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1. Introduction

In view of the massive increase of public debt, governmental account-
ing in a broader sense — including the entire chain of activities:
Budgeting = Accounting = Financial Reporting - Auditing' — has
come under criticism and reform pressure in Germany over the last
decade. So far there are four reactions on that situation by German
governmental authorities. First, with reference to budgeting, new rules
to limit or even to stop getting into public debt have been discussed
and lately also enacted (see the work of the federalism commission
11?). Second, from a pure technical point of view in accounting, a tran-
sition from (traditional administrative) cameral accounting technique
to double entry bookkeeping with T-accounts (DEB) has started. In
conjunction with that, third, there is a shift from a payment-orientated
(cash) to resource-orientated (accrual) financial reporting.® Fourth and
last, which is relevant for both budgeting and auditing, there is now a
tendency in German public sector of turning away from input-orientated
budgetary planning and management, focusing now towards output-
orientation.

As defined by Chan/Jones/Liider (1996), p. 13.

2 Germany is a federal republic. Therefore, the federal states have in some
political areas high autonomy and certain spheres of influence. The task of
the “federalism commission” has been to adjust the relation between the
Federation and the states governments. The idea was to reach a more effi-
cient and faster policy-making by reducing participation of one player in leg-
islation process and assigning political areas either to the Federation or to
the federal states.

3 Due to the recording of revenues and expenditures in the income statement
(and indirectly in the balance sheet) there is a connection between double entry
bookkeeping and resource-orientation. However, the bookkeeping technique is
not crucial. As it was proved by WALB, accrual / resource-orientated information
could also be generated by adapting administrative cameral accounting. Cf.
Walb (1926). In contemporary academic literature also see e.g. Monsen
(2008). This was also the reason why the Secretaries of the Interior of the
German federal states (which are responsible for municipal accounting) decided
in favour of an option model. It permits local entities to decide between the
so called “extended” cameral accounting (with a resource focus) and the dou-
ble entry bookkeeping technique. Though, due to efficiency reasons and a
higher fail-safety most federal states opted for the double entry bookkeeping
method.



At the same time, also the accounting of enterprises in Germany
changes: there is a strong influence of the International Financial Re-
porting Standards (IAS/IFRS) on commercial accounting. Some enter-
prises are already obliged to assess their annual financial statements
according to international rules and regulations. Others do it volun-
tarily because they hope to gain essential advantages when raising
“fresh capital” on the capital markets. Lately, there has been a bill to
“modernise” the German Commercial Code (in German: “Handelsgesetz-
buch” — abbreviation used in this paper: ComC) in the legislation
process. The aim is to open the ComC for ideas and principles com-
ing from the Anglo-Saxon accounting sphere. It is intended to intro-
duce these ideas and principles into the ComC where it is reasonable
and adequate without entailing the disadvantages of existing inter-
national accounting standards.

These two simultaneous trends — one in business and one in public
sector accounting — and especially their potential relations are the
content of this paper. CIGAR research should be devoted to “(1) iden-
tifying the attributes of governmental accounting systems; (2) defining
what constitutes innovations; (3) documenting the process that gener-
ates and implements innovations; (4) tracking the consequences of
innovations; and (5) tracing the diffusion of innovations internation-
ally.” Guided by these ambitions, section 2 is summarising the
status quo of accrual accounting reforms and by doing that it is pro-
viding a picture of the current accounting system in the entire German
public sector. Then, in section 3 there is a brief report on the two new
legal impulses on public sector accounting in Germany, namely the
“act to modernise the law on budgetary principles” (HGrGMoG) and
the “act to modernise commercial accounting law” (BilMoG). Both
acts will definitely interact with each other. Therefore, it is neces-
sary to consider both when analysing the development of public sec-
tor accounting in Germany. However, the paper will mainly focus on
the latter and its possible impacts on the public sector accrual ac-
counting (reforms), respectively. Selected areas of interests and the
consequences will be highlighted in section 4. Subsequently, section
5 is dealing with the “mechanisms of action” or — in other words -
the possible ways of impact of the BilMoG. For this purpose it is nec-
essary to describe the different ways how the ComC had or still might
has an influence on the public sector and to analyse the fitting of the

4 Cf. Chan/Jones/Liider 1996, pp. 12 et seq.



ComC as a reference model in the public sector. The potential changes
on both aspects caused by the BilMoG are added. Finally, based on
the results of the analysis, further prospects on the development of
public sector accounting in Germany are described, tracing the diffu-
sion and putting it into an international context (section 6).

The transition to accrual accounting has fairly advanced only in the
municipal sector in Germany. This is why it is necessary mainly focus-
ing the following analysis on the municipalities. However, where pos-
sible, the paper tries to analyse the effects of the new legal regulations
on the “core units” (the public entities without the “outsourced” public
enterprises) of all German territorial authorities.



2. Status of accrual accounting reforms in the German public
sector — Heterogeneity and need for standardisation

The German public sector is facing a time of fundamental transition
from cash (the so called administrative cameralist’s bookkeeping) to-
wards accrual accounting.® According to an international analysis un-
dertaken by the Fédération des Experts Comptables Européens (FEE),
it is common that accrual accounting is implemented first at a local
level and only later transferred to national government level. “Local
and regional public bodies follow some form of the accrual principles,
even when the national government is still on a cash basis”. This is
also applicable for Germany.

It is important to mention that from a constitutional point of view
the municipalities in Germany are not an independent subnational
power; they are part of the federal states.” Therefore it is also the Sec-
retaries of the Interior of these states who decide on the accounting of
the particular municipalities. Starting with a pilot scheme in the fed-
eral state of Baden-Wirttemberg in 19942, more states (Hesse, Lower
Saxony and North Rhine-Westphalia) followed to develop own accrual
accounting “models” (in sense of principles, rules and procedures) for
their municipalities the following years. Due to a sneaking reform
process and the idea of diversification, resulting from the strongly “cul-
tivated” German tradition of federalism, these models showed a broad

5  The accrual principle belongs to the so called frame principles that are equal
in commercial and public sector accrual accounting. It says that revenues
and expenditures should be recorded independently from the point of time
when the linked cash in- or outflows occur.

Cf. Fédération des Experts Comptables Européens (FEE) (2007), p. 6.

The Federal Republic of Germany is characterised by the separation of state
power between the Federation (“Bund”) and the 16 state governments
(“Lander”). The “Lander” are also in charge of the roughly 12.300 local au-
thorities (“Kommunen”). Concerning the state and administrative structure of
Germany, see Buddus/Behm/Adam (2003), pp. 282 et seqq.

8  The intention of this first pilot scheme in the city of Wiesloch was to prove
that accrual accounting is applicable in German municipalities. The ac-
counting model adopted in Wiesloch was scientifically monitored by LUDER
from the German University of Administrative Science Speyer and was there-
fore called “Speyer procedure” (in German: “Speyerer Verfahren”). The opening
balance sheet of Wiesloch was published in 1996.



range of different solutions on specific accounting matters. In 2003
then, the responsible Conference of the Secretaries of the Interior of
the federal states officially agreed on an overall conversion of German
municipalities to accrual accounting and output orientation. The secre-
taries however could neither agree on an uniform accrual accounting
model nor even on the technique to use. So double entry bookkeeping
as well as the extended cameral accounting technique was permitted
and all federal states could keep their “do-it-yourself” accounting
models which they had developed so far. Aware of the resulting prob-
lems caused by heterogeneity, the secretaries made an effort to stop
further diversification of accrual accounting methods by providing non-
binding guideline texts that the subnational legislators should respect.®
However, none of the federal states stuck to the guidelines com-
pletely. Hence there was not a substantial standardising effect.

On the one hand almost all German federal states have now im-
plemented accrual accounting on the municipal level (see table 1 —
right column) and a large number of the local authorities have
changed or are in the conversion phase. The remaining local authority
districts will follow — with only few exceptions — during the next years.
On the other hand, there is a situation in German (local) public sector
accounting that might be called “legal confusion®. Three basic types of
heterogeneity can be observed, especially on municipal level. First,
there is the described heterogeneity with regard to the accounting
style (extended cameral vs. double entry bookkeeping). That might be
called a “technical heterogeneity”. In Hesse and Schleswig-Holstein
local authorities can decide between these two basic styles. It is sur-
prising that in Bavaria and Thuringia the local authorities can also
keep the traditional administrative cameral accounting method (cash
accounting) although this option was abandoned in the guideline texts
in 2003. Secondly, the accrual municipal-juridical regulations on ba-
sis of double-entry-bookkeeping differ with regards to their implemen-
tation (“heterogeneity in content®). As it was proven by a research
project’®, there are no uniform local public sector accounting rules in
German federal states concerning inclusion and valuation of assets
and debts, the structuring of the integrated accounts and the rules how
to reach a balanced budget. Third, there is a difference in the usage
of technical expressions (“heterogeneity in terminology”) even when

9  Cf. particularly Innenministerkonferenz der Lander (2003).
10 Cf. Gléckner/Miihlenkamp (2009).



talking about the same contents. That contributes to a situation in
which politicians, treasurers and academics are to some extend (ac-
cording to their origin) not able to understand each other anymore.

