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Preface
This thesis provides the results from a study on how accrual accounting can successfully be
adopted in the public sector and on how to attain the target benefits of that adoption. In fact,
the idea of the research was not born after finishing the master thesis, but long before that.
More precisely, it was born during the last year of under-graduate study (Bachelor at Helwan
University, Egypt), where one subject of the study program was government accounting. It
was mentioned in that subject that government accounting is a cash-based system, although
this system suffers from plenty of drawbacks. It was also stated that while the use of accrual
accounting can overcome these drawbacks, it is difficult to use it in the public sector as this
system is mainly designed to serve the private sector. Since then, many questions have
occupied my thoughts. Why can accrual accounting not be adopted in the public sector? Is the
private and public sector sufficiently different to reject the notion of accrual accounting? Are
there specific problems that inhibit the process of adoption? Are there specific requirements
for the successful adoption of accrual accounting in the public sector? Are these problems and
requirements different between the developed and developing countries? These questions
haunted me for many years until I started with my master thesis at Erasmus University
Rotterdam, where I compared the government accounting systems of the Netherlands and
Egypt. Then I learnt that accrual accounting had been adopted by the New Zealand and New
South Wales (Australia) governments. This gave me the chance to find answers to some of the
previously mentioned questions. And hence, I was able to come to the research proposal.

While the first step was to find a sound research proposal, the second step was to find a
supervisor who is really specialized in government accounting and had successfully
conducted government accounting research projects. To be honest, it was not easy to find this
supervisor, as there was only one professor in the Netherlands who was specialized in
government accounting, that was Aad Bac. Without Aad Bac this thesis could not have been
accomplished. So I owe a debt of gratitude to Aad Bac. In fact, he supported me throughout
the whole project, tolerating my wandering off and awaiting patiently my return to a
practicable track. I thank him for his constructive criticism and suggestions during the whole
process. His comments and suggestions provided new insights and assisted me in sharpening
my view on specific issues in this research. Aad Bac has been a true master of internal
critique, always grounding his remarks firmly on my own writing. I also thank him for his
patience, for spending plenty of hours on the research project and for putting me on the right
track.
I am also deeply indebted to Bert Bettonvil who has been very important in determining how
the research project should be conducted from a statistical point of view The research project
has benefited from his comments and statistical professionalism.
1 would also like to thank Professor Klaus Luder (Hochschule Speyer), Professor Rowan
Jones (University of Birmingham), Professor J. van Helleman (Tilburg University), Professor
P.M. van der Zanden (Tilburg University) and Professor G.J. van Helden (University of
Groningen) for accepting the thesis.
Finally, I would like to thank my wife for her patient and unconditional support during the
project. She and my children endured the many hours that I was working on this research
without complaint which in turn provided an extra incentive to finish this research.
Hassan Ouda

Almere, May, 2005
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Chapter 1

Introduction

1.1 Background to the Research
The last two decades have witnessed a metamorphosis change in the public sector of some
countries such as: New Zealand, UK and Australia (see, for example, Ball, 1994 & 2000;
Scott, 1996; Pallot and Ball, 1996; Pallot, 2000; Guthrie, 1998; Holmes & Shand, 1995;
Goldman and Brashares, 1991; Ellwood, 1999; Likierman, 1992 &1998; Greenpaper, 1994;
Whitepaper, 1995, IFAC, 1996 & 1997 and Ryan, 1998). In addition, the Asia-Pacific region
(especially the countries which are called Asian Tigers such as: Malaysia, Singapore, Hong
Kong and South Korea) has also witnessed remarkable public sector reform initiatives in
terms of changing the role of state and its impact on public sector management; state/private
sector relationship; resource use and efficiency; and decentralized planing (see, for example,
Htun, 2000; Fulin, 2001; Sarhi, 1995; Carague, 1991; Xavier, 1998). The challenges arising
from global economic integration are one of the essential reasons underlying these radical
changes. Globalization is exerting great pressure on the governments to make fundamental
changes to the administrative systems, accelerate enterprise reform, and open up the financial
system to foreign competition (Fulin, 2001).

Globalization demands a public sector that is responsive to an increasing competitive
environment. It also demands that governments and public bodies harmonize their goals.
Harmonization may ensure that economic development is not stifled and instead provides
stimulus for the creation of improved standard living. Therefore, there is an increasing need
for proper determination of how public resources are allocated and for monitoring the
effective use of these resources. In short, the rapid integration of the world economy through
increased trade and investment (an integration which has been fueled by new technologies,
spread ofinformation and the growing importance of knowledge-based industries) provides
the potential for opening up a new age for human development.

Moreover, it has become clear in the last two decades that the public sector reform has been
reinforced by global economic crisis. In New Zealand, for instance, the major public sector
reforms that began in 1984 were integrally linked with the economic crisis and the conditions
leading to it, as well as with political change- namely the election of the labor government in
1984. Following the election in mid- 1984 the incoming government faced an economy with
an extended history of slow economic growth, high fiscal deficits and high debt including
substantial liabilities resulting from various guarantees given by previous governments (Scott,
1990). Then, the sick economy was the impetus for the public sector reform.
Yet one more reason is, the pressure that is exerted by the international financial institutions,
such as International Monetary Fund (IMF) and World Bank (WB), on most countries to
make the required economic reform, including the public sector reform. This pressure can
more be observed in underdeveloped and transitional economies where international
organizations require particular accounting innovations to be effected as a sine qua non of
assistance being provided (Godfrey et al. 1999).

Finally, increasing the international experience with respect to the public sector reform will
result in stimulation of other countries, which have not yet started with the public sector
reform, to follow this trend.
In reality, public sector reform is a dynamic and
fast-moving process. It is likely that
processes for the public sector reform will continue well into the future for the most countries
in the world. In fact, in the years to come, globalization and national factors alike may take
reform initiatives into directions that cannot be foreseen today. And to transform public
management into forms that will be radically different from those that exist now. As a result
of the above-mentioned reasons, one can conclude that the public sector reform, including
management and accounting reform, is a must. It will take place whether the countries want it
or not. It is a matter of time where some countries have the ability to quickly respond to the
external and internal events and other countries take some time to respond, but in the end they

will follow. Therefore, scrutinizing where we have been certainly helps us to better know
where we are headed. This is why it is essential to better understand the many types
ofpublic

sector reform initiatives, how they are inter-related and the impacts they generate.
However, public sector reform is complex; cross-sectoral and multi-disciplinary. The context
for reform ranges across such aspects as:
Civil reform;
Fiscal management and budgeting;
Executive decision making and cabinet systems;
Performance management;
Alternative services delivery;
- Change in the role of government and state;
Privatization of state-owned enterprises;
- Legislative and regulatory reform;
-

Management reform;
Accounting reform; and so on.

These initiatives in the framework of the New Public Management
(NPM) are encouraging
the implementation ofprivate sector management techniques in the public
sector, as well as

the development of performance audits in order to monitor the degree of efficiency and
effectiveness with which the public sector services are delivered and to evaluate the financial
consequences of management decisions (Lapsley, 1999). Furthermore, these initiatives have
had a substantial impact on public sector accounting, where accounting as an information
system plays an essential role in whatever reform process any governmental entity would
want to undertake. In addition, these initiatives, especially the NPM, resulted in changing the
accountability concept: from accountability in terms of procedural compliance to
accountability in terms of efficiency and results (effectiveness and cost
effectiveness).
Accountability for results depends on clear objectives stated in measurable terms and on
budgets showing the minimum results to be achieved. This must be also based on expenditure
limits and on accounting and auditing systems that measure and report on actual results. Of
course, this raises the desirability of accrual-based accounting since the traditional cash-based
accounting is of little relevance where a high portion of the expenditures for a government
service occurs either before the period under review, or
later (Htun, 2000).
The current study will not deal with all the above-mentioned content of the public sector
reform, but it is restricted to researching the accounting reform. In fact, public sector
accounting (government accounting) reform means the shift from cash accounting to accrual
accounting. In other words, the shift from a less informative accounting system to a more

2

in formative accounting system. According to Luder 1992, a more informative accounting
system performs two functions: it supplies comprehensive and reliable information on public
finance, and provides a basis for improved financial control of government activities.

Another writer (Lapsley, 1999) called public sector accounting reform as modernization of
governmental accounting that aims to disclose financial information useful to evaluate the
financial position of the entity and the effort and the accomplishment performance, as a way
to improve their usefulness for decision-making purposes, and the accountability of the public
entities. This means an evolution of public sector accounting towards the utility paradigm.
In addition, we see that government accounting reform is a shift from a cash flow and cash
balances concept to a total-economic resources concept. Namely, it is an extension of
measurement focus to encompass the total economic resources of governmental entities
instead of only concentrating on the cash resources. Accrual basis of accounting recognizes
transactions and events when the transactions or events occur rather than when cash is paid or
received. The financial statements under the accrual basis disclose the total assets (include
current and fixed assets), total liabilities (include short and long-term liabilities), net worth,
revenues and expenses. Accordingly, the measurement focus under the full accrual accounting
is on the total economic resources. Effectively, assets, liabilities, revenues and expenses
arising from transactions and events must be recognized in the financial statements when they
have an economic impact on the government, regardless ofwhen the associated cash flows
occur.

1.2 Relevance of the research
As it can be noticed from section 1.1, the relevance of accrual accounting in the public sector
stems from the globally changed environment of the public sector. This change is mainly
focused on making the public sector more efficient and effective. It also aims to make
government more open, accountable (notjust from a financial standpoint) and transparent in
its resource-related decision making processes. The key factors that directed this change were
perceived in terms Of:
Better performance;
Better accountability; and
Better transparency.
It has also been perceived that these factors and aims can be attained in a framework of
performing a broader public sector management reform (decentralization, alternative service
delivery, etc.). On the other hand, broader public sector management reform and new public
sector management depend on the establishment and operation of adequate enabling legal and
financial management systems. These systems should enable the government to have a clear
grasp of their use of resources, their whole-of- government financial position and basically,
how to get the best value out of every tax dollar (Bartos, 2000). Accordingly, there was a
growing acknowledgment in the last two decades on the part of some governments (for
example, New Zealand, UK and Australia) that cash and input based resource management
was inadequate. Since then, the need for more informative and accurate financial
in formational systems became an imperative. In this context, the adoption of accrual
accounting is considered to be an essential tool in moving to a more strategic, result-oriented,
and business-like public sector that is able to compete both domestically and globally for the
provision ofgoods and services (Bartos, 2000). Therefore, the shift to full accrual accounting
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framework was a fundamental complement to the structural and cultural change the
government was seeking by way of a more competitive, efficient and effective public sector.
In the public sector accounting literature of the past two decades, a great deal of research has
focused on technical aspects of the public sector accounting reform. While there is a need for
extensive research into the possible implications of the transition to accrual accounting in the
public sector, public sector accounting researchers have concentrated on broader changes in
the public sector that provide the context in which the public sector accounting developments
have emerged (see, for example, Guthrie, 94; Broadbent and Guthrie, 1992; Ball, 1994, Parker
93, Pallot and Ball, 1996, Guthrie, 1998, Warren IFAC, 1996, Richardson IFAC, 1997,
Goldman and Brashares, 1991, and Miah, 1991; McCulloch and Ball, 1992; Parker and
Guthrie, 1990). These studies have attempted to provide evidence ofthe links between
broader changes in the public sector and the changes in accounting techniques. However,
these studies did not contain an analysis of the specific factors and processes that can preclude
or facilitate the successful transition to the accrual accounting system. Guthrie (1998) has
argued that many contributions to public sector academic accounting research have been
located within a traditional technical perspective concentrating on the setting ofrules or
debating the need for change to traditional practices. There have been few contextual case
studies of the processes and role of accrual accounting reforms. Also, there have been few
publications highlighting the possible unintended consequences and problems from the
application of accrual accounting reforms (Aiken and McCrae, 1992; Pallot, 1990; Parker and
Guthrie, 1993). However, the research in accrual accounting is still very limited and there
remains considerable scope for further work. Guthrie has also argued that despite the
increasing appeal of accrual accounting and its broad ranging implications for the role and
functioning of public sector accounting systems there has been comparatively little study of
its application and consequences for the wider community. The literature is dominated by
official style publications from the profession (AARF/PSASB, 1990 and 1994; Mackintosh,
1992) and central agency promoters of accrual accounting reforms (Finance Dept., 1992,
1994a and 1994b; McPhee. 1993 and Mellor, 1996) in many cases without reference to
problems and issues which might occur (Guthrie, 1998).
Yet, in spite of the magnitude and consequences of the public sector accounting reform there
little sustained research into:
- In what way accrual accounting has successfully been adopted in the public sector;
- What the related changes are;
What kind of support it needs;
- To what extent the accounting profession and academics can sustain the transition to
accrual accounting;
The existence of collaborated factors behind the transition process;
- What factors influenced the adoption decision;
What the transition problems are;
- What the procedures are that can be used to overcome these transition problems; and
The existence of striking differences between the developed and developing countries
concerning the transition barriers and requirements of accrual accounting.
has been

While the current government accounting literature provides some disparate explanations of
the factors that can preclude or support the transition to accrual accounting in the public
sector, it provides no clear transitionframework within which to create conditions
appropriate for its introduction and to put it into practice. And it provides no profound dealing
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with and tackling of the transition barriers. Therefore, a study in this area would contribute
to the public sector accounting reform literature.
In addition, in 1992, Professor Luder developed and published the Contingency Model of
Government Accounting Innovations. This was an attempt to explain the transition from
traditional government accounting to a more informative system. Chan (1994) pointed out
that the Contingency Model (1992) was not explicit about what constitutes a more
informative system. It may, however, be inferred that such a system would call for full
disclosure of a government's financial condition and performance, measured under the
accrual basis of accounting.
The basic Contingency Model identified a set of contextual and behavioral variables that were
found to be potentially relevant in explaining the outcome of the governmental accounting
innovation process (Monsen and Nasi, 1998). The contextual variables comprise:

1- stimuli;
2- characteristics of social environment (structural variables external to the government);
3- characteristics of the politico-administrative system (internal structure variables); and
4- implementation barriers.
It was assumed that the first three types ofcontextual variables would positively influence the
attitudes and behavior of users and producers of government financial information. A
combination of conducive contextual conditions and favourable attitudes/behavior would
facilitate the innovation process. However, implementation barriers could nevertheless
prevent a successful outcome (Chan et al., 1996b, Monsen and Nasi, 1998). Herein, successful
outcome means introduction of a more informative public sector accounting system.

However, Luder's model has extensively been researched by CIGAR (Comparative
International Governmental Accounting Research) scholars in the last decade (see, for
example, Chan, 1994; Chan, Jones and Luder, 1996; Godfrey, Delvin, and Merrouche,
1995,1996,2001; Jaruga and Nowak, 1995,1996; Monsen and Nasi, 1997, Mussari, 1995).
The focus of these studies is restricted to the variants of the contingency model, its
applications and its problems. Luder stated that this seems legitimate since a great number of
active CIGAR members have dealt with the model, either by using it or extending it or by
criticizing it (Luder, 2001). Luder also added that the evidence that can be derived from
applying the initial model is rather weak and confined to statement of conduciveness of
contextual conditions to governmental accounting reform. Conduciveness of environmental
factors to government accounting reform, however, is certainly not sullicient and may even
not be a necessary condition for successful implementation of such reform (Luder, 1994, p.3).
Furthermore, Christiaens (1999) argued that Contingency Theory only explain the "why" of
the reforms, not the way in which the reforms are implemented, nor the way in which the
reforms result in accounting practices.
Therefore, we see that although Luder's Contingency Model (1992,1994) has attempted to
explain why governmental accounting innovations took place in some countries and not in
others, it failed to generate answers to such questions as:
How can we create conditions appropriate for successful introduction of a more
informative public sector accounting system?
- How can we overcome the implementation barriers?
- How can we convince the other to accept the new accounting system?
Can the existence of stimuli (driving forces for change) be considered as a sufficient
condition for implementing change?
What is the significance of making change decision for the whole innovation process?
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Such fundamental questions, however, have not yet found a fully persuasive answer.
So in connection with the earlier mentioned literature, we see that the Contingency Model
describes how the environmental factors in fluenced the introduction of accounting changes
but it did not also provide a clear transition framework within which to create a climate fit
for successful introduction of the new in formative system and neither did it tackle the

transition barriers sufflciently
Furthermore, it has been argued that even though innovations are the focus of the contingency
model, the process ofinnovation has remained mostly like a black box. Studies have tended to
view innovations as an identifiable event rather than subsequent implementation along with
the consequences of adopting the innovations (Monsen and Nasi, 1997).
In addition, it has been noticed, by reviewing the public sector accounting research, that there
is very little empirical research in this area, especially that focuses on the transition problems
and requirements of accrual accounting in the public sector of both developed and developing
countries. The empirical study is extremely important in the light ofthe current reforms
sweeping through the public sector of most of the developed and developing countries.
Without policy-based empirical research into this area, well-intentioned experts might offer
wrong or ineffectual prescription for countries decided to adopt accrual accounting in their
public sector (Rahaman and Lawerence, 2001). Hopefully, the empirical part of this thesis
may contribute to an area of development within public sector accounting literature, which is
also relevant to the practice.
In conclusion, one clear message that emerges from the above analysis of the accrual
accounting reform in the public sector is that there remains considerable room (and indeed
there is a need) for further debate and research. Sikka et al. (1995) call for the accounting
academics discipline to become more involved in policy debate and also to question recent
development. This study is a small step in this direction.
Therefore, the aim ofthis study is to go a step further in researching how to bring the
innovation from an identifiable event to the implementation stage. Accordingly, to fill a gap
in the literature by creating a clear transition framework which can assist both developed and
developing countries in facilitating successful transition to accrual accounting in the public
sector, as well as, to get more insight into practical issues (through an empirical research)
concerning the transition problems and requirements of accrual accounting in the public
sector ofboth developed (the Netherlands) and developing (Egypt) countries.
Consequently, the significance of this study stems from:
-

-

-

-
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Its contribution to a better understanding of the transition problems and requirements.
This in turn can result in strengthening the relationship between theory and practice;
Filling a gap in the literature by creating a clear transition framework. The significance of
this framework emerges from the fact that it gives the reform-makers a total picture about
the factors that should simultaneously be collaborated to facilitate the transition process;
Dealing not only with the developed countries but also with the developing countries,
where in most of the developing countries (ifnot all) no real previous attempts to address
the issue of the transition problems and requirements of accrual accounting in the public
sector could be discovered; and
Conducting empirical research, which aims at researching to what extent the deductive
study (with respect to the factors that can facilitate or preclude the transition to accrual
accounting) can empirically be confirmed and investigated. In addition, the empirical
research will comprise statistical analysis, which is desirable e.g. to find out the
significance of the differences of the factors that can preclude or facilitate the successful

transition to accrual accounting within each country apart (for the Netherlands and Egypt)
and between the two countries. This is in addition to detection of the correlation among
these factors.

1.3 Research

motivation

In connection with the aforementioned public sector reform initiatives, government
accounting as an information system should respond to the new challenges needs, where the
financial information that is currently provided by the traditional government accounting
systems in the most of world has proved to be inadequate for government's changing
information needs. In nearly all countries (including the Netherlands and Egypt) the existing
government accounting systems are related to budget classification systems. They employ
cash and commitment bases for recording government transactions. Those bases are simple,
easy to understand and provide information on appropriations, receipts, expenditures and
commitments, which has been useful for policy purposes, for accountability to legislature
within the framework of appropriations and for financial and compliance control. In this
context, the traditional government accounting systems will continue to be important.
However, their orientation and the bases for organization of public financial information
should have to be reviewed and revised to meet the new challenges needs.
It is currently evident from the public sector initiatives that much more supplementary
in formation is required for management of government programs and activities, and for result
assessment. In all cases, financial information must assure full disclosure of information in
readily understandable form. In this regard, cash and commitment bases do not provide and in
reality are not intended to provide information on valuation and the use of long-life assets and
property, accrued interest on external debt, accrued revenues and expenses, etc. This
information can only be provided by the use of accrual accounting. Therefore, the transition to
accrual accounting in government accounting will result in improving the financial
information that is produced by the governmental accounting system. So the main motive for
conducting this research is the desire to contribute to a better understanding of innovation
barriers and requirements ofthe government accounting systems ofboth developed and
developing countries in order to make them capable for providing improved, comprehensive
and reliable information that can meet the new challenges needs.

1.4 Research objective and

problem definition

Government accounting is often facing several problems as a corollary of its subjection to
special regulations, limitations and restrictions. These problems limit its flexibility and reduce
the value of the information that is provided to the users. Those problems also diminish the
possibilities of developing the related systems such as cost and budgeting systems. As a
result, government accounting has always been the last area to accept progress in accounting
method. Moreover, previously, government accounting has been relatively neglected by
education institutions. This negligence is reflected not only in teaching but also in research.
Very little research into government accounting issues and controversies has been carried out
at those institutions. In addition, it has been observed in the past period that at no university
there is a Chair of government accounting, such as the recently created Chair in public sector
accounting at some universities (such as: in the UK and the Netherlands). As a consequence
of prevailing of these circumstances, there would appear to have been an implicit acceptance
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of underlying concepts, philosophies and methods. But the last two decades have seen
increasing interest in the work of the government accountant and the study of government
accounting and budgeting. As a result, government accounting issues, principles, methods and
concepts are all vulnerable to close scrutiny and criticism by individuals and groups including
professional bodies, media, parliamentary committees and academic researchers. It is
worthwhile to mention that a specific impact has been made on the government accounting
area by a number of academics who are not originally specialized in government accounting.

Government accounting and budgeting are caught up as of a wider movement towards change
and innovation in accounting concepts, methods and practices. As in the private sector,
accounting change and innovation are both desirable and inevitable in the public sector.
The modernization of government accounting, through the transition to accrual accounting
system in the public sector, is currently a matter of importance. Some of the developed
countries have implemented accrual accounting in their public sector such as New Zealand,
UK and Australia. While other developed countries are on their way to adopt it (e.g. the
Netherlands), the developing countries (e.g. Egypt) have actually not thought about its
adoption in their public sector. As it can be inferred from section 1.2 that there have been little
sustained studies into how accrual accounting has successfully been adopted in the public
sector (especially at central government level) ofthe developed countries such as New
Zealand, UK and Australia and how it can successfully be adopted in the public sector of
other developed and developing countries. At this point we should take into consideration the
fact that there were no real attempts made to adopt accrual accounting in the public sector of
the developing countries. Therefore, this study focuses on the transition to accrual accounting
in the public sector of the Netherlands as an example of the developed countries and Egypt as
an example of the developing countries.

The primary purpose of this study is to provide a clear-cut understanding of the transition
problems and requirements of accrual accounting in both of the developed and developing
countnes and to examine to what extent the transition problems and requirements of accrual
accounting in the public sector of the developed countries are dijferent from that of the

developing countries. This willlead to development of a model that can facilitate successful
transition to accrual accounting in the public sector of both developed and developed
countries. Since there is very little empirical evidence of the use of accrual accounting in the
developing countries, the development of this model will be based on the practical experience
of some of the developed countries such as: New Zealand, UK and Australia, concerning the
transition to accrual accounting in their public sector (at central government level). This will
take place through conducting a deductive study.
Furthermore, after researching the transition problems and requirements, the second step is to
perform an empirical study in order to get more insight into the practical issues regarding that
transition and to confirm and investigate the deductive study. This will take place through
conducting two empirical studies for both the Netherlands and Egypt.
Then, the main objective of this dissertation is:
- to develop a model that can facilitate the successful transition to accrual accounting in the
public sector ofboth developed and developing countries; and
to get more insight into the practical problems and requirements of the transition to
accrual accounting in the public sector of the Netherlands and Egypt throughout
performing of an empirical study.

From our objective we hence extract the following problem to be tackled by this study:

8

How can an accrual accounting system, which can overcome the problems, drawbacks and
inadequacies that emerge from the use of cash basis in a government accounting system,
successfully be adopted to improve and develop the government accounting.

This problem will be dealt with in three parts. While the first part will focus on the rationale
underlying the transition to accrual accounting, the second part will deal with the transition
problems and requirements. It is worthwhile to mention that first and second parts are forming
the theoretical study. In addition, the third part comprises an empirical confirmation and
investigation for the theoretical study. Consequently, the three parts that will be dealt with are
as follows:

Part 1: Rationale underlying the transition to accrual accounting.
In order to research of whether there are real reasons that can justify the transition from cash
accounting to accrual accounting, a comprehensive picture about users, user's needs, financial
reporting objectives, advantage and disadvantage of accrual accounting versus cash
accounting and main consideration of the adoption ofaccrual accounting in the public sector
has to be given. This part may be elaborated as:
1-1 To what extent does cash accounting provide effective information that can meet the
user's needs and lead to an effective management of government programs, activities and
for result assessment?
1-2 Can cash accounting be considered as an obstacle for developing the government
accounting?
1-3 To what extent can an accrual accounting system overcome the drawbacks and problems
of cash accounting? In other words, what are the benefits of accrual accounting in the
public sector?
1-4 What are the costs, paradoxes and conflicts of accrual accounting in the public sector?
1-5 What are the main considerations for the adoption of accrual accounting in the public
sector?

Part 2: Transition problems and requirements
The primary aim o f the second part is to deduct the transition problems and requirements of
accrual accounting in the public sector of both developed and developing countries.
Consequently, this part is elaborated upon as follows:
2.1 What are the problems that can preclude the transition to accrual accounting in the
public sector from the point of view of its practical and conceptual transition for
both developed and developing countries in general and for Egypt and the
Netherlands in particular?
2-2 What are the measures that can be used to overcome the under 2-1 identified problems?
2-3 What are the basic requirements that can facilitate the successful transition to accrual
accounting in the public sector ofboth developed and developing countries?

Part 3: Empirical Study
The purpose of this study is to examine whether the deductive study (transition problems and
requirements) can empirically be confirmed and to get more insight into practical issues
regarding the transition process. This way we can also detect the significance of the
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differences of the transition problems and requirements within each country apart (for the
Netherlands and Egypt) and between the two countries. While the preclusion and supporting
factors are considered as independent variables and the transition to accrual accounting is
considered as dependent variable, the independent variables themselves within each (country)
group are likely not independent. Therefore, it is necessary to take into account the correlation
among the factors being tested due to the fact that they come from the same (country) group.
Therefore, the purpose of the empirical study is threefold:
3.1 Confirmation of the transition problems and requirements empirically. In addition, the
issue of whether the deductive study contain superfluous variables (candidates for
deletion) or whether it is incomplete (hence, require additional variables) will be
investigated;
3.2 Detection of the significance of the differences of the factors that preclude or facilitate
the transition to accrual accounting within each country separately (for the Netherlands
and Egypt) and between the two countries; and
3.3 Detection of whether there is a significant correlation among the preclusion factors within
each country apart and likewise, among the supporting factors.

1-5 Research limitation
A delimitation of the research is necessary in order to get a clear picture on tackled issues and
to avoid the dilution, ramification and generalization of the research. However, the transition
to accrual accounting is a major cultural and administrative change and in order to be
successfully adopted, it must take place in phases with a clear plan of progress established
from the outset. The dimensions of the task should not be underestimated and progress should
occur in a measured and controlled manner. The costs ofnot properly managing the
introduction of accrual accounting can be significant and go well beyond the price of the
hardware, software and training. Therefore, we have a fixed belief that the successful
transition to accrual accounting in the public sector entails the following four phases:
a- Initial transition phase
This phase primarily aims at creating conditions appropriate for the successful transition
to accrual accounting and putting it into practice.
b- Establishment Phase
It primarily aims at determining the basic technical requirements that are deemed to be
fundamental for successful establishment of accrual accounting in the public sector, for
instance, chart of accounts, accounting policies and practices, accrual general ledger,
budgeting and accounting integration, etc.
c- Conversion Phase. (coupling/transferring phase)
This phase aims at transferring data from cash to accrual system. Where the new accrual
system can not start from scratch, but the available information in the current cash system
will form the starting point of the accrual system. Therefore, this phase will provide a link
for the transferring of data from the cash system to the accrual system.
d- Testing Phase.
It primarily aims at testing the workability of the accrual system in the real world (after
the accrual system is completed and the data is transferred from the old system) and
willlead to obtaining approval to switch to the new system.
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Due to the fact that the transition to accrual accounting entails much more than just a
technical change in accounting policies, more than just a change in the way we present and
interpret the numbers, this study intends only to tackle in depth the initial transition phase.
Herein, the transition problems of accrual accounting and the measures that can be used to
overcome those problems will be tackled theoretically and empirically in detail. Likewise, the
transition requirements that should be available if a certain country confirmed its intention to
adopt accrual accounting in the public sector will also be tackled theoretically and empirically
in detail. The other three phases are more related to the specific circumstances of each country
for a multitude of reasons. There are many individual factors that might exist at any point of
time, or over a period of time, like:
Unlike the private sector, most countries, i f not all, (whether developed or developing) are
using different accounting bases in the governmental sector, for instance cash basis,
modified cash basis, cash-commitment basis and modified accrual basis. This leads to the
existence of striking differences in preparing opening balances and making chart of
accounts which usually depends on the financial structure adopted. This will affect the
establishment phase.

-

While most of developed countries, if not all, are using advanced and sophisticated
software accounting systems, most of the developing countries are still doing it manually.
This also will influence the conversion and testing the workability phases.

-

There are differences with respect to the consistency or the integration of accounting and
budgeting systems. This issue is also unique to each country, as the countries vary
significantly in designing and implementation of accrual budgeting. For instance,
countries vary with respect to:
a- the extent to which accrual budgeting is part of an output budgeting framework;
b- the scope ofbudgeting items measured on an accrual basis;
c- the organizational level to which accrual budgeting is applied; and
d- the way the budget deficit or surplus is measured.

-

It also seems that there is no consensus among the countries on the accounting policies
and practices that should be used in the public sector. For instance, some countries have
used the national GAAP such as: UK, New Zealand and Australia. Other countries, such
as: South Africa, announced the use of the International Public Sector Accounting
Standards (IPSAS) issued by IFAC, whereas other countries, such as the Netherlands,
announced the use of the European System of Regional and National Accounts1995
(ESA-95). This, of course, will result in striking differences in the approaches and
methods by which the establishment phase can be implemented.

Therefore, the last three phases are left to each country to tackle them according to its specific
circumstances and financial structure adopted. Moreover, this study will not address the
experience of New Zealand, the UK and Australia, because other literature has already
addressed these experiences in detail but of course, we will refer to these experiences ifneed
be.

1.6 Selection

criteria

As it is clear from the previous sections, this study focuses on studying the situation in the
developed and developing countries with respect to the transition to accrual accounting in the
public sector. On the other hand, there are more than a hundred developed and developing
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countries in the world, which makes it difficult to study the situation in all these countries.
Therefore, it is necessary to select two countries, which can, to some extent, be considered as
a representative for both developed and developing countries. In this regard, the Netherlands
is chosen as an example of the developed countries and Egypt as an example ofthe
developing countries. Accordingly, this section discusses the criteria adopted to select these
two countries and to answer the question: to what extent can the Netherlands and Egypt be
considered as a representative for both developed and developing countries respectively.
The criteria adopted in selecting these two countries (Egypt and the Netherlands) were
perceived in:
\- The government accounting system. both countries are using different government
accounting systems. The Netherlands is using the cameralistic accounting system whereas
Egypt is using the fund accounting system. This may explain: to what extent the use of
different government accounting systems (whether it is cameralistic or fund accounting)
can influence the nature and speed of the transition to accrual accounting?
1- The legal and political system: different legal and political systems are used in the two
countries. This will explain the role that can be played by different legal and political
systems and their impact on the transition to accrual accounting in the public sector.
3- The level of development. the Netherlands is one of the developed countries whereas
Egypt is among the developing countries. This will assist in answeiing the question: to
what extent are the transition problems and requirements of accrual accounting in the
public sector of the developed countries different from that ofthe developing countries?
4- The stabilization regarding the inflation rates: Egypt is not a stable country with respect
to the in flation rates. In some years the inflation rate is between 10% to 15%, and in other
years is between 6% to 10 %. On the contrary, the Netherlands is a stable country where
the inflation rate is generally either 2% or 3%. So: can the high inflation rates affect the
valuation of governmental fixed assets, and hence, they may be considered as an obstacle
to the transition to accrual accounting?

In addition to the aforementioned selection criteria, the Netherlands and Egypt show an
intermediate position that can make them, to some extent, as a representative for the
developed and developing countries respectively. This position can be pointed out as follows:

- The Netherlands:
a- Governmental structure:
Generally, the government structure plays an essential role in any reform process. The
government structure can take one of the two extreme positions (Toonen, 1998). At one
extreme, this structure can be based on the principles of federal state, such as in the United
States and Germany. These principles imply relative autonomy for each of the governmental
layers (Van Helden and Mol, 1999). In other words, it is more decentralized government
structure. At the other extreme, the governmental structure can be based on the principles of
the Unitary State. Then centralized power and hierarchy are main characteristics, such as in
France or Ireland. Van Helden and Mol (1999) argued that the governmental structure in the
Netherlands is based on the principles ofthe decentralized unitary state. Therefore, the Dutch
governmental structure is a semi-decentralized system. Consequently, it shows an
intermediate position between the two extreme positions distinguished above
b-
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Legal system:

Generally, in the developed countries a distinction can be made between two legal systems
countries
regarding the public sector accounting reform (Luder 1989). On the one hand, in the
public
sector
Germany
and France,
belonging to Roman-Germanic traditions, such as
accounting principles and procedures are laid down in details by law. On the other hand, in
the countries belonging to the English traditions such as the United Kingdom, United States
and Canada, there are only general legal prescriptions for the keeping of public sector
accounts Bader, 1989). Then, the legal system of countries that belong to the RomanGermanic traditions (civil law) is less flexible than in countries with the English legal
traditions (common law). In the Netherlands, the legal system of the Dutch government is
based on the Roman-Germanic law. However, Nobes and Parker (1998) stated that "the
Netherlands seems to be an exception: a country with Roman law but where many other
features related to accounting are like those of the United States or the United Kingdom".
This also means that Dutch people keep an open mind for both approaches. Consequently, we
can infer that the Netherlands also shows an intermediate position between the RomanGermanic traditions and the English legal traditions, which in tum diminishes, to some extent,
the infiexibility of the legal system.

-Egrpt:
a- Political system:
By virtue of the constitution of the Arab republic of Egypt, adopted in 1971 and amended in
1980, the democratic system is applied in Egypt. The constitution further outlines Egypt's
political system and defines public authorities. While Egypt is a constitutional country and the
political system is based on a multi-party system, (in practice) the ruling National Democratic
Party (NDP) dominates political activity. Internally the "state of emergency" (in force ever
since 1981) gives the state very much executive power. The most notable shift in the
governance structure in the last ten years is the remarkable increase in the power of the
presidency which has led to a high degree of concentration of the decision making process.
Apart from his executive role, the president has certain legislative powers. In addition, the
president makes decisions in the appointment of ministers and, as a result, the balance of
power has tilted notably to the presidency in comparison with cabinet. Consequently, the
political system can not be described as a pure democratic or dictatorial system. It possesses
the characteristics ofboth systems, which can be described as a semi-democratic system.
Accordingly, Egypt's political system shows an intermediate position between democratic
and dictatorial developing countries.
b- Prevalence of bureaucratic culture:
The comprehensive economic reform and structural adjustment program launched in 1991
under the guidance of the World Bank and the IMF created macro-economic stability and the
basis for extensive economic liberalization and privatization. This radical liberalization of the
economy is not yet mirrored by an equivalent administrative reform. Bureaucratic culture is
dominating all public sector entities. Unfamiliar paperwork and bureaucratic procedures
usually delay transition or change processes. This also means that although Egypt has
liberalized the economy, it is still sharing the rest of the developing countries in the
prevalence of the bureaucratic culture on the whole of public sector organizations.
c-

Common problems:

Most of developing countries, if not all, are suffering from various ills within the public
sector. Those ills are overstaffing, excessive control rather than concern for the client service,
a non-facilitative legal context, and a lack of appropriately trained personnel. In addition, they
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are still suffering from a certain institutional weakness, especially in the areas of legislation
on economic and public sector reform, bureaucratic performance in promotion of investment
and exports, the environment of information, and training and technology application. The
aforementioned ills and problems are common in most of the developing countries. In this

regard, Egypt is not better off than the rest.

1.7 Research

structure

In fact, the current study is actually more a research of the situation of Egypt and the
Netherlands concerning the transition to accrual accounting in their public sector (especially
at the central government level). Some of the factors that are in fluencing the nature and speed
of the transition to accrual accounting include the current basis of accounting used by the two
countries; and the basis o f accounting used in the preparation of the budget documents and i f
the basis of accounting will differ from that used in the financial statements. This is in
addition to the capability of existing information systems, and the completeness and accuracy
of existing information, particularly in relation to assets and liabilities (IFAC 2002).
Therefore, it is important to study the status quo of the central government accounting
systems ofboth countries. Consequently, chapter two will give an overview of the central
governmental accounting of Egypt as well as ofthe Netherlands. Egypt and the Netherlands
are using different governmental accounting systems; Egypt is using the fund accounting
system whereas the Netherlands is using the cameralistic accounting system. Herein, the
following points are tackled:
legal framework of the central government accounting;
accounting system of the central government;
budget system;
- bases of accounting and measurement focus; and
financial reporting and auditing.
Furthermore, the similarities and differences between the two central government accounting
systems and the reasons underlying these similarities and differences will be discussed as well
as the recent developments of the two central government accounting systems.

Having studied the status quo of both central government accounting systems in chapter two,
chapters three and four trace down the rationale underlying the transition to accrual
accounting in the public sector ofboth countries. Accordingly, chapter three is concerned
with considering the governmental accounting and financial reporting, particularly, the users
and their needs, objectives of government accounting and financial reporting, and examining
the degree to which those objectives and users needs are met by different bases of accounting.
In addition, chapter four conducts an analytic study with respect to cash and accrual
accounting systems in the public sector. This will expose the problems and drawbacks of cash
accounting in the public sector. Furthermore, we shall research to what extent the financial
information, which is provided by current government accounting systems of Egypt and the
Netherlands (which are discussed in chapter two), can assist the users of government financial
reporting in the decision-making process and in discharging the accountability. Besides, this
chapter tackles the following points:
concepts of accrual accounting;
the main considerations for the adoption of accrual accounting;
- benefits and costs ofthe adoption of accrual accounting; and
paradoxes and conflicts of accrual accounting.
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Once concluded that the use of accrual accounting can indeed overcome the problems and
drawbacks of cash accounting in the government accounting system, studying the transition
problems will serve as a cornerstone for detection of the transition requirements. Therefore, in
chapter five the problems that will preclude the transition to accrual accounting in the public
sector from the point of view of its practical and conceptual transition for both developing
countries (Egypt) and developed countries (the Netherlands) will be discussed. Furthermore,
the measures (procedures), which will be used to remedy those problems, will be tackled.

After identifying the problems and its remedies in chapter five, chapter six will discuss the
basic requirements that should be available if a certain country (whether a developed or
developing country) confirmed its intention (decided) to adopt accrual accounting in the
public sector. In this chapter we will make an attempt to develop a Basic Requirements Model
(BRM) for successful transition to accrual accounting in the public sector of both developed
and developing countries. Herein, we will discuss if this model can be used for both
developed and developing countries or if the developing countries need other basic
requirements that are not required for the transition to accrual accounting in the public sector
of the developed countries. Once we find that the basic requirements of the transition to
accrual accounting in the public sector of developing countries are different from that of the

developed countries, the Basic Requirements Model (BRM) will be modified to comprise the
additional basic requirements required for the successful transition to accrual accounting in
the public sector ofthe developing countries (in this case Egypt).

While chapter six ends the deductive part chapter seven presents an empirical study by
conducting two case studies ofEgypt and the Netherlands. The empirical study aims at
confirming and investigating the transition problems and requirements of accrual in the two
countries. Furthermore, this study will assist in conducting a statistical analysis, which would
be desirable to find out the significance of the differences of the transition problems
(preclusion factors) and requirements (supporting factors) within each country apart (for the
Netherlands and Egypt) and also to find out whether the significance of these variables vary
from country (the Netherlands) to country (Egypt). In addition, the correlation among the
preclusion factors within the two countries will be examined. Likewise, the correlation among
the supporting factors within the two countries will be researched.
Chapter eight contains a summary, recommendations and concluding remarks.
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1.8 Research (Transition) Methodology
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PARTI
Chapter 2

Central Governmental Accounting of the Netherlands and Egypt:
Overview, similarities, differences and recent developments
2.1 Introduction
As argued in chapter 1, the focus of the current study is on the transition to accrual accounting
in the public sector of both developed and developing countries. For this purpose the
Netherlands has been selected as an example and representative for the developed countries
while Egypt is selected for the developing countries. In reality, in order to determine whether
there is a transition or not, we should first define the transition term. In general, transition
means the movement/migration from one system (old) to another system (new). In specific,
transition is a methodology in which an interdisciplinary team takes responsibility for drafting
and working out a plan that aims to identify and scope the tasks required during the migration
from a traditional governmental accounting system to an improved governmental accounting
system. Luder (2001) argued that "a still open question is whether there are different
contextual configurations with a different conduciveness to different types of governmental
accounting reform. Every attempt to answer this question would require typifcation of
governmental accounting systems as a tirst step. Reform could then be defined as transition
from one type of governmental accounting system (old or traditional) to another type (new or
improved system)" (Luder 2001, p.17). In fact, the current study focuses on a similar
question: whether there are different transition problems and requirements for different types
of governmental accounting systems (especially between the developed and developing
countries). Accordingly, we agree with Loder that in order to answer this question we should
start with the typification of the old system. This in order to set the groundwork from which
the transition process can be launched, to be able to stand on a solid ground and be well
posted with the starting point of reform of each type of the governmental accounting systems.
So in order to say that there is a transition or not, we should first typify the old system.
In addition, IFAC (2002) has mentioned some factors that can influence the nature and speed
ofthe transition to accrual accounting. These factors are as follows:
a- The system of government and political environment;
b- the current basis of accounting used by the entity;
c- the basis of accounting used in the preparation of budget documents and if the basis of
accounting will differ from that used in the financial statements, the proposed method of
reconciling budget documents and financial statements;
d- the completeness and accuracy of information held on assets currently not recognized;
e- whether the change in the basis of accounting will be voluntary or whether all entities will
be required to have made the transition within a specified period oftime;
f- the existing capability of entities in terms of accounting systems and qualified staff;
g- the requirements of statisticians and the extent to which their requirements can be met
from the same database as the proposed new financial statements; and
h- the extent to which legislative changes are required.
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in the context of typification of the current government accounting system, both factors b and
c are considered to be more relevant with this chapter. The other factors are more relevant
with both chapters five and six where the transition problems and requirement
s will
respectively be dealt with. Thus, IFAC agrees with Luder that the nature and characteristics of
the status quo of the government accounting system can play an essential role in the transition
process. This is because the studying of the current situation will assist in determining the
launching point o f the transition process. Actually, the transition problems and requirements
Will differ according to the difference of accounting bases used. For instance, the transition
requirements in case of using the modified accrual basis will differ from those requirements in
case of using a cash basis or modified cash basis and i f there is consistency between the
budget and accounting basis. Therefore, studying and typification of the current/old
governmental accounting system should be considered as a first step in any transition (reform)
process. So in connection with the earlier determined transition methodology (in chapter 1),
the first step in the transition methodology is:

Typification of the old or traditional governmental accounting system
determines
V

The main characteristics, features and shortcomings of the current/old
system (which will be used as a launching point towards the transition
process)
So the overriding objective of this chapter is to gain knowledge about the main characteristics
of the two governmental accounting systems ofthe Netherlands and Egypt, which will help us
in conducting the rest of the current study. Therefore, our purpose in this chapter is:
to give an overview of the two central governmental accounting systems;
- to examine whether there are striking differences or similarities between the two
government accounting systems; and
to research how the two countries react to the new changes.

No doubt that the nature and structure of the accounting system in the governmental entities
differ from one country to the other, as this depends on the regulations, restrictions and the
procedures which are applied to each country. As a consequence, it is difficult to find uniform
GAAP that can be applied to different countries or to set standard procedures that can serve
all the countries in the same degree. Accordingly, there are striking differences among the
countries with respect to the governmental accounting systems. Generally, these differences
are more apparent between the developed and developing countries. So in order to
clarify the

differences between the Dutch and Egyptian government accounting systems, this chapter is
structured as follows: In the second and third section, an overview ofthe central government
accounting systems ofboth the Netherlands and Egypt is given. In this respect, the following
points are tackled:
Legal framework o f the central government accounting;
Budget system;
Accounting system of the central government;
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Bases of accounting and measurement focus; and
Financial reporting and auditing.
In the fourth section, the aspects of similarities between the two central government
accounting systems are discussed, while in the fifth section we are dealing with the aspects of
differences between both systems. The sixth section discusses the reasons underlying the
similarities and differences among the government accounting systems. Finally, the recent
developments for the two countries will be dealt with in section seven.

-

2.2

Central Governmental Accounting of the Netherlands

The Dutch government's system is divided into: (Cornelisse, 1994)
Central government (het rijk);
Decentral or lower government. This consists of the municipalities, provinces, and water
management authorities; and
Besides that, there is a separate category of social security institutions (sociale

verzekeringorganen).
So the governmental accounting system of the Netherlands comprises the central government,

decentral government, and social insurance institutions. In this study only the central
government accounting system will be dealt with.
2.2.1 Legal

framework of the central government accounting

The central government accounting regulation has been laid down in the Government
Accounts Act of 1976 (Bac, 2003) (further, Accounts Act of 1976). This Act has replaced the
Accounts Act of 1927. In the course of years the Accounts Act of 1976 has been adapted eight
times, the last adaptation was in January 17, 2002. According to the Dutch public system, the
Minister of Finance is carrying the responsibility for the central government Accounts Act.
Unlike the central government, the accounting regulations for decentral government are given
by bylaw on authority of the Provinces Act and the Municipalities Act both of 1994. In the
Dutch public system the Minister of Internal Affairs carries responsibility for these acts (Bac,
2003). The Accounts Act of 1976 (including the latest adjustment of April 12, 2001(seventh
adjustment) and January 17, 2002 (eighth adjustment)) comprises the regulations of the
central government budget. These regulations deal with different aspects of the budget such as
budgetary year (this coincides with the calendar year) and the estimates. Herein, the budgets
include estimates of the commitments, expenditures and receipts. The estimates of
commitments and expenditures constitute ceilings. On the other hand, the Minister of Finance
may designate categories of commitments, expenditures and receipts which may be recorded
in accounts outside the budget framework i f settlement takes place with another sector of
central government or with a third party. This means that the budgets do not include all the
estimates of the commitments, expenditures and receipts, because the Minister of Finance has
the right to exclude some categories of commitments, expenditures and receipts from the
budget framework (see section 4(2-3) and section 23 (2-3)). Furthermore, the budget
regulation comprises other aspects such as structure, compilation, timetables and the
amendment of the budget. The Accounts Act of 1976 deals also with the regulation
concerning the financial and non-financial management of the central government. This
includes management of the central government budget. Herein, different Ministers are
designated to manage different budgets, for example, Minister of General Affairs (Prime
Minister) shall also manage the budget for the Royal Household, and the Minister of Finance
shall also manage the budget of the national debt. Also, the regulation of the management of
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cash and non-monetary assets, bookkeeping and auditing, and the recording of the
commitments, expenditures and receipts are tackled in this Act.

In the Accounts Act, the supervisory function of the Minister of Finance was further
elaborated, where the Minister of Finance exercises a supervisory function in respect of
budget execution (Accounts Act -section 35). This function includes making assessments in
the light of general financial policy. Besides, the Minister of Finance determines the
in formation to be supplied to him for the purposes of the supervisory function and he
exercises a supervisory function in respect of the structure of the financial records and the
audit process involved in budget execution. In addition, this Act tackles the regulation of the
Court of Audit. This includes the membership and internal procedures of the Court of Audit,
and the role and the task of the Court of Audit within the central government. The Court of
Audit is playing an essential role within the central government. In this respect, it is
scrutinizing the Ministers financial management and associated annual financial statements,
and the financial records kept for the said management and statements.
The Accounts Act deals also with the regulation ofthe central government financial
statements. These financial statements comprise the accounts of commitments, expenditures
and receipts and the trial balance as at December 31 relating to these accounts, accompanied
by explanatory notes.
In addition to the aforementioned regulation, the Accounts Act comprises the regulations of
Agencies. These include the agencies budget- accounting system- and financial statements.
So the Netherlands has a legal framework for the central governmental accounting which
comprises the regulations that are required for organizing, managing and controlling the
budget process; determining the role and the task of the Ministers and the Ministries within
the central government; and discharging the accountability for the resources which are
entrusted to them. Furthermore, it comprises the regulation of the internal monitoring system
and internal control and auditing systems.

2.2.2 Budgeting system

A budget is a financial plan describing proposed expenditures and the means of financing
them. Budgets play a far greater role in planning and controlling government operations than
they do in the private sector. The numbers and methods of budgeting, which are used by
governments, are different among countries. Sometimes, they are different even within a
country especially between the local and central government.
The Dutch central government budget system consists of the following budgets:
- The budget for the Royal Household;
- The budget for the Kingdom Relationships;
- The budget for the High Councils of State and the Queen's Secretariat;
- The budget for the National Debt; and
- The budgets for the different Ministries.
This is in addition to the following budget funds:
- Provinces fund;
- Municipalities fund;
- Infrastructure fund;
Value-added-tax compensation fund;
Animal health fund;
Economic structure strengthening fund; and
- General old ages pension savings fund.
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In practice, there are three methods of budgeting: line item (traditional) budget, program
budget, and performance budget. Most of the government units use one or a combination of
these three methods. The budget method, which was used by the Dutch central government
till the end of 2001, was the line item (traditional) budget. This budget is an aggregation of
the line items or inputs such as salaries, rent, leases, interest, maintenance, and the like. The
budget is thus broken up on the basis of individual goods and services on which money is
with certain
spent. These are aggregated according to organizations or departments dealing
the
basis
an
annual
year's
are
previous
areas
and
by
comparing
drawn
up
on
usually
policy
used to control
expenditure and adding increments or occasionally decrements. These are then
expenditures by departmental (Ministry) officials (Hardman, 1982). This method focuses on
what is to be purchased rather than what services are to be provided.

As a result of the drawbacks of the line item budget, the Dutch central government has shifted
to the new style of budgeting which is called policy budget (beleidsbegroting) in the
budgetary year 2002. This shifting was based on the policy document with the title "From
Policy Budget to Accounting for Policy (in Dutch: Van Beleidsbegroting tot
Beleidsverantwoording). This is abbreviated in Dutch as VBTB. This document was
presented by the Dutch Minister of Finance in May 1999 to the president of the Lower House
of Parliament. The Minister of Finance explained in this document why the budget document
structure and the report structure need reshaping and what the results should look like (Korte
2001). The main objective of the budget policy is to provide a systematic method of
improvitig the allocation of resources and to improve the transparency of the government
performance. Unlike the old budget style, the efficiency and effectiveness are considered to be
the key principles of setting the policies and designing the budget. Therefore, in the policy
to
budget the policies, performance and resources are linked to one another in order provide
the
and
effectiveness.
the
concept,
the
budget
According
to
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efficiency
insight into
three
the
an
answer
to
each
following
questions:
should
give
ministry
budget of
1- What does government want to achieve?
2- What actions is government going to undertake to achieve it?
3- What may those actions cost?
These three questions are forming the key design principles of the policy budget. While the
policy budget comprises the core concept of the performance budget, it seems to be a
combination of the line item budget and performance budget. The budget document is
structured as follows:

-

the budget law;
a readers guide;
the policy paragraph;
the management paragraph;
- the agency paragraph; and
- the in-depth-addendum.
For more details about the contents of the above-mentioned elements, we refer to the policy
document VBTB -Tweede Kamer, vergadering jaar 1998-1999, 26573, Bestebreur, Kraak
and van der Berg, 2001 and Korte, 2001.

By virtue of the Accounts Act of 1976 (including the seventh and eighth adjustment), the
previously mentioned budgets coincide with the calendar year; and include estimates of
commitments, expenditures and receipts. The commitments ofthe budgetary year include the
estimated amounts of commitments arising directly in that year on the basis of a treaty, Act of
parliament, a Royal Decree, a Ministerial regulation, an order or an undertaking which will or
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may lead to expenditures in that year or a subsequent year. The commitments of a budgetary
year include the estimated expenditures in that year relating to: (Accounts Act of 1976)
1- Salaries, redundancy payments and other such periodic commitments;

2- Interest on fixed and floating debt;
3- Redemption of fixed debt;
4- Rent, leases and other such periodic commitments; and
5- Other categories of commitment to be designated by the Minister of Finance.
The receipts and expenditures include: (Accounts Act of 1976)
1- The monetary payments and receipts taking place in that year;
2- Non-monetary payments and receipts which are designated by the Minister of Finance.
The Minister of Finance has the authority to designate some categories ofnon-monetary
payments and receipts, which are entered as monetary payments and receipts respectively.
In this respect, he should notify the Court of Audit in writing of designated categories; and
3- The settlement between the sectors of central government which relate to budget sections
not belonging to the same budget shall be entered as monetary payments and receipts.
The estimates of commitments and expenditures on the one hand and of receipts on the other
hand are included in separate budget sections. A budget section is the smallest unit in the
budget Act. The budget sections are grouped according to main policy areas, so that each
main policy area provides a clear picture of the subjects covered. For instance, the budget of
the High Councils of State and the Queen's Secretariat comprises a separate budget section on
"staff and equipment" for each High Council of State and for the Queen's Secretariat. Also
the budget for the National Debt includes in separate sections estimates for:
a- Interest on and costs of fixed debt;
b- Interest on and costs of floating debt;
c- Expenditures in redemption of fixed debt; and
d- Receipts from the issue of fixed debt.
In Dutch public law the ministerial responsibility is an individual one. This means that each
Minister is personally and directly responsible for the policy and the operational execution
thereof towards parliament (Bac, 2003). In connection with the individual responsibility of the

Ministers, the management of the central government budget is laid down in the Accounts Act
1976. Herein, the Minister of General A ffairs is also managing the budget for the Royal
Household. The Minister of Interior is also managing the budget for the High Councils of
State and the Queen's Secretariat. The Minister of Finance is managing the budget for the
national debt and the budget of the funds; this is besides the budget of the Ministry of
Finance. The other Ministers, each in respect of the Ministry he heads, are managing the
budgets for the Ministry concerned.
- Budgeting basis:
The budget basis has substantial influence on the establishment of the budget administration.
Therefore, the basis upon which the budget is prepared should be consistent with the basis of
accounting used. In the public sector, there are four budget bases, which can be distinguished
as follows:
1- Cash basis (het kasstelsel): According to this basis, the budget includes only the estimates
concerning cash payments and receipts.
2- Commitment basis (het verplichtingenstelsel): Herein the budget indicates the amounts to
which a commitment is to be undertaken in the budgetary year.
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3- Transaction basis (het verkregen-rechtenstelsel): In the budget the right of suppliers are
estimated to the amount which will be payable by delivery (supplying). This also means
that a transaction is accrued to the period in which the goods and services are delivered,
because this is supposed to be the moment on which amounts formally start to be payable

or receivable (Bac 1998). This basis was used by the Dutch central government from 1927

till 1976.
4- Accrual basis (het baten-lastenstelsel): According to this basis the budget will estimate the
expenditures connected with the goods to be used. Here also the capital expenditures and
capital receipts are separately estimated.
In the budget of the Dutch central government, the commitment-cash basis is applied. This
means that by the central government the simple cash basis is chosen supplemented with
commitment estimates. In addition, by parts of a ministry which are granted the status of
agency, the budget and the financial statements are based on an accrual basis.

- The preparation and adoption of the central government budget:
In the preparation phase, the ministers play an essential role, especially, the Minister of
Finance, as he exercises a supervisory and co-ordination function in respect ofthe budget
preparation and execution. In the beginning of January the Minister of Finance starts with the
preparation of the budget. This takes place through preparation of the Framework Letter
(Kaderbrief). Herein, the anticipated growth of expenditures is outlined in the light of the
prognoses, which are drawn up by the Central Plan Bureau concerning the growth of the
national income, wage and prices developments. Moreover, the following points play an
important role by the preparation of the framework Letter: (Bestebreur & Kraak, 1997)
- The budgetary objectives;
- The data or details about the past year;
Insights into the developments of the current budget; and
Macro-economic estimates which are published by the Central Plan Bureau, about the
middle of March, in the Central Economic Plan.

of Finance forwards the Framework Letter to the
Ministers Council at the end of March / beginning of April of the year preceding the
budgetary year. In this letter the Minister of Finance suggests the maximum acceptable total
expenditures and any proposals about the size and composition of cuts (ombuigingen) proved
to be necessary. As soon as the Ministers Council has decided about the Framework Letter,
the total amounts ofthe expenditures and non-tax receipts are fixed. This takes place by
means of a Totals Letter (Totalenbrief). In this letter is enclosed per budget the total
information of the current budgetary year and the estimates for the four years following the
year concerned. After the Ministers Council has taken a decision about the budget framework,
the Ministers submit, in the second half of May of the year preceding the budgetary year, their
draft budgets to the Minister of Finance. This is called a primitive budget (primitieve
begroting). The primitive budget is examined by the Inspection of the Central Government
Finance (Inspectie der Rijksfinancien). Herein, the fellow-workers of the Inspection check up
whether the estimates are realistic and whether the items to be cut down are adequately
chosen. The primitive budget comprises particularly figures and not explanatory notes. The
fixed figures for the expenditures and non-tax receipts are considered to be the starting point
for drawing up the complete budget framework (ontwerpbegroting). However, in August the
Ministers take a decision concerning the tax receipts (tax tariff and premium percentages).
This decision is taken in the light ofthe most timely macro-economic prognoses that are
prepared by the Central Plan Bureau. As a result of determining the expenditures, non-tax
Based on the above stated, the Minister
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receipts and tax receipts, the Budget Bills and the Budget Memorandum (Miljoenennota) can
be printed. The Budget Memorandum outlines the headline of the financial economic policy
and the developments in the economy. In addition, this Memorandum includes (section 9 -

Accounts Act of 1976):
a consideration of the proposed policies budgetary implications for central government;
a consideration of proposed policies budgetary implications for the national economy;
- the multi-year estimates, that is estimates for the four years following the year concerned:
the summary of changes in the estimates, which are considered necessary in connection
with the changes in the estimates ofreceipts and expenditures and indicates the
implications of such changes for the multi-year estimates.
a summary of the totals of expenditures, receipts and balances over the preceding ten
years; and

-

a balance sheet showing the State's assets and liabilities as at December 31 ofthe
preceding year, together with explanatory notes, which must in any event show the
valuation bases.

All ministers, each in respect of the budgets that he manages, submit to the Minister of
Finance the relevant Bills to adopt those budgets, together with the multi-year estimates
(those are estimates for the four years following the year concerned). On the third Tuesday of
September in the year preceding the budgetary year, the Minister of Finance submits the
Budget Bills and budget Memorandum to the Lower House (Second Chamber Tweede
Kamer). It is worthwhile to mention that the Minister of Finance is authorized by the Queen
to submit the Budget Bills to the Parliament. By submitting the budget Bills and budget
Memorandum to the Lower House (tweede kamer) on the third Tuesday of September the
preparation phase is closed and the adoption phase starts. In the adoption phase, the
parliament plays the main role. In this phase the Budget Bills are discussed in a public
meeting by the Second Chamber (Lower House), and further, by the First Chamber (Senate)
of the Parliament. The reason behind the public meeting is the making of a political
evaluation for the proposed Bills by the government. The adoption of the Budget Bills
through both of the Government and the Parliament closes this phase.
-

2.2.3 Accounting system of the Dutch central government

The Dutch central government accounting system is organized and operated as a cameralistic
accounting system. By way of a historical note, the name of the cameralistic system is derived
from the German word " kammer" relative to the Latin word "Camera". By the old Greek this
was a wagon in which tax revenue was transported. In the beginning of the 16th. Century,
Austria established an accounting office (kammer) which was responsible for recording of the
expenditures and receipts, and controlling them. Before this in Rome, there was a "Camera
Apostolica" the meaning of the word camera was developed to cash accounting system
(Cameralistic accounting system) (Volmer, 1992). The cameralistic accounting system is a
non-balancing method and that is because it is a single-entry system. As a result, its internal
control is weak and its scope is limited. According to the cameralistic accounting system, the
subject of the administration is the cash. Under this system receipts are reported as being
earned in the accounting period in which they are received in cash. Expenditures are deducted
from receipts in the accounting period in which cash is disbursed in their payment. As a
result, the cash balance is the difference between revenue receipts and expenditures
disbursements. Besides, no adjustments are made for prepaid, uneamed and accrued items.
In addition, no difference is made between current expenditures and capital expenditures. So
the cameralistic accounting system gives a survey about a certain period in which the receipts
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and the expenditures have really occurred, and it only takes into account the changes in cash
position and not claims, debts or stocks and changes in assets.

The cameralistic accounting system in the Dutch central government is developed from single
entry to double entry and from a cash based-accounting system, which was applied in 1976
according to Accounts Act of 1976, to the commitment-cash based-accounting system. The
latter was a result of adding the commitment basis in the administration of the central
government in 1981. So it should be clear from the outset that we will use here the
cameralistic accounting system as a synonymous for the commitment-cash based-accounting
system using the double entry technique. We do that because the Dutch Ministry of Finance
uses the term cameralistic accounting system in the 01]icial documents. However, in section
2.2.6 we shall discuss further whether the Dutch central government accounting system can
be called cameralistic accounting or not.
In 1987, the Dutch central government attempted to make a combination between the
commitment and cash bases (verplichting-kasstelsel). The main reason behind this attempt
was the provision of additional information about the commitments incurred to improve the
internal control of the cameralistic accounting system. Also, by using the commitment basis,
the coverage of financial information to some extent, is broadened since commitments
incurred against appropriation are revealed. However, that information is still insufficient and
incomplete since liabilities are not recorded with the use of the commitment basis. Also there
is no record of in formation concerning claims outstanding at the end of the fiscal year.

Furthermore, the Dutch central government has attempted to use the accrual based-accounting
system within the central government through the establishment of several agencies. At the
beginning of the budget year 1994, the first four agencies were introduced. The number of the
agencies was increased to be 27 agencies in 2003. Notwithstanding, the financial statements
and the budget ofthe agencies are based on accrual basis, the financial statements ofthese
agencies are presented together with the financial statements of the Ministry to which they
belong and are not consolidated with them (Bac, 2003). In addition, the seventh adjustment of
the Accounts Act of 1976 gives the possibility to some parts of ministries, which are not
agencies, to use accrual accounting under certain conditions. For instance, based on this
adjustment the taxation is going to use the accrual accounting system. In addition, the
autonomous administrative authorities (in Dutch: zelfstandige bestuursorganen. ZBO's) are
using the accrual accounting system.
- Cameralistic accounting system as it is applied by the Dutch central government:
The financial statements of the Dutch central government entities must be seen in connection
with the budget. In fact, the budget system/basis has fundamental influence on the
establishment of the accounting system that will be used to carry out the budget. These
financial statements are budget execution statements, which are based on a cameralistic
accounting system. Also, the cameralistic accounting system is called budget bookkeeping
system. By the budget ofthe central government, the commitment-cash basis is used. As a
consequence, the cameralistic accounting system is a commitment-cash based-accounting
system. This is a twofold system consisting of two elements as follows:

-

-

A commitments accounting system (commitment basis); and
An expenditures and receipts accounting system (cash basis).

When dealing with the budget registration (this includes: the multi-year estimates / available
budget amounts of commitments, expenditures and receipts) these two elements should be
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kept in close relationship with each other, in order to make it possible to provide information
about available budget space concerning commitments and expenditures. Furthermore, the
commitments and expenditures bookkeeping systems should be kept in close relation with
each other in order to give insight into the existing commitments.
The two elements of the cameralistic accounting system should be established and kept with a
ledger account system. Requirements of the efficiency and control determine the way of the
establishment. There should be opened at least one ledger account c.q. subledger per budget
section.In the commitments bookkeeping system the following ledger accounts can be
distinguished: (see the regulations of departmental budget administration):
1- Commitments accounts inside the budget framework, in which the commitments are
chargeable to the budget sections; and
2- Commitments accounts outside the budget framework, in which the commitments may be
recorded in accounts outside the budget framework i f the settlement takes place with
another sector of the central government or with a third party. For example, if a
department A only passes through cash to another department B or to a third party, it is
not necessary for department A to record these commitments outside the budget
framework. Control by means of the account of expenditures and receipts inside the
budget framework is sufficient. But if there is notjust cash passed through, and if the
department A made commitments on behalf of department B towards a third party, it is
necessary for department A to record these commitments outside the budget framework.
Control of commitments made towards a third party takes place via the accounts of
commitments outside the budget framework (see regulations of departmental budget
administration section 3.2.3 page. 13).

