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ABSTRACT

Luder's Financial Management Reform Process Mdi#?2) is used to analyse and explain
the context of the accounting reform process at dbetral government of Malta, thus
introducing Malta in the field of Comparative Imational Governmental Accounting
Research (CIGAR). Organisational Theory that unelerthis model is referred to when
discussing its limitations. The qualitative resé@ancethodology required a set of interviews

with actors involved in the reform process, supgabtty documentary research.

The governmental accounting reform process in Madtadescribed in two phases: the
environment of the first phase is assessed as coa@io change; in the second phase,
stronger forces at macro level reduced this comgness. The long-winding reforms at
central government level in Malta may only be ilnsbecause once the statistical reporting
requirements for Eurostat were achieved, the refooncept changed. The findings confirm

the centrality of the budget in government accagti

The decision by the Maltese Government to adomriational Public Sector Accounting
Standards (IPSAS) does not appear to be well-iréddriand appears based on the quest for
credibility. The objective of the European UnionJ)s interest in IPSAS is also questioned
since these financial reporting standards do ne¢ @iudgeting particular importance, and

reporting to the EU by member states is alreadgnbarsed through the ESA95.
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CHAPTER 1: INTRODUCTION

1 COMPARATIVE INTERNATIONAL GOVERNMENTAL ACCOUNTING

RESEARCH
The Comparative International Governmental AccountiResearch (CIGAR) Network
started around 1987 from the idea of studying guwents through the eyes of accountants
(Jones, 1991). Governmental accounting in many tci@sns not mainstream accounting and
there are various ways of how an accounting andyétady system can be designed (Jage
al., 2011). This research field developed, therefame, the concept that governmental
accounting systems of different countries are wartbwing about for their own sake, and
that sharing this knowledge enhances compreher(Smmes, 1991). CIGAR stimulated an
international exchange of ideas and discussiors#arch methods and results. Public sector
accounting is firmly embedded in the political, eomic, legal and social contexts in which it
Is practiced, even more so than business accou(lorgeet al, 2011). This resulted in the

underlying literature to consist mainly in a setotintry studies (Jorgs al, 2011).

CIGAR literature reveals that governments have dadlgi used some form of cash-based
budgetary accounting system. Such systems were implemented or audited by
professionally-qualified accountants (Jones, 201Tla¢ influence of professional accounting
bodies, which mainly constitute business accoustdms been increasing since the 1970s,
resulting in a focus on extending the cash-basedumting to some form of accrual-based
accounting, with more emphasis on financial acdogntand reporting that dominates

business accounting, with the attendant typicalfimadions (Jones, 2011a). Jones (2011a)



refers to the formation of the Governmental AccouniStandards Board (GASB) in the US
in 1984, and the attempt to extend internationahloaisation in the form of the International
Public Sector Accounting Standards Board (IPSA®B)0Q04. In spite of this, it is normal for
a national government to make its own accountinicies in the process of carrying out
some form of changes to its accounting system ¢oramodate accrual accounting practices

(Jones, 2011a).

CIGAR also reveals that the traditional cash-bdsetfetary accounting system has persisted
amidst attempts by governments to 'modernise’ simounting systems (Jonesal, 2013)

in order to perhaps meet private sector profeskierpectations. Accounting reforms are
undertaken by governments to introduce some formcofual accounting system as an add-
on to the traditional cash-based budgetary accoginglystem and not as a replacement
(Blondal; 2003; Montesinos, 2005; Paulsson, 2006; Gerss$ Soverchia, 2011; Jonesal,
2013). This is due to the centrality of the budgedll governments (Jones, 2011a). The term
accountability for a national government takes aliffi@rent meaning than for a business, due
to the political, economic, legal and social cotdgxand thus, perhaps, even the required

accounting and reporting:

The budget is the lifeblood of the government fit@ncial reflection of what the
Government does or intends to @a/ildavsky, 1984:128)

National governments are unique institutions evetwben themselves due to the various
relations that may exist between their legislatuesgcutives and judiciaries; resulting in the
budget within each national government setting deehits own rules and conventions, and

thus its own consequent accounting (Jaetes., 2013).



The unigueness of national governments and thertiaupce of the budget are considerations
that are largely absent from the dominant formdirdncial reporting as presented by the
accountancy profession. Jonest al. (2013) also draw attention to certain literatuhatt
perhaps does not emphasise the importance of tligebuwhen addressing national
government accounting reformsccording to Jonest al (2013), this may be acceptable in
studies concerning lower-level governments wheeertie of the budget is not so formal and

central, but at national level, such literature ldaweed to be used with care.

Luder and Jones (2003) is an exemplar of a CIGARysthat includes national government
accounting and budgeting. Referred to as the E@8&®& study, it includes nine country
studies based on the same format that discussesntuand proposed budgeting and
accounting technique, governmental structure, lefgjainework and the roles of the
accounting profession and standard-setting bodié& EuroCIGAR study uses Luder's
Financial Management Reform (FMR) Process ModeDZX(o analyse and explain the
context of the reforms from traditional cash-babedgetary accounting systems to accrual-
based systems in each of the nine countries, éergh the reforms are incomplete or merely

proposed.

Luder's FMR Process Model (2002) is described amradigm for CIGAR (Chart al,

1996a) and has been applied and studied in vadontexts. In spite of its limitations, the
model instigated a spate of country studies thatritmute to the underlying CIGAR literature.
The model is criticised for not providing an ex@#don of the content of government

accounting (Jorgeet al, 2011). In view of the unigueness of the natufenational

! For example, Guthrie (1998) and Monsen (2008).
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governments as institutions, this appears to batleer far-fetched expectation from any
model. Twenty five years of CIGAR reveals fundanagdifferences in traditional cash-based
budgetary accounting systems due to the variousalsdegal, political and economic

contexts. It also reveals that there appears tmdeonsensus as to what any accounting

reforms embracing some form of accrual accountiayikl actually be (Jones al, 2013).

The divergence of theory and practice within antiveen countries is also identified by an
early survey of the literature on accrual-basedrrefby Caperchione (2000), that also raises
issues concerning harmonisation within the Europkkon (EU), and emphasises the

importance of governance that should be integnatddn any technical accounting reform.

2 THE MALTESE CONTEXT

This study concerns the accounting reforms in #rdral government of Malta. The objective
of this study is to introduce Malta in the field GIGAR. The central government of Malta
uses the traditional budget-oriented cash-basesuatiog system, and like other countries in
CIGAR studies, the Maltese central government ighe process of change to a more

informative accounting system. This process startd®99 and is still ongoing.

This study is important because, according to #searcher's knowledge, no other research
exists concerning the accounting system of theraegobvernment of Malta and the changes
that it is experiencing. The governmental accognsiystem of Malta is worth knowing for its
own sake, and the dissemination of this knowledgealso enhance the understanding of
government accounting systems of other countrigse@), 1991).
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Malta is an EU member state, and the timing of thiisdy is, therefore, also crucial.
Following the economic crisis, the EU is considgrihe implementation of a standardised
public sector accounting system across all memta¢ess In the context of the diversity of
government accounting systems and accounting refoewealed by CIGAR (Jonex al,
2013), the work being undertaken by the EU appéawsiting to say the least. The task of the
EU Commission is even more breathtaking sincestiheluded the reliability of government
finance statistics in the equation, thus connectjoyernment accounting with national
accounting, and encouraging the study of harmadboisdietween the standards underlying
these two fundamentally different reporting systeffise impression is being given that
accrual accounting and standardisation will leadbédter governance. In the process, it
appears that the centrality of budgets and budgeiarounting for governments is not being

given due importance.

Luder and Jones' (2003) EuroCIGAR study is used gaide for extracting and presenting
the findings concerning the current and proposedgéting and accounting techniques,
governmental structure, legal framework and thegobf the accounting profession and
standard-setting bodies in the Maltese contexts Btudy also uses Luder's FMR Process
Model (2002) to analyse and explain the contexthefreforms from traditional cash-based
budgetary accounting systems to accrual-basedmgste Malta, thus enhancing the utility

and contribution of this study to CIGAR.

Malta has always had strong links with Europe, Wagk before EU membership. The legal

structure is Continental European, while the adstiation of the country and the fiscal



legislation of the Central Government have beeneritdd from colonial times. The
underlying financial legislation were designed aitih Colonial Regulations with emphasis

on budget preparation, budgetary accounting antt@on

The so-called 'development decades’ from 1959 &9 Kaw the government venturing into
various types of legal and organisational strustumth the public sector growing into a
heterogeneous and economically influential ingotut The constitutional crisis of the 1980s,
and the government's determination to apply fornegsnbership, led the politicians to require
extensive reforms in the public service. The refostarted in 1990, with the Public Service
Reform Commission (PSRC) suggesting decentralisatéind delegation of authority for

better administration, and efficient and effectuablic services (PSRC, 1989). One of the
pillars of public administration reform was the imapement in the financial management of

the government, including the adoption of moderpaating methodologies.

Local Government was set up in 1993, and soon, afes was required to implement an
accrual accounting methodology as used by the fgrisactor. New government entities were
also required to implement such accounting metlagdolfrom the outset. The central
government procrastinates. The findings of thislgtxeveal that while accounting reform at
this level is paid its due lip service, there appda be a reluctance to actually implement
such reforms. Government auditing, both internal erternal, evolved over time and now
adheres to international standards, but govern@esdunting and reporting appears to have

frozen in the colonial era.



The Ministry of Finance set up the Accrual AccongtiTask Force in 1999 with the remit to
take all necessary measures to implement an acae@unting system for the central
government. The project of this Task Force was dgl multi-pronged, including the
specifications for an appropriate computerised aoting system; the required revisions to
the financial management legislation; and the fdatn of accrual accounting standards for
government. It was decided from the outset thatctsh-based budgetary accounting system

will be retained, and that any accrual-based rampwtill be an add-on.

While accounting standards for the Government olftdighe Malta Government Accounting
Standards [MGAS]) were designed, the findings shbat work on the legislation lagged
behind. Since 2002, in the absence of a new competeaccounting system that can handle
accrual accounting, the Treasury has been compitiabaccrual-based financial statements
by integrating accrual data collected from the d@pents with the cash-based data generated
from the accounting system. These financial statesnare neither published nor audited, but
the Treasury persists in preparing them and regjinihe data, in anticipation of the
implementation of accrual accounting in central ggowment, as preparation of the opening

balances that would be required.

Malta became an EU member state in 2004 and jalme&urozone in 2008. The accrual data
collected from the departments is also required tha preparation of statistical reports
prepared according to National Accounting standafde findings reveal that once EU
reporting requirements were achieved, the accogmaforms stalled. Effectively, the reform

concept appears to have changed from implementifudl accrual accounting system to a



hybrid system that satisfies EU reporting requiretsie from being managerial-driven to

being more accountability-driven.

The organisation structure to carry out the reforsng place but is not functioning. In the
meantime, a decision was taken in 2011 to adogrrational Public Sector Accounting
Standards (IPSAS). This decision was taken on ¥keoé the EU's official demonstration of
its interest in IPSAS for all member states. Allbbe smallest member state, Malta has to
abide by all the requirements of EU membership.ilddhresources of a small administration
would necessarily lead to prioritisation. It apsetirat the Maltese authorities have now taken

the stance to await further directions from theligfore proceeding with any further changes.

3 RESEARCH OBJECTIVES

The basic research question of this study is tbhe ‘and why' of accounting reforms being
carried out by the central government of Malta. €hmeumstances leading to the adoption of
IPSAS will also be analysed, together with the eption of national accounting versus

government accounting.

This one-country study contributes towards CIGARhegding to the suggestion of Chetn
al. (1996) for CIGAR to pay more attention to contéhat is, the governmental accounting
system itself), the process of innovating, anditbernational diffusion of innovations. It will,
in particular, answer to Luder’s call for scholdes conduct studies which are analytical

exploratory, conceptual and explanatory (Chan, 20B&hough not a comparative study,



there is global interest in government accountefgrms, and the model used, that is, Lider’s

FMR Model (2002), has been derived from explicingarative research.

Using Luder's FMR Model (2002) focuses the reseaochnswer the following questions on

central government accounting reforms in Malta:

What are the factors or variables underlying thenge process while it takes place?
Who are the main actors effecting and/or affectirgchange process?

How are the reforms being implemented?

vV V VYV V¥V

What is the combined effect of these factors? Ry treate the right environment for

the government to successfully achieve the antietbeeforms?

The decision taken in 2011, by the Ministry of Fio@, to adopt IPSAS in full adds another
dimension to the study. The empirical data alseaéssthe importance given to statistical
reports of national accounting by practitionerse Tiicreased interest in IPSAS being shown
by the EU for government accounting of the memlpates makes these issues current and

relevant, thus adding the following objectivesths tstudy:

What are the underlying factors that have led éodécision to adopt IPSAS?
Why IPSAS and not some other accounting standards?

How will this decision to adopt IPSAS affect theagnting reform process?

YV V V 'V

Why is the EU considering IPSAS for its memberestand what may be the possible

outcome of this interest?



» What are the perceptions regarding the differemsg®/een national accounting and
government accounting, and how are such perceptadfecting the accounting

reform?

As the literature review in Chapter 3 describegjdrts FMR Model (2002) has changed and
developed over time as it has been applied by waniesearchers in different contexts. In his
current research, Lider is considering revisingntioelel to a more simplified version (Luder,
2013). This study applies the more recent publishexsion of the model in a different
context, namely, the central government of MaltiierAdescribing the factors constituting the
variables as they exist in the Maltese contextcthreduciveness to accounting reforms of the

environment created are assessed.

The feedback loops designed in the Model prove wesful to explain the slow reforms
happening in Malta, in particular, the apparentngeain trend in 2004. Moreover, by
referring back to organisational theory that underthe Model, the research discusses the
criticism of the Model in that it does not expldire reason why the contents of government
accounting are what they are, and why the conteateme what they become when they
change (Jorget al, 2011). Another criticism is that it does not ddes the extent of certain
variables and how the variables interact with eattter (Christensen and Yoshimi, 2001;

Jorgeet al, 2011).
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4 LIMITATIONS

The central purpose of research is understandingulentary research and interviews are
the research methods used to surface the dataeddaianswer the research questions. Some
of the findings surfaced by this research are facid thus difficult to misinterpret. Other
findings are opinions and may be subject to differiaterpretations. The analysis of such

findings is, therefore, subjective.

5 OVERVIEW OF THE STUDY

Change is the underlying theme of this study. Hyste a record of events that warrant to be
noted because they imply change. Change in thergaent organisational structure, together
with a change in the environment, lead to a changie meaning of accountability and

transparency requirements. The reforms undertaigendovernment should lead to a change
in the governmental accounting system. The moda & used to assess this process of

change, namely, Luder's FMR Model (2002), hasfitslehnged over time and it still is.

This study is organised in nine chapters, includimg Introduction (Chapter 1), where the
scope of the study and the research objectivegangified, highlighting the contribution of

the study towards CIGAR.

Chapter 2 describes the steps taken in condudimgesearch and the materials used at each
step. A qualitative approach is taken to answer réggearch questions, using a mix of

documentary research and in-depth interviews. Titedying literature is used as a guide to
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prepare the main research tool used for the erapipart of the research. The research
participants are chosen to accommodate the behalivariable as identified by the model

used by the study, namely, Liuder's FMR Model (2002)

Chapter 3 is a review of the pertinent literatuegdating to organisational change and
government accounting reforms. Organisational theoderlies Lider's FMR Model (2002)
that is used for this study, and Institutional Tiyes the branch of organisational theory

which is used to discuss the criticisms of this klod

The findings from the empirical and documentaryeaesh are described over four chapters.
Chapter 4 starts with the historical background deads to the current situation of

government accounting. Chapter 5 presents the ampnand attitudes of the actors involved
in the accounting process regarding the proposéornme Prominence is given to the

Permanent Secretary's position as the main acto. opinions and attitudes of the other
actors may or may not coincide with those of thenfament Secretary, presenting further
debates and highlighting uncertainties. The ideatifon of accounting standards for the
Government of Malta is described in Chapter 6, tlogrewith the increased interest being
shown by the EU in the IPSAS, mainly due to thaurficial crisis. The findings in this chapter

try to establish the effect of these variables s dovernmental accounting reform process.
The findings in Chapter 7 relate to the importagieen to national accounting by the Maltese

authorities and how this is affecting the governtakaccounting reforms.

The findings described in Chapters 4 to 7 provid&adelated to the research questions of this

study as identified in this introductory chaptandahese findings are analysed and discussed
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in Chapter 8, through the lens of the literatungewwed in Chapter 3. Chapter 8 is divided in

five main sections:

1.

The historical background is analysed first, wheeimpact of the traditional paternal
system of government and British Colonial influeraoe current accounting reforms
are analysed,;

The contextual, behavioural and instrumental véemlas described by Luder (2002)
are identified in the Maltese context. Liuder's FMIRdel (2002) is applied and it is
shown that the governmental accounting reform @®de Malta can effectively be
divided into two phases, with the first phase hgwam environment that is conducive
to governmental accounting innovations, while tkeond phase is perhaps not so
conducive;

The decision to adopt the IPSAS is analysed, whitults in highlighting the
superiority of the European System of National Regjional Accounts (ESA95) over
the IPSAS. The availability of the IPSAS and the'€nterest in them appear to
actually act as a deterrent on the accounting mefarMalta. The reasons why the EU
Is showing this interest and the possible outcoméhé form of the European Public
Sector Accounting Standards (EPSAS) are discudsgéther with the expectation
that IPSAS adoption would bring government accountioser to ESA95;

The effect of the ESA95 and national accountingimegnents over the governmental
accounting reforms is then analysed, in particullae, consequences of the limited
reporting entity definition of the ESA95;

Finally, Luder's FMR Model (2002) is re-visited. &leriticisms of the Model are

analysed through the lens of Institutional Thedirys suggested that in the context of
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the accrual accounting reforms in Malta, the Maztlld be three dimensional, with

two interconnected planes being the macro and neicwironments.

Chapter 9 concludes the thesis with a general awrgummarising and highlighting the

main findings and key contributions. The limitatoof the study are pointed out, together

with recommendations and suggestions for futureanes.
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CHAPTER 2: RESEARCH METHODOLOGY

1 INTRODUCTION

This one-country study contributes towards CIGARhegding to the suggestion of Chetn
al. (1996a) for CIGAR to pay more attention to contehe process of innovating, and the

international diffusion of innovations.

According to the researcher's knowledge, no previcesearch exists on this aspect of
government accounting in Malta. The empirical waa§uired by this study has not been done
before. The study is, therefore, both exploratary,order to describe the context, and

explanatory, in that it will try to identify the ¢tors that affect the accounting reform.

The empirical work is divided into two parts. Thest part studies the developments in
government accounting in Malta: the backgroundomstand legislative developments that
make government accounting as it is now. The sepantdinvolves an analytical exploratory

study of the current government accounting situatio

The purpose of this chapter is to identify the wginedl framework used in the study and to

describe the research tools used.
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2 THE ANALYTICAL FRAMEWORK

The objectives of this research are identified hafter one. The basic research question is
the 'how and why' of accounting reforms being eadrout by the Government of Malta. The
circumstances leading to the adoption of IPSAS as® analysed, together with the

perception of national versus government accounting

The type of questions presented by the study recuiqualitative research methodology in
order to be answered since the purpose is to tescanalyse and compare accounting
practices, focusing on a particular context ana théegrating a broader approach (Miles and
Huberman, 1994; Ryaset al, 2002). Qualitative research is grounded in agsoiphical

position which is broadly ‘interpretivist’ in theesse that it is concerned with how the social
world is interpreted, understood, experienced adpced (Mason, 2002:4). Documentary
research and interviews are the research methadstassurface the data required to answer
the research questions. Using a form of themaitadyars, various themes emerged from the
data and these are related to the research questibe empirical data is analysed through the

lens of the theoretical framework developed in GaiaB.

The central purpose of research is understandirigleVdome of the findings surfaced by this
research are factual, other findings may be sultgedifferent interpretations. The analysis of
such findings is, therefore, subject to the intet@iion of the researcher, with the researcher
bearing in mind that the responses of the resgaaciicipants is what they believe or what
they want the researcher to believe. Subjectigitgn integral part of the research due to the

values of the research participants and the relsea(Robson, 2011).
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3 RESEARCHING THE HISTORICAL ASPECT

Theoretically, historical structures are neededexplain the current actions of agents.
Historical structures condition how people act odaualitative research normally includes a
historical part. It is important to be aware of whas happened in the past in order to be in a

position to better understand the present (Field20§5).

Historical data in general can be collected froshaes, books, publications and, if possible,
by interviewing people who were there at the tidwealysing documents is somewhat fraught
with uncertainty because consideration needs t@aken of who wrote them and the context
in which they were written. When using documents rissearch, Prior (2003:26) explains
how important it is to keep in mind the dynamicsadived in the relationships between
production, consumption, and content. This is whyvould be ideal to substantiate or
otherwise the documentary findings with intervies¥gpeople who were present at the time,
and who were actually aware of the phenomena biewestigated. The interviewee may

reveal something totally different from what is tten.

For the historical aspect of this study, howevelisinot feasible or practical to carry out
interviews. After all, even primary sources of dhtave their weaknesses, and just because
someone has witnessed something does not makeittiessV account completely accurate.
The witness might have some particular motive fighlighting certain aspects of his/her

experience rather than others (Gidley, 2004:250).

The historical research work was carried out duthmg period May 2010 to January 2011.

Reference was made to historical literature conogrthe governance of Malta. Appropriate
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authors were chosen, who are well known for thdigehce and neutral political opinions.
This ensured that their literary work is more reliea Their work (Pirotta, 1996; Pirotta and
Warrington, 2001) is valid for the study becauseoiters the same period of interest, that is,
from 180G to the present, and provides a basic knowledgéhefsocial, economic and
political background to the research context. Ftheninformation obtained from this literary
work, it was decided to choose the year 1924 astdnging point for tracing the changes in

legislation relating to government accounting

In order to find the old legislation and subsequdranges, desk research was carried out at
the archives held at the National Library in Vahét Using archives presents its own
particularities. Bearing in mind that archives soeially produced within particular historical
and cultural contexts, attention needs to be padifferent features of the archive, which are,
according to Gidley (2004:260): the technologiescitare used to produce files; the way in

which documents are filed (sterilisation); and wWaey in which bits of files go missing.

Depending on the year of origin, these documemsaailable in paper format (typed or hand
written) and/or on microfiche. The documents onrofiche are not always complete. The
original 1924 legislation was traced; subsequen¢radments; a 'new' 1948 law; the 1962
legislation, with all the amendments up to 2010e TB62 legislation is still in force right up
to this day. These laws lay down the requiremeritggavernment accounting reports,
budgeting and auditing. It is observed that beside®r cosmetic changes, the requirements

remained basically the same over the years. Everottmat of how the law is written and

2 Malta’s history is a saga of different foreign msleThe last ones were the British, who ruled Mélban 1800
right up to 1964, when Malta became an indepenstate.

% Malta obtained its first form of limited self-gavement in 1921. In 1924, Malta formulated its filgeasury
and Audit Act. It was a dyarchical situation, as British still maintained their power to goverre tisland.

* Valletta is the capital city of Malta.
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divided into parts did not change. Over a period48fyears, only two amendments are
relevant for this research: the amendment of 19@Ycerning the National Audit Office
(NAO); and that of 2004, which confers a powerhe Minister of Finance enabling him/her

to perform changes in accounting methodology arigisioe accounting standards.

According to Pirotta (1996) and Pirotta and Wartamg (2001), the financial legislation
enacted over time is practically based on the &ri€olonial Regulations. In order to confirm
this, the Treasurer's Reports before and after 1824 legislation were looked up and
compared. These are published in the Governmenet@aand available at the National
Library. The content was also compared with theenirFinancial Reports prepared by the
Treasury. It was confirmed that, besides minor gean the format and content of the
government financial reports are practically themsaln spite of the fact that Malta has seen
so many changes over the y&atke form of the government reports presentedaiidnent

remain unchanged.

4 RESEARCHING THE PRESENT SITUATION

The government website was gleaned to extractrmdition regarding the structure, functions
and operations of the Ministry of Finance, the Ewog and Investment (MFEY) The

Treasury Department's site is very descriptive ashe accounting system of the central
government, including references to circulars amdctives issued by the Treasury to the

government departments, concerning the accourgiiogm.

® From part of the British Colony, different form$ self-government, an independent state (1964gpablic
(1974), and now (as from 2004) an EU member state.

® As from March 2013, this Ministry has been dividetb two, and the Ministry of Finance is separaterf the
Ministry of Economy and Investment.
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Two informal preliminary interviews with governmeonfficials confirmed that the topic
chosen is current. Reforms are being carried out #e intention is for government
accounting to be based on the business model. &@bearch plan is to first carry out
documentary research to find out what is being domewho are the persons involved. This
will identify the subjects of future in-depth intgws in order to substantiate the findings

from the documents.

According to Richards (2009:20), it is common fogualitative project design to include the
use of multiple sources of data, with the aim dhdging many perspectives to bear on the
question. Scapens (2004:269) calls the processlieicting multiple sources of evidence on a
particular issue aslata triangulation, whereas collecting evidence using different redea

methods could be described ‘agethod triangulation’ The aim of such triangulation is to

gather corroborative evidence, resulting in plalesdand credible findings; that is, increasing
the validity of the findings. Reliability of an ament in recent history is enhanced if

documentary evidence can be triangulated agaiassources (Gidley, 2004:253).

The minutes of two sessions of the Public Acco@asnmittee (PAC) were located after a
search on the Government of Malta portal. Durireséhsessions, held during 2009 and 2010,
the accounting reform process was being discusBédC( 2009; 2010). The PAC is the
scrutinising arm of Parliament, and both the prdoegs of the meetings and minutes are
available to the public. The analysis of these duents identified the participants in the

meetings and their relative importance in the mraf@rocess could be assessed. Information
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concerning the current accounting system and tlaagds that it is experiencing was also

gleaned, providing background knowledge for therwiew process.

The research for the current situation involvesadgathered from documentary research,
corroborated with empirical evidence from in-depiterviews with the actors involved in the
reform, in order to explore and explain the factthiat are affecting the process. The

interviews were held during the period October 2l $eptember 2012.

4.1 The research instrument

The contents of the questionnditesed during the interviews are based on LiiderJanes'
(2003) EuroCIGAR study, with additional emphasis IBISAS adoption. The EuroCIGAR
study has been cited in various literature as plingi a framework for research because it
clarifies what constitutes governmental accountarg how it is to be described. It focuses
on the technical content of the reforms, and adesethe core government (departments)
because peripheral entities normally adopt busimessunting methods, as is the case in
Malta. The content of the questionnaire also coegpavrell with the interview guide as

suggested by Chaet al. (1996a:17-18).

The interview was first tested with one governmafiitial. Certain questions were amended
and new ones introduced. With the help of thisctdfj prospective research participants were

identified, and the parts of the interview that Veble relevant for each participant.

" Appendix A describes the content of the questioena
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The interviews were held at the offices of the gowgent officials. Interviews with non-
government officials were held at their offices.eTinterviews varied in length from one to
two hours, and more than one interview sessionngasssary with some of the officials. The
reason for this is because the interviews were -sémctured using the questionnaire as a
guide. Open-ended questions give the interviewse®pportunity to expound on the subject
according to their knowledge, while at the sameestansure that they are kept focused on the
topic. Qualitative interviews refer to in-depthpsely or semi-structured interviews, and are
often used to encourage an interviewee to talkhgps at some length, about a particular
issue or range of topics (Byrne, 2004). Burges84)1<alls these types of interviews as
‘conversations with a purpadseAll interviews were digitally recorded, and thearefully

translated and transcribed.

4.2 The research participants

The research participants have been carefully ifileshtand selected from the actors involved
in the accounting reform process, in order to cahensively cover the behavioural variable
as identified by Luder's FMR model (2002). The aesk participants chosen are described as
political reform promoters, stakeholders and refainiwers. Sometimes it proved difficult to
identify whether a participant is a stakeholder&form driver. For example, the National
Statistics Office (NSO) is classified as a refornver but the NSO is a stakeholder as well.
The National Audit Office (NAO) has been classifiasl a stakeholder, but it may also be
considered as a reform driver. While Luder's FMRdelo(2002) distinctly describes

stakeholders and reform drivers, such classificatiay not be straightforward in practice.

® Appendix B identifies the research participantd divides them into the three groups.
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The accessibility of the research participantshgyresearcher was facilitated by the fact that
the government official who helped in testing thuestionnaire is a university lecturer as well
and thus a colleague of the researcher. There thvaefore, no problem to make the initial
contact. This government official then identifiether possible research participants. As the
interviews progressed, some research participaletstified other possible participants, and
thus the samplesnowballed (Saunderset al, 2009) to include even retired public service
employees who were actors in the reform processmae time or another. The small size of
the public administration results in the top pulsizvice employees knowing each other on a
first name basis, and this contributed to effectise of the snowball technique, but the
researcher made it a point to contact each resgarticipant herself so as not to compromise

willing participation.

A total of 36 interviews were subsequently planrdtiparticipants were contacted be e-mail
and/or by telephone and were sent a participantrimition sheet. A total of 34ccepted to

take part in the research, out of which, 28 ineams were actually carried dfit

° Each Ministry has a Director for Corporate Sersi(®@CS) or a Director General Finance, who is rasiiie

for the Accounting function at the Ministry, incing the submission of accrual data templates toltieasury.

In October 2011 there were nine ministries. ThemCS were contacted. Only one refused to partieipshe
DCS of the MFEL In July 2012, the number of Miniss were increased to 12. The three new DCS were
contacted and accepted to participate.

The Principal Permanent Secretary, who is the lo¢édalde Civil Service and Secretary to the Cabicktimed
that he was too busy to participate and directeddkearcher to the Permanent Secretary of the MFEI

19 Appendix C contains the interview schedule togethi¢h the codes used in the findings and analysialso
provides hierarchical structures to illustrate ffsition held by each research participant in tbeeghment
structure.
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4.3 Limitations

The following are the circumstances of the sixmitavs that did not happen.

Two Directors for Corporate Services (DCS) had ptamk to participate but then failed to
confirm the meeting for the interview. These twoediors were new appointees following the
July 2012 reshuffle. Since nine other Directors Hae&n interviewed, and the responses
started appearing very similar, it was decided thatas not necessary to pursue these two
directors because the trend of the responses tedicthat further interviews would not

contribute new information.

The ex-Minister of Finance who held office when #ueounting reforms started in 1999, that
is during the first phase of the reforms, was oceth at his office in Brussels, as EU
Commissioner for Health. After accepting to papite, however, certain developméhts

resulted in his termination of office and the cm@iances excluded the possibility of a
meeting with him. The ex-Minister of Finance appetr be the main influential actor who
had started the accounting reforms, and his dmeatives and influence were described by

various other research participants.

' In September 2012, the EU Commissioner for Headtligned following accusations of bribery by OLAF.
This led to a police investigation in Malta, ancearly 2013, the person was recovering in a hdspitarussels.
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The Minister of Finance in the second phase ofabeounting reforms (from 2004) is
political reform promoter. After accepting to paipate in the research, the irview

appointment was cancelled due to political ev'.

Figure 1: The organisatioral structure of the Ministry of Finance

Minister

Parliamentary
Secretary*

Budget The Support
Office Financial Policy Treasury ‘ Services (Others)
Development &
Analysis

Accountant

General

Director Government

Accounting Management

‘ Director Debt ’

*A Parliamentary Secretary was not appointed in Khaistry of Finance under the ne
administrationof March 2013. This strengthens the position of Bregmanent Secretary and
relationship with the Ministe

2 The presentation of the Financial Estimates for32@as delayed. The Financial Estimates were subsequ
not approved by Parliament and a General Electias @alled. The Minister of Finance contested tkeetign
for vice Party Leader and eventually was heavilolned in the ensuing electoral campa
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However, two interviews (totaling four hours) wéred with the Permanent Secretary (PS) of
the MFEI. The position of PS is not a political apgment, but the civil servant is personally
chosen by the Minister, on the basis of competemcemutual trust. The PS at the MFEI is
the Chief Financial Adviser of the Government. Hxédk the top position in the hierarchical
structure of civil servants in the Ministry (refer figure 1); providing advice to the minister
and, at the same time, acting in line with the Sliei's directions. The interview with the PS

is, therefore, taken to reflect the position of Mi@ister of Finance on the subject matter.

The Shadow Minister of Finance had also acceptguhtticipate, but then did not maintain
contact once the Electoral campaign started. Theiays of the Opposition regarding

accounting reforms were still obtained from theematews carried out with two members of
the PAC. The Shadow Minister of Finance was comeatlas a reform driver, but it transpired
that he was not appointed Minister of Finance unkdemew administration in government as

from March 2013.

Under the new administration, the new Minister ofdfce is the MERXx-vice Chair of the
Economic and Monetary Affairs Committee of the Eagan Parliament. In his MEP post, he
was considered as an important reform driver whddccalso best describe the situation that
was developing in the EU Commission regarding IP@&8ption. The MEP had accepted to
participate in the study, but then failed to mamtontact, most probably due to the electoral
campaign. In view of this lack of feedback, it wasdeavoured to keep abreast of EU
developments regarding the IPSAS by regularly expdo the EU's websites and by

subscribing to relevant updates through Eurostadlssite.
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The General Election in March 2013 resulted in angje in administration. What this change
may mean for the accrual accounting reform in Maltaot covered in this study. It could be
the subject of future research. However, it is ggoointed out that the new Minister of
Finance, who took office in March 2013, retained §ame PS. The influence of the political
reform promoter who features in this study as thenmactor, remains. This fact may not
augur any changes in the current situation, buiréuresearch would need to assess the
influence of the new Finance Minister, as a newab@lural variable, in conjunction with
changes in contextual and instrumental variablas dmnew administration may bring and/or

face in the future.

4.4  Analysis of the Interview data

Braun and Clarke (2006) present thematic analysis dlexible qualitative approach to
analysing data. Since thematic analysis is nottted particular theory and epistemology, it
can be applied across a range of approaches (BradirClarke, 2006). The term ‘themes'
refers to patterns in the data; the approach entiad identification of these patterns, which
are then analysed and reported. While Braun antk€I&006) argue that thematic analysis
should be considered as a method in its own rigyatzis (1998) considers it more as a tool

that can be used across different methods.

The interview data in this study is analysed usinigrm of thematic analysis, which is very
theoretical-driven. The research objectives of tsisdy and the underlying theoretical
framework described in Chapter 3 influences aneattrthe analysis of the data. In particular,

the theory underlying Luder's FMR Model (2002) dise the analysis towards the

27



identification of the contextual, behavioural anustrumental variables, and how these
effectively interact to influence the environmentking it conducive or otherwise to
governmental accounting reforms. The research tgscconcerning the IPSAS decision

and the perspectives towards national account@@lao included in the analysis.

With hindsight, it is realised that the actual sa starts during the interview process itself,
as the interviewer notices recurrent arguments idads that arise during the interviews.
Subsequent interviews are then modified intentigriay the interviewer to extract feedback
about such themes. The role of the researchemnasefore, very important in that it not only

directs the flow of the interview but also affettie content of the data.

The transcription of the 28 interviews proved vimye consuming but extremely important in
order to become familiar with the data; note ihitdeas; identify similarities and conflicts
between the responses. It facilitated the generationitial codes and the next step of going
through the entire data set (that is, all the tap8ons), systematically coding interesting
features, and collating the data relevant to eacle.cThis was carried out by using a word
document for each code, with the result that teeedata set was arranged into the various

codes.

The codes themselves were then analysed and cbifdte potential themes. In this way, all

the data relevant to each theme was gathered acgly.dThe relationship of the data with

the corresponding theme was checked and adjustro@misd out accordingly.
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The next two steps were carried out concurrenthesg involved refining the specifics of
each theme and creating a thematic map to link tiethe research questidiisin this way,
through the themes and codes, the thematic mapdevhe link between the research

guestions and the interview transcripts.

Some of the data extracted from the interviewsescdptive, for example, the explanation of
a procedure. While other data may be subject feréifit interpretations. The analysis of such
findings is, therefore, subject to the interpretatdf the researcher. The role of the researcher

in the interpretative analysis is emphasised.

5 SUMMARY

The objectives of this study is to understand boev' and why' of government accounting
reforms being carried out by the Central governnwénlalta. Descriptive and explanatory
data are required to answer these types of qusstiwhich were collected through a

combination of documentary research and interviasvdescribed in this chapter.

This research follows a qualitative methodologgcsithe purpose is to describe, analyse and
compare accounting practices. The research is deabim a philosophical position which is
broadly ‘interpretivist’. While the meaning of faetl data may be difficult to misinterpret, the
meaning of certain data can be rather subjectivéhasmeaning could be constructed by

human beings as they interact and engage in iet@atpyn (Robson, 2011).

13 Refer to Appendix D for the thematic map and AgperE for defined contents of each theme.
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The whole research process is a learning experiehoe interviews carried out and the
empirical data gathered are an unforgettable espee, where it proved imperative for the
researcher to discard the accountant’'s 'blinkensl abserve the political and social
environment in which government accounting is insedr The extensive literature that is
related to the topic covers accountancy, econonpodifics, sociology and psychology.
Chapter 3 reviews a selection of the literaturetipent to organisational change and

government accounting reforms.
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CHAPTER 3: LITERATURE REVIEW

1 THEORETICAL FRAMEWORK

Figure 2: The Theoretical Framework
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Figure 2 illustrates the theoretical framework. Tdea theory is outlined throughout the
description of the research methodology in Chaptesince it gives the justification for the
relevance and validity of the materi#ihat is going to be used to support the thegian@is,
1976, cited in Phillips and Pugh, 2005). This ckaprresents the background theory and the
focal theory, which are central in the analytigalnmhiework for the discussion and analysis of

the findings in Chapter 8.

The background theory starts by identifying a dl@aorganisation theory for public
administration and organisational change, leading at description of New Public
Management (NPM) ideology as this is considereli@mitial in changing the structure of the
public sector, affecting government accounting mef® worldwide. 'What developments,
controversies, breakthroughs are currently excitimgengaging the leading practitioners and
thus pushing forward thinking in the subjec{Francis, 1976, cited in Phillips and Pugh,

2005).

The purpose of focal theory is to explain in dethg subject being researched in order to
examine arguments put forward by others and thgulyapwn data and analysis to push
forward the academic discussion (Francis, 1976ddn Phillips and Pugh, 2005). This study
is about the 'how and why' of government accountaigrms, and, therefore, the focal theory
surrounds reform processes, in particular, LUdERSR Model (2002), and refers to

Institutional Theory for certain aspects.
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2 A SUITABLE ORGANISATION THEORY FOR PUBLIC ADMINIST RATION

"The systematic development of organisation théay traditionally been associated with
studies of private organisations, particularly busss firms(Christensen, 2003b:109). Over
the past few decades an organisation theory maeeifgqally geared to studies of public
administration has developed (Scott, 2001). Puldiministration is an integral part of the
political-administration system, and therefore, floeus is on the dynamic relationship
between political and administrative actors in enderatic context (March and Olsen, 1989).
Public administration is interested in public demsmaking behaviour, 'that is, the
authoritative allocation of responsibility and resces between actors and levels in the
political and administrative syster{Christensen, 2003b:110). This focus would distisly
organisation theory of public administration frohedries that have primarily evolved in the

context of private organisations.

Public administration organisation theory is ndianogeneous field. It embraces a number
of different theories expounded both separately imndombination.'Institutional theories
started from simple ideas about '‘economic manimiadstrative man' and 'social or cultural
man’, (but) have grown more complex over tim€hristensen, 2003b:109). Christensen
(2003b) describes four main types of public adntiat®on organisation theory, depending on

the assumed driving force of the decision-makiragesses and their effect.

The seminal work of Gulick (1936), Simon (1945) avidrch and Simon (1958), primarily

focuses on the importance fifrmal, normative organizational structures for decision-

making and on the formal organization of units aakbs. It also includes elements from

social psychology.

33



Decision-makers, whether individuals or organizadiounits, have problems of capacity and
with coping with large quantities of information danvarieties of premises. Public

organisations, therefore, have to be designed ysweat modify these problems. Actors have
to select certain decision-making premises and hr€aatisfactory’ decisions based on
‘bounded rationality'. A decision-making structofehis kind channels attitudes and attention
in certain directions, thereby also creating spewtes and patterns of contact. This then
presents the challenge of coordinating the spseidliunits and roles and to balance their

varied decision-making behaviour (Gulick, 1936).

A number of different strands arise from this madethinking that the ‘formal structure
matters'. Using Dahl and Lindblom's (1953) conceftpolitical-administrative control and
‘rational calculation’, brings forth the hierar@liwersion which holds that the leaders of a
public administration are homogeneous and havet tighntrol over decision-making
processes - they know what to do and exerciseduitrol over the means to do it (March and
Olsen, 1976). Another version assumes a heterogenleadership and actors and different
kinds of means-end thinking, resulting in negotiasi and compromises. This is what March
and Olsen (1983) labelled 'Realpolitik' and Allisqda971) called 'governmental or

bureaucratic politics'.

The second perspective on what influences decisiaking behaviour is what can broadly be
labelled ‘formal theories', based on the premiseatibnal individual or group of actors

seeking to advance their own interests throughity-maximising behaviour. Some

formalised models in this theoretical tradition toyexplain decisions by rational actors who
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have more complex decision-making strategies, bgmatly on institutional factors and

formal constraints. Theorists who come under thizl are interested in, for example: how
formal rules and procedures inside political-adstnative bodies shape rational decision-
making behaviour; how markets and hierarchies @lbnded; and how the environment

can be made negotiable to modify insecurity (Hamind®96; Williamson, 1975).

The cultural-institutional perspective is closely associated with Selznick's work (1949,

1957). According to this perspective, public orgations gradually develop into institutions,
infusing and adding values to the formal framewdrhkis process of institutionalisation and
adaptation gradually produces certain informal reoemd values that go further in explaining
decision-making behaviour than formal norms. Puatiministrative bodies develop different
and unique cultures, characters or 'souls' thrabghprocess (Christensen, 2003b:111). This
theory combines different types of institutiona¢dhies (Peters, 1999): theories of historical
institutionalism (Steinmet al, 1992), which emphasise historical roots and gatbendency;
sociological theories of institutionalism (Selznicand theories of normative institutionalism,
like March and Olsen's (1989) theory of approprass, where public institutions are seen in
a broader normative democratic context as integgashaping and developing actors on a

collective basis.

The fourth type of organisation theory describeddbyistensen (2003b) revolves around the

belief that the environment drives decision-making behaviour The focus is on the

environment influencing public administration, evilough the reverse effect exists. This

type of theory can be divided into two parts.
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One part is primarily concerned with the ‘technieamlvironment’ and how the internal

organisation of the public administration - itsusture, function, roles and resource allocation
- is dependent on relevant actors in the environnaed their demands and organisation.
Typical theories here are contingency theories rasdurce-dependency theories (Lawrence

and Lorsch, 1967; Pfeffer and Salancik, 1978).

The other part focuses on the 'institutional envimnent’ and stresses that a complex political-
administrative system creates a demand for sompleiimules of thumb' (Meyer and Rowan,
1977; Powell and DiMaggio, 1991). These are defioed macro level through the creation
of myths, that is, ideas based on some kind ofas@oinstructivist tradition. It is assumed that
certain organizational models, budget or planniggtesns, types of knowledge, etc., are
‘appropriate’ for public administrations (March949 A structure of dominance is created for
these ideas, often supported by public authoritytres or professional groups ‘certifying’

them, and public organisations have to adopt theat least give that impression.

Brunsson (1989) emphasises that a balance is egljbatween the demand of the technical
and institutional environments. This strengthens kbgitimacy of public administration.

Public leaders have to act, take decisions andatesiervices, but they can also gain from
'double-talk’, that is, talking as if they interd&ct, even if they have no intention of doing so

and have no idea of what to do if they run intogbeas of implementation (Goffman, 1974).

Christensen (2003b) emphasises that there is ao-clg categorisation of these four types of
theories. Theories may combine elements of bounatohality, culture and myths, like the

broad institutional theory of March and Olsen (198995); they may mix elements of
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structure and culture with internal and environrakffactors, like Selznick (1957); or myth

theories may be combined with structural elemerg$8runsson (1989) does.

But the four types of theories do focus on différimvels (refer to Table 1). The theory of
bounded rationality often focuses on the micro llewe on individual decision-makers, while
the formal framework in which these actors opeistbe organisational or sub-organisational
level. Social choice theories have some of thisidocCultural theories combine theoretical
ideas at the organisational level with elementsftbe task environment. The same focus is
given by environmental theories of a technical reatWhile myth theories often focus on
phenomena at a macro level but relate these totefand implications on an organisational

level (Christensen, 2003b).

Table 1: Four main types of Public Administration Theory

Theory Driving force of the Level focus

decision-making process

How public
organisations change

Individual at micro
level

Bounded Rationality
(for eg. Simon, 1945)

The formal (normative)
structure

Change is the result of
intentions of actors.
Revolutionary

processes as a result
of design and strategy

Formal, eg. social choice
theories
(for eg. Williamson, 1975)

Utility-maximising behaviour | Organisational or
of actor(s) seeking to advancg sub-organisational
their own interest level

Cultural Institutional eg. Norms, values and unique Combination of the| Change is gradual and

sociological theories of
institutionalism (for eg.
Selznick, 1948, 1949)

cultures, developed through §
process of institutionalisation
and adaptation

) organisational level
and task
environment

evolutionary

a) Technical Environment eg|.

contingency and resource-
dependence theories (for eg.
Lawrence & Lorsch, 1967)

Relevant actors in the
environment

Combination of the
organisational level
and task
environment

Change is due to
adjustment to the
environment -
emphasises
uniqueness and
divergence

b) Institutional Environment
eg. myth theories (for eg.
Meyer & Rowan, 1977)

Simple ‘'rules of thumb'
decisions, defined through th
creation of myths

Organisation at
e macro level

Change is due to
adjustment to the
environment - stresse
isomorphism and
convergence

1
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The theories also vary in how they believe pubtimaistrative units become established and
change (refer to Table 1). Bounded rationality aadial choice theories both perceive such
processes as the result of intentions of certaiorgcsuch as political and administrative
leaders. They are regarded as 'revolutionary’ pesse that are the result of design and
strategy. However, the two theories differ conaggnihe importance of self-interest and the
formal structure that shapes intentions and actiGudtural theories see change processes as
the gradual and incremental evolution of publictainThe theories of both the technical and
institutional environment have typical elementsleferminism, that is, public administrations
have to adjust to their environment and do not haueh leeway. Selznick's type of cultural
theory mainly emphasises uniqueness, variety andrgknce in public administrations.
While myth theories and certain other environmettiabries, often stress isomorphism and

convergence, in that public administrative units la@coming more similar (Scott, 1998).

'‘Organisation theories of public administration leagrown more complex, both in quantity,
diversity and even combinations of different thesr{Christensen, 2003b:113). This may
reflect the increasing complexity of political-adnstrative systems and decision-making

processes.

Civil service systems are more specialised tharorbefboth horizontally and vertically
(Christensen, 2003b:114). New and hybrid structhiesge developed both within the public
sector and in its links with the private sector aodiety. Traditional political-administrative

cultures have been partly transformed and new namdsvalues have appeared, blending or
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melding with the old ones. Public decision-makinmggesses currently involve actors with
more ambiguous mandates, involve more and differgrgs of actors and there are more
connections over time between levels and instihgtiddecisions are more often changes in
the implementation phase, either because of chgraginditions or because actors would like
to change the content of the policies. All this nhegd to a differentiated set of theories that
one can combine to understand the workings of publdministration (Christensen,

2003b:114).

Conversely, the development of both theory and tmeaf public administration can be
looked at by taking NPM as a point of departurer{€ansen, 2003b:114). According to
Chistensen (2003b), NPM is widely influential arektspread worldwide, albeit more in the
form of ideas rather than actual practice in cartauntries. Bostoet al. (1996) stress that

the reforms in New Zealand are theory-driven targé extent. The theories behind NPM in
New Zealand and other Anglo-American countriespammarily different versions of formal

theories. They stress simplicity much more thanmemity, for example, role differentiation

between politicians and administrative leaders #mel unambiguous chain-of-command.
NPM theories attach important clear goals and megffisiency and rationality. Christensen
and Leegreid (2001) question, however, whether itheldication of theory also leads to the
simplification of practice in the political-admimiative system or whether it actually

generates more complexity.
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3 NEW PUBLIC MANAGEMENT (NPM) THEORY

Pollitt and Bouckaert (2004) introduce public magragnt theory by attempting to answer

'why' and 'what is' public management reform.

According to Pollitt and Bouckaert (2004:6), publ@nagement reform can be thought of as
a means to multiple ends, including: to achieveneaues in public expenditure; to improve
the quality of public services; to make the operati of government more efficient; and to
increase the chances that policies chosen andnnepied will be effective. Moreover, such a
reform would enhance government accountability.itlf@ns can strengthen their control

over the bureaucracy, and even gain fteymbolic and legitimacy benefits'

Public management reform consists of deliberatengea to the structures and
processes of public sector organisations with thgeative of getting them (in some
sense) to run bette(Pollitt and Bouckaert, 2004:8)

Structural changes would include decentralisatiod privatisation. Process changes would

refer to how a service is delivered.

The public sector deals mainly with three functiaregjulation; allocation of public resources;
and income redistribution (Lane, 1997). One woutgeet that governments have always
aimed to improve in order to better carry out tHamctions. So what is 'new' in the NPM

ideology?

In the aftermath of the Second World War, OECD ¢ones experienced a process of
expansion in their public sectors (Lane, 1997).M6coies recovered as the public sector

expenditures (OECD average) grew from below 25%wvier 45% of gross domestic product
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(GDP) in a couple of decades. This growth, howewers not reflected by a corresponding
successful measure of outcomes, whether economgo@al impact results (Caperchione,
2000), and in the early 1980s, the effectivenessamious public sector programmes was
being questioned. The public sector performancélpno called for reform strategies. Such
ideas in the 1980s can hardly be called 'new',usscaumerous ideas about budgetary reform
and implementation were launched before, for examjgwards the end of the 1960s and
during the 1970s (Wildavsky, 1979, 1988, cited an&, 1997). Even with regards to reforms
in other policy areas, research indicates thatethesy have evolved incrementally to
consolidate past practices and experiences, and thas nothing revolutionary about the

emerging ideology referred to as NPM (Page, 2005).

What appears to be 'new' in the 1980s reforms wwasirtffluence being exerted by the
teachings of Chicago School economics, focusing demegulation, privatisation and
marketisation (Lane, 1997); leading tRelnventing Governmén{Osborne and Gaebler,
1993) which emphasises goals and achievement etwgs by public management, rather
than as a system of impartial administration toggouvn the name of equity and the rule of
law (Lane, 1997). Osborne and Gaebler (1993) initedhe idea of internal markets within

the public sector, calling for competitive, entésjprg and market-oriented governments.

The call for improved performance in the publicteetias been made in all key public sector
operations: allocation, redistribution and reguwati(Lane, 1997:9). This was also being
expounded by international organisations like titerhational Monetary Fund (IMF) and the
World Bank. Even the EU warned member states toaitutheir government spending,

introducing strict rules. The search started fow nestitutions in the public sector which
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result in improved state performance guided by mestitutional economies (Alchain, 1977,
cited in Lane, 1997). This lead to a change intthditional structure and operations of the

public sector.

According to Broadbent and Guthrie (1992), the pulskector was traditionally seen as
comprising two areas of activity: one being fundgdaxation; the other incorporating those
monopolies which supply services and utilities sasrpart of the infrastructure of society.
The public sector could be defined as that pa# oation's economic activity which is owned
and controlled by government (Broadbent and Guttr#2). The traditional view of the

public sector included organisations providing &=y to the public that were publicly

funded, owned and operated. Ownership and operatene crucial to the concept of the
public sector (Broadbent and Guthrie, 2008:22). Gbeernment was involved in all aspects
of the economy. Accounting and auditing focusedonesty of employees, compliance with

legislation, and control of expenditure.

The NPM ideology, or 'managerialism’, required @ o@tlook on public administration style
promoting: efficiency; effectiveness; cost savingatputs and performance accountability.
More emphasis being on governance and internal ra@orstystems. Privatisation and
corporatisation of 'marketable’ services, partidylautilities, telecommunication and
infrastructure, reduced the size of the public@ednd the public sector was re-defined as

'public service's referring to:

... those activities which are enshrined within tloéion of public good or service
based on universality of access for the citizerather than the private provision
through a marketBroadbent and Guthrie, 2008:22)
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These changes invalidated some assumptions alaiat@inership and operation (Guthrie,
1993). The definition and boundaries of the pulbdiector became blurred as direct
government ownership and public funding were nayésnrequired for the operation of a
service (Broadbent and Guthrie, 2008). What effetyi happened was that the private sector

started getting involved in the provision of thesiblic services as well.

Globally, it is now taken for granted that it isetlprovision of services that matters,
rather than who provides them, and that what igjirestion is accountability and
regulation for the nature of that provisiofBroadbent and Guthrie, 2008:29)

As a result, the public sector is undergoing stmattchanges, while it is being urged to be
more ‘commercial' by introducing private sectorrapphes to service provision (Broadbent
and Guthrie, 2008:24). The functions have not chdndput there has been considerable
change in funding, governance and accountabilityctmtrol and operation of these public

services, as well as the accounting and auditingerh (Broadbent and Guthrie, 2008:24).

Different structures require different accountingtems, and accounting reforms have been
central in the context of NPM philosophies (Guthfi®98; Ryan, 1998; Lapsley and Pallot,
2000; Christensen, 2002, 2007; Christensen andeRa2k10). The accounting information
system is one of the most frequently used tooletew public administration and make it
more efficient (Caperchione, 2000). The changeseatly underway in the accounting
systems of various countries are intended to baicgpunting information systems more in-
line with the new role taken on by governments mdern societies (Borgonovi, 1994, cited
in Caperchione, 2000). This phenomenon is alsorrexfeto as 'New Public Financial

Management' (NPFM) (Guthreg al, 1999).
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‘Traditional’ government accounting systems arachlg cash-based and budget-oriented.
The actual 'traditional' accounting system may \@iween countries, but they have served
their purposes for many years, giving the politisigdhe required control on budget allocations
and spending. However, Caperchione (2000) highdigbime common problems that include
their short-sightedness; poor readability of finahcstatements; lack of usefulness for
decision-making purposes; and the difficulty inesmsing intergenerational equity (Anthony,

1983, cited in Caperchione, 2000:32).

The shift of accounting systems from a cash basiant accrual basis is considered as an
innovation but is not deemed as absolutely positivegovernment accounting (Monsen and
Nasi, 1998). Accrual-based accounting is percei@sdsuperior because it is used by the
private sector (Lande, 2006). The proponents of Nidlgked practices in the public sector
believe that the adoption of accrual accounting ldroamprove the financial accountability

and asset management of government organisations.

However, the adoption of NPM-based practices inghklic sector have not automatically
resulted in improved efficiency and performanceerEfore, even accrual-based accounting
systems have met with some criticism both from rceptual perspective and also as to their
practical benefits within public sector organisatio(Carlin, 2005; Arnaboldi and Lapsley,
2009). Lack of technical understanding by potenisdrs has also made accrual information
underused for managerial purposes (Bogt ter and-edaben, 2000). Therefore, the transfer of
business accounting concepts and techniques tobusiness settings require critical

consideration (Carlin, 2005; Connolly and Hyndm&@06; Christensen, 2007). And
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Christiaens and Rommel (2008) suggest that acaeeunting reforms are more suitable for

‘business-like' parts of government.

According to Caperchione (2000:43):

The flaws of traditional governmental accountingteyns are not enough to justify
the behaviour of those who seek an answer to evesy for information and fair
management in accrual basis.

Accounting is onlyd means to an efdand therefore, there is no one accounting systa
can be expected to suit all purposes. Moreovenrdowny to Caperchione (2000), accounting
cannot be reduced to a mere technicality and amefo the accounting system needs to be
considered in the context of the overall reforntha public administration, otherwise it will

not produce the required results.

The potential usefulness of new information carteotaken for granted, nor can its
actual implementation in evaluation and decisionking processes. On the
contrary, the reform of the accounting system gacess of change that should be
managed carefully for the reform to become a gomece tool.(Caperchione,
2000:44)

4 THEORY ON REFORM PROCESS

Argento and van Helden (2010) refer to theoreticaineworks that can be used to explain
reforms and reform processes, namely, those of HA885), Greenwood and Hinings
(1996), Luder (2002), and Pollitt and Bouckaertd20 This does not mean that they are the

only models available. Other frameworks have beggassted.

For example, Ouda (2011) proposes a prescriptiveehfor the accounting reforms in central
government. Ouda's (2011) framework aims to craatear transition framework identifying

the requirements of a reform that not only initgateut also successfully completes an
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accounting reform processiow to enter the tunnel and reach the end'qfQuda, 2011:67).

He considers previous models as merely explanaogels of the context of reforms. While
this may be true, explanatory models are more egiple for this research that is trying to
identify the how and why of governmental accountimeforms. Accounting reforms are
initiated but this does not mean that the end efttimnel is always reached. Perhaps a process
is started just to appear to have started, anday mot be the intention of the actors

themselves to actually reach the end of the tunnel.

This research, therefore, refers to explanatoryetspdut even the content of the reform is
examined in order to avoid being likmarine biologists who know more about the oceans
than the creatures living in therfChanet al, 1996a, cited in Ouda, 2011:67). However, the
content of the reform itself does not guaranteesitscess. This depends on the external

environment, including political will.

4.1 Why Luder's FMR Model?

Various models have been developed in an attemgesoribe and understand government
reforms. Luder's FMR Model (2002) is preferred heseait addresses financial management
reform in particular, rather than public managemergeneral. Luder's FMR Model aims to
assess the conduciveness of environmental faatorgolvernmental accounting innovations.
It has been widely used to identify the factorg #wplain the how and why of government

accounting reforms, and thus fits neatly with thesarch questions of this study.
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Liider's Model has been extensively researched IBARI scholary’. Based on empirical
evidence from country studies and cross-countrypasieons, Luder's original Contingency
Model has been revised twice, in 1994 and 2001Limer himselt>. The last revision of

2001 has led to the development of the FMR Moda ihbeing used in this research.

Luder's model has been describedeatrémely rich and informative. It explains throutie
filter of contingency theory the reform implemeittat process and evolutibr{Lande,
2006:19). Regardless of future important contritmsi for CIGAR, Jorge (2003) states that
Professor Luder's work will always be consideredaamajor part of the basic CIGAR
theoretical framework. According to Chaat al. (1996a), the model has been effectively

serving the role of a paradigm for CIGAR:

... the contingency model has shown remarkable robastand adaptability. Not
only has it guided CIGAR, the model itself has kbersubject of researcfChanet
al, 1996a:9)

The availability of a comparative framework withclupotentialities promoted a certain
enthusiasm for CIGAR in different countries fronh @er the world and at various levels of
government. Lider's Model has been applied to etyaof countries with diverse political,
economic and cultural environments, and, afterlpedy years, it remains a guiding force for
this area of research. This study adds to the t@peiof country studies by applying Lider's
FMR Model (2002) to central government accountigjorms in Malta - a valuable

contribution as it is based on empirical reseandihé smallest EU member state.

14 See, for example: Chan, 1994; Chetnal, 1996a; Godfreet al, 1996, 2001; Jaruga and Nowak, 1996;
Monsen and Nasi, 1998.

'3 |n his address at the Plenary Session of tf{eBidnnial CIGAR Conference, held in Birmingham amd2and

3rd September 2013, Luder described his currergtareh on the Hessian New Administrative Management
Project, and explained how he is using a simplifiedsion of the 2002 Model, which basically re-ontuces
implementation barriers as a specific variableirfdss earlier models) (Luder, 2013).
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4.2 Luder's Financial Management Reform (FMR) Process Mdel

Luder's FMR Model (2002) is aimed to assess thel@oimeness of environmental factors to
governmental accounting innovations (Luder, 2002f6)r the purposes of the model,

innovations are defined as:

... conceptual[ly] not merely procedural changedh# accounting system to ensure
the supply of comprehensive, reliable and meanirfgfancial information needed
for accountability and sound financial managemehtider, 1994:1)

Such an innovation can also be calledredofm. The adoption of the accrual basis of
accounting is often taken as a measure of reforhaii@t al, 1996a:14). This has been

challenged by Monsen and Nasi (1998) on the basisthe underlying concepts of accrual
accounting cannot be properly applied in governadeotganisations. Luder (2002) argues
that whether accrual accounting in government meacisange for the better or not depends
on a set of other factors, including: the inforroatineeds; the features of the existing
accounting system; the features of the accrualuatog system to be implemented; and the

availability of resources to properly run the aetrsystem.

The first version of Luder's Model was called Lug€ontingency Model because in seeking
to explain the occurrence of government accountingvations, it was based on contingency
theory. Luder theorised that government accountmmgvations are the result of complex

interactions of contextual and behavioural variabkor example, the general public may be
influenced by the accounting profession and thetalamarkets; the way that political leaders
view financial accountability may be affected byancial crisis or scandals, and even
according to the degree of existing political cotitgy and the normal culture towards

accountability. Lider hypothesised that socialitpal and administrative structural variables
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have significant effects on the expectations anbabeurs of both those who demand
government financial information, and even thoseowshpply it. Innovations are likely to
occur when a particular configuration of these afsles creates a favourable environment that

overcomes implementation barriers (Chan, 2002).