The latest conversion from cash to accrual accounting currently
takes place on federal states level or is planned there (see table 1 -
central column). However, it is wrong to assume that federal states’
governments automatically agreed on accrual accounting reforms on
DEB basis when asking their municipalities to do so. So far only the
states of Hesse and Hamburg have adapted or are still in process to
adapt accrual accounting on a double entry bookkeeping base.!! The
triggers for the introduction of accrual accounting at state level resem-
ble those at municipal level (an initial situation of deep indebtedness
and the goal to achieve intergenerational justice). Also North Rhine-
Westphalia and Bremen are working on an adaption of accrual ac-
counting with double entry bookkeeping on federal state level.

Also the federal government took a low-key approach towards the
modernisation of accounting. However, the 2006 report on efficiency
in federal administration by the German Federal Court of Auditors was
criticising the administrative cameral accounting technique underlining
also the advantages of an accrual system based on double entry book-
keeping.'? Contrary to this report, the federal government now decided
to modernise accounting by adapting the extended cameral accounting
technique (accrual accounting on the basis of cameral accounts) on
federal government level.

11 Hamburg was the first state that disclosed an accrual opening balance in 2006
and the consolidated accrual accounts in 2008. However, the reforms focused
only on accounting in a narrow sense so far. Hesse started earlier than Ham-
burg but is still working on the implementation of accrual accounting on the
state level since Hesse is also reforming budgeting at the same time.

12  Cf. Bundesrechnungshof (2006), pp. 9 et seq.



Federal states level

Municipal level

| ~

S;L?r(:gmberg Accrual accountir;g (cameral base)*® Accrual accounting (DEB')
Option: Accrual accounting
Bavaria Traditional cash accounting'® (DEB)
or traditional cash accounting
Berlin Accrual accounting (cameral base) W//////////%
Brandenburg Accrual accounting (cameral base) Accrual accounting (DEB)
Accrual accounting (DEB) ?
Bremen Accrual accounting (DEB) ? i';ljgnca'ﬁgrg‘;zzg;La;?a”\;l”fgifié’ra;nfgfﬁ;\;‘;
planned
Accrual accounting (DEB), % /
Hamburg first balance sheet and consolidated
report on states level %
Hesse Accrual accounting (DEB) Op i’é’ :m eAr;:IC Ll;i(le ecl)c;‘cgll;g;ting
Mecklenburg-
Western Accrual accounting (cameral base) Accrual accounting (DEB)
Pomerania

Lower Saxony

Accrual accounting (cameral base)

Accrual accounting (DEB)

\';lv(z‘strpl‘rf:llige- Accrual accounting (DEB) Accrual accounting (DEB)
Rhineland- : .

Palatinate Accrual accounting (cameral base) Accrual accounting (DEB)
Saarland Traditional cash accounting Accrual accounting (DEB)
Saxony Accrual accounting (cameral base) Accrual accounting (DEB)

Saxony-Anhalt

Traditional cash accounting

Accrual accounting (DEB)

Schleswig- Accrual accounting (cameral base) Option: Accrual accounting
Holstein (cameral base or DEB)
Thuringia Traditional cash accounting Option: Ac_:crual accounting (DEB)
or traditional cash accounting
Table 1. Overview of the status quo in the accounting reforms of federal
states and municipal level
Source: Own table
13 Accrual accounting on the basis of cameral accounts = extended, output orien-

tated cameral accounting.

14
T-accounts).

15

DEB = Accrual accounting on the basis of double entry bookkeeping (with

Traditional cash accounting = Administrative cameral accounting,



3. An overview of the new legal impulses on
public sector accounting in Germany

3.1 Act to modernise the law on budgetary principles for federal
government and federal states (HGrGMoG)

3.1.1 Intention of the law — An attempt to reach better comparability

In 1969, a common law on budgetary principles for the Federal govern-
ment and the federal states was adopted: the law on budgetary prin-
ciples for federal government and federal states (“Haushalts-
grundsatzegesetz”, in the following abbreviated to “HGrG”). The aim
of this law was to standardise federal states and central federal gov-
ernment accounting (in a broader sense) by providing compulsory com-
mon general principles and state accounting rules.®* However, con-
firmed by the German Federal Court of Auditors, there is now a need
for a global approach that systematically faces the necessity, em-
bodiment and implementation of a top-to-bottom state accounting
reform in Germany!’. The reason is that the HGrG was based exclu-
sively on input budgeting as well as cash accounting. Though, as
mentioned in the section before, there are federal states that were af-
fected by the reforms in the municipal sector and also pushed then for
an accrual accounting system on federal states level. According to
§ 33a HGrGeurent version it \was permitted to keep the state accounts on
base of ComC and German commercial GAAP*® (that means to oper-
ate an accrual accounting system'), however, up to now it was
obligatory to have a cash based, cameral accounting combined with a

16 The legislative competency of federal state in case of HGrG is founded by
Art. 109 of the German Constitution (GG): “Via federal law, where an
agreement of federal states council is necessary, federal government and
federal states might establish principles for public sector accounting and
budgeting law, (...).” Cf. Art. 109 GG, translated from German into English.

17  Cf. Bundesrechnungshof (2006), p. 13.
18 Generally Accepted Accounting Principles, in German: GoB.

19 When this paragraph was added to HGrG, there was no GAPSAP (public
GAAP) or public sector accounting and budgeting code / principles on accrual
basis the law could refer to. Therefore there is the reference to the private sec-
tor ComC and its basic principles, the German GAAP — called “GoB”.



input budgeting system anyway.*® Also federal states like Hamburg
and Hesse that were modernising their accounting system by estab-
lishing the accrual method and an output budget were forced to pre-
pare cash based cameral accounts additionally. This is technically
feasible but caused high and unnecessary costs. Therefore, the federal
government cabinet has adopted an act to modernise the law on
budgetary principles (Haushaltsgrundsatzegesetzmodernisierungsgesetz”,
usually abbreviated to “HGrGMoG”) in December 2008.2! The act is
still in the legislative process.

3.1.2 Content

Henceforth, according to the HGrGMoG draft, the federal government
or the states governments might alternatively decide for either a tradi-
tional cash accounting (cameral accounting) or an accrual accounting
system (based on DEB or extended cameral accounting). That means
that the HGrGMoG is enabling but also sealing the coexistence of dif-
ferent accounting systems on state level.® At the same time the re-
vised law will stress the necessity that state accounts remain compa-
rable and that the fulfiiment of financial-statistical requirements (also
those obligations towards the EU) is guaranteed furthermore.?* For this
purpose the federal government considers it inevitably to develop a

20 § 33a was inserted in the HGrG in 1997 due to a legislative initiative of the
state of Hesse in the German Federal Council, the “second chamber” of
German parliament. Because of the fact that it was still obligatory after the
amendment to keep the accounts on a cameral base and that accrual ac-
counts were only tolerated as additional, LUDER called the reform a “missed
chance”. Cf. Lider (1998), pp. 285 et seq. Another initiative for an exclu-
sive mode of DEB by the federal states Hamburg and Hesse were refused
again by German Federal Council in 2006. Cf. Bundesrat (2006). Summing
up, the HGrGMoG faced many obstacles before it was passed by the federal
government now.

21 Cf. Bundesministerium der Finanzen (2008), HGrGMoG.

22 Cf. the new § la together with § 7a HGrG™** *=>" (Principles of state double
entry bookkeeping).

23 Cf. Statement of motivation for the HGrGMoG government draft, Bundesminis-
terium der Finanzen (2008), HGrGMogG, p. 1.
The “state level” comprises the Federation and the federal states.

24  Cf. the new § 49b HGrGrevised version
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“common frame” in spite of accepting different accounting models. As
a consequence, it is intended to assign a federal state committee
(“standardisation board”) and install an additional advisory experts
committee.?® The aim of these two bodies will be to develop this state
accounting framework. The latter should include “clear and a mini-
mum of uniform” standards and principles as first step towards the
embodiment of a more standardised state accounting system. To
sum up, the HGrGMoG is targeted on a more comparable and sum-
mable accountancy at state level.?

However, it would be desirable that the work of the two commit-
tees will also affect the deeply heterogeneous municipal level. Due to
the manifold financial linkages between the federal state government,
federal states and municipalities there is a need for coordination of the
complete accounting system of all public sector entities in Germany
(see section 6). As it is explained in section 5.1, the BilMoG would
be of higher relevance also for state level when the revised HGrG
passed the legislative process. This is why it is important to broach
the issue of HGrGMoG and keeping it in mind when now analysing the
effects of the BilMoG on public sector accrual accounting.

3.2 Act to modernise accounting law for enterprises (BilMoG)

3.2.1 Intention of the act — “Modernisation” of commercial
accounting law?

Besides the HGrGMoG, there is another significant new legal impulse
on public sector accounting in Germany. In May 2008, the Federal
Government of Germany resolved a draw bill to modernise accounting
law for enterprises in Germany — the “Bilanzrechtsmodernisierungs-
gesetz” (in the following abbreviated to “BilMoG”). This act is also in
the legislation process at the moment and it was anticipated to be en-

25 Cf. the new § 49a HGrG™"* v=" (Committee for the standardisation of state
accounting). It is intended to enhance the status of the already existing “Bund-
Lander-Arbeitskreis KLR/Doppik” committee that already drafted minimum
standards for the implementation of double entry bookkeeping. Cf. Bund-
Lander Arbeitskreis KLR/Doppik (2008).