Furthermore, in the expenditures and receipts bookkeeping system of a department (Ministry)
the following ledger accounts can be distinguished: (ibid.)
1- Expenditures and receipts ledger accounts inside the budget framework ( for the
expenditures and receipts which are debited or credited on the budget sections; there is a
separate ledger account for every expenditures and receipts budget section);
2- Expenditures and receipts ledger accounts outside the budget framework (those are ledger
accounts on which by exception expenditures and receipts are recorded). These should not
be debited or credited on the budget, because they can be settled with third parties. These
accounts are also called third parties accounts;
3- Financial accounts such as the accounts of cash money (liquide middelen) and the current
account with the central main bookkeeping system (rijkshoofdboekhouding (RHB)) which
is kept at the Ministry of Finance; and
4- Closing accounts with cashiers, these are the accounts, which show the current-accountrelation with the independent administrations of the services belonging to the department.
The accounting system of the central government is formed by the whole of the central main
bookkeeping system (RHB), which is kept at the Ministry of Finance, to which are attached
the decentral receipts and expenditures bookkeeping systems which are kept at every
department (Ministry). The departmental receipts and expenditures bookkeeping systems are
connected to the central main bookkeeping system (RHB) by current accounts, which are
included in every bookkeeping system and in the central main bookkeeping system (RHB).
Regarding the recording in this central main bookkeeping system one can distinct three types
of entries: (Voormeulen, 1993- Ministry of Finance)
- The recording of a provision to the departments (Ministries) of the required money to fulfil
the expenditures. This provision takes place by the central government funds (Rijkskassen)
that are controlled by the Ministry of Finance and registered by the central main bookkeeping
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system (RHB). The RHB credits the provisions on the current account as claim on the
departments. The departments record these provisions on their current account as a debt.
- The recording of expenditures and receipts in the departmental expenditures and receipts
bookkeeping system, on which the expenditures and receipts are double recorded, namely as
mutation in cash with a contra recording on the current-account with the RHB.
- After the acceptation of the final budget act, the annual recording (contra recording/
tegenboeking) takes place.
From the expenditures and receipts bookkeeping system the balance ofperformed budget
expenditures and acquired receipts by the departments will be transferred to the currentaccount with the RHB, so the balance is transferred to the Ministry of Finance. The remaining
current-account balance in every departmental expenditures and receipts bookkeeping system
represents the balance ofthe cash, which is placed at one's disposal and which will be used in
a

latter stage for budget purposes.

In connection with the cameralistic accounting system a number of extra- accounting files
(auxiliary files) are kept. These are supportable accounts, which are kept in connection with
and as complementary to the other parts from the cameralistic accounting system. This means
that the extra-accounting files report on the financial assets and liabilities that are not
comprised in the cameralistic accounting system. Herein one can think about debtors,
creditors, guarantees, stocks, rights, shares and advanced money (voorschotten). The extraaccounting files are needed because the control of accounts is often stretched out over a
period larger than one budget year. While the concerned accounts inside the budget
framework are closed per calendar year, the settlement of the items such as creditors, debtors,
guarantees, etc. and the management of shares is stretched out over more years. Furthermore,
the transactions in the extra-accounting files are not recorded according to the double entry
system. Then the cameralistic accounting system (as budget bookkeeping) and the extraaccounting files can be portrayed in short as follows: (see regulation departmental budgetDutch Ministry of Finance):
- Cameralistic accounting system:
- realization of commitments, receipts, expenditures and cash money (liquide middelen);
- current account central
government;
- third parties account;
- intermediate account; and
closing account.
- Extra-accounting liles:
- debtors;
- creditors;
- guarantees;
- advanced money;

- stocks; and
- shares
(deelnemingen).

In addition, i f a certain part of a ministry is granted the status o f agency, the budget and the
financial statements will be based on an accrual basis. The characteristics of the accounting
system of the agencies are largely the same with those of a commercial accounting system.
As a consequence, the financial statements consist of the profit and loss account, and the
balance sheet on which all assets (including physical assets) and liabilities (including accrual
liabilities) ofthe agency are mentioned.
So the cameralistic accounting system as budget bookkeeping and the extra-accounting files
are both important to draw up the financial statements of a Ministry which are necessary for
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discharging the accountability of the Minister in respect of the budget which he manages. The
financial statements of a ministry comprise: (Bac, 2003, van Boven, 1995)
The accounts of commitments, in which the accountability is given on the management of
the appropriated commitments;
The accounts of expenditures and receipts, together with a cameralistic trial balance
comprising monetary assets integrated in the cameralistic accounting, in which the
accountability is given on the management of appropriated expenditures and aimed
income;
Extra-accounting files trial balance which (in connection with mutation in cash) reports on
financial assets and liabilities not integrated in the cameralistic accounting system; and
Explanatory notes accompany the above-mentioned accounts and trial balances.
-

-

In addition, the financial statements of an agency consist of:
- The profit and loss account;
The statement of financial position comprising all assets and liabilities; and
- The explanatory notes.
2.2.4 Bases of accounting and measurement focus

The accounting bases determine the elements to be recognized in the financial statements. It is
mentioned by IFAC (1991) that there is a spectrum of accounting bases that ranges from the
cash basis of accounting, at one extreme; to the full accrual basis, at the other end of the
spectrum. In between, there are many variations that are, in effect, modifications of either the
cash or the full accrual bases. Conceptually, there are four accounting bases in practice: cash
basis, modified cash basis, modified accrual basis and full accrual basis. The measurement
focus determines what is being measured. Different types of measurement focus include totaleconomic resources concept, total financial-resources concept, current financial resources
concept, and cash flow and cash balances concept. The use of one accounting basis
determines the elements to be reported or recognized in the financial statements; hence, it
determines the type of measurement focus. The relationship between the measurement focus
and the accounting basis can be shown as follows: (IFAC, 1993)
Total-economic resources (and changes therein): to provide users with information
about assets, liabilities, revenues, expenses and net assets (equity) and changes therein and
whether the reporting entity is operating economically and efficiently. This means that the
total-economic resources concept is consistent with the concept of full accrual
accounting;
- Total Financial resources (and changes therein): to provide users with information
about liabilities, the financial assets available to meet those liabilities and the
amount and sources of the period's revenues and expenditures. This is consistent
with the concept of modified accrual accounting;
Current financial resources (and changes therein): to provide the users with
information about cash flows during the period, those liabilities that must be met
within a short period from reporting date and current cash balances and receivables
available to meet those liabilities. It is clear that the current financial resources
concept is consistent with implications of the modified cash basis (commitmentcash basis).
- Cashflows andbalances (and changes therein): to provide users with information
about the sources and the uses of cash and cash balances at reporting date. Accordingly,
this is consistent with the concept of cash basis.
-
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In the Netherlands the commitment-cash basis is used. This means that the central government
accounting system is organized to measure the flow of current financial resources. It
measures cash and commitments by recognizing transactions and events, which have occurred
by year-end and are normally, expected to result in a cash receipt and/or disbursement within
a specific period after year-end. According to the accounting basis used by the Dutch central
governmental accounting system, the total-economic resources and total financial resources
can not be measured. The total economic resources can only be measured through the use of
full accrual accounting whereas the total financial resources can be measured by the use of
modified accrual accounting.

2.2.5 Financial reporting and auditing

One ofthe main objectives of the government's accounting system is to demonstrate the
accountability. Financial reporting should assist in fulfilling government's duty to be publicly
accountable and should enable users to assess that accountability by providing the relevant
information. According to the Dutch Accounts Act, each Minister is accountable for the
management of financial affairs and the use of financial resources entrusted to him. In other
words, he is fully responsible for the budget, which he manages. This budget is connected
with financial statements. These financial statements are important means by which each
Minister demonstrates his accountability. As previously mentioned under section 2.2.2 that
budgeting system is changed from a traditional budget to the policy budget. Further, it is
mentioned that the policy budget focuses on three questions:
- What does government want to achieve?
- What actions is government going to undertake to achieve it?
- What may those actions cost?
Consequently, the structure of the financial reporting will also be changed to follow the
structure of the policy budget. The new structure of the financial reporting will focus on
answers to the three related questions:
- did government reach its goals as set in the budget?
- has government done what it was going to do?
did the cost of actions remain within the limits as set in the budget?

According to the Dutch Accounts Act, the financial reporting is divided into two categories:
1- Financial reporting concerned with the follow-up of the budget execution in
order to facilitate the budget management and to submit to the Parliament, through the
Minister of Finance, the changes that are deemed to be necessary in the estimates of
expenditures and receipts of the budgetary year.
These reports are:
-

-

monthly reports;
spring Memorandum;
provisional consequences; and
autumn Memorandum.

2- Financial reporting concerned with discharging the accountability of the Ministers. By
submitting the following documents the accountability of the Ministers is discharged:
-

-

provisional accounts;
financial statements of Ministers;
financial statements of central government as a whole; and
state balance sheet.
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1-

Financial reporting concerned with the follow-up of the budget execution:

1 - Monthly reports:

After the Budget Bills have been adopted by both government and Parliament, the real budget
execution starts on January 1 of the budgetary year. According to the Accounts Act of 1976,
the Minister of Finance exercises a supervisory function with respect to the budget execution.
In the framework of the budget supervision, the departments (Ministries) are obliged to report
about the budget execution by means of monthly reporting (maandstaten) and to discuss these
reports with the Ministry of Finance. Furthermore, it should be enclosed by the monthly
reports a prognosis of cash expenditures for the following four months. This assists the
Ministry of Finance to recognize in an early stage the untimely deficits (tegenvallers) and to
take the required procedures regarding this deficit.

2- Spring Memorandum:

of Finance submits to the Parliament the Spring
Memorandum. This Memorandum gives a summary of the changes that are considered to be
necessary in the estimates of receipts and expenditures set out in the Bills to adopt the budget
and indicating the implication of such changes for the multi-year estimates. This
Memorandum is important for the government because the changes in the estimates will effect
the budget execution during the rest of the budgetary year.
By June 1 of the budgetary year, the Minister

3- Provisional consequences:
As previously stated, on the third Tuesday of September in the year preceding the budgetary
year, the Minister of Finance submits the Budget Memorandum (Miljeonennota) to the
Parliament. This Memorandum includes, in addition to the headline ofthe budget policy of
the upcoming year, information about the execution of the current budgetary year. Total
picture about the budget execution of the central government is given in this Memorandum.
Moreover, this Memorandum gives a summary o f the changes in the estimates that are
deemed to be necessary in connection with the changes referred to in the Spring
Memorandum.

4- Autumn Memorandum:
The Autumn Memorandum is considered to be the last budgetary memorandum during the
budgetary year. Herein, the Minister of Finance submits by December 1 of the budgetary year
to the Parliament a summary of the further changes in the estimates that are deemed to be
necessary in connection with the changes referred to in the provisional consequences. In
addition, this Memorandum gives a rough forward glance about the end results o f the
budgetary year (Bestebreur & Kraak 1997). In comparison with the Spring Memorandum, the
Autumn Memorandum has trivial or no real effect on the budget execution, because it is not
expected that the Parliament can take decisions at the end of the budgetary year that have an
important effect on the budget execution in that year.
2- Financial reporting concerned with discharging of the accountability

1- Provisional accounts:
By March 1 of each year, the Minister of Finance submits to the Parliament the provisional
accounts for the preceding year. These accounts give a survey about the realized amounts of
expenditures and receipts. Moreover, these accounts should be seen as a discharge of the
rough accountability, and are not meant for starting discussion about the budget policies and
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results. So these accounts are nothing more and nothing less than a provisional summary of
the actual expenditures and receipts.

2- Financial statements of Ministers:
According to the Accounts Act (section 65) the Ministers, each in respect of the budget,
which he manages, should draw up the following financial statements:
A- the accounts of the commitments, expenditures and receipts, accompanied by explanatory
notes; and
B- the trial balance as at December 31 relating to these accounts, accompanied by explanatory
notes.
These financial statements should give insight into the financial position of the Ministry
concerned at the end of the fiscal year. Furthermore, it should help in making an evaluation of
the budget policy and budget management, which are pursued during the budget year. In order
to fulfil the above mentioned objectives, the accounts of commitments, expenditures and
receipts shall indicate for each budget section, besides, the actual amount, also the original
estimates and the various changes to the estimates made by Act of Parliament. The
explanatory notes to the accounts shall provide for each budget section: (Accounts Act of
1976 section 65)
1- an explanation of the policy pursued focusing on discrepancies and adjustments in relation
to the intended policy; and
2- an explanation of the activities carried out and their results, i f these differ significantly
from the information concerning the intended activities and their results, as specified in
the explanatory memorandum to the Bill to adopt the budget.

The trial balance of a Ministry shall include both cameralistic and extra-accounting files trial
balance. This means that the trial balance comprises besides the monetary assets integrated
into the cameralistic accounting system, also the financial assets and liabilities that are not
included in the cameralistic accounting system. The above-mentioned accounts and trial
balance before submitted to the Minister of Finance should be accompanied by an auditor's
report. An internal Audit Department (Departementale Auditdienst DAD) does this audit
within the Ministry concerned. This Audit Department is given the task of auditing the
financial management and the annual financial statements thereon, and the financial records
kept in connection with the said management and statements. By March 15 of the year
following the budgetary year, the Ministers forward the financial statements, together with a

Summary Report (this includes the main audit findings and an auditor's report regarding the
financial statements) to the Minister of Finance. By March 31, the Minister of Finance
forwards the following statements, accompanied by a covering letter, to the Court of Audit
(Bestebreur, Kraak and van der Berg, 2001):
- The financial statements of the ministries with the related summary report of the Audit
Department; and
- The comments that the documents referred to may prompt him to make.
3- Financial statements of central government.

After the Minister of Finance has received the financial statements from all the Ministers, he
draws up the financial statement of the central government as a whole. This is an aggregation
ofthe financial statements of the Ministries and comprises the accounts of central government
expenditures and receipts, accompanied, ifnecessary, by explanatory notes and the central
government trial balance as at December 31 connected with these accounts. Basically, the
central government financial statements should be corresponded with the financial statements
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of the Ministries. Further, the Minister of Finance forwards by April 21 of the year following
the budgetary year to the Court of Audit the following documents:
- The central government's financial statements; and
- The central government's trial balance, accompanied by the audit findings ofthe internal
audit department of the Ministry of Finance (Bestebreur, Kraak and van der Berg, 2001).
The Court of Audit draws up for each financial statement a report of the audit it has
conducted. In this connection, the Court of Audit examines whether commitments,
expenditures and receipts have been made in accordance with budgetary legislation and other
statutory provisions and whether in general the requirements of order and control have been
met. Next, the Court of Audit draws up a statement of approval relating to the central
government financial statements. The Court of Audit forwards the reports and statement of
approval to the Parliament and to the Ministers concerned by the Third Wednesday of May of
the year following the budgetary year. To grant discharge to the Ministers in respect of
financial management concerning a budgetary year, the Minister of Finance forwards to the
Parliament by the Third Wednesday of May of the year following the budgetary year the
financial statements of the Ministers and the financial statements of central government, and
in addition, an explanation of the financial management during the previous year and the
results of the central government Audit (Accounts Act 1976; Bestebreur, Kraak and van der
Berg, 2001). After the Final Acts have been accepted by the Parliament, the accountability of
the Ministers is discharged and the financial management of the budget execution concerning
the previous financial year is closed (Van Boven, 1995; and Bestebreur, Kraak and van der
Berg, 2001).
4- State balance sheet (Staatsbalans):
Although the cameralistic accounting system and the accounting basis which are used by the
Dutch central government do not enable to draw up the balance sheet, the State balance sheet
is prepared by the central government. The State balance sheet is partly prepared on the basis
of statistical data and not only on the basis of accounting information. As from 1996, the
preparation of the State balance sheet takes place according to the European System of
National and Regional Accounts 1995 (ESA 95). The annual preparation of the State balance
sheet has the purpose of giving insight into the composition and size of the net worth ofthe
central government; the change in the net worth elements during the last year and the causes
of increasing and decreasing the net worth balance. The central government prepares only the
State balance sheet and does not prepare a profit and loss account. This balance sheet is
prepared at the end of the fiscal year using the trial balance of the central government, on
which the financial assets and liabilities are mentioned, and the statements of ministries
regarding the goods under their control. The balance of the assets and liabilities represents the
net worth. This figure does not represent the wealth of the State because there are several
assets, which are financed by the central government budget such as tangible and intangible
infrastructure assets, not included in the State balance sheet. Moreover, this balance sheet
does not give a fair view of the financial position of the central government. In order to give
insight into the financial position, it is important for the central government to have insight
into the income from levying of taxes and from other sources such as natural gas in the future
(van Boven, 1995). It is also important to control the expenditures in the future, in this regard,
the total debt of the central government plays an important role considering the interest
payments. To these subjects, the attention is not paid in the State balance sheet, but in a
general part of the Budget Memorandum (van Boven, 1995).
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2.2.6 Raising an issue:

After having discussed the Dutch central government accounting system, we would like to
raise an issue. This issue is to what extent can Dutch central government accounting be called
cameralistic accounting system?
In theory, as well as in practice, one comes across two basic types of accounting: the nonbalancing methods and balancing methods. Non balancing methods are a variation of singleentry, like the methods of Jones, Poitraf, etc., and the cameralistic method (Filios, 1983).
Balancing methods are double-entry like Old Italian double-entry, Improved Italian doubleentry (Filios, 1983). The basic characteristic of cameralistic accounting (according to Filios)
is the separation of money management from the management of other tangible assets, i.e. the
asset management. Also the importance of cash in the cameralistic accounting is expressed by
Walb as follows: In public administration, where the actual payments are a central issue, cash
payments and cash receipts still play an important role.... The cash book as a primary
accounting book and the cash account... still form the basics of cameralistic accounting
(Walb, 1926:230; trans. by Monsen and Nasi, 1996:230). Besides, Monsen and Nasi (1998)
bring forward three important features of cameralistic accounting: first, cash control and
money management play a central role; second feature is the central role the budget plays in
the public sector economy; and third feature is the non-existence of the comprehensive
balance sheet. In short the three features are:
-

Money focus;
Budgetary control; and
Non-comprehensive balance sheet.

Prof. K. Luder (1999) has concluded that the main characteristics of the cameralistic
accounting are: (1)
- it is a single- entry; and
- it is a cash accounting system.
And i f the cameralistic accounting system lost these two characteristics, it would no longer be
called cameralistic accounting. Furthermore, Luder (1993) states that the present German
government accounting system is in fact focused on revenues and expenditures (more exactly
on receipts and disbursements); it is cash-based accounting system using the single-entry
(cameralistic) bookkeeping technique. This means that the German government accounting
system is consistent with the main characteristics of the cameralistic accounting system.
As we have seen in section 2.2.3, the cameralistic accounting system in the Dutch central
government is developed from single-entry to double-entry and from cash-based accounting
to commitment-cash based-accounting system. So one can infer that the Dutch central
government accounting system has lost the two basic characteristics ofthe cameralistic
accounting system, where it is no longer single entry and it is not a pure cash accounting. On
the other hand, it is still playing an important role in controlling the execution of the annual
budget approved by the Parliament (budgetary control). Consequently, the central government
accounting system of the Netherlands can not be called cameralistic accounting. The main
features ofthis system are as follows:

(1) This was an oral discussion with Prof. Luder during the 7th CIGAR conference 24/25
June 1999 at Tilburg University - the Netherlands.
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-

-

-

It isa modified cash-based accounting system: where the contents and implication of the
commitment-cash based-accounting system are almost the same contents and implication
as of the modified cash-based accounting system;
It is budgetary accounting: the term "budgetary accounting" as used by Jones and
Pendlebury, is a term well suited to describe accounting models used in public sector
organizations, where the budget plays such an important role. Moreover, Jones and
Pendlebury (1984) state that the phrase budgetary accounting refers to the practice of
including budgeted amounts and actual amounts within a double entry; and
lt is using double-entry bookkeeping technique.

2.3 Central government accounting of Egypt
2.3.1 the Legal

framework of the central government accounting

Before 12 -04-1981, there was no legal framework for the governmental accounting in Egypt.
The government accounting was subjected to the financial regulation of the budget and
accounts. This regulation is a group of instructions and periodical books issued by the
Ministry of Finance during di fferent periods. This regulation was not formulated in a form of
law and, of course, did not have the power of law. As a consequence, the accrued revenues
that should be collected during the budgetary year were delayed and the earmarked
appropriations for the governmental entities were not precisely followed and most of the
governmental entities had expended more than their appropriations. This, in tum, led to an
increase of the budget deficit. Therefore, there was an imperative for enactment of
Governmental Accounting Act NR. 27 of 1981. This Act aims at:
setting the basic regulations of government accounting in the central government entities,
local government entities and public services bodies in place of using a huge number of
instructions concerning the rules of expending, collection and control;
- supporting the financial control on expenditures: while the Ministry of Finance is
authorized and empowered to exercise a pre-expending financial control on the operations
of the governmental sector, the post-financial control is exercised by the Central Auditing
Organization (CAO);
providing the required in formation for decision-making in respect of economizing the
expenditures and developing the resources through setting the regulation to follow-up the
budget of the country and disclose its results and to report on the budget performance;
making guidelines for the government accounts that result in uniformity of definitions,
terminology and codification of the accounts which can lead to the use of computers; and
- making a combination between the cash basis and the accrual basis, which is applied on
the investment budget pursuant to the Act of establishment of the National Investment
Bank.
The Government Accounting Act NR 27 of 1981 comprises three sections as follows:
• Section 1: this is concerned with determining the objectives of the government accounting
and where it should be applied. The objectives of government accounting
according to the
Act 27 of 1981 are:
fulfilling ofpre-expending financial control and an internal monitoring system regarding
the financial means ofthe governmental entities which are subjected to the Act 27 of
-

1981;

-
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economizing the expenditures to the extent that ensures the efficiency o f public
expenditures in achieving the budget purposes;

-

controlling of the obligations of the governmental entities and follow-up the redemption

of it;
-

-

demonstrating the execution results of the general budget of the country; and finally
furnishing the required information for determining the financial positions and for

decision making.
Furthermore, this section deals with the government accounts. These accounts are divided into
budget accounts, assets and liabilities accounts. Also this section determines the governmental
units that are subjecting to the Government Accounting Act. These units are central
government, local government and public services bodies. This section is further concerned
with the regulation of expending and collection of the estimated expenditures and revenues.
• Section 2: this section regulates the rules of financial control and internal monitoring
systems.

•

Section 3: this section includes general rules. For instance, the accrued compensations and
salaries of the civil servants can be added to the general treasury ifthe civil servants do
not ask for them within five years from the accrued date.

2.3.2 Budgeting system
In Egypt, the budget of the central government is considered as a part of the General Budget

of the country. In fact, one general budget is prepared for the country as a whole. The general
budget is a financial plan that comprises the estimates of expenditures for the upcoming
financial year and the estimates of revenues of financing them. The general budget is related
to the country's overall plan for socio-economic development. Therefore, this budget is
considered as a financial program for the following financial year to achieve specific
objectives in the framework of the general plan and public policy ofthe country.
The general budget does not coincide with the calendar year but it begins in July and ends in
June. The budget method, which is used by the Egyptian government, is the line item
(traditional) budget. The general budget is an aggregation of the following budgets:
1- Budget of central government administration: this includes the estimates ofrevenues and
the appropriations of the Ministries and governmental agencies that undertake
administrative activities such as the Central Agency for Organization and Management.
This agency is responsible for determining the governmental entities needs of human
resources, designing programs for training of human resources, embarking on work
simplification, performance standards, etc.;
2- Budget of local governmental units: this comprises the estimates of revenues and the
appropriations for the governorates, counties, townships, municipalities, and villages.
According to the local governmental Act, separate budgets should be prepared for each
governorate and these budgets should be included in separate sections of the general
budget. The governorate budget includes the expenditures and receipts of all local units of
that governorate. The governorate consists of cities, counties and villages;
3- Budget of public service bodies: these bodies provide public services to the population
without return or with return less than the real cost ofthese services. Those bodies do not
aim at making profit, therefore, their activities are considered to be as services. Examples
ofthese bodies are the Egyptian Public Body of Books and the Public Body of the
Financial Market. The budget comprises the proposed expenditures and receipts of those
bodies; and
4- Budget of financing funds with a service character: the budget includes the estimates of
revenues and appropriation ofthe financing funds which are established by law to achieve
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specific objectives such as, emergency funds, funds of improvement of cotton, funds of
financing the buildings of the Ministry of Foreign Affairs abroad, etc.

According to the Budget Act 53 of 1973, adjusted by Act 11 of 1979, the general budget of
the country should be prepared on the basis of administrative division (Central, local and
public bodies) and functional classification. These functions can further be classified into
programs, acti vities or projects. The functional classification of the expenditures comprises:
agriculture and irrigation sector, education and research sector, industrial and mineral sector,
health service sector, transportation and communication sector, etc. Furthermore, the general
budget is divided into four parts. The first and the second part are confined to the current
budget, and the third and the fourth part are confined to the capital budget.
Moreover, the Budget Act, requires that the general budget should be separated into two
budgets as follows:
1- Current budget: this budget comprises all current expenditures and receipts of the
governmental entities, which are concerned with the embarking on its activities. The current
expenditures consist of: (part 1) wages (salaries, compensations, bonus, etc) and (part 2)
current outlays (such as material requirements, service requirements) and current transfers
(rent, interest for local loans and foreign loans, subsidies, etc.). On the other hand, the current
receipts comprise current revenues (part 1) (direct taxes, indirect taxes, fees) and current
transfers (part 2) (subsidies, rent, fines, interest, etc.).
2- Capital budget: this budget is concerned with capital expenditures and capital receipts. The
capital expenditure is used to construct or buy facilities that provide services over a period of
time, or is used to develop long-term projects and to redeem the long-term liabilities such as
the local and foreign loans. So the capital budget comprises:
a- Investment budget (part3 )·. this budget shows the value of investment that will be
carried out by the governmental entities included in the general budget. Furthermore, it
shows the capital revenues which will be used to finance the investment. In short, the
investment budget comprises the new capital injections (such as purchases of government
assets and constructing of government assets) and the resources of financing them (such as
sales of government assets, loans, grants).
lt is worthwhile to mention that the investment budget is financed by the National Investment
Bank. This bank has been set up according to the law No. 119-1980 (the establishment of the
National Investment Bank) with the purpose of financing the capital projects embarked on by
all governmental entities and following-up the implementation of such projects. Hence the
National Investment Bank has the right:
to determine the conditions according to which a capital project is to be financed in the
light of the nature and anticipated economic and social benefits of such project;
to prepare a finance program for the projects included in the plan within the ceiling of
earmarked appropriations, including foreign loans; and
- to guarantee the finance from native and foreign sources for each project in the plan, etc

(Noufal, 1985).
b- Capital transfer budget (part 4) this budget would show the value of the capital
transfer, which is considered to be as capital expenditure because it is settled in more
than one year. However, these capital expenditures do not lead to a construction of
fixed assets in the budgetary year. In reality, this will be used for redemption of longterm loans premium. Furthermore, this budget also includes the resources of financing
the capital transfer such as several capital revenues, loans, and credit facilities. In short,
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the capital transfer budget includes the capital transfer and the resources
them.

of financing

- Budget basis:
According to the Budget Act No. 11 of 1979 and the Government Accounting Act 127 of
1981, the cash basis should be used in the preparation and execution of the budget. This basis

records transactions when payments are made, independently of the time when goods and
services are ordered, delivered and consumed. As a result of using the cash basis, the amount
of appropriation, which is not expended until the end ofthe financial year, is cancelled and
considered to be as a surplus. Also the revenues which are not collected in the budgetary year
should not be added to the revenues of that year but it should be added to the year in which
they are really collected. This, in turn, will result in that the financial statements disclose the
monetagposition of the government. On the other hand, the investment budget is prepared
and executed according to the accrual basis.

- Preparation and adoption of the budget:
The Ministry of Finance undertakes, together with the Ministry of Planning and the Ministry
of Economy and Foreign Trade, the preparation of the budget process. This stage starts with
making initial estimations for what the figures of the budget in the upcoming financial year
would be. These initial estimations are prepared in the light ofthe actual results of the budget
execution of the current budgetary year and take into consideration the anticipated changes in
the laws and regulations that can affect the budget figures. The budget initial estimations
should be discussed with the Ministry of Planning in order to reach an approximation for the
budget figures. After that the Ministry of Finance sets the rules and instructions that should be
followed in the preparation of the annual budget estimates. The rules and instructions are
formulated in form of a guideline. The Ministry ofFinance forwards this guideline
accompanied by budget models to the governmental entities. Each governmental entity fills in
the budget models by its proposed expenditures and the means of financing them and these
models should be sent back to the Ministry of Finance. After the Ministry of Finance has
received all the budget models, it prepares the Budget Bill. Before submitting the Budget Bill
to the People's Council (Parliament) the Ministry of Finance should consult the Central Bank
in order to co-ordinate between the financial policy and monetary policy.

in the adoption phase, the Minister of Finance and the Minister of Economy and Foreign
Trade submit the Budget Bill to the People's Council. This should take place at least two
months before the end of the year preceding the budgetary year. The Budget Bill is examined
by the Budget and Plan Committee of the People's Council. This committee should submit a
report on the financial policy of the Budget Bill and the proposed adjustments. Once the
People's Council approves the budget, it becomes the financial basis for the operations of
governmental entities during the next fiscal year.
2.3.3 Accounting system of the central government

The accounting system of the governmental entities is considered to be the main instrument
required to carry out the financial operations that are performed by these entities and for
which the general budget is prepared in form of dedicated appropriations associated with the
governmental expenditures and revenues of the country. The government accounting system
of Egypt means, according to the Government Accounting Act NR 27 of 1981, a group of
regulations and restrictions that the governmental entities have to follow in executing the
general budget of the country and in recording and classi fying the financial operations which
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are earned on by those entities. Further on, it includes the rules of pre-expending financial
control and internal monitoring system, and demonstrates and analyses the results that are
expressed by the financial positions and financial statements of the governmental entities in

order to give fair view of them.
The governmental accounting system of Egypt is uniform for the whole governmental sector
(includes central and local government). This system is organized and operated on a fund
basis. This means that the fund accounting system is used in governmental entities. A fund is
defined as an independent fiscal and accounting entity with a self-balancing set of accounts
recording cash/or other resources together with all related liabilities, obligations, revenues,
and equities which are segregated for the purpose of carrying on specific activity or attaining
certain objectives in accordance with special regulations, restrictions, and limitations. (NCGA
1968). In some countries such as USA and UK the appropriations are divided into several
categories: general fund, special revenues fund, working capital fund, special assessment
fund, bond fund, trust and agency fund. In Egypt, the appropriations are divided into two
categories:
1- fundamental appropriations: these are the appropriations that are adopted according to the
Budget Act and their value is estimated in the beginning of the financial year; and
2- additional appropriations: these are the appropriations that should be added to the
fundamental appropriations in order to encounter contingent circumstances after adoption
of the budget. These appropriations are further segregated into supplementary
appropriations to cover any deficit in any item in the general budget and exceptionally
appropriations that should be approved by the People's Council to encounter specific
circumstances.

Pursuant to the Act 27 of 1981, the government accounts are categorized into four categories
(Government Accounts Guideline):
1- Budget accounts: these comprise the accounts of expenditures and resources according to
the budget classification in order to fulfil the following purposes:
- distributing the expenditures and receipts according to its nature;
demonstrating the result of current budget execution whether it is a current surplus or a
current deficit;
demonstrating the results of capital budget implementation whether it is a capital surplus
or a capital deficit; and
- demonstrating the financing resources to cover current or capital deficit and showing how
the surplus is used.
2- Assets accounts. these include the accounts of fixed and current assets and the balances of
current deficit. With regard to the fixed assets the following points should be taken into
consideration:
- recording the value of the owned fixed assets by the government entities in the beginning

-

of the financial year;
recording the added assets during the financial year; and

deducting the value of assets that are disposed whether they are sold or depreciated.
3- Liabilities accounts. these represent the obligations of the governmental entities for third
parties and among each other. For these accounts the following considerations should be
taken into account:
recording the obligations on the governmental entities in the beginning of financial year;
- recording the obligations which are incurred during the financial year; and
- deducting the obligations, which are paid during the financial year.
-
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4- intennediate accound: these are the accounts that are used for control purposes and they
should be cancelled as soon as their purpose is fulfilled.

The ingredients of the governmental accounting system of Egypt are·.
1- control agency ofgovernment accounts;
2- documents of government accounting;
3- books and records of government accounting; and
4- periodical reporting and financial reporting.
The first three elements can further be explained as follows: (the last item will be dealt with in
section 2.3.5)
1- Control agency of government accounts:
The Ministry of Finance is responsible for controlling the government accounts in all
governmental entities included in the general budget: Ministries, local units, public bodies,
and financing funds. This control is performed through appointment of a group of its officials
by the governmental entities. The officials consist of:
financial controllers and financial managers;

-

accounts managers;
accounts deputies; and
- central and local financial inspectors.
The officials undertake different tasks within the governmental entities. In general, these tasks
-

are:

-

-

-

exercising a supervisory function on the accounting units o f the governmental entities;
participating in the preparation of the Budget Bill in respect of the governmental entities
where they work;
controlling the execution ofbudget and auditing its expenditures and revenues accounts;
submitting the financial statements to the Ministry of Finance; and
examining the end-of-year final account of the governmental entities concerned.

2- Documents of governmental accounting:
The governmental accounting system of Egypt relies on a group of documents that have to be
used by all the governmental entities that are subjected to the general budget Act, whatever
activities are performed by these entities. These documents are considered to be enough to
furnish an objective evidence for recording the financial operations in the framework of the
line item budget (traditional budget). These documents are used to record in the accounting
books and records; they are an important source ofinformation and they undertake a control
role on the operations ofthe governmental entities. These documents are categorized into:
documents of original entry by which the financial operations can directly be recorded in
journals and ledger accounts; and
supplementary documents which are enclosed in the documents of original entry in order
to enhance the operations of those documents.
These documents are divided, according to the nature of government operations, into
expenditure documents and revenues documents, store documents and others.
-

3- Books and records ofgovernment accounting:
The government accounting system of Egypt requires that all governmental entities included
in the general budget should use an unified group ofbooks and records of accounting,
controlling and statistical. Further, it is not allowed for these entities to use new books of
accounts, to make adjustments for these books, to open new forms, or to use the forms for
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purposes other than those predetermined for them. These books and records of the
government accounting are segregated into three sections as follows:
- section 1: journal books;
- section 2: ledger books; and
- section 3: statistical and controlling books.

The first two sections represent the fundamental accounting books that, in turn, represent the
main structure of the governmental accounting system. The journal and ledger books are used
according to the double entry system. Section three: comprises a group of statistical and
controlling books that are used to furnish the required data that can not be provided by the
accounting books. These books do not use the double entry system. The aforementioned three
sections will be tackled as follows:
• Section 1. journal books: these books include a group of books which are used to record
the financial operations of the governmental entities based on the double entry system.
-

-

•
-

-

-

-

These books are:
general journal book for expending forms (NR 244);
general journal book for reconciliation; and
cash book.

Section 2: ledger books: these comprise:
budget accounts books: these are separated into a ledger book of expenditures item and a
ledger book of revenues item;
general current accounts books: such as, book of cash account, book of cheques, book of
bonds, book of remittance and others;
current accounts under reconciliation: these comprise the ledger books of debt current
accounts under reconciliation and of credit current accounts under reconciliation;
regular accounts: the governmental accounting system uses some of the regular accounts
to furnish additional accounting information about the contingent rights and obligations.
For example, accrued accounts for the government (debt), account of prepaid amounts
(debt) and trust accounts paid for in advance; and
others, less important accounts and books.

• Section 3: Statistical and controlling books: (auxiliary books)
The governmental entities use statistical and controlling books besides the accounting books
to follow-up certain aspects that are not available in the accounting records. Furthermore, the
main reason behind the use of these books is to overcome the lack of financial information
that emerges as a consequence of using the cash basis as an alternative to accrual accounting.
rhese books are:
encumbrances (commitments) records;
records of rent contracts of places and ground;
records of contractors contract;
records of accrued debt of the government; and
statement of daily trial balance. This statement represents the daily trial balance of
financial operations of the governmental entities, and it is divided into two sides: credit
and debt. The debt side should equal the credit side at the end ofthe day.
2.3.4 The accounting bases and measurement focus

By virtue of the Government Accounting Act NR 27 of 1981, the cash basis is applied to the
current budget with respect to expenditures and revenues, and the accrual basis is applied to
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the investment budget. The application of the accrual basis to the investment budget means
that the operations associated with the investment projects should be recorded on basis of
what is actually achieved as soon as this achievement is fulfilled whether it was accompanied
by the payments or not. On the other hand, the government expenditure on purchases of fixed
assets is treated as a current expenditure (fixed assets are considered as assets to be consumed
in the current fiscal year). In addition, the cost of such assets is not depreciated or allocated as
an expense over their useful life. This means that the accrual basis is only applied to the
accrued and prepaid amounts in respect of the investment projects. So the capital expenditures
and current expenditures are treated by the same way. Hence, the accrual basis is partly
applied to the investment budget. Besides, the distinction between current expenditures and
capital expenditures in the general budget is artificially made and for serving some of the
statistical purposes as follows:
1- in principle, the first and second parts of the general budget of the country are charged by
the current expenditures whereas the third and fourth parts are charged by the capital
expenditures. This distinction is in fact an artificial distinction; for instance, the second
part, which is concerned with the current expenditures, includes some assets that can be
used for more than one year such as equipment, office furniture, copy machines, etc.
However, according to the GAAP these assets and its expenses should be considered as
capital expenses. Hence, they should be charged on the capital budget and not on the
current budget.
2- in addition, this distinction is only made for statistical and graphical purposes. In fact, the
total expenditures of the four parts of the general budget are closed at the end of the
financial year in the end -of-year final account and are considered as public expenditures
of that year (Saraya, 1998).

Furthermore, the cash basis is not applied to all items of the current budget, especially the
items that have given rise to obligations to a third party such as salaries and contracts of
contractors. The accrued obligations are charged on the current budgetary year, despite the
fact that they will be paid out in the following year. This means that the current budgetary
year is debited by the accrued obligations and then it makes a trusts account credit by the
same accrued obligations at the end of the year. In the following year, these obligations will
be paid out from the trusts account. In reality, government accounting system of Egypt and its
periodical-and financial reporting is organized to measure the monetary position Ofthe
governme,it. This means that the measurement focus according to the aforementioned is on
the cash balances and changes therein.
2.3.5 Financial reporting and auditing

The financial statements are considered as an output ofthe accounting system of the
governmental entities. These statements have a certain structure, form and content which are
determined by law. This depends heavily on the regulations and restrictions of each country.
Further, these statements should be submitted to the different parties. In Egypt, these parties
are: the Ministry of Finance, Central Auditing Organization (CAO) and People's Council
(Parliament). The main objective of the financial statements is to determine the compliance
with the budget regarding the appropriations and revenues, which are adopted, and to indicate
whether these appropriations and revenues were obtained and utilized in accordance with
legal and contractual requirements. Pursuant to articles No 53,56 and 57 of the Executive
Manual of Government Accounting Act No 27 of 1981, all governmental entities are required
to submit the following financial statements to the Ministry of Finance:
1- approximate monthly follow-up reports of revenues and expenditures;
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2- monthly reports of revenues and expenditures, as well as the balances of financial
accounts;
3- quarterly reports of revenues and expenditures, as well as the balances of financial
accounts; and
4- the end-of-year final account.
These financial statements will be dealt with as follows:
1- Approximate monthly follow-up report of revenues and expenditures:
This report should be submitted in the fourth day of the following month and it comprises the
value of revenues and expenditures that are recorded in the accounting books until the last day
of the month.

2- Monthly report of revenues and expenditures:
Since the approximate monthly follow-up report is quickly prepared in order to enable the
Ministry of Finance to get a rough view of the financial positions ofthe governmental entities
at appropriate time, it is prepared before closing the accounts. Furthermore, this report does
not include the balances of financial accounts. As a consequence, the monthly report is
prepared to show the actual financial position of the governmental entities. It also
encompasses the opening and closing balances of the treasury (fund) and the balances of the
credit and debt accounts. Furthermore, attached with this report is a statement that shows the
still existing amounts of credit and debt current accounts when they exceed one thousandpound and which are included in the credit current accounts under reconciliation and debt
current accounts under reconciliation. The governmental entities forward this report to the
Ministry of Finance in the tenth day of the following month.
3- Quarterly reports of revenues and expenditures:
This report should be presented every three months and it comprises the expenditures,
revenues and the balances of the financial accounts of this period. However, the last quarter
report should also include the expenditures, revenues, and the balances of the financial
accounts of the preceding three-quarters and should be forwarded to the Ministry o Finance
on the tenth day of the following month. Unlike, the last quarter report should be sent on a
certain date which is determined by the Ministry of Finance. This is usually two months after
the end of the financial year. Before preparing the last quarter report, the expenditures and
revenues of the year should be settled in order to restrict the accumulation of the balances of
credit and debt accounts.

f

4-The end-of-vearfinal
account:
..
This final account is prepared after the end of the financial year in order to show the actual
expenditures and revenues and the surplus or deficit if it exists. The actual expenditures and
revenues are compared with the adopted expenditures and revenues in the budget in order to
demonstrate to what extent the government entities have complied with spending mandates
and the financing o f activities. In addition, the final account encompasses the commitments of
the country to third parties and its rights by third parties at the end of the financial year.
The final account is prepared in the light of the periodical book that is issued by the Ministry
of Finance. In this book is mentioned the date that this account should be forwarded and the
data that should be attached to this account. The following reports should be attached to the

final account:
-
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the end-of-year performance report, it has to show the actual performance of the current
and capital budgets as compared with the planned performance, the reasons of variances
and the proposed corrective procedures; and

-

the end-of-year statement of capital expenditures, it has to give information about each
capital project: the project's components of fixed assets, the total funds spent on each
fixed asset, and the rate of completion for the project and the fixed assets until the end of
the fiscal year.

On the other hand, copies o f all the aforementioned financial statements should be forwarded
to the Central Auditing Organization (CAO). The Central Auditing Organization is an
independent auditing body that reports directly to the People's Council. It carries out the
continuous and final audits of the records, accounts, and financial statements of all the
governmental entities and enterprises owned by the government. Therefore, according to the
Executive Manual of Act No 27 of 1981, the Central Auditing Organization (CAO) has the
right to receive copies of the financial reports and statements that are forwarded to the
Ministry of Finance. The CAO should scrutinize these financial statements and it prepares and
presents its audit report to the People's Council. The adoption of the financial statements by
the People's Council has a result that the accountability of the Minister of Finance and other
governmental entities is discharged.

2.3.6 Raising an issue

Also, we would like to raise another issue here, this is, to what extent can the government
accounting of Egypt be called fund accounting system?

As we have already seen in section 2-3, the government accounting system of Egypt is
organized and operated on a fund basis. The general concept of fund theory relies on the
allotment of certain resources in the form of specific appropriation for the purpose of carrying
on specific activities or attaining certain objectives. So in this case we can call this amount of
dedicated resources as "allottedfund" or "appropriation for specific purpose" (Saraya 1998).

A fund is defined as an independent fiscal and accounting entity with a self-balancing set of
accounts recording cash/or other resources together with all related liabilities, obligations,
revenues, and equities which are segregated for the purpose of carrying on a specific activity
or attaining certain objectives in accordance with special regulations, restrictions, and
limitations. (NCGA 1968). This means that the definition of the fund has two components:
A fiscal entity--- a pool of economic resources, specifically financial resources, segregated
to carry out specific activities or objectives; and
An accounting entity--- with a self-balancing set of accounts to record assets, liabilities
and residual equities or balances.
On the other hand, the appropriations are defined as allotted amounts for using during the
upcoming financial period for the purpose of carrying on specific activity or attaining certain
objectives. Furthermore, it should be classified according to the parts and items of expending
for every governmental entity (Noufal, 1989). This means that the concept of allotted funds is
consistent with appropriations ofthe governmental entities (Saraya, 1998). The
appropriations, which are allotted in the general budget for the purpose of carrying on specific
activity or attaining certain objectives, are earmarked funds to be expended on those
objectives and activities within the limits of regulations, restrictions and acts that are applied
to the governmental sector of Egypt. Then the fund is a synonymous for appropriations. Even
though it is stated in all government accounting textbooks, which are written in Egypt, that
Egypt uses the fund accounting, we can derive that Egypt is using the concept of fund
accounting but not as it is precisely used in the USA, UK and other Anglo-Saxon countries.
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2.4 Aspects of similarity between the two central governmental accounting
systems
It is obvious from the overview that there are some aspects of similarity between the central
governmental accounting systems of Egypt and the Netherlands.
These similarities are:
J - Both central governmental accounting systems have a legal framework:
This contains the regulations, restrictions and limitations that are considered as an imperative:
to attain an effective control on the expending of appropriations and collection of
revenues;

- to strengthen the internal monitoring system;
- to avoid the expenditures that have no real justification; and
- to follow-up the budget execution and disclose its results and reports on its performance.
Since the main objective of the government accounting system is to demonstrate the
accountability, it will be difficult to demonstrate this accountability in the absence of legal
framework that sets forth the ingredients and limits of that accountability. For instance, the
government accounting of Egypt had no real legal framework until the beginning of 1981, and
this has resulted in serious distortions and extravagance. Obviously, this has led to an increase
in the budget deficit and delay of the development plans and privatization program. It is
worthwhile to mention that the Netherlands has the precedence in setting the legal framework
for the central government accounting in comparison with Egypt as the first Government
Accounts Act for the Netherlands was in 1927.
2- The cash basis is considered as an overriding accounting basis by the two government
accounting systems:
While Egypt has made distinction between the current budget (cash basis) and capital budget
(accrual basis), this distinction, however, is considered to be artificial as the government
accounting system and its periodical and financial reporting is organized to measure the
monetary position of the government. On the other hand, while the Dutch central government
accounting system is based on commitment-cash basis, it is in the end considered as a
modified cash basis. However, the use of cash basis has led to serious distortions and the lack
of important information by the two central governments.

3- Both systems are using the double entry system.
As pointed out earlier, the cameralistic accounting system, which is used by the central
government of the Netherlands, is a single entry system but this system is developed from
single entry to double entry. On the other hand, the fund accounting system, which is used by
central government accounting of Egypt, is originally a double entry system.

2.5 Aspects of differences between the two central governmental accounting
systems
In addition to the aforementioned similarities, there are some aspects of differences between
the two systems as follows:
1-

Both systems are using different accounting systems:

The cameralistic accounting system is used by the central government of the Netherlands (See
section 2.2.3). As a result of the different shortcomings and drawbacks inherent in this system
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(such as a limited scope and its weak internal control), the Netherlands has attempted to
overcome these shortcomings and drawbacks by developing this system from single entry to
double entry and from a cash based accounting system to a commitment-cash basedaccounting system. Furthermore, in the mid-eighties, most of the Dutch Ministries started

with automatization of their budget accounting systems which led to a project called in Dutch
"Operatie Comptabel Bestel". This project aimed at reconsidering the financial and
management systems of the Ministries concerned. This project has assisted in improving the
financial information that is provided about the commitments, expenditures and receipts.
The fund accounting system is used by the central government of Egypt. This system is
divided into different funds, each fund is considered as a separate accounting entity. A
complete self-balancing group of accounts should be established and maintained for each
fund. This group should include all general ledger accounts and subsidiary records necessary
to reflect compliance with legal provisions and to set forth the financial position and results of
financial operations of the fund. In Egypt, the classification of the appropriation is departed
from, within a certain limit, what other countries for instance USA and UK adopt. Where the
appropriation is divided into two categories: fundamental appropriation and supplemented
appropriation. Besides that, the fund accounting system provides, in comparison with the
cameralistic accounting system, detailed information and has a strong control system.

2- Recently both systems are using dijferent budgeting systems:
As previously mentioned in section 2.2.2, the line item (traditional) budget system was used
in the Dutch central government till year 2001. This system was changed in the beginning of
2002 to Policy budget system. However, the traditional budget system is still used in Egypt.
This budgeting method is an aggregation of line items or inputs such as rent, maintenance,
salaries, expenses, and the like. So this budget system stresses inputs rather than outputs, it
provides data on what government consumes instead of data about what government does or
about purposes for which money is spent. Furthermore, the appropriations for each input such
as salaries, rent, etc. do not indicate the relationship between expenditures and results and this
prohibits the formulation and execution of economically meaningful budgetary policy. The
only use of the traditional budget without moving to or making a combination with other
budget methods such as program-performance budget is considered as a main obstacle in
developing the government accounting systems. However, pursuant to Budget Act No 53 of
1973, the government entities are required to set their activities in a form of programs. This
means that these entities should prepare a program budget for their activities, this is in
addition to the current and capital budget. This was an initial step to switch from the
traditional budget to the program-performance budget. However, up till now this attempt has
not assisted in switching to the program-performance budgeting.
On the other hand, the Netherlands has attempted before the year 2002 to apply the
performance budgeting in central government in accordance with the Budget Act 1976. This
law contains the regulations that performance budgeting should apply wherever this is
possible and useful. But this attempt has failed. The main reasons behind this failure were:

(Bac, 1994)
- shortage of personnel;
lack of interest for the instrument in the services and official and political top-

management;
lack of an analysis of the information needed; and
insufficient stimulating and co-ordinating by the steering group.
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However, we see that the use o f the cash basis in place of the accrual basis can add one more
reason to the failure of the application of performance budget to the Dutch central
government, where the nature and the requirements of the performance budget are more
consistent with the implications and concept of the accrual basis. Accordingly, the shift from
line item budget to performance budget entails the shift from cash accounting to accrual
accounting. So there is a strong relationship between the budget reform and the government
accounting innovation. As previously mentioned in section 2.2.2, the Netherlands succeeded
in 2002 to adopt the policy budget. In reality, the Dutch central government considered the
adoption ofpolicy budget as an initial and imperative step for the adoption of accrual
accounting in the central government. In other words, the intention of the Dutch government
was to adopt both policy budget and accrual accounting, but it gave the precedence to the
policy budget; and accrual accounting will be adopted in 2006 (Budget Memorandum 2001).
(While the Dutch Ministry of Finance had announced in September 2003 its intention to
abandon the adoption of accrual accounting and to increase the agency model, in July 2004 it
announced that it would start a pilot program to implement accrual accounting in a certain
ministry (e.g. Agriculture Ministry)). The policy budget is considered to be as an attempt to
overcome the drawbacks ofthe traditional budget and to improve the transparency of the
governmental performance. Therefore, it can be concluded that the Netherlands has a better
and developed budgeting system than that used in Egypt.

3- Both systems are using dij»ent accounting bases:
In the Netherlands, the commitment-cash basis is used by the central government accounting
system. It seems at first glance that this basis is different from the other accepted accounting
bases which are used by the governmental accounting systems,
but we see that the contents
and implication of commitment-cash basis are almost the same with those of modified cash
basis. While the cash basis recognizes the transactions and events only when cash has been
received or paid (IFAC, 1991), the commitment basis records transactions when goods and
services are ordered and thus represents commitments incurred by government. On the other
hand, the modified cash basis measures the cash and commitments by recognizing
transactions and events which have occurred by year-end and are normally expected to result
in a cash receipt and/or disbursement within a specific period after year-end
(IFAC, 1993). So
it can be concluded that the commitment-cash basis is a synonymous for the modified cash
basis. Hence, the modified cash basis is applied to the central governmental accounting
system of the Netherlands with the exception of the agencies, which are using the accrual
accounting system.

Iii Egypt, the budget is divided into current budget and capital budget. The cash basis is
applied to the current budget and capital transfer budget whereas the accrual basis is applied
to the investment budget. As previously mentioned, the accrual accounting is only applied to
the accrued and prepaid amounts in respect of carrying out the investment projects. Thus, the
capital expenditures are treated as current expenditures and both of them are considered as
public expenditures at the end ofthe fiscal year. Unlike the Netherlands, the part of a
Ministry, which is granted the status of agency, has its budget and financial statements based
on the cash basis.

4-Di#erent measurement focus:
The central government accounting of the Netherlands is organized to measure the flow of
current financial resources and changes therein. This means that this system is organized to
furnish information about cash flow during the period, those commitments that must be met
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within a short period from reporting date and current cash balances and receivables available
to meet these commitments.
Unlike, the central government accounting of Egypt is organized to measure the monetary
position ofthe government. This means that this provides information on cash receipts, cash
disbursements and cash balances. Furthermore, it furnishes information on what is actually
achieved or delivered from the investment projects as a consequence of the application of
acctual accounting to the investment budget.
5- Dgerent control and auditing systems:

In Egypt, the Ministry of Finance is the main body that is responsible for the internal control
system (pre-expending financial control) on the governmental entities. The pre-expending
financial control is performed through its officials who are appointed at all the governmental
entities. This control aims at preventing financial fraud and obliges the governmental entities
to get a prior visa of expending from the officials. On the other hand, the governmental
entities are concerned with the internal monitoring systems. It is worthwhile to mention that
the pre-expending financial control is only addressed to the expenditures and not to the
receipts. In addition to the Ministry of Finance, there are other bodies (agencies) participating
in the control and auditing processes. These are:
Central Auditing Organization (CAO): this is responsible for the external auditing;
- Central Agency for Organization and
Management: this is responsible for determining the
governmental entities needs of human resources. This affects the appropriation of wages.
This means that it controls the appropriation of wages by the governmental entities;
Inspection Agency of Administration: this agency aims at pursuing the fraud and stealing
of the public money, hence, it participates in financial control on the public money; and
Ministry of Planning: this Ministry prepares the development plan for the country, it
performs the control task on this plan, where it follows-up the carrying out of the capital
projects in accordance with appropriated costs and determined timetable.
Despite the fact that the budget execution process is controlled and scrutinized by many
people, who act as "multiple checks", the control and auditing process is neither efficient nor
effective.
-

-

Unlike Egypt, in the Netherlands each Ministry has its internal control system. This addresses
to daily and operational measures concerning the financial management. It also aims at
avoiding mistakes and irregularity. So this internal control contributes to the efficient use of
resources within the department (Ministry) through setting the measures that prevent fraud,
waste, extravagance and inefficient administration (Bestebreur & Kraak 97). In addition, there
is an internal Audit Department (DAD) which draws up, on behalf of the Ministry concerned,
an Audit Report in respect of the budget execution process of that Ministry. The Audit
Department is given the task of auditing:
- the financial management and the financial statements thereon; and
- the financial records kept in connection with the said management and statements.
Besides, Court of Audit is an external auditing agency. The Court of Audit scrutinizes the
financial management and the associated annual financial statements for all the Ministries. In
respect of the financial management, the Court of Audit examines whether commitments,
expenditures and receipts have been made in accordance with budgetary legislation and other
statutory provisions. In respect ofthe annual financial statements, the Court of Audit
examines whether they represent financial management accurately and are drawn up in
accordance with the relevant requirements. Bear in mind though that the fact that the
Netherlands has less control and auditing bodies than Egypt, but it does not mean that the
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control and auditing process
Netherlands.

of Egypt is more efficient and effective than that o f the

6- Different financial reporting:
There are many differences between the two countries regarding the financial reporting. These
differences are concerned with:
the contents of the financial reporting;
- the numbers of the financial statements;
the reporting date; and
the objectives of the financial reporting.

Obviously, the Netherlands has a comprehensive financial reporting system in comparison
with Egypt. According to the Dutch public system, the financial reporting is divided into two
categories:

1- the financial reporting which is concerned with the follow-up ofthe budget execution
consists of:
monthly reports (Maandstaten);
spring Memorandum (Vootjaarsnota);
provisional consequences (Voorlopige uitkomsten); and
autumn Memorandum (Najaarsnota).
2- the financial reporting concerned with the discharging ofthe accountability of the
Ministers, comprising:
provisional accounts;
financial statements of a Ministry;
financial statements of central government; and
-

state balance sheet.

Unlike, in Egypt, some financial statements should be submitted monthly and quarterly to the
Ministry of Finance. These financial statements are also concerned with the follow up of the
budget execution. In addition, there is a final account that should be submitted at the end of
the fiscal year. These statements encompass:
approximate monthly follow-up reports of revenues and expenditures;
monthly reports of revenues and expenditures, as well as the balances of financial
-

accounts;
-

quarterly reports of revenues and expenditures, as well as the balances of financial
accounts; and

-

the end-of-year final account.

2.6 The reasons underlying the similarities and differences among the
governmental accounting systems
Since the environment of the governmental accounting has been influenced by different
factors, there is no standard or uniform government accounting system that can be used by all
countries. On the other hand, some countries use different governmental accounting systems
under the same name, for instance, Germany and the Netherlands are using the term of
cameralistic accounting system for the governmental accounting system. However, the
contents and ingredients of this system in the two countries are completely different.
Furthermore, the degree of similarity and difference is variable, fur instance, the aspects of
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similarities and differences between the governmental accounting of Egypt and the
Netherlands, which are discussed in sections 2.4 and 2.5, can be changed if one of the two
countries make any changes in its governmental accounting system. Herein, we pose the

following question:
Why might governmental accounting systems be similar or dil» among the countries?
Several factors that seem to be linked to the similarities and differences of the government
accounting systems among the countries will be discussed in this section. However, it is not
possible to be sure that the factors discussed below cause the government accounting
differences and similarities, but a relationship can be established and reasonable deduction
can be made.
- Legal systems:
The legal systems are not unified in the world. Some countries have a legal system which
relies upon a limited amount of statute law (Nobes and Parker, 1998). Such a "common law"
system was formed in England primarily by judges acting on the king's behalf (van
Caenegem, 1988). The common law is less abstract than Roman law, and its rule seeks to
provide an answer to a specific case rather than to formulate a general rule for future (Nobes
and Parker, 1998). Other countries have a system, which is based on the Roman law. Herein,
rules are linked to ideas ofjustice and morality; they become doctrine (Nobes and Parker,
1998). The legal systems of the developed countries are fallen into these two categories. The
countries, which fall under common law, are England and Wales, Ireland, United States,
Canada, Australia and New Zealand. The countries, which fall under the Roman law, are
France, Italy, Germany, Spain, the Netherlands, Portugal and Japan (Nobes and Parker, 1998).
In addition, the legal systems of the developing countries have also been affected by the
above mentioned two categories through the colonialism effect. Consequently, there are
different legal traditions among the countries whether they are developed or developing
countries. This difference has an important effect on the establishment of the rules for
government accounting. Prof. Luder (1989) has mentioned that the legal tradition of a country
affects the flexibility and the international uni formity of governmental accounting.

Governmental accounting systems of Roman-Germanic law countries (civil law countries)
tend to be more unified but less flexible than governmental accounting systems of English law
countries (common law countries). The Roman-Germanic law countries have developed a
comprehensive and detailed statute law whereas in countries with an English legal tradition
the amount of statute law is limited and rather general (LOder, 1989). Accordingly, the legal
system in the English law countries, generally, is not considered as an obstacle in changing
the governmental accounting system, as it can be in the Roman-Germanic law countries
(Luder, 1989). Hence, the degree of flexibility of the legal system affects the similarities and
di fferences of the government accounting systems. So if a certain government wants to
develop or to make some changes of the government accounting system, these changes can
not be made without legal provisions. If the legal system is inflexible, this will result in
delaying or not making these changes. On the contrary, i f the legal system is flexible the
changes are more possible. Then, one can infer that the flexibility and inflexibility of the legal
system can be considered as one of the reasons behind the similarities and differences among
the governmental accounting systems.

- Degree of the development, culture and consciousness of the people:
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Many of the earlier accounting studies have addressed the influence of environmental factors
on accounting development. Obviously, accounting is
affected by its environment, including
the degree of development and consciousness of the people and the culture of the country in
which it operates. Hofstede (1984) defined the culture as the collective programming of the

mind which distinguishes the members of one group from another. According to this
definition, the culture includes the beliefs, values and traditions which are shared in a specific
society at a specific time (Patrick et al, 2001). Hofstede has also argued that, much as a
computer operating system contains a set of rules which act as a reference point and a set of
constraints to higher level programs, so culture includes a set of societal values that drive
institutional form and practice. This made Gray (1988, p.5) to note that social values are
determined by ecological influences and modified by external factors. In turn, social values
have consequences in the form of the legal system, political system, nature of capital markets,

patterns of corporate ownership and so on. Thus, the social values are considered to be one o f
the main factors that shape or form the culture of the individuals and affects their way of
thinking. It also affects the way that individuals would like their society to be structured and
the way they interact with its sub-structure. Accounting may be seen as one of those substructures (Nobes and Parker, 1998). Gray also identified four pairs of value dimensions of
the accounting sub-culture (contrasting accounting values) which are also related to societal
values. These are (Gray, 1988, p.8):
professionalism versus statutory control;
uniformity versus flexibility;
conservatism versus optimism; and
- secrecy versus
transparency.
The first two relate to authority and enforcement. Here, Gray sees a clear contrast between
Anglo culture area on the one hand and Asian areas on the other hand. The last two relate to
measurement and disclosure. Here, Gray sees a contrast between the Anglo and the Latin and
Germanic cultures (Nobes and Parker, 1998). Accordingly, Gray has attempted to
demonstrate to what extent the culture difference can explain the international differences in
the behaviour of accountants and therefore in the nature of the accounting practices. In this
context, Gray (1988, p.5) argued that "the value systems of attitudes of accountants may be
expected to be related to and derived from societal values with special reference to work
related values. Accounting "values" will in turn impact on accounting systems".
Consequently, the societal values within the public sector have also a greater impact on the
accounting values and hence, on the accounting practices in the public sector. In this regard,
Gray suggests that a country with high uncertainty avoidance and low individualism will be
more likely to exhibit conservative measurement of income and a preference to limit
disclosure to those closely involved in the business. This in turn can explain why
governmental accounting systems might be similar or differ among the countries.

In addition, the degree of the development and consciousness of the people can also play a
role in the existence ofthe differences of governmental accounting among the countries.
Whenever the people have developed and reached a high degree ofconsciousness, they will
be able to elect their real representatives and to hold them accountable for the resources
entrusted to them. This can take place when there is a strong citizenry. The existence of a
strong citizenry is assumed if the citizenry is allowed to decide by referendum directly (i.e.
instead of the parliament) on certain political matters with financial consequences
and /or if
governmental executives with financial responsibilities (e.g. controllers, auditors) are elected
by the citizens (Luder, 1989). On the other hand, the representatives will take into
consideration that their people have reached a degree of consciousness that enables them to
measure or evaluate the performance ofthe government. Therefore, the government should
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choose the appropriate rules used to measure and report on the financial information that are
consistent with the degree of the culture and consciousness of their people. Then, the degree
of the development, culture and consciousness can also affect the similarities and differences
among the government accounting systems. This is because of the existing difference among
the countries in relation to the degree of the development, culture and consciousness.

- Political system:
The nature of the political environment, whether it is democratic or dictatorial, can have
impact on the governmental accounting systems and on the providing of reliable picture of the
financial situation of government. The dictatorial political systems tend not to be transparent
with respect to the financial situation of government in comparison with the democratic
political systems. The dictatorial philosophy also tends to support the status quo and
advocates change only in moderation. Accordingly, the dictatorial political system can delay
or impede the changes of the governmental accounting systems. On the contrary, the
democracy political systems are required to be transparent with respect to the financial
situation of the government. This transparency stimulates the democratic political systems to
move from less informative accounting system to a more informative accounting system
(Luder, 1992). Furthermore, both Ball (2000) and Schick (2001) have argued that the
structure of political system, whether this is a coalition or unitary, can affect the government
accounting systems. The decision to make changes in or to adopt a certain governmental
accounting system tends to be more difficult within a coalition political system than the
political system which is formed from one party. This was clear from the experience of New
Zealand. New Zealand is a unitary government, and it has a one-house Parliament. One party
typically had the majority in Parliament and did not have to dilute its program to gain
coalition support (Schick, 2001). Hence, the nature of the political environment and structure
of the political systems can affect the similarities and differences ofthe governmental
accounting systems.
However, how can the government affect the similarities and differences of governmental
accounting systems? If the government does not like to report bad news, it will change the
rules and accounting policies that are used to report on the financial information. For instance,
one government would like to disclose the monetary position ofthe country, while others
would like to disclose the flow of current resources, total financial resources or total economic
resources. This relies heavily on to what extent the governments would like to disclose the
truth, whether it is positive or negative, to their people and to be responsible for their actions.
- Education and qualification of the stajf that is required to develop and implement the
governmental accounting systems:
The changes and developments in governmental accounting systems rely on different factors.
One of these factors is the education and qualification of the government accountants. The
education and qualification of the government accountants is critical for the similarities and
differences of the governmental accounting systems. Some conducted studies have proved
that the educational background of the government accountants is different from one country
to the other. Prof. Luder has noticed that the prevailing educational background of the
government accountants in the countries covered by his study (1989) is either in private sector
accounting (e.g. In the USA and in Canada) or in governmental accounting (e.g. in France) or
in a non-accounting field like public administration, economics and law (e.g. in the United
Kingdom and in Germany). Hence, the development of the governmental accounting will be
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based on different educational background of the government
accountants, this, in turn, will
lead to differences in governmental accounting systems.