Luder's Model is fundamentally an economic modehbedying a supply and demand
framework for government financial information (@het al, 1996a:3). The attitudes and
behaviours of users and producers of governmemi@hdial information are shaped by their
respective environments (Chanhal, 1996a:3). Given the right environment, the iatéions

between demand and supply could stimulate govertahaocounting innovations.

The original model developed by Luder in 1989 hesrbexpanded and refined over time to
take into consideration empirical evidence aridnogn its application by various researchers
undertaking CIGAR. Jorge (2003) provides a veryaidied description of how the model

evolved over time. Some of the major contributiaasthe model include Pallot's (1995)

consideration of size of the jurisdiction; Godfrely al's (1996) aid distortion; Jaruga and
Nowak's (1996) feedback loops and consideratiosaafiological theories to complement
contingency theory; Laughlin and Pallot's (1998stmic communities; and Godfrey al's

(2001) consideration of other theories of diffusainnnovations.

The revised model is illustrated in Figure 3, whidlsplays the FMR Model as it is

summarised by Luder (2002:18):

The financial management reform process model (ongists of two clusters of
contextual variables (‘stimuli’ and ‘institutionarrangements’), three clusters of
behavioural variables (‘reform drivers’, ‘politicalreform promoters’ and

‘stakeholders’) and two clusters of instrumentatiables (‘reform concept’ and

‘implementation strategy’).
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In Figure 3, feedback loogsare distinguished fromlihes of influenceand lines ofimpact.
The feedback loops represent therisequences of the real worldihich allow the behaviour
and attitudes of key actors in the innovation pssct® be tied with the results, taking into

consideration the possibility of a multi-stage reigrocess:

Depending on the size of a still existing gap betw#he outcome of the reform and
the reform concept, the feedback either bringsptaeess to an end or induces a
subsequent reform loop with or without prior mazhfion of the reform concept.
(Luder, 2002:10)

Figures 4, 5 and 6 describe in some detail theextwmdl, behavioural and instrumental

variables, respectively.
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Figure 3: Financial Management Reform Process ModdL uider, 2002)
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Stimuli

The stimuli are considered to
have a direct impact on the
politicians  responsible  for
starting the reform.

Fiscal or economic crisis
(usually  underlying fiscal
stress), financial scandal,

dominating doctrine, and the
requirements of public sector
reform, are identified as

possible  triggers of a
governmental accounting
reform. In the case of
developing countries,
‘endeavours to improve
international reputatioh are

also supposed to be a relevant
stimulus for accounting reform

(Luder, 2002). Governmental

accounting reform can be

embedded in a larger reform of
the Public Sector, for example,

as part of an administrative

reform.

Figure 4: Contextual Variables

Contextual Variables

Institutional arrangements

This refers to societal, political and administratstructural variables of the model,
including implementation barriers. The institutibnarrangements are directly
influenced by the behaviour of the political refoppnomoters, while they are
indirectly influenced by the behaviour of the refodrivers and stakeholders. On the
other hand, the institutional arrangements havieeatdmpact on the reform concept
and on the implementation strategy. This reinforties direct impact that the
institutional arrangements have on the outcoméeféform.

Different legal systemswould be linked to different types of governanoel dome
are more conducive to change than others. Modatsaipply the rule of law as the
guiding principle for administrative action are delexible than public interest
models. In the latter models, the stéderegarded as something of a necessary evil'
and 'officials must constantly be held to public acabuiollitt and Bouckaert,
2004:53). Other features of the legal system tlifecta government accounting
reform comprise the electoral system and the fiktitof the budget law (Lider,
2002:9).

Luder (2002) explains thattate structure refers to such categories as
‘unitary/federal’, ‘co-operative federalism/comged federalism', ‘'one chamber/two
chamber parliament'lt also refers to the division of power betweba tlectorate,
the executive branch of government and the diregltgted bodies and officials.
According to Luder (1992), a state structure cormgjrunitary/one chambenmvith

an unbalanced division of power favouring the etgeumay be conducive to
government-induced reforms. But in order for referim be induced by parliament
or other state organ, a more balanced divisioroafgn would probably be required,
as elements of direct democracy play a significade in the system (Llder,
1992:116).

The administrative structure refers to organisational characteristics of the
administration and the division of power betweegamnisational units, such as
‘centralised and decentralised'concentration and fragmentation of financial
management functionsexistence of central organisational units at thiéedent
administrative levelqthat are able to promote the reform in their graajl'formal
power position of the heads of central units and tlead of line units A
decentralised structure with financial managememtctions concentrated in
powerful central units should be supportive to goweent accounting reform
(Luder, 1992:117).

The qualifications of the Civil Servicein general, and accounting knowledge, are
crucial factors for the mode, duration and costimplementation. Lack of
accounting skills may not only delay the impleménta but would also increase
resistance to the change, thus endangering suatespfementation.

The culture variable incorporates social, political and administratiemdencies.
This variable refers to certain characteristicse likisk-taking vs risk-aversg'
'individualism vs collectivism'level of transparency in political and administra
processes'and theresponsivenesso the needs and demands of the general public.
The most favourable reform climate is created umiik-taking, individualistic,
open and responsive combination (Luder, 2002:10).
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Figure 5: Behavioural Variables

Behavioural Variables

Behavioural variables specify the actors in thecpss. In the FMR Model, reform drivers, politicefarm promoters, and stakeholders have a distimctie; thus separating the dynamic and

static variables (Luder, 2002; Luder and Jones3200
Reform drivers

These actors include government commissions, ctingul
firms, standard setting bodies, professional assodis,
audit institutions, and academic networks:

"(They) are recognised institutions and professisiia the
reform field that promote the reform through adyitaks
and publications aimed at making governmental
accounting reform a political issue and influenaditical
decision-makers in a specific way.tder, 2002:8).

Reform drivers provide conceptual ideas for sohgido
problems, be they actual problems or perceived.oFesy
provide motives for the political actors to engadgethe
reform. Also referred to asepistemic communitigs
including experts who share the same views on ta® m
features of the reform, and thus their influence tha
reform process is strengthened (Laughlin and RdIBA8).

The behaviour of Reform drivers influences the tioali
reform promoters, and thus all the reform process.

Political reform promoters

All administrative reforms require a ‘champiofiatt

is, a politician, normally a member of the governine
who initiates a reform and has the power to enfdrce
In the case of governmental accounting reform, this
key role is normally played by the minister of fita

or the prime minister, but it could also be anyethi
financial officer. The role is not entirely polist; as
the actor needs to be a professional to shape the
reform concept seeking the advice of reform drivers
Usually, the views of the reform drivers and the
political reform promoters regarding the reform
process would be the same (Luder, 2002).

In order for members of parliament to be political
reform promoters, a strong parliament is required,
with the ability to enforce reforms even againg th

resistance of the executive (Luder, 2002).

The political reform promoters are affected by ¢hre
clusters of variables: stimuli, reform drivers and
stakeholders. The behaviour of political reform
promoters directly influences the reform concepé t

implementation strategy, the institutional
arrangements and the stakeholders.
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Stakeholders

This group includes line departments/agencies,
statistical offices, parliament and the generallipukt

is referring to institutions or positions that aféected

by the reform, either in a positive or a negativayw
but are neither reform drivers nor political reform
promoters. The audit institutions may be eitheomsaf
promoters or stakeholders.

The stakeholders' views may differ from that of the
reform drivers and the political reform promotdyst
may be influenced by the latter. The effect that
stakeholders may have on the reform process depends
on their formal position and their discretionary
powers. The behaviour of the stakeholders may
influence the political reform promoters. Lider @20
assumes that the stakeholders' attitudes towaels th
reform depends on the reform concept and the
implementation strategy, and on their chances to
affect both. Some of the stakeholders may welcome
the reform, expecting it to be in their interesthile
others may oppose it if they expect negative effect

Successful reform would require the political refor
promoters to lead the key stakeholders to at laast
neutral position (Lider, 2002).



Figure 6: Instrumental Variables

Instrumental variables

Reform concept Implementation strategy

The reform concept is the target that is being mpdain Types of strategies include authoritarian/partitiga

innovations that allow the governmental accounsiygtem centrally guided or not, one/multi-step, with oithaut

to provide information useful for ensuring finarcia pilot testing, considerable/minimal discretion, lwibr

accountability and sound financial management. Lide  without systematic staff training. Here, even taegth

(2002) specifies that the reform concept does ef@r to a of the implementation period is a factor. The

simple change in procedure; the reform conceptrsetie implementation strategy chosen will directly aff¢oe

more fundamental changes involving accounting cotsce probability of success or failure of the reform asah
also cause deviations between the original reform

The reform concept itself needs to be understaedabt concept and the outcome of the reform.

practically achievable. It also needs to be flexibl the
sense that it reacts to feedback. The reform cdritap a
direct impact on the implementation strategy.

4.3 Limitations of Luder's FMR Model

Previous CIGAR works have used Lider’'s Model tontdg the factors that explain the how
and why of government accounting reforms. The catwd effect of all the variables
included in the model should gauge the inclinabbthe country to successfully carry out the

reform or otherwise.

However, according to Christensen and Yoshimi (200 ability of the model to make such
predictions is limited because the extent to whiok modules interact is not known. The
empirical validity of the model is risky as it cais many speculative features (Joegel,
2011). Luder himself criticises the methodologi@pproach applied amformed speculatidn

(Luder, 1994:3) because, for example, the empiricdévance of the environmental
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conditions and their relationships with the accoumsystem are not definitely settled. Vela

Bargues (1996:48) explains that:

... the model has a probabilistic nature that doespermit to establish definite and
immutable causal relationships between its varigble

But as long as this limitation is recognised, ieslmot preclude the use of the model, bearing
in mind that the objective is to gauge the extentanduciveness of the variables for the

governmental accounting reforms to achieve some &fnnnovation.

Luder also pointed out that the model might be mglete since it may not contain all
conceivable and relevant independent variables €L,0#992:110). This limitation is being
overcome over time as the model is applied in waricontexts, and different researchers have
identified possible relevant variables. Since thadet is considered as the basic theoretical
framework for CIGAR, the model is kept alive by tresearchers themselves, and further

research will identify more variables.

The model itself does not try to differentiate theights of the various factors. Once again,
this limitation is overcome as the model is appl@ger time and space. The variables
themselves and the extent of their effect on thHerme process change as the social and
political context of governments and governmentaoanting changes over time. This point

was also identified by Chan (1994:20).

Another problem with the FMR Model identified byrgeet al. (2011), is that it addresses the
context and not the contents, of the reform proee$scusing on the ‘why’ governmental
accounting has changed or changes, rather thaheotwhy' of the new accounting model

(refer to Figure 7).
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Figure 7: The FMR Model and the reform process

'"Traditional' Cash Accounting; Budgetary Control

I

The FMR Model G— Reform The FMR Model does
analyses, explains and Process not explain the form
'predicts' the and content of these
consequences of a two reporting
certain context and models.

behaviour. l

Accrual Accounting; Business Model

This aspect could be addressed using a suitablenizagion theory. But it should be
recognised that this is going beyond Liuder's Mobetause the model itself does not attempt
to establish a link between the political, sodiedial and cultural features of a country and the
peculiarities of its governmental accounting systénfact, Liuder (1994:1) assumes that the
contents of the governmental accounting systendatermined by the information needed,
and not the environmental context. This assumpludes that all countries having the same
information needs would have conceptually similavgrnmental accounting systems. But
later evidence seems to dispute this assertiorerRef to Godfreyet al's (1995) research
that described how developing countries tend ttodisnnovations leading to hybrid systems
in order to meet the requirements of donor agenare$ international organisations, the

authors had concluded by stating that:
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This perhaps reinforces much of the political ecogoof development literature
which would dispute the assertion that one accognsiystem suits all countries. It
would appear from our analysis that the accountsygtem cannot be effectively
imposed by international organisations and donoremgjes by ignoring key
variables like the administrative culture, staffrif@mtion systems and the
implementation barriers of staff qualifications aadl distortion.(Godfreyet al,
1995:29)

Lider's Model addresses the effects of the govemtaheaccounting context on the

conduciveness to reform processes. It does noeasldhe contents of the accounting system
itself. Nevertheless, the Model is an important pamtive governmental accounting theory,
providing some explanations for the 'why' of goveemtal accounting changes towards more

informative accounting systems. What makes an adogy system more informative is a

debatable issue. Is it the accrual basis?

5 LOOKING THROUGH THE LENS OF INSTITUTIONAL THEORY

Luder's Model appears to be based on the premasehé accrual basis is superior to the cash
basis. The CIGAR Network does not hold an offigasition, but most CIGAR scholars have

had a normative tendency in believing, for exampie;a more informative public sector

accounting' (Luder, 1992). According to Chan (20@®)sitive research seeks to answer the
question ‘what is' and not ‘what ought to be'. &ample, positive research would seek to
understand why a government uses the cash baatxofinting. Government accounting is a
social and institutional practice, like other typd#saccounting, and is therefore a product of
rational calculations of costs and benefits by -saffrested stakeholders (Hopwood and
Miller, 1994). The choice of accounting policies dgvernment can be studied as the result of
political and market processes, as in private sextoounting (Watts, 1992). If it is accepted

that public officials are motivated by self-integben their behaviour for holding short-term
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planning horizons due to frequent competition gcgbns should not be condemned. In doing
so, they are responding to the incentives proviokedhe rules of the game in the political
system (Chan, 2002:27). Chan (2002) calls for auisbpositive theory that could explain or
predict the survival of new ideas in a particulavieonment, especially in view of the strong
recommendations for a wider adoption of IPSAS; thiorder to create more harmonised

government accounting systems.

The sociological branch of institutional theorydsrio explain why modern organizations are
homogeneous and which institutional factors arelyiko influence and diffuse this evolution
(DiMaggio and Powell, 1983). DiMaggio and Powell98B) suggest the concept of
isomorphism (similarity) to explain administrative change withian organization.
Isomorphismis defined by institutionalists as a constrainingpgess that forces one
organization to resemble other organizations the¢ the same set of institutional pressures.
DiMaggio and Powell (1983) distinguish three impott mechanisms - coercive, normative
and mimetic - by which institutional effects aréwaked through a field of organisations. They
emphasise structural isomorphism as an importansempence of both competitive and

institutional processes (Scott, 2001:43).

The institutional theories first identify the pasit of the organisation in its social
environment, and how it interacts. As organisatistnse for competitiveness and legitimacy,
these theories analyse the evolution of the orgéois through the filter of multiple
interactions that are exerted on it, in a similaanmer as is done by contingency models

(Lande, 2006).
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These interactions of the organisation with itsi@loenvironment lay down boundaries on
organisational practices. These practices are thergnised by the institution: they become
institutionalised,and become the standaithese institutional standards are then adopted by
the organisation. In this way, it would be possitdethe organisation to acquire legitimacy
by adopting a position that conforms to institueibpractices (Lande, 2006). This process of
how organisations change in their search for coitiygtess and legitimacy is illustrated in

Figure 8.

Figure 8: Interaction between the organisation andts social environment

Modification of T - -,
] Institutionalisation Legitimacy by
Pressures formal or informal A
rules of rules conformity to rules

(Source: Lande, 2006:20)

Social theorists have identified three vital eletsenf institutions: regulative systems,
normative systems and cultural-cognitive systemsottS 2001:51). These three elements
form a continuum movindrom the conscious to the unconscious, from thalliegnforced to
the taken for grantéedHoffman, 1997:36). Scott (2001:51) calls thera ‘three pillars of
institutions. Table 2 outlines the principal dimensions foclealement that have been

brought forward by various theoretical argument$ assumptions.
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Table 2: Three Pillars of Institutions

Pillar
Regulative Normative Cultural-cognitive
Basis of compliance Expedience Social obligation Taken-for- grantednes

shared understanding

Uy

Basis of order Regulative rules Binding expectations Constitusebema
Mechanisms Coercive Normative Mimetic

Logic Instrumentality Appropriateness Orthodoxy
Indicators Rules; laws; sanctions Certification; Common beliefs;

accreditation Shared logics of action

Basis of legitimacy Legally sanctioned Morally governed Comprehensible;

Recognisable; culturally
supported

(Source: Scott, 2001:52)

The Regulative Pillar gives prominence to regulaimocesses: rule-setting; monitoring; and
sanctioning activities. Regulatory processes ingdlve capacity to establish rules, inspect
others' conformity, and manipulate sanctions - rd&ar punishments - in an attempt to
influence future behaviour. The primary mechanisincantrol, employing DiMaggio and
Powell's (1983) typology, is coercioffiorce, fear and expedience are central ingrediesfts
the regulatory pillar' (Scott, 2001:53). The harsh effects of these ehsnare often
moderated by the existence of rules, whether ingthise of informal mores or formal rules

and laws (Scott, 2001).

The regulative and normative pillars can be muya#inforcing. For example, when
authority is used to legitimate coercive power byoamative framework that both supports
and constrains the exercise of power (Scott, 198@ymative systems include both values

and norms, so they define goals and systdms,also designate appropriate ways to pursue
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them'(Scott, 2001:55). Normative systems restrict ddmhaviour, but at the same time, they
empower and enable social action, by conferringtsigand responsibilities; privileges and
duties; licenses and mandates. They also giveaisales - both formal and informal - where
the values and norms of particular individuals wdolnecome normative expectations of how

specified actors are supposed to behave:

The expectations are held by other salient actorsthe situation and so are
experienced by the focal actor as external press(gzott, 2001:55)

Neo-institutionalists take seriously the cognitdimensions of human existence:

In the cognitive paradigm, what a creature doednislarge part, a function of the
creature's internal representation of its enviromnéD'Andrade, 1984:88, cited in
Scott, 2001:57)

Therefore, in ordelto understand or explain any action, the analysistrtake into account
not only the objective conditions but also the dsteubjective interpretation of therf8cott,
2001:57). The mechanism involved is describednameétic because things argaid without
words. In many circumstances, compliance occursnaatically, simply becausthis is the
way we do things herand other types of behaviour are inconceivabépeditive patterns of
action gradually become habitualised and objedtifiend this can be recognised in the
operations of institutional frameworks that provigeefabricated organising models and
scripts (Goffman, 1974, 1983, cited in Scott, 20(Mleyer and Rowan (1977, 1991) and
DiMaggio and Powell (1983) emphasise the extenthah wider belief systems and cultural

frames are imposed on or adopted by individualradad organisations.
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5.1 The three pillars of institutions and the adoptionof accrual accounting

Organisations require more than material resour@esl technical information if
they are to survive and thrive in their social @owiments. They also need social
acceptability and credibility(Scott et al, 2000: 237)

According to Lande (2006:20),

the adoption of accrual accounting ... can be asefly as a conscious or

unconscious wish on behalf of the organisation tSta local governments) of

being in conformity with the institutionalised stkands and, in this way, attaining

legitimacy.
The three pillars of institutions described by itigional Theory elicit three related but
distinguishable bases of legitimacy, as shown ibld& (Scott, 2001:60). The basis of
legitimacy moves from legal sanction under the Ragee Pillar, to being morally governed

under the Normative Pillar. While the legitimacyaaitions under the Cultural-cognitive Pillar

is based on the actions being understandable, mesadge and culturally supported.

5.1.1 Coercive Isomorphism (the power of the law)

The legislative framework that is required for avgmment to reform its accounting and
introduce accrual accounting would be a determirforge of coercive isomorphism. But

Lande (2006:21) asks:

What sanctions are incurred by public governmentthe event of non-compliance
with the law and accounting practices?

Would a qualified audit report submitted to Parl@arpose a credible threat? There may be
some political damage as a consequence, but tli@aare only symbolic and would not

result in formal coercive pressure (Lande, 2006).
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International organisations, like the World Bankdahe IMF, can acquire the power of
coercion through their control over governmentd tieed resources from them in order to
survive. This power can be used to reform econ@nétfinancial policies, and also to initiate
accounting reform to implement accrual accountibgnfle, 2006). As Lande (2006:22)
points out, the mechanisms of coercive isomorphtan thus be analysed through the

resource dependence theory (Carpenter and Fer®2, 2001, cited in Lande 2006).

5.1.2 Normative Isomorphism (peer legitimacy)

Normative isomorphism is seen when practices ardstrdized through a body of issued
rules, admitted and recognized by professionalsmdtve isomorphism plays a determining
role when a government enacts a legislation whedults in the adoption of a conceptual
framework and a set of standards issued by an emtkgnt standard-setter. Especially if the
accounting framework would include concepts largdigred with the private sector, like the
principles of true and fair view and prudence, wihtoncepts have been ignored by the public

sector, as the latter is more accustomed to refeudlgetary principles (Lande, 2006).

The role of international accountancy organisatidik® the International Accounting
Standards Board (IASB), the International Fedematad Accountants (IFAC) and the
IPSASB, is also significant, especially through teeminology used that is directly inspired
by that used for the private sector, and whichsisduby each country to establish their own
accounting standards. Lande (2006) maintains teatitloption of a conceptual framework is

a means of peer recognition by the use of a conlarguage admitted and recognized by all.
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The official position of the country is madmsily readable by its partners because it adopts

conventions currently in force at the internatiotalel (Lande, 2006:24).

The mere availability of the IPSAS does not exert eoercive pressure, but they can gain
peer legitimacy, for example, on their adoption byernational and supranational
organisations. Normative isomorphism also resuligmwthese international bodies link the
availability of grants and loans with the adoptioh these accounting standards by the
government concerned. The fact that the feasibdityPSAS adoption is now also being
considered by the EU for its member states is aging their legitimacy in the eyes of

sovereign governments.

5.1.3 Mimetic Isomorphism (doing what is deemed as ideal)

The accrual-basis of accounting is often percei@asdan essential means to be assured of
greater financial transparency and carries a plenfgenore effective and more efficient
management. This assumption is an idea largelyedhar the public sector. Mimetic
iIsomorphism is observed in the perception thatatth@ption of the same set of standards is a
way for public organisations to be as powerful aggbe ones, while the numerous financial

disasters that have happened in the private satatisregarded (Lande, 2006).

Mimetic isomorphism makes the role of the epistecoimmunity rather ambiguous. Because
of its composition (researchers, auditors, conatdtaassociations of accountants, etc.), the
epistemic community influences the process of stetidation while being a force in
proposing the choice of the standards to be adaptddveloped. According to Lande (2006),
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however, when proposals that are not in conformity the todé or with the standards in
force are carried out (Lande and Scheid, 2003) #reynot considered very credible by the
remainder of the epistemic community because theyiate from generally accepted
positions. Lande (2006) persists that the suggestion obwating principles or policies
distinct from those of the private sector is regards a way of thinking against the dominant
current and as a lack of realism or pragmatismdea2006:26) concludes, therefore, that the
principle is to adopt the dominant position and twtinnovate. In the end, the adopted
position must be in conformity with the generallgcepted position in order for it to be
‘crediblé and considered as legitimate. The fact that adiscsought from external experts

will ensure such legitimacy.

Figure 9: Isomorphism impact on the reform's steps

|:| I | | Reform’s steps >

Initialv state Catalysers / Emergence  of ~hew New state
(modified cash- stimulic financial needs or expectations / (accrual-
basis accounting) ) Reform of the basis
scandals ... ) )
accounting system accounting)

II II H

*/\u/\u

Coercive isomorphism L ) .
Normative isomorphism Mimetic
Regulation, laws, market » isomorphism
pressures ... Peer .Iegltlmacy . ‘and
international recognition Ideal of good
management and
performance

] — =

(Source: Lande, 2006:27) (adapted)
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Accrual accounting is considered as the norm ferrégform concept in Lider's FMR Model
(2002) (Luder and Jones, 2003:54). The whole adeuyirreform, including the reform

concept, is subject to the pressures of contexinatrumental and behavioural variables.
Other mechanisms or pressures are present in agsacwith these contingent variables —
coercive, normative and mimetic isomorphism. Assifated in Figure 9, these three
isomorphisms interact among themselves and mokléyattors’ expectations, the accounting
system and the organization itself. According tande (2006), an interacting system is
observed, with each organization or institutioncorporation interacting according to the

perceived social environment and contributing taifyathis social environment.

Lande (2006:26) observes that if the forces or qunes that are exerted explain these
movements of reform in favour of accrual-basis aotimg, then this isomorphism is not
perfect, because, there are different definitiohsaacrual-basis of accounting in various
countries. Howeverwill we see new accounting standards or even nesewating systems

deviating from the generally accepted moddlls&hde 2006:27 )

From an institutional perspective, accounting ig jph the institutionalised and rationalised
structure of a society (Miller, 1994:11). In orderbe abletdb understand fully how particular
ways of accounting have emerged, and why suchfisgmte is accorded to thenMiller
(1994:20) emphasises the importance of moving keéybe boundaries of the organisation

and’'examine the social and institutional practice otaunting!

The urge for legitimacy is an underlying theme nstitutional development. As innovation

spreads, a threshold is reached where the adoptiparticular practices provides legitimacy
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rather than necessarily improves efficiency or grenince (Meyer and Rowan, [1977] 1991).

Legitimacy is defined by Suchman (1995:574) as:

a generalised perception or assumption that théoastof an entity are desirable,
proper or appropriate within some socially consteat system of norms, values,
beliefs and definitions.

Scott (1987) argues that legitimacy can be achidsedonforming to current conventional
practice and external pressures. According to $#z(1957:17), new practices become
'infused with value beyond the technical requiremeot the task at hahdTechnical

explanations are sometimes used to hide politiodl @ultural factors (Meyer and Rowan,

1991:44).

Although the implementation of new accounting aeporting practices in the public sector
have often been viewed as a means of improvingyatodty and efficiency of public sector
organisations, the emphasis has been directec teythbolic power and legitimation roles of
accounting information (Carpenter and Feroz, 19B2:615). However, it is in the pursuit of
enhanced public sector efficiency and accountgbiis intended outcomes, that efforts have
been made to import private sector managementipeadn the public sector, such as the use

of generally accepted accounting principles (Catgreand Feroz, 1992:613).

6 SUMMARY

Four main types of public administration theory adentified by Christensen (2003b),
depending on the assumed driving force (influencéghe decision-making processes and
their effect (refer to Table 1). These four thesrgan overlap but focus on different levels.

They also vary as to how public organisations bexestablished and change.
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The development of both theory and practice cafobked at through NPM. The ideas of
NPM have spread, but not actual practice. Regulatablocation of public resources and
income redistribution are the three functions & gublic sector. Public sector activity grew

but its effectiveness has been questioned.

The increased involvement of the private sectod, @ore business-like provision of public
services, could have been the underlying pressadirig to private sector approaches being
adopted in government financial reporting. Propesiei NPM-based practices believe that
the adoption of accrual accounting would improveaficial accountability and asset
management of government organisations. Advantagesnot automatic, however, and

accrual-based accounting systems have faced botteptual and practical criticism.

6.1 Lider's FMR Model and Organisation Theory

The four broad categories of organisation theosys{anmarised in Table 1) are not clear-cut;
the elements may be combined, and this is what Hdiddodel appears to be doing. The
distinction of the behavioural variables into refolpromoters, stakeholders and reform
drivers, sprouts from bounded rationality theoryek the importance given to institutional
arrangements considered as contextual variablesised on this theory where 'the formal
structure matters', and even on formal theorie$ #n@ based on the premise of 'utility-
maximising behaviour'. The cultural-institutionadrppective underlies both the institutional
arrangements and the stimuli as identified in L&dktodel. The fourth type of organisation

theory revolves around the belief that the envirentdrives decision-making behaviour; the
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feedback loops in Luder's Model illustrate the effef the environment on the reform
process. Brunsson (1989) emphasises that a balamegquired between the demand of the
technical and institutional environments; Luder'sddl takes both types of environments into

consideration.

While each type of broad category of organisatiwoty tries to relate to a rate of change in a
public organisation, Liuder's Model takes elememtsnf all categories, and therefore, a
predicted propensity to change will depend on ffexeof all the variables. As already stated,
the predictability of Lider's Model has been cisitd because the extent to which the

modules interact is not known.

Luder's Model identifies the variables affectingreancial management reform process, and
attempts to predict whether favourable factors wwércome implementation barriers so that
innovations occur. The Model has, therefore, bessigthed as a consequence of accounting
reforms that are suggested by promoters of NPMlagdgo The reform concept itself is taken
to be accrual accounting methodology. Why is thezoanting methodology deemed
‘appropriate' for public administrations? A struetwf dominance is created, supported by
professional groups, and public organisations hlavadapt them, or appear to do so. This
'myth' is in line with organisation theory that é@es on the institutional environment (Meyer
and Rowan, 1977; Powell and Di Maggio, 1991). Hus treason, institutional theory is
referred to, bringing the analysis full circle. Taealysis of the findings in Chapter 8 attempt
to establish how the three pillars of institutionsegulative; normative; cultural-cognitive -

play a role in Lider's Model.
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6.2 Concluding Note

Change is the underlying theme of this study. Osgdion theory has developed over time to
reflect changes and complexities in public admiatgin. Reforms in public administration
and government accounting systems are said todpéréd by NPM ideology. On the other
hand, NPM ideology appears to be driven by instih#l theory (Bostoret al, 1996).
Organisational theory forms the backdrop of theegomnent reform models that have been
developed to study changes in administration. ek snodel is Luder's FMR Process Model

(2002).

Luder's FMR Process Model (2002) is used to asdessonduciveness of an environment
towards a financial management reform process. mbdel is holistic in that it combines
elements from the four broad categories of orgaioisaheory. After the findings from this
research are described in the next four chaptdidei’'s model is applied in the Maltese
context. Institutional theory is used when discugdsihe limitations of the Model. Lider's
model is re-visited in chapter 8 and linked witlstitutional theory to better describe the

government accounting reforms in the Maltese cdntex
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CHAPTER 4: HISTORICAL BACKGROUND AND THE CURRENT
SITUATION

1 INTRODUCTION

The aim of this study is to describe and analysehbw and why' of government accounting
reforms in Malta. The purpose of this chapter ahd hext is to describe the current
accounting system used by the Government of Mattd,to present findings that answer the

first set of research questions presented by thdysbeing:

» What are the factors or variables underlying thengfe process while it takes place?
» Who are the main actors effecting and/or affectirgchange process?

» How are the reforms being implemented?

This chapter starts with the historical backgrowaml leads to the current situation of
governmental accounting in Malta. The relativelyalinsize of the country of Malta is
highlighted through the map in Figure 10 and themalgraphic and economic indicators in

Table 3.
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Figure 10: Map of Malta in the Mediterranean Sea (Source: worldatlas.com)

Table 3: Key demographic and economic indicators (as at December, 2012) (Source: NSO, 2013)

Official Name:

Republic of Malta

Area: 316 knf

Shoreline Malta: 200.0 km
Shoreline Gozo and Comino: 71.2 km
Capital City: Valletta
Official Languages: Maltese and Englisk
Monetary Unit: euro (€)
Population 421,364
Population density (persons per3m 1,333
Employed population 172,701
Number of employees in:

Government Departments 31,181
Companies with Public Sector majority shareholding 1,842
Independent Statutory Bodies 8,735
Whole Public Sector 41,758
Public Sector employees as a % of employed population 24.2%
Unemployment rate 6.4%
Retail Price Index Inflation Rate 2.42%
GDP (at market prices) €6,829.5 million
Balance of Payments current account €109.4 million
Imports of goods €6,178.3 million
Exports of goods €4,431.1 million
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2 HISTORICAL BACKGROUND

2.1 A British Colony (1800 - 1964)

Foreign rule is one of the factors that have aéfécthe history, politics, social life and
economic activity of Malta. Under British rule, Malserved as the main British naval
servicing base in the Mediterranean Sea (Piro®6)1L During times of war, commercial
activity around Malta’s harbours expanded, incregsvages and the standard of living. In
times of peace, the Maltese had to look at thein awdustry and were expected to shoulder
not only the burden of their institutions but atkat arising from the defence of their Isl&hd
The British invested heavily in the Island, andstigsues on public funds were the centre of
attraction. Government accounts were audited intaMdly the Services Commissariat
Auditing Board, which also audited the account®Bdfain’s fighting services. The audited
accounts were then forwarded for inspection to Maesty’s Treasury Commissioners for

Auditing Public Accounts in London.

The Public Service and the departmental systenoeérmment administration were founded
by the first British Governor of Malta in 18173who was also the first Accountant General
(Pirotta, 1996). The NAO was established in 1814e §overnment's budgeting system was
introduced in 1827, when the British Parliamentided that the financial requirements of a
colony was to be regulated ‘in anticipation’ andaficial assistance would only be provided

on the basis of acceptable financial estintdt@artolo, 1975).

1% From 1812 onwards, any surpluses accruing to théebta government in any given year were to be
transferred to the Military Chest (Pirotta, 1996).
" Retaining the centralised administration systetatdished by the Knights (1530-1798).

18 The budget for next year had to be presented t€thenial Office at the end of each year.
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A form of Representative Government was grantetheéoMaltese for the first time in 1849.
Governors and public officers were to remain actahle to the Colonial Office in London,
but now they would be subject to greater scrutmMialta itself. In 1885, the first Maltese
official was appointed as Auditor-General, and haswtrained at the Colonial Audit
Department in London. British policy pressed foravéiie anglicization of Maltese education
and administration. Conflict over this issue evafijucrystallized into what became known
as the 'language question’; and in 1903, Britamoked the Constitution and Malta reverted to

the status of a Crown Colony.

Due to heavy expenditure in public works, Maltaisahcial position deteriorated seriously in
the first decade of the twentieth century, culmimain the riots of June 1919. It was decided
that Malta should be given a modified form of resgible government led by an elected
Ministry. Under the 1921 Constitution, control bktisland was divided between the Maltese
Imperial Government and the Maltese Governmentr(©rea, 1963, in Pirotta, 1996). The
aim was to give the Maltese agréat a control over their purely domestic affédi{dMason,
1985 in Pirotta, 1996) as was consistent with titerests of the fortress and the colonial

authorities®,

In November 1924, a Billtd regulate the receipt, custody and payment ofipuioneys and
to provide for the audit of accoufitaras read in Parliament, resulting in the Treasamy

Audit Act, 1926. Until then, Colonial Regulationsgulated government accounting and

19 As Mason (1985, in Pirotta, 1996) puts it, diarchgs intended to hand over the steering-wheel while
retaining in colonial hands control over the acest® and the brake.
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auditing. The Bill embodied and gave legal force thmse sanctions of the Colonial

Regulations which dealt with the audit function ane workings of the Treasufy

The language question and a continuous power seruiggtigated by political patronage were
the highlights of local elections. But Britain wiagreasingly nervous about Italian influence
in Malta. In November 1933, the British Governmentspended the Constitution and
reinstated Crown Colony government. In 1934, the afsltalian was completely abolished
from the Courts and was substituted by Maltese g&asl991, in Pirotta, 1996). By 1935,

Malta had drifted into an undeclared state of emecy due to the impending war.

Malta always tended to prosper whenever there wHseat of war in the Mediterranean.
British defence spending in Malta increased andnpieyment was drastically reduced. By
1939, the standard of living was higher than evedole (Austin, 1971, in Pirotta, 1996). The
second world war brought the British and Maltesencwnities closer, and in 1943, the

British Government gave an undertaking to restelegovernment at the end of the war.

Under the new dyarchical constitution which cante effect at the end of 1947, the Auditor
was appointed by Ministers and he was answerableetm. He was required to carry out a
detailed audit by both the Colonial Regulations #mel re-enacted Treasury and Audit Act,

1948.

Self-government generated an expansion of admatigr activity and organization, initially

on account of the post-war reconstruction schenge fanm 1955, in preparation for Malta’s

% The first financial legislation of 1926 was basetBritish Colonial Regulations. This law was rexeted two
times over the years - in 1948 and in 1962. Theeguwent's financial legislation, however, did nbaige to
reflect the change of status of the country oveeti
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Constitutional Integration with Britain (Pirotta dWarrington, 2001). Disputes between the
Maltese and British governments, as well as amoafidde political parties, created political
instability which may have discouraged sound polingking and administration. Malta
experienced both an expansion of public financewel as chronic fiscal insecurity. This
awkward combination encouraged extraordinary heaypenditure, but discouraged financial

planning (Pirotta and Warrington, 2001).

Periodic breakdowns in the Anglo-Maltese relatiomesy often centred around the fortress
which continued to exert its influence. However ttaes extent of the British Empire receded,
the importance of Malta as a fortress declined, Biiiish defence cutbacks fuelled one crisis
after another (Pirotta, 1996). The crisis in 1958sa as a result of the British decision to
privatise the naval dockyard in Malta and to laf tbbusands of Maltese workers from its
naval establishments. This led the Maltese Goventriteresign in April 1958, and Britain

was once again forced to withdraw the Constituéiod to govern the Island directly.

The period between April 1958 and September 196&% avtime of intense debate mainly
concerning Malta’'s constitutional status vis-a-Bstain and the nature of the Islands’
political system. In 1959, the post of Accountaminé&ral (AG) was created and he inherited
all powers and duties of the Treasurer — a puldigant, head of the accounting function of
Government. The Auditor was re-styled ‘DirectorAafdit’ under the 1959 Constitution, but

he remained a public officer, subject to appointha@gr control by the Governor.

A ‘State of Malta’ came into being under the Caiton of 1962. It signified a significant

improvement in constitutional terms, however, Malkas not yet a sovereign state or a
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dominion, but not quite a colony. The Financial Adistration and Audit (FAA) Act, 1962,
imposed extensive reporting obligations on the taudihe Minister of Finance did not make
General Financial Regulations (GFR) until 1966 tlsat Colonial Regulations remained the
principal procedural guide — and they were notgatber relevant to certain new classes of

financial transactions.

2.2 The Period of Development (1959 — 1989)

A period of development surrounded Malta’'s indeeme in 1964, led by the government's
role as an investor, entrepreneur, trader and pedas well as policy-maker and pace-setter.
The historical paternalism of Maltese governmerdched its peak during the so-called
‘development decades’ from 1959 to 1989 (Pirot@96). As a result, public administration
grew more complex, the powers wielded by ministarsd officials multiplied, and
government became more centralized in an efforntontain the pace and coherence of
administration. The centralised administration dedli by the Knights and the British to
govern their fortress provided a ready foundation the ambitions of Malta’s sovereign

governments (Pirotta & Warrington, 2001).

In legal and organisational terms, the public settecame heterogeneous. In principle,
various forms of government entities were set ugigtance regulatory and adjudicatory
functions from ministerial control, or to enablebfio enterprise to operate flexibly under

market conditions. In practice, there was littlensistency in the arrangements. Some

L The Order of the Knights of St. John, a militangaeligious Order, ruled Malta between 1530 an@81Tike
the British who succeeded it, the Order regardettaVies a fortress state, but it also used Malta hase from
which it could manage its vast estates spread dr&urope. The Order enhanced the Island's adnatiissr
structure for this purpose.
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enterprises, both successful and not, remainedrimepats of the public servite Some
public corporations developed subsidiaries to rae element of their operatictis Public
officers provided administrative support to certaimdies, while others were authorised to

employ staff directly (Pirotta and Warrington, 2001

Since 1980, annual audit reports consistently rdéerinternational developments and
standards. In the Maltese context of paternalisegument, the auditor also recognised the
importance of control over employment levels in plublic sector and the efficient utilisation
of manpowe?*. The scale of operations, the authority vestedfficials, the range of goods
and services in the public domain, the varietyegal, political and managerial regimes —

these factors created difficulties.

Signs of cumulative administrative distress weghhghted by a constitutional crisis (1981-
1986Y°, and the politicians agreed that a comprehensiferm of Malta’'s governing
institutions and public administration was necegsathe decision to join Europe also

contributed to the need to adapt internal strustwi¢gh European standards.

2.3 Governmental Reform (1989 -)

A newly-elected government in 1987, appointed ti8R€ in May 1988 to examine the

organization of the public services and to makeomgoendations as to how the Public

22 For example, the Government Lotteries and the Misicketing Undertaking.

2 For example, Water Services.

24 Audit Report, 1983: par. 15

% The General Elections of 1981 had elected a Lal®overnment because it had the larger number of
representatives, however, it did not hold the migjaf the first-preference votes. In protest, thpresentatives

of Nationalist Party boycotted the parliament ahd Opposition did not attend Parliamentary sessidhs
Constitution was later amended to remove the resoence of such an anomaly.
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Service can efficiently respond to the changingdsder effective government (PSRC, 1989:
Appendix 1). The Commission's report triggered goneental reform extending from the
delivery of public services to the working of th@r@titution and the independence of the

NAO (Pirotta and Warrington, 2001).

Steps were taken to improve the relationship ofpthielic sector with the citizens, including
the use of ICT throughout the system of public ®ervrovision to encourage citizen
participation in public life and for the servicep teach greater efficiency levels.
Decentralisation was undertaken to change a tomdilly highly centralized administrative
structure. This resulted in the setting up of vasictatutorily-independent entities, some of
which managed to decrease their reliance on cdmiddetary funds, while others were not so
successful. The increased involvement of the peigattor in the provision of public services
was also sought through public-private partnersiiRiBPs). The objective was to improve

public services through best use of human and teghresources.

The implementation of these measures revealed rthdequacy of the 1960's financial
legislation on public finance. A new legislativearfnework was required to consolidate
existing reforms and to cater for the modernisateinmanagement of public finances,
especially by reducing inefficiencies and wastefsé of public funds. In 1988, the NAO

agreed with the Commission’s recommendation that:

Public Service reform should also encompass asfdle revision of the financial
management legislation so as to bring it into liméh modern accounting methods,
including automated accounting and other finanagi@nagement system@udit
Report, 1988, par.23)

The first step was to computerise the cash-basedrgment accounting system. The change

to accrual started later, in 1999.
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3 THE CURRENT GOVERNMENT ACCOUNTING SYSTEM

3.1 The Departmental Accounting System (DAS)

The DAS is the first computerised government actingrsystem used by the Government of

Malta. Its implementation took eight years.

The government issued the tender for the implenientaof a cash-based computerised
accounting system in 1992. The tender was awamled drivate audit firm, namely, Grant
Thornton. The firm used the Sage Sover&igand converted the accrual accounting package
into a cash-based one. The principles of doubleyevre still maintained, but other add-ons
were required to bring it in line with governmemguirements, commitment tracking in
particular. A Unix based programme was purchasezhter for multi-usage. The MITA as

the government agency responsible for the systepesations, purchased the customised

package from the audit firm.

The DAS implementation process started in 1993erAdievelopment and testing, the system
was introduced in 20 government departments (060dfin 1996. At departmental level, the
new system was run in parallel with the manualeystwhile the Treasury continued using
the old system. The consolidated Treasury functias introduced one year later. In late

1999, MITA started planning for the implementattbnoughout the Central Government, and

% sage Sovereign is an off-the-shelf accounting @gek produced and distributed by Sage plc, a sodtwa
company based in the UK.

" The Malta Information Technology Agency (MITA) iset central driver of Malta Government’s Information
and Communications Technology (ICT) policy, progna@s and initiatives.
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this was complete in 2000. According to a MITA Mgaa(Interview 11);'we were a group

of 12 people on the go, non-stop".

3.2 The double entry in the current accounting system

The backbone, which is used as a repository, iS#ge Sovereign with a multi-user function.
Due to the overlaying development, the user ongs she DAS functions, but the ledgers can
be accessed. Apart from some journals, double éntilpne automatically. The functionality

starts at the front end through the processesthieatisers have as part of their work. The

functions available through the overlaying are expd in Table 4.

Every department has the Sage Sovereign and the DA&ing that every department has its
own individual books of account. The user doeshank the actual system but the software to

connect his/fher PC with a server. All transactiaressdone on the server.

At the end of the day, each department sendsatdrehic data to the Treasury. The Treasury
is referred to as 'the consolidated' because isalmates the departmental information to

issue the government report. The consolidatedidaaeplica of the departmental sets.

The coding structure facilitates the amalgamatibthe datasets. At departmental level, the
code of each line item consists of the account rarnthe cost centre and the responsibility
centre. The code moves up one level in the coreelitibecause the responsibility centre is

dropped, while the department code becomes the cadte, and the cost centre of the
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department becomes the responsibility centre. Rifmenconsolidated dataset, the financial

report can be issued monthly, quarterly or annually

Table 4 : The DAS Functions

DAS Function Description

Commitments This is used for purchasing. A purchase orderigedhand the system checks with the
budget amount and controls. The funds are bloc&ed,will remain so until either the
commitment is cancelled or the invoice is receiymakted and moves for payment. If a
commitment is not acted upon, the funds will notcheried forward at the end of the
year. When the invoice is posted, the purchaseeledgupdated. When the invoice |is
paid, the cash book and the purchase ledger arateghdSo the system is not purely
cash-based, but at front end it is. The departneanie details of their creditors, but the
reporting is done cash-based.

Income routine When income is received and a receipt is issuedysier has to decide which account is
going to be credited. The sales ledger in the baéhs practically not used, because
the major revenue-generating departments have ¢thair accounting systems. These
systems are not replicated in the DAS.

Transfer and Used for journal entries.
adjustment
Multi payments This is another means of payment for expenses umpasted by an invoice. In this

case, the backbone is not updated immediately secthe department has to await
authorisation for payment from the Treasury befbrepdates the DAS from its endg.
The same time gap exists for recording income pggei

CBM payments Used for payments done by bank transfer.
Petty cash Petty cash.
Schedules This is a means of accounting for payments frompiielic account but through other

systems, for example, the Treasury Pension Systeththe Government Payrall
System. This function is also used to record tretitsas between departments.

Funds These are the budgetary controls. The budget amm@ret entered towards the end| of
the year, after the Financial Estimates are apprtwyeParliament. The budget amounts
are not part of the double entry but only a setrobof values.
In the case of expenditure, the estimate becombadget amount. In the case [of
revenue, it remains an estimate. A budget is & lingit cannot be exceeded accordjng
to the law and regulations. Since a budget expdéinseitem cannot be exceeded, a
transfer may be required from one line item todteer. A virement is simply a budgget
transfer and is not recorded as a transaction.dkigtion from the MFEI is required to
effect a virement exceeding €50,000.
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Part of the consolidated dataset is the bank rélcatian statement. The electronic procedure
consists of issuing the cash book from the DAS Xyyoeting the data from the consolidated
dataset; importing data from the other systems wpthting the cash book; and matching
cheque numbers and amounts with the bank statedetails imported from the Central

Bank. The reconciliation is a function of the Tneys

The accounting system is menu driven and has infuwids controls. Each account will
include the amount allocated by the original buddgké revised estimate, warrants and
virements. The revised estimate is used in the chamendments to the original budget. The
warrant is the routine used when the MFEI issuektiadal funds, known as supplementary
estimates. Each account includes commitment trg€kiThe bottom line will always show

the amount of funds available for that line item.

3.2.1 Budgetary Controls

The budget is not part of the double entry in theent cash accounting system but is treated
as a control. When the Appropriation Act is issuibé, budgeted amounts are entered in the
budgetary control system within the DAS, but thesniot part of the double entry. Each

account is split into two: budgetary controls arahsactions. They are segregated because the

8 A 'soft' commitment becomes ‘hard' when the pusetarder is issued; when the invoice is postedhérd
commitment moves to 'approval for payment’; 'postans that the transaction has been sent to thsdme and
it becomes a 'paid transaction' once the Treassunes the cheque.

A commitment is described as soft when the tendassued. At this point, both the supplier and dbtual
amount would still be not known. Soft commitments aot taken as an accrual because the processeai¥ing
bids and awarding the tender is still pending. Ctheecontract is entered into and the paymentbeireg called
upon, then the contract can be taken as an 'expeadiayable’ - it becomes a 'hard' commitment.ofdiag to
the ex-Budget Office Director, this distinction Wween a soft and hard commitment makes the systefiméd'
(XBO, Interview 25)
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budget is not actual funds. The system calculatesances and a report can be issued

comparing the budgeted amount with the actual.

3.2.2 Year-end procedure

Basically, there is no year-end procedure ... Fo$tall, no balances are carried
forward. And secondly, thé€the Treasuryfontinue working on them for some three
months, while they already have transactions fer¢hrrent year ... we create new
datasets for thenthe Departmentsat the end of the year. Each year, they start
afresh.(MITAZ2, Interview 11)

Payments are recorded up to December. The Treassugs the first summary Financial
Report in March, and in the meantime, it continuesking on the old dataset adjusting for
transactions between departments and checkingirceréansactions with the Central Bank.
The final transaction entered is the State Contidbuconcerning the government's part of
national insurance contributions collected durimg year. Certain departments generate a net
surplus, for example, the Inland Revenue, Custovi#s], and the Government Property
Division. Other departments have more expenditurd produce a deficit, for example,
Education. At the end of the year, these surplumed deficits are transferred to the
Consolidated Fund. The balance on the Consolidated is then transferred to the new year.

The full Financial Report is issued in June.

The Departments start each year with a blank pagause they are given a new dataset. A
manual process needs to be followed to create aasewunt for each below-the-line item and

enter the balances on these accdints

29 Below-the-line accounts are used to record iterasdb not pass through the consolidated fund,tanmple,
advances. Sometimes, until the year-end balandbkeobelow-the-line account is confirmed, half of thalance
is temporarily transferred to the new year so thatdepartment can continue working on the item.
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3.3 Criticism of the current accounting system

The end users in the departments perceive theeyghcut-off as the major disadvantage of

the DAS:

... at year end, the system fails, because isig po commitments have been done.
The DAS records commitments within the year, franudry to December. You can
print these out using the report generator, but y@ave to input them again in the
system, come JanuaifpCS4, Interviewl7)

The fact that a new dataset is provided at thenmggy of the year also limits the search
facilities and its reporting facilities are not very flexible, expally when you request certain
data for a number of years{DCS7, Interview 23). Another disadvantage is thad
purchasing system is not integrated with the s®gtem (DCS9, Interview 28). The DAS
uses the MSDos mode, which is quite outdated andiery user-friendly (DCS8, Interview
26), however, the users appreciate that it has teeeloped over time, with new controls on

procurement introduced gradually into the systei@$B, Interview 17).

In fact, it appears that only the internal auditappreciate the reporting possibilities in the
DAS:

The DAS has weak spots but it has many good thishg®ne knows how to use it:
its functions and reporting functions ... They $ays obsolete, but in reality, it
serves us well ... But we are the only departmenérésted in extracting
information. Management only feels the obligationinput the information, and
does not regard it as an available to@AID, Interview 21)

The users have no\got used to it, and ... find it very reliabléDCS4, Interview 17), but it is
unanimously criticised for the way that the yead-ent-off clears away any allocated funds
that are not used. The users feel that this hingeyper management because they cannot
plan ahead for more than one year. The users havexpectation that this 'cruel’ cut-off will

end with an accrual-based accounting system:
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With an accrual basis, for sure there will not estproblem because you would
know what funds you have for three years and yoy caary forward your funds.
But we cannot do this under the current systemaWeat the mercy of the MFEI.
(DCS4, Interview 17)

The users are overlooking the possibility that tkisn application of the annuality rule in
budgeting, which may still be applied even if anraal-based accounting system is used. For
example, even though accrual-based budgets ararpcepn the UK, the government still
adopts a strict interpretation of the rule of anity®ecause money that is unspent at the end
of the year must be paid back to the Consolidat@tdHJones, 2012). As shall be shown
later on, this issue is one of the main contentiohghe Budget Office and the PS for
opposing the introduction of an accrual-based budgenay also be one of the reasons why
the draft financial management legislation was finmdlised but sent back to the drawing

board.

4 AN OUTLINE OF THE ACCOUNTING REFORMS

4.1 The beginning of the reforms

As already described in section 2.3, accrual adogifior the Government of Malta has been
under discussion from at least the 1980s (IAID,efview 21). Modern accounting
methodologies were suggested as a management toolgdthe public service reforms
(PSRC, 1989), while the Audit Report of 189dpecifically recommends the adoption of an

accrual accounting system by the public sector.

%0 Audit Report, 1994: par.1.10.6-10
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In 1993, the Local Councils were formed and thessewequired to start using accrual
accounting systems from 1995. Government entitiesewalso required to adopt this

"moderni accounting system. It was only the Central gowent that procrastinated.

It appears that the Minister of Finance during 1880s held the vision to implement accrual
accounting at central government level. In 1999%dteup the Accrual Accounting Task Force
just for this purpose and appointed the Directonésal Special Projects as Chairman. The
Task Force was the main steering committee, frontlwthree committees emerged to deal
with each important aspect of the reform, beingabeounting standards, the legislation, and

the accounting software specifications.

The members of the Task Force were the MFEI reptedeby the Director General Special
Projects (as chairman); the Treasury representedhbyAccountant General (AG), the
Director Government Accounting (DGA) and an officilsom the Accrual Accounting
Working Group (AAWG); the Internal Audit and Invagtions Directorate (IAID); the
Financial Management Monitoring Unit (FMMU); the WA,; the NAO (as observers); and a
representative from the Malta Institute of Accoumsa(MIA) (NAO2, Interview 4). The work

of the Task Force was based on the premise that:

The Government is committed to a policy of instigumodern financial methods in
its management of public finance ... to provideaai¥ for constructive long-term
financial projections and planning. The Governmgntommitment to better
financial management has resulted in the decisioimiplement accrual accounting
throughout all the departmentg&Camilleri, 2005)

The Task Force emphasised that accrual accoundirg management tool that helps and
facilitates the financial management function, aves not a methodology that would solve

Government problems (Camilleri, 2005). The TaskcEdrelieved that the success of accrual
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accounting implementation will be assessed by tkten¢ that the defined strategic and

tactical objectives of Government are achieved (Garp 2005).

4.2 The initial reform work

The Minister for Finance showed a personal inteireshe project and the chairman of the
Task Force was an energetdriver": "it was like a big explosion ... there was a hugeeir

(MITAL, Interview 27) and the reforms progressed ateady rate.

During the first six years, the Task Force manageadtroduce various accounting disciplines
that provided a basis for the implementation of #hecrual accounting methodology
(Camilleri, 2005), including training; formulatioaf policies and circulars; preparation of
guidelines and various studies; reviews of the y§team; and the re-organisation of the
Treasury Department. The Task Force had also wookethe required underlying financial
legislation and had prepared a draft law in thispeet. The Lands Department started a
project to compile a complete record of the lartdg the government owns (GT, Interview

14). This project is still in progress (DGA, Intesw 2).
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4.3 The trial financial statements

The preparatory work of the Task Force included ¢bepilation of financial statements
under partial accrual accounting rules for all Dépants commencing financial year ended
31st December 2002. These financial statementdoarenternal evaluation and have the
objective of gradually developing the opening baémnthat would be required for the full

implementation of accrual accounting in Governm{@atmilleri, 2005).

The trial financial statements have continued tglepared. Towards the end of 2011, the
Treasury was finalising the trial financial statersefor the year ended 31st December 2010
(DGA, Interview 2). These reports have improved over timed are nowrhore accuraté
(XDGS, Interview 8). The Treasury has a dedicateWAG to continually chase the
departments for their returns; highlighting omissi@and helping them to improve the quality
of the accrual data being submitted (DGA, Intervidyy However, the Director General
Strategy and Operations (Interview 19) describedaitcrual data being collected through the
Treasury circulars assporadi¢, and stated that there is no system that endghagsthe

information required is being supplied across tharf.

4.3.1 The AAWG and the Departments

The DCS refer to the compilation of the quarterteraal data templates athé accrual

accounting project It is perceived as a project owned by the MR&d ¢he Treasury, and the

DCS' point of reference is the AAWG within the Tsasgy.
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The compilation of the templates is seen as a dtieal exercise, and is not a system that the
DCS work with (DCS8, Interview 26). Only one DC&térview 28) claims that he finds the

accrual data collected on the templates very usefuhanaging the department’s creditors.

Some problems were encountered when the systeengflates started but the departments
found required support and guidance from the AAVE@d now find that the process has

become smoother (DCS6, Interview 22).

According to the DGA (Interview 2), the AAWG holdscussions with the DCS to show
them the impact of their recording on the finangttements. The Director (Interview 2)
stated that the DCShjoy and benefit from these discussions, and dhewlso made aware

of the importance of keeping proper recdrdBut the AG (Interview 13) said that these
discussions are only held with the accounting eficactually compiling the templates and

not with the DCS.

Following a Treasury training session held in JA6&2, the DCS are now more aware of the
objective of the templates exercise, that is, the tt has in the compilation of EU statistical
reporting (DCS9, Interview 28). One DCS (Intervi@®d) expressed concern that this would
be the ultimate aim of the whole exercise and wistoe more communication between the

ministries and the central level:

My fear is that it stops there ... They have to samething because we wouldn't
know what the central has in mind. We are alwaygimgafor accrual accounting.
We have this uncertainty in that we are workinghwfitis system - granted, the DAS
can be a bit more user friendly, but it is whaisitAnd we are always waiting for
something that perhaps would not materialisé¢/e need some clarity.
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The DCS mutually feel that they require guidance &aining, and that there should be more
dialogue with the MFEI at central level. While rgogsing that reporting is the prerogative of
the Treasury, the departments have never receivaat af the trial accrual-based financial

statements:

No feedback is received re-accrual accounting mafdrom the Treasury. The only
feedback is how we are doing on the returns. A pityen you consider the number
of man hours involvedDCS4, Interview 17)

4.3.2 The process of compiling the Trial Financial Statemts

The trial accrual-based financial statements ateoffa@ial, not audited, and used only for
internal consumption (MITA2, Interview 11). The basased data is issued from the DAS
and amalgamated with the accrual data collecteud titee templates. A Treasury Accountant
(Interview 3) calls it alybrid systerhbecause there is no double entry of accrual adooy

but involves taking a cash-based system, and patching it ugtormmodate accrual

In this process, each department is treated apaatireg entity and the budgeted amounts are
posted in the accounts (MITAZ2, Interview 11). Thedget is considered as expenditure for
the Consolidated (government) and revenue for tigalment. Unused funds are shown and
called ‘forfeited budget funds’, because at the ehthe day, a department is only spending
its budget funds and has no profits. The ‘profaghconly be calculated at government level

when the revenue earning departments are consdisdth the spending ones.

The trial financial statements use reserves tordegcoovements that do not affect the
surplus/deficit. Besides loan repayments, borrogjirgeditors and accruals for below-the-

line items, reserves reflect the movement in fiasdets. The total amount spent is debited to
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the expenditure account. From the cash flow terapléte amount referring to capital
expenditure is then credited in the expenditureoact and debited to a reserve. The
department then prepares the template for fixeétasand the movement for the year is
debited in the fixed asset account and creditati@rreserve (refer to Figure 11). Technically,
therefore, the balance on the reserve should bbutilt is not, due to two problems identified
by a Treasury Accountant (Interview 3), being theomplete property registérand the lack

of a defined leasing polié$;

Figure 11: Recording Non Current Assets in the Hybid System

Total Expenditure Account

Total expenditure for year Capital Expenditure froash flow

templates®

Reserve (Non current assets)

Capital Expenditure from cash flow
templates®

Capital Expenditure movement for the ygar
from templates2

Non Current Assets Account

Balance b/f

Capital Expenditure movement for the year
from templates2

%1 The Government Property Department is in the m®a# preparing a dataset showing the value ofhall
property owned by the government. This work has men finalised, and therefore, the department® hav
incomplete information about the assets they hividthe meantime, a department may incur expenditore
improve its property. This is shown as a fixed adse that department. When the Government Property
Department eventually gets around to valuing thigtipular property, it would need to take into ddesation
the improvements that have been carried out bydtégartment using that particular asset. Eventudtiigse
reserves should be netted off at consolidationljevat a lot will depend on the valuation used i t
Government Property Department (TA, Interview 3).

%2 easing is the other problem (TA, Interview 3)isltvital for a leasing policy to be laid down tistthguish
between a finance lease and an operating leaseddpertment heads should be informed as to whiddoas
capital expenditure (TA, Interview 3).
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The accrual data is collected according to theirements of the MGAS (now IPSAS). Some
responsibilities have been delegated to the depaisn for example, the requirement to
identify whether expenditure is capital and to $iyethe category (TA, Interview 3; MITA2,

Interview 11).

According to a Treasury Accountant (Interview 3je toreparatory work being done on the
preparation of these trial statements serves twmoitant purposes: it should facilitate the
change over whenever the new system is acquireaubeche Treasury ibuilding up the
opening balances that would be required and refintheni; and in the meantime, the

Treasury is teaching the accrual methodology ta#partments:

It would be useless to have a new system and #18 ds not know what to input,
and are not aware of the effects of incorrect itipgt This is not simply a change of
a system, but a change in the methodology - thethatyyou are working(TA,
Interview 3)

The MITA was responsible for preparing a compliareggort on the trial financial statements,
but as from 2009, this report is being preparedhieyTreasury itself (MITAZ2, Interview 11).
The report explains how the financial statements la@ing compiled and describes how
compliant the financial reports are with accruatamting standards (MITA2, Interview 11).
The compliance report stipulates that the finanstatements are prepared subject to the
information that is given by the departments onaberual data templates (MITA2, Interview

11).

The Assistant Auditor General (NAO2) (Interviewth)nks that the trial financial statements

previously had many gaps regarding stocks, creslitord fixed assets, that would have
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resulted in a qualified audit report had they bemmdited. But he has observed an
improvement over the years afitie figures are now making more sen@dAO2, Interview

4).

The DGA (Interview 2) persists in pursuing the patjand considers the work as part of her
duties because she does not want to be caught erfomt should some higher official
suddenly decide to really implement the new syst&s.at November 2011, the DGA
(Interview 2) was considering the introduction oivpte audit firms to scrutinise the process

and to strengthen it by making it more transparent.

A PAC member (Interview 6) criticised the Treastownot being transparent in the work that
it is doing. The Treasury had explained its workhe PAC, but he considers it high time for

these statements to be audited, published, andsdied in Parliament.

