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Abstract
Actually, the public sector accounting in Albania is based on cash basis for the revenues
and on modified cash for the expenses, but with elements of the administration of assets,
commitments, debtors and creditors. In the content of the paper, though a comparative
analysis, are introduced two basis of accounting. Best worldwide practices are brought
with the aim to clearly evidencing and emphasising the advantages of accrual basis of
accounting, such as:
- the only generally accepted information system that provide a complete and reliable
picture of the financial position and performance of a government;
- the broader comprehensive framework that helps a government in accomplishing with
efficiency end effectiveness its financial and economic commitments and objectives;
On December 2014, the Albanian government approved the sectorial strategy for public
finance management and the main objectives to be achieved during the period 2014-2020
to this regard, with the aim for harmonization and integration with the IPSAS-s. The
paper presents the timeline, the so far progress and the future challenges of the Albanian
government for a successful move to the full accrual basis, overpassing step by step the
basic and critical preconditions for this move.
Keywords: public sector accounting, cash basis of accounting, accrual basis of accounting,
preconditions of adopting accrual basis of accounting, reforming the public sector accounting

1.

INTRODUCTION

Accrual accounting is a method of accounting under which transactions are recognized as the
underlying economic events occur, regardless the timing of the related cash receipt or payments
(IMF 2009)i.
Key elements of accrual accounting (FEE Public Sector Committee 2007) ii:
 Income is recorded only when it is due, not when it is received.
 Expenditure is incurred when due, not when it is paid out.
 Assets are recorded when they belong to the organisation and when a future benefit will
be received from holding the asset.
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All likely liabilities must be included.

Accrual accounting method measures not only the financial performance, but as well the assets
and the liabilities as indicators of financial position. Under the accrual basis of accounting, the
financial statements will include a Statement of Financial position which discloses information
about assets and liabilities (IFAC, Transition to Accrual Basis of Accounting, 2002).
Consequently, accrual basis of accounting represent a broader framework of the financial
commitment of a government.
Accrual accounting, in the public sector context, imply (Bogdani I. 2012)iii:
- Registration of transactions on accrual basis and
- Preparation of financial statements based on accrual basis for the entire government.
In addition, individual ministries may also be required to prepare audited financial statements on
an annual basis, and unaudited reports more frequently. Some advanced countries have also
implemented accrual budgeting.
The cash basis of accounting recognizes transactions and events only when cash (including cash
equivalents) is received or paid by the entity. Financial statements prepared under the cash basis
provide readers with information about the sources of cash raised during the period, the purposes
for which cash was used and the cash balances at the reporting date. The measurement focus in
the financial statements is balances of cash and changes therein. Notes to the financial statements
may provide additional information about liabilities, such as payables and borrowings, and some
non-cash assets, such as receivables, investments and property, plant and equipment (IPSASB,
Financial Reporting Under Cash Basis of Accounting, 2017).
In some jurisdictions, a government will manage the expenditure of its individual departments
and other entities through a centralized treasury function, often referred to as a “treasury single
account”. Under these arrangements, individual departments and entities do not establish their
own separate bank accounts. In some cases, the centralized treasury function will be undertaken
by an entity which controls the bank account(s) from which payments on behalf of the individual
operating departments and other entities are made (IPSASB, Revised Cash Basis IPSAS, 2017).
The rest of this paper is organized as follows: first we discuss about the necessity of the transition
toward the accrual basis of accounting in the public sector. Next are brought to light the most
critical preconditions to be taken in consideration for all the countries with aim to move to the
accrual basis of accounting for the public sector. In the fourth section are presented some outlines
of the public sector accounting reform worldwide. Albania, classified at “transition economies” iv
(UN, 2017), reflects similar characteristics with the “developing countries” to this regard,
consequently faces and confronts analogous approach.
The design of accrual accounting system in the public sector remains highly debated both
nationally and internationally as well, that’s why the issue still awakes further discussion and
analysis and not clearly defined conclusions.
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2.