In addition, the lack of qualified government accountants can also affect the differences and
the similarities of the governmental accounting between the developed and developing
countries. It has been noticed from the experience of different countries that the personnel
with qualified knowledge in governmental accounting are scarce. Especially, the developing
countries face a serious shortage of qualified and trained accounting personnel. That explains
why most of the developing countries are still using the cash basis and traditional budget in
their governmental accounting systems. Therefore, most of the governmental accounting
systems ofthe developing countries are somewhat similar.

- Colonialism influence:
The colonialism influence is one more reason for the differences and similarities
among
government accounting systems. Many countries are heavily influenced by others, particularly
former colonial powers whose culture may be overwhelming. Consequently, when
predicting
or explaining the accounting practices ofmany African or Asian countries, it may be more
efficient to look at the colonial history rather than at other possible causes
»lobes and Parker,
1998). Most of the colonialism countries have imposed their governmental accounting system
on the occupied countries. For example, Egypt was a colony of England;
therefore, the
Egyptian governmental accounting system has been based on the British fund accounting
system.
In connection with the colonialism influence, we see that the language influence has played an
important role in the existence of the similarities and differences among the governmental
accounting systems. In fact, the role of the language in knowledge society is
seminal, because
language is an essential basis of culture and because the culture is the key axis around which
the process of development revolves. Language has a central position in the culture system
because of its association with a number of its components: intellect,
creativity, education,
information, heritage, values and beliefs (Heikal, 2003). In addition, when the occupied
countries learnt the language of the colonialism countries, this had assisted in facilitating the
adoption of the governmental accounting system of colonialism countries, for example the
case of France and Algeria - England and Egypt.

2.7 Recent developments in the two governmental accounting systems
The last two decades have seen a wave of changes in the public sector. These changes require
that the governments should reconsider their governmental accounting systems. Although the
subject of governmental accounting reform is not new, it is receiving renewed interest both in
developed and developing countries and in the academic community.
Herein, our intention is
to research: Where do the governmental accounting systems of Egypt and the Netherlands
stand in this wave of changes?
- Governmental accounting system of Egypt:
In 1991, Egypt signed a follow-up program with the International Monetary Fund (IMF) and
also negotiated a structural adjustment loan with the World Bank.
Since then, the government
has made solid progress on administrative reforms such as
liberalizing the exchange rate and
interest rates. In 1995, privatization started progressing. It is the government intention to sell
100 % of the stock of the public sector companies not deemed to be crucial to the national
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economy. As a consequence of the economic reform, the budget deficit has slashed from 20 %
GDP in 1990/91 to 1.3 % of GDP in 1995/96 (Harik, 1997). The declining deficits have in turn
led to a reduction in government borrowing. However, the question is: to what extent has the
Egyptian economic reform ajfected the governmental accounting system?
In fact, the Egyptian economic reform is limited to some economic aspects such as:
liberalization of exchange rate and interest rates, reducing the budget deficit, privatization of
the State-Owned-enterprises and rebuilding Egypt's infrastructure. Therefore, the economic
reform has no crucial effect on the governmental accounting system. Since the enactment of
Governmental Accounting Act NR. 27 of 1981, the main features of the governmental
accounting system, as presented in section 2.3, are still the same. On the other hand, the
Egyptian government, like other governments, has recognized the needs for developing the
governmental accounting system, and the need for a proper system of recording, measuring
and processing information in the government sector in order to ensure effective co-ordination
with other branches of accounting, greater accountability, greater efficiency in management,
planning policy, evaluation and measurement. Unfortunately, such recognition did not take its
way to the actual practice. The accounting procedures in governmental departments reflect a
complicated system of checks, rechecks, and balances as to hamper the efficiency and the
effectiveness and the timelines of an accounting system. So it can be concluded that the winds
of change in respect of the governmental accounting system have only blown in the
recognition of the needs for changes, but not in the actual practice (Ouda, 1997).
- Governmental accounting system of the Netherlands:
Unlike the situation in Egypt, in the Netherlands the last two decades have witnessed several
steps towards the development ofthe central government accounting and budgeting system.
The most important step started in the mid- eighties by introducing a program called
Accounting System Operation (in Dutch: Operatie Comptabel Bestel). The increasing of the
budget deficit in 1983 was the main reason underlying the introduction of this program. Van
Helden (2000) argued that in the early 1980s the Dutch central government was faced with
serious deficit problems. The deficit, expressed as a percentage of national income, was 9.3%
in 1983". Accordingly, there was an imperative need to put the budget deficit under control.
This has led to introducing (in the framework of the Operatie Comptabel Bestel) the
commitment basis in order to increase the controllability on the (future) expenditure.
Consequently, the integrated commitment-cash basis was used by the Dutch central
government in 1987.
The second step started in 1991 through an attempt of introducing the result-oriented
management system in some parts of the central government, in the report "Further
development in management" (in Dutch: Verder bouwen aan beheer). In reality, this report
introduced the agency model in the Netherlands. This report indicated that under specific
conditions some parts ofthe ministries may introduce the accrual accounting system
commonly used in the private sector in combination with the result-oriented management
system. Unlike the traditional management system, the result-oriented management is based
on making agreements about the products and services to be provided and the associated
resources, as well as providing systematic reports of these (Hogendoorn, et al. 2001). The
adoption of this system has required more improved information on unit cost ofprovided
services and goods. As a result of limitation of the commitment-cash basis in providing the
required information, it has been decided to support the result-oriented management system
by the accrual accounting system. It is worthwhile to state that this was the first time o f using
the accrual accounting basis within the central government (through the agencies).
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In addition, the 1997 policy document "From Expenditure to Costs" (in Dutch: Van Uitgaven
naar Kosten) is also considered as an important step in the development direction.
Notwithstanding, this document did not lead to real change, it was in the favour of the
adoption of accrual accounting on account of the capital account (Kapitaaldienst). There was
a discussion about the adoption of capital account as an alternative to accrual accounting. The
document- From Expenditure to Costs weighed the adoption of accrual accounting above the
capital account where the accrual accounting provides more extended information rather than
only information on capital expenditure. However, it was concluded in that time that although
an accrual accounting system would certainly provide added value in
decision-making about
the government spending, it was not yet appropriate to shift comprehensively to the new
system (Tweede Kamer, 1997).

Finally, the VBTB programme can be considered as a real launching point towards the
development of the governmental budget and financial reporting structure. As it is mentioned
in section 2.2.2, the VBTB programme came to light in May 1999 as a result of presenting a
policy report "From policy budget to accounting for policy" (in Dutch: Van beleidsbegroting
tot beleidsverantwoording) by the Minster of Finance to the president of the Lower House of
Parliament. The core ofthis report focused on improving the structure of the budget and
financial reporting in order to be able to give answers to six questions in total:
a- The new budget structure should give answer to the following questions:
1- what does government want to achieve?
2- what actions is government going to undertake to achieve it?
3- what may those actions cost?

b- Logically, the new structure of financial reporting should follow the budget structure to
give answer to:
1- did government reach its goals as set in the budget?
2- has government done what it was going to do?
3- did the cost of actions remain within the limits previously set in the budget?
So, in comparison with Egypt, the Netherlands has made real steps towards the development

of the governmental accounting and budgeting system.
2.8 Conclusion

In the beginning of this chapter was mentioned that the typification of the old/current
government accounting systems is considered to be the first step in any transition process. In
reality, this is more important in the public sector where there are no clear-cut government
accounting systems in the world like those we find in the private sector. For example, in this
chapter, we have mentioned many times the term "Traditional Government Accounting".

Furthermore, most of, if not all, government accounting books and researches are using this
term. The question is: what does this term mean?

-

-

Is it the cameralistic accounting system (single-entry and cash)? Or
Is it the fund accounting system based on cash? Or
Is it the governmental accounting system, which is based on other accounting bases than
accrual accounting? Or

-
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Is it the governmental accounting system that is used to carry out the traditional budget
(line item budget)?

-

Or what? and
What are the criteria that can be used to distinct the traditional governmental accounting
systems from the other systems?
Such fundamental questions, however, have not yet found a fully persuasive answer.

In addition, most of the countries are using just labels for their governmental accounting
systems, for instance the Netherlands uses Cameralistic accounting system and Egypt uses
Fund accounting system. But when you enter into the details of the two systems, you will find
out that the contents of the two systems are not consistent with the label. As we have seen in
this chapter, the Netherlands is still using the term cameralistic accounting although the Dutch
central government accounting system has lost the two basic characteristics of the
cameralistic accounting system, where it is no longer single entry and it is not a pure cash
accounting. Furthermore, even though the Egyptian government accounting system is based
on fund basis, it is completely different from the fund accounting system used in the UK and
USA.
Besides, while it is stated that most of governmental accounting systems are cash-based, the
pure cash basis is almost nowhere used. Consequently, we see that the typification and
studying the current situation of the governmental accounting systems should not only be
considered as a first step in the transition process but it is a must in order to be well posted
with the right starting point.
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Chapter 3

Central Governmental Accounting and Financial Reporting:
Users, user's needs, objectives and different accounting bases
3.1 Introduction
In the previous chapter, the current central government accounting systems of the Netherlands
as well as of Egypt have been typified. As stated in the transition methodology (in chapter 1),
this typification can assist in determining whether the government accounting systems in both
countries are able or not to meet the user needs and the new challenges. This will take place
(in this chapter) by considering the government accounting and financial reporting,
particularly, the users and their needs, objectives of accounting and financial reporting, and by
examining the degree to which those objectives and the users needs are met by different bases
of accounting. Basically, this chapter will focus on researching whether there are reasonable
reasons or not that can justify the transition to accrual accounting in the central government,
in general, and especially for both countries. So in order to make the matter clear, we can
hypothesize the following:

"The decision to adopt a certain accounting system in the governmental entities depends

heavily on what kind offinancial information we want to be provided by this system. In order
to determine this information we need to know: Who the users are of government accounting
and financial reporting and what their needs are. Consequently, the objectives of accounting
and financial reporting can be determined. Once those objectives are determined, the

accounting principles and practices or procedures (in short: the accounting system) should
follow logically from those objectives, namely, the design of the suitable government
accounting and reporting system can consequently be determined".

Accordingly, the suggested reference framework or the underlying basic hypothesis is:

Users and their needs

determine
./

Objectives of the Government
Accounting and Financial Reporting

v determine
The design of the governmental accounting
and reporting system that is best suited
for reporting the information required.
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The above stated hypothesis has been derived from the following three studies:
1- American Institute of Certified Public Accountants" report o f study group on the
objectives of financial statements" (New York: AICPA, October 1973, (Report of
Trueblood Committee).
2- Professor K. Luder (1989), Comparative Government Accounting Study.
3- IFAC-1991, Financial Reporting by National Governments.

- The AICPA study - Report of the Trueblood Committee, found that the identification of
the information needed by users provides a basic criterion against which alternative
accounting concepts can be tested. As the report of the Trueblood Committee said:
"

To serve users' needs, the accounting process should consist of an interrelated and

compatible system of objectives, standards or principles, and practices or procedures.
Objectives should identify the goals and purposes of accounting. Standards should follow

logically from objectives, and should provide guidelines for formulation of accounting
practices compatible with the desired goals. All three levels of the system should be linked
rationally to the needs of users. Otherwise the development ofobjectives becomes a sterile
activity which cannot be justified".
Professor Anthony has commented on the above stated report: " a lesson here is that proposed
concepts should always be judged according to the criterion of whether or not they provide
information that meets the presumed needs of users" (Anthony, 1978).

-Luder study (1989), this study found that there is a relationship between a specific national
context and the user orientation of governmental accounting. The user orientation determines
the design of the governmental accounting and reporting system. Where Luder assumed that:

Specific contextual variables

, determine
the primary user orientation of governmental
accounting and reporting: the user orientation

V

determines

the design of the governmental accounting and

reporting system.

- IFAC study (1991), this study also found that there is a strong relationship between users
needs and objectives of government financial reports. Both users needs and objectives provide
the basis for deciding which accounting system should be used to provide the information
needed by the user groups. As IFAC said:
Objectives of government financial reports define the purposes and nature of the
information to be reported. They are important because they provide a basis for deciding
which accounting principles are best suited for measuring and reporting the information
'6
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needed, and become the basis for developing a body

of accounting principles that are

appropriate for governments"

And
" Objectives are valid only to the extent that they reflect the information needs of the users of
the financial reports and, so, this paper begins by reviewing those needs as a basis for
identifying the objectives".
In addition to the above stated three studies, Allan Drebin (1981) said that" the analysis of
users and their information needs leads to the derivation of objectives for accounting and

financial reporting. These objectives should be useful in developing and evaluating principles,
standards and procedures". Further, he added that "unless there is agreement on the objectives
of accounting and financial reporting, it cannot be determined whether the financial reporting
meets these objectives. Thus, agreement on objectives is a necessary precondition for the
establishment and implementation of standards".

Also Miah (1991) stated that "the initial problem which arises in establishing reporting
objectives is the determination of the appropriate users of financial information".
So this chapter discusses the steps that willlead to the development of the aforementioned
reference framework as follows:
Step 1 identifies the users of financial information of the central government ofboth the
Netherlands and Egypt:
Step 2: determines the user's needs;
Step 3: considers the objectives of the governmental accounting and financial reporting;
Step 4: considers the budget functions and the required financial information to satisfy these

functions; and
Step 5: examines the degree to which those objectives, the user's needs and the required
information for the budget functions are met by different bases of accounting.
These steps are discussed in detail below:

3.2 Identification of users of the central government financial information
3.2.1 Reviewing some of the earlier conducted studies
in the second half of the last century various studies were undertaken to identify the users of
the government financial information. Even though the main focus here is on the central
government, some of the following studies are concentrating on local government and nonprofit organizations. In fact, the main reason of dealing with these studies is generally to get
more insight into the users of the government accounting and financial reporting and this, in
turn, can assist in determining the user groups in both Egypt and the Netherlands. Basically,
this section deals with the following nine studies as follows:

1-In 1968, the National Committee on Governmental Accounting (NCGA) in its report,
Governmental Accounting, Auditing, and Financial Reporting (GAAFR), identified the
management as the primary user of the financial information:
"
As is true of accounting in other types of economic entities, governmental accounting exists
for the purpose o f providing complete and accurate financial information, in proper form and
on a timely basis to several groups of persons responsible for and concerned with the
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of governmental units and agencies. Primary among these is public management"
(NCGA, 1968).
In addition, it has considered other several groups:
- legislative and governing bodies;
the general public (citizens, taxpayers and political groups);
investors;
investment bankers;
- bond rating services;
other governments;
- educational and research organizations;
- statistical
reporting agencies;
operations

- accountants;
-

financial analysts;
- economists; and
political scientists.

2- The American Institute of Certified Public Accountants (AICPA) (1973) concluded
generally that: "An objective of financial statements is to serve primarily those users who
have limited authority, ability, or resources to obtain information and who rely on financial
"
statements as their principal source of information about an enterprise's economic activities
This conclusion was mentioned by the FASB in its Statement of Financial Accounting
Concepts No.4, (1973), Objectives of Financial Reporting by Non-business Organizations:
General purpose external financial reporting focuses
on providing information to meet the common interests
of the external users who generally cannot prescribe the
information they want from an organization. Those users
must use the information that is communicated to them by
the organization.

Drebin (1981) commented on this statement: "implicit in these statements is the assumption
that standards for financial reporting are needed only to protect those with limited authority to
obtain information. Presumably, individuals with greater authority can request (and expect to
receive) any information they desire".

3- The Canadian Institute of Chartered Accountants (CICA) (1977, in its discussion
draft of December 1977 prepared by the accounting for non-profit organization study group,
identified seven groups of users of financial information ofnon-profit organizations as
follows:
1- grantors, donors and members: this group comprises benefactors and potential benefactors
who contribute funds to an organization but who will not directly benefit economically
from such contributions. It may include governments or government agencies granting
cash, land or other assets, commercial and industrial enterprises granting substantial
funds, and individual donors and members;
2- directors and operational management - Boards of trustees or governors;
3- business: this group consists of normal business contracts similar to those of a profitoriented organization. It includes creditors, which supply goods and services, lenders of
money, such as banks and mortgage companies, and perhaps competing organizations;
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4- governments: this group comprises all government departments and government agencies
which have the authority to obtain infurmation in accordance with legislation;
5- employees: this group comprises present and potential employees;
6- recipients of goods and services: this group consists of individuals or other organizations
that benefit from the services of non-profit organization. lt may include people who are at
the same time members of the organization; and
7- society at large: this group includes many people, whether or not they can be included in
the categories of users discussed above, who are interested in non-profit organizations,
either in general or particular organizations.

4- Robert Anthony (1978), in his study, Financial Accounting in Non-business
organizations, promulgated by FASB in 1978, has only focused on the external users who
have a primary interest in general purpose financial reports of non-business organizations.
He has excluded the management from the list of users: " Most lists of information users
include the management of the organization as one important group. Although management
does make important use of financial reports, the present study focuses entirely on external
users for the following reason: Standards of the FASB relate solely to financial reporting, that
is, to reports intended for external users. As the FASB states, such users " lack the authority to
prescribe the financial information they want... and therefore must use the information that
management communicates to them". This study (Anthony study) has a similar focus". Thus
the information needs of management are not considered here" (Anthony 1978).

Anthony identified five external users as follows:
governing bodies: these include councils, authorities, and similar bodies for governmental
organizations; and boards of trustees (or boards of overseers, and other bodies with similar
responsibilities) for non-governmental organizations;
- investors and creditors: investors include bondholders and prospective bondholders.
-

-

-

-

Creditors are commercial banks, vendors, and others who have extended credit, or who
are considering the extension of credit, to the organization;
resource providers: these include governing bodies, donors and prospective donors,
grantors and prospective grantors, federated fund-raising organizations (e.g. united fund,
Community Chest) and dues-paying members;
oversight bodies: these include oversight committees of legislatures, regulatory
governmental agencies, national headquarters of organizations with local chapters, and
accrediting agencies; and
constituents: these include taxpayers, members, the general public, etc.

5- In 1980, the Municipal Finance officers Association (MFOA) of the United States and
Canada. in its study: Governmental Accounting, Auditing, and Financial Reporting, identified
the following users of governmental annual financial reports:
- taxpayers;
services consumers;
governing boards;
oversight bodies;
- Voters;

-

-
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investors and creditors;
government employees;
intergovernmental grantors; and
participants in the annual operating budget/legal appropriation process.

This study agreed with the Anthony study that the financial reports are primarily intended to
the external users: "Although governmental annual financial reports are useful to internal
professional government managers, they are intended primarily to meet the information needs
of governing boards and other parties external to a government" (MFOA, 1980).

6- A summary of Allan R. Drebin's study (1981) into user groups according to their
decision-making roles is as follows:
I: providers of financial resources:
a- involuntary providers:
- taxpayers; and
- feepayers.
b. voluntary providers:
- grantors;
- investors and lenders; and
-service customers.
II: providers of labour and material resources:
a. labour; and
b. vendors.
III: persons responsible for internal resource allocation decisions:
a. legislative and governing bodies;
b. executive officers;
c. other management personnel; and
d. voters and other participants.
IV: participants in the process legitimizing government:
a. the electorate;
b. legislative bodies; and
c. oversight bodies and higher levels governments.
V: parties for whom a governmental unit acts in a fiduciary capacity:
- principals or trust beneficiaries.
VI: parties contemplating external transactions for which data concerning the governmental
units are relevant:
a- potential residents and businesses;
b- property investors;
c- investors acquiring existing securities from third parties;
d- other governments; and
e- researchers and others who require information (Allan Drebin, 1981).

7- Lorance Ferguson (1981) summarized the wide range of user groups presented by Allan
Drebin above, into ten groups which make basic decisions affecting state and local
governmental units:
" Taxpayers. grantors.
investors, and fee paying service recipients provide financial resources.
Employees and vendors are sources of labour and material. The allocation ofresources
depends on decisions made by legislative bodies and manairement operating within the
constraints laid down by voters and oversight bodies" (Ferguson, 1981).

8- The statement of accounting concepts and Objectives of Financial Reporting by Public
Entities (SAC 1) issued by the Australian accounting profession in December 1985 indicates
that there is a range of primary users under three broad categories. The three categories are:
•
providers of resources or their representatives (includes parliament, creditors, investors,
employees, taxpayers, ratepayers, central agencies, oversight bodies and donors);
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•
•

recipients of services (or benefits) or their representatives (includes parliament, taxpayers,
ratepayers and other consumers); and
parties performing a review service of relevance to all, or particular, sections of the
community (includes parliament, analysts, media, special-interest community groups and
their representatives ) (Carpenter, 1990).

Parliament appears as a user in each of the three broad categories. SAC 1 indicates that
Parliament, or other elected representatives are likely to be the primary users of such reports.

9- The Public Sector committee (PSC-IFAC) (1991) in its study titled Financial Reporting
by National Governments, identified five users as principal users of governmental financial
reporting as follows:
• legislative and other governing bodies;
• the public: the public includes taxpayers, electors, voters, special interest group and
recipients of goods, services or benefits provided by the government;
• investors and creditors: these include investors in government securities and enterprises
and other creditors that provide financial resources to governments;
• other governments, international agencies and other resource providers; and
• economic and financial analysts: economic and financial analysts, including the financial
media, review, analyze and disseminate information to other users legislators, the
public, other governments, resource providers.
-

In addition, it has also considered the public management as user of government financial
information: "internal managers, policy makers and administrators are also users and some of
their needs are met through general-purpose financial reports. However, managers need
additional information, such as costing information on specific activities and operations, in
order to carry out their management responsibilities effectively" (IFAC, 1991).
It is apparent from the above-mentioned studies that there is no unanimity about who the
of governmental financial information are. Some studies have found that some users are
important enough to be included on the users list of financial information and other studies
found that it does not seem necessary to include some users as principal users of financial
information. For example, the study of NCGA (1968) sees that economists, political scientists
and education and research organizations are important to be compnsed on the users list. On
the contrary, the study of Robert Anthony (1978) sees that it does not seem necessary to
include the researchers, economists, political scientists, historians on the users list and to take
their needs into account to the point of designing general purpose reports that will meet their
special requirements. Furthermore, Anthony has omitted some users from the list either
because their needs seem to be quite close to the needs of one of the principal users, such as
the needs of employees and their union are similar to the needs of constituents, or because
they act on behalf of some other group, such as auditors act on behalf of an oversight body.
Hence, the auditors need information in connection with their work for that group, not for
some separate reason (Anthony, 1978). It is also noticed that most of the studies focused more
on the external users of governmental financial reporting than the internal users. Their opinion
was based on the fact that those users have limited authority, ability, or resources to obtain the
information they want. On the other hand, there are among the external users mentioned by
these studies some users who have the authority and ability to obtain whatever financial
information they need such as the legislative bodies, oversight bodies and higher levels
government. Furthermore, only in four of the nine studies (the NCGA 1968, CICA 1977,
Allan Drebin 1981, and Lorance Ferguson, 1981) have clearly referred to management as one
users
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of the users. The other five studies have excluded the management as a user of governmental
financial reporting. So the question that occupied our mind is.
Shall we classify the accounting information (as Anthony did) as either internal or external?
Internal accounting information is prepared for the use of management. External
accounting
in formation is prepared primarily for the use of external parties although
it is also used by
management (Anthony 1978).
Or
Shall we consider that the financial reporting should be directed towards both internal and
external users? The governmental financial reporting has a unique feature

(in comparison with
commercial financial reporting) which is the inclusion of budgetary information and
comparisons (budgetary comparisons) in the financial reports. This information is important
for the management (Drebin, 1981). However, Drebin stated that" the distinction between
"internal" and " external" users in government is not as clear-cut as it is in business. In a
business corporation the stockholders, while technically the ownership
group, do not get
involved in day-to-day resources allocation decisions. On the other hand, such decisions in
government frequently require approval of the voters or their representatives. Presumably
those responsible for making these decisions need relevant financial information". "Although
a budget for commercial enterprise may be viewed as an internal management report, the
budget for a governmental unit is a public document, a matter of law. The public has an
interest in knowing, not only the planned allocation of financial resources, but also how these
were actually utilized in comparison with the plan" (Drebin, 1981).
In fact, we agree with Anthony that the internal accounting information should be prepared
for the use of management. On the other hand, we consider that the financial
reporting
(external accounting information) should primarily be intended for external users who lack
the authority to prescribe the financial information they want and therefore they must use the
information that management communicates to them (as the FASB stated). The rationale for
that is:
Management can not wait until the financial reporting is promulgated at the end of fiscal
year to get the financial information needed for decision-making process, considering the
fact that decision making process requires timely, relevant and correct information.
Basically, it needs information that can assist in day-to-day decision making process;
- Managers need more information than external users need, such as costing information on
specific activities and operations in order to carry out their management responsibilities

effectively; and
Management is the producer of financial reporting.

However, our intention here is not to focus on whether the governmental financial reporting
should be intended for external users or internal users, but to identify the users «financial
information of the central government both internal and external in Egypt and the
Netherlands. Consequently, to identify the financial information that should be provided by
the central government accounting and financial reporting to those internal and external
us ers.

3.2.2 Identification of the present and potential users of the central government flnancial
information in Egypt as well as in the Netherlands
In reality, it has been noticed from the previously mentioned studies that there was an
ambiguity with respect to identification of who the internal and external users are.
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Furthermore, there was a conflict between the basis used to identify the internal and external
users and the user groups identified. For instance, FASB and IFAC studies have described the
external users as the ones who lack the authority to prescribe the financial information they
want. However, the external users list, which is determined by these two studies, has included
some users who have the authority and ability to obtain whatever financial information they
need such as the legislative bodies, oversight bodies and higher levels government. Therefore,
we will try in this section to overcome as far as possible the above stated ambiguity. Thus, the
identification of the present and potential user groups of the central government financial
information in Egypt and the Netherlands will be approached in two stages. The first stage
will identify the user groups based on the aforementioned studies. The second stage will
identify the user groups based on a suggestion of distinction criteria between the internal and
external users. Generally, there are two approaches in the practice (which have been adopted
in the past) that can be used to identify the users and their needs. These are (Jones and

Pendlebury, 2000):
1- Differential approach to users and their needs: this approach emphasizes the complexity
of financial accounting and thus produces many users groups. The best example of this
approach comes from a research entitled Objectives ofkccounting and Financial
Reportingfor Governmental Units by Drebin et al (1981). Gee study No. 6, section 3.2.1)
2- Integral approach to users and their needs: this approach emphasizes the commonalties
and produces few users groups. The best example of this approach is the study o f Robert
Anthony (1978), Financial Accounting in Non-business organizations, promulgated by
FASB in 1978. (see study No.4 , section 3.2.1)
In our attempt to identi fy the users and their needs, we prefer to go more into direction of the
differential approach than the integral approach. This means that we are not going to limit the
users groups to the extent that emphasizes the commonalties or to expand the users groups to
the extent that makes the number of user groups not manageable. We might call this approach,
Practical-dil»rential approach. This approach also emphasizes the complexity of financial

accounting, but it produces manageable users groups.

The Practical-differential approach to users:
As aforementioned, the user groups will be approached in two stages:
Stage one: Identijication of the present and potential users of the central government

financial information in Egypt as well as in the Netherlands based on the aforementioned
studies

A- Egypt:
The users are categorized into internal and external users as follows:

a- Internal users:
1- Management:

(departmental heads / chief executives); and
operational management.

- directors
-

b- External users:
1- Legislative and governing bodies:
people's council; and
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- ministers cabinet.
2- Oversight bodies:
- ministry of finance;
- central
auditing organization;

- ministry of planning;
- central agency for organization and management;
- control agency of management;

- national investment bank; and
people's council.
3- Investors and creditors:
- investors include bondholders and
prospective bondholders; and
creditors include the financial institutions that lend money to government.
-

4- Special interest agencies:
- central agency for statistics;
Egyptian central bank;
- national planning institute; and
- international
organizations such as: IMF (International Monetary Fund) and WB
(World Bank).
5- Resource providers:
- taxpayers and fee-payers;
- lenders; and
- service customer.

6- The public:
- recipients of goods and services provided by government;
- electors and voters;
- taxpayers and fee-payers; and
- special interests
groups (economists, analysts, media and researchers) and others who
require information.

B- The Netherlands:
Similarly, we can identify the present and potential users of the central government financial
information in the Netherlands as follows:
a- Internal users:
1- Management:
- chief executives
(directorate);
- operational management; and
- management of governmental agencies (agentschappen).

b- External users:
1- Legislative and governing bodies:
parliament (Lower House and Senate); and
- ministers cabinet.
2- Oversight Bodies:
- ministry of finance;
- Court of Audit (Algemene Rekenkamer); and
- parliament.
3- Special interest agencies:

- central plan bureau (CPB);
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-

central bureau for statistics (CBS);
central bank;
European central bank (ECB); and
international organizations such as: IMF (International Monetary Fund) and WB

- Dutch
-

(World Bank).
4- Investors and Creditors:
- investors include bondholders and
prospective bondholders; and
- creditors include the financial institutions that lend money to government.
5- Resource providers:
- taxpayers and feepayers;
- lenders; and
- service customer.
6- The public:
- recipients of goods and services provided by government;
- electors and voters;
- taxpayers and feepayers; and
- special interest
groups (economists, analysts, media and researchers) and others
who require information.

Stage two: Identification of the present and potential users in Egypt and the Netherlands
based on a suggestion of distinction criteria between the internal and external users.

The identification of user groups of the governmental financial information should be
approached in the context of unique nature of the government (in comparison with
business)
as well as the significant characteristics of its environment within which it operates. One of
the primary characteristics ofthe government environment is that the government is a
representative of its citizens. This also means that the citizens delegate the power to the
government in order to be able to make decisions about allocation and management of public
resources. This delegation of powers is usually accompanied by "separation ofpower"
between executive, legislative and judicial bodies of government. This, in turn, means that
legislative, executive and oversight bodies are responsible to the citizens for the financial
management of governmental entity resources. Thus, those who argue that legislative,
executive (governing) and oversight bodies are external users, their argument can not be
justified. This because it is not logic that bodies who have the power (delegated to them by
the citizens) and are accountable to the citizens for the management of the public resources
can be considered as external users. These bodies can not wait until the financial reporting is
promulgated at the end of fiscal year to carry out their responsibilities efficiently and
effectively. In addition, these bodies have the power, ability and authority to obtain whatever
financial information they want. For example, the Parliament, whether in the Netherlands or
Egypt, can call out any Minister to get information about specific issues at any time. So in
order to overcome the ambiguity and conflict, which have appeared in the previously
mentioned studies, there is a need for suggestion of distinction criteria that can be used for
categorization o f users of the central government accounting and financial reporting. These
criteria are:
1- lack of authority, ability and resources to obtain information they want;
2- rely heavily on general purpose financial reports;
3- possess the authority and ability to obtain information they want
(in accordance with

legislation);

4- rely on special and general purpose financial reports; and
5- rely heavily on internal financial information.
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Accordingly, the criteria 1&2 can be used for the external users, namely, the users who lack
the authority and ability to obtain the information they want and rely heavily on generalpurpose financial reports as important sources of information. Therefore, we see that investors
and creditors, resource providers, the public and special interest groups and agencies are the
clearest example for the external users. On the other hand, criteria 3&4 can be used for those
we might call semi-external users. This means that the users who have the authority and
ability to obtain the information they want and rely on both special and general-purpose
financial reports can be considered as semi-external users. Consequently, legislative bodies,
governing bodies and oversight bodies can be considered as semi-external users.
In addition, criteria 5 can be used for the internal users who rely heavily on the internal
financial information. Consequently, the management is considered as internal user.
In addition, the following facts should be taken into account:
- There is no clear-cut distinction between the internal and external users in governmental
sector as it is the case in business. Hence, this distinction is, to some extent, a subjective
and speculative process.
There are some users who can be considered as both internal and external users.
Based on the above-mentioned distinction criteria and facts, we can reconsider the
identification ofthe present and potential users of the central government financial
information in Egypt as well as in the Netherlands:

Egypt:
The users groups are categorized into internal, semi-external and external users as follows:

A- Internal users:
1- Management: this can further be categorized into:
a. political management:
- ministers.
b. administrative management:
- directors
(departmental heads / chief executives); and
- operational management.

B- Semi-external users:
1- Legislative and governing bodies:
- parliament ; and
- ministers cabinet.
2- Oversight bodies:
- ministry of finance;
- central auditing organization;
- ministry of planning;
- central agency for organization and management;
- control agency o f management;
- national investment bank; and
- people's council.

C- External users:
1- Investors and creditors:
- investors include bondholders and
prospective bondholders; and
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creditors include the financial institutions that lend money to government.
2- Resource providers:
- taxpayers and feepayers;
- lenders; and
-service customer.
3- Special interest agencies:
- central
agency for statistics;
-

-

Egyptian central bank;
planning institute; and
international organizations such as: IMF (International Monetary Fund) and WB

- national
-

(World Bank).
4- The public:
- recipients of goods and services provided by government;
- electors and voters;
- taxpayers and feepayers; and
special interests groups (economists, analysts, media and researchers) and others who
require information.

The Netherlands:
The users groups are categorized into internal, semi-external and external users as follows:

A- Internal users:
1- Management:
a.

b.

political management:
- ministers.
administrative management:
- chief executives
(directorate);
operational management; and
- management of governmental agencies (agentschappen).

B- Semi-external users:
- Legislative and governing bodies:
parliament (Lower House and Senate); and
- ministers cabinet.
2- Oversight Bodies:
- ministry of finance;
- Court of Audit (Algemene Rekenkamer): and
- Parliament.
1

C- External users:
1-

Special interest agencies:
- central plan bureau (CPB);
- central bureau for
statistics (CBS);
- Dutch central bank;
European central bank (ECB); and
- international
organizations such as: IMF (International Monetary Fund) and WB

(World Bank).
2- Investors and Creditors:
- investors include bondholders and
prospective bondholders; and
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creditors include the financial institutions that lend money to government.
3- Resource providers:
- taxpayers and feepayers;
- lenders; and
- service customer.
-

4- The public:
- recipients of goods and services provided by government;
- electors and voters;
- taxpayers and feepayers; and
- special interests groups (economists, analysts, media and researchers) and others who
require information.

3-3 Identification of the users' needs
The preceding section identified the principal users of the central government financial
information in general and in particular, in Egypt and the Netherlands. This section discusses
the nature of the information needed by those users. This will also take place in two steps. The
first step will review some of the foregoing studies with respect to identification of the users'
needs, especially the financial information that is required to meet the external users needs.
The second step discusses the nature of the information needed by the users groups in the
Netherlands and Egypt. Herein, we will discuss the information needs of the internal, semiexternal and external users.
3.3.1 Reviewing some of the earlier conducted studies concerning the users needs

This section gives an overview of earlier conducted studies that are concerned with the
identification of the external users' needs. In this regard, there are several studies that have
been conducted such as: Emerson Henke (1965), Davidson et al (1977), Anthony (1978),
Chan (1981), Drebin (1981), the Federal Government Reporting Study by the office of the
Auditor General of Canada and Comptrollers General of the US (1986), IFAC (1991),
Objectives of Government Financial reports by the International Organization of supreme
Audit institutions (1992b) and Objectives of Federal Financial Reporting by federal
Accounting Standards Advisory Board in the US (1994). Three ofthese studies have treated
the matter in depth and in detail and they are the most notable examples in the public sector
accounting literature. These are:
1- Anthony study (1978), Financial Accounting in Non-business Organizations -FASB
study;
2- Allan Drebin et al (1981), Objectives of Accounting and Financial reporting for
Governmental Units, National Council on Governmental Accounting, Volume I and II;
and

3- IFAC (1991), Financial Reporting by National Governments by International Federations
o f Accountants.

While some of the above-mentioned studies (such as: Anthony study, 1978) are not focusing
on the central government, the main purpose of dealing with these studies is to gain more
insight into the users' needs in the governmental sector. This, in turn, can assist in
determining the user' needs on the central government level.
3.3.1.1 R.N. Anthony study (1978): as previously mentioned, Anthony used the integral
approach to users needs. Generally, his study outlined four primary and general users' needs,
which should be met. These are:
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"

Financial Viability: users need information that indicates the organization's ability to
continue providing the services for which it exists". This information is to a great extent
similar to the information that is needed by those interested in business enterprises. This
would include information on resource inflows and outflows and of all assets and
liabilities. This would also include information on solvency and liquidity.
2- Fiscal Compliance: this includes information on expenditures against formal
parliamentary authority and of compliance with other legislation, rules and regulations
(Carpenter, 1990). This means that management of governmental entities must comply
with a number of mandates. Also the users need information on whether these mandates
have been complied with and whether those resources have been used for the intended
1-

purposes.

3- Management Performance: "management responsibility is greater than merely complying
with the rules. Management is fundamentally responsible for spending money wisely.
Thus, users are interested in how well the money was spent, to the extent that accounting
can shed light on this". Anthony further stated that the terms of a stewardship and
accountability are often used for this idea, but these terms are used by some to refer to
compliance only.
4- Cost of Services Provided: " in most organizations the amount of spending for various
programs is important information to users. Citizens are interested in how much their
government spends for recreational facilities as compared with roads. Prospective donors
may be interested in the amount a college spends for its library compared with its
athletic". This means that users need information on the true cost of programs and on
resources utilized with respect to these programs and the total cost of services.
3.3.1.2 Allan Drebin et Al (1981) outlined five information categories required by the users:
1-

-

2-

3-

4-

5-
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Current Financial Condition and Flows of Short-term Financial Resources: information
concerning:
liquidity (ability to convert resources into cash) and solvency (ability to meet current
obligations as they come due);
appropriable resources; and
determination of cash and equivalent items and their availability for specific uses.
Economic Condition and Changes in Economic Conditions: information concerning how
well off is the unit in an economic sense, including measures to meet obligations payable
in the future and measures of capital maintenance, i.e., maintaining the physical capacity
to deliver services.
Legal, Fiduciary, and Contractual Assurance: information to permit interested parties to
monitor the execution of contractual and legal requirements. Permitting public officials
discharges fiduciary responsibilities by reporting disposition of resources entrusted to
them.
Planning and Budgeting: information to permit parties involved in the budgeting process
to compare program alternatives in terms of effectiveness, resources requirements, and
impact on financial and economic condition.
Management and Organizational Performance: information concerning how management
has performed its responsibilities and the degree to which organizational objectives have
been accomplished. Measures of efficiency and effectiveness. (although other categories
might also be useful for evaluating performance- for example, a balanced budget and
capital maintenance are important aspects - this category focuses primarily on nonfinancial measures).

3.3.1.3 IFAC, in a 1991 study, has generally stated that the users need information to help
them make economic, social and political decisions and to evaluate government's or unit's
use of the resources. According to IFAC study, users look to financial reports for information
on a government's or a unit's:
1-

Stewardship and compliance: herein the users need information that helps them in
assessing whether resources were used in accordance with legally mandated budgets and
other legislation and related authorities such as legal and contractual constraints and
program mandates. This information could be obtained by comparing the budget with
actual results, which, in turn, will assist in demonstrating of the accountability. Moreover,
users need information to assess the government's stewardship on the custody and
maintenance of resources. Users are interested in how the government safeguards, uses,
and maintains the resources entrusted to it. They are interested in financial assets and
physical assets. This means that users are interested in how the government manages the
economic resources and not only the financial resources or cash flows and cash balances.

2- State offinance: herein the users require information that can help them in:
- assessing the sources and types of revenues;
- assessing the allocation and use of resources;
- assessing the extent to which revenues were sufficient to cover costs of operations;
predicting the timing and volume of cash flows and future cash and borrowing
requirements;
- assessing the government's or unit's ability to meet financial obligation, both short and
long term. "Over time, a government accumulates liabilities that must be met in the future.
Assets that can be used to meet those obligations and finance future operations may also
be accumulated. Users need information on them because it bears directly on the
government's ability to meet its obligations and finance its operations, and on future
revenue requirements"; and
- assessing the government's or unit's overall financial condition.
3- Performance: users need information to assess the performance ofthe government in its
use ofresources. This information should be sufficient to assess the performance in terms
of the economy and efficiency of operations and how well goals and objectives have been
met. Thus users seek information about service efforts, costs and accomplishments. Users
need such information to assess government's ability to maintain the level and quality of
its services.
4- Economic impact: users require information to evaluate the economic impact o f the
government on the economy and to evaluate government spending options and priorities.
Thus, they need information which assists them to understand the full nature, scope and
extent of government financial activities to the overall economy. For instance, how
significant are total expenditures in relation to the economy's output? Is government
growing? How are government activities affecting the economy? Financial reports might
be able to provide information relevant to such questions".

Apparently, the main conclusion that could be derived from the above mentioned three studies
is that the external users needs are no longer confined to cash flows and cash balances and of
compliance with legislation, rules and regulations. On the contrary, those needs are extended
to comprise more significant and valuable information, such as, information about assets,
liabilities, revenues, expenses, cost services provided, cost effectiveness, performance in
terms of efficiency and effectiveness, the relationship between revenues, expenses and
changes in net worth, and the trade offbetween the burdens of current and future taxpayers.
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3.3.2 Discussion of information needed by the users groups of the Netherlands and Egypt
In section 3.2.1. we have identified the users groups in Egypt and the Netherlands. This
section discusses the information needs of those users. In order to be able to identify the
users' needs, we have made some interviews with different users. For instance, we made
interviews with some of higher level officials in the Dutch Court of Audit, Central Plan
Bureau and Central Bureau for Statistics. When we asked them about their information needs,
we found out that all of them are focusing on the information, which is currently provided in
accordance with the applicable laws and regulations that specify the types and timing of
financial information that they are entitled to receive. Besides, they are not able to identify the
information that should be provided to them. Therefore, we agree with Sutcliffe (1985) when
said, "one of the biggest problems in identifying users' needs is their own inability to
articulate what these are in any convincing way. They cannot assess the importance of
in formation that has not previously been provided and, if asked, tend to ask for information
that reflects the prevailing conventional wisdom". Anthony (1978) has also mentioned that
users (e.g. managers) can neither appreciate norjudge the importance of information that has
not been furnished yet. In addition, Anthony stated that" in absence of hard evidence,
therefore, one must rely on his or her own judgement as to what information a user should
need. This is, of course, a highly subjective and speculative process, but there seems to be no
alternative (Anthony, 1978 p. 48).
So in this section we shall attempt to identify the information needs of users groups in Egypt
and the Netherlands. Herein, the following factors can play a vital role in diversity of the
in formation required by the user groups of the two countries:

-

-

-

-

-

management system;
to what extent the government encourages the management performance;
constitutional structure;
social structure;
the degree of development, culture and consciousness of the people;
the degree ofthe technology development;
information utility - the degree to which the available information is utilized;
the applicable laws and regulations in the two countries; and
whether the political system is democratic or dictatorial.

Practical-differential approach to the users and their needs
Thus, the following users groups and their needs will be dealt with:

A- Internal users and their needs:
1 - The Management.
The management, as identified in section 3.2.1 for both the Netherlands and Egypt, includes
political management (Ministers) and administrative management (chief executives, directors,
operational management and management of governmental agencies). However, the two
countries are following different management systems by the central governmental entities.
This in tum can lead to different information needs. Although Egypt has started in 1991 the
economic reform program, which has in turn required management reform, the management
system in the central governmental entities still has the main features of the public
administration system (bureaucratic management system). This system focuses on a blind
following of instructions and compliance with written rules and regulations that aim at
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limiting discretion. The administrative structure is strongly hierarchical and many quite trivial
decisions have to be referred to higher levels for resolution. Managers may not have been
exposed to modern business techniques and they follow administrative methods based on
precedent rather than personal initiatives. The Ministers are making the detailed decisions
about the internal management of departments for which they did not have adequate
knowledge and suitable information. Furthermore, the managers act as extension of the
Minister, without having any independent existence and consequently no independent
responsibility. In these circumstances, the information needs are likely confined to routine
decisions which lack the long-term insight and which are consistent with the nature and
requirements of the bureaucratic management system. The Minister requires information
about whether his decisions are implemented or not and whether the managers have followed
the rules and regulations.

In the Netherlands, some of the central governmental entities are using the result-oriented
management system such as agencies and autonomous administrative authorities (In Dutch:
Zel fstandige Bestuursorganen - ZBOs). This system focuses on the output instead of input and
on the performance in terms of efficiency and effectiveness. The managers have more
freedom in managing their departments and they are responsible for their actions and for
output agreed. Accordingly, the use ofthis management system, of course, results in requiring
different information than that required by the public administration system (bureaucratic
management system). On the other hand, the rest of the central government is following the
public administration system. It is worthwhile to note that the Netherlands has made plenty of
incremental changes in the public administration system. Accordingly, the Dutch public
administration system is going more into the direction of result-oriented management than the
pure bureaucratic management system used in Egypt. This system is in-between the
bureaucratic and result-oriented management. It might be called Modern Bureaucratic system.
This system, of course, will require different information than that required by the pure
bureaucratic system used in Egypt. So the information needs will differ according to the
nature and features ofthe aforementioned management systems. For example: the information
needs of the agencies and autonomous administrative authorities (ZBOs) are more focused on
the cost of output, effectiveness of the alternative programs and their costs, and on
performance in terms ofefficiency and effectiveness. Then, the type ofmanagement system
(whether is result-oriented, modern bureaucratic or pure bureaucratic system) can lead to the
diversity ofthe financial information required in the two countries. Generally, the more the
management system is result-oriented, the more information is required (especially about the
cost of output), the more a sophisticated accounting system is inevitable. In addition, the
degree to which the available information is utilized in a developed country such as the
Netherlands is likely higher than that in a developing country such as Egypt.

However, the management is responsible for carrying out the following functions, each of
which implies a distinct set of decisions: (Ferguson and Drebin, 1981)
Planning: which involves setting goals and objectives and selecting programs to achieve
them;
Financing: which entails obtaining resources necessary to implement the programs;
Implementation: which involves organizing, staffing and directing necessary to carry out
the selected programs; and
Control: which is necessary to ensure that directions are followed and objectives are
-

reached.
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In order to satisfy these functions and related decision making responsibilities effectively,
management requires comprehensive ex-post and ex-ante financial information. Management
obtains much of this information from internal reporting not available to external users
generally (CICA, 1977). In reality, management needs different information to carry out
different functions. This information should be considered as a basic information for both
developed and developing countries:

* Planning: this comprises different types of activities: setting goals, estimating resources
constraints, capital planning, budgeting decisions, drafting policies, and the planning of
alternative programs and projects (Ferguson and Drebin, 1981). All these activities implies a
need for in formation helpful in predicting the potential effectiveness of alternative programs
and costs of alternatives. This information may include internal data on past costs of activities
and effectiveness of existing programs. Management will also need information on the
potential impact of different programs on the various sources of government revenue property taxes, income and sales tax, user fees, especial assessment (Ferguson and Drebin,
1981). Concerning the capital planning, management needs information that can assist it in
predicting effectiveness and costs of alternative plans. Vital decision can focus on whether
they should maintain existing structures or replace them with new ones. For existing
structures, management needs in formation on the current status and rate of deterioration to
help in predicting the potential service life of the structures as well as maintenance costs. For
new constructions, management needs information that can help in predicting future
maintenance and operating costs and initial construction costs (Ferguson and Drebin, 1981).
In addition, the management prepares the budget. Herein, the management is interested in
information about the expected impact of current proposals on long-term flows of resources
and in ensuring solvency within the budgetary period and information on short-term flows of
resources.

*

Financing this function comprises several activities such as cash management, long-term
financing, other future obligations and resources acquisition (Ferguson and Drebin, 1981).
indeed, different information is required in order to carrying out these activities. Cash
management includes the dual functions of cash forecasting and cash investment (Ferbes,
1978). However, management is responsible for having cash or cash equivalent on hand to
meet obligations as they come due. To meet this responsibility, management requires
information that can help in estimating short term flows of resources. Furthermore, for the
decision on how to invest idle cash balances management needs information on the timing of
short-term flows of resources since investment matures at different times (Ferguson, 1978).
Long-term financing also requires other information, where the long-term financing decisions
have dual effect on the current and future generations. So it could happen that a certain longterm financing decision results in benefiting of the current generation on account of the future
generation. Hence, efficient long-term financing requires information helpful for predicting
the availability of resources necessary to meet debt services obligations. In addition,
management will also need information on factors likely to affect interest rates of particular
offering and on other future obligations such as employee pensions (Drebin, 1981). As a
consequence of the use o f cash accounting by the government, pension plans have been
underfunded, leaving the burdens of payments to the future taxpayers. Consequently, the
funding status of pension plans affects the overall assessment of the government financial
health (Tilove, 1976). So the management, in order to avoid the financing of current
operations by deferral ofpayment, requires information on the timing of cash outlays that will
be necessary to fulfil the obligations created. Finally, resources acquisition decisions also
require a distinct information. Resource acquisition decisions affect the level of tax rates and
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user charges and fees. Then the management should obtain information about the impact of
alternative programs on the existing tax and fees structure. For activities that are intended to
be self-supporting, the management may need information to ensure that charges and fees are
adequate to cover the cost of proposed operations (Ferguson and Drebin, 1981).

* Implementation: the most important function of the government is to provide services.
Services delivery can be viewed as three stage-process, including inputs, outputs and impacts
(Washnis, 1980). Herein, the management needs information to help in predicting the
relationship between units of input and units of output. In order to improve efficiency, the

management may require information of existing costs per unit of output. Information helpful
in predicting the cost of alternative programs would also be useful to management in making
implementation decisions.

* Control: this function includes follow-up and measurement of actual performance,
comparing actual performance with planned performance, determining of variances, analyzing
of variances, and determining the responsibility for variances (Noufal, 1985). In short, this
involves measuring performance to see whether objectives are being accomplished and
constraints are being observed and taking remedial actions whenever unfavorable results are
indicated (Ferguson and Drebin, 1981). In reality, management needs financial information,
which provides measures for control function. For example, comparison of appropriation with
expenditures indicates how short-term flows of resources have been handled; and comparison
of future commitments with future projected resources inflows indicates whether the long-tem
financial status of the government is being adequately protected (Drebin, 1978).

B- Semi-external users and their needs:
1- Legislative and governing bodies:
The legislative and governing bodies include members of Parliament (Lower House and
Senate) and Ministers Cabinet in the Netherlands and include the members of People's
Council (Parliament) and Cabinet Ministers in Egypt. The legislative bodies grant authority to
governing bodies and their units to administer public financial affairs and resources, and
consequently hold them accountable for those resources (IFAC, 1991). These legislative
bodies are responsible for overseeing the activities of the governing bodies, for approving the
budget and tax rates and for maintaining the fiscal viability of the government (Ingram, 1991).
The governing bodies are responsible for making management decisions to carry out the
ongoing activities of the government and report to the legislative bodies concerning financial
matters. Furthermore, the governing bodies are responsible for setting policies and appraising
the management. However, the legislative and governing bodies (whatever their title in both
countries) represent the electorate in public policy determination and in overseeing the
branches of governments. In relation to the administration, a legislative or governing body has
greater policy-making authority. On the other hand, they are subjected to many constitutional
and statutory limitations (Chan, 1981). Examples in the public finance are debt limitations,
tax levy authority, and constitutional spending limitations and requirements of balancing
budgets (Chan, 1981). The legislative and governing bodies are the primary users of
government financial information. They are accountable to the public for the financial
management of governmental entity resources. Here we can ask: what kind of information do
they require?

They need information about how resources have been obtained, how they have been used,
and whether the sources and uses conform to budget requirements. This means that they need
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information that can assist them in making resource acquisition and allocation decisions.
These decisions reflect elected officials' judgements of how the benefits and costs of the
public programs should be distributed (Chan, 1981). They need information to help them
assess the government's stewardship of resources, and information on whether the current and
long-term liabilities are met (Ingram, 1991). Thus, governing and legislative bodies, in order
to authorize liabilities (e.g. short- and long-term borrowing), want to know the reasons for the
borrowing. Therefore, they need information to predict and evaluate the ability of government
to meet these liabilities. Also the governing body has to know the purposes, and long-term
financial commitments being requested. Similarly, it needs information to predict the
government's long-term ability to service debts. They need information about whether
services and costs are distributed equitably and whether physical resources are properly
maintained, and to assess to what extent revenues were sufficient to cover costs of operations
(IFAC, 1991). More regularly, they need information about financial resources generated by
existing taxes and they also need information regarding the services, which may be funded
with grants (Chan, 1981). Finally, they need information that helps in making future plans and
policies.
In addition to the above mentioned information needs, the governing and legislative bodies in
both developed and developing countries require more information in order to demonstrate
the fiscal transparency. IMF (2001) stated that the code of good practices fiscal transparency
is based on four general principles:
1 - Clarity of roles and responsibilities. Policy and management roles within the public sector
should be clear and publicly disclosed. There should be a clear legal and administrative
framework for fiscal management.
1- Public availability of information. The public should be provided with complete
information on the past, current, and projected fiscal activity of government.
3-

Open budget processes. Budget documentation should specify fiscal policy, objectives,
the macroeconomic framework, the policy basis for the budget, and identifiable major
fiscal risks. Budget information should be presented in a way that facilitates policy
analysis and promotes accountability. Procedures for the execution and monitoring of
approved expenditures and for collecting revenue should be clearly specified. There
should be regular fiscal reporting to the legislature and the public.

4- Assurance of integrity. Fiscal data should meet accepted quality standards and should be
subjected to independent scrutiny. There should be mechanisms in place, which provide
assurances to the public about data integrity.

Increasingly, the developed countries are now required to follow and implement these four
principles. So in the developed and democratic countries, governments are now required to be
more transparent about their short- and long-term fiscal intentions. For instance, the
Parliament and the public require more financial information about the position of the
government and the risks surrounding that position and more in formation on the level of the
public debt. This means that the Dutch governing body has to be transparent about its
financial intentions, and the short- and long-term impact of its spending and taxation
decisions. Such transparency likely leads governing and legislative bodies to give more
weight to the longer-term consequences of their decisions; hence, they require information
that can assist them in making and assessment of those decisions.
Even though the developing countries are also required to follow and implement the
aforementioned four principles, the existence of corruption and fraud, and particularly the
increasing of the local and foreign debt creates incentives for the government to withhold the
information that can demonstrate the fiscal transparency.
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2- Oversight bodies:
The Netherlands and Egypt have different oversight bodies. In the Netherlands, these include
Ministry of Finance, Court of Audit (Algemene Rekenkamer) and Parliament. In Egypt, these
include Ministry of Finance, Central Auditing Organization, Ministry of Planning, Central
Agency for Organization and Management, Inspection Agency of Management, National
Investment Bank and People's Council. These oversight bodies are responsible for carrying
out different tasks in the two countries. Of course, this, in turn, means different information
needs. In reality, based on the currently used governmental accounting systems in both
countries, the oversight bodies are missing a significant financial information. As previously
mentioned in chapter two, commitment-cash basis is used by the central governmental
accounting system of the Netherlands in accordance with accounts Act of 1976. As a
consequence, the central governmental accounting in the Netherlands can only provide the

oversight bodies with information about the flow of current financial resources. This means
that the Dutch central governmental accounting system only measures cash and commitments
by recognizing transactions and events, which have occurred by year-end and are normally,
expected to result in a cash receipt and/or disbursement within a specific period after yearend. Consequently, the oversight bodies have missed a reliable and meaningful information
about the total-economic resources, namely, information about assets, liabilities, revenues,
expenses and net assets (equity) and changes therein and whether the reporting entity is
operating economically and efficiently.

Similarly, the Egyptian central governmental accounting system only provides the oversight
bodies with information about the monemryposition of the government. This means that the
oversight bodies in Egypt have also missed a reliable and meaningful information such as
information about the flow of current financial resources, total financial resources and total
economic resources. Accordingly, the Egyptian oversight bodies should also be provided with
information about assets, liabilities, revenues, expenses and net assets (equity) and changes
therein and whether the reporting entity is operating economically and efficiently.
On the other hand, the oversight bodies both in Egypt and the Netherlands are accountable to
the public for overseeing whether the governmental entities are run efficiently and the
resources are obtained and used judiciously. In general, oversight bodies (together with
governing and legislative bodies) examine four areas of management stewardship (Chan,
1981):

Legal compliance: the actual conduct of the administration compared with the standards
as required by applicable laws and regulations, including those related to public finance.
2- Financial oversight: in conjunction with legal compliance, financial oversight seeks to
ensure that public funds are used for designated public purposes, and in the manner
prescribed by the governing body.
3- Elliciency and economy: whether most outputs are produced by a given mix of input; or
whether the least inputs are used to produce a given mix of outputs. Whether the least
costly or less costly means have been used to achieve given goals.
4- Program or organizational e#ectivenas: the extent to which goals as promulgated by
governing body have been achieved.
1-

Consequently, oversight bodies whether in the Netherlands or Egypt need information for:
determining whether sources were utilized in accordance with legal and contractual
requirements;

-
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-

-

-

-

determining whether resource contributions of taxpayers, grantors and service recipients
intended to support activities of a given time period were sufficient to recover the cost of
those activities;
determining whether fees or reimbursements are in accordance with legal, grant or
contractual requirements;
determining whether the public outputs have been produced in an efficient and effective
way or not;
accounting for the use and disposition of resources entrusted to public officials;
evaluating the efficiency and economy of operations of organizational units, programs,
activities and functions; and
evaluating the results of programs, activities and functions, and their effectiveness in
achieving their goals and objectives (NCGA, 1981).

C- External users and their needs:
1- Investors and Creditors:
Investors and creditors (investors include bondholders and prospective bondholders; and
creditors include commercial banks, vendors and other financial institutions that lend money
to government) are major resource providers for the governmental entities. Investors and
creditors can have different relationship with the governmental entities. For example,
investment may be for short-term or long-term, and the loans may be for short-term to meet
current expenditures, or long- term to be used to construct or purchase long-life assets. Since
the investors and creditors can have different relationship with the government, they also need
different information that can assist them in making investment and lending decisions. If this
information was not available by the governmental entities, they would look for alternative
sources of information or would look for alternative investments for which information is
available. On the other hand, what kind of information do they require?

They need information on the ability of the government entity to meet its debt services
requirements. They need to assess the probability that the particular contractual obligations to
pay interest and principal will be met in full and on time (Drebin, 1981). Ratio of long-term
debt to fixed assets and ratio of changes in long-term debt to fixed assets provide information
about the entities debt management (Ingram, 1991). Since the long-term debt is not
recognized under cash based-accounting system and the capital expenditures are treated as
current expenditures, and also the changes in both fixed assets and long-term debt are not
recognized, it is difficult for investors and creditors to assess to what extent the government
entities manage their debt efficiently and effectively. In addition, they need information about
cash flows and cash requirements and information on the total liabilities and the total assets of
the government entities Generally, they approximately need the same financial information
from the governmental entities as in business enterprises. For example, they need information
about the liquidity, solvency and financial position.
2- Resource providers:
This group comprises taxpayers, feepayers, lenders and service customers. This group has
different information needs. For instance, taxpayers and feepayers are interested in
information that can justify the burden of tax and the charges of fees and show to what extent
the government is able to spend the public money in an efficient and effective way. Therefore,
they need information on how significant are total government expenditure in relation to the
economy output, total estimated costs ofprograms and the effectiveness of alternative
programs and their costs. They need information showing the nature, purposes and amount of
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government spending in order to appreciate the total financial requirements and financial
resources required by individual programs (IFAC, 1991). They need information on the future
tax and the reasons underlying the future tax and per cent total tax-fees/total financial
requirements. Concerning the lenders, their information needs are similar to information
required by creditors and investors. Accordingly, a great part of the information needs and
decision processes that are discussed under the creditors and investors become part ofthe
in formation needs and decision processes of the lenders, or generally for the resource
providers. In respect of service customers, they are interested in the government's
effectiveness in service delivery in terms of the quality and quantity of services. They are also
interested in information about government's service delivery ability. In addition, the resource
providers in the Netherlands, especially the taxpayer, may require more information in
comparison with the taxpayer in Egypt because of the following facts:
the tax rates are higher in the Netherlands in comparison with that of Egypt; and
the degree of the development, culture and consciousness of the people can play an
essential role in requiring more information.

3- The public
The public includes voters, electors, taxpayers, special interest groups, and recipients of
goods, services or benefits provided by the government. The public is the primary provider of
the revenues and resources necessary for government operations. On the other hand, the
public is the primary receiver or user for the government services and who are the beneficial
owners of the public money and property (IFAC, 1991). The public elects the legislative and
executive bodies and grants them the authority to enact the acts and to manage public
financial affairs and resources. Then, both bodies are the agents and the public is the
principal. Thus, the principal should get enough information on:
- how well the agents have managed their financial affairs and resources and to what extent
this was in its interest;
- whether the net worth was positively or negatively affected;
whether the government has managed well the liability to ensure fair distribution of the
burdens between the current and future generations of taxpayers;
- the public also requires more financial information about the position of the government
and the risks surrounding that position and more information about the level of the public
debt.

However, in a democratic society, the public plays an important role in government decision
making. Generally, the degree of the development, culture and consciousness of the people
can play a vital role in affecting the governmental decisions. This will lead to that government
has to be more open with its public by providing the amount of information that reveals about
its own performance. Accordingly, the Dutch government should be more transparent,
particularly about the fiscal transparency.

In conclusion, similar to the conclusion reached under the previous three studies (section
3.3.1), the internal, semi-external and external users' needs are no longer confined to cash
flows and cash balances and of compliance with legislation, rules and regulations. On the
contrary, those needs are extended to comprise more significant and valuable information
such as:

-

-

how the financial and economic resources have been obtained and used;
whether these resources have been used in an efficient and effective way and in the
interest of both current and future generations;
information about assets, liabilities, revenues and expenses;
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-

-

information about cost of services provided, cost effectiveness and performance in terms
of efficiency and effectiveness;
information about the relationship between revenues, expenses and changes in net worth;
the performance of the management;
the trade offbetween the burdens of current and future taxpayers;
the cost of governmental programs and activities;
how future contributions will be used; and
the ability of the government to meet its short- and long term liabilities and commitments.

3.4 Objectives of the governmental accounting and financial reporting
Having identified the users and their needs, this section considers the objectives of
governmental accounting and financial reporting. As it is apparent from the identified users'
needs, each user requires information about the financial status and financial performance of
the government in order to make decisions about some future course of actions. Accordingly,
the objectives of accounting and financial reporting should support those users' needs.
Namely, the objectives should reflect the information needs of those users, otherwise, they are
deemed to be useless. IFAC (1991) stated that "as a general principle, financial reports should
communicate information that is relevant to the decision-making and accountability needs of
users". The NCGA in April 1982 promulgated its statement No. 1: Objectives of Accounting
and Financial Reporting for Governmental Units. The statement has identified the overall
objective of governmental accounting and financial reporting as follows:
The overall goal of accounting and financial reporting for governmental units is to provide:
1- financial information useful for making economic, political, and social decisions, and
demonstrating accountability and stewardship; and
2- information useful for evaluating managerial and organizational performance.
However, the overall objective of the governmental accounting and financial reporting
focused on the external and semi-external users needs and did not focus on the management

information needs. On the other hand, the governmental accounting and financial reporting
exist for the purpose of providing useful financial information for both management and other
users, hence, a complement to the overall objective could be: 3- information useful to

management in planning, controlling and decision-making (Noufal, 1 985). In fact,
government accounting system does not only exist to serve the external and semi-external
users, but presumably its basic function is to facilitate management planning and control and
day-to-day decision making process.