26  Cf. Bundesministerium der Finanzen (2008), Government Release HGrGMoG, p. 1.
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acted in April/May 2009.# Maybe some regulations will be set into
force retroactively.”® However, most of the new rules will become ef-
fective for fiscal years beginning 1 January 2010.% Although the Bil-
MoG focuses on the German business sector, it will also have impacts
on public sector accounting as this paper is going to explain.

The intended aim of this reform however is to “modernise” the
German Commercial Code by adapting German accounting rules and
regulations to European and international accounting standards. Those
international ideas and principles should be introduced into the ComC
where it is reasonable and adequate to improve the informative value
of ComC financial statements (the government even specifies it as
“qualitative validity”) without entailing the existing disadvantages of
the international accounting standards at the same time.* The Ger-
man commercial accounting law is not only seen in Berlin as a
proven, clearly structured and compact alternative to the highly regu-
lated and extensive case law of US-GAAP and IAS/IFRS (that mainly
“serves information needs of financial analysts, professional investors
and other participants in the capital markets”®). Therefore, the Ger-
man Commercial Code is significantly more cost-efficient and easier
to handle in practice (especially for SME but also for public sector
entities reporting according to HGB). Nevertheless the international
standards gain ground in private sector.** By undertaking the BilMoG-

27 Cf. Bundesministerium der Justiz (2008), BilMoG. The government draft
was sent for approval to Federal Council in September 2008. On 17 De-
cember 2008 a parliamentary hearing of authorised accounting experts took
place. Both consultations resulted in some amendment requests. It is there-
fore expected that the final version of the law will include some corrections
compared with the current government draft.

28 An earlier application is only expected for the increase of the threshold values
(§ 267 HGB).

29 Cf. Deutsche Bundesbank (2008), pp. 3 et seq.
30 Cf. Bundesministerium der Justiz (2007), Government Release BilMoG, p. 1.
31 Cf. Federal Ministry of Justice (2008), p. 2.

32 One reason of this development lies in the EU regulation on the application
of international accounting standards from 2002. It commits all enterprises
whose stocks are traded on a regulated market to prepare the consolidated
annual financial statements according to IAS/IFRS starting with business
year 2005 and 2007 respectively (the latter applies if accounts have been
prepared according US-GAAP so far). Other enterprises might use IAS/IFRS
voluntarily.
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reform, the German legislation therefore wants to take away “the pres-
sure to use international standards”, to strengthen the ComC in the
competition and thus to ensure that it will be maintained in the future.
Finally, the BilMoG is transposing existing EU directives into national
legislation.®* The BilMoG is therefore widely seen as having the heavi-
est impact on commercial accounting law for the last decades (at least
since the adoption of the last EU directives on the ComC in 1985)*
and due to multiple ways (see section 5) it will also have a bearing on
German public sector accounting.

3.2.2 Content

The Federal Ministry of Justice claims that the emphasis of the bill is
on: a) Deregulation and b) Improvement of the qualitative validity of
financial statements.®

Ad a) The bill exempts facilitations for sole merchants conducting
only a small business operation. Already existing thresholds determin-
ing the obligation to keep accounts and records are raised so that
more enterprises can avoid keeping accounts and therefore can reduce
costs. Also for bigger corporations there are measures for accounting
exemptions or facilitations. Another point is that keeping ComC ac-
counts will become less demanding since it is less necessary to pay
attention to tax regulations anymore.®* The annual financial state-
ment drawn up under the German Commercial Code remains, how-
ever, the basis for distributing profits and for calculating profits for tax
purposes. But the “reverse authoritativeness principle” is eliminated.®

33 Directive for certified public accountants 2006/43/EC combined with 2008/
30/EC and the amendment directive 2006/46/EC.

34 Cf. Deutsche Bundesbank (2008), p. 4.
35 Cf. Federal Ministry of Justice (2008), p. 1.

36 Cf. Bundesministerium der Justiz (2007), Government Release BilMoG, pp. 2
et seq.

37 The “authoritativeness principle” states that financial statements are the
basis for the tax accounts. So far there was also the “reverse authoritative-
ness principle” which stated that certain options from tax rules must also be
followed in the financial statements. Therefore, the effect of the BilMoG is
that the influence of German tax rules on business financial statements is
reduced. Cf. Deutsche Bundesbank (2008), p. 9.
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Ad b) The Ministry of Justice claims an “improvement of quality”
due to BilMoG. However, it simply means the convergence of the
ComC accounting law towards the IAS/IFRS regulations — especially as
there is a shift to the “true and fair view” principle (see section 5.1.2).
Within this target course the draft of the bill includes the following

eleven main measures (see table 2).

Measures of the BilMoG Category

1. Introduction of new reporting duties in balance sheet
(options eliminated)
- deferred taxes (assets),
- goodwill;

2. New duty to reveal own shares according to
“treasury-stock-method”;

3. Partly abolition of prohibition to record accrued costs
for internally generated intangible fixed assets in the
balance sheet;

4. Requirement to net out plan assets and liabilities
(from retirement pension plans and comparable
commitments);

Introduction of new
reporting requirements /
possibilities

5. Abolition of several accounting options:
- accrual funds to cover future expenditures,
- deferrals for start-up and extension costs,
- diverse valuation enhancement methods for stocks;

Introduction of new
reporting bans

Changes in the definition of “manufacturing costs”;
Valuation of financial instruments at “fair value”;

Changes in the valuation of provisions;

© o N o

Possible use of extraordinary temporary impairments
also for a part of the fixed assets (financial investment
assets);

10. Requirement to reverse depreciations (“write-ups”)
where the reasons for them no longer exist;

Differences in valuation
methods

11. Changes in the method to prepare consolidated
accounts

Changes in consolida-
tion process

Table 2: Modifications of commercial accounting according to the BilMoG

Source: Own table
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This is just a very brief overview of all the innovations adopted with
the BilMoG. However, many of the new rules and regulations are not
relevant (e.g. no. 1 and 2 in table 2 above) for the core-units of the
public sector entities (without the “outsourced” units). And the focus
of this paper is — as stated before — on them. Therefore only selected
areas of potential interests for territorial authorities (No. 3, 4, 5, 6, 7,
8,9, 10, 11 in table 2 above®) will be more thoroughly presented and
analysed in the following section. The structure of the analysis in sec-
tion 4 is as follows: First, the impact of the BilMoG measures on
business companies will be described and in a second step there will
be a description how they might be also relevant for public sector enti-
ties. It remains to be seen that the relevant measures might somehow
counterbalance each other regarding the possible impacts on financial
statements of public sector entities.

38 The numbers underlined are those potential reform measures of particular im-
portance for the core public units. Those measures are also displayed in the ta-
ble with bold print. The measures that probably only have an impact on enter-
prises are labelled by using grey print.
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4. Analysing the BilMoG - selected areas of interests for
public sector entities

4.1 Implementation of new reporting requirements / possibilities

So far, it was obligatory for business companies to record the accrued
costs for the production of internally generated intangible fixed assets
(such as patents or know-how) directly as expenditures in the year
when they occur. Due to the missing objectivity proved via market
transactions, it was prohibited to record them as assets in the balance
sheet (cf. § 248 para. 2 HGB™t version) | jke in IAS 38, the BilMoG
draft introduces a capitalisation provision for costs incurred in con-
junction with development activities. But the costs of research are not
recognisable.®* By doing so the equity position should be expanded
(higher assets — existent liabilities = higher “net assets” or equity) and
the enterprises should improve their capacity to raise new funds at
lower cost from the capital markets.*® However, federal government
still wants to ensure the protection of the creditors and associates.
Therefore enterprises have to record a revenue reserve to the extent
that those development costs are recognised as an asset (cf. § 268
HGBdrft version) 41 This should prevent enterprises to distribute unrealised
profits.

The importance of this new accounting rule for public sector enti-
ties is rather low. Usually there is no production of intangible fixed as-
sets in those institutions. However, the possibility should not be ruled
out. In the past, there were some municipalities that developed soft-
ware in order to run a new accrual accounting system on their com-
puters. But there is also a danger when applying the new rule to the
public sector. Now the public is focusing — like they are used from
private sector — on the balance sheet (and here especially on the eq-
uity position). But the main focus of public sector accounting should
lie on the income statement. The possibility to record more intangibles
could mislead public sector entities to “prettify their balance sheets”.
They could do that by recording unsubstantial values when hoping

39 Cf. Deutsche Bundesbank (2008), p. 11.
40 Cf. Federal Ministry of Justice (2008), p. 2.
41 Cf. Kleibold (2008), p. 40.
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for a bigger response from the public. Therefore it is quite doubtful if
internally generated intangibles with a questionable value should be
recognised in public balance sheets.

Moreover, the BilMoG includes a requirement for companies to net
out liabilities and plan assets (e.g. from employee benefit plans, cf. §
246 para. 2 Sentence 2 HGB " vesion) - Plan assets are investments
that should generate revenues. Those revenues should then be used
to fulfil respective future payment obligations (benefits to employees
and comparable commitments).** The sense of the netting out is to
recognise only assets that are disposable / liquidable and to provide a
“true and fair view"*.

