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Abstract:

Many European countries have been carried out a modernization projects in public
sector financial reporting since the last two decades. Consequence of a stronger
demand for complex, reliable and relevant economic information on government is
governments” efforts towards better accountability. IPSAS standards, a full accrual
national financial reporting standards closed to, or national standards with clear
reference to IPSAS, are often considered as the best tool for that. This article aims
to identify key challenges and milestones — four key aspects of these public sector
financial reporting modernization projects. It offers a comparison amongst several
European countries comparing the ways these countries decided to deal with those
challenges and milestones.
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1 Introduction

Since the last five to ten years, discussions on modernization and reforming public
sector financial reporting system in various countries has been started. In the
author’s opinion, two key factors have been the cause. Firstly, the International
Public Sector Accounting Standards Board (IPSASB) have rapidly speed up
issuing brand new public sector financial reporting standards (IPSAS standards)
covering the most important financial issues going on in governments. Secondly,
during the same years, a global financial crisis revealed its effects including
significant negative impacts on governments’ incomes. Some of these
governments, both central and local, have suffered a real fiscal crisis as a
consequence of financial markets” downturns. Then brand new IPSAS standards,
the only set of financial reporting standards sewn for public sector entities all
around the globe so far, could seem as the best answer. To conclude that or to
reject this idea, comprehensive analyses are necessary to get a really reliable
overview. This paper offers a comparative analysis of some different financial
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reporting systems to enhance discussion in this field and to provide valuable basis
for any future conclusion on government accounting modernization projects no
matter if they are a response to the global financial crisis or/and just reaction to the
new economic information users” demand. Its aim is to identify and assess key
aspects that have played the role during public sector financial reporting
modernization projects and have been seen as crucial for the success of these
projects.

The necessary first two steps must be the definition of the aims of the public sector
entities and the scope (or size) of the public sector itself. Without having identified
the purpose and goals of public sector we cannot assess suitability of any financial
reporting system. The aim of each of them has to be disclosure of true and fair
view of financial situation and financial performance to reveal resources and
capacity of each public sector entity to fulfil its future tasks, goals and
responsibilities. In case of the private sector entity — a business corporation, its
main purpose is typically a maximization of the company’s value for owners in the
short run or in the long run. Whilst the public sector company’s primary aim is to
provide services to its consumers, not to generate profit or increase its value
(Schumesch et al., 2015). Also the Conceptual Framework for International Public
Sector Accounting Standards stands clear: “Governments and other public sector
entities raise resources from taxpayers, donors, lenders and other resource
providers for use in the provision of services to citizens and other service
recipients. These entities are accountable for their management and use of
resources to those that provide them with resources, and to those that depend on
them to use those resources to deliver necessary services. Those that provide the
resources and receive, or expect to receive, the services also require information
as input for decision-making purposes.” (IFAC, 2014) Also the public sector
theory supports this definition. Musgrave et al. (1994) describe the public good
(contrary to the public good) as a good providing utility for all consumers, not
only for those who paid for. There are others who offer basic qualities of these
public goods like non-excludability and non-rivalry (Stiglitz, 2000). The economic
theory then defines three main functions of the governments mostly responsible
for providing these public goods (Niskanen, 1996):

e allocation,
e redistribution and
e stabilization.