In addition to the overall objective of accounting and financial reporting for governmental
units, the GASB (1987) proposed the following objectives of external reporting by
governments (Chan, 1992):
Financial reporting should assist in fulfilling government's duty to be publicly accountable
and should enable users to assess that accountability:
a. financial reporting should provide information to determine whether current-year revenues
were sufficient to pay for current-year services. This also implies that financial reporting
should show whether current-year citizens received services but shifted part of the
payment burden to future citizens; whether previously accumulated resources were used
up in providing services to current-year citizens; or conversely, whether current-year
revenues were not only sufficient to pay for current-year services, but also increased
accumulated resources.
-
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financial reporting should demonstrate whether resources were obtained and used in
accordance with the entity's legally adopted budget; it should also demonstrate
compliance with other finance-related legal or contractual requirements.
c. financial reporting should provide information to assist users in assessing the efforts,
costs, and accomplishments of the governmental entity. This information, when combined
with information from other sources, helps users assess the economy, efficiency, and
effectiveness of government and may help form a basis for voting or funding decisions.
The information should be based on objective criteria to aid interperiod analysis within an
entity and comparisons among similar entities. Information about physical resources
should also assist in determining the cost of services.
- Financial
reporting should assist in evaluating the operating results of the governmental
entity for the year:
a. financial reporting should provide in formation about sources and uses of financial
resources. Financial reporting should account for all outflows by function and purpose, as
well as all inflows by source and type and the extent to which inf'lows met outflows.
Financial reporting should identify material nonrecurring financial transactions.
b. financial reporting should provide information about how the governmental entity
financed its activities and met its cash requirements.
c. financial reporting should provide information necessary to determine whether the entity's
financial position improved or deteriorated as a result of the year's operations.
Financial reporting should assist users in assessing the level of services that can be provided
by governmental entity and its ability to meet its obligations as they become due:
a. financial reporting should provide information about financial position and condition of a
governmental entity. It should also provide information about resources and obligations,
both actual and contingent, current and non-current. The major financial resources of most
governmental entities are derived from the ability to tax and issue debt. As a result,
financial reporting should provide information about tax sources, tax limitations, tax
burdens, and debt limitations.
b. financial reporting should provide information about a governmental entity's physical and
other non-financial resources having useful lives that extend beyond the current year,
including information that can be used to assess the services potential ofthose resources.
This information should be presented to help users assess long-and short-term capital

b.

-

needs.
c.

financial reporting should disclose legal or contractual restrictions on resources and risks
of potential loss of resources.

Chan has stated that "external financial reporting is a very important function served by
governmental unit accounting system. The other function is to facilitate management planning
and control" (Chan, 1992). In addition to the GASB, an IFAC study (1991) identified seven
objectives of governmental financial reporting. Those objectives are to provide information

useful for:
a. indicating whether resources were obtained and used in accordance with the legally
adopted budget;
b. indicating whether resources were obtained and utilized in accordance with legal and
contractual requirements, including financial limits established by appropriate legislative
authorities;
c. providing information about the sources, allocation and uses of financial resources;
d. providing infurmation about how the government or unit financed its activities and met
its cash requirements;
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e.

f.

providing information that is useful in evaluating the government's or unit's ability to
finance its activities and to meet its liabilities and commitments;
providing information about the financial condition of the government or unit and
changes in it; and

g.

providing aggregate information useful in evaluating the government's or unit's
performance in terms of costs, efficiency and accomplishments.

No doubt that the objectives identified by GASB and IFAC reflect the financial information
required by user groups, namely, they reflect the government's accountability to all those who
have a need or right to know. However, in order to meet those objective,
governmental
entities should determine the design of accounting and reporting system which is best suited
for satisfying those objectives.

3.5 Budget functions and their information needs
In addition to the user' needs, this section will consider another important point, which can
support and enhance the reference framework or the basic hypothesis that is mentioned in the
beginning of this chapter. This point is the budget functions and their information needs.
Jones (2003) argued that for the central government, the budgeting and accounting systems

are inextricably bound up with one another. Hence, most of principles and practices of
budgeting are the principles and practices of accounting or vice versa.
In addition, Drebin (1981) stated that governmental financial reporting has a unique feature
(in comparison with commercial financial reporting) which is the inclusion of budgetary
information and comparisons (budgetary comparisons) in the financial reports and this
information is important for the management. Furthermore, Drebin added that in a business

corporation the stockholders, while technically the ownership group, do not get involved in
day-to-day resources allocation decisions. On the other hand,
such decisions in government
frequently require approval of the voters or their representatives. Presumably those
responsible for making these decisions need relevant financial information" "Although a
budget for commercial enterprise may be viewed as an internal management report, the
budget for a governmental unit is a public document, a matter of law. The public has an
interest in knowing, not only the planned allocation offinancial resources, but also how these
were actually utilized in comparison with the plan" (Drebin, 1981)

Unlike the private sector, there is a very close relationship between the budget and accounting
system in the central government. The budget is a financial plan and describes proposed
expenditures and the means of financing them. The main task of the accounting system in the
central government is to execute the budget and to report on its results and performance.
Based on the specific relationship between budgeting and accounting system, we agree with
Jones that the principles and practices ofbudgeting are the principles and practices of
accounting or vice versa. In fact, the relationship between the budget structure and the
financial reporting structure has been recognized in the Dutch central government, as the
VBTB program focused on improving the structure ofboth budget and financial reporting.
The new budget structure should give an answer to three questions (as mentioned in chapter
2). The new structure of financial reporting should logically follow the budget structure to
give answer on the other three questions (as mentioned in chapter
2). Consequently, the
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government accounting and financial reporting should provide (in addition to the user needs)
the required information for carrying out the budget functions.

Budgetfunctions:
Different writers in different countries have discussed different budget functions as follows:
In the Netherlands, Bac, 1994 and 2003, Langendijk, Kuijl and Smeenge, 1990 have
mentioned the following budget functions and relationship of accounting role with these
functions:

Allocation function: this function is concerned with allocation of resources to different
purposes and choosing or determining the plans that should or not be executed. Herein,
Bac (2003) argued that the allocation function is not applicable to accounting and
reporting, because the allocation plays a role in the budget preparation phase, with the
exception of choices that have to be made after windfalls have delivered unexpected
resources during the year of budget execution.
2- Authorization function: once the amounts have been allocated in the budget then this
provides the authorization to incur expenditure or levy the charges that have been agreed.
In fact, there is relationship between the role of accounting and reporting and the
authorization function, as the accounting plays a continuous role during the year of budget
execution in order to prevent the budget overruns (Bac, 2003).
3- Management function: this function is concerned with execution of tasks related to the
decision making process and carrying out the management responsibility efficiently and
effectively. Herein, the accounting and reporting play an essential role in supporting of
day-to-day management. However, Bac (2003) argued that the management function is
hampered by the shortcomings of cash accounting and even commitment-cash accounting.
4- Control function: control functions can be exercised by comparing budgeted results with
actual results to ensure that expenditure levels are not exceeded and that planned activities
are achieved. Bac (1994) mentioned that this function is concerned with discharging the
accountability. He also added that accounting does have a real role in the control function
1-

(Bac, 2003).
5- Macro-economic function: this function indicates the degree to which budget process has
affected the economic variables such as: purchase power, work opportunities,
development of the interest. With respect to the macro-economic function no direct role
for the accounting and reporting can be identified (Bac, 2003).

In UK, Jones and Pendlebury (1984) have suggested the main functions of the budget as

follows:
-

-

-

-

determining income and expenditures.
assisting in policy making and planning.
authorizing future expenditure.
providing the basis for controlling income and expenditure.
setting a standard for evaluating performance.
motivating managers and employees.
co-ordinating the activities of multi-purpose organizations.

In Egypt, Saraya and Kamel (1998) have argued that the main budget functions include:
Planning: this includes provision and allocation of resources; expending the resources
with purpose of achieving the objectives; reviewing and reconsidering the available

-

resources.
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-

-

Management: this includes translating the objectives into certain projects and activities;
designing of the management units that will embark on the implementation of programs:
employing the staff that is required to implement these programs.
Control: the control process indicates the connection of implementation staff with polices
and plans that have been laid down. It comprises all the procedures and rules that are
required to control the expenditure of governmental entities and on which the monitoring
and control reports can be prepared.

As it is clear, the budget functions are concerned with planning, allocation, authorization,
management, control and macro-economics. The question is: what kind of information is
required for carrying out those functions m an emcient and effective way?

Budget functions and their information needs:

- Planning and allocation functions:
In order for the resources to be efficiently and effectively planned and allocated, the policy
makers require information on the programs assumed to be implemented, their costs and costs
of the alternatives and on whether these resources have been directed towards current
expenditure or capital expenditure. In case these resources have been directed towards capital
expenditure, they need information about whether it will be used to maintain the existing
structure or to carry out new constructions. They need information on whether these resources
will be used to redeem short- or long-term liabilities; hence, they need information about
commitments, short- and long term liabilities. In general, we can assume that the information
needs for performing the planning and allocation functions are, to some extent, similar to
those discussed earlier for governing bodies.
- Authorization function:
Before the legislative bodies provide authorization to incur expenditure or to levy charges,
they need information on how resources will be obtained, how they will be used, and whether
the sources and uses conform to budget requirements. They need information of whether
services and costs are distributed equitably and whether physical resources are properly
maintained. They also need to assess the extent to which revenues were sufficient to cover
costs of operations. They need information to help them assess the government's stewardship
of resources, and information on whether the current and long-term liabilities are met. Herein,
the authorization function has almost the same in formation needs like those of the legislative
bodies.

- Management function
After the resources have been allocated and authorized, the management function of the
budget starts, namely, the carrying out ofthe management responsibility concerning the
execution of the budget. This includes translating the objectives into certain projects and
activities; designing of the management units that will embark on the implementation of
programs; employing the staff that is required to implement these programs. In short, it
involves organizing, staffing and directing necessary to carry out the selected programs.
Herein, the management function requires necessary information about the government
programs and activities that have to be carried out. Also the management needs information to
help in predicting the relationship between units of input and units of output. In order to
improve efficiency, the management may require information of existing costs per unit of
output; information helpful in predicting the cost of alternative programs would also be useful
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to management in making implementation decisions. In general, management needs
information for managing the allocated and authorized resources.

- Control function:
Control is the process by which activity is compared with expected results and deviations
from intended results are located and corrected (Koontz and O'Dnnel, 1968). The function of
control implies measuring performance to see whether objectives are being achieved and
constraints are being observed. It involves detecting departure from the budgeted position and
taking actions to correct deviations. Thus, relevant, accurate and timely information of actual
and budgeted positions need to be provided to alllevels ofmanagement to enable
performance to be monitored against budget (Jones and Pendlebury, 1984). Thus, the control
function of the budget requires information regarding regularity, efficiency and effectiveness
in order to be able to confront it with realized figures in the financial report (Bac, 2001). In
general the information required to perform the control function effectively is similar to the
information required by oversight bodies.
- Macro-economic functions:
In fact, this function has been considered in the literature as a consequence of the Keynesian
notion that fiscal policy can be planned and utilized to achieve economic objectives. Many
believed that macroeconomics could transform the budget process into a vehicle for attaining
both efficient and effective policy ends (Guess, 1992). Thus, the budget process could be
directed towards reducing inflation rates, improving the standard of living, increasing the
work opportunities, decreasing the interest rates and redemption of external debts. Herein, the
fiscal policy makers require information to evaluate the economic impact of the government
on the economy as a whole and to evaluate government spending options and priorities. Thus,
they need information that assists them to understand the full nature, scope and extent of
government financial activities to the overall economy.

Accordingly, we can make a linkage or connection between the users' needs and budget
function information needs as follows:
Users' needs

budget functions information needs

are consistent with - Management function needs
- Management needs
U U H // - Planing and allocationfunctions needs
- Governing bodies needs
// // U
U
- Authorization function needs
- Legislative bodies needs
// //
H
//
- Control function needs
- Oversight bodies needs
- Resource provider and the public needs // U U - Macro-economic function needs

Clearly, the budget functions require different information. This information can be
categorized as follows:
1- Planing, allocation and authorization functions need ex-ante, current and ex-post
information;
2- Management needs current, ex-ante and ex-post information; and
3- Control and macro-economics functions require more ex-post information.
The question is: is the governmental accounting and reporting system able to provide the
information required of the budget functions?
We can say that governmental accounting and financial reporting system are able to provide
current and ex-post information. However, considering the fact that there is a strong
relationship between ex-post and ex-ante information, the ex-post information can assist, to
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some extent, in prediction of ex-ante information. Based on the specific relationship between
the budgeting and accounting systems in the central government, in addition to the users and
their needs, the budget functions and their information needs are important to the point that
can be taken into consideration in designing the governmental accounting and financial
reporting system. Accordingly, we see that the reference framework can be modified to
include the budget functions and their information needs as follows:

Users and their needs, and
budget functions and their
information needs

determine
V

Objectives of Governmental Accounting
and Financial Reporting

V

determine

The design of the governmental accounting
and reporting system that is best suited
for reporting the information needed

Modified reference framework or basic hypothesis
So it can be concluded that objectives ofthe government accounting and financial reporting
are valid only to the extent that they reflect the users information needs and the required
information for performing the budget functions efficiently and effectively.

3.6 Accounting bases to meet objectives
It is wise, before entering into details, to consider or induce the practice, namely, to see what
the accounting bases are that governmental entities follow in practice? In the private sector,
there is unanimity about the accounting basis. Business enterprises around the world follow
accrual-based accounting system. On the contrary, public sector entities around the world
follow diverse accounting practices. This is because countries have different legislation
systems, which in turn affects the accounting policies and practices. Therefore, these policies
and practices can vary considerably among countries. In many countries, accounting and
financial reporting standards do not exist, or are at a very early stage of development, or only
apply to specific types of entities in the public sector (IFAC, 1998). So if we look at the
practice, we would find out that most countries lie between cash basis of accounting and
accrual basis of accounting. IFAC study (1993) identified four accounting bases as follows:
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-

cash basis

-

modified cash basis
modified accrual basis

-

full accrual basis

Some countries use cash basis (e.g. Germany) or modified cash (e.g. France), other countries
use modified accrual (e.g. Canada), other use full accrual accounting (New Zealand, Australia
and UK). In addition, some countries have made a combination between different accounting
bases which makes it difficult to give this combination a suitable accounting term, such as the
Netherlands made combination between cash basis and commitment basis, which we might
call modified cash basis. Moreover, other countries, such as Egypt, use cash basis (with some
modification) for current budget and accrual basis and within certain limits, for investment
projects. Here also it is difficult to say that Egypt uses modified cash or modified accrual.
Thus, there is no consensus about the accounting basis that is applied to the governmental
entities. So the situation in the public sector can be described as follows: there is a spectrum
of accounting bases that range from: the cash basis of accounting, at one extreme; to the full
accrual basis, at the other end of the spectrum. In between, there are many variations that are,
in effect, modifications of either cash or full accrual bases (IFAC, 1991).
*

*

*

** *

*

*

* **

*

Many Variations

Cash basis
*

*

**

Full accrual basis

*

*

*

*

So the spectrum of accounting bases will be elaborated in order to reveal which accounting
basis can meet the objectives of central governmental accounting and financial reporting as
discussed in section 3.4 (in addition to the budget functions and their needs). However, our
intention is not to consider the accounting bases in detail but only to show the amount of
financial information that can be provided by them. This is because chapter four will be
devoted to discuss in detail the cash and accrual accounting in the public sector. Thus, the
spectrum of accounting bases comprises:
- cash basis
- modified cash basis
commitment basis
modified accrual basis
- full accrual basis

Cash basis:
Cash basis of accounting is a method of recording transactions by which revenues and
expenditures are reflected in the accounts in the period in which the related cash receipts or
disbursements occur. Accordingly, the financial statements are usually prepared to disclose
information about cash receipts, cash disbursements and cash balances. Then, the cash basis
of accounting provides the user groups with in formation about the sources of cash raised
during the period, the uses to which those funds were applied and the cash balances at the
reporting date (IFAC, 1991). Hence, the measurement focus is on cash balances and changes
therein. The discussion of the users' needs, and hence, the objectives of governmental
accounting and financial reporting has revealed that those user needs and objectives are no
longer confined to cash receipts, cash disbursements and cash balances. Consequently, it can
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be derived that the cash basis of accounting does not meet the objectives
accounting and financial reporting

of governmental

Modified cash basis:
The measurement focus according to the modified cash basis is on current financial resources
and changes therein. This means that financial statements can disclose, in addition to cash
flows and cash balances, the short-term liabilities. Consequently, modified cash basis can
provide the user groups with information about cash flows dunng the period, those liabilities
that must be met within a short period from reporting date and current cash balances and
receivables available to meet those liabilities. So it can also be inferred that modified cash
basis does not meet the objectives of governmental accounting and financial reporting as
discussed in section 3.4.

Commitment basis:
The commitment basis records transactions when goods and services are ordered and thus
represents commitments incurred by government. This means that the transaction is neither
recognized when cash is paid or received, nor when an invoice is received or issued but at an
earlier point, when orders are issued or received (Jones and Pendlebury, 1984). Hence, this
basis can provide the user groups with information about commitments incurred by the
governmental entities. Clearly, this basis is too far from meeting the objectives of
governmental accounting and financial reporting.

Modified accrual basis:
The modified accrual basis recognizes transactions and events when the transactions or events
occur rather than when cash is paid or received. The main difference between modified
accrual and the full accrual basis is that under the modified accrual basis physical assets are
expensed at the time of purchase (IFAC, 1998). Under the modified accrual basis the
measurement focus is on total financial resources and changes therein. This means that this
basis can provide the users with information about liabilities, the financial assets available to
meet those liabilities and the amount and sources of the period's revenues and expenditures.
Accordingly, the modified accrual basis provides users with information on the sources,
allocations and uses of financial resources (IFAC, 1998). It provides information about how
the government financed its activities and met its cash requirements. This information, in turn,
provides a basis to evaluate the government's ability to finance its activities and meet its
liabilities and commitments (IFAC, 1991). Consequently, it can be concluded that modified
accrual accounting can meet a great part of the objectives of governmental accounting and
financial reporting. On the other hand, the modified accrual basis does not provide
information about the physical assets and the depreciation costs. This means that under the
modified accrual basis, the cost of physical assets is included in expenditures at the time of
purchase rather than being depreciated over its useful life (IFAC, 1996)
Full accrual basis:
The full accrual basis recognizes transactions and events when the transactions or events
occur rather than when cash is paid or received. The financial statements under the accrual
basis disclose the total assets (include current and physical assets), total liabilities (include
short and long-term liabilities), net worth, revenues and expenses. Accordingly, the
measurement focus under the full accrual accounting is on the total economic resources. The
accrual basis provides users with information about such matters as the resources controlled
by entity, the costs ofproviding services and other information useful in assessing financial
position and changes in it, and in assessing whether the reporting entity is operating
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economically and efficiently (IFAC, 1991). Thus, the full accrual basis provides complete,
reliable and meaningful information. Consequently, it can be considered as the most suitable
basis of accounting that can meet the objectives of the governmental accounting and financial
reporting as discussed in section 3.4, this is, in addition to the information needs of the
budget function.

3.7 Summary and conclusion
The basic hypothesis of this chapter is (1) that the users and their needs determine the
objectives ofcentral government accounting and financial reporting, and (2) that these
objectives determine the design of the governmental accounting and financial reporting
system that is best suited for reporting the information required.
By reviewing the earlier conducted studies with respect to the identification ofthe users in the
governmental sector, it is found out that there is no unanimity about who the users of
governmental accounting and financial information are. Some studies have found that some
users are important enough to be included on the users list of financial information (such as
NCGA, 1968) and other studies found that it does not seem necessary to include some users
as principal users of financial information (such as: Anthony, 1978). It is also noticed that
most ofthose studies focused on the external users of governmental financial reporting more
than the internal users. Their opinion was based on the fact that those users have limited
authority, ability, or resources to obtain the information they want. However, there are among
the external users mentioned by those studies some users who have the authority and ability to
obtain whatever financial information they need such as the legislative bodies, oversight
bodies and higher levels government. In fact, it seems that the earlier conducted studies did
not recognize the specific nature and context of the public sector that can distinctly be
distinguished from the private sector. Unlike the private sector, the legislative bodies,
oversight bodies and higher levels government are the main users of the governmental
accounting and financial reporting. On the other hand, these bodies have the authority and
ability to obtain the information they want, as the legislative bodies have the right to call out
any Minister to ask him about specific issues. Consequently, it is not wise to consider these
bodies as external users. Hence, there should be new distinction criteria that can take into
consideration the specific context ofthe governmental sector. The following criteria have
been suggested to classify the users in the governmental sector:
1-lack of authority, ability and resources to obtain information they want;
2- rely heavily on general purpose financial reports;
3- possess the authority and ability to obtain information they want (in accordance with
legislation);
4- rely on special and general purpose financial reports; and
5- rely heavily on internal financial information.

Accordingly, the criteria 1 &2 can be used for the external users, namely, the users who lack
the authority and ability to obtain the information they want and rely heavily on financial
reports as important sources of information. Therefore, we see that investors and creditors,
resource providers, the public and special interest groups and agencies are the clearest
example for the external users. On the other hand, criteria 3&4 can be used for we might call
semi-external users (or semi-internal). This means that the users who have the authority and
ability to obtain the information they want and rely on both special and general-purpose
financial reports can be considered as semi-external users. Consequently, legislative bodies,
governing bodies and oversight bodies can be considered as semi-external users. In addition,
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criteria 5 can be used for the internal users who rely heavily on the internal financial
information. Consequently, the management is considered as an internal user.
1n addition, it has been noticed that the users are not able to identify the information they
should be provided with and all of them are concentrating on the in formation that is currently
provided pursuant to the applicable laws and regulations. The user's needs have been
determined based on the identification of the users. It has also been noticed that the users in
the developed countries, as a result of the democracy and development, have required more
information in comparison with the users in the developing countries, especially about fiscal
transparency. However, whether in the developed or developing countries, the internal, semiexternal and external users' needs are no longer conjined to cash flows and cash balances and
of compliance with legislation, rules and regulations. On the contrary, those needs are
extended to comprise more significant and valuable information, such as: how the financial
and economic resources have been obtained and used; whether these resources have been used
in an efficient and effective way and in the interest of both current and future generations;
information about assets, liabilities, revenues and expenses; information about cost of services
provided, cost effectiveness and performance in terms of efficiency and effectiveness;
information about the relationship between revenues, expenses and changes in net worth; the
performance ofthe management; the trade offbetween the burdens of current and future
taxpayers; the cost of governmental programs and activities; how future contributions will be
used; and the ability ofthe government to meet its short- and long term liabilities and
commitments.
Basically, the objectives of the governmental accounting and financial reporting should reflect
the users' needs. Otherwise the development of objectives becomes a sterile activity that can
not be justified. Accordingly, based on the users' needs, the objectives of the governmental
accounting and financial reporting have been identified. Logically, the next step is to design
the governmental accounting and financial reporting system that has to reflect those
objectives. In other words, the accounting standards and procedures or practices have to
follow logically from those objectives. Accordingly, the accounting bases have been reviewed
to determine which accounting basis can meet the objectives and hence the users' needs. After
discussing the cash basis, modified cash basis, commitment basis, modified accrual basis and
full accrual basis, it has been concluded that the full accrual basis is the most suitable basis for
meeting the objectives of governmental accounting and financial reporting.
As a consequence of the specific relationship between the budgeting and accounting systems
in the central government, the governmental accounting and financial reporting should also
provide (in addition to the user's needs) the information required to carry out the budget
functions.
Thus. the objectives are valid only to the extent that they reflect the users information needs.
Similarly, the accounting system in the governmental entities is valid only to the extent that it
reflects the objectives of governmental accounting and financial reporting system.
In addition, we have seen that each accounting basis has its own measurement focus and
those accounting bases provide dil»rent information that can meet dilIerent objectives.

In conclusion, we can say:
- Dilferent information needs for dijIerent users;

- Dgerentfinancial reporting objectives for different information needs, and
- Different accounting systems for different financial reporting objectives.
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Chapter 4
Cash and Accrual Accounting in the Public Sector: An analytic

study

4.1 Introduction
Chapter three has shown that the accounting bases used in the central governmental
accounting systems of Egypt and the Netherlands whether the cash basis or commitment-cash
basis are not able to meet the objectives of governmental accounting and financial reporting,
and hence, the users' needs. In addition, it has revealed that the accrual basis is the most
suitable basis of accounting for meeting those objectives. However, chapter three did not
consider both of the cash and accrual bases in detail. Consequently, it is still difficult to
decide or justify the transition to accrual accounting in the central government. Therefore, it is
wise to devote this chapter (as a complement to chapter 3) to critically analyze the use of cash
and accrual accounting in the public sector. In order to fulfill this objective, this chapter is
divided into two sections:
Section 4.2 will explain the nature of cash accounting and will critically evaluate it. This
should expose the concept, advantages, problems and drawbacks of cash accounting in the
public sector. So this section will give an answer to the following questions:
What are the problems that arise from the use of cash accounting in governmental
entities?
- To what extent does cash accounting provide effective information that can lead to an
effective management of government programs and activities and for result assessment?
- Can cash accounting be considered as an obstacle in developing the government
accounting system?
Section 4.3 deals with accrual accounting in the public sector. This section discusses the
nature, concept and principles, benefits, costs, paradoxes and conflicts of accrual accounting
in the public sector. Furthermore, the main considerations (reasons background) for the
adoption of accrual accounting in the public sector will be tackled. Thus, this section is
intended to give an answer to the following questions:
- To what extent can an accrual accounting system overcome the drawbacks and
-

shortcomings of cash accounting?

-

To what extent can the accrual accounting principles and going concern postulation be
applied to the public sector?
What are the benefits and costs of the transition to accrual accounting in the public sector?
What are the paradoxes and conflicts of accrual accounting in the public sector?
What are the main considerations for the adoption of accrual accounting in the public
sector?

So the main aim of this chapter is to research the extent to which cash and accrual accounting
can provide the required financial information as discussed in chapter three. Basically, it
researches which basis can provide the information needs of an efficient and effective
government.
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Clearly, an efficient and effective government needs an efficient and effective accounting
system too as this can assist in determining the cost of government programs and activities
and in identifying the performance units (output units) which are required to measure and
evaluate the government performance in relation to utility of resources available for the
governmental entities.

4.2 Cash accounting in the public sector
4.2.1 Cash accounting:

Nature and concept

The basis of accounting is a set of rules that determine when revenues and expenditures or
expenses are recognized. The cash basis of accounting recognizes transactions and events
only when cash has been received or paid (IFAC, 1991). This takes place independently of the
time when goods and services are ordered, delivered and consumed. Goods and services for
which payments are made (labor, stores, transportation ...etc.) are considered to be consumed
when suppliers are paid. This means that the cash basis of accounting shows only the volume
of disbursements. Such disbursements do not reveal the amount of resources used and the
value of actual work done. According to the cash basis, the statement of receipts and
expenditures is prepared to disclose information about cash flows during a period and cash
balances at the end of that period (IFAC, 1993). Consequently, the financial statements
include only three elements: cash receipts, cash disbursements and cash balances. Cash
receipts and cash disbursements represent cash inflows and cash outflows respectively, and
the cash balance is the difference between cash inflows and cash outflows.

Inherent to the cash accounting, it is not possible to prepare balance sheets because there are
no assets and liabilities in the books: "sales are only recognized when cash is received (so
there are no debtors); purchases are only recognized when cash is paid (so there are no
creditors); there are no stock adjustments because the accounts are not concerned with
recording usage, only with the fact that cash has been paid for purchases
(so there is no
closing stock figure); there are no fixed assets, for the same reasons (Jones and Pendlebury,
1984)". So cash accounting measures financial results for a period as difference between cash
received and cash disbursed and provides a comparison of actual against budgeted
expenditures. Hence, the information, which can be provided to the different users, is about
the sources of cash received during the period, the uses to which those funds were applied and
the cash balances at the reporting date (IFAC, 1991)

But: Why have most sovereign governments adopted the cash accounting? in other words.

whataretheadvantages°fthecash basisthatmadethecentralgovernmentst° adoptit?
4.2.2 Advantages of cash accounting
- Cash accounting is the easiest to maintain and serves the stewardship function of accounting
well by furnishing information that can assist in assessing whether resources were used in
accordance with the legally adopted budgets;
- The estimates on cash basis are meeting the requirements that are placed by the control
function (Langendijk, 1990);
- As a result of its widely use, it facilitates the international comparison of the budgets and
accounts;
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- It provides useful data that permit analysis of the monetary impact of fiscal transaction and
facilitates review and assessment of the cash position (United Nations, 1984);
- It produces the same data as accrual basis when expenditures are mainly for salaries, travel
and for goods and services which are received, paid for and consumed within a fiscal year;
- It is simple, relatively cheap and easier to understand than accrual-based accounting and in
many countries even preferred by national legislatures;
- The popularity of the cash basis in government accounting arose from the need for
Parliament, or other representatives of the electorate, to monitor the collection oftaxation
receipts and the subsequent spending of those receipts by the government each year (IFAC,
1998);
- It describes over which management has full control, although it ignores resources over
which full control has not been established, and it reflects legal reality associated with fiscal
compliance as reflected in government budgets;
- It is more objective in comparison with the accrual basis. Cash accounting does not include
the subjective adjustments that have to be made to produce balance sheets and income
statements; and
- It provides necessary information on receipts and expenditures made during the fiscal year,
expenditures that reflect that part of the acquisition of goods and services for which payments
are made during the fiscal year.

Of course, the essential point is not whether the accounting system is simple, easy to
understand, cheap or objective but the extent to which it provides the required and useful
information that satisfies the users' needs. This willlead us to answer the first two questions
posed in the introduction. These two questions will be answered in section 4.2.3.

4.2.3 Shortcomings of cash accounting in the public sector
It has been noticed from inducing the practice in chapter 3 (section 3.6) that public sector
entities around the world follow diverse accounting practices. However, IFAC (1998) has
made some generalization by stating that most governments use cash-based information for

budgeting, accounting and fiscal management. As a consequence, frequently, government
activities are managed with poor quality financial information that is not reliable, not timely,
or limited in its data on assets and liabilities (IFAC, 1998). So the main task ofthis section is
to show the extent to which cash-based governmental accounting system provide poor quality
financial information to the users. The fact that government accounts are maintained on cash
basis has led to serious distortions and significant information is missed. In short, there are
important shortcomings of the cash-based governmental accounting system, especially when
the following facts are taken into account:

The Hidden Liabilities
One of the main shortcomings o f the cash basis of accounting is the fact that it fails to provide
governments with complete information on all the total liabilities which take place in a given
year (IFAC, 1997). Under a pure cash basis of accounting, no liabilities are recognized.
Accordingly, neither liabilities due in the current period (short-term liabilities) nor liabilities
which are owed beyond the current period (long-term liabilities) are recorded in the operating
accounts of that period. As a result of not recognizing the long-term liabilities (for example,
pensions and compensated absences) as well as their costs not being recognized and reported,
the governments do not make plans to meet these liabilities when they come due. And this, in
turn, will lead to increasing the deficit in a certain period more than in the other periods. For
example, by the late 1980's, Canada's federal and provincial governments had accumulated
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more than $ 30 billion unrecorded employee pension liabilities. In some provinces, the size of
unrecorded liability equaled or exceeded their accumulated deficits (Hillier-IFAC, 1997). The
accounting bases affect the volume of the deficit. Under the cash basis most of the liabilities
are hidden, and this, gives the government the opportunity to manipulate the deficit amount.
But the change from the cash basis to the accrual basis will show the hidden liabilities and
will force the governmental entities to suddenly show a huge deficit in governmental funds.
For example, the Government of Kate Carnell in the Australian Capital Territory, which has
been at the forefront of accrual budgetary reform. When it came into
government, it inherited
a budget deficit of about $80 million. A fter
new
implementing the
accounting system, it had
an accrual-operated loss of $343 million in July 1996, despite considerable economic reforms
that normally would have been expected to balance the budget (http://www.brw. com.au/
newsadmin/stories/brw/ 19990329/1687.htm). This may explain why politicians do not warm
to the new basis of accounting. It makes budgets look less impressive as it includes liabilities
previously not accounted for. So as a result of using the cash basis, a huge amount of the
government's liabilities are not reported in financial statements and are not taken into account
when assessing government's financial position and results, or determining its future revenues
requirements. Furthermore, the accrued expenses of the government are also not known at the
end of the fiscal year. Consequently, all the previously mentioned demonstrate how
misleading it is to use the cash-based accounting system in the government.

No information on earned revenues is available
Under the cash basis of accounting the revenues will only be recognized in the financial
statements in the period in which cash is received. However, the cash receipts do not make
distinction between current receipts and capital receipts. So an excess of receipts over
payments cannot be called income because receipts might encompass capital receipts. This
will result in that the revenues, which are earned in a given fiscal year, are not known. As
such, it is difficult to evaluate the efficiency of the collection staff, and to discover the losses
during the collection process. In addition, under the cash basis, receipts and revenues are
identical since no difference exists between the time when they are recognized and when they
are collected.

No information on the total cost of services is provided
The use of a cash-based accounting system would result in reporting of only those costs that
involved a cash flow during the period. However, the cash disbursements do not reflect what
the organization costs to run during the year, because these disbursements may also include
cash outflows resulting from, for example, acquisition of assets or redemption of debt related
to the previous years. This means that the cash-based accounting system makes no difference
between expenditures and disbursements, and generally no distinction between current and
capital expenditure. Capital purchases are treated in the same manner as personnel expenses
with no recognition that they are productive for years. As a result, there is little incentive to
use current capital assets efficiently. Accordingly, under the cash basis of accounting, it is
difficult to know how much resources have been consumed in carrying out the operations
during the accounting penod (operating costs). Also as a result of not capitalization of the
fixed assets and not recognizing of the long-term debts, the depreciation and interest costs are
not accounted for. This, in turn, results in that the cost ofproducing the services in the
governmental entities, and the total cost ofthe programs and activities, which take place in a
given period, are also not known. Consequently, it is difficult to get the right information
about the total cost of services and goods produced during the year and those costs are
important for performance evaluation, control, public contracts policy and price fixing policy,
and to measure the efficiency and the effectiveness of the governmental entities.
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The total value of stocks is not disclosed
Cash-based accounting system does not present information regarding the value of stocks that
are consumed during the fiscal year or the stocks that still exist at the end of that year. This is
due to the fact that the accounts are not concerned with recording the usage, rather, they are
concerned with the cash outflow, which has been paid for purchases. As a consequence, there
are no stock adjustments, stock valuation and stock measurement. This would result in that
the real value of the stocks is not known and this in turn gives rise to the appearance of
several problems such as: carrying cost problem; freezing the public money and opportunity
cost of public capital. Furthermore, these stocks can be lost by a deliberate manipulation
during the addition and deduction operations. It would be wrong, however, to assume that
these problems are management problems rather than accounting problems. They are certainly
both management and accounting problems. The output of the accounting system with respect
to the stocks is considered as one of the main and important information sources that the
management relies on in the decision making process. So the absence of useful accounting
information regarding the stocks would result in that the management will not be able to take
the right and deliberate decision in relation to the above stated problems.

No information on the total assets is provided
The elements, which are included in the financial statements under the cash-based accounting
system, are cash receipts, cash disbursements and cash balances. Accordingly, there is no
information provided on the total assets (financial and physical). For example, there is no
information provided about the investment in materials, supplies, equipment and other assets,
which are available for future use in carrying out of the government unit's work. No
subsequent account is taken of whether the assets are still in use, have reached the end of their
useful life or have been sold. Nevertheless, this information can be used in estimating how
much is to be requested in each year's budget.

For proper understanding, we can give an example to illustrate the above-mentioned
shortcomings: Assume that X government entity needs some raw materials costing $20.000
to use them in producing the goods and services. These raw materials are ordered in July,
delivered and received in August, and paid for in September. In addition, this entity in
October 2002 has sold goods in amount of $30.000 and it has agreed with the customer to
pay 50% of that amount in November and the other 50% in January 2003. In addition, in
November 2002 this entity has issued $ 1 million in long-term debt to cover its financial
deficit.
July (Commitment)
The order is placed. The X governmental entity incurs commitment for $ 20.000
August

(Accrued Expenditure):

The raw materials are received. At this point the X government entity becomes committed to
pay for them. The accounts of the X governmental entity will show accounts payable
(Liability) of $ 20.000 and an inventory ofraw materials on hand of $20.000.
September (Payments):
Payment is due. A cheque is issued for $20.000 and accounts payable in X governmental

entity are eliminated.
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October (Revenues earned)
The revenues of goods sold are earned but not yet collected. The accounts will show accounts
receivable of $30.000 and sales revenues account of $30.000.
November (Receipts and issuing of long-term debt).
The first hal f of the revenues is collected. Herein, the accounts receivable are reduced by
amount of $15.000. Also the X government entity has issued $ 1.000.000 to cover its deficit,

the accounts will show

a

long-term liability of $1.000.000

At this point, the accounts of X governmental entity show that the commitment incurred, the
expenditure accrued, the asset acquired, the revenues earned and they also show the liability
(short and long-term liabilities), disbursements and the receipts.

If the above-mentioned transactions had been recorded under cash-based accounting system,
the X governmental entity accounting information would provide only the payments of the
bill of $20.000 (September) and the receipts of $1.015.000 (November), but would not have
provided the following information:
- How much money others owe to the X governmental entity (accounts receivable)?
- What short and long-term liabilities have been incurred in a given year?
- How much resources have been consumed in carrying out the operations during the
accounting period (operating costs)?
- How much revenues have been earned in a given period?
- What the value of inventory of the raw materials is at the end of a given period?
- What the value of the total assets is at the end of the fiscal year?
Clearly, the above stated example has shown that a cash-based accounting system provides
information only on the payments and receipts and very important information is missed, and
which in turn willlead to serious distortion in the decision-making process.

From all the previously mentioned, True and fair view about financial position of
government can not be provided. As a result of using the cash basis of accounting, no
in formation can be provided about the actuality o f the financial position of the governmental
entity at the end ofthe fiscal year. Besides, the changes in the financial position are not
reported. Hence true and fair view of government financial positions can not be disclosed with
the governmental cash-based accounting system.

Over-spending appropriation
The balances of appropriations (the estimated expenditures) available for expenditure may not
be accurately stated when determined only on the basis of cash payments. Part of the balances
so determined are needed to pay for the goods and services received or ordered but not paid
for. Thus, there is a strong potential for over-spending appropriated amounts when the cash
basis is used (United Nations, 1984).
No measurements of governmental performance are available

As illustrated in the above-stated example, important information is lacked on periodic
revenues, expenses, long-term liabilities, amounts receivable, amounts payable, value of
stocks and total cost of service produced. As a result, reliable information about the
performance measurements of the government is not provided. For example, because there are
no assets or liabilities, there is no measure for the net worth. Since the net worth is the
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difference between total assets and total liabilities, the changes in the total assets and the total
liabilities will affect the net worth. So if the government increased the liabilities either by
borrowing to fund the deficit or obligation to make payments in the future, such as pension; or
increased the assets which would provide economic benefits to the reporting entity, these
actions would affect the net worth. So, in the context ofcash-based government accounting, it
is not possible to measure whether the net worth is deteriorated or improved. Similarly,
because there is no information available on the total cost of services and goods, the
government can neither compare the total cost of the services and goods produced in a given
year with the total cost of services and goods produced in the previous years nor with the
private sector. Obviously, under the cash-based accounting system, the accounts tell us about
the amounts ofreceipts and expenditures compared with the budgeted figures. So the only
measure ofperformance which can be yielded is the comparison ofbudget with actual.
The cash-based accounting is inadequate for control purposes
Cash accounting is not a complete accounting system and its internal control is very weak.
Inherent to this system is not possible to control the usage of the inventories during the year
or to what extent the fixed assets have been used in a right way or how much is redeemed
from the total government's debt in the fiscal year. On the other hand, this system assists in
fulfilling the budgetary control function. The budgetary control is concerned with ensuring
that actual expenditures are in line with budgeted amounts and that the objectives and levels
of activity envisaged in the budget are achieved. Therefore, it is required in the governmental
entities (in order to achieve the control purposes) to prepare the budget as a control means on
the activity of the governmental entity besides the financial regulations restrictions, where
the budget and the financial regulations are forming the cornerstone ofthe internal control
system within the governmental entity. Hence, cash accounting system alone without the
budget and financial regulation restriction is inadequate for control purposes.
-

-

Cash-based accounting system is not cost effective
According to the nature of cash-based accounting, items such as fixed assets, creditors,
commitments, debtors, payroll can not be integrated into one system as this system includes
only cash receipts and cash disbursements. On the other hand in order to get information on
items such as creditors, debtors, and commitments, etc. there should be other separate
accounts used. These accounts are generally called regular accounts or extra accounting files
(auxiliary accounts). These accounts are used to report on financial assets and liabilities that
are not included in the cash accounting system. This is because cash accounting system can
not comprise all the elements of assets and liabilities, thereby increasing double processing
and reconciliation problems associated with separated systems. Theoretically, an integrated
system, able to produce information on all elements, would be more efficient than separated
systems and therefore the accounting system would be clearly cost effective. So in total, we
see that the cash-based accounting system is not cost effective as a result of using separate
systems and the related reconciliation problems. Therefore we call upon integration in place
of disparity and duplication.
It is not useful for comparison purposes
As it is clear from the nature of cash-based accounting system, it is interested in cash flows
and recognizes the events and transactions only when cash has been received or paid.
Therefore, what often happens is that one year can be charged by costs made in another.
Accordingly, the use of cash basis results in interpenetrating the activity of different financial
years. For example, if the government entity purchased spare parts in amount of $10.000 on
account in 2002 and used them in the same year but the payments will be made in 2003, the
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accounts in 2002 will not show the accrued costs of the spare parts and the accounts in 2003
will show only the payments and these payments will be included in the total expenditures of
that year although this year has not benefited from the spare parts. Consequently, the adoption
of cash-based accounting system by governmental entities often makes the comparison
between the results of different financial years less important and very difficult.

It gives rise to a deliberate manipulation
Finally, one o f the greatest limitations of cash accounting relates to the potential for deliberate
manipulation of the accounts to produce preferred results (Jones & Pendlebury, 1984). For
example, the real spending of a department or services might be the same under whatever
system of accounting is adopted but in a given year, using cash accounting, the cash payments
could be postponed by as little as twenty-four hours so that the accounts record a lower figure.
Imagine a given department or service which can see that it is going to over-spend its budget.
Rather than reduce its spending it maintains it, but postpones cash
payments (Jones &
Pendlebury, 1984). This is not to say that other accounting bases, in particular accrual
accounting, are not impervious to manipulation, but they are not so open to the same abuses to
which cash accounting is subjected.
In summary, this system is not intended to provide information on the cost of services, earned
revenues, accounts receivable, accounts payable, long-life assets, long-term liabilities,
accrued interest on external debt, cost effectiveness and property inventories. In
addition,
cash-based information alone does not provide indication of long-term fiscal
strength or of the
relationship between revenues, expenses and changes in net worth, or the trade offbetween
the burdens of current and future taxpayers (IFAC, 1997). So cash- based accounting has
failed to provide complete and effective financial information, which is essential for decisionmaking process and discharging of the accountability.
In addition to the above stated shortcomings, the Public Sector Committee
(PSC) of the
International Federation of Accountants (IFAC) has identified in its study
1 (1991) seven
objectives of governmental financial reporting. Of the seven objectives only the first three are
met by a cash-based governmental accounting system. Those objectives are as follows:
1- indicating whether resources were obtained and used in accordance with the legally
adopted budget.
2- indicating whether resources were obtained and utilized in accordance with
legal and
contractual requirements, including financial limits established by
appropriate legislative
authorities.
3- providing information about how the government or unit financed its activities and met its
cash requirements.
4- Providing information about the sources, allocation and uses of financial resources.
5- providing information that is useful in evaluating the government's or unit's ability to
finance its activities and to meet its liabilities and commitments.
6- providing information about the financial condition ofthe government
or unit and changes

in it.

7- providing aggregate information useful in evaluating the
government's or unit's
performance in terms of costs, efficiency and accomplishments.

The aforementioned shortcomings enhance and support the conclusion, which has been
inferred in chapter three (section 3.6), that the cash basis does not meet the objectives of
governmental accounting and financial reporting, and of course, it does not meet the users'
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needs. In addition, these shortcomings can lead to another question, why are most central
governments still adopting the cash basis in their governmental accounting systems?

As far as this question is concerned there are four reasons as follows:

1- Political reasons: by using the cash basis of accounting the politicians can easily cook the
books, namely, they can easily show positive results or reduce the negative results and
convince the public that they are doing something different than what they are actually doing.

For example, a government may want to convince people: (Hillier -IFAC, 1997)
- that their budgetary deficit is less than what actually is;
- that they really haven't exceeded spending authority granted by the legislature;
that the growth in their total expenditures is less than what really is;
that the liabilities to be met by the future generations are less than they really are;
that this year's performance compares favorably with their own or a previous

-

government's past performance; and
that by comparison with other governments their performance is really quite good.

Another example, in 1993 two Dutch accountants J. Poot and C. Boer made an attempt to
prepare the State balance sheet based on the accrual accounting system. They found out that
the central government did a very defective financial reporting over its assets and liabilities.
According to the data of the Dutch Ministry ofFinance (based on commitment-cash basis) the
net worth of the State (assets liabilities) was f 70 billion negative. But according to the
balance sheet that was prepared by two accountants (based on accrual accounting) the net
worth was f 180 billion negative. So the use of cash basis by the Dutch central government
accounting system has helped the Minister of Finance to reduce the negative results from
f 1 80 billion to f 70 billion (de volkskrant, 1994). So it can be inferred that even though the
cash-based government accounting does not provide the required information which can assist
the politicians in evaluating the performance, discharging the accountability and decisionmaking, it is serving their interest by giving them the opportunity for a deliberate
manipulation. This can explain why there are no political incentives, particularly in the
governments that have an interest in limiting the amount of information that reveals about
their performance, to use a more informative accounting system. Sel f-evident, the use of cash
basis serves the interest of the government more than the public.
-

2- Traditional reasons: the cash accounting was used by the central government for a long
time till it became one of the main traditions of the central government. The government
accountants are accustomed to preparing the budget on cash basis and to disclosing the
monetary position of the government, and hence, they are not required to prepare the balance
sheet and income statement. In contrast to the informative accounting system, cash accounting
can help them avoid the adjustments and evaluation problems that are faced with when
preparing the balance sheet.
3- Resistance to change: usually, the civil servants are not active enough and they do not
have the incentives that would make them bear the additional work that is involved in shifting
to the new accounting system. Therefore, the fear of being burdened with the responsibility of
carrying out new procedures that involve additional work, both in quantity and quality, may
be the real reason for putting up such resistance

4- Scarcio': the scarcity of the qualified personnel with advanced knowledge in government
accounting is one of the main reasons for maintaining the cash accounting.
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4.2.4 Cash basis and backwardness of the governmental accounting

Until now, we have discussed the advantages and disadvantages of the cash-based
governmental accounting system and it has been explicit that this system has more
shortcomings and drawbacks than advantages and it does not satisfy the users' needs.
However, we would like to discuss another issue, which is: what was the impact ofusing the
cash basis in the public sector during the last century on the development of governmental
accounting system and the related systems, such as budgeting and management changes ?
In other words, to what extent has the use of cash basis in the public sector alfected the
governmental accounting system innovation, in addition to the related systemsi
First of all, by the backwardness we mean that governmental accounting is not an informative,
innovated or developed accounting system. However, the fact that government accounting is
kept on cash basis has given rise to the appearance of the following problems:
not charging of depreciation in governmental accounts;
not improving of the budget system;
not adopting of cost accounting in the public sector; and
- not enhancing the management reform.
Those problems

will further be clarified as follows:

A- not charging of the depreciation in the governmental accounts

The most commonly accepted definition of depreciation in commercial accounting is that it is
a systematic and rational method of allocating costs to periods in which benefits are received
(Hendriksen, 1982). More precisely, it represents the value assigned to the usefulness lost
during an accounting period by fixed assets that is by lasting or long-lived assets used in the
production process (Mussari, 1995). However, the charging of the depreciation in the
government accounts has been debated for many years. Many individuals and groups have
argued that depreciation of general fixed assets should not be recognized while other groups
have argued that it should be recognized. One argument ofnot recognizing the depreciation
was the recommendation of the National Committee on Government Accounting U. S
(NCGA, 1968). The NCGA has recommended that: "Depreciation on general fixed assets
should not be recorded in the general accounting records. Depreciation charges on such assets
may be computed for unit cost purposes, provided such charges are recorded only in
memorandum form and do not appear in the fund accounts.
From the above stated, it could be inferred that the Committee did not deny the existence of
the depreciation as an economic fact of life. However, it saw no real purposes in recognizing
depreciation expenses related to general fixed assets, primarily because governments do not
determine periodic net income.
On the other hand, other groups have argued that depreciation of general fixed assets should
be recognized. One of those groups was the American Accounting Association's Committee
on Accounting Practices of Not-for-profit Organizations (1971). This Committee
recornmended that:
- the accounting records and related reports of a not-for-profit organization should disclose
the cost of the use or consumption ofthe assets allocated to services and/or time periods
as appropriate by an acceptable depreciation technique;
depreciation accounting should be recognized as an integral of accounting for resources.
(because statutory and regulatory requirements for property accounting cannot be ignored,

100

not-for-profit organizations may find it necessary to make multiple recordings and
disclosures of individual transactions).
The aforementioned discussion presented the views of both opponents and proponents with
respect to the recognition of depreciation in the governmental accounts. On the other hand, we
do not intend to discuss whether the depreciation should be recognized or not. In connection
with the main focus of our research, which is the transition to accrual accounting in the public
sector, there are no constructive reasons to discuss this issue here because the depreciation is
an essential feature of accrual accounting, namely, once accrual accounting is adopted the
depreciation should be recognized. However, what we would like to discuss here is: How was
the adoption of cash accounting by the public sector one of the main reasons of not charging

the depreciation in the governmental accounts? Hence, it has assisted in the backwardness of
governmental accounting system during the last century. In other words, it has assisted in
making the governmental accounting a non-informative accounting system.

In fact, the use of cash basis in the public sector is one of the main reasons of not charging the
depreciation because of the following reasons:

Firstly, governmental budgets may be prepared on a cash, modified accrual, or accrual basis.
When budget prepared on the cash basis, then the budget will only include the estimates in
relation to cash payments and receipts. On the other hand, depreciation is an estimated
expense that does not generate any payment or obligation in the accounting period to which it
refers. Furthermore, depreciation is neither a source nor a use of governmental fund financial
resources. Financial resource flows occur only when assets are acquired or sold (Fremgen,
1986). This means that depreciation is not expenditure. Since the depreciation is not an
expenditure, its presence in governmental budget which is prepared on cash basis, generates a
great deal of confusion. The expenditures are budgeted and must be accounted for
depreciation expense is not budgeted. In contrast, when the governmental budget prepared on
accrual basis, namely, the budget is expense-based, then the recognition of depreciation would
be possible. Accordingly, the preparation of the budget on cash basis of accounting has
resulted in not recognizing the depreciation in the governmental accounts.
Secondly, one natural result of the adoption of cash accounting by the public sector is that
fixed assets are not capitalized. This is because cash basis makes no distinction between
expenditures that can be consumed in a given year and the expenditures that are productive
for years beyond the given year. Consequently, it does not distinguish the capital expenditures
from the current expenditures. As a consequence, capital purchases are deemed to be fully
depreciated or to be fully consumed in the period in which they are paid cash without taking

into consideration that they can be used for a period longer than one year. This can also show
how the adoption of cash accounting has resulted in not capitalizing the fixed assets, hence,
not recognizing the depreciation in the governmental accounts.

B- not improving the budget system

It was pointed out in chapter two that Egypt is using the line item (traditional) budget. The
line item budget was also used in the Netherlands till the beginning of 2001. The traditional
budget is designed to ensure legislative control over the expenditure of public money.
However, it does not indicate the relationship between the expenditure and results, and this
prohibits the formulation and execution of economically meaningful budgetary policy.
Besides, it prevents proper political choice among objectives and rational allocation of
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resources and limits the public understanding of government activity (Wilenski, 1982). This
budget is a short-term process that makes rational planning more difficult. It stresses inputs
rather than outputs and controls only the inputs, which in tum, results in inhibiting the ability
of the managers to flexibly manage resources to achieve program objectives. In short, this
budget system does not satisfy the in formation needs of the efficient and effective
government. On the other hand, the government can overcome the shortcomings o f traditional
budget by shifting to the program-performance budget. The latter aims to provide a systematic
niethod of improving the allocation process; to incorporate in planning activity recognition of
costs of alternative programs resources available; and to provide a basis for choosing between
the feasible alternative programs (Mills, 1987). The program-performance budget indicates
the relationship between the inputs and the outputs and whether the resources have been
effectively used and the target objectives have been achieved. In short, it focuses on the
purposes of expenditures and the outcome of the expenditures and provides data, which can
be used to evaluate this outcome. Clearly, the program-performance budget has more
advantages than the traditional budget. Then, the question is: why has the traditional budget
lasted up till now?

Some have argued that it serves a valuable purpose in government. For example:
it limits the expenditure to the amounts and to the items voted in the appropriations;
it makes budgeting easier and more manageable; and
- it is adaptable to all-economic circumstances and conditions (Wilenski, 1982).

-

In addition, we see that accounting system, which is used to execute the budget, plays an
essential role in choosing one method of budgeting in stead of another. In fact, each
accounting basis has a special nature and characteristic that makes it appropriate for a specific
use, hence, to be consistent with one of the budgeting methods (in practice there are three
methods ofbudgeting: line-item budgeting, program budgeting, and performance budgeting).
Similarly, the use of one budgeting method can also play a fundamental role in choosing one
accounting basis in stead of another. Namely, in the public sector there is a strong relationship
between the budget system and the accounting system, where they are complementing each
other.
For proper understanding we assume:

Assumption 1: that the budget system should be compatible with the accounting system that
is used to execute the budget. Therefore, the basis on which the budget is
prepared should be consistent with the basis of accounting used; and
Assumption 2: that the budget reform involves accounting reform to support it. So it can be
inferred that there is an interrelationship between the budget system and the
accounting system. This means that any change in one of them will result in
changes in the other too.
On the first assumption, when the governmental accounting is based on cash basis, then it
provides information on whether resources were obtained and used in accordance with the
legally adopted budget; whether resources were obtained and utilized in accordance with legal
and contractual requirements, including financial limits established by appropriate legislative
authorities; and about how the government or unit financed its activities and met its cash
requirements. Typically, this is the information that satisfies the requirements of the line item
(traditional) budget. This means that the nature and requirements of the traditional budget are
consistent with the concept and the implications of cash basis of accounting. Consequently,
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the continuity of using the cash-based governmental accounting would result in the lasting of
the traditional budget in spite of its disadvantages.
Assumption 2 could make the fact more clear, when the government wants to overcome the
problems of traditional budget, namely, to emphasize the output in place of input; to provide
information relevant for performance measurement, decision-making, and discharge the
accountability, it should develop its budget system, for example, shift from traditional budget
system to program-performance budget system. However, each budgeting method needs a
relevant accounting system that is consistent with its nature and requirements. Basically, cashbased accounting system is unable to satisfy the requirements of the program-performance
budget. Therefore, the accounting system should be developed too in order to provide the
required information, for example, to adopt accrual accounting in place of cash accounting. In
reality, the nature and the requirements of the program-performance budget are consistent
with the concept and the implications of the accrual accounting system. So the development
of the budget system without taking into consideration the revamping of related accounting
system will not achieve the target benefits from that development. Hence, the continuity of
using the cash-based governmental accounting would not have resulted in improving and
developing the budget system. This can explain why most of countries are still using the lineitem (traditional) budget. Self-evident the use of cash basis in most of the governmental
accounting systems was/is one o f the main reasons behind the lasting of traditional budget,
namely, it has assisted in the postposition of the budget reform by most countries.

Generally, we can say that i f one government wants to develop its budget system it should
firstly adopt the accounting system that would be able to execute this budget and be consistent
with its nature. Should this not take place, the development of the budget system will not have
major effects on the performance of the government.

C- not adopting of cost accounting in the public sector
Cost accounting is also referred to as managerial accounting. Cost accounting is needed for
the evaluation of and decision-making of plans, programs and activities (United Nations,
1977). The role which cost accounting can play in the public sector is the same role as in
private sector. Essentially, cost accounting can play a vital role in the public sector
organization by providing managers with the accounting information they need to carry out
the planning and control functions. Thus, cost accounting can assist in such specific tasks as
the allocation of costs to proper sectors and products; the selection of optimum products;
setting price policy; determining the scale ofproduction; determining and improving
efficiency and productivity; plant utilization; and valuing and controlling inventories (United
Nations, 1977). In addition, Jones and Pendlebury (1984) have mentioned that an effective
managerial planning and control system is an essential requirement ofpublic sector
organizations. Management accounting has a crucial part to play in providing the information
needed to operate such a system. Information is needed at the planning stage to decide which
activities to undertake and the resources that will be required. Information is needed at the
control stage to measure how effective the organization was in achieving its objective and
how efficient it was in the use of resources. Clearly, the adoption of cost accounting in the
public sector has significant benefits; this in turn can lead to posing the following question:
IPhy has the adoption of cost accounting in the public sector been postponed up till now?

103

of traditional governmental accounting system, which is based on cash basis and
traditional budgeting method, does not assist in building and using of the cost accounting
system in the public sector. For example, as a consequence of recognizing only cash flows
and cash balances, no information is provided on how much resources have been consumed in
carrying out the operations during the accounting period (operating costs). Also as a result of
not capitalizing the fixed assets and not recognizing the long-term debts, the depreciation and
interest costs are not accounted for. Thus this system does not intend to provide the
information which is required for carrying out the planning and control functions. So the
building of the cost accounting system in the public sector requires the application of accrual
accounting and developing the budget system from traditional budget system to programperformance budget. One of the main ingredients to adopt the program-performance budget is
the designing of cost accounting system and adopting of accrual basis in treating the expenses
(United Nation, 1984). The need for cost accounting based on accrual accounting system
becomes evident in a program- performance budget system as current and future costs of
projects or activities have to be appraised. Consequently, cash-based governmental
accounting system has assisted in postposition ofbuilding and using of cost accounting
systems in the public sector. For example, both Egypt and the Netherlands do not adopt cost
accounting systems in the central government and this is a natural result as both governmental
accounting systems use the cash basis.
The nature

D- not enhancing the management reforms

Similarly, we can infer from all the previously mentioned limitations and their role in not
developing o f the budget system and postposition of adopting cost accounting system, which
provide managers with the accounting information required to carry out the planning and
control functions, that the use of traditional governmental accounting system has also not
fostered the management reforms in the public sector. Management reforms focus on the
performance in terms of efficiency and effectiveness, namely, the management reforms focus
on output instead of input and the managers became completely responsible for the
management of their departments. On the other hand, in order for the managers to manage
their departments in an efficient and effective way, they need an accounting system that can
provide them with meaningful information about the economic resources and the total costs of
the output, where management changes are very related to accounting changes. Self-evident,
cash based accounting system is unable to provide this information. Accordingly,
management reforms can not be reinforced or fostered in the context of cash-based accounting
system.

4.2.5 Concluding remarks
Section 4.2 has given answer to the first three questions that are posed in the introduction of
this chapter. These questions are:
1- What are the problems that arise from the use of cash accounting in governmental
entities?
2- To what extent does cash accounting provide effective information that can lead to an
effective management of government programs, activities and result assessment?
3- Can the cash accounting be considered as an obstacle in developing the government

accounting?

The rationale for discussion of these problems is to research the extent to which the cashbased governmental accounting system provides the required accounting information that
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satisfies the user's needs, in particular with respect to an efficient and effective government
which is required for the new millenium.

To summarize, we have seen that cash accounting provides essential information, is simple,
easier to understand, cheap and much more objective than other alternatives. On the other
hand, this system does not intend to provide in formation on cost of services, earned revenues,
accounts receivable, accounts payable, long-life assets, long-term liabilities, accrued interest
on external debt, cost effectiveness and property inventories. In addition, cash-based
information alone does not provide indication of long-term fiscal strength and the relationship
between revenues, expenses and changes in net worth, and the trade off between the burdens
of current and future taxpayers. Furthermore, cash-based government accounting does not
provide the users with complete and comprehensive financial information that they need for
decision-making purposes and does not assist to a great extent in discharging the
accountability. Moreover, the use of cash accounting in the public sector has also resulted in
the backwardness of the governmental accounting system as it has made it a non-informative
accounting system. This emphasizes that cash accounting was/is one of the main obstacles in
the development of the governmental accounting system in the last century.

So in order for the governmental accounting system to be useful to an efficient and effective
government, it should be an informative accounting system. Namely, it should provide the
information that can demonstrate the accountability of government for the financial affairs
and resources entrusted to it, and be useful for decision-making. In short governmental
accounting should disclose the total physical and financial assets, total liabilities, the net
worth, expenses and revenues; and to what extent the economic resources were used in an
efficient and effective way as well as to what extent the fiscal policies are in the interest of
both current and future taxpayers. Therefore, there is an urgent need for additional
information. One ofthe important accounting reforms, which merits serious consideration in
providing additional information for policy formulation, management and control of resources
and effective audit, is the use of accrual accounting. Therefore, the next section deals with the
adoption of accrual accounting in the public sector.

4-3 Accrual accounting in the public sector
4.3.1 introduction
In the second half of last century, radical changes took place in the management tools,
information technology, ways of decision-making, performance measurement, accounting
procedures, accounting system etc. These changes were more transparent in the private sector
in comparison with the public sector. No one would expect the private sector to manage, make
a decision, measure the performance, and use accounting procedures as it did in the beginning
of last century. In many parts of the public sector, especially the central government, they are
still using the management tools, accounting system, accounting procedures, accounting
standards, and performance measurement that have been used since last century. Although a
few countries have implemented radical reforms in different levels of the public
administration, in order to improve management efficiency and effectiveness, most countries
do not use the new management tools, and the more informative accounting systems. The
underlying reason is that they are convinced that the new tools and the more informative
accounting systems are appropriate for business organizations that aim at making profit and
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this is not the aim of the public sector which aims at serving the public interest. On the other
hand, nowadays governments are requested: (IFAC, 1997)
- to be fully accountable to the community for resources entrusted to them;
- to work better and cost less;
- to improve the fiscal policy;
- to do more with less;
- to realize that living on credit is not sustainable;
- not to leave huge burdens on future generations; and
- to disclose the real financial position of the whole government.
In short, the governments are requested to be efficient and effective. This means that there
should be placed emphasis on strategic control of aggregate spending and priority setting; and
the facilitation of greater efficiency and effectiveness through delegation of management
authority with accountability for results. In order to achieve that, the decision-makers in all
levels in the public sector need more improved and useful information. This, in turn, requires
from the government to perform some reforms in the public administration system.
Examples ofthese reforms are:
management reform;
budgeting reform; and
accounting reform.
The management changes are essential to redefine the accountability relationship between the
executive authority's members (such as ministers and chief executives). This redefinition is

required for determining:
- what should be produced (the output);
- how it can be produced;
- what the responsibilities of the chief executives are; and
- what the effects (outcomes) are of that product (the product can be goods or services) on the
community.

In this context, government accounting system needs to be innovated in order to support the
management changes. Basically, accounting as an information system plays an important role
in whatever reform process any government entity would want to undertake. Thus, the move
from cash to accrual accounting is an important step in developing the government accounting
system. In short, cash will no longer be sine qua non of the public sector financial
management. Australian CPA, 1998, stated that "cash, in the past, was control. The one
unbreakable rule was: do not spend more cash than Parliament has allocated unto you. The
reform process entails a concerted move away from that mindset. The new focus is on
contributing to outcomes within specified operating and capital budget". In addition,
government should be positive and open with its public by not limiting the amount of
information that reveals about its own performance. Therefore, government should pay more
attention towards developing a more business-like reporting system within public sector. This
in turn can contribute towards more transparent and informative public accounts and greater
efficiency in the management of public resources. In this context, a governmental accounting
system has to be able to provide appropriate information for the decision-making process. On
the one hand, the accounting information has to be useful to politicians in choosing the
objectives and on the other hand, it has to be useful to managers in designing the strategy in
order to achieve the objectives (Gimeno, 1997).
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4.3.2 Accrual accounting: Nature, concept and principles

Under the accrual basis of accounting, the financial effects of transactions and events are
recognized in the periods in which they occur, regardless of whether or not cash has been
received or paid (IFAC, 1991). This means that the revenues are recognized in the period
earned, namely, revenues are recorded when the right to collect them is generated and the
expenditures are recorded at the time goods and services are received, irrespective of when
cash payments are made or when invoices are rendered. Effectively, assets, liabilities,
revenues and expenses arising from transactions and events must be recognized in the
financial statements when they have an economic impact on the government, regardless of
when the associated cash flows occur. So the difference between cash and accrual accounting
can be grouped in two categories: (OECD, 2002)
a-

recognition

of transactions;

and

b- timing of transactions.
In considering recognition of transactions, in cash accounting, transactions are recognized
when cash transactions are actually received or paid. Consequently, those transactions which
do not involve cash movements such as provisions are not included (OECD, 2002). On the
other hand, accrual accounting includes transactions when economic value changes instead of
when cash movements are made. In considering the timing of transactions, under cash
accounting transactions are shown in the period in which the cash is actually received or paid.
In accrual accounting, transactions are shown in the period in which revenue is earned or
expenses incurred, irrespective of the timing ofthe related cash payment (OECD, 2002).

