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Abstract

The study objectively reports the findings on a questionnaire survey when examining the factors affecting Malaysian
Private Entity Reporting Standard (MPERS) compliance in Malaysia by small and medium enterprises (SMESs). The
study is based on a professional accountant questionnaire survey involving a sample of 176 respondents who are
currently involved in the implementation of MPERS. The result reveals that the main factors affecting the SMEs'
compliance with MPERS were the legal limitations and requirements. The study also finds that the perception, size
of entities, management and accounting skills of the external user, and consideration of costs and benefits, have little
impact on MPERS compliance. Furthermore, the study contributes to the literature of the financial reporting standard
for SMEs by providing empirical from Malaysia's local context that uses MPERS and how the theses affect reporting
practices. To adopt the 'true and fair view' financial reporting standard when explaining the firm's financial
performance and financial position, this study should be the interest of regulatory authority, standard setters, and
owners of SMEs themselves.
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1. Introduction

Small and medium enterprises (SMEs) in Malaysia adopting the Malaysian Private Entity Reporting Standard
(MPERS) from 1st January 2016. This is a new version of the Financial Statements Reporting Guideline as
previously outdated as the Private Entity Reporting Standard (PERS) provides a new alternative standard to make
SMEs in Malaysia more attractive to foreign investors. Therefore, given the significant role of small and
medium-sized enterprises (SMESs) in economic development, a private entity would benefit from a quantum leap in
matching its financial reporting with current global financial reporting, in addition to other advantages such as
standardized treatment and presentation, accounting policy choices and less rule-based specifications (Salin, 2017).

To date, little academic research regarding the implementation of MPERS and the challenges it poses to reporting
entities has been published. Jamil et al. (2020) found that the market, especially small and medium-sized enterprise
owners, does not have enough time to make for adoption until it becomes mandatory. It creates therefore difficulties
in avoiding the penalties for any incompliance. Aziz et al. (2019), on the other hand, explored the readiness of
accounting practitioners to implement MPERS. The result suggests the accounting practitioners are in favor of
MPERS implementation. This is also supported by the result that the accountants or auditors have recognized the
need to adopt MPERS, while the long-term benefits or results of compliance with MPERS remain unclear (Aziz et
al., 2019).

This study aims to examine factors influencing compliance of SMEs with MPERS in the setting in Malaysia. The
study is a survey questionnaire of accounting practitioners working with small and medium-sized companies. An
analysis of the empirical evidence finds that the legal restrictions were the key factor affecting SME compliance with
MPERS. The study also reveals that the perception, size of entities, management and accounting skills of the external
user, and consideration of costs and benefits, have little impact on MPERS compliance.

The paper is laid out as follows. Section 2 discusses a literature review of related studies. Section 3 sets out the
context of the Malaysian study and the development of MPERS. Then the following section describes the research
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methodology used in this study. Section 4 presents the results and the discussion and finally, Section 5 concludes the
paper with some conclusions and recommendations for future research.

2. Literature Review

Historically, during July 2009 the International Accounting Standards Board (IASB) published the International
Financial Reporting Standard (IFRS) for SMEs. ldeally, the published standard is to ensure that SMEs have a
globally comparable universal standard, and that reporting quality can be recognized internationally (Weaver and
Woods, 2005). Furthermore, there are still many debates in the literature that discuss financial reporting purposely to
cater to the financial information needed by external users (Holmes et al., 1991, Eierle, 2005, and Williams & Tower,
1998). According to the study conducted by Knutson and Wichmann (1984), the underpinnings of the debate
highlighted that shareholders and also the financial institution demand the same degree of protection when encounter
with small and medium enterprises as they experience with larger enterprises, particularly those that fall within the
publicly listed companies.

Therefore, given the importance of IFRS for SMEs, the IASB claims that implementation IFRS for SMEs improves
access to international financing by harmonizing financial reporting (IASB, 2009a). This is significant as more than
95% of business worldwide represent SMEs and account for more than 65% of employment (IASB, 2017).This
reflects that SMEs are making a huge contribution to many countries in terms of job creation, technological
advancement, and economic output (Pais and Bonito, 2018). In the Asia Pacific, for example, SMEs have become the
largest employer contributing to the countries * economic output (APEC, 2016). Similarly, SMEs account for about
99.8 percent of non-financial companies in the European context and develop 57.4 percent of value-added (European
Commission, 2016).