Obviously we can see a clear link between general definition of public goods and
the functions of the government in terms of economic theory, especially the
allocation function of the government, and the identification of the purpose of
public sector entities (governments) from the financial reporting point of view.
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This knowledge also helps with the second step — scope of the public sector. If we
look for financial reporting systems to compare them, it is necessary to define the
size of the government and to set up some qualities which need to be fulfilled by
an entity to involve it to the public sector. This means we have to encompass all
the entities providing public goods to their consumers especially as a consequence
of their allocation function. And that would be different from state to state around
the globe. There will always be borderline entities with no explicit position. We
can find many examples, for instance: formally a private company with majority
share of the region government assuring inhabitants transportation within some
region. It mostly means connection between small villages to allow inhabitants the
access to the other public services in the region like education or health care. But
the same company also runs a connection between two largest cities in the region.
Because of a strong demand for this connection, its price ensures for the company
full cost coverage and also some profit. We could then see that this transportation
service is not a purely public good, we have to distinguish between two
modifications of this service, provided by the same company. The question could
be whether this company is a part of public sector (hence a part of government) or
a part of private sector. The IPSAS Conceptual Framework names these
companies as the Government Business Enterprise (IFAC, 2014). Borderline
entities represent a boundary between public and private sector that is why the
qualities for their identification are crucial for definition of the scope of the public
sector and thus the entities covered by the same financial reporting (accounting)
rules. In case of any comparison of these systems, the scope of each set of rules
would be one of the most important criteria. Other issue is to distinguish between
a public sector company and a private sector non-profit (or not-for-profit)
organization such as foundations, churches, political parties, unions or
associations. From the principle point of view, these subjects are often embodied
into the private sector (Niskanen, 1996). As for the private sector, in the perfect
competition model there is a presumption of a zero profit at aggregated level.
Whilst for the private non-profit sector, there is a tendency towards a zero profit at
the micro level. For the public sector companies (governments), the profit is not a
criterion. That means we can exclude private non-profit organisations from this
analysis.

2 Data and Methodology

This paper uses a comparative analysis approach. There are some resources that
carry out such an analysis using either a qualitative approach or using a
guantitative approach. To judge specific public sector financial reporting system in
some country using only quantitative criteria could mislead to incorrect or
inaccurate conclusions. On the other hand, comparing these systems using only a
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basic description would be vague. That is why this paper combines various data
resources using both these approaches.

Key data resources are previously available public data, information and analyses
of various authorities. These could be both dependent and independent from the
specific country involved in this comparison. The most volume of disposable data
resources is being provided by developed countries. The most economically
developed countries are associated for instance under the Organisation for
Economic Co-operation and Development (OECD) which also produces many
data resources even on financial reporting issues. As the OECD could be seen as
an independent body, the most relevant data for this paper have been collected
from its primary database. Some other comparative data have been provided also
by the study of PwC company (PwC, 2014). There are also other data resources
used like official civil servants’ presentations which have been used where the
other primary data resources were not available. Not all the financial reporting
systems and not all the OECD countries or EU countries are involved.

When a comparison of different financial reporting models is being made, then
probably the most reliable method for a comparison is to use the accounting base
as a benchmark. Two extreme qualities of any financial reporting system have
been defined: full accrual base and full cash base. Full cash based system means
reporting the cash transactions only. No country-specific example is necessary to
illustrate this extreme. It is an elementary, simple and technically unsophisticated
approach. For the other extreme, IPSAS standards as an IFRS-based set of
financial reporting rules have been chosen. At least in Europe, many governments
consider IPSAS standards as a source for modernization their own systems and see
their modernization efforts towards IPSAS standards as a kind of natural
development (PwC, 2014, pp. 3).

The comparison has been made on two levels. At the first level, financial reporting
systems in public sectors of most European countries have been compared with
IPSAS/IFRS standards. That should contrast the difference and the distance from
these two sets of standards as for specific country. After that, second level of
comparison has been provided by choosing several European countries their public
sector financial reporting system is closed to IPSAS/IFRS as a consequence of
modernization projects completed in last approximately twenty years. The aim is
to assess relevance of these four aspects that have been apparently important
during these financial reporting reforms in all these countries and to find out if
some of them have been common for all of them as a kind of common
denominator ensuring success of particular modernization project. Four aspects
have been identified upon research of available information sources, especially
OECD databases (OECD, 2015) and PwC study (PwC, 2014):
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using of internal or external human resources,

inclusion or exclusion of local governments,

the strict goal of implementation of IPSAS standards and
implementation of new ERP systems.

