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Connecting Voices (CV) Middle East and North Africa (MENA) is a
regional initiative and partnership thagpromotes governance and
improved financial management practices in the public and private
sectors. The ultimate aim is to support the demands of citizens
throughout the Arab World for jobs, better governance, a voice in
public affairs, and social and ecaoni inclusion as reflected in the
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windows of opportunityavailable in the region. It will support capacity
building inthe area of governancgefacilitate the development of a
professional community, as well as the sharing and transfer of
knowledge both within countries and within the region as a wh@#/
MENA will help foster greater transparency and accountability, thereby
engendering enhanced public trust. In addition, building pubfid a
private sectoigovernance anéinancial management capagiwill also
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help attract and provide comfort to mueheeded foreign direct
investment in the region.

EXCHANG?Z

The Exchange is a major annual forum that provides a channel for dialc
enabling countries to share experiences and promote soeggaernmental
consensus building. It fosters intragional cooperation and stimulate
interest in improvng public sctor governance, public financial manageme
and corporate governance andinancial reportingin MENA. The Exchang
facilitates knowledgesharing from transitional democracies and showca:
successful experiences from fragile and conflict states. The Exchange
where public sector and publifinancal management diagnostics leao#,
that is, in supporting the creation of an enabling environment for reforms
move from concept to reality. It helps catalyze innovative activities to dewvt
regional public goods and enables the World Bank to fulfill its mission
a{2tdziraz2ya .yl oé

SOLUTIONS =
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Network (GDLN), CV MENA connects participants across the MENA 1
(once each quarter) in finding solutions on topics relatedptilic sector,
financial management, and corporate governgance and financial repor
The Solutions Lab realizes that an ansveenot necessarily the solution:
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because it mayot bepolitically or socially feasible at the time. The Labs h
our clients fashion an attainable solutioran alternative answertto the

problent by bringing in other perspectives and different, yet releva
experiences from other countries. The Labs also feed into the design o
Exchange.
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BOOT CAMI"

A Boot @mp is a practicahnd innovativeconcept. It involves gathering -
group of decisiormakers and experts to address a particular issue throt
focused and intensive discussion that takes into account both technical
non-technical factors. After thoroudj examining the issue, the grou
develops possible solutions and a work program to help implement them.
experience is documented in a Solutions Paperbrief note describing how
a specific challenge or problem is addressed in a collaborative and atiag
fashion. The Boot Camps, together with the Solutions Lab and discussic
Maarefahdo 6 1 y26f SR3IS¢é Ay ! N} 6AOuIE FSS
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MAAREFAH

Maarefah responds to the need to implement, sustain, and build on t
results of The Exchge, as well as to extend these benefits to those unable
personally attend Boot Camps and Solutions Litasrefaho a { y 2 ¢ £ ¢
Arabic) is a Community of Practice (CoP) that serves as a forum for on
dialogue and continuous pe¢o-peer and expdrknowledge exchange. Th
ComSaidlofAaKSR o6& (GKS CAylyOAlLft
Middle East and North Africa Region in 2011 as a response to popular de
for change, accountability, transparency, and inclusivenéssdesigned to
serve as aobust base for extending the dialogue and refocusing it on
needs of CV MENA.
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Untying the Knot
G¢CKS 41 GSNI ONRaAa Aa Saas

According to Greek and Roman mytholhgwhen Gordius, a poor services and those with poor governance (UNDP 2004). However,
peasant, became king of Phrygia, he dedicated his ox cart to Zeusnproving governance in water services is not just about government
tying it up to a pole with a highly intricate knet the Gordian knot.  systems and capabilitiest is about engaging civil society and
Although the knot was supposedly impossible to unravel, an oraclestablishing a functioning social contract between government and its
predicted that it would be untied by the future king of Asia. Many citizens to bring effective basic services and it is ultimately about the
individuals came to Gordium to try to undo the knot, but they all progressive achievement of agreed rights to water (ODI 2007)
failed. Then when Alexander the Great visited the ¢it333 B .C. he

tried unsuccessfully to search for the hidden ends of the Gordian knoWater govenance encompasses several systenmolitical, social,

but failed so Alexander became impatient and in an unexpected an@conomic, environmental and administrative that control the
bold move, he took out his sword and cut through the knot. Alexanderecisionmaking process in relation to developing and managing
then went on to conquer Asia, thdslfilling the oracle's prophecy. water resources and the delivery of water services at different levels
Alexander's solution to the problem led to the saying, "cutting the of scciety (Rogers & Hall, 2003). In its first Water Development

Gordian knot,” which means solving :
complex problem through bold action.