However, due to the complexity of current reporting requirements and the high cost of compliance, the current IFRS
reporting framework creates challenges for SMEs (Koppeschaar, 2012; Albu et al., 2014; Kaya and Koch, 2015).
Small businesses generally consist of only a few staff members with very limited financial expertise and ultimately
lead to limited resources. They must therefore incur additional costs to comply with the IFRS requirements which
demand technical skills and extensive disclosure for the purposes of reporting.

Overall, previous studies also reveal that the implementation of IFRS for SMEs has brought different arguments,
particularly against differential reporting, cost-benefit factor, and standard-related issues of recognition and
measurement (Perera and Chand, 2015). For 1ASB, the main objective of introducing the IFRS for SMEs is to
improve the usefulness of the decision and to reduce the information asymmetry for SMEs across the region.
Similarly, few other factors that influence the adoption of IFRS for SMEs, such as the study conducted by Pais and
Bonito (2018), IFRS for SMEs are more likely to be implemented by countries with a common law system. This is
because the fact that adoption can reduce the cost of developing its own financial accounting standard. The
relationship could also be influenced by other factors such as foreign aid, education level, and quality of the national
financial accounting standards.

Despite numerous studies conducted on IFRS adoption problems for small businesses, the compliance factors also
need to be considered as important tools for adopting the standard. The increasing complexity of the global business
phenomena has likely led to more stringent reporting requirements and costs (Perera and Chand, 2015; Pais and
Bonito, 2018 and Thi et al., 2020). Compliance with the accounting standard has become prominent for SMEs to
adhere to as the international regulatory matter has been recognized. This can differentiate the reporting segment
particularly with the reporting and auditing requirement between small and large entities (Kaya and Koch, 2015).

In recognition of the benefits of the reporting standard for SMEs, Malaysia has adopted the IFRS for SMEs, namely
MPERS, which corresponds to local needs that can provide users with more relevant and useful information (MASB
2016). The current study is motivated by Salin (2017) findings highlighting the benefits and challenges of
implementing MPERS, which among them, the owners of small and medium-sized enterprises do not have enough
time to make the necessary preparations before adoption is compulsory. It is hoped that this study will also be able to
identify MPERS’s compliance factor to ensure SMEs do not have uncertainty about adhering to this new regulatory
setting.

In addition, as mentioned by Jamil et al. (2020), MPERS can be a benchmark of financial reporting across ASEAN
religions in the SMEs finance reporting debate that is currently taking place in several countries due to a similar
market setting and climate. It can also be used as kick-start for cooperation with MPERS, to go globally and across
ASEAN. Furthermore, one of the significant key impact or changes of MPERS is concept of undue cost or effort
exemption. According to Tong (2014), numerous measurement exemptions were given in the original MPERS based
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on under-cost or effort. But there was no explanation for the concept of "undue cost or effort." The amended MPERS
in 2015 clarifies that it depends on the specific circumstances of the entity and on the management's judgement of the
costs and benefits of applying that requirement to consider whether obtaining or determining the information
necessary to fulfil a requirement would involve undue costs or effort. Similarly, Aziz et al. (2018) mentioned that this
judgement requires consideration of how not that information having could affect the economic decisions of those
who are expected to use the financial statements. The exemption is included in a study by Jamil et al. (2020) report to
assist first time adoption companies and is not deliberately defined under MPERS. The exemption provides that an
entity does not need to comply with certain MPERS requirements if compliance results in undue management costs
or effort. This is specific to the circumstances of the entity and will involve the judgement of the management in
evaluating the costs and benefits. The concept of 'undue cost or effort' was also introduced by MPERS, whereby an
asset or liability is exempt from applying the fair value method should there be undue costs or effort during the
valuation process (MIA, 2018).

As a result, all private entities are required to apply MPERS starting 1st January 2016, therefore management needs
to define the gap and examine the implications to ensure a smooth transition into the new framework. It will lead to
convergence and comparability of local business with foreign business by having Malaysian own version of the
standard called MPERS. Hence, the comparability and consistency of the financial statements of local SMEs firms is
seen to be improved. In addition, one significant motivation is that MPERS adoption studies are still very infant in
Malaysia. Therefore, the compliance factor issuing individual financial reporting is important to study. Subsequently,
it is also an important contribution to the study to highlight the factors that could impact the country-level
compliance of MPERS as the MPERS is unique to SMEs, hence the contribution of the institutional characteristics of
countries could become an important issue to study.

