS to pabtiector financial reporting would make the reswolts
financial reporting of public sector organisatimmsnparable. It was concluded that IPSASs have ¢kengial to
give a better financial integrity assurance. Thelgtrecommended reforms in public financial manageinand
strengthening of Legislative capacity to balance @&xecutive power. Therefore, the adoption of IPSAS
expected to influence the operating proceduregemarting practices of public sector organisationsigeria.
Keywords: Accounting System, IPSAS, Financial Integrity, Aaotability, Reporting

1. Introduction

The rate of change affecting the world of publictee managers show no sign of slowing down espgaidth
apparent shrink in geographical boundaries amotignsaof the world. Because of this, governmentsssthe
world are constantly searching for ways to imprther public financial management systems. Hertds,sine
qua non for public sector managers to harness fipertunities of globalisation such as access terfattional
finance, collaboration, international markets farngestic products and grants. To harness the abibvg,
paramount to evolve uniform standards of finanoégdorting unlike in the previous years when natiohshe
world had only been concerned in setting financggdorting standards in their own defined territeri@he
uniform standards will provide a framework that Iwguide the preparation and presentation of fingnci
statements to ensure that such statements are ebemzive and present the same information to globals
(Alan and Susan, 2007).

Prior to the public financial management refornmsyegnment operations were derived from a cash-begeld

of expenditure control and reporting. In 2010, Hegleral Executive Council of Nigeria approved ttemion of
the International public Sector Accounting Standa(lPSAS) and business-style accounting througlioet
public sector. The roadmap for the adoption of IBS#\in phases as follows; full adoption of IPSASIt basis

in 2014 and full adoption of IPSAS accrual basighweffect from 2016. The international Public secto
Accounting Standards govern the accounting by pubéctor entities, with the exception of Government
Business Enterprises. GBEs apply International riiisd Reporting Standards (IFRSs) issued by the
International Accounting Standards Board (IASB).alde (2003) noted that International Public Sector
Accounting Standards (IPSAS) is at present thelfpoat of global revolution in government accougfiin
response to calls for greater government finaratabuntability and transparency. The Public secbonprises
entities or organizations that implement publicippothrough the provision of services and the reithigtion of
income and wealth, with both activities supporteainty by compulsory tax or levies on other secessoted
by Kara (2012). Public sector accounting is a syst process which gathers, records, classifies and
summarizes as reports the financial events exigtinige public or government sector as financiatlesnhents and
interprets as required by accountability and finanizansparency to provide information to usersoagted to
public institutions(ICA-Ghana, 2010).

