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1. lntroductory Note 

(1) ttWithout accounting, no audit; without audit, no accountability; 
without accountability, no control". This slightly extended statement of W. J. 
M. Mackenzie in his foreword to E. L. Normanton's classic 'The Account
ability and Audit of Governments" underlines the fundamental importance of 
accounting in government, too. "The paradox lies in the fact tbat the disci
pline has attracted little interest in the academic literature0 (Chan/Jones 

1988, p. 4). Even worse, the interest of politicians, administrators and gov
ernment accountants m lllnovations in governmental accounting is often also 
minimal. This situation has been the point of departure f or an international 
comparative study of governmental accounting which aims to describe gov
ernmental accounting practices of different countries, classify the different 
accounting systems and procedures, clarify theoretical issues, and finally 
come up with recommendations for the future development of governmental 
accounting. 

To the author's knowledge, there are no direct predecessors to this inter
national comparative study of governmental accounting. In looking at gov

ernments 11through the eyes of accountants" (Chan/Jones 1988, p. 8), we 
therefore were on 'virgin territory'. But of course, we could draw upon inter
national comparative studies of adjacent subjects: Normanton's international 
comparison of governmental audit practices (Normanton 1966), Wildavsky's 

international comparison of budgetary processes (Wildavsky 1986) and the 
great number of international com parative private sector accounting studies 
( e.g. No bes 1984). 

(2) The study is focused on accounting and financial reporting of central 
and - where applicable - of state or provincial governments. More or less as a 
by-product, some information has been gathered on budgeting procedures, 
on auditing practices, and on management accounting. Accounting and finan
cial reporting of local authorities bad to be excluded - mainly for the reason 
of limited financial resources to conduct the investigation. 
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As subject of the study six industrialized Western countries have been 
chosen: Canada, Danmark, France, Sweden, the United Kingdom and the 
United States of America. We added to them the Commission of the Euro
pean Communities. Since Canada and the United States are federal states, 
four Provinces (Alberta, British Columbia, Ontario, Quebec) and six States 
(California, Illinois, Maryland, Massachussets, Tennessee, Texas) are also 
covered by the study. 

Governing criteria in selecting the Countries, Provinces and States were 
(perceived) differences in regard to 

the legal system: the sample was to contain civil law countries and 
common law countries; 

the constitution-based organization of government: the sample was to 
contain unitary and f ederal nations; 

the state of governmental accounting and reporting: the sample was to 
contain governments which apply a more traditional approach of ac
counting as well as more innovative governments. 

(3) In the beginning of the study, the existing knowledge on governmen
tal accounting practices in the different countries was rather limited. Thus, 
the task was first to explore a relatively complex subject. Conducting personal 
in depth-interviews with government officials in the respective countries, sup
plementary discussions with government-independent government accounting 
experts ( e.g. academics, em ployees of auditors' offices, employees of auditing 
firms), and an analysis of accounting documents seemed tobe the appropri
ate approach f or gathering the inf ormation on accounting and reporting 
practices. 
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lt was decided to divide the studv into four nhases: - - - - --~ -- ~ - - -- - -- - J .1.. 

Phase 1: Empirical investigation 

* Phase 1/1: Preparatory work. Reviewing existing 
J uly 1986- publications and other written 
February 1987 materials. Establishing contacts to 

foreign experts and organizations. 

Discussing theoretical concepts and 
practical problems of governmental 
accounting. Selecting interview part
ners (people and organizations). 

*Phase I/2: 
March 1987-

March 1988 

Interviews with szovernment officials ..... 

and supplementary discussions on 
governmental accounting and reporting 
practices in the selected countries, 
Provinces and States. 

-Phase II: Country-reports. 

July 1987- Drawing up one report per country on 

March 1989 the basis of phase-i-findings des-
cribing the governmental accounting and 
financial reporting practices ( case 
studies). 

Phase III: Comparative analysis. 

J anuary 1989- Comparing the applied accounting 
September 1989 and financial reporting systems by 

their main characteristics. Classifying 
accounting and financial reporting 

systems. Assessment and explanation of 
differences. 

3 
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Phase IV: Conceptual framework. 

May 1989- Discussing and clarifying theoretical 

August 1990 issues in governmental accounting and 
financial reporting. Elaborating a con
ceptional framework for the development 
of governmental accounting and fman
cial reporting with special reference 
to the Federal Republic of Germany. 
Drawing up the final project report. 

Phases 1 and II are by and large completed. The project is now in the be
ginning of phase III. This is an interim summary report. lt is providing the re
sults of a first, still tentative comparative analysis based on the findings of 
phase 1. 

( 4) Comparative analysis is in essence the attempt to find distinct pat
terns of facts and explain the reasons f or the diff erences between patterns. 
Finding patterns is a two-stage-problem. lt consists of first defining classifi
cation criteria and second assigning empirical facts to the defined classes. As 

classification criteria, internal criteria ( characteristics of the subject to be 
classified) or external criteria ( contextual variables) can be utilized. 

The ideal approach should be classifying first governmental accounting 
and reporting procedures by utilizing sufficient detailed internal criteria and 
then in a second step classifying the first-step-patterns by utilizing external 
criteria. 

In this paper a slightly different 11segregatingt• approach of classification 
has been chosen. The underlying basic hypothesis is: 
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r-----------------------------------------------------1 
: Specif ic contextual variables 1 

i l determine 

the prirnary user orientation cf governmental 
1 accounting and reporting; the user orientation 1 

L--------------~-~:::::~===--------------------------j 
------------------------------------------------------1 1 

the design of the governmental 1 
• accounting and reporting system. ~ 
1 1 l------------------------------------------------------

In paragraph 2. of the report, the relationship between the primary user 
orientation of governmental accounting and financial reporting and perceived 
underlying contextual variables is analyzed. On the basis of this analysis, the 
( accounting systems of the) covered countries are assigned to the defined 
„],..„,..,..,.. "J'J..,.. i-l..~- f'~ll~n.:-~ -~-~~~-L~ ~-~ ,.l~w•~'-~-l 4-~ ~- ~-~Tw•~=~ ~C ~~ 
\..lU.'.'l•n . .-.'.'I • .Lllv LllQll lUUUWUit; jJdldgidJ-'ll~ dl(; UvVUlvU lU d.l.l (llla.IJ;:,I;:, Ul d\;-

counting and reporting practices and a classification by selected internal cri
teria. Those criteria are 

the accounting entities for governmental-type activities 
the measurement concept of accounting for governmental-type activi
ties 
the reporting entity underlying the summary financial statements 
the consolidation approaches 
the summary financial statements provided. 

Where possible and suitable, it is also ref erred to accounting and report
mg oractices of Austria. Switzerland and We~t-Germanv althmmh these ...... ... ~ - . - - - - - -- -' -- - - -·o 

countries have not been included in the study. 



6 Speyerer Forschungsberichte 76 

2. National Context and User Orientation of Governmental Accounting 

(1) The analysis of the national context and the user orientation of gov
ernmental accounting systems suggests the conclusion that there exists a re
lationship between those two variables in the sense that a specific national 
context is favorable ( or not favorable) to a specific user orientation of gov
ernmental accounting. However, this relationship should not be thought of as 
a causal one. The mere existence of a specific national context does not en
sure the enforcement of the user orientation to which it is most favorable. 
What often seems to be as decisive as the national context is the existence of 
an 'incentive'. 

(2) Three types of user orientation of government accounting are distin
guished. Traditionally, a government accounting system responds exclusively 
or at least primarily to the control and inf ormation needs of the legislature. 
The focus of accounting and reporting is on " ... demonstrating compliance 
with spending authorities given by legislators„." (FGRS, Summary Report 
1986, p.9). Such an accounting system is called 'legislature oriented'. 

In the recent past, modifications of legislature oriented governmental ac-
„ • ... 'f 'f 1 1 counnng coum oe ooserveo: 

* 

* 

The legislature orientation has been supplemented by public orientation 
as a second and important purpose of governmental accounting and fi
nancial reporting, i.e. accounting is also considered a means for provid
ing the general public with a reliable picture of the overall financial situ
ation of government. Such an accounting system is called 'public orf
ented'. 

The legislature orientation has been supplemented by management ori
entation as a second and important purpose of governmental accounting 
and financial reporting, i.e. accounting is also considered a means for 

__ • ·- _ „ „ • ~" r i' • • 1 „ managmg governmenr operauons. 1 ne Iocus or accounung ano reporc -
ing is on encouraging and demonstrating effective and efficient resource 
management of governmental units (see also FGRS, Summary Report 
1986, p.9). Such an accounting system is called 'management oriented'. 
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Since public orientation and management orientation are not mutually 
exdusive purposes, another ( combined) type of governmental accounting 
systems might ex:ist which responds to the information needs of all three user 
groups: the legislature, the general public and the executive branch of gov

ernment. 

(3) Relevant variables to characterize the national context in respect to 
its relationship to the user orientation of governmental accounting and re
porting ( contextual variables) are supposed to be: the distribution of political 
power, the legal system and the professional influence on governmental ac
counting. 

