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ICAI President CA. T.N. Manoharan discusses the Government Accounting 
Reforms with Ian Ball, Chief Executive, International Federation of Accountants 
(IFAC). Mr. Ball threw light on the role of IFAC, and on New Zealand’s 
experience in implementation of Accrual Accounting in Governments. Here 
are the excerpts from the conversation.

Government Accounting Reforms—
Cash to Accrual

How do you describe your role as the 
Chief Executive of IFAC, after a success-

ful stint as the Chairman of International 
Public Sector Accounting Standards Com-
mittee?

While the two roles share IFAC’s objective of 
serving the public interest, in other respects 

they are quite different. The Chairmanship of 
the Public Sector Committee is a voluntary role, 
and in that role my key focus was to establish a 
programme to set financial reporting standards 
for the public sector. At the time, the lack of such 
standards represented a significant gap in the 
international financial architecture. By contrast, 
the role of the Chief Executive is full-time position 
with a much broader focus, encompassing all of 
IFAC’s activities, from standard setting through 
promoting the importance of professional 
accountants in business, to speaking out on 
public policy issues. 

Since your taking over as Chief Execu-
tive, IFAC has undergone restructuring. 

What has been your experience in manag-
ing the transition, particularly in evolving 
consensus among the member-bodies and 
regulators worldwide?

A key to establishing consensus among the 
IFAC member bodies, the major accounting 

firms and international regulators has been 
the mutual recognition that collaboration is 
essential if the public interest is to be served 
effectively. As IFAC sought to achieve a number 
of reforms to strengthen its standard-setting 
and other public interest activities, there was 
a new attitude among all those involved, that 
we were all in this together. The three different 
groups can be seen as three legs of a stool, 
with stability being impaired by the loss or 
weakening of any one of those three legs. I 
believe the three groups are now cooperating 
in a very productive manner.

You have been extensively involved in 
reforms in government accounting in 

New Zealand. Apart from the accounting as-
pects, what do you feel are the critical fac-
tors in initiating reforms and managing the 
transformation process?

There were a number of critical factors 
in successful management of the 

transformation process within government 
accounting in New Zealand. A political 
recognition of the importance of the reforms, 
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coupled with a determination on the part of 
both major parties to carry them through, 
was essential. So, too, was a clear intellectual 
framework for the reforms, enabling successful 
resolution of issues, which emerged during the 
implementation process. Driving both these 
factors was a widespread recognition that for 
the New Zealand economy to be successful in 
the long term, it must be as efficient as possible, 
and that this efficiency must extend to the 
public sector, given its size within the economy. 

What is the agenda for further strength-
ening the IFAC to enable it to meet the 

ever-growing expectations of the member-
bodies and regulators?

Strengthening IFAC is an ongoing and 
continually evolving process. We are always 

looking for ways to do our job better, to be more 
transparent in what we do, and to convey better 
to the various stakeholders the importance of a 
strong accountancy profession in any economy. 
This means retesting our own assumptions 
and rethinking the way we do things. It means 
not being complacent about what has been 
achieved, and it means ensuring that member 
bodies, regulators and accounting firms 
understand the extent to which our successes 
are intertwined. And it means testing what 
we do against the best specifications we can 
develop of what is in the public interest.

How do you perceive the role of India in 
IFAC?

India has a very important role within IFAC. 
Not only does the ICAI represent a very 

large number of accountants in one of the 
strongest emerging economies in the world, 
India contributes directly through its continuing 
commitment to IFAC and its willingness to 
contribute high quality individuals to IFAC Boards 
and Committees. Without the contribution of 
people like these, IFAC’s success and influence 
would be much more limited. 

What prompted the Government of New 
Zealand to shift to accrual basis of ac-

counting? 

The New Zealand Government shifted from 
the cash to the accrual basis of accounting 

as part of a wider set of management and 
economic reforms. Essentially, the Government 
was persuaded that without good financial 
information, it would not be able to achieve 
good financial management, and that good 
financial management within Government was 
a critical element of sound management of the 
New Zealand economy.

Was the then system of Government 
accounting amenable to adoption of 

accrual basis of accounting? If not, what 
preliminary steps were taken by the New 
Zealand Government for its successful im-
plementation?

Prior to the adoption of accrual accounting, 
the system of accounting was essentially 

similar to that in most other countries. That is, 
it was cash-based, idiosyncratic, and not very 
reliable in terms of underlying record-keeping. 
In terms of the prerequisites for successful 
implementation of accrual accounting in New 
Zealand, the most important was in granting 
departmental chief executives the power to take 
managerial decisions, coupled with a powerful 
requirement for them to be accountable for 
those decisions. This combination of authority 
and accountability enabled accrual accounting 
to be implemented quickly and effectively. 