The problems facing the water anc
sanitation agenda are complex, urgent an
multidimensional thus requires a bold
action to unknot to develop sustainable
solutions. There is more than 700 milliot
people worldwide still lacking access t
improved sources of drinking water anc
another 2.5 billion people do not use ar
improved sanitatia facility, and of these 1
billion people still practice open
defecation, which contribute to the spread
of diseases and suppresses econom
growth. For decades experts told us tha
this is due to a number of reasons rangin
from ageing infrastructure tonsufficient

Report, the United Nations stated that the
Gol GSNJ ONRaAra A& Saa
A2BSNYFyOSéd Ly 2GKSN
has the potential of helping unknot the
Gordian knot facing the worloh providing
universal access, affordable to citizens and
which are sustainable, efficient, equitable

and transparent.

This issue of CV MENA focuses on the
institutional underpinnings of water service
delivery and the role governance plays in
addressingthe challenges faced by the
water and sanitation sector. Though the
role of governance in water is multifarious
ranging from how water shares of
transnational rivers and water bodies are
negotiated to utility reform to delivery of

funds for operations and maintenance. As a result to address thesgater and sanitation seiges. In this issue, we discuss specifically the

challenges facing the water sector governments focused orrole of governance in the delivery of water and sanitation services. In

developing largescale, physical infrastructure, such as dams and- RRAGA2Y ¢S I fa2 KAIKEAIKIG K2g |

reservoirs. Water Global Practices are working together in MENA to address
thesecii A OF f AyalAldziazylf AaadzSa i

However, faced with increased water damds and competing operations as well as through knowledge products.

interests yet shrinking supply, inequitable access to water, high levels

of corruption, fragmented legal framework, unclear and overlappingOn the cover of this issue we decided to have a quotation by Junaid

responsibilities, and centralized decisioraking that marginalizes Ahmad, Senior Director of the Water Global Practice, where he

lower levels of government,ocnmunity, civil society organizations eloquently and profoundly states the mission of the Water Global

and the private sector. All of these challenges made it clear that NI OG A OS a2 S R2y Qi FTAE LALISaz: 485

focusing only on infrastructure is not sufficient to address persistentl consider this an invitation for us in the Governance Global Practice

water management concerns, and discourse about water governancé engage handn-hand with our colleagues in water bgking bold,

began to emergén the early 1990¢§Cooley, 2013] Studies showa Ay y 2@l A GBS FyR LINI IAYFGAO | OlA2ya

direct correlation between the countries most lacking in water would help us develop sustainable water solutions.

1 Myths Encyclopedia.com
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A tool at the right time for tax reform

Jim Brumby

Director, Governance Global Practice

Ly G2RIF&Q& ¢ 2 NIisRizkle,A y
financial flows unstable, and many donor
countries are facing domestic economic
crises themselves, driving them to apply
resources inward. In this environment,

developing countries need inner strength.