The distribution of political power is measured by the relative strenght 
of the citizenry, the legislature and the executive in controlling govern
mental financial resources. So, political entities with a (relative) strong 
citizenry, with a (relative) strong legislature and with a (relative) strong 
executive branch of government are distinguished. 

* 

* 

The existence of a strong citizenry is assumed if the citizenry is 
allowed to decide by referendum directly (i.e. instead of the par
liament) on certain politicai matters with financiai consequences 
and/ or if governmental executives with financial responsibilities 
(e.g. controllers, auditors) are elected by the citizens. Examples of 
political entities with a strong citizenry are to be found among the 
U .S. States and the Swiss Cantons. 

A strong legislature is assumed if the cabinet does not necessarily 
represent the parliamentary majority, if the parliament exercises 
unrestricted power in regard to changes of and amendments to the 
government's budget proposal and if the audit office or court of 
auditors reports to parliament. An example of a political entity 

which meets these requirements is the United States federal gov-
ernment. 

A strong executive is characterized by a directly elected chief exec
utive (president), by assigning legislative power to the executive) by 
leaving the decision for dissolution of parliament with the chief ex-
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ecutive and by restricting the power of parliament in regard to 
changes of and amendments to the government's budget proposal. 
Examples of political entities with a strong executive are France 
and the European Communities. 

The legal system of the nations covered by the study are either based on 
Roman-Germanic law or on English law. Countries with a Roman
Germanic legal tradition (so called 'civil law countries') have developed 
a comprehensive and detailed statute law whereas in countries with an 
English legal tradition (so called 'common law countries') the amount 
of statute law is limited and q1ther general. 
The legal tradition of a country is reflected in the degree of codification 
of rules for governmental accounting and reporting, too. In civil law 
countries like France and Germany, principles and procedures of gov
ernmental accounting are stipulated in detail by codified law. On the 
other band, there are only general legal provisions for governmental 
accounting in common law countries like the U nited Kingdom, the 
U nited States and Canada. 
The legal tradition of a country affects the flexibility and the intrana

tional unif ormity of governmental accounting: governmental accounting 
systems of civil law countries tend to be more unified but less flexible 
than governmental accounting systems of common law countries. 
The lower unif ormity of governmental accounting in common law 
countries produces a pressure for change to achieve a higher degree of 
uniformity. Eventually, special professionai bodies are established for 
this reason ( e.g. the Governmental Accounting Standards Board 
(GASB) in the USA and the Public Seetor Accounting and Auditing 
Committee (PSAAC) of the CICA in Canada). Due to the higher built
in-flexibility, the legal system is not an obstade for changes of the gov
ernmental accounting system as it can be in civil law countries. This 

leads to the conclusion that innovations of governmental accounting and 
reporting occur more likely in common law countries. 

Professional influence means direct or L.11direct influence of the (private 
sector) accounting profession on governmental accounting. lt is as-
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sumed, the extent of professional influence to be dependent on the edu
cation of government accountants, on the existence of professional 
bodies with advisory responsibilities on governmental accounting and on 
the extent of auditing work in the public sector which is done by private 
audit firms. 
The prevailing educational background of government accountants in 
the countries covered by the study is either in private-sector accounting 
( e.g. in the USA and in Canada) or in government accounting ( e.g. in 
France) or in a non-accounting field like public administration, eco
nomics, law (e.g. in the United Kingdom andin Germany). In countries 
where government accounting personnel has little knowledge of private 
sector accounting, governmental accounting tends to develop relatively 
independent (if it develops at all!) of private-sector accounting. There 
are no common professional standards f or governmental and private
sector accountants. Basic ideas of private-sector accounting as rendering 
account of the overall financial position or accounting for management 
purposes do not have much chance for diffusing in the public sector. 
On advisory bodies, private-sector accounting organizations use to be 
represented and in the process of developing pronouncements by these 
bodies, the inclusion of private-sector accounting experts is ensured. 
Those bodies exist in the USA (GASE), in Canada (PSAAC of CICA) 
but also in France (Conseil national de la comptabilite). 
The more auditing work is done in the public sector by private auditing 
firms the more likely governmental accounting is influenced by applying 
private sector auditing standards. Moreover, if public sector audits are 
an important part of the overall activities of auditing firms, their own 
interest might be in achieving a higher degree of harmonization between 
governmental and private-sector accounting by initiating an approach 
for governmental accounting which is close to commercial accounting. 

,f ..1'\ """ ...i 1 • • • 1 • 1 • ... ,_ 11 

\ '+ J ;::)Uffimanzing cne reasomng on concexturu vanao1es or governmencat 
accounting the following situations in regard to each variable can be distin
guished 
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- Distribution of political 
power 

- Legal system 

- Professional influence 
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* strong citizenry 
* strong legislature 
* strong executive 
* none of these1 

* high degree of 
codification of 
governmental 
accounting rules 
(civil law 
countries) 

• iow degree of 
codification of 
governmental 
accounting rules 
(common law 
countries) 

* strong 
*weak 

The classification scheme resulting from a combination of these 
4 + 2 + 2 = 8 situations consists of 4x2x2=16 different classes of national con
texts which diff erently favor the respective user orientations of governmental 
accounting (Fig. 1). 

1 This situation had to be added because there are political entities without strong citi

zenry and with power-balanced legislature and executive where neither the legislature 

nor the executive can be classified as "strong" utilizing the ciassification criteria de

scribed above. 



("'II ~. , , • „ „ ,..,,,,.... 
..'.).peyerer rorscnungsoencnce 10 

Degree of 
legal 

ccxilf ication 

high 
(civil law) 

low 

(common law) 

Professiona 
influence 

strong 1 

weak 2 

strong 3 

weak 4 

streng 
itize.n....ry 

1 

Distribution of pO.litical p::iv..er 

strong strona none 
legislature executive of these 

2 3 4 

Fig. 1: Classification scheme of national contexts 

11 

The classification scheme lends itself to formulating a couple of hypothe
ses concerning the relationship between the type of national context and the 
user orientation of governmental accounting. 

The types of national context on line 3 ~ are supposed to be most fa-
vorable, the types on line 2 rn are supposcd to be least favorable to 
major changes of governmental accounting in whatsoever direction. 

The types of national context on column 1E3 are supposed to be most 
favorable to a public-oriented governmental accounting system whereas 
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„11 • • _,........... 'I. "f „,.. „ ... -" 
tne types on co1umn J Uill are supposea to oe mosr ravora01e eo a man-

agement-oriented governmental accounting system. 

The single type of national context most favorable to public-oriented 

governmental accounting is 3.1~ , the single type of national context 
most favorable to management-oriented governmental accounting is 

3.3~. 

The national context of types 2.2 and 2.4 is supposed to be the least fa
vorable to changes in whatsoever direction. 

The types of national context an column 4 are ambivalent and instable 
in the sense that the types of national context can change within rela
tively short periods of time. In this case, it depends on the specific po
litical constellation at a certain point in time whether a specific user ori
entation of governmental accounting is favored or not. 

( 5) A particular type of national context may be favorable or unfavorable 
to a specific user orientation of governmental accounting. However, this does 

neither mean that the governmental accounting system adapts quasi auto

matically to the user orientation nor that a governmental accounting system 
to which the national context is unfavorable can by no means being enf orced. 

What is often required to initiate a major change in governmental accounting 
practices is an 'incentive' or 'stimulus'. This may be a financial crisis of the 

political entity (as e.g. the financial crisis of New York City in the 1970ies) or 
the implementation of technological innovations ( e.g. may the implementa
tion of computer-assisted accounting give rise to major changes of the ac
counting system itself) or even the personal commitment of a single govern

ment official or a group of equal-minded government officials which possess 
the authority to initiate accounting innovations. The existence of a national 

context favorable to a specific user orientation of governmental accounting 
may be a sufficient condition for adapting the accounting system to that user 

orientation. But it is certainiy no necessary condition. That means, it is aiso 

possible to enf orce a government accounting system if the national context is 

unfavorable to it. This~ however, requires a strong stimulus, and the ability to 

solve the upcoming conflicts and convince hesitating officials and organiza

tions. 
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(6) Utilizing the classification scheme derived above, an assignment of 
jurisdictions to types of national context can be attempted. At least for two 
reasons, the resulting classification must be interpreted with caution: 

The assignment depends to some degree on personal judgement and is 
theref ore questionable by other persons. This f ollows from utilizing sev
eral indicators for assigning a specific country to a specific contextual 

situation if not all of those indicators lend themselves to the same as
signment. In such a case, the assigning person has to make up its mind 
on the relative importance of the respective indicators. 

The types of national context are rather broad categories. This does 
mean that two countries can be assigned to the same type of national 
context although their national contexts are in fact still quite different. 