2.1 The Context of the Study: Malaysia

In Malaysia, with few amendments, adopting MPERS according to the global IFRS standard for SMEs. For example,
there are few changes related to the Private Entities Section One, Consolidated and Separate Financial Statements
Section Nine, and Specialized Activities Section Thirty-Four. Ideally, the changes were made to meet the global
requirement and increase the visibility of the performance of SMEs in Malaysia to be comparable with others.
Furthermore, the purpose of enhanced SME reporting is reducing the complexity of the standards and therefore
reporting can be informative for users and other stakeholders (Salin, 2017; Jamil et al. 2020).

Migration to the new MPERS has become mandatory by 1% January 2016 and those involving the private entities. In
Malaysia, the definition of private entities is a private company that enforces the Securities Commission and Central
Bank of Malaysia, incorporated under the 1965 Companies Act, and not under the jurisdiction of the law. Similarly,
this particular entity is not a subsidiary or associate or jointly controlled by the entity requiring the Securities
Commission and the Central Bank of Malaysia to submit financial statements (MASB, 2014).

Compliance issues may become significant compared with PERS to be explored. MPERS implementation restricts
accounting policy and thus may create dilemmas in the process of complying with the standard for some companies.
Aziz et al. (2018) highlighted in the dilemma would affect those involved with companies involved in Construction
and Property Development as, from a technical perspective, the method of borrowing costs should be treated as
expenses rather than capitalization. Besides, companies with intangible assets need to recognize their asset's finite
life and amortize the assets over 10 years. Similarly, in the case of plantation entities, they are required to measure
their biological assets at fair value, creating additional costs in valuing those assets for them (Sia et al., 2018).

At this point, although the accounting professional bodies also discussed MPERS in many seminars or workshops,
yet very little detail on the compliance factor has been explored. Only a few studies conducted on MPERS readiness,
cost, and benefits yet very limited empirical evidence on the compliance factor (Aziz et al., 2018, and Salin, 2017).

3. Research Methodology
3.1 Data Collection and Analyses

The current study uses a quantitative method to examine compliance factors on the Malaysian SMEs' implementation
of MPERS. According to Dillman (2000), the survey method is adequate to test characteristic and sociological
variables on the empirical evidence. The study developed the hypotheses and used the variables that should be
included in the survey. Furthermore, the survey had been distributed to nearly 200 accounting practitioners directly
involved in the implementation of MPERS. Of the 200 respondents, however, only 176 respond fully to the surveys.
According to the study conducted by Barker and Noonan (1996), it was stated that the best indication for
understanding the standards compliance issues is through those directly involved with the standard. The survey was
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therefore suitable and fits the accounting practitioners who work with SMEs and directly involve the implementation
of MPERS.

The collection of data contained handing out the questionnaire around July to October 2019 to the respondents.
Analysis of quantitative data was carried out based on data collected from the questionnaire. In order to examine the
factors of compliance with the implementation of MPERS, a coding process was also conducted. Two sections
consisted of the investigative instrument. In the first section, subjects were required to provide demographic
information such as gender, level of formal education, experience level, and firm details. The second section
consisted of five compliance factor variables for small and medium-sized enterprises, each of which dealt with
different aspects of MPERS in Malaysia. The respondents will be asked to state their degree of agreement or
disagreement with each of those statements on a five-point Likert scale. The statements were developed by academic
and professional literature, based on criticism and comments on MPERS for SMEs.

3.2 Hypothesis Development

The study attempts to provide answers to one major research question: what factors influence compliance with
MPERS SMEs in Malaysia? There are about five factors based on the literature review that might influence
compliance with accounting standards, including legal limitation and requirement, the perception of the external user,
the stakeholder's demand to improve the information quality of SME reporting, the size of business entities, the
consideration of costs and benefits and management and accounting abilities. Following Creswell (2003), the study
constructs null-alternative hypotheses of the factors mentioned earlier:

H1. HO: There is no relation between legal restrictions and requirements for SMEs to comply with the
implementation of MPERS.