WHY THE PUBLIC SECTOR SHOULD TRANSIT TO THE ACCRUAL BASIS OF
ACCOUNTING

Accruals accounting is the only generally accepted information system that provides a complete
and reliable picture of the financial and economic position and performance of a government, by
capturing in full the assets and liabilities as well as revenue and expenses of an entity, over the
period covered by the accounts and at the moment they are closed.
The relevance of accrual accounting, in connection with macroeconomic policies, increases by
the fact that it measures the assets and liabilities, which are of particular importance in the
construction of fiscal policy and fiscal sustainability. Such a fact is not evident on the cash basis.
Moving to full accrual, some governments have implemented even the accrual budgeting.
An accrual accounting framework is essential to systematically determine the full costs of
government activity. Information on the full cost (including non-cash costs) is essential for
assessing the efficiency of government services and thus is a key element of any public sector
performance management framework (Khan A. & Mayes S. 2009). v
There would be distinct benefits for public-sector management and governance in adopting a
single set of accruals-based accounting standards at all levels of government.
From an EU perspective (EUROSTAT, EY1 Seminar on EPSAS, 2015) the wide range of public
sector accounting standards result in a lack of:
 Fiscal transparency (= need for accruals), and
 Comparability (= need for harmonised accruals) due to non-comparable, incomplete and
inconsistent primary accounting data.
Evans, Jackson and Lavender (1995)vi summarize the importance of applying accrual basis of
accounting in the public sectorvii:
- Better costs and revenues measuring, including comparisons between years;
- Greater focus on output (outcome) than in input;
- More efficient and effective use of resources;
- Full cost of assuring a service can be compared with external suppliers;
- A better indicator of the sustainability of government policies;
- Improved accountability;
- Better Financial Management;
- Broader comparability base regarding performance results.
3.

PRECONDITIONS FOR A MOVE TO ACCRUAL BASIS OF ACCOUNTING

Government accounting is the process of recording, analysing, classifying, summarizing
communicating and interpreting financial information about government in aggregate and in
1

EY refers to the global organization, and may refer to one or more, of the member firms of
Ernst & Young Global Limited, each of which is a separate legal entity. www.ey.com
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detail reflecting transactions and other economic events involving the receipt, spending, transfer,
usability and disposition of assets and liabilitiesviii (World Bank, Education Accrual 2005)
Public sector accounting itself has three main purposesix (Bogdani I. 2012):
- To save the public treasury by preventing and detecting corruption and graft;
- To enable sound financial management;
- To assist governments to realize and fulfil their public responsibilities.
To meet the above goals it is seen as the only solution the adoption, implementation and
application of the accrual basis of accounting in the public sector.
As already emphasised in the preceding paragraph, the accrual basis of accounting clearly
identifies and represents a public entity's financial position clearly presenting its assets and
liabilities.
How can the accrual basis of accounting be applied in this regard?
Theoretically there are recognized 5 degrees of accrualx (Chan J. 2008):
1. Mild accrual - recognizes, measures and reports the financial resources and the current
liabilities;
2. Moderate accrual - adds the non-current financial resources and the long-term liabilities and
contingent liabilities;
3. Strong accrual - adds capital assets reduced by amortization;
4. Super strong accrual - adds tax collections regarded as liability; no revenue recognized until
services are rendered;
5. Radical accrual - adds anticipated future revenues streams and legislative social benefits.
NPM (New Public Management) is a term officially referred to by Hood (1991) xi, denotes
broadly government's policies since 1980, which aimed to modernize and render the public sector
more effective. The basic hypothesis holds the fact that market-oriented management of the
public sector will lead to a greater level of cost-efficiency for governments, without having
negative side effects on other objectives and considerations
NPM classifies similar public reforms widely applied in the OECD countries since '70. The
reform includes the adoption of private sector managerial techniques and the development of
market mechanisms in public entities.
For a successful transition to of accrual basis of accounting in the public sector, given the
technical and conceptual difficulties in adopting it, the following preconditions (acceptable
system, political ownership, technical capacities and systems) are considered to be criticalxii
(Khan A. & Mayes S. 2009):
 Strong political support and joint ownership of the project;
 Public administrations capable of running a more complex accounting system in each
individual public entity;
 Units should be prepared from the cultural and understanding aspect for this introduction
 Integrated IT systems for budget, payment, contract management, double-entry book-keeping,
invoice management and statistical reporting;
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Timely reporting (e.g. monthly) of all economic events in the integrated accounting system of
the public entities;
Availability of resources, human and modern IT; and
Effective internal control and external financial audit of public accounting.