Unlike the cash basis, accrual-based accounting reports on the total assets (financial and
physical), total liabilities (short and long-term liabilities), net assets/net worth, expenses, and
revenues. Although the focus of accrual accounting is on all assets, not just cash, accrual
accounting records contain complete information on cash flows and a statement of cash flows
is an integral part of accrual financial statements. Accrual financial statements usually
comprise:
Statement ofFinancial Position (Balance Sheet), this includes details of all recognized
assets and liabilities. The balance of assets less liabilities is referred to, in the public
sector, by a variety of terms including net assets, public equity, net financial position or
net worth.
- Statement of Financial Performance (statement of revenues and expenses or an income
statement), this comprises details of all recognized revenues and expenses. It shows the
surplus (or deficit) of revenue over expenses. This is a useful measure of whether a
government has managed to meet current expenses from current revenues, and whether its
net resource position has increased or decreased. This measure is consistent with one
element of golden rules, which states that the government should finance current
expenditures from current revenues.
Statement of Cash Flows, this encompasses a summary of cash receipts and cash
payments during the year, classified under various sub-headings (operating, investing and
financing) and reconciles opening and closing cash balances (IFAC, 2000).
Moreover, accrual basis of accounting shows the difference between the expenditures and the
disbursements, makes distinction between current and capital expenditures, requires the
capitalization of expenditures on the acquisition of all capital assets and recognizes the
depreciation of these assets (IFAC, 1993). In addition, it recognizes the short and long-term
liabilities and this assists in making the long-term consequences of these liabilities visible.
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So the in formation which is generated by the use of accrual accounting reflects more
accurately and comprehensively the sequence and variation in assets and liabilities as a result
of financial transactions. As previously mentioned, one of the main di fferences between cash
accounting and accrual accounting is the timing of the recording of the transactions. The
timing of recording these transactions is vital for management decision making and
accountability (Guthrie, 1998). Hence, the information that is provided by accrual accounting
is significant and useful for the decision making process in government in comparison with
the information provided by the cash-based accounting system.

In addition, accrual accounting is based on some principles and postulations, which have
been considered for decades as an obstacle in the way of its adoption in the public sector.
Therefore, our intention here is to discuss whether these principles and postulations can also
be applied to the public sector or not.

Matching principle: the matching principle requires that revenues and expenses be matched.
Matching of costs and revenues refers to the simultaneous or combined recognition of
revenues and expenses that result directly and jointly from the same transactions or other
events (Ingram et al 1991). Therefore, an objective of measuring net income
requires a
process (1) to identify revenue and (2) to identify assets which expired in the production of
that revenue. This process of identi fying revenue and related expired assets (expenses)
utilized to produce it, is called matching. This is one of the key principles in the business
accounting, but what about the governmental accounting, namely, to what extent can the
matchingprinciple be applied to the public sector? However, matching of expenses with
revenues is not the focus of governmental and nonprofit organizations, since the profit
measurement is not an objective of accounting measurement in these organizations. For
governmental entities, the revenues available during a fiscal period are used to pay for
expenditures, which are legally incurred during that period. The expenditures are not allocated
against or matched with revenues (Ingram et al 1991). As a consequence of the use of cash
accounting, resources which are acquired are recorded as expenditures at the point of
purchase, and their costs are not allocated across fiscal periods. On the
other hand, once
accrual accounting is applied to the public sector, the costs should be allocated across the
fiscal periods; but the transition to accrual accounting in the public sector does not mean that
governmental entities will match revenues with the associated expenses, because measuring
the net income is not their objective. Basically, for the governmental entities,
the net annual
measure is of the net resources consumed to provide services during the year and the net
accumulated figure is a measure o f unconsumed economic resources
(IFAC, 1991). Hence, it
seems that the matching principle has not its place in public sector. However, this
is not true
because the matching principle can be used to allow for the total costs of one period to be
charged to the operating statement in the period in which they are incurred and matched with
the total revenues (whether levied through the sovereign power or earned through the
operations) related to the same period. So in the context of lacking the direct link between the
revenues and expenses, the matching principle can be used in the public sector to show the
surplus (or deficit) of revenues over expenses. This is a useful measure of whether a
government has managed to meet current expenses from current revenues, and whether its net
resource position has increased or decreased. (The problem of matching
principle will be dealt
with in detail in chapter 5 under section 5.3.1)

- Consistency principle. the consistency principle refers to the use of the accounting
procedures by a single firm or accounting entity from period to period and the use of similar
measurement concepts and procedures for related items within the statements of a firm for a
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single period (Hendriksen, 1982). In fact, the consistency principle requires a persistent
application by a company o f any selected accounting method or procedures, period after
period. As a result, a user of company financial statements may assume that in keeping its
records and in preparing its statements the company used the same procedures used in
previous years (Larson and Pyle, 1987). The use of consistency principle is important because
if different measurement procedures are used, it will be di fficult for the user to discern the
effects on the company, from period to period, caused by external factors such as changes in
economic conditions.

In addition, it is difficult for the user to separate the fluctuations caused by internal and
external economic factors. While the use of the consistency principle in the business
enterprise is necessary, its use in the public sector is an imperative. This is due to the fact that
the use of the consistency principle in the public sector can provide the user with reliable
measure of the net worth, period after period. The user can measure and judge the impact of
the actions of the government on the net worth, whether those actions have deteriorated or
improved the net worth. Without the use of a persistent accounting method or procedures, the
government can easily affect the net worth, for example, by valuing its assets at historical cost
at some periods and at replacement cost in other periods. Consequently, it will make a
comparison of the net worth from period to period meaningless. Similarly, the use of
consistency principle will provide a reliable measure for the intergenerational equity, period
after period. Also without the use of consistency principle the true and fair view about the
financial position of the government can be distorted. Besides, Greenpaper (1994) argued that
accounting policies would be consistently applied, both within and between each accounting
period. Policies would only be changed on the ground that the new policy gives a fairer
presentation of the transactions and of the financial position.
- Conservatism principle. this principle is sometimes expressed simplistically as " recognize
all losses but anticipate no profits" (Larson and Pyle, 1987). The conservatism principle is
generally used to mean that accountants should report the lowest of several possible values for
assets and revenues and the highest of several possible values for liabilities and expenses. It
also implies that expenses should be recognized sooner rather than later and that revenues
should be recognized later than sooner (Hendriksen, 1982). This principle can also be used in
the public sector accounting. This means that proper allowance should be made for all known
and foreseeable losses and liabilities; income should only be included where there is a
reasonable certainty of it arising (Green Paper, 1994). Thus, pessimism is assumed to be
better than optimism in budgeting and financial reporting of the governmental entities.

- Full-disclosure principle: this principle implies that financial statements and their
accompanying notes should disclose all information of material nature relating to the financial
position and operating results of the company for which they were prepared (Larson and Pyle,
1987). This principle is one of the most important accounting principles that is missing in the
governmental accounting. The lack ofthis principle has led to that the governmental activities
are managed with poor quality financial information. The accounts of governments usually do
not fully report the liabilities or assets of the government, and frequently take items into
revenue which are clearly of capital nature- for example the sale of government assets. Hence,
the lack ofthis information resulted in that decision-making process in the public sector has
been confused and distorted, and the accountability is not effectively discharged. Therefore,
the governments are requested to overcome the poor quality o f financial in formation by
reporting information about their assets, liabilities, revenues and expenses as well as
information about their exposure to losses and potential obligations related to contingencies
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and commitments (IFAC, 1998). Thus, the transition to accrual accounting in the public sector

will improve the quality of governmental financial information.

In addition to the aforementioned principles, there is one postulate (assumption), which is
worth to be discussed here; this is the going concern. The going concern postulate assumes
that the accounting entity will continue in operation long enough to carry out its existing
commitments. In other words, the accounting entity will exist for a time period sufficient to
justify the deferral process inherent in business organization accrual accounting (Ingram et al,
1991). As earlier noted, most governments are using the cash accounting. One ofthe
fundamental flaws in argument for cash accounting is that assumes that government is not a
going concern. Certainly, the apparent ownership of government operations may change
periodically with the election of a new government, however, the business, management,
assets and clientele of government continue more or less unchanged through successive
governments. This also means that the existence of the public sector entities is independent of
the successive governments. Frankly speaking, the governing and legislative bodies can be
changed but the governmental entities themselves will remain in operation. Furthermore, the
going concern postulate means that it is expected that the business will remain in operation at
least as long as the longest useful life of any of its resources or obligations. Simply, this
assumption is more applicable to the public sector due to the very long life of many physical
assets and long-term liabilities in comparison with business enterprises. Furthermore, the
governmental entities are also expected to continue providing services in the future as a
consequence of yearly allocation of appropriations. Unlike the private sector, governmental
entity has a certain power or agreement that makes it more going concern. IPSAS l argued
that there may be circumstances where the usual going concern tests of liquidity and solvency
appear un favorable, but other factors suggest that the entity is nonetheless a going concern.
For example:
- In assessing whether a government is a going concern, the power to levy rates or taxes
may enable some entities to be considered as a going concern even though they may
operate for extended periods with negative net assets/equity; and
For an individual entity, an assessment for its statement of financial position at the
reporting date may suggest that the going concern assumption is not appropriate.
However, there may be multi-year funding agreement, or other arrangements, in place that
will ensure the continued operation of the entity.

Yet, Hendriksen (1982) stated that going concern postulate should be accepted on the basis of
their ability to permit predictions. Information regarding a specific firm should be presented
in such a way that users of financial reports could make their own assessments regarding the
future of enterprise. However, it is relevant postulate, leading to the presentation of
information regarding resources and commitments and operational activity on the ground that
such information may aid in the prediction of future operational activity. Similarly, as we
have seen in chapter 3, many users of governmental financial reporting
require information
that assists them in making prediction regarding the ability ofthe government in meeting its
future obligations and the continuity ofproviding the services in the future.

So it can be inferred that the public sector and the private sector are not sujjiciently dijftrent
to reject the notion of accrual accounting. In reality, this makes us agree with Macmillan

(1982) that dijficulties in getting accrual accounting adopted universally in government are
implementation problems, not matters of principle.

110

4.3.3 Benefits of the adoption of accrual accounting in the public sector
Before starting the discussion of the benefits of accrual accounting in the public sector, it
should be clear from the outset that accrual accounting should not be seen as a magic solution
to all the government problems. Nevertheless it is an important element in order to achieve
the desired performance and to discharge the accountability in the government. Guthrie
(1998) stated that the adoption of accrual accounting and budgeting techniques has not been
an end itself, but rather, a means to the enactment of significant changes in the scope, scale
and style of the public sector administration and activity. In addition, Bartos (2000) argued
that the adoption of accrual-based system is an essential tool in moving to a more strategic,
result-focused, and business like public sector that is able to compete both domestically and
globally for the provision of the public goods and services. However, the shift from cash
based-accounting to accrual based-accounting in the public sector offers important benefits as
follows:
•

Improving the financial reporting of the government

The objectives of the financial reporting are to provide useful information (IFAC, 1991).
This information should meet the users needs and should be relevant to the decision-making
and discharging of the accountability. Thus, the financial reporting should provide
information that reflecting the whole picture of a government's condition and results of
operations. Unlike cash accounting, accrual accounting can furnish this information by
providing information on the total assets, short and long-term liabilities, net worth, expenses,
and revenues; and by providing aggregate information useful in evaluating the government
performance. Moreover, the use of accrual accounting in the public sector will bring the
accounts of the central government into line with the other parts of the public sector (where
accrual accounting is in place) and private sector (Clarke, 1994 and Poot, 1994). This will
lead to preparing financial reporting similar to that prepared by the private sector and hence it
will make it understandable by the users who are more familiar with the for-profit than nonprofit financial reporting. Furthermore, the adoption of accrual accounting in the public sector
will aid to build a structure of accounting principles and reporting standards. This will
improve and harmonize the accounting and financial reporting in the governmental sector. In
the UK, as a result of using accrual accounting in the central government, the framework of
accounting principles and conventions for resource accounting in departments is based on the
UK Generally Accepted Accounting Practices (GAAP), and a working draft summary of
accounting policies, outlining the main accounting policies for resource accounting is issued
"
(Green Paper, 1994). Also New Zealand has issued Statement ofPublic Sector Accounting
which
on
accounting principles for use in the
Concepts" (SPSAC)
provides guidance
preparation of external financial statements (Miah, 1991). The experience of UK and NZ has
provided a practical evidence that the adoption of accrual accounting in the public sector has
improved the financial reporting and more consistent and comparable financial information is

being provided by the government.
•

Presentation of afull picture of the financial position of the government

Governmental entities that report on cash basis do not prepare balance sheet. Simply, because
this system does not provide the information that is needed to prepare the balance sheet such
as accounts receivable, accounts payable, fixed assets, long-term liabilities, net worth, etc.
Hence, the financial position of those entities can not be presented. The shift to accrual
accounting results in preparing the statement of the financial position of the government. The
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elements of the statement of the financial position and the additional information, which are
included in the explanatory notes, provide a rational picture of the financial position of the
government This statement is useful in assessing the government entities financial
performance and whether the government asset base has been maintained. It aids in the
evaluation of the government entity level of funding and its mix of debt versus equity; further,
one can evaluate working capital management; and one can allocate accountability for
specific assets and liabilities. Moreover, the reported information on financial position allows
rating agencies to evaluate the public sector's ability to meet its future obligations and it can
also aid in the assessment of the viability of future projects and liability to assume more debt
(Mellor, Montesinos - IFAC, 1997). Unlike cash basis, the transition to accrual accounting in
the public sector will offer the opportunity to different users to obtain a complete and
comprehensive picture on the financial position of the government that can assist them in
analysing and evaluating the financial performance of the government. In addition, the
provision of overall information on the financial position and on the current stock of assets
and liabilities is significant for the government itself. As a consequence of providing this
information, the government will be able to: (IFAC, 1998)
- assess both the impact ofpast decisions on the current financial position, and the impact
of current decisions on the future financial position;
demonstrate accountability to the public for their management of assets and liabilities;
make decisions about the feasibility of services they wish to provide; and
manage their cash position and financing requirements.
-

•

Providing information on the total costs of the government's programs and activities

One of the merits of accrual-based accounting system is the distinction between the current
and capital expenditures and recognizing that the capital assets are productive for years, and
the costs of these assets should be allocated over its expected useful life. This means that
these assets should be depreciated and the depreciation costs should be calculated and
included in the total costs of government programs and activities. Similarly, government

entities will be charged for paid interest on cash balances. This, in turn, enables the
government to report on the true cost ofits programs and activities. Moreover, under accrualbased accounting, it is known how much resources have been consumed in carrying out the
operations during the accounting period (operating costs). Then the total cost of the services
produced by the government entities and the total cost of government programs and activities,
and the matching o f those costs with the output can only be provided by the accrual-based
accounting system. Those costs are useful for performance evaluation, control, price fixing
policy, and decisions about whether to provide particular services in-house or through an
external contractor, since the costs of the various options will be easier to compare (Clarke,
1994 and 1FAC-Montesinos, 1997).

In addition, the provision of information on the total cost of goods and services is useful for
both government as a whole and individual manager to determine which goods and services to
provide and the most efficient way of providing these goods and services. Thus, accrual
accounting allows government to clearly identify the costs of their programs and activities.
The clear identification of costs means that authority to manage those costs may be delegated
(IFAC, 1998). The benefits of this delegation have also been seen in New Zealand. Cangiano
(1996) reports that since the introduction of the financial management reforms in New
Zealand, there has been a widespread tendency to underspend budgeted allocations. This is
attributable to an increased capacity on the part of departments and agencies to manage their
own budgets and resources independently (IFAC, 1998).
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•

Better assets and liabilities management by the government

The adoption of accrual accounting in the public sector entails that the government entities
should draw up a set of financial statements such as balance sheet, operating statement and
cash flows statement. These statements provide a framework for resources and liabilities
management by departments and the government as a whole (Mellor, 1997). In the balance
sheet are listed the short and long-life assets such as inventories, accounts receivable, cash,
plant and equipment ...etc. The managers of the governmental entities are responsible and
accountable for these assets and this will encourage them to use and manage these assets in an
efficient and effective way. The need for efficient and effective management of these assets is
particularly important in the public sector due to the very long life of many physical assets.
Under the cash-based accounting system, it is not known to the managers of the governmental
entities the total assets that exist in their departments. Hence, there is little or no incentive to
use the existing assets in an efficient way, and the focus is on whether or not to spend on new
assets. Unlike, under accrual accounting the total assets are known to the managers and they
are responsible for these assets, therefore, their focus is extended to whether to retain or
upgrade the existing assets (IFAC, 1997). The use ofresource accounting (which is based on
accrual basis) in the central government ofUK has made available information, which has not
been available before (Likierman, 1998). For example, in November 1997 a National Assets
Register was published, giving, for the first time, details of what was owned by the central
government. Also in the course of year 1998-1999 a Departmental Assets Register was
published which gave full information on the departmental assets. The information, which is
provided by the two registers, enables the politicians and departmental management to make
more informed decisions and to improve the management of these assets. The effective
management of such assets requires sufficient records to identi fy the existence of assets and
the costs of holding and operating these assets. In addition, better information with respect to
assets leads to better decisions on maintenance, disposal of surplus assets and replacement of
decayed or obsolete assets. These decisions are particularly important in relation to major
physical assets such as infrastructure assets, the replacement of which could strain the
financial capacity of a government (IFAC, 1998). In reality, the adoption of accrual-based
accounting in the public sector gives the managers more possibilities to manage their assets in
an efficient and effective way as a result ofproviding reliable and detailed information on
these assets and it assists in making better decisions regarding the governmental current and
physical assets. Yet, it is commonly argued that unless a government knows the total value of
the public assets it will not have the capacity to effectively manage these assets, particularly
in connection to decisions relating to the running down o assets or the utilization of public

f

assets (Guthrie, 1998).

On the other hand, the adoption of different bases of accounting can result in differences in
liabilities, which are recognized in the financial statements at reporting date (IFAC, 1993).
Under cash-based accounting system no liabilities are recognized and the total debt that is
owed by the government is not known. But under accrual accounting, the obligations to be
settled in the short and long-term are recognized as liabilities, such as accounts payable,
amounts borrowed, amounts due for assets purchases, and accrued liabilities (e.g. employee
pension and accrued interest). The recognition of these liabilities discloses a full picture on
the total amount of government debts and assists in calculating the real annual deficit and will
have substantial impact on policy and expenditures decisions. On the other hand, unless the
government reports on all of the debts they owe, how can cabinet, the legislature or the public
make informed decisions about, for example, whether a government can afford a new social
program or major spending initiative (Hillier, 1997). Clearly, without reporting
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comprehensive information about the liabilities and
commitments, the internal and external
users can not make realistic assessments about the government's financial condition.
Furthermore, the risk of making poor decisions is much greater if both internal and external
users have incomplete information about all governmental debt (IFAC, 1998).

As a result ofproviding complete and comprehensive information about the short and longterm liabilities and making their costs visible, government can manage its liabilities better and
plan to meet them when they come due and take the administrative action in the correct time.
The benefits of accrual accounting of managing the total debt of government have practically
been seen in New South Wales. New South Wales has introduced legislation - the General
Government Debt Elimination Act 1996 which sets out fiscal principles and targets. One of
these principles and targets was the gradual reduction of debt. The use of accrual accounting
has provided detailed information on the total debt owed by the New South Wales (NSW)
government. This has enabled the NSW government to manage the total debt in a prudent
manner and to reduce it by $1.331 million (from $ 18.051 to 16.720 million) resulting in a
decrease of the net debt of the Budget Sector as a percentage of Gross State Product from
9.5% to 8%. (Public Accounts ofthe NSW Budget Sector 1995-96, paragraph 119) (IFAC,
-

1998).

•

Extending and improving the petformance measurements by the government

The measurement focus determines what is being measured and it plays an important role
together with the bases of accounting in determining the elements to be recognized in the
financial statements. Different types of measurement focus include, for example, the totaleconomic resources concept and the total-financial resources concept. The performance focus,
under a cash based-accounting system, does not include either total-economic resources or
total-financial resources; rather, it is in compliance within spending limits and accountability
for cash flows and cash balances. Under accrual accounting the performance focus is
extended to include the total-economic resources and the efficiency of using and utilizing of
these resources. So the performance measurements are extended to cover other activities such
as outputs, efficiency, results and outcomes of activities, and include
holding managers
accountable for the full cost of the operations; consideration of long-term obligations and
overall financial position (Guthrie, 1998). This means that accrual accounting allows the
government, in comparison with the other accounting bases, to extend the performance
measurements by providing complete and reliable information on:
- revenues and expenses;
total costs - including also depreciation of physical assets and all employee-related costs
(e.g. superannuations and other expenses) ;
total liabilities- short and long-term liabilities;
total assets - current and physical assets; and
- net worth.
As a result of providing the above stated information, which can only be generated by the full
accrual accounting system, the performance and efficiency of the government can be
measured more reliably. Yet, accrual based-accounting system allows for better matching of
the outputs with costs incurred and that is an essential element of performance measurement.
Furthermore, the main advantage of accrual measures (as opposed to cash) is that they provide
a more comprehensive indication of the total activity of government and the
long-term effects
of current policy (Guthrie, 1998).
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•

Providing reliable measures for the fiscal policy

The adoption of accrual accounting in the public sector can provide reliable measures for the
fiscal policy of government such as:

• Net Worth;

•

Intergenerational Equity;

Net worth: is the difference between the total assets and the total liabilities. Basically, the
liabilities are a claim against total assets, so net worth represents the net assets after
subtracting liabilities. Then changes in the total assets and total liabilities will affect the net
worth. For example, if the government increased the liabilities either by borrowing to fund the
deficit or obligation to make payments in the future, such as pensions; or increased the assets
which would provide economic benefits to the reporting entity, these actions would affect the
net worth (Mellor, 1997).
Bear in mind that not all changes in the total assets and the total liabilities can affect the net
worth, for example if the government borrowed money to finance an investment and the
amount of loan was equal to the amount of that investment. In this case no changes in the net
worth would take place, as this results in an equal change in both assets and liabilities and has
no impact on the net worth. In fact, clear information about the net worth helps the
government to manage the debt levels and to monitor the level of debt in relation to other
liabilities and asset holdings and it enables the government to consider whether the liabilities
are matched with the assets of appropriate type and value. For example, it may be appropriate
to structure liabilities so that they match the currencies and expected life of assets (IFAC,
1998). The net worth can be used as a measure for the financial health of the government, for
example Minister Zalm (Dutch Minister of Finance) sees that there is a relationship between
the changes in the net worth and the financial health of the central government (miljoennota,
1994). The central government ofNew Zealand had moved to accrual accounting and as a
result, the New Zealanders were able to prepare consolidated statements, which gave them the
possibility, for the first time, to interpret their net worth. Although the net worth was very
negative, it provided them with reliable measure of improvement over time (Richardson,
1997). Then the time series of consolidated accounts would give an indication of whether the
government followed a deliberate fiscal policy or not. Hence, the changes in net worth
whether they are positive or negative can be used as a measure of the fiscal policy of the
government.

Intergenerational equity: also referred to as the interperiod equity concept. Under this
concept, each fiscal period should be accountable for the resources used to provide benefits
during that period. In other words, the burden of providing current services should not be
shifted to future periods or generation of taxpayers. This means that, revenues and
expenditures should be recognized in the period in which the underlying transactions (that
gave rise to the revenues and expenditures) occurred, not necessarily in the period when the
cash was received or paid. Under the cash based accounting, no liabilities are recognized and
that leads to shifting of costs (e.g. Superannuation costs) from the current taxpayers to the
future taxpayers which results in unfair distribution ofburdens between the current and future
generations. Accrual based-accounting system recognizes the revenues when they are earned
and the expenditures when they occur. In addition, it recognizes the total liabilities and makes
the long effects of the government liabilities clear for the public. So ifthe government
attempts to shift its debt to the future taxpayers, under accrual accounting, it will take into
account that the balance sheet will disclose this debt and the long-term effects of that debt will
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be visible to the public. Then, the providing of comprehensive picture of the government
liabilities assists in the formulation of realistic fiscal policies. One consequence of the
adoption of accrual accounting by the government, is that it will provide an indication of the
extent of capital maintenance. Applying the notion of capital maintenance to any part of the
public sector brings intergenerational equity into consideration. In addition, a comparison of
the depreciation expenses and capital expenditure on fixed assets in reporting period and over
time would give a broad indication of whether today's consumption has been made good to
maintain the stock of assets constant (Mellor, 1997). In other words, identifying a surplus or
deficit each year would over time enable a conclusion to be reached about whether a
government is eroding, enhancing or maintaining the asset base (Mellett, 1997).
In short, the adoption of full accrual accounting in the governmental sector will indicate
whether the government has added to the net worth of the state, and whether the current
generation has increased or decreased the worth of what is leaving for the next generation.
Yet, it enables more informed decision-making on funding for maintenance and conservation
of assets. So, in addition to the net worth, the intergenerational equity can also be used as a
measure of the fiscal policy of the public sector.

•

Improving the financial transparency by the government

The accounting bases play a vital role in improving the financial transparency. For example,
under the cash based-accounting system, there are many financial issues hidden, such as the
real total amount of government debt, the real size of the financial deficit, the total economic
resources, ...etc. These issues are not known to the public. As a corollary, the government has
more possibilities of manipulation and convincing the public that it is doing something
different than what it is actually doing. Under the cash basis, it is easy for the government to
show the size of the financial deficit and the total amount of debt less than they actually are.
Under the accrual based-accounting system, the above-mentioned issues are reported in the
financial statements such as, balance sheet, operating statements, cash flows statements and
budgets. The reporting of these issues can constrain the government ability from providing a
distorted picture of government finances. The opportunity of providing a distorted picture is
much greater under the cash basis than the accrual basis, because it is open to considerable
manipulation. While accrual accounting is not impervious to the manipulation, it can to a
great extent diminish the considerable manipulation inherent in cash based accounting system.
Mellor and Richardson (1FAC, 1997) have argued that the adoption of accrual accounting can
be expected to improve the financial transparency, in other words, improving the integrity and
the reliability of reported information.
In addition, under accrual accounting the insight into cash flows still exist. Reporting on cash
flows is an important and integral part of accrual accounting. Moreover, the accounts
receivable, accounts payable, long term liabilities and current state of physical assets are all
integrated into one system. This leads to better information on cash flows and therefore to
better cash management. Green Paper (1994) has made this matter clear by stating that "
resource accounting will require a more systematic approach to recording debtors and
creditors, which will allow departments to plan and control cash flows more effectively than
under a purely cash-based accounting system. At present, cash flow is mostly controlled at the
end of the payment process; more comprehensive information on debtors and creditors should
help departments to forecast cash flows difficulties, and to take remedial action well in
advance (for example by rescheduling purchases). (Green Paper, 1994, Paragraph 2.20)
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•

Creating the opportunity to use and build cost accounting systems in the government

Cost accounting entails identification and allocation of services costs and systematic analysis
and control ofcosts. It is needed for appraisal and decision-making on plans, programs and
activities. It has significant relevance to economic decisions, productive efficiency, price
formation, alternative project evaluations and resources allocation. But alas, cost accounting
techniques constitute a vastly neglected area in the public sector. The traditional government
accounting, which is based on cash basis, can be considered as an obstacle in using and
building the cost accounting system in the public sector. The building of cost accounting
system in the public sector requires the adoption of accrual accounting and developing of the
budget system from traditional budget system to program-performance budget. The need for
cost accounting based on accrual accounting becomes evident in the program- performance
budget system as current and future costs of projects or activities have to be appraised. So
without the use of accrual accounting in the public sector, using and building of the cost
accounting system will be difficult and has less interest, especially when government
accounting focuses only on the input instead of the output.

•

Assisting in developing the budget system by the government

The traditional government budget is an aggregation of line items or inputs such as salaries,
rent, maintenance, postage, telephone expenses and the like. So this budget system stresses
inputs rather than outputs; it provides information about what government consumes instead
of information about what government does or about purposes for which money is spent.
Furthermore, this budget system prevents proper political choice among objectives and
rational allocation of resources as well as limits public understanding of government activity.
The appropriations for each input do not indicate the relationship between expenditures and
results. This prohibits the formulation and execution of economically meaningful budgetary
policy, makes it difficult for politicians to allocate resources among programs and objectives,
and inhibits the development of ways in which they can determine whether government
expenditures are achieving those objectives. On the other hand, the nature and the
requirements ofthe traditional budget entail the adoption of cash based-accounting system. In
order for the governments to overcome the problems inherent in the traditional budget system,
they should shift to the program- performance budget system. However, this budget system
can not be applied under the cash accounting, rather, it entails the adoption of accrual
accounting on both revenues and expenses in government entity so as to be able to get the
right information that is required for planning, control, decision making, and performance
evaluation. Accordingly, the adoption of accrual accounting in the public sector gives the
government the opportunity to develop the budget system and provides meaningful
information that can satisfy the needs of budget functions.

•

Supporting the management changes by the government

Most of the management reforms, which took place in the public sector of different countries
such as New Zealand, UK and Australia, were focusing on the performance in terms of
efficiency and effectiveness. This required that the management should shift from processes
to results and focus on output instead of input. This, in turn, required that the managers should
be completely responsible for the management of their departments and they should be given
extensive discretion in the use of resources. But in order for the managers to manage their
departments in an efficient way, they need an accounting system that can provide them with
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meaningful information about the economic resources and the total costs of the output, as
management changes are very related to accounting changes.
The adoption of accrual accounting in the central government of New Zealand was a response
to the management changes (as we shall see in section 4.3.6). According to the State Sector
Act 1988, the accountability relationship between the ministers and the chief executives was
determined, and the chief executives became fully responsible for the management of their
departments (Ball, 1994 and Goldman and Brashares, 1991). They were given the power to
hire, fire, and set salaries of the staff and they had extensive authority over purchasing,
information technology, office accommodation, etc. They are clearly accountable for the
delivery of agreed services, and are accountable for all the resources that they consume in the
production of those services. But in order to measure the output, the chief executive needs an
accounting system that can provide detailed cost information and can assist in measuring the
efficiency of the output, and whether the chief executive has managed the resources in an
efficient way etc. So it was imperative to adopt the accrual accounting system in order to
provide the chief executive by the right information on the whole production process and to
satisfy the requirements of the accountability relationship between the ministers and chief
executives. This can show that the transition to accrual accounting in the public sector in New
Zealand was imperative to underpin the management reform.

In addition to the aforementioned benefits, the following survey presents practical evidence
on the signification of the adoption of accrual accounting in the public sector. At present,
governments using accrual accounting include (IFAC, 2000):

•
•

•
•
•

•
•
•
•
•
•
•

•
•

•

Australia (state, federal and local government);
Canada (target date for reporting on a full accrual basis at whole
fiscal year 2001-2002);
Finland (government agencies and whole of government);
France (local government);

of government level was

Germany (some government organizations);
Iceland (agencies and whole of government);
Ireland (pilot project for selected government departments);
Italy (local government);
Malaysia (local government);
The Netherlands (agencies and local government);
New Zealand (national and local government);
Sweden (central government agencies and local government);
Switzerland (local government);
Tanzania (local government);
United States (federal government)

It is worthwhile to mention that all the above-mentioned countries have only shifted to accrual
accounting in the last two decades, as a response to the winds of change that have blown in
order to encounter the challenges arising from globalization, and economic and fiscal
problems.
4.3.4 Costs of the adoption of accrual accounting in the public sector
The transition to accrual accounting in the public sector requires some changes
which, in turn, entail additional processing costs. These costs can be presented as follows:
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•

System Changes

As a result ofchanging the accounting system, the old system needs to be developed,
modified or to be changed in order to be valid for the new changes. There is a need to develop
the hardware and the software and to make new improvements to internal control procedures.
Moreover, the adoption of a new accounting system requires the use and development of
series of new accounts and supplementary accounts or records to serve specific purposes.
The setting up ofnew system will entail a set-up cost. From the New Zealand experience, it is
noticed that the set up cost of new accounting system was not so big. Ball (Arthur Andersen,
1994) has mentioned that the Auditor-General estimated that over a 6-year period the set-up
costs were between NZ $ 160 million and NZ $ 180 million. However, this amount is not big
in comparison with the benefits that are obtained from the new system. Bear in mind that this
amount was estimated over a 6 year period (the set up cost per year was between NZ $ 26 and
30 million). By comparing the set up cost per year with the total expenses of year 1993, which
were NZ $ 31.468,00 million (see the financial statements of the government of New Zealand
1993 - operating statement for the year ended 30 June 1993- Arthur Andersen 1994 p.28). We
found out that the set up cost per year was between 0.08% and 0.09% of the total expenses.
•

Staff Training and developing accounting policies

It has been noticed from the experience of different countries that the personnel with
advanced knowledge in government accounting are scarce. This will entail investment in
building up expertise in government accounting entities at alllevels, both in technical aspects
of accrual accounting and more generally to meet the wider changes in management culture
(Clarke, 1994). There should be training programs for the old staff and these programs should
be carefully planned and designed. New staff with finance and accounting skills can be
recruited. In addition, the accounting policies should also be developed in order to be
consistent with the nature and requirements of the new accounting system.

•

Campaign costs

A campaign for the dissemination of information is essential in order to inform the politicians
and all the members who will participate in the changing processes (especially that most of
them have no knowledge about the accrual accounting) about the advantages of the new
system and its benefits in comparison with the old system. Booklets, accounting instruction
manuals, and case studies etc. should be issued to illustrate the different aspects of the new
system. Such campaign has taken place in New Zealand, where they produced a booklet
called " Putting Simply" which is a plain guide to the changes. So the campaign costs can be
justified as a result of its important role in convincing all the members and the public for what
can be obtained from the new system and to what extent the new system can overcome the
drawbacks of the old system. Thus, it assists in reducing the resistance to change, which is
considered one of the most common problems that usually arise during the process of
implementation of accrual accounting in the public sector.

• Management involvement
The introduction of accrual accounting in the public sector will require a significant
commitment of management time from the most senior levels downwards (Clarke, 1994).
Also some pressure can occur between different levels of the management, especially in
determining the specification of the output of every department. Furthermore, it requires a
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cultural change by managers within governmental entities through understanding and
acceptance of how to use the additional in formation and of the potential benefits, which it
produces, and commitment to change.
•

Identifying and valuing assets costs

One of the consequences of the use of cash-based accounting system by the governments is
that both national assets and departmental assets are not accurately identified and valued. This
is because, under cash-based accounting, the assets whether current or physical are deemed to
be fully depreciated in the penod in which they are paid cash. Accordingly, there are no
incentives to identify and value the assets owned by the governmental entities. On the other
hand, the transition to accrual accounting would require the capitalization of the physical
assets in order to spread their costs over their expected useful li fe. Of course, this inevitably
entails that national and departmental assets should be identified and evaluated. This process
will give rise to a new cost element as a consequence of creating assets registers.
4.3.5 Disadvantages, paradoxes and conflicts of accrual accounting

Most ofthe studies that have been undertaken in the last decade have only indicated the value
added of the adoption of accrual accounting in the public sector and they have fairly presented
a positive picture. The last decade has also witnessed an acceptance ofthe notion of the
transition to accrual accounting in the public sector without a constructive criticism. In reality,
there have been very few studies (see for example, Mellett, 1997, Guthrie, 1998, and
Robinson, 1998) that highlighted deficiencies, unintended consequences and problems from
the transition to accrual accounting in the public sector. In addition to the above stated studies,
this section will consider the disadvantages, paradoxes and conflicts of accrual accounting in
the public sector.
Firstly, it requires that the accounts and books remain open for a long period after the end of
the fiscal year in order to carry out the stocktaking process and to make the required
settlements. This would result in the postposition of disclosing the operating results and
delaying the preparation of the financial statements. In fact, this will not be consistent with
one of the qualitative characteristics, which is: financial information must be provided on a
timely basis. In general, the usefulness of infurmation in making decisions and judgements,
and in serving accountability, lessens as the time elapses. The passage of time usually
diminishes the usefulness it might otherwise have had (IFAC, 1991). Notwithstanding, the
notion of the adoption of accrual accounting in the public sector is focussed on improving the
decision making process (bear in mind that decision process requires timely, relevant and
correct information) and the financial information (produced by an accrual accounting) that is
provided long after the period to which it relates, is of historical interest only and will not
serve the decision making process as intended, especially for the external users.
Secondly, it introduces more subjectivity into the accounts, as it is the case of stocktaking and
valuing the stores and estimation of different allowances. This subjectivity can be used to
lessen the objectivity of accounting information and to distort the accounting information
rather than to provide a truer picture. Hence, the notion of providing a true and fair view about
financial position of government can be distorted and confused.

Thirdly, the adoption of accrual accounting in the public sector requires a complicated and
costly accounting system in comparison with cash flow accounting. In fact, accrual
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adjustments demand a qualified trained accounting personnel. This will result in increased
personnel costs. Moreover, integration of the accounts into one system requires a complicated
and more developed software system. On the other hand, this software system and the trained
staff and accounting skills are not available in many countries, especially in the developing
countries. Consequently, this can result in preclusion of the adoption of accrual accounting in
the public sector of the less developed countries, which lack the ability and financial means
that are required for the adoption of such accounting system.

Fourthly, it has been argued that the changes from the use of cash based statements to accrual
based statements reflect a focus on an efficient and effective output and outcome (National

Commission ofAudit NCA 1996, Australia). This fails to recognise the reality that
accounting statements are themselves focussed on inputs. Outcomes are no more easily
measured via the use of accrual financial reporting than cash based reporting and are usually
determined on the basis of separate surveys, for example o f customer satisfaction or the state
of health or education (Guthrie, 1998).

Fifthly, it is asserted that the adoption of accrual accounting in the public sector would
provide complete and comprehensive information about the total liabilities of government, yet
it fails to provide detailed information about the future commitments which are not treated as
liabilities on the balance sheet (e.g. commitment to construct capital work). However, detailed
information about those commitments is significant for the public sector because such
commitments do effect the capacity of governments to allocate resources to new programs.
4.3.6 Main considerations for the adoption of accrual accounting in the public sector:

An international perspective

Until the end of 1980s governmental accounting had not received the study and reforms it
warrants. In the late of 1980s and early of 1990s some countries made an attempt to improve
their governmental accounting systems and make them efficient, such as New Zealand, UK
and Australia. These countries have reformed their accounting systems by shifting from cashbased accounting system to accrual-based accounting system and moving from separate
accounting reporting to consolidated financial statements. This section outlines the
background (main considerations) of the adoption of accrual accounting across the New
Zealand, UK and Australia public sector. In fact, it explores what were the main reasons for
the adoption of accrual accounting in the public sector of these countries. In addition, it
illustrates whether these reasons are also valid for the Netherlands and Egypt or not.
4.3.6.1 The New Zealand experience

New Zealand government, like other countries over the past two decades, has been concerned
with the growth of public expenditure and the necessity to search for ways to increase the
effectiveness of the use of resources that are available for the governmental entities. Prior to
1984, the New Zealand governments had made various attempts to improve public sector
operations. Following the election in mid-1984 the incoming government faced an economy
with:
an extended history of slow growth;
- very high deficits;
- high debt including substantial liabilities resulting from various guarantees given by
previous governments; and
- a highly sheltered private sector (MacCulloch & Ball, 1992).
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1n addition, Richardson (IFAC, 1997) stated that the
imperative for change in New Zealand
was three fold:
•
Sick economy - one of the worst performance in the Organization for Economic Cooperation and Development (OECD);
• Sick public institutions - lack of efficiency and effectiveness in government agencies; and
• Sick social policy - neither fair nor affordable.
Richardson has also added that New Zealand suffered from two deficits:
Financial deficit - in continuous deficit for two decades (7Os and 8Os) pushing net public
debt levels up from 5% of Gross Domestic Product (GDP) to over 50% of GDP; and
Performance deficit - while public expenditure levels climbed from 30% of GDP to over
42% of GDP over those two decades the standard and quality of performance in public
institutions and agencies dropped (IFAC, 1997).
-

As it is clear from the aforementioned, New Zealand was suffering from an economic crisis.
This in turn induced the government to undertake a program of economic reforms, one
element of which was the public sector reform. The public sector reform has taken place by
introducing three major changes:
1- Separating commercial operations from other government production;
2- Strengthening lines of ministerial and executive accountability; and
3- Designing budget and financial management systems to improve measurement of the
public sector performance.
The last reform includes:

a- shifting from an input to an output based system;
b- changing from cash to accrual accounting; and
c- and creating different forms of appropriations for di fferent types
activities. (Goldman & Brashares, 1992).

of government

We do not intend to discuss the above stated reforms. The aim here is to discuss the main
reasons for the adoption of accrual accounting in the New Zealand public sector.
Before the public sector reform takes place, particularly in the early 198Os, the New Zealand
government's management system was based on a program budgeting, but was in fact
dominated by centralized input controls, such as the requirements for government
departments to use centralized monopoly suppliers for accommodation, vehicles, computers
and office services. All public money was required to be paid into a consolidated bank
account. 1n accordance with treasury instructions, departments submitted vouchers for
payment to treasury offices which organized payment, and reported on the transactions in the
"Public Accounts" (1FAC, 1996). Budgeting was formalized in a set of appropriations for
cash payments for loosely designed purposes (programs). The appropriations could be
expressed in terms of the recipient, the government activity, or the type ofpayment (e.g., a
grant or a capital payment) (Ball & Bradbury, 1998).
Furthermore, in this environment, accountability was seen mainly in terms of compliance with
written rules aimed at limiting discretion, the absence of corruption, and the avoidance of
mistakes or political embarrassment. In this environment, the New Zealand government
accounting and financial system was suffering from a number of deficiencies that have led to
accounting changes. In other words, these deficiencies were the main reasons for the adoption
of accrual accounting in the New Zealand public sector. These deficiencies are:
- Accountability is unclear;
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-

-

-

-

Assets levels are poorly maintained, and changes in value or depreciation are not required
to be recorded;
Goals and performance requirements of government departments are poorly specified;
Losses, long-term liabilities, and future revenues are obscured by modified cash-based

accounting system;
Incentives often encourage dysfunctional behaviour (for example, year-end spending);
Responsiveness to changing circumstances is slow; and
Global competitive forces that demand efficiency for survival are often ignored in

designing governmental financial systems. (Ball et. al, 2000,

http://www.rppi.org/privatization/ps.258.html).
In addition to these deficiencies, there are other reasons that made the New Zealand
government to shift to accrual accounting:

a- Problems with Cash Accounting and Current Financial-Management Practices
Cash accounting provides information that satisfies the annual compliance interest of
legislators, but unfortunately has a number of serious limitations and drawbacks (see section
4.2.3 the shortcomings of cash accounting). These drawbacks and limitations were the main
reasons behind the adoption of accrual accounting in the New Zealand public sector.

b- Owner - Purchaser Distinction
The public sector reform has caused New Zealand ministers to have two relationships with
their departments: 1) as their "owner", and 2) as the "purchaser" of the goods and services
they produce. The different interests of the government in departments (as owner and
purchaser) imply different approaches to performance measurement. The ownership interest is
concerned with how effectively resources are being maintained and used. This requires the
same types of financial reporting, as are generally accepted practices in the private sector
(Ball, 1994). This includes distinguishing of capital and current expenditure, notion of capital
maintenance, and hence, the use of accrual accounting. Without accrual accounting there is no
reliable basis for measurement. As "purchaser" of services from the departments, the
government is looking for quality of goods and services at the best competitive price. Herein,
the purchaser wants to know the full cost of services that are delivered by the departments,
and this inevitably requires the adoption of accrual accounting. On the other hand, cash
accounting is inadequate for satisfying this purpose because some cost elements are not fully
allocated to outputs. Once again in order to meet the information that would satisfy both the
owner's and purchaser's interests, the use of accrual accounting in the New Zealand public
sector was imperative.

c- World-wide Market Competition
As it has been seen in the last two decades the forces of internal and international competition
have increased, because of unsustainable fiscal commitments of the governments. As a
consequence, many countries have attempted to reform and reinvent government activities in
an effort to reduce government size and improve efficiency. New Zealand was subjected to
these pressures earlier than many other governments, and answered in part with accounting
reform (Ball, 2000). Moreover, some writers expect that it is likely that the same global
market forces will make the adoption of accrual accounting by other governments inevitable
in the next two decades.

123

d- Intergenerational Equity
Intergenerational fairness is important in fiscal policy. Cash accounting allows the
government to hide both their liabilities and real state of their finances. Accordingly,
traditional government accounting enables the governments to pass along the present costs to
the future generations. On the other hand, accrual accounting recognizes the short and longterm liabilities and provides a longer-term perspective forjudging the impact of policies. For
example, without the use of accrual accounting, decisions on pensions that create pension
liabilities may not fully consider the impact of the liabilities on future budgets.
e- Public-Private Competition and the Costing of Outputs

As previously noted, cash accounting does not provide information on the total cost of goods
and services delivered by the governmental entities. Hidden costs make the prices of public
goods and services artificially lower than the same goods and services provided by the private
sector. Generally, cash accounting makes government appear to deliver services more
cheaply
than the private sector, which is forced to include non-cash expenses as depreciation in its
account. However, this is not true because the taxpayer subsidizes the difference. In order for
the governmental entities to be able to provide competitive goods and services, all costs must
be allocated to these goods and services. Accrual accounting lets all costs be allocated to an
output. This was also another reason for the adoption of accrual accounting in the New
Zealand public sector.
In addition, the New Zealand financial reforms have resulted in the following:
• Budgeting, accounting and appropriations are now all done on an accrual
basis;
• There is a charge for the use of capital;
• All budgeting and management is done according to outputs not inputs;

•
•

Accountability is now clear; and
Managerial discretion is significantly greater than in other nations.

Bear in mind that these financial reforms did not occur in isolation. They were
part of a
movement to make the New Zealand economy more competitive as well as to make the
government more competitive and accountable. In other words, the New Zealand approach
with respect to public sector reform is a consistent and comprehensive framework, which
comprises all the mechanisms of accounting, reporting, budgeting, parliamentary
appropriations, performance specifications and monitoring, rather than dealing with accrual
accounting as a separate issue. (Ball & Bradbury, 1998).
After having discussed the main considerations for the adoption of accrual accounting in the
New Zealand public sector, we would like to discuss an issue, which is often raised by some
opponents. This issue is that New Zealand has successfully refurmed their public sector,
namely the implementation of accrual accounting in the public sector,because.
- It is a small country; and
- It was suffering from an economic crisis.
This has led to the following questions:
Can an economic crisis and the size of the country be considered as the only main reasons
for making the public sector reforms?
- Do England and Australia (in making their public sector reform) have the same economic
crisis as that of New Zealand?
- Are England and Australia small countries like New Zealand?
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Should Egypt and the Netherlands have an economic crisis in order to adopt accrual
accounting in their public sector?
Answering these questions will bring us to the UK and Australian cases.

-

4.3.6.2 The England experience

In November 1993, the Chancellor ofthe Exchequer announced the proposed introduction of
Resource Accounting (RA) (1) to UK central government departments. This was followed by
a consultation paper (Green Paper) in July 1994, which specified that resource accounting
would be implemented in the majority of government departments by 1 April 1997 and in all
which
departments by 1 April 1998. Subsequently, a White Paper was published in July 1995,
described the progress that had been made in developing resource accounting and the
Government's proposals to introduce Resource Budgeting (RB) (2), moreover, it stated that
the first published accounts would be in respect of 1999-2000 (HMSO, 1995).
These proposals can be seen as a further step in a process of government financial
management reform laid down in 1982 in the Financial Management Initiative (FMD,
focusing on value for money and improved accountability. Also the introduction of accrualbased resource accounting underpins other initiatives taken since 1982, including Next Steps.
As part of the Next Steps initiatives, accrual accounting has already been adopted for
executive agencies within central government; building on well established principles from
commercial accounting procedures. These proposals aimed at applying the resource
accounting coherently to the whole of central government, and not just its executive agencies.
The adoption of resource accounting in the UK central government implies:
identifying outputs and the processes by which they are produced;
charging for all resources consumed including the use of capital assets, central services
and non-cash items;
classifying and valuing all assets;
- compiling and publishing a balance sheet showing assets, depreciation, stocks, debtors
and creditors; and
- reconciling resource flows and cash funding.
-

From the above-mentioned, the key feature of resource accounting can be summarized as

follows:

-

using of accrual accounting techniques to provide a more accurate measurement of
resource consumed;
accounting for the use of capital and current resources consistently, in terms of resource
consumed;

-

a financial reporting structure to match resources used to departmental objectives, and
linking these objectives to quantified measures of output and performance;
provision of essential cash accounting information; and
a coherent accounting framework to fulfil a range of requirements from low level
management information to high level financial reports (Green Paper, 1994).

(1) Resource Accounting: resource accounting comprises a set of accruals techniques for
reporting on the expenditure of central government and a framework for analysing
expenditure by departmental aims and objectives, relating these to outputs where possible.
(2) Resource Budgeting: resource budgeting covers planning and controlling public
expenditure on a resource accounting basis.
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In addition, resource budgeting comprises two elements: managing the Public Expenditure
Survey (PES) on a resource accounting basis; and presenting Supply Estimates to Parliament
on a resource accounting basis. As previously noted, UK had
proposed two papers (Green
Paper, 1994 and White Paper, 1995) with respect to the introduction of resource accounting
and budgeting (RAB). The main reason for introducing the resource accounting and budgeting
was the improving of the efficiency and effectiveness of the public sector. Moreover, resource
accounting and budgeting was envisaged in the White Paper as a milestone in modernizing
the state by:
- focusing more on resources consumed and notjust on cash spent;
treating capital and current expenditure in a way which better reflects their economic
-

significance; and
-

encouraging the discipline of a greater emphasis on outputs and the achievement of aims

and objectives.

In addition to improving the efficiency and effectiveness of public sector, there were a
number of reasons that have entailed the adoption of resource accounting and budgeting
(RAB) in the UK central government:
• There was in the UK government dissatisfaction with the use of cash accounting
(especially in decisions about capital);
• There was an increasing focus on the objectives and outputs delivered, performance
measurement and value for money (rather than cash inputs).
This was a natural
consequence of the Financial Management Initiative
(FMD that was designed to
encourage departments to produce better information on objectives, output and
performance;
• The UK government wanted to make the changes that would
provide information for
better management decisions so that government departments can improve the use of
resources to fulfil their objectives;
• Fiscal control: Control of public sector finance has also contributed
to the development of
public sector accrual accounting in the UK. From its inception, it was envisaged that the
change to an accrual accounting basis in central government would have impact on the
presentation of public sector plans (HM Government, 1994). However, the new budgeting
framework could only be introduced once the new accounting systems
were in place
(Ellwood, 1999);
• The continuing interest in reducing avoidable difference between public expenditure
survey and the parliamentary processes
(Likierman, 1998);
• The departmental ability to exercise financial control, to plan and to structure their
resources will be enhanced by implementing the resource accounting
and budgeting;
• The UK government believes that resource accounting will help promote better
management by government departments of the resources and assets made available to
them by parliament;
•
But the most significant reason is the increasing use of accrual-based accounting in the
other parts of the UK public sector (such as, the NHS, Local authorities and executive
agencies within central government departments) and in other countries such as, New
Zealand, which has moved furthest in introducing accruals accounting and budgeting,
linked closely to financial management reforms including output-based
performance
contracts. In addition, other countries (for example Iceland, Canada, USA and
Sweden)
are moving in a similar direction; and
• In addition, the UK government believes that the accounting and budgeting changes will
provide benefits not only for individual departments, but for the public sector as a whole
and for the economy more generally as follows:
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For the Department: there is the provision of improved management information,
especially on costs and assets. This will open up the opportunity for making ofbetterinformed decisions on the allocation of the resources, especially on capital and on comparison
between internal and external providers. It will also assist managers in planning and
controlling the use of resources within departments.

For the public sector as a whole: the accounting changes provide also the public

sector as a

whole with a number ofbenefits:
- improvements in the way in which government conducts its public expenditure planning
and control procedures at all levels;
facilitating the development of cash control at a higher level than hitherto, whilst keeping
tight control of public spending as a whole ; and
in line with other initiatives, contributing to the further development of a strategic
approach to managing the Civil services, in line with the principles of the Financial
Management Initiative. (Green Paper, 1994)

For the economy as a whole: there will be better information for formulating economy policy
and preparing National Accounts on the value and use of fixed assets and capital consumption
in the public sector; and the possibility of a reduction in the public sector's call on funds by
promoting better use of resources. (Green paper, 1994).
4.3.6.3 The Australia experience

As in other countries, the poor economic performance of the 1970s led to a reassessment of
the role of the Australian public sector and its management. The Australian public sector was
suffering from lack of a system of performance measurement, the absence of incentives to
encourage greater efficiency and the lack of competition as a pressure for improved
performance (Mascarenhas, 1984). This led to generating pressure for reform, focussing on
improving efficiency, effectiveness, responsiveness and accountability. The Financial
Management Improvement Program (FMIP), which was launched in 1984, was an umbrella
under which other administrative reforms were undertaken (e.g. running cost, devolution
responsibility, program management and budgeting, user charging, contracting out, corporate
planning, and commercialization) (Guthrie, 1998). FIMP was concerned as much with
effectiveness as with efficiency. In fact, the major concern was to improve the links between
programs outcomes and the resources required for achieving them. Hence, the key feature of
the FMIP were:
• the development of budgetary and regulatory processes which encourage efficient and
effective management practices in departments;
• identifying and promoting techniques and systems that help departmental and agency
managers focus on results; and
• changing administrative procedures and practices to give managers more incentive to
manage and greater awareness of resource costs (Department of Finance 1988,5)

Although FMIP has focused on the budget - dependent sector, FMIP principles have been a
driving force for commercialization of the common services of government and for reform of
government enterprises (Keating and Holmes, 1990). This general shift towards a more
commercial ethos has highlighted the need for a more commercial style of accounting,
involving a move from cash accounting to a full accrual basis ofaccounting. Consequently,
the administrative reforms in the name of improved efficiency, effectiveness, responsiveness
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and accountability were one of the most important reasons for the adoption of accrual
accounting in the Australian public sector. The National Commission of
Audit (NCOA) in
March 1996 said that a full accrual accounting framework was an essential complement to the
structural and cultural change the Government was seeking by way of a more competitive,
efficient and effective public sector. So it can be inferred that the adoption of accrual
accounting in the Australian public sector was a response to management reforms.
In addition, the need for a more transparent and accurate picture of government spending and
of resources was recognized as far back as the 1970s and early 1980s. Since then other
significant pressures have been developed that require governments to have a clear
understanding of their use of resources, their whole-of-government financial position and,
basically, how to get the best value out of every tax dollar (http://www.dofa.gov.au/
budgetgroup/pressroom/speeches/cpaspeech.asp). This recognition has also required the
adoption of accrual accounting in order to achieve these objectives.
the use

Besides, there were other factors which created a climate for an explosion of discussion about
the adoption of accrual accounting to the public sector, such as various state governments
were hit by the emergence of serious fiscal problems, as well as the failure of two major state
banks (Guthrie, 1998).

Furthermore, the lack of cash accounting to provide the new required information, by
managers as a result of management reforms, has also generated pressure for shifting to
accrual accounting. Guthrie (1998) said that as commercialization and
contracting out reforms
started to impact government agencies, new information sets were required to help managers
engage with these reforms. These included:
pricing of goods and services for cost recovery;

-

cost control;
liability containment and asset management;
evaluating contracting out and leasing options; and
workplace bargaining.
As in other countries such as New Zealand and the UK, the drawbacks o f cash accounting was
one of the main considerations for the adoption of accrual accounting in the Australian public
sector. As a corollary, the Financial Management and Accountability Act 1997 required
departments to prepare accruals accounts for the year ended 30 June
1998. In fact, the
Australian financial management was modernized through three pieces of legislation designed
to improve the quality and clarity of understanding of the Commonwealth's financial
management framework. These were the Financial
Management and Accountability Act
-

1997, the Commonwealth Authorities and Companies Act 1997 and the Auditor-General Act

1997

4.3.6.4 Summarizing the main considerations for the adoption of accrual accounting in
the public sector
Firstly, based on the aforementioned, we can answer the previously posed questions under the
New Zealand experience. Frankly speaking, the UK and Australia
experience has revealed
that the two countries have reformed their public sector without having the same economic
crisis like New Zealand. So, the reform of the public sector (including the accounting
reform)
in the name of improved efficiency, effectiveness, responsiveness and accountability does not
require per se an economic crisis in order to be started and achieved. In
fact, there are other
reasons or considerations, which create a pressure for reforming the public sector as it has
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been seen from the UK, Australian and also the New Zealand experience. On the other hand,
the size of the country can make the reforming process easier especially for the small
countries in comparison with the big countries, but it is not a condition for starting a public
sector reform. As it is known the size of the UK and Australia is bigger than that of New
Zealand. Yet, the two countries have successfully revamped their public sector. Therefore, it
can be concluded that the economic crisis and the size of the country are one of many
considerations but they are not the only main considerations for starting and achieving the
public sector reform. Accordingly, the Netherlands and Egypt can try to improve the
efficiency, effectiveness, performance and the accountability of their public sector by making
the required reforms without having an economic-financial crisis.

In addition, the ideas underlying the New Zealand, UK and Australia reforms apply to any
government, including developing (e.g. Egypt) and developed (e.g. the Netherlands)
countries. They represent good management practices-what one would expect to see in any
well-managed organization, public or private. The experience of New Zealand, UK and
Australia shows the extent to which accounting, budgeting and financial-management reforms
can successfully be applied to the public sector, provided that they are part of a well-designed
system. Ball (2000), said: (fa government can be run in this fashion, why would we continue

with outmoded conventional practices?
Secondly, the main considerations/reasons for the adoption
public sector can be summarised as follows:

of accrual accounting in the

•

Management r€/brms: it is evident from the experience of New Zealand, UK and Australia
that the adoption of accrual accounting in their public sector was a response to managerial
reforms. The movement to expand the focus beyond inputs towards a "performancebased" or "output-based management, to improve the efficiency, effectiveness and
accountability of the public sector, and to increase the managerial discretion which gives
managers incentive to manage and greater awareness of resource costs, has led to major
changes in the public sector accounting system. In other words, these management
reforms entailed the adoption of accrual accounting in the public sector of New Zealand,
UK and Australia. Moreover, these management reforms will make the adoption of
accrual accounting inevitable by other governments, which confirmed their intention to
make such managerial reforms in the next decades.

•

Problems, shortcomings and drawbacks of cash accounting: as earlier noted, there was
dissatisfaction with the use of cash accounting in the UK, Australia and New Zealand
(also in other countries). This is because cash-based government accounting does not
provide the users with complete and comprehensive financial information that they need
for decision-making purposes and does not assist to a great extent in discharging the
accountability (see section 4.2.3). On the contrary, accrual accounting seems to provide
this information and it can to a great extent overcome the shortcomings and drawbacks of
cash accounting.

•

Serious fiscal and economic problems: the New Zealand experience has revealed that New
Zealand was suffering from an economic crisis. This crisis induced the government to
undertake a program o f economic reform, one element of which was public sector reform

(including accounting changes). The Contingency Model (Luder 1992) has specified the
serious financial problems as one of the driving forces for accounting changes.
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•

Harmonizing the governmental accounting system: by inducing the practice, we found out
that many countries such as France, the Netherlands, Spain and Sweden are using accrual
accounting in the local government. In addition, some parts ofthe central government
such as agencies have also used the accrual accounting system. Then, the use of accrual
accounting will bring the accounts of the central government into line with the other parts
of the governmental sector, where the accrual accounting is in place.

• Intergenerational Equity and Net Worth. intergenerational fairness and net worth became
important measures for fiscal policy. Intergenerational equity reflects the degree to which
the government today is paying the costs of services today, as opposed to shifting costs to
other periods. Net worth represents the net assets after subtracting the liabilities. Changes
in net worth would give an indication of whether the government follows a deliberate
fiscal policy or not. Only accrual accounting provides the financial information required
for measuring and judging the impact of fiscal policies.
•

Increasing the international interest in, and experience of, accrual accounting and
budgeting in government: in addition to the New Zealand, UK and Australia experience,
accrual accounting has also been introduced in a number of other countries such as
Sweden, Finland and the USA (Hansen et al, 1998). In Sweden, government agencies
moved to the accrual accounting approach between 1991 and 1994, as a development
from the new management system of comparing outputs with resources consumed in the
public sector. In Finland as part of the new public management reforms, accrual
accounting was adopted in local government in 1997 and in central government in 1998.
In the USA, the federal government made a commitment to full accrual accounting
following statements on federal accounting issued by the Federal Accounting Standard
Advisory Board, but accrual accounting was only introduced in 1998 and the approach
adopted does not capitalize military and heritage assets (Ellwood, 1999). Also the
Netherlands adopted accrual accounting in local government (Municipalities and
Provinces) in 1985 and in central government agencies in 1994.

•

Its benejits in comparison with its costs: discussion about whether to apply accrual
accounting to the public sector should be approached in terms of the costs and benefits of
such application. Sections 4.3.3 and 4.3.4 have shown that if the benefits of applying
accrual accounting to the public sector are weighed against the costs of such application,
the cost/benefits analysis has no doubt a positive balance.

These considerations in all cases apply to any developed and developing country. This means
that these considerations will make the Netherlands as a developed country and Egypt as a
developing country sooner or later to adopt accrual accounting in their public sector. Yet, we
see that there are other reasons that can make Egypt as one of the developing countries to
adopt the accrual accounting system in its public sector. These reasons are:
-

Fighting Ofthe corruption andfraud: the corruption and fraud phenomena are common
for both developed and developing countries. Generally, without exception, all developing
countries are suffering from the corruption and fraud, since there are serious weaknesses
in the internal operations of the governmental sector in the fiscal field. These weaknesses

penetrate into the heart of every governmental transaction. The governmental accounting
system is outmoded and cumbersome. It does not indicate what has been accomplished
with the money spent in the year past. The budget system does not indicate accurately
what the costs of each activity will be over the coming year. Therefore, the weaknesses of
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the budgeting, accounting and internal control systems within the governmental sector
have resulted in increasing the corruption and fraud. Consequently, improving the
accounting and budgeting systems, by the adoption of accrual accounting and
performance budget, will aid to some extent in reducing the corruption and fraud

phenomena.

-

Harmonizing the budget bases within the governmental sector: chapter two has shown that
in Egypt one general budget is prepared for the country as a whole. According to the
Budget Act 53 of 1973, the general budget should be divided into current budget and
capital budget. The latter comprises investment budget and capital transfer budget. By
virtue of the Government Accounting Act NR. 27 of 1981, the cash basis is applied to the
current budget with respect to expenditures and revenues and the accrual accounting is
applied to the investment budget concerning the investment projects. This means that
Egypt uses different budget bases which in turn makes the accounting and budgeting
process more di fficult for the accounting staff. Thus, the adoption of accrual accounting
will bring the current budget into line with investment budget. In other words, the use of
one budget basis within the governmental sector will facilitate the budgeting process and
make the budget system compatible with the accounting system, which is used to execute
the budget.
Response to the international organizations pressure: nowadays, the international
organizations such as International Monetary Fund (IMF), World Bank (WB) and other
aids donors are exerting some pressure on many countries to make changes in social,
economic and political fields. Particularly, in underdeveloped and transitional economies,
the international organizations can have a major impact, both directly and indirectly, on
setting the agenda for innovation (Godfrey et al, 1999). Thus, this impact can more be
observed in developing countries, where the international organizations require particular
accounting innovation to be effected as a sine qua non of assistance being provided
(Godfrey et al, 1999). In fact, this kind of pressure has already been exerted by the
international organizations on Egypt in 1991, where the IMF and WB have required
economic liberalization and privatization of State owned enterprises as a result of giving

Egypt a structural adjustment loan.