Nigeria, a leading African nation with the poputetiof over 150 million people and a foremost Orgation of
the Petroleum Exporting Countries (OPEC) membeth wipublic sector dominated economy, has idedtifie
need to consider the value proposition of the IP@A8 implement it in order to remain relevant (ijeo &
Oghoghomeh, 2014). However, government interventifmlowing the global financial crisis in the paite
sector have increased many governments’ exposurksiebt levels. Hence, decision-making is gettiagdér,
especially if the view of what is “sustainable”d#ficult to see. The focus on the private sectohiige when
failure occurs and therefore accounting, audit, eambrting standards are set at a high level agorausly
enforced (ljeoma & Oghoghomeh, 2014). Timely, cleard open annual financial statements play a faignt
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role in the accountability of governments to theitizens and their elected representatives. Thiewndial
statements are prepared on a cash basis or somgioraiof an accrual basis of accounting. The bienef
achieving consistent and comparable financial mfafon across jurisdictions are very important and
International Public Sector Accounting Standar@S@AS) have been established by the IPSAS Boarskistan
that endeavour (Stephen et al, 2012). Rose-Ackerh@89) noted that in the light of the pervasivenaad
severity of government corruption in many develgpoountries, financial integrity assurance is digaily
important function of their government accountiggtems.
In modern democratic governance, the basic obgstivsed in assessing the performance of publiorsect
organizations are financial objective, public ol and growth objective. While the financial otijge is
concerned with the ability of the government to tiibe needs and aspirations of taxpayers, publjectize
focuses on meeting the demands of the citizeney ithose within and outside the tax bracket), &edgrowth
objective is tailored towards improvement in ecoiomperformance and international relations (Okoye &
Oghaghomeh, 2011). The need for unified standamtienthe IPSAS Board to develop IPSAS for publicsec
financial reporting. While the commercial entitie@rld over are moving towards IFRS, governments are
harmonizing with IPSAS.
1.1 Statement of Problem
The development of any accounting system requiogsideration of the fundamental purpose of thatesys
The nature of government accounting has the purpbsketermining how much money was received and its
sources, how much was spent and for what purposdstle financial obligations accrued (ljeoma &
Oghoghomeh, 2014). Profit is not the major focusike the private sector, which has profit as thienp focus
and determines the profit of the business overvargiperiod. Hence, many factors influence governmen
accounting such as the role of government in tfferdnt fields like the armed forces, health andaadion and
the policies set by government to achieve its atipins and goals. In Nigeria, government accounpirngesses
have been conducted within the general frameworthefprinciples of fund accounting but the applmatof
these principles to financial reporting has beenagor challenge. Government is significantly diffiet from a
business, and the purpose of governmental accqudiffers significantly. This raised many questiorfative
to the quality and relevance of the reports preghared published by public organisations espectakyFederal
Ministries, Departments and Agencies. Among thesestions are; do the financial statements of MD#s i
Nigeria reveal the true and fair view of their fircéal performance and position? How can the quadity
financial reporting of MDAs in Nigeria be improvedfbw transparent and accountable are MDAs withnetga
to resources allocated to them?
1.2 Research Objectives
Following the Federal Executive Council's approgélthe adoption of IPSAS from year 2014, the folilogv
objectives are set for this study:
« To examine the implications of adoption of IPSAStlea reliability of IPSAS-based financial reporting
with a view to establish the relevance of IPSA$h® financial reporting of public sector organisas
in Nigeria.
e To ascertain the extent to which IPSAS-based atdrasis promote efficient and effective financial
reporting of public sector organisations compareash basis
e To ascertain the contribution of adoption/applizatof IPSAS in enhancing comparability (Internal &
external) of financial statements of public sectigyanisations in Nigeria.
1.4 Research Hypotheses
To achieve the objective of this study, the follogihypotheses are stated in their null form:
Hol: The adoption of IPSAS will not significantly irase the level of reliance on financial reportirig
public sector organisations in Nigeria.
Ho2: The adoption of IPSAS-based Accrual system mdlt significantly promote efficient and effective
financial reporting of public sector organisatiandNigeria.
Ho3: The application of IPSAS in public sector finahcreporting will not significantly enhance
comparability of financial statements of public tee®@rganisations in Nigeria.
1.6 Scope of Study
This research work on the adoption of IPSAS andahality of public sector financial reporting foeas on
adoption of accrual-based IPSASs. The IPSASB degel®®SASs, which apply to the accrual basis of
accounting and those that apply to the cash bds&caounting. The IPSASs are designed to applyheo t
general-purpose financial statements of all pubkctor entities. This study focused on the apptinabf
IPSAS-based accrual basis of accounting to thenfilah reporting of Federal Ministries, Departmeatsd
Agencies in Nigeria. The study comprises all FeldelaAs not classified as Government Business Emisep
(GBE) because IPSAS do not apply to such (IPSAS-3&007).
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2. Review of Related Literature