Having this in mind and on the condition of plausible results, the classifi
cation of countries and regional political units can notwithstanding be a use
ful device for explaining differences in governmental accounting systems as 

weil as for an assessment of chances for further development and the even
tual direction of such development of governmental accounting. 
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Degree of 
legal codi- Professional Distribution of political power 
fication influence 

strong stron streng none 
citizenry legisla- executive of these 

ture 

high CH 

{civil law) streng {cantonal level 

weak France FRG 

CEC 

low USA 
(common law) strong (State level) CANADA 

- ... 

weak (DK) b) usl a) 
-, 

USAa) 

(federal (federal 
level) level) 

VK 

Fig. 2: Classification of countries 

a) The double assignment of the USA is due to the constitutional concept of 
balance of power implying a streng legislature as well as a strong executive. 

b) The case of Danmark is not quite clear. So, there has a reservation to be 
made as to this assignment 

Fig. 2: Classification of countries 

According to the hypotheses on relationships between the type of national 
context and the user orientation, it is expected: 

Swiss Cantons and U.S. States should have a contextuai situation which 
is most favorable to public oriented governmental accounting systems. 
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This expectation is confi.rmed by the fact that those jurisdictions seem to 
be the most advanced in public oriented governmental accounting. 

The UK and the USA (federal level) should have a contextual situation 
which is favorable to management oriented governmental accounting 
systems. This expectation is confirmed by the fact that both govern
ments seem to be engaged in promoting management accounting. In 
France and in the CEC the contextual situation is somewhat contradic
tory: in principle the contextual situation favors a development towards 
management oriented accounting but on the other band, the contextual 

situation is not favorable to major changes at all. So, it is not surprising 
that only in France some development towards management-oriented 
accounting is to be observed. 

Referring to Canada and the FRG the hypotheses lend themselves only 
to the conclusion that the contextual situation in Canada is favorable to 
changes in whatever direction whereas the contextua1 situation in Ger
many does not favor changes at all. So, it should be expected that 
something is moving in Canadian governmental accounting and nothing 
is moving in German governmental accounting. This corresponds by and 
large to the actu~l situation. 

There is one empirical observation concerning the Canadian Provinces 
that can not be explained by the classification scheme at this stage of the 
analysis. Canadian Provinces differ in user orientation of governmental ac
counting although there do not seem to be major differences in their respec
tive contextual situations. If this is true, the diff erences might be caused by 
presence or absence of incentives and/or by differing strength of those in
centives. 
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3. Accounting System 

3.1. Accounting Entities 

(1) The accounting entity in a broad sense is defined as the area of gov

ernmental activities to which a specific measurement concept of accounting is 
being applied ('first order' accounting entity). The governmental accounting 
system of a country is usually composed of at least two accounting entities of 
this kind: a governmental-type accounting entity and a commercial-type ac
counting entity. The governmental-type accounting entity comprises all gov
ernmental activities - irrespective of the specific organizational structure - the 
financial transactions of which are recorded according to the measurement 
concept of accounting applicable to governmental-type activities2 as de
scribed in the subsequent paragraph (governmental-type measurement con
cept of accounting). 

(2) The governmental-type accounting entity is usually no homogeneous 
entity. lt rather consists of a set of ('second-order') accounting entities all of 
them applying more or less the same measurement concept of accounting. 
Within such a set of second order accounting entities three different types 
can be distinguished: 

2 

The general ( or core) accounting entity (in Anglo-Saxon countries it is 
called e.g. 'General Fund' or 'Consolidated Fund') which covers all gov
ernmental-type activities for which no special accounting entity has been 
established. 

Special fisca] entities "with a self-balancing set of accounts ... which are 
segregated for specific activities or to meet certain legal or administra
tive objectives or restrictions1

' (GASB 1987, p.83) (in Anglo-Saxon 
countries they are called e.g. 'Special Governmental Funds'). The segre-

GASB defines governmentai-type activities as "those act1VIhes of a government that 

are carried out primarily to provide seIVices to citizens and that are financed primarily 

through taxes and intergovemmental grants~ (GASB 1987, p.84). 
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gation of a special entity is in th1s case no organizational one; the speci~l 
fiscal entity is administered by a branch of the general government. 

Special organizational entities carrying out governmental-type activities 
which dispose of own financial sources and that are not or only to a mi
nor part funded by the general budget (the French 'Etablissements 
publics a caractere administratif are examples for those special organi

zational entities). 

(3) As criteria for classifying the structure of the governmental-type ac

counting entity the different types of second-order accounting entities as weil 
as their number are utilized. The resulting classification scheme is shown in 
Figure 3. 

Nurnber of Existing second-order accounting entities special 
accounting special organiza- special fiscal a qeneral accoun-
entities tional entities entities ting entity only 

f ew B 

A 

1 rrany l c D 
·----· 

Fig. 3: Classification of Accounting Entities 

The structure of type A which can be called 'homogeneous' means that 
all governmental-type activities are included in the general accounting 
entity. No special accounting entities do exist. The budget figures of all 
governmental-type activities are tobe found in the general budget. The 

summfurt/ fmancial statements of go\1ernment again comprehend the 
actual financial figures of all governmental-type activities. Such a homo
geneous governmental-type accounting entity exists e.g. in Danmark _but 
also Canada (federal government) and the United Kingdom can be as

signed to the same category. 

f 
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The structure of type B which can be called 'slightly diversified' differs 
only to a minor degree from the type A structure: there are a few spe
cial funds or special organizational units or both of them. The sum of 
their financial resources is relatively small compared to the amount of 
financial resources administered through the general accounting entity. 
The German federal government and the Commission of the European 
Communities can be assigned to this category. 

The structure of type C which can be called 'highly diversified-French 
type' is characterized by one general accounting entity and a great num
ber of segregated organizational units with special functions also form
ing special accounting entities. The financial transactions of those enti
ties are neither covered by the general budget nor by the summary fi
nancial statements of government - they are 'extra-budget' or 'off-bud
get' entities. An example for such a highly diversified governmental-type 
accounting entity is the French one: besides the general accounting en
tity with its transactions included in the 'budget general' and the 'bal
ance general des comptes' there are hundreds of special organizational 
units with their ovm budgets and accounts. However, the measurement 

concept and the accounting procedures of the general accounting entity 
apply to the special accounting entities, too, due to a unified legal base. 

The structure of type D which can be called 'highly diversified-Ameri
can type' is characterized by one general accounting entity and a great 
number of segregated fiscal entities (special funds). The financial trans
actions carried out through the special funds are included in the general 
budget as well as in the general accounts and the summary financial 
statements. Special funds are e.g. used by U .S. State governments and 
their number ranges up to several hundreds or even thousands (see also 
Van Daniker /Pohlman 1983, p. 51). Nowadays, the primary function of 
a special fund is proper administration of restricted monies. This is 
achieved in other countries e.g. by earmarking the respective budget 
lines and by establishing special organizational units. Whether the fund
concept or the earmarking-concept is the more suitable one depends 
primarily on the financing-structure of governmental activities. The 
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more diversified the financing-structure is the more suitable seems tobe 
the fund-concept. 

( 4) In countries with a highly diversified structure of the governmental 
type accounting entity the development during the recent past has been to
wards a reduced diversification. This is particularly true for the North Ameri
can countries. Primarily due to the activities of the National Council on Gov

ernmental Accounting (NCGA) and its sucessor-organization Governmental 

Accounting Standards Board (GASE) the number of funds has in tendency 

been diminished. One can imagine that reducing the number of special orga
nizations is a much more clifficult task. 

Reduced rliversification means easier so1ution of the harmonization 
problem as weil as easier solution of the consolidation problem, both at
tached to diversification. The harmonization problem refers to implementing 
a common measurement concept of accounting and unified accounting pro
cedures for all components of the governmental-type accounting entity. The 
French have achieved this by means of legal codification, the U .S. federal 

government seems still to struggle with this problem. However, it has tobe 
admitted that in the U .S. the degree of diversification of the governmental-

type accounting entity is not the only reason f or the existence of the harmo-

nization problem. An other perhaps more important reason is the great 
number of several hundred different accounting procedures utilized within 
the general accounting entity. 

The consolidation problem emerges if the general accounts and the sum
mary financial statements are supposed to com prise all financial transactions 
of the governmental-type accounting entity. So far, this problem is often ei
ther not solved at all - this means there are no general accounts covering the 
governmental-type accounting entity as in France - or it is poorly solved by 
so-called "Combined Financial Statements" which are tabled just by adding 

up the figures of the individual statements of the second-order accounting 
entities as in the U.S. States. 
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3.2 Measurement concept 

(1) An accounting system is primarily characterized by its underlying 
measurement concept. A particular measurement concept is accomplished by 
defining the ultimate subject to measurement which is the balance (bottom
line) of the account of assets and liabilities. A clear-cut definition of this bal

ance requires to consider 
which assets and liabilities are to be recognized, 
when transactions causing cash-outflows and cash-inflows are to be rec

ognized, 
which non-cash transactions are to be recognized, 
how assets and liabilities and changes thereof are to be vaiued. 