This new requirement would have no effect on the drawing up of
public financial statements (but on the disclosure). However, there
might be a social reaction by the general public. The state has no em-
ployee benefit plans for its civil servants like it is common in the pri-
vate sector. If there is a need to net out the already existing huge
amounts of commitments the state has made to its current and former
employees it will be more than obvious that state has made no pre-
cautions for the day when it is necessary to fulfil its future payment
obligations. Usually public assets are not sellable due to different ju-
ridical and virtual reasons. Then, it will be obvious that there are no
(plan) assets balancing the state pension obligations. Also the recogni-
tion of pension provisions that is now obligatory when applying the
accrual accounting method is useless if there is no cash to fulfil the
commitments in the future.

4.2 Implementation of new reporting bans

The BilMoG also introduces the abolition of several accounting options
in the ComC: until now there is the possibility to capitalise start-up
costs and expenses for extending the business (cf. § 269 HGBeu"ent ver
siom) - Furthermore there is the option of building up reserves to cover
future expenditures (in German: “Aufwandsrickstellung”, cf. § 249
para. 2 HGBeu vesien) " This is not a liability regarding third parties
but covering one's own future expenditures on repairs, renovations and

42  Cf. Oser/RoB/Wader/Drogemdiller (2008), p. 677.
43 Please find the definition of this phrase in section 5.1.2.
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the like. The future expenditures necessarily need to be caused in the
past. Therefore the drawing up of those accrual funds used to be
highly manipulative. Next, so far there are diverse valuation enhance-
ment methods for the valuation of stocks (§ 256 HGBeuren version) - |p
future only two methods will be permitted according to BilMoG: the
“Last in first out” (LIFO) and “First in First out” (FIFO) method. All
other options should be eliminated. The ministry of justice calls the
abolition of the following accounting options as “clearing out-process”
in order to relieve “the ’ballast’ of past years”*. The various options
are seen as “an obstacle to the provision of informative and, in par-
ticular, comparable annual financial statements.”*® In the past all
these options were used to keep profits inside the entities, building up
hidden reserves (for “income smoothing”*¢ and creditor / investor pro-
tection). This, however, does not suit the aim to provide a “true and
fair view” of the economic situation.

To return to the public sector: The first option (capitalisation of
start-up costs) was especially used by municipalities to capitalise the
transition costs to accrual accounting. Therefore this is relevant for
some public entities. The second option (building up reserves to cover
future expenditures), however, is permitted according to all public ac-
crual accounting and budgeting codes. Since there is a high default of
maintenance (in the past especially the planned maintenance of infra-
structure was not accomplished) most public entities with accrual ac-
counting have extensively used the possibility to draw up those funds.
As a consequence, the effects of this ban on public accounts would be
quite heavy. The maintenance default would necessarily have to re-
duce the value of the assets then directly instead. Another effect is
that deferred maintenances will not be so obvious anymore to the gen-
eral public. There are pros and cons for both methods (the recognition
of the maintenance defaults at both sides of the balance sheet). The
third option (valuation enhancements) is again less of importance.
Usually public sector entities do not have big stocks. However, it will
definitely also has an impact on some bigger municipalities and the
federal states which usually have a professional financial instruments
management.

44  Cf. Bundesministerium der Justiz (2007), Government Release BilMoG, p. 7.
45 Cf. Federal Ministry of Justice (2008), p. 3.
46 Cf. Kleibold (2008), p. 42.
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4.3 Changes in valuation methods

The most discussed*” measure of the BilMoG is the general rule that
financial instruments such as shares, debt securities, fund units and
derivatives held for trading purposes should be recorded at “fair value”
in the balance sheet (cf. § 253 para. 1 HGBA@version _ the definition of
“fair value” see section 5.1.2).*® The reason is again the adjustment to
internationally prevailing methods. However, the current financial cri-
sis has shown that unrealised profits might disappear over night at the
stock markets. The “fair value” is generally problematic because it has
a pro-cyclic reinforcing-effect both in good and bad economic times.
Consequently, it seems sure that in the legislative process the “fair
value” will be restricted only to the banking sector.

No matter which decision the responsibles come to, the fair value
method will not have a deep impact on core territorial authorities*®
since they usually have a poor financial instruments trading portfolio.
Even if they own financial instruments these are rather part of a liquidity
reserve or the public asset pool.

There is also a change related to the definition of “manufacturing
costs”. Up to now there have been different options to include or ex-
clude cost components. Due to § 255 para. 2 sentence 3 HGRB"t version
the volume of obligatory cost recognition should be expanded.®

Since territorial authorities do not belong to the manufacturing in-
dustry and do not produce many tangible products that might be traded
on markets this reform measure is not of insignificant relevance either.

The following valuation measures however have a higher signifi-
cance for the public sector. First, there is the change in the valuation
of provisions, in particular pension provisions. According to BilMoG,
the provisions of business companies should be assessed more in line

47 Cf. Deutscher Bundestag (2008).

48 See also Bundesministerium der Justiz (2007), Government Release Bil-
MoG, pp. b et seq.

49  Of course they would have an impact on public enterprises like public banks.

50 For further information about the adaptation of manufacturing costs see
Kiiting/Pfitzer/Weber (2008), here: Kiiting, Karlheinz: Chapter VIII Herstel-
lungskosten, pp. 135 et seqq.
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with IFRS rules — that means more realistically. § 253 para. 1 HGB®"
version states that “provisions should be assessed with the necessary
amount of money that is needed according to a sensible judgement of
a merchant”. According to the current draft version of the BilMoG,
the calculation and disclosure in the financial statement will include
components of future increases for prices and costs (e.g. salary/wage
increases the inflationary process and personnel developments). Fur-
thermore, all provisions will be discounted at adequate market rates
(cf. § 253 para. 2 HGB! version) st The new regulations should dis-
close “the true burden”** and will therefore lead to an increase of pro-
visions (at least with respect to the pension ones). However, in order
to alleviate the effects, the BilMoG allows spreading the “catch-up
costs” over a term of 15 years. There will be a considerable rise of
pension provisions in the balance sheet of business enterprises.

This also applies to public sector entities™, especially since so far
they have usually used an interest rate of around 6 %, which is much
higher than the current market rate. Consequently, provisions are re-
corded on a valuation level which is far too low. Due to the continuous
increasing of expenditures for pensions it will also be harder for those
entities to reach a balanced budget in the future if they have to draw
up the accounts according to legislation that is influenced by the Bil-
MoG.

Next, the (uspward) revaluation of fixed assets is not permissible
under current German GAAP (cf. § 253 para. 1 HGBe™" version)  The
BilMoG will change that for existing undervaluation. There will be a
requirement to reverse depreciations (so called “write-ups”) both for
fixed and floating assets where the reasons for them no longer exist
(cf. § 253 para. 5 HGBdrf version) 5+ At the same time § 253 para. 3
HGBdrft version wii|| permit the use of extraordinary temporary impair-
ment for financial investment assets (until now it was only possible for

51 The market rates should be published by the German Central Bank. Provi-
sions that last longer than 5 years shall be discounted with an average rate
of the last 5 years in order to prevent significant (but not relevant) yearly
fluctuations. However, the Central Bank suggests increasing the approach to
a seven year average to gain an even higher stability. Cf. Deutsche Bundes-
bank (2008), p. 13.

52 Cf. Federal Ministry of Justice (2008), pp. 2 et seq.
53 Cf. Schroeder (2008).
54  Also see Oser/RoB/Wader/Drégemdiiller (2008), p. 684.
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floating assets). The reason for these measures is again to provide a
more realistic picture of the economic situation and to expand the as-
set position with the results as described in section 4.1.

The consequences for public sector entities are quite obvious. If
the existing public sector accounting and budgeting codes include the
ban on upward revaluation for fixed assets and the BilMoG will be
judged as relevant for public sector then also the values of assets will
rise.

4.4 Modification of the consolidation method

There will be also changes in the process to draw up consolidated fi-
nancial statements. According to § 290 para. 1 HGBeu™"™ verson there
are two preconditions for a private company to get inside the consoli-
dation circle of a parent company: 1. As soon as the parent company
exercises uniform control and 2. If there is an existence of a participat-
ing interest.”® In the future the second precondition however will no
longer qualify. This new practice follows the “substance over form
principle” (juridical issues are no longer relevant). As a consequence,
there will also be a higher transparency of so called special purpose
entities.”® Another modification is that the methods how to conduct
the consolidation will be restricted. In the future, capital consolidation
with subsidiaries is to be based on the “revaluation method” only and
associated companies are consolidated according to the “book value

55  Also see Kiiting/Pfitzer/Weber (2008), here: Kiiting, Karlheinz/Koch, Christian:
Chapter XV Aufstellungspflicht Konzernabschluss, pp. 373 et seqq.

56 Usually those are legal entities that are in such a way linked to the mother
that they do not need to be included (consolidated) in the group financial
statement. There might be several reasons for that such as that the mother
can shift assets and debts to the special purpose entity in order to shorten
its own balance sheet. The BilMoG draft will reach more transparency in
such relations with the adoption of the substance over form principle. Cf.
Federal Ministry of Justice (2008), p. 3.
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method”.”” Also the netting out of credit and debit differences and of
differences with reserves are no longer permitted. *®

The assessment of consequences of these changes for the public
sector can be found in section 5.2.