There are two basic accounting methods used tordete when and how to report income and expensésein
books: cash method and accrual method. These neettiffer only in the timing of when transactionsgluding
sales and purchases are accounted to accountsufadand Alexandra, 2005). Under the cash methodmia is
not accounted until cash is actually received, expenses are not accounted until actually paid.eUtite cash
basis, revenues and expenses are recognized wiherepigis made or received (Adriana and Alexandd@52.
They further asserted that under the accrual metadisactions are accounted when the order is ntlaglétem
is delivered, or the services occur, regardlesstadn the money for them (receivables) is receivedaid. In
other words, income is accounted when the salerscand expenses are accounted when the goodsvirese
are received. Since in the history of accountiregethave been periods when one or the other melinoéchated
clearly. Cletus and Tennyson (2011) reported thatprovide a proper perspective of the two basis of
accounting, a comparative analysis based on egilterature is made as follows:

i. Recognition of Total Liabilities: Liabilities are obligations owed. The basis of gmment accounting
should provide relevant and accurate informatiooualgovernments’ liabilities. Under the cash basis
of accounting, no liabilities are recognized. Capamntly, the deficit in one period may increase enor
than the other periods (Langendijik, 1990). Formepke, Zik (1997) reported that in the late 1980s,
Canada’s federal and provincial governments hadiraatated more than $30 billion unrecorded
employee pension liabilities. However, the accrbakis shows hidden liabilities and forces the
government entities to show huge deficits in gomental funds.

ii. Revenue Recognition: Under the cash basis of accounting, the revenilesnly be recognized in the
financial statements in the period in which casheteived. However, the cash receipts do not make
distinction between current receipts and capitatifgs (Okoye and Oghoghomeh, 2011). However,
under accrual basis, the recognition of revenuesdgsired at the time when they are earned, and the
receipts occur when revenues are collected. Thieneraof revenue recognition presents better
financial information (Saleh, 2007).

iii. Recognition of Total Cost of Goods and Services Provided: The use of cash-based accounting system
makes no difference between expenditures and disments, and generally no distinction between
current and capital expenditure. Capital purchemes treated in the same manner as personnel
expenses with no recognition that they are prodedtr years. As a result, there is little inceatto
use current capital assets efficiently.

iv. Disclosure of Stock Value: Cash-based accounting system does not preseninatfon regarding the
value of stocks consumed during the fiscal yeaherclosing stocks. This is because the accouats ar
not concerned with recording the usage; they atteeraconcerned with the cash outflow paid for
purchases. Consequently, there are no stock adjnsmstock valuation, and stock measurement.
Hence, the real value of the stock is not known thrglis turn gives rise to the appearance of sgver
problems such as carrying cost problem; freezirgy ghblic money, opportunity costs of public
capital. Therefore, the absence of useful accognitifiormation regarding stocks would result in
finding it difficult to take the right decision (Eah, 2007).

v. Accountability and Transparency: Information on period revenues and expenses terg assets and
liabilities, receivables and payables, value otks$p total cost of series provided are essential fo
efficient financial reporting. Ozugbo (2009) assdhat accountability and transparency in the dse o
taxpayers’ money is assured in accrual basis ofwatng and it is difficult to be achieved in cash
accounting system.

2.1 Public Financial Reporting

Government accounting refers to a government'snfifed information systems and financial disclosure
practices. Public sector accounting used to bera neeord keeping of budget execution (Bergmanf920T he
accounting system is a critical institutional irsiraicture but not often visible until it fails. Efftive government
accounting makes it possible to manage the govertisnénances smoothly and provides audit trailptevent

and detect financial misconduct (Chan, 2006). Agport function, accounting does not have valdiés own,

and does not decide the allocation. Neverthelessg dhese decisions are made, the accounting system
implements the critical function of following theomey. By providing information serving internal ¢a,
audit, and public revenues and expenses managethentaccounting ensures that resources are used for
intended purposes (Chan, 2006). According to Onze@008), the basis of accounting is a set of raled
principles that determine the recognition of exgsnand revenues in exchange transactions. Char6)(200
reported that Government accounting refers to aegouent’s financial information systems and finahci
disclosure practices. Since it is costly everywher@roduce and disseminate information, governméengall
types of political systems lack the economic incestto do so. However, some political systemstexereater
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demand for government accountability and transparéman others do; for example, representative demoies
are more demanding than authoritarian and totaitgoolitical systems.