The transactions are recorded on the account of transactions ( account of 
operations) which is - besides the account of assets and liabilities - the second 
main component of the measurement concept. A measurement concept in a 
narrow sense requires total interconnection of the account of assets and lia
bilities and the account of transactions, i.e. the balance of the account of 
transactions has to equal the change of the balance of the account of assets 
and liabilities. If the balance of the account of transactions covers only a part 
of the change of the balance of the account of assets and liabilities but both 

balances are reconciled to each other, the accounts are called 'partially inter
connected'. In the cases of totally or partially interconnected accounts the 
measurement concept is in general both identifiable and definite. This is of
ten not possible in all other cases, e.g. if no ( current) account of transactions 
is kept or if the balance of the account of transactions and the account of as
sets and liabilities are just incompatible. 

(2) The basic problem in defining classes or types of measurement con
cepts and assigning practices to those types stems from the great number of 
criteria necessary to definitely describe a measurement concept as weil as 
from the diversity of practices. The number of approaches utilized equals the 

number of jurisdictions covered by the study. 

IAJI only broad characterization of different types of measurement con-

cepts, e.g. as cash accounting, modified accrual accounting and accrual ac-
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counting, is of course advantageous in regard to the number of types. But this 
advantage is outweighed by a lack of a precise meaning of those categories 
and by focusing on certain criteria of the measurement concept (in the exam
ples given above it is the "when-question" of recognizing transactions) while 
other relevant criteria are neglected. Rough categories often hide more than 
they disclose and are apt to misinterpretations. On the other band taking 
many or all details into consideration is likely to jeopardize the com parability 
by distinguishing too many types of measurement concepts with only minor 

differences. 

The approach chosen here is kind of a compromise between the two ex
tremes. First, classes of measurement concepts are defined by utilizing the 
11which~question" of recognizing assets and liabilities. From these classes of 
measurement concepts types are derived by putting together several classes 
and by considering additional features of the measurement concept as recog
nition of non-cash transactions, valuation etc. 

The different classes of measurement concepts are defined by categories 
of assets and liabilities included into the account of assets and liabilities. The 
f ollowing categories are distinguished: 
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Assets 

* Monetary assets: 

* Financial assets: 
ables 
* Realizable assets: 

* All assets: 

- Liabilities 
* Monetary liabilities: 

* Monetary liabilities + payables 
* All liabilities: 
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cash and monetary 
reserves + loans and 
advances + investments 

monetary assets + receiv-

financial assets + 
realizable physical 

assets ( e.g. inven
tories, land, natural 

resources) 
realizable assets + 
unrealizable physical 

assets 

short-term and long

term debt 

monetary liabilities 
+ payables + accrued 
liabilities ( e.g. unfunded 
pension obligations, lia

bilities from guarantee 

obligations). 

The combination of the defined categories of assets and liabilities leads to 
10 different classes of measurement concepts as shown in Figure 4. 
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Assets 

Monetary 
Liabilities 

Monetary 
Liabilities 

+ Payables 

All Liabili ties 
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Assets 
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lof the Net-Debt 
Measureillent-

1 Concept 
1 Type 1 

1 
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Assets 

ediary Versions of 
t-Debt-Measurem nt
t: Type 2 

Maxirnum-Versior1 
of the Net-Debt 
Measurement
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Type 3 

1 
1 
r 
l 
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Fig. 4: Classification of Measurement Concepts 
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.A 11 classes of measurement concepts with1n the area marked by the 
dotted black line are variants of the net-debt-measurement-concept that 
restricts the definition of resources to cash and assets that are transferable 
into cash. By GASE this is called the "flow of financial resources 

measurement focus" (GASB 1987, p. 83). One or the other variant of the net
debt-measurement-concept is in general utilized by governments to account 
for governmental-type activities. To complete the classification, the equity
measurement-concept ( or capital-maintenance-measurement-concept) of 

private sector accounting is also contained in Figure 4, although its 
application to account for governmental-type activities is only exceptionally to 
be found. Such exceptions are the Austrian federal and the Swiss cantonal 
governments: they in fact do follow an equity-measurement-concept of 
accounting for all governmental activities (see e.g. Buschor 1987, pp. 29-47; 

Schauer 1985, pp. 217-233). 

The type 1 measurement concept corresponds to the minimum version of 
the net-debt-measurement-concept also known as (modified) cash-account
ing. Its main characteristics are: 

The balance of the account of assets and liabilities ( net debt: ND) is de-
fined as difference bet'~een monetary liabilities (~.{L) and monetar"J as-

sets (MA): 
ND= ML-MA. 

If ND is thought to be an (hypothetical) accumulated monetary deficit, 
assets should be valued at actual realizable values and liabilities at ac
tual repayment values. These values coincide in general with nominal 
values or acquisition values. But there are a few exceptions: the realiz
able value of an investment or a loan may deviate from its nominal 
value. 

For the balance of the account of transactions in the case of a total in-

terconnection \Vith the account of assets and liabilities f ollows from the 
definition of the net debt: 
AND = - 6.C- ßMAnc + AML 

(AC: Change of cash and monetary reserves 
AMAnc: Change of non-cash monetary assets). 
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The equation implies - except for the special case ßMA nc = ßML -

that the change in net debt is not identical with the cash surplus or 
deficit. 
The transactions which are recorded on the account of transactions are 
primarily - but not exclusively - cash-transactions, i.e. revenues are rec
ognized when money is received and expenditures/ expenses are recog
nized when money is disbursed. 
Recording of non-cash transactions is required 
* if the realizable value of an asset deviates from its acquisition 

value and/or 

* if the repayment value of debt deviates from its issuance value. 

The type 3 measurement concept corresponds to the maximum version of 
the net-debt-measurement-concept. Its main characteristics are: 

The balance of the account of assets and liabilities (net debt) is defmed 
as difference between all liabilities (L) and realizable assets (Ar): 

ND::::-Ar+L 
If ND is thought to measure the overall actual net debt position pro
vided the hypothetical case that all non-cash assets are transferred into 
cash, the following valuation principles seem tobe appropriate: 
* Assets should be valued at actual realizable values, i.e. market 

values in case of physical assets and investments, estimated cash 
inflows in case of receivables and loans. 

* Liabilities should be valued at actual cash outflows, i.e. repayment 
values in case of debt, nominal values in case of payables and 
estimated payments calculated by an approach compatible to 
GAAP in case of accrued liabilities. 

For the balance of the account of transactions in the case of a total in
terconnection with the account of assets and liabilities f ollows from the 
definition of the net debt: 
.6.t"ID = - .6.C - t\JvlAnc - .6.R - .6.PAr + .6.rvfL + .6.P + .6.AL 

( .6.R: change of receivables 
.6.PAr: change of realizable physical assets 
.6.P: change of payables 
.6.AL: change of accrued liabilities). 
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Cash-transactions are generally recorded on the account of transactions 

prior to the date of receiving or disbursing money. Exchange revenues 

are recognized when the goods are delivered or the service is rendered. 

Non-exchange revenues are recognized when an entitlement is issued or 

a claim becomes effective. Exchange expenditures/ expenses are recog
nized when the goods are received or the service is incurred. Non-ex
change expenditures / expenses are recognized when a legally or con
tractually based commitment becomes effective. 

Non-cash transactions are required 
* for adapting the book values of non-cash assets to the realizable 

values, 

* 
* 

f or adapting the issuance values of debt to the repayment values, 

f or revising the amount of accrued liabilities. 

Due to the time difference between recognizing cash-transactions on the 

transaction account and on the cash account as weil as due to the greater 
amount of non-cash transactions, the deviation between LlND and Ä C uses 

tobe (much) greater with the maximum version than with the minimum ver

sion of the net-debt-measurement-concept. For this reason a separate ac-
count cf transactions (separate from the cash account) is indispensable if the 
maximum version is applied. 

The classes of measurement concepts within the area marked by the black 
border Iine in Figure 4 are all summarized under the type 2 measurement 

concept. This type 2 as a summary of several classes cannot be described in 
detail. 

All what can be said is that type 2 measurement concepts are net-debt

concepts of neither type 1 nor type 3. For practices of this type, the deviations 
from the type 1 and type 3 concepts are explained in detail. Thus, it should be 

possible to identify most of the practices found as either "maximum-version-
tt h t• • • • 1 h near -approac-es or as ·m1r11mum-~./ers1on-near' -approac.._.._es. 

(3) The great diversity of government practices referring to the mea
surement concept of accounting has already been mentioned. None of those 

practices totally coincides with the types described above. So, the assignment 

of practices to particular types must be interpreted as "best approximations". 
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Type 1 measurement concepts are utilized by the central governments of 
the Federal Republic of Germany, the United Kingdom, the United States and 
by the Commission of the European Communities. Stating this requires some 

explanations and qualifications: 

Except for the U nited States there are no accounts of transactions the 
balance of which shows the change of the net debt. In Germany for in
stance, only the change of the cash position and the long-term financial 
requirements are determined. The long-term financial requirements are 
defined FR = - tl.C + !l.MLD - !l.MA c which equals !::,,ND + !l.MA nc -

MLO. 
(MLD: long-term debt 
MLO: other monetary liabilities 
MAC: reported monetary assets which are about identical with 

monetary reserves 
MA nc : not reported monetary assets which are about identical with 

non-cash assets). 