4.4 The rate of the reform process

According to Camilleri (2005), the level of succeiss the implementation of accrual
accounting would depend upon the commitment of blothGovernment and the employees
within the Departments towards the project. TheD@ector General Special Projects
(Interview 8) pointed out that as at 2005, the fiations required for the introduction of
accrual accounting were ready, and the next steptieaissue of the tender for the IT system,

but 'it appears that the government does not want teshin the systém
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When the process had started, the partner of theutting audit firm (Interview 14) had felt
that there was a clear commitment from the top délcatual accounting is to be implemented.
He does not think that the original plan was fae project"to exceed 12 years and still be

shaky"(GT, Interview 14)

The MITA (Interview 27) described how with the clganin the Minister of Finance in 2004,
"the motor got stuck a little The 'steering peoplechanged, and everything went back under
review again. According to the MITA (Interview 27he Minister's successowanted to

start a new chaptérand”even the role of the Task Force became questieriabl

In fact, according to the Treasury (Interviews 3) the Task Force did not meet again after
the chairman's retirement in June 2009. The successhe Director General Strategy and

Operations within the MFEI, but the Task Force hager met with him.

The NAO2 (Interview 4) thinks that perhaps the terof reference of the Task Force have
been concluded and so this is no longer relevamthas the impression that all the process is
stationary. According to his records, the last nmgeof the Task Force was held on 17th June
2009, while that for the MGAS Committee was in NoMer of the same year (NAO2,

Interview 4).

According to the AG (Interview 13)uhfortunately, the Task Force is not functioningat,
and it has not issued any more directives. In teamtime, the Treasury has carried out a lot
of work to consolidate the function of the AAWG, i has now become even more

demanding with pressures from the EU Commissiorarcegg the IPSAS: What we are
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pushing for now especially are the IPSASG, Interview 13). In fact, the IPSAS Committee
was set up on 31st August 2011 to take care ohteehmatters and pass on its opinions to
the Task Force, which would then inform the PSs&ué a circular so that implementation

starts in the departments:

The idea was to have the two boards working irt syrbut it appears that none of
the committees are functioning at pres@iovember 2011] None of them have
delivered.(DGA, Interview 2)

The Director Financial Policy appears to be in geaof the IPSAS project and he declared
that his unit 8hould be able to start focusing more on purelgrimal reporting but "there
are immediate priorities(DFPDA, Interview 12). He hopes that tHdGAS Committeewill
start meeting more often, and referred to a medteld towards the end of 2011 where the
IPSAS issue was discussed (DFPDA, Interview 12)cotding to this Director, the NAO
were present at the meeting, but the NAO (Intervdgwdoes not have a record of attending.

Perhaps the Director Financial Policy had refetoean informal meeting.

The work on the legislation appears to have consehalt. The AG had set up a committee to
go over each clause of the draft legislation. Adoag to the NAO's records, the last meeting
of this committee was held in February 2009. The @@erview 13) confirmed that he had

passed on the Treasury's suggestions to the MiEEhdwas not sure which directorate was

now responsible for the legislation.

The Corporate Financial Management Project Board 'managed to do a very good
business requirements document after over 60 ngsitisccording to the AG (Interview 13).
But once again, the AG pointed out that all the kvand effort appears to have somehow

found a bottleneck at ministry level:
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The tender has not been issued. Whether it's egens not, whether for other
motives, | don't know. What | know is that | cortgilethe project. | delivered.
Somehow the system is not here yet.

The NAO2 (Interview 4) confirmed that this partiaulcommittee had completed the system
specifications in May 2010 and stopped meeting.ofgiog to the auditor, it was estimated
that the new software would cost tens of millidst besides the system being expensive at a
time when the government is endeavouring to redioealeficit, he identified other possible
reasons why the reform may have stalled. In pddiche referred to Malta's accession in the
EU in 2004 and euro adoption in 2008 as two evérasrequired the concentration of MFEI
personnel and the focus on the accounting refors temporarily lost. The fact that a key
person or committee was not appointed to take ehafghe reform may be another reason
why the process appears to t@ppening in spurts(NAO2, Interview 4). After a couple of
years concentrating on something else, the prosestd need to be kick-started again, and
perhaps the Task Force lost the energy that itipusly had due to the passage of time

(NAO2, Interview 4).

The PAC Chairman (Interview 5) is concerned that #ffort on accrual accounting is
decreasing instead of increasing, and accorditgnio "there is a lot of stage work that could
be on paper but in reality is not théréde also referred to the half-hearted way thatTask

Force was treated, which never developed due tanmalrfinancing: if you don't invest, it

would die a natural death, as in fact happeh@@AC1, Interview 5). While a PAC member
(Interview 6) commented that during PAC meetingsemwlithe work on accrual accounting
was discussed, he had felt a heavy complacency éemain top officials involved in the

reform: 'there is no real agenda, there is no will; theytjaan't be botheréd
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The partner of the consulting audit firm (Intervidw) describes the project as aphart'

but does not think that it will be aborted; the spin is rather ‘when'?

In appearance, it seems that the project will beecexed - andin fact this
‘appearance’ can be delayed forever

He also referred to the generic lack of knowledggarding accrual accounting and the
confusion that may be caused when having to detll the ESA95. He emphasised that
unless a champion/driver/owner is appointed to ke of the project, it will take a very
long time to be implemented, if ever (GT, Interviéd). Similar to the NAO2, he thinks that
it is a matter of priorities when the MFEI is extrely overstretchedwith various initiatives,

and they are grossly under staffed

| think that the last thing they want on their glas to do this accrual accounting.
Even the meetings that were held lately, it's they are done very quickly, just to
record that a meeting has been held, and it apptwsthere is no drive.

The heir to the accrual accounting project desesritie responsibilities at the MFEI agou
name it all and there is no limit ... and amongsinythings, there is this accrual accounting
(DGSOS, Interview 19). The Director General Strgtend Operations (Interview 19)
confessed that his work on the project was limii@anonitoring the stage reached by the
Treasury rather than actually seeing what stilldset®® be done. He confirmed that there
definitely was no intention for the new financiaglislation to be approved in 2012 as it is still
being discussed. With regards to the IT systemiredquo replace the DAS, he said that even
though the appointed committee had drawn up theifsgeions, it was still work in progress
which "has stopped at the stage where we are seeing hewetider should be issued
(DGSOS, Interview 19). The result is that the aataccounting reform is not considered as
"top urgent, at least as at May 2012, as confirmed by thee@ar General Strategy and

Operations'there are no deadlines at this stage".
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4.5 The new Public Finance Management Act

4.5.1 Work done on the new legislation

One of the primary objectives of the Task Force twaaddress the legal aspect of the reform.
The legislation needed to be brought up to dateesih only referred to a cash-based

accounting system.

The ex-Director General Special Projects (Interv@veonfirmed that the first version of the
Act had been drafted in 2002 by a director at tfeEM who had integrated various Maltese
laws and regulations. His own task w&s Spread some accessories overfiir example, to
make provisions that allow the carry forward of perst votes; to introduce the concept of the
three-year rolling budget; and to make timely répgra legal requirement. Procedures were
replaced with concepts, but certain details walerstjuired in the legislation otherwise they

would be ignored by the civil servant (XDGS, Intew 8).

The draft of the new legislation was handed oveh&®AG, who appointed a new committee
to review each clause (XDGS, Interview 8). The $urg, the NAO, and the IAID were
amongst the members of this committee. While ackedging that the draft legislation had
been prepared by very competent persons, the D@#&r@ew 2) confirmed that it was
scrapped, and only itsskeletofi was used during discussions. The AG (Interview 13
described how the Treasury had started chairing cttramittee since no one else was
available at the MFEI. The Treasury made its sugges and then passed the work on to the
MFEI when new directors were appointed (AG, Intewil3).
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According to the PS, the new legislation wex nearly ready in 2002It'was a patched up
piece of work and did not consider certain issues like a fiscaiework. It is important to
"avoid gold-platin and not to go from one extreme to anothéne"problem is that you

cannot give shocks to the systdPS, Interview 9).

4.5.2 The new legislation and the NAO

The NAO2 (Interview 4) thinks that the draft finsmcmanagement act was never enacted

because it drastically changes the current legslat

One of the NAQO's concerns regards the issue ofshioald audit. The draft had provided that
the government departments appoint private auditsfio audit their accounts while the NAO
would only audit whole of government accounts. N&O had objected to this provision,

because it felt that it should be the decisiorhefNAO whether to appoint private audit firms

and the audit of government departments shouldiretha responsibility of the NAO:

The most important thing is for the NAO to maintabsolute control of the audit
process.... The external auditor is responsible itnole of government accounts.
(NAQ2, Interview 4)

This wholesome responsibility could either meart tha NAO would require more human
resources to carry out continuous auditing of tepadtments and ministries, or it could
contract out (NAOZ2, Interview 4). According to tINAO2 (Interview 4), contracting out
would be more feasible, just as long as the NAOntag@is absolute control and even appoint

the private audit firms itself. This is the systapplied for the audit of local councils.
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Another issue concerned timing. One of the recontagons was that if a Ministry had an
accrual accounting system in place and was onighé¢ track, then the NAO would audit that
particular Ministry, while the other ministries widbe audited on a cash basis. The NAO did
not agree, insisting that all ministries shouldtséplying accrual basis simultaneously and
officially issue accrual-based reports at the séime: "we have to audit everything. There

are no half measurégNAO2, Interview 4)

The NAO2 agrees that the present law needs to dxegelal, in particular the requirement that
the NAO audits the government accounts and repeftse the expiry of 12 months after the
end of the financial year. This can remain appleaior whole of government, but for
departments and ministries the requirement couldsibelar to local councils, that is, to

present audited accounts by March/April (NAO2, iview 4).

4.5.3 Gradual changes vs major overhaul

According to the PS (Interview 9), fescal framework gives you a certain rigour; a @t
discipline of how to do thingsHe confirmed that modern financial managemenmntcepts
need to be considered, but he does not think itequires drastic changésto be made to
the current legislative framework. The NAO2 (Iniew 4) agrees thattihkering with the

law" is the best way in order to avoid confusion.

Other officials believe that the current legislatis too old and needs a total overhaul to make
the departments more efficient using modern appmeag¢PACL, Interview 5); to introduce
modern principles (DFPDA, Interview 12); and toleet the current situation of the country
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with its international commitments (NAO1, Intervied®). Even the AG (Interview 13) thinks
that 'the current legislation requires a very big overdaand the biggest challenge is that

the FAA Act tackles budgeting and appropriationsides accounting.

4.5.4 Defects in the current legislation

When the FAA Act was written in 1962, there was idea of accrual accounting for
government, thereforetHere is no legislative backing for the accountimeforms (DGA,
Interview 2). According to the DGA (Interview 2jsimain defect is that it does not refer to
internal controls. Two major complaints of the P8tgrview 9) concern thedteaded

supplementary estimateand the Infamous direct ordef's

The PS (Interview 9) intends to remove the facitifysupplementary estimafésind replace

it with a predetermined contingency that is faatloire the budget estimates. It does not make
sense to him that after the budget is preparedafety valvéis provided to everyone so that
they can spend as much as they like and then ttesexs fubber-stampetby Parliament at
the end of the year. This cannot be achieved bylgiramending the law to remove the
supplementary estimates. The PS believes in intiadudirectives and standards gradually
over a period of a few years in order to strengtihenunderlying framework before taking the

final drastic step:

Why? Because at the end of the day, if you waneéting sustainable, unless this is
built on discipline, it will not work. This is wheme want to go. Then once we have
built substantially, and we are approaching - stbp supplementary.

% Article 25 of the FAA Act permits supplementarytiemtes. It gives the Minister of Finance the power
authorise expenditure from the Consolidated Fumdafiy purpose, if no amount has been appropriatethét
purpose, or if the amount authorised is insuffitieBubsequently, the Ministry of Finance "asks" for
Parliamentary approval for this additional expeundit
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Direct orders are used when a department or mynfgst spends money and then seeks
MFEI approval retrospectively. Direct orders haeelegal basis because approval is required
before and not after incurring expenditure. The(RR&rview 9) claims that the use of direct
orders has decreased since they have started peblighed in the annual audit report. He
wants to instil the mentality that the MFEI will happrove such law breaking, and that
eventually the law will be changed to introduce speal liability for these actions:
"transparency and accountability will definitely gtall playing around and nobody will do

it".

The PS (Interview 9) claims that the MFEI is intwothg more discipline on both reporting
and planning. The departments, ministries and gowent entities are required to submit
their reports by a deadline, and if this is notexdd to, their funds are delayed. Adherence to
business plans and budgets is being strictly agpph@d if a project is not included in the
estimates, it is not allowed to stahe PS believes that certain financial management
principles that are presently upheld agndd and still valiti, but can be strengthened by

introducing a framework that enhances accountgbilit

4.5.5 Update the budgetary process

The carry forward of unspent allocations was ongefprovisions in the draft legislation, but

as described further in the next chapter, the PBasmain objector of this provision. This

could be one of the reasons why the draft legmtatvas scrapped.
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The AG (Interview 13) thinks that the biggest obktain implementing a new financial
management act is the change required in appraathenbudget cycle. While insisting that
the presentation of the financial estimates toi&@aent should remain cash-based, he deems
it important to adopt accrual-based budgeting ak. W present, the whole budget cycle
concentrates on the consolidated fund, that istetienues and expenditures in the estimates,
while the accrual element is considered only ar-geal. The AG considers it important to

entrench the accrual element within the budgetecgslit has to be something continudus

The AG (Interview 13) thinks that the MFEI lacksetimecessary expertise in drafting a

financial legislation, and the mind set of certaigh officials needs to be changed.

4.5.6 The reporting entity definition

While the legislation does not specify the defomtiof the reporting entity, according to a
Treasury Accountant (Interview 3), the definiticandoe inferred from the definition given for
‘accounting officer' and the various provisionsttloigscribe the responsibilities of the
department heads and the ZGThe NAO2 (Interview 4) confirmed that the repogtientity

is not defined in the legislation:

*Article 2 of FAA defines ‘accounting officer’; Ale 12 of FAA mentions the duties of the accounting
officers; Article 49 of the FAA mentions the measstiagainst fraud and irregularities and the dukiesHeads
of Departments, the Auditor General in accordanith WAO Act and the IAID in accordance with the [Al
Act; Article 4 of the GFR includes the duties o&tAG; Article 5 of the GFR includes the duties lvd tAG with
regards to material irregularity; Article 6 of tlR includes the responsibilities of accountingceffs; Article

91 of the GFR states that the Heads of Departnastsesponsible for providing the list of accougtofficers

to the AG and the Auditor General; Article 92 oétBFR states that the Heads of Departments arensifiie
for certifying the accuracy of collections of reuenor other public moneys; Article 102 of the GRRtess the
responsibility of the Heads of Departments to repash losses; and Article 105 and 106 of the GER the
responsibilities of the Heads of Departments iatieh to stores.
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Each vote is a reporting entity and should prodficancial statements. ...this does
not emanate from the legislation. The FAA Act ahd GFR mention that the
department head should maintain proper records,thah point to the Treasury as
the reporter and the preparer of financial statemsen

The various circulars and directives always putahes of reporting on the department head.
The DGA (Interview 2) is concerned that a head epaitment may challenge the Treasury
regarding the process of collecting accrual dateesthe law does not identify the department
as a reporting entity. She acknowledged the impoegaf such a definition that should be

included in the new legislation.

The ex-Director General Special Projects (Intervidwexplained that this problem was
anticipated in the draft legislation which definé®epartment, Agency and Units of
Governmerit as 'an administrative unit of Governméntand had also definedwhat

government i5(quoting from Part 1 Section 2 of the proposed)Ac

"Government" as used in this Act, includes all stiies and departments, local

authorities, bodies corporate and other entitiesosd powers, functions and duties
are conferred and assigned under the Constitutioany law, or whose funding is

wholly or partly financed from public funds.

4.5.7 Is a new legislation required to introduce accoungj reforms?

According to the DGA (Interview 2), the Ministegbility to enforce the accounting reforms
would be strengthened if he has appropriate legek lip. A minimal framework is required,
which can be fleshed out with subsidiary legiskatito clarify problems and issues
encountered as the reform progresses. Accordinghi® Director, if a comprehensive
legislation is attempted, the work of the draftos@mmittee may stall due to the complexity.

This coincides with the PS's views agold-plating'.
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The AG (Interview 13) is not going to wait for amdegislation in order to implement the

IPSAS because these can be introduced by a regulate questions the importance of legal
requirements, since even the transmission of acatata from the departments to the
Treasury is a process that is only supported hycalar, and the departments are not legally

bound to the process:

We are going to ride the wagon of the Public Adstiation Act. In this act, the

Principal PS has the power to issue directives Whaca certain extent become law.
So what we can do is to issue a directive undes thét, with the reporting

requirements that we need from the departmentshitnsense, we will have more
power.

Even the Deputy Auditor General (NAO1) (Intervie®) believes that an amendment would
be sufficient to introduce accrual accounting, lutcomplete overhaul of the current
legislation is requiredif' we want to have something wholesome ... and rexghdiscal

discipliné'.

4.6 The planned accrual accounting system

From the outset, the planned accrual accountingesysvas one that would be able to
concurrently generate the current cash managernoeauating reports (Camilleri, 2005). The
system would generate financial statements for €egartment under both cash accounting
and accrual accounting rules. Initially, the acta@ounting information would be used for
internal financial purposes only, while the casboamting data and reports would continue to

be utilised in the traditional sense.

As at 2005, the vision held by the Task Force waexy wide and planned for the introduction

of accrual-based multi-year budgets, with increaspartmental responsibility and
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accountability (Camilleri, 2005). The Task Forcevisaged the new IT system as a business
intelligence engine that incorporates informatiogsaurce management principles and

enhances analysis of information to support betersion-making (Camilleri, 2005).

4.6.1 MITA and the new IT system

The MITA® is heavily involved in the accounting reform asamsultant and is represented
on both the Standards Committee and the commitsponsible for designing the IT

specifications (MITA2, Interview 11).

The MITA is not a small organisation. It has saixpertise on government systems but it is
not its policy to write software. MITA's human resoes are absorbed in other work in line
with its macro objectives andt"pays to outsource everything ... so that thekwoan be
executed in the required timefrat@ITAL, Interview 27). It would not be worthwhileo
write an accounting software programme for the gowvent because accrual accounting
methodology is standard and software packagesvaitble off-the-shelf (PS, Interview 9;
MITA2, Interview 11; MITAL, Interview 27). Sowhy re-invent the wheél?when the
supplier can change the parameters of the packageittthe buyer's requirements (MITA2,

Interview 11).

35 The Public Service Reform in the early 1990s gpbtManagement Systems Unit into two: MITTS, atedi
liability company, focusing on the IT requiremenfsthe public sector; and the Management Efficieblt,
concentrating on business process reforms withireigoment. The latter has now been downsized arre it

is limited to the OPM, while the MITTS was revertedck to a government agency, the MITA, in 2008e Th
MITTS had focused on development of systems artthtdogies at micro level. MITA's objectives are nata
higher level, looking at national strategy andiitpplementation at a macro level. Both the MITTS dhd
Management Efficiency Unit were represented orilthek Force (MITAL, Interview 27).
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According to the NAO2 (Interview 4), it would alé@ unethical for MITA to undertake the
project itself since it was involved in the prepema of the specifications of the required IT
system. The tender will be issued as a public teratzording to the government's

procurement regulations.

4.6.2 The tender story

The Director of Contracts has recommended an opedet with a transparent scoring
system®. The Committee responsible for the IT specificasicalso prepared the tender
documentation. The tender was ready on two occsasion 2004 and in 2010 (MITAL,

Interview 27).

The tender was complete in 2004 when the previousskr of Finance resignedTHen
everything stopped due to change of playyeand subsequently, the new Minister of Finance

required the tender to be updated (MITAL, InterviZiy.

A project board was set up on purpose for the pesnant of the solution which was called
the 'Corporate Financial Management System'. Thdetewas reviewed from scratch for a
period of two years, during which departments asdds of sections were consulted. The

tender was ready in May 2010 and the board predahi document to the PS and the

36 Originally it was intended to issue a negotiatedcpdure, which is still a public tender, but negftibins are
done with the shortlisted applicants before theléens actually awardedThis procedure can be very effective,
but for public scrutiny, it can be less transparand therefore risky(MITAL, Interview 27). The open tender
would still be subject to a review and a qualitatassessment, but this will be done after the aohitras been
awarded (MITAL, Interview 27).
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Minister of Finance. The Minister agreed in prineipnd the PS wrote officially to the Board

that it could move on (MITAL, Interview 27).

However, the Minister of Finance then decided thatspecifications weresktravagant and

he asked the Board to remove some parts that vemrsidered as extra. The AG (Interview
13) thinks that the Minister of Finance has alwagdd the wrong impression that things
should be kept simple and that an off-the-shelkpge would suffice. The DGA (Interview

2) mentioned as one example that the board wag) lasiked to limit the tender to applicants
that had the required government experience, lmubtard did not agree with this limitation
and wanted the opportunity to be available to emeey The IAID (Interview 21) referred to

innuendoes surrounding the procurement, and thedbonambers felt that they did not want

to cater for a system thatrie or the other supplier had to offer

Apparently, internal conflicts arose within the MFEnd some members of the Board
resigned (AG, Interview 13; DGA, Interview 2; lAlDinterview 21). But the MITA

(Interview 27) felt obliged to follow the MFEI'srédictions anddownsized the specificatidhs

On a quarterly basis, the Procurement Outlook enMIiTA's website indicates to suppliers
the tenders that are going to be issued. The pcospdender for the government's financial
management system, as amended by the MITA, featmdte Procurement Outlook for the
second quarter of 2011, but the actual tender wasrrissued and was subsequently removed
from the website. According to the MITA (Intervie7), up to June 2011, there was a drive

from the top to move ahead, but then the prioribéshe government changed due to the
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financial squeeze being experienced following thsix During 2011 and 2012, the tender

got stuck due to other priorities of the government

During the interview (January 2012), the PS (In@m9) confirmed that the specifications
were ready and it was a question of when the tewder be issued. While the MITA
(Interview 27) stated that (as at September 201@ppears thatthe spirit has risen again

due to EU pressure.

According to the AG (Interview 13), howeveth&IT system is only the tip of the icebgrg
and in his opinion, the IT system is not really chesst to implement accrual accounting. As
already described, the AG thinks that the IPSAS stdhbe implemented without changing
anything in the system. Even the DGA (Interviewh@)ds the same view because the ultimate

objective of reporting to the EU is being achieved.

4.6.3 Interested suppliers

According to the DGA (Interview 2), the interest tife private sector in government
operations will be re-ignited once it becomes awhat the government is considering a new
IT accounting system. Private audit firms will tearqp with their IT partners and will be
interested in the tender (DGA, Interview 2). Thetper of the audit firm (Interview 14) that
was involved in the DAS implementation stated thaty have been waiting for the tender for

the past two years.
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The DGA (Interview 2) confirmed that large IT soéfte companies used tpéstef members

of the board. The Treasury informed its superibed it was being approached in this way,
and it was instructed to stop communications wikemal parties. When the tender was
being designed, the board did not refer to any pasicular system and was not biased
towards a particular IT company. The DGA statedt tthee board never watched any

demonstrations.

But according to the Director General Strategy @krations (Interview 19), it would be
normal for a review to be carried out of what isiéable on the market, and confirmed that

the bulk of this work was done by the MITA.

4.6.4 The Cost of the new IT system

As from 2010, reform expenditure is being capi&ldisn the Financial Estimates (refer to
table 5). Previously, it was being considered asment expenditure. The AG (Interview 13)
confirmed that the reason is because previouslyepenses had related to training, while
now 'we are talking about procurement and implementatdrthe systefn A Treasury
Accountant (Interview 3) confirmed that the cap#atl amounts are mainly MITA
consultancy fees. The AG pointed out that the atom cost of the new IT system would
run into millions and not as indicated in the Ficiah Estimates. According to the NAO
(Interviews 4, 15), the estimated cost of the n@wsystem and its implementation ranged
from 20 to 40 million euro. The NAOL1 (Interview 18{ated that this large quotation was for

the basic requirements and not for someravagant specifications.
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The government had considered applying for EU fud&nance this project but apparently
funds are not available for this purpose (NAO2emniew 4; PS, Interview 9; AG, Interview
13). The PS (Interview 9) acknowledges that fundsg problem, but this can be carefully
planned because since the system will be introdurcetbdules, it is not required to purchase
the whole system outright. According to the AG €iniew 13), cost is not a problem anfl "

you want funds, you will find thém

Table 5: Extracts from Financial Estimates, 2007 t®2013

Year Approved Estimate Actual Expenditure
€ €

Programmes & Initiatives MFEI - (5011) Accrual Aaunting
2005 10,780
2006 93,174 35,972
2007 46,588 51,504
2008 47,000 48,908
2009 55,000 6,301

Capital Vote MFEI - (7273) Public Finance ManagemeSystem

2010 100,000 84,803
2011 500,000 44,524
2012 100,000 1,545
2013 50,000

(Source: Ministry of Finance, Annual Financial Estmates, 2007 to 2013)

The ex-Budget Office Director (Interview 25) coresisl such an expense a waste of financial
resources. Since the EU, the IMF and credit agepare satisfied with the current patched-up
system, o we need to incur an expense of millions sowleatan say that we are holier than
the pope? The government would only be giving money to phevate sector, and the cost
should also factor in the need to maintain theesystHe acknowledges that the DAS is old,
but according to him, the government should comssdeply acquiring a new version, which

perhaps would have the adjustments that the NSflesawut integrated within the system.
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According to the ex-Budget Office Director, this wi mean that only the current supplier

needs to be approached to carry out such workagnblic tender need not be issued.

4.6.5 The users of the new IT System

According to MITA (Interview 27), consolidation t¢iie whole IT system is required for the
accounting reform to be successful. The system imflort the data from the independent
systems on a daily basis, and it will be up to ¢katral level to decide the frequency of
financial reports: the central level will not depend on the manualitipg of data from the
large departments like the Inland Revenue and"(MITAL, Interview 27). The system will

provide a certain autonomy and flexibility, and thiermation will be provided online:

For the first time the government will be in a piosi to access information that has
been updated within the last 24 hours by every(MEL AL, Interview 27)

According to the MITA (Interview 27), over a period four years, the improved technology
will increase the number of users of the IT systemoss whole of government from 2,000 to
5,000. Accounting, procurement, managers and dirgctwill all have a role in the

technology. The reporting functionality will be penalised for the director, senior and

executive management, thus including the decisiakanas a participant in the technology.

But the PS (Interview 9) thinks that the problenegbeyond systems and there is no point in
having a sophisticated system that produces repitsh are not read and used. According to

him, the problem is the user and not the system:

We should not reduce the problem to one of syst&is. would be a very big
mistake. Given that systems are not as sophisticagenve wish them to be, but they
are there. The quantity of data in the DAS is tredwoais, but it was never used
because there was no one who could use it.
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The views of the PS are, therefore, in line witlp&ahione (2000) in that the change from
cash to accrual accounting is not a simple techeiercise, and thathe potential usefulness

of new information cannot be taken for grarit¢@aperchione, 2000). In order to be useful,
there has to be the expertise to properly usedbmibfrom the system. To date, this expertise

appears to have been lacking.

5 SUMMARY

This chapter starts with the historical backgroohthe administration of Malta, and leads to
the reform in public administration in the late 088The cash-based government accounting

system is described, together with the governmerdunting reforms effected to date.

Since 1999, the MFEI has undertaken a projectptace the cash-based accounting system
with an accrual-based accounting system. The TamkeFwas set up to oversee the
introduction and implementation of the accrual-basecounting system according to a

defined implementation project plan.

It was envisaged that an accrual-based accoungstgra was to be in place in all government
departments by the end of 2005, because the nendial legislation was in its final phases;
the MGAS were compiled and training was being pted; and the necessary amendments to
the DAS were being tackl®d The situation after thirteen years is that titeoduction of a
full accrual accounting system in Government Deparits has not happened; work is still

being done on the finalisation of the new legislatithe MGAS have been abandoned for

37 According to the National Programme for the Adoption of the Actwis2002, prepared by the Ministry for
Foreign Affairs for the EU pre-Accession Agreement.
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IPSAS; training is still being continuously provijeand a tender for the required
computerised accounting system has not been isdnethe meantime, the Treasury is
preparing trial financial statements based on aifieodaccrual basis, but only for internal

use.
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CHAPTER 5: PROPOSED GOVERNMENTAL ACCOUNTING
REFORM AND THE UNDERLYING ISSUES

1 REFORMING GOVERNMENTAL ACCOUNTING

The findings described in this chapter are derifreth the questionnaire used as a basis for
interviews with government officials. The questiaire is based on Luder and Jones' (2003)

EuroCIGAR study.

1.1 An overview of the accrual accounting system

A clear political decision has been taken on thelé@mentation of accrual accounting in
central government when the Accrual Accounting Té&skce was set up in 199MF

Circular No. 14/99; DOI, 2001; PS, Interview 9; Alaterview 13). According to the NAO2
(Interview 4), this was a policy decision, not lihsen a legislation or a particular

requirement.

The decision has been re-iterated in recent yeateeareform was mentioned in the Budget
Speeches of 20¥band 201%. According to the DGA (Interview 2), referencetire Budget

Speech constitutéan official declaration.”

% Delivered by the Minister for Finance to Parliamen 9th November 2009, where the Minister stated &
call for tenders was going to be issued for theprement of an accounting system for Government.
% Delivered to Parliament on 10th December 2012 reviiee Minister referred to the new fiscal framekwor

116



As is the trend in most countries (Luder and JoB663), reforms in accounting systems of
local government started earlier. The Local Cosnaiére set up in 1993 and were required to
adopt an accrual accounting system as from 199 Bw PS (Interview 9) and the AG
(Interview 13) confirmed that the decision for mefing the national government accounting
system had nothing to do with Local Councils. Thgulations for Local Councils require
their financial statements to be audited by priviates. This may have contributed towards
the requirement for them to adopt an accrual adoogisystem,'but this is not the primary

factor" (DGA, Interview 2):

It is now a policy that when a new agency or ernitgreated, accrual accounting is
adopted immediately ... in order to reduce problemsince we have decided to
adopt accrual accounting in the public sector ... emérench it in their legislation.
(PS, Interview 9)

The Ex-Director General Special Projects (InterviBythinks that the new Minister of

Finance in 2004, even though an accountant, mag baen disillusioned with the use of
accrual accounting in Local Councils during hisvomas experience as mayor. According to
this ex-Director, this may have negatively affectieel reforms at central level, which did not

stop, but weresuccessfully suffocated and placed on the backdolirn

According to the DGA (Interview 2), the process dbange the national governmental
accounting system started following the report led PSRC in 1989. The Public Service
reform was spread over four pillars: human res@r¢€; finance; and embedded culture

(PSRC, 1989).

It is the opinion of the AG (Interview 13), howeyérnat the thrust to start compiling accrual-
based data for central government occurred whetaMagiplied for EU membership, and the

requirement to report accrual-based data to theriesion loomed in the very near future.
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The accrual-based trial financial statements aepared by the Treasury for internal use.
These financial statements are not presented thafant and are not audited. Revenue
arrears data is audited because it is requiredr®pthe annual Financial Report by the FAA
Act. While the data for inventory is only checked Eompliance with the circulars, and only

a sample is audited (NAOZ2, Interview 4).

The Government's annual Financial Report has nahgéd since 1999, except for some
"cosmetic changédike the inclusion of bank accounts and the didion between quoted

and unquoted investments (DGA, Interview 2; NAQReiview 4).

The state of each reform phase for the nationabgowent’ are identified in Table 6 and

described in the following paragraphs in this secti

Table 6: Phases of accrual accounting reform at national g@rnment level

Phases of reform process Started Completed
Idea X

Development of concept ?
Experimentation (Pilot projects) S
Norm Setting X
Implementation X

It is generally accepted by all the intervieweest ttheidea exists to carry out accounting
reforms at national government level. But thereespp to be no consensus about the state of

the development of the concept For the NAO2 (Interview 4), the concept has been

0 At Local Government Level, there were no developina concept or experimentation phases. Commercial
accounting was entrenched in the legislation amlémented.
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developed, while for the DGA (Interview 2), the cept is still undergoing development. The
AG (Interview 13) stated that the Treasury doeshaelear target but he is not sure whether
this coincides with the target of the PS. It appetirerefore, that the Treasury Officials are
more aware of the uncertainties surrounding theeebgal outcome of the reforms, while the

NAO may have distanced itself from the actual dens and arguments.

According to Luder and Jones (2003), the developmkEconcept phase is not necessary if no
special concept for governmental financial accayntias been developed, and if the idea is
to adopt commercial accounting with some modifaagi The findings described in Chapter
4 reveal that dual reporting is intended, but agebased budgeting is still a controversial

subject. Uncertainty appears to surround budgetecgunting and not financial accounting.

"Experimentationhas started with the preparation of the trial fr@al statements"stated
the NAO2 (Interview 4), referring to experimentatiprior to the introduction of the new
systenf’. The DGA (Interview 2) described the work beingneddby the AAWG as pilot
projects since this monitors the quality of the financséhtements. This piloting can only be
complete when the new IT system is in place, aeditures in the trial financial statements

are used for the opening balances in the new dcatgaunting system.

As tonorm setting, the ongoing work on the new financial legislatisrdescribed in Chapter

4.

41 Luder and Jones (2003) distinguish between expetiation carried out prioto the decision on the
introduction of the new system, to improve the infation basis for the pending decision, and thatiexd out
after that decision, as part of the implementation phé&sdest the design details and/or to give théf ste
chance to get accustomed to the new system befigrput into operation.
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Both the NAO2 (Interview 4) and the DGA (Interviey perceive the completion of the
specifications for the required new IT system a&sfitst step taken towardsiplementation.
But the issue of the tender is still pending, drmetéfore, the Treasury cannot proceed with the

implementation.

1.2 The Statement of Financial Position: measurement tmses and valuation bases

Same as Chan (2003) and Lande (2006), Luder aresJ8003) point out that in government
accounting practice, it is rare to observe a puwagh-based system of accounting and
budgeting, and various extents of accrual can bserkd depending on the extent of

recognition of assets and liabilities, as showmable 7.

Table 7: Various levels of recognition of assets and lialiies

Accounting System Assets Liabilities

Modified cash accounting Monetary assets: cash and Monetary Liabilities: Borrowings|
equivalents, loans and investmentsof the year
of the year

Modified accrual accounting Financial assets = etary assets| Financial liabilities = Borrowingg
+ receivables + payables

Accrual accounting (for Financial assets + most physical | Financial Liabilities + most

governments/public sector) assets (+ some intangible assets)| provisions

Full accrual accounting (for Financial assets + all physical assefinancial liabilities + all

firms) + all intangible assets provisions

(Source: Lande, 2006, inJones (Ed.), 2011, Public Sector Accounting, Londo SAGE. Vol. 4 , Page 17)

In order to deal with this variety of accountingstgms, the EuroCIGAR study limited the
term 'accounting basis' to define when an itemeasuared in the accounting system, and the
term 'measurement focus' was coined to includealst is measured within the accounting

system. As a result, measurement focus is descubied four different classes of assets and
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four different classes of liabilities, thus distirishing 16 possible measurement focffséss
illustrated in Table 8). Table 8 includes the désstion of the Financial Report as currently

prepared, and the expected target(s) of the govarnhofficials.

Table 8: Measurement focuses

ASSETS
Monetary Monetary assets| Monetary assets + Monetary assets +
assets + Receivables | Receivables + most Receivables +
LIABILITIES e . S .
(cash and physical/intangible all physical/intangible
equivalents assets assets
+loans
+investments
Monetary Current
liabilities Financial
(Borrowings) Report
Borrowings +
Payables
Borrowings +
Payables + most
provisions AG, NAO2 DGA
Borrowings +
Paye}b_les + all PS (MFEI)
provisions

The Financial Report of the central government toevn in Parliament uses modified cash
accounting, since monetary assets and monetarditiesb are disclosed (Financial Report,

2011).

42| ider and Jones (2003) point out that the distimstiare not always precise, but:-
« “Financial assets + all physical assets + somengitde assets” requires recognition of all subsahnt
assets belonging to IPSAS 1, par. 88, (a), (b),(ehd
e ‘“Borrowings + Payables + all provisions” requirezaognition of all substantial provisions defined in
IPSAS 19, par. 22.
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According to the DGA (Interview 2), the target nefois for accrual accounting (for
governments/public sector), but disclosing 'alygbal assets and not 'most’, silee have
never discussed what assets to excludiéote daringly, the PS (Interview 9) claimed that
once the system is fully working, the target ibéwve ‘a full accrual accounting systemThe
AG (Interview 13), however, does not see a fullraat accounting system as realistically
achievable, mainly due to asset valuation problemd the lack of standards and policies.
Even the NAO2 (Interview 4) described a full actraecounting system as“theoretical

(debatable) target."

The DAS does not provide for all the data requi@@ompile the current Financial Report.
The borrowings and the balance on the main publtoant are extracted from DAS, but then
the departments that hold other bank accounts faweibmit relevant bank details to the

Treasury.

The DGA (Interview 2) pointed out that receivabtesl payables data is not produced from

the DAS but is gathered from the departments usingplates as required by the circulars.

The data for fixed assets is still missing ... ares¢hrequire a lot more workPS,
Interview 9)

The data for fixed assets is being compiled by edgbartment according to the circulars.
Historical cost is used where this information \&itable. As to heritage assets, these will
either be valued at a nominal cost (PS, IntervigwrSimply disclosed (DGA, Interview 2).

According to the NAO2 (Interview 4), it would beiptiess and misleading to actually value

heritage assets since the government has no imtesttidisposing of them.
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According to the PS (Interview 9), all liabilitiescluding contingent liabilities are known.
Contingent liabilities for future pensions have messtimated and will be disclosed, even
though not required by IPSAS 19, because accortlinthe PS, the crystallisation of such
issues need to be taken into consideration whesssisg) the sustainability of public finances.
The main problem he anticipates concerns the vialuaf expropriated assets that have never

been settled, since the actual liability will oclystallise once a settlement is reached.

When the new system is in place, all the data hal extracted from the system (DGA,

Interview 2). The specifications that have beengiesl refer to an integrated system with
different modules for financial assets and lialgiit management, cost management,
receivables and payables, fixed asset managenastt,nganagement, stock control, purchase

orders, service orders and budgetary control.

The historical cost basis is used for the valuatbmonetary assets and monetary liabilities
in the current modified cash-based system. Impaitsnen financial assets are also accounted

for (DGA, Interview 2).

The historical cost basis is also used for theustadata and capital expenditure collected
using the templates, but in cases where the ofigiost cannot be traced, the head of the
department is required to get"management valuationfrom a professional (internal or

external) (DGA, Interview 2).

The DGA (Interview 2) anticipates that the valuatimethods that are being employed now

during the reform process, will continue to be usdgen the system is fully implemented.
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However, she thinks that it is still too early tisaliss the depreciation policy that will be in
place becauseéwe are still at the stage of capturing and measgriour assets"A
depreciation policy paper has been prepared basd#ueaevaluation model, but the paper has

not been issued as a circular.

The DGA (Interview 2) expects that an asset ardlliig recognition policy will be specified,
which will be the same across the board to ensamadnisation of departmental reports. The
PS (Interview 9) pointed out that asset valuatiosbfems will still arise and it is not just a

question of issuing a policy.

1.3 The Statement of Financial performance: disclosuréssues

According to the DGA (Interview 2), it is intendéalfollow the structure for the Statement of
Financial Performance as given in IPSAS, &nd that expenses will be disclosed both by
function and by nature. This is already being donte current Financial Report because it is

required by the legislation.

43 At the time of the EuroCIGAR study (2003), the Cgigrg Statement in IPSAS 1 was required to shoeethr
balances for surplus/deficit, being:

e Surplus/deficit from operating activities

e Surplus/deficit from ordinary activities

e Total surplus/deficit.
IPSAS 1 was subsequently amended and this anoraaipuwed. The Statement of Financial Performance is
required to show one total, being “the total susfdeficit”.
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1.4 The Statement of Cash Flows: disclosure issues

The trial financial statements are presenting lbotmats of the Statement of Cash Flows, as
allowed by IPSAS 2, using the direct and indireetmods. The DGA (Interview 2) is of the

opinion to choose the format that is more popukathe international scene, while the NAO2
(Interview 4) feels that it would be better to ckedhe direct method since it is more simple

and more understandable by politicians.

Both the NAO2 (Interview 4) and the DGA (Intervi@ybelieve that there are no problems to
classify activities into operating, investing amsbhcing activities, because this classification
exercise is already being done during the expeltiatem phase, and is being checked by the

AAWG at the Treasury.

They then disagree as to linking the StatementashG-lows with the annual budget. While
the Director (Interview 2) thinks that they sholld kept separate, the auditor (Interview 4)
stated that the change in cash and cash equivalenikl provide the link with the cash

budget.
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1.5 Consolidated Financial ‘tatements and the Reporting Entity

Luder and Jones (2003) descrilour categories of reporting entitiess illustrated in Figur

12.

Figure 12: Categories of reporting entities

‘Governmental sub-entities’, referring only to the
government’s departments and agencies

The ‘budget entity’, which includes all entities in the
government’s budget, thereby excluding those government
organizations that are not financed through the budget but are
not legally separate from the government

The ‘legal entity’, which is the budget entity plus government
organizations that are not financed through the budget but are not legally
separate from the government

The ‘economic entity’, which is the legal entity plus all organizations controlled by it

As already explained in Chapter 4, the reportinggyers not defined in the current financ
legislation. According to the AG (Interview 13a reporting entity is a department as s",
that is, a cost centre in the DAS. The trial finial statements prepared for year ended
December 2009 contained 60 different sets of firstatement:

A reporting entity is one that in the budgetaryiraates has a vote. There are ab
49 line departments in the trial financial statertgnnine ministries; and the
President's Office and the House of RepresentatiVéese two are like lin
departments, but are consolidated at Ministry LeWdlis is then consolidated f
central governmen(DGA, Interview 2)
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The Treasury (Interviews 2, 13) intends to prodadell set of individual financial statements
for each level of reporting entity, but the DGAtérview 2) is not sure about the publication
of financial statements at the various levels ofsodidations. The NAO2 (Interview 4)

perceives audit implications with regards to inseean work load for the NAO, because
ideally, the financial statements should be auditgdote and by ministry. There could also

be timing problems requiring the contracting ousoime audits, as described in Chapter 4.

Luder and Jones (2003) point out that IPSAS 6 amdqtire line-by-line consolidation of
controlled entities and application of the equitgthod for investments in associates. IPSAS
6 defines control by highlighting power and bene@inditions. The critical issue is to define

what “controlled entitieSare.

The AG (Interview 13) was not willing to define ¢oml and controlled entities, stating that

this would be a decision of the MFEI and not theaBury. This stand was supported by the
DGA (Interview 2) who insisted that the remit oktfireasury is limited to the government

departments and the ministries, and excludes ttigesrcontrolled by the Ministries athése

prepare their own accounting statements and withaen separaté

The DGA (Interview 2) confirmed that IPSAS 6 wilbtnbe adhered to completely. Even at
Ministry level, it is not the intention to consaditt all institutions that are legally separate
from the government, like, for example, the CenBahk, even though they fall within the
definition of a controlled entity according to IPS/A. But it is too early to specify a policy of
exclusion, as this would be the responsibility be tIPSAS Committee once it starts

functioning properly (DGA, Interview 2).
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While acknowledging his lack of awareness of dethilPSAS requirements, the NAO2
(Interview 4) reiterated the importance of adheritog IPSAS unless it proves to be
impossible. Another exception that he highlightedazrns consolidation, where he stressed
the overriding importance of the ESA95 rules evethis would mean a qualification in the
audit report. This concurs with the attitude of &@ (Interview 13), who, while recognising
that there are differences between government atioguand ESA95 reporting, he will
endeavour to minimise these differences by keefurthe same consolidation rules and only

consolidate the entities that form part of the Gah@overnment as defined in the ESA95:

When it comes to consolidation, | would do thishi@a same way that the NSO do it.
So | would only consolidate those entities thainfgrart of general government.

The AG considers the general government concepllitesately the most important in the
short and medium term. Eventually, the whole ofezament picture would be considered,

but he anticipates this to bextremely difficult"(AG, Interview 13).

The economic entity is the vision of the PS (Initevw 9). He described the central database
(the Financial Data Repository System [FDRS]) haidhe MFEI, where all the financial
information about departments, ministries, localrals, entities and corporations is input. A
monthly consolidated report for the whole of goveemt is extracted and analysed. But the
PS recognises the FDRS as a temporary solutionsard the scope of developing the
financial accounting system to produce whole ofegoment consolidations. According to the
AG (Interview 13), 4s a country, we can go for the economic ehtibut only as to
collection of data. According to him, the FDRS islyoissuing aggregated data and not

consolidated reports.
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The ex-Director General Special Projects (IntervBwloubted whether the Task Force had
drafted a policy paper on consolidation, but heficmed that the aim was to consolidate up
to the legal entity excluding the Central Bank airnalta**. He referred to the process of
changing the various financial year end dates opamations and local councils to 31st
December, which was done throughout the yearsdititéde eventual consolidation. But the
Task Force never tackled the consultant's propmsalpply common accounting standards
across the board (GT, Interview 14). The PS (Inéev\9) does not anticipate any problems in
consolidation when entities use different standarderring to the existence obridge
tables" The issue of different standards for various gowent entities is re-visited in

chapter 6.

The consolidated trial financial statements onlglude the government departments and the
ministries, that is, the "governmental sub-entitiegtegory but excluding the agencies. The
Treasury will only consolidate up to this level filbe annual Financial Statements because
this is its remit and this is the only informatitimat is currently available on the DAS (AG,

Interview 13; DGA, Interview 2).

The corporate financial management system thaeiisgbplanned could eventually include
the Local Councils and the Extra Budgetary UnitBJS) and this would bring reporting
closer to the General Government Sector as defim¢éde ESA95 (the budget entity) (AG,
Interview 13). Without referring to the ESA95 dadfiion of general government, the PAC
Chairman (Interview 5) expects consolidation ughe budget entity, because even though

EBUs and Local Councils have their individual sefsaccounts, he would need a more

“ Airmalta plc is a quoted limited liability compargnd 98% of its shares are held by the Governoidvalta.
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"holistic pictureof how each euro of public funds is being spevithile according to a PAC
member (Interview 6), the most important thingasdentify the reporting entity in order to

exercise better control.

Some of the DCS (Interviews 17, 22, 23) intervievaeel convinced that the MFEI is already
performing some sort of consolidation to get anraWeicture of the country's performance
and financial position. In their opinion, a setcohsolidated financial statements would make
the government more accountable to ParliamenttHayt 'do not think that ordinary citizens
would be interested in these financial statemien@ne DCS (Interview 7) could not
understand the scope for consolidating becausewbigd be like going back to when all
operations were centralised. In his opinion, a obdated report would hide the fact whether
an entity is producing a surplus or a deficit, whieis information is of utmost importance for

the government and even the public:

| don't see why we would need to consolidate becdls scope is to increase
management efficiency and target problem areaserathan to get a balance sheet
for the whole of governmerfDCS1, Interview 7)

The interviewees unanimously agreed that increasmapagement efficiency is more
important than the consolidation issue for the anting and reporting reform. Management

information for planning is more important, espégid long-term budgeting is improved.
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2 REFORMING BUDGETARY ACCOUNTING AND BUDGETING

2.1 Budgetary Accounting

A fundamental use of government accounting is faddeting and budgetary control. One
DCS (Interview 17) stated that the departmentsnatea business and do not require a profit
and loss account: what they need is a planning timatheck their performance with the

budget and to know exactly the funds needed inrdodget by.

As explained in chapter 4, budgeting in governmemontrolled directly by the technology:
the system does not allow the user to raise ingoitehe budget limit is exceeded. Any

overruns should be justified and approved beforéhan

The budget remains an important control tool, drelldudgeting module was considered as
crucial during discussions about the specificatiohthe new IT system (DGA, Interview 2).

In the opinion of the DGA (Interview 2), the finaalcand budget systems need to mirror each
other. But the Budget Office (Interview 18) affirriieat spending against the budget remains a
dominant measure of performance and tool of contod that the cash balance on the

consolidated fund is monitored on a monthly basis.

It is the opinion of the NAO2 (Interview 4) thaigavernment would be tempted to consider

only the cash effect:

... and in reality it has to do this because at the ef the day, it can only do what is
permitted by the amount it has available to sperafjardless of outputs and
outcomes.
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Due to the limited time frame of the politiciansingi-set,"the temptation is to look only at
cash in and out in a yearbut the auditor stressed the importance of nyeléir budgeting,
which would provide more control over the structudeficit by ensuring that the expenditure

on capital projects is sustainable.

2.1.1 The budget horizon

The annual budget is prepared by the Budget Offircenot by the departments or ministries.

Ministries used to prepare three-year business farahcial plans, but this system was
stopped in 2008. The three-year business plansawasdea introduced by the government
consultants in the nineties (BO, Interview 18). Tepartments were preparing very attractive
three-year plans, but at the end of the day, theskto fit in the overall framework of the
Central Government (BO, Interview 18). Some of thepant a lot of money to prepare these
plans, even using outside contractors, but accgrdo the ex-Budget Office Director

(Interview 25), this was a pointless exercise amdste of resources.

The three-year business plans were replaced wighyear financial plans at departmental
level in the case of revenue expenditure. The Bu@dfice (Interview 18) feels that these are
easier and sufficient because they eliminate cedpeculations. But a DCS (Interview 17)
commented that he cannot understand why the theaeplans were removed because they

had provided useful management information, evereatral level.
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An annual circular is issued to each Ministry remug next year's plan for all the departments
and a consolidated plan. An incremental approacisésl since departments are encouraged
to start by assuming that next year's requiremeit®e the same as for the current year and
then indicate any possible changes - both savingsnaore expenses (BO, Interview 18).
After taking into consideration the increase in emgand salaries, the Budget Office
endeavours to maintain the funds allocated to expense line item at the same level each
year. In this way it will be effectively requirirthe departments to curtail their operations due

to decreasing purchasing power (XBO, Interview 25).

At central level, the Budget Office has detailedetiyear projections. The three-year
financial plans published in the Financial Estirsatge based on such projections (BO,
Interview 18). The MFEI presents its detailed thyear projections to the EU and the IMF,

and are also available to the NSO (XBO, Interviésy. Zccording to the ex-Budget Office

Director, the ministries do not ask for these thyear projections, and if they did, he does not
think that the MFEI would give them these detdils.believes that the MFEI cannot afford to
lose its flexibility, and it would if it gives ousuch details which may be considered as

"promises by some officials.

It would also prove not practical to give the deents three-year projections because
sometimes even the one-year budget is not guadhatbeit authorised by Parliament. If the
MFEI needs to revise the estimates at some timagltine year, the departments would then
guery how future projections would be affected, #md would ‘treate a Babyloh(XBO,

Interview 25).
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The argument is different for capital projects. ddwyear forecasts are prepared by the
departments for projects. Funds promised on capitgects are not withdrawn as this may
also cause political harm, according to the ex-Budgffice Director (Interview 25). The
Ministries may have many projects in the pipelibet they try to prioritise before they
prepare the capital expenditure forecast for the&eMBtherwise'you ask for a cake, but they

give you a small doughruDCSS8, Interview 26).

2.1.2 Accruals in the budget

According to the Budget Office (Interview 18), thenual budget is purely cash-based and no

adjustments are done for changes in accounts pagabl other financial assets and liabilities.

However, the DGA (Interview 2) stated that paymeatsreditors and commitments are taken
into account when the budget is prepared, but taes@ot recorded separately in the budget.
This point was also emphasised by the ex-Budgat®©birector (Interview 25), and even by
the AG (Interview 13), who stated that the Budgéfic® started recognising the effect of
accruals ever since the country started sendinged$swee Deficit Procedure (EDP)

notifications to the EU.

The MITA (Interview 27) confirmed thattdday, accrual budgeting is done but it is not
formalised. The government enters into long-term commitmemd each year then it has to

record, carry forward, and honour the balance ®nommitment:

The budgeting process cannuit be accrual-based because it already is ... You
can't say that the principle will not be introducbdcause the principle is already
there.
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The current budget system does contain an elenfiextcouals but only for long-term capital

commitments. As described in Chapter 4 (sectiol), 318 DCS would appreciate something
similar for revenue expenditure. But this appeansd an issue with the Budget Office and the
PS. Perhaps this is why the Budget Office was sonatit in describing the annual budget as

purely cash-based.

The current budget system does not always maketaation between current and capital
expenditure. For example, "Programmes and Inigativmay include an element to be spent
on fixed assets, and "Improvement to property aqdpenent” is classified under recurrent
expenditure. The distinction between capital aedenue expenditure appears to be an
inherent problem and there are no hard and fasst rfoging followed, in spite of a Treasury
Circular on the subject. The distinction is fundamaé if an accrual-based budget is being

considered (Jones, 2012).

2.1.3 Accrual Budgeting and control

According to the DGA (Interview 2), accrual accangtand budgetary accounting will be
integrated in the new system, and the budgetargusts will be part of the double entry
system. She also confirmed that the balance shiélebavextracted from the accounting

system in order to reduce errors.

The Budget Office (Interview 18) stated that itpsssible that accrual accounting affects
budgeting, but it is still under discussion. ThedBet Office accepts that the accounting
system and the budgetary system should be comptargem order for there to be
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comparability, but it is not really convinced abailte utility of accrual budgeting at

departmental level.

The AG (Interview 13) thinks that the adoption aitaual-based budgeting is the biggest
obstacle in the implementation of the new finantagislation. The PS (Interview 9) sees a
contentious discussion surrounding unspent allooatiHe thinks that in order to use accrual
basis for financial estimatesprie would have to accept the rule that whateveoisspent in
one year is left thefe he prefers the present rule that unused allooatare removed as in

this way one could exercise total control, andigndpinion:

There is no way that you can manage a nationalniiie system without having
absolute control at central levePS, Interview 9)

According to the PS (Interview 9), the current betdgystem already contains an appropriate
element of accruals for capital expenditure becaosemitments are taken into consideration
for projects in progress, but similar concepts cdrbe introduced for recurrent expenditure
otherwise You would lose control on your financial situatiofhe PS, therefore, upholds a

dual system of accrual financial accounting andshébased budget:

I don't think that we should go for accrual budggti but this is a discussion that
still needs to be made. And a dual system existaany countries. What we are
doing is not any different from everyone else.

According to the NAO2 (Interview 4), it would beasssary to prepare both a cash-based and
an accrual-based budget. He thinks that it is itgmdmot to deduct anything from the present
system and accrual accounting will be add-or'. He has ho doubt that politicians would
prefer a cash budgétdue to understandability and clarity about ficiag (NAO2, Interview

4).
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According to the Budget Office (Interview 18), tlwash-based budget is essential for

parliament to base its resource allocation decssion

I cannot see how you can operate without the casiigét. Even in the private
sector, cash forecasts are extremely importdhtthe accrual-based budget is
prepared, parliament can then decide whether terrtf it or not.

According to the Budget Office (Interview 18)t Would be difficult to conceptualise what
control is being exercisédf only an accrual-based budget is presented,pmtiticians would

retain control if the cash budget is still presdrtethem.

A PAC member (Interview 6) asked whether politisianay fear losing controirf terms of
ways and means of how to hide thindalt according to the PAC Chairman (Interviewib),
IS not a question of losing control, but ratherugstion of whether one is ready to take the
plunge to be more responsible, expose oneself tee raoticism, and risk one's political

objective to be re-elected.

Various debacles have taught politicians that bdiviglly honest may have disastrous
consequences. Perhaps this is the underlying reslspithe effort not to be so transparent is
more urgent than any fear they may have in losorgrol over the purse strings. After all, as
the ex-Director General Special Projects (Interv&wpointed out, the control of politicians is
already limited since they can only spend up tolithés approved by Parliament. If accrual
accounting is introduced, it has always been pldrthat the traditional cash-based budget
will remain for parliament, and accrual-based répavould be made available for those
politicians who are interested. So in this cases ihot a matter of losing control over the

budget and government finances as suggested by dodeLider (2011), but rather the fear
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to be too transparent. However, transparency cmniatlirectly lead to loss of control (XBO,

Interview 25).

It appears that no one considers that Parliamemildhbe concerned with authorisation of
changes in accounts payable and receivable. liei®pinion of a PAC member (Interview 6)
that it is irrelevant who authorises such changdsat is important is that the process is
transparent. While the NAO2 (Interview 4) thinksatththe level of receivables should be a
decision of the department head because they woaold appropriate knowledge of the
situation. In the case of payables, the Treasuny twe MFEI could issue circulars as
guidance, but the final responsibility should disowith the department head. The Treasury
and the MFEI cannot decide everything and shoutdaly as fegulators, but of course,
this would depend on the level of system centradisathat is desired (NAO2, Interview 4).
The Budget Office (Interview 18) agreed that dittshould come from the Treasury, but
both Treasury Officials (Interviews 2, 13) confirdheéhat the Budget Office is already
exercising control on the level of creditorg i$ not engrained in their procedure, but the

thinking is already there

According to the PAC Chairman (Interview 5), thelgatary reforms that he expects is in the
set up of who actually prepares the budget. Thgétud prepared by the MFEI and not by an
independent body. Current practice accommodategdiiernment in that it can manipulate

the estimates to suit its party's motto:

The estimates as presented now have a political fating neatly in a political
cycle. This needs to stop ... More emphasis shoutdduke on projections ... Year
in year out, these projections are missed completeAC1, Interview 5)
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The PAC Chairman (Interview 5) is therefore alsamdting that politicians are more
interested in the budget itself rather than itdisagion. As a member of the opposition, one

would expect that he would be more interested endkter:

The government side is interested in the budgetf,iteshereas the opposition is
interested in budget realisatioNAOZ2, Interview 4)

The Budget Office (Interview 18) thinks that paitins should be interested in the both the

budget itself and its realisation:

The budget itself needs to be attainable and ctedind it is in the interest of all
politicians that the budget does not create anybjgms. There would be
repercussions on the sustainability of the finahfiamework of the country if the
budget is not achieved.

The DGA (Interview 2) described the budget a@s short-term succession plan for the
individuals in parliament According to her, all politicians have more st in the budget
because they are there for sensationalism andubeythe budget as a tool for marketing:

"What can | give to my voters?

2.2 Budgeting Principles

Luder and Jones (2003) highlight and explain thdgeting principles shown in Table 9.
According to the Budget Office (Interview 18), tkegrinciples are all being upheld, with
some modifications. The modifications were not madanticipation of the introduction of

accrual accounting, but were needed due to thel@jawent of certain structures and policies

(DGA, Interview 2; BO, Interview 18).
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Table 9: Budgeting Principles

Budgeting Principle

Unity This means comprehensiveness — the governtengis together all of it$
financial transactions into one document, knowitsabudget.

Universality Also known as the gross budget prilcifRevenues must not be allocated to
particular items of spending in advance; and regsrazannot be set-off against
spending.

Annuality The budget is to cover a single and catgpyear.

Specification Detailed specification of what canspent.

Balanced This can mean revenue equals spending; or revelusebprrowings equal
Budget spending; or ordinary revenue equals ordinary edipere and borrowings
equal investments.

1°2)

(Source: Luder and Jones, 2003)

Unity and universality are two principles that haveen modified due to the growth of
government entities (BO, Interview 18). Corporasiare excluded from the central budget
because they prepare their own budget. The oveffdtt of other government entities is
reflected in the central budget, but only line iteame shown for each entity, with the amount

of funds allocated to them. The detail is then sihawthe budget of the particular entity.

The gross budget principle is also being maintainetthat there is no setting off; any grants
received are reported as revenue; and even "progeanand initiatives" are reported gross.
There is one exception to this principle becauseemee can be allocated in advance to
particular items of spending through the use offtreasury Clearance FulidBO, Interview

18).

45 Article 32 refers to the Treasury Clearance Funkickvis held to account for the receipts and paymenh
court and other deposits. The moneys from this foad be used to pay certain refundable expenses. Th
Minister does not need parliamentary approval ® these funds. These moneys can be invested, tardsn
received, changes in value of investments, andsfjasses on disposal of investments, are thenfénaied to the
Consolidated Fund (except in the case of depositscoount of foundations or trusts).
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Even annuality is not strictly upheld, accordingthe@ DGA (Interview 2), because a legal
notice exists that permits the carry forward ofperg balances through the use of a below-
the-line account. But in recent years, the MFEI basn restricting the use of such accounts

in practice (DCS8, Interview 26).

With regards to specification, one DCS (Intervie8) Zinds the fact that departments are
allocated funds for each line item instead of amag sum as in the case of entities, as a
limitation on their operations. While he understatitht the present method enables the MFEI
to exercise more central control, he thinks thhere are issues that need to be centralised,

but there are other issues that can be decent@dli@@CS9, Interview 28).

According to the Budget Office (Interview 18), thalanced budget means revenue equals
spending. But specifying ordinary revenue to egqudinary expenditure, and borrowings to

equal investments, makes sense as waatid 'this should result in a surplus

According to the DGA (Interview 2), it has alwaysem the practice to start from the target
deficit and work backwards to determine the taxemmes, therefore, accounting would
determine the tax. But the ex-Budget Office Direqtaterview 25) claims that the emphasis
Is always on control of expenditure. It is nevesidable to introduce new taxes as this would

have a negative effect on the economy (XBO, Inean25).