They need inner stability. And they deserve

. X A Explore
the right to chart their own futuresThis is the wpheel to
within their grasp, and last week the launch learn more

of an unassumingput-powerful tool marked

an important step forward in this quiet
AYRSLISYRSYyOS Y2@SyYSy
TADAT, or Tax Administration Diagnostic
Asessment Tool. At first glance, this tool
may look inscrutable, technical, and
disconnected from development. But
listen.Research shows that if developing
countries could simply increase their tax
collection by 2 percent to 4 percent of GDP,
the amountthey raised would eclipse the
amount of foreign aid they are receiving. This
small relative increase would represent Performance Outcome Areas
three times the amount of official

development assistance distributed in the | N &Gy &{ GNBy 3G KSy transparency, the ercentage of taxpayer$

a Q_N‘I Re ¢ KIU _Q a b 0 }‘ 3 mobilization, including through international' "who pay on time, and whether an
having more taxpays registered and having 501t to developing countries, to improve independent, accessible disputesolution

more directly contribute to the tax system  4omestic capacity for tax and other revenue system exists. It can help countries identify
makes for a more effective staténd the 5 ¢ ¢ Siagt weyGeGleaders endorsed 02 Yy ONB (S NBF2N¥Ya | yR Y
idea is catching on, globally. At the United yhe ocalled Base Erosion and Profit Shifting a vital, pragmatic first move away from
bhuAzyQa  CAYlIYOAYI (geps)package, designed to curb tax evasiopromises and toward actiors | said at the
conference in Addis Ababa in July, the World 5§ ther illicit taxrelated behaviorEnter ~ TADAT launch event, this tool comes at
Bank Group and the ternational Monetary  taApAT, a diagnostic tool that can help exactly the right time. The international

Fund committed to a joint initiative to help  h4t0ns figure out where to start. Launched community is paying attention, and our
client countries strengthen their tax systems. , pjicly onwednesday by the IMF, World clients are hungry for technical assistance.

In addition:Thirty countries signed the Addis gk “and a number of other partners, the This tool will change for the better how we

Tax  Declaration, calling for ~more TApAT is a framework designed to evaluate deliver that assistance. It & move toward
international support and coordination in gy ctematically the performance of a transparency, openness, and clarity in how

this area.In Septerber, the UN included in - 55 gy NBE Q& GFE F RYA YA we do analysis. In the past, that assistanceli |
its Sustainable Development Goals this ot gq0d outcomes, using factors such as has been largely bilateral and uncoordinated



¢ while this is not necessarily bad, it meant
that different countries got different types of
advice. TADABrings uniformity to the focus

Zambia Revenue Authority, said TADAT development partners, is to guide the use of
showed his administration had a strong TADAT in a wide range of contextshose
governance structure. It validated previous that include data gaps, corruption, and

and scope of assessment. With TADAT, everreforms, and identified successful practices. capacity constraintg and to make sure that

if a regular citizen in Canada or Burundi
O2dz Ry Qi dza8 ((KS
know the categories in which her
government is being evaluatedes, Canada.
¢KIFGQa o Sdisdgaaly apiplicabie
to developed countries. It looks at all
countries, regardless of their level of
development, in terms of performance. At
the launch event, we heard from two
countries that had pilotested TADAT:
Norway and Zambia. Hans Christiaalte],
director general of the Norwegian Tax
Administration, said he appreciated that the
assessment is evidendmsed, and said it
was useful in pointing out areas for
improvement. He noted that the process was
demanding and should be done by people
who have a solid understanding of the tool.
Berlin Msiska, commissioner general of the

The tool also showed some weaknesses, 4 S OFy | RIFILIW AdG G2 2dz

{i 2 sincluding in areas that had not receive Ipolicy aml tax administration are complex.

much attention, such as bottlenecks caused But we believe they are also essential

by the use of thireparty information. He said  elements of a welfunctioning state. Taxes

Al aakKz2dzZ R 0SS SYo NI Ocan strengthen a legitimate relationstipS O |
and planned to sign up for a4assessment between citizens and the state. When
early next year.We also heard some debate 1 KS&@ QNB ¢Sttt RS&AIYSR:
about how it should be implemented. One inequality and eable countries to chart their
audience member suggested opening up own future. Smart taxation helps growth and
TADAT training to people without deep development. TADAT may seem part of a
expertise in tax administration, including civil specialized world, but it drives forward a
society. Another suggested extending the critical, global movement: increasing the

tool to other agencies that collect revenues, financial independence of developing
such as those tied to natural resources or countries. While ther@a | t 2y 8§ g1 &
taxes charged at the border. And | think that from analysis to policy reforms to material
in time, we should be looking at TADAT at a changes in reducing poverty and improving
subnational level, where the tax types are livescii KS Y2 @SYSyd OF yQi |

different, but the quest for performance is tools such as this one.
very smilar. One of our jobs now, as