Usage of internal experts (civil servants) could be cheaper and ensure firm project
management, while the external consultants could mostly offer broader experience
and more flexibility. In many of European countries local governments enjoy a
broad independence from the central government, including the possibility of their
own financial reporting rules. Aiming at local governments as a part of
modernization project could result in fail of the whole project. For its success are
then local governments often outside its scope. If the strict and primary aim of
some modernization project is the implementation of IPSAS standards, it could be
too much challenging and could again jeopardize the whole project. New ERP
systems are important part of any reform because of ensuring users” accessibility
to accounting data necessary for better decision making. However, these
sophisticated financial management tools could be expensive and their
development time demanding. Comparing these four aspects in several European
countries gives better insight and could confirm or disconfirm their importance.

3 Comparative analysis

As mentioned before, IPSAS standard have been chosen for a benchmark in this
comparison. This comprehensive set of almost forty various standards covering in
fact all the issues that occur in public sector companies, no matter which part of
the globe is the country from. This specific quality — no domestic region where
IPSAS standards arrived from is also the reason why they could fit into various
public sectors with different boundaries and different borderline between public
and private sector. IPSAS standards are intended to be applied into various
jurisdictions with different organization of government and with variously
organized public services provided (IFAC, 2014). Majority of the other systems
are for domestic purposes, not intended to be applied abroad. Also in the
Introduction part, there has been mentioned that IPSAS standards continually bear
the idea of the accountability of the public sector organizations to the public
services consumers and to providers of resources for these services. The concept
of evaluation of the level and quality of the public services is visible and present
through all the standards. The accrual basis is mentioned at the very face of IPSAS
standards and they all keep this presumption as the basement of all the specific
reporting rules. It is clearly said in the IPSAS Conceptual Framework that the
economic information based on the accrual basis “provide information about past
transactions and other events that is more useful to users for accountability
purposes and as input for decision making than is information provided by the
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cash basis or other bases of accounting or financial reporting.” (ibid.) It is not the
aim of this paper to analyse, describe or judge IPSAS standards themselves, but
this short description has been made to proof suitability of these standards as a
benchmark for other comparison. They could possibly serve as benchmark
fulfilling the requirements on reporting system covering the very substance of
public sector — providing public services (public goods).

However, there could be several reasons for choosing or for not choosing IPSAS
standards as a benchmark for or a criterion of success of a public sector financial
reporting standards modernization projects. Brusca et al. (2016) offer four reasons
focusing on Latin American countries: pressure and demand of international
organizations as the International Monetary Fund or the World Bank, activities of
“Big Four” companies aiming getting public sector accounting rules similar or
same as private sector accounting rules, international prestige and rising number of
successful implementation around the world. Oulasvirta (2013) summarizes the
approach of Finnish central government who have been reluctant to implement
IPSAS standards as a whole, but have recognized them to be a source of
inspiration for Finnland. One of the reasons Oulasvirta (ibid.) mentioned is a
problem of IPSAS standards with interconnection with budgetary rules and
procedures specific for each country. Christiaens et al. (2012) noted the connection
of IPSAS standards with the general New Public Management (NPM) approach.
So there are obviously several viewpoints from where IPSAS standards could be
seen as useful and clear direction for goal-setting of a public sector financial
reporting system modernization project.

IPSAS standards very often stand for an example of a really full accrual based set
of standards. The evolution and development of these standards was quite short.
That was possible thanks to starting with International Financial Reporting
Standards (IFRS) as a starting point, even though IFRS are for the private sector
companies. Until today, these two sets of standards didn’t diverge significantly, so
we can consider [FRS as (almost) compatible with IPSAS. What’s more, there are
some countries around the world which use IFRS standards for the public sector
entities. To present a comparison of public sector financial reporting systems in
developed countries in the world, we can also use results of the OECD annual
survey and other OECD database (OECD, 2015).
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Tab. 1: Accrual or cash basis in public sector financial reporting in Europe

Full accrual i ifi
Country Modified Modified Full cash

IPSAS/IFRS Other accrual cash

Austria X
Belgium

Czech
Republic
Denmark

Estonia X

Finland X

France X

Germany X
Greece X
Hungary X

Iceland X

Ireland X
Italy X
Latvia X

Lithuania X

Luxembourg

Netherlands X
Poland X

Portugal X
Slovakia X

Slovenia X
Spain X

Sweden X

Switzerland X

Turkey X

United

Kingdom X

TOTAL 5 12 1 5 2

Source: OECD (2015); authorial assessment.