In the U nited States the balance of the account of transactions ( account 

of operations) equals the change of the net debt caused by cash-trans
actions. lt is reconciled with the change of total net debt shown on the 
account of assets and liabilities. However, changes in net debt caused by 

non-cash transactions are almost negligible in amount. 

The account of assets and liabilities of the CEC also contains physical 

assets. But there is a provision of equal size on the liability-side of the 
account. Thus, the value of the physical assets does not affect the size of 
the net debt. 

In particular, the type 1 measurement concepts of accounting as utilized 
by governments seem to be rather the result of a historical process than the
ory based. Their components are often incomplete and inconsistent. There

fore. it can be auestioned whether these uractices are "concents" at all. 
~ i • ~ 

Type 3 measurement concepts are utilized by the government of Danmark 
and by the Canadian prov1nci:i1 goverrnnents ofA!berta and British Columbia. 
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All three aoolications of the tvoe 3 measurement conceot are charac-
~ ~ -~ ~ 

terized by completely interconnected accounts of assets and liabilities 
and accounts of transactions. However, in Danmark the account of 
transactions is a rather rudimentary one. lt does not seem to be kept as 

current account but established only by the end of the fiscal year to 

summarize all net-debt-affecting transactions. So, the focus in Danmark 
is on the account of assets and liabilities. The account of transactions is 
obviously kept only f or technical reasons. 

Deviations from the ( theoretical) type 3 measurement concept refer 
primarily 

* 

* 

* 

to tax receivables: they are not accounted for in Alberta and 
British-Columbia; 

to accrued liabilities, in particular from pension obligations: they 
are not accounted for in all three jurisdictions. But this does not 
necessarily mean that they are neglected; at least in Danmark and 
British Columbia there have pension (trust) funds been estab

lished, so that there may be no need to show liabilities from pen

sion obligations on the government's account of assets and liabili
ties. 
to physical assets: in Danmark physical assets which are utilized by 
the government itself but are not transferable into financial re
sources are recognized in addition to realizable physical assets. 

The jurisdictions assigned to the type 2 measurement concept with their 
deviations from the type 1 and type 3 concepts are listed in Figure 5. As ex
pected, this set of jurisdictions is a very heterogeneous one referring to the 
measurement concepts of accounting actually applied. A first broad partition 

of this set leads to a subset containing France, the Province of Ontario and 
the State of Califomia all applying 0 type 1-near"-approaches whereas the 

practices pref erred by a second subset containing Canada, the Province of 
Quebec and the States of Massachusetts, Maryland and Tennessee are rather 
"type 3-near"-approaches. 

Application of a type 2 measurement concept means in all cases covered 
by the study that a ( current) account of transactions is kept and that the 
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account of transactions is partially or totally interconnected with the ac
count of assets and liabilities. In fact, the diff erence between partial and 
total interconnection is often not a significant one. In case of a partial 
interconnection it is common practice that the current account of trans
actions covers all cash-transactions affecting the net debt. The non-cash 
transactions are recognized at the end of the fiscal year and recorded 
outside the account of transactions. On the other band in case of a total 
interconnection the account of transactions covers all transactions ( cash 
and non-cash) affecting the net debt. But again the non-cash transac
tions are only recognized at the end of the fiscal year. 

Two of the U.S. States (California, Massachussets) have adopted two 
different measurement concepts called naccounting - budgetary (legal) 
basisn and "accounting - GAAP basis". In the case of California there are 
only minor differences between the two approaches stemming from 
differences in time when transactions causing cash-outflows and cash
inflows are tobe recognized. In the case of Massachussets, however, the 
differences are fundamental. The budgeting basis concept is a 11type 1-
near" measurement concept whereas the GAAP basis concept comes 
close to the type 3 concept. 

In historical perspective, most of the jurisdictions assigned to type 2 seem 
to be in a transition phase. This means they have abandoned the traditional 
type 1 measurement concept but have not yet found a totally satisfactory al
ternative solution to the measurement problem of accounting. 
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4. Financial _Reporting 

4.1 Reporting Entity 

(1) For purposes of this study the reporting entity is defined as the area 
of government covered by the government's summary financial statements. 
Or as CICA put it: " ... an area of economic interest reported in financial 
statements summarizing the entity's assets, liabilities, income and outgo in 
relation to the outside world" (CICA 1980, p. 79). The reporting entity uses 
to consist of several accounting entities so that the method of aggregating 
their individual financial statements might be significant to the definition of 
the reporting entity. The position taken here is that it is not. In other words: 
the reporting entity comprises all accounting entities included in the sum

mary financial statements no matter whether the figures of the individual fi
nancial statements are just added up ( combined), the individual financial 
statements are fully consolidated or the individual financial statements are 
aggregated by applying the equity method. 

(2) For describing the scope of a particular government's reporting entity 
it is split up into classes of sub-entities. Classification criteria are the type of 
activity carried out by a government unit and the type of accounting entity. 

Referring to activities, the f ollowing types are distinguished: 

Governmental·type activities "are those activities of a government that 
are carried out primarily to provide services to citizens and that are fi
nanced primarily through taxes and intergovernmental grants0 (GASB 
1987, p.3). 

Commercial-type (business-like) activities are those activities which can 
be carried out by private business, too, and which are at least aimed at 
recovering cost or making a profit. 

Fiduciary-type activities are those activities that are carried out by gov
ernment "in a trustee capacity „. for individuals, private organizations, 
other governments.„" (GASE 1987, p.92). 
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(see also the preceding paragraph 3.1): 

Intragovernmental accounting entities consisting of the general ac
counting entity, special fiscal entities ( e.g. special funds, revolving funds) 
and special (legally not separate) organizational entities ( e.g. organiza
tions carrying out commercial-type activities). 

Legally separ.ate (government) organizations ( e.g. public enterprises, 
trust funds). 

The combinations of the different types of activities with the two sub-sets 
of accounting entities provides six classes of reporting sub-entities as shown 
in Figure 6. 

Subsets of 
Intragovernmental Legally Separate 

Accounting 
Accounting Entities Organisations 

ntities 
Type 1 

of 
Activi-
ties 

Governmental-Type A B 

COiillI.lercial-Type c D 

Fiduciary-Type E F 

Fig. 6: Classes of Reporting Sub-Entities 

For accounting entities belonging to the different classes, the following 
examples can be given: 

General accounting entity: dass A 

Special(governmental) funds: dass A 
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Revolving funds: dass C 

Public enterprises: dass D 
Pension funds: dass E or F 

33 

According to Public Seetor Accounting Statement no. 4 „Defining the 
Government Reporting Entity'' issued in November 1988 by CICA-PSAAC, 
the reporting entity should comprise all organizations "which are owned or 

controlled by the governmenf' except trust funds. "A government owns an or
ganization when it has created or acquired the organization with public re
sources and ... holds title to the organiz.ation's net assets or to a majority of 
its shares carrying the right to appoint at least a majority of the members of 

the board of directors" (PSAS, p. 3). "A government controls an organization 
when it determines the financial and operating policies of that organization 
through provisions of relevant legislation or through the appointment of that 
organization's senior management or a majority of the members of its gov

erning body„.11 (PSAS, p. 3). From this definition follows that the reporting 

entity should comprise all accounting entities of classes A, B, C, D provided 
the ownership and/ or control requirements are met. 

(3) The attempt of assigning the included jurisdictions to the defined 

classes of reporting sub-entities reveals a great diversity of practices. lt has to 
be mentioned that the definition of the reporting entity with some jurisdic

tions is the result of a rather intense and rational discussion process whereas 
with other jurisdictions the definition of the reporting entity has not even 
been recognized as a problem. lt seems to be plausible that the reporting en
tity problem emerges with the attempt to provide comprehensive and reliable 
information on a jurisdiction's overall financial position. As long as the ac
counting and financial reporting system is Iegislature oriented the reporting 

entity just corresponds to the budget entity. 

ABCDEF-reporting entities are to be found in some U.S. States fol

lowing GAAP ( e.g. Massachussets) and in Danmark. 

An ABCD-reporting entity is defined by the Canadian Province of 
British Columbia. This reporting entity corresponds to the CICA-
T'\;r"I .... ... ,......, .._ „ 1 ~ ~ „ ... 
r,;).AA.L. pronouncemenc maae oy sraremem no. 4. 
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The definition of the reporting entity at the federa1 government of 

Canada may be best approximated by the ABC-combination of report -

ing sub-entities. 

The French government has defmed an ABCD-reporting entity, B com

prising 'les etablissements publics ä. caractere administratif (EPA)', C 
'les budget annexes et les comptes speciaux de commerce' and D 'les 

etablissements publics ä caractere industriel et commercial (EPIC)'. 

The Gennan federal government's reporting entity equals an ACE 
combination,_ C being 'Bundesbetriebe' and particular 'Sondervermögen' 
and E being 'Treuhandvermögen'. 