Accounting Reform

Cash versus Accrual Basis Acco unting
in National Accounting

Michael Schaeffer
Senior Public Sector Specialig

Pierre Messali
Senior Public Sector Specialish

This article has benefitted from
consultation with Manuel Vargas
(Lead Public Sector Specialist
MENA). The Authors also
benefitted from reviewing

tFGNRAOY a2 NRI O
Lt{!'{ YIFGGSNBKE
Article.

An international public sector

reform trend has seen many)|
governments of most developed
countries, and many developing
countries, adoptsome aspects of
accrual accounting as the basis fq
their reporting. Supporters of
accrual accounting argue that: i)
at the aggregate level, accrual

regarding the implementation of
accrual accounting in many
courtries have been identified

including the importance of

communication, quality
assurance, and the use of
commercially available

accounting software. This article
considers the various lessons
learned from international

experience and provides the
primary tools for understanding

the nature of cash versus accrual
basis of accounting This article

provides that for the successful
implementation of accrual

accounting: i) implementation
strategies and timing should be
carefully considered; ii) political
commtment is essential; iii)

suitably qualified accounting
personnel are necessary; iv) a
financial management system
should be in place and fully
operational; v) supreme audit

indi ide b effectiveness, and reduce opportunities for
indicators = provide better g4 gng corruptionOpponents of accrual

based fiscal
information about the sustainability of fiscal
policies; ii) provid a stronger basis for
government accountability; iii) provide a
better measure of the effects of government
policies on aggregate economic demand
and iv) at the organization level, accrual
based financial statements provide better
measures of organizatial efficiency and

reporting contend, among other things that:
i) few countries have implemented accrual
accounting;  ii)  implementation and

_operation is difficult ancexpensive; iii) the

' emphasis should be on getting the basics of
public financial management right first; and,
iv) accrual accounts are more difficult to
understand. Whatever the case, lessons

agencies must be suitably staffed and
resourced; and, vi) the exercise of moving
towards accrual accounting should be seen
as part of a wider public sector management
reform. The authors also describe the nature
of the various accounting arrangements;
examine the features that support or impede
accounting reforms; and suggest critef@
evaluating proposed accounting reforms.



Basis of Accounting

The basis of accounting refers to the
processing mechanism that is adopted by an
entity, corporation or governments to
determine when, where and how a
transaction or events should be recogetz
processed and recorded for financial
reporting purposesThe basis of accounting
that is adopted by any government will
determine the extent of information that an
accounting system can collect, process, and
therefore report As an example, a pure
cas-based system can only report on a cash
balances and cash flows (inward and
outward), while cash payment or receipt is
usually only a small element in the history of
a governmental financial transaction. For
instance a purchase transaction might go
through the following stages, each of which
could generate specific different accounting
information: Commitment of funds; Issue of
purchase order for the supply of goods;
Receipt of the goods and of the invoice
claiming payment; Payment of invoice; and,
De-commitment of excess funds committed
Pure cash accounting does not provide
useful information for managing payables
and receivables. In the preceding paragraph,
an accrual system would show the amount
owing to the supplier, and then when full
payment occured, the amount owing would
be extinguished. An additional shortage with
the cash accounting base is the lack of

accounting suksystems for receivables, and the European System of Accounts (ESA 95).

without this, managing revenues is far less

efficient. For instance if sums due are noted reporting framework to calculate budget A

only infiles, and not entered into a double
entry accounting system, they can easily
escape attention. Moreover the files may be
displaced or lost. An accrual accounting
system provides a systematic method of
recording and managing sums
something which may governments sorely
lack.