57 Before, there were more possible methods; the book value method could also
be used for the consolidation of daughter companies. See Kleibold (2008), p.
43,

58 For further details see Kiiting (2008), pp. 1396 et seqq. Also see Oser/RoB/
Wader/Drogemdiiller (2008), pp. 690 et seq.
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5. Mechanisms of action — (Possible) impacts of the BilMoG

5.1 The German Commercial Code as a reference model!?

The private sector’s influence on a nation’s governmental accounting
system defines — relating to CHAN / JONES / LUDER 1996 - a factor of
the institutional framework in which it takes place. Besides, tracking
reforming pressure from the private sector and its consequences is
seen as a major future research direction of the Comparative Interna-
tional Governmental Accounting Research (CIGAR) community.®®

In Germany, the Commercial Code has exerted a dominating influ-
ence on public sector accrual accounting reform from the very begin-
ning. First, the reason was that initiators of accrual accounting reform
in the public sector needed something to build on (at that time there
were also no IPSAS®). And later already existing codes (based on
ComC) were influencing those ones that were developed subsequently.
Of course the ComC can only be used as an approved reference model
where the new public sector accounting and budgeting law is based
on the same accounting technique: double entry bookkeeping. In total
there are 18 more or less different accounting and budgeting codes on
municipal and federal states level (all 14 federal states that have a
municipal level and so far 4 federal states; see table 1 and figure 1)
where this applies. It is also these codes we speak about in the fol-
lowing when analysing in which way the BilMoG could now influence
public sector accounting. The core analysis of this paper will be split-
ted in two parts: First, in section 5.1.1 there is a description how the
ComC has already influenced the development of the existing public

59 The influence of the private sector is therefore part of the questionnaire de-
veloped by CHAN/LUDER in 1996 in order to determine the “institutional
framework” of governmental accounting system of a country. Cf. Chan/Jones/
Lider 1996, pp. 12 et seq.

60 The Public Sector Committee (PSC), predecessor of the IPSAS Board, was
founded in 1986 it focused the first ten years only on the elaboration of spe-
cial scientific papers. With the hope that general public pays more attention
to more tangible accounting standards then it started to publish its “core
set” of IPSAS that were that time only adapted copies of IAS/IFRS. Cf. Ad-
hémar (2002), p. 61. In 1996, however, the first German municipality was
already in the transition process to accrual accounting.
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sector accrual accounting and budgeting codes (DEB) and how the
ComC still has an impact on public sector accounting by existing link-
ages in the current legal texts. Secondly, in section 5.1.2 there will be
an assessment if the ComC serves the public purposes at all and how
the BilMoG will change German commercial accounting from a public
sector accounting point of view.

5.1.1 Description of the influence of the ComC on public sector
accounting

All developed public sector accrual accounting and budgeting codes
using the double entry bookkeeping technique show more or less a
homogeneous structure: a network of T-accounts (including a bal-
ance sheet and an income statement, usually also an integrated
cash flow account) and equivalents on the planning side (see figure
1). And the embodiment of the accounting rules and principles build
up on the (old) German ComC. However, there are multiple ways how
the ComC was influencing public law. Coming back to section 2, also on
that matter the principle of federalism and sometimes almost even “ob-
sessive tendency” of diversification led to a broad range of references.

Empiricism: Consistent federal base design -
Integrated network of accounts and planning
(when accrual accounting, DEB based)
Balance sheet - . -
' Different public accrual accounting law
r— o Assets Liabilities / Bquity e (double entry bookkeeping based)
g+ Cash flows account Income Statemnent f ( Municipal level %ederal states IeveD
Cash inflows Cash outflows Expenditures | Revenues
—~E— / HEEE ]
Cost accouniing . . s L’ . : .
Budget ~ i ?
I / SEY - n
1 Fnancial buget ‘ ‘ Income budget ! ................................. = .
/ - international influences
- transparency
Reference modell for embodiment: comparability
German commercial code (Handelsgesetzbuch - HGB) - economy
Adt to Modemise Accounting Law Needs for harmonizstion
{Bilanzrechtsmodernisierungsgesetz - BilMoG) and standardizstion ! ?

IAS/IFRS
and EU regulations

Figure 1. Developments in accrual accounting reforms (DEB) in the German
public sector

Source: Own figure
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Usually the public sector accounting and budgeting law was phrased
from scratch by the legislator without using extensive references to the
ComC.®* However, there are multiple examples where federal states
just took over some parts of it in new municipal or states accounting
and budgeting law (“copy reference”) or adapted it by simply modify-
ing some words. Also another formal enactment method was applied.
In all codes so called static and dynamic references to ComC can be
found.® A reference is called “static” if a code refers to a special ver-
sion of the ComC. Then ComC has to be applied with the particular
valid legal status named. It is important to mention that the legislators
of federal states usually refer to different versions of the ComC. “Dy-
namic” means that there is a direct reference to the ComC. As a result
of that there is a simple mechanism: if federal government is altering
the ComC, also the public sector accounting and budgeting law of
federal states changes automatically. However, according to a general
decision of the German Federal Constitutional Court in another case®,
the latter is a problematic way of reference. The court stated that the
legislator might use only direct references to other laws that were en-
acted by itself (because of the necessary separation of powers in a
federal state). The ComC is federal state law. But it lies within the re-
sponsibility of regional parliaments to decide about their own account-
ing and budgeting law and the one of the municipalities located in the
particular state. Nevertheless, there are dynamic references in almost
all local and regional accounting and budgeting codes and it is those
references that might in fact enable the BilMoG to directly influence
public law. Some institutions even argue for a general use of dynamic
references to ComC.* An opposite well-defined position is that the
public sector accounting and budgeting codes have to be read from a
“contextual point of view”. The responsible ministries of the interior
and the local legislators do not have an interest to pass the legal com-

61 Cf. Bolsenkétter (2008), p. 307.
62 Cf. Vogelpoth/Poullie/VoB (2009), p. 85.

63 Cf. the Decision of German Federal Constitutional Court from 1 March 1978 —
1 BvR 786/70, BVerfGE 47, p. 285.

64  See for instance the statement of the /nstitute of chartered accountants in Ger-
many (IDW) regarding the draft version of the law on the reform of municipal
accounting and budgeting law in the federal state of Baden-Wirttemberg, here
the synopsis of statements (status: 23 January 2009), p. 2.
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petencies to the federal state. Therefore it would be necessary to ask
“what the legislator actually wanted”.

A more precise and definite legislation would be preferable instead.
A way to make references more precise is to add the phrase “respec-
tively in the current version” when using dynamic references to other
laws.®® However, both possible specifications are missing: those ones
determining which version should be applied (if the references are to
be interpreted as “static”) or specifications in terms of using the phrase
above (if the references are to be interpreted as “dynamic”). Some
few ministries of the interior and experts already emphasised that the
vague references should be interpreted as “static” ones.®® Probably
that might be the most probable reaction from the responsible legisla-
tors in order to prevent that the BilMoG has an influence on accounting
of the “core-units” of territorial authorities. However, so far it is not
definitely clear if the BilMoG has an impact on those core administrative
units via that way.

Alternatively, even if denying the existence of dynamic references
there is another, last way how the BilMoG might influence public sec-
tor accounting and budgeting law. That is if there are references to the
specific German Generally Accepted Accounting Principles (“Grund-
satze ordnungsmaBiger Buchfiihrung”®, abbreviated to “GoB”). Also
this “GAAP reference” is a highly discussed way of reference. Gener-
ally it is important to mention that, unlike IAS/IFRS or IPSAS, the
German Commercial Code is not case law. There is no “en detail“-
regulation on all individual accounting cases. On the contrary, the
ComC basically consist of legislative guidelines and general principles.
Therefore, the ComC is more compact while ensuring at the same
time that new unforeseen accounting cases are covered by those
German “Generally Accepted Accounting Principles”. You can find
some of the German GAAP mentioned within the Commercial Code.
However, they are also determined by non-legal accounting standards

65 Cf. Vogelpoth/Poullie/VoB (2009), p. 87.
66 Cf. e.g. Bolsenkétter (2008), p. 307.

67 This is the conventional phrase which is also used in the ComC even though
it might be translated to “Generally Accepted Principles of Bookkeeping”.
However, the more precise expression and also literal translation from the
English phrase is “Grundsatze ordnungsgemaBer Rechnungslegung”, abbre-
viated to “GoR”. The latter is defined by some academics (see for instance
MOXTER).
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that prevailed in practice or given by judgements. Therefore German
GAAP are called an “indefinite legal term”. That makes it more diffi-
cult for outsiders and foreigners to work with the German Commercial
Code since it is necessary to know also the prevailing legal practice.
However, for people educated on that system it is more straightfor-
ward and because of its compact style a more efficient way to regulate
accounting. In the following section 5.1.2 an analysis is carried out to
see if those commercial GAAP also fit the public sector needs.

Table 4 in section 5.2 shows examples of static, dynamic and
GAAP references with the German Commercial Code in /ocal public
sector accounting (budget) law, here for the consolidation of the “core”
administrative units and public enterprises.