This hypothesis relating to the idea of legal limitation and requirement can create complexity for SMEs to comply
with the MPERS. In Malaysia, the use of IFRS for SMEs has been widely applied but MPERS ideally fits local
business demand and updates the standard following the changes in this current business environment. MPERS's
infancy, however, leads to the question of how compliance with the legal requirement might affect SMEs.

H2.HO: There is no relation between the perceptions of the external user that SMEs comply with the implementation
of MPERS.

The financial accounting information that reported from internal and external parties in the financial statements
mainly to serve the needs of the users. This hypothesis assumes that external users such as accounting practitioners
such as tax agents or the perception of auditors do not affect SMEs' compliance with the implementation of MPERS.

H3.HO: There is no relationship between the size of the entities and SMEs that comply with the implementation of
MPERS.

The MPERS is designed to increase the global comparability of the financial statements and this hypothesis,
therefore, assumes that MPERS that fits the local standard or setting following the IFRS can be compared without
taking into account the size.

H4.HO: There is no relation between the SMEs' consideration of costs and benefits with the implementation of
MPERS.

This hypothesis assumes that among the preparers there is still a lack of awareness of cost and benefit consideration
and therefore the costs and benefits were not well researched as regards standard implementation. Therefore, the
consideration of costs and benefits may not be an important compliance factor for the business.

H5.HO: There is no relationship between the management and accounting skills on SME compliance with the
implementation of MPERS.

The evidence from prior literature has resulted in a lack of management and accounting expertise having a negative
effect on the preparation of financial statement. Therefore, if it does not follow the proper standard as highlighted by
the regulator it could directly affect the statement. This hypothesis was therefore constructed to analyses the findings
regarding the implementation of MPERS.

4. Results
4.1 Compliance Factors of MPERS Implementation by SMEs in Malaysia

Following the suggested literature, the current study adopted a list of five factors that may affect the implementation
of MPERS. The respondents were asked how they viewed the significance of the five factors that could affect their
reporting practises including:
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1) Legal restriction and requirements (LEGAL)

2) External user’s perceptions (EXUSER)

3) Size of entities (SIZE)

4) Cost and benefits consideration (COSTBENEFIT)
5) Management and Accounting Skills (SKILLS)

These are all the factors stated in the survey questionnaire that the respondents were to answer. The results are
presented in Table 1. Table 1 shows that size of entities among small and medium-sized enterprises was not the main
factor of compliance with MPERS. This is consistent with Nijam's study (2016), which stated that the size of entities
was the most significant factor related to volunteer adoption. Since MPERS has become compulsory, other factors
are therefore more relevant to the standard in terms of its compliance.

In various notes, the respondents perceived legal restriction and requirements as the principal motivation or factor for
MPERS compliance. Compared to other factors, the highest mean of 3.955 indicates that the accounting regulations
perceived by the respondents influence the acceptance and compliance of the national accounting standards. The
division of legal systems into common law and code law is understandable, and this is the factor that affects the
standard of accounting (Doupnik and Slater, 1995). The system of common law is created on the basis of the local
context in which it can fit the national users' demands. Consequently, the result is consistent with the outcomes of
Felski (2015), Kolsi and Zehri (2013, and Pais and Bonito (2018), in which it was stressed that the common law
system could influence the adoption of the reporting standard.

On the other hand, management and accounting skills tend to have less effect on the factor of SMEs in Malaysia
complying with MPERS. Similarly, the consideration of costs and benefits also does not become a stronger factor
affecting standards compliance. In the case of SMEs in Malaysia, for example, the SME Corp is one of the
institutions that provide guidance, training, business consultancy, and financial support to SMEs in Malaysia. This
external guidance could therefore reduce their complexity in complying with the standard and in keeping with the
result indicating that the skills have less effect on compliance.

Table 1. Compliance factors of MPERS implementation by SMEs

Factors Min Max Mean SD

Legal restriction and requirements 1 5 3.955  0.5638
External user’s perceptions 1 5 3.841  0.7362
Management and Accounting Skills 1 5 3.835  0.7936
Cost and Benefits of Consideration 1 5 3.716  0.6837
Size of entities 1 5 3571  0.7763

Accordingly, the Chi-square tests included independent variables to investigate the relationship between the variables
and the dependent variables in terms of their compliance with the MPERS (COMPLY) in responding to the study
objective which is to investigate factors affecting MPERS compliance by SMEs in Malaysia's setting. The findings
below are set out in Table 2.