In the early 1990s, New Zealand’s shift to accraedounting serves as a model for the UK to folldwe
United Kingdom has adopted accrual accounting atabency level and is looking to produce aggregate
consolidated financial statements. It plans to gregonsolidated financial statements in a stagadner. By
the turn of the millennium, New Zealand had became of the countries with the most extensive setcafual
accounting disclosures (Piana and Torres, 2003gwAother governments have subsequently agreedlltwf
this path, but an increasing number are adoptippleey of ‘wait and see’. The International Fedaratof
Accountants IFAC) by the Public Sector Committee developed Intéonat Public Sector Accounting
Standards (IPSAS). The IFAC has been encouragingrgments and other public sector entities to adugt
accrual basis of accounting for their general-paepfinancial statements. In recent years, the IPBA&&d has
made considerable progress in developing a sewaotlards for public sector financial reporting be tccrual
basis of accounting and other guidance for pubdicta entities but IFAC-PSC has no power to require
compliance with IPSAS (Benito, 2007). By Februa@l2, the IPSAS Board has issued 31 standards). The
rising importance of financial accounting in thebjici sector, as epitomized by the emergence ofRISAS on
the world scene, reflects the belief in the powkolmgjective financial record keeping, which haseeedited
with inducing business-like behaviour. The prometiaf accountability through greater transparenchjctv
accountants traditionally call “foil disclosure, ian explicitly stated goal of IPSAS. In particul#PSAS
emphasizes the accountability of government taeits, voters, their representatives, and the pybH&C,
2003).The IPSASB acknowledges the right of govemmsiand national standard-setters to establishuaticg
standards and guidelines for financial reportinghieir jurisdictions. Some sovereign governments @ational
standard-setters have already developed accoustamglards that apply to governments and publicosect
entities within their jurisdiction. IPSAS may assisich standard-setters in the development of namdards or

in the revision of existing standards in order ¢tmtcibute to greater comparability. IPSAS are k& be of
considerable use to jurisdictions that have notdgateloped accounting standards for governmentspahbtic
sector entities. Standing alone, neither the IPSA®B the accounting profession has the power taireq
compliance with IPSAS (IPSAS-Board, 2007).

To ensure that Nigeria remains relevant in the tpwii nations and operates a uniform system of agtiog,

the Federal executive Council (FEC) on 28th Jult®@pproved that Nigeria adopts the provisionshef t
International Financial Reporting Standards (IFRSJ International Public Sector Accounting Standard
(IPSAS) for private and Public Sectors respectiva@ly successfully draw up the process for the adopaf
IPSAS; the Federation Account Allocation CommitiAAC) at its meeting of 13th June 2011 set up a
Technical Sub-Committee on Roadmap for the Adopibi? SAS in Nigeria, (FAAC, 2013).

3. Material and M ethodology

This study focused on all Federal MDAs in Nigerighe population of this study comprised accounting
professionals in all the Federal MDAs in NigerideTelements of the population consist of accoustamternal
auditors, cash officers, as well as external auslito MDAs. The study population is consideredtéirand 152
respondents were selected from fifteen (15) MDA amo (2) Auditing firms. The sample size used hist
study was divided into two: sample size of MDAs asaimple size of the respondents for questionnaires
administration. Consequently, judgemental sampteahnique was used for sample size of MDAs whilke th
sample size of respondents was drawn scientificll$5% confidence level using Yamane (1967) foanul
Hence, primary source of data collection was engdojor data generation. It is the only method ofada
collection employed in this study. SPSS (versiopdpplication was used to analyse the data tha¢ gathered

in the course of this study. The following statiatitools were used; Chi-square test, Krustal Waéist and
descriptive analysis.