4.4 CONCLUSION
This chapter has critically dealt with both cash and accrual accounting. It has revealed that
the cash based-accounting system has many limitations and does not provide effective
information that can lead to effective management of government programmes and activities,
and it can no longer fully serve the complex demands of the public policy-makers.
Furthermore, it can be considered together with the traditional budget as one of the main
obstacles of the innovation ofthe government accounting system.
The discussion of accrual accounting benefits has revealed that accrual accounting can
overcome the shortcomings ofthe cash-based accounting system, as it is able to meet the
objectives of financial reporting and hence, the user's needs and it is serving well the complex
demands of the public policy makers. In addition, this chapter has not been confined to
dealing with the benefits of accrual accounting but also it casts the light on the paradoxes,
conflicts and costs of its implementation in the public sector.
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As a consequence of the discussion of the accrual accounting principles and the going concern
assumption, it could be inferred that the public sector and the private sector are not
sufficiently different to the extent that the notion of accrual accounting can be rejected. It is
revealed in this chapter that the accrual accounting postulation, which has been considered for
decades as an obstacle for its adoption in the public sector, such as going concern, is even
more applicable to the public sector than the private sector. IFAC-IPSAS 1 has argued that a
governmental entity has a certain power or agreements that makes it more going concern.
IPSAS 1 stated that there may be circumstances where the usual going concern tests of
liquidity and solvency appear unfavorable, but other factors suggest that the entity is
nonetheless a going concern. For example:

-

-

In assessing whether a government is

a going concern, the power to levy rates or taxes
may enable some entities to be considered as a going concern even though they may
operate for extended periods with negative net assets/equity; and
For an individual entity, an assessment for its statement of financial
position at the
reporting date may suggest that the going concern assumption is not appropriate.
However, there may be multi-year funding agreements, or other arrangements, in place
that will ensure the continued operation of the entity.

In addition to the going concern, the accrual accounting principles have been discussed and it
has been made clear how they can be applied to the public sector.
Yet, the main considerations (reasons) behind the adoption of accrual accounting in the public
sector are also tackled. It has been inferred that these considerations will make the
Netherlands as a developed country and Egypt as a developing country sooner or later to
adopt the accrual accounting basis in their public sector. Also increasing the international
experience of accrual accounting in government (see New Zealand, UK and Australia

experience) has revealed that diBculties in getting accrual accounting adopted universally in
government are implementation problems, not matters of principle. ln addition, the ideas
underlying the New Zealand, UK and Australia reforms apply to any government, including
Egypt and the Netherlands. The experience ofthese countries has shown the extent to which
accounting, budgeting and financial-management reforms can successfully be implemented in
the public sector, provided that they are part of a well-designed system.
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PART II
Chapter 5

Transition Problems of Accrual Accounting in the Public Sector
5.1 Introduction

It has been inferred in the previous chapter that the main difficulties in getting accrual

accounting adopted universally in government are transition problems, not matters of
principle. The primary aim of this chapter is to outline the key transition problems of accrual
accounting in the public sector. The underlying reason is to bring the government's attention
to the major problems, challenges and barriers that can preclude the full transition to accrual
accounting in the public sector. In reality, the recognition of the transition problems in an
earlier step is substantial as the transition problems can have a huge impact on the
requirements of the transition process. Yet, the identification of the transition problems gives
a clear and comprehensive picture about both volumes of work and financial means necessary
for a successfully managing of the transition process. Furthermore, the well-identified and
articulated transition problems will profoundly affect the nature and speed of tile transition to
accrual accounting. Basically, in the transition methodology context, the identification of the
transition problems will form the baseline by which the basic requirements for successful
transition to accrual accounting in the public sector can be determined. Therefore, the
potential transition problems need to be identified and tackled before any attempt to adopt the
accrual accounting system. This in turn can assist in reducing the transition risks and avoiding
the transition failure.
Essentially, some of these problems emerge during the process of the introduction of accrual
accounting system from the point of view of its practical implementation. In other words,
some of these problems are basically practical problems. Other problems are conceptual
problems that are concerned with the principles that underlie the system of accrual
accounting. In addition to the practical and conceptual transition problems, there are other
di fficulties created as a consequence of the transition to accrual accounting in the public
sector. This chapter does intend to contribute to a better understanding of the transition
problems and difficulties that are commonly encountered in moving to an accrual accounting
system and to deal with the avenues of handling them.

Bear in mind that the main focus here is to shed light on these problems and difficulties rather
than to present ready-made solutions for them as the best way of tackling these problems and
difficulties will depend on many factors such as prevailing socioeconomic circumstances in
each country, degree of development, management and political systems and accounting and
budgeting systems used. Therefore, the tackling of these problems will be in the framework of
presenting common solutions that need to be more studied and researched in order to be
appropriate for the specific circumstances of each country.
Consequently, this chapter will give an answer to the following questions:
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-

-

What are the problems that can preclude the transition to accrual accounting in the public
sector from the point of view of its practical and conceptual transition in general and
especially for both Egypt and the Netherlands?
What are the measures (procedures) that can be used to overcome these problems?
What are the difficulties that can be created as a consequence of the transition to accrual
accounting in the public sector?

Thus, the transition problems and difficulties that will be tackled in this chapter are:
Practical transition problems;
Conceptual transition problems; and
Difficulties created as a corollary of the transition to accrual accounting in the public
-

sector.

5.2 Practical transition problems
5.2.1 Legal problems
Some of the practical problems that preclude the transition to accrual accounting in the public
sector are legal in origin (United Nations, 1984). For example, most of Government Accounts
and Budget Acts do not actually use the word accrual. Namely, these Acts do not clearly
require the government accounts to be maintained on an accrual basis.
Then, there is a lack of
legal pressure, which is essential in order to push the governing bodies to think about its
adoption or to take the required actions for that adoption. For instance, the Dutch Government
Accounts Act of 1976 (including the latest adjustment ofApril 12, 2001(seventh adjustment)
and January 17,2002 (eighth adjustment)), with the exception of the agencies, has stated that
central government accounts should be maintained on a commitment-cash basis.
Similarly,
the Egyptian Government Accounting Act NR 27 of 1981, with the exception of investment
budget, has stated that the government accounts both local and central should be maintained
on a cash basis. Thus, there is no legal pressure on the governing bodies to take the required
actions to adopt accrual accounting in the central government of the Netherlands and in the
local and central government of Egypt. In reality, the lack of legal pressure could in part
account for the governing body's lack of enthusiasm to pursue the development of accrual
accounting in the governmental sector. Consequently, the absence of legal pressure can be
regarded as an obstacle o f the transition to accrual accounting.

In addition, the inflexibility of the legal system plays also an essential role in creating
transition barriers. Professor Luder made this point clear in the Comparative Study 1989. He
stated that in the countries with Roman-Germanic traditions, such as Germany and France,
public sector accounting principles and procedures are laid down in details by law. On the
other hand, in the countries belonging to the English traditions such as the United Kingdom,
United States and Canada, there are only general legal prescriptions for the keeping of public
sector accounts (Luder, 1989). Then the legal system of countries that belong to the RomanGermanic traditions (civil law) is less flexible than in countries with the English legal
traditions (common law). As a result of its built-in inflexibility, the legal system o f civil law
countries offers greater impediment to changes in the public sector accounting system than the
legal system of common law (Luder, 1992).
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It is also worthwhile to mention that the nature of the standards setters plays a significant role
in making the legal system flexible or inflexible. The practice has demonstrated that i f the
public sector accounting standards had been set by a professional body or by the government
together with the professional body, this would have resulted in a flexibility of the legal
system. This is the case ofNew Zealand, UK and Canada. For instance, the New Zealand
Society of Accountants has played an essential role in developing the public sector accounting
standards. In this regard, Pallot (2001) stated that the existence of a single professional body,
with a single body of knowledge and a single set of accounting standards applied to all
sectors, facilitated the movement to accrual accounting. On the other hand, if the public sector
accounting standards had only been set by the government, this would have resulted in an
inflexibility of the legal system, for example, the case of France and Germany. Thus, the
nature of the standards setters can assist in the understanding of Luder's conclusion that the
legal system of the countries that belong to the English traditions is more flexible than the
legal system ofthe countries that belong to the Roman-Germanic traditions. Consequently,
the inflexibility of the legal system can also be considered as an impediment to change the
accounting system in the public sector. This is also clear from the practice where accrual
accounting is applied more to the countries that belong to the English legal traditions such as
United Kingdom, New Zealand and Australia than in the countries with the Roman-Germanic
traditions. However, the legal system of the Netherlands shows an intermediate position
between the Roman-Germanic traditions and the English legal traditions. Nobes and Parker
(1998) have noticed this fact where they stated that "the Netherlands seems to be an
exception: a country with Roman law but where many other features related to accounting are
like those ofthe United States or the United Kingdom". This in turn can diminish, to some
extent, the inflexibility of the legal system.
On the other hand, the legal system of Egypt is closer to the English legal traditions. This can
also, to some extent, facilitate the transition to accrual accounting in the governmental sector.
Basically, the design ofthe legislation is a key element of the transition to accrual accounting
in the public sector since the laws and regulations describe the nature, scope, technical
standards and procedures of the accounting system to be implemented. The New Zealand
experience has revealed that the legislation, which was passed in early July 1989, has required
departments to develop accrual accounting systems. It gave departments two years to move
from their existing situation to the new full accrual basis (Ball, 2000). Thus, setting a deadline
in legislation for the introduction of accrual accounting in the New Zealand public sector had
a tactical advantage in that each department felt, or was made to feel, that it had to
successfully implement resource accounting on time to avoid holding up the collective project
(Pallot, 2001). In addition, there should be avoiding of using the legislation to regulate
detailed administrative processes. It is important that the accounting legislation should be
fairly general and flexible in nature, and it should provide the discretion to be used by those
entities entrusted with making an interpretation and assessment ofthe financial data. (United
Nations, 1984). This in turn will remove the incentives to undertake changes slowly.
5.2.2

Cost of designing and installing a new accounting system (including the technical
problems)

The implementation and operating of an accrual accounting system usually requires some
changes that entail additional processing costs. In the majority of cases, these costs have been
used as an argument by governmental entities in an effort to oppose its implementation. In
fact, the transition to accrual accounting in the public sector will require that the old systems
should be developed or changed in order to be valid for the new changes. In this context, there
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is a need to develop the hardware and software systems. This will include the purchase of new
computer systems The new computer systems will not operate without a sophisticated
so ftware package. Of course, this will result in an increase of technical costs.
Even though the costs of the development of the hardware and software systems can be
considered as a transition problem, the development process in itself forms a technical
problem since the development of hardware and software systems is not an easy task in
particular for the developing countries. These countries are not only suffering from lack of
financial means but also from lack of technical skills. In this context, the developing countries
need both financial and technical support from the international institutions in order to be able
to implement accrual accounting in their public sector. Unlike the Netherlands, Egypt as a
developing country, in order to be able to adopt accrual accounting, may require both
technical and financial support from international institutions as the World Bank and IMF.

In fact, the cost of adoption of accrual accounting is not confined to the technical costs but
also encompasses the cost of development of the accounting procedures and of series of new
accounts and supplementary accounts or records to serve specific purposes. Besides, the
development of the hardware, software and accounting procedures will make the development
of financial skills inevitable and this may result in an increase of personnel costs. In other
words, the adoption of accrual accounting in the governmental entities entails a complete
reform of accounting practices, careful planning, and the issuance of appropriate instructions
as well as special attention to the qualified accounting personnel and relevant training
programs which in turn will increase the total adoption costs.

However, the adoption costs can be minimized by making use of similar software package
used by the private sector (with some modification) and by making use of the accounting
policies used by other similar entities such as the local governmental entities. In addition,
learning from the earlier reformer countries like New Zealand will help in reducing the
adoption costs ofaccrual accounting.
5.2.3

Lack of qualified government accounting personnel

In every government, a well-trained and motivated accounting personnel is a basic
requirement for ensuring effective use ofresources. Effective financial management requires
not only a sound policy/legal/regulatory framework and good systems, but also qualified
human resources. However, one of the most common problems that encounter both developed
and developing countries is the lack of qualified government accounting personnel. In reality,
this is a natural consequence of accounting education systems that are followed by different
countries. For instance, the accounting education system of some countries is confined to
teaching the accounting (whether in the private or public sector) at a basic level (at
bookkeeping level) and keeping the advanced studies in accounting only for the higher studies
such as Master degree. This is the case ofmost of the developing countries such as Egypt.
Traditionally, (in Egypt and likely in many developing countries) the great volume of
government accounting effort has been in the bookkeeping area. In the Egyptian universities,
government accounting subjects have been introduced into undergraduate accounting courses,
generally as final-year one semester selected topics. These selected topics are designed to give
students an appreciation of how the different objectives of government have resulted in an
accounting system different from that in the private sector. In fact, these subjects are confined
to the bookkeeping area and they do not emphasize on the current developments and issues in
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government accounting e.g. the question of annual reporting standards for governmental
entities and modernizing the government accounting system.

On the other hand, sustainable development of accrual accounting in the public sector calls
for specific accounting skills and cannot be effectively pursued with the help of an accounting
personnel that is merely literate at basic level. IFAC (2000) stated that the actual costs of
adoption of a particular basis will depend on the existing capacity of personnel in terms of
experience and training, and the reliability and completeness of existing systems.
Additionally, the adoption costs will also be influenced by the nature of the accounting
system. If the accounting system is intended to collect information for both internal and
external reporting then it will need to be more extensive. In addition, in many developing
countries (also in Egypt) the auditing and accounting services are under-staffed, under-skilled,
under-regarded and under-paid.

In other countries, the accounting education system is merely focused on the commercial
accounting system and not on the government accounting and financial reporting system. This
means that there is a qualified and sophisticated accounting personnel but they do not have
enough knowledge about the government financial reporting and accounting system. This is
the case of different countries such as Germany, the Netherlands and Sweden. While the
accounting education system in Egypt focuses on how to do, the Dutch accounting education
system focuses on how to understand. In addition, within each Dutch ministry a specific
course about the government accounting system is given to the personnel who are going to do
the accounting work. This has assisted, to a great extent, in overcoming the lack of qualified
government accounting personnel within the Dutch public sector.
Generally, one can infer that the accounting education and qualification systems, which are
followed in different countries, can play an essential role in creating the problem ofthe lack
of qualified accounting personnel in the public sector. Even though the lack of accounting
skills found its roots in the low educational levels, it appears to be due more to the lack of
suitable training and poor supervision than low educational levels (http.www.un.org.pk/rgp

/pubsec-7%20countries.htm).
Essentially, the successful transition to accrual accounting can not take place, whether in part
or in full, without appropriately trained accounting personnel. Accordingly, the lack of

qualified government accounting personnel can likely be overcome by:
- allowing for the flow of private sector talent and experience to the public sector, namely,
recruitment ofnew staff who has already had experience with the use of accrual
-

accounting;
designing an appropriate and adequate training program for the old staff. Actually, the
training programs need to focus on more than accounting skills, namely, it is not sufficient
for the personnel to master the technical aspects of accrual accounting and information
management. They must also understand the reasons and the background of its
implementation, as well as the rules, the policies and the new norms of the government

(IFAC, 2001);
-

-

of consultants to assist in designing

and implementation of accrual accounting;
the
education
and
reconsidering
accounting
qualification systems in order to avoid the
repetition of this problem in the future. For instance, the academic institutions should
embark on developing new courses and suitable training programs on the government
use

accounting; and
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-

designing an exchange program between the public and private sector that allows for the
public sector accounting personnel to share experiences and knowledge.

5.2.4

Lack of prescribing of accounting standards, principles and practices that are
consistent with the public sector context (Lack of Generally Accepted

Government Accounting Standards)

Unlike the private sector, the public sector entities follow widely diverse financial reporting
practices, and in many countries, there are no authoritative standards for the public sector. In
some countries where standards do exist, the body of standards may be either at an early stage
of development or limited in application to specific types of entities in the public sector
(IFAC May, 2000). This conclusion of IFAC can be sustained through inducing the practice,
where it has been noticed that the public sector throughout the world is using a variety of
accounting methods, ranging from cash, modified cash, modified accrual to full accrual
accounting. Countries that are using or moving rapidly towards full accrual accounting in the
central government include New Zealand, United Kingdom, Australia, and Canada. The
countries that are moving towards modified accrual accounting in the central government
include the Netherlands and the United States. Most of the rest of the world would be between
cash and modified cash, including most Continental European countries, Asian countries,
African and South American countries. The pure cash basis is probably not really used by any
one (Morphett, 1998). The widely diverse financial reporting policies and practices have
usually been developed in an ad hoc manner around the need for short-run budgetary control
and the need to assess the impact ofthe cash deficit on the economy (Bradbury, 1998).
On the contrary, the private sector entities throughout the world are using the commercial
accounting system and there exist the International Accounting Standards (IASs), namely, the
accounting policies which include the specific principles, bases, conventions, rules and
practices that are developed for business enterprises. Therefore, it is hard to find in the private
sector entities the same diversity that exists in the public sector entities.
However, the existence of widely diverse financial reporting practices in the public sector
entities is due to the use of different legal systems and the absence of Generally Accepted
Government Accounting Standards. As a consequence of the absence of Generally Accepted
Government Accounting Standards, there are many outstanding accrual accounting issues
(e.g. reporting entity, infrastructure assets ..., etc.) which make it difficult for many countries
to adopt accrual accounting in their public sector. Another consequence of the absence of
these standards is that the information needs of users of general-purpose financial reports and
the significance of full and transparent disclosure about financial position and financial
performance are rarely addressed (Bradbury, 1998). In reality, the influence of the absence of
these standards is significant for the developing countries that are not able to set the required
accounting policies that should be adopted in their public sector. Usually, they do use the
International Accounting Standards as their national standards. Yet, the developing countries
feel that they are excluded from the creation of international standards and they are often
expected to comply with standards that go beyond their technical and financial capacity. But
in the countries most responsible for their production, the national requirements in each
country continued to dominate (Jones, 2000). Therefore, the prescribing of accounting
standards, principles and practices (accounting policies) that are consistent with the public
sector context is an essential step for the successful transition to accrual accounting in the
public sector. This is because accrual accounting is more judgmental than cash accounting
and requires a more sophisticated regulatory framework. Furthermore, the early focus on
accounting policies is significant as accounting policies can have an impact on the

138

of information systems, training strategies and communications strategies
(IFAC, 2001). Therefore, the lack of well-prescribed accounting standards, principles and
practices, which take into consideration the requirements of other related systems and
strategies, will be considered as transition barriers to accrual accounting.
requirements

Currently, it seems that this problem may be solved in the near future, where IFAC is
developing a set of accounting standards for the public sector entities worldwide. These
Standards are called "International Public Sector Accounting Standards (IPSASs)". Initially,
these Standards (the IPSASs) are being developed by adapting International Accounting
Standards (IASs) issued by the International Accounting Standards Board (IASB) to a public
sector context. In undertaking the process, the Committee attempts, wherever possible, to
maintain the accounting treatment and original text of the IASs unless there is a significant
public sector issue which warrants a departure. In addition, the Public Sector Committee
(PSC) (IFAC) intends to develop IPSASs to deal with public sector financial reporting issues
that were either not comprehensively dealt with in existing IASs or for which IASs have not

been developed by the IASB (IFAC, 2000).
However, the promulgation of IPSASs can assist the countries that have already developed
accounting standards (that apply to public sector entities within theirjurisdictions) in the
development of new standards or in revision of existing standards in order to contribute to
greater comparability. Furthermore, the IPSASs are likely to be of considerable use to

jurisdictions that have not yet developed accounting standards for governments and public
sector entities (IFAC, 2000). In particular for the developing countries, in these jurisdictions
the combination of a lack of qualified accounting personnel, a shortage of financial resources
and inadequate reliable financial data often results in shortcomings in published financial
information.
So the problem of the absence of Generally Accepted Government Accounting Standards can
be overcome by:
the use of experience of the countries which have already developed accounting standards
for their public sector. These countries include New Zealand, UK, Australia, Canada and

USA.
-

the use

of International Public Sector Accounting Standards (IPSASs) developed by

IFAC.
-

the use of Generally Accepted Accounting Practices (GAAP) adapted where appropriate
to take account of the public sector context.

5.2.5

Resistance to change and the absence of the

right incentive system

A common hurdle during the transition to accrual accounting in the public sector is the
resistance to change. First of all, we would like to ask: are people against change?
In general, we can say that they are not. Basically, this depends heavily on the influence of
that change on people's position, since people can positively or negatively be affected by the
change. Logically, people who are positively affected by the change will support it. On the
other hand, people who are negatively affected by the change will continue to oppose it.
However, it is usually the officials who are comfortable with the old system that they resist to
this change. Therefore, they are entrenching the status quo to strengthen their positions and
power. Often, they are able to do that because they have been in their position for decades. In

other words, the lack of dissatisfaction regarding the old or current system is seen as a
problem. People who are entirely complacent about the status quo will not devote their time
and attention to the accounting changes and related issues. In fact, during the transition
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process, dissatisfaction is an important driving force, even a motivator. Accordingly, when
governing body, administrators and accountants are not satisfied with the current traditional
government accounting and budgeting system, this will generate the required incentives and
motivations for the change or the transition to an improved accounting and budgeting system.
It is also expected that the resistance to change will come from the lazy people who do not
like to be burdened with the additional work that is involved in the change process as well as
from those who try to avoid being displaced and suffer the consequences of lost employment
and income. Apparently, these are some of the patterns of the people who are against the
change.

In addition to the resistance to change, the lack of the right incentive system is also considered
to be a transition barrier. The departmental heads, chief executives and financial mangers will
oppose the transition to accrual accounting when such transition is not in their interest.
Therefore, it is important that they see that they will obtain some benefits in order to underpin
the transition to accrual accounting.
So the question is: how do governments handle, in other words overcome the resistance to the
transition to accrual accounting?

Firstly, governments should put in key positions, people who are reform minded and would
like to see the system successfully implemented. This can take place by transferring the key
bureaucratic directors and directors and appointing new ones.
Secondly, creating a case of dissatisfaction about the current situation (about the cash
accounting and traditional budget) can assist in getting the people to change their behaviour
towards the transition process.

Thirdly, holding workshops, seminars, and classes and promulgation of articles and booklets
explaining the benefits that can be obtained from the transition to accrual accounting in the
public sector.
Fourthly, setting an appropriate incentive system that motivates the officials to see positively
the change process and to change their habits and attitudes that often do not shift as rapidly as
the systems themselves. So constant reinforcement of the needs to change-and of the
rewards from change--is necessary.
5.2.6

Absence of external pressure

In connection with the aforementioned problems, there is another problem related to the
demands by the governing, legislative and oversight bodies for data from the annual closing
as supporting material in budgetary process. Namely, so long as there is no external pressure
from the governing, legislative and oversight bodies on the governmental entities to provide
information from accrual based final accounts, the interest in working on implementation of
accrual accounting principles will remain low (United Nations, 1984). Chapter 3 (section
3.3.2) has revealed that the governing, legislative and oversight bodies are focussing on the
information that is currently provided in accordance with the applicable laws and regulations
which speci fy the types and timing of financial information that they are entitled to receive.
In connection with the laws and regulations, which are applied to countries that are using the
traditional government accounting (e.g. Egypt and the Netherlands), the governmental entities
are required to provide information on:
whether resources were obtained and used in accordance with the legally adopted budgets;
-
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whether resources were obtained and utilized in accordance with legal and contractual

-

requirements; and
about how the governmental entities finance their activities and met their cash
requirements (IFAC, 1991).

Accordingly, the governmental entities are not requested to provide more information, for
Therefore, they do
instance, on total assets, total liabilities, revenues, expenses and net worth.
not see any reason or motivation to adopt another accounting system, especially when they are
an acerual
not required to do that and no penalties for failure of getting their accounting on
accrual
to
transition
the
resistance
to
basis are stated in the laws and regulations. Hence,
accounting is expected to continue from the governmental entities. Consequently, the absence

of the external pressure (from governing, legislative and oversight bodies) could in part
account for the governmental entities' lack
accounting.
The absence

of enthusiasm to pursue the transition to accrual

of external pressure is due to the fact (as shown in section 3.3.2) that the

governing, legislative and oversight bodies are not able to identify the information they
should be provided with, and hence, they can not assess the importance of the information that
has not previously been provided. Therefore, it is vital to demonstrate for these bodies what
additional information can be derived from accounting data on an accrual basis compared
with cash-based accounting data. For instance, the information on whether the governmental
entities have managed their assets and liabilities efficiently and effectively is more important
than just cash information. Furthermore, with increasing scarcity of resources to work with,
both the governmental entities and the previously mentioned bodies need a basis for
operations that will enable them to analyze costs and effects more accurately than before, and
to assess in which areas resources should be increased or decreased in relation to the present
situation. So the external influence/pressure, coupled with demands for relevant information,
should help to promote in the governmental entities a greater awareness of the advantages of
accounting on an accrual basis (United Nations, 1984).
5.2.7

Bureaucratic management culture

In comparison with the earlier discussed problems, the change of the bureaucratic
the change of
management culture is considered to be the most difficult one. This is because
and
rituals
bureaucratic management beliefs, attitudes,
symbols is not an easy task and can
take long time. Basically, achieving a fundamental culture change can be a lengthy and
complex process. Therefore, the change of management culture should be addressed as early
as possible, namely, as part of the transition process. In fact, it is difficult to change the
bureaucratic management culture that is based on risk-avoiding behavior which is focused on
adherence to procedures. Namely, it rewards compliance and creates incentives to avoid risk;
has little freedom and less accountability and it is also associated with long organizational
hierarchies, limited delegations and with time insensitivity. This system is called traditional
bureaucratic model of management (or public administration system) (Keeling, 1972). Scott

(1996) has argued that while such a system is incompatible with a quest for improved
performance, it has long been an extraordinarily successful and durable model of public
administration. Public administrators around the world seek greater freedom but they are less
anxious to seek greater accountability (Scott, 1996). Accordingly, it is difficult to change the
culture of the public administrators to accept greater accountability and maximum
delegations, to be associated with short hierarchies and time-sensitive and risk-accepting
behavior and to focus on results, not procedures.
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Of course, the change of the bureaucratic management culture is still very difficult because
the public administrators have been practicing this kind of culture for decades and it has
become one of their traditions and beliefs. In this context, there is a definite psychological
resistance to any attempt to change their culture. On the other hand, under the traditional
bureaucratic model of management, the public administrators are not accustomed to using the
improved financial information. Consistent with the traditional bureaucratic model
philosophy, the improved financial information is not required. Therefore, in view ofthe
public administrators, improving the financial information, as a consequence of the transition
to accrual accounting in the public sector, is meaningless. Then, the public administrators will
be unwilling to accept the advantages ofthe accounting on accrual basis.

Therefore, in order for the governmental entities to be able to adopt accrual accounting, there
should be a change from a reliance on input-oriented, risk-adverse, control-oriented behavior
patterns of bureaucratic management to a more flexible, responsible and result-oriented
behavior. This is a change of management culture which is often described as the
managerialism or New Public Management (NPM) (Hood, 1995). Scott
(1996) argues that if a
country has already made a commitment to a results-based management system that explicitly
specifies the objectives of a government entity, the adoption of the accrual accounting system
and the application ofmodern cost accounting principles will improve a
government's ability
to assess the costs of achieving those objectives. On the other hand, the expense of installing
modern management accounting systems is hard to justify in an environment where
performance objectives are not properly specified.
In fact, the problem of the change of the bureaucratic management culture can to some extent

be overcome by:

-

allowing for the flow of the private sector management talents to the public sector;
introducing a new system of appointing and remunerating senior public servants; and
motivating the public administrators to give up the old way of bureaucratic thinking and to
become committed towards the new improvements.

5.2.8

Lack of internal consistency (organizational characteristics)

The lack of internal consistency during the transition to accrual accounting in the public
sector entities is one of the most irnportant practical problems that most of the writers have

agreed and emphasized on (see for example, Luder 1992, Ball 2000, Scott 96 and Mir,
Gaffkin and Lodh, 1999). Some o f them have called it an organizational implementation
barrier (Luder, 1992) Other have frankly called it an internal consistency problem (Ball,
2000).

However, if the public sector entities have been requested to adopt an accrual accounting
system without the existence of an internal consistency framework, this may result in a
doubtfully successful transition to accrual accounting. This is because the lack of internal
consistency may result in the development of different accounting procedures and practices
and consequently the treatment of arising problems differently and apart. For example, the
definition ofpolicy analysis varied across departments, which caused confusion when
politicians interrogated the system as to total expenditure on the policy analysis category
(Scott, 1996). In addition, this will result in delaying the transition process itself. Prof. Luder
(1992) has argued that the decentralization of responsibility for changes of accounting
practices in the government seems to be an important organizational transition barrier. In a
government with several organizational units responsible for the development of accounting
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procedures, there is a risk that strongly diversified-and nonuniform-accounting systems
will develop. Furthermore, those organizational units may have different ideas of what and
how to change and thus get into conflict with each other (Luder, 1992). So, in the absence of
the internal consistency, one can infer that when each department and agency is responsible
for the development of its accounting practices, this will hinder the development of a
harmonized/consistent government accounting system within the governmental entities.

Therefore, it is essential that the transition to accrual accounting within the governmental
entities should be undertaken by adopting a consistent approach across the whole government.
Ball (2000) has also demonstrated the significance ofinternal consistency, as he stated that
internal consistency can, perhaps more than anything else, explain the successful
implementation of such a radically new system of public financial management. In New
Zealand, the chief executives and ministers understood their respective roles in the system and
there was a clear framework for resolving detailed transition problems as they arose. This kept
participants in the reform process from being side-tracked by inconsistent decisions or policy
resolutions. Perhaps the main reason underlying the successful internal consistency in New
Zealand is that New Zealand has had a special situation. New Zealand has suffered from an
economic crisis (almost bankrupt). This has made all the government members feel the
responsibility that they have to do something to pass this crisis. Accordingly, this induced the
government to undertake a program of economic reforms and all government members (chief
executives and Ministers) understood their respective role in this program and they supported
it.

However, in order to assure the desired internal consistency, the Ministry of Finance and the
associated accounting institutions should develop the accounting rules, procedures and
practices that have to be followed by the whole of governmental entities during the transition
process and coordinate the development of uni form definitions. On the other hand, this is not
to say that the Ministry of Finance should direct the detailed accounting practices of
individual departments, instead it should coordinate the development and transition processes.
Besides, there should be training programs to promote the understanding and use of these
rules and procedures. Actually, giving the need for internal consistency throughout the whole
of governmental entities, such training programs are necessary, especially if the government
encompasses different governmental entities such as departments, agencies and local entities.
5.2.9

Lack of political commitment

No doubt that the international experience with respect to the transition to accrual accounting
in the public sector has proved that the political commitment is an essential factor in creating
a climate fit for the adoption of accrual accounting. Furthermore, this experience has revealed
that the public sector reform, including the accounting reform, was a product of a marriage
between the political and bureaucratic interests. For instance, the UK Financial Management
Initiative and American and Canadian practice of increasing ministerial authority and
accountability inspired greater ministerial decision making in budgetary management. The
financial management and budgetary reforms were in the interest ofboth politicians and
bureaucracy. Thus, it blended with the minister's desire for a system to put them in strategic
control of their departments as well as with the desire of bureaucracy to unshackle itself from
the administrative rigidities (Xavier, 1998).

In addition, the existence ofpolitical commitment can assist to a great extent in diminishing
the resistance to change. Ball (2000) argued that the political commitment for the reforms
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created a climate in which chief executives saw little advantage in seeking to delay or impede
the reforms, and instead worked towards their successful implementation. Therefore, we see
that the lack of political commitment will make the transition to accrual accounting in the
public sector almost impossible, especially in the countries where non-democratic political
systems dominate. So the existence of mutual interests of both politicians and bureaucracy
will make the adoption of accrual accounting a reality. Assuming that there are no mutual
interests between them, then the question is: is it possible to adopt accrual accounting in the
public sector? Especially, when the government is not inclined to be open with its public by
limiting the amount of the information it reveals about its own performance.

In general, the absence of mutual interest of both politicians and bureaucracy will of course
make the transition to accrual accounting more difficult. But on the other hand, there are two
external pressure factors that can affect the transition process in spite of the absence of those
mutual interests. These two factors are:
1- The impact of the international organizations such as the International Monetary Fund
(IMF) and the World Bank. Such organizations can have major impact on making the
accounting reform possible. Agencies, such as the International Monetary Fund and World
Bank can act directly as change agents (Husian, 1993). Structural Adjustment Policies
promoted by IMF act as a direct stimulus to social, economic and political change and
innovation in many countries (Godfrey et al, 1999). This is the case ofthe developing
countries and transitional economies. In developing and transitional economies a more
direct impact can be observed where international organizations require particular
accounting reforms to be effected as a sine qua non of assistance being funded (Godfrey et
al, 1999)
2- The impact of public through what Prof. Luder called as " Market for votes". Where the
political competition in tendency causes an endeavor and readiness to achieve a more
informative system of governmental accounting given the interest of users (public) in
additional or improved information (L der, 1992). This is the situation of United States.
So the aforementioned factors can offset/overcome, to some extent, the absence of mutual
interests by creating the required political support under the pressure of the international
organizations and market for votes.

5.2.10 Lack of communication about the change process
In addition to the aforementioned practical problems, the lack of communication about the
accounting change process can result in delaying or impeding the transition to accrual
accounting in the public sector. Laughlin (1991) in his skeletal models of organizational
change points out that during the organizational transformation a schizoid organization is
clearly possible. The schizoid situation often takes place at the initial stage of the change. The
communication about the change process can help in overcoming the schizoid situation or
making it not to persist long.

New South Wales (NSW) experience concerning the public sector reform process has given a
clear example on the vital role that the communication about the change process can play. The
communication on the transformation process has assisted the NSW agency of Department of
Public Works and Services (DPWS) in its attempt of adopting several new management and
financial practices. Mir et al (1999) stated that staff in the DPWS was given adequate training
in the change process and education on the implication o f various changes implemented in the
DPWS. During the critical time of its transition phase, especially at the initial stage, all staff
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were provided with regular Communications Bulletins which advised ofthe implementation
progress, and the designated agents answered staff questions on a regular basis.

Also Mir et al (1999) mentioned that the communication process was (and still is) particularly
important in introducing the commercial accounting and new management systems. During
the four-year period (1988-1992) in which the package of financial reform was introduced, a
comprehensive program of training was conducted for both users and preparers of accounts
(Mir et al. - http:// panopticon.csustan.edu/cpa99/html/mir.html).
Thus, the communication on the transition to acctual accounting in the governmental entities
is fundamental since it provides the staff with a well-articulated transition framework and
answers to several questions during the critical time. The significance ofthe communication
about the change process seems to be vital particularly in the initial stage. There is a proverb
which states that "one has to learn to walk before one can climb mountains". Therefore, it
should be clear, from the outset, for the staff who is going to participate in the transition to
accrual accounting:
- what kind of changes they are required to achieve;
what the implications of these changes are;
- what the related changes are, etc.

Basically, they should be well posted in, and have a full and comprehensive program about
the change process. The importance of communication in the change process is also
emphasized and documented in many other studies (e.g. Laughlin 1991 b; Tanzer, 1993;
Dixon and Kouzmin, 1994 and Lucio et al., 1997).
5.2.11 Lack of information technology capability

In the absence of information technology capability, it will be difficult to assemble the
information required and provide the information necessary for efficient management of
operations (Hepworth, 2001). In addition, it results in that an accounting system relies on a
slower and more cumbersome paper-based system. This in turn can hamper the main aim of
the transition to accrual accounting which is timely providing improved information that can
assist in decision making process. Therefore, the successful transition to accrual accounting
requires an adequate computerized accounting system. Thus, an electronically operated
accounting information system that communicates decision making sensitive data to higher
management quickly is a booster for the performance development (Xavier, 1998).

In addition, more complex information technology systems will be required to adopt accrual
accounting than those associated with a traditional cash system. For instance, the accrual
general ledger would differ from that of the cash system in four main areas (Treacy et al.
1996):
- it would have additional balance sheet (e.g. depreciation accounts) and different reporting
-

-

options (e.g. depreciation per category of asset);
the accruals general ledger would contain a feature for the creation of template batches
(skeleton journals) which would be set up to deal with regular accruals and prepayments;
it would link to the assets register and show the depreciation charges for the various assets
and associated Cost Centres; and
miscellaneous suspense accounts would be grouped in similar categories.

Generally, there are two options for development of a new computerized system:
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-

maintaining and expanding the current system; or
moving to an entirely new software system.

Which option should be used depends heavily on the situation of each country. For example,
in most of the developing countries, the accounting system is not computerized and they are
still doing the accounting work manually (this is the case of Egypt). In that case, the second
option will be the most suitable. On the other hand, if the country has already had a
computerized accounting system in place, then it has to choose between expanding the current
system or to move entirely to a new software package. Herein, the cost of expanding the old
system in comparison with the cost of the new system will play an essential role in
determining the right option.
5.2.12 Shortage of financial resources

Finally, it's imperative that the financial resources overcome most of the previously stated
practical transition problems and help in achieving the requirements of the accounting
changes. In fact, the practical transition problems such as cost of designing and installing a
new accounting system; lack of qualified accountants; and resistance to change, etc. require
sufficient financial means to be overcome. In absence of the financial resources, these
problems will remain unsolved and this in turn will preclude the transition to accrual
accounting. However, the developed and developing countries are not sharing the lack of
financial resources problem to the same degree. While the lack of financial resources does not
seem to be such a big problem for the developed countries which have sufficient financial
means that enable them to meet the requirements ofthe transition process, it appears to be
quite a crisis for the developing countries which usually attribute their failure of getting
accrual accounting adopted in the public sector to the lack of financial resources. Although
not necessary to the same degree, all developing countries share constraints in financial
resources, all these countries face the problem of the insufficiency of financial resources in
relation to the enormity of the tasks to be accomplished. Increasingly, the lack of financial
resources has undermined the ability of developing countries to revamp their public sector.
Many of these countries simply do not have the financial means to meet their domestic and
international obligations without adequate financial and technical support from the
international community. Therefore, we see that the International Financial Support (IFS) is
badly required in order to assist the developing countries in fulfilling the transition to accrual
accounting in their public sector.
In conclusion, we would like to pose the following question: are the above identified practical
transition problems confined to the developing countries (e.g. Egypt) more than the developed
countries (e.g. the Netherlands)?
The previous discussion and dealing with the practical transition problems have demonstrated
that most of these problems are common for both developing countries (e.g. Egypt) and
developed countries (e.g. the Netherlands). For instance, the practical transition problems
from 5.2.1 till 5.2.11 are common for both countries. On the other hand, the problem of
shortage of financial resources (5.2.12) is more confined to Egypt than the Netherlands. In
general, we can derive that there is a small difference between the developing and developed
countries with respect to the practical transition problems since all of these countries can
encounter more or less the same problems. This was clear from the experience of the earlier
reformer countries such as New Zealand, United Kingdom, Australia and United States,
where these countries have almost encountered the same practical transition problems that are
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presented in this chapter. Consequently, it is also expected that the developing countries will
encounter these problems too.

This is not to say that there is no difference between the developing and developed countries.
Of course, there is a difference but regarding the public sector accounting, there is no striking
difference since the traditional government accounting system has been used for centuries
throughout the world and the government accounting field was a vastly neglected area in the
accounting field whether in the developed or developing countries. Only the last two decades
have seen some developments in the government accounting system. Therefore, it is expected
that accounting changes in the public sector of both developing and developed countries
perhaps (in general) face the same practical transition problems. On the other hand, there will
be a striking difference regarding the transition period, which will be longer for the
developing countries than the developed countries. Furthermore, the method of approaching,
dealing with and tackling of these problems will be easier for the developed countries than the
developing countries.

5.3 Conceptual transition problems
In addition to the practical problems, the conceptual problems also offer greater impediment
to the transition to accrual accounting in the public sector entities. The conceptual problems
are concerned with the principles that underlie the system of accrual accounting. These
principles are directed towards the business enterprises. Accordingly, there is a firm belief
within the governmental entities that these principles are more valid and applicable to the
business enterprises than the governmental entities. This in turn makes the governmental
entities to reject most of the attempts that have been made to adopt accrual accounting in the
public sector. Therefore, this section will deal with some of the conceptual transition
accrual
problems that can be considered as an obstacle or impediment of the transition to
accrual
the
In
addition
to
sector.
the
accounting
principles
and
public
accounting in
postulation that have been dealt with in chapter 4 (section 4.3.2), this section deals with the
following conceptual transition problems:

5.3.I Matching principle
The main focus here will be on whether the matching principle can be considered as an
impediment of the transition to accrual accounting in the public sector or not. One of the
cornerstones o f the accrual accounting system is the matching principle. This principle means
that the revenues, which were earned during the accounting period, should be matched with
the associated expenses. The matching principle is used by the business enterprises to
measure the net income. Thus, the process of identifying the revenues and assets, which
expired in production of those revenues, are fundamental for the matching principle.
Accordingly, the direct link between revenues and expenses is a prerequisite in order to apply
the matching principle. On the other hand, in the governmental entities the direct link between
services and revenues is mostly missing and so is the link between expenses and monetary
value of the output. The lack ofthe direct and traceable linkage between expenditures and
revenues has made some of the opponents of the transition to accrual accounting in the public
sector to conclude that accrual accounting with its matching principle cannot generally be
properly applied to governmental organizations (Monsen, 1997, p.13). Furthermore, Monsen
stated that it is true that it can be applied to certain activities where the linkage between
expenses sacrificed and revenues earned is direct or close enough, but in general this is not the
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situation in government accounting (Monsen, 1997). So according to Monsen, the general
lack of a coupling between expenditures and revenues in governments indicates that the
matching concept cannot be applied similarly to government accounting as it is applied to
business accrual accounting.
Generally, the opinion of the opponents is based on the fact that since the measurement of the
net income, which is so central to business organization accounting, is not a goal of the
governmental entities, there is no need to apply the matching principle to government
accounting. Consequently, in the absence of direct link and hence the measurement of the net
income, the application of accrual accounting with its matching principle will create a great
confusion and distortion for the governmental entities.
In reality, for the application o f the matching principle to the governmental entities, we can
say that it is not necessarily the matching principle as a cornerstone of accrual accounting to
perform exactly the same function as it did in business firms, and that simply, because the
nature and objectives of the business firms and governmental entities are largely different.
The objective of the business firms is the profit motive, there fore, the function of the
matching principle here is the measurement of the net income by matching the revenues with
the associated expenses.

matched with
associated expenses = the measurement of the net
income
Hence, the matching principle performs here the function that is consistent with the objective
of the business firms. On the contrary, the governmental entities do not aim at making profit
but at serving the public interest by providing the services and goods required. Hence, the
matching principle can perform other function, which should be consistent with the objective
of the governmental entities. Basically, for the governmental entities the net annual measure
is of the net resources consumed to provide services during the year and net accumulated
figure is a measure of unconsumed economic resources (IFAC, 1991, p. 16).
So : Revenues

-

--

Accrual accounting in the public sector allows for the measurement of the total cost of
providing services on an aggregated basis and also allows for more accurate cost
measurement of specific programs and activities. The total costs include not only the cost of
goods and services produced or purchased and paid during the accounting period but also the
cost of using long-lived assets (e.g. depreciation and cost of capital) and other non-cash costs.
Accrual accounting with its matching principle means that the actual cost will be recognized
in the year in which it occurs. It is stated in the Consolidated Financial Statements of the
NSW Public Sector 1996-97 that" expenses are recognized when incurred and are reported in
the financial year to which they relate ". b addition, Sacco (1997) stated that in government,
matching would be central to calculating intergenerational equity, that is, there are sufficient
revenues collected this period to cover all costs, whether actual outlays or promised outlays.
So the matching principle can be used to allow for the total costs of one period to be charged
to the operating statement in the period in which they are incurred and matched with the total
revenues (whether levied through the sovereign power or earned through the operations)
related to the same period. So in the context of lacking the direct link between the revenues
and expenses, the matching principle can be used in the public sector to show the surplus (or
deficit) ofrevenues over expenses. This is a useful measure of whether a government has
managed to meet current expenses from current revenues, and whether its net resource
position has increased or decreased. Thus, comparing revenues with total expenses helps in
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assessing the inter-period net assets/equity (i.e. whether current revenues are sufficient to
cover the costs of programs and services provided in the current period).

In addition, the use of the matching principle in the public sector entities will assist in
fulfilling the intergenerational fairness by charging the costs incurred in production of the
usefulness to the period in which this usefulness will be consumed. Bac (2000), stated that"
good allocation and sound intergenerationally neutral government financing demands that the
cost of government activities will be so divided over time that cost will be attributed to the
period in which the usefulness of such activities and the referred assets will be consumed".
This means that:
Costs incurred should be attributed to -- the period of consumption of the usefulness
--

From the sound intergenerationally neutral government financing point of view, we agree
with Bac that the generation who has ever consumed some services (usefulness) should pay
for their costs, and this in turn will fulfil the intergenerational fairness. The matching principle
means that both usefulness and the costs incurred in providing this usefulness have to be
recognized in the same reporting period in order to prevent the curTent generations from
benefiting on the account of the future generations or vice versa. This assists in ensuring an
equitable distribution of expenses between generations and that the long-term position of the
government remains sound (Bartos, 2000). In addition, it is mentioned in Financial
Information Strategy Accounting Manual of Canada (2001) that" in the case of tangible
capital assets, a systematic and rational allocation policy is used to approximate the matching
principle. This type of expenses recognition involves making assumptions about the benefits
that are being received as well as the cost associated with those benefits. The cost of longlived asset is allocated over the accounting periods during which the asset is used because it is
assumed that the asset contributes to the generation of the benefits throughout its useful life.

The following financial statements can show how accrual accounting with its matching
principle is applied to the public sector of New Zealand. These are: Statement of financial
performance (operation statement), Statement ofmovements in equity and Statement of
financial position: for six months ended 31 December 2004 and published on 18 February
2005. Generally, the expenses can be provided in the statement offinancial performance in
one of two ways (IPSAS 1): thefirst is referred to as the nature of expense method. Expenses
are aggregated in the statement of financial performance according to their nature (for
example depreciation, purchases of materials, transport costs, wages, salaries), and are not
reallocated amongst various functions within the entity. The second is referred to as the
functional method of expense classification, classifies expenses according the programs or
purpose for which they were made (for example Health expenses, education expenses,
defence expenses, etc.). This presentation often provides more relevant information to the
users than the classification of expenses by nature. The following statement of financial
performance ofthe New Zealand government uses the functional method.
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Statement of Financial Performance (Operating Statement): For six months ended 31
December 2004
S million

Revenue
Levied through the Crown's
Sovereign power
Taxation revenue
Levies, fees, fines and penalties

Total revenue levied through the Crown's
Sovereign power

22.877
1.547

24.424

Earned through the Crown's operations
Sales

of goods and services

Investment income
Other revenue

Total revenues earned through the
Crown's operations

Total Crown Revenue

5.371
1.926
1.003

8.300

32.724

Expenses

By function classification
Social security and welfare
GSF pension expenses
Health
Education
Core government services
Law and order
Defence
Transport and communication
Economic and industrial services
Primary services
Heritage, culture and recreation
Housing and community development
Other

Financial costs
Net foreign-exchange loss/(gains)

Total expenses
Revenue less expenses
Net surplus/deficit attributable to
State-Owned Enterprises and Crown entities

OPERATING BALANCE
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8.535
966
4.083

4.185
897
1.050
600

2.707
2.140
560
833

336
14

1.356

5
28.267
4.457

69
4.526

Statement of Movements in Equity: For the six months ended 31 December 2004
$M
Opening Crown Balance
Operating balance for the period
Net revaluations

35.463
4.526
2

Total Recognized Revenues and Expenses

4.528

Closing Crown Balance

39.991

Statement of Financial Position: As at 31 December 2004
$M
ASSETS
Cash and bank balances

Marketable securities, deposits & equity
investments
Advances
Receivables
Inventories
Other investments
Property, plant & equipment
Commercial forests
Investment in TEls

Intangible

Total Assets

3.202
29.442
7.941
12.783
903
211

58.553
251

4.449
777

118.512

LIABILITIES
Payables and provisions
Currency issued

13.259

Borrowings- sovereign guaranteed
Borrowings-non-sovereign guaranteed
Gover. supperannuation fund pension liabilities
ACC liabilities

3.667
30.317
7.504
13.976
9.798

Total Liabilities

78.521

Total Assets less Total Liabilities

39.991

Crown Balance
Taxpayer funds
Revaluation reserve

20.030
19.822

Minority interest

139

Crown Balance

39.991
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5.3.2 Recognition and realization problems

According to financial accounting principles, revenue should be recognized in the financial
statements when: (see FASB -SFAC 5- paragraph 83 and Larson and Pyle, 1987).
- it is earned; and
it is realized or realizable.
Basically, revenue is earned when the earnings process is completed or virtually completed. It
is realized when cash is received and it is realizable when claims to cash are received and can
be converted into a known amount of cash (Larson and Pyle, 1987).

Under the traditional government accounting (cash-based system), the revenues are
recognized and realized when cash is received. In addition, receipts and revenues are identical
since no difference is made between the time when they are recognized and when they are
collected. Generally, under this system the cash inf'lows are recognized as receipts regardless
of source or type. For instance, borrowings and custodial receipts are included as revenues
although they may be identified separately from other sources of revenues. So the problem of
recognition and realization does not exist under the traditional government accounting system.
On the other hand, the transition to accrual accounting in the public sector entails making a
distinction between the point at which the revenues are considered to be recognized and the
point at which they are considered to be collected. The revenues are usually recognized at the
time of the exchange transaction when goods are sold or services rendered. For instance,
revenue is recognized at the time of invoicing. It is at the point in time that the amount of the
accrued revenue can be reliably measured, for example, the amount of the debtor invoice for
accrued income. On the other hand, because an accrual basis attempts to recognize events in
the period in which they occur, it is possible that unrealized gains (e.g., increase in the value
of assets, increases caused by growth of livestock or forests) are included among revenues.
This will depend on whether or not, in a particular jurisdiction, realization is considered to be
a criterion for the recognition ofrevenues (IFAC, 1996).
Furthermore, in otherjurisdictions such as the UK, the realization principle states that assets
value increases should not normally be accounted for and reported on until such time as they
have been realized in terms of either cash or near-cash resources. Conversely, asset value
decreases should be recognized and accounted for as soon as they arise, irrespective of when
realization of the asset concerned will take place (United Nations, 1984). Consequently,
because earned income is not reported until realized and assets values are understated, the
financial statements of the entity are misleading. For instance, when the current valuations of
assets do not fall below their original costs, the balance sheet will value unrealized assets at
their original cost minus any depreciation allocations in the case of fixed assets and not at
their current valuation. Thus, the balance sheet does not reflect the entity current value but
rather its original transaction value (United Nations, 1984).
In addition, unlike the private sector, the government obtains on its inflows from different
sources, and this in tum makes the recognition and realization problems in case of the
adoption of accrual accounting more difficult since diversity of sources will require different
recognition points. The main categories of inflows to government are (IFAC, 1996):

(i)
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Revenues derived from exchanges in a manner similar to the private sector. These
include revenues from sales of goods or services, dividends, interest and gains arising
from the sale of assets.

(ii)

Revenues derived from the use of sovereign powers; these include a variety of direct
and indirect taxes, duties, fees and fines. These revenues are called non-reciprocal
revenues. These are:

• Income tax;
• Fringe benefits tax;
• Sales tax;
• Value-added tax;
• Payroll tax;
•

•
•
•
•

•

Property tax;

Capital gains tax;
Stamp, cheque and credit duties;
Death /estate duties;
License tax;
Road-user charges and motor vehicle fees;

• Lives; and

• Fines.

(iii)

Other non-reciprocal transfers such as grants or donations from other governments,
from supranational authorities or from the private sector;

(iv)

Financing inflows, notably borrowings; and
Custodial receipts. These include taxes collected as agent for another government,
contributions towards pension and welfare funds, and other receipts collected as agent
for another entity.

(v)

Furthermore, unlike the private sector, governments own different sources ofphysical assets
such as infrastructure assets, heritages assets, etc. These assets are, to a great extent, difficult
to measure reliably; and the realization of the value increases ofthese assets will also be
difficult. Then, the problems that are associated with the recognition and realization principles
will create a great confusion within the governmental entities that are not accustomed to those
problems. For example, when are the tax revenues considered to be recognized and measured?
The answer to this question under the traditional government accounting is easy, as the tax
revenues are considered to be recognized and measured when cash is received. There is one
point at which the tax revenue can be recognized and measured but under accrual accounting,
whilst it may be probable that a government is entitled to revenue at the time a taxpayer earns
income subject to taxation, it may not be possible to measure the amount of the tax revenue
until some later point - for example, at the end of the income year, when tax returns are filed
or when tax is assessed (IFAC, 1996).

In fact, governments face distinctive measurement problems in recognizing revenues. There is
not yet any international consensus on the appropriate basis for measuring taxation revenues.
Furthermore, there may be a considerable time lag between the point at which the transaction
which gives rise to the revenue takes place and the point at which the amount can be reliably
estimated. For example, there may be a lag between the time sales tax is collected by vendor
and the time it is accounted for by the government (IFAC, 1996). Hence, the accounting
system available will influence the point at which tax revenues can be recognized. Therefore,
the recognition principle and the associated problems can be considered as a conceptual
problem that could in part account for the government lack of enthusiasm to pursue the
development of accrual accounting in the governmental sector.
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However, the recognition problem can fairly be overcome by using the experience of the
earlier adopted accrual accounting countries such as New Zealand and Australia. For instance,
the New Zealand Government has mentioned (in the Financial Statements for the year ended
30 June 1999, Statement ofAccounting Policies, Page 58) the recognition points ofnonreciprocal revenues levied through the Crown's sovereign power (IFAC, 2000). Also see the
Crown Accounting Policies fur the External Financial Reporting - Treasury- section 3
(http://www.treasury.govt.nz.instructions/3.asp):
Where possible, revenue is to be recognized at the time the debt to the Crown arises. So, the
recognition points of major non-reciprocal revenues are summarized below (in Table 5.1)

Table 5.1: Tax Revenue
Revenue Type

Revenue Recognition Point

Source deductions (PAYE)

When an individual earns income that is subject to PAYE

Residents withholding tax

When an individual is paid interest or dividends subject
to deduction at source

Fringe benefits tax (FBT)

When benefits are provided that give rise to FBT

Provisional tax

Payment due date

Terminal tax

Assessment filed date

Goods and services tax

When the liability to the Crown is incurred

Excise duty

When goods are subject to duty

Road user charges and motor

When payment for the fee or charge is made

Vehicle

fees

Stamp, cheque and credit
card duties

When the liability to the Crown is incurred

Other indirect tax

When the debt to the Crown arises.

Furthermore, the Commonwealth Government of Australia has also given (in Financial
Statements for the year ended 30 June 1997- Notes to and forming part of the Financial
Statements, Pages 38 and 39) some bases of non-reciprocal revenues recognition (IFAC,
2000).

Taxation Revenue: Revenues are recognized when the Government gains control of the
future economic benefits that flow from taxes and when those future economic benefits can be
measured reliably. The bases of recognition for major types of taxation revenue are
summarized as follows (in Table 5.2):
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Table 5.2: Tax Revenue

of revenue recognition

Major type of taxation revenue

Basis

Income tax from individual
(PAYE, PPS , Provisional Tax)

recognized on earnings of taxpayers during the
reporting period where such amounts can be
reliably measured and are expected to be
collected

Company Tax & Superannuation
Fund Tax

recognized on company income for the reporting
period

Sales Tax

& Withholding Tax

recognized on defined sales and other relevant
activities occurring during the reporting period

Fringe Benefits Tax

recognized on fringe benefits provided to
emoloyees duriniz the reportinE Deriod

Excise Duty

recognized when goods are distributed for
home consumption

Customs Duty

recognized when imported goods are distributed
for home consumption.

In addition, the promulgation of IPSASs in the near future may tackle these problems. Even
though there is no specific IPSAS tackling the recognition ofnon-reciprocal revenues, IFAC,
May 2000 and July 2001, has mentioned the following recognition points in case of income
tax:

-

-

when the taxpayer earns the taxable income;
at the end of the income year;
when the tax returns are filed;
when tax is assessed;
when a tax liability is recognized by the tax payer; or
when payment is received.

Also the standard setters in each country can assist in overcoming the recognition problem by
setting the rules and regulations which are consistent with the governmental sector context.
However, accrual accounting recognizes the effects of transactions and other events in the
period which they occur, irrespective of the timing of associated cash receipts. This means
that the governments have to make decision about the timing of recognition of revenues.
IFAC (1996) has determined two general criteria for recognition of revenues in the operating
statements as follows:
a- it is probable that the inflow (or other enhancement or saving in outflows of future
economic benefits) has occurred; and
b- the inflow (or other enhancement or saving in outflows of future economic benefits) can
be measured reliably.
It is worthwhile to mention that these two criteria are adopted in the IASB framework
(paragraph 83) and a number of conceptual frameworks internationally.
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In short, the two criteria that should be used to determine the timing of the recognition of
revenues are:

Probability, which means that the chance of an event occurring is more likely than less likely.
Measurability, which means that the revenues can be measured with reliability or reasonably
estimable.

As previously stated, governments raise revenues from both reciprocal transactions and nonreciprocal transactions. For the majority of the reciprocal transactions which are comparable
to those of the private sector and where similar circumstances are to be found, the IASB
standards and IPSAS 9 can be applied (IFAC, 2000,2003,2004). On the other hand, the main
problem here is concerned with the non-reciprocal transaction (including taxes and
transfers),
where the probability and measurability criteria can hardly be applied. However, in the
beginning of 2004 IFAC has issued an Invitation to Comment (ITC). This ITC presents
proposals for recognition and measurement of revenue from non-exchange (non-reciprocal)
transactions in the general purpose financial statements of public sector entities. The ITC
includes a number of Steering Committee Views on the appropriate financial reporting of
non-exchange transactions and seeks comments on these views. Consequently, these views
can not be considered as IPSAS.

In addition, the uncertainty degree regarding the receiving ofnon-reciprocal revenues is much
higher in the government. For instance, the absence of an exchange transaction (e.g. a grant
has been approved or promised but not yet received) gives rise to doubts about whether the
requisite degree
of certainty has

been

attained (IFAC,

2000).

In

fact, a well-prepared tax

legislation and well-designed tax administration can assist, to a great extent, in estimating the
degree of uncertainty and therefore, in determining the timing of the recognition of tax
revenues.

Basically, the governments have to record tax revenues as having accrued once an economic
transaction that gives rise to a tax liability occurs. But as earlier pointed out, there are many
types of tax. Accordingly, it is very difficult to know when all these types of tax take place.
Therefore, tax revenues can be recognized as a tax liability when this tax liability has been
booked against a taxpayer by the taxation office. This can only take place once a taxpayer
makes a self-assessment to the taxation office or when the taxation office issues an
assessment to a taxpayer.

In connection with the above stated, the Australian Department of Finance and Administration
(2001) has mentioned that there are usually two changes required to align cash estimates with
accrual estimates. These are adjustments for (1) receivables, and (2) bad and doubtful debts:
- the adjustment for receivables recognizes revenue for which an assessment has been
issued but which has not yet been received in cash. (This adjustment is reduced by any
cash received in payment of receivables booked in prior periods).
- The adjustment for bad and doubtful debts allows for the expectation that some of
receivables are never paid by debtors and are thus written off At the end of each financial
year, provision is made for receivables that are, in future, likely to become uncollectable.
This provision is expensed in that year ensuring a better matching of financial
flows (i.e.
aligning the expense with the accrual revenue booked). In this way expenses are matched
to the period in which they were incurred.
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5.3.3

Identification and recognition of existing physical assets

It has been previously pointed out that the government accounting system used in most of the
countries is a cash-based accounting system. The resulting final accounts of this system are
nothing more than summarized cash books. Then, there are no balance sheets because there
are no assets or liabilities in the books (Jones and Pendlebury, 1984). However, the
governmental entities have traditionally accounted for fixed assets in a way that reflects the
financing required to meet their costs rather than their pattern of use (Rutherford et al, 1992).
Accordingly, there are no assets adjustments because the accounts are not concerned with
recording usage, only with the fact that cash has been paid for acquisition ofthose assets.
Therefore, no information can be provided about the investment in the total assets and no
subsequent accounts are taken of whether the assets are still in use, whether they have reached
the end of their useful life or have been sold. This is because the traditional government
accounting (cash-based accounting) makes no difference between expenditures and
disbursements and generally no distinction between current and capital expenditures. Capital
purchases are treated in the same manner as personnel expenditure without recognition that
they are productive for years. Take the following example, assume that X governmental entity
in the beginning of the year 2000 has purchased computers which cost $10,000, a machine for
$ 20.000, a truck which costs $ 200.000, raw materials for $ 15.000, and goods to be used in
the current year costing $ 14.000. As it is clear from this example, the purchases include both
fixed and current assets.
Fixed assets: computers 10.000, machine 20.000 and truck 200.000 = $ 230.000
29.000
Current assets: raw materials 15.000 and goods 14.000 =
$ 259.000
According to the traditional government accounting system, the entry that is required to
record the expenditures can be made as follows;
payments

To

cash

259.000

259.000

As it is apparent, the traditional government accounting system makes no distinction between

the fixed and current assets and it considers all the purchases as current expenditures.
Consequently these expenditures are deemed to be fully depreciated in the year 2000 and this
system does not recognize that the truck, for instance, can be used at least for five years and
its cost can be allocated on those five years. Hence, the fixed assets are not capitalized. As a
consequence, there is no information available about what was/is owned by the government.
On the contrary, in the private sector where accrual accounting is in use, all fixed assets
acquired are included in the balance sheet and written down progressively over their useful
lives by means of charges in the operating statement for depreciation which reflects the costs
of using up the assets (Rutherford, 1992). Thus, the transition to accrual accounting in the
public sector will require the governmental entities to identify and value their assets in order
to be able to prepare the balance sheets. In reality, the identification and recognition of the
physical assets in the public sector is not an easy task since these assets have been existing for
decades and have been acquired by different ways. This in turn makes the identification and
valuation process of those assets more difficult.
Thus, the main difficulty is that in order to record the physical assets the governmental entity
not only has to know what assets it owns but it must also put a value on them, even i f the
value is their historic cost. Therefure, if no assets register exists which records the values,
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then the task of taking an inventory of fixed assets and valuing them might be a huge and
expensive one (Jones and Pendlebury, 1984). In fact, most governments hold many lists
describing physical aspects of their capital assets. In absence of regular financial reporting of
capital assets, those listings are seldom complete or up-to-date. To re-establish physical
records of long-lived government assets where these have been neglected, is a daunting and
expensive task which is a major obstacle to any proposal to extend asset recognition (IFAC,
1995). So, as a consequence of the lack of accurate, relevant and detailed information about
the governmental physical assets and the difficulties and problems which are inherent in the
identification, recognition and valuation process of those assets, the governments were/are
reluctant to adopt accrual accounting. However, the assets identification and recognition
process is required to support the ongoing production of accrual financial statements.

In fact, this problem can fairly be overcome by benefiting from the experience of the earlier
adopted accrual accounting countries, such as the UK, New Zealand and Australia. For
instance, as a result of the use of the resource accounting by the UK central government, in
November 1997 the UK has published a National Assets Register, giving, for the first time,
details of what was owned by central government. Also the course of
in
year 1998-1999 a
Departmental Register was published which has given a full information on the departmental
assets. Therefore, the countries can learn from the UK experience in this field.
Further, the
information that is available from the former accounting bases and from the lists describing
physical aspects of capital assets can also be used to assist in identification and recognition of
the physical assets.

In addition, IFAC (2002), in its Transitional Guidance, has determined the general steps
required for the initial identification and recognition of the existing physical assets in the

following diagram:
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Summary of Assets Recognition Steps:
Develop policies:
Step

1

•
•

•
•

•

•

identify authoritative standards and regulations, including
definitions and recognition criteria;
develop capitalization thresholds for each class;
identify measurement policies (including revaluation policy
if applicable) for each class;
develop policies for expensing or capitalization subsequent

expenditure of upgrades, improvements and repairs and
maintenance;
develop depreciation policies and select depreciation
method for each class; and
develop impairment policies.