11



Svoboda, M.:  Modernisation of Public Sector Financial Reporting Systems in Europe — Challenges
and Milestones.

Tab. 1 shows current state in all the OECD countries in relative contrast with
IPSAS/IFRS standards as a benchmark. Further comparison aims in more detail at
some of the full accrual based countries, where according to available data, during
last approximately twenty years some kind of financial reporting reform or
modernization has been carried out. This concrete analysis will identify the four
key aspects of these modernizations in those countries. Further comparison will
use especially two data resources, the OECD database and official presentations
(OECD, 2015) and a PwC study (PwC, 2014). Some specific additional source is
added where needed to make some points clearer. This would be marked clearly.
Subject of further comparison will be Austria, the Czech Republic, Denmark,
Estonia, France, Sweden, Switzerland, United Kingdom. Countries are in
alphabetic order.

In Austria, a rigorous reform was made since 2009 until 2013. The first step was
to introduce a mid-term expenditure framework focusing on preliminary public
expenditure controls and setting out an expenditure ceilings for several fields of
central government responsibility. The second step was to introduce and
implementation of fully linked accrual accounting with implementing IPSAS
standards and accrual budgeting systems, ERP systems and performance
budgeting. Still only central government entities are covered, local governments
are offered to license the ICT infrastructure, acquire know-how and
methodological support on a voluntary basis. Austrian financial reporting system
could be marked as very advanced.

In the Czech Republic quite a broad financial reporting reform has been started in
2010 after three years’ preparation period. All the public sector entities are
involved, including all the local governments. Financial reporting rules are based
on IPSAS standards, but are not equivalent. Until these days, no special ERP
system has been developed as a direct consequence with this modernization effort.
Almost all the projects have been carried out by internal staff.

Central government entities in Denmark implemented the accrual basis into their
financial reporting systems between 2003 and 2005. Even a developed ERP
system has been implemented too, not all the central government entities are
involved. Local governments have not been involved at all. Accrual basis
implemented does not mean the implementation of IPSAS standards.

Estonian central government and local government were having implemented
IPSAS standards from their very creation and publication by IPSAS Board,
approximately after 2010. Estonian both central and local government are not very
extensive in terms of number of accounting entities (less than 1 400 entities). The
implementation project development, realization and the implementation itself
have been carried out by external experts.
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France has full accrual system similar with IPSAS standards since 2001 in
legislation and since 2006 in place, but for the central government only. Also a
rigorous ERP system have been developed and implemented. Currently French
government has introduced an exposure draft on the French governmental
accounting conceptual framework.

Modernization of public sector financial reporting in Sweden was more an
evolution rather than a revolution. It was an issue of especially 1990°s when all the
central government entities started to prepare their financial statements under the
accrual basis. No IPSAS standard existed already in that times. It was all a part of
a broader fiscal modernization project. The key aim was to achieve a more
relevant information system for a better decision making process in the central
government. Also external experts have been involved, but the most of the
workload have been done by civil servants.

Swiss confederation has implemented a complete set of IPSAS standards for
central government as the very first state in the world in 2010. The project of
implementation has been organized by external experts from both private
companies and public universities. The project also meant a new ERP system, cost
management and performance budgeting. Local governments have not been
involved, but after the end of the implementation phase, they have been offered to
implement the new system on a voluntary basis. Some of them did that.