Only if there is a dynamic or the GAAP reference in the public sec-
tor accounting and budgeting law code, the BilMoG is having a direct
influence on the accounting of the territorial entities. Of course there
are also other indirect ways of manipulation. Those issues are
broached in the following sections, 5.2 seq. So far it is not definite
which of those effects will prevail. Also the mentioned committee that
will be assigned by the HGrGMoG with the task to develop common
principles for state accrual accounting (DEB) — the “Bund-Lander Ar-
beitskreis KLR/Doppik”®® — remarks that there might be changes and
impacts due to the BilMoG. Those should be evaluated after coming
into force and considered in the new standards for state public sector
accounting.®®

5.1.2 Assessment of fitting accuracy of the ComC as a reference
model for public sector accounting and potential changes
caused by the BilMoG

There was and still is a controversial discussion on the question if the
ComC rules and also the German commercial GAAP have to be
adapted to meet the specific public needs. There are two conflicting
opinions: One side argues for a development of rules and regulations
that are totally released from the ComC. The other side does not see a
(necessary) difference between private and public sector. This group

68 The translation of the committee’s title is as follows: “The workshop on cost
and accrual accounting of the Federation and the federal states”.

69 Cf. Bund- Lander Arbeitskreis KLR/Doppik (2008), p. 9.
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would like to precisely adopt the German Commercial Code also for
public sector entities — unaware of the adaptations needed.

However, the entire existing public sector accrual accounting and
budgeting law is somehow in between those two extremes. It is a mix-
ture of discrete rules and principles tailored on the public sector if the
commercial German GAAP do not fit and those simply taken over from
ComC.”® The legislators of all territorial authorities are aware of the
need to adapt parts of the ComC in order to use it in the public sec-
tor.”! For instance, there is a draft municipal accounting and budget-
ing code stating that the commercial GAAP could be transferred to
public sector “to a large extent but not without exceptions””2. Also fed-
eral state legislation is stating in § 33a HGrGe™ vesion that private
sector Generally Accepted Accounting Principles should be respected
in “analogous application” to the Commercial Code when applying ac-
crual accounting (DEB based) also at states level. However, just like
GAAP, also “analogous application” is an indefinite legal term. What
does it mean to apply German commercial GAAP in state accounting
“analogously” to the ComC? On that matter there was and still is a
lively discussion. It is important to mention that therefore the disputed
phrase “analogous application” is withdrawn from the draft version of
the HGrGMoG (cf. § 7a para. 1 HGrGd vesion) Now there is an unre-
stricted claim that the state accrual accounting (DEB based) should
“follow the regulations of the ComC”.” This might be understood as a
drift of state accounting towards the ComC. Even though it is also said
that differing rules should be worked out by the new committee due to
the characteristics of the public sector (cf. § 7a para. 2 HGrGdraf version

70 Cf. Eibelshéduser (2006), p. 618. Somehow this is comparable with the idea
of IPSAS: to lean on a proven practice (there IAS/IFRS) and adapt and/or
amend it if and where necessary.

71 See e.g. Innenministerium des Landes Nordrhein-Westfalen (2006), p. 189.

72 Cf. the draft version of the municipal accounting and budgeting code of the
state of Baden-Wiirttemberg, legal status: 21 December 2007. Here see ex-
planatory statement regarding § 34, p. 90, own translation from German into
English.

73 At this juncture it is added that the rules for state accounts also follow the tight-
ened principles in the ComC that are mainly aimed for corporations. The ac-
counting part (third book) of ComC is divided in two parts: the first part (§§
238-263 HGB) is relevant for all merchants; the second part, however, con-
sists of additional rules that only apply for corporations and some kind of regis-
tered commercial partnerships (§§ 264-342a HGB).
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also see section 3.1.2). But the need for adaptation of commercial
accounting rules is trivialised as need for additional “technical specifica-
tions””* in the explanatory statement of this paragraph. To sum up, un-
til now the state level has been accepting that there is a need for ad-
aptations if taking over the ComC in public sector accounting. Most of
the legislators of the federal states still state that there is a need for ad-
aptation before applying commercial codes in public sector. Especially
the municipal codes and the municipal accounting and budgeting codes
are usually stressing that point of view. However, the HGrGMoG does
not reflect that insight.”

The consequential questions are: How and to what extend is there
a need of adaptation? Especially, which of the commercial GAAP can
be transferred to public sector accounting, which of those have to be
adapted and which principles are specific private ones? The resulting
revised set of principles is then usually called “Generally Accepted
Public Sector Accounting Principles” (abbreviated to GAPSAP; in
German: “Grundséatze ordnungsmaBiger offentlicher Buchflihrung”,
abbreviated to “Go6B”). Besides scientific papers’, we find this or
similar expressions also in current laws, such as the HGrGMoG”’, mu-
nicipal codes as well as in municipal accounting and budgeting codes
(see table 3)’8. There are institutions complaining that so far there are
no generally accepted principles specific for the German public sec-
tor and that hence it is unclear what is appropriate. According to their
opinion, therefore, there should be no reference to GAPSAP but to

74  Cf. Bundesministerium der Finanzen (2008), HGrGMoG, p. 32. The original
phrase in German is as follows: “weitere (...) technisch-fachliche Festle-
gungen®,

75 Also the committee that will be assigned by the revised HGrG with the task to
develop principles for state accrual accounting (DEB) states in its latest version
of those standards that HGB has priority. The developed principles are directly
effective “only if the complete application of ComC is not of overriding impor-
tance”. Cf. Bund-Lénder Arbeitskreis KLR/Doppik (2008), p. 8.

76 Seee.g. Arbeitskreis , Integrierte Verbundrechnung* (2005).

77 In the revised version of the HGrG then it is called “Principles of state double
entry bookkeeping®. Cf. Art. 1 HGrGMoG and § 7a HGrG @ vson,

78 There are other, special public indefinite legal terms used such as “GAAP for
municipalities” or “Municipal double entry bookkeeping principles”. Also see
footnote below.
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commercial GAAP.” Though, knowing that the latter were also de-
veloped little by little (and the development is still continuing), it
should be obvious that it will probably also take some time to develop
a widely accepted GAPSAP system. It is therefore useful to insert the
terminus “GAPSAP” into public sector accounting and budgeting
codes. This emphasises that there is a need for academic research,
judicature and practical experience. The development of GAPSAP is
therefore a topic apart from the paper in hand, but it is necessary to
briefly explain in the following the differences of the ComC general
principles, the needed public principles and how the BilMoG will shift
commercial accounting from a public point of view.

The purposes of German commercial and public sector accounting
are quite different (see table 3). The German private sector accounting
law has two primary goals: protection of creditors plus associates and
measurement of profit for distribution (to investors and to the state
due to tax liabilities). It is important to say that the ComC pursues also
another, subordinate objective: Accounting should give its addressees
(mainly investors, creditors but also state) a “true and fair view” of the
economic situation of the enterprise. However, “true and fair view” is
not to be understood in this paper as the legal phrase used in some
sets of accrual-based Anglo-Saxon GAAP but explains the general idea
of providing a complete, true and therefore reliable picture of the eco-
nomic substance and situation.® According to § 264 para. 2 HGB the
annual account of a corporation should provide “a complete and true
picture of its financial position and performance” for the financial year.
But this was no initial goal of the ComC, it has been added in 1985 by
the “Act on accounting principle” (BiRiLiG). As already mentioned in
section 4, the provision of a “true and fair view” is originally one central

79 See for instance statement of Institute of chartered accountants in Germany
(IDW) regarding the draft version of the law on the reform of municipal ac-
counting and budgeting law in the federal state of Baden-Wirttemberg, here
the synopsis of statements (status: 23 January 2009), p. 8. The IDW is argu-
ing for using the phrase “GAAP” in the ComC version in the municipal account-
ing and budgeting code. However, then people could tend to use the ComC
GAAP without adaptation. As reaction on that statement the legislator will now
use the phrase “GAAP considering special municipal accounting and budgeting
code regulations”.

80 The literal phrase “true and fair view" is only one of a few such phrases used
internationally in different sets of accrual-based GAAP. “Presents fairly” and
“Properly presents” are other examples.
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function of the Anglo-Saxon accounting. To conclude, the ComC has
already been influenced by international accounting principles before,
however it could still keep its own “purpose-paradigma’”.

Contrary to that, within public sector accounting providing a com-
plete and true picture of the economic situation is a basic purpose.
Addressees are the citizens (as financier and quasi-shareholder/asso-
ciates). There is no need to protect creditors.®* Another point to con-
sider is that it is the aim of public sector entities to fulfil public tasks.
Also the public sector should aim for formal goals — but only as side
condition. Consequently, it might be possible that the result of an effi-
ciently working public sector also has a net surplus at the end of the
year. However, this was not the objective to pursue and it also might
show that citizens have paid too many taxes that year. This guides us
to the second predominant objective of public sector accounting: The
protection of tax payers and future generations against exploitation
from the state.