4. Analysisand Result
4.1 Kruskal-Wallis Test on the Impact of adoption of IPSAS on the level of reliance on public sector financial
reporting in Nigeria.
Hol: The adoption of IPSAS will not significantly ir@se the level of reliance on financial reportiigublic
sector organisations in Nigeria.
Decision Rule: Accept Hif p-value > significance level, Reject Hi p-value < significance level.
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Table 1 Ranks

Option N Mean Rank
NS 5 8.6
SD 5 3.3
Responses D > 121
A 5 20.9
SA 5 20.1
Total 25
Key: SA= Strongly Agree, A= Agree, D= Disagree, SDro8gly Disagree,
NS= Not Sure
Table2 Test Statistics*”
Response
Chi-Square 21.25
df 4
Asymp. Sig. 0

a. Kruskal-Walllis Test; b. Grouping Variable: Optio

4.2 Chi-Square Test on the benefit of adoption of IPSAS-Based Accrual systemin promoting efficient and
Hq2: The adoption of IPSAS-based Accrual system matl significantly promote efficient and effective
financial reporting of public sector organisatiandNigeria.

Decision Rule: Accept H if p-value > significance level, Reject Hl p-value < significance level.

Table3 Chi-Square Test Result

Question

ltems Strongly Agree  Agree Disagree Strongly Disagree  Not Sure Total

sa 45 62 2 1 0 110
41.0 64.4 3.8 0.6 0.2
0.39 0.09 0.85 0.27 0.20

30 47 61 1 1 0 110
41.0 64.4 3.8 0.6 0.2
0.88 0.18 2.06 0.27 0.20

3 36 70 3 1 0 110
41.0 64.4 3.8 0.6 0.2
0.61 0.49 0.17 0.27 0.20

3d 40 67 3 0 0 110
41.0 64.4 3.8 0.6 0.2
0.02 0.10 0.17 0.60 0.20

3e 37 62 10 0 1 110
41.0 64.4 3.8 0.6 0.2
0.39 0.09 10.12 0.60 3.20

Total 205 322 19 3 1 550

Chi-square=0.39 + 0.09 + 0.85 + 0.27 + 0.20 + 0.88 + 0.18 + 2.06 + 0.27 + 0.20 + 0.61 + 0.49 + 0.17 + 0.27 +
0.20+0.02 +0.10 + 0.17 + 0.60 + 0.20 + 0.39 + 0.09 + 10.12 + 0.60 + 3.20 = 22.61, DF = 16, P-value = 0.00
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4.3 Kruskal-Wallis Test on the Impact of application of IPSASin enhancing comparability of financial
statements of public sector organisationsin Nigeria.

Ho3: The application of IPSAS in public sector fineheceporting will not significantly enhance comphility
of financial statements of public sector organ@aiin Nigeria.

Decision Rule: Accept Hif p-value > significance level, Reject Hip-value < significance level.

Table4 Ranks
Option N M ean Rank
NS 5 8.50
SD 5 5.00
Responses D S 1050
A 5 23.00
SA 5 18.00
Total 25
Key: SA= Strongly Agree, A= Agree, D= Disagree, SDroSgly Disagree,
NS= Not Sure
Table5 Test Statistics *°
Response
Chi-Square 20.078
df 4
Asymp. Sig. 0

a. Kruskal-Wallis Test; b.Grouping Variable: Option

Per centage Responses on Compar ability of
IPSAS-Based GPFS
45 46

@ Percentage
Responses on
Comparability
of IPSAS-based
GPFSs in
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Figure 1. Percentage Distribution of Responsesamgrability of IPSAS-Based GPFS
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Figure 2. Percentage Distribution of Respoasellational/International Comparability of IPSAS<gd
Financial Information