Figure 1 above illustrates the path from
cash basis to full accrual accountingThe
primary classification and definitions for the
accounting basis are as follow:

A Cash Basis: under cash basis

accounting transactions will be
recognized and recorded when the cash
is received or paid, therefore all the
information and reports that prepared

according to this basis will inform about
the cash transactions that receipt and
paid during certain period, as well as
the available cash dlance at the

beginning and end of the accounting
period. Cash basis accounting
measures the financial results of the
accounting period as difference
between the cash payments and
receipts. In spite of the capability to
record the noncash transactions

(flows), most of the accounting systems

that use cash basis do not record the
non-cash transactions, because the
concern is focusing about the cash
management not about the flow of
resources.
A Accrual Basisaccording to this basis
the transactions will beacorded at the
time of economic value occurring or
transferred or replaced or ownership
handover. In other words, the recording
of the economic events (expenditures
or revenues) will be made at the time of
occurring, regardless if there any cash
received @ payment was occurred. It
records assets and liabilities and is
therefore  associated with  the
production of balance sheets. It is also
associated with providing depreciation
on assets with finite lives. Table 1
below attempts to summarize the
comparative usefulness of accrual and
cash accounting in government.

Status of Accrual Accounting in OECD
Countries

Table 2 below, reviews the status of accrual
basis accounting in a number of countries
Table 2 reveals that many countries have
introduced aspets of accrual accounting
and more intend to do so in the future.
European Union (EU) member countries are
required to prepare government forecasts
and financial statements in accordance with

ESA 95 uses an accHbased financial

balance (the economic balance set forth
under the Maastricht Treaty). This balance
combines  all central government

departments, social security funds, and local
government units. However, as thalance

due, does not consider estimated expenditure A

(i.e. depreciation and provisions), it might
best be described as a modified accrual basis
of accounting.

Lessons Learned from International
Experiences

To varying extent, many countries have
implemented accual accounting over the
past decade. However, wide adoption is
likely to take a longer period, for the
following reason(s):

A Implementation is difficult and
expensive. Some aspects of actual
accounting implementation are more
difficult than cash implemenation. For
example, it is difficult for a government
organization to know the full amount of
tax revenue that it is likely to receive at
a given time.

Emphasis should be on getting the
basics right first. There is a view that
countries should get the basic
(foundations) of public financial

management right before attempting
more advanced reforms, such as accrual
accounting. This reflects the experience
that basic record keeping and cash
accounting should®strengthened first
before moving forward with more
extensive reforms.

There are a number of prémplementation
issues that need to be considered before
the actual transition to the accrual basis
which may lead to a successful
implementation, some of theessential
technical and conceptual elements that need
to be already exist or are created and
developed later before starting new accrual
accounting implementation, these basic
elements can be outlined as follow:

A Reliable cash accounting based system
that include adequate budget
classification, chart of account (CoA),
double entry based general ledger
recording system, and adequate fiscal
reporting are essential starting point for
accrual framework.

Legislative and executive ownership of
the transition conept is crucial to be
accepted, adopted, and supported by
the highest levels of both
parliamentarians and governmental
officials.

Adequate technical capacities and
capabilities is more  essential
requirements before moving to accrual
accounting, this include human
resources skills (accounting, IT, etc.).
Institutional and professional grounds
(e.g. welestablished and regulated
national professional accounting body;
a wellunctioning supreme board of
audit; effective parliamentary public
accounting and finacial committees).
The scope of automation, computing
and networking is a key element to
implement a successful transition to
accrual, although cash or accrual
accounting can be implemented with
manual systems, but the existence of a
modern governmental fiancial
management information  system
(FMIS) will support and simplified the
transition to accrual.

A

A

While recognizing the benefits of accrual
accounting, it should be noted that there
are a number of barriers and constraints
faced by many countries in &mpting to
upgrade their accounting framework.
Figure 2 provides possible transition steps
that many countries have used in moving
towards accrual basis accounting. Significant
efforts have been made by a number of
countries in improving their basic rexd
keeping and cash reporting, but many of
these efforts have also failed due to a lack of
ongoing commitment, resource constraints,