As well as in Sweden, the modernization of public sector financial reporting in the
United Kingdom has been rather an evolutionary process. It has started in 1993
and after 2010 whole-of-government financial statements are published on yearly
basis. All the public sector entities use the International Financial Reporting
Standards (IFRS) which is quite unique all around the world. These private sector
set of standards is in fact a basis for development of IPSAS standards and in the
most of areas both of these systems are equal. Both of them represent full accrual
basis standards. In the very last years, stress is put on using of accounting data for
a quality decision making of governments using also new ERP systems.

The table which follows summarizes key challenges and milestones they could be
marked as “key aspects” of financial reporting system modernization projects in
several European countries. It is the output of second level of the whole analysis.
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Tab. 2: Comparison of key aspects in public sector accounting reforms

Internal human Local IPSAS standards New ERP
government . .

Country resources included implemented implemented

Yes No Yes No Yes No Yes No
Austria X X X X
Czech
Republic X X
Denmark X X X X
Estonia X X X X
France X X X X
Sweden X X X X
Switzerland X X X
United
Kingdom X X X
TOTAL 6 2 3 5 4 4 5 3

Source: OECD, 2015; PwC, 2014; Svoboda, 2013; authorial assessment.

4 Discussion and conclusion

Several European countries have carried out more or less extensive public sector
financial reporting system modernization projects during last two decades. Central
governments try to be accountable to the citizens and aim to provide them with
more relevant, comprehensive and reliable financial information. The effort of
governments is to offer to the taxpayers some value for money and to offer
adequate quality and range of public goods (public services). A modern public
sector financial reporting system is the key source of data necessary for an
assessment of such an effort. It is necessary tool for government’s accountability
in developing countries just as in developed countries in Europe. Governments in
Europe are well aware of the existence of IPSAS standards and aim either to
implement them or to make them a guidance for their own public sector
accounting standards development. Many developed countries in Europe consider
IPSAS standards as the best way how to achieve accountability and try to
implement them to a certain extent into their own modernization projects. There is
then the question, whether this goal could be a threat for the success of the whole
project, because it could be too complex and too complicated to implement even
full accrual standards, let alone implement IPSAS/IFRS. Next question could be
whether there are some other aspects they should be decided by the project
management at its very beginning and could threaten the success of the whole
project when decided wrong.
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Comparative analysis in this paper, exactly its first level shows that in 17 of 25
examined European countries a decision on the full accrual basis for the public
sector financial reporting has been made. To enhance their accountability, they
decided either to implement IPSAS/IFRS standards or to implement/modernize
their own national standards into a full accrual basis more or less similar to
IPSAS/IFRS. As any modernization project in any field, also these particular
projects were not easy to successfully finish. Published and available sources show
at least four key aspects (key questions) that have been to decide by the
government at the beginning of their modernization projects: Using external or
internal human resources, covering not only the central government, but also local
governments, development of a brand new ERP systems and, of course, decision
on implementation of IPSAS/IFRS. These four aspects have been a subject of the
second level of the analysis. They have been compared using a sample of 8 from
17 examined European countries where some kind of financial reporting reform
have been carried out with the outcome of full accrual basis or IPSAS/IFRS
implemented.

The output from the second level of an analysis is the main finding of this paper. It
shows that in 6 from 8 countries internal experts (civil servants) have been the key
personnel in project management and/or in all the specific financial reporting
issues. Necessity of external consultants hasn’t been confirmed. We can also see
that in 5 from 8 countries local governments were not an obligatory part of the
whole projects, however, in some of that countries could decide on a voluntary
basis. The enforcement of a new financial reporting system within the central
government only is probably much easier. In 4 from 8 countries IPSAS/IFRS
standards have been the goal of the project, in the rest four countries a full accrual
basis has been sufficient enough. There is then no definite conclusion on this
factor. In 5 from 8 countries, brand new ERP system has been developed to
strengthen users” abilities of employment of the accounting data. We can than
conclude that aiming at modernization of public sector financial reporting systems,
in house staff, concentration on central government and parallel development of
new ERP systems are rather recommended approaches.
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