In February 2012, a change in the Constitution praposed in Parliament to introduce the

balanced budget requirement at national level. Ating to the PS (Interview 9), this
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relatively new concept has advantages and disagigest He explained that the fiscal
framework used in the past three years tsiefigthened the rules of the game&he EU's
Fiscal Treaty gives latitude for a deficit, butsthiule in the Constitution would essentially
mean that the level of expenditure is capped, fgano sector asuhtouchablé According

to the PS, the balanced rule in the Constitutiomldideave only two alternatives: increase
taxes, in order to maintain the high costs of Imeatucation and pensions that are provided

free to all at the point of delivery; or reform tbere costs of these 'free’ services.

His opinion is that, in technical terms, the bakthbudget would betie best thing that ever
happenet] but political games and promises would needidp %ecause you cannot expect
to continue operating in the same way as befdRS, Interview 9). While acknowledging
that a balanced budget would be a big challengeBtidget Office (Interview 18) considers it
as achievable if expenditure is controlled with itmgut of everyone:By being more efficient

and doing more with less; and by decreasing taxsievé.

2.3 Output Measurement

According to Luder and Jones (2003), output measeng, in practice, has tended to focus on
actual results, but its foremost place is natunallgudgeting, in which case accrual budgeting

would be required to fully realise the benefits.

The Budget Office (Interview 18) does not exclude possibility of output measurement in
budgeting, with the results being published bydkpartments themselves and not as part of

the budget document, so that the departments are r@sponsible and accountable.
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A member of the PAC (Interview 6) expects to seeerzmntrol on outputs and outcomes,
and the NAO2 (Interview 4) considers it ideal ted@erformance measures and performance
indicators to monitor outputs and outcomes. Sompadments actually do have some
measures in place but these are only used intgraatl are not done in a systematic way.
There is much room for improvement as these messtaa be included in the financial

statements and audit@dNAO2, Interview 4).

The Budget Office (Interview 18) is not excludifgetpossibility of control of outputs and
outcomes, but not as a substitute for detailedrobof revenues and spending. The Budget
Office, however, ponders on the dilemma it will dags to what action it can take if such

targets are not achieved:

Would this warrant a decrease in the allocated &thdVhat is the effect on the
quality of the service? Who will suffer from suahdations in the end?

The Budget Office (Interview 18) feels that theyotting that it can do is investigate the
reasons why a target is not achieved, but the pghlivice is very complex and there may be

many uncontrollable factorswbuld external users care about tHis?

“® The indicators need not be financial, but shouldjbantifiable, and these could even be audited. useeof
non-financial performance indicators bridge the gapnveen non-profit and profit oriented entitiesditators
can be used by the government as a guide for healtltation, etc., and also for accountability. ‘6ee the key
objectives of a department or ministry and extrd key performance indicator. This information Icou
substitute the objective of the Income Statemehe @ompliance auditors check that the ratio isemtrwhile
the performance auditors would assess improvemerftie most important aspect of accrual accounsrtbat
it provides more data on which decisions can bedhaBut to supplement this you have KPIs that caistin
decision-making, so that the government will seeateas where it needs to concentrate. (NAO2 Mietsr4)
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3 CONTEXT OF THE REFORMS

3.1 The process of setting new accounting norms and res

Table 10 shows the different types of legal inseats which may affect government
accounting in Malta. The degree of detail increaa®&one moves down the hierarchy of
instruments. EU Directives are transposed intoonati legislation, and then circulars and

instructions are issued to departments.

Table 10: Hierarchy of government accounting law irMalta

Binding Instruments Institutions

nature

Mandatory | Statute law Parliament
Ordinances Cabinet/Minister
Regulations MFEI

Directives and circulars | Office of the Prime Minister (OPM), MFEI, Treasury
Guidelines and instructionsTreasury

Voluntary Recommendations The NAO

There is no Government External Body that issuédefjnes on government accounting law
in Malta. The accounting of the government is ribgponsibility of the Treasury. The FAA
Act and all the directives/circulars/guidelines aoenpulsory. We do not issue anything that
Is voluntary, stated the AG (Interview 13). The GFR requireagcounting officers to abide

by circulars/notices issued by the MFEI and byTheasury.

The NAO2 (Interview 4) referred to the MGAS whiclene guidelines issued by the MFEI

that were not compulsory, and in fact were onlydusg the Treasury when preparing trial
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financial statements. The only recommendationseaRkt are those that the NAO includes in

its reports, and such recommendations are not nanyda

Both the NAO1 (Interview 15) and the AG (Interviei8) confirmed that ds wide a
consultation as possiblaes required whenever a new law or legal notickesg drawn up.
For example, should a legal notice concerning tth@pion of IPSAS be issued, external
bodies, like the MIA, would be consulted more dsranality and not much feedback would
be expectedbecause they are more geared for the private seatber than for governmeht

(AG, Interview 13).

3.2 Central Guidance

The MFEI provides central guidance for the accauntieform through the Task Force. As
described in Chapter 4, progress was made duriagpériod when the Task Force was
chaired by the ex-Director General Special Proj@es02, Interview 4). This MFEI official

"owned the project and had the support of the MinisteFioance of that time. But when he

retired in June 2009, the project lost its dirattio

According to the AG (Interview 13), the Task Foisenot operating anymore and bnly
exists on papér The NAO (Interviews 4, 15) confirmed that thesKaForce is no longer
holding meetings, and that it appears that it ksested its assignment even though accrual
accounting has not actually been implemented. Treasury (Interviews 2, 13) is now giving
more importance to the IPSAS Committee, which ndedstart meeting more often and
provide 'tentral guidance
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The Ministries perceive the Treasury as the owrigh® reform. The NAO1 (Interview 15)
sees the accounting reformspéarheaded by the Treasury, as the accountant of the
government. In the opinion of the ex-Director Gehe3pecial Projects (Interview 8)the
Treasury needs to be more enthusidstitd a responsible person with a financial badkigdo

should be placetin charge of the project on a full-time bdsis

The NAO2 (Interview 4) expects central guidancdatems of a technical and administrative
nature to be provided by the MFEI, and then impletaigon is activated by the Treasury
since it is responsible for the accounting systBiA@2, Interview 4). The NAO1 (Interview
15) does not like this distinction between the MFEI policy maker and the Treasury as
implementer (NAO1, Interview 15). He fears thatsthilistinction is becoming more
pronounced when the Treasury should take on a progetive role even in policy making. It
is the opinion of the NAO1 (Interview 15) that atymmittee taking policy decisions should
be driven by the Treasury due to its experienceexipertise, and it would not need to refer to

external sources.

This distinction between the MFEI and the Treasasydecision-maker and implementer,
respectively, was constantly emphasised by the A&was adamant thapdlicy should be
divorced from executidnand that the Treasury cannot be expected totwe arms at the
same timé (AG, Interview 13). The AG understands that tixpextise of the MFEI is not
being focused on what happens in the departmeritde whe Treasury is regarded as the
expert in this field. He feels that the Treasuryb&ng expected to take policy decisions

because the MFEI lacks knowledge in accountingsarélae AG believes, however, that the
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reform project does not involve solely accounting the whole system of budgeting and

financing matters.

On the other hand, the PS (Interview 9) regardslteasury as part of the MFEI, and stated
that the Government Accounting Directorate withia Treasury has the structural capacity to

be responsible for the accounting standards:

The accounting systems of the public sector, tltewting structure and the chart
of accounts are maintained by the Treasury. Thedsteds are a Treasury remit.

3.2.1 The participation of the private sector

The NAOZ2 (Interview 4) referred to the constitueruéythe Task Force which had included
one member who was external to the government, iyameepresentative of the MIA. But
apparently, this person never attended the mee(iNg92, Interview 4). However, certain
studies had been carried out by private audit finvfich had issued guidance papers for the
government, for example, regarding valuation okdixassets (NAO2, Interview 4; XDGS,

Interview 8; MITAL, Interview 27).

According to the MIA's technical officer (Interview), the private sector is interested in
government accounting because it is financing thidip sector through taxes. According to
the partner of the consulting audit firm (Intervidw), there was a lot of discourse about the
project at one time, and it raised a lot of intemsen at Institute level. The MIA had a public
sector sub-committee that was chaired by an acaatimtorking in the civil service who also

represented the IAID on the Task Force (GT, Intawi4).
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The inclusion of non-government members on sucladnsory board that is guiding the
accounting reforms is considereldealthy but to a certain extent. According to the PAC
Chairman (Interview 5), persons who are externdgh&system can identify shortfalls more
easily, while people who are internal to the systemd to get accustomed to it. However,
while the outsider can highlight what needs to bae] the insider will be aware of the
limitations, for example, due to the regulationatiBan external view and the opinion of

someone who knows the system very well are, thexgfequired.

The NAO2 (Interview 4) highlighted that while th&ernal civil servants may not have such a
wide experience on accounting, there is the datingeprivate sector people may only see the
commercial side of things and would not take intocaint the government aspect. This view

was confirmed by the NAO1 (Interview 15):

The private sector can give important input to glo@ernment, as long as we bear in
mind that the focus is different.

The AG (Interview 13) is in fact disillusioned byet input of the non-governmental member
on the Task Force and he did not find their inmatlly practical especially when it comes to

deciding the policy that the government will adopt:

Lack of expertise was on their part. They did noderstand the system of how the
government works. Their input was more of a tecdmature - academic-technical
input, | would call it, rather than practicalAG, Interview 13)

The DGA (Interview 2) agreed and would only inclutle private sectortd be able to make
use of their expertiSebecause at the end of the dayg"have to apply it for our sector, and

in this sense we are more knowledgeable
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The NAO2 (Interview 4) thinks that the participatiof at least one person from the private
sector is important for technicalities rather thamake the reform process more accountable
and transparent. Accountability and transparenchefreform process can be achieved by a

wholly internal group made up of adequate and nesipte individuals (NAO2, Interview 4).

A PAC member (Interview 6) commented that the inpluthe private sector is obviously
required because of their knowhow in the workingaofrual accounting, given thdor the
public service on its own, accrual accounting ist @osalient poidt But what is more
important than the issue of private sector involeamis to have a structure that delivers
results, and not a confusion of committetgt get mixed up and end up producing nothing,

even with the input of the private seCtfPAC2, Interview 6).

3.2.2 The involvement of the NAO

The NAO (Interviews 4, 15) supports the accountigigrm and has regularly mentioned the
change to accrual accounting in its annual augionts. According to the NAO1 (Interview

15), enhanced accountability is the reason for abeounting reforms, and it would be
pointless to change the accounting system withmptaving fiscal discipline and accounting

competence.

The NAO officials (Interviews 4, 15) like to useetiterm ‘active observetsto describe the
position they take when participating on governmeminmittees. According to the NAO1
(Interview 15), it is important that the NAO is wlved in the government accounting reform
process, first of all so that the Office is awafevbat has happened when it comes to audit,
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and secondly, due to the useful contribution inis position to give from its experience in
the functioning of the departments. Asctive observets the auditors feel that they distance
themselves from any conflict of interest in theufet This is achieved by reviewing all
circulars and guidelines issued by the Task Foarel by giving their opinions without

endorsing decisions and by not instigating chasgegies.

The Treasury officials (Interview 2, 13) apprecitite position of the NAO in thait"cannot
suggest or dictate poli€y The participation of the NAO is considered agpariant and the
representatives on the committee participate indtbeussions, and offer their advice in their
personal capacity as accountants (AG, Interview A8tording to the DGA (Interview 2),

the NAO officials hold a very high level of commigmt and always give their advice freely.

On the other hand, the PAC does not hold such B bmnion of the NAO. The PAC
Chairman (Interview 5) describes the NAO asote reactive rather than proacti/edue to

its constitution. A PAC member (Interview 6) fediat the NAO is Straight-jacketed within
convention that it has inherited ... they are moneceoned with compliance’According to a
PAC member, the NAO waits for the government toaanct does not anticipate and carry out

certain things in advance.

For example, while the NAO has seen the trial faranstatements, it has never audited them.
The NAO (Interviews 4, 15) appreciates that if et@re is a change to accrual basis, the first
thing that would require its attention is the das&d for opening balances. While the NAO2
(Interview 4) thinks that in theory it makes sefmethe NAO to carry out unofficial audits at

this stage to pinpoint any shortcomings, gractice, there may be other pressures likeube
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of human resources for work that is not appateihe NAOL (Interview 15) confirmed that
this would be a problem for the NAO, and all thaffsin the Financial and Compliance Unit
would have been absorbed on doing this work si@€2 2when the actual date of changeover

is still unknown.

The NAO2 (Interview 4) is sure that should thegsal tiinancial statements be audited, the
audit report would definitely be qualified since pgaof information exist regarding
inventories, creditors and non-current assets. aksr@f revenue are the only accrual data

reported and audited as required by the FAA Act.

The PS (Interview 9) finds itiisulting’ should the auditor issue a qualified report, &nd
would be an incentive not to do any changes. Hs doé consider it proper for the auditor to
create problems with Parliament and the Press \lieigovernment is trying to improve its

operations (PS, Interview 9).

On the other hand, the AG (Interview 13) is nothieoed with the possibility of a qualified
audit report, and sees it as a positive thing esaliecshould the auditor put forward
suggestions for improvement. He does realise, hewethe political consequences of a
qualification. The partner of the consulting auditn (Interview 14) stated that a qualified
audit report for government is18 big dedl when one considers that, in the US, the auditor

disclaims the report on the US Defence Budget duesaccessible information.

Another audit issue arises if authorities and mgtiare included in the whole of government

accounts. Some of these authorities and entitrea@dy prepare audited financial statements,
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but if they are consolidated, then the NAO wouldrégponsible for their audits as well. If
this happensthe NAO would need to increase by at least fivegitNAO2, Interview 4).
The NAO has issues regarding the new legislatiahtha question as to who should audit, as

outlined in Chapter 4.

The NAO's involvement in the reform process witnease due to the EU's requirement that
the NAO will accompany the Eurostat delegation migiriuture missions, and the NAO will
be required to audit "upstream data" (DGA, Intawi2). This development is described in

Chapter 7.

3.3 The main stimuli that triggered the reform

According to a PAC member (Interview 6), governmaémiccounting reform activities is a

worldwide phenomenon triggered mainly by the chaimgeature of the role of government
over the last 50 years, with the government becgnmtreasingly more of an agent in
economic development and economic running. Moshefcountries attempted to modernise,
and government action became more project-orietedting hybrid organisations with a lot
of interaction with the private sector and interoal organisations. In spite of PPPs and
similar organisations that cropped up, governmeapenditure expanded and still amounts to
roughly 50% of the GDP sb there was a push to control this big bea&s the government

role became more complex and multi-faceted, théittomal cash-based accounting system
was proving to bevery clumsy, very unaccountable, and it doesn& gou the right feel of

what is going oty with the result that an alternative accountingdel was sought:
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Effectively then you look at the alternative modedt is, that used by the private
sector. The question then was: can we adapt thisutosystems? Easier said than
done.(PAC2, Interview 6)

The PS (Interview 9) agrees that NPM ideology cdwdde been part of the original stimulus
to undertake accounting reforms but thinks that ¢henges were not properly planned
because, in his opinion, it is a question of refagrthe whole sector and not simply a matter

of transposing systems:

Conceptually, at a high level, the ideas were thérgt operationally there wasn't
the wherewithal to implement them. You don't trassp systems on human
infrastructures which cannot support them. This ladae useless.

This supports the view presented in the literatwyeCaperchione (2000) in that an accrual
accounting reform is not a simple technical exercimut must be part of a holistic

administrative reform.

The PS (Interview 9) identified the criticism okthash-based accounting system as the main
stimulus; mainly the fact that invoice paymentsiddee manipulated. But according to him,
this criticism became unfounded once the governrstamting adhering with the Government
Finance Statistics (GFS) requirements, and evdptwaith the ESA95 when reporting

statistics to the EU, since these standards rethereeporting of creditors and accruals:

The original raison d'étre was to stop the manipiola that is possible with a cash-
based system, and thus have a complete reportstgray With the change in our
statistics, that raison d'étre die(RS, Interview 9)

On the same line of thought, then, it is not swipg that the AG (Interview 13) thinks that
the thrust to start compiling accrual-based datauwed when Malta applied for EU
membership due to the reporting requirements. TG&A DInterview 2) confirmed that the
primary role of the accrual data being collectedhi®/Treasury is for reporting the EDP to the

EU, since the NSO uses this data for its reportifige Treasury is not experiencing any
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pressure from high officials in public administaati to publish the trial accrual-based

financial statements that it is preparing:

Now | question whether if we did not have this Edime and accrual accounting
reporting requirement, most probably we would ne¢re be doing these internal
accrual-based accountDGA, Interview 2)

The AG (Interview 13) also considers the desire secure public sector reputation
internationally as a major stimulughé fact that the government adopts accrual acaagnt
and IPSAS is seen as a nfugtut he links this with the present economicisria the EU as

having 'tirected the limelight on the isSUAG, Interview 13).

The AG (Interview 13) confirmed that securing paldector reputation nationally, that is, in
comparison to the private sector, was never areisscocording to a PAC member (Interview
6), there was no stimulus for governmental accognteforms coming from the private sector

because it has no interest and perhaps it woubgratrefer a status quo.

The NAO1 (Interview 15) confirmed thath®e private sector is not really concerned with
government operatiofs but he also considers securing public sector utedpn
internationally as irrelevant since it is the regtisn of the international organisations
themselves that is currently at its lowest ebb.okdimg to the NAOL1, the government is not
facing any sort of problems for which an accruatcamting system could be perceived as
somehow leading to a solutiorErihanced accountability is the reason for the aotiog
reforms, and in his opinion the main stimulus is, or eddt should be the requirement for
the government to present a more true and fair voéws financedor the publi¢ (NAO1,

Interview 15).

154



According to the NAO2 (Interview 4), the EU Comniigs would definitely perceive a
country in a more positive light if it is even cadexing changes in its accounting system, that
should provide more accurate dat@bViously, any change is attractive, especially i an
international trend; but the circumstances of the country have tcakert into consideration
and not change simply for the sake of change. Gleage nearly always for the better, but
"unless something is mandatory, you don't just ¢bpyrules, but you have to go into tHem
(NAO2, Interview 4). The NAOL1 (Interview 15) thinkkat, since not all countries support
accrual accounting, one has to be careful thatthemtry is not actually disadvantaged if it

adopts accrual accounting before all the other Edhbver states.

All the interviewees feel that the NPM approach kasmehow triggered the accounting
reform to some extent. According to the NAOL1 (lwiew 15), the emphasis has now shifted
from compliance to efficiencygspecially now, with the budget cuts that are beioge - we
are doing more with lessAccording to Luder and Jones (2003), the NPMunesments refer
to financial accounting, cost accounting and outpmid accrual-based budgeting, but in the
case of Malta, it appears that the approach toideelogy was, and still is, not so

comprehensive.

Even though the country does not have donatioma frdernational agencies, the IMF still
carries out investigative missions and enquiresiathe government's accounting system. But
since the country started reporting to Eurosta, IMF's questions are less singei$ taken

for granted that we have some sort of accrual-baga@d' (AG, Interview 13). This tallies
with how a PAC member (Interview 6) perceives thiguale of donor institutions towards

accrual accounting.
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According to the Treasury (Interviews 4, 13), ctediing agencies would be affected by the
type and quality of financial reporting effected by government, but a PAC member
(Interview 6) does not agree since the countryo@ dmall to merit any particular attention

from the capital markets.

The IAID (Interview 21) thinks that there was newry stimulus to carry out accounting
reforms because otherwise some sort of result whalet been achieved after all this time.
She thinks thatthe reform was just a good idea at the back of yweg's mint] but fear of

change holds back the politicians from actuallyoeieg the accounting reforms.

3.3.1 Management orientation vs Accountability orientatio

The interviewees recognise that the reforms aragbearried out to improve both internal

management and external (public) accountability degountability is paramount.

The Budget Office (Interview 18) recognises thatraal accounting would give a more clear
and complete pictureahd the public should be given the satisfactiokkradwing what the
government is spending its money.ofhe NAOL1 (Interview 15) is of the opinion thdtet
obligations of the government lie first with itstizens, since the taxpayer is the
shareholdet. He emphasised the importance of the governntehetaccountable locally; on
the other hand, the IAID (Interview 21) stated tthet country's reporting abroad is extremely
important since there are many things attachedi¢b seporting that will affect the level of
funds that the country is entitled to, and may esxgpose the country to sanctions.
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At a high level of administration, the PS (Intewi®) does not perceiveréporting the

deficit' as external, because the information is usedrfanagement decision-making. Both
the PS (Interview 9) and the AG (Interview 13) amiate the importance of day-to-day
management at departmental level, but time is requin order to reap the benefits from
better internal management. According to the AGQGefliew 13), it would be pointless

preparing statements that no one can interpret.

3.3.2 True and fair view

As an auditor, the NAO2 (Interview 4) is convinctdtht an accrual-based system would
present a more true and fair view, but then cordithat the law does not require an accrual-
based system and does not refer to a true and Viee/.requirement of fair presentation is
implicit in the legislation and the NAO1 (Intervied5) confirms that rhostly, it is an
auditor's convictioh The AG (Interview 13) stated that an effort isnéd to produce
statements that show a true and fair view, evenghdhis is not required by the legislation,

becauséit is an add-on

3.3.3 Factors holding back the accounting reform actiés

The cost of the IT systemrequired may be considered as prohibitive. The RA€nbers
(Interviews 5, 6) think that the cost of the reqdirsystem is only an excuse. The Budget
Office (Interview 18) considers the cost of thedyistem as an investment andotld not

really hold back the accounting refotmThe AG (Interview 13) said that the acquisitioin
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the IT system is not the factor holding back thfenma because there are still various things

that require to be done beforehand.

There is a lacuna afualified accounting staffin the civil service. Experience shows that it
is very difficult for the government to attract acatants in its employment due to the low
level of salaries offered (DCS3, Interview 16).&raccountants are very flexible and tend to
change their employment often, according to the [8A@terview 4), they would not provide

the continuity required. The lack of suitably gtiall staff is an important negative factor as
previously confirmed by both the AG (Interview X8)d the PS (Interview 9) when they said
that it would be useless to transpose a system astoucture that is not able to handle the

output.

Political ownership and leadershipis a difficult issue to assess, according to theON
(Interview 15). It should not really be a problemce both the government and the opposition
agree with accrual accounting. But discussions tabime topic in the PAC ceased after a
particularly interested member did not remain om ¢bmmittee (NAOL, Interview 15). The
Minister of Finance has always said that he waatsual accounting and that he is going to
do it, but things appear at a standstill (NAOlematew 15; AG, Interview 13). The accrual
accounting project was always owned by the MFEI fanden whole years it was owned by

one particularly dedicated official, but still notg transpired (AG, Interview 13).

While the AG (Interview 13) claimed thaircumstances and prioritisation have nothing to

do with the accounting reform, the Budget Officetérview 18) and the NAO (Interviews 4,
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15) refer to EU membership and adoption of the easoevents that absorbed limited

resources.

The NAO2 (Interview 4) referred to the possibily certaindisagreementsthat can arise
resulting in a process to be stalled. A lot of wisrklone on a project, and then an official in a
high position presents some opposition to certapeets and everything comes to a Halbu
agree to disagree and you don't continue ... Thispbap in the civil service(NAOZ2,

Interview 4).

3.4 The key players in the reform process

Luder and Jones (2003) explain thkey playersdoes not mean individuals but positions in
an organisation and whole organisational units, sehattitudes and activities are deemed
crucial for the success of the reforms. Luder 2@@¥ntifies three types of players in the

reform process: political reform promoters; refainvers; and stakeholders.

3.4.1 Political Reform Promoters

The Parliament is a scrutinising body. The impletagon is in the hands of the
Executive (Cabinet). The Prime Minister can ordéngs to get done. The Leader of
the Opposition can only criticis@PAC1, Interview 5)

The political reform promoters are the Ministersd by the Prime Minister. The other

members of Parliament are stakeholders, but cdsitdazt as reform drivers.
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According to the NAO officials (Interviews 4, 15here is political support because all
members of Parliament agree on the implementati@ccrual accounting, but they express
their concern about whether this supportastive' or just 'lip servicé. On the other hand,

the DGA (Interview 2) does not think that therep@itical support because the Treasury is
never asked about its progress on accrual accgurdamd there is no insistence for

deliverables: there is no political drive to see any result

The AG (Interview 13) feels that there is tangipdditical support through the PS whig hot
skimpy with resources when it comes to the refofitne AG is convinced that the Minister of
Finance wants the reform, and that nothing woulddo®e if this was not so. The problem that
he sees is that the Minister of Finance and hissady tend tosimplify things too mu¢hand

do not appreciate the complexity of government afpens.

Even the NAO2 (Interview 4) believes that the Mieisof Finance is supportive for the
accounting reform. While the NAOL1 (Interview 15) aéways glad to hear the Minister
mention the reforms in the Budget Speeches, sbaimside appearancas that the Minister

thinks "that something is going to materialise

The Minister of Finance is able to enforce the aotmg reform (AG, Interview 13). The

NAO2 (Interview 4) pointed out that the Minister wd need Cabinet approval to carry out
the reforms, especially due to the large amoumarhey involved, but the AG (Interview 13)
does not think that the Cabinet would hold backapproval, describing the Minister's

position as Very strong, if he wants
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Under the current legislation, the Minister of Fina has the power to set accounting
standard¥. The DGA (Interview 2) perceives the 2004 amendrasra positive provision in
the law since it provides a fast route by bypasshey Cabinet's approval, thus avoiding

dissenting members who would require discussionisarCabinet.

3.4.2 Reform Drivers

Luder (2002:4) describes an epistemic communityamsnformal network of recognised
experts With shared beliefs and convictions how to resobvecertain political or

administrative problem

We don't have thegepistemic communitiesih Malta. (DGA, Interview 2)

According to the NAO1 (Interview 15), the MIA woukdve a contribution to give but it does
not really bother. Even as part of the Task Fotbe, MIA's input was described as
"insubstantidl. The NAO1 (Interview 15) does not know whethes thttitude is due to lack
of resources on the part of the MIA or whethesitts philosoph{f. The DGA (Interview 2)

confirmed that the MIA does not exert pressureth@ncontrary, We have to chase them for

" Refer to the 2004 amendment to the FAA Act.

“8 The MIA does not have resources to provide coarait to the government, and will leave this servicee
provided by its members (MIA, Interview 1). The haial Officer of the MIA (Interview 1) stated thahile
IFAC exerts a lot of pressure on its members caniegriSAs, ethics and education standards, the sitipa on
its members is different in the case of IPSAS, beedlPSAS are not within the jurisdiction of institutdike
the other threé The main target of IFAC are international congiality and harmonisation, but the SMO 5
dealing with IPSAS is very conciseEdch member should make its best endeavours tapoce the
requirements of IPSAS into the national public @eaccounting standards. Where the institute dostshave
the responsibility for development of public se@ocounting standards (as in the case of Malta}, this lies
with third parties (as is usually the case), thstitute should try to persuade those responsiblettude these
requirements (that is, comply with IPSASMIA, Interview 1).
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some sort of feedback or servicdnd the PAC Chairman (Interview 5) finds the MBS

"totally indifferent.

According to the PAC Chairman (Interview 5), prevaector accounting firms all agree with
accrual accountingbtt they do not see it as their role to push farli his opinion, the fact

that the government has a strong role in the ecgngmivate accounting firms would not
criticise the government of the day because theyldvbe endangering their eligibility to get

some tender.

According to the NAO2 (Interview 4), the accountingform process isall internally
instigated, and not even the EU exerts any pressure. HetifelehEurostat as a possible
reform driver since it requires member states tmstiaccrual data, but it only exerts indirect

pressure:

To now, it does not require the accounting systefvetaccrual-based and offers the
option to have cash basis plus time adjustments adopted by Malta(NAO?2,
Interview 4)

3.4.3 Stakeholders

The NAO officials consider the MFEI as the most pdwl stakeholder:

At the end of the day, regardless of our endlesscadthey proceed only if and
when they want tdNAO1, Interview 15)

Besides the MFEI, the AG (Interview 13) considdlshee other internal stakeholders, like the
Treasury, the IAID, the NAO, as powerful, but thsnthat the other government departments
are not so powerful. But the NAO officials (Intezws 4, 15) do not feel that their office is

that powerful; they have mentioned their prefereioceccrual accounting in the annual audit
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report and commented upon the missing informatiothe cash-based financial report - but
nothing transpires becaughé MFEI will still move at its own pateThe involvement of the

NAO in the reform process has already been outlined

The DGA (Interview 2) thinks that certain employaasthe government departments are
powerful at their level, But someone higher up has to champion the refororder for it to
be successful But a PAC member (Interview 6) thinks that theilcservice does not have

persons of substance who really have an interestiave for the accounting reforms.

According to the DGA (Interview 2), the memberspairliament have a role because what
they say has an impact on the public. But the NA@ierview 15) does not think that
parliamentary discussions would have a strong impacause the general public feels that
this issue is something external to them. Accordmtghe NAO2 (Interview 4), except for a
handful of experts who appreciate the benefitscafweal accounting,such arguments would

not interest the taxpayer - what interests the &g®p is whether he will directly bené&fit

The Parliament and its scrutinising arm, the PA@, @bservers of the reform process. The
PAC has a role to play in promoting governmentaloaating reform, but like the NAO, it
does not have executive powers (NAO1, Interview ASgording to the Treasury (Interviews
2, 13), the PAC does play a role in accounting rrafand it exerts pressure on the
government. But the NAO1 (Interview 15) explainédttthe PAC has no power at alihé

PAC can discuss a matter for a whole month - iti@power of implementatitn
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3.5 The implementation strategy

Luder and Jones (2003) define 'implementation’haslast phase of the reform process. It
comprises the realisation of a reform project agdicgy to a given concept and based on
corresponding legislation, including the necesssoftware renewal. The implementation
strategy affects the probability of success orufailof a reform and may also lead to
deviations between the reform concept and the owtcof the reform (Liuder and Jones,

2003) .

The governmental accounting reform in Malta, att@@nlevel, has not yet reached the
implementation phase, but the interviews reveahed mmany plans and ideas surround this
final stage. The following findings concern therdaand opinions for each of the six features

of a prospective implementation strategy.

3.5.1 The extent of central guidance

The implementation will be centrally guided. Thevgmment structure lays down that central
guidance is obtained from the PS, in this casen fiiwe PS of the MFEI (BO, Interview 18).
The implementation of accrual accounting is donehgyMFEI, while the implementation of

the system will be done by the Treasury (AG, Inawl13).

Government entities already have their own accagabunting system. The MFEI would
need to decide whether entities will keep theirsprgé system or use the new integrated
system (AG, Interview 13). The entities will, thienee, have discretion as to the software
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package that they use, just as long as the ouggetscto the information requirements at
central level (AG, Interview 13J. The ministries and departments will not be alldwech a
discretion, and would have to use the software ggekhat will be common across central

government (DGA, Interview 2).

As to the terminology used, the chart of accouatsl the recognition and valuation rules,
these issues will be decided centrally by the MRk the entities will have to ensure that
they satisfy these requirements (AG, Interview 18hile "all the ministries and government

departments have to follow o(the Treasury'sinstructions to the letté(DGA, Interview 2).

3.5.2 The planned length of the implementation period

According to Luder and Jones (2003), improper shroglementation periods of up to five
years bear the danger of postponing the solutiampbrtant problems to the time when the

new system is in operation.

The MITA (Interview 27) specified a period of foyears for full implementation. A period of
four years is classified as short, but the AG e 13) appreciates the fact that the work
on the IPSAS should be done before the actual myseacquired and the implementation
period starts. In fact, a lot of preparatory wor&shalready been done over the years,
especially regarding the refinement of the datatieropening balances. If this work is taken

into consideration, then the implementation pedad be classified as 'long'.

9 The NAO2 (Interview 4) believes that no discretaould be allowed, and that everything shouldererally
controlled in order for the reform to succeed.
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3.5.3 The transition mode

According to Luder and Jones (2003), normally, tfa@sition mode depends on the size of
the government. The size of the government in Madggy be relatively small, but it is still
considered that a single-stage transition is nasibte (AG, Interview 13). A single-stage

transition mode is where all reform elements anglé@mented at the same time.

The transition mode is planned to be multi-stagkene reform elements are sequentially
implemented by conceptual components. Once the lasegrated financial accounting and
budgetary control) is implemented throughout thead@nents, then the DAS can be
eliminated, and the implementation of more compt®mponents, for example, asset

management, can be carried out (AG, Interview 13).

This method of transition is agreeable with the arigj of interviewee¥. It is logically

sensible for the PS (Interview 9) that the neweysts introduced across the board in stages,
"because you need to build a critical mMadatroducing the system in just one department,
that is where reform elements are sequentially @mmginted by organisational unit, may cause
confusion, because this may result in a situatibere certain departments will be using the

new system while others are still using the DAS (At@erview 13).

®0 There are two exceptions. The NAO2 (Interview 4hkh that it would be less problematic if the titing is
done by organisational unit rather than by cona@dptomponents, since he anticipates many problentbe
beginning %o it would be better to solve them at micro leviéllen a PAC member (Interview 6) considers the
best approach to be organisational, using two tniegsas pilot projects and then expanding to othiistries.

He suggested rewarding the person leading the galdhat the other ministry officials realise titatvould be
beneficial for them to go along with the system.
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This method will also facilitate the procurementtbé system because not all the modules

need be acquired at the outset (DGA, Interview2; IRterview 9).

The MITA (Interview 27) pointed out that there amany systems that need to be in place.
One of the modules will be budgeting, because dhaisen being sought will cater for all the
requirements,but then it is up to the client to decide whenmplement them - it will be at

the discretion of the governmeMITAL, Interview 27).

The DGA (Interview 2) described a possible sequas®epartmental accrual accounting,
then financial reporting, followed by accrual butigg, and finally whole of government

financial reporting; but she emphasised that ther@ach could change should any
difficulties be encountered. Therefore, the seqaesfcreform implementation has not really

been decided.

3.5.4 The extent of experimentation

The actual testing of the system will be done keeford not during implementation, with the
help of the MITA (DGA, Interview 2). Further experentation will then be carried out
during implementation to identify technical probknmncluding various types of testing, for
example, ‘'user acceptance testing' (AG, Intervie@). 1Direct observation of the

implementation will highlight the need for any clgas (DGA, Interview 2).

e example, the NAO2 (Interview 4) thinks that Wehof government financial reporting should comébe
departmental accrual budgeting. In his opinion,datithg and financial reporting are two differenbgesses,
and budgeting should be left for last due to itmpkexity. One should also provide for the eventyatihat
accrual budgeting is not used at all (NAO2, Intewi).
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The DGA (Interview 2) pointed out that with the gustion of the trial accrual-based
financial statements, the Treasury is actuallyngyout certain elements of the reform concept
before putting them into operation. This type dititey is important, according to the AG

(Interview 13), in order tocheck that we have the correct perception

The DGA (Interview 2) considers the work being ddmyethe AAWG within the Treasury,

with its liaison with departments regarding accrdata, and the preparation of the trial
accrual-based financial statements, as a way ébnpeing 'dry runs’. Dry runs test the design
details and/or give the staff the chance to getistorned to the new system before it is put

into operation (Luder and Jones, 2003).

The MITA (Interview 27) made a distinction betwegearallel running and parallel reporting.
Parallel running means that the new and old systeihontinue running in sync, which

should not exceed three months. Parallel reportefgrs to dual reporting. While the
accounting system will be accrual-based, the nelwm@ogy will produce both accrual-based
and cash-based reports, and in this way, Parliacentake its time to decide what type of

reporting is preferred.

3.5.5 The intensity of staff training

Intensive staff training is envisaged at all levefsstaff (AG, Interview 13). A system of

'training the trainer'is being planned (DGA, Interview 2). Staff traigiwill be provided both
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before and during the parallel fin The MITA (Interview 27) is anticipating that, at
Parliamentary level, there would be a need forageréxposure about how the reporting is

going to be.

3.5.6 The setting up of an advisory board

An advisory board will be set up with the aim o$al/ing conceptual and practical problems
emerging during implementation. According to Lidad Jones (2003), the advisory board is
more important if there is no special conceptuaibéor the reform (or only a poor one). At

this stage, more work is required on the develogrokthe reform concept, but perhaps more

progress may have been done by the time the antp&@mentation phase starts.

It is generally agreed by the interviewees thatlibard will be an intergovernmental body,

but including the supplier of the package to degh\W related problems.

The AG (Interview 13) is planning for two levels 'aflvisory boards': a steering committee
and an implementation board. The steering commitiélenclude the MFEI, the Treasury,
the IAID, the NAO, MITA, and the vendor. The preserof the auditor, either the NAO or
the IAID, is deemed important to ensure that treeesufficient audit trails. Each department
will then have an implementation board to include MFEI, the Treasury, a MITA project

leader, a representative of the vendor, and aseptative from the particular departniént

2 The NAO?2 (Interview 4) explained that both typésraining are required, but the most important {slobe
that provided during the parallel run. Accordingtie auditor, training before is prone to be forgot while
hands-on training is better absorbed.

>3 The NAO2 (Interview 4) suggests to include one aotant from each ministry on this board. In hisniq,
this would be a full-time job and the ministry's B@ould, therefore, not be sufficient.
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3.6 Small country and culture

Malta is the smallest EU member state. One wouftkeixthat it would be a relatively easy
task to implement a new accounting system for susmall administration (Luder, 1992). Is

the size of a jurisdiction an important contextueliable that affects the reform process?

3.6.1 Relative size of civil service

The government is often criticised for the largenber of employees in the public service
(XBO, Interview 25). The administration of a coyntras certain fixed staple requirements,
whatever its size. Therefore, there is a sort @ifkxad element’ of number of employees that
would be required in the public service. This fi@dment would result in a large percentage

of a population that is comparatively small.

Due to limited resources, the administration caraffuird to have employees specialising on
one issue, but each employee would have to be\adoln a variety of tasks (DGSOS,
Interview 19). At the same time, their service 8l sequired 'In real time and in a

professional mannéi(XBO, Interview 25).

The advantage of administering a small countryjh& fyou can get the top people together

around one table. But the same small cluster ofplpe@re required to take on the

In the first few years, the central advisory boariild be inundated with work. It would be importathierefore,
"to have an expert in each ministry who can handtegrtain users ... who will be the contact persormwh
problems arisé (NAO2, Interview 4). This coincides with the ide&the implementation board at departmental
level. The NAO2 (Interview 4) also thinks that ontbe system is implemented and runnirggfoup of gurus
would be required who would know the system inside
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responsibility of many things. While a large coyntan afford to have more staff and each
one could specialise on one aspect (DGSOS, Inter¢®). When public service employees
compare themselves with their foreign counterpattey may feel that they lack

specialisation, but at the same time, the oppdigsprovided through wider exposure is

rewarding (DGSOS, Interview 19; IAID, Interview 21)

Another problem is that people are very competiéimd individualistic. The education system
does not emphasise team work, and eventually @apensay find it very hard to function as

part of a group (IAID, Interview 21).

3.6.2 Country size as a limiting factor

At face value, it may appear that the small sizéhefcountry would facilitate a process. But
no quick decisions are taken, and it appears thiigal forces would tend to make careful
actions to protect the country's reputation. Indase of Malta, its small size appears to be a

factor that is negatively impacting the accountiefprm process.

The actual level of human resources acts as a reamstecause it would need to be

concentrated on issues that are top priority, witier processes being placed temporarily on
a 'waiting list'. For example, the importance giveruro adoption has already been described
as a factor that may have negatively affected tiseunting reform, because limited resources

were being absorbed by this issue.
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4 THE IMMEDIATE PLANS

As at September 2012, the MITA (Interview 27) h&ddvery clear visiohof the tender for
the IT System that will replace the DAS to be issbg the end of 2012 or early in 2013. He

envisaged the supplier to be identified by the @2013 and installation to start in 2014.

The MITA explained how the original specificatioqpsepared by the responsible committee,
were being Watered dowhas required by the Minister of Finance. The MITwas working
towards the re-activation of the tender (MITAL,entiew 27). The MITA realised that it was
not an ideal time to introduce a new system wigeaeral election in the horizon, but did not
think that it will raise any political concerns laese there is consensus on the new accounting

methodology. The MITA considered the implementatdthe new IT system as urgent:

If the process does not start now, the hurt willdigger because the technology is
getting older and the expertise is all the timerdasing.

On 10" December 2012, the Financial Estimates for 201 weesented to Parliament by the
Minister of Finance. The Financial Estimates weo¢ @pproved by a majority vote. As a
result, Parliament was dissolved off January 2013, and a General Election called for 9
March 2013. The tender for the new IT System hdsbeen issued. Did the early General

Election distort the MITA's plans? Or were the MI$Alans just ‘wish lists'?

5 SUMMARY

The findings described in these two chapters (érapt and 5) are summarised in Table 11,
highlighting positive and negative factors that nteve affected or may be affecting the

accounting reform process.
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Table 11: Factors affecting the government accountg reform

Positive factors

Negative factors

The accounting reform in central government staiteq
1999 on the initiative of the Minister for Finaneé the
time. The accounting reform was not pushed ontq himd
he is described as beingdt only involved in the reform
but he felt the reformi (MITAL, Interview 27). 'It washis

vision as Minister of Finance his decision as Minister
there was no formal committee or policy taking aral
external pressure (XDGS, Interview 8). The Ministér
Finance at the time was a management accoun
perceiving accounting from a decision-making poft
view. According to the ex-Director General Sped
Projects, the main stimulus of the accounting refevas
the vision of the ex-Minister of Financéécause of the
type of person that he wagXDGS, Interview 8).
According to the partner of the consulting auditfi the
ex-Minister's accountancy background in the comrakr
field made him appreciate that one can only knosvtthe
financial position with accrual-based financial oes (GT,

Interview 14). The ex-Minister may also have obedrthe
trend that other governments were changing to atq
accounting (GT, Interview 14).

The "motor got stuck a litttewhen the Minister of Financ
changed in 2004 (MITAL, Interview 27). The Ministefr
Finance at the time when the reforms started wg
management accountant, perceiving accounting fro
decision-making point of view. Whereas the curr
Minister of Finance is an audifr and in the opinion o
the ex-Director General Special Projects, this makem
"two different types of peoflldbecause an auditor is mo
concerned with compliance, holding a different gahg
attitude towards the use and purpose of accounttng
two Ministers did not share the same vision (XD(
Interview 8). They did not complement each other
personalities, and it was expected that the new Minis
of Finance would wanttd start a new chapten(MITAL,
Interview 27). The ex-Director General Special Bctg
suspects that the new Minister of Finance may h
somehow been disillusioned with accrual accountirtpe
public sector following his experience as mayor R
Interview 8).

5S,
as
ter

ave

The previous Minister of Finance had appointed
person to be responsible for the accrual accoumtioggct.
This person, the now retired Director General Sye
Projects, turned out to be 'driver" himself who used tg
take a lot of initiative and instigate fervour imet people
that he worked with (MITAL, Interview 27). In hisva
words:
During my employment, | tried to encourage the
zeal for accrual accounting. | tried to show them
that the world was moving in that direction ... It
was the Minister's idea, but | tend to become
enthusiastic and | go beyond that.... In fact, the
Accrual Accounting Project persisted because |
used to push and push. (XDGS, Interview 8)

It appears that there was mutual respect betweerexh
Minister and the ex-Director General Special Prisjeand
the latter tried his utmost to prove hiso%$ right by, for
example, meeting the target date of 2003 to iskaditst
set of trial financial statements (XDGS, Intervi8j

Now it appears that the project does not have ameovit
is described as arotphari. This does not mean that th
project will be aborted, but the appearance that liteing
executed can be delayed forever (GT, Interview TE)e
project is suffering from lack of visibrdue to lack of
enthusiasm of the officials in charge (XDGS, Intew 8).
"Could it be that ownership of the project from tbp ts
missing? (PAC2, Interview, 6). Is the champion missing

In a project like this, unless you have a champion,
an owner, who drives the process really hard, the
chances are that it will fail or drag on for years.
(GT, Interview 14)

Putting up appearances as if you are installing it
everywhere, and no one has its leadership, or its
leadership is not so important compared with other
things. (PAC2, Interview 6)

% Under the new administration of March 2013, thaister of Finance is an economist.
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Positive factors

Negative factors

The change in Minister of Finance coincided withltsla
EU membership, and therefore, one cannot re
distinguish whether in 2004 the reason that theuatg
accounting project was continued was affected liyeei
the new Minister of Finance or EU requirementshoth.
It appears that under the new Minister of Finaritieere
was a lot of drive on the initiatives of the E(MITAL,

Interview 27). Of course, even in 1999, the Gowxent's
policy was to prepare Malta for EU membership, lsis
may have affected even the previous Minister ofaRoe
(XDGS, Interview 8). The ex-Minister of Finance m
have partly instigated the reforms in anticipatiointhe
accrual data that would be required to fulfil trmuetry's
reporting requirements to the EU. According to the
Director General Special Projects, when the acc
accounting project started in Malta, there werey @anbund
four other EU countries that were using accr|
accounting, and it was a period when the EU Comaonis
itself changed its system to accrual accounting @D
Interview 8).

Perhaps the new Minister of Finance in 2004
appointed at a not very opportune time to introdang
radical reforms. Malta became a member state oEthén
2004, and all resources of the MFEI concentratedhen
Maastricht criteria and the looming adoption of theo.
At one of the PAC meetings, the Minister of Finan
explained that he had stopped the tender for the Iiie
system because it would need to be changed in gdavs
due to euro adoption. Perhaps it was originallyppé for
the new system to be introduced before EU memlyer
but then the Minister was overtaken by events, tred
accrual accounting project was put on the back dw
(GT, Interview 14; NAO2, Interview 4; DCS2, Intervie|
10).

vas

ce

shi

m

The EU may not have been a factor when the refq
started in 1999 (DCS2, Interview 10), but EU's ré&pgr
requirements are presently perceived as a mainulti
(DCS1, Interview 7). It is a common perception thet
EU is the driving force of any reform, includingetf
accounting reform,because in Malta, everything is do
when the EU requires "it(DCS6, Interview 22). EU'S
requirements aresatisfied even if the process may me
that there are no proper foundations for what apea
have been achieved (XDGS, Interview 8). Target ntapp
dates are met because they are imposeiuhfortunately
happens regularly in Malta, perhaps on our own stege
were not capable of creating such a mind-sg&T,
Interview 14).

The EU crisis of 2008 changed the priorities of
government (DGSOS,
system is a back-office system, and is therefotegh@n
priority when resources are limited. Projects aterjtised
according to social and political objectives, ahd accrual
accounting project does not feature in these olbEst
(MITAL, Interview 27). When decisions are taken
Cabinet level to identify the priority projects whigvould
fit in the fiscal targets of the government, witte tlimited
funds available due to the squeeze following th&s;rthe
accrual accounting project is not amongst them @MUT
Interview 27).

Interview 19). The accounting

at

According to the MITA, the EU is now making i
intentions clear with regards accrual accounting tfee
member states, and thiwill definitely re-ignite the spirif]
again."

In the circumstances brought on by the crisis,ayrhave
been undesirable to introduce unknowns in the dioera
of government: how would the new system affect

accounting data gathered and what would be theteffe
the new legislation on the operations of the gowenmt
and the departments? (DGSOS, Interview 19).
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Positive factors

Negative factors

Besides the confusion that is caused by the ES
requirements and government accounting, the refmer
that was required to adhere to ESA95 may have télpe
change the mentality of government officials

introducing the accrual perspective (GT, Intervidd).
The fact that the departments are required to aelyu
compile accrual data may have helped raise awaseres
thus increased the push for an accrual accounysigrs.

The fact that Eurostat requires accrual data ben
accepts time-adjustments and patched-up cash-h
reports is another negative factor (PAC2, Interviéw
Satisfying EU reporting requirements could be peszk
as the target for using accrual accounting (AGerkiew
13), and sincethe EU is happy this way, and we are
infringing our obligations, it would be a waste
resources should we be scrupulb(@&BO, Interview 25).
"Why bend over backwardsPPAC2, Interview 6) So if
appears that the government is acting on the adeiogit
until the EU requests any changes to the accoustisigm
and then act accordingly (IAID, Interview 21; DCS
Interview 26).

While the requirements to adhere to ESA95 may h
introduced the idea of accruals in the mentalitythod
finance officials, it may also act as a negativetda if
assumed as a replacement to accrual accounting
Interview 14; PS, Interview 9). This aspect is Hirt
explored in Chapter 7.

ased

ot
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ave

(GT,

When the accounting reforms started in 1999, ttention
of the government was to apply for EU membershigl, i&
could be that certain decisions were taken to naway
from old systems, perhapgh& government wished f
appear more progressive especially in the eyeboE)
(DCS1, Interview 7).

The small size of the country, with the accompagy
problem of limited human resources, appears to faetar
that is negatively affecting the accounting refgrrocess.
According to Lider (1992), one would expect accmmn
reforms to be more expensive and difficult to inmpéat in
larger countries. But the findings reveal that a Ibn
country would encounter other types of difficulties
The partner of the consulting audit firm descritibs
MFEI as ‘extremely overstretché&d
They are grossly understaffed, with various
initiatives, and | think that the last thing theyna
on their plate is to do this accrual accounting.
(GT, Interview 14)

According to the Director General Strategy 4
Operations, the small size of the country and
corresponding limitation on the size of human céjescin
the civil service, does not allow an official toesfalise on
just one issue and would need to be involved ihumdred
and one things ... you name it aliDGSOS, Interview|
19).

in

na

nd
the

Once part of the EU, it is felt that an accrualcacting
system is compulsory for Malta to be comparablehy
other EU countries (XBO, Interview 25). Besides so
problems it may have found to report its financesoad,
perhaps the government realised that the cash bas
not in line with the reality in the accountancyldiewhen it
could be comparing itself with was happening ineot
governments and in the private sector (DCS2, Intery
10). The government has expressed its wish to rfrove
the archaic cash-based system to a more moderiame:
commercial basis, to be like the private settidCS1,
Interview 7).

The fact that the reform process has taken 13 yaishe
"project is still shaky is not very encouraging (GT
Interview 14; NAO2, Interview 4; IAID, Interview 211t
exudes an impression oflethargy ... at all levels
politicians; civil service top; medium ... and evahEU
level' (DCS8, Interview 26).
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Positive factors

Negative factors

The main stimuli are the requirements, or the néadhe
government to move to better accounting practices
thus have a better picture of government finanBs3S5,
Interview 20). The government is criticised for dash-
based system (DCS7, Interview 23), and the cur
reports are always susceptible to questions of tetamess
and transparency, therefore, indirectly, the pavagctor
does influence the government to change its acoayn
system to a more transparent one (DCS1, Interview
Private audit firms engaged with the Treasury/Mtgy
express their professional opinion in this resg€tS1,
Interview 7). This pressure from the private secstould
give rise to a corresponding political pressurenfrthe
opposition (DCS1, Interview 7).

Politics is considered as another negative fadeocrual

accounting would require future planning and pabins

would not wish to be bound in this way:
This year | want to tighten my belt, and before an
election, | would want to loosen it a little bit. So
the country would benefit from a three year plan,
but the politician will lose votes and silly things
like that. Whoever is in power will act like that.
(DCS4, Interview 17)

The political aspect is very important and the elaabed

system provides more control for politicians (DC$6,

Interview 21). Perhaps accrual accounting reveats

much (XDGS, Interview 8) andtransparent and more

timely reporting may not be so desirable aftel 4DCS5,
Interview 20). There is no real interest from higleyels,
"and they are considering political issues which wo
work against theh(DCS4, Interview 17).

—

uld

Following the Public Service Reform Report of 19
various improvements have been carried out corg
the organisation structure and procedures of goven,
making it better prepared to undertake the accogr
reform (DCS1, Interview 7). As an organisation, 1
government is thore experienced and mattrend 'more
confident that the reform will work ndw(MITAL,
Interview 27).

Another negative factor is the generic lack of kiemlge
as to accrual accounting (GT, Interview 14) and lat
professionalism in the departments with the majaritthe
DCS not being accountants (PAC1, Interview 5; XD(
Interview 8). It is seen as useless to have anuat
accounting system being operated by staff that
accounting knowledge (PS, Interview 9; AG, Intewi&3;
DCS1, Interview 7; DCS5, Interview 20). Of courg
training could be provided but they would have
particular interest in accounting per se (DCS4, riri¢ev
17). The level of salaries offered by the governnvesuld
fail to attract professionals, and once traineddoounting,
the private sector would prove to be more attrac
(DCSL1, Interview 7; DCS4, Interview 17)THere are no
rewards in pursuing that kind of commitment - poditly
and administratively (PAC2, Interview 6). The situatio
is aggravated when even top positions of divisi
concerned with accounting are held by persons rgcki
financial background:
If the government does not really want something
get done, that's the way to do it, by appointing
persons who are not qualified to properly do the
job.... because if you don't have suitable person
with enthusiasm towards the project, and they don
believe in it, then it's not going to happen. (XRG
Interview 8)

The most practical positive factor is that the preg
accounting system is outdated and up for replacer
(DCS6, Interview 22; DCS7, Interview 23). The DAS s
technology of the 1990s; a technology that haswadtlits
life span, and as expertise in the old softwarendies,
even the supplier may find problems to contin
supporting it in the near future (MITAL, Intervie@d7).
This imminent risk provides the government with f{
opportunity to upgrade the technology and simubaiséy
change its accounting system to an accrual basis.

The large cost involved to replace the accountiygjesn
together with the lack of funds, especially due the
economic crisis and the increasingly-restrictivefiaite
targets, are perceived by some as the main facidiniy
back the reform (DCS2, Interview 10; NAO1, Intervig
15; NAO2, Interview 4; NSO, Interview 24). The €
Director General Special Projects describes a aah
"fear of introducing accrual accounting because &
were never enough fudgXDGS, Interview 8). But
others see this only as an excuse and funds arer rae
problem when required (AG, Interview 13; PAQ
Interview 5; PAC2, Interview 6).
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Positive factors

Negative factors

Disagreements concerning the cost of the new system

and/or specifications, resulting in the tender being
issued, was another negative factor (DGSOS, Ireentio;
MITAL, Interview 27).

Lack of communication, with the Ministries not bgin
aware of the objective and scope of the work beioge
(DCS1, Interview 7; DCS8, Interview 26), indicatestth
the project is not being given due importance.

The implementation is the political responsibilady the
Minister. There needs to be a political decisiont Bere
appears to be no political will to change and nod&iare
allocated for the projett (PAC1, Interview 5; PAC2
Interview 6). An important factor should be polig
leadership because that signals the commitmentthieas
will be (PAC2, Interview 6).

Fear of change and the resistance that is incuminent
human nature is another negative force (XDGS, Viger
8; PAC1, Interview 5; DGSOS, Interview 19). Combined
with the 'pen pushing approathengrained in the civil
service, things will appear to be happening whething
is actually being done (PAC2, Interview 6).

When 'the steering people chandeth 2004, everything
went back under review (MITAL, Interview 27). Wite
same happen again in 2013 should the steering @dw|
replaced under the new administration?

This chapter and the previous one present therfgsdirom the empirical research carried out
through interviews with government officials, suped by documentary research, as
described in Chapter 2, to answer the first seeséarch questions presented by this study.
After a short historical background, the accountaygtem of the Government of Malta is
described, together with the anticipated accountiefprms and how these are being
implemented. An attempt is made to identify thetdex or variables underlying the change

process as it takes place, together with the n@oraeffecting and/or affecting it.

% Refer to Table 5 in Chapter 4 (section 4.6.4) shguhe funds allocated to the Project.
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The combined effect of these factors and whethey titreate the right environment for the
government to successfully achieve the anticipagéakms are analysed in Chapter 8, using
Luders FMR Model (2002). But first, the IPSAS d&on is investigated in the following

chapter, as this is another part of the anticipgtaaernment accounting reform.
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CHAPTER 6: ACCOUNTING STANDARDS FOR THE
GOVERNMENT OF MALTA

1 INTRODUCTION

The previous two chapters describe the accoungfmgms being carried out by the central
government of Malta. One assignment of the AccAaounting Task Force was to design a

set of accounting standards applicable for the &daligovernment.

This chapter describes the findings relating todbsign of the MGAS, and how eventually
the objective changed over time resulting in a slenito adopt IPSAS, which accompanied
the increased interest being shown by the EU vétards to IPSAS and their suitability for
member states. These developments instigate Hoeviiog questions, which the findings in

this chapter tackle:

What are the underlying factors that have led éodécision to adopt IPSAS?
Why IPSAS and not some other accounting standards?

How will this decision to adopt IPSAS affect theeagnting reform process?

vV V VYV V¥V

Why is the EU considering IPSAS for its memberedand what may be the possible

outcome of this interest?
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2 THE MALTA GOVERNMENT ACCOUNTING STANDARDS

The formulation of accrual accounting standardgyfmrernment was considered as one of the
first priorities for the Task Force, in order ty ldown the rules for the desired output (GT,
Interview 14). The Task Force set up a sub-coresjtnamely the MGAS Technical
Advisory Committee. A public tender was issued, althivas taken up by the private audit
firm, Grant Thornton (GT, Interview 14; MITAL, Intgew 27). The tender required the
standard preparer: to ensure that the governmantatds were in line with international
accounting trends; to use language that was uragelable by non-accountants; and to make

the standards applicable to the Maltese scenario.

They were called MGAS. The private audit firm's gestion that MGAS should be styled on
IPSAS was accepted by the Task Force, but IPSA8 way limited and did not cover all the
International Accounting Standards (IAS) issuedda&te (GT, Interview 14). Some IPSAS
were still at exposure draft stage; various studiese published, but there was a complete

void on certain issues (GT, Interview 14).

The first set of MGAS were launched by the MinistérFinance in 2001, with a public

announcement at the MFEI and a press conferencEAMlinterview 27):

This is the first time in the history of the Ma#ie&overnment that Government
Accounting Standards have been defined and widigigicable to all Departments
and other relevant Government entities. The Maltavé&nment Accounting
Standards define accounting principles, conventiamdes and practices in the
treatment of various accounting transactions getesta by Government
Departments .(DOI, 2001)

The first set of MGAS contained 19 standards, whietre a hotch potch from the

information available. In the absence of an IPSAfosure draft or study, the IAS were
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referred to directly (GT, Interview 14). SubsegignGrant Thornton was entrusted to keep
the MGAS updated, and it did this by following ttievelopments that were made on IPSAS
(GT, Interview 14). During the execution of its Wwpthe audit firm had three points pending,
which were subject to the decision of the Task &orc
a) The choice between benchmark and alternative teasn The MGAS were not to
contain any options so that all departments appiiefbrm rules;
b) The effective date of commencement; and
c) The applicability. Initially the MGAS were targetéal the pure public service, that is,
the ministries and their departments. But the afiigit had suggested to extend their
applicability to other government entities excluglinompanie®, because from its
experience with audits of various government egijtiit had encountered some
problems to comply with International Financial Reamg Standards (IFRS) because

these are not written for the public sector

The audit firm never received a definitive answéowt these three issues, and to its
knowledge, the MGAS are still in draft form, in thhey are not yet effective (GT, Interview

14).

Accrual accounting has not yet been introducedeatral government, but the MGAS were
referred to when collecting accrual data usingtémeplates and for the preparation of the trial
accrual-based financial statements (GT, Interviety. The role of the MGAS Technical

Advisory Committee wastd create a bridgé between the conceptual content of the

°% Companies are regulated by the Companies Act a885ompliance with IFRS is compulsory.

" The audit firm felt that corporations, authoritiéscal councils and all government entities shoesaisider
MGAS applicability (GT, Interview 14). The firm regnised that this would depend on the ultimate aihje of

the government as to the level of consolidationalbbse dbviously, you would need to have common rules in
order to consolidate, otherwise you will have algem (GT, Interview 14).
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standards and actual application, in the form ofarmragmatic directives as to policies and
procedure® (MITAL, Interview 27). The Committee relied on ceemendations made by
outside contractors appointed to prepare the uyidgrktudies, for example, Ernst and Young
were appointed to carry out the study on fixed i@ss€the government (MITAL, Interview

27).

The MGAS were an adaptation of IPSAS and IFRS, #eale were no radical changes
(MITAL, Interview 27). The ex-Chairman of the TaBkrce (Interview 8) described the

MGAS as a Simplified versiohof IPSAS and IFRS:

MGAS were created to be more specific for Maltasub-set extracted from the
jungle of standards available. A simpler versionickh makes people more
compliant.

The circulars of the MGAS Committee were the proced manual required for
implementation of the standards by the governmepadments, bearing in mind that most of

the people in the accounting function are not astants.

The 2004 amendment of the FAA Act was done withititention to publish the MGAS in
the Government Gazette so that they become legailying (XDGS, Interview 8). But the
MGAS were never published and were not compulsbingy were guidelines that no one was
obliged to follow, and effectively they were nevased except by the Treasury in the

preparation of the trial financial statements (NA®Rerview 4).

8 For example, with reference to fixed assets, then@ittee issued a circular detailing the procedunesv
assets are valued, the minimum information requicedompile a plant register, and the procedurgsired to
update the information.
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Once the MGAS were established by the MGAS Committeey were passed on to the
Financial Policy Directorate within the MFEI, artdnias this unit's responsibility to chase the
consulting audit firm for updates (XDGS, Intervi@) According to the ex-Director General

Special Projects (Interview 8), the renewal of ttustract could have triggered the question

whether MGAS were needed when IPSAS and IFRS eliste

The PS (Interview 9) considered the work being doyé¢he private audit firm as a cut-and-
paste exercise; choosing elements of the IPSASallidg them MGAS, which were then not
recognised. As the IPSAS change, then the MGAS hedxe updated. In his opinion, the
whole process was a waste of money, trying to venih the wheel and causing more
confusion. He decided that it would be better torkvevithin a structure that was

internationally recognised.