The access approach to accrual basis of accounting is a reforming process and practically needs
several years to be fully implemented.
According to the World Bank (Execution Accrual 2005)xiii, the following considerations are
relevant to a decision by a developing or transitional country to adopt full accrual accounting:
 Accrual accounting information is more difficult and more costly to produce and to use, than
cash-based accounting information;
 Part of the cost of using accrual-based data is the cost of understanding it. Non-accountants
cannot easily understand accrual-based data;
 The adoption of full accrual accounting is more complex and more costly than the simple
cash basis. Asset valuation is an example of complexity and cost;
 Modifying cash-based systems to produce some accrual-type data may make sense;
 Poor countries usually lack accounting skills, and therefore have few trained people who can
either produce complex accounting information or use it;
 The accounting systems of many developing countries suffer from a range of serious defects
even though they employ the simplest accounting basis (cash). There may be higher priorities
for the use scarce accounting resources;
 Technical assistance could be used to supplement national accounting skills.
4.

REFORM IN PUBLIC SECTOR ACCOUNTING – GLOBAL VIEW

There is no clear trend of international harmonization of accounting in the public sector and the
transition to accrual accounting basis.
With the focus to a general design of accrual system, the study of Martin Dees and Paul
Neelissen (2004), (Netherlands Court of Audit, International Journal of Accounting 2004)xiv,
provide observations that even within the same country, that applying accrual basis of
accounting, the details clearly vary from one public sector to another.
The below table, figure and charts brings up to date information on the basis of accounting
applied in a combined list of governments (developed and developing countries, selected from all
continents).
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Figure no. 1: Accounting basis by Country
Source: IFAC, CIPFA2 & ZHAW3, Accounting Basis by Country, 2017
Table 1: Accounting Basis 2017

2
3

No.

Region

Cash

Cash Transitioning
to Accrual

Accrual

Other

No
info.

1
2
3
4
5
6

Africa
South America
North America
Asia
Europe
Oceania
Total
Weight

10
12
0
14
12
7
55
32%

13
8
0
4
2
0
27
15.5%

3
10
2
10
19
11
55
32%

0
2
0
2
4
0
8
4.5%

9
2
1
15
2
0
29
17%

Tot. no.
of
countries
35
34
3
45
39
18
174

The Chartered Institute of Public Finance & Accounting
ZHAW, School of management and Law
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Accounting Basis 2017
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Chart no. 1: Accounting Basis 2017
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Chart no. 2: Accounting Basis by Country/Region 2017
Source: Prepared by the author (detailed analytical information obtained from IFAC, CIPFA &
ZHAW, Accounting Basis by Country, 2017
4.1.