V

Step 2

Identify information requirements associated with these policies and other related
information desired for internal management purposes.
Plan time frames for collection and verification of data and development/
implementation of systems
't

Develop asset register.'

•
•
•

Step 3

identify asset classes;
identify assets; and
validate data/resolve issues.

1

Step 4

Determine opening balances:
• develop methods of obtaining historic cost information or
valuations;
• obtain historic cost information as required; and
• obtain valuations as required.

1
Ongoing matters:

Ongoing

•

•
•
•

maintain systems including a record of all assets movements
and information required for additional disclosures;
calculate depreciation;
perform regular revaluation (if applicable); and
perform regular impairment reviews.
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5.3.4

Identification of the government financial reporting entity

Notwithstanding, several studies have been conducted to identify the government financial
reporting entity and to determine its boundaries (see for example Luder, 1989, IFAC, 1996,
IASB, 1989 and CICA, 1996), there are widely diverse definitions of financial reporting
entity and its boundaries among the countries. The reporting entity is defined as an area of
government covered by the government's summary financial statements (Luder, 1989). CICA
(1996) also defined the reporting entity as an area of economic interest reported in financial
statements summarizing the entity's assets, liabilities, income and outgo in relation to the
outside world. IFAC (1996) defined the reporting entity as an entity in respect of which it is
reasonable to expect the existence of users dependent on financial reports for information
which will be useful to them for accountability and decision making purposes. However, this
definition could be applied to departments or ministries of governments or other entities that
carry out the functions of governments (IFAC, 1996). Bear in mind that the reporting entity
usually is not identical to the accounting entity, since the reporting entity usually consists of
several accounting entities. Furthermore, the combination/consolidation method that is used to
combine the individual financial statements of the reporting entity might be significant to the
definition of that reporting entity.
Generally, there are two broad approaches that are used to identify the government financial
reporting entities. In practice it was revealed that these two approaches have been used
differently as follows:
In some countries, for example Bangladesh, France, Italy and Taiwan, many financial
reporting entities are identified using rules that generally relate to the stewardship of public
funds. These rules are generally established by governments via legislation. On the other
hand, these rules do not clearly identify the reporting financial entities. In some cases, the
rules provide explicit definitions or descriptions of financial reporting entities. In other cases,
the rules imply that national and other governments are financial reporting entities by virtue
of their stewardship of public funds (IFAC, 1996). For example, Bangladesh, it is stated in the
Constitution of the Republic of Bangladesh, Chapter II-Legislative and Financial Procedures
the following rules: there shall be laid before Parliament, in respect of each financial year, a
statement of the estimated receipts and expenditure of the Government for that year.
Therefore, the government reporting entity is determined by the amounts it receives and the
payments it makes.

Another example, France, Constitution of 1958-Financial law no. 59.2 (19590 Rules on
Public accounting, decree no. 62.1578 (1962) stated the following rules: reporting entities are
primary governments and any other governmental organization which issues separate
financial statements. The two main distinct criteria are:
(i)
reporting for political accountability by executive government to legislative body; and
(ii)
reporting for personal legal and financial responsibility by public accounting officers
to the Court of Audit.
-

Another example, Taiwan, it is explicit stated in the Budget Law - Law of Accounting Annual Reporting Law-Law of Audit, that the central government, provinces, counties and
towns are all deemed to be reporting entities (IFAC, 1996, p.5).
In other countries, for example Australia, Canada, New Zealand, the United Kingdom and the
United States, underlying principles have been developed that provide guidance to help
identify financial reporting entities. For Example, Australia, it is stated in Statement of
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Accounting Concept SAC 1" Definition of Reporting Entity" 1990, that reporting entities are
all entities (including economic entities) in respect of which it is reasonable to expect the
existence of users dependent on general purpose financial reports for information which will
be useful to them for making and evaluating decisions about the allocation of scarce resources
(Paragraph 40).
Another example, New Zealand, it is stated in Statement of Concepts for General Purpose
Financial Reporting (1993) that a reporting entity exists where it is reasonable to expect the
existence of users dependent on general purpose financial reports for information which will
be useful to them in terms of:
(i)
assessing the reporting entity's financial and service performance, financial position
and cash flows;
(ii)
assessing the reporting entity's compliance with legislation, regulation, common law
and contractual arrangements; and
making
decisions about providing resources to, or doing business with, the reporting
(iii)

entity. (paragraph 2.1 &3.1)
For more in formation about the cases of Canada, the United Kingdom and the United States
see IFAC, 1996, p. 6-7.

In addition, the determination of the boundaries of the government reporting entities is
fundamental, because it determines which entities, transactions and activities will be
comprised by a government's financial report. Conceptually, there are four approaches or
concepts which can be used to determine the boundaries of the financial reporting entities.
These approaches are:
1- Legal entity approach (Christaens, 1997). According to this approach, the legislation is
used to determine a list of entities or type of entities which must be encompassed within
the government's consolidated financial reports. Usually, this approach is used in
conjunction with other approaches, because government needs a conceptual basis to
determine which entities are encompassed in legislative list.
2- Authorized allocation offunds approach (IFAC, 2000, study 11). Under this approach it is
argued that accountability and the provision of information for decision making can be
met by demonstrating compliance with authorized allocation of funds or spending
mandate. By using this approach the reporting entity would encompass those entities that
are funded wholly or predominantly by authorized allocations of government funds.
Therefore, the reporting entity would be consistent with the budget reporting entity.
3- Political accountability concept (CICA, 1985, Page 35 and IFAC, 2000, study 11).
Political accountability suggests that an entity would report all activities and entities over
which it is accountable, irrespective of the legal or organizational structures under which
the activities are carried on, including activities conducted in partnership between a
government and private entities or other governments.
4- Concept of control (IFAC 2000, study 11). According to this approach the government
financial reporting entity encompasses all those entities and transactions which the
government controls. In other words, the reporting entity encompasses all resources
controlled by and all obligation ofthe reporting entity, regardless ofthe administrative or
legal entities which have been created to manage those resources and obligations.
Generally, in the public sector the concept is often referred to as control through
ownership mechanisms. This precludes other concepts of control such as control
associated with the power to regulate or the power arising from the government's position
as a major funder or purchaser of goods and services. Therefore, the concept needs to be
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restricted to certain types
judgement.

of control

and the application of the concept may require some

Accordingly, the aforementioned diversity about the definition of government financial
reporting entities and its boundaries can lead us to infer that currently there is no consensus
about what entities and transactions should be reflected in the financial reporting of the
government and where should the boundaries of the government financial reporting entity be
drawn.
However, even if the government financial reporting entity is identified and its boundaries are
determined, there are still significant outstanding issues such as: (IFAC, 1996)
(i)
the content of the government financial reporting ;
the reporting format that should be adopted to communicate financial information;
(ii)
(iii) whether consolidated financial reports should be prepared for all ofthe entities and
transactions encompassed in the government financial reporting entity;
the consolidation technique to be adopted; and
(iv)
(v)
the additional segment and other information to be disclosed to ensure that relevant
messages about the "components" of government are reported to users.
It is apparent from the difficulties which are inherent in the identification of government
financial reporting entities and in the determination of its boundaries and from the above
stated outstanding issues that the identification of the government financial reporting entity
can also be considered a transition barrier. Therefore, the government should try to establish
the reporting entity and its boundaries during the determination of the accounting policies.
Both have to be determined before government starts with the real transition to accrual
accounting. It is recognized that inappropriate delineation of the boundaries ofthe
government financial reporting entity would have adverse consequences on the message
communicated by the financial report and the discharge of the accountability obligations of a
government (IFAC, 1996).
Chapter 3 has pointed out that the user's needs determine the objectives of governmental
accounting and financial reporting, and these objectives determine the design ofthe
governmental accounting and financial reporting system which is best suited for reporting the
information required. Therefore, the identification of the users information needs and the
relevant accounting basis, which is able to provide the users information needs and the use of
one/or a combination of the above stated approaches, can to some extent aid in identi fying the
government financial reporting entity and its boundaries. In other words, given that the
objectives of financial reporting are developed within a framework which identifies users
in formation needs as primary, the identification of entities which should report is also related
to users information needs (IFAC, 1996).

In the Netherlands, according to the public law, the ministerial responsibility is an individual
one. Namely, each Minister is personally and directly responsible for the policy and
operational execution thereof, in respect of the ministry he heads, towards the Parliament
(Bac, 2003). In other words, each minister is accountable for the resources and activities of
the ministry concerned. Accordingly, this ministerial responsibility is consistent with the

political accountability approach.
In addition, Dutch central budget system consists of the following budgets:
- The budget for the Royal Household;
- The budget for the Kingdom Relationships;
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- The budget for the High Councils of State and the Queen's Secretariat;
- The budget for the National Debt; and
- The budgets for the different Ministries.
This is in addition to the following budget funds:

- Provinces fund;
- Municipalities fund;
- Infrastructure fund;
Value-added-tax compensation fund;
Animal health fund;
Economic structure strengthening fund; and
- General old ages pension savings fund.
For each budget certain funds have been allocated and authorized. Each budget entity has to
demonstrate compliance with the authorized allocated funds, for example, demonstrating
compliance with expenditures authorized to be met from consolidated revenues. Accordingly,
the reporting entity would encompass those entities that are funded wholly or predominantly
by authorized allocation of government funds. 77:us, this is consistent with the authorized
allocations offunds approach. On the other hand, one of the weakest points of this approach
is that the authorized allocation of funds results in a fairly narrow boundary for the reporting
entity and does not provide a complete view of the resources and activities for which the
government is accountable (IFAC 2000). However, the Dutch ministerial responsibility, as
outlined above, can fairly offset this shortcoming where each Minister is accountable for the
policies, activities and resources in respect of the ministry he heads. In this context, the
Netherlands, in order to identify the boundary of reporting entity, can make a combination
between the political accountability approach and the authorized allocation offunds
approach, where the individual ministerial responsibility and well-designed and categorized
budget system are more consistent with these two approaches. In addition, the reporting entity
should comprise the accounts of each ministry and its executive agencies, with the exception
of all entities which are constitutionally independent such as autonomous administrative
authorities (in Dutch: Zelfstandige Bestuursorganen - ZBO).
In Egypt, there is no individual ministerial responsibility as that of the Netherlands. In
addition, the budget of central government is considered to be a part of the General Budget of
the country. According to the Budget Act 53 of 1973, adjusted by Act 11 of 1979, the general
budget of the country should be prepared on the basis of administrative division (Central,
local, public bodies) and functional classification. These functions can further be classified
into programs, activities or projects. The functional classification of the expenditures
comprises: agriculture and irrigation sector, education and research sector, industrial and
mineral sector, health service sector, transportation and communication sector, etc. In the
context of the absence of individual ministerial responsibility and preparing one general
budget for the whole country, the reporting entity and its boundary should legally be
determined. Namely, the legislation should be used to determine the type of entities which
must be included within the government's consolidated financial reports. This means that the
legal entity approach is more consistent with the situation of Egypt. In addition IFAC (2000)
suggested that the legal entity approach might be used in conjunction with the concept of
control. We agree with this suggestion where the combination of the legal entity approach and
the control concept is more suitable for the developing countries, as a corollary of the absence
of the clearly identified political accountability and well-designed budget system.
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5.3.5

Lack of profit motive

Governmental entities exist in a legal environment. Their ability to collect and spend money
on behalf of citizens are derived from legislative authorization (Wescott, S. and Chang, S.,
1992). Usually, the governing body prepares its financial plan or budget. After this budget is
approved by the legislative body, the governing body is responsible for execution of the
budget. In addition, the prices of goods and services produced by the governmental entities
often are set by policy rather than by forces of supply and demand. Therefore, the revenues
resulting from the sale of goods and services by governmental entities do not necessarily
reveal the demand of users for these goods and services. In addition, costs cannot be
compared to earned revenues to determine whether the operating costs of the governmental
entities are at acceptable level (Ingram et al, 1991)
On the contrary, business enterprises must operate in a market environment and the
accounting reports for these enterprises focus on the profitability and acquired resources of
these entities. Whether the resources are being managed efficiently and effectively can, in
part, be assessed by the owners by examining the earnings performance of the business
(Ingram et al, 1991 ). Therefore, the use of accrual accounting in these entities is essential.
However, there is a striking difference between the governmental entities and the business
enterprises since the profit motive is not inherent in the governmental entities operations as a
consequence of the lack of the market forces, and their operating procedures and policies are
heavily influenced by legal and political constraints and issues. Thus, unlike business
enterprises accounting and reporting, demonstration of compliance with laws and regulations
and /or political agendas is a major objective of governmental accounting and
reporting.
Consequently, it is logical for the governmental entities to derive that the accounting system,
which is used by the business enterprises, will not be suitable for them. Thus, the lack of
profit motive in governmental entities has been often given as a reason why accrual
accounting is unnecessary. Accordingly, there are no sustainable reasons or motivations, from
the governmental entities point of view, even to think about its adoption in these entities.
Therefore, one can infer that the lack of profit motivation was/is one of the reasons that the
public sector entities do not adopt the accrual accounting system.

However, the opposite is probably more true. The need to minimize costs where the profit
motivation does not exist actually makes the accrual basis more necessary and valuable
(United Nations, 1984). The minimizing of the costs is not only the reason that makes the use
of accrual accounting in the governmental entities necessary but also all the benefits which
have been presented in chapter 4 (section4.3.3). Some of these are:
- improving the financial reporting by the government;
presentation of a full picture of the financial position of the government;
providing information on the total costs of the government's programs and activities;
better assets and liabilities management by the government; and
providing reliable measures for the fiscal policy, etc.
-

All these benefits make the transition to accrual accounting in the public sector more
necessary than the profit motive.
In respect of the absence o f the profit motive, the governmental entities badly need an
accounting system that can assist in:
controlling resources and costs and providing accountability in the lack of market forces;

-
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-

-

revealing whether the government actions were in the interest of both current and future
taxpayers or not; and
whether the net worth is improved or deteriorated.

Accordingly, these reasons are also more important than the profit motive in making the
adoption of accrual accounting in the public sector more necessary.
Severe inflation experienced by most developing countries as well as developed

5.3.6

countries
Valuation of assets and liabilities is fundamental to the viability of accrual accounting in
government (Heald and Georgiou, 1995). The transition to accrual accounting in the public
sector will raise other issues. For instance, will the governmental assets be valued according
to historical cost or current cost? Taking into consideration the distinctive nature of the
governmental assets: is the current cost accounting (CCA) relevant to the public sector
entities? In the majority of cases, these raised issues have been used as an argument by public
sector entities in an effort to oppose the adoption of accrual accounting.
However, the historical cost accounting convention has traditionally been used as basis for
preparing accounts because of its underlying simplicity and certainty, derived from original
bookkeeping records. But in a period where the prices rise, the historical cost accounting
suffers from a number of drawbacks. Aiken (1982) argues that it is widely accepted that in a
period of inflation, historical cost accounts conceal the true position of a business because
they:

overstate profits by charging against revenues an inadequate measure of the true cost of
-

assets sold or used up;
understate capital employed, by stating assets at historical rather than current costs;
overstate return on capital employed, by compounding the distortion of the last two cases;
and

-

distort the information on which decisions are made about the allocations of resources,
pricing policy, cost control, distributions and gearing.

Also, the fall in the value of money during a period of inflation has serious implications for
accounting. Unless the effects of these implications are taken into consideration, the reported
data will be based upon monetary units with different purchasing powers, depending on the
value of money at the date of each relevant transaction. By allocating and matching data
measured in different purchasing power terms, the accounts fail to report on the real
profitability of an entity since inflationary gains and losses which do not reflect real changes
in values or resources are not excluded (United Nations, 1984). As a consequence of the
drawbacks ofthe historical cost, the current cost accounting (CCA) was developed to
overcome these drawbacks. Herein, the objective is to reflect the current costs of the items in
the balance sheet and profit and loss account rather than their original historical or acquisition
cost as used in historical cost accounting. The basic objective of the current cost accounts is to
provide more useful information than that available from historical cost accounts alone for the
guidance of the management of the business, the shareholders and others on such matters as:
(Aiken, 1982)
financial viability of the business;

- return on investment;
- pricing
policy, cost control and distribution decisions; and
- gearing.
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Thus, CCA is a cost-based accounting system that aims at reflecting the price changes
regarding the items in the balance sheet and profit and loss account rather than their
acquisition cost. The assessment of current cost is made by reference to specific price changes
rather than to general measure of price changes (Wells, 1982). Physical assets like stock and
fixed assets are included in the current cost balance sheet at their value to the business at the
balance sheet date, normally net current replacement cost, and monetary items are included at
the same amount as m the historical cost accounts. Capital employed is thus stated at current
prices and can be compared for different companies within a group or for different groups in
an industry. In the current cost profit and loss account, fixed assets used up, or stocks sold, are
charged against revenue at current costs at the date of consumption (Wells, 1982).
Accordingly, there has been considerable discussion of the relevance, logical validity and
operational complexity of CCA as a system of accounting for business firms.
The question, however, is: to what extent is the CCA relevant to the public sector entities?
The basis of accounting and reporting methods of many public sector entities, particularly
government departments, is the necessity to account for the funds provided to them, either

from treasury or as result of their taxing powers. These entities are subject to a strict notion of
stewardship. Their accounts are designed to answer the simple questions. How much money
did you collect? What did you do with the money? In addition, i f a department is given
certain allocations of funds, it will be expressed as a number of dollars - then current
money
unit. Within certain guidelines, it will be free to spend those money units and obtain what it
requires at the going rate of exchange of money units for goods and services. The department
must account clearly for money units received and money units spent. Furthermore, they are
not required to calculate the amount of any income or loss, nor are they expected to measure
in financial terms, any resources at their command at the end of a period. They
do not engage
in trading and have no concept of an "Operating Capability" which must be maintained out of
revenues (Wells, 1982). This means that the basis of accountability in governmental
departments is the number of dollars received and spent. Hence, it is inappropriate to
manipulate statements of receipts and payments to take account of changes in the purchasing
power of the dollars. This also means taking into account that the changes in purchasing
power will destroy the direct nature of the statements used to discharge the stewardship of the
departmental officers.
Based on the above-stated discussion, one can conclude that CCA is irrelevant as far as the
governments as a whole are concerned and should be used only by the government
organizations where market forces and efficiency largely determine results. In addition, Aiken
(1982) argued that CCA seems to have doubtful validity where market forces do not
determine prices. In addition, the effects of inflation are fully accounted for through the
capital maintenance and price adjustments on individual assets but the underlying concepts of
profit and capital maintenance clearly envisage a particular kind of entity in which the
pnmary purpose of the accounting process is to determine a profit which can be distributed
without eroding the entity's capital. However, the public sector entities do not distribute
profits and have no capital as it is known in the private sector. Consequently, the notion of
Capital Maintenance is not appropriate to be applied to the public sector entities. This also
leads to the conclusion that CCA is irrelevant to the public sector entities.
However, the question of CCA's likely impact on the government accounting system itself
has not yet been explored in any detail. Generally, there may be a place for CCA in
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government accounting, especially in the countries which have high inflation rates such as the
case of most of the developing countries, but its application must be very carefully controlled.
Furthermore, it has previously been demonstrated that the nature and the objective of the
government are different from the nature and the objective ofthe business firms. Accordingly,
the CCA can also play here a different role than the one it played in the business firms. Heald
and Georgiou (1995) have argued that whilst it is entirely legitimate for an elected
government to restructure and downsize the public sector, only transparent government
accounting system will show the reductions in the public sector net worth resulting from asset
sales at less thanfair value. Therefore, the public sector entities should adopt the accounting
system which can reflect the fair value of the governmental assets in order to avoid the
eroding ofthe net worth resulting from disposing and selling of the governmental assets at
less than their fair value. Furthermore, such an accounting system will also affect the

intergenerational equity.
Then, the transition to accrual accounting in combination with the CCA can play a vital role
in the public sector not through the notion of the Capital Maintenance but rather through the
maintenance of the net worth of the public sector entities by reflecting the current value of the
governmental assets. Therefore, the CCA can find its place in the public sector through (what
we might call) the notion ofNet Worth Maintenance. In addition to the notion ofnet worth
maintenance, the transition to accrual accounting in combination with the CCA can also
maintain the intergenerational equity at its current value. Thus, the notions of Net Worth
Maintenance and the Intergenerational Equity Maintenance can give rise to the use of CCA
in the public sector entities.

In addition, the current cost accounting will find its place in the public sector entities when
these entities produce goods and services competitive to the similar goods and services
produced by the private sector. In other words, if direct competitors in the private sector adopt
CCA as the basis for financial reporting then government entities so placed would reasonably

follow suit (Aiken, 1982).

Presently, the New Zealand government is using the current cost accounting in the central
government. It is stated in the Crown Accounting Policies for External Financial ReportingTreasury, that" the measurement base to be applied is historical cost, adjusted for revaluations
of items of property, plant and equipment (where appropriate), commercial forests and
marketable securities held for trading purposes. Furthermore, Pallot (2001) stated that
financial statements at all levels in the New Zealand are described as being on a 'modified
cost basis, although effectively they are close to being on a current cost basis (including
infrastructure and heritage assets that are revalued at least every three years). The New
Zealand government has therefore moved further towards current value accounting than most
organizations in the private sector in New Zealand. This practically means that CCA has
already found its place in the public sector in the framework o f government accounting
reform.
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5.4 Difficulties created as a result of the transition to accrual

accounting
In fact, different problems and difficulties have surrounded the adoption of accrual accounting
in the public sector. Some of these problems and difficulties existed before its adoption and
some of them have been created as a consequence of its adoption. Even though the practical
and conceptual transition problems have played a significant role in precluding the adoption
of accrual accounting, the difficulties and issues that can arise as a result of its adoption can
also play a role in offering a greater impediment to the transition to accrual accounting in the
public sector. These difficulties and issues are:
- The meaning of any reported deficit that arises from the consolidated statements of
government as a whole;
How far should the recognition of assets go? For example, should it include natural
resources in which the state might have a claim?
How far should the recognition of liabilities go? For example, should it include the
commitments that are not treated as liabilities?

5.4.1

The meaning of any reported deficit that arises from the consolidated statements
of government as a whole;

The adoption of accrual accounting by the public sector entities will require consolidated
accrual statements for the whole government. One significant issue that arises from the use of
accrual accounting for consolidated statements of the government as a whole is the meaning
of any reported deficit. A deficit would reflect the fact that the government had not used its
compulsory revenue-raising powers sufficiently to cover all costs, e.g. it would indicate the
extent to which emerging liabilities are not being funded (Shand, 1989). On the contrary, the
deficit under cash accounting indicates the net borrowing requirement to fund current cash
outlays.
However, the main problem emerges when separate legislative powers exist within the
government and especially when the existence of these powers has resulted in not producing
uniform accounting policies for like transactions and other events in similar circumstances. lf
the public sector entities use accounting policies other than those adopted in the consolidated
financial statements for like transactions and events in similar circumstances, the deficit
included in the consolidated accrual statements would not indicate the right meaning of the
government deficit. For instance, under accrual accounting the public sector entities
should disclose the amount ofthe unfunded liability for superannuation commitments. While
some of the public sector entities can treat it as a liability on their balance sheet, other entities
can only show the amount of liability as a parenthetical note. Then the varying treatment for
the accumulated liability will affect the reported deficit or surplus. Therefore, the adoption of
accrual accounting for such consolidated statements would need to be accompanied by careful
explanations and appropriate modifications to the way financial information might otherwise
be displayed (Shand, 1989). In addition, if governmental entities use accounting policies other
than those used in the consolidated financial statements for like transactions and events in
similar circumstances, appropriate adjustments should be made to their financial statements
when they are used in preparing the consolidated accrual statements. In general, in order to
avoid the ambiguity about the meaning of the reported deficit, there should be uni form
accounting policies for the government as a whole and it should be used in preparing the
consolidated accrual statements. If there is a deviation from the use of the uni form accounting
policies in preparing the consolidated accrual statements, this should be disclosed in the notes
that accompanied the consolidated accrual statements. What makes this disclosure important
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is that there are inevitably problems attached to the interpretation of government financial
statements, whether consolidated or not. As above stated, the liabilities (e.g. unfunded

pensions) are much more under the discretionary control of government than would ever be
the case for private sector decision-makers (Heald and Georgiou, 2000). Furthermore, future
tax revenues, which will be the means for meeting these liabilities as they mature, are not
capitalized, thereby increasing the difficulty ofinterpreting the meaning of the government

deficit.

Thus, the development of uni form accounting policies for the government as a whole is an
essential step towards the indication of right meaning of the government deficit. So in order to
avoid the misinterpretation of reported deficit, the governmental entities financial statements
and the consolidated financial statements for the government as a whole should be prepared
and presented on unified and consistent accounting policies.
5.4.2

How far should the recognition of assets go? For example, should it include
natural resources in which the state might have a claim?

The main focus will be here on the physical assets. In fact, the recognition of and reporting on
assets depends mainly on the basis of accounting and measurement focus
adopted by the
public sector entities, so that as long as one moves along the spectrum from cash to full
accrual accounting more assets are reported in the financial statements. Under the full accrual
basis all significant assets should be recognized. Unlike other bases of accounting, the items
that can be recognized as assets under the full accrual basis have been subjected to wide
debate and argument. On the other hand, under the accrual basis there is a range of items,
which may or may not be regarded as assets. Such items require careful attention to
recognition criteria and the asset definition adopted by the government in question (IFAC,
1995). In reality, governments have access to a wide range ofresources and items with service
potential. While many of these resources can meet the asset definition, they may not meet the
recognition criteria.
The questionhere is: how far should the recognition of governmental assets (resources) go

under thefull accrual basis?
In reality, the asset definition, characteristics and recognition criteria are important to start
with. The international Accounting Standards Board (IASB) (formerly known as IASC)
defines an asset in the following way:
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an asset is a resource controlled by the enterprise as a result of past events and from which

future economic bene/ks are expected to flow to the ente,prise (IASB, 1989, Para.49).
As it is clear, the IASB definition refers only to future economic benefits. However, the PSCIFAC, in common with other public sector standard setters, sees that the definition of an asset
needs to incorporate both economic benefits and service potential. Where IPSAS 1
Presentation of Financial Statements, paragraph 6, defined assets as follows:

Assets are resources controlled by an entity as a result of past events andfrom which future
economic benefits or service potential are expected to flow to the entity.
On the other hand, other jurisdictions such as the Australian government use only the term
"future economic benefits" to cover both concepts (economic benefits and service potential).
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It is mentioned in the Australian Statement Of Concepts No.4, Definition and Recognition Of
the Elements of Financial Statements:
The expression "service potential" has been omitted from the definition and recognition
criteria. It is noted in paragraph 18 of this Statement, the characteristic offuture economic

benefits is synonymous with the notion of service potential. a term which is used more
commonly in respect of non-for-profit entities.
Based on the definition of IASB, IPSAS 1 and the Australian government, one can conclude
that there is no consensus about the term that can be used in the definition of an asset. 1n
addition, IASB identified two criteria that can be used for determining when assets and

liabilities should be recognized. "... ... assets and liabilities should be recognized ... when:
(i)
it is probable that increases (assets) or decreases (liabilities) in economic benefits will
occur;

(ii)

the amount of settlement of liabilities and the cost or other value of assets can be
measured reliably.

Also IPSAS 16 &

17 identified two criteria that can be used for determining when an asset
should be recognized:
(a) Itis probable thatfuture economic benefits orservicepotentialassociated with the asset

will jlow to the entity; and
(b) The cost or fair value of the asset to the entity can be measured reliably.

Thus, under the IASB and IPSAS 1,16 and 17 framework, determining which items should be
recognized in the financial statements involves the following two steps:
a- determining whether the item meets the definition of an asset;
b- determining whether the item satisfies the recognition criteria.
Herein, the question that occupied our thought is: are the above-stated criteria and assets
definition, which are basically directed to the business enterprises, relevant to or sufficient
for the recognition of the governmental assets?

First of all, the IASB definition acknowledges that "economic benefits" encompass service
potential (IASB, 1989, para. 53). However, given its focus on private sector entities, the IASB
interprets service potential to be the ability "to contribute, directly or indirectly, to the flow of
cash and cash equivalents to the enterprise". Such an interpretation is too narrow to comprise
governments and non-business public sector entities. Accordingly, in application to
governments and non-business public sector entities service potential should be interpreted to
comprise the delivery of services and programs rather than only the generation of cash
inflows. However, ITC issued by IFAC (2004, p.26) has distinguished service potential from
future economic benefits as follows: 1- assets that are used to deliver goods and services in
accordance with an entity's objectives but which do not directly generate net cash inflows are
often described as embodying "service potential". 2- assets that are used to generate net cash
inflows are often described as embodying "future economic benefits".
The IFAC-ITC distinction between the service potential and future economic benefits is more
consistent with the nature of public sector than IASB framework as the term service potential
with its focus on cash flows is no longer sufficient to reflect the government's wider
objectives, which comprise social, cultural or environmental objectives. For example, some of
the governmental assets are held for culture reasons such as work of art and historical
documents.
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Furthermore, the adoption of the IASB definition will itself raise a number of issues not yet
confronted by many governments and other public sector entities. Those issues will comprise
consideration of whether governments or other public sector entities should be accountable
for the assets they own, or assets they control and how ownership or control should be
defined. For instance, there are particular difficulties related to the State's control over natural
resources. A State-owned coal mine's coal reserves are unlikely to be disputed as an asset, but
to what extent should the State's right over minerals underground in general be regarded as an
asset? In reality, there is no consensus about whether such assets should be recognized in the
financial reports or should be disclosed only by note (IFAC, 1995). Furthermore, areas of sea
within a government's jurisdiction are similarly debated as to whether the future economic
benefits or service potential controlled in such assets ought to be included in asset values in
the financial reports (IFAC, 1995).

In addition to the problems related to the asset definition, the recognition criteria as
determined by IASB and even by IPSAS 1,16 and 17 create also problems for the
governmental entities. In general, the first half of the recognition criteria may not create
serious problems. Where the probability of occurrence as recognition criteria can be applied
to the public sector by a similar way as to the private sector. On the other hand, the second
half of the recognition criteria may create a real problem for the governmental entities
because there is a large number of governmental assets which meet the asset definition but the
cost records (fair value) or valuation method standards or market value do not exist for these
assets. In addition, the private sector valuation standards may not be appropriate for a nonprofit situation. Thus, the absence of the means to measure value and hence to meet the
second half of the recognition requirements poses questions about the meaning of "to measure
reliably the value of assets".

In conclusion, the IASB and IPSAS (1,16 &17) definition ofan asset and the recognition
criteria should be extended and modified in order to encompass more characteristics that can
take into consideration the distinctive nature of the governmental assets which are not
comparable to the private sector. For instance, the following modification and changes should
take place:
If the term "economic benefits" or the term "service potential" or both concepts is/are
used, the chosen term should not be confined to only generation of cash inflows but to
comprise the delivery of services, goods and programs. Basically, the chosen term should
be used with a broader meaning to comprise the generation of net cash inflow and
provision of goods and services in order to allow for more space to recognize the assets
which do not generate net cash inflow;

-

-

The term "service potential must be controlled by the reporting entity as at the reporting

date" requires further study and research to take into consideration the specific nature of
the natural resources which governments find difficult to control; and
Finally, the second half of the recognition criteria also requires further research to remove
the ambiguity around the measuring ofthe value of the governmental assets.

Different studies have been conducted for identification and classification of the
governmental assets (see for example, IFAC 1995-study 5, IFAC 2002 (Transitional
Guidance), IFAC 2000 Study 11, FASAB 1995, also, Scheid, Lande and Bac, 5th CIGAR
Workshop-Speyer October 2000, IPSAS 16 and17,(2004)). Based on these studies, the
government physical assets can be classified as follows:
-

Physical assets - Property, equipment and plant.
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-

Physical assets -Infi'astructure assets. examples of the infrastructure assets are:
- sewer
systems;
- road net works including bridges, kerbs, channels and
footpaths;
water supply systems;
-

drainage systems;

- communication net works;
- flood control
works;
power supply systems; and
- recreation reserves.

-

-

Physical assets - Heritage assets. examples ofthese assets are:
- monuments;
- art and museum collections;
- wilderness;
- battlefields; and
buildings designated for preservation;
Physical assets - De»se assets: Examples of these assets are:
military hardware; and
defense equipment such as tanks, planes and military airport.
Physical assets Community assets: examples of these assets are:
- parks; and
- historic
buildings.
Physical assets - Natural resources: Example ofnatural resources are:
-

-

-

-

- forests;

- farmland;
- fish stocks;
- water for electricity generation;
- petroleum; and
- mineral
deposit.
Herein, we do not intend to discuss the above-stated assets as this has already taken place by
different organizations and jurisdictions such as IFAC. But what we intend to discuss here is
to what extent the adoption o f accrual accounting in the public sector creates di fficulties
related to the recognition and valuation of the governmental
assets. In fact, the
aforementioned classification of the governme
ntal assets has raised the following difficulties
(or issues):
Which of the above-stated assets can be regarded as an
asset, and hence be
reported/recognized in the balance sheet?
Which of the above-stated can be regarded as an asset, neverthele
ss, can not be
reported/recognized in the balance sheet?
Should, in case of not recognition of an asset, information about this asset be provided in
the supplementary reporting?
- Regarding the assets that can be reported in the balance sheet, according to which value
should they be recorded?
- Can the natural resources be considered as an asset whether the governm
ent can control
them or not?
To what extent the IASB and IPSAS definition of assets and
recognition criteria are
relevant to the public sector?

So it is clear that the adoption of accrual accounting in the public sector creates difficulties
(issues) which have been used as an argument to oppose its adoption. However, these
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difficulties can, to some extent, be overcome by using the experience ofthe earlier adopted
accrual accounting countries, especially, New Zealand, Australia and the UK. Also IFAC has
issued different studies and IPSAS,s which can also assist in the recognition and valuation of
these assets.

5.4.3

How far should the recognition of liabilities go? For example, should it include
the commitments that are not treated as liabilities?

The adoption of accrual accounting in the public sector will require the recognition of the
short and long-term liabilities. While options exist with respect to some of the specific
characteristics that both short and long-term liabilities should possess, the short and long-term
liabilities only arise as a result of past transactions or events. Therefore, under full accrual
accounting a distinction is made between future commitments and present obligations. The
full accrual accounting does not acknowledge that a decision to acquire assets in the future or
the placing o f an order for those assets creates a present obligation, but it acknowledges that a
liability would normally arise only when the entity had acquired the assets and was obliged to
pay for them or was unable to cancel the order without suffering a significant penalty (IFAC,
1993). This means that the adoption of accrual accounting in the public sector will not
recognize the commitments that are not treated as liabilities and hence it will not meet all user
needs. Whereas the provision of information about the government's commitments is useful
for users because it gives an appreciation of the extent to which the government's resources
are already committed to meet certain obligations in the future. As such, the information is
useful in understanding and assessing the government's future revenue requirements and,
thereby, the constraints that already exist with respect to the government's future activities
(IFAC, 1995). Furthermore, in the Federal Government Reporting Study undertaken jointly
by the office of the Auditor General of Canada and the United States General Accounting
Office (FGRS Study), almost all users (which include legislative users, citizens, media, policy
analysts, special interest groups, government planners and managers, economists, corporate
users and lenders and security dealers) said that future-oriented information on social
programs was useful. They said that such information was necessary in assessing future
borrowing requirements and taxation levels and for the resulting impact on the economy, the
long-term viability of social programs; and policy options available to control or reduce
spending or deficit levels (IFAC, 1995).

This may raise another question: considering the fact that the information about
government's commitments is important: ShouW the government's commitments be
recognized in the financial statements or, should they be disclosed only by a way of note?

The New Zealand Public Finance Act 1989 defines the commitments as future expenses and
liabilities to be incurred on contracts that have been entered into at balance date. This means
that the commitments do not meet the liability definition and recognition criteria. IPSAS 1,
paragraph 6, defined liabilities as follows:
Liabilities are present obligations of the entity arising from past events, the settlement of
which is expected to result in an outjlow from the entity of resources embodying economic

benejits or service potential.
In addition, IPSAS 19, Paragraph 22, establishes recognition criteria for provisions. A
provision is recognized as a liability when:
(a) an entity has a present obligation (legal or constructive) as a result of a past event;
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(b) it is probable that an outflow of resources embodyingfuture economic benefits or service

potential will be required to settle the obligation, and
(c) a reliable estimate can be made of the amount of the obligation.
I f these conditions have not been met, no liability should be recognized. Accordingly, the
recognition of the government commitments in the financial statements as liabilities will
open the door for a deliberate manipulation and create many problems. This is simply
because the accounts would record, as an expense, an item which is only supported by the
issue of an order. There is generally no legal liability incurred and the order could easily be
cancelled. lt is difficult to accept that as an expense of the accounting period in which only an
order was issued. In effect, commitment accounting provides the opportunity for managers
and for organizations as whole to contribute to general reserves at the year-end and to treat
the contributions as expenses (Jones and Pendlebury, 1984). This is in contrast with the goal
of improving the accounting system by the government, where one of the main objectives of
improving the governmental accounting system is to diminish/reduce the manipulation.

Notwithstanding, the information about the government's commitments is important, its
recognition as liabilities in the financial statements will give rise to the manipulation and
creates different problems. Therefore, this information can be disclosed in two ways as
follows:
- This information can be disclosed in a separate statement called "statement of
commitments". Herein, the commitments should be identified by type, segregated
according to capital and operating commitments, as well as by function. For Example, The
New Zealand Treasury requires that Commitments should be classified as:
- Capital commitments:
aggregate amount of capital expenditure contracted for
but not recognized as paid or provided for at period end.
Non-cancellable operating leases with a lease term of more than one year. These
should be classified into liabilities due under the lease in the following periods:
-

•
•
•
•
-

Other non-cancellable commitments: these may include consulting contracts,
cleaning contracts and ship charters. These should be classified into liabilities due
in the following periods:

•
•
•
•

-
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not later than one year;
later than one and not later than two year;
later than two and not later than five years; and
later than five years.

not later than one year;
later than one and not later than two year;
later than two and not later than five years; and
later than five years.

This information can also be disclosed by a way of note. As it is the case of Australia, the
general financial report of a government shall disclose, by a way ofnote, capital
expenditure commitments which have not been recognized as liabilities in the statement of
financial position.

5.5 Conclusion
While the potential returns from the transition to accrual accounting are substantial, so too are
the consequences of the transition failure. Accordingly, this chapter has raised and dealt with
the key practical and conceptual transitional problems and the difficulties that can emerge as a
corollary of the transition to accrual accounting in the public sector. In reality, all these
problems and difficulties deserve to be profoundly studied and researched before the actual
transition to accrual accounting in the public sector starts. In addition, this chapter has
attempted to discuss the means of handling these problems and di fficulties. The means of
tackling these problems are presented in the framework of common solutions, which require
further research in order to be suitable for the specific circumstances of each country.
In addition, it has been demonstrated that both practical and conceptual transition problems
and the difficulties have for considerable part resulted in the government's lack ofenthusiasm
to pursue the development of accrual accounting in the governmental sector. Hence, the
significance of this chapter is that it casts light upon the obstacles and impediments that
preclude the transition to accrual accounting in the public sector. In other words, it has
exposed the transition barriers whether they are practical barriers or conceptual barriers. In
addition, it has highlighted the difficulties that can arise as a consequence of the transition to
accrual accounting in the public sector. In this context, it is inferred that in order to avoid the
misinterpretation of the meaning of reported deficit, the governmental entities financial
statements and the consolidated financial statements of the whole government should be
prepared and presented on unified and consistent accounting policies. It has also been inferred
that the assets definition and recognition criteria of assets should be amended to take into
consideration the nature and characteristics ofthe governmental assets.

Yet, it is revealed that most ofthese problems and difficulties are to a great extent common
for both developed and developing countries. In reality, this is due to the fact that government
accounting whether in the developed countries or in the developing countries has not yet
received the studies it warrants, as the government accounting field was a vastly neglected
area in the accounting field in most of the developed and developing countries. In spite of the
fact that the last two decades have seen an increasing interest in the study of government
accounting and budgeting, there remains considerable scope for further work.
Finally, the recognition of the transition problems in an earlier step is substantial as the
transition problems can have a huge impact on the requirements of the transition process.
So based on the practical and conceptual transition problems which are presented in this
chapter, we will make an attempt (in chapter six) to develop a Basic Requirements Model
(BRM) for successful transition to accrual accounting in the public sector.
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Chapter 6
Basic Requirements Model for Successful Transition to Accrual
Accounting in the Public Sector
6.1 Introduction
The practical and conceptual transition problems, which have been presented and tackled in
the previous chapter, have demonstrated that the transition to accrual accounting in the public
sector is not an easy task and its implementation encounters several major barriers and
impediments. In fact, the transition to accrual accounting requires numerous actions and
collaboration of a set of factors to create conditions appropriate for the transition process.
This
means that the transition to accrual accounting entails a series of administrative and technical
efforts that demand a large mobilization of human and economic resources. Besides, when
deciding to adopt accrual accounting in the public sector, priorities should be set up to ensure
success in its adoption. Namely, an adequate infrastructure should duly be
built up to ensure
the successful transition to accrual accounting. Luder and Jones (2003) argued that a rush
towards reform must be cautioned against. Careful conceptual and technical
preparation is
indispensable for minimizing problems and failures. Therefore, in this chapter we will make
an attempt to develop a Basic Requirements Model (BRM) for successful transition to accrual
accounting in the public sector. This model will specify the basic requirements that should be
available if a certain country confirmed its intention to adopt the accrual accounting system in
the public sector.

However, the aim here is not only to successfully implement a new accounting system but
a climate fit for attaining tangible benefits from this system in the real world.
Accordingly, the Basic Requirements Model will not focus only on the implementation
requirements but also on the culture and related changes that are deemed to be necessary in
terms of achieving tangible benefits (from the transition process) in the improvement of the
public sector performance. Namely, it deals with the requirements in a broader view rather
than a narrower view.
also to create

1n addition, it will be discussed if this model can be used for both developed and developing
countries or the developing countries need other basic requirements that are not required for
the transition to accrual accounting in the public sector of the developed countries. Basically,
we will examine to what extent the transition requirements of accrual accounting in the
developing countries are dilferent from that of the developed countries. Once we find that the
basic requirements of the transition to accrual accounting in the public sector o f developing
countries are different from that of the developed countries, the
Basic Requirements Model
(BRM) will be modijied to comprise the additional basic requirements that are deemed to be
necessary for the successful transition to accrual accounting in the public sector of the
developing countries.
So the primary aim of this chapter is:
- to develop the Basic Requirements Model for successful transition to accrual

accounting in the public sector; and
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-

to research to what extent the BRM can be used for both developed and developing
countries. So the main aim is to examine to what extent the transition requirements
of accrual accounting in the developing countries are different from that ofthe
developed countries. Accordingly, the further modifications of the BRM to satisfy
the requirements ofthe developing countries will be discussed.

6.2 Review of the literature
During the past two decades some countries (such as the UK, New Zealand and Australia)
have made significant reforms in their public sector. These reforms have been made whether
to face economic crisis or to meet the challenges that increased globalization has brought. For
example, Ball (1994) has argued that the economic and fiscal position faced by the incoming
government in October 1984 was sufficiently serious to require significant economic reform.
One element of the economic reform was public sector reform. The main objectives of the
public sector reform are 1 - encouraging a culture of performance; 2- making the public sector
more responsive to the needs of government (Boxall, 1998).
This reform is being implemented by an integrated package of reforms: financial, public
service and workplace relations. The key components of the financial reforms are (Boxall 98):
- preparation ofaccrual based whole-ofgovernment financial statements;
introduction of accrual based budgeting;
increased use of market based and financial management improvement tools; and
introduction of streamlined, principles-based financial legislation.
So one of the main public sector reforms is the introduction of accrual accounting in the
public sector. Accounting researchers have highlighted possible implications of the transition
to accrual accounting in the public sector (see for example, Ball, 1994, Parker, 1993, Pallot
and Ball, 1996, Guthrie, 1998, Warren IFAC, 1996, Richardson IFAC, 19 97, Goldman and
Brashares, 1991, and Miah, 1991), and the accounting role in organizational and social
changes (see Hopwood, 1984, and Ryan, 1998). However, the research in accrual accounting
is still very limited and there remains considerable scope for further work. Guthrie (1998) has
argued that despite the increasing appeal of accrual accounting and its broad ranging
implications for the role and functioning of public sector accounting systems there has been
comparatively little study of its application and consequences for the wider community. The
literature is dominated by official style publications from the profession (AARF/PSASB,
1990 and 1994; Mackintosh, 1992) and central agency promoters of accrual accounting
reforms (Finance Dept., 1992, 1994a and 1994b; McPhee, 1993 and Mellor, 1996) in many
cases without reference to problems and issues which might occur.
Yet, in spite of the magnitude and consequences of the accounting reform there has been little
sustained research into:
- In what way accrual accounting has successfully been adopted in the public sector;
- What the related changes are;
What kind of support it needs;
- To what extent the accounting profession and academics can sustain the transition to
accrual accounting;
- The existence ofcollaborated factors behind the transition process;
- What factors influenced the adoption decision;
- The consequences that can be obtained from the transition process in the real world; and
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-

The existence of striking differences between the developed and developing countries
concerning the transition requirements to accrual accounting.

While the current government accounting literature provides some disparate explanations of
the factors that can preclude or support the transition to accrual accounting in the public
sector, it provides no clear transition framework within which to create conditions
appropriate for its introduction and to put it into practice.
1n 1992 Professor Luder developed and published the Contingency Model of Government
Accounting Innovations. This was an attempt to explain the transition from traditional
government accounting to a more informative system. A more informative system performs
two functions: it supplies comprehensive and reliable information on public finance, and it
provides a basis for improved financial control of government activities (LOder, 1992).
Chan (1994) pointed out that the Contingency Model (1992) was not
explicit about what
constitutes a more informative system. It may, however, be inferred that such a
system would
call for full disclosure of a government's financial condition and performance, measured
under the accrual basis of accounting.
The basic Contingency Model identified a set of contextual and behavioral variables that were
found to be potentially relevant in explaining the outcome of the governmental accounting
innovation process (Monsen and Nasi, 1998). The contextual variables
comprise:

1- stimuli;

2- characteristics of social environment (structural variables external to the government);
3- characteristics ofthe politico-administrative system (internal structure
variables); and
4- implementation barriers.
It was assumed that the first three types of contextual variables would positively influence the
attitudes and behavior of users and producers of government financial information. A
combination of conducive contextual conditions and favourable attitudes/behavior would
facilitate the innovation process. Nevertheless, implementation barriers could nevertheless
prevent a successful outcome (Chan et al., 1996b, Monsen and Nasi, 1998). Herein, successful
outcome means the transition to a more informative public sector accounting system.

Although Luder's Contingency Model (1992,1994) has attempted to explain why
governmental accounting innovations have taken place in some countries and not in others, it
failed to generate answers to such questions as:
- How can we create conditions appropriate for successful transition to a more informative
public sector accounting system?
- How can we overcome the implementation barriers?
- How can we convince the other to accept the new accounting system?
Can the existence of stimuli (driving forces for change) be considered as a sufficient
condition for implementing the changes?
- What is the significance of making the change decision for the whole innovation
process?
So in connection with the earlier mentioned literature, we see that the Contingency Model
describes how the environment factors have influenced the introduction of accounting
changes but does not also provide a clear transition framework within which to create a
climate fit for the successful transition to the new informative system.
Furthermore, it has been argued that even though innovations are the focus of the contingency
model, the process of innovation has remained mostly like a black box. Studies have tended to
view innovations as an identifiable event rather than subsequent implementation along with
the consequences of adopting the innovations (Monsen and Nasi, 1997). Correspondingly, we
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attempt to develop the Basic Requirements Model which goes a step further in researching
how to bring the innovation from an identifiable event to the implementation stage and in
showing the consequences that can be obtained from the transition process in the real world.
Accordingly, this chapter attempts to fill a gap in the literature by creating a clear transition
framework.

6.3

Basic Requirements Model for successful transition to accrual
accounting in the public sector

6.3.1 Overview and Assumptions
This section proposes a model that specifies the basic requirements that should be available if
a certain country confirmed its intention (decided) to adopt accrual accounting in the public
sector. Principally, it brings the government's attention, from the outset, to the changes and
factors that should be made simultaneously and coordinated if it wants to adopt the accrual
accounting system in the public sector in an ellicient, €#ective and economic way, to attain the
ta,get ben€lits from that adoption and to avoid the problems which can emerge if these factors
or one of them have not been taken into consideration. Moreover, it evolves a clear transition
framework that can assist in overcoming the transition barners.
The Basic Requirements Model agrees with the Contingency Model (Luder, 1992) that there
should be at least one stimulus (driving force) for the accounting changes. The driving forces
of government accounting changes can be one or more of the following stimuli:
Financial problems;
Financial scandal;
- Corruption and fraud;

- Globalization;
-

Dominating doctrine;
Economic crisis; and
Change agent.

However, irrespective of what the driving forces (stimuli) for the accounting changes are, the
role of the basic requirements model starts after the government has taken a decision to make
these accounting changes. However, we see that the decision to adopt accrual accounting in
the public sector is the starting point of the basic requirements model. Because it can happen
that there is a strong stimulus for the accounting changes but the government does not take
decision to reform the accounting system. Such an example is, (Luder, 1994) the financial
situation of the public sector of Italy with a public debt that exceeds GNP (107,7 % IN 1992).
One would expect this to result in a strong stimulus for government accounting reform aimed
at better financial control of government and securing administrative efficiency and
effectiveness, but this did not happen. Therefore, the government's decision to make the
accounting changes is of fundamental importance for the basic requirements model. On the
other hand, we would like to see how the government can come to the adoption decision, or to
answer the question of James Chan (1996b): what factors influenced the adoption decision?
Herein, we can indicate some factors that can affect the adoption decision:
public
1) anticipated consequences (benefits) from the transition to accrual accounting in the
sector;

2) anticipated costs of the transition process;
3) capability of a country to perform these changes, where not all countries are able to
perform changes;
4) complexity ofthese changes;
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5) dependency or independence of the changes; in other words, whether the change process
can be carried out alone or it depends on
carrying out other changes;
6) to what extent the government encourages management performance,
7) materiality of the accounting changes for the rest of the public sector elements;
8) transition barriers; and
9) the degree

of government's willingness to accept the change.

In fact, the Basic Requirements Model (BRM) has been developed, by reviewing the
accounting literature, through an intensive study of the New
Zealand, UK and Australia
experiences concerning the transition to accrual accounting in their public
sector and based on
the practical and conceptual transition problems of accrual accounting in the public sector
that
have been dealt with in the previous chapter (chapter
five). Consequently, we can derive the
following assumptions that represent the cornerstone of the Basic Requirements Model:

1- The more correspondent the public administrators' culture with the culture upon which the
governmental accounting system is premised, the more easily change occurs. In other
words, the accounting change in the public sector entails parallel culture change in the
public administration system, in particular at departmental
level, which in turn assists in
sustaining the adoption of accrual accounting. Accordingly, the transition to accrual
accounting in the public sector without taking into consideration the related culture
changes in the public administration system will not achieve the target
benefits from that
transition;
2- Support from leaders in the public sector, both political
(at executive and legislative level)
and bureaucracy, is a key factor in the successful transition to accrual accounting
in the
public sector;
3- The professional and academic bodies (advisory bodies) support can play an essential role
in facilitating the transition process by development of accounting standards and practices
consistent with the public sector context;
4- An intensive communication strategy is a key factor in conveying a common
understanding of the key principles of the accounting changes to politicians and all other
members who will participate in the transition process;
5- Willingness and qualifications of the staff required to develop and implement the
accounting changes are critical for the successful transition to accrual accounting in the
public sector;
6- Consultation and co-ordination with the governmental entities that will implement the
accrual accounting system is fundamental to obtain comments and suggestions from the
primary sources for the required improvements and to be well posted with their
own
internal problems and constraints that may preclude the successful transition to accrual
accounting. In reality, consultation and co-ordination is an essential step for central
guidance accounting changes;
7- Budgeting o f adoption costs is critical in determining the volume of the financing required
for the whole transition process and will assist in overcoming the future financial
problems, which considerably deter the transition to accrual accounting;
8- Overcoming and tackling ofspecific accounting issues in the initial phase, such as assets
identification and valuation, assets register, identification of
reporting entity and its
boundaries and opening balances, are of fundamental importance for facilitating the
transition process;
an appropriate information technology capacity is a booster for successful
transition to accrual accounting;

9- Building
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10- The more correspondent the basis on which the budget is prepared with the basis of
accounting utilized is, the more easily change occurs. In addition, unless the budgeting
system is on the same basis as the accounting system, the scope of mismanagement and
loss of financial control are considerably enhanced; and
11- Taking into consideration the above-stated factors will assist to a great extent in
overcoming the transition barriers that inhibit the process o f transition.
Based on the above-mentioned assumptions, it can be concluded that the successful transition
to accrual accounting in the public sector and attaining the target benefits of that transition
demands efforts of different parties to create conditions appropriatefor its implementation
and to put it into practice. Basically, there is a need for a set of factors and changes that can
support and justify the transition to accrual accounting. These factors and changes can be

reflected in the following equation:

AC(ps) = f(MCC+PBS+PAS+CS+WC+CC+BAC+SAI+ABC+ITC)
Where:
AC (ps) = Accounting Changes (transition to accrual accounting in the public sector (ps))

f

= function

MCC

= Management

PBS

=

PAS
CS

=

= Communication

WC
CC

=

BAC

=

SAI

=

ABC

=

ITC

= Information

Political

Culture Changes

(internal

and Bureaucracy Support

management changes/ NPM);

(political support includes

both legislative

and executive);
Professional and

Academic (advisory) Support (in

the accounting field);

Strategy (includes booklet, journal, conferences, seminars, etc);

= Willingness to Change

(staffmotivation, will, and training and qualification);
Consultation and Co-ordination (an essential step for central guidance

accounting change);
Budgeting of Adoption Costs (for the whole transition period);
Tackling of Specific Accounting Issues (assets identification and valuation,

assets register, reporting entity, opening balances, etc.);
Accounting and Budgeting Consistency (integration); and
Technology Capability.

However, the transition from the traditional governmental accounting system to the accrual
accounting system can be better understood in the light of the following factors:
- Explanationfactors: they explain how and why the change process has taken place in some
countries and not in others; what are the factors or variables underlying the change process
while it takes place. In fact, explanation factors determine the variables that would explain the
variation among countries; why do nations differ in their governmental accounting systems.
- Transitionfactors: they specify the factors that are required to bring the change process into
practice or to carry out the change process in the real world. In other words, to create
conditions appropriate for the introduction of accounting changes and for putting them into
practice.
The Contingency Model has highlighted the explanation factors (explanation framework)
whereas the Basic Requirements Model casts the light on the factors (transition framework)
that facilitate the transition process. Then there is a relationship between the two models, as
the understanding of the explanation factors can assist to a great extent in identifying the
transition factors which in turn ensure successful transition to accrual accounting in the public
sector. Consequently, one can infer that the Basic Requirements Model complements the
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Contingency Model, where the transition process can fully be understood in the light of the
contents ofthe two models. So the relationship of the two models can be reflected as follows:
Explanation factors assists in identifying

, transition factors

facilitate

4

Successful transition

Even though the two models are complementing each
other, there are several differences
between them. The differences are briefly described below:

- Contingency Model:
- the main purpose of this model is to explain why government accounting innovations
took

place in some countries and not in others;
- this model is confined to industrialized and democratic countries;
- it is a descriptive model (what is);
- it does not show the possibility of overcoming the implementation
barriers;
- in addition, the consequences of the innovation process are not included in this model; and
- it has been argued that consequences ofthe innovation should be added to the
model, that
is, researchers should be concerned with what differences the innovations make in the real
world (Jaruga and Nowjak, 1996).

- Basic Requirements Model:
- the main purpose of this model is to specify the basic requirements that should be available
if a certain country confirmed its intention (decided) to adopt accrual accounting in the public
sector;

- it is not only confined to the industrialized and democratic countries but it also includes the
countries that are economically less developed and/or with another democratic political
system.;

- this model is a normative model (what ought to be); and
- finally, it provides a clear transition framework within which to reduce or to overcome
the
transition barriers and includes the consequences of the accounting changes to show what
differences the transition to accrual accounting in the public sector make in the real world.

6.3.2 Elements of the Basic Requirements Model:
The Basic Requirements Model consists of the following elements after some stimuli have
taken place:

- Stimulus ( driving force)
- Reform decision (this is the starting point of the basic requirements model)
- Basic requirements:
Management Culture Changes (internal management changes);
- Political and Bureaucracy Support (political support includes both
legislative and

executive);
- Professional and Academic (Advisory) Support (in
accounting field);
- Communication
Strategy (which includes booklet, journal, conferences, seminars, etc);
- Willingness to Changes (staffmotivation, qualification, will and training);
- Consultation and Co-ordination (with the governmental entities that will
implement
accrual accounting). This is an essential step for central
guidance accounting reform;
- Budgeting of Adoption Costs (for the whole transition period);
- Tackling of Specific Accounting Issues (assets identification and valuation, assets
register, reporting entity, etc.);
- Accounting and Budgeting Consistency (integration); and
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-

Information Technology Capability.

- The result is: successful transition to accrual accounting in the public sector
- Consequences ofthe successful transition to accrual accounting in the central government
are: (see chapter 4)
- improving financial
-

reporting of the government;

presentation ofthe financial position of the government;

- improving performance measurements;
- providing the total costs of the government programs and activities;
improving financial transparency; and
- better assets and

liabilities management.

In addition to the above-mentioned elements, the Basic Requirements Model will also
indicate the most important cost elements that are required for the transition to accrual
accounting in the public sector:
- Proposed cost elements of the transition process: (see chapter 4)
- staff training and developing accounting policies;
- system changes;
- campaign costs;
- management involvement; and
- identifying and valuing assets costs.

As it is obvious from the aforementioned equation and elements, the basic requirements
model encompasses a dependent variable and independent variables: the dependent variable is
the successful transition to accrual accounting in the public sector. The independent variables
are: stimuli, decision and the basic requirements that are mentioned above. In addition, in
order to develop the Basic Requirements Model in a systematical and logical way, the
following questions are relevant:

- From the drivine forces for the accountinH chanees (stimuli'I to the adoption decision:
Assume that there is a stimulus for the accounting changes and a state should make a decision
to introduce the accounting changes. On the other hand, in order to make decision,
information is needed that can be used as a basis for making that decision:
1- What kind of information can be used as a basis for making a decision about the adoption
of accrual accounting in the public sector?
2- What are the ways in which a state can collect this information?
3- What are the factors that can influence the adoption decision?

- From the adontion decision to the transition phase:
If the state has decided to adopt accrual accounting in the public sector, what are the transition
factors?

- First:
- What are the related changes?
- To what extent are these changes important?
- Can these changes be considered as a condition for the successful transition to accrual
accounting and attaining the target benefits of that transition?
-Second:
- Does its adoption need support?
If yes·.

-

What kind

of support does it need?
183

- Does it need political support at legislative and executive level?
- Does it need bureaucracy support?
- Does it need professional and academic (advisory) support?
And:
- To what extent is this support necessary?
- Can this support also be considered as a condition for the successful transition to accrual
accounting?

-Third:
- Who is going to implement accrual accounting?
- To what extent are they qualified, trained and ready to implement it?
- Are they motivated and willing to make the changes?
- How can we avoid the resistance to change?
-Fourth:
- How can we convince the politicians and other parties to accept a new system?
- Does this demand a communication strategy?
What are the contents of this communication strategy?
- Fifth.
- Are the consultations and co-ordination with the governmental entities, which will
implement accrual accounting, necessary?

-

-

To what extent can this consultation and co-ordination assist in overcoming the transition
barriers?
To what extent are the consultation and co-ordination required for performing centrally
guidance reform?
Sixth:
To what extent the initial costs need to be clearly identified and budgeted for?
Can the governmental entities manage the changes within their existing budget or require
additional budget?
In the light of this, in how many years can we implement the accrual accounting system?

- Seventh:
- Are there specific accounting issues that should be tackled before starting with the real

transition to accrual accounting? If yes:

-

What are these accounting issues?
- Eighth: as a result of the close relationship between the accounting and budgeting system in
the public sector:
Should there be a consistency (integration) between the budget and accounting basis?
- Is this consistency relevant?
- Ninth:
- To what extent is the information technology capability required for the transition to
-

accrual accounting?
- Tenth:
What are the consequences of the transition to accrual accounting in the public sector?
Based on the previously mentioned equation, elements, the dependent variable and the
independent variables and the questions, the Basic Requirements Model can be depicted as

follows:
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Stimuli:
-

Financial problems;

- Financial scandal;
- Corruption and fraud;

- Dominating doctrine
- Economic crisis; and
- Change agent.

Reform
Decision

Transition

Framework
Political &

Consultation

Management

Culture

Bureaucracy
Support

&
Co-ordination

Change

(Central Guidance)

Budgeting
of Adoption

Tackling of Specific
Accounting Issues:
- Assets identification

&

Parallel

./

V
Professional
Academic

(advisory)
Support

&

Costs

Simultaneously

- Assets register
Reporting entity
Opening balances, etc.

Information
Technology
Capability

Willingness
To Change
Communication
Strategy
Accounting and
Budgeting

1 4

Consistency

Result:

Overcoming of the Transition Barriers:
- Legal barriers; - Staff
qualification; - Bureaucratic
management culture; - Lack of internal consistency;
- Size ofjurisdiction.. etc.

Successful

Transition to

D Accrual
Accounting in the
Public Sector

1
Consequences: 1- Improving the financial reporting 2- Improving financial measurements
3- Presentation of financial position of government
4- Better assets and liabilities management.

Proposed cost elements: 1- System changes 2- staff training 3- Campaign cost
4- management involvement 5- identification and valuation assets cost.

4

Basic Requirements Model for successful transition to accrual accounting in the
public sector of developed countries
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Principally, BRM focuses on the transition factors (transition
framework). However, we have
added one of the decision factors to the model which is the consequences
(benejits) ofthe
transition to accrual accounting to show what differences the transition to accrual accounting
in the public sector make in the real world. In addition, to avoid the cnticism of Jaruga and
Nowjak to the Contingency Model, it has been argued that consequences of the innovation
should be added to the model, that is, researchers should be concerned with what differences
the innovations make in the real world (Jaruga and Nowjak, 1996). Therefore, the following
section will focus only on the transition framework.

6.4 Discussion of the Basic Requirements (Transition Framewor
k)
This section discusses the Basic Requirements and Ingredients that will contribute in creating
a climate fit for the successful transition to accrual accounting in the public sector and in
justifying the cost of that transition. Principally, the successful transition to accrual
accounting in the public sector has different dimensions. These dimensions are:

Management Culture Changes (MCC)
Are the management culture changes important in order to adopt accrual accounting in the
public sector and to fulfil the target benefits of that adoption? In other
words, to what extent
are the management culture changes required for the adoption of accrual accounting in the
public sector and for achieving the targeted benefits?

Public Administration System (PAS) has a long history in the public sector. This system
focuses on a blind- following of the instructions (especially the
in
developing countries) and a
compliance with written rules and regulations aimed at limiting discretion, it rewards
compliance and creates incentives to avoid risk, having little freedom and less accountability,
and it is a highly centralized management system. So the main feature of the
public
administration system (bureaucratic management system) is the focus on the input instead of
output. Under this system: there is no relationship between the input and the output,
hence,
the total cost of the output is not important and even it can not be obtained from this system;
managers are not completely responsible for their departments; the expenditures are more
important than the costs (expenses); there is lack of a performance measurement system; the
incentives to encourage efficiency and effectiveness are absent. Furthermore, under the
public
administration system, the role of the managers is limited to the following of the instructions,
they have no effective role in improving the efficiency of their departments and their
evaluation is not based on the following points: the output, results, total costs, relationship
between the input and the output (efficiency) and the relationship between the output and the
outcome (effectiveness).