The U.S. federal goverrunent has defined a reporting entity which may 
be best approximated by an AB-combination of reporting sub-entities. B 
comprising in particular the 'independant regulatory commissions'. 

An AC-reporting entity is defined by the UK, by Austria and by Swiss 

Cantons under the new accounting approach. The accounting units in C 
are e.g. 'trading accounts or bodies' in the UK, 'Bundesbetriebe und be

triebsähnliche Einrichtungen' in Austn"a and 'unselbständige Anstalten' 

in Switzerland. 

Finally, referring to the classification of reporting entities a few qualifica-
tions have to be made: 

Characterizing a reporting entity by classes of sub-entities does not im
ply that all accounting entities belonging to a specific reporting-sub-en
tity-class are included in the reporting entity. Thus, the scope of the re
porting entities of two jurisdictions assigned to the same combination of 
reporting-sub-entity-classes may be quite different. 

From the assignment of a jurisdiction to a particular reporting- entity

class no conclusions can be drawn concerning the method of ag,gregating 

the financial statements of individual accounting entities. In particular 

there is no necessary correlation between the scope of the reporting en

tity and the meaningfulness of the provided information. 
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In addition to including an accounting entity in the reporting entity a 
separate financial report is in general drawn up and often published ei
ther with the summary financial report or separate from it. 

4.2 Consolidation Approaches 

(1) If the reporting entity consists of more than one accounting entity the 
individual financial statements must be aggregated to end up with a summary 
financial statement for the reporting entity as a whole. Four methods of ag
gregating separate accounting entities for reporting purposes can be distin
guished: 

The combining method: under this method assets, liabilities and net debt 
of the separate financial statements are just added up without eliminat
ing internal transactions. 

The equity method: under this method only the equity (net debt) of an 
accounting entity is recognized as asset (liability) in the summary state
ment of assets and liabilities. Interna! transactions have to be appropri

ately eliminated. If the equity method is utilized without eliminating in
ternal transactions it is nothing but a variant of the combining method. 

The Juli consolidation method: under this method - also called line-by
line consolidation method - all assets and liabilities of an accounting en
tity are recognized in the summary statement of assets and liabilities. 
Here again, elimination of internal transactions is accomplished. 

The partial consolidation method: under this method only those assets 
and liabilities of an accounting entity are recognized in the summary 
statement of assets and liabilities which correspond to the measurement 
concept of accounting underlying the summary financial statement. As
sets and liabilities of the accounting entity not corresponding to the 
summary statement's measurement concept are omitted and the net 
<lebt is increased by an equal amount. 

In selecting the aggregating method, the follov.-ing considerations should 
be observed: 
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The summary fmancia1 statements can provide cornprehensive and reli

able information on a jurisdiction's financial position only if intemal 
transactions are eliminated. That means 
* internal investment (affecting the amount of overall net debt) has 

to be eliminated; 

* 

* 

internal debt ( affecting the amount of overall debt as weil as the 
amount of overall financial assets) from financial transactions has 
to be eliminated; 
unrealized changes of the net <lebt caused by intemal sales of 
goods (affecting the amount of overall net debt) have tobe elimi
nated. 

The cost-benefit-relation of a particular aggregating method should not 
be neglected. In case of only a few and eventually relatively small ac
counting entities in addition to the general accounting entity eliminating 
all internal transactions might be an expensive exercise without much 
influence on the summary financial statement. 

The combining method is certainly unsatisfactory in case of a significant 
number of internal fmancial and/or operational transactions. The sum-
m~ry figsJres are just meaningless. 

The equity method and the partial consolidation method apply in par
ticular to the consolidation of commercial-type accounting entities. The 
net debt ( equity) contributed by an equity-consolidated accounting en
tity should normally exceed the net debt (equity) contributed by a par
tially consolidated accounting entity. In theoretical perspective, prefer
ence should be given to the partial consolidation method. With the eq
uity method, two inconsistent measures of the balance of the account of 
assets and liabilities ( net debt and equity) are just added up. This may 
distort the information value of the consolidated balance. 

(2) Two extreme situations referring to the consolidation problem can be 
distinguished: 
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The first situation is characterized bv a homoe:eneous dass A reoortinS?: „ f,,,..o'" & -

sub-entity ( a general accounting entity only), a narrow definition of the 
reporting entity ( e.g. AC-combination of reporting sub-entities ), few 
(and small) accounting entities in dasses other than A, only minor 
transactions between the separate accounting entities, application of the 
minimum version of the net-debt measurement-concept. Closest to this 
situation come the United Kingdom and the Federal Republic of Ger
many. In these countries, the consolidation problem is of minor signifi
cance. Applying the combining method might be sufficient. This is actu
ally done or the equity method without eliminating intemal transactions 
is used. 

The second situation is characterized by a heterogenous dass A report
ing sub-entity ( many special fiscal entities (funds) ), a broad definition of 
the reporting entity ( e.g. A B C D (E F)-combination of reporting sub
entities ), many ( and !arge) accounting entities in dasses other than A, 
significant transactions between the seperate accounting entities, appli
cation of the maximum version of the net-debt-measurement-concept. 
The jurisdictions that best match this situation are U.S. States with 
GAAP-reporting as e.g. Massachussets. For those jurisdictions appro
priate consolidation is essential to meet the requirement of comprehen
sive and reliable financial reporting. lt can be accomplished by applying 
the full consolidation method to governmental-type activities and the 
partial consolidation method or the equity method to commercial-type 
activities. Interestingly enough, this is not done by the respective U.S.
States. Instead they are utilizing - following GAAP - the combining 
method. 

On the other band, jurisdictions as Danmark and the Canadian Province 
of British Columbia follow the consolidation approach suggested above, 
although they do not come as close to the situation described. 

(3) In Figure 7 the methods of combining the financial statements of re
porting sub-entities of different classes ( see Fig. 6) revealed by the study are 
summarized. 
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Aggregating Combining Me-
Approaches thod (incl. Equ- Equi ty-Method Partial Consoli- Full Consolida-

Repor- ity-Metbod with- dation Method tion Method 

ting Sub- out eliminating 

Entities transactions) 

Class A Mass., F CICA, DK, CAN 

Class B .Mass., F CICA, DK, CAN 

Class C 1".ass., F CAN DK, CICA 

Class D Mass. F, CICA DK 

t Classis E, F 1 Hass. 

1 

Fig. 7: Aggregating Approaches and Government Pracüces 

For the purpose of demonstrating the diversity of government practices a 
selection of these practices has been included in Figure 7. The practice of a 
particular jurisdiction is described by putting its name into tbe respective 
cells, so that each practice is defined by a specific combination of cells. 

In the case of Danmark a few particular funds are equity consolidated. 
In the case of Canada, intergovemmental transactions are not always 
eliminated. 

The CICA-PSAAC position according to PSAS 11Defining the Govern
ment Reporting Entity" is also included. This approach, however, im-
n11P4': ::1 n::1rti::1J rf"mc;:nlirl~tlrm flf lPo~lh.1 nnt lß

0 

rlPnPnrlPnt !:11"1"1"\llnf-m' n Pnf-;_ r ........ __ - r- "" ............ ._....,. ....... t.J'-'~--"'4t.. ... .....,......_ '-'.._ ....... E:JiU...A-.1.J .a&-...JIL """""'P"".L& ..... V.L&„ u."""""'Vl..l..&il. ö ..................... 

ties carrying out commercial-type activities and applying the equity
measurement-concept (provided the overall measurement concept is 
some version of the net-debt-concept). The CICA-PSAAC proposal 
corresponds by and large to the British Columbian practice. 

1 
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4.3 Summary Financial Statements 

(1) This paragraph is concerned with summary statements only. Not in
cluded are detailed statements of actual budget outlays and budget receipts. 
Those statements are legally requested of all governments covered by the 
study. 

The summary fmancial statements are classified by 
types of summary statements prepared; 
degree of aggregation of items in the summary statements; 
scope of explanatory information provided; 
audit characteristics. 

(2) Five types of summary financial statements are distinguished: 

The statement of assets and liabilities ( == statement of financial position) 
(see Appendix 1 for an example). 

The statement of operations (transactions) containing revenues and ex
penditures/expenses. If this statement is complete, i.e. if its balance 
equals the change of the financial position, it is also called 'statement of 
changes in financial position' ( see Appendix II for an example). 

The statement of changes in cash position (see Appendix III for an ex
ample). 

The statement of ( capital market) bo"owing requirements (see Appendix 
IV for an example). If the statement of operations shows the complete 
change in financial position, the borrowing requirements can be derived 
from the statement of operations as follows: 
+ balance of the statement of operations 
-/ + increase / decrease in value of assets 
+ /- increase/decrease in value of liabilities other than borrowing from 

the capital market 

== net borrowing requirement from the capital market 
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The statement of (aggregated) budget outlays and budget receipts (see 

Appendix V for an example). Receipts are usually grouped by source, 
outlays by function, object dass or organizational unit. 