EU MEMBERS WITH REGARD TO ACCRUAL ACCOUNTING

The accounting framework and accounting systems of the European Commission (EC) and the
other EU institutions and bodies are accruals based and inspired by IPSAS. This is also the case
for several other international organisations.
While there is, therefore, a growing (but not unanimous) acknowledgment of the need for
accruals accounting for government within the EU and its Member States, a harmonised approach
is currently missing.
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The report of European Commission ((Report 2013)xv states that the majority of Member States
have already implemented accruals accounting according to national standards across the
government sector, or are in the process of doing so.
Key conclusions of the report on suitability of IPSAS (EC, Report 2013):
 Strong need for harmonised, accruals based PSA systems;
 IPSAS cannot easily be implemented in EU Member States as it stands currently – not in
full and not directly;
 There are technical, conceptual and in particular governance issues to be resolved;
 IPSAS would be a suitable reference framework for the development of European Public
Sector Accounting Standards (EPSAS);
 Harmonisation on the basis of strong EU governance.
The IPSAS standards represent an indisputable reference for potential EU harmonized public
sector accounts. On the one hand, the following concerns will need to be addressed:
 IPSAS standards do not describe sufficiently precisely the accounting practices to be
followed, which would limit harmonization in practice;
 At its stage of development, the suite of standards is not complete in terms of coverage or its
practical applicability to some important types of government flows (such as taxes and social
benefits), and does not take sufficient account of the specific needs, characteristics and
interests of public-sector reporting;
 IPSAS can also be regarded as insufficiently stable, since it is expected that some standards
will need to be updated once work is completed on the current project of completing the
IPSAS conceptual framework;
 The governance of IPSAS suffers from insufficient participation from EU public-sector
accounting authorities. Any reform should ensure that the independence of the standardsetting process is strengthened, while public-sector-specific needs are effectively addressed.
Consequently European Commission proposes to EPSAS, a set harmonised European public
sector accounting standards.
Proponents of this view strongly sustain that EPSAS would:
 Give to EU the capacity to develop its own standards to meet its own requirements with the
requisite rapidity.
 Offer a set of harmonized accruals-based public-sector accounting standards, adapted to the
specific requirements of EU Member States, which could be implemented in practice.
 Would dramatically reduce the complexity of methods and compilation processes used to
transform these data onto a quasi-harmonized basis and minimize risk as regards the
reliability of the data notified by Member States and published by Eurostat
The EPSAS framework should comprise (EUROSTAT, EY4 Seminar on EPSAS, 2015):
 Principles underlying governance
 Governance mechanism
 Due process
4

EY refers to the global organization, and may refer to one or more, of the member firms of
Ernst & Young Global Limited, each of which is a separate legal entity. www.ey.com
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Standard-setting capacity
IPSAS as first reference base
EC report classified IPSAS in three groups5:
1. Standards that might be implemented with minor or no adaptation;
2. Standards that need adaptation, or for which a selective approach would be needed;
3. Standards that need reconsideration before implementation: IPSAS 6, 28, 29, 30.

Macro (statistical) data and fiscal coordination at EU level are already based on accruals data, but
government accounting practices vary widely both across and within the MS (member states),
and there are also MS and government entities therein that still operate on a cash-only basis
(European Commission, 2017).
EPSAS is a major EU initiative; it is an investment in the future (EC, 2015).
On April 2017, EPSAS Working Group provided the Guidance for the First Time
Implementation of accrual accounting (EC, 2017).
European Commission is convinced that a progressive and voluntary approach seems appropriate
to begin with in order to first achieve increased fiscal transparency in the short to medium term
and then ensure comparability in the medium to the longer term (EC, EPSAS WG, 2017):
Phase 1: Increasing fiscal transparency in the Member States in the short to medium term by
promoting accrual accounting, e.g. IPSAS, in the period 2016 to 2020, and in parallel developing
the EPSAS framework (i.e. EPSAS governance, accounting principles and standards).
Phase 2: Addressing comparability within and between the Member States in the medium to
longer term, by implementing EPSAS by 2025.
4.2.