The result below shows some significant association on the factors that affect SMEs in Malaysia complying with
MPERS. These findings can be used to dismiss or support the hypotheses that this study has developed. The results
of the hypothesis presented in Table 3 which show whether the null hypotheses was accepted or rejected. The results
in Table 2 highlighted that legal restrictions and requirements are significantly linked to SMEs complying with the
MPERS standard, as the p-value is 0.003. The result is in agreement with Salin finding (2017) in which it emphasizes
that MPERS has been designed to fit the local context which is the setting of Malaysia, thus creating certainty for the
business to be compatible with the large entities, particularly in terms of measurement, recognition, and judgment, by
complying with the standard.
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Table 2. Compliance factors of MPERS implementation by SMEs: Chi-Square Tests

Factors Variable Pearson df Asymp.sign
Chi-Square (2-sided)
value

Legal restriction and requirements LEGAL 70.617 9 0.003*

External user’s perceptions EXUSER 48.055 9 0.161

Management and Accounting Skills SKILLS 19.400 9 0.203

Cost and Benefits of Consideration COST BENEFIT 30.932 9 0.179

Size of entities SIZE 26.013 9 0.051

Notes: * The results are significant at 0.05

Table 3 shows that while other hypotheses had been accepted, only H1 was rejected. From the analysis, the main
factor affecting SME compliance with MPERS implementation has been the legal restriction and requirements.
MPERS ideally developed to improve the reporting quality of small entities, thus by complying with the standard, if
the financial statements is audited by third parties, such as public accounting firms, the truthfulness of the accounting
measures and the information will increase. It will thus protect stakeholder interest and boost their confidence in the
SMEs' reputation and performance (Jais et al., 2016 and Pais and Bonito, 2018).

The study also reveals that the perception, size of entities, management and accounting skills of the external user, and
consideration of costs and benefits, have little impact on MPERS compliance. This indicates by the Chi-square test
results that there is no association between the above-mentioned factors with SMES' compliance with MPERS
implementation.

Table 3. Hypotheses on the compliance factors of SMEs with the MPERS implementation

Hypotheses Null hypotheses (HO) Accepted or Rejected
H1 There is no relationship between legal restriction and compliance Rejected
requirements for SMEs with the MPERS implementation.
H2 There is no relationship between the external user'’s perceptions of Accepted
SMEs compliance with the MPERS implementation.
H3 There is no relationship between the size of the entities and compliance  Accepted
by SMEs with the MPERS implementation.
H4 There is no relationship between the cost and benefits consideration by ~ Accepted
the SMEs with the MPERS implementation.
H5 There is no relationship between the management and accounting skills ~ Accepted

for SMEs compliance with the MPERS implementation

5. Discussion and Conclusion

This study aims objectively to investigate factors affecting MPERS compliance by SMEs in the setting of Malaysia.
The survey questionnaire was distributed to accounting practitioners experiencing the implementation of MPERS
which has been applied since 1st January 2016. From the analyses carried out, the study found that the legal
constraint and requirements have become the main drivers of MPERS compliance. In other words, following the
legal restrictions and requirements, it is necessary to ensure that small entities are prepared to move forward to
expand their business and be listed on the stock exchange with more stringent rules and rules. Having said that, the
SMEs can adopt the more difficult and complicated financial reporting standard for the listed companies by
following the strict requirements. It is expected that the findings of this study would match the financial statement to
the international standard, so it is expected that SMEs will perceive benefits from MPERS compliance to enhance
their international collaboration and cooperation.

However, the current study has some limitations, as the context cannot be generalized as MPERS fits only in the
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environment of Malaysia. But maybe it could be an example of the other Asian region since the business's law
system and culture are more or less similar. Additionally, this study is based on the instrument of the survey
questionnaire. More need for in-depth analysis and interviews to justify and verify the findings. To overcome these
limitations, future research would be conducted. This research aims to assist the standard-setter, the business owners,
and regulators of SMEs in identifying the gaps in reporting practices so that stakeholders can perceive the benefits of
adopting reports.
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