5. Discussion
Table 3 showed the frequency distribution of questila to 1e used for testing hypothesis one. &beltrof
analysis displayed in Table 4 revealed that moghefrespondents agreed that the adoption of IPS8&Sd
increase the level of reliance on public sectaariitial reporting in Nigeria since the highest mBamk of 21.0
was obtained for Agreed. In addition, the Chi-Squaseasure obtained was 20.58 and a correspondiatyp-
of 0.0003, which falls on the rejection region loé thypothesis. Hence, the null hypothesis was tegjeand the
alternative accepted since the p-value= 0.0093<0.05, at 95% confidence interval. Result of gsialin Table
6 showed that most of the respondents agreedribaadoption of IPSAS-Based Accrual system wouldebien
public sector organisations in Nigeria since thiom total weight of 322 for option “Agree” was @bged to
be the highest weight followed by weight of 205 égtion “Strongly Agree.” In addition, it was obsged that
the adoption of IPSAS would greatly benefit pulsictor organisations in Nigeria since the Chi-Sgumaeasure
obtained at 5% (0.05) significance level is given22.61 and a p-value of less than 0.001, whids i the
rejection region of the hypothesis. Therefore, rib# hypothesis, which says that the adoption GAB-Based
Accrual system will not benefit public sector orgations in Nigeria, was rejected since the p-vauess than
the 0.05 level of significance employed in the gsial that is equivalent to 95% confidence intervable 7
showed the frequency distribution of questionsaldd used for testing hypothesis three. The redudnalysis
displayed in Table 8 revealed that most of theardpnts agreed that the application of IPSAS inipwector
financial reporting would enhance both internal axternal comparability of financial statementspaiblic
sector organisations in Nigeria since the highesamRank of 23.0 was obtained for Agree. In addljticom the
result displayed in Table 9, the Chi-Square meashbtained was 20.078 and a corresponding p-val@=080,
which falls on the rejection region of the hypotikeslence, the null hypothesis was rejected sihegptvalue =
0.000<0 = 0.05, assuming a 95% confidence interval. Tasult implies that applying IPSAS to public sector
financial reporting will make the results of finaaictransactions over a particular period priorated after
IPSAS adoption of a particular public sector orgation as well as other similar organisations caatigla.
Figure 1 showed that majority (91% i.e. additionstongly agree and agree) of the respondentsvieetleat
adoption of IPSAS-based standards will enable tmaparability of GPFSs and this will in turn enharibe
level of reliance on public sector financial refpagtsystem in Nigeria. In addition, Figure 2 showdt almost
all the respondents claim that adoption of IPSASIldi@nhance national/international comparabilitfioéncial
information, while only some respondents claimdteowise. This implies that largest percentage @) .6f the
study population accepted that adopting busingde-stporting in public sector would enhance corapdity of
financial information internationally.

5. Conclusions

This study examined the implications of adoptiorirdérnational Public Sector Accounting Standal&®SAS)
on the quality of financial reporting of public $@corganisations in Nigeria. From the findingstioé study, it
was observed that adoption of IPSAS is expectemhdrease the level of reliance on public sectoariirial
reporting in Nigeria. It was established that IPS#sed standards will enable the provision of moganimgful
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information for decision makers and improve theliqpaf financial reporting system in Nigeria. Inldition, it
was found that the accrual-based IPSAS has thealtéo give a better financial integrity assurarmompared

to cash or modified cash based accounting. Thereftre study affirmed that with IPSAS, budget and
accounting categories at the national level couddbeha common set of classifications that conform to
international standards that facilitate policy gs& and promote accountability.

From the result and findings of the present study,recommend that Nigerian government should implgm
practical and adequate reforms in public sector agament to transfer to the accrual basis of acomynt
feasibly. Therefore, Nigerian government needarprove the existing financial management mecharaach
policy to enable the implementation of accrual-basecounting. In addition, there is need to traghtgualified
and professional accountants as well as buildirdy dgveloping accounting information system togethi¢h
information technology. Finally, since the finarai@porting system in Nigeria will improve with tlagloption

of accrual based IPSA standards and the implenentaf IPSAS in the operation and procedures oflipub
sector organisation will be beneficial in termsaotountability and transparency, the researchemeawends the
adoption of International Public Sector AccountBtgndards.
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