In February 2011, the members of the Task Forceived an e-mail from the PS (the
chairman) to the effect that the accrual accountefgrm is to be compliant with IPSAS,

referring to IFRS in their absence (DGA, Intervigy

The MGAS Committee was renamed the IPSAS Committee,started being chaired by the
PS. The Financial Policy Directorate within the MHAE the policy arm of the MFEI,
concerned with information management for the gowvent, and is therefore involved in a
wide spectrum of areas (DFPDA, Interview 12). Actog to the Director of this unit
(Interview 12), the main drive for the adoption IBSAS is to provide a stronger financial

reporting framework based on international compattandards:

We will adopt standards that already exist and ttadi internationally. We do not
need to invent our own standards if there are niiduwaasons. | don't think that a
small country on the face of the earth need havevitn accounting standards.
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3 THE IPSAS DECISION

It's a question of harmonisation; it's a questionf decognition; it's a question of
credibility. (PS, Interview 9)

The PS (Interview 9) firmly believes that if intational acceptable standards exist, these
should be used because they give you credibilitgoés not make sense to him to take such
standards, change their physiognomy, and call themething else - MGAS. No one knows
what the MGAS are, even though they are based SA® It is not necessary for Malta to
have its own accounting standards simply becauseaitseparate jurisdiction. Malta does not
make up its own standards for other areas. As ampbe, he gave the NSO which uses
international standards to prepare statistical nspotherwise they would not be acceptable
by international organisations like Eurostat, thg, the OECD and the IMF. The PS insists
that: "home grown measures are simply not recognisedhleget organisations, even for

labour statistics.

According to the PS (Interview 9), Malta needs te hecognised by international
organisations, and by respectable and developetroesilike the US, the UK, Germany and
the Nordic countries. And recognition is gained bging international standartls He

perceives such countries as role models with a dcesonomy. Whether or not these

countries use or refer to IPSAS seems irrelevahino

The movement in the EU is towards adopting the I8SAut this has nothing to do with my

decisiori, insists the PS (Interview 9). He is sure thditeotcountries are migrating towards

these standards, and, therefore, Malta shouldkdurise.
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According to the PS, the MFEI need not bother t@ensiccounting standards because it can
never be as credible as the IASB and the IFAC. &iv® bodies are practically authorities;
they are the experts in accounting standards, ahthe MFEI: ‘Can | be as credible as the

IASB?"(PS, Interview 9)

On the other hand, the IAID (Interview 21) takes tRAC and the IPSASBWith a pinch of

salt' because she recognises that they have a peisteraist in promoting their standards:

The more they complicate things, the more theytereark for themselves. The
IFAC is hijacked by top people of the Big Four. (Mioate, so that few people
understand the new system, and | will reign suprérhis is my gut feeling.

But this 'does not mean that whatever they say is rubipesid the IAID (Interview 21) still

examines their pronouncements to identify any @ieand applicable information.

The PS (Interview 9) emphasised the importanceredibility, stating that the economic
survival of the country is partly dependent ondatedibility”. In his view, this credibility
depends on the system of governance, and is péneajovernment structure; in order for a
country to be competitive in an international marke system of governance counts. It needs
to be recognised by its international counterpamdess it is an autocracy. Without
specifically referring to accounting, let alone A& (he is not an accountant), he saidarh
dependent on someone else, and this person reesgtiisse standards and not something
that | have invented"He concluded that Malta is aspiring to work armmpete, and

therefore, international recognition is of utmaspbrtance.

According to the IAID (Interview 21), there was decision to adopt the IPSAS, but the

move away from MGAS to IPSAS was simply the residla discussion held at a meeting
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chaired by the PS. The Director Financial Poliaytéiview 12) stated that the issue about
accounting standards wadiscussed internallyand it was Unanimously agreédhat since
the differences between MGAS and IPSAS were miniti@&n Wwe might as well go for an
international framework "The IPSAS decision came naturgllgccording to this Director

(Interview 12).

While the MGAS started being done to simplify thspghe NAO1L (Interview 15) thinks that
it was realised that the adoption of internationaltcepted standards would provide more
credibility. "Or it could simply be a question of not re-invegtihe wheé| as the MGAS
were not really required but could simply be repthdy MFEI circulars specifying which

options will be adopted from those offered by aBAS (NAO2, Interview 4).

The Treasury officials (Interviews 2, 13) confirméidit no studies were carried out to check
the suitability of IPSAS for the country and thegvke no evidence that the IPSAS would
produce valid results, but the thrust was feltlRBAS adoption andwe have succumbed to
EU pressuré (AG, Interview 13). But the PS (Interview 9) spgeally denied that EU

pressure had affected his decision.

The NAOL1 (Interview 15) believes that the deciswauld not be based solely omry
pressurg, after all, in his opinion, the EU and the IMFeanot exertingenough pressure for
IPSAS adoption, especially in the current financiasis. The NAO2 (Interview 4) does not
think that there has been any pressure to go f8AS but IPSAS were chosen simply

because they are international standards. Whenconsiders the benefits gained through
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IFRS in the private sectorit'is much simpler like this than adopting your ostandard$

(NAO2, Interview 4).

The two PAC members (Interviews 5, 6) claimed tthaty were not aware of the MGAS
project, let alone about the IPSAS decision. Howetleey agreed that any standards that are
adopted should be based on international critar@der to satisfy international requirements,
especially as EU members. The PAC members suduasMalta should look at what other
countries are doing, and adapt whatever it camedd not re-invent the wheel, but adapt such

standards, that apply to all countries, for theatibn in Malta:

Our role is to see how we adapt them ... | presuraethiey are correct since they
are international standards, prepared by expertsj have been accepted by other
countries in a general manndPACL, Interview 5)

3.1 The objectives of achieving IPSAS-compatability

For the NAOL1 (Interview 15), it isvery clear and obviotghat the adoption of IPSAS will
add accountability and credibility to the governtgefinancial system. The AG (Interview
13) acknowledges transparency and accountabilitybgectives for adopting IPSAS, but he
considers credibility with international organiseis as extremely important, especially now

with the present drive in favour of IPSAS by the Ebmmission:
Once you say that you are adopting IPSAS, theadréady a certain 'relaxation’ ...
just saying it is already a very big step
Only two DCS (Interviews 7, 10) were aware of tRSAS adoption, but all nine of them

applauded the decision taken by the MFEI:

Credibility is one advantage with adopting interioaal standards. And this is what
globalisation requires: that we are open and natcled off on our own. It will be
advantageous for our business with foreign coustf®CS4, Interview 16)
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The NAO1 (Interview 15) and the IAID (Interview 2figel that credibility at a local level is
more important, and that transparency and accoilityadre important tools that would still
be needed even if the country was not a membdreoEtJ. The NAO2 (Interview 4) agrees
that transparency and accountability are the resasdny international standards are adopted -
"both are important and interlinked ... and are th® key objectives of NPMBut he would

go beyond accounting standards and publish perfucenandicators with the financial

statements that disclose the level of output aridomoes.

The IAID (Interview 21) thinks that the benefits mwansparency and accountability exceed
those from comparability, while the Technical offiiof the MIA (Interview 1) does not think
that comparability is important for a governmenh the other hand, the DGA (Interview 2)
emphasised the importance of comparability, espgamnce the country's performance with
other EU member states affects its eligibility Eld funds. In her opinion, it is vital for the
EU to use a common yardstick when comparing econaaia of the member stateant

this means that all countries need to abide bystmae standards

For the ex-Director General Special Projects (in&v 8), comparability is a management
tool that supersedes accountability and transpgrede thinks that once countries start
adopting IPSAS, the next step would be that theviUstart closing on the options that are

available in order to ensure convergence.

The DGA (Interview 2) firmly believes that the ahadnility of IPSAS facilitates and promotes
accrual accounting in government, and also fat@éigaconvergence of accounting systems

between countries. The fact that IPSAS are avalabbuld make governments more willing
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to adopt them and to change to an accrual accauhénis (DGA, Interview 2). But the IAID
(Interview 21) and the NAO1 (Interview 15) are &tlsceptic about this. The latter thinks
that many governments still prefer the cash-basid,that IPSAS will not encourage them to
adopt accrual accounting, even if there is a needave similar systems. While the IAID
thinks that even though the EU has bothered to otk the suitability of IPSAS for its

member states, it will be a long process due tiigall innuendoes.

Convergence is one of the main objectives of IPSAS,the NAO2 (Interview 4) does not
recognise that this has had a big impact to dataleNFRS can and have been imposed on
private companies through the Companies Acts ofénmus countries, the NAO2 thinks that
it would not be easy to impose IPSAS on governmeetause this would imply interference
with a government's sovereignty. IPSAS adoptionth®sy EU member states is one way of
mitigating the differences between the accountisgduin the different countries, because in
the opinion of the MITA (Interview 27), such diffarces can never be eliminated. But at least

they will create some consistency amongst govertnegorting.

3.2 Why IPSAS?

"Why not IPSAS?The IPSAS are tailor madé for public administration and thust'is
obvious for the DGA (Interview 2) to refer to such spéisad guidance. The AG (Interview
13) and the NAO1 (Interview 15) agree, with theédatlescribing it asthe logical choicg

while the former stating thaafter all, the IPSAS are based on IFRS
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Even the PS (Interview 9) considers IPSAS as apglwpecifically for the public sector,
while IFRS were written for business and are, ttoees 'not exactly transposable for the
public sectof. But the fact that IPSAS are linked with IFRS densidered as positive

(DFPDA, Interview 12).

The NAO2 (Interview 4) definitely prefers IPSAS oM&RS, since adjustments would be
necessary to adapt the latter for the public se&terthinks that the MGAS would have been
more flexible and applicable for Malta, with thevadtage of being more simple, but they
"lacked the brand nammeThe NAO2 (Interview 4) describes IPSAS dke" best standards
possiblé because they are issued by a reputable bodyremndfore presumes thahey have
been well-studied and have not been issued atl kecadmits to judging the quality of the
standards by thebfand' and not by looking at experiences of other caaator by actually
reading the standards. His only reserve is thatesihe majority of members of the standard-
setting body are from the private sector, there begreas of the standards that would not be

so easily applicable for the public sector.

The IAID (Interview 21) also prefers IPSAS over ERecause even though the accounting
profession in Malta is IFRS-trainedwé are followers and thus should follow on the
recommendations of the EU. According to this Dioecgiven that the bulk of EU member

states are Continental European, then the EU waatiflavour the UK model that uses IFRS.

One DCS (Interview 10) thinks that it does not mratwhether a government uses standards
for business or for the public sector, as long les dstandards chosen are internationally

recognised, so that it would not have any issuéls wwternational organisations. He pointed
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out that IPSAS are acceptable because they arenatienally recognised and the
Government should apply them if it thinks that thailoption will not be a problem. In his
opinion, the Government should examine any isshat lhave been encountered by other
countries when applying IPSAS, but it should alsarbin mind that the problem may lie in

the country concerned and not in the standardssbles.

At ministry level, none of the DCS interviewed hakead IPSAS and do not see any
requirement to do so because they are guided bgah&al MFEI and act on the guidance
provided by the circulars (DCS8, Interview 26Jhe MFEI and Treasury circularserve as
our standards (DCS9, Interview 28). This emphasises the impuaréaof the procedure

manual that is described later on.

Whenever a new government entity is set up, it afgpthat neither MGAS nor IPSAS are
ever considered as an alternative to IFRS. Thaegadf the consulting audit firm (Interview
14) revealed that from experience of auditing soetlies, their Boards see IFRS adoption as
"an automatic choice"and are not aware that certain IFRS treatmentddmvoot cater for

non-commercial transactions.

The Technical Officer of the MIA (Interview 1) pded out that even small companies
encounter problems to implement IFRS, so ¢en"foresee certain issues with application of
IFRS in the Public Sectofpr example, tax revenues and pension liabilitighese would
pose a problem"Being 'a firm believer in IFRS the Technical Officer of the MIA
(Interview 1) found the questiotWhy IPSAS?as rather challenging, and confessed that he

would need to examine IPSAS in more detail to ble &b answer the question. The only
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factor that appears to make IPSAS attractive isttiey are international standards issued by

an internationally recognised body.

The partner of the consulting audit firm (Intervidé#) recognises that some IPSAS and IFRS
are ‘practically identical except for certain terminolp@nd examplés He referred to prior
practice of the IASB when each standard used te tzparagraph at the end noting the
applicability of the standard for the public sectde admits that, for the accountant who is
well-versed in IFRS, such a practice wéssS scarythan being faced with a whole new set
of standards:bBut I still think that it makes sense that you haseparate framework on your

shelf which you can say: this is what applies

3.3 IPSAS and Sovereignty

According to the PS (Interview 9), sovereignty Inashing to do with the decision to adopt
IPSAS. In fact, he considers it a sovereign degismadopt IPSAS. Once a country adopts
international standards of any kind, it can theftuance their content and requirements by
participating in their development. The IAID (Intéew 21) agrees sinceriany countries are

represented on IFAC, and then it all depends oir thbbying'.

Of course, when a country adopts internationaldstads, it always loses the latitude, that is,
it loses its freedom from restrictions (PS, Intewi9). The PS distinguishes between
sovereignty and latitude and concludes thlay ‘accepting international standards, you

distinguish between a serious country and a bamapablic'.
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The fact that IPSAS are set by a private body damésother the AG (Interview 13), and he
does not see it as a question of undermining thedtéir of Finance's power to set accounting
standards. According to the AG, the policy decidgioradopt IPSAS has already been taken,

and the Minister has the power to make the chdlwsare offered by IPSAS.

The IPSAS are issued by IPSASB, under IFAC's urn@grednd IFAC embodies the
accounting profession. The ex-Director General Bp&rojects (Interview 8) does not think
that the government is giving up its sovereignust' because of tHison the other hand, the
government would be showing how serious it is byepting standards set by an independent
body. However, the NAO2 (Interview 4) thinks thahlike Malta, the reluctance shown by
other governments to adopt IPSAS is mainly becdlisg acceptance would encroach on
their sovereignty, and that it would be difficudt make them mandatory unless enforced by a
supranational body like the EU. This is in linelwihe views expressed by Lider and Jones

(2003) and Chan (2003).

A PAC member (Interview 6) perceives such objeditas an excuse not to do anything
"Arguments about sovereignty are made so that tlhwatdes hold on to what they hadye

according to the IAID (Interview 21):

We have been giving up a lot of 'sovereigntiesti ¥loouldn't form part of the club
then, if you find such objections. We have arritedhe point of giving up our
sovereignty on the European Public Prosecutor whestice and Home Affairs are
the sacred cow of each county's jurisdiction t.alene how you are going to report
your accounts!

The NAO1 (Interview 15) sees it as a give-and-tsikgation: governments lose a little bit of

their sovereignty in exchange for tangible bengfits

It's like marriage. It was my decision to get madi Granted that you are losing
some of your sovereignty, but you are gaining adbtcredibility in return by
adopting acceptable accounting standards.
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One DCS (Interview 17) thinks that compared witheotcountries like Germany and the UK,
Malta is 'too smalf to think in terms of sovereignty because the tgts economy is too

dependent on other countries.

But perhaps the willingness shown by the Governraettorities to accept standards issued
by an internationally recognised body, albeit frohe private sector, is not an issue of
sovereignty, but rather a question of giving créiyoand legitimacy to procedures. The lack
of accounting expertise in government has alreanldescribed. It is common practice for
certain work and studies to be contracted out iape audit firms in order to make processes
and reports legitimate (DGA, Interview 2; MITAL, témview 27). The decision for the

adoption of IPSAS by the Maltese government shahlketefore, not be surprising.

3.4 Effect of IPSAS on the Reform Process

The AG (Interview 13) thinks that the adoption BSIAS Will help you to slowly achieve full
accrual accounting The NAO1 (Interview 15) agrees that their adoptwould give the
reform processd push, not in terms of time, but rather in terms of theality of the

reporting.

The NAO2 (Interview 4) fears, however, that the @dm of IPSAS would only make the
reform process more complicated. While he acknogdedthat certain departmentsduld
not need to apply more than 5% of the IPSA® system would have to cater for all possible
situations concerning the concepts in the standards
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The DGA (Interview 2) feels that the adoption ofSKS 'was a push forwart but the
momentum will only tefinitely increase with EU enforceménthe PS (Interview 9) does
not think that the accounting reform process attua¢eds any impetus from EU pressure
because the decision to go far Wholesale adoptidnof IPSAS has been taken, and all that
needs to be done is to check and decide on thenaitees offered by the standards. But the
condition of the IPSAS Committee shows that thedrtgnce for this work to be carried out

before the actual implementation of accrual acdagris not unanimously recognised.

The IAID (Interview 21) does not think that the théan to go for IPSAS will affect the
reform process, because the decision was takemlyligh give the impression that the

government is implementing accrual accounting tanteract local criticism:

Adopting the IPSAS will imply that you are adoptaugrual accounting. But it's all
pie in the sky. We are saying these things in otdgfive the impression that we are
going for accrual accounting. Why? Because thermhésimpression in this country
that if you go for accrual accounting there is min@nsparency and accountability.
But it's all perception ... | think that we have iaferiority complex because we use
cash basis. When you talk to certain people whonateknowledgeable, you realise
that they think that we are the only country ttgatsing the cash basis, and that all
other countries are accrual-based.

The NSO (Interview 24) is not interested in the ggovnent accounting reforms and clarified
that his office is only ihvolved in IPSAS because Eurostat is pushing tdsvaéineh. He
admits, however, that the current division betwgencash-based accounting system and the
accrual data on the templates may not be attractivé the latter may be integrated in one
system thus providingnmiore inbuilt checks IPSAS adoption may, therefore, help the
Treasury to push the government to take the next ist the accounting reform process and
acquire a new accounting system that would give'nirore peace of mind(NSO, Interview
24).
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A PAC member (Interview 6) isséry cynical about these thingand expects the government
to just pretend that it has adopted IPSA#IU' do not start an accrual system and tell them
that you are adopting IPSASThis in fact reflects the AG's plan to make tHRRSAS
applicable for the current patched-up cash accognsiystem by issuing a legal notice,
without actually implementing an accrual accounsggtem (refer to Chapter 4 sections 4.5.7

and 4.6.2).

3.5 Different Standards and Consolidation

Chapter 5 introduced the problem that could ariberwconsolidating financial statements
prepared using different accounting standards. IL8cancils and other government entities
that prepare accrual-based financial statements bawpted IFRS, while the government
departments and ministries will move towards IPSA8e AG (Interview 13) does not
believe that there should be anbrmous problefbecause the Treasury is used to dealing
with different systems and different standards.ddes appreciate that standards need to be

harmonised as much as possible for consolidatigihhé does not anticipate any difficulty.

According to the AG (Interview 13), Local Councesiould be IPSAS-compliant because
they are part of government. He pointed out thatelare two types of government entities,
and IPSAS would not appeal to market-oriented iestitwhich may prove problematic, but

overall he doesriot see the consolidation as something insurmoueitab
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4 THE IPSAS COMMITTEE

According to Luder and Jones (2003), it would bealdfor a committee to be established
prior to implementation, with the task of preparpaicy papers. The committee's task would

be ongoing, during and after implementation, stodeep up to date with developments.

In Malta, the IPSAS Committee has been set up pormplementation. But the AG
(Interview 13) is waiting for the roles of the in@luals on this committee to be identified: "
should be clear who is going to do whatle also pointed out that the committee shouddit st

meeting regularly andntt ad hot.

According to the records of the NAO, the last megbf the MGAS Committee was held in
November 2009. Following the decision to adopt IBS#he NAO2 (Interview 4) was not
sure whether a change in name for the committeeresred or whether the committee no
longer had a function. It appears that the auditas not aware that the IPSAS Committee
was set up on 31st August 2011 and had no recaaidyofeetings. According to the Director
Financial Policy (Interview 12), the committee isde up of the PS, the Financial Policy
Unit, the Treasury, the Budget Office, the IAID,etiNSO and the NAO. The MITA
(Interview 27) claims to be a member of this conteeif becausendrmally, we are always

the same group of people

The DGA (Interview 2) is expecting central guidarme the accounting reform from the
IPSAS Committee:d committee that has been established but is matifining'. The IPSAS
Committee needs to go through each standard teweand analyse the financial policy

implications (AG, Interview 13). The DGA (Intervie®) felt frustrated that this work has not
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started. She considers it important that discussiare held and policy decisions taken
regarding, for example, valuation and recognitibtaogibles and consolidation issues. Such
studies and decisions should be taken immediabaigre actual implementation, but she

regrets that this urgency is not recognised bydridgvels of administration.

The function of the IPSAS Committee would be totearously adapt the national norms and
rules to reflect the continuously changing IPSA&(Anterview 13). While the PS (Interview
9) is expecting the Treasury to carry out this fiorg the AG (Interview 13) thinks that the

IPSAS Committee may need to refer to external ssurc

The IPSAS Committee will decide on government antiog policy when choosing from the
various options offered by IPSAS. While the Tregswill prepare and issue the circulars
regarding the implementation of the policy. Thecalars will thus explain and highlight the
chosen accounting policies, using language thamderstandable by the departments, and the
circulars will be the content of theprbcedure manudl used across government. The
Treasury will act as a sort o6 betweehbetween the Committee and the departments (AG,
Interview 13). The procedure manual will also emsstandardisation so that departments

apply the same rules (NAO1, Interview 15).

As already discussed in Chapter 5, the AG (Intevvi8) is adamant that there is a division
between policy and execution. He also thinks thatRinancial Policy Unit within the MFEI
should take on the role of preparing the proceduaeaual, but does not know whether it has

the required resources.
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However, as also described in Chapter 5, a moracgive role is expected from the Treasury:
the procedure manual is considered as a crucial abkthe Treasury, and it would also be
desirable for the Treasury to lead the IPSAS Comei{NAOL, Interview 15). It is the

opinion of the NAOL1 (Interview 15) that, due to @sperience and expertise, the Treasury

would not need external sources.

The NAO2 (Interview 4) thinks that the committeandae inter-governmental, which could
seek external expert advice when required. Howesgecording to the auditor, if the
government had an accountant in each ministrypiild/have the required expertise. Internet
facilitates awareness of changes in IPSAS, and\th©2 recommends the appointment of
one official who is responsible, and who would mieet Committee at least once a year to
keep them updated. Implementation of any changesgdviben require the issue of a directive

"most probably, from the TreasUfNAO2, Interview 4).

The problem is that the government does not hawecanuntant in each Ministry, let alone in
each department, which is considered by the AGiWew 13) asd very serious situation

that stretches widely the role of the Treasury tmide the IPSAS Committee and the
departments. The situation emphasises the impa@tasfc the procedure manual, the

preparation of which is compared by the AG to tleelnthat was done on the MGAS.:

How can we make them understand that in order tipad standard they need to do
such and such a thing? You would need to wateovtrdin laymen terms: spell it
out in a-b-c, and hopefully, the department woudda the necessary methodology.
One of the objectives of the MGAS was exactly #rat,we have to do it for IPSAS.

In spite of the importance of the preparatory woekuired by the IPSAS Committee,
everything has been put on hold pending the EUsd®ticoncerning the suitability of IPSAS

for member states:
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But since the EU decision is still pending, we esa&ting for the EU to issue the
direction first ... Now we have to see what the &uicome will be(MITA1,
Interview 27)

5 IPSAS AND THE EU

On 6th May 2011, the Committee on Economic and NenyeAffairs proposed a directive
requiring that Member states shall move to adopt IPSAS withiretlyears of this Directive
coming into forc&®. On 8th November 2011, the Council Directive 2851Was issued, with
Art. 16(3) stating thatthe Commission shall assess the suitability of &% member states

by 31st December 2012

According to the NSO (Interview 24), Eurostat vidke into consideration the feedback from
its public consultation and the results from E&stoung's survey for its assessment. It will
also take into consideration the experiences ofirms that have already adopted the IPSAS,
and even refer to the IPSASB's study of 2005 onctievergence of IPSAS with ESA and

GFS, which study is currently being updated.

But the AG (Interview 13) is convinced that the idem for member states to adopt the
IPSAS has already been taken by the EU, even thdhghDirective only mentions a

feasibility study, because:

.. when something is mentioned, this would nogmalean that it will be done.
Some things are described as ‘voluntary’, which practice would mean
‘compulsory'. This is the normal process of things.

The AG (Interview 13) describes the adoption of ABSby member states as mammoth

task' because none of the countries are prepared &setistandards, which are difficult in

59 COM(2010)0523 - ¢/-0397/2020 - 2010/0277(NLE)
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themselves'Easy to say but once you start reading the stadslgrou think, but how am |

going to get there?!"

It is common knowledge that the EU's "Six-pack s&gion” and the attendant November
2011 Directive are part of the EU's response tditfancial crisis and the economic crisis that
followed it®®. The Treasury Officials (Interviews 2, 13) belighat the reason why IPSAS are
being considered by the EU is to ensure that theemponent accounting data used for
statistical reporting is more reliable, and to litatie the work of the NSO when it prepares its
statistical reports for Eurostat. According to %@ (Interview 13) and the NAO2 (Interview

4), given that the ESA95 is also accrual-based,atliiMantage of having an accrual-based

accounting system is that less adjustments woiwdd t@done by the NSO.

The NAOL1 (Interview 15) thinks that IPSAS adoptwill only provide a hew impetusto
the accounting reform process if adoption becomasdatory, because anything voluntary
remains anno mal. But he fears that the EU will face 'very though oppositidrto this
"cultural shift, and thinks that this may be the reason why itteah EU Directive took a
softer approach than that proposed. From his iatemmal exposure, he feels thdhére is
definitely lack of political will from certain lagy countries, like France which he described
as the country that most treasures the issue @rsmnty. The NAOL1 is also afraid that the

EU will find opposition with regards to the forthomg "missions.

%0 bue to what happened in Greece, the financialscesid because they played around with their acsptirg
Six-pack legislation was drawn up, and there is fmish for the governments to adopt the IPSINSO,
Interview 24)

Due to the Eurozone crisis, the EU has become athatethe countries are not up to it in their rejogr -
everyone hiding things in a rampant way - so noig inaking a study to see how it can introduce acting
methodologies that are harmonised within governm{®HTAL, Interview 27)

The EU Commission has reprimanded the Eurostahienigsue. Where was Eurostat? And they are gaing t
revise their procedures. The Eurostat is a Dirat¢oof the EU Commission, like the OLAF. A very ion@ant
EU agency that has not done its work w@AID, Interview 21)
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The fact that only a handful of countries have aliyuadopted IPSAS reveals that thereas "
bit of a political issué regarding their adoption, which makes the EUsivement very
interesting for the Technical Officer of the MIAn{erview 1). His fut-feeling is that it
would be highly unlikely that IPSAS become mandatanless the major countries, like
Germany and France, are on board. But the MITAefinew 27) thinks thatthere is a
serious mandate from the very top by the largemties to push for IPSAS adoptiorHe
believes that a transitional period of three yeaeximum would be given to governments of
member states in order to implement IPSAS, whatolild not cause an earthquake, since
many EU countries have already implemented themheir equivalent The MITA expects
that normal concessions would be allowed to merstaes that already have some form of

accounting standards, but those that do wotld have to pull their socks ‘Up

The partner of the consulting audit firm (Intervié#) pointed out that there are big issues to
fully implement IPSAS, dnd not just in Maltg for example, the valuation of heritage assets.
He regards the decision to go for IPSAS amsbitious and still believes that the standards
need to be adapted for the local scenatas to language; and even to clarify on the

benchmark and alternative".

5.1 IPSAS Adoption-adaption: the ESA effect

The target is for full adoption of the IPSAS (P8telview 9; AG, Interview 13; DGA,
Interview 2), or at least, it should be (NAO2, hview 4), but the DGA (Interview 2) does
not exclude the possibility that implementation nmagcessitate the exclusion of certain

202



provisions. The NAO2 (Interview 4) thinks that eithyou are compliant or nbtand that
"you cannot just pick and chodsenless valid reasons are given for non-compliance
otherwise the audit report would need to be qulifiThe auditor admitted that he does not
know the precise requirements of IPSAS and whédtiere are any requirementkadt would

be nearly impossible to apply

The fact that the EU itself had commissioned astud the feasibility of IPSAS for the EU
member states, which standards are supposedlgmdficial to governments, made the IAID
(Interview 21) re-consider full IPSAS adoption amat "put all the IPSAS in one measure
She suggests that IPSAS should be studied andsadabne by one, and that the government

should only adopt those that add value.

The Treasury had requested the NSO to be representéhe IPSAS Committee so that the
NSO can provide guidance as to the effect of IPS@fcies on the statistical deficit as
reported according to ESA95 (DGA, Interview 2). TiAéD (Interview 21) confirmed that
this reported deficit is considered as thettom liné and the fear' of the IPSAS effect on it
is always felt during meetings. The IAID is disapped that shedid not manage to sell the

idea that you can prepare a set of accounts for Yamefit.

In spite of the declarations for full adoption, #hé& (Interview 13) has already decided not to
adhere to IPSAS 6 when it comes to consolidatian,td refer to the ESA95 definition of
'‘General Government'. The NAO2 (Interview 4) agreath this idea, in ordertd be
practicablé, since Eurostat's requirements are more importiagzm those of IPSAS. This

iIssue has already been described in Chapter 5.
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The NAO2 (Interview 4) pointed out that as the sgststands now, more adjustments are
required to make the cash-based dd&ardstat-compliant "such adjustments would be
reduced if the government data is IPSAS-complidhit the NSO (Interview 24) pointed out
that if the original deficit (referring to that refied in the government accounts) is reported
using accrual accounting according to IPSAS or sother standard, adjustments are still
required to convert it according to ESA95. He higfmied 'this drive for everyone to adopt
IPSAS so that our data will be more in line withsimess accountsand the current
convergence exercise of IPSAS and ESA95. The NS@tgmbout that adjustments can be
done in either IPSAS or ESA95 in ordéo 'move them closer togetheand stated that any
adjustments to IPSAS would only concern public @eetccounting and would not affect

private sector accounting:

Bear in mind that with IPSAS we are talking abdwet &ccounts of the public sector,
so if we change something in IPSAS, we would nohhrging business accounting.

It appears that the NSO is expecting a totallyeddht IPSAS objective and/or a totally
different type of accrual accounting for governmdiite fact that one of the objectives of the
IPSASB is to build IPSAS on IFRS so that governmacotounting is more in line with
business accounting appears to be irrelevant ®MNBO. The NSO (Interview 24) does not
require business-type of reporting, because irppision, the statistical reports prepared by
his office are the accounts of the government bexdley are used by the government and

the Commission for decision-making:

| think that 'statistics' is a misnomer. They atatistics, but at the end of the day,
they are the accounts of the government. Theserteejpoe being used by the

Commission and the government when taking decisitiren these are the accounts
of the government. At the end of the day, it wawdd make any difference if the

government adopts IPSAS - these will still rembecause decisions are taken on
them.
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The perception about government versus nationabuenting is covered in more detail in

Chapter 7.

Going back to the argument about converging IPSAB BSA95, as an example, the NSO
(Interview 24) referred to the treatment of goveemingrants as advocated by IFRS, and
stated that allocating the income over the lifetiofethe asset acquired does not make
economic sense to himiWe don't do this in ESAHe stated that Eurostat and the IPSASB
have to tackle such issues by going through eaSA$8to check whether it is applicable, and
contradicted his earlier statement about converéyadeclaring that changes would only be
one-sided, that is, in IPSAS. And the sensitivetioal spot appears to be the definition of the
reporting entity:

The definition of General Government in ESA isrdigfiy not going to change. ... If

an IPSAS is not applicable, the Eurostat will nbaege the ESA. And even the
countries will not accept such changes. There wdst @f hassle when Eurostat

suggested to change the 50% ratio in the EBU diaasion for the revised ESA.

But the member countries objected. Obviously, @ernhas problems, and not only
us. It was being suggested to widen the definttanclude more entities in General

Government. We would have had to include Enemaltater Services. So the

present definition will remain(NSO, Interview 24)

However, the NSO (Interview 24), who is not an artant, is convinced that some IPSAS
may actually help his ESA95 exercise because otker&urostat would not be bothering

with them.

The EU Commission has the power to decide the ofpeporting that EU member states
should submit to Eurostat, and according to thélflhterview 21), the Commission should
shift away from economistdécause these do not solve economic pratileBhe perceives
Eurostat and its reporting requirements &gatked by economistswhen government
reporting cannot be done in an economic way. Adogrdo the IAID, the IPSASB have

205



seized this opportune momenmd 'sell their product and their marketing worked because the

EU Commission has gone back to the drawing boactsider the IPSAS.

While acknowledging that IPSAS can be as compladc@® the economics aspect, the 1AID
(Interview 21), being an accountant herself, thitlled accounting concepts are not so abstract

as economic concepts, and that this would makergowent reporting more understandable:

Something positive could come out of this. Perhapse governments start
preparing financial statements using IPSAS, thenrésults shown here would be
used for EU reporting instead of the current stitss and we could be hitting two
birds with one stone.

This goes contrary to what the NSO believes andhagyéhe line of thought of all the other

officials interviewed. The IAID (Interview 21) trtssthat the EU Commission really believes
that accrual accounting would provide more contiradl accountability in the system since it
had adopted accrual accounting itself in responsts scandals (Grossi and Soverchia, 2011),

or

Was it just a decision taken ad hoc to appear talb@g something? Or does the
EU Commission really believe that accrual accoumtivould provide more rigour?

According to a PAC member (Interview 6), all thislkt about controlling government
spending is just lip service, because control camexercised even with a cash-based system,

and any country with whatever type of accountingtesyn can still fudgé' the figures.
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5.2 The EU's reaction to the crisis

According to Makaronidis (201%) lack of fiscal transparency was one of the keyés
behind the financial and economic crisis that hé EU from 2008. Makaronidis identified
lack of reliability in data provided to policy maikeby member states and statistics offices as
one of the problems leading to lack of fiscal trsarency. Lack of reliability resulted in this
data being subject to significant revisions, esgbciwith regards to the boundary of
government as defined in the ESA95 that identifesentities to be included in the statistical

reports submitted by member states to Eurostatlfesig2012).

The Six-Pack legislation was the EU's responseht® drisis in improving economic
governance, which instigated a series of initiativieirst of all, Eurostat's rdfein providing
the data to policy makers was reinforced, givingdstat new powers to carry out financial
audits and investigations on statistics offices gmegernment administration in general; and to

propose to the Council fines on member states.

In view of its new powers, Eurostat decided to iempént a robust quality management and
audit system, starting from the source of the tlsdfiis used for the compilation of statistics,
to the transmission process from the sources tosthgstics offices. It also decided to

promote the harmonisation of public sector accognéicross the EU includinghe very idea

of accrual-based public sector accountirfiylakaronidis, 2012).

¢l Head of the GFS quality management and governraecbunting unit within DG Eurostat, speaking at
ACCA's 4th International Public Sector Conferené®balancing the economy - boosting growtield in
London, on 13th December 2012.

2 COUNCIL REGULATION (EC) No 479/2009 of 25 May 20@$ the application of the Protocol on the
excessive deficit procedure annexed to the Trestgbshing the European Community.
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Makaronidis (2012) identified three problems for@siat's task:
a) Fiscal surveillance and budget co-ordination at I[Exel is based on accruals while
most budgetary policy at national level is oftesdzhon cash data;
b) Maastricht debt and deficit are GFS based on atdaia, which means that GFS data
is a result of transforming cash data irdorhe sort of accrudlsand
c) The accounting data bases of the member statasarpliite comparable because the
underlying public sector accounting standards &y different across EU member

states and rathec8untry-specifit.

The Budgetary Framework Directive (2011/85/EU), ebhiwas part of the Six-Pack
Legislation, addressed two requirements from mensb&tes: to implement public sector
accounting systems covering all sectors of Gen@alernment as defined in the ESA95,
which generate the accrual data needed for ESAogeJ; and to subject national public

sector accounting systems to internal control attélreal audit.

The same 2011 Directive required Eurostat to agbessuitability of IPSAS for EU member
states, in order to see whether it could be pasddyl all member states to apply a single set
of public sector accounting standards. The object¥ such harmonisation is to improve
accountability, efficiency and effectiveness of lalsector management; it will indirectly
also improve the efficiency and effectiveness oblju sector audit; and better fiscal
transparency is expected to affect the informatwgailable to financial markets and their

functioning (Makaronidis, 2012).

%As Makaronidis (2012) pointed out, this regulatidoes not clarify whether the public sector accaunti
systems themselves need to be accrual-based, thevtiee accounting systems are able to generatadtrual
data needed for ESA purposes.
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In order to carry out this assessment, Eurostatnuesioned a survey, carried out a public

consultation, and set up a task force.

According to Makaronidis (2012), the results of &irand Young's (2013) survey confirm
what Eurostat witnesses during its visits to mengtates, in thatit'is all very different! -

and not just between the (then) 27 member statesumn between sub-sectors in the same
member state, and sometimes even within the saimsestior of the same member state.
Differences also exist in the interpretation of #tandards between the various entities that

are classified within a certain sector of genetalegnment* (Makaronidis, 2012).

During the period February to May 2012, Eurostat sapublic consultation through its
website in order to gather the views of the key@ta and stakeholders in the area of public
sector accounting standards regarding the suitatwfi the IPSAS for member states. The

result of the consultation was published on Euttssteebsite on 18th December 2012.

Eurostat set up a Task Force to examine the teahaspects of the IPSAS, with 18 member
states participating on a voluntary basis, and WiehIPSASB and the IMF as observers. The
Task Force includes various experts from Ministoé&inance, National standard setters and
National Statistics Institutions (NSIs). MakarosidR2012) explained how the Task Force had
scrutinised all 32 IPSAS and observed that nothalstandards are suitable falirect and
immediate implementatidndue to technical and conceptual issues, and égemernment

issues in general affecting certain standards irtipalar". The Commission's Staff working

® Differences in the interpretation of standardsrerea peculiarity of the public sector. Being pipies-based,
the IFRS of the private sector require an eleménuagement in their interpretation. The IASB's Ceptual
Framework is a framework within which judgementrésolve accounting issues can be made, but ittisheo
panacea for all accounting problems. Differencemi@rpretation exist also in the private sect@cessitating
the existence of the IFRS Interpretations Committéhin the IASB.
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document has already identified the core set ofAB$hat can be adopted without any
alterations, while it has highlighted other IPSA&ttmay need slight amendments and others

that would require substantial changes (SWD(201)3)57

5.3 EPSAS: the possible outcome of Eurostat's study dRSAS

On 6th March 2013, the EU Commission presentetbrtaal report (COM(2013)114) to the
Council and the European Parliament, which repets ®ut its findings and suggestions
regarding the suitability of IPSAS for the membiates. The final decision and further action
now rests with the European Parliament and the €bumvhich will take the more political

view on the resultsof this work (Makaronidis, 2012).

Given that the main sources of the GFS are theuatitw records and reports of the various
government entities, reliable government finaneedounts are essential for the preparation
of national accounts. According to the Commissiaegort, incidences of inappropriate
financial reporting by some member states have shbat the system for fiscal statistics has
not sufficiently mitigated the risk of substandapahlity data being notified to Eurostat. The
Commission believes that the current system ofrreiting the data from the various public
sector accounting systems at micro level with tléadsubmitted according to ESA95 at

macro level, may no longer be sustainable.

The reporting framework for fiscal monitoring iretkeU, that is the ESA95, is accrual-based,

because it is believed that accrual accountingasmemically sounder than cash accounting:
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Accruals accounting is the only generally acceptdédrmation system that provides
a complete and reliable picture of the financialdaeconomic position and
performance of a government(COM(2013)114:3)

The Commission is therefore promoting the adoptbmaccrual accounting systems for the
public sector to complement the cash accountintesys Cash accounting systems are still
considered important, particularly for the purposéd®¥udgeting and budgetary control. The

Commission persists, however, that:

The superiority of the accruals principle, whethiar macro or micro fiscal
monitoring, is indisputable. The macro level isealdy accruals based; harmonised
accruals accounting is also essential at micro le¢@0M(2013)114:6)

The report also states that similar to privateetistompanies, government entities have an
obligation towards market participants, that is emnof government debt securities and
potential investors, to provide quality financiaporting. Therefore, since private sector
accounting standards are harmonised within the tB&,same thing should apply for the

public sector (COM(2013)114:6).

Eurostat is thus promoting a system of harmonisectual-based accounting standards,
consistent with ESA95, for all entities of the govaent sector. IPSAS are the only
internationally recognised set of public sector carting standards, and hence, their

consideration.

Following the feedback from the participants in &iat's study, the Commission concluded
that IPSAS are not suitable for direct implemeptatby the member states. The reasons
given include: the alternative accounting treatrag¢hat IPSAS offer; the fact that IPSAS are
still being developed; the question surroundingrtigevernance; and IPSAS do not take

sufficient account of specific needs, charactesstind interests of public sector reporting.
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The Commission's report, for example, refers topifudlem of the reporting entity definition
in IPSAS that is not in line with the core concepgeneral government as defined in ESA95
(COM(2013)114). This is considered as a major istuaspite of all this, the Commission's
report expresses the understanding that IPSAS geavigood basis for the development of
public sector accounting standards that would datethe specific needs of the EU member

states.

Since most member states have an issue with IPSAgBernance and due process, the EU
Commission's report proposes that the EU setssupwih governance structure, which will
need to have the necessary powers to legislamnts EPSAS. Makorinidis (2012) pointed
out that these new structures and processes should createn@intain very close and
regular links to the IPSASBHe also emphasised the importance to maintamiramum
level of global comparability,éspecially as government bonds compete on globanhdial
markets, and therefore, unnecessary differences betwdBAS, IPSAS, IFRS and ESA95

should not be created.

Co-incidentally or not, the idea about the develeptnof EPSAS had already been
anticipated by two academics hailing from Austma &ermany, who took the initiative to set
up a dedicated website(EPSAS.eu). According to EPSAS.eu, significant iowement to
the financial management of public entities is regpl'in order to prevent future crisésThe
adoption of an dccrual, resource basédaccounting regime would provide comprehensive

information on a public entity's financial situaticEPSAS.eu consider harmonised, accrual-

% The website is neither sponsored nor has it bestigated by Eurostat and/or the European Comnmissio
EPSAS.eu is a joint project of the University ofritaurg and the University of Linz which was launched
order to inform about Eurostat's public consultatmd the idea of introducing a uniform Europeablipisector
budgeting and accounting system in general. (BAntireas, e-mail correspondence dated 12/12/12)
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based accounting standards as crucial impfove transparency, allow cross-border
benchmarking, increase accountability of public iden-makers, and foster
intergenerational equity in public entities' fiscablicy'. It is, therefore, opportunetd

promote uniform budgeting and accounting standéodpublic entities in the EU

The IPSAS framework does not include budgeting laundgetary control, but the IPSAS are
still considered by EPSAS.eu as@ossible starting point fran accrual-basedEuropean
Public Sector Accounting Systemi\n endorsement procedure based on IPSAS, sirtolar
what is already carried out regarding IFRS for fhevate sector, is considered as one
reasonable approach for developing and impleme®P8§AS (EPSAS.eu). However, it does
not appear that any standards dealing with budgétithe public sector are being considered
by the EU, since, according to Makaronidis (20I2)dgeting lies outside Eurostat's remit.
According to Makaronidis (2012), Eurostat is onlgncerned with real and actudl

statistical data, and budgets and forecasts arBuroistat's responsibility.

It is encouraging to note that the EU Commissioresdoot intend to increase the
administrative burden on its member states by ritpgsals. The possibility of referring to
financial reporting data for the main EDP indicat@rould also be a positive move, but it is
not clear whether the intention is to adapt the &sAr to adapt financial reporting to suit

ESA95 concepts (COM(2013)114:5-6).

Finally, the EU Commission Report draws attentiontlie fact that a set of harmonised

EPSAS on their own are not the solution to guaeabe quality of accounting data. The
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underlying governance structure needs to be stiengtl and this needs strong political

support, effective internal control and externahficial audit.

6 SUMMARY

The Maltese Government used unmeasured resourcleyétop the MGAS. Albeit based on
existing international reporting standards, the MSsAvere more user-friendly for the
government's operations. All this work was swepti@sand it was decided to adopt the
IPSAS directly. This decision was agreed upon hyha officials involved, because it is
mainly believed that the MGAS do not have theand naméthat would give the required

credibility.

The Treasury Officials are aware that the work the¢ds to be done in order to implement
IPSAS is basically the same that was being dontherMGAS, that is, choosing from the
options available and simplifying the language wiranslating the technical details of each
standard into a circular that can be issued tditleedepartments for actual implementation.
The IPSAS Committee, however, does not appearie peoper terms of reference and is not
functioning properly. Progress on the standards imadact stalled, and due to the
developments in the EU, the Committee is waitingftwther directions to be issued by the
EU before proceeding. This position then begs thestion whether the "push” from the EU
towards IPSAS did in fact play any part in the Rigsision to go for IPSAS, or not. The PS

claims that it did not.
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Arguments in favour of IPSAS were brought fortht the fact that the IPSAS are based on
IFRS seems to be a reassuring factor for the Malgesernment officials. Sovereignty is not
an issue, since the government officials consitleradoption of internationally recognised

standards that are set by international profesklmdies as the proper thing to do.

On the other hand, the authority of the IPSASB ataadard setter does not appear to be
satisfactory for the majority of the other EU membtates, leading the EU Commission to
propose that the EU establishes its own governsingeture to issue public standards that are
particular for EU member states, namely the EPSAS.course, IPSAS will be used as a
framework, but it appears that the IPSAS cannopkirbe '‘endorsed’ like the IFRS were for
the private sector, because there are technicatepbual and, more importantly, government

issues surrounding some of the standards.

The EPSAS are proposed as the possible outcone &W's work in its efforts to strengthen
the budgetary framework of its member states ipaese to the crisis, but budgets and
budgetary control are not within Eurostat's respgmiittes as this Directorate is only
concerned with statistics. The Eurostat does natt W& create any unnecessary differences
between EPSAS, IPSAS and IFRS - is more of the sdume to be expected? The only
possible difference may arise since Eurostat hasided ESA95 in the equation. How will
the ESA95 influence EPSAS development? Perhapadteuntancy profession is hoping for

a reverse effect, that is for EPSAS to affect ESASfuirements.

From MGAS to EPSAS - the ground is shifting for ti@vernment officials involved in the

accounting reform at central level in Malta. It epps that the decision to abandon the MGAS
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and adopt IPSAS will not affect the reform process] since the key people are waiting for
decisions at EU level to be taken, this can onblgrg any decisions taken at country level.
While the IPSAS decision was apparently a positivere that would re-ignite the accounting
reform process, it may now result in even more @asttation. But perhaps this could have

been the intended outcome from the outset.

Throughout the findings described in Chapters 8,tblational Accounting and ESA95 have
regularly featured as important issues that aresidened by government accounts preparers
and decision-makers. Government and national atecgurare two different schools of
thought that have been described as 'epistemic cmities' by Heald and Georgiou (2011),
in that they can exert pressure and affect thesaets taken by the reform promoters and

even the stakeholders. Chapter 7 describes the@sgarticular to this theme.
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CHAPTER 7: NATIONAL ACCOUNTING AND THE EU

1 INTRODUCTION

The empirical data in Chapters 4 to 6 reveals thortance given to statistical reports by
practitioners. The purpose of this chapter is t@sent the findings that answer the research

question:

» What are the perceptions regarding the differemsg®/een national accounting and
government accounting, and how are such perceptadfecting the accounting

reform?

2 STATISTICAL FRAMEWORKS FOR NATIONAL ACCOUNTS

Three different but related frameworks have bedabéished in order to present country
comparisons on a standardised basis: the UN's i8ysteNational Accounts (SNAS; the

IMF's GFS”: and the EU's ESA%%

Malta applied the SNA since 1993, and adopted tBA%5 in 2003. For EU member states,

the ESA95 is the standard for submitting nationatoants data to all international

® The SNA is the internationally agreed standardofetecommendations on how to compile measures of
economic activity in accordance with strict accénmtconventions based on economic principles (SNA82
2009: par.1.1). The SNA guidelines have been predumder the joint responsibility of the United ias, the
IMF, the EU Commission, the OECD and the World Bank

" The GFSM 2001 describes an integrated statissigstem that is harmonised, to the extent possitite, the
SNA (IMF, 2001).

% The ESA95 is fully consistent with the world-widgiidelines on national accounting, the SNA (ESA95,
Art.1.24).
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organisations. Only in the national publications sgict adherence to the ESA not

obligatory”®.

The ESA95 and the SNA differ in presentation. Meexp the ESA95 concepts are more
specific and precise than those of the SNA. The &58an afford to be more specific
because it primarilgpplies to the EU member states and meets thendatss of the EU. The
most significant difference is that, formalljye ESA95 is a legal aé?, it has more precise
definitions and it is intended as a reference gumbereas the SNA includes more
explanations and background information, and it banused as a teaching handbook for

statisticians worldwide.

The ESA95 stipulates that the ESA framework candesl:

to analyse and evaluate the structure of a totalheeny; specific parts or aspects of
a total economy; the development of a total econowey time; and a total economy
in relation to other total economie@rt 1.03)

The figures from this framework play a major rolefammulating and monitoring the social
and economic policy of the EU and its member stdESA95, Art.1.04). The ESA95
identifies the following important specific uses:

a) for monitoring and guiding European monetary politye criteria of convergence for
the European Monetary Union (EMU) are defined irmte of national accounts

figures (government deficit, government debt and®gD

%9 Council Regulation (EC) No. 2223/96, Art.1.3.

0 Council Regulation (EC) N0.2223/96 of 25th Jun®6.®n the European System of national and regional
accounts in the community. Subsequently amendedyncil Regulation 448/98, Commission Regulation
1500/2000, Commission Regulation 995/2001, EP/Cib®egulation 2558/2001, and Commission Regulation
113/2002. The ESA95 is currently being updatedS&PF010, which is applicable from 2014 onwards.
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b) for granting monetary support to regions in the Eté expenditure for the Structural
Funds of the EU is partly based on regionalisetbnat accounts figures; and

c) for determining the EU's own resources.

These specific uses may have ripple effects on ginality of statistical reporting and
accounting reform. The Maastricht Treaty requak28 EU member states to calculate the
deficit/surplus and debt according to ESA95, anthd criteria in the Treaty are exceeded,

this could trigger the EDP against the member state

ESA95 reporting is accrual-based. The cash-basedtdeported in the Consolidated Fund is
adjusted to arrive at an accrual-based deficit meg to ESA95, which is called 'General

Government net borrowing' (‘net lending' in theecaka surplus).

The Maltese ESA95 deficit is being reported at iRambntary Level as part of the Financial
Estimates. The 'Statement of Public Finance' shtws estimated General Government
position as at the end of the current year andhi@ifollowing year. This report was published
for the first time in the Financial Estimates f@1®, showing the estimated ESA95 deficit for

2009 and 2010. The format of the 'Statement ofiPdhance’ is as shown in Figure 13.
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Figure 13: Format of the Statement of Public Finane

RECURRENT REVENUE

RECURRENT EXPENDITURE

RECURRENT
(DEFICIT)/SURPLUS

CAPITAL EXPENDITURE

CONSOLIDATED FUND
(DEFICIT)/SURPLUS

GENERAL GOVERNMENT ADJUSTMENTS
(TOTAL)

GENERAL GOVERNMENT
(NET BORROWING)/NET
LENDING

The Budget Speech includes a similar report withentetailed capital expenditure. The GDP
is shown and the General Government deficit asreepéage of the GDP is calculated. This
financial position is given in actual figures ftwetprevious year, approved and revised figures
for the current year, and projected figures aremifor the next three years. A similar five-
year analysis is given in the Statement of PublebtD showing the General Government

public debt as a percentage of the GDP.

Given all this, parliamentary discussions during presentation of the Financial Estimates
are more concerned with departmental allocatiofunfls and political issues. The ESA95
report is too technical for parliamentary discussiaccording to the PS (Interview 9). The
Budget Office (Interview 18) emphasised thaven if theyparliament membergjon't ask,

the bottom line is this - only the EDP movementgsnto The PS (Interview 9) himself

220



confirmed that the deficit calculated in the Cordatled Fund is not regarded at all by the

Ministry.

The Budget Office (Interview 18) pointed out thbe tESA95 is accrual reporting and not
accrual accounting. The methodology involved hagrawed accrual awareness. Previously,

only the cash allocations were considered as haingipact on government finances.

The Budget Office (Interview 18) drew attention ttee fact that capital expenditure is
included in the ESA95 calculation of the deficiheTBudget Office also drew attention to the
time adjustment methodology of reporting tax floimsthe ESA9%'. The Budget Office

considers this methodology as producing very reali®sults, avoiding subjectivity, even

though You cannot say that in this way you have a figur@w debtors at year efd

3 NATIONAL ACCOUNTING

The National Accounts of Malta are prepared byN$O. According to the NSO's website,
the National Accounts data are compiled and preseim accordance with ESA95 as

recommended by the EU statistical agency, Eurostat.

" This is an option that is offered by the EU, ané that Malta has chosen. The tax collected in sashanged
into 'tax collectable' in the year by deducting fingt month's tax collected and adding the cadlectd in the
first month of the following year (two months irethase of income tax and national insurance catioibs).
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3.1 National Accounts Preparation

The National Accounts report on the GDP. Wheredsisiness prepares the accounts of a
company, the National Accounts are an account efvihole economy. The economy is
divided into five sectors: the general governmeNgn-Financial companies; financial
companies; households and NPISH (non profit institg serving households); and the rest
of the world. The NSO follows two manuals in theegmration of the National Accounts,
namely, ESA95, which covers all the National Acdsurand the Manual on Government
Deficit and Deb®. The Manual on Government Deficit and Debt is esiee and is very
important because it contains the actual regulatibrat a government needs to follow to

account for its particular operatidis

The Annexes to the ESA95 contain examples of tloewtds for the General Government.
The deficit according to the Maastricht rules ifcakated in the Non-Financial Account, so
this corresponds to the Income Statement. The EiakAccount is like the Balance Sheet,
but excluding the non-financial assets schedulegibtde assets, referred to as 'Grossed fixed
capital information’, are included in the Non-Fineh Account, because as already explained
by the Budget Office, capital expenditure is inéddn the calculation of the deficit (refer to
Figure 13). This is one of the fundamental diffees) between national and business

accounting.

2 The NSO (Interview 24) considers the Manual on @pwment Deficit and Debt as its "bible”. The manual
lays down a form of accounts which is differentnfrdusiness accounting. Instead of an Income Stateams
Balance Sheet, a Non-Financial Account and a Fiahiccount, respectively, are prepared. Basicalhg
results are the same but the net worth of eacloisetthe economy is calculated instead of thewmth of a
company.

3 The Manual is very important and provides you vifi required mind set. It changes your terminojagy
changes business accounts with these accountsxdonple, the issue that provisions are not madeugness
does not receive taxes and does not pay pensioriese are issues that go beyond business. Thimaha
contains the actual regulations for governmentiteege to for these transactions. (NSO, Intervieyv 24
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Another difference between national and businessuwatting is that provisions, for example
provision for doubtful debts, are not done in tbeaaunts of the ESA, neither in the Financial
nor in the Non-Financial Account. Depreciation walémce is not provided for in National

Accountg?, and when a non-financial asset is disposed, th@yproceeds from disposal are
accounted for in the Non-Financial Account. Thisuidike the gain or loss on disposal of
non-current assets that is calculated in businessuating using accounting conventions like

the net book value.

The proceeds from the sale of financial assetsem@ded in the Financial Account, that is in

the 'Balance Sheet'.

The NSO (Interview 24) pointed out that the NatioAacounts are economic accounts,
implying that accounting conventions do not apdBifferent terminology is used, for
example, 'intermediate consumption' instead ofulrenit expenditure’, and 'market output'

instead of 'turnover'.

The Financial Account is not simply a list of clegibalances, as is the purpose of the balance
sheet in business accounting. In the National Aotxuthe Financial Account records the
actual difference between opening and closing spashtions, which flows are analysed into

three categories: the real transactions (flows) tm@ave occurred during the year; the

" The conceptual definition of depreciation in ESABS similar to the IPSAS/IFRS framework but no
estimations are done in National Accounting. A tgbeeplacement method is used to calculate degtieniin
National Accounts.
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revaluations, if the price of an asset or liabilityanges during the yéarand other changes

in volume®.

Since the Financial Account only deals with finah@ssets, it is like an explanation of the
movements in cash, cash equivalents, and long fieancial assets and financial liabilities.
The Financial Account shows the opening positibe,¢hanges including revaluations, other
changes in volume, and the final position. The geanwould be reflected in the Non-
Financial Account. The closing position would be maarket value, but it only includes
financial assets. The NSO (Interview 24) confirntedt Malta does not have a register for

Non-Financial assets:

We don't even send the data about the Non-Finaasiséts of the government, and
neither of the whole economy.

The Financial and Non-Financial Accounts have toeqmari passuy using a sort of double
entry’. When the balance on the Consolidated Fund isstjuo arrive at the deficit, both

accounts will be affected.

The end result on both accounts is the calculatioriNet borrowing/net lending’, shown as
the balance B9 in the Non-Financial Account an®@@5 in the Financial Account. Since the

two accounts move in tandem, in theory, these talarizes should be equal. But this is

™ For example, no government securities are bouglsolst during the year, meaning that there wereead r
transactions; but the market price of the assetchasiged, and this is recorded in the separataltration
account’; a distinction is therefore done betweesvements in actual transactions and movements alue t
revaluations.

® This category is rarely used. It is used to writeliabilities; in the case of a catastrophe; andew a new
entity is re-classified as general government. Whemew entity is re-classified as General Governmige
EBU would not be included in opening stock andhisrefore, introduced into the system through dlssount.

" For example, the government buys a Non-Finansisgwith cash: the Non-Financial Account will netthe
expenditure, while the Financial Account will reddhe decrease in cash. If the Non-Financial assatquired
on credit, the Non-Financial Account will recordethxpenditure, while the Financial Account will oed the
increase in liabilities.
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difficult to achieve in practice due to differemusces of information and timing issues. Any

discrepancy would be shown as a payable/receivalthe Financial Account.

The standards bind the NSO to ensure that theegiaocy between the Financial and the
Non-Financial Accounts does not exceed 2% of GDR gumarterly basis, and 0.2% of GDP
on an annual basis. The discrepancy is a measugeaity of accounts preparation. The
government deficit reported is always that cala@dafrom revenue and expenditure in the
Non-Financial Account, even though this shouldi#dame as calculated from the assets and
liabilities in the Financial Accoufft By default, the EU literature states that angmipancy

is always taken to be in the Financial Account, thig is not always the cdSe

The NSO publishes the Financial Account and itustdjents on a quarterly basis. The
Financial Account is not published annually, bug¢ figures would be consolidated as the

final quarterly in the April notificatioff.

8 For example, in 2011, the government deficit im Mon-Financial Account was 2.7% of the GDP: whéé
Financial Account showed 3.2%? The accounts prepesald need to identify where the discrepancy &0
lies, which would be very difficult. If the discrapcy lies in the Non-Financial Account, this wounhgan that
the deficit should be 3.2% and not 2.7%, thus edicgethe 3% limit. This is why it is important théte
discrepancy should be as low as possible, otheitvisrild throw some doubts on the computations.
" Sometimes we had to revise our figures and therefigncy would be in the Non-Financial Account. Bat
one goes into these types of adjustments - natnthistries and not even the media - because theyatraware
of them. Our annual discrepancies are very low,thistis not always the case. And if the discrepasceeds
0.2% of the GDP, we are asked to decrease it bgtmemission. No one bothers in Malta - they jusklat the
Non-Financial Account deficit. No one looks at #ieancial Account(NSO, Interview 24)
80 1o releases are issued by the NSO in April:
a) the EDP that reports the annual government defiaitdebt, and would contain the table of adjustment
of the transition from the consolidated fund to g@hgovernment (refer to Figure 13);
b) another quarterly with the data of the revenue exuenditure of the government by category, with the
sum of the four quarters being equal to the anraral;
c) Tables showing financial stocks and liabilitiestbé government, and the transactions of assets and
liabilities, on a quarterly basis, with the sumtloé quarters being equal to the annual transactitimes
values at the end of the fourth quarter would leectbsing stock (balances) as at the end of the yea
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The calculation of the ESA95 deficit is done twiaeyear, in March and September. A
provisional report is prepared at the end of Manghjch is then updated at the end of

September. The reports always deal with annuatdigand not quartefi};

The semi-annual data, with the adjustments, andrii@ncial Account (stocks of assets and
liabilities, excluding the transactions) are algbraitted to the PAC (NSO, Interview 24). The
PAC, as the investigative arm of Parliament, isum@gg that the information it receives is
accrual-based so that it has a more clear picttitbeosituation. According to the Budget
Office (Interview 18), this is very important besauthe PAC scrutinises the government
audits and raises financial issues, but the sulwnissf accrual data to the PAC is not a

regular process.

On the other hand, the EDP Package is preparecabynterefore, the EDP is reported on
an annual basis to the EU Commission. The EDP RBackeorporates many questionnaires,
including, for example, capital injections, dividisnreceived and details about privatisations.
A supplementary questionnaire covers the finanaakis, for example, should the
government do an equity injection in a financialpmration due to a financial crisis. Another
guestionnaire covers 'Mean Loss Making Public Capons', which will also include
companies owned by the government. The data faetlie extracted from the companies’
business accounts and a@ converted according to the ESAytHerwise the figures would
change completely(NSO, Interview 24). These questionnaires are pablished (NSO,

Interview 24).