With the BilMoG the purpose hierarchy of the ComC changes. The
result of a further opening of the ComC to IAS/IFRS practices is that
the protection of creditors/associates becomes less important and that
the “true and fair view” (as defined above) gains more significance.
Therefore — considering only that point of view — it seems clear to say
that due to the BilMoG there is a convergence of public and commercial
accounting in Germany. However, there is another opposed argument by
MOXTER. He states that providing information should be the common
intended purpose of all accounting models and that the protection of
general addressees by granting information lies within the nature of ac-
counting.® Considering Moxter’s opinion, it seems clear that there is
only a slight convergence between private and public sector account-
ing in Germany. Also the author thinks that is more important that the
primary goals are still the same on both sides and that they are in-
compatible.

Finally, it is probably not necessary to emphasise that also the
concrete central principles might be not fully compatible when the ab-

81 There is no risk for those that public sector entities can become insolvent in
Germany. Moreover, there is — at least a factual — obligation to assume each
others liabilities for the public sector entities in federal state. Cf. e.g. Nierhaus/
Gebhardt (1999), pp. 13 et seqq. for the relationship between federal states
and their municipalities.

82 Cf. Moxter (2009), p. 8.
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stract goals are not comparable in public and private sector. It is the
“material principles” that make the difference. The most important
ones of those in German commercial accounting law are the “realisa-
tion and the imparity principle” (see § 252 para. 1 No. 4 HGB).
These two principles affect the way how the basic accrual principle is
implemented. In short, the “realisation principle” specifies when reve-
nues are recorded in the accrual accounts. According to the common
strict version of the realisation principle, this is the case when they are
realised, not when they are realisable. Furthermore, in commercial
accounting the realisation of revenues is linked with sales in order to
enter only “quasi-certain” increases of assets into the balance sheet
and the income statement. The “imparity principle” determines that
expenditures and revenues have to be treated differently (in Latin “im-
par” means unequal): all predictable expenditures should be recorded
in the accounts as early as possible (when they arise but they have
not been realised yet), revenues however should be registered when
they are predominantly certain (when they are realised). Both princi-
ples aim to protect creditors by preventing an early distribution of prof-
its. They are affected by the BilMoG now.

In the public sector there is no need at all for the principle of im-
parity since there is no need to protect creditors. It is more important
that a “principle of reality / objectivity” is realised.®® In spite of that,
the realisation principle in also necessary in public sector accounting
but it needs some adjustment.® If there is a causal relationship between
expenditures and revenues there is no difference between public and
commercial accounting. However, usually there are none of these
causal relationships in public sector (less importance of matching
principle). Therefore cash flows should be recorded when a legally ef-
fective claim accrued (not when value is proven via sales).® Further-
more, since there are usually no markets for public goods or they
should not be realised, it is sufficient if revenues are realisable. With
regard to BilMoG, we face a weakening of both principles. As a result,

83 However, there are also opinions that the imparity principle is extremely im-
portant in public sector because it is necessary to record all public liabilities.
Cf. Bolsenkotter/Detemple/Marettek (2002), pp. 29 et seq. and Eibel-
shauser (2006), p. 623.

84 Cf. Luder (2006), p. 607.
85 See e.g. Arbeitskreis “Integrierte Verbundrechnung* (2005), p. 889.
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one can argue that there is a convergence of private and public sector
accounting.

ComC accounting®™t =t ComC after BilMoG Public sector

accolinting

— Protection of creditors / — Less protection of — Protection of tax
associates creditors payers and future

— Measurement of profit — Without difference: generations
for distribution Measurement of — Provision of a
(investors and state be- profit for distribution complete and true

Purpose .
cause of taxes) . S picture of the eco-
— “True and fair view .

— (Low relevance: “true gains more impor- nomic SUb_Stance
and fair view” informa- tance ar!d situation /_
tion since 1985 fa'F'y prese_ntat|on
BIRILIG) of information

Central GAAP: Strong realisation principle Re_ali_sation and imparity Cus’Fom?sed /_soft_ened
Implementation | Strong imparity principle principles are softened realisation principle
of accrual Imparity principle
principle irrelevant

Already influenced by An- Towards IAS/IFRS strongly influenced by

glo-Saxon accounting prin- | (IPSAS) old version of ComC;

Tendency ciples; however still own no influence by inter-
paradigma national accounting
standards

Table 3. Relations between German commercial and public sector accounting
Source:  Own table

5.2 Impacts on the consolidation of the accounts of territorial
authorities’ “core units” and the accounts
of public domain companies

There is another, more precise possibility how and to what degree the
new ComC might influence the public sector: the preparation of con-
solidated financial statements.

A major reason for the application of accrual accounting (DEB) in
the public sector was also the importance of public enterprises under
private legal form. The number of those enterprises have considerably
risen in Germany since the foundation of the Federal Republic. More
and more territorial authorities were and are outsourcing parts/tasks of
the former core administration to private individual or limited compa-
nies (in Germany called “Einzelunternehmen”, “Gesellschaften mit
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beschrankter Haftung” (GmbHSs)), sometimes even stock corporations
(“Aktiengesellschaften” (AGs)). Therefore it was one goal of the re-
forms to make commercial and public sector accounting more compa-
rable so that the consolidation of core and “satellite” units of public
entities would be enhanced. Another goal was to regain an complete
and true picture of the economic situation of the public entities by
preparing consolidated public accounts. Especially territorial authori-
ties with financial problems were outsourcing public tasks because at
the same time they could also transfer the liabilities in these new en-
terprises. As a consequence, it seemed that not even the public enti-
ties have a general idea about their own property and the total amount
of liabilities anymore.

Therefore, most municipalities just started with the preparations
for the consolidation of the accrual accounts. In other federal states
there are still pilot schemes on that specific accounting matter.

Of course the outsourced units of public entities in private legal
form have to prepare their accounts according to the German Com-
mercial Code and the commercial GAAP. There is only one exception
to that rule: Enterprises of a municipality, local authorities association
or special purpose association without legal personality might not fol-
low ComC if there are special federal states codes (this is called the
“caveat of federal states law”).® Usually the federal states legislators
have not made use of that exception in the ComC so that almost all
public enterprises have to observe the ComC rules and principles.
Consequently, also the BilMoG will have a direct impact on these. But
even if there are special rules and regulations for public enter-
prises/institutions there are many “dynamic” references to ComC in
those (e.g. the law on city-owned companies and the law on public-
law institutions). However, due to the BilMoG, it is not sure if those
references are still valid or if they also have to be interpreted as
“static”. That might lead to the paradox situation that some public
companies might have to respect different versions of the ComC (the
current version because of the fiction nature as “merchant” according
to ComC and a dated version due to references from particular public
laws).®” However, there is not enough space in this paper also to

86 Cf. § 263 HGB.
87 Cf. Bolsenkoétter (2008), p. 308.
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consider all these changes the BilMoG might also cause for public
enterprises.

In general, from the view of a territorial authority, the BilMoG
might have two potential ways to influence the consolidation process:
First, in the future the data that is handed in by the enterprises
(owned by the public sector entities) for consolidation will be pre-
sented according to new ComC rules and principles. Secondly, there
are the changes about the preparation of consolidated accounts that
can be found in section 4.4. It is possible to allay the first concern:
According to most of the regulations in the federal states, the public
enterprises have to hand in their data for consolidation to the finance
departments of the public authorities according to current public sec-
tor accounting and budgeting law. As a consequence, the municipali-
ties or federal states do not have to deal with the BilMoG implications
— at least due to that reason. However, it is necessary to check for
the second concern: Here, the described mechanisms of influence
that the ComC might have on public sector accounting are relevant
(see section 5.1.1). There are also different ways of reference con-
cerning the consolidation of public accounts and the accounts of pub-
lic companies. The following table 4 provides an excerpt of the possi-
ble cross references with the German Commercial Code in /ocal public
sector accounting (budget) law concerning the consolidation of accounts.®®
In short, also concerning the consolidation issue it is not sure if there
is a need to apply the new BilMoG rules. There are some federal states®
that only permit their municipalities to prepare a consolidated account
by using the book value method. However, this is exactly the consoli-
dation method that should be prohibited according to the BilMoG. At
the same time those federal states have different kinds of references to
ComC. On the whole, the question if the BilMoG rules on consolida-
tion are relevant for the core units of the public sector will be deter-
mined by answering the questions raised about the legitimacy of dy-

88 There is no analysis on the federal states accounting and budgeting law since
those federal states that already adapted accrual accounting (DEB) based on §
33a HGrG™™" *= have not changed their accounting and budgeting codes
(“Landeshaushaltsordnungen”) yet. So far there was a need that the accounting
and budgeting code on federal level (“Bundeshaushaltsordnung”) has to be
adapted first. That seems to be the case with HGrGMoG and the new § 7a
HGrG @tveson right now.

89 It is the federal states of Mecklenburg-Western Pomerania, Rhineland-Palati-
nate, Saarland and Thuringia.



35

namic references and the interpretation of the references to commer-

cial GAAP.