ALBANIA – MOVING TOWARD FULL ACCRUAL BASIS OF ACCOUNTING

Actually, the public sector accounting in Albania is based on cash for the revenues and on
modified cash for the expenses, but with elements of the administration of assets, commitments,
debtors and creditors (VKM no. 908, 2014)xvi.
The authority responsible for establishing public sector accounting standards in Albania is the
Ministry of Finance of Albania (MoF), which receives the opinion of the National Accounting
Council on this subject (www.ifac.org).
Financial reporting is oriented to the budgeting system and control of implementation of the state
budget.
Current framework
Legal Framework:
- Law No 9936/26.6.2008, “On management of budgetary system in the Republic of
Albania”;
- Annual Directives “For closing procedures of budget annual accounts for 20xx”;
- Directive No.14 dated 28.12.2006 on “Preparing and presenting the financial statements
5

Based on the views of EU Member States authorities and public consultation.
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of budgetary institutions at all levels”.
Table 2: Accounting practice
Financial Statement
Balance Sheet Statement of Assets

Balance Sheet Statement of Fund and
Liabilities
Statement of Expenses

Accrual Basis
Prepared on accrual basis, presents the
assets of the GU including non-current
and current assets, cash balances and
receivable balances, mainly in relation to
taxes and tariffs charged to various
businesses and citizens.
The Statement of Fund and Liabilities,
prepared on accrual basis, presents the
own funds and liabilities of the GU.
Prepared on accrual basis, as required by
the Law No 9936/26.6.2008

Statement of Revenues

Cash Basis

Prepared on cash basis,
as required by the Law
No 9936/26.6.2008

GU – Government Unit
Source: UNDP, Financial Due Diligence of 2015
Notes on the financial statements, include: Fixed assets register; List of inventory, Receivables
from employees, prepayments and penalties, Different debtors, Inheritance Act, Detailed list of
outstanding creditor invoices, Expenses reconciliation [cash basis; Treasury vs. GU bank book,
Revenue reconciliation (between Treasury and GU), Subsidiaries, Loans and borrowings, Donor
grants.
Albania is classified as an “economy in transition”6, and has started the reform toward
implementation of accrual accounting in the public sector as a result of the decision made by the
European Union Council at Helsinki in 2006 to start the negotiation process for Albania’s
accession to the EU. The MSA (member state association) is a multidimensional process,
associated with fundamental reforms in various fields such as: justice, legislative system,
economy, social, political, etc.
European Commission launched in 2013 a project7, which aimed at harmonising public sector
accounting standards across the Union in order to increase financial transparency and ensure the
comparability of primary accounting data.
The efforts to accelerate economic convergence with the EU structures by aligning internal

6

See also World and Economic Situation and Prospect 2017, UN. www.un.org
Towards implementing harmonised public sector accounting standards in Member States: The
suitability of IPSAS for the Member States, (COM, 2013).
7
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legislation to the acquis communautaire8 became indispensable.
Following the EC report on the suitability of IPSAS for the MS and the Albania’s MSA on-going
process, on December 2014, the Albanian Council of Ministries approved the sectorial strategy
on public finance management and the main objectives to this regard to be achieved during the
period 2014-2020. This decision came as step forward to the progress on the public finance
management reform, with the aim for harmonisation and integration with the international
accounting standards for the public sector accounting and a successful move to the full accrual
basis, by overpassing step by step the basic and critical preconditions for this move.
One of the core priorities of this strategy is the development of accounting standards and the
expansion of functional elements of SIFQ’s (Sistemi Informatik Financiar i Qeverisë eq. to
Government Financial Information System), in order to turn it into a suitable informatics system
of integrated financial management. International standards for accounting and reporting of
public sector have progressed, with the aim to improve the quality of financial reporting and
increase the public sector transparency and accountability.
The European Commission (2011-2014) decided to prepare the European Public Sector
Accounting Standards (EPSAS) (www.epsas.eu)xvii based on IPSAS.
Due to these recent developments in the EU, the Albanian Government has planned to review the
existing rules gradually, starting from the conceptual framework based on the calendar of
EUROSTAT, in order to prepare for the adoption of EPSAS starting from 2025. Although the
timetable for the current strategy is 2020, preliminary measures will be taken with the aim of
gradual adoption of these international standards. At the same time it will be taken into account
the limitations of feasibility in Albania and the implementation degree of the other European
countries.
Albanian Government long-term objective beyond 2020 => Accounting and reporting are held in
accordance with EPSAS.
Specific objective: Improvement of Financial Reporting Standards and the quality of financial
reporting by increasing the professional capacity and digital infrastructure and information
technology (VKM 908, 2014).
5.