81 For example, on 30th March 2012, the annual figwkthe last four years, including 2011, were regub
(refer to Figure 13). The September report wouldbésically the same as that of March because thsioas in
the data would be minimal (NSO, Interview 24).
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As already described in Chapter 6, when the ESAS8S being revised, the Eurostat was not
successful in widening the definition of Generalv&mment due to objections from the
member states. As a result, the NSO is now requiredmpile an annual questionnaire about
the corporations that are not included in Generavggnment. The data required includes
information about employment, activities, turnovéapilities, loans and guarantees. The

Eurostat, therefore, still has access to the reduiformation about the Corporations.

Figure 14 shows a breakdown of the line item 'Ga&n@&overnment adjustments' shown in
Figure 13. It illustrates the series of adjustmeetguired to change the cash-based deficit
reported in the Consolidated Fund to the accruséthaleficit according to ESA95. The NSO
(Interview 24) explained these adjustments and government reporting has been amended

to cater for this reporting and reduce the adjustsias much as possible (refer to Table 12).

The NSO issues a monthly release for the Conselidaund. It has now become a policy that
the release for the December Consolidated Furgbised on 30th March, that is on the same
day that the EDP notification is sent, becausaslcally, we start from the Consolidated Fund

deficit' (NSO, Interview 24).

The NSO (Interview 24) pointed out that if the amg deficit is reported using accrual
accounting according to IPSAS or some other stahddren it would still need to be

converted to adhere to ESA85

82 50 even if the government maintains a record ofatskfor tax, and is showing the tax as revenugpitld
still need to make these adjustments. AccordirihpedNSO, Eurostat is more comfortable with the tadgusted
cash since, as the actual cash received will berded, there is less risk of abuse. During the htedd the
financial crisis in 2008 and 2009, private companigere not paying their taxes and the governmefititse
increased. But countries that used the assessmpgohavere not reflecting the effect of the crisscause they
were not adjusting their assessments (NSO, Inter2ig).
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Figure 14: From the Consolidated Fund to the GenellaGovernment Sector

2008 | 2009 | 2010 | 2011
€ thousands
Structural Deficit of Consolidated Fund Transactions -233,136 -297,021 -279,212 -218,610 '
as a % of GDP 4.0 5.1 4.6 34

Adjustments to the Consolidated Fund:

Equities, acquisitions (+) 3,078 1,639 2,311 250 2
Equities, sales (-) 0 0 0 0

Other financial transactions -9,141 0 -1,209 7421 3
Difference between interest paid (+) and interest accrued (-) -2,770 223 1512 2,320 4
Other accounts receivable (+) and payable (-) 42,800 -17,658 56,259 -17,730 S
Time-adjusted cash 11,201 24,308 -31,960 39,864 ©
Net Borrowing (-) / Net Lending (+) of Extra Budgetary Units -37,698 80,250 -11,895 -1,007 7

Other adjustments (+/-)

Treasury Clearance Fund flows in non-financial transactions -55,636 -15,814 35,108 24,380
Sinking Fund interests' received 6,344 1,394 993 1,379
Interest received not included in consolidated fund 1,462 6535 261 318
Interest receivable -315 -5 165 2,931
Adjustment Stock premium proceeds 5,637 2,882 -278 -1,128
EFSF re-routing 0 0 0 292 8
Net Borrowing (-) / Net Lending (+) of Central Government (S.1311) -268,172 -219,368 -227,946 -174,162
Net Borrowing (-) / Net Lending (+) of Local Government (S.1313) 250 860 295 305 °

Net Borrowing (-) / Net Lending (+) of General Government (S.13) -267,922 -218,508 -227,651 -173,857
as a % of GDP 4.6 3.8 3.7 2.7

News Release 63/2012 dated 30 March 2012.

Acquisition of shares in international agencies.

Non-trading profits included in Central Bank of Malta transfers to Government.

Difference between the interest paid and accrued of the Treasury Bills, Malta Government Stocks and Foreign Loans.

Accruals adjustment: including all Budgetary Central Government.

In line with Council Regulation 2516/2000, the method of recording of taxes and social contributions is the time-adjusted method.
The aggregated net borrowing (-) / net lending (+) of the extra budgetary units forming part of the Central Govermment Sector
Re-routed operations of the European Financial Stability Facility. Refer to methodological note 5.

The aggregated net borrowing (-) / net lending (+) of the 68 local councils.

©E® NGO, ON =

(Source: NSO News release dated 23 April 2012, Geak Government Debt and Deficit under the
Maastricht Treaty: First Reporting for 2012)
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Table 12: From the Consolidated Fund balance to thESA95 deficit

Adjustment Description

Loan repayments | Any loan repayments recorded in the ConsolidatenldFas expenditure are reversed
because these financial transactions would be atedifor as a movement in stock
balance in the Financial Account. This adjustmenn® longer required since the
Treasury is now reporting loan transactions in passte line item, and in this way,
"the figures are clean from the outset(and)the cash is already clean from large
financial transactions as much as possi{ldSO, Interview 24).

Equity The Government's Consolidated Fund may includdgean to buy shares, or to invest
acquisitions in a public corporation, or as Malta's contributitan European Institutions like th
European Investment Bank, the European Bank fotr&Retaring and Developmerj
and the European Financial Stability Fund (EFSHkelloan repayments, these
expenditures are added back and recorded in tlanéial Account.

—~ @D

Other financial Three types of adjustments are done here being;¢in¢ral Bank's non trading profit,
Transactions transfers from reserves of the Central Bank to Gwernment, and the dividends
received from Corporations.

a) The Central Bank belongs to the Government, andptiodit reported in the
accounts of the bank is transferred to the govemim&he Manual on
Government Deficit and Debt contains a chapter ¢ipacifically deals with the
Central Bank, and it limits a lot the operationstlud government. According to
these regulations, the Central Bank cannot jusisfea any sum of its income or
reserves to the government, which the governmear ghows as revenue. The
manual provides a formula that has to be adherég @l the central banks in th
whole European system. Then another formula is igealv to see what th
government can take from the bank's profit, fornepke, 'writing down of coins
is net income of the Central Bank, which incomentdrbe recognised by th
government. The amount by which the Central Ban&lstribution exceeds the
amount allowed by the regulations is called 'sypefit', and this would need tp
be reversed.

BLAN)

[0}

b) Transfers from reserves of the Central Bank toGbgernment, that is dividends,
are also not allowed by the regulations and woelkeldto be reversed.

c) Dividends paid by the Corporations to the Governinage also limited according
to these regulations. The government has an inwsgtin these corporations, but
the amount of dividend that they can pay to theegoment cannot exceed the
operating profit that they make in that year. Fraraple, a corporation cannot
make an operating profit of 5 million and pay trevernment a dividend of 1D
million. This would be possible in business accmgtdue to accumulated
reserves, but is not acceptable for these reguktio

Corporations like the Malta Financial Services Autty, the Malta Stock
Exchange and the Malta Industrial Parks, sometip@g a dividend to the
Government and these are checked on an annual(basiguarterly). Dividends
received in 2012 would be based on the results0dfi2 Similar to IAS 10
dividends are due when the accounts are issuetdista2012, and are therefofe
shown as income for that year. However, the prdits2011 would need to b
checked to ensure that the dividend does not extiemd. If an adjustment i
required, a counter transaction is done in the rigigh Account by adjusting th
shareholding of the government.

D O O
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Stock Premium When the Government issues stock at a premium, Iyathe Malta Government
Proceeds Bonds, the premium received is revenue for the gowent. This revenue is reversed,
and the premium is apportioned over the lifetiméhefbond up to maturity, according
to the bond issues done as from 2005 onwards. atigstment could be either
negative or positive, depending on whether the prembeing reversed is more or less
than the premium allocated for that year.

The difference This adjustment is required because the intereist yeorded in the Consolidated
between interest | Fund is on a cash basis. If the interest payabladee than that paid, the difference
paid and accrued | would have a negative impact on the deficit.

Other accounts This adjustment refers to Government accounts payand receivable fof
payable/receivable| Government Ministries and departmentis adjustment is possible through the
accrual data collected from the ministries and depents on the quarterly templates.
The Consolidated Fund is on a cash basis usin@&f& The Treasury then surveys
the Ministries and departments on a quarterly basiag the system of templates,
which was described in Chapter 4. The data coliectncerns accrued and prepaid
expenses, accrued and deferred income, inventw@scurrent assets) and stocks.
Accruals for capital expenditure would also be eetiéd in this adjustment, sin¢e
capital expenditure is taken into considerationtia Non-Financial Account. Any
creditors for capital expenditure would also bduded as liabilities in the Financial
Account.

This line item may also include adjustments to nede subventions paid to EBU
and corporations, which the government records arash basis and the EBU
corporation would be declaring as a receivableeiAfonfirming with the MFEI that
the difference is simply due to timing, the NSOams the full expenditure and th
difference is recorded as a payable in the Findgaount. When the difference
paid, the payable is cancelled. This adjustmedbize on a quarterly basis. In Malt
the quarterly accounts are a copy of the annual ,BidP not all countries are in
position to meet this requirement; this dependtherquantity of the data available.

9 n

D

500

The NSO maintains a detailed breakdown of thisiliem, and sometimes adjustments
are done to better reflect consumption on a quaresis, but which would not affect
the annual figures, for example, adjustments camiegrstreet lighting prepayments
and the one week difference in salaries paid byistnies and government
departments. The NSO stated that the Treasurynistantly trying to improve the data
it collects through the templates in order to rediie number of adjustments required
by the NSO (NSO, Interview 24).

The Manual on Government Deficit and Debt outli@especific treatment for EY
funds received by the government. The basic rutbas EU funds should not have an
impact on the government's deficit. There cannot derevenue without
corresponding expenditure; the impact should betraewn the government!
account’.

[ R

8 The NSO referred to the new package 0713 thasdwih the large government funds which amountdarty
90% of all the funds received by the governmerat ih the Structural Funds, Cohesion Funds, Ext&ageder,
and the Agricultural Funds. All projects are coafited and the Maltese element would amount to dr@&6f%
or 25% of the whole cost. The EU Funds are recelyethe government and recorded in the Consolidatettl
on a cash basis, and then they are paid to theargleecipient. Every quarter, the NSO checks dperditure
incurred on the project, compares it with the rexeneceived on these Funds, and adjusts accordsagtiiat
these two amounts are equal. In this way, the EbdBwvill not affect the deficit, most importantihat the
revenue does not exceed the expenditure. For eranfiptxpenditure is 10 while revenue is only 3ther
revenue of 7 is imputed, which will be shown in fieancial Account. A reverse adjustment would baedif
revenue exceeds expenditure.

According to the NSO, this adjustment used to rap®sitive impact on the government's deficit irice the
funds are open until 2016, most of the projects nél peaking, resulting in a negative impact (N8@grview
24).
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Time-adjusted
cash

Taxes on an accrual basis are a separate adjustasmuirding to regulatiof

2516/2000, which offers two options:

a) Time-adjusted cash requires the identification ofpatern of how private
companies pay their taxes and an adjustment is accwrdingly; or

b) The assessment or the coefficient method, whichires|an estimate to be ma
of the amount of taxes that should have been rede@nd then the amount th
has not been received is recorded as an expenditure

Malta has chosen the option of time-adjusted cashiapplying it for the main taxe
being income tax, value added tax and nationalréamsze contributions. A study hg
identified the most suitable pattern of one moh\AT and two months for incom

A

de
at

S
d
e

tax and national insurance contributions. The tadpisted method is described in the

Manual for Government Deficit and Debt, but theeintls are chosen by the memt;
state, with the approval of Euroéfat

per

Deficit/surplus
incurred by
government
entities

This adjustment refers to EBUs. There are aroundEBUs classified in this sectd
according to the delimitation exercise that is iearout by the GFS Committee on
annual basis. The delimitation exercise is laid dow the ESA95. These EBU
prepare their accounts on an accrual basis aceptdithe IFRS, and the NSO wou
take their profits/losses as reported in their fimial statements and convert the
according to the ESA95 requirementsn "the same way that | convert t
Consolidated Fund(NSO, Interview 24). Consolidation adjustments also required
to cancel corresponding payables and receivablagebe the government and t
entities.

=

an
Id

2m
ne

ne

The Local
Councils Sector

This sector is very limited in Malta when compatedther countries. Like the EBU
the 68 Local Councils prepare financial statemetsording to the IFRS, and th
NSO converts these according to the ESA95.

5
ne

Treasury
Clearance Fund
Non-Financial
Transactions

The Treasury Clearance Fund used to be calledb#lew-the-line account of th
government'. It is used to record tax refunds,rangfers to cancel old advances,
small amounts of revenue received by the deparsnéritese transactions are

recorded in the Consolidated Fund and, previoudily,not affect the deficit. Sinc
Malta became an EU member state, all these accatmtseing included in the defici

or
ot

-

t.

Interest earned

This adjustment refers to interest earned on depasisinking funds that have n
been included in the Consolidated Fund.

ot

The NSO referred to a report concerning Greeceglwtgvealed that only the revenue from EU funds lbeasg
reported in the Non-Financial Account, while thepemditure was recorded in the Financial Accounts. H
described this agdmpant abusg(NSO, Interview 24).
8 The time-adjustment affected the deficit negagiveith about 32 million in 2010. Companies were not
paying, and this had an impact on both the Non+kiiz and the Financial Account. The actual taxeihesd
during the 12-month period is recorded in the Ctidated Fund. Then the difference between, sayyakgn
2010 and January 2011 (in the case of VAT) is adgusn the Non-Financial and the Financial Account,
resulting in the Non-Financial Account showing iiptefrom VAT from February 2010 to end of Janua®ji 1.
In 2009, the Government had offered a tax scherdecaltected a lot of money in 2010, which revenwswot
repeated in 2011if'you have an exceptional occurrence during Jaguard February, which is not repeated in
the following year, you will have a negative imgdtSO, Interview 24).
The cash received in January 2011 has been recasdexyenue of 2010. The cash received in Jandry ill
be shown as a receivable in the Financial Accoardte31 December 2010, in order to maintain therdral
Account consistent with the Non-Financial Account.
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EFSF re-routing The EFSF has been created by the EU CommissiahdoEurozone in order to assist
member states in dire straits. The Government otaMlaas guaranteed 700 millign
euro to the EFSF, so that this institution can d@erm order to lend to countries like
Ireland, Greece, Portugal and Spain.

The EFSF is a company with its own Board of Direstbut Eurostat has decided not
to consider the EFSF as an institutional unit beeaat the end of the day, the
Eurozone countries decide what the EFSF does, diogpto the guarantees they have
provided. The shareholding of the countries in BfeSF is minimal, but Eurostat
decided that whatever happens in this Fund is ugtbto all the countries in the euro
area. For example, if the EFSF lends money to @retis loan is apportioned
between the Eurozone countries, and will be redflkdh each country's accouns.
During the first quarter of 2012, Malta's debt gmsed by around 88 million because
of the EFSF.

All transactions are re-routed, including the iatd#rreceived, interest paid and the
expenditure for administering the fund. For examplieen Ireland pays interest to the
EFSF and for administration, Malta would recordstsre of the revenue; and vice
versa for interest paid on bonds issued by the.fund

The net effect of the EFSF re-routing was to rediadta's deficit in the Non
Financial Account for 2011 by Euro 292,000. Basicahe EFSF is charging motr
for its loans than it is paying to its sources.

D

The Financial Account will show the contra entry floe effect on the deficit, and will
also show the loans made to the countries as &, as&l the monies borrowed by the
EFSF as a liability. In Malta, the Financial Accowmows an asset and a liability jof
Euro 86 million. Since the country only reports dlsbts, the debts have increased
because of the EFSF. To date, Malta has not pagdcent, but the re-routing has
affected its deficit.

(Source: NSO, Interview 24)

4 NATIONAL VS GOVERNMENT ACCOUNTING

It is generally accepted by the interviewees thaidshal and Government Accounting refer to
"two different realitie§ with the former used for economic planning armtigion-making,
while the latter is used for financial decisionbeTimportance given to one or the other varies
with the level of the decision-maker, and thereespp to be disagreement as to whether the

same accounting system could cater for both typesporting.

232



The PAC Chairman (Interview 5) sees a link betwdgentwo methodologies, and believes

thata reliable accounting system could be used for botigpes of reporting.

A PAC member (Interview 6) emphasised the imporant the government accounting
system that givesthe vision"for financial decisions. The current government acdagnt

system lacks the preparation of a three-year glforecast, delineating the recurrent and
current expenditure, which, according to this pahin, is essential for correct decisions to be

taken even at macro-economic level.

In spite of claiming that the Consolidated Fundahak fs not the imbalance in our public
finances, the PS (Interview 9) stated that one cannottBay National Accounting is more
important than Government accounting, or vice verse two methodologies have different
functions, but are complementary to each otherrextéubstitutes. He described Government
accounting asdbviously importarit and management accounts are required to rumge la
entity, but National accounting isrucial because it gives you a shapshot of the @wgyrnand
economic trends While claiming that he gives them both equaémtion, the PS stated that
"Government accounting on its own does not get yowheré, because at the end of the
day, both expenditure and revenue are functiornthe@feconomy, and if the economy is not

working, the government will not collect any taxes.

As a statistician, the PS (Interview 9) is conviohtleat National and Government accounting
cannot be produced from the same accounting syster@overnment accounting produces a
substantial input to the National accounts, butrttethodology, compilation and scope are

totally different. National accounts is 'economez@unting’, which is substantially different
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from commercial or government accountingn National accounts you have many things that

are not observed, for example, consumgt(®s, Interview 9).

On the other hand, the AG (Interview 13) thinkst tthee same accounting system can be
used While not losing sight of the objective of thecaanting system to produce financial
reports in compliance with IPSAS, he is willing tacilitate the NSO's work through a

suitable coding structure.

The AG (Interview 13), who is not an accountanijewes that National accounts are more
important for the government because of internalisaporting obligations. He understands
that National accounting is different from Govermmnaccounting, in that the former deals
with all sectors of the economy and has its ows eéstandards, and that the data provided
by the Treasury is just a part of the National acts. However, he perceives aspects of
national accounting that are very relevant for Wk of the Treasury, for examplethé

deficits and movements in balance sheets, frorfirthecial and non-financial accourits

What theythe NSO)do is very relevant for us, but you have to lobtham through

different lenses. If you want to see proper acdogntyou have to refer to our trial

financial statements. If you want to see ESA-baspdrting, look at the statistics.
According to the NAO2 (Interview 4), as the curresittiation stands, National Accounting is
more important than Government Accounting becaugegresenting a more comprehensive
picture by including local government, public ele8t payables and receivables. He thinks
that should government accounting be developed pragper way, meaning an accrual
accounting system adhering to IPSAS, the data pextiuan be used for national accounting:

As it stands today, it cannot. In fact, the govegntraccounting data is adjusted by
the NSO in order to use it for Eurostat. If goveamhaccounting data is prepared
according to IPSAS, its quality would warrant it tee useable for national

accounting. So the same data can be used.
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This is contrary to what the NSO had stated in thgardless of the accounting system used,

the data would still need to be amended to comjitly BSA95.

According to the ex-Director General Special Prigginterview 8), a study to harmonise
IPSAS with ESA95 is not possible because one exniefy to the internal environment while
the other is referring to the external economicimmment. Even though the data used can
overlap, it is important that the two reportingiregs are not mixed up since the purpose of
internal reporting is different than for '‘econonaiccounting’. The ESA95 rules relate to a
different reporting regime, and even the chart afoants is different, but both systems are

important because they build on each other.

While admitting to never bothering with the deiailNational Accounting, as an accountant,
the DGA (Interview 2) perceives it as very differdrom financial reporting, and results in
different interpretations of the data. However, sbasiders both as important: government
accounting provides accountability and national caoting is important for economic
decision-making. According to this Director, natdand government accounting definitely

cannot use the same accounting system

Even the IAID (Interview 21) admitted that for heéhe term 'economic accounting’ was
something new, which she had heard from the PS. Heoy its either ‘accounting' or
‘economics', and still needs to be told what the ohithese two entails. As an accountant, she
understands that the ESA95 is an economics-bageuttirey structure, and the point of

departure would be the data from the accountaneycese: the financial deficit is important
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because it is the first stegShe thus believes that if accounting is improViedreflect reality
in a clear way, then the ESA95 report will alsdb& completely correttBut the Director is
rather sceptic about the economic measures, likB,Gitat are being used for the Maastricht
criteria. Economic measures are not used by theatgrisector. She thinks that real money

terms for any ratio would be more useful.

The Director General Strategy and Operations (Weer 19), another accountant, regards
both national and government accounting as impgreard ‘'bne does not exclude the other
He sees them as complementary. Even though the E®Afsed to be in line with EU
requirements, proper accrual-based government atioguis still required so that it can be

used for decision-making as well:

| say that these two measures can be drawn upnjunotion, and one can indicate
the differences between the two and the adjustntieatsare required. If the deficit
is calculated on an accrual basis it would be msteamlined to what is reported
by the NSO, so one can use it as a base for daemsaking as well.

One DCS (Interview 7), who is an accountant, dbscri National Accounts asnhite
statistical exercisés with ex-post data, used by government for logsigrt economic
decisions, but which are totally useless for thecigien-making that is required at

departmental and ministerial level:

Statistics give a picture at a certain point in ém. What we need is up-to-date
correct information now so that we take decisioas/nl need to be instantly aware,
for example, that receipts are not being collected that this will result in a cash

flow problem. This is done at departmental levetl @mven at higher government
levels.

4.1 ESA vs IPSAS and accrual accounting

The partner of the consulting audit firm (Intervié) referred to a study his firm had carried

out comparing the ESA and accrual accounting, wisitldy had concluded that the two
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methodologies have completely different objectigad frameworks. He emphasised that the

ESA is not an accrual accounting system.

According to the partner of the consulting audinfi(interview 14), the scope of the ESA for
the EU is very clear, and is merely for governmeatknow their position in terms of deficit
or surplus. The ESA rules limit the extent of tleparting entity to general government;
excluding entities that do not rely on governmeuhds because they are capable of
generating at least 50% of their own revenue from market, or because the government
subsidy does not exceed 50% of its cost of salesth® other hand, consolidation using
IPSAS or IFRS would include all entities, irrespeetof dependence on central funds. But
this does not mean that ESA and IPSAS are in a@ipfbut the reason is because the two
frameworks intend to provide different perspectivd®SAS has the focus on ownership,

whereas ESA has the focus on dependency on govefni@é, Interview 14).

The ESA and government accounting are, therefave, separate systems serving two
different objectives, stated the partner of thesotimg audit firm (Interview 14), and it

would be a mistake to consider them together.

The AG (Interview 13) pointed out that it would l&ong to assume that an accrual
accounting system would be compliant with ESA95abse the rules are different. With an
accrual accounting system, the current exercissownipiling accrual data with the templates
would be avoided; all the data would be extractednfthe system and the data would be
according to standards, that is IPSAS. The PSr{lie@ 9) agrees that there are differences

between the requirements of ESA95 and IPSAS, buthinks that the former will be
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strengthened with the adoption of IPSAS. This lofereasoning is based on the fact that
Eurostat looks at the methodology and not at theiahadata, and therefore an accrual
accounting system would make the data more religh(@, Interview 13; NSO, Interview

24).

The AG (Interview 13) is aware thatVery entity has its own standatdsd in fact the ESA-
compliant reports prepared by the NSO are diffeferh the trial accrual-based financial
statements prepared by the Treasury. As one exaimpleeferred to the tax receivables used
by the Treasury, which would not be correct for 8O since the NSO uses the time-

adjusted cash method.

The AG (Interview 13) is also aware that ESA95 @ an accounting standard, and that it
uses &conomic accountirigto lay down rules of how to report so that repaytof all
member states is homogeneous. The ESA includes mlanyents of accruals, but it also
includes many things that are beyond accounting, (&@&rview 13). The AG (Interview 13)
is aware that even if the government had an acagebunting system and IPSAS are

adopted, You would still need to report to Eurostat using tSA rules

However, the AG (Interview 13) still tends to miket two methodologies, and when
confronted with various standards, he tends tdiss@ conflicting:

There is also the push towards converging the riddsSA95 and IPSAS. There are
various rules: ESA, GFS - bybu abide by the major ruledike the time-adjusted
rules.(AG, Interview 13)
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As already described in Chapter 5, the AG is fae stonsidering the ESA definition of the
reporting entity as amiajor rulé'" and is only considering consolidation up to Geher

Government in order to be in line with ESA95 repuyt

The AG (Interview 13) accepts that the Treasuyasnd to refer to accounting standards and
understands that the ESA95 is not the Treasurggs fioint of reference. He confirmed,

however, that the Treasury maintains continuoweraation with the NSO, and in the absence
of a clear accounting rule, or in the absence od@ounting standard, the Treasury adopts

the ESA95 which providesrore strict rules and guidelinés

4.2 Mixing up the two

On 3rd December 2011, a member of the Oppositibmited a parliamentary questf3ro

the Minister of Finance, asking him to state whia full implementation of an ‘accruals
system' will be done, since this has been 'a |dagesng promise’. The Minister answered
that the government is already reporting its datzoaling to the ESA95 regulations, which
regulations incorporate the principles of accruatoainting according to the parameters of

Eurostat.

"The Minister's answer was corréctaccording to the Director General Strategy and
Operations (Interview 19), because reporting to B¢ is "accrual-based according to
ESA95. According to the IAID (Interview 21), the PS hasde Parliamentarians believe that

the country is using accruals since it is reportimghe EU under ESA95, and as a result, the

% pPQ 30897
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work on implementing an accrual accounting systes $lowed down. The PS (Interview 9)
himself admitted to convincing even thelder employeésin accepting the ESA95 deficit,

and it appears that one of these employees isxtiBridget Office Director:

Accrual accounting is important to give a holigticture. How far have we arrived
to date? | would say that we are there with theuatipents being done by the NSO.
(XBO, Interview 25)

Even the current employees in the Budget Officeeapponvinced:

The annual deficit is accrual-based. The monthlg goarterly data collected is
accrual-based. The entities use an accrual accagnsiystemAnd still there are
people who think that the government is operating cash-based system.
Government accounting is currently cash-based lyorting is not. ... All our
reporting is accrual-based, even to the EU ....rEtree National Accounts issued by
the NSO are accrual-baseBO, Interview 18)

The partner of the consulting audit firm (Interviéd) referred to confusion re-ESA95 within

the Accrual Accounting Task Force. A member of Tlask Force had argued that the Task
Force need not bother with accrual accounting stheeESA will be adhered to. At another

meeting, another member had expressed genuinerootiezd e have to be careful that we

don't do anything contrary to ESAhinking that the two systems were convergent ,(GT
Interview 14). The Task Force member had requestestonciliation between the ESA and
accrual accounting. The partner of the consultungjtefirm (Interview 14) had recommended

that a reconciliation could be dotié it gives you a certain comfort ... But thadls - they are

not a replacement to each other"

The Treasury is being required to report to the RAGhe differences between the data in the
trial accrual-based financial statements and tha that is reported to Eurostat by the NSO
(DGA, Interview 2). The Treasury requests the N8Q@larify, and these refer, for example,

to the fact that the tax revenue is being reconggdg the time-adjusted cash method in line

with Council Regulation 2516 of 2000 (DGA, IntemiR).
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The current discourse on the adoption of IPSA#BYEU member states and the importance
that is being shown by the Eurostat towards tles@sappears to be adding more fuel to the

confusion.

4.3 EU Reporting - importance

The PS (Interview 9) described the ESA95 defieparted to the EU adHe deficit that
matters; it is the bottom line that matters to him. ThD (Interview 21) understands this
point of view, stating that the ESA95 has beconty raportant because it is seen as a means

to an end: you have a pipeline of euro pourind'.in

The AG (Interview 13) admits to being biased tovsareporting from a macro point of view
rather than at a departmental level because heor® mmvolved in the GFS Committee
(GFSC) rather than the management of the departmétde appreciates that an accrual
accounting system would enhance the quality offideal figures of deficit and debt being

reported.

Earlier findings (Chapter 5) have already idendiftee priority given to the definition of the
reporting entity in the ESA95 as to the level ohsaolidation. For example, the NAO2
(Interview 4) insisted on the importance of takintp account the Eurostat definition in order

to have consistency:

In practice you use the Eurostat as a benchmarkthsd even for comparative
purposes, the figures in the financial report wowddrrespond with those of
Eurostat.
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Even the DGA (Interview 2) and her accountant ¢wieav 3) identified EU reporting
requirementstising an accrual basisas the primary role of the accrual data beindectéd
on the templates. According to the AG (Interview,1Be Treasury started requiring quarterly
templates from the department® 'suit the ESA reporting requiremehtand once these

requirements were being satisfigtis'like we reached a plateau, and stopped

According to the PS (Interview 9)the deficit that mattefsis used both for external and
internal reporting. External reporting meaning mpg to Eurostat, and internal reporting
meaning that it is used by the MFEI for its own idien-making. The accrual-based reports
are prepared quarterlysd quarterly, we have a clear picture of what ipp@ning in

accruals (AG, Interview 13).

For the Budget Office (Interview 18), the ESA95idiefis the most important target, and all
decisions are taken after considering the impadherreported figure, and always according

to ESA95 standarfs

ESA95 is the framework that is discussed and ifrémework that we have to work
with.

Even the financing of new projects is engineeredaiway to reduce the impact on this
reported figure, and always according to ESA95ddens (BO, Interview 18; NSO, Interview

24),

8 For example, the ESA95 calculation includes debtellations: if the government is issuing shacesafloss-
making project, according to the ESA95, this is camsidered as an investment, but is written ofhiadiately.
The reasoning being that if it were a normal bussneansaction, the transaction would be considasedn
expense and not as an investment (BO, Interview 18)
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The Director General Strategy and Operations iiliées 19) appreciates the importance of
statistical reporting because even the EU basesditssions on these statisticgveén if
actually, the reality is differetit’. Both a PAC member (Interview 6) and the IAID érniiew
21) expressed their cynicism regarding the pergentconomical targets as set by the DG

ECFIN and which are used by the EU member statestage their economf&s

According to the IAID (Interview 21),there are a thousand things based on Eurostat
reporting’. This provides an incentive to member statesngage in activities to obfuscate

their reporting and cloud the true state of thieiaices (IMF, 2012).

The IAID (Interview 21) thinks that the ESA95 isithg given more importance than it duly
deserves in Malta. She described this as a re@ex@iapment resulting from two things: EU
membership, and the fact that the current PS ofMR&l came from the NSOahd the
ESA95 is what he knoWwsAccording to the IAID (Interview 21), it is shiesighted to regard
EU reporting as the bottom line for government:

You can report to Eurostat that our economy is le@an earth, but wouldn't you be
interested to see whether this is true or not?

87 An issue has arisen concerning Malta and EU fuaslsrom 2014, because when Bulgaria and Romania
became member states, statistically these decrélasedierage of the EU. And the GDP of Malta appednat

it had substantially improved and that it is ireliwith the 75% target, and therefore, it is nottlext to the full
complement of funds. The Government of Malta argihed there was no substantial improvement in BGn
reality. Since these two countries are not fullwaleped, they impinged on the statistical figurB&560S,
Interview 19).

8 For example, the 75% per capita GDP target thaindisishes a country from classifying for Objectier
Objective 2 status, and its entitlement for EU firiDn the eve of our membership, Malta scored 74.5%eE

god loved us, or we loved ourselves, because hascared 75%, we would have been Objective 2, mganin
large millions less than what we toofAID, Interview 21).
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4.4 NSO as decision-maker and "accounts" preparer

As already described in Chapter 6, the NSO thihle$ tstatistics' is a misnomer. The NSO
reports are used by the EU Commission and the gowamt when taking decisionsthén

these are the accounts of the governth@gO, Interview 24).

The Manual for Government Deficit and Debt, refdrte by the NSO as theibible", is not
just a statistics book. It lays down the framew@ok government's operations and actually

limits the actions of the government:

Our work is like ‘auditing' the accounts of the gmyment and of all the EBUS, to
check for compliance with this Manu@NSO, Interview 24)

The NSO (Interview 24) described how his officangolved in all MFEI decisions and the
NSO provides advice on methodol8gyThe NSO (Interview 24) is also involved in the
preparation of the three-year forecast as publishe¢lde Budget Speech and submitted to the

EU: "the MFEI gives me the figures, and | translate ¢hascording to ESA

5 EU REPORTING AND GOVERNMENT ACCOUNTING REFORMS

The findings in Chapter 5 show that EU membershag mot amongst the original stimuli that
started the accounting reform because various &sawgre effected in the Public Service in

the 1990s that would still have been carried aespective of EU membership, for example,

8 For example, the method of funding a new projéeis'to pass the test of this Manual, otherwiseingthan

be doné (NSO, Interview 24). In order to assist a goveemtrowned company, the government wanted to
increase its shareholding in order not to affeet dieficit. But the EU rules stopped it from doirg because
according to the Manual, a government cannot irserdhe shareholding of a company in order to citger
losses. If a company has a history of losses,vafgrinvestor would probably not invest in B0"we had to stop
the government from doing thiENSO, Interview 24).
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the autonomy of the NAO (NAO2, Interview 4). Evedity, targeting the Maastricht criteria
and the adoption of the euro may have actuallydaatea retarding factor on the accounting

reform as resources were diverted to concentratbase issues.

Being part of the eurozone may be considered &isnallas for the accounting reform due to
the reporting requirements, but according to theOd4AInterview 15), these should not be
considered the primary objectives of the governmidetbelieves that the accounting reform
is not being done just to please the EU, and ity fawould be pointless without changing the
underlying fiscal discipline. In the opinion of thNAO1, the reporting requirements to the EU
are secondary, as the obligations of the governnlienfirst with its citizens as the

shareholders.

But it is still a generally held opinion by the eesch participants that priorities and
developments in the country are now EU-driven, amdess a requirement becomes
compulsory by the EU, it will not be don@/hile the recent developments in the EU may
prompt action on the accounting reform, the fachams that accrual accounting is not a
requirement by the EU. Perhaps only Eurostat exedisect pressure because it requires its
data to be accrual-based, but to date, it doegauptire the accounting system itself to be
accrual-based and offers the option to have a lbashd accounting system plus time

adjustments, as adopted by Malta.

Both PAC members (Interviews 5, 6) expressed tfisgatisfaction about the present state of
the accounting system, claiming lack of confidemmcthe methodology used to submit data to

the EU, when the most important objective is toeham accounting system that can be used
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as a management tool. The PAC Chairman (Intervigwddubts the extent that reports
submitted to the EU reflect the reality of the fioal situation of the country. While he
cannot understand how the model to convert casbdbdata to accrual data can actually
work, he accepts that the model used is justifiedabse it adheres to EU regulations. But

then the PAC Chairman questions whether these anéegood in themselves:

OK we are following the rules. But is this rule gdor us? At the end of the day, is
the outcome going to be beneficial for financiastainability? Can we then better
administrate our finances?

The PAC Chairman (Interview 5) agrees with the NA@Ilthat EU reporting and targets
should not be an end in themselves, because theaBlWnly penalise and impose sanctions,
when the government has to manage the counttyat'| need is more detailed information to

help me take better decisions and make better pighn

A PAC member (Interview 6) criticised the accougtmeforms and the system used for EU
reporting, stating thatt'is not accrual accounting at dlbut "bits and piecés According to
this politician, the reports prepared for the Eld aimply something being done so that the
EU can integrate the data into its own accrual acting system. He described Eurostat as
very complacent fordllowing members states to do certain procedurestgmding to be
accruals, as it is not encouraging accrual accounting tautthe contrary. The current
patched-up system is being used by the governmetduse it has found a loophole that
satisfies the EU Commissionf We are getting along, and Eurostat is happy, wend over
backwards? (PAC2, Interview 6). For this PAC member (Int&wi 6), these allowances by

Eurostat have had serious consequences:

... when you allow certain tactics to simplify améke acceptable certain things,
the result is that countries like Greece, confouhtteeir reports and no one picked
up what was happening. Now they are going to putenpoessure on government
accounting systems - but they have been sayindpthéslong time.
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And the ex-Budget Office Director (Interview 25)chao qualms to state that it would be a
waste of resources to implement an accrual acaayirgystem when the EU and all other
international interested parties are satisfied witle cash-based patched-up accounting

system.

5.1 ESA95 as a reform driver

The PS (Interview 9) stated that the accountingrrefis still important but perceives it less
so due to National Accounting reform®ur deficit, the deficit that matters, is compiled
an accrual basi§ according to the PS and, therefore, an accogmefiorm makes sense to
him "because we are already doing.itAccording to the AG (Interview 13), MFEI top
officials are using the fact that the EDP notificatis being satisfied to say thavé have
accruals data, but he does not agree and is still waiting foc@mprehensive accrual

accounting system.

In Chapter 5, the incomplete fixed asset registas wentified as the biggest problem in the
accounting reform, but the AG (Interview 13) salwhtt it is not being given a lot of
importance at the moment and their main concerrthaéprofit and loss itenisthat affect
the deficit for external reporting . The AG saiditthe Treasury is in constant contact with

the Budget Office and the NS@egarding these statistics that we collect

The Budget Office (Interview 18) thinks that the im#igger for government accounting
reforms were the EU requirements due to National Accountinghe DGA (Interview 2)
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doubts whether the trial accrual-based financialeshents would still be being prepared in

the absence of this requirement:

Now | can say that | do not need a system to issuaccrual-based report for its
present objective. The EU requirements are being. m#he ultimate objective, that
is EU reporting, is being achieved.

According to the DGA, even the interest shown by BAC is due to the fact that the data

prepared by the Treasury is used for internati&@haP reporting.

It appears that the accountants involved in thernethave not managed teell" their concept
of a full accrual accounting system to the top MIeHicials, but interest in the accounting
reform is only shown due to EU's interest in thaliy of the government accounting data
(DGA, Interview 2; IAID, Interview 21). The TreaguOfficials (Interviews 2, 13) and the
NAO (Interviews 4, 15) believe that the developmsantthe EU regarding the IPSAS will re-

ignite the accounting reform, given th#té EU is the driving force for everythifig.

According to the Director General Strategy and @pens (Interview 19), it may be argued
that the financial crisis should provide the impeta concentrate on accrual accounting and
improved financial legislation. But according tetiMF (2012), in times of crisis, the EDP
reporting requirement may actually create morentige for the government tccloud' its

actual financial position rather than to be moams$parent.

The continuous harping about the importance of EBw®6rries the IAID (Interview 21), and

she fears that the obsession in Malta with ESA98etsimental to any improvements to the

government accounting system. The IAID expressedptssism about EU reporting
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requirements because governments appear to be gnshkawly on accrual accounting since

they are being accommodated by the ESA95:

Something is very wrong with ESA95 ... Countrieswing manipulated cash basis
and are avoiding to apply accrual.... They don'tntvdo implement accrual
accounting ... My gut feeling is that accrual acotng will affect the base of ESA95
in a bad way(IAID, Interview 21)

The calculation of the deficit according to ESA9%&thodology, as described earlier in this

chapter, should not be affected by the accountiethad that is used because the ESA95
makes adjustments to suit. However, the picturegmied by the ESA95 has been questioned,
and the fear of implementing accrual accounting rhaybecause this may reveal a very

different picture from what the ESA95 shows, raaglin even more doubts and questions.

The ESA95S is a reform driver in the sense thatg faised more awareness about the use of
the accrual concept for some (not all) measures,itbappears to be actually acting as a

deterrent for the implementation of an accrual antiog system.

5.2 EU Crisis

Chapter 6 described the steps being taken by Etrastl the EU Commission following the
lessons learnt from the crisis. Besides increasegeslance, the budgetary framework of the
member states will be strengthened from 'its rosii Eurostat looking into the quality of

government accounting data, suggesting some fortraghonised public sector accounting

standards, while pushing for accrual-based pulklitcs accounting systems.
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The type of accounting system has nothing to dd whie crisis. According to the IAID

(Interview 21), window dressing distorts any repimam any type of accounting system -
cash or accrual-based. Eurostat reporting and EQK®Bot serve their purpose when faced
with troubled waters, and this is why there is thiscourse towards change (IAID, Interview
21). According to the IAID, Eurostat statisticabogts would be pointless without proper
surveillance; there are too many objectives relatedEurostat reporting that tempt

manipulation:'it imploded".

However, things are not solved by complicating eratt The IAID (Interview 21) does not
think that the current system needs to be scrappeeblaced by a system that is complicated
in itself. Perhaps the current system could be-timed, introducing compulsory standards

and increase monitoring.

According to the AG (Interview 13), the NSO praatig represents the Eurostat in the

member state, and to date (January 2012) the NSQrusted:

To date, we used to collate and analyse the dathgive it to the NSO. The NSO
prepares the data and submits it to Eurostat, drad's that!(AG, Interview 13)

But following the EU crisis, Eurostat has been giveore powers (as described in Chapter 6),
and will not remain taking the figures submitted fate value, but will start making
"missions for the purpose of analysing and auditing thpstream dat§ that is the raw data
gathered by the departments. The Eurostat willlireszthe NAO in this work. Because of this,
the AG (Interview 13) described the processtakitig another thrustdue to the increased
scrutiny:

We now have to be really careful as to how we eporting, and ensure that the
departments are in sync with what we are doing.
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And in late June 2012, a one day seminar was agdrby the Treasury to inform the DCS

about the new surveillance procedure (DGA, Intew.

5.3 Co-operation between SAls and NSls

To date, the NAO has been reluctant to involvdfiteghe collating of accrual data since it is
not part of its legal remit (AG, Interview 13). $pite of the PS's statement thewérything is

being auditetl (PS, Interview 9), the fact remains that the aatrdata collected on the
templates have never been subject to a full audithe NAO (NAO2, Interview 4). The
Eurostat missions would require the NAO to stariting the returns submitted by the

departments to the Treasury, adding "teeth" tanthele process.

The EDP exercise is carried out by the GFSC, wapresentatives from the NSO, the
Treasury and the Central Bank. Eurostat wants #@ o be included: a requirement for all
member states (NSO, Interview 24). The NAO willrbguired to audit the data and not the
methodology. The methodology will be checked bydstat itself (NSO, Interview 24). The
upstream data missions will concern the data pessidhat is the Treasury, the Departments,

the EBUs and the FDRS used to collect the accratal d

In the upstream, they will check how the departsenter the data in the DAS; how
they collect the accruals; and then, how | extihet information from these systems
and enter it into my system (I use an Excel progna@mand don't have some fancy
system) ... They are not going to identify some digund audit it intensively - this is
not the intention. | will show him the systems, hads not going to query the origin
of some amount. This is not the intention, unlessetis some consensus about it.
(NSO, Interview 24)
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Eurostat carries out Standard dialogue visits theaember state every two years. For the
May 2012 visit held in Malta, the NSO had invitéxk tNAO 'so that they are aware of how

things stant (NSO, Interview 24).

The Upstream data missions will start being caraetin high-risk countries like Greece and
Spain. According to the NSO (Interview 24), Malsaniot considered a high-risk country by
the EU, partly due to its small size, and is expecthe first of such missions to occur

towards the end of 2013 or beginning of 2014, ihaefore the next Standard dialogue visit.

The IAID (Interview 21) welcomes these audit missipstating that audit was missing in the
monitoring done to date. However, she expressettdawoncerning the NAO's involvement
because, as a national institution, its reportibiggations lie with the national Parliament and
not to the EU. Furthermore, she pointed out thatatidcSupreme Audit Institutions (SAIs) of
the EU member states enjoy a good reputation. Skare that any audits carried out by the

NAO will be supervised by Eurostat (IAID, Intervie2t).

However, according to the NAOL1 (Interview 15), wiestthe SAls of the EU member states
will participate in these EU upstream data missimnstill under discussidf He had the

impression that the SAls will be required to autié methodology used by the NSIs, but
stressed thattfe issue is still under discussioas there would be a continuum of ideas and

"a compromise needs to be reached".

% This comment was recorded before the annual npefithe Contact Committee of the heads of the BIES
and of the European Court of Auditors (ECA), whieas hosted in Portugal on 18 and 19 October 2012.

252



According to the NAOL1 (Interview 15), the fact tllmBSAI audits the work of a NSI may be
unthinkable in certain jurisdictions. However, ibwd not be a problem in Malta since, due to
the country's small size, the officials of the NA@d the NSO are on a first-name basis

(NAOL, Interview 15).

Cooperation between the SAls of the EU takes phatteén the framework of the EU Contact
Committee structuré. In October 2011, a task force was set up to egplee possibilities for
cooperation with Eurostat and NSIs. The overalll gbdhe Task Force was to identify areas
where SAls, Eurostat and NSIs can cooperate, aad\tse on concrete actions. In October
2012, a resolution (CC-R-2012-02) concerning SAtsoperation with Eurostat and NSis,
emphasised the importance of good communicatiowdsst SAls and NSIs to improve and
ensure the quality of government statistics in ftaenework of their own competences and
mandates. It acknowledged that SAls may play arortapt role in ensuring the quality of
government statistics. Through their audit of th&bliz sector accounts, SAls already
contribute to the verification of data flowing toSkK. The Contact Committee also
acknowledged that SAls may play a role (togethethwiSIs) in identifying risks and
breaches in the system in their Member State thatires good quality in government

statistics ECA, 2012)

The Contact Committee stressed that SAls are imdkgpe institutions that cannot be
instructed by Eurostat or any EU body to carry spécific audits or tasks, however, although
there are differences between the involved ingbimgt in terms of mandates, responsibilities

and powers, there is a common goal for good pgaiernanceECA, 2012)

%1 The Contact Committee is composed of the headseo51Als, including the President of the ECA. The EU
Contact Committee structure is made up of the @bdr@ammittee itself, the Committee of Liaison Ofiis, its
task force and working groups on specific auditdsifeca.europa.eu).
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The Contact Committee thus encouraged the indiVidads to consider how they can
contribute to improving the quality of upstreamadased by Eurostat and the R&SIt also
encouraged them to establish and maintain good eortation with the NSF. Through this
resolution, the Contact Committee decided to sugties the SAIs establish contact with
their NSI if they have not done so already; andgk SAIs to consider their role in national

follow up on six-pack legislation and EDP regulatishere relevant{CA, 2012)

6 SUMMARY

Besides the different terminology used, fundameniiffierences between national and
business accounting are identified (refer to Tdl8e- these differences are not extensive).
Other differences that emanate from the requiresnarit ESA95 and the Manual on

Government Deficit and Debt include the calculatadrihe dividends receivable as revenue;
accounting for EU funding; and the time-adjustmmethod that is allowed, and preferred, to

calculate the tax revenue and the tax receivable.

2 For example, by considering auditing the qualityupstream data sources, including quality managéme
identifying any audit gaps that may prevent fultéicoverage of general government data by intecoatrol
and external audit; considering — if relevant ie trational context — to assist or advise the adsmation on
implementation of accounting standards or otheilairguidance ECA, 2012)

% For example, by considering making the NSI a fgged partner, meaning that the SAI and the NSkreh
beneficial for both, could for instance exchandermation on risk analysis, possible infringememfrmation
on standards, methodology, etc.; considering hommatke SAI and NSI reports more useful to each oifer
timing and scope and, if suitable in the natiormitext, share information that may require immedattention
by the other party; establishing and maintainirgutar or ad hoc contact with the NSI, dependingtanNSI’'s
willingness, for instance by yearly meetings, omgainformal contact, etc.; participating in Eurd@'staipstream
dialogue visits, where Eurostat visits the NSI #relupstream data providers, when invitE€A, 2012)
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Table 13: Some fundamental differences between busiss and national accounting

Business Accounting National Accounting

Non-current non-financial assets are capitaliseth@| Non-current non-financial assets are included| as
balance sheet. expenditure in the deficit calculation.

Non-current non-financial assets are depreciated. on-®&urrent non-financial assets are not depreciated
over their estimated useful economic lives.

—

On disposal of a non-current non-financial asdst,|tOn disposal of a non-current non-financial asdwet,
net book value of the asset is deducted from pasieeproceeds are taken as revenue in the deficit adlounl
and the resulting gain/loss on disposal is showthén
income statement.

Provisions are created in certain circumstances. e CFation of provisions is not allowed.

The calculation and accounting treatment of a gain Proceeds from sale of financial assets are recorded
loss on sale of a financial asset depends on tet'sisthe 'balance sheet', that is, the Financial Account
classification according to IFRS.

The balance sheet, also called the Statement Tbie 'balance sheet', that is the Financial Account,
Financial Position, lists all the assets, lial@ktiand| records the stock positions and flows in finangial
equity of an entity, as at a certain point in time. assets only.

The findings in Chapter 6 reveal the differencehia reporting entity according to ESA95,
that is, General Government, and IPSAS 6, thaMisple of Government. It also reveals the
importance given to the definition of the reportegity, which the NSO was adamant would

not be changed due to opposition from the memlgesthemselves (NSO, Interview 24).

Certain methodology used in national accountingld/owt make sense to an accountant, for
example, the treatment of non-current assets.geans that what makes ‘economic sense' is

recording the transactions from one stock posiiioanothet’.

% Theeffect of spending for the deficit in the Non-Fieai Account is reflected in the movement of finahc
assets/liabilities in the Financial Account. Th@taccounts seem like a broken down version of tae®ent of
Cash Flows (IAS 7) or, perhaps, the Statement afr&s and Application of Funds (SSAP 10). The Non-
Financial Account shows cash flow movements in yhimg but financial assets/liabilities, which ateen
shown in the Financial Account. Since stock posgi@f payables and receivables are also takenwihigd
therefore mix up the cash flows and movements @sdhwvould need to be recorded in both the Non-Eiahn
Account and the Financial Account.
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The Financial and Non-Financial Accounts should metcompared with the Balance Sheet
and the Income Statement. The objective of findnogworts produced from business
accounting is to provide information that is usefiml decision-making, and if IPSAS are
applied, to enhance the accountability of the repgrentity. The objectives of reports
prepared under ESA95 are to calculate the extedeépéndence of government operations on
central budget funds; and to analyse and evalbatsttucture of a total economy or parts of
it. Both objectives are important and both typesepiorting are required by a government for

proper administration.

There appears to be no sense in attempting to ogake two methodologies. Accountants
may be disappointed for not having succeeded itlinge their methodology to the

administrator, while the administrator is perhapacipng more importance on ESA95 and
national accounting due to the targets and outcdhedsare related to it. Or could it be that
National Accounting satisfies the needs of the aistrator for better decision-making? After

all, National Accounting prepares an account ferwole economy.

This chapter presents the findings concerning aegptions on national and government
accounting, and how such perceptions are affettiagaccounting reform. Overall it appears
that the importance attached to National Account:ngromoting its own types of changes

while it is actually stalling the reform to a faltcrual accounting system.

256



CHAPTER 8: DISCUSSING THE FINDINGS

1 INTRODUCTION

This study is about the how and why of governmexbanting reforms at central level in
Malta. The purpose of this chapter is to analyse fthdings in the light of the literature

review of Chapter 3, using the analytical framewdekscribed in Chapter 2.

Section 2 discusses the possible impacts of thertoal and legislative background on

governmental accounting reforms.

Section 3 applies Luder's FMR Model (2002) in thaltdse context; identifying the factors
or variables underlying the change process andnitie actors effecting and/or affecting it.

What is the combined effect of these factors oreth@ronment surrounding the reforms?

The decision taken by the government of Malta tophdPSAS and the importance of

National Accounting are analysed in Sections 4&anekpectively.

Section 6 re-visits Luder's Model in the Maltesateat, including the effect of IPSAS and
National Accounting. Reference is made to Institudil Theory with respect to the gap
identified in the literature by Jorga al. (2011) in that the Lider's Model does not explain
'why' accrual accounting is deemed to be the refontept. Jorget al (2011) also refer to
'black boxes' in the model that need further exgtian. These are discussed through the lens

of Organisation theory, on which Luder's Model aséd.
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2 HISTORICAL BACKGROUND

According to Fielding (2005), it is important to bevare of what has happened in the past in
order to be in a position to understand the presdm historical background surfaces three
iIssues that affect the current situation of govesminaccounting in Malta and the trend of the
reforms that are taking place, namely: the systeépaternal government that the country got
used to after centuries of different foreign rul@stish Colonial influence; and the aftermath

of the attempts to implement NPM ideology during kst thirty years.

2.1 Paternal government

In Political Science, paternal government is defias:

the assumption by the governing power of a qudbefdy relation to the people,
involving strict and intimate supervision of theiusiness and social concerns, upon
the theory that they are incapable of managingrtbein affairs.(Farlex, nd)

The Island's strategic position in the Mediterranasy have attracted various powers over
the years, either to settle on the island or toiugar their bigger plans. Lacking in natural
resources, the country's economy became dependetitecactivities of the foreign rulers.
The country was aptly referred to as a 'fortresdl was used as such by all the different
rulers. The economy of the country and the welhbeif its people flourished in times of war
and suffered in the interludes. British rule enduterbulent times, and it was only during

times of peace that the local leaders spoke inuagbindependence.

The dependence on foreign government for finanaimg) problem-solving may have fostered

an excessively submissive attitude in the Maltesé a sort of inferiority complex since
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anything foreign is perceived as better than Igualduce. And the general tendency is to
regard any person who suggests otherwise as radmdlor strange. Years of paternal
government thinking that the people is not capabimanaging its own affairs would rub off.

When the last vestiges of the British military fescwere removed from the Island in 1979,

half the population ‘'mourned’ the end of days.

The tendency to look at the government as 'theefadhd provider' persisted even with self-
government and independence. This is manifestethéycentral role that the government
played during the development period between 19% ¥089. Pirotta (1996) claims that
historical paternalism reached its peak during ff@god. Due to the paternalistic system of
government in the 1980s, even the NAO drew attartbcdhe need to curb employment levels

in the public sector and to ensure efficient witiisn of manpower.

As an EU member state, with the strict requiremehtie Maastricht criteria, and the current
blurry prospects of the economy in general, pdltieaders appear to find it difficult to
balance the requirement to curb public expenditamd the appetite of the citizens for

paternalistic favours, especially during periodsceding general elections.

A paternal government may also find some difficuloy implement and maintain NPM

ideology. This is referred to in section 2.3.

The sense of insecurity that may have been fosteygaars of paternal government could be
the underlying reason why the Maltese Governmegsrds credibility of the country as of

utmost importance. The need to establish the standing of a country on the international
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stage (Godfreyet al, 1996:199) has been identified as the underlygagon why the Maltese
Government embraces the full adoption of IPSAS. fiiirdings regarding the IPSAS decision

is further discussed in section 4.

2.2 British Colonial influence

British influence is imprinted all over the Islamdivay of life, but perhaps the wisest
inheritance from Colonial times is the languagee THnglish language is Malta's official
language, together with Maltese, the native tonJume English language was a necessary
tool to communicate with the British officials dog the occupation, and then was perceived
by Maltese leaders as a useful means of commuaiicatith other nationalities. Given that
Maltese is a language only spoken by around hatfilkon people, the English language

established its importance.

The English language provided the tool for the B&dtto venture outside the Island's shores
and to import systems from abroad. The Educatictesy in Malta is based on the British

system. Accounting is taught, practiced and wrjtterEnglish - even government accounting.

While the legal structure of Malta is based on ¢hal law pattern of Continental Europe,
administrative and fiscal legislation is based aitigh laws. The centralised administration
established by the Knights was adopted by thedBrittho designed its departmental structure
and set up the civil service as a salaried workeoiThe NAO boasts of its Anglo-Saxon

origin.
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Accounting systems in Malta can be classified agl&s$axon. The accounting system in the
private sector is principles-based and accountgalliven. IFRS are also used by local
councils and other public sector entities that h#élveir own accrual-based accounting
systems, while the accounting system of the cegwaernment is based on UK'’s old cash
basis of pre-2000. The reason is basically becthsainderlying Financial legislation has
been inherited from the British. The existing law®re designed on British Colonial

Regulations with emphasis on budget preparatiodgétary accounting and control.

The findings reveal that in spite of having beeremacted three times, the Financial
Legislation for government accounting did not chamguch over the years. The Colonial
Regulations remained in force up to 1966, and teeen the Financial Regulations
promulgated in 1966 were based on the Colonial Régus. The Colonial Regulations were

used as a guide even though not applicable to msanith a responsible government.

The major change to the Financial Legislation a¢ #960s occurred in 1997, when the
independence of the office of the Auditor Generaswonstitutionally recognised. Otherwise,
there appears to be an overall reluctance to chénegmherited financial legislation, in spite
of various deficiencies that have been identified,example, the annuality principle in the
budget® and the provision for supplementary estimateShe existing legislation does not
define the reporting entity, which may prove comgsshould the accounting reforms at

central level proceed as planned.

% Articles 22 and 27(4), Financial Administratiordafudit Act, 1962.
% Article 24, Financial Administration and Audit Act962.
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Nobes (1998) recognises that strong external @lltafluences can affect some countries
because of their small size, underdeveloped stafermer colonial status. The accounting
systems used by such culturally-dominated countireslikely to be based on that of the
influential country. British products and systems highly regarded by the Maltese. Due to
British influence, the Maltese still tend to loof to Britain as a model. It is not surprising,
therefore, that the first computerised governmeantoanting system used a British
application. This software is also very populartie private sector, but it needed to be
amended beyond recognition in order to be suitbil¢he government's cash-based budget-
oriented accounting system. It is surprising, hasvethat the Maltese Government did not
decide to emulate British government accountingraogte to accrual accounting earlier. But

perhaps other factors started influencing the Maltwutlook, for example, EU membership.

2.3 NPM ideology

According to Pirotta and Warrington (2001), the tcalilsed administration devised by the
Knights and the British to govern their fortressypded a ready foundation for the ambitions
of Malta's sovereign governments. Central contra wetained while government operations
became more heterogeneous and complex. Differemisfof government entities cropped up
during the development decades as an attempt tewhetter administration through

decentralisation, but these were not founded orsistant arrangements and thus provided

more confusion.

As a result, the PSRC carried out a study in 1989 ia put forward its ideas to improve
efficiency and effectiveness of the public servioe|uding decentralisation and delegation of
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power (PSRC, 1989). Through its suggestions, thenr@igsion appears to have been
promoting NPM ideology. But the findings suggesittiome of the reforms appear to have
been done half-heartedly and may not have beeremmgaited as planned. For example, the
underlying financial legislation was not amended émforce more responsibility,

accountability and monitoring. And employment piees reeking of patronage appear

rampant still, perhaps partly due to the paterysiesn of government.

Operating under a tight EU financial regime, the fBlf the need to rein back control to a
central level, at the cost of being called a 'srdaitator. Some literatufédescribes such a
policy of strengthening co-ordination through maoentralised or collaborative capacity, as
post-NPM, implying that NPM ideology may have fdildBut according to Lodge and Gill
(2011), the defect is not in the NPM ideology butricorrect or incomplete application of it,

as these findings appear to uphold.

3 GOVERNMENT ACCOUNTING REFORM PROCESS IN MALTA

Luder's FMR Model (2002) presented and discussetdriterature review, is a framework
that explains the relationship between contextoghavioural and instrumental variables and
the conduciveness to innovations in a country'ssguwnental accounting system, in order for
this to become more informative. The reasons wis/tiodel has been chosen have already
been described in the literature review in Chaptérhe main purposes of this section are: to

describe which contextual, behavioural and instmalevariables have affected the Maltese

" For example, Christensen and Laegreid, 2008.
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governmental accounting reform; to explain how thaye mpacted the innovation proc;

and to predict how and which of these variables afiect the future course of the refo

As described in section 2, the governmental actogirdystem in Maltas heavily rooted in
tradition. Due to the paternal system of governméitizer-orientation' of politics an
government appears to be high, but 'openness'nora recent concept that needs tc
developed. In the meantime, the restructuring efetkitirnal governmental accounting syst

does not appear to be the top priority for Maltgeeernment authoritie

\

Figure 15. Unfavourable characteristics according tcLuder (1992]
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Characteristics that create an unfavourable enwieoit for the development of a
governmental accounting system, as identified bgleri(1992:124) (refer to figure 15), are

all present in the Maltese context.

The findings indicate that the long-winding reforatsthe central government level of Malta
may only be illusory because once the statistiepbrting requirements for Eurostat were
satisfied, the accounting reforms actually died] #re original raison d'étre was lost. While
the original stimulus was managerial-driven, tharges in the actors that occurred over time,
together with the financial stress that naturatgampanies EU membership, appear to have
blurred the reform concept. Contrary to expectatitne evidence indicates that the small size
of the country may have actually acted as a negdtetor on the government accounting
reform process. The findings indicate that the nmafprocess can be divided into two phases,
namely pre- and post-2004. While the environmenhéfirst phase may appear to have been

conducive for accounting reforms, the second pbasleaps is not so conducive.

Some of the discussion arising in this section hbagen elicited by Jones and Caruana

(2013b).
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3.1 Contextual Variables

3.1.1 Stimuli

After 164 years as a British colony, Malta gainexlindependence in 1964. The Maltese
government was accustomed to the accounting syssewh by its rulers, and simply adopted
it, together with the underlying financial legistat. Except for some political issues, overall
it was a peaceful transition, in the wake of a fade of development. The government
became involved in all aspects of the economy;phielic sector grew and its investment
stimulated economic growth. The standard of livingreased dramatically and the citizens
enjoyed a wide range of social benefits. There m@adinancial or economic crisis, but a

political crisis arose due to a malfunction of a constitutionalunemnent®. This led to a

change in administration in 1987, and the new adhtmation advocated a modern

government with the ultimate aim of the countrydrmacg an EU member state.