Baden-Wiirttemberg

Reference to
a certain ComC
version

STATIC reference

Reference to
particular ComC
regulations, un-
clear reference

date

DYNAMIC
reference

Art. 95a para. 1
No. 2 GO* and
para. 3
(*according to gov-
ernment draft, status
23 January 2009)

Common reference to
common German
commercial GAAP

GAAP reference

Art. 95a para. 1 GO*

Bavaria Art. 102a para. Art. 61 para. 4 GO
2 GO (“Municipal double entry
bookkeeping principles*)
§ 57 para. 2
KommHVO (“Generally
accepted municipal double
entry bookkeeping princi-
i I ples”)
Berlin _
Brandenb § 83 .1, § 63 . 3 KVerf
raneeriTe para. I:Z)%a[(aVer'f (“Doublepe:t"rj bookkejping
principles™)
§ 82 para. 1 KVerf
§§ 32 para. 2, 49
para. 1 KommHKVO
Bremen Unpublished financial reporting and consolidation principles
Hamburg Unpublished financial reporting and consolidation principles
Hesse § 114s para. 5 § 114s GO
and para. 7 GO § 32 para. 2 Gem-
HVO
Mecklenburg- § 55 para. 2 § 61 para. 5 and § 43 para. 5, 60
Western Pomerania GemHVO para. 6 GO para. 1 GO
§ 25 para. 2 Gem-
HVO
Lower Saxony § 100 para. 5 §§ 82 para. 3, 100
GO para. 1 GO
§ 34 para. 2

GemHKVO
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Reference to
a certain ComC
version

STATIC reference

Reference to
particular ComC
regulations, un-
clear reference

date

DYNAMIC
reference

Common reference to
common German
commercial GAAP

GAAP reference

North Rhine- § 49 para. 4 § 50 para. 1 und §§ 93 para. 1, 95
Westphalia GemHVO 3 GemHVO para. 1 GO,
§ 27 GemHVO
Rhineland- § 116 para. 4 GO | § 109 para. 5 §§ 93 para. 2, 108
Palatinate § B4 para. 2 GO para.l GO
GemHVO (“GAAP for municipalities”)
Saarland § 46 para. 2 § 100 para. 4 § 99 para. 1 KSVG
KommHVO KSVG § 26 para. 2
KommHVO
(“GAAP for municipalities”)
Saxony § 88a para. 6 GO | § 88a para. 3 GO §§ 72 para. 2, 88
para. 1 GO
Saxony-Anhalt § 108 para. 6 §§ 106 para. 1, 108
GO para. 1 GO
Schleswig-Holstein § 950 para. 3 GO | §§ 95k para. 1, 95m
para. 1 GO

§§ 33 para. 1, 44
para. 1 GemHVO

Thuringia § 20 para. 1 § 20 para. 5 § 19 para. 1 NKFG
NKFG NKFG
Table 4.  Excerpt of existing references in local public sector accounting (budget)

law to the German Commercial Code, here concerning the consolida-
tion of accounts

Source: Own table, based on Vogelpoth/Poullie/VoB (2009), p. 87
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6. Conclusion: Future prospects on the development of public
sector accounting in Germany

The uniformity of accounting in the German public sector was for-
saken in the course of the accrual accounting reforms of the last dec-
ade (see section 2). In this regard, there were and still are many influ-
ences on German public sector accounting. And therefore it is also un-
clear in which direction public sector accounting in Germany will fur-
ther develop. The paper in hand broached the issue of two current
important legal factors (see section 3). The analysis of their common
effects (see section 4) needs now to be set in the context of the other
important past and probable future national and international impacts
on German public sector accounting. The result is a picture of the
status quo and the future prospects on the development of the accrual
accounting reforms (see figure 2).

In a nutshell, the IAS/IFRS are influencing the German Commercial
Code via the BilMoG. Then, there are two possible mechanisms the
new version of the ComC might directly or indirectly influence the
accrual accounting of municipalities in future (see section 5): The dif-
ferent kinds of references to the ComC (especially “dynamic” and
“GAAP references”) and the process to compile consolidated financial
statements. Due to the dynamic references in the revised version of
the “act on the modernisation of the law on budgetary principles”
(HGrGMoGQG) there are also connections between the BilMoG and state
accounting.

It is quite surprising that IAS/IFRS may have a direct or indirect in-
fluence on public sector accounting now while at the same time the
specific public version of those international standards, the Interna-
tional Public Sector Accounting Standards (IPSAS), didn’'t have any
kind of influence on the previous developments in German public sec-
tor accounting at all.*® And this will also not change in the near future

90 Until now IPSAS is only mentioned once in the German accrual accounting
reforms. The city of Hamburg states in its first annual report on accrual basis
that IPSAS were taken into account. However, it was also said that annual
financial statements are conform to ComC, German GAAP, IAS/IFRS and the
guidelines of the Institute of chartered accountants in Germany (IDW ERS
OFA 1). It is therefore questionable to which extent the IPSAS had a stake in
the preparation of this report. Cf. Hansestadt Hamburg (2007), p. 32.
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since the new “standardisation board” for state accounting — as
planned by the federal government and legally fixed in the HGrGMoG
draft — will explicitly not orientate its work at the IPSAS.®* In the draft
of the HGrGMoG it is said that there are neither relevant nor funda-
mental differences in the accounting purposes of the ComC and the
IPSAS. Therefore, an orientation or at least a back coupling between
the further development of state accounting in Germany and the ac-
tivities in the IPSAS-Board are seen as unnecessary. Furthermore, it is
said that the ComC should be applied as basis for German public sec-
tor accounting reforms.*

On the one hand it is quite understandable that the German public
sector cannot perform two extremely demanding tasks simultaneously
(the introduction of accrual accounting and a transition to interna-
tional standards). From an efficiency and consolidation point of view it
is also reasonable to use the proven ComC text as a master copy for
the embodiment of the public sector accounting codes and to adapt it
only where necessary. However, as it was shown in section 5.1.2, the
ComC and the international accounting standards (either IAS/IFRS or
IPSAS) definitely differ in the purpose of accounting. On the other
hand the federal legislator denies that there are differences between
the IPSAS and the ComC concerning the accounting purpose while at
the same time adopting an act with the accentuated aim to shift the
German commercial accounting principles and purposes in the direc-
tion of the IAS/IFRS. That proceeding is not self-consistent — until now
IPSAS is even based on the IAS/IFRS conceptual framework. Also the
complete undocking from the experiences abroad is not sensible with
respect to the worldwide convergence of public entities towards IPSAS
or IPSAS-based regulations and the tendency within the European Un-
ion. The European Commission is already applying IPSAS. It is a mat-
ter of time until there is the proposal that also European member
states should apply common accounting standards.

91 Cf. Miiller-Marqués Berger (2009), p. |.
92 Cf. Bundesministerium der Finanzen (2008), HGrGMoG, p. 18.
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Figure 2. Past and future impacts on public sector accounting in Germany
Source: Own figure, based on Liider (2009), p. 12




40

The existence of the IPSAS also proves that there is a need for
accounting standards adapted on specific public sector needs. If there
are ever trials to merge the different German public sector account-
ing models or developing a single one that is appropriate for all Ger-
man territorial authorities it will be necessary to consider the specifics
of the public sector. Intensifying tendencies of a noncritical transfer
from commercial accounting principles and mindset can be observed.
If the BilMoG is also directly relevant for territorial authorities that
tendency will be strengthened. This, however, is inappropriate and
most problematic. As stated in section 5.1.2, public sector account-
ing serves different objectives / needs and has different characteristics
and users. The addressees of accounting information from the federal
government, the federal states and the municipalities are not private
investors but citizens / taxpayers. It is in their interest that public tasks
are efficiently and sustainably accomplished. According to LUDER, the
purpose of public sector accounting is that information is fairly pre-
sented (accountability) and that taxpayers and future generations of
citizens / tax payers (not creditors, associates or investors) are pro-
tected (stewardship).*® To sum up, there is a need for a (more — that
means to the extent possible) homogenous public sector accounting
that is adjusted on specific public needs and objectives.

The establishment of a “standardisation board” was claimed by
German academics® and the Federal Courts of Auditors®® for some
time now. It is a step in the right direction. However, the new commit-
tee should be in charge of the entire public sector accounting (also the
local level and the territorial authorities that still use cameral ac-
counting). This might cause, however, some trouble from a juridical
point of view since — as mentioned before — the municipalities are
part of the federal states and therefore the federal states have the
(legal) authority in local public sector accounting. The latter is therefore
regarded as “intrastate issue”. Though, it remains to be seen if this new
committee will use the “lessons learned” (especially the experiences

93 Cf. Luder (2006), p. 607.
94  For instance cf. Liider (2006), p. 612.

95 For instance cf. Bundesrechnungshof (2006), p. 14. The Federal Court of
Auditors is claiming for a more homogenous accounting and for a preferably
broad integration of knowledge in the reform process by consulting as well as
embedding academics and experts from other countries and international insti-
tutions.
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made in the municipal but also in international public sector) and
how independent it will be from the federal government. In contrast to
commercial accounting, there is still a lack of theoretical public sector
accounting concepts in Germany. Public sector accounting is pre-
dominantly not a matter of a broad academic research in Germany
anymore. It is not clear if and maybe to what extend the new standardi-
sation board will use the results of already existing academic research
projects and theoretical bases or even promote new ones. However, it
is most probably that once there are common accounting standards
for federal government and federal states these will also have an im-
pact on municipal accounting. In all likelihood, the federal states will
then also make the local level to adapt to these common standards.
So in the long run there is still hope for a more homogenous — maybe
even uniform — accounting in the German public sector.
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