The items listed in the different summary financial statements are more 

or Iess aggregated. An extremely aggregated statement of operations may 
consist of just three items: revenue, expense and surplus/ deficit. On the other 

hand, there are summary statements to be found with m uch more than 20 

items. For the purpose of this study, an arbitrary classification has been cho
sen, defining a summary statement as 

highly aggregated, if the number of items is 10 or less 
medium aruuegated, if the number of items is more than 10 bot less 
tban 20, 

lowly aggregated, if th~ number of items exceeds 20. 

The table in Figure 8 combines the types of financial statements with the 
degree of aggregation. By assigning jurisdictions to the cells of the table the 
respective practices are being characterized. 



Tvoe of --
Statetnent 

Degree of 
Aggregation 

AU 

FRG 

FR 

UK a) 

DK 

CEC 

CAN 
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BC 

USA 
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CA 

MY 

MA 
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TEX 
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X X X X X 
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X 
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X 
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X X X X X 
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-· 

Fig.8: Classification of Summary Financial Statements by Type and Degree of Aggregation 
N.A. ~ Not Applicable 
a) In the UK, there is not just one summary f inancial state:nent of a kind. The classifi

cation refers tc the most importent financial statements, the ones of the consoli
dated Fund. 

b) Alberta measures the changes in "cash and marketable securities". 
c) British Columbia measures the changes in "cash and temporary investments". 
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The classification of Fürure 8 su!mests a few tentative conclusions: ...... ~ 

The set of statements drawn up by the U.S. jurisdictions seems to be 

rather unified. This may be due to the activities of the GASB and its 
predecessor organizations. 

The statements of the U .S. jurisdictions seem to be by and large more 
detailed than the statements of other jurisdictions. 

The reason f or missing statements of changes in cash position and bor
rowing requirements with U .S. jurisdictions may be due to the fact that 

all U .S. States provide statements of operations on a cash-basis in addi
tion to statements of operations on a GAAP-basis. 
'T"""I ... r "• rr • ~ t t ,,. „ • „ " ......, "• cxcepc ror mnerences m cne aegree or aggreganon, cne canaman JllfIS-

dictions, too, provide a relatively unified set of summary statements. 

This may again be the result of the activities of a standard setting body: 
the Public Seetor Accounting and Auditing Committee of CICA. 

Unlike the North American practices the European practices of 
preparing summary financial statements are much more diverse. In Eu
rope, there are countries to be found with no unique set of summary fi
nancial statements (UK), with missing statements of operations (UK, 

FRG, CEC) and only rudimentary statements of assets and liabilities 
(UK, FRG). On the other band, in particular the smaller European 
countries provide a set of financial statements which certainly compare 
with those of North American jurisdictions. 

(3) Governmental financial statements are in general not self-explana
tory. Even the expert-reader is often not able to understand exactly the 
meaning of particular figures, assess their reliability and get an insight into 
the financial situation of the government. So, explanatory information is es

sential for the users of governmental financial statements. Explanatory in
formation can basidy be of two kinds: 

Information on accounting principles and policies which includes inf or
mation on the measurement concept of accounting, on the fü.nd struc
ture, on the reporting entity, on the consolidation approach etc. 
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Notes referrinl! to snecific items of the financial statements concernin2 
~ ~ ~ 

such things as valuation, break-down of items, interrelationship between 
different items eventually including reconciliation, explanation of devia
tions from the prior fiscal year, items not included in the statement etc. 

By applying this classification to the sample of governments studied, 
added by an assessment whether the amount of explanatory information pro
vided seems to be sufficient, two sets of practices have been revealed. 

The first set comprises all European jurisdictions and the Canadian 
Province of Ontario with rather limited, barely sufficient explanatory 
information. As far as explanatory information is provided, it refers al
most exclusively to statement items. Only Danmark and the CEC give 
some - although insufficient - informatimi. on accounting principles and 
policies. 

The second set comprises the North American jurisdictions ( except 
Ontario) which use to state their accounting policies and principles as 
weil as explain the financial statements quite comprehensively. Only the 
U .S. federal government and Ontario refrain from a statement of ac

counting principles and policies. 

( 4) The criteria on which the examination of practices of auditing gov-
ernmental summary fmancial statements is based are 

the existence of an audit at all; 

the responsibility for performing the audit: whether it is with the gov
ernment's Supreme Audit Institution or with a private auditing firm; 

the type of auditing resulting in a particular type of the auditor's-opin
ion: whether it is a statement of legal compliance (and compliance with 
governmental instructions, too ), a statement of GAAP-conformity or a 
statement of fair presentation of the government's fmancial position 
etc .. 

Except f or the U .S. federal govemment and the government of Texas the 
summary fmancial statements are subject to an audit. In the UK the state
ment of assets and liabillties is exempt from the audit. The audit is in fact fo
cused on outlays and receipts. 
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In most juri~d1ctions that require an audit of their statements the respon
sibility for performing the audit is with the Supreme Audit Institution. Here 

again are a few exceptions to be observed: the financial statements of Mary
land and Massachussets are audited by a private audit firm. California and 

Illinois practice an audit cooperation between the Supreme Audit Institution 
and a private auditing firm. 

Referring to the type of auditing, an examination of legal compliance is 
performed by all jurisdictions. In addition to that GAAP-conformity is ex

plicitly examined for the U.S. States (except for Texas) and an opinion con
cerning 'fair presentation' is stated by the auditors of the Canadian jurisdic

tions and the U .S. States of Illinois, California, Maryland, Massachussets and 
Tennessee. 

This means, an examination of fair presentation is not subject to the audit 
in all of the European jurisdictions. 

5. Concluding Remarks 

(1) Summarizing the main characteristics of governm'ental accounting 
and financial reporting practices by larger regional areas (USA, Canada, Eu
rope) allows some conclusions concerning regional particularities of govern
mental accounting. 

(2) USA: In regard to the user orientation there is a favorable contextual 
situation to public orientation of governmental accounting and financial re
porting. But there is quite a difference between the federal and the state level 
of governments to be observed: on the state level tbe contextual situation is 

still more favorable than on the federal government level. This difference is 

main!y caused by the strong professional intluence by the Go\rernmental .t.&ic-
counting Standards Board (GASB) on the state level. Due to this influence, 
governmental accounting on the state level leads in tendency to the maximum 
version of the net-debt-measurement-concept while on the federal level of 

government, the minimum version of this concept is used. Furthermore, state 
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governmental accounting is characterized by a broad scope of the reporting 
entity, by detailed financial statements, by meaningful explanatory informa
tion contained in the financial reports referring to specific figures as weil as 
to the underlying accounting policies and principles, and by an audit of fair 
presentation of the government's financial position. As main weakness, the 
poor "consolidation" approach - no elimination of intemal transactions - has 
tobe mentioned. 

As distinguished from the state level, on the federal level of govemment, 
the summary statements are not subject of an audit. Only the departmental 
financial statements are audited. 

In summary, governmental accounting and fmancial reporting in the USA 
is on the state level rather progressive and dynamic while it is on the federal 
level rather conservative, static and without much useful information for the 
non-government reader. 

(3) Canada: In sum, there is a moderate favorable contextual situation to 
public orientation in Canadian jurisdictions on both federal and provincial 
levels. Similar to the state level of the U.S., governmental accounting is in
creasingly tending towards an utilization of the maximum version of the net
debt-measurement-concept. The fewer differences between federal and 
provincial governmental accounting seem tobe due to the standardizing re
sponsiblities of the PSAAC of CICA on all levels of government. 

The definition of the reporting entity, the consolidation approach as weil 
as the information contained in the financial reports of the more progressive 
provinces (Alberta, British Columbia) seem tobe satisfactory. The fair pre
sentation of the government's financial position is examined by the respective 
Supreme Audit Institution. This, however, does not always include an as
sessment of the soundness of the govemment's accounting policies. 

In summary, governmental accounting in Canada is of limited diversity. lt 
is also dynamic and progressive, i.e. it is attempted to adopt governmental 
accounting to the users' needs and implement the latest state of the art in ac
counting. 
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( 4) Europe: In general, the conditions for public orientation of govern
mental accounting and financial reporting are rather unfavorable ( with the 

exceptions of the Swiss cantonal level and perhaps Danmark). The great di
versity of contextual variables leads to a great diversity of measurement con

cepts, the majority of countries and particular the larger ones adhere to leg
islature orientation of accounting and to the minimum version of the net
debt-measurement-concept. If legislature-orientation is at all debated, its 
supplementing by financial information which is relevant to governmental 

managers seems to be of greater importance than public-orientation. 

Governmental financial reporting of European countries is relatively poor 
because of 

lacking readability of summary statements, 
narrow definition of the reporting entities, 
no or poor consolidation of accounting entities, 
insufficient explanatory informations, and 

audits which are restricted to the examination of legal compliance. 