Therequirement of Public Sector Reformhas been identified by the literature as a possibl

stimulus for government accounting reform. Govemtraecounting reforms in Malta appear
to have been instigated as part of an overall nefof public services undertaken in the early
1990s. The financial aspect of the modernisati@uaed the computerisation of the central
government's accounting system which started 2188 was completed by 2000. While
enhancing financial internal controls, the accaumtisystem remained cash-based with

emphasis on budgeting and budgetary control.

% Refer to Chapter 4 (section 2.2)
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In the meantime, NPM ideology appears to have érggd various changes in the public
sector, including privatisation and decentraligativarious forms of government entities
cropped up as a result of delegation of powersragponsibilities. The underlying aim was to
improve public sector economy, efficiency and difemess, and private management models
and practices were adopted. The traditional caskédaovernmental accounting system
proved rather problematic, and these entities weoBuraged to use an accounting model that

was similar to that used in the business sector.

Then in 1999, the official decision was taken bg Minister of Finance that the accounting
system of the central government will be changeditoaccrual accounting system. The
findings indicate that the original intention was improve the economy, efficiency and
effectiveness of the government at central lewelvds thought that this could be achieved

through the business accounting model, and thugdhenating doctrine of superiority of

business accountingvas acting as a stimulus. The proposed reformes wenagerial-driven,

and the ultimate aim was that accounting will beduas a management tool across the board.

Perhaps due to defects in the institutional arrareges that will be described shortly, the
accounting reforms took longer than expected. Boould also be that there was no stimulus
at all, and changing to accrual accountimgas$ just a good idea at the back of everyone's

mind' (IAID, Interview 21) because nothing transpired.

In 2004, a new Minister of Finance was confrontaethuwhe challenges of EU membership.

The government started facirftqhancial pressures in order to meet and maintain the

Maastricht criteria tied to EU membership and tkeision to adopt the euro by 2008. These
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financial pressures took precedence. But sincedgjulations and standards do not require a
member state to have an accrual accounting sysdech,only require a form of accrual
reporting, the Maltese government endeavoured heradto these requirements. Once these
requirements were being met, the wind that was inigun the sails of the accrual accounting

reform at central government level stopped.

Therefore, financial pressures acted as a detearréhe case of Malta, rather than a stimulus.
And it appears that it still is. The accrual acdmmreform has not been abandoned because
the apparent motions are still there: the comnstee®d the preparatory work by the Treasury
are ongoing. But the process appears to havedtaltdle the administration is now waiting
for the EU to prescribe what needs to be done. Misb& explained in section 4, this may

prove to be a very convenient position, especiallfthe politicians.

Perhaps the most 'tangible’ stimulus now is thetfeat the current computerised accounting
system used by the government is outdated, artdpEsare not taken to replace it, the system
could suffer due to lack of technological suppdrhe government could thus see it as
opportune to change to an accrual accounting syggesan that the expense of acquiring a

new accounting system still needs to be incurréeréguirement to replace the IT system

Is another stimulus identified by Lider and JorZ898).

It appears, therefore, that the accounting reforotgss can be divided into two phases,

namely, 1999 to 2004 (before EU accession); and 200date (after EU accession).
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It can be argued that the prospect of EU accessas present from the start because the
government was striving for EU membership since7198vo things happened in 2004: EU

membership and a new Finance Minister. EU membgrgshnow part of the institutional

arrangement (a contextual variable), while the R@vance Minister represents a change in a
behavioural variable - a change in the politicdbme promoter. It appears that a change in
the combination of these two variables has redubedconduciveness of the environment
towards accounting reform. It also appears to tefected and changed the reform concept

itself.

3.1.2 Institutional arrangements

The legal systemmay affect the flexibility of the governmental aonting system. Less
flexible legal systems tend to be less conduciveeforms, or at least tend to slow down the

reform process.

The legal structure in Malta is Continental Eurapéavil law), and the fiscal legislation of
the central government has been inherited from ntalotimes. The legislation and the

supporting regulations are very important in guidaaiministrative actions.

There is no Government external body that issuédefines on government accounting in
Malta. All the financial rules and laws are issudParliament, the MFEI, and the Treasury.
And they are all mandatory, even if they are caldgddelines and instructions'. The financial
regulations require all accounting officers to abioy circulars and notices issued by the

MFEI or the Treasury.

269



The FAA Act and the GFR lay down strict rules amdgedures that are required to be
followed by all government officials. The legistati refers to cash-based accounting, with
emphasis on budgeting and budgetary control. ktiBps the content of the annual Financial
Report prepared by the AG, and the format of theuah Budget (known as ‘Financial

Estimates’) that is presented for approval to thedidment by the Minister of Finance. The

regulations also specify the procedure requiredHfempreparation of the Financial Estimates.

Nevertheless, the legal system cannot be considasednfavourable to changes in the
accounting system because the FAA Act itself alltivesissuance of further instructions and
new rules in the form of circulars and notices hbg Ministry and the Treasury. In fact, the
compilation of accrual data by the departments, isdollection by the Treasury, are not
procedures which are laid down in the legislationt are simply the result of a number of
Treasury circulars. The majority of these circulavere issued at the beginning of the
accounting reforms, but then trickled to nothingea®004, as the terms of reference of the

Accrual Accounting Task Force that was preparimggéhcirculars became doubtful.

The powers and flexibility of the Minister of Finemwere enhanced by the 2004 amendment
to the FAA Act. With this amendment, the Ministancdetermine government accounting
standards and give them legal backing by means ©imale legal notice, thus bypassing
Cabinet approval. The other possibility that waggasted by the AG is to issue a directive
through the OPM, as this has the power of the Eeprding to the Public Administration

Act.
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The existing financial legislation was enacted 864, on the doorstep of the country's
independence. The administration, economy and kgals of the country has changed since
then, and the financial legislation may not caterthe present circumstances. But there is no
consensus as to whether the 1962 legislation shioelldcrapped and totally replaced, or
slowly tinkered with so that amendments and charayesdone gradually. A new Public
Financial Management Act was drafted in 2002, buias set aside when the administration
changed in 2004. The PS claims that the new Actiascomplete, and he would prefer to
introduce gradual changes to the rules in ordexvtmd confusion. But perhaps the proposed
Act had contained certain provisions that were axteptable for certain stakeholders, for
example, the carry forward of unused allocationfurids, and the requirement for each

department to have its accounts audited by a grigadit firm.

The Maltese legal system tends to be favourablgoiernmental accounting reforms, but
may cause delays in implementation if it is decitiedeplace the existing law. Also, since
Malta became an EU member state in 2004, EU duestneed to be transposed into law. As
to accounting reforms, the Maltese Government 18 na@iting for instructions from the EU
Commission in order to proceed, especially withardg to government accounting standards.

The legal system may thus now effectively be a tregéactor.

Malta is a unitary state with a one-chamber padiatnThere is an unbalanced division of
power favouring the Executive because the goverhmaed parliamentary majority are
closely identified with one party. A low degree mdlitical competition between Parliament

and the Executive branch makes thate structure conducive to government-induced

reforms, because whatever laws the Executive pespase very rarely contested by the

271



Parliament. But if the government does not propaseh reforms, nothing is done, and the
Parliament has no power to induce them. This is Wwiigler (1992:124) states that lack of
political competition creates an unfavourable emwinent for the development of the

governmental accounting system.

Perhaps the state structure is irrelevant in tlse cd Malta for the purpose of government
accounting reforms, because there appears to beneraj consensus from both political
parties in supporting the introduction of an actagounting system at central government

level.

When discussing the influence of thige of a jurisdiction as an implementation barrier for

innovations in the governmental accounting systaider (1992:118) explains that:

... as the size of the jurisdiction increases, texdirdand administrative problems of
implementing a new accounting and financial repatsystem multiply and cost of
implementation rises.

While it may be true that governmental accountimgoivations might be easier and cheaper
(and thus more likely) to implement in smaller coigs, other problems arise that counteract
this argument. For example, Local Councils in Maltre required to use an accrual-based
financial reporting system soon after they were wget All Local Councils adhere to this

regulation with no apparent difficulty, even thoutiie extent of the use of accrual-based
financial reports for decision-making is doubtfid & appears that none of them actually
prepare an accrual-based budget nor apply a cosuating system. The size of the Local
Councils is very small, and perhaps could be coetgao the size of parishes on an

international scale.
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But when it comes to applying accounting reformsaaitral government level, which would
be a more complicated process, the findings shaivttte small size of the country actually

acts as a negative factor on the reform process.

Due to limited resources, the administration caraffurd to have employees specialising on
one issue, but these need to be involved in atyavietasks. The advantage of administering
a small country is that you can get the top peopiether around one table. But the same
small cluster of people are required to take orrélsponsibility of many things. While a large

country can afford to have more staff who are spsed.

The actual level of human resources then acts @mnstraint because it would need to be
concentrated on issues that are top priority, witier processes being placed temporarily on
a 'waiting list'. For example, the importance gitereuro adoption is described in Chapter 5
as a factor that may have negatively affected tioeunting reform, because limited resources

were being absorbed by this issue.

The size of the jurisdiction is important when ddesing theadministrative structure as a

contextual variable. The administration at centeakl is divided into 12 ministrié% with
each ministry being divided into a number of goveent departments. There are around 50
government departments overall, but the actual munabries each year. Each ministry then
has a number of independent government entitidsiwits portfolio, but these entities have

their own accounting system which is accrual-b&Sed

% The number of ministries increased to 15 undenthe administration as from 9th March 2013.

100 These are the entities that evolved from the deaksation process because it was perceived tipaivate
management approach would overcome the inefficksnof the government departments that were prayidin
certain services.
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The accounting reform under study concerns thestmies and the government departments.
While there is an accounting function within somepartments, there is definitely an
accounting function within each ministry that ispensible for the accounting system of the
ministry and its departments. These are known aS.[erall control of the accounting and
budgetary systems is then centralised at the Mmi#ih the Treasury responsible for
accounting; and the Budget Office responsible figr budgetary system. The administrative
structure of the central government is thereforghlyi centralised, even though there is

potential for more delegation of responsibilitiesl @uthority at least at ministry level.

While this centralised system may be desirable risuee consistency and uniformity of
accounting reform across all the departments andistries, it concentrates a lot of
responsibilities and pressures on small groupsewipje, namely, the AAWG within the
Treasury and the Accrual Accounting Task Forcenjoatever the committee may be called -
it still consists of basically the same individgal§his may appear not conducive to
accounting reforms. However, when some of the nesipdities of the Task Force were
delegated to other directorates within the MFEt, dgample, when the new legislation was
given to the Director General Strategy and Openati@and the accounting standards to the
Director Financial Policy, the work on these aspaiftthe accounting reform stopped. But
this may have been the result of the change inhaweural variable, namely the change in
the political reform promoter. The political reformpromoter affects the institutional

arrangements.
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It appears important that the institutional arrangets are not used to scatter the
responsibilities of the committee that is ultimgtedsponsible for the accounting reforms. In
other words, all the aspects of the accountingrmefehould be the responsibility of one

committee in order for the reforms to have the ity of success.

The institutional arrangements, in particular tdenaistrative structure, appear to be creating
a conflict within the MFEI itself. Especially withegards to the actual functions of the
Treasury and its role, or expected role, in theoanting reform. It appears that more
communication is required in this respect so thadrd is a clear definition of roles.

Responsibilities of the actors involved in the astng reform should be clearly defined and

not assumed, otherwise it may result that notrsrarctually done.

Accrual accounting is not a salient topic in theblpuiservice, andif the government can
forget this topic and leave it cooking slowly, itliv(PAC2, Interview 6). Lack of accounting
skills and lack of familiarity with certain accoumy practices, in particular those closer to
business accounting, is pervasive in ¢hel service. Many civil servants responsible for the
accounting services, do not have a financial bamkgl. Besides a handful of accountants,
the major educational background is economicsjstt#, law, public administration or
public finance. This serves well, given that tha@in responsibility concerns budget (legal)
execution, but otherwise, the attitude towards #Heeounting reforms appears rather

misinformed and, therefore, not fully appreciated.

A civil servant can find him/herself working in tleecounting function without having any

accounting knowledge, let alone an accounting foation. Besides a short course on how to
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operate the DAS, no particular training in accoumtis provided. All that one can expect is

some "hand holding" by a colleague.

All the DCS interviewed expressed their concernualdack of suitably qualified support
staff. While working in the accounting function wdunvolve more responsibilities, there is
no financial compensation for this, which makedifticult to attract appropriately qualified
personnel. It appears that accounting positionkiwithe public service are not adequately
promoted by the government, which thus fails toaattsuitable professionals as these would
prefer to work in the private sector. Perhaps thiglso partly a failure of the education
system because accountancy courses are primarépted towards business accounting
practices, focusing solely on private sector opputies. There is also a deficit in the legal
framework since there is no professional set upptdslic sector accountants, that is, there is
no particular professional training or requiremeiatis accountants to practice in the public

sector.

This situation appears to be changing only in regears. The OPM had set up a Centre of
Development and Research Training, which organisegus courses for public service
employees, including one on financial managemeite MFEI had also requested the
University of Malta to design a particular course Public Accounting and Finance, which
started being provided as from October 2010 tdectsl group of public service employees
working in the accounting function. On its part fiesn October 2012, the University has also
included an elective on Public Sector AccountingtsnMasters in Accountancy which leads
to eligibility for the warrant to practice as arcaantant in Malta. The intention is to promote

more awareness about accountancy practices andtopipies in the public sector.
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The restructuring of the Treasury led to the sebiufhe Government Accounts Directorate in
2006, and this division is headed by an accountasitat March 2013, there are only two
other accountants working in this division, but ieector is endeavouring to increase this

number.

In July 2012, training on IPSAS in particular was\pded for a group of top officials in the

civil service, including non-accountants. As pothteut by the partner of the consulting audit
firm (Interview 14), in a large organisation likbet government, accounting knowledge is
required at all levels of the structure and notlgoht the top. Perhaps if the trend that has

started is maintained, this objective will be eweatlly achieved.

The findings indicate that the features of the Kt civil service, in particular as to
accounting knowledge and exposure, the tendenegorging towards characteristics more
favourable to governmental accounting innovatidikile the ex-Chairman of the Task Force
(Interview 8) described the resistance that hedrexuntered from civil service employees at
various levels of administration, it now appearsattthere is a general expectancy and
eagerness for accounting reforms from the minstrdend even the partner of the consulting
audit firm (Interview 14) believes that the govemsmhis presently better equipped with

suitably qualified personnel to implement accountieforms.

As to theculture variable, which incorporates social, political and admiraste tendencies,

Luder (2002) expects a most favourable climatenude a combination of risk-taking,

individualistic, openness and responsiveness togéreeral public's needs. This variable is
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somewhat complicated and difficult to describeha Maltese context, because although the

country appears advanced in certain respectssiillign the process of modernisation.

The traditional paternal system of government,escdbed in section 2.1, has a large role to
play in the culture variable. The democratic stetof the government demonstrates a
tendency of a high level of responsiveness to #eda and demands of the general public,
together with an increasing level of transparentyolitical and administrative processes.
Parliamentary discussions are publicised in theianadd meetings of the PAC are open to
the general public. The government's website igrestte, providing access to information
about the various ministries' activities and pulsivices. The Auditor's report, the annual
Financial Statements, the Financial Estimates apce@udget publication, are all available
on the MFEI's website. Pre-budget discussions @ feeld with the various stakeholder

groups.

On the other hand, there is a certain degree lofanersion considering, for example, that the
same political party remained in government foryg&rs®®. Abrupt changes do not appear to
be desirable, and the inclination is towards intidg gradual reforms. The findings show
how the PS does not wish to change the financgitlkgion, but prefers to work on the
mentality of the employees and slowly introduce meeasures. The findings also highlight
risk aversion in the cautiousness shown towarasmef in government accounting because of
the uncertainty about their impact on financial ojng, especially on the results being
reported to the EU. This aversion to risk may be ai the underlying reasons why

government accounting reforms have been long-windedlti-step and with no apparent

191 The Nationalist Party held the government seanfi®87 to 2013, except for a short interlude in7188d
1998, when the Labour Party was in government. [&itier was elected in power in the last Generattitias
held on 9th March 2013.
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actual target. The accounting reforms appear tce hatalled now, with the government

authorities waiting expectantly for directions fraohe EU.

The characteristic of individualism vs collectivisis rather a generalisation because the
administrative structure could either promote andeir these traits. The small size of the
island does promote individualistic competition{ participation on various committees and
group work are also popular, and many prefer natoioe an opinion perhaps out of fear of

labelling, which is very easily carried out in aahsize population.

When the government accounting reforms started, tthe main actors were rather
individualist, and the reforms were managerial-einivThe ex-Chairman of the Task Force
(Interview 8) promotes individualism when statingatt the demand for accounting
information should come from bottom up and not weesa. He also holds the opinion that
the Treasury Officials should take a more firm audive role in the accounting reforms.
When the actors in the accounting reforms changeitectivism became more pronounced,
with actions depending a lot more on committee slens. There is a certain hesitation by

individuals to take decisions. And the accountigi@mms became more accountability-driven.

The culture variable appears to depend on thedfpetors involved in the process, that is, it

overlaps on the behavioural variable.
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3.2 Behavioural variables

Luder's FMR Model gives distinctive roles to refodmvers, political reform promoters and

stakeholders (Luder, 2002), but the findings shbat these roles may overlap in practice,

especially the roles of reform drivers and stakeéid. As described in chapter 2, sometimes

it proved difficult to classify an actor in a spicrole, for example, the NSO.

3.2.1 Reform drivers

The Accrual Accounting Task Force is tgevernment committee specifically set up to

design and implement the required accounting redaaincentral government level in Malta.
Basically, the same group of people constitutethinee committees that evolved to deal with
the legislation, the accounting standards and yeem specifications. At first, the output of
these committees appeared satisfactory to theigavlieform promoter, but when the latter
changed, the influence of these government comesittiecreased dramatically: the proposed
legislation was shelved; the IT system specificetiovere sent back to the drawing board;
while the MGAS were overridden with the decisioratiopt the IPSAS. The findings lead to
suggest that this reform driver now only existspaper: it has lost its effectiveness; and

meetings are rarely held.

The first chairman of the Task Force was a govemnfieancial officer, an accountant, a

strong character who believed in the reforms armmpted them. It appears that he had a
good relationship with the Minister of Finance fa time, and thus the reform driver and the
political reform promoter held the same vision althie accounting reforms. As a result, the
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reforms progressed. The chairman 'owned' the atiogureform, but he did not have the

power to enforce it - this power was held by theister of Finance.

When the Minister of Finance changed, this affethedinfluence of this reform driver, and it
appears that the views of the reform driver andnne political reform promoter were not on
the same wavelength. The tempo of the reforms idfeas for a time, the terms of reference
of the Task Force were being questioned. The dlmtaf funds for the reform, which were

always a problem, dwindled further.

Eventually, the chairman of the Task Force retaiaed his responsibilities were scattered on
other government officials, resulting in loss ofretship of the project. The successor, that is
the Director General Strategy and Operations, beaasponsible for the accounting reforms
overall and for the development of the financigjiséation. This government official is an
accountant as well, but the accounting reform is e sole responsibility. It is one task
amongst many others, and since he has not receisgdctions to give priority to the project

from his superior, it has been ‘placed on the lacker' in the meantime.

The responsibility for the accounting standards wa®n to another government official,
namely, the Director Financial Policy. This Directs not an accountant. While he
acknowledges the importance of this aspect of doeunting reforms, once again, it is just
one task amongst many others that claim his imneditiention. This Director is a member
of the committee responsible for the accountingddeds, that is the IPSAS Committee, but
this committee is being chaired by the PS of theEMRvho has the power to enforce the

reforms, and thus is the new political reform proano
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These two new reform drivers are not exercising arilpence on the political reform
promoter, but are awaiting instructions from himoirder to act. They do not demonstrate

individualistic characteristics like their predesess

The ex-Chairman of the Task Force (Interview 8)estathat one way to hold back the
accounting reforms is to place the project in tlands of officials who are not really

interested in the accounting reforms. The way tihataccounting reform has slowed down to
a near standstill perhaps affirms this view. Thegtaility that these changes were intentional

in order to have this braking effect, cannot bedweded.

Professional interestin public sector accounting appears to be weadlaita. This is typical

of countries in Continental Europe as identifiedUilder's (1992:114) comparative study. It
appears from the findings that there is relativ#tie business potential for accounting firms
in public sector audit engagements. When the adcwuneform started, however, the Task
Force had appointed private audit firms to carry studies on certain aspects of the
accounting reform. These studies are referred ubthe influence appears to stop there. A
professional association particular for accountantthe public sector does not exist. The
MIA, which is the Maltese professional body for Acntants, is more concerned with the

private sector.

When the government accounting reforms startedethas some enthusiasm even at the
MIA, which set up a public sector committee withe tmvolvement of an accountant in

government employment. But the interest eventuadyped mainly due to the passage of time
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and lack of initiative and interest from the gowveent side. The professional body does not
attempt to make governmental accounting reform litigad issue or to somehow try to

influence political decision-makers.

There are naaccounting standard setting bodiesn Malta. The private sector has been

adhering to IFRS since 1998 When the government accounting reforms startesl Task
Force, with the assistance of a private audit fulesigned a set of MGAS, but these standards
were never effectively used, and have now beeracepl with the IPSAS. The PS (Interview
9) considers the IASB (and the similar IFAC and AB8) as more suitable to issue
accounting standards since it is an internationaflgognised body. While government
officials do not take a direct interest in the pponcements made by international bodies,
such as IFAC and IPSASB, regarding public sectaoawcting reforms, these international
standard setting bodies have still managed to enfte the Maltese Government but only

through the auspices tie EU.

Through their advice, talks and publications, tRAC and the IPSASB have managed to
make governmental accounting reform a politicaliésend have succeeded in influencing
political decision-makers at EU level. The IFAC atite IPSASB can, therefore, be
considered as reform drivers at EU level. It isnthiee EU, and Malta's membership in the

EU, that acts as a reform driver for governmentabanting reform in Malta.

192 The Companies Act of 1995 made this a legal requémt. The GAPSE were designed for small and micro
businesses in Malta, and these are based on IIPRSr to 1995, the IASB's international accountstgndards
and the UK's Statements of Standard Accountingtiea¢SSAP) were considered as best practice by the
Accountancy profession in Malta.
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Malta's EU membership status also requires duetatteto be paid to the statistical reports

that are submitted to the EU, which reports arepifueluct ofnational accounting These

reports are so highly regarded and given utmosbitapce, that the standards on which they
are based, namely the ESA95, are highly influemirathe development of the governmental
accounting reforms and are even affecting the mefooncept itself. One can conclude that
national accounting and the ESA95 are reform dsitkat are proving to be very influential

on the political decision-makers. This concurs wilgald and Georgiou (2011) who describe
national accounting as an epistemic community. T9s88e is discussed further in sections 4

and 5.

This argument leads to assessing NSO as a reform driver due to the role that this effic
plays in the accounting reforms. The advice of dffge is sought for all financial decision-
making, and it is involved in the accrual accougtmeform to guide the political decision-
makers as to the impact of any changes on natemwdunting and statistical reporting. The
NSO is also a stakeholder because the governmentiaiing reform will affect its work
procedure. But it is also a reform driver due t® pnominence it is given in decision-making.
For example, comparing the NSO with the NAO, one mate a significant difference in the
level of influence that these two offices can exkrtfact, the NAO cannot be considered as a
reform driver in the Maltese governmental accountiaforms, and is only influential on
matters that concern the office itself, for exampleganges in the legislation concerning audit
procedures. A similar conclusion can be drawn atloeitPAC. While the PAC can enquire
about the accounting reform and encourage impleatient it has no actual power to enforce

action.

284



Besides National Accountingpistemic communitiesrelevant to this study do not appear to

exist in Malta. There may be scholarly networkspoofessional associations who share
common views on the main features of the reforn tihey are not effective, and they do not

try to influence the governmental accounting ref@mocess.

The analysis of the findings leads to the conclusi@at, with the exception of the EU, overall
the reform drivers either have no effect on thatigal reform promoters or may actually
promote change but not in the originally intendeckation. While the EU is a powerful
reform driver, its views on the main features of@mment accounting reform are still under
discussion, and thus its effect on the reform cpnhde still unknown. Having said this,

however, it can be assumed that the EU would prenmotovations.

3.2.2 Political reform promoters

Except for a short intermittent period when Bréme Minister himself was responsible for

finance, ever since the accounting reforms at aéngovernment were launched, the

Ministers of Finance were accountants by profession. This did not nake difference on

the outcome, that is, the accounting reforms wetesaccessfully implemented.

As members of the Executive, both held the powdselgin and complete the reforms. The

findings reveal that the two ministers perhaps dat share the same vision about the

accounting reforms.
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The Minister of Finance who initiated the refornms 1999 believed in the importance of
implementing accrual accounting at central govemni@vel, and upheld its importance as a
management tool. His enthusiasm for the projececiagfd the other actors and wholly
supported the main reform driver, being the firetitman of the Task Force. The Minister of
Finance and the main reform driver shared the saewves about the accounting reform and
they are both described as 'champions’ for thewmng reform. As at 2004, all the

groundwork was ready to begin implementation, bentthe Minister resigned from office

due to internal political mattefs.

When the Minister of Finance changed in 2004, thast of the accounting reforms slowly
waned. Various factors could have contributed tolwainis as suggested by the other actors in
the reform. For example, the new Minister couldéhéound himself overcome by a series of
events including the demanding requirements of Edsnivership and euro adoption. Due to
efforts in controlling debt and deficit to be imd with the Maastricht criteria, it was never
opportune to expend funds on perhaps not so negebsak-end procedures like the
implementation of a new accounting system. It caalkb have been a matter of different
personal characteristics in that the new Minisger,an auditor, was perhaps disillusioned
about the utility of accrual accounting at governtaélevel. One participant referred to the
possibility of political jealousy, in that a newmister in office would wish to start with a new
slate and thus dismantle the work done by his mestor. Perhaps the new Minister of

Finance was affected by a combination of all tHestors.

193 The Minister of Finance had contested for pargd&rship in 2004 but lost. This created some iafern
political friction within the party, and the Priniinister took over the Ministry of Finance, appaigt another
accountant as Parliamentary Secretary at the MyniSubsequently, the Parliamentary Secretary bectn®
new Minister of Finance.
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The PS of the MFEI is thehief financial adviser of the Government. The position of PS is

not political, but it is the highest grade in theilcservice (after that of Principal PS), and the
person filling this post is personally chosen bg Minister on the basis of mutual trust. The
PS would thus reflect the policy of the Ministemdavice versa, that is the Minister acts on the
advice of his/her PS. The new PS chosen by the Mmister of Finance assumed full and
direct responsibility for the accounting reform jexd. His power is such that he can be
considered as a political reform promoter, becalighe other actors in the reform follow his

decisions and directions.

Although the PS is very supportive of training, garticular in the accountancy field, the
reform project is not his sole or main item on éigenda. Therefore, he cannot be described as
a 'champion’. Perhaps this is why the project & described as 'an orphan’' (GT, Interview
14). While the PS is professional in the executbriis responsibilities, his background is
statistics and economics, and thus his view orattweunting reforms tends to emphasise the
importance of national accounting rather than gowent accounting. And the resulting
direct influence he exercises on the reform concemt that direction. He has managed to

change the process of implementation to suit l@&sion the reform concept.

National Accounting and the NSO are thus the mafiorm drivers now affecting the political
reform promoter. While the behaviour of the poéticeform promoter is directly influencing
the reform concept, the implementation strategye ihstitutional arrangements, the
stakeholders, including parliamentary members,euvmh the reform drivers, for example, the

members of the Government committees in chargkeeo&tcounting reform and the PAC.
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The members of parliament in Malta are not political reform promoters, besauthe

parliament is not strong enough to enforce refoagainst the resistance of the executive
(Luder, 2002). The members of the opposition supih@ accounting reforms but they have
no power to enforce it. They could influence thakeholders and even perhaps the reform
drivers, but they are not powerful to enforce ahgrgges because the majority in parliament
is the same as the executive branch. The actual vsupport can only be tested should

there be a change in governméht

The analysis of the findings thus may lead to tbectusion that governmental accounting
reform in Malta enjoys a lot of lip service but pickl will and support is lacking, as the

process appears to be only apparent and half-ldearte

3.2.3 Stakeholders

Stakeholders are institutions or positions thatadiected by the reform, either in a positive or

a negative way.

Due to its involvement in the decision-making psxencluding the annual budget
preparation, th&lSO has been included with the reform drivers, big das well a stakeholder
since it does have an interest in a more infornreatiecounting system that is more in line
with the accrual system used in the National Act®uBince the government uses a cash-
based system for its accounting, the NSO is respl@f®r converting this data in accordance

with the requirements of the ESA95. At preserg, M5O places a lot of reliance on the work

194 This hypothesis can be tested now by a futureystsitice the General Election held on 9th March201
resulted in a change in government.
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of the Treasury in collecting accrual data from twernment departments. As already
described, the overall influence of the NSO may betin line with the original reform
concept and may have contributed to the redefimhdghe reform objectives, with more

emphasis on the requirements of the ESA95.

On the other hand, tH¢AO and thePAC are stakeholders who are not so influential on the
political reform promoters. Their views appear rore in line with accounting reforms that
are managerial-driven rather than accountabilityedr. The same applies for th&ID , even
though the latter appears to be more informed abowtthe reform concept has changed and
appears willing to be flexible and open to any kaicchange that results in an improvement

in the accounting system.

The Maltese members of parliament are the representatives of the general public.

Parliamentary members are stakeholders who, aadgiréescribed, give the appearance of
upholding an accounting system that would impromadparency and accountability but
perhaps are not so well-informed of what changesrequired in order to achieve this. The
majority of parliamentary members do not have arfoial background and includes mostly
medical doctors and lawyers. Subsequently, theyeasdy persuaded by the opinions of the
political reform promoters. One result of this &t the PS of the MFEI has convinced the
majority of parliamentary members that an accruaoanting system is in use because

reporting to the EU is on an accrual basis.

The general public as such does not appear to care for the accousystgm used by the

government. The main concern is the impact of thdgbt measures on the standard of living.
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As already explained in the section about cultarenstitutional arrangements, there is no
education being provided about public sector actiognthat could perhaps trigger a
particular interest by this stakeholder group. Bpshthe recent changes could initiate some

form of interest in the future, but it is still t@arly to consider at this stage.

The Treasury is a very important stakeholder that has persistets work in the accounting

reforms. Due to its reluctance to initiate reforitself, however, it cannot be described as a
reform driver. Even its potential influence as aksholder is dampened due to the position
that it is taking with regards to decision-makiaggd in its persistence to regard itself as 'the

executive arm' of the MFEI rather than the decisaker.

The line_departments appear to be supporting the accrual basis bedheyeare expecting

that this will mean the end of the annuality prpiej which would enable them to better plan
and manage the resources that they are allocatedednce the reliance that they feel they
have at present onhie mercy of the MFEIDCS4, Interview 17). They appear to expect that
they will have more autonomy with an accrual actimgnsystem. Have they been given this
impression in order to increase their support andperation to the reform? Or was this truly
the original intention, which has now changed wité political reform promoters? It appears
that the line departments are misinformed abouttwha implementation of accrual

accounting would mean for them. Is this being dpugosely to maintain their support and

reduce resistance to change?
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Perhaps the line departments would be satisfied wihew IT system, which is more user
friendly, together with some freehand to carry fardvunused funds. This appears to be their

actual expectation as to how an accrual accousyatem would affect them positively.

The analysis may therefore lead to the concludham the stakeholders are not offering any
kind of resistance as the political reform promoteamely the PS, has led the key
stakeholders to at least a neutral position. Adogrtb Lider (2002), such a situation should
have a positive impact on the reform process, buhé case of Malta, the result is that the
reform is proceeding in the direction chosen by B according to the ‘revised' reform

concept (as described in the following section).

3.3 Instrumental variables

3.3.1 Reform concept

The reform concept is the target that is being méan innovations that allow the
governmental accounting system to provide infororatiuseful for ensuring financial
accountability and sound financial management. liteeture suggests that it is a normative
assumption that accrual accounting is superioragh caccounting. Comments likd?ublic
sector accounting is tragically cash-drive(MIA, Interview 1); "Reporting using accrual

basis would be as it shoulDCS5, Interview 20), appear to confirm thiswasgtion.

The actors involved in the reform process holdasiopinions about the requirements of the

public sector, in particular the type of governmaotounting system. These varied opinions
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create an aura of uncertainty, detracting from dffectiveness of the requirements of the
public sector reform as a stimulus. The behaviouaalable is very important in this respect,
because this uncertainty appears to also be aftptitie development of the reform concept

itself, according to the beliefs of the particudators.

The cash-based system is criticised because it mateproduce a comprehensive picture of
the government's activities. On the other hand, dash-based system is simple,
understandable and does providggadd form of contrdl(GT, Interview 14) and curbs over-
spending. These arguments appear to support thve that cash-based accounting and
reporting are still important for government, atbedt enough, and it would be ideal if the
cash-based accounting system is complemented witte other form of accounting that

would measure the efficiency and effectivenesfiefgovernment's operations.

The cash-based accounting system is also critidis®duse reports can be easily window
dressed to suit political objectives, allowingndre leeway for certain creative accounting
(NAO1, Interview 15). But is this not true for anype of accounting system? From the
experiences in the private sector, can the accoapt@rofession vouch that an accrual
accounting system, producing reports accordingFiRS, cannot be played around with to
cater for the reporting entity's requirements? Wdiabut the level of subjectivity and the
element of judgement required in IFRS accrual actng reports? Anthony (1985:168)
claims that all accounting reports are approximatidngiowever, Anthony (1985) overlooks
the possibility that even the private sector may mave the intentiontd arrive at the best
approximation possible but rather to come to a predetermined bottom lin&uch

manoeuvres are not particular to government acaaynt
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The risk of manoeuvres can only be reduced wittafidiscipline supported by a solid system
of internal control, irrespective of the type ofcaanting system. It is the system of
governance that counts. Inefficiencies need to dedtdvith at micro level, improving the

quality of the input, so that benefits flow upwardssulting in an accounting system that can

be used as a management tool and support deciskimgn

Will an accrual accounting system induce bettecigime in the departments? Some of the
stakeholders believe that it will, or rather expdcfrom an accrual accounting system,
because on the other hand they do recognise @ahgddd foundatiohis required in order to
get a meaningful and useful result. The more techrstakeholders go a step further and
recognise that accrual accounting would facilitatenanagement accounting system that is

essential for decision-making like output measumraed investment appraisal.

When the accounting reforms at central level stiatiee idea was to implement a full accrual
accounting system that will be used as a finanoi@hagement tool, in addition to the cash-
based system. The findings described in Chaptev&at that uncertainty surrounds the utility
of accrual-based budget. And the PS (Intervieww8)o is a political reform promoter, is
rather sceptic about the innovativeness of the wadarg reform. While the DGA (Interview
2) confirmed that the actual output from the actmgnreforms is a concept that is still work

In progress.

The reform concept is under the direct influencehef political reform promoter, that is the

PS, acting on the advice and opinions of reformeis. The main reform drivers in the case
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of Malta appear to be the EU and National Accountifhe reform concept appears to have
reacted to this feedback, and is now tantamouptrawiding more reliable data for national
accounts and statistical reports. If this is noe fisform concept, then one can argue that the
reform concept has not only changed but is evemgbechieved, and, therefore, the
government accounting reforms have been succegsfuthpleted and no further changes are

required.

3.3.2 Implementation strategy

The main problem relating to staff qualificatiorestbeen identified and staff training is being

provided. Until recently, the staff training proeidl cannot be described as systematic.

The process has always been authoritarian andaflgnguided, which should be more
conducive to a successful reform. However, ceguadance appears to be lacking at present:
the intention is there, but the change in the adrative structure and the behavioural

variable have reduced the actual quality of thislguice.

A multi-step approach has been chosen, with th@aoedion of the trial accrual-based
financial statements considered as the required f@bting. But a new accounting system is
required in order to initiate the implementationtloé¢ accounting reforms and this decision is
still pending. So even though the planned implesie&n strategy appears to be adequate and
ideal for a quick and successful implementatior, dlbtual decision to proceed is still being

withheld.
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The reform concept has changed due to the extdedgth of the implementation period and
the change in contextual and behavioural variablesg this period of over 13 years. But

perhaps it was never intended for innovations taapélly implemented.

The set up for the accounting reform is all théxd, it may be that this is all for appearances
sake as the political will to change is missingr Baunsson (1989), Christensen and Laegreid
(1998) and Pollitt (2000), there are differencesnvieen ‘reform talk’, ‘reform decisions’,

‘actual implementation of reforms’, and ‘result¥ofres and Pina, 2004:450).

3.4 Liuder's FMR Model for the Maltese central governmern

The accounting reform of the Maltese central goresmnt has been a long winding process
that is still unfinished business. The findingsealvthat the process has experienced two
phases. The reforms started out, in 1999, mainlypagerial-driven, with the aim being a

more efficient, effective and economic public masragnt. The accounting reforms were part
of a comprehensive administrative reform, and theas no apparent fiscal stress. Changes in
the political reform promoters in 2004, resultedhia reforms becoming more accountability-

driven, with major emphasis on external reporti8gme fiscal stress may be apparent here

due to EU accession.

This change was not planned and did not happentiatally, so the two periods cannot be
described as particular phases of the accountifgeme The phased approach to the
accounting reform was suggested by Bailey (1998)rémsitional countries and was used by
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Jorge (2005) and Haldma (2006). It does not appeapply in this case, but as Haldma
(2006) had concluded in the case of Estonian mpalities, the findings show that the
materiality of various factors differ between theotperiods resulting in different effects on

the outcome of the accounting reform process.

As summarised in Table 14, a positive environméaat tvas conducive to innovations at
central government in Malta was present duringoirgod 1999 to 2004. The overall positive
effects of the behavioural and instrumental vadapltogether with the stimuli, could
overcome the negative impact of the institutiorrehragements. The environment appears to
have changed to a negative one in the period 20@913. The only positive stimulus is the
need to change the outdated IT system used fandiaBmanagement, but even this could be
replaced with a new version of an identical systéime institutional arrangements remain
negative. The negative impact of the reform driveard the political reform promoters have
neutralised the position of the stakeholders armdréform concept itself. The length and
guality of the implementation strategy are alsoitig\a negative effect on conduciveness to

innovations. The long-winding process can be itifig 'reform fatigue' on the project.

Since it appears that the political reform pron®tand the reform drivers have taken the
stance to await EU direction before proceeding wilte accounting reforms, it is now
essential for the EU to provide the appropriatestus in order for accounting innovations to
proceed. While nothing can be done about the dizleegurisdiction, which has increased in
its negative impact due to increased administraiveden, the political reform promoters
have the power to affect the administrative stnggtthe civil service and even the culture, in

order to make them more conducive.
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Table 14: FMR Model in Malta - Interference of Environmental Conditions to Governmental Accounting
Innovations

1999 - 2004 | 2004 - 2013
Criteria Conduciveness to Innovation
CONTEXTUAL VARIABLES
STIMULLI:
» Requirements of overall reform of whole Public Adisiration + =
» Dominating doctrine of superiority of business acaing + +/=
» Financial Pressures (from EU membership) =/+ +/-
»  Economic crisis = =
» New IT System requirement =/+ +
+ =
INSTITUTIONAL ARRANGEMENTS:
» Legal system -I+ +/-
» State structure = =
»  Size of Jurisdiction +/- -
»  Administrative structure +/- +/-
» Civil service +/- -I+
» Culture -+ +/-
BEHAVIOURAL VARIABLES
REFORM DRIVERS
» Government Commissions -/+ +/=
» Professional Associations +/= =
» International Standard Setting Bodies = =/+
> EU -/+ +/-
» National Accounting and statistical office = +/-
T B
POLITICAL REFORM PROMOTERS:
» Members of Parliament = =
» Members of Government + +/-
T -
STAKEHOLDERS:
»  Statistical Office = +/-
»  Audit Institutions +/= =
» Parliament = =
» General Public = =
» Treasury + +/=
» Line departments +/- -+
+ =
INSTRUMENTAL VARIABLES
REFORM CONCEPT + +/=
IMPLEMENTATION STRATEGY:
» Training -/+ -+
» Central guidance + +/-
»  Authoritarian + +/-
»  Multi-step + +/-
» Implementation period +/- -
T B
OVERALL ASSESSMENT Favourable + Negative -

KEY: + Favourable; - Unfavourable; +/ - Sometinmgavourable; -/+ Moving towards favourable; +/= Vittg
towards not important; =/+ Moving towards importantNot important/no effect.

(adapted from Jorge, 2003; and Haldma, 2006)
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4 THE IPSAS DECISION

According to Chan (2006), accounting software isditess without accounting standards.
The importance of appropriate government accounstagdards to guide the accounting
reforms at central level in Malta was recogniseghtrifrom the start. One of the sub-
committees of the Accrual Accounting Task Forceugein 1999 was entrusted with this task.
The MGAS Technical Advisory Committee, did not slynpdopt the accounting standards
available at the time but deemed it necessary &ptathem to suit the requirements of the

Maltese Government.

The purpose of this section is to analyse how piiscess evolved over time with the
changing circumstances, which affected the con&txtibbehavioural and instrumental
variables, leading to the decision taken in Felyr2f11 to adopt IPSAS in full. The EU's
consideration of IPSAS for its member states andtwimay be the possible outcome of this

interest are also analysed.

Some of the arguments arising in this section Hawen elicited by Jones and Caruana

(2013a).

4.1 Which accounting standards?

Accounting reform at central government in Maltaswaitiated as part of wider reforms
undertaken in public administration, in an effaytrhake the operations of the government

more economic, efficient and effective. The undadynotion was to be more like the private

298



sector, with a management information system thmaviges timely, accurate and reliable
information on the financial and economic positiand performance of the government.
Business accounting practices and the underlyimguating standards were referred to for

guidance as their superiority is taken for granted.

Accounting standards are required as a guide teeaeththe desired output being a set of
financial statements that provide a true and faawvof the financial performance and
position of the government. Local Councils and goxeent entities that applied accrual
accounting from the outset were expected to comtia IFRS with no questions asked.
Adherence with IFRS is taken for granted and ne@m#iternatives are considered in spite of
the difficulties in their application for public &®r. This situation persisted even when
eventually the MGAS were formulated. None of thecdloCouncils or government entities
considered to change from IFRS. The applicatiolF&fS may make sense for government
entities with business-like operations, but maywpme some difficulties in practice for Local
Councils and entities that provide purely publio/gges. The underlying reason for the choice
of IFRS at this level may be the normative presaxerted by the accountancy profession
since Local Councils and government entities ardited by private audit firms. But the

consulting audit firm is a private firm as well,caits advice to the contrary was not heeded.

The situation is completely different for the cahtgovernment. It was never considered
appropriate to adopt IFRS at this level. Perhape,hthe difference between government
operations and the private sector is more pronalaocel many difficulties were foreseen in

their application. An attempt was made to devisetaof accounting standards that were more

specific to government accounting requirements taedMGAS were formulated. Reference
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was made to IPSAS, but these were still being dgesl, and, in their absence on certain
topics, IFRS were referred to. Perhaps this doesna&te much difference because IPSAS are
based on IFRS, therefore, the emerging MGAS waelik betsed on business accounting

standards.

The difference lay in the attempt to simplify timeeirnational standards and make them more
applicable and understandable for the local scenbriparticular, the MGAS Committee was
expected to eliminate the choices offered by aertaandards in order to streamline the
financial reporting of the government departmentsl ghe ministries. According to two
research participants (GT, Interview 14; IAID, Intiew 21), the Committee never got around
to finalising this task, therefore, the MGAS prdj@@s never really accomplished. Some of
the MGAS were used by the Treasury in the preparadi the trial accrual-based financial
statements for central government, and work hadestaon translating the accounting
concepts in the MGAS to more understandable comeation to government departments

and ministries in the form of circulars that clgrihe required procedures.

The application of MGAS may have proven to be apsmsolution, but the decision to

abandon the project and adopt IPSAS in full waspetpd by a general consensus of the
officials concerned and external bodies interviek@dthis study. The decision to abandon
the MGAS project was taken by the PS who effecyitebk over the Task Force in 2009. The
decision for IPSAS adoption was, therefore, paitlg to a change in the behavioural variable
who was being subjected to a set of contextualiastdumental variables that were somewhat

different from those experienced by his predecedserto the time difference.
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On the basis of their title, it is assumed thatABSare applicable for the public sector and
should, therefore, provide a point of reference dovernment accounting. The fact that
IPSAS are based on IFRS, that is, IPSAS are basdilisiness accounting practice, is not
only not seen as a problem but is considered as a googl fhive predominance of business
accounting practice appears to be still presemetbre, in spite of officials saying that

guidance is sought from sources specific for thaipsector.

No studies have been carried out on the suitabditylPSAS for Maltese government
accounting. The decision is not backed by some widlised plan as to their
implementatioi”. The decision is to adopt IPSAS in full and thery aroblems that may
require, for example, a policy of exclusion, wit backled as they crop up. The decision to
adopt IPSAS cannot be described as an informedidacaind was based on other factors that
will be described shortly. The study on the suitgbof IPSAS was carried out by the EU
Commission during 2012, which concluded that tHe@AB were not all directly applicable for
government accounting and they do not all effettiagldress public sector specific needs.
Some of the IPSAS require substantial revisions di@e conceptual problems

(COM(2013)114).

In a way then, the procrastination of the Maltesw&nment has proved advantageous since
the EU Commission will now be carrying out the nmajpork required on IPSAS to make
them more suitable, and perhaps it will also elmtgnthe alternative accounting treatments

available in these standards in order to promotebaisation in practice (COM(2013)114).

1% The decision was taken in February 2011. In 268 new administration commissioned the CIPFA twyca
out a study in Malta, and an implementation plais wasented to the Ministry of Finance in Octol#t3 The
Minister of Finance declared that the implementatd IPSAS will be a long-term project and he neited the
importance of IPSAS for providing more reliablealdr statistical reporting.
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Hopefully, even the language used in the standaidd be somewhat simplified to make
them understandable by non-accountants. But thegemgeEPSAS would still need to be
adapted for the local context, meaning that thekwioat was done on the MGAS would need

to be repeated in the future.

4.2 Credibility

Besides material resources and technical informatiorganisations also need social
acceptability and credibility in order to survivBcpttet al, 2000:237). According to Luder
(2002), endeavours to improve international repotatmay be a relevant stimulus for
accounting reform, especially by developing cowstriFrom the findings concerning what led
the Maltese authorities to go for IPSAS, it appehas credibility and international reputation
was the main factor, in spite of the country bettagsified as an advanced economy by the

IMF.

The literature refers to developing countries afteng to mould their accounting systems in
order to meet donor requirements (Godfe¢yal, 1995). Malta does not have loans with the
IMF or the World Bank. But as an EU member stdteias its best to balance the costs of EU
membership with the EU funds that it may be elgilib. In this sense, then, it is
understandable that the country would try its b&st accommodate EU's reporting

requirements in order to achieve its end. Hencprdapensity to adopt IPSAS in full.

All the EU member states are subject to financie¢ss in order to meet the EU's strict
financial requirements. In the case of Malta, oaenot exclude the possibility that this
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financial stress may be compounded by some senseseturity fostered over years of

colonialism and paternal government. Thus makieglibility a bigger issue.

On the other hand, international reputation andibiiy did not act as a stimulus for accrual
accounting reform. While the Maltese Governmentegithe impression that it is all for
IPSAS adoption, reluctance to actually implemerdraal accounting is still apparent, even
because of the fear of how this will affect thereat system used to prepare EU reports,
which to date has proven satisfactory to serveputgpose. The result is, therefore, a hybrid
sort of cash and accrual accounting system: asoitju sort of financial reporting system
because the output is not being used as a managdownacross the board for better
decision-making to improve efficiency and effectieges of the public sector. Perhaps it is
being used to improve economy because the undgrbim is to satisfy EU financial targets
and not to exceed the Maastricht criteria. For eplamthe balanced budget concept that is

being considered for inclusion in the ConstitutadriMalta.

According to the PS (Interview 9), Malta needs te bkecognised by international
organisations, and by respectable and developeatreesiand recognition is gained by using
international standards The PS emphasised the importance of credib#itgting thatthe
economic survival of the country is partly deperidem its credibility. In the AG's view
(Interview 13), transparency, accountability, conapdity are all very nice reasons for
adopting IPSAS, but the most important factor isngpecredible with international
organisations. Even though the MGAS were basedP@AS, they lacked thbrand name’
(NAO2, Interview 4). The MGAS are not recognisallled thus would not provide the

required credibility.
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The IPSAS are recognisable and credible becaugeatieeissued by international accounting
standard setters who are considered as expefts firetd of accountancy. There is an element
of ambiguity here because while some sceptism dketsuitability of business accounting
practices is expressed, the government officiassasceptible to normative pressures exerted
by the accountancy profession. It is assumed tRA&AE are tried, tested and are correct
because they are international standards issueuh igternational body, andafter all, they

are based on IFRSAG, Interview 13).

Mimetic isomorphism is also manifest in the IPSA&idion. Mimetic isomorphism emerges
in an environment of uncertainty as a powerful éotisat encourages imitation. The generic
lack of accounting knowledge in the public servites lack of knowledge on IPSAS and the
lack of planning as to their implementation, creatsm environment of uncertainty and
ambiguous goals. According to institutional thetsridvlarch and Olsen, 1976; DiMaggio and
Powell, 1983), such an environment leads orgawoisatito model themselves on similar
organisations whose practices are considered tedmate or successful. The majority of
the research participants have the impressionB&AS have already been adopted by many
countries, or at least, they will soon be, dueh® interest being shown in them by the EU

Commission.

4.3 The size of the jurisdiction, standards and decoupig

The small size of the country has already beenridbestin section 3.1.2 as an institutional
variable that may be acting as an implementatiamidsafor accounting reforms at central
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government level. In the Maltese context, due mited resources of the administration,
which are constantly being restrained in order tooéxacerbate the financial situation, the
actual number of government officials is limiteddaspecialisation is barely possible. On the
other hand, like any other member state, the cgusitrequired to adhere to the same level of
regulation emanating from EU membership. The rasudt handful of the same practitioners
being responsible for the various features and igapbns of the accounting reform,

including different sets of standards.

Besides adhering to the requirements of natiorgtliEtion for government accounting, the
same group of people need to deal with: MGAS, asdlare still referred to in the collation of
accrual data for the compilation of trial accruaked financial statements; IFRS, as these are
used by local councils and government entities; it standards relating to reporting to
international bodies and to national accountingparticular, the ESA95. The IPSAS decision
has added another ingredient to the process. Tharityaf these practitioners are not even
accountants by profession, and it is therefore swoprising how all these standards are
observed as external pressures that do not rematmglishable. The effort by these
practitioners to find some short-cuts to try andisa all these demands is also
understandable. Limited resources will be concéstran satisfying the standards and the
reporting that are considered as more importanttduelated or expected benefits, which in
the Maltese case appears to be the ESA95. For dgaaompthe question of consolidation, the
limitation of the reporting entity to the boundaoy the general government definition
according to the ESA95, appears indisputable. Beiend result may be rather confusing, for
example, if the objective to implement IPSAS isgaéred as a way how to better meet the

ESA95 requirements for external national reportihgn the original objective of IPSAS to
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enhance decision-making, transparency and accdlitytdly producing information that can

be used as a management tool across all levelsvefigment may be lost.

The institutional arrangements necessary to detl IWSAS implementation do exist in the
form of the MGAS Committee, or what is now beindlezhthe IPSAS Committee. But the
same group of people are involved as in the magk Farce and in the other sub-committees
that are supposedly dealing with changes in letipslaand the IT specification requirements.
Some of these officials are also involved in theSGFthat is responsible for national
accounting and EU statistical reporting. Otheraidis that are involved in the accounting
reform, including those particularly responsibler i°PSAS adoption, have many other
responsibilities that are prioritised. The resslthat the institutional structure that exists is
not functioning. Moreover, since EU reporting regumients in the form of statistical reports
based on accrual data are being met, the impressmgimen that accrual accounting has been
implemented, and that accrual reporting will nowdrhanced with the implementation of

IPSAS.

Institutional theorists refer to this gap betweemfal structure and the work activities as
decoupling (Meyer & Rowan, [1977] 1991). Decoupliders to the situation in which an
actual organizational practice is different frone formal organizational structure or practice,
meaning that the adopted practice is not integratem the organization's managerial and
operational processes (Dillaat al, 2004:509). The advantage of decoupling is thasinbe

inconsistencies and anomalies of technical actwitire effectively hidden from public view
and it is assumed that the formal structure islyealorking as set or predetermined.

Decoupling may also happen when there are high sljmbains from the adoption of the
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practice but equally high costs associated witlfuitsmplementation (Scott, 2001:173), as in
the case of IPSAS. Previous studi@shave found that public sector accounting systems
implemented to satisfy government mandates aréyrased for internal decision-making and
control, and the primary use of elaborate, mandatadagement accounting systems is to
legitimise the organization's activities to extérparties by creating the impression that the
organisation is well-controlled and demonstratihgttresources are being used rationally

(Geiger and Ittner, 1996:550).

4.4 Effect of the IPSAS decision on the accounting refm

According to the NAO1 (Interview 15), the IPSAS d&mn will improve the quality of the
accounting reform. Such opinion is based on statémissued by the accounting standard
setter itself and are, therefore, the result oimadive pressure exerted by the accountancy
profession. The opinion is, therefore, a presunmptas it is neither based on in-depth
knowledge about IPSAS requirements nor on eviddrm® other countries. Institutional
theorists would refer to such statements as beasgdon a 'myth' (Meyer & Rowan, [1977]

1991).

It is not expected that the IPSAS decision will make rate of the accounting reform at
central government level in Malta any faster. Itasognised that a lot of work is required in
order to go through each IPSAS and to assess iisb8illy for the local context. But, as
already explained in section 3.1.2, the instituitloarrangements are lacking and as a result

the IPSAS Committee is not functioning. In fact,rlven IPSAS has been stalled as there

19 For example, Covaleski & Dirsmith, 1991; Geigeit&er, 1996; Bogt ter & van Helden, 2000; Harum an
Robinson, 2010.
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appears to be a consensus amongst the higheratsfithat since such work is being
undertaken by the EU Commission, then it would bstlio await the EU's decisions and
directions. This is very convenient because ihesway for the authorities to overcome their
uncertainties and appear to be doing the rightgthily succumbing to coercive pressure,
embarrassing questions in the future will be avdifMeyer & Rowan, [1977] 1991). But it

appears to be a way of further stalling the acaagmreform.

45 The EU involvement

The PS (Interview 9) claimed that EU pressure hatthiing to do with his decision to adopt
IPSAS. While this may not be deniable, the fact tR&AS were being heavily discussed at
EU level is confirmed by the Treasury Officials tdrviews 13, 2). The decision of the PS
was communicated to the government officials inedhin the reform in February 2011,
while the proposed directive of the EU Commissiamsvissued in May 2011. The PS was,

therefore, very aware of the importance being gigel?SAS at EU level.

The emergence of IPSAS is described as the masifisept development among the many
government accounting changes that are happeniaigliff2, 2003; Jones & Pendlebury,
2010). The adoption of IPSAS in local and centrayegnments is completely voluntary
because the IPSASB does not have the power to fomgejurisdiction to endorse IPSAS
(IFAC, 2010). It appears that IPSASB's normativespure was not strong enough to
convince governments to adopt IPSAS. Various gawents are still reluctant to adopt

accrual accounting, let alone IPSAS. While thosentwes that have adopted some form of
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accrual accounting did not adopt IPSAS in full, pueferred to pick and choose from the

accounting standards available: national accoursiagdards and GAAP; IFRS; and IPSAS.

Chan (2003) suggests that IPSAS would be more egdibie if international organisations set
an example by adopting IPSAS themselves, whichUhk NATO, OECD and the EU
Commission, have done (Ball, 2011a). In this waypmative and cognitive-cultural pressures
may have swayed governments to do the same. Bhtmessures did not prove to be strong
enough. It should be pointed out that even the Eluh@ission itself did not fully adopt

IPSAS (Grossi and Soverchia, 2011).

Chan (2003) also suggests that international osgéiophs should link IPSAS adoption to
membership obligations. IPSAS adoption can be naadendition for receiving international
grants and loans, or it can be called upon in matéonal agreements specifying convergence
criteria for fiscal policy (for example, in the Msatdacht Treaty). Jones and Pendlebury
(2000:153) found surprising the EU's absence im@aiing policy-making at supranational
level, especially in view of comparable data thauld be required in a single market with a
single currency. Increased interest in IPSAS byBEhewas envisaged by Luder and Jones
(2003:5):

The European Union has not so far shown any inténelsarmonising governmental
accounting in the member states but this may chamger the influence of IPSAS
in Europe.

This interest materialised in November 2011:

The Commission shall assess the suitability of Ititernational Public Sector
Accounting Standards for the Member States by 3tember 2012 (Council
Directive 2011/85/EU)
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The interest of the EU in IPSAS for its member egdbecame evident, therefore, with the
advent of the economic crisis as the Council DivecR011/85/EU is part of the Six-Pack

legislation put forward by the EU in order to sggren the budgetary frameworks of the
member states. Perhaps IPSASB's normative presaseuccessful at this level and at that
point in time as it had targeted the EU Commissioring a vulnerable period: at a time when
the EU Commission and Eurostat were trying to teal#ish their own reputation and

legitimacy on an international scale as it appdhet they had not been successful in
monitoring the state of the economies of the mensates through the reporting that was

being required.

Perhaps the first step should have been for Eurtstassess the format and content of the
statistical reports that it was requiring from thember states and the adequacy of the ESA95
as the standard on which the statistics are b&ddnstead of assessing the effectiveness of
statistical reports in meeting their objectivesrdstat deemed it necessary to go to the roots
of these reports and investigate the possibilitamfoverhaul of the systems from which the
underlying data for these reports are extractee iffplementation of accrual accounting
systems by the governments of the member statbeeimed the necessary first step, and with
it the adoption of IPSAS. The proposed directiveuesl in May 2011 had suggested the
adoption of IPSAS by member states within threesi€ehe opposition and political lobbying
that such a proposal instigated can be expecteditireg in the Commission to take a softer
approach and first consider the suitability of IFSfor adoption by the member states by

carrying out a study.
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The study was carried during 2012 as describetdrfindings. The study concluded that the
IPSAS as they stand cannot be fully implementethag are not totally suitable for public
sector accounting requirements. But this was netetid of the story as the EU Commission
persists on its mission, and it has presentedragdflaction to consider and revise each IPSAS
as necessary, resulting in the EPSAS. The EPSAEbwilissued by a purposely set up
institutional structure to provide them with thequeed legitimacy that will make them
acceptable by the member states. This will circuthe@e of the main objections by member
states regarding the suitability of the governasitacture and authority of the IPSASB to

issue accounting standards for governments.

If the report that the EU Commission has preseritedhe Council and the European
Parliament on 6th March 2013 (COM(2013)114) is @ocing, the recipients can then exert
coercive pressure on members states and thus overte resistance shown so far by some
governments to adopt accrual accounting for thelolip sectors. One may argue that the type
of accounting practiced by governments should behat discretion of each individual
government, and that coercive pressures shoultenthie basis of legitimacy of government

accounting practices. Such measures appear invastie@mocratic institutions.

According to the EU Commission's report (COM(20113)) the governments of the member
states are not contrary to the implementation ohesdorm of accrual accounting in their
public sectors. The objection is mainly directedidods the adoption of IPSAS, or at least
some of the standards. The EU Commission consitetsa single set of accrual-based
accounting standards at all levels of governmerdutfhout the EU would generdtistinct

benefits'for public sector management and governance, avenicro level, by improving
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'transparency, accountability and comparability fafancial reporting in the public sector,
and may serve to improve the efficiency and effecéss of public audfCOM(2013)114:4).
But the Commission's main concern is thilag system of fiscal statistics has not suffityent
mitigated the risk of substandard quality data lgenotified to Eurosta{ COM(2013)114:4).
The EU Commission considers that harmonised actaurstandards would considerably

improve the requisite statistical data at macrellgvecause:

this would allow for the use of common bridge talite compile the entity accounts
into ESA accounts, thus greatly facilitating thetistical verification process.
(COM(2013)114:5)

This assumption, however, cannot be completelydagdd by the findings of this research.
The findings in Chapter 7 reveal that the base fiilmehe compilation of the deficit reported
to the EU is the deficit calculated on a cash baarcrual adjustments' are then carried out
according to the ESA95 standard requirements (wtighdard is common for all EU member
states). Data extracted from accrual-based accwunsiystems of local councils and
government entities is also revised in order to endkESA-compliant. Harmonisation of
statistical data at macro level is, therefore,aalyepresent through the ESA95. While the cash

flow data is used as a basis for macro reporting.

The necessity for all member states to implemeartuat accounting at micro level in order to
improve statistical data at macro level is, themfauestionable. And even the attending
requirement for IPSAS in order to harmonise theppsed accrual accounting systems. The
increased level of subjectivity required in accrbased reporting, and its implications, is
perhaps not being given due consideration. Any @utiog system can be undermined by the
manipulation of underlying transactions, and finahantegrity can only be enhanced by

better monitoring, audit and internal control. ABa@ (2006) had commented, the IPSAS'
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claims on the quality of financial reporting appéaassume the existence of a strong system

of internal control in a government's financial ragement and accounting system.

The reliability of statistical data used for mageporting is questioned when statistically
significant differences arise between the deficéticulated in the Financial Account and Non-
Financial Account in national accounting. Accordit the NSO (Interview 24), these

differences arise because the data used in theatwounts emanate from different sources
and at different times. This appears to be a dralwlé the national accounting system, and
the solution to such a statistical problem needreqtiire the involvement of the government
accounting systems at micro level. After all, goweent accounting systems at micro level
only provide the data that will be used for natioaecounting and, otherwise, it does not

interfere with the system of national accounting.