MAIN FINDINGS AND RECOMANDATIONS

Accurate accounting is a precondition for a good financial reporting.
Lack of transparency of the financial data lead to:
 Hampered efficiency and effectiveness;
 Limited accountability;
 Weak audit reports;
 Incomparability and reduced access to financial markets;
8

The accumulated body of European Union (EU) law and obligations, from 1958 to the present
day. It comprises all the EU's treaties and laws (directives, regulations, decisions), declarations
and resolutions, international agreements and the judgments of the Court of Justice.
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Weak audit reports;

The monitoring reports of the first 2 years (2015-2016) practice of Public Financial Management
(PFM) Strategy 2014-2020 provide evidence on the progress made to enhance the transparency
and reporting of the government financial reports.
Little progress is being made toward moving to accrual accounting.
Apart from political engagement, the achievements in relation to public sector reform will depend
on the integrity, competence and dedication of the accountants.
In fact, the year 2020 as deadline for accomplishing the entire PFM reform an the move toward
accrual basis, is very optimistic, given that many worldwide countries needed over 10 years of
transition to IPSAS standards. Even EPSAS Working Group has reviewed the effective date of
EPSAS, postponing from 2021 to 2025, due to the complexity of the process of moving to full
accrual basis of accounting. Time is a principal challenge and Ministry of Finance (MoF) should
review the baseline of the PFM Strategy on regard to accounting reform. Detailed action plans
should be designed, supported, monitored and revised at more frequent frequency, ex. on 3
months basis. Adopting a carefully staged approach could facilitate the implementation of accrual
accounting within a shorter timeframe.
Modern financial management requires modern and well-integrated supporting systems. When
designing the public accounting system, including the supporting IT environment, this
requirement has to be taken into account in order to ensure the maximum coherence between the
accounting and the statistical reporting system at the lowest possible cost. AGFIS (Albanian
Government Financial Information System) is currently being implemented and includes in its
content the requirements of IPSASs. AGFIS should be available as soon as possible to all major
budget entities in order to improve the government financial data managements, providing a more
accurate and easy way to prepare the financial reports according to the IPSASs.
AFMIS (Albanian Financial Management Information System) platform remain a core challenge
in this regard. An integration system of all other Governmental Information Systems would result
to be the best database for preparing accurate and comparable consolidated financial statements
and reports.
Given the complexity in understanding and applying of accrual accounting, concrete actions need
to be taken to build appropriate professional capacities. Moving toward IPSAS requires a
significant cultural shift in the mindset of the intended users. Government, the staff of the
ministry of finance / other ministries and external auditors should follow continuous training and
qualifications in this regard. Unprofessional and incompetent peoples and can lead to less reliable
parameters and provide not understandable information to the users.
Ministry of Finance may come in help to the transition by undertaking ongoing supporting
processes such as:
- Translations and publications of international guidance’s and frameworks designed to
support the transition to accrual basis;
- Conducting consultative activities with academics, accounting specialist, auditors,
professional organizations, standard setting bodies, etc.;
- Foreign professionals assistance may result of benefit;
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-

Work more on disclosure of the information related the accounting reform progress for
the public users.

The legislative framework need do be revised and developed in order to simplify the
implementation process. A unified enforcement law can be created to improve and increase the
efficiency of the started process. Once enforced, processes need continuous performance follow
up and assessment.
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