In summary, governmental accounting in Europe is of great diversity. No 
general tendency in developing govemmental accounting can be identified. 
There is one group of countries where governmentai accounting is rather 
traditional, highly codified, unified, and static. On the other hand, there is a 
group of countries which have proved to be progressive in the sense that they 
have implemented a business·type accounting concept for governmental ac
tivities. However, all countries have in common that their financial reports 
hardly provide information which is understandable and meaningful for the 
non-government reader. 
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II. Statement of Operations 

PROVINCE OF ALBERTA 

CONSOLIDATED STATEMENT OF REVENUE AND EXPENDITURE 

FOR THE YEAR ENDED MARCH 31, 1986 

49 

In thousand~ 

Revenue: 
Tax es 
Non-renewable resource revenue 
Payments from Govemment of Canada 
Fees. pennits and licences 
Trading profits 
Investment income 
Other reYenue 

Expenditure: 
Hea!th 
Education 
Social serYices 
Regional planning and development 
Housing 
Recreation and culture 
Environment 
Resource ccn~ervation and indusrrial 

development 
Transportation and u1ilities 
Protection of persons and property 
General government 

Valuation adjustments 

Net expenditure (revenue} 

Source: Alberta Treasury, Public Accounts 1985/86, Vol. 1, p. 1.5 

1986 1985 

$ 2.851,759 $ 2,784.662 
4.932,034 5.229,091 
1.742,048 1.646.583 

586.719 512.514 
276.032 369,480 

2. 160.661 2.042.108 
208. 195 201,386 

12.757.448 12.785.824 

2,980.480 2.731.091 
2,547,440 2,384.595 
1,180.154 1.051.321 

724,277 700.364 
102.633 147.433 
235.804 226.548 
168,885 146,944 

1.934,456 1,423.306 
1,496,300 J,348.384 

412.345 387.896 
657 ,580 660.591 

12,440.354 11,208.473 
357 ,725 331.345 

12, 798.079 11.539.818 

$ 40.63 J $ r I ,246.006} 
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III. Statement of Changes in Cash Position 

PROVINCE OF ALBERTA 
CONSOL!DATED STATEMENT OF CHANGES IN FINANClAL POSITION 

FOR THE YEAR ENDED MARCH 31, 1986 

51 

In thou~ands 

Operating transactions: 
Net revenue (expenditure) 
Non-cash items: 

Provision for decline in market value, write-off 
ä.nd wrile-down of investments 

Provision for doubtful accounts and Joans 
Gaim. and lasses retained by commercial enterprises 
Provision for exchange an debt payable in 

Unitcd Stales funds 
Net gains on disposa!s of investments 
Amortization of di~count and premium on investments and debt, net 
Amortization of deferred rcalized gains and lasses 

Decrease tincrease) in receivables 
Restricted profüs and equity 
I ncrease ( decrease) in pa ya bles 
Uneamed rcvenue and suspense 

Cash provided by operating transactions 

Jnvesting transactions: 
Proceeds from disposals, repayments and 

redeaiptions of investments: 
Portfolio investments 
Long-term inveslments 
Equity in commerciai .:nterprises, net 

Repayment of Joam and advances 
Deferred realized ga,:is and lasses 

Investments: 
Portfolio investmrnts 
Long-term investrnents 

Loans and adYances 
Real ~state held for rental and resale. net 

Cash applied to investing transactions 

Fina;.~ing transacliom: 
D~b; issues 
Debt retire1:ient 

ca~h prG\'idc:d by ( applied to) financing transactions 

!ncrca~e in cash and marlet<.!hle ~ecurities 
:'a~h and marketab!e stcurities at bcginning of year 

Ca~h and marketable securities at end of year 

Source: Alberta Treasury, Public Accounts 1985 /86, Vol. 1, p. 1.6 

1986 1985 

$ (40.631) $1,246.0()6 

207.866 4.400 
131,440 324.230 
50,309 (61.587) 

909 2.715 
( ! 53,532) (24,855) 

(22,038) 46,980 
(6,451) (3.783) 

837 .860 (76.522) 
526.345 476,786 

(590,994) 166,071 
(10.025) (21,273) 

931,058 2,079, 168 

1,458,758 1 ,329,688 
313,312 179,771 
117,143 (166.864) 

543.891 374.347 
15,991 15.757 

(l,756.354) ( 1,594,604) 
(291,909) (217,195) 

(518,950) (875,733) 
(! 39,882) (137.374) 

1258,000) fl .092.207) 

1,924_313 4,246.835 
(2.395,841) (4.236,098) 

(471,528) 10.737 

201.530 997 ,698 
3, 144.096 2.146,398 

$3.345,626 $3.144.096 
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N. Statement of Borrowing Requirements 

Finanzierungsrechnung 

a) Summe der Ist-Einnahmen 
davon ab: 

- Einnahmen aus Krediten vorn 
Kreditmarkt 
(Kap. 32 01 Tit. 325 11 und 

Krediteinnahmen 90 511 356 

Tilgungen 63 056 328 

325 13) 

543,02 DM 

209,25 DM 

Nettokreditaufnahme 27 455 028 333,77 DM 

- Entnahmen aus Rücklagen - DM 

- Einnahmen aus kassenmäßigen 
Oberschüssen 

- Münzeinnahmen 

- DM 

432 550 966,55 DM 

summe 

b) SUlllme der Ist-Ausgaben 

- Ausgaben zur Schuldentilgung am Kredit
markt*) 

- ZufÜhrungen an Rücklagen 

Ausgaben zur Deckung eines kassen
mäßigen Fehlbetrages 

c) Finanzierungssaldo (Finanzierungsdefizit) 

- DM 

- DM 

- DM 

53 

269 503 537 101,05 DM 

27 887 579 300,32 DM 

241 615 957 800,73 DM 

269 503 537 101,05 DM 

27 887 579 300,32 DM 

*) siehe vorstehend unter a) nEinnahmen aus Krediten vom Kreditmarkt" 

Source: Haushaltsrechnung des Bundes für das Haushaltsjahr 1987, Berlin 1988, p. 20 
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V. Statement of Budget Outlays and Budget Reaipts 

General Fund Spedal Re\•enue Funds 
Variance- Yariance-
Favorable Fa"orable 

Budget Actual <Unfavorable) Budget Actual !l'nfarnrable) 

Revenues 
Tax es . . . . . ... - ........ $25,514,709 $ 98,719 
lntergovernmental ..... 30,812 8,903,474 
Licenses and permits ' .. 11,935 1,100,156 
Natural resources ...... 22,110 178,884 
Charges for services .... 44,425 151,167 
Fees ............... - .. 61,648 157,957 
PenaJties .............. 12,102 78,715 
Interest 1 0 1 0 0 L 0 0 0 0 0 1 0' 0 476,995 145,103 
Miscellaneous .......... 377,665 365,874 

Total Revenues 26,552,401 11,180,049 
Expenditures 

Current 
r-i -- --- l ~------~ __ ... ai „ , ..,_ n ori 1 „ {\t){\ 1)0,.,. .:P. 01\ Ar7 JI „ ..,,._,., ~~A J'.'l'nn 1Joo G"o ro oor 
ue11en11 i:;uvtTIJ11Je11~ •. <P l,11;:1,001 1,uo;:r,001 ;p ou,'t '"" <P 10 l ,i.>O'i o;iv,.:i·JO i!> 00,"'"'-0 

Education ........ , ... 13,794,473 13,538,829 255,644 1,289,481 1,174,064 115,417 
Health and welfare ... 8,172,408 8,008,707 163,701 5,674,070 5,648,038 26,032 
Resources ........... 391,642 387,913 3,729 296,689 258,603 38,086 
State and consumer 

services ........... 185,676 182,353 3,323 497,281 473,795 23,486 
Business and 

transportation ...... 63,866 62,576 1,290 3,075,898 2,899,503 177,39.j 
Correctional 

Programs .......... 1,054,385 1,046,215 8,170 254,386 176,683 77,703 
Property tax relief ... 948,402 946,929 1,473 

Capital outlay .......... 9,2.51 9,155 96 
Debt service 

Principal retirement .. 201,370 201,370 
lnterest and fiscal 

charges ............ 175,327 174,327 1,000 
Total 

Expenditures ... $26,116,661 25,597,761 $518,900 ~11,856,369 11,330,024 $526,345 

Other Financial Sources 
(Uses) 
Operating transfers in 74,142 3,271,941 
Oµeratillg transfers out. (159,325) (2,863,786) 

Total Other 
Financing 
Sources (Uses) (85,183) 408,155 

Excess of Re\'enues and 
Other Sources Over Ex-

tJ~~~i~~~~~ .. ~~~-. ?.t~.~~ 869,457 258,180 
Fund Balances, 

Ju]y 1. 1984, 
as restated ..... ' ...... 530,754 833,489 

Fund Balances, 
T ·~-- - 'lfl , n.n!""' "' 1. •Art n, 1 "' .,_ At"L„ ('11/"ln. 

tJ uue uu, J.~OtJ ..... ~ .. ~ . ;;:. 1,-'::l:lJV ~.:::; l l '?' l,U:11 10!J:1 

See the not.es accompanying ti,2 f1n;,r„ „~: „,_a_t;..rnent::o. 

Source: State of Califomia General Finandal Statementa, 1985/86 Fiaeal Year, p. 12 
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