Respondents to Eurostat's public consultation ifledtthe fact that IPSAS are not in

harmony with ESA95 as a reason for not adoptingnth®& rather surprising reason since the
two sets of standards are targeted for two totdifferent types of reporting with totally

different objectives. Having said this, however renthan one of the participants in this study
expect that the adoption of IPSAS would bring gowaent accounting data more in line with
ESA95, in the sense that less adjustments woulckdpgred to be made to the government
accounting data when it is used for statisticabrgpg. This expectation concurs with the
conclusion reached by Jorge De Jesus and Jorgé)(ROtheir comparative study of five EU

countries, but it is somehow doubtful when one mers the adjustments that the NSO is
required to carry out on data extracted from addvased accounting systems in order to

make it ESA-compliant. The advantage of an acauaebunting system would be that accrual
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data, like payables and receivables, would be géeeifrom the accounting system. But even
these two items would need to be reviewed in oraenake them ESA-compliant, especially

receivables.

Respondents to Eurostat's public consultation esgaktheir concern that the requirement for
government financial reporting at micro level to becrual-based and IPSAS-compliant
would involve a duplicated effort. This concern epgs to be justified since the deficit
reported according to IPSAS would still need torégsed to make it ESA-compliant. The
solution that is being considered by the EU Comimisss to revise IPSAS in a way that there
would be minimal differences with the ESA95 reqgmients. But, as described in the findings
of chapter 7, the objectives of these two sets tahdards are different. In order for
convergence of these two standards to be evendmyedi the underlying objectives of
government financial reporting need to be re-defimdternatively, as mentioned earlier, the

suitability and effectiveness of the statisticgdads need to be assessed.

In order for the EU Commission's interference witember states' government accounting
systems to be justified, the output from such sgystehould be useful and meaningful for all
parties concerned. It should be possible for tHe dad deficit data, that are the main EDP
indicators, to be directly derived from the goveamnhaccounting systems. Such a possibility
should be examined beforehand in order to enticeemgonents to even consider changing
their current reporting systems, and not simply domsidered as a possible long-term
objective (COM(2013)114:5-6). A long-term objectitheat could be considered is to perhaps
change the main EDP indicators of deficit and dehteflect targets that can be determined

from financial reporting figures and exclude the B8enominator. After all, such figures like
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the GDP are not used by any other economic entitg governments, when the argument
for the need of governments to be as accountaldldransparent as private sector entities is

so often emphasised. But perhaps such a suggeséigmot be acceptable for economists.

4.6 Superiority of the ESA95

In the Maltese context, section 4.3 has alreadietiion the dominance of the ESA95 over
other standards. The ESA95 statistical reportsgaren paramount importance by Maltese
officials, with the NSO (Interview 24) describinigem asthe accounts of the government’

because they are used for decision-making at radtiewel and even at EU level.

The NSO appears convinced that Eurostat will n@nge the ESA95 rules, and is rather
expecting IPSAS to be more flexible and in linehwESA95. It appears that the NSO is
expecting a totally different IPSAS objective andé totally different type of accrual
accounting for government. The fact that one ofdhjctives of IPSASB is to build IPSAS
on IFRS so that government's accounting is motam@&with business accounting appears to

be irrelevant for the NSO.

Accounting standards setting bodies are referre tepistemic communities in the literature.
Epistemic communities stem primarily from normatigemorphism usually as a result of
professionalisation where individuals of a simitatling assemble and become organised in
order to establish, promote and practise a cognitiase and to legitimise their activities
(DiMaggio and Powell, 1983:152-153). Acting as aug, their influence on the reform
process is strengthened (Laughlin and Pallot, 19B8jler (2002:8) recognises epistemic
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communities as reform drivers who aim at makiggvernmental accounting reform a
political issue and influence political decision-keas in a specific wayHeald and Georgiou
(2011:467) describe the ESA95, the standard ugesbtmnal accounts by EU member states,

as an epistemic community.

The superiority of ESA95 over IPSAS, both at nadiofMaltese) level and even at EU level,
is evident from the analysis of the findings emamtpfrom the interviews and even from the
findings of the EU Commission's study and the sgbset report. The ESA95 appears to be
the dominating doctrine for government reportingarEU member states. The pressure that
it exerts on governments is coercive rather thamimative. According to Scott (2001:53),
‘force, fear and expedience are central ingrediesitshe regulatory pillar’ and thus the
ESA95 can exert coercive pressure on governmenbuatiog including any proposed
reforms. After all, unlike IPSAS, the basis of gacy of ESA95 is legally sanctioned by
the directives issued by the EU Council and PadiatnThe ESA95 is more than a reform
driver. It forms part of the legal system, andherefore, a contextual variable - a law that is
affecting the accounting reform. In Malta, this textual variable appears to be very powerful

- directly influencing the political reform promeseand the reform concept.

5 NATIONAL ACCOUNTING

As observed in the UK by Jones (2000a), the distincbetween Government Financial
Reporting, Government Budgeting and National Actmgnappears to be becoming less

clear in the eyes of the Maltese Government autbsriwWhile it is recognised that they entail
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different techniques, it appears that there is vétie understanding between national

accounting, government budgeting and the accoudisaipline.

Up till only recently, the relationship between timancial report and the budget was very
clear, since both were being prepared on a casis. st now statistical adjustments as
calculated in national accounting are encroachingtle budget, to show the General
Government deficit together with the percentag&RP ratio. These are stated as targets and
measures, but given that there is hardly any padrgary discussion concerning how these
figures are calculated, it is not clear whether link between any decisions taken on

budgetary allocations and their effect on the mati@ccounts is understood at all.

Since the 'deficit that matters' is calculated adiogy to ESA95, which standard uses a form
of accruals, it is assumed that the national adbogirdeficit and the government financial

reporting deficit will be brought closer togethérthe latter is produced from an accrual
accounting system at micro level. But the undedyitonceptual differences are being
ignored. The gap may even become wider since orteeofundamental concepts in accrual
accounting - the distinction between capital anceneie expenditure - does not apply in the
calculation of the ESA95 deficit. Given that theotdeficits are measuring different things,
any attempt to reconcile them is pointless bec#&useuld be meaningless. It would appear a
meaningless exercise for an accountant, and peshagssfrom an economist's point of view.

But such a reconciliation may provide some sortahfort for the practitioner, especially if

s/he is asked to explain the two different figuM&uld a politician be interested in such a

reconciliation? Or would s/he choose the defiait ik more politically convenient?
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This analysis is not trying to establish which typé reporting should be used for
government's decision-making. For sure, any aceoginsystem that provides financial
information on an entity's activities, resourced aerformance, should suit the requirements
of the stakeholder users - it should beu&eful Financial Management Information and
Reporting System' (Barton, 2011). Due to externatm pressures described in the previous
section, the Maltese Government appears to benfindlational Accounting as the most
meaningful system. But if National Accounting iskie used for decision-making, due care
needs to be given to the reliability of the repdrtsn this system, as also pointed out by
Jones (2000a), since not all the figures used ioNal Accounting are subject to an audit. As
described in Chapter 7, this is an issue thaedsegnised and being discussed by SAls at EU

level.

It is also very important to bear in mind that siging standard requirements is not the
solution nor is it a guarantee that the informatpovided is sufficient. As the research
participants pointed out (PAC, Interview 5; IAIDhtérview 21), the picture that is reported

should be both reliable and wholesome.

5.1 The reporting entity

The findings reveal the importance given to theegaihgovernment definition of the ESA95.

The level of consolidation up to general governmivel is deemed to be of utmost

importance, regardless of IPSAS requirements.issalguestion of expedience?
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The national accounts are an account for the whotgmomy, incorporating the activities of

both the public and the private sector. The definibf what is public and what is private are
described as 'empty' by Jones (2000b) becausenttexlying standards, both the ESA95 and
the SNA, do not identify the public interest adi®$, resulting in a definition of 'general

government' that does not incorporate all the digts/of the government. This does not really
matter for the preparation of the national accotinésnselves since they purport to account
for the whole economy, but which activities and ggowment entities are classified as part of
general government then become extremely impoitattie view of the purposes of these
accounts. In particular for the EU, the criteriacoihvergence for the EMU are defined in

terms of general government debt and deficit innthBonal accounts figures, and even the

granting of EU funds to support the regions ard¢lypaased on these figures.

Given that the definitions of 'control’, 'ownerstapd ‘prices that are economically significant'
are rather hazy, reliance is placed on that path@ESA95 definition of general government
that states that an entity is excluded from 'gdrggwaernment’ if it is capable of generating
revenue that exceeds 50% of its cost of salesarhitrary measure decided by the experts.
This results in the general government figuresntduide the activities of the ministries and
government departments at central level, plus Igoakrnment, plus the activities of the so-
defined EBUY”, and to exclude all the rest. The general govenmindefinition includes

social security funds operated by the governmeri avhich the government has an interest

(such funds are absent in Malta).

197 An EBU is a government entity, however it may la#lerl - a board; unit; foundation; authority; comtion;
limited liability company - that has a governanteicture apparently independent of the governmieas, its
own accounting system, which entity, however, ii fatancially dependent on central budget funéséuse it
is not able to generate revenue that at least s®@@%o of its cost of sales.
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Governments are thus not only tempted but in fadeavour, by applying all their available
financial skills, to keep the size of their genegalvernment sector as small as possible.
Various schemes are devised, including the usgetidl Purpose Vehicles (SPVs), using the
loophole provided by the ESA95 definition, in order divest the government from its
commitments and liabilities. Lider (2000) describesious examples of such schemes,
which he calls 'creative accounting’. The ESA95nik#dn also provides an incentive for
governments to shift spending from their budgetboantities that fall outside the general
government sector. According to the IMF (2012),hsaost shifting not only undermines the
financial performance of these entities, but alsdarmines the quality of fiscal statistics and
reduces the effectiveness of fiscal rules. WhensNfetect such problems and reclassify the
entities into general government, the resultingefon the fiscal data is unrealistftand
causes havoc in financial management due to lackoaiparability. The IMF (2012:11)

identified such revisions as one of the sourcdssoél shocks during the crisis.

Business accounting consolidation rules accordmgFRS and IPSAS follow a control
approach, while the ESA95 appears to follow a askl rewards approach. The IPSAS,
therefore, require a wider definition of the geh@avernment sector and this is one of the
major objections of the member states for theirliegpon. Will the EPSAS extend the
general government boundary, or will the proposéd dfandard setting body succumb to

political pressure and retain the status quo?

198 The final adjusted data would present a more veloote picture, but the resulting changes in the watad
not reflect the real events due to the inclusioprefiously unreported fiscal activity.
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6 LUDER'S FMR MODEL RE-VISITED

Despite all the revisions, Luder's FMR Model (20@2)l does not address the ‘why' of
government accounting systems themselves (Jetga, 2011). Even its predictability is

limited because the extent to which the modulesraut is not known (Christensen and
Yoshimi, 2001). This section draws on the findirfigem the research and the literature to

analyse the criticism of the model.

6.1 Why accrual accounting?

The FMR Model was derived from Luder's (1989, cited Jorgeet al, 2011) initial
hypothesis which stated that specific contextualaldes determine the orientation of the
primary user, and then this determines the desigrowernmental accounting and reporting
(Figure 16). Luder's initial hypothesis had expéaa explanation for a relationship between
the contextual variables and the contents of thesgomental accounting systems (Llder,
1989). Luder's empirical research seemed to conthim hypothesis because the observed
cross-country governmental accounting differencesevpartly due to differences in national
political-administrative settings. Research rewvealéowever, that the relationship is

conducive and not causal.
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Figure 16: Hypothesis initially stated underlying Lilder’'s comparative study
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(Source: Jorgeet al (2011), Page xii)

The FMR Model, therefore, only tackles the uppet pathe hypothesis (Jorga al, 2011).

It emphasises the contextual approach of the refoouess, that is, ‘why’ do governmental
accounting systems experience changes towards @ informative system. The model does
not provide explanations for the actual design eodtents of a governmental accounting
system. During Luder’s project, some accounting &ndncial reporting theoretical issues
were discussed and clarified, and national govemaheccounting systems were classified
according to those aspects (Luder, 1989, citecbrgelet al, 2011), but this approach was
discontinued. The expected explanation for a @tatiip between the contextual variables

and the contents of the governmental accountingsys/as neglected.

The adoption and application of accrual accountregghodology by governments appears to

be taken for granted as the reform concept in L&dEMR Model (2002). Accounting
322



research literature is rich with studies that happlied Institutional theory to explain a range
of accounting phenomena, both contemporary andrigcat (Gomes, 2007). According to
Gomes (2007:74), these studfshave used the institutional perspective to cdilety
demonstratéthat accounting practices represent means througtfich organizations can
accomplish external legitimacy and document instihal compliance with external
requirements' Accounting researchers have used the conceptegdfmacy, institutional
isomorphism, decoupling, and the notions of powet self-interest involved in the process
of institutionalisation of accounting practices,highlight the institutional pressures that are

exerted through the actions of different actorstioh process?

The key concepts of institutional theory are présgnn Chapter 3. Institutional theory
focuses on the taken-for-granted nature of org#oisa forms and practices, and provides
explanations of phenomena that do not reflect thleabiour of rational actors driven by

clearly perceived interests (DiMaggio, 1988:7).

Institutional theorists are not convinced when or@ghnical reasons are used to justify the
adoption and maintenance of practices or procedutess considered that technical
explanations are used to hide significant politiead cultural factors (Meyer & Rowan,
[1977] 1991). Accordingly, the explanation for timeorporation of different elements in the
formal structure of an organisation, which elememgsinstitutionalized in society, effectively

increases the organisation's legitimacy and itgigalr prospects (DiMaggio & Powell, 1983;

199 Gomes (2007:74) refers to, for example, Ansari dske, 1987; Chalmers & Godfrey, 2004; Covaleski &
Dirsmith, 1988; Fogarty, 1996; Geiger & Ittner, 899%Guptaet al, 1994; Rahamaet al, 2004; Rollins &
Bremser, 1997.

110 Gomes (2007:74) refers to, for example, Burns,02@Christensen, 2003a; Covaleski & Dirsmith, 1988:
Covaleskiet al, 1993; Dirsmithet al, 1997; Granlund & Lukka, 1998; Hussain & Hoquep20Lapsley &
Pallot, 2000.
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Meyer & Rowan, [1977] 1991:50; Scott, 1987, 200Aycounting practices and technical
procedures tend to become taken-for-granted meaasdomplish organizational ends; and
once they are institutionalized, they make the wizgion appear appropriate, rational, and
modern. Their use displays responsibility and ava@idims of negligence (Meyer & Rowan,

[1977] 1991:45).

Institutional theorists have contributed signifitgnto a better understanding of the
relationship between organisational structuresadtices and the wider social environment
in which organisations are located (Beckert, 1988)7 Underlying most research on
institutional theory is an assumption that intrgaorisational structures and procedures,
including accounting, are largely shaped by exiefaetors rather than cost-minimising
objectives (Mollet al, 2006). Institutionalism defends a holistic andhtextual analysis of
specific practices and processes within the wholgarisation, where even history plays an
important role (Powell, 1988; Scott, 1987). Ingtdnal theorists consider that no organisation
is a technical system alone: organisations exisinnnstitutional environment that defines
and delimits social reality, while there are mué#ipnstitutional environments which vary

across time and space (Scott, 1987:508; Scott axeeiM1991:111).

The empirical findings of this study appear to ughicande's (2006) view that the expected

iIsomorphism is not perfect, in that the applicatadrthe business accounting principles and
practices in the government accounting reforms Heen distorted to accommodate the goals
of the organisation as identified by the actors.il&/llechnical reasons are not clearly

understood, the fact that the accounting systemfooms to institutional norms and

requirements, even if symbolically, presents aofetwards.
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Lande (2006) explains that this imperfect isomasphhas resulted in governments adopting
different types of accrual accounting systems. péeuliarities of a governmental accounting
system are linked with the political, social, legad cultural features of a country, but acé
bound by them. The effect of pressures at macrel lem a given context and behavioural
variable cannot be generalised and thus cannotabtured in a comprehensive model.
Institutional theory implies that there is no extle relationship between the contextual
variables and the contents of the governmentaluatow system. Even though all countries
may be subject to similar levels of coercion, ndimeaforces and mimetic tendencies, the
effects of these pressures on the individual cquwiuld depend on national political and
economic factors. Perhaps government accountingersgs cannot then be conveniently

classified due to the various factors that affeetdcontent.

6.2 Luder's FMR Model through the Institutional Theoretical lens

Jorgeet al. (2011) maintain that the empirical validity of Lents FMR Model is questionable
due to speculative features of the complex multisehrelationships between the variables in
the framework. The authors refer as well to 'blaokes' being certain variables in the model,
for example, behavioural variables and reform cphoehich affect and are affected by the
reform process, but it is not known exactly howt@rwhat extent they do this. Similar to
Christensen and Yoshimi (2001), Jorgeaal (2011) are referring here to the lines of infloen

and the lines of impact connecting the variousaldes in the model.
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Luder's FMR Model started out as a contingency rhbdsed on contingency theory, placing
more importance on the technical requirements,uresostreams, information flows and
influence relations. Lider extends the original toagency theory approach to include
variables of collective behaviour (Luder, 1994).eTdevelopment of the model introduced
more internal and external variables, at both mamd macro level; and the analysis of the
cultural and institutional variables at macro lewauld attribute importance to symbols,
cognitive systems, normative beliefs, and the souwfcsuch elements. According to Scott
(1987), contingency and institutional theories t@nused together to better understand the
instrumental and symbolic roles fulfilled by coardiion and control practices that are used in
contemporary organisations. Scott (1987:507-9)dmserved that separate application of the
two theories provides an incomplete understandinthe different roles played by various

practices.

The contingency theory perspective suggests thabrganisation focuses on its technical
activities and shapes its work processes to proriaise activities while protecting them
from disturbances in the external task environm@uptaet al, 1994). The contrasting
institutional perspective is that an organisati@ng legitimacy by conforming to external
expectations of acceptable practice, and thus neagnwnially adopt elements of formal
organisational structure to demonstrate the ralitlgnaof its operations to external
constituents, rather than to control organisatiomembers (Meyer and Rowan, 1977
DiMaggio and Powell, 1983). Guptat al. (1994) point out that despite the apparent
inconsistency between these two perspectives, ittgororking within each recognise its

interrelation with the other. Institutional andchaical factors are dimensions along which
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environments vary, and both place pressures onnis@f#ons to which they must be

responsive in order to survive (Powell, 1991:186).

It is being suggested that Luder's FMR Model shda@dhree dimensional in order to capture
the variables at macro level and the forces theytakrough the lens of Institutional Theory,

as in Figure 17; and the variables and lines ofaich@and lines of influence at organisational
and micro level, as in Figure 18. The holistic teas of Luder's model are retained as the two
planes are interconnected: the common connectinghblaes between the two levels are the
political reform promoters, the reform concept gt of the institutional arrangements. The

variables noted in each cluster are as identifidthis empirical study in the Maltese context.

Godfreyet al. (2001) combines Luder's Model with theories offiudifon of innovations to
provide a better insight into the social, politicatonomic and organisational factors affecting
the innovation process. In this study, Luder's Madecombined with Institutional theory
resulting in a hybrid model that better explainsawis happening in the Maltese context.
Godfrey et al's (2001) hybrid model also takes into consideratinternal and external
organisational structural characteristics affectomganisational innovativeness. In the model
being proposed by this study there is no separalietween the initiation phase and
implementation. The forces exerted at macro lexeekantinuous and not limited to particular

stages.
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Figure 17: Governmental Accounting Reforms in Maltaat macro level
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Figure 18: Governmental Accounting Reforms in Maltaat micro level
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The rationale behind this suggestion is to attetotifferentiate between the extent of some
forces (lines of impact and lines of influence)eating the reform process. The political
reform promoters are more exposed to pressurdgeanacro level, and they also tend to act

as a buffer for lower level actors from the effemft$hese institutional forces.

The Administrative Structure and the Civil Servare also included in the macro level plane
because the political reform promoters appear toy @t changes in these two variables not
only for instrumental purposes but also to appeactamply with general expectations. The
appointment of certain government officials who aet appropriately qualified or not

interested in the reforms is one example. Scot®Z1@1-212) refers to staff training as

another example:

Training staff indicates both instrumental compegenand also ceremonial
conformity to societal expectations that call fack credentials.

The culture variable defined in Liuder's Model (2002eds to be expanded because it
overlaps with the behaviourable variable. As exgdiin section 3.1.2, the cultural variable
proved rather ambiguous and difficult to analyséhim Maltese context as the characteristics

tend to vary according to the individual.

In the case of Malta, when the outcome from thst Btage (1999-2004) was fed back into the
process, it encountered a situation (2004-2013)revitiee political reform promoters were
being affected by a macro-environment that wastewea stronger coercive influence due to
financial pressures from EU membership. Legitimacyl survival as organisational goals
were more prominent active stimuli at macro levdhe dominating doctrine of business

accounting was also in a position to exert stromgemative pressure.
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7 SUMMARY

The governmental accounting reform process in Matacentral level, is described in two
phases: pre- and post-2004. The feedback loop&aders FMR Model (2002) provide for the

analysis of long and multi-step reform processndbe case of Malta.

The accounting reforms started in 1999, and thgirai stimulus was managerial-driven. By
applying Luder's FMR Model (2002), the environmeémtthe first phase is assessed as
conducive to change. The certainty surrounding te®rm concept and the strong
individualistic character of the behaviourable =mhbles, combined with the supportive
relationship of the political reform promoter arte treform drivers, appear to be the main
positive drivers for change. The normative forcesrevactive at micro and organisational

level.

The environment changed in 2004: the actors charigeithg new challenges that accompany
EU membership. The financial stress at macro ldatame the new stimulus, which,
combined with the new political reform promoteranhged the reform concept in order to
satisfy the demands exerted by macro forces. Thengrforce is thriving for legitimacy
based on coercive forces. The reform process irs¢itend phase is described as ‘illusory’
because the changes are not targeted towards igrpemts in financial management but
towards satisfying the statistical reporting regqmients of a supranational body. The
environment in the second phase of the reform goce assessed as not so conducive to
change. While the organisational structure to cattythe reform exists, it is not functioning,
but awaiting the push from the EU (at macro levEgrhaps the project is suffering from

‘reform fatigue' due to the long time that it ikitey.
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Contrary to expectations, the evidence indicatas tthe small size of the country is actually
acting as a negative factor on the government antoaureform process. And this has been
exacerbated in the second phase due to increasemisilative demands from the macro
environment. The only tangible positive stimulustie second phase is the requirement to
change the outdated IT system currently in uses Fiuation has been created due to the
length of the reform process. However, it does matessarily mean that the new system

would necessarily result in a change in the nearnefconcept.

An environment of uncertainty is a powerful forbatt encourages imitation. The decision by
the Government of Malta to adopt IPSAS does noeapfo be well-informed, and is based
mainly on the need for credibility and legitimadyere is a gap between the formal structure
and the actual implementation of these standardsthie most important factor appears to be
to create the impression that the process is aalslepaind is under control. Such decoupling

indicates an element of mimetic isomorphism inl®®AS decision.

In the meantime, the study of IPSAS undertakerheyBU is very convenient for the Maltese
authorities to overcome their uncertainty, as sodmng to coercive pressure would avoid
embarrassing questions in the future. But this etgmey can only result in delaying further

the governmental accounting reform in Malta.

The superiority of ESA95 over IPSAS is due to thet that the basis of legitimacy of ESA95
is legally sanctioned, while that of IPSAS is nait{east, not yet. In the Maltese context, the

ESA95 is more than a reform driver. It is a contektvariable because it forms part of the
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legal system. The coercive influence of ESA95 anréform process in Malta appears to be

very powerful - directly influencing the politiceé¢form promoter and the reform concept.

The application of Lider's Model (2002) in the Mak context, as analysed in section 3.4,
resulted in the accounting reform process at timdralegovernment level to be explained in
two phases. The strongly positive behavioural \deiand the defined reform concept in the
first stage produced gradual and evolutionary chan@he driving force of the decision
making process were norms, values and unique esltudeveloped through a process of
institutionalisation and adaptation. The changesewe line with the cultural institutional

theories, focusing on the organisational level @s#t environment.

When the outcome from the first stage was inpub ithte second, where it encountered
different behavioural and contextual variables ardifferent reform concept, the process of
financial management reforms appears to have slalwash. The symbolical changes in this
phase can be described as due to adjustment nthnment, stressing isomorphism and

convergence; more focus on the organisation atntheo level, in line with myth theories.

Change is the underlying theme of this study. Liéd&todel (2002) tries to explain the
environment that induces change in governmentantiral management reporting systems.
The Model is based on organisation theory that iheoretical framework dealing with

change.

Change is instigated by both time and space. Resit® and situations effect and affect

change. This study gives due importance to theitist aspect of the context, because the
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colonial inheritance and the traditional paternyaitem of government appear to have affected

and are affecting the governmental accounting nesan Malta.

Even though this is a one-country study, eventgéajng outside the island's shores are
important because they also effect and affect chaWfile it is important to consider forces
and variables at both micro and macro level, ltagg suggested that these are not assessed
at the same level but parallel to each other: withmacro level acting like an overhanging
cloud on the micro and organisational level, bilt sith a common actor and connecting
institutional variables. The rationale is that fscat macro level mainly affect the political

reform promoter, who then sieves these throughitoonand organisational level.

The magnitude of the effect of the macro level égron the reform process at micro level
cannot be generalised. This would depend on paliiad economic factors, and also on the
behaviourable variable. In Malta, the effect of noatevel forces on the behaviourable

variable appears to be very strong, especiallhéednvironment of the second phase of the

accounting reform.
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CHAPTER 9: CONCLUSION

1 INTRODUCTION

The constitutional crisis of the 1980s, and thetbtd Government's determination to apply
for EU membership, led to extensive reforms in public service. One of the pillars is
improvement in the financial management of the gowent, including the adoption of
modern accounting methodologies. While governmenditeng evolved over time and now
adheres to international standards, governmentuatiogy and reporting remains cash-based,
focusing on budgeting and budgetary control. Thaieable financial legislation is based on

regulations inherited from colonial times.

The Ministry of Finance set up the Accrual AccongtiTask Force in 1999 with the remit to
take all necessary measures to implement an acaa@lunting system for the central
government. It was decided from the outset that @sgrual accounting reforms will be an
add-on to the current cash-based accounting syseemphasisng the importance of the

budget.

Since 2002, in the absence of a new accountingmsyttat can handle accrual accounting, the
Treasury has been compiling trial accrual-basednfiral statements by integrating accrual

data collected from the departments with the casdeth data generated from the accounting
system. These financial statements are not auditedare not published because the data is

incomplete. In the meantime, a decision was take2OiL1 to adopt IPSAS.
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Malta became an EU member state in 2004 and jamee&urozone in 2008. The accrual data
collected from the government departments is alsedufor the preparation of statistical
reporting according to national accounting stanslar@ince the country's reporting
requirements to Eurostat are somehow being satigfith a system of patched-up cash-based
accounting data, the implementation of accrual acting appears to have been put on the
'‘back burner'. Given that the EU Commission is yngl the introduction of accrual-based
public sector accounting systems across all EU neengbates, and the possibility of
promulgating the EPSAS, the Maltese administraisonow awaiting further directions from

this source.

2 RESEARCH OBJECTIVES AND METHODOLOGY

The basic research question is the 'how and whgtobdunting reforms being carried out by
the central government of Malta. The circumstareasling to the adoption of IPSAS are

analysed, together with the perception of nati@eabunting versus government accounting.

An empirical study, supported by documentary redeavhere various actors (reform drivers,
political reform promoters, and stakeholders) wanterviewed to try to identify the
contextual, instrumental and behavioural variahlegerlying the government accounting
reform in Malta, and to explain why and how theadables are affecting the environment as
to its conduciveness for the reforms. The format @mtents of the questionnaire used during
the interviews were based on Luder and Jones' 2BOBCIGAR study, which clarifies
what constitutes governmental accounting and hois tb be described, thus providing a
framework for research.
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Figure 19: The research questions, findings and disission
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The research objectives of this study are threefatdshown in Figure 19. Using Luder’s

Model (2002) focuses the research to answer thstigne on government accounting reforms
in Malta. The decision to adopt IPSAS and the iasegl interest in IPSAS being shown by
the EU for government accounting of member statekenthese aspects current and relevant,
and are thus included as objectives of this stlitig. importance given to statistical reports of

national accounting by practitioners adds anotimaedsion to the study.
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This one-country study contributes towards theaalyeexisting wide repertoire of CIGAR
studies that have used Lider's FMR Process Mod#d2R Described as a paradigm for
CIGAR, Luder's Model is applied in a different cexit, that of the central government of

Malta.

Luder's Model (2002) has been criticised for noplaiing the contents of government
accounting, and for certain 'black boxes' in notsidering the extent of certain variables and
how the variables interact with each other (Chnisém and Yoshimi, 2001; Jorge al,

2011). These criticisms are analysed through the t# organisational theory that underlies

the Model.

3 LIMITATIONS

The subjectivity involved in certain interpretatsoof the data cannot be excluded. The values
of both the research participants and of the rebearare unavoidably reflected in this study.
The study endeavours to present the findings iacmeptable way that presents convincing

but debatable arguments.

The classification of actors involved in the acdm reform into stakeholders, reform
drivers and political reform promoters, is not &raightforward as it seems in theory. Perhaps
the behavioural cluster of variables needs to litebexplained, or perhaps it is difficult to

capture these distinctive meanings in theory.
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The research process, in particular, the periath@interviews, was slightly disrupted due to
political developments that culminated in an ealgctoral campaign. This affected the
availability of political actors that had agreed garticipate in the study. As explained in

section 4.3 of Chapter 2, these difficulties wereroome and compensatory measures taken.

4 THE MAIN RESEARCH FINDINGS

The findings confirm the centrality of the budgeigovernment accounting and parliamentary
proceedings. The findings indicate that the longeing reforms at the central government
level in Malta may only be illusory because once $atistical reporting requirements for
Eurostat were achieved, the accounting reformssi@and the original raison d'étre appears
to be lost. While the original stimulus was managjedriven, the changes in the actors that
occurred over time, together with the financialessr that naturally accompanies EU
membership, appear to have blurred the reform gind@ontrary to expectations, the
evidence indicates that the small size of the agumiay actually act as a negative factor on
the government accounting reform process. This app® be compounded by the financial
pressures that naturally accompany EU membershglsd appears that the availability of
IPSAS, and their consideration by the EU Commisdimnmember states, are acting as

another deterrent.

4.1 Accounting reform process

The governmental accounting reform process in Maitacentral level, is described in two

phases: pre- and post-2004. As suggested by JamgjaNowak (1996) and Chaat al.
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(1996), the feedback loops in Liuder's Model (20p&)ved particularly adequate for the
analysis of a slow and multi-step reform procesdnahe case of Malta. The environment of
the first phase of the accounting reforms is agskas conducive to change, mainly due to the
strong forces exerted by the behavioural variabiether with the certainty surrounding the
reform concept. These conditions changed in thergephase, and were replaced by stronger
forces at macro level, which resulted in an enviment that is not so conducive to change.
While the organisational structure to continue t&#®rm exists, it is not functioning, but is

waiting for directions from the EU.

Contrary to Pallot's (1995) conclusion that smabieuntries follow a managerial-driven

approach to implement governmental accounting mefar appears that in Malta, the second
phase is more accountability-driven. The first ghagpears to conform to Pallot's suggestion,
but then the direction changed after 2004 dueémthacro context becoming more powerful.

The approach came to resemble more of that of l@ammtries.

The reluctance of the PS to impose systems onrdusteuctures, and the NAQO's concerns
regarding the defects of the present legislatiod gmocedures, appear to confirm
Caperchione's (2000) assertion that an accountaigrmn can only result in a proper
governance tool if considered in the context of ewigoublic administration changes.
Accounting reform is not a simple technical exerci&Caperchione, 2000). It is also
recognised that accrual accounting is'lsatme panacea that will solve our problen(igtID,

Interview 21) becauskroblems are solved by taking decisiofBS, Interview 9).
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The behaviour of the politicians and high level adstrative officials involved in the
Maltese governmental accounting reform appearsmdiren that public leaders stand to gain
from 'double-talk’; this is described in the litenre as when they talk as if they intend to act,
even if they have no intention of doing so and hagedea of what to do if they run into
problems of implementation (Goffman, 1974). Theaaxtting reform often features in the
Budget Speech delivered by the Minister of Finainc@arliament, but nothing transpires. The
appearance that accounting reforms are an ongeogegs is maintained; this may help the
organisation to strengthen the legitimacy of itscars and ensure survival. But perhaps it was

never intended for innovations to be rapidly impésted.

Various debacles have taught politicians that beioiglly honest may have disastrous
consequences. The reluctance to implement accru@bduating methodology at central
government level may arise from the fear to bettansparent, and may not be a matter of
losing control over the budget and government foegnas suggested by Jones and Luder
(2011). However, uncertainty and fear of the unkmaway then justify Jones and Luder's

(2011) conclusion.

On the other hand, there is no similar hesitatiotihhe case of Local Councils and government
entities, and these are required to adopt accagalusmting methodology. According to Lider
and Jones (2003), this appears to be a normal trentbst countries. In the case of Malta,
there is also no objection for the IFRS framewaskbe followed by these government

entities. But the IFRS framework is not consideaiedapplicable for Central Government.
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4.2 Financial Reporting Standards for government

The decision by the Government of Malta to adoAB does not appear to be well-
informed, and is based mainly on the quest foribrity and legitimacy. These factors are
important for the survival of any organisation; andy be even more important for a small
state which may be more vulnerable to externalgumes Just by stating that IPSAS will be
adopted provides acértain relaxation (AG, Interview 13); actual implementation is a
different story. The accounting reform will now pemd according to EU direction. This
expectancy can only result in delaying further go@ernmental accounting reform in Malta,
but this may be convenient due to uncertainty sumding the reform concept and to avoid

embarrassing questions in the future.

The EU is examining the IPSAS to assess theirlsilittafor adoption by the member states.
The underlying idea is to require the member stetesiplement accrual-based public sector
accounting systems. One may argue that the typmcadunting practiced by governments
should be at the discretion of each individual goweent, and that coercive pressures should
not be the basis of legitimacy of government actiagnpractices. Such measures appear

invasive in democratic institutions.

The counter-argument being made by the proponédntssoidea is that harmonised reporting
Is required by the member states in order to ensetter monitoring and thus strengthen the
budgetary frameworks of the member states. Thisgbriforth two issues. First, that the
IPSAS are financial reporting standards and do provide any guidance on budgeting,

budgetary accounting and control. Secondly, repgrtio Eurostat is already harmonised
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because all member states adhere to ESA95, andlomshdata is used as the basis for this

macro reporting.

Reporting according to ESA95 appears to have nen Befficient for the EU Commission to
properly monitor the financial and economic sitaatof the member states. However, the EU
Commission appears to be overlooking the possiliitiat the problem lies with the ESA95,
and instead prefers to 'normalise’ the underlyiogeghment accounting systems that feed the
data for statistical reporting and national accogntThe English would call this behaviour
"beating around the bush" because no level of atatcounting methodology can ensure the
reliability of accounting data; only proper interm@ntrol and audit procedures can perhaps
sustain fiscal propriety, together with enforceabbmislation that supports political

responsibility, accountability and transparency.

4.3 The influence of national accounting

Limited resources of a relatively small administatwould concentrate on satisfying the
standards and the reporting that are consideredoas important due to related or expected

benefits, which in the Maltese case appears thd&SAS.

This perspective is leading to situations where egoment accounting and national
accounting are confused, or fused into one andah® thing. The AG confirmed that in the
absence of a clear accounting rule, or in the atgssehan accounting standard, the Treasury
refers to the ESA95 which providembre strict rules and guideline$AG, Interview 13).

One important aspect identified in this researcthés definition of the reporting entity, the
343



limitation of the ESA95 General Government defonti and the consequences of this

restricted reporting boundary especially in timésrasis.

The research participants expect that an accruauating system would bring government
reporting and statistical data more in line and teeer adjustments would be required to be
made to the government accounting data when itsed ufor statistical reporting. This
expectation concurs with the conclusion reacheddrge De Jesus and Jorge (2011) in their
comparative study of five EU countries, but it @mehow doubtful when one considers the
adjustments that the NSO is required to carry autdata extracted from accrual-based

accounting systems in order to make it ESA-complian

The ESA95 statistical reports are used for decisiaking, both at national level and even by

the EU. But are these reports comprehensive ariidisat?

The study carried out by the EU Commission confitims importance of ESA95 for all
member states. The ESA95 appears to be the dongndtictrine for government reporting
intra-EU member states. Heald and Georgiou (204)sider ESA95 as an epistemic
community, because it exerts influence over govemtnaccounting. But in the Maltese
context, ESA95 is more than a reform driver. laisontextual variable because it forms part
of the legal system. The ESA95 is engrained in itmitutional variable that affects

government accounting, exerting strong coercivesane.
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5 THE IMPLICATIONS OF THE FINDINGS

The findings indicate that the reform concept ia Maltese government accounting reform
has changed from the implementation of a full aglcaccounting system to a hybrid cash and
accrual accounting system: an illusory sort ofricial reporting system because the output is
not being used as a management tool across thd fwdbetter decision-making to improve
efficiency and effectiveness of the public secidre reform concept in the second stage of
the accounting reform in Malta is more aligned aasfying reporting requirements at macro
level. The change in the environment has shiftedl émphasis of the accounting reform

process from organisational level to a macro level.

Using the institutional theoretical lens while appy Luder's Model in the Maltese context
suggests that the model can better explain whiaappening by expanding the model three-
dimensionally. A distinction is made between foreed variables at macro and micro levels.
The forces at macro level mainly affect the paditiceform promoter, who then sieves these
through to micro and organisational level. The s$talifeatures of Luder's Model are retained
because the two planes are connected by commoablesi being the political reform

promoter, part of the institutional arrangementsl the reform concept itself.

Luder's Model (2002) strikes a balance betweerddmand of the technical and institutional
environments, as emphasised by Brunsson (1989). groposed amendment to two
connecting planes is emphasising the balance betwke technical and institutional
environments; and it is also illustrating how mytieories often focus on phenomena at
macro level and relate these to effects and imgpbica on an organisational level, as

described in the literature (Scott, 1987; Gugital.,1994; Christensen, 2003b).
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This proposal aims at extending the discussiorosading the criticism of Lider's Model in
not clarifying the extent and direction of the bnef influence and the lines of impact. It is
important to point out that the proposed model came generalised: the effect of pressures
at macro level on a given context and behaviouaalable cannot be generalised and thus
cannot be captured in a comprehensive model. Bvaingh countries may be subject to the
same types and levels of pressures - coercive; atore) mimetic - the effects of these

pressures on a particular country would dependatiomal political and economic factors.

The same arguments can be used for the otherigmitiof Lider's Model in that it does not
explain the why of the content of governmental aotimg systems. The peculiarities of a
governmental accounting system are linked with ploditical, social, legal and cultural
features of a country, but are not bound by thestitltional theory implies that there is no
exclusive relationship between the contextual Wéemand the contents of the governmental
accounting system. Perhaps government accountisgrag cannot then be conveniently

classified due to the various factors that affeet¢ontent.

6 RECOMMENDATIONS

The long-winding accounting reform at central goweent level in Malta may be suffering
from reform fatigue. And perhaps it is conveniemimait for further directions from the EU.

But once these instructions are received, it isortgmt to learn from past mistakes.

It appears important that the institutional arrangets are not used to scatter the
responsibilities of the committee that is ultimgtetsponsible for the accounting reforms. In
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other words, all the aspects of the accountingrmefehould be the responsibility of one

committee in order for the reforms to have the ity of success.

Staff training to enhance accounting skills shquioceed; and such staff should be placed in
challenging accounting positions with rewarding vexration. Care should be taken about
the importance given to National Accounting andistiaal reporting in order not to confuse
these with the ulterior objectives of governmertcamting innovations. While more attention
should be given to the other stakeholders to iserd¢heir involvement and awareness of the
accounting reforms, in particular the Treasuryplider to enhance its important participatory

role in the project.

The findings point to the importance of clearly idefg the responsibilities of the actors
involved in the accounting reform; these respotisds should be spelled out and not
assumed, otherwise it may result that nothing isiadly done. Lack of communication

between the different levels of management is aratrawback that needs to be overcome.

The quality of the implementation strategy is vanportant, and this can be effective if the

project has a legitimate owner capable of co-otdigeand backed with suitable legislation.

As to the proposed EPSAS and the link of governnmemdounting reporting with EU
statistical reporting, perhaps a more fruitful debaould surround the suitability of the latter
should this be directly extractable from auditethficial statements. The debate could extend
to the reconsideration of the Maastricht criteti@nselves, so that the fiscal targets are

calculated from audited financial data.
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7 FUTURE RESEARCH

This research was carried out during the final tesman administration. The General
Elections resulted in a change in government orMaich 2013. This means a change in the
behavioural variable in the form of a new politicaform promoter, namely, the Minister of
Finance. The new minister is an economist and mot@ountant like his predecessors.
Further changes are anticipated in the institutiof@iable as the EU proceeds with the
IPSAS/EPSAS project and any future EU Directivesceoning public sector accounting are
transposed into Maltese legislation and implemen®&ath a change in the variables would
warrant a repetition of this study in the future, analyse how they are affecting the
conduciveness of the environment towards accountfigrm. Changes in the content of

government accounting would also be worthy to note.

An interesting period of change is envisaged, asBd Commission undertakes the EPSAS
project. According to Makaronidis (2012), it is igputable that IPSAS are used as a basis of
reference for the promulgation of EPSAS. A fututeldg may examine the process
undertaken and determine how and why an IPSASrecttyy adopted, slightly adapted, or

overhauled.

Another issue highlighted by the EU Commissionfgoreon IPSAS is the requirement of any
future EPSAS to converge as much as possible WarESA95 (COM(2013)114). How this
will be achieved and the resulting effects on bgakiernment and national accounting could

be another aspect of the current changes that mariather research.
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8 CONCLUDING NOTE FOR FUTURE CIGAR

This one-country study contributes towards CIGAR ibyoducing Malta in this field of
research. As the smallest EU member state, it intaresting case study, and the accessibility
of the participants enriches the empirical reseaftie timing of this study is also opportune:
in the wake of governmental accounting changeggeitgtd at supranational level; and backed

by 25 years of CIGAR.

Change is the underlying theme of this study. Chgmgsents challenging opportunities for
researchers. In the case of CIGAR, the aim of @&taccounting research - looking at
governments through the eyes of the accountanbuldhnclude a better understanding of
political, legal, economic and social environment which government accounting is
immersed: an environment that is continuously chpgwhen studying governments, the
unique panorama would be better understood shdwddeyes of the accountant not be

"glazed" by private sector accounting practice.

In other words, accountants should not just prar thccounting baggage on the table. They
should look for useful and relevant tools insider Example, from their experience in the
private sector, accountants are very aware thaaaogunting system is susceptible to errors
and intentional manipulation. Even an accrual anting system could be undermined and is
no guarantee for proper and complete reportings the system of governance that counts,
that is, ensuring that appropriate fiscal legisiatand rules are in place that promote fiscal
probity, accountability and transparency. And itwebprove pointless to have a complicated
accounting system that is not supported with adeqguriernal controls, external audit, and

enforceable rules. These building blocks are a inefgire attempting to complicate matters.
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An accrual accounting system has the potential avige improvements in financial
management, but it cannot be viewed as an endsatf.itAccounting reforms, therefore,
cannot be viewed as a simple technical exercisghafging from cash basis to accrual. The
proposed accounting system, or rather, the propéeadcial reporting system, should be
useful, and provide relevant and reliable inform@tiin order to be useful, there has to be the
expertise to use the output from the system prgpkrlorder to provide reliable information,
the accounting system needs to be backed by agmainance structure. In order to provide
relevant information, the particular needs of tlsera have to be considered. What drives
users to seek particular information? What is theerarching goal? What are the benefits? Is

the information used for decision making?

Research shows that governments refer to naticc@uating for their decision making,
especially governments of EU member states becaluge added value and implications.
And this brings forth the questions: "Which finaadaieporting standards should be used for
the output from the government's accounting syst&mauldn't this decision be left for the
government to decide in order to cater for theipadr requirements and conditions of its
jurisdiction?" At the end of the day, Parliamentaigcussions still centre around the cash

budget, with emphasis on resource allocations d#pgron the political agenda.

Change for the sake of change is no change aCh#nge should be undertaken to solve a
problem. A problem is identified and something € to solve it. For example, in Malta, the
end users in the departments are dissatisfied thhstrict application of the annuality

principle in the budget. Will this problem be salvevith the introduction of accrual
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accounting? Or, in other words, need it be solvesuich a drastic way? Or is it a question of

government policy?

Rather than to solve problems, research showsirthtite case of government accounting,
reforms are undertaken more as a signalling ddvi@pear more legitimate. Perhaps this is
just as well because in order to survive, orgaitieatneed more than just resources: they
require credibility and legitimacy as well. So véhaccrual accounting practices do have the
potential to help solve problems by providing ddi@ can make organisations more efficient

and effective; they also have a legitimising effedtich perhaps satisfies political objectives.

The way that the IPSAS decision was taken by thiédga Government appears like a signal
so that the government appears more legitimateeré&doing the right thing, even though we
don't know exactly how we are going to go abouaiig neither are we sure whether the end

result will be of any value really". But the deoisiis politically attractive.

Even the EU's interest in IPSAS and the proposeslAPindicates that this is being done so
that it appears that it is doing the right thingdbes not appear to make sense to require
member states to apply a set of financial reporsitagndards for government accounting, for
the simple purpose to take some data, and tudhar@und in order to suit another reporting
system. Somehow it appears to be a waste of resputtime and money. The possibility that
the problem may lie with the ESA95, statistical agmg requirements and national

accounting is not considered. So is the problemdtzckled holistically?
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Adopting IPSAS or any other reporting standardsxa$ a guarantee of sound financial
management and accountability. The EU may be wuogryhe wrong end of the stick by
taking this track of regarding the implementatidnracstandardised public sector accounting
system in EU member states as a way of improviegotidgetary control framework. It may
result in giving the signal that government accounis legitimate, but are problems going to

be solved in this way?

9 CONCLUDING PERSONAL COMMENT

On a personal note, as an accountant myself, hdtdexpect to reach certain conclusions
when | embarked on this project. | feel that thekatbat | have done has helped me to widen

my perspective on certain issues in an effort teustand.

Research has proven to be a very rewarding way teolearn. The available literature is
awesome, and continuous reading is a must in theareh process, in order to appreciate
what has already been written and integrate, extandimply debate the arguments put

forward by others.

Overall, this research process has been a humékipgrience and this is only the beginning.

The possibility of contributing further to the wideean of knowledge is challenging and

exciting. | hope that in this way | can better urstiend and help others to do so as well.
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APPENDIX A: FORMAT AND CONTENT OF THE RESEARCH INS TRUMENT
Table 15: The research instrument
Introduction The introduction is tailor-made to suit the intewee, by providing some facts from the
documentary research which involve the interviewee.
Then | ask the interviewee to elaborate on hisihveolvement in the accounting reform
and for an opinion about the process. For exanigsk: Does the accounting reform make
sense to yodl
Part A - This part is divided into four sections and coneetine financial reporting aspect of the
Accounting reform concept
» An overview of the current accounting system aredpfoposed accrual accounting
system;
» Measurement focus, both current and as proposed;
» Disclosure issues that may need to be tackledeiptbposed system;
» Consolidated financial statements, that is, thelle¥ consolidation that is
intended.
And here is where | ask them about the distinctimiween national accounting and
government accounting.
Part B - This part is divided into four sections and deaithwanother aspect of threform concept,
Budgetary being the budget and performance measurement:
accounting and » Budgetary accounting;
budgeting » Accrual budgeting;
» Budgeting principles;
» Output measurement.
Part C - This part is divided into four sections:
Context of the » The process of setting new accounting norms ares iahd otheinstitutional
reforms arrangements
» The mainstimuli that triggered the reform, and factors that mapdiding back
the reform;
» The identification of théey playersn the reform process;
» The plannedmplementation strategy
Part D - This part concentrates on the IPSAS decision: wacidéd? Why? Why IPSAS and npt
IPSAS some other standards? How will IPSAS be adoptedrapttmented?

| refer the participant to Art 16(3) of EU Coun@iirective 2011/85, and then ask about

their reaction and expectations.
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APPENDIX B: DESCRIPTION OF RESEARCH PARTICIPANTS

Thirty-six participants were identified (refer tigdre 20). Eight did not participate (indicated

in italics in figure 20), resulting in twenty-eight actualanviews.
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Figure 20: The research participants

Political Reform Promoters (2):

&n

politicians and/or government officials who initiate a reform and have the power to enforce it

ethe Permanent Secretary at the MFEI
e The Minister for Finance, the Economy and Investment

Stakeholders (25):
depending on their discretionary powers, these actors may affect the reform process

* Two Parliamentary members (members of the Public Accounts Committee)
*The Accountant General

*The Director for Government Accounting

*An Accountant at the Treasury

*The Director General for Internal Auditing and Investigations
*The Deputy Auditor General

eThe Assistant Auditor General

*The Director for Financial Policy Development and Analysis
*The Budget Office

*The Director General for Strategy and Operations Support
*The Manager at MITA responsible for new IT system

eThe Principal Permanent Secretary (Head of the Civil Service and Secretary to the
Cabinet)

eNine Directors for Corporate Services
e Three Directors for Corporate Services

Reform Drivers (9):

these actors may influence the decisions of political actors

*The Technical Officer of the Malta Institute of Accountants

eThe MEP vice chair of the Economic and Monetary Affairs Committee of the European
Parliament

¢ A MITA official on the Departmental Accounting System
*The ex-head of the Accrual Accounting Task Force (retired)

oA partner at the private audit firm that was responsible for writing accounting standards
specifically for the Maltese government (prior to the decision to adopt IPSAS)

e A Member of the Government Finance Statistics Committee from the National Statistics
Office

*The ex-Director of the Budget Office
e The Shadow Minister for Finance
e The preceding Minister for Finance (ex-EU Commissioner for Health)

356



APPENDIX C: INTERVIEW SCHEDULE

Table 16: The Interview Schedule

No. | Interview date Notes Abbreviation

1 8/10/11 Technical Officer, The Malta InstituteAgfcountants MIA

2 27/10/11 and later Director Government Accountifige Treasury DGA

3 30/11/11 and later Accountant, The Treasury TA

4 1/12/11 and later Assistant Auditor General NAO2

5 2/12/11 Chairman, Public Accounts Committee PAC1

6 6/12/11 Member, Public Accounts Committee PAC2

7 6/12/11 Director General Finance, Office of tmigre Minister DCS1

8 14/12/11 Ex-Director General Special Projects BVIF XDGS

9 9/1/12 and later Permanent Secretary, MFEI PS

10 10/1/12 Director Corporate Services, Ministry fafrastructure,| DCS2
Transport and Communication

11 13/1/12 Manager, Malta Information Technology tharity | MITA2
(MITA)

12 17/1/12 Director Financial Policy DevelopmentdaAnalysis,| DFPDA
MFEI

13 27/1/12 and later Accountant General, The Tmyasu AG

14 31/1/12 Partner, Grant Thornton Audit Firm GT

15 5/3/12 Deputy Auditor General NAO1

16 12/4/12 Director General Finance, Ministry fogdlth, the Elderly DCS3
and Community Care

17 19/4/12 Director General Finance, Ministry foaistice and Home DCS4
Affairs

18 20/4/12 and later The Budget Office, MFEI BO

19 3/5/12 Director General Strategy and OperatRuygport, MFEI DGSOS

20 3/5/12 Ministry for Resources and Rural Affairs DCS5

21 1/6/12 Director General, Internal Audit and Istigations| IAID
Directorate (IAID)

22 6/6/12 Manager Finance, Ministry for Educatié&gmployment| DCS6
and Family

23 6/6/12 Manager for Schools Finances, Ministry Eucation,| DCS7
Employment and Family

24 19/6/12 Manager, National Statistics Office NSO

25 6/8/12 Ex-Director General Budget Office, MFEI B®&

26 9/8/12 Ministry for Gozo DCS8

27 11/9/12 General Manager, Malta Information Tetbgy | MITAL
Authority (MITA)

28 28/9/12 Director Corporate Services, Ministry Jastice, Dialogue DCS9
and Family**

1 Following a Parliamentary re-shuffle in June 20t Ministries were increased from nine to twelVae
Ministry for Justice, Dialogue and Family is onetloé "new" ministries resulting from the changegantfolio.
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Figure 21: Hierarchical Structure i dentifying the Public AccountsCommittee

President of

Malta
P I
Public
Parliament < > Accounts
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Ministers (PAC1)

. E—
1 1 1

Member
Member (PAC2) Member

Figure 22: Hierarchical Structure for the National Audit Off ice

Y

Auditor General

.

Deputy Auditor
General (NAO1)

S B
1 1
Assistant Auditor Assistant Auditor
General General
(Performance (Compliance

Section) (NAO2) Section)
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Figure 23: Hierarchical Structure identifying the Internal Audit Directorate and one DC¢

Office of the Prime
Minister

Internal Audit and
Investigations Other sections Finance
Directorate
M ——— N o— —
Director General Director General
(IAID) Finance (DCS1)

Figure 24: Hierarchical Structure i dentifying the other DCS and the MITA

Other Ministries

1 1 I S
Malta Information
Other sections Finance Technology

Agency (MITA)

I I

Director General Finance/Director General Manager
Corporate Services (DCS2 to DCS9) (MITA1)

B

Manager (MITA2)

 —
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Figure 25: Hierarchical Structure for the Ministry of Financ e identifying the Permanent Secretary
Financial Policy Directorate, the Budget Office, Tlke Treasury, Strategy & Operations Directorateand the

Minister of Finance

Permanent
Secretary (PS)

.

National Statistics Office

Financial Policy

S E—
1 1 1 1 1 1
Strategy & . -
Budget Office (BO) The Treasury Operations (Other sections) National Statistics

Development and
Analysis (DFPDA)

w
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Ex-Director
General Budget
Office (XBO)

Support (DGSOS)

Office (NSO)

Accountant
General (AG)

Ex-Director
General Special
Projects (XDGS)

—L—

Director
Government
Accounting (DGA)

Director Debt
Management

B

Treasury
Accountant (TA)

Figure 26: Other participants, external to the governmen

Malta Institute of Accountant
Technical Officer (MIA

Grant Thornton (Audit Firm),
Partner (GT)
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APPENDIX D: THEMATIC MAP

Figure 27: Thematic Map

Historical aspect - Public service reforms 15

1. Describe the current system: cash-based accounting and reforms to date
1,2,3,4,5,7,8,93,14

Q2: Description of the reforms

Part A: Accounting 13 Part B: Budgeting 6 Part C: Stimuli
1. Overview 1. Budget accounting 10,11,12,13,15,16,
2. Measurement 2. Budget reforms 17,20,9b&9c, 26

3. Disclosure issues
4. Consolidation 18,19

Underlying
Variables/factors Main actors
effecting the

Main actors affecting Implementation
the process

process

Positive Negative

Environment Environment

Effect on
reform/
environment

Perceptions vs

Government

Q3. IPSAS Decision

accounting

Part D 21,22,23

Why IPSAS? Q4. National accounting

Factors leading to the Preparation of National Accounts

decision

Compare with business accounting

ESA95 and Eurostat Reporting 24,25
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APPENDIX E: DEFINING AND NAMING THE THEMES

1. THE DAS - Describe the Current System
a) Implementation
b) How it works; double entry; coding
c) Pros & Cons
2. CASH BASIS
a) Importance of Cash basis
b) Advantages
c) Disadvantages
d) Financial Reporting and audit: procedure and dsfect
e) Abuses
f) Perception of Cash Basis - negative
g) Perception of Cash Basis - positive
3. ACCRUAL ACCOUNTING
a) Expectations - positive
b) Advantages
c) Disadvantages
d) Perception of accrual accounting - negative
e) Purposes of accrual accounting
f) Public vs Private
4. REFORM CONCEPT & EXPECTATIONS
a) Importance of accounting system
b) Which accounting system?
c) Reform Concept
d) Reform Expectations and reservations
5. REFORMS
a) Beginning of the reforms and the Accrual Accounfiragk Force
b) Reform work to date
c) Trial Financial Statements
d) Rate of reform
e) Immediate Plans
f) Planned Accrual Accounting System
6. BUDGETING
a) Importance of Budgeting
b) Budgeting at present
c) Accrual budgeting
d) Budgetary control
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7.

10.

11.

12.

IT SYSTEM

a) MITA and new system

b) Issue of tender factors

c) New IT system - Committee, specifications and disagents
d) IT System and cost

e) IT System and staff

f) Implementation and anticipated problems
LEGISLATION

a) New legislation: gradual changes vs major overhaul
b) Reinforce fiscal discipline

c) Update the budgetary process

d) The definition of the "reporting entity"

e) Work done on new legislation (scrapped?)

f) New legislation and the NAO (disagreement)

g) Current legislation and defects

h) Introducing modern financial management concepts
1) Is anew legislation required to introduce accaumtieforms?
THE TREASURY AND THE REFORMS

a) The work of the Treasury on the reforms

b) A more active role of the Treasury

c) The MFEI and conflicts with the Treasury
CHAMPION

a) Previous Minister of Finance

b) Ex-Director General Special Projects

c) MFEI vs Treasury

d) Limited resources - MFEI

e) Limited resources - Treasury

f) "Orphan" project

POLITICIANS

a) Politicians vs Civil Servants

b) Politicians and the reform

c) Political decisions

d) Politicians and training

e) Reporting accrual to Parliament

f) Effect of General Election on reform process
HUMAN CAPACITIES

a) Staff attitude towards reforms

b) Change in culture required

c) Human resources and training

d) Civil servants with a vision
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13.AUDIT
a) NAO and the reform
b) Importance of NAO involvement in the reform
c) Problems for the NAO
d) Qualified Audit Report and the reform
14.DEPARTMENTS
a) Departments and reforms
b) Functions and responsibilities of DCS in the adcagaounting project
c) Lack of feedback to DCS on project
15.DECENTRALISATION AND CENTRALISATION
a) Organisation structure and problems
b) EBUs and the DAS
c) Decentralisation and NPM
d) Problems with entities
e) Central Control and post-NPM(?)
16.NEGATIVE FACTORS
a) Small country and culture
b) Change in Minister
c) Crisis and priorities
d) Mentality and resistance
e) IT System specifications - disagreement
f) Effect of new legislation on operations
g) Staff training - lack of professional staff
h) Government level of pay does not attract profesgon
i) Lack of funds for IT system
J) Political aspects (no political will; forward plaimg not desirable; too transparent)
k) Lethargy at all levels (even EU) and lack of vis{an champion)
[) Meeting EU obligations (and ESA assumed as a repiaat for accrual accounting)
m) Waiting for EU decision
n) MFEI is understaffed
0) Time span taken
17.POSITIVE FACTORS
a) IT system needs to be replaced
b) EU requirements (ESA helped change mentality)
c) Previous Minister's vision
d) Ex-Director General Special Projects as driver
e) Government is more experienced
f) Political pressures
g) Local criticism and private audit firms
h) To be like the private sector
i) To appear more progressive (especially with the EU)
j) Comparability with other countries' reporting
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18. THE REPORTING ENTITY
a) Not specified in current legislation (and ratheryhan proposed/scrapped)
b) Assumed definition
c) Importance of ESA definition - General Government
d) IPSAS 6 not referred to
e) Financial Engineering encouraged by ESA definition
19. CONSOLIDATION
a) Consolidation or aggregation?
b) No problem envisaged due to use of different statsda
c) Level of consolidation
d) Objective of consolidation
e) Costs involved
20.THE MALTA INSTITUTE OF ACCOUNTANTS (MIA)
a) Interest of the private sector in the public sector
b) Private sector/MIA involvement in the reforms
c) MIA level of interest
d) MIA and members' interests
e) MIA and limited resources
21.MGAS
a) MGAS Development
b) MGAS based on IFRS/IPSAS
c) MGAS Committee and the "Financial Policy Developin&mnalysis Unit"
22.1IPSAS
PART D of interviewlus

a) Importance of Standards
b) Importance of IPSAS
c) IFAC & IPSAS and MIA obligations
d) IPSAS & IFRS & MGAS?> IPSAS decision*
e) IPSAS adoption/adaption and the ESA effect
f) IPSAS, the EU and ESA
g) IPSAS Committee
h) IPSAS training
23.SOVEREIGNTY*
a) IPSAS and sovereignty
24. THE EU
a) Before the EU - the IMF
b) EU Policies & Outlook
c) EU and reforms
d) EU Reporting - importance
e) EU Crisis
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25.NATIONAL ACCOUNTING

a)
b)
c)
d)
e)
f)
9)
h)
)
)
K)
1)

EDP & ESA 95

National Accounts Preparation

National Accounting vs Business Accounting
ESA vs IPSAS and accrual accounting
National vs Government accounting

Mixing up the two

Importance of EDP

NSO as decision-maker and "accounts" preparer
Eurostat power

Eurostat Missions and the NAO

NAO involvement in upstream data missions
Eurostat reporting and the DAS Coding system

m) EDP as reform driver
26.SMALL COUNTRY AND CULTURE

a)
b)
c)
d)

Relative size of civil service

Public employees skills

Learning from other countries

Limited resources and practical implications
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