A major concern in the implementation 
of accrual accounting is to ensure that 

the opening balance sheet is as complete 
and accurate as possible. What problems 
did the NZ Government face in preparing 
the opening balance sheet?

In preparing its opening balance sheet, the 
New Zealand Government faced problems 

that other governments that sought to do this 
faced. The most fundamental problem was the 
poor quality of existing financial information. In 
many cases, records of asset acquisitions did not 
exist, or were not reliable. Liabilities, similarly, 
were not measured in many cases, although 
there were good records for Government 
debt. This meant that a great deal of effort was 
needed to be put in to improve the quality of the 
underlying data and, in addition, there needed 
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to be valuation exercises for many assets, once 
identified. 

Were all assets, including heritage as-
sets, infrastructure assets and defence 

assets, required to be included in the open-
ing balance sheet? If not, at what stage were 
these included in the accounting system? If 
these are yet to be included in the system, 
what are the plans?

There was a requirement to include all assets, 
including heritage assets, infrastructure 

assets and defence assets, in the opening 
balance sheet. Without these, the balance sheet 
could not be regarded as complete, nor could 
the audit office have been expected to express 
an opinion on financial statements. These were 
all recorded on the first reported balance sheet.

If the assets mentioned above were in-
cluded in the NZ Government balance 

sheet, what valuation methodologies were 
adopted for such assets?

Valuation methodologies and approaches 
differed according to the assets. In general, 

they were accounted for according to the New 
Zealand accounting standard on Property Plant 
and Equipment. For military assets, there was 
a valuation carried out by specialist military 
valuation experts. In other cases, for example, 
the national archives, valuation was carried out 
using international firms capable of valuing 
historic archival documents. The road system 
was valued using a model already in existence 
for valuing roads in New Zealand. 

The implementation of accrual account-
ing carries significant risks. What mea-

sures were adopted for risk management?

The implementation of accrual accounting 
carries much less risk than operating with a 

cash accounting system. Having said that, the 
risks associated with the move were managed 
primarily through an implementation process 
that was achievable, well constructed and 
enforced. Fundamental to this was the fact 
that the conceptual design was rigorous and 

consistent. For example, the appropriations, 
the budget and the financial reports were all on 
an accrual basis, meaning that the information 
produced by the financial information system was 
highly relevant to departmental management. 
In contrast, jurisdictions, which retained cash-
based budgeting and appropriations but 
moved to accrual-based reporting, experienced 
significantly greater implementation problems. 
In other words, much of the risk management 
was in good design.

What methodology was adopted for 
implementation of accrual accounting, 

i.e., was initial implementation carried out 
in some departments/ministries of the Gov-
ernment and thereafter at the level of State 
Governments and Union Government?

The process of implementation started 
with departments and agencies, and 

once they had fully implemented accrual 
accounting, it was adopted for the Government 
as a whole. Further, there was a period 
between the Government adopting accrual-
based reporting and moving to accrual-based 
appropriations and budgeting at the whole 
of the Government level. However, at the 
departmental level, the move to accrual basis 
occurred for budgeting, appropriations and 
reporting at the same time.

How much time was taken by the Gov-
ernment departments to develop ac-

crual-based system of accounting, and what 
level of guidance was provided to these de-
partments to achieve the desired results?
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Government departments in New Zealand 
were given two years from the passage of 

the legislation to have a fully functioning accrual 
accounting system in place. Some guidance was 
given to departments, but that guidance was 
primarily in clarifying the precise requirements 
of the Treasury for its budgeting and financial 
reporting obligations. As long as the department 
could provide reliable information for those 
purposes, the department was free to decide 
its own financial information system. There was 
a support service operated by the Treasury, 
but it was very small, with each advisor being 
responsible for five or six different ministries or 
departments. (In New Zealand, ministries and 
departments are the two terms used to describe 
what in other countries might be described 
as ministries. In New Zealand, ministries are 
in general policy advisory agencies, and 
departments are service delivery agencies.) 

Was the accounting staff of the NZ Gov-
ernment competent enough to efficient-

ly implement the accrual basis of account-
ing? Were measures taken to utilise private 
sector talent and experience to effectively 
implement it?

The New Zealand Government had woefully 
insufficient qualified accounting staff at 

the beginning of the reform process. However, 
the accounting reforms followed reforms of 
the public service regime in the New Zealand 
Government, and this latter reform enabled 
chief executives of Government Ministries and 
Departments to have much greater control 
of their own staff management, substantially 
equivalent to the control exercised by the Chief 
Executive of a private corporation. As a result, 
they could recruit qualified accountants or 
employ consultants, or a mixture of the two, 
as they saw fit. There were no staff ceilings, for 
example. The Treasury did not seek to provide 
accounting staff to departments—chief 
executives were given the authority to manage 
their departments, including their financial 
management, and they were expected to deliver 

on this. In fact, all of them did require bringing 
in resources from the private sector, and all of 
them did deliver a good accounting system. 

We understand there is only one set of 
Accounting Standards, i.e., NZ GAAP, 

which applies to companies, Government 
departments, Crown entities, local Govern-
ments, and other not-for-profit entities such 
as trusts and charities. Did you face any dif-
ficulty in applying one set of accounting 
standards to Governmental entities? 

Having a single set of accounting standards 
applying to all entities is a huge advantage. 

Qualified accountants can move from one sector 
to another without having to learn a completely 
different set of rules. We did not find situations 
where a single set of rules created problems for 
the public sector; it was quite the contrary. But 
there were areas where a good deal of policy 
work was required in order to determine how 
the standards should be applied within the 
public sector, as generally accepted accounting 
practices did not cover some situations. An 
example of this would be accounting for income 
taxes. Still, within an accrual-based framework 
these were not inseparable problems. 

What steps were taken to implement 
sector-neutral accounting standards?

The key requirement to implement sector-
neutral accounting standards was to have 

accounting standard setters from both sectors. 
This meant that the standard-setting board 
within the New Zealand Institute of Chartered 
Accountants needed to have public sector 
expertise. This enabled the standards themselves 
to be designed in such a way that they applied 
to both sectors. The conceptual framework 
developed around this time in New Zealand 
stands as an example of how a framework can 
be developed that does apply to both sectors. 

Are there any attempts to converge with 
International Public Sector Accounting 

Standards for public sector entities, includ-
ing Governments? If not, why?
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Within New Zealand, the decision has been 
taken to converge with International Finan-

cial Reporting Standards (IFRS). This means that 
there will need to be specific accommodation of 
this situation for public sector entities, as Inter-
national Financial Reporting Standards do not 
address a number of issues and concerns for the 
public sector. In some senses, the adoption of 
IFRS represented a step backwards for sector-
neutral standards. However, considerable efforts 
are being made to ensure that the advantages 
of sector-neutral standards are maintained. 

Is revenue from non-exchange transac-
tions recognised on accrual basis of ac-

counting?

In New Zealand, revenue from non-
exchange transactions (in particular, 

taxation) is recognised on an accrual basis. The 
specific manner in which each source of tax 
revenue is recognised differs, depending on the 
nature of the tax. The general result has been 
to require significant improvements in the tax 
administration system and the manner in which 
tax revenues are accounted for. Essentially, 
the task during the implementation of accrual 
accounting was to determine for each type of tax 
the point at which, on an accrual basis, revenue 
should be recognised, taking into account the 
need for the measurement to be reliable. 

Have you faced any difficulties after 
implementing accrual accounting in the 

NZ Government? If yes, what kinds of diffi-
culties did you face, and what measures did 
you take to remove them?

The full transition to accrual accounting in 
New Zealand was effectively achieved in 

1994. That was 12 years ago. Within the New 
Zealand Government, it is now inconceivable 
that one would contemplate managing the 
operations of a Government Department or 
Ministry on anything but on accrual basis. 
Although I have now been out of New Zealand 
for four years, prior to leaving (and since), I’m not 
aware of any particular difficulties that accrual 

accounting has brought to the Government. 
Perhaps the only instance is that the Minister of 
Finance might have wished to be able to treat 
allocations to a national superannuation fund as 
an expense, whereas under accrual accounting 
those contributions have to be an ongoing 
surplus. The New Zealand Government has 
run a surplus every year since 1994, and there 
are obvious issues of political management 
associated with that. 

Since New Zealand is one of the few 
countries that have successfully imple-

mented accrual basis of accounting in the 
Government, what would you like to ad-
vise other countries that are in the process 
of transition, so that they can benefit from 
your experience?

The two main lessons that I would draw 
from the New Zealand experience are (1) 

there should be a consistent application of the 
accrual basis across budgeting, appropriations 
and reporting, and (2) the task of moving to an 
accrual basis should be treated with the level of 
importance and urgency that it truly requires. 
That means governments have to be willing 
to invest the necessary money in developing 
systems as well as ensure that the civil service 
rules are not so cumbersome, detailed and 
input-oriented as to prevent managers from 
implementing the new system. r
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