Consistent with the above-stated public administration philosophy, the Traditional
Government Accounting System (TGAS) (cash based-accounting system) is widely used.
However, the system of funding government expenditure based on annual cash appropriations
does not provide the right incentives for public sector managers to make the best use of the
resources available nor does it encourage them to provide information on the full cost of
activities or the outputs achieved using available resources. In addition, cash-based
accounting does not provide a full and accurate account of activities, especially when capital
assets are used; it does not take accounts of future commitment or of guarantees and other
liabilities; it controls the inputs purchased rather than the output produced; and it fails to
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provide information on the government's financial condition. A cash-based system distorts
incentives by encouraging managers to underestimate the cost of programs; bid for
incremental allocations rather than evaluate the use of resources already at their disposal;
enter into unbudgeted commitments for future years; spend their full annual appropriation;
and to conceal costs by promoting non-cash resources and interventions, such as tax
expenditures and regulations (Schick :http.www.ssc.govt.nz/Spirit/Transforming.asp).
Accordingly, the available information is limited and there is a limited scope to use this
information. Then, improving the financial information (as a result of an adoption of accrual
accounting in the public sector) has no or little meaningful value under the above-mentioned
public administration system, as this information may not be used as it should be, or the scope
which is available to use this information is very limited. In fact, the use of accrual accounting
will provide information on the total costs of the output and it assists in measuring the
performance in terms of efficiency and effectiveness and assessment of results. On the other
hand, the information on the outputs, results, efficiency and effectiveness is not required or
they are not the main focus under the public administration system. Warren (IFAC, 1996), has
argued that " accounting is important and exciting when it generates information that is used
by decision makers. Conversely, without decision-makers demanding and using accrual
information, the implementation €#brt isfar less likely to succeed". Frankly speaking, the
public administrators who spent their lives to administrate rules and regulation and formalize
procedures are not accustomed to using improved information. Consequently, the transition to
accrual accounting in the public sector will provide superfluous information that will not be
used and the costs of generating this information can not be justified. Hence, the target
benefits from the accounting change will not be achieved under the public administration
system (PAS). So logically, before talking about the production of improved information, we
should firstly create the scope, which allows for using this information and to find the right
person who can etticiently and ellectively use it (Ouda, 2003).
On the other hand, the shift from input-based budget to output-based budget requires the
determination of the output that will be used as a basis for allocating the appropriations. In the
context of the public administration philosophy, this output is not determined and it is also not
known who is going to determine this output. Basically, the determination process of the
output is originally technical and management issue more than accounting and budgeting
issue; namely, the management (operationally and politically) is essentially responsible for
specifying the output. Similarly, before we talk about the shift from input to output-based
budget. we should firstly specijy this output (Ouda. 2003) Consequently, any change in
accounting and budgeting system can be justified as a result of its contribution in fulfilling the
target benefits from that change.

Therefore, the government should shift from the public administration system (PAS to the
public management system (which is called New Public Management (NPM)). The latter
focuses on output instead of input, increasing the individual responsibility, giving the
managers extensive discretion in the use ofresources, measuring the performance in terms of
efficiency and effectiveness. Besides, the evaluation of the managers is based on the results;
and it is a decentralized management system. Keeling (1972) distinguished administration
from management. He characterized administration as being associated with time-intensive,
risk-avoiding behaviour which focused on adherence to procedure. It was also associated with
long organizational hierarchies and limited delegations. By contrast he characterized
management as being associated with short (flat) hierarchies, maximum delegation, and timesensitive and risk-accepting behaviour, the focus on results, not procedures (Ball, 1989).
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Aucoin (1990) has argued that" the very term "Management" is one that derives from private
experience denoting as it does a concern from the use of resources to achieve results in
contrast to the assumed focus of"Administration" as the adherence to formalized processes
and procedures". Public sector bureaucrats in this companson are perceived essentially as
administrators o f rules and regulations and thus are considered inferior to their private sector
equivalents who "manage their organizations to achieve results (Holmes&
Shand, 1995).
Furthermore, OECD Member countries have distinguished a number of key features of the
public management reforms: (OECD 1995:28)
Devolving authority, providing flexibility;
Ensuring performance, control and accountability;
Providing responsive service to citizens;
Developing competition and choice;
- Improving the management of human resources;
Exploiting information technology;
Improving the quality of regulation; and
Strengthening steering functions at the center.
Public management means, in short, the focus on performance in terms of efficiency and
effectiveness rather than compliance with rules and regulations, greater confidence in market
mechanism, and linking resources with results. In addition, public management has often been
described as " Let the managers manage" and "Make the managers manage", and it
aims to change the incentives acting on managers so that they support the changing process
rather than oppose it. Essentially, public management is grounded on a simple principle:
managers cannot be held responsible for results unless they have freedom to act, that is, to
spend and hire within agreed budgets as they see fit, to make their own choices respecting
office accommodation and other purchases to run their organizations free of ex-ante control
by outsiders (Schick :http.www.ssc.govt.nz/Spirit/Transforming.asp)

As it is apparent from the above stated, the main feature ofpublic management is the greater
emphasis on efficiency and effectiveness. In order to attain a greater level ofthe efficiency
and effectiveness it is necessary to develop the accounting system (through the introduction of
Accrual Accounting (AA)) which provides the required information for measuring the
performance in terms of efficiency and effectiveness. Accounting as an information system
plays an important role in whatever reform process any organization would want to undertake.
From the UK, Australia and New Zealand experiences, it has been found out that the
transition to accrual accounting in the public sector was a response to the management
changes. Yet the UK researchers (for example, Gray and Jinkins, 1986 and Humphery et al,
1993); New Zealand researchers (Ball, 1990,1992, and McCulloch, 1990); and Australian
researchers (Guthrie, 1994, Parker and Guthrie ,1990) all argue that the public sector
accounting changes are "underpinned" by a "managerialist" philosophy (Ryan, 1998). Also,
Warren (IFAC, 96) has argued that " while the demand for accrual accounting information is
likely to increase as public administration trends towards public management (NPM),

development ofaccrual information should be seen as an integral element of this reform and
not a stand-alone exercise".The management changes in New Zealand have required that the
managers should shift from processes to results and focus on the output instead of the input
and they should be completely responsible for the management of their
departments (Ball Arthur Andersen, 1994). This, in turn, requires that the managers need an accounting system
which can provide them with meaningful information about the economic resources and the
total costs of the output. This, in turn, sets forth that the management changes are very related
to the accounting changes.
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Based on the above-mentioned, we could recognize the following as facts:
1- The traditional government accounting system (TGAS) fits well with the public
administration system (PAS). Where the TGAS provide information about cash flows and
the compliance with rules, and this information is consistent with the philosophy of the
PAS.

2- An informative accounting system (Accrual Accounting AA) fits well the new public
information.
management (philosophy) system (NPM) which requires improved
3- The use of TGAS with the NPM willlead to lack of information.
4- The use of AA with PAS willlead to superfluity of information.
In short:

1-

234-

TGAS -t required information
AA
-* required information
of information

TGAS- lack

D PAS (Consistent)
I NPM (Consistent)

A

INPM (Inconsistent)
PAS

(Inconsistent)

AA - superfluity of information-

So it can be concluded that in case 3 and 4 the target benefits of the changes (whether they are
In addition, one of the
accounting changes or management changes) will not be achieved.
is
and
common themes for both management
accounting changes discharging of the
accountability. Accountability is closely associated with the new public management and the
adoption of accrual accounting in the public sector since enhanced accountability has been
one of the explicit aims of all management and accounting reforms. The purely instrumental
new public management view of the accountability- one that focuses on results - will promote
accountability mechanisms that pay close attention to the purpose of the public action
the basic
(Martin, 1997). The ensuing accountability mechanisms will be compatible with
ideas ofperformance management that include the task of establishing expectations of
what was achieved, the need
performance, the reporting of valid and reliable information on
to evaluate whether pre-determined expectations have been met, and the necessity to give
feedback on the performance achieved and to maintain responsiveness through positive
incentives or negative sanctions (Ormond and Loffler: http:www.clad.org. ve/ormond.html).
Accordingly, the transition to accrual accounting in the public sector will not effectively assist
in discharging of the accountability unless parallel management culture changes have also
been made.
Note that there is a strong relationship between the management changes and the accounting
isolated processes. The
changes, and the changes in management and accounting are not
failure to recognize this relationship and the interdependence between them has held back the
transition to accrual accounting in the public sector in many countries. For example, Egypt
has attempted to partly implement accrual accounting in the government accounting system

(according to the general budget act NR 53, section 12, 1973) (Z. Noufal, 1989) but this
attempt failed because it did not recognize that the transition to accrual accounting can not
succeed without making the required changes such as management changes and qualifying the
that making
persons who are going to take part in the transition process. So we can say
vice
versa, may not
accounting changes without making the required management changes or
with
be
consistent
must
changes
changes
two
the
because
those
from
fulfil the target benefits
will
reform
the
if
only
succeed
been
In
any
accounting
other.
each
argued that
addition, it has
attention of the reform-makers is focused on the consistency of accounting with other
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elements of the public government, rather than
simply on accounting alone (Eugenio
Caperchione, 1995).
Based on the above-mentioned, we can answer the two question
s that are posed in the
beginning of this section. Herein, we can say that without making internal
management
changes in the public sector departments, which
focus on the output instead ofthe input, and
on a more strategic or results-oriented
(efficiency, effectiveness and service quality)
to decision-making, on the linking of resources with results, and on the replaceme approach
nt of a
highly centralized management system by a decentralized management environment; the
transition to accrual accounting in these
departments has no or little meaningful value. Where
the improved information that is produced by an accrual accounting system
may not be used
as it should be. Therefore, the management culture changes can be considered
as a
cornerstone for the successful transition to accrual
accounting in the public sector and
carrying through the target benefits that are aimed from that transition.
However, it has been
argued that the adoption of New Public Management
(NPM) requires the adoption of accrual
accounting, whereas the adoption of accrual accounting does not require the
adoption of
NPM. It should be clear from the outset that whilst technically it may be possible to adopt

accrual accounting without the adoption of NPM. there is the question
as to whether this
adoption is worthwhile in terms of achieving tangible benefits in the improvement of
the
public sector performance. Ellwood and Wynne (2003) have also argued that accrual
accounting should not be considered in isolation, but as part of a package of reforms which
have come to be known as New Public
Management (NPM). Furthermore, it can be
concluded from the experience of different countries such as New
Zealand, United Kingdom,
Australia, and Spain that the accrual accounting system can really work in the public sector
only if parallel management changes are made, too. Should this not
take place, the transition
to accrual accounting will not have major effects on the performance of
the public sector.

Political and Bureaucracy Support (PBS)
The political support is essential and plays a vital role in making any changes in
the public
sector in any country, whether these changes encompass the public
sector as a whole or only
the accounting changes. Notwithstanding, the political support for any changes
is important
for both developed and developing countries, it is more substantial in the
developing
countries, since the developing countries are countries in which ideas moved in one direction
and practice in another. Also the political systems in those countries are often
not democratic
systems and the politicians have more power and what they want it
should be done.
Principally, they have the last word. Furthermo
re, the form of the government, whether it is a
unitary government or a coalition government, can influence the transition process
to accrual
accounting in the public sector. The unitary government can easily take
the reform decision
and could move faster and accomplish more by prescribing a course of action
than the
coalition government which it may be obliged to dilute its program to gain coalition
support
(Ball, 2000). However, the political support herein includes:
-

-

Executive bodies support ( Political executive
support - political commitment);
The legislative bodies support ( Parliamen
tary support - legal provisions);

Both of them are important in the change process and they are playing
different roles in this
process. The executive bodies are responsible for making management decision
s to carry out
the ongoing activities of the government and report to the legislative bodies concerning
financial matters. Moreover, the legislative bodies control their financial operations
and the
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departments, which are managed by them. Therefore, the role that the executive bodies can
play is necessary because they are the only official bodies that can take decisions to start and
accomplish the changing process. 7lle legislative bodies are responsible for overseeing the
activities of the executive bodies. They are also responsible for approving the budget and
approving the tax rates and for maintaining the fiscal viability of the government. In addition,
they are responsible for enactment of new acts and changing or adjusting of current acts.
These acts are essential in the change process, because they make clear the purpose and
philosophy of the changes, as well as the technicalities. In the light of this, it is desirable to
obtain the enactment of laws for any substantial accounting reforms that have to be put into
practice. Thus, the introduction of accrual accounting needs to be supported by adequate legal
provision. As practical evidence, the New Zealand government's experience has demonstrated
that the legislation of the following acts was necessary to start and to accomplish the reform
of the public sector:
- State-Owned Enterprises Act-1986;
- State Sector Act 1988;
-

Public Financial Act 1989; and

- Fiscal Responsibility Act 1994.

Ball (2000) has made clear the role that these acts have played in sustaining the New Zealand
reform process; for example, he argued that the Public Finance Act of 1989 embedded firmly
in legislation the concepts developed in the policy design stage. These included changing the
nature of appropriations from an amount of cash able to be spent on a particular program, to
an accrual-based measure of resources consumed in the production of a specific set of outputs.
The fact that the concepts were captured in the legislation signalled to departments that the
government was serious about implementing changes. Result: very little resistance to the
reforms. Furthermore, legislative bodies are one of the key users of the improved information
resulting from the accounting changes. However, the lack ofparliamentary support could in
part account for the treasury's lack of enthusiasm to pursue the further development of
performance indication under the accounting changes (Xavier, 1998).

However, it is noticed from the experience of the NZ and Australian reform that the political
commitment of both legislative and executives bodies was necessary at key points and UK
experience has also shown that political commitment on its own can be very powerful.
Furthermore, OECD experiences suggest that successful reform strategies involve ongoing
high level political and management support for reforms, providing leadership and as far as
possible consistent signal. (M. Holmes and D, Shand, 1995, p. 574). Also, the leadership of
the Minister and Ministry of Finance in initiating and sustaining the transition to accrual
accounting is very necessary. Since the regulation of accounting (such as the issuance of
detailed rules and procedures for the tax system, accounting, financial reporting and auditing)
is one of the basic functions of the Ministry of Finance. The Ministry of Finance is also
responsible for public finance, which results in its dominant influence on accounting policy,
its regulation and direction. Also Scott (1996) has mentioned the following about the NZ
reform: "while it may not have been necessary to have commitment of the Prime Minister to
the program of reform, it could not have proceeded in the face of his opposition, nor could
reform have been accomplished without the leadership of the Minister of Finance and other
key ministers involved in fiscal policy and public administration". Then, the question here is:
How can the political commitment (support) be obtained?
Generally, political leaders do not seriously tackle the root cause of their problems until the
situation approaches crisis conditions and the need for remedial action becomes evident and
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broadly accepted by the unions and the population at large (OECD, Paris, 1988). The political
commitment is obtained, either through politicians becoming aware o f a problem (awareness
of a problem can occur either by a disaster or by the persistent efforts of actors proactively
raising attention to an issue) or through a change of administration which alters the political
"
priorities (Kingdon, 1984 p. 92). Once political commitment is obtained, a "policy window
is said to open (Kingdon, 1984, P. 173)

While the political support is necessary, it is not a sufficient condition for the success of the
transition to accrual accounting in the public sector. There must also be a sustained
commitment by the bureaucracy to the accounting changes. The sustained political and
bureaucracy commitment encourages most public sector managers to welcome the change.
Bureaucracy commitment can be demonstrated by installing an incentive system that
motivates the larger bureaucracy to promote the introduction of accrual accounting and to use
the performance information following therefrom in decision making. Also there should be an
incentive system for the politicians to obtain their support. This is clear from the New Zealand
experience where the public sector reforms were ordered in such a way as to generate early
benefits to both bureaucracy and Ministers. Early in the process, bureaucrats received (in
exchange for increased accountability for the outputs) the benefits of managing their
departments without the need to comply with the extensive detailed procedural requirements.
Ministers saw the benefits through their capacity to manage the fiscal situation they faced in
preparing the 1991 budget (Warren 1FAC, 1996).
So it can be concluded that i f the political (at legislative and executive level) and bureaucracy
commitment do not exist, the transition to accrual accounting in the public sector might not be
accomplished because the transition to accrual accounting in the public sector faces different
problems on several occasions; the political support is necessary on those occasions. Hence,
the political and bureaucracy support can be considered as a precondition for the successful
transition to accrual accounting.

Professional and Academic Support (PAS) (Advisory Support)
This section discusses to what extent the role and task of the professional and academic
bodies can facilitate and support the transition to accrual accounting in the public sector.
Bear in mind that the nature of the public sector and the characteristics of its environment are
essential in determining its financial reporting objectives, and the principles and standards of
the governmental accounting should be understood in the context of the environment within
which they operate, and in view of the objectives that financial reporting is expected to serve
(Chan, 1988). This means that the government accounting system should be consistent with
the nature and objectives of the public sector whether it uses the private sector GAAP or not.
The use of the private sector GAAP in the public sector requires that these GAAP should be
adapted where appropriate to take into account the public sector context (harmonize where
appropriate and differentiate where necessary (Bac, 1995)). This entails that the accounting
principles, standards, procedures, and practices should be adapted to be consistent with the
specific nature and objectives of the public sector. Herein, the professional and academic
bodies can play an essential role through proposing accounting regulations and comment on
the accounting standards proposals and helping in improving the accounting practices and
procedures.
For proper understanding, we will present the experiences of some countries that have already
implemented the accrual accounting system in their public sector, and in order to see to what
extent the professional and academic bodies support was important to create the conditions
appropriate for the successful transition to accrual accounting:
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In Sweden, there was an attempt in the autumn of 1979 to develop the accounting system of
the government agencies. This attempt resulted in issuing the Accounting Ordinance on 1 July
1980 to regulate the agencies accounting principles. The introduction of the Accounting
Ordinance demanded administrative and technical efforts to put into practice the new
accounting regulations (United Nations, 1984). Under the terms of the Accounting Ordinance,
the National Audit Bureau had prepared supplementary instructions and guidelines for the
proper implementation of the provisions. The National Audit Bureau, in accordance with the
standard practices in the Swedish Government administration, circulated its proposal for the
Ordinance on government accounting to a number of agencies, that would have to apply the
Ordinance's provisions, and professional bodies in order to obtain comments on the proposal
(United Nations, 1984). Based on the views expressed by the agencies and the other
professional bodies, the National Audit Bureau amended the draft proposal in respect of a
number ofpoints. However, there were some exceptions from accrual accounting provided in
the Ordinance, which were applied to a majority of the agencies, allowing them to use old
methods and standards. In 1991 the Ordinance is again amended to abolish these exceptions
and is allowing the agencies to use full accrual as the general basis for accounting. The
professional bodies within and outside the public sector had played a pioneer role in
amending the Ordinance. Thus, the National Audit Bureau had benefited from the
recommendations and comments on the Accounting Ordinance and that emphasizes the role
of the agencies and pro fessional bodies in supporting the accounting changes (the
implementation of the accnial accounting in the agencies).

The experience ofNew Zealand has also shown that the NZ Society ofAccountants has
played an essential role in creating the conditions appropriate for the transition to accrual
accounting in the public sector. The NZ Society of Accountants is the only professional
accounting and standard-setting body in the country. It encompasses practice accountants,
corporate accountants, and public sector accountants. As a result of the absence of an
adequate financial accountability framework for the public sector entities, the NZ Society of
Accountants was motivated to develop professional guidelines with a view of improving the
financial control and accountability processes of public sector entities (Miah, 1991). In
August 1981 the Society of Accountants created a public sector Study Group to consider the
accounting and reporting problems of public sector entities. The society has delegated to this
Group (which was later renamed the Public Sector Accounting Committee (PSAC)) the task
of researching and preparing drafts of public sector accounting standards (Miah, 1991).
The Study Group (PSAC) has published several exposure drafts starting with the pre-exposure
draft of a proposed Public Sector Accounting Standard No. 1 entitled General Accounting
principles for Services Entities. Although the pre-exposure draft had different weaknesses, it
did provide a basic foundation for the development of the first formal exposure draft. The
latter was called EP-1: General Accounting Principles for Use in the Public Sector. While
EP-1 was an improvement over the pre-exposure draft; it also had several fundamental flaws.
This has led to the issuance of other three exposure drafts as follows: (Miah, 1991)
EP-2: Statement of Public Sector Accounting Concepts.
EP-3: Introductory Statement to the Statement of Public Sector Accounting Concepts and
Statements of Standard Public Sector Accounting Practices
EP-4: Statement of Standard Public Sector Accounting Practice No.1: Determination and
Disclosure of Accounting Policies for Public Sector Service-Oriented Activities.
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The above-mentioned exposure drafts were accompanied by Discussion Papers to promote
comment from interested parties within and outside the public sector. The recommendations
and comments of the interested parties have played an important
role in developing and
improving the exposure drafts. The exposure drafts, the discussion papers and the extensive
debate in form of conferences, seminars and workshops have resulted in that the NZ Society
of Accountants has been able to issue a Conceptual Framework, in July 1987, entitled
"Statement of Public Sector Accounting Concepts" (SPSAC). This
Conceptual framework
was the cornerstone of the accounting reform in the public sector. The above stated shows that
the NZ Society of Accountants (as a professional body) and the interested parties (including
academic) were to a great extent supportive to the reforming of the accounting system of the

public sector.
In the UK, as a result of the dissatisfaction with the use of cash accounting (especially
decisions about capital), and an increasing focus on objectives and
outputs delivered,
performance measurements and value of money (rather than input), the UK government
decided to introduce Resource Accounting and Resource Budgeting in the central government
departments. In November 1993, the Chancellor of the Exchequer announced the proposed
introduction of resource accounting to the UK central government departments.
A
consultation paper (Green Paper) in July 1994 (HMSO, 1994), specified that resource
accounting would be implemented in the majority of government departments by 1 April
1997 and in all departments by April 1998. In this Consultation Paper UK Treasury
proposed
a conceptual framework for resource accounting and resource budgeting and asked for
consultation and comment on the following points:
-

-

-

-

The draft framework of accounting principles and conventions based on the UK GAAP
and the outstanding accounting issues;
The format and scope of resource accounts, including the suggested definition of
departmental boundary, the treatment of non-departmental public bodies
(NDPBs) and
other bodies supported by government;
The merits of a systematic approach to charging for the capital employed by the
departments; and
The proposed audit arrangements.

Subsequently, a White Paper was published in July 1995. This paper described the progress
made in developing resource accounting (as a result of the comments that are received by the
Treasury from the professional and academic bodies) and the government's proposals to
introduce resource budgeting. During the consultation period, which followed the publication
of the Green Paper, the Treasury received many comments from different parties within and
outside the public sector as follows: (White Paper, 1995)
Parliamentary Committee & Auditors such as: Committee of Public Accounts, and
Treasury and Civil Service Committee;
- Professional & Regulatory Bodies such as: Accounting Standards Board, and Chartered
-

-
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Association of Certified Accountants (ACCA);
Accountancy Firms and Consultancies such as: Coopers & Lybrand, and Ernst & Young;
Academics such as: University of Hull, and University of York, and Cranfield University;

and
Interest Group such as: Confederation

of British Industry (CBI) and Institute of Directors.

The comments and consultations that were received from the above-mentioned bodies were
helpful in confirming that all the main issues had been identified and they had provided
valuable input to further consideration ofthese issues (White Paper, 1995).
In addition to the experience of the above-mentioned countries, there are a number of the
international professional bodies that are playing a fundamental role in developing the public
sector accounting policies. One of the most known professional bodies within the public
sector is Public Sector Committee (PSC) of the International Federation of Accountants
(IFAC). PSC-IFAC is formed to address the needs of those involved in public sector financial
reporting, accounting and auditing. The objective of IFAC is to develop programs aimed at
improving public sector financial management and accountability, includes developing
accounting standards and promoting their acceptance. As a result of existence of widely
diverse financial reporting practices in the public sector throughout the world, the PSC-IFAC
has given the authority to develop and issue a set of accounting standards for the public sector
entities worldwide. These standards are called " International Public Sector Accounting
Standards (IPSASs). In developing IPSASs, IFAC considers and makes use ofthe
pronouncement issued by:

- the IASB;
-

-

national regulatory authorities;
professional accounting bodies; and
other organizations, interested in financial reporting, accounting and auditing in the public
sector.

The issuance of the IPSASs can improve both the quality and comparability of financial
information reported by the public sector entities around the world. Moreover, it can assist in
overcoming a great part of outstanding accounting issues regarding the adoption of accrual
accounting in the public sector. This in turn will facilitate the transition process of accrual
accounting in the public sector entities. So in order to facilitate the transition to the accrual
accounting system in the public sector, it entails professional and academic bodies support at
internal, external and international level as follows:
- Central
Accounting Agencies

Internal Bodies:

External Bodies

- Treasury
- National Audit Bureau
- Professional and regulatory bodies (Advisory bodies)
- Accountancy firms and consultancies

- Academics
- Interest groups
International bodies

- PSC-IFAC

These bodies play an essential role in rendering assistance to the public sector in the
development and designing of an accounting system that would meet the needs of the
politicians and other users. Consequently, the role of these bodies facilitate the transition to
accrual accounting in the public sector through the undertaking of the following tasks:
Proposing of accounting standards and procedures;
- Comment on the accounting standard proposals and supply recommendations;
Submittal of professional consultancy (advisory role) before and during the

-

implementation process; and
Development and designing of an accounting system consistent with the public sector
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context.

From the experience of the UK, NZ, Sweden and IFAC, it can be concluded that the
Professional and Academic bodies within and outside the
public sector have shown
overwhelming support for creating conditions appropriate for successful transition to accrual
accounting in the public sector and for putting it into practice.

Communication Strategy (CS)
The initial process of putting into practice a new accounting system causes extra work for
many people whose motivation depends on their understanding of the change process and of
the benefits that can be obtained from the new accounting system for their operations in
particular. One classical reason why many accounting changes in the public sector have failed
in the past is that people are not sufficiently informed about the direction of the change and
empowered to contribute to the process. On the contrary, the recent experience of the earlier
reformer countries has proved that the reason for the success of the
change process was the
sufficient communication about the change process. Accordingly, not
surprisingly, if we use
the marketing language and we consider the introduction of accrual accounting as a new good
that needs a promotion strategy to set forth the characteristics of this good and to assist the
people in changing their behavior towards the change process. Getting people to change
behavior requires communications upon which they would actually act while
influencing
behavior via communication requires very targeted content in messages and careful selection

ofmedia. (http://www.tbs-sct.gc.ca/fin/FIS-SIF/sigs/fis_communication
s/framework/32Steps-

ehtml).

Then, the transition to accrual accounting in the public sector needs a communication
program (communication strategy/effort) to disseminate objectives and requirements of the
change process, to clear up the misunderstandings that exist and to convey a common
understanding of the key principles of the accounting changes. This communication program
should comprise different media such as a booklet, a video, journal, articles, seminars,
conferences, presentations and case studies. Such communication efforts have taken place in
the USA and New Zealand: The Comptroller General of the USA, during the introduction of
accrual accounting in the federal agencies in 1969, became convinced that there was
inadequate understanding in the agencies and in Congress as to what was meant by an
"accrual basis". Therefore, he prepared and issued in 1970 a booklet entitled "
Frequently
asked questions about accrual accounting in the Federal Government". That booklet was
helpful in clearing up some of the misunderstandings that existed
(United Nations, 1984).
In addition, New Zealand issued a booklet called "Putting Simply" which was a plain guide to
the changes process. Thus, the cost of the communication strategy can be justified as a result
of its essential role in convincing the members who will participate in the implementation
process by showing the advantages and benefits of the new system in comparison with its
predecessor. Therefore, we consider the communication strategy as an important requirement
for the successful transition to accrual accounting in the public sector.

Willingness to Change (WC)
Besides the management changes, political and bureaucracy support, professional and
academic support, and communication strategy, the willingness to change (including staff
will, staffmotivation, and staff training and qualification) is critical for the successful
transition to accrual accounting in the public sector. It is essential to involve the human
dimension in the reform process. In reality, the motivations, will, training and qualification of
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the staff that is going to take part in the change process are essential and they should be taken
into consideration while introducing the accounting reforms. Can you successfully change
without dealing with these human aspects? Probably not. However, neglecting or not
recognizing the willingness to change has been persistently mentioned as a constraint in
implementing the accrual accounting system in the public sector.

The transition to accrual accounting in the public sector is not an easy task due to the
additional work that usually accompanies this transition process. In this context, the transition
to accrual accounting in the public sector faces different problems as follows: (United
Nations, 1984)
1- the lack of qualified human resources (e.g. qualified accountants);
2- the opposition to changes; and
3- The lack of staff motivation and the lack of conviction about the benefits of the new
system.

ofqual(tied human resources: it has been noticed from the experience of different
countries that the personnel with advanced knowledge in government accounting are scarce.
Especially, developing countries face a serious shortage of qualified trained accounting
personnel, even to run efficiently their present systems of accounting (United Nations, 1984).
Accordingly, the need for training the accounting personnel should be considered as part of
the decision to introduce accrual accounting in the public sector. However, designing an
appropriate and adequate training programme for the old staff can solve this problem.
Furthermore, recruitment ofnew staffthat has already had experience with the use of accrual
accounting and has already been convinced on its benefits can also assist in solving this
problem. Such qualified personnel efficiently ensures the efficient operation of the accounting
system, the introduction of major accounting reforms in the public sector, and the success of
the subsequent training programmes (United Nations, 1984).
- The lack

- The opposition to change: this problem is one of the most common problems that usually
arise during the process of the transition to accrual accounting in the public sector.
The fear of being burdened with the responsibility of carrying out new procedures that
involve additional work, both in quantity and quality, may be the real concern of some
government officials who put up such resistance (United Nations, 1984). The opposition to
change can be overcome by a campaign for the dissemination of the information about the
benefits and advantages that can be obtained from the accrual accounting system in
comparison with the old system. Besides, it can be solved by holding workshop, seminars,
and classes and by publishing articles and booklets explaining the benefits resulting from the
accrual accounting. In short, the communication strategy will assist in overcoming the
opposition to change

- The lack of staff motivation and the lack of conviction about the benefits of the new system:
It is possible that the staff does not oppose the accounting reforms, but at the same time they
are not motivated to carry out the new changes. In this case, if the staff saw that their position
could be positively affected through the reform process, they would encourage the reform
process. Scott (1996) has mentioned that departmental heads saw the removal ofdirect control
over their inputs as a positive change, and this type of motivation can help to implement the
reforms. Chief executives also took note of the fact that the law made them the finance officer
of their department. Thus, creating the right incentive system that rewards desirable behaviour
by staff is critical. So the overcoming of the aforementioned three problems will be very
supportive to the transition to accrual accounting in the public sector.
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Consultation and Co-ordination (CO (Central Guidance)
Logically, the first step to apply a new accounting system in the public sector is to consult and
co-ordinate with the governmental entities that will apply this system. 0 f course, these
entities are well acquainted with their own problems and constraints that may impede the
successful transition to accrual accounting. Accordingly, knowing their point of view
regarding the transition barriers is essential. Furthermore, these entities should be consulted in
order to obtain comments and suggestions from the primary sources for the required
improvements before establishing the new system. Yet, the co-ordination with these entities
and within each other is very important in order to fulfill the internal consistency. The lack of
the internal consistency may result in development of strongly diversified and non-uni form
accounting systems and leads to that these entities may get into conflict with each other.
However, the transition to accrual accounting will require the development of a series ofnew
accounts and records, then, consistency ofrequirements, classification and measurement will
ensure comparability of information and facilitate its analysis and interpretation. In other
words, the accounting change process needs to be guided by a central unit in order to achieve
the reform process by a consistent and harmonized way. Furthermore, a continuing day-to day
working relationship with the governmental entity officials and staff is deemed indispensable
to ensure adequate understanding of the new concepts (United Nations, 1984). Consequently,
consultation and co-ordination with the governmental entities that will implement accrual
accounting can be considered as one of the most important basic requirements for the
successful transition to accrual accounting in the public sector.

Budgeting of Adoption Costs (BAC)
Despite the availability of the above-mentioned basic requirements and their role in
facilitating the adoption of accrual accounting, the lack of financial means required to carry
out the adoption process can considerably deter the whole adoption process. In reality, many
countries have attributed their failure of getting accrual accounting adopted in their public
sector to the lack of financial means. Therefore, budgeting of the adoption costs is critical in
determining the volume of the financial means that are required for the whole transition
process and can assist in overcoming the future financial problems by having a staged
transition to full accrual accounting and by dividing this budget by a number of years. For
example, assume that the total adoption costs for accrual accounting in X country is estimated
to $150 million, further assume that the adoption process willlast five years, then the
estimated adoption costs per year is $30 Million. Accordingly, X country knows in advance
the average of the adoption costs per year. This in turn gives the X country the opportunity to
arrange the yearly required financial means. In other words, budgeting of adoption costs will
give a full picture on the total financial resources that are deemed to be necessary for
achieving the adoption process. Consequently, we consider the budgeting of adoption costs
(including the arrangement of the yearly-required financial resources) to be one of the most
important basic requirements for the successful transition to accrual accounting in the public
sector.

Tackling of Specific Accounting Issues (SAD
The long history of using the traditional government accounting system (cash-based) in the
public sector had resulted in emanating of different accounting problems such as

identification and valuation offixed assets, lack of asset register, identification of government

reporting entity and determination of its boundaries and lack of opening balances, etc.
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The traditional government accounting makes no difference between expenditures and
disbursements and generally no distinction between current and capital expenditures.
Accordingly, there are no assets adjustments because the accounts are not concerned with
recording usage, only with the fact that cash has been paid for the acquisition of those assets.
Therefore, no information can be provided about the investment in the total assets,
furthermore, no subsequent accounts are taken of whether the assets are still in use and
whether they have reached the end of their useful life or have been sold. Besides, capital
purchases are treated in the same manner as personnel expenditure without recognition that
they are productive for years. Thus, the main difficulty is that in order to record the physical
assets, the governmental entity not only has to know what assets it owns but it must also put a
value on them, even if the value is their historic cost. On the other hand, the transition to
accrual accounting in the public sector requires the governmental entities to identify and value
their assets in order to be able to prepare the balance sheets. Furthermore, they should prepare
the assets register for departmental and national assets. In addition, the identification of the
governmental reporting entity and determination of its boundaries and preparing of opening
balances are essential for the transition to accrual accounting. So tackling of these problems in
an earlier phase (initial phase) prior to the establishment phase will facilitate the transition
process to accrual accounting.

Information Technology Capability (ITC)
In the era of information technology, the reform process should involve an increasing use of
computerized information systems as a key component of accounting, budgeting and financial
management. Introduction of accrual accounting is unthinkable without availability of an
appropriate and affordable standard software. Availability of such software or the necessary
renewal of existing software also provides opportunities to renew the accounting system
(Luder and Jones, 2003). In addition, more complex information technology systems will be
required to adopt accrual accounting than those associated with the traditional cash system.
Unlike, cash accounting, the transition to accrual accounting will require changes in the

following systems: (IFAC, 2002)
fixed assets system;
-

-

-

-

revenue system;
purchase acquisition system;
human resources and payroll systems;
property management system;
inventory system;
grant and benefit systems;
debt system; budget system; and
non-financial systems.

Generally, there are two options for development of new computerized system: maintaining
and expanding the current system, or moving to an entirely new software system. Which
option should be used, this depends heavily on the situation ofeach country. However, in
most of the developing countries, the accounting system is not computerized and they are still
doing the accounting work manually. In that case, moving to entirely new software will be the
best option.

Accounting and Budgeting Consistency (Integration) (ABC)
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United Nations (1984) argued that "when r€/orming accounting system, considerations have
to be given the status of other components within the public financial management system
such as budgeting. Changes in the basis of recording transactions for accounting purposes
affect the budgeting process. The integration of budget and accounting systems based on

common classification and measurement techniques constitutes a prerequisite for good
management. Therefore, the implementation of accnial accounting should not be undertaken
without regard to the requisite changes in budgetary system"
In addition, Webster (1998) has mentioned the following about the Australian experience: one
thing became clear early: you can not run an organization, which is using accrual accounting

on just a cash budget. Implementing accrual budget was an obvious priority.

As previously assumed in chapter 4, the budgeting system should be integrated with the
accounting system which is used to carry out the budget, therefore, the basis on which the
budget is prepared should be consistent with the basis of accounting utilized. Thus, the
accounting reform makes the budget reform inevitable. This means that the transition to
accrual accounting in the public sector should be accompanied by the transition to an
appropriate budget system of which its nature and characteristics are consistent with the
nature and characteristics of accrual accounting. However, in practice there are different bases
of budgeting: expenditure-based budgeting and cost-expense-based budgeting are the most
used ones. The expenditure-based budget is concerned with current period expenditure not
expenses or costs incurred. Expenditures are recognized in the budget only to the extent that
claims will be paid-offby the end of the year. On the other hand, cost-expense-based budget
is concerned with costs, which are a measure of the economic resources utilized for a
particular purpose or with providing a particular service, and expenses which occur when
goods and services (including capital assets) are consumed. Both expenses and costs incurred
are measured on an accrual basis since accrual accounting better reflects underlying economic
events (Raman, 1997).
In fact, it is hard to persuade the governmental entities (e.g. an agency) that they can benefit
from the use of cost data when they are not using costs to plan and manage their operations.
Governmental entities that realize the value of the costs basis in budget execution also realize
that such a tool is effective only when estimated costs can be measured periodically against
the actual costs produced by accrual accounts (United Nations, 1984). Thus, it is difficult to
convince the governmental entities that are using the expenditure-based budget, to use accrual
accounting which produces the actual costs and expenses to be measured against the estimated
expenditures. Simply, because the output of the two systems is different, hence, it can not be
measured against each other. For instance, expenditure-based budget is only concerned with
current period expenditures; hence, it is possible to defer a portion of current labor costs to
future taxpayers by not funding pension obligations. On the contrary, accrual budgeting will
record the accruing superannuation expense whether the liability is funded or unfunded. So,
the successful transition to accrual accounting also involves the development of the budgeting
system to support it and to ensure the relevance ofinformation reported for decision making.
In other words, in addition to an accrual accounting system, the government would also need
an accrual budgeting system so that actual results can be measured against plans. The
accounting system would need to be on the same basis as the budgeting system to avoid the
possibility of conflicting objectives (Schick 2001). However, governments adopting full
accrual accounting will need to consider carefully the implications for their budgets and
appropriation systems, as it is desirable to budget, appropriate and report on the same basis
(IFAC, 1995).
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It should be clear from the outset that whilst technically it may be possible to adopt accrual
accounting without budget integration (consistency), there is the question as to whether this
adoption is worthwhile in terms of achieving tangible benefits in the improvement of the
public sectorpe,formance. Therefore, the governments should be aware of the particular
relationship between the budgeting system and the accounting system that will be used to
execute it. Simply it is said that budgeting and accounting go hand in hand.

6.5 To what extent are the transition requirements of accrual accounting in the
developing countries different from that of the developed countries
The previously suggested and discussed basic requirements have been derived from the
experience of some ofthe developed countries, such as New Zealand, UK and Australia,
regarding the transition to accrual accounting in their public sector. The experience of these
countries has demonstrated that the basic requirements were necessary and essential in order
to adopt accrual accounting in the public sector successfully. Essentially, these basic
requirements played a decisive role in creating a climate fit for the successful transition to
accrual accounting in their public sector. However, the questions that occupied our mind are:
Are these basic requirements also necessary and essential for the transition to accrual
accounting in the public sector of the developing countries? And if they are necessary and
essential, are they sufficient, or should there be other basic requirements that are deemed to

be necessary for the developing countries'. So this section discusses the validity and necessity
of the previously suggested basic requirements for the developing countries. Moreover, it
discusses the other basic requirements that are considered to be confined to the developing
countries.

6.5.1

The extent of necessity and validity of the previously suggested Basic Requirements
for the developing countries

- Management Culture Changes:
Many studies (Sharawy, 1995) have indicated that the pubic administration system of the
developing countries (such as Egypt) has been subjected to some values that dominate the
management behaviour in the governmental sector. These are:
1- organizational and functional hierarchy is more important than the innovation and
development; 2- compliance with rules, regulations and constraints is more significant than
focusing on results, performance and outcomes; and 3- centralization of decision making and
limited delegations. Essentially, the public administration system ofthe developing countries
is focused more on input-oriented, risk-adverse, control-oriented behavior patterns of the
management than result-oriented, maximum delegation and risk-accepted behavior. So long
as this public administration culture continues to dominate the civil servants behavior,
improving the financial information through the adoption of accrual accounting has little
meaningful value. This is due to the fact that public administration philosophy in the
developing countries is not based on using more reliable and comprehensive information in
the decision making process. On the contrary, it is subjected (in most, ifnot all, of the
developing countries) to the pure bureaucratic philosophy that is essentially based on routine
and giving priority to the compliance with regulations. Clearly, the main goal of the adoption
of accrual accounting in the public sector is to provide more reliable, comprehensive and
accurate information with intention that this information should be used in discharging of the
accountability and making rational decisions. However, when this information is not used as
it was intended, then, its provision is meaningless.
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Thus, as it lS the situation in the developed countries, the developing countries should also
make the required management culture change
ifthey decide to adopt accrual accounting.
Namely, they should shift from non-accountable management concept (public administration
system) to accountable management concept (public management) which assumes that
objectives can be determined and put into practice, that inputs and outputs can be
measured,
and that relevant performance indicators can be found for all public activities
(Guthrie, 1990).
In the context of pursuit of efficient use of resources and accountable management concept,
the producing of accrual information is badly required. Thus, it can be inferred that the
successful transition to accrual accounting in the public sector and
attaining of tangible
benefits of that transition require management culture change from both developed and
developing countries.

- Political and Bureaucracy Support.
Unlike the developed countries, the democratization process in the developing countries is
still in its infancy or does not exist at all within dictatorial political systems. If we take the
democratization experience in A frica as an example, the following stages of the
democratization can be differentiated: (Lingnau, 1997)
• Real democracies: as for example Benin, Botswana, Cape Verde, the Central Africa
Republic, Congo, Madagascar, Malawi and Niger.
• Directed democracies: where institutions and
practices of constitutional democracy are
present only formally, while daily political life is characterized by extensive powers of the
ruler, the party and the state. Such directed democracies are to be found in Egypt, Burkina
Faso, Cameroon, Kenya, Morocco, Tanzania and Togo.
• Classical authoritarian regimes: characterized by systems in which there are only highly
restricted opportunities for political mobilization, and power is
exercised by a leader or a
small group ofpeople who are not formally accountable to the electorate. Authoritarian
regimes continue to survive in Nigeria, Sudan, Libya, Liberia, Somalia and Sierra Leone.
• Vacillating regimes: as for example in Chad, Djibouti, Guinea, the Gambia, Swaziland
and Zaire. Accordingly, non-democratic political systems are
dominating most of the
developing countries. Main features of the non-democratic political systems, which can
not be accepted in democratic countries, are political bosses,
compulsory voting, nepotism
and political corruption. Moreover, the most fundamental point regarding structure and
mechanisms of democracy is that legislative, executive and judicial powers are separated
and controlled by other countervailing powers (as for example a
political opposition). The
separation among these bodies in the developing countries is still only formal and the
executive body is practicing its power on all other bodies. This means that the executive
bodies in the developing countries have the last word with respect to any changes that can
take place in those countries and nothing can be proceeded in the face of their opposition.
Therefore, their support and commitment is not only important but it is critical, decisive
and essential. In addition to the political support at executive and legislative
level,
bureaucracy support in the developing countries is also critical as a result of their
strengthened positions and powers, which have been formed during decades of practicing
and domination of bureaucratic philosophy.
- Professional and Academic Support.
In spite of the basic principles of accounting that may be quite similar in all
countries, the
accounting systems among countries often diverge. Such divergence can be attributed to the
differences in the level of social environment, economic development, and to a great
extent,
the degree of accounting sophistication of financial information users in the various countries
(Jagetia and Nwadike, 1983). Accordingly, each national accounting and government
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environment is different and may require an accounting system with a different approach from
that used in other countries. In reality, most of the developing countries have imported
accounting standards, practices and techniques from the developed countries. Such imported
accounting standards and practices have been indiscriminately adopted in some developing
countries without proper modification to the needs of the countries specific accounting and
government environment. Furthermore, these imported accounting standards and practices are
prepared to serve the needs of financial information users in the developed countries who are
quite often far more advanced in accounting matters in comparison with financial information
users ofthe developing countries. Then, the question is: are the imported accounting standards
and practices, without making the necessary modification, useful within the developing
countries accounting environment, given the characteristics of its financial information users,
most of whom are unsophisticated in interpreting accounting statements?

"
According to Enthoven (1973), accounting must integrate with its socioeconomic
environment. Since this environment differs from country to country, it follows that any
profession that ignores its environment is heading for trouble or, at least, hampering its ability
to render as full service to the country as possible. This does not mean, of course, that
accounting profession must start from scratch, but rather that methods and procedures that
have worked in one country cannot automatically be assumed to work in another".
Then, considering the fact that there are different accounting systems for different countries
and government environments, the professional and academic bodies can play a distinctive
role in the developing countries, in addition to the tasks that have previously been mentioned
under PAS. This role would be to adopt and modify the imported accounting standards and
practices so as to be valid and suitable for the particular environment of the developing
countries. Furthermore, accounting principles, concepts and practices will have meaning only
if they are constantly tested and modified against the unique economic background of the
nation involved (Jagetia and Nwadike, 1983). Therefore, the professional and academic
(advisory) support in the developing countries is far more significant and critical for the
successful transition to accrual accounting in the public sector ofthe developing countries.
-

Communication Strategy:

While the communication efforts are important in the developed countries to convey a
common understanding of the key principles of the accounting changes, they are considered
to be an imperative means in the developing countries to increase the people's grasp and
awareness regarding the change process. Especially, these communication efforts will be
directed towards people who are primarily non-technical, often uninformed and
unsophisticated in financial matters. Besides, persuasion of such people by the significance
and benefits of the new accounting system will certainly be difficult and requires more
communication efforts in comparison with the same situation in the developed countries.
Accordingly, the communication strategy should be planned and designed more carefully in
order to take into consideration the environmental variables and the level of accounting
sophistication of financial information users in the developing countries. In addition, the
domination of the bureaucracy philosophy will make the behavior change towards the change
process more complex. This, in turn, requires very targeted communication content and
careful selection of media by which the behavior can be influenced.
- Willingness to Change:
The human aspects such as staff motivations, will, training and qualification should not be
neglected whether in the developed or in the developing countries as a consequence of their
significance in the change process. Nevertheless, in the developing countries, the staff
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motivations and will need significant attention to be paid to them, because people have a bad
experience with the earlier attempts ofchange. The logic of earlier changes, on paper, seemed
unflawed and their benefits seemed indisputable, but at the end, the benefits of these changes
did not materialize, or at the very least, were below what was promised. Moreover, the feeling
of being threatened and losing sights of goals can increase the people's resistance. When
again the change is unsuccessful, the people become annoyed, lose confidence in senior
management, even their own managers. Worse still you may miss them and the benefits
altogether. In addition, the developing countries are suffering from a serious shortage of
qualified accountants. This is due to the fact that their accounting personnel is merely literate
at the basic level which in turn can not manage the accounting changes successfully.
Therefore, the aforementioned human aspects require special attention ifthe developing
countries confirm their intention to perform accounting changes.

- Consultation and Co-ordination:
Unlike the developed countries, the developing countries have distinctive characteristics such
as: reform decisions are loosely taken; policy formulation is not necessarily followed by
policy implementation; lack of internal consistency among governmental entities; the change
process is not well-planned and designed; existence of the risk that governmental entities get
into con flict with each other is huge; the lack of data accuracy is common in the developing
countries and finally, lack of a comprehensive legal framework. Under these circumstances,
the consultation and co-ordination with the governmental entities (and within each
other) that
will implement accrual accounting is particularly critical.
Budgeting of Adoption Costs:

A common hurdle that face most, if not all, of the developing countries is the insufficiency of
financial resources relative to the enormity of the tasks to be accomplished. Accordingly, the

budgeting of adoption costs is of fundamental importance for the developing countries
because it will aid them in assessing their financial ability regarding whether to afford the
burdens of the accounting reform or not.

- Tackling ofspecific Accounting Issues:
In fact, the tackling of specific accounting issues such as assets identification and valuation,
asset register, reporting entity and determination of its boundaries and
preparation of opening
balances is significant for the transition to accrual accounting of both developed and
developing countries. However, tackling of such issues seems to be more difficult for the
developing countries in comparison with the developed countries. For
instance, in most of the
developing countries the accounting work is still manually done. This in turn makes the
matter more difficult for preparing the opening balances. Furthermore, there is a lack of
accurate, relevant and detailed information about the physical assets in most of the developing
countries. Accordingly, the assets identification and valuation and making the assets register
are likely more difficult in the developing countries. Moreover, in absence of the clearly
identified political accountability and well-designed budgeting system, the governmental
reporting entity becomes more difficult to be defined in the developing countries. In this
context, the tackling of these specific accounting issues in the initial phase is vital and
significant for the transition to accrual accounting in the public sector of the developing
countries.

- Information Technology CapabilityL
Information technology- computerization- is a tool of financial management. In itself it does
not add anything to the accounting procedures and approaches, but rather it is a mechanism
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for recording, processing and presenting the accounting information. Unlike the previous
requirements, there is no striking difference between the developed and developing countries
with respect to the significance of the information technology capability for the successful
transition to accrual accounting in the public sector. As Luder and Jones earlier argued, the
introduction of accrual accounting is unthinkable without availability of an appropriate and
affordable standard software. This is not only valid for the developed countries but also for
the developing countries. However, the difference may be found in the starting point. Unlike
the developed countries, the accounting work is still being done manually in the developing
countries. In this regard, the developing countries will almost start from scratch, namely, they
have to build an entire software and hardware systems. In fact, this will require huge amounts
which in most cases are beyond the capacity of the developing countries. Taking into
consideration that the developing countries are suffering from the lack of both financial means
and technical skills, building of the information technology capability may require both
financial and technical support from the international organizations.
- Accounting and Budgeting consistency:
Similarly, the accounting and budgeting integration is not confined to the developed
countries, but rather it is required for both developed and developing countries. Accounting
and budgeting should go together, otherwise the scope of mismanagement and a loss of
financial control are considerably underpinned (Hepworth, 2002). In fact, the accounting and
budgeting consistency/integration whether in the developed countries or in the developing
countries is important for achieving tangible benefits in terms of improvement of the
governmental performance.
6.5.1

Are there other basic requirements that are deemed to be necessary for the

developing countries?
Section 6.4.1 has demonstrated that while the previously suggested basic requirements are
necessary and essential for the successful transition to accrual accounting in the developed
countries, they are far more significant and critical for the developing countries. However,
unlike the developed countries, the developing countries are suffering from the following

problems:
Penetration of the corruption and fraud into the heart of every governmental transaction;
- Lack ofhuman and technical skills;
Shortage of the financial resources;
Lack of the ability to set the required accounting standards for their public sector;
Domination of the non-democratic political systems (dictatorial);
Non-consciousness of a great part of the public, hence, they can not practice enough
pressure on their governments to provide information that reveals about their own

-

performance;
This in addition to several major economic, managerial and accounting problems such as:
- High rates ofinflation;
- Unstable currency;
- Heavy national debt and deficit spending;
- Poor internal control;
- Lack of management accounting concepts;
- Incomplete, inaccurate and late records; and
- Unauditable systems.
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Nevertheless, the aforementioned problems will not alllead to suggestion of new basic
requirements regarding the adoption of accrual accounting in the developing countries. Some
of them can be considered as main reasons for the adoption of accrual
accounting in the
public sector but on the other hand it will not lead to the suggestion of new basic
requirements, such as the penetration of the corruption. Corruption is acknowledged as a
major problem in many developing countries. Corruption causes misallocation of economic
resources and is undesirable anywhere. However, the effects of
corruption are relatively more
adverse on the economics o f the developing countries since these countries can least afford
misallocation of scarce resources. Accountants can help alleviate this problem by designing
and developing internal control and good accounting systems to detect fraud and waste.
Basically, the adoption of accrual accounting in the public sector will assist considerably in
curbing and reducing the corruption phenomena.

In addition, some of these problems have already been tackled in the first part of this section
(section 6.4) such as the lack of human and technical skills and the domination of the nondemocratic political systems (dictatorial). On the other hand, we see that the problem of the
shortage of financial resources will result in suggestion of a new basic requirement. As
previously mentioned, the developing countries are suffering from insufficiency of financial
resources and the availability of domestic financial resources has actually been
reduced by
adverse economic developments and natural disasters. While most of the
developing countries
have actively participated in international and regional deliberations on sustainable
development and have committed themselves to international and regional legal instruments
and undertaken regional initiatives and arrangements, lack of resources has
seriously
undermined their ability to live up to their commitments (http:/www.unescap.org/
mced2000/pacific/ background/constraints.htm). Many ofthe developing countries do not
have the financial means to meet their international obligations without adequate financial and
technical support from the international community.
Consequently, the developing countries with their local financial resources may not be able to
carry out the required reforms. Hence, the International Financial
Support (IFS) can also be
considered a basic requirement for the successful adoption of accrual accounting the
public
in
sector of the developing countries.
Accordingly, we can say that the successful transition to accrual accounting in the developing
countries requires:

AC (ps) = f (MCC + PBS + PAS + CS + WC + CC + BAC + SAI + ABC + ITC + IFS)
Accordingly the Basic Requirements Model should also be modified to comprise the other
basic requirement that is deemed to be necessary and essential for the adoption
accounting in the public sector of the developing countries:
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Consequences: 1- Improving the financial reporting 2- Improving financial measurements
3- Presentation of financial position of government
4- Better assets and liabilities management.

Proposed cost elements: 1- System changes 2- staff training 3- Campaign cost
4- management involvement 5- identification and valuation assets cost.

4

Basic Requirements Model for successful transition to accrual accounting in the
public sector of the developed and developing countries
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6.6 Benefits of the Basic Requirements Model
-

-

-

Brings the government attention from the outset to what should be done. This is very
helpful particularly for the developing countries since most of the reforming decisions are
loosely taken. Furthermore, it gives the reform-makers a total picture about the factors that
should be simultaneously collaborated to facilitate the change process;
Establishes a clear transition framework to create conditions appropriate for the successful
transition to accrual accounting and put it into practice;
Visualizes the impact of the transition to accrual accounting in the public sector through
showing the consequences of that transition in the real world; and
Indicates the proposed cost elements of the transition process.

6.7 CONCLUSION
As a result of increasing the focus on the objectives and outputs delivered, performance
measurements in terms of efficiency and effectiveness, and value for money (rather than
input), as well as a dissatisfaction with the use of cash-based accounting system (especially
decisions about capital), some countries have confirmed their intention to improve and
develop their governmental accounting systems to be consistent with this philosophy. The
development of the government accounting system means that this system should be more
informative to ensure the supply of comprehensive, reliable, and meaningful financial
information needed for appropriate financial accountability and sound financial management
(Luder, 1994). The more informative government accounting would call for full disclosure of
government's financial conditions and performance, measured under the accrual basis of
accounting (Chan, 1994). Accordingly, one of the main accounting changes to make the
government accounting system more informative is the transition to accrual accounting in the
public sector. On the other hand, the transition to accrual accounting in the public sector is not
an easy task due to its specific nature and requirements. Therefore, the transition to accrual
accounting needs collaboration of a set of factors to create conditions appropriate for its
introduction and for putting it into practice. The Basic Requirements Model has attempted to
set out these factors which can secure the successful transition to accrual accounting in the
public sector. These factors (the basic requirements) are reflected in the following equation:

AC (ps) = f (MCC + PBS + PAS + CS + WC +CC + BAC + SAI +ABC + ITC)
However, it has been demonstrated that the aforementioned basic requirements are essential
and critical for both developed and developing countries. 1n addition, the successful transition
to accrual accounting in the public sector of the developing countries has required one more
basic requirement, which is the International Financial Support (IFS) Consequently, the
transition to accrual accounting in the developing countries requires:

AC (ps) = f (MCC + PBS + PAS + CS + WC +CC + BAC+ SAI + ABC + ITC + IFS)
Neglecting or not recognizing these factors, which are necessary to set up the initial steps
towards the establishment of accrual accounting in the public sector, will hold back the
transition to accrual accounting in the public sector in any country whether it is a developed
country or a developing country.
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PART III
Chapter 7

Empirical Research

7.1 Introduction
In the last two decades, government accounting research has emphasized on the soft over hard
research (LOder, 2001). LOder (2001) argued that "comparative government accounting
research so far is almost exclusively non-quantitative research. Statistical analyses would be
desirable e.g. to find out the significance of the differences of structural and behavioural
variables for success or failure of government accounting reform". In addition, Van Helden
(2000) has empirically tested thefinancial stress hypothesis (financial stress as motive for the
adoption of businesslike instruments in government) on the basis of eight Dutch
municipalities and did not find it confirmed. Based on Van Helden research, Luder (2001)has
made the following general remarks on the significance of single independent variables of the
contingency model:
the lists of independent variables may be and presumably are incomplete. This is
confirmed by several researchers investigations and their demand for adoption of
additional variables;
- the significance of variables and thus their influence on the innovation process may differ
-

-

and actually does differ;
the significance of variables may also vary from country to country; and
it is important to find out if the lists contain variables that have never been observed in
any innovation process. These of course are candidates for deletion.

In reality, these four observations are of fundamental importance for our empirical study.
Through the two deductive studies that have been conducted in chapters 5 & 6, we were able
to derive a list of the independent variables/factors (problems and di fficulties) that can
preclude the transition to accrual accounting (dependent variable) in the public sector and a
list of the independent variables/factors (transition requirements) that can support and
facilitate that transition too. The importance of this study stems from the desire of
investigation of these four observations regarding both preclusion and supporting variables.

In addition, most ofthe earlier conducted empirical studies were focused on the local
government (Municipalities and Provinces) (see for example: Christiaens, 1997,1999,2000
and 2001, Van Helden, 2000). However, there seems to be a lack of empirical research
endeavoring to empirically examine the adoption and implementation of accrual accounting
on the level of central government whether in the developed or developing countries. The
importance of this study stems from the fact that it is entirely concentrated on the central
government ofboth developed and developing countries. In addition, it might be assumed that
this is the first empirical study that comprehensively tackles the preclusion and supporting
factors of the transition to accrual accounting from different aspects (confirmation,
investigation and statistical analyses). These aspects are important given recent concerns over
the current reforms sweeping the public sector of both developed and developing countries.
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Hopefully, this study will contribute to a better understanding of the practical issues of the
transition to accrual accounting in the central government of both developed and developing
countnes.
in fact, research in the government accounting should ultimately fulfil a practical purpose.
The empirical study conducted in this chapter can assist in formulating and justifying the
practical aim of our study: facilitating and supporting the transition to accrual accounting in
the public sector of both developed and developing countries. In connection with Luder's
observations and Van Helden's study, the purpose of this study is to examine whether the
deductive study (transition problems and requirements) can empirically be confirmed and to
get more insight into practical issues regarding the transition process. Furthermore, we need to
detect the significance of the differences of the transition problems and requirements within
each country apart (for the Netherlands and Egypt) and between the two countries. While the
preclusion and supporting factors are considered as independent variables and the transition to
accrual accounting is considered as dependent variable, the independent variables themselves
within each (country) group are likely not independent. Therefore, it is necessary to take into
account the correlation among the factors being tested due to the fact that they come from the
same (country) group. Therefore, the purpose of this study is threefold:
a- Confirmation of the transition problems and requirements empirically. In addition, the
issue of whether both lists contain superfluous variables (candidates for deletion) or
whether they are incomplete (hence, require additional variables) will be investigated.
b- Detection of the significance of the differences of the factors that preclude or facilitate
the transition to accrual accounting within each country apart (for the Netherlands and
Egypt) and between the two countries.
c- To find out whether there is a significant correlation among the preclusion factors within
each country apart and likewise, among the supporting factors.

in order to fulfill this purpose, this chapter is divided into three sections. The first section
(section 7.2) exposes the research methodology and data collection. In fact, this section deals
with the following points :
- Research
community (organizational level);
- Method of data collection;
- Pilot
study;
- Pre-questionnaire;
- Research
approach;
- pre-testing;
- data collection; and
- response rate.
- Limitations of the research.
Section 7.3 deals with the confirmation of transition problems and requirements and the
investigation of the superfluous variables and deletion variables. So in short, this section
tackles the following points:
Confirmation of both lists concerning the preclusion and supporting factors of the
transition process;
Investigation of the deletion variables; and
- Investigation of the additional variables.
Section 7.4 attempts to find out the significance ofthe differences of the preclusion and
supporting variables/factors within each country (The Netherlands and Egypt) and between
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the two countries, in addition to the correlation among these factors. This takes place through
selecting one of the suitable statistical techniques. So the primary aim of this section is:
to select one of the suitable statistical techniques;
to find out the significance of the differences of the independent variables between the

two countries;
to find out the significance of the differences of the independent variables within the
Netherlands (as an example of the developed countries) and within Egypt (as an example
of the developing countries) apart; and
to find out whether there is a significant correlation among the preclusion factors within
each country apart and likewise, among the supporting factors.

-

-

7.2 Research methodology and data collection
7.2.1

Research community (organizational level)

It is argued that the Ministry of Finance is the most concerned one with government
accounting reform (transition to accrual accounting). This is due to the fact that the Ministry
of Finance is responsible for the accounting regulation and budget preparation within the
government sector (such as the issuance of detailed rules and procedures for the tax Systems,
accounting, financial reporting, budget preparation and execution). The Ministry of Finance is
also responsible for public finance that results in its dominant influence on accounting policy,
its regulation and direction. Therefore, the intention was only to concentrate on the Ministry
of Finance as research community. On the other hand, it is assumed that the answers provided
by the respondents reflect the situation of their organizational unit. While the answers
provided by the Ministry of Finance may reflect the strategy of the transition to accrual
accounting in the government sector as a whole, the answers provided by some governmental
bodies (such as agencies) reflect the transition strategy from their point of view. In addition,
the answers provided by the Central Auditing Organization can reflect another point of view,
which may concern the effect of the transition process on the auditing procedures and
regulation. It has also been found that the research community should encompass the
academics where their point of view can enhance the theoretical framework of the transition
process. Therefore, the intention is changed to encompass different bodies as research
community in order to enrich and reinforce the credibility of the empirical research results
and to get a more comprehensive picture regarding the preclusion and supporting factors from
the standpoint of different bodies in the two countries (the Netherlands and Egypt). It is also
argued that the research community has to be the same in both countries in order to secure fair
comparison. Accordingly, the chosen research community consists of:

In Egypt·.

- Ministry of Finance;
- Central
Auditing Organization;
- Agencies;
Different ministries; and
- Academics.
-

In the Netherlands:
- Ministry of Finance;
- Dutch Court of Audit;
- Agencies;
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- Different Ministries;
and
- Academics

7.2.2 Method of data collection
7.2.2.1 Pilot study:

No matter how carefully we reviewed the background literature and designed the study, there
is no substitute for a pilot study before the actual data are collected. In reality, the pilot study
did not start during the preparation period of the empirical research, but it took roots in a
precedent period. More precisely, during the first three years of conducting our research,
especially during the writing of chapters 4,5 and 6, we made several interviews with the key
persons of accounting and budgeting departments in the Netherlands (for example, Ministry
of Finance, Ministry of Interior Affairs, Court of Audit, Central Bureau for Statistics (CBS),
Central Plan Bureau (CPB) and with several academics) and in Egypt (for example, Ministry
of Finance, Central Auditing Organization (CAO) and with different academics). The
aforementioned interviews were based upon unstructured interviews as well as structured
interviews.
In addition, by attending different conferences, such as the 7th CIGAR conference, 24-25
June 1999, at Tilburg University, Tilburg, the Netherlands, and the 8th CIGAR conference,
14-15 June 2001, at Valencia University, Valencia, Spain, I got the opportunity to discuss,
interview and meet the key persons who have played an essential role in reforming the
governmental accounting system (transition to accrual accounting) of New Zealand, UK and
Sweden. Most of these meetings and interviews were based upon unstructured interviews.
Furthermore, the experience of the earlier reformer countries such as New Zealand, UK and
Australia has expanded our knowledge regarding the transition problems and requirements of
accrual accounting in their public sector. The significance of the pilot study emerges from the
fact that there is a very limited number o f empirical studies with respect to the transition to
accrual accounting in the public sector available. In particular, in the developing countries,
there are no real attempts of the transition to accrual accounting, and hence, there are no
empirical studies regarding the transition process. The pilot study has assisted to some extent
in predicting the potential problems (as we shall see in the next section) and hence it aids in
reducing them. Remember Murphy's Law-if something can go wrong, it will. Furthermore,
it has assisted in improving the precision, reliability, and validity of the data collected in the
actual study.

7.2.2.2 Pre-questionnaire (only for Egypt)
During the pilot-study, which was conducted in the Netherlands and Egypt, we reached two
conclusions. Firstly, unlike the developed countries, the developing countries are often not
pursuing/following the innovations and developments that have taken place in other countries.
This is due to several reasons, for instance, the lack of financial resources that are required to
pursue and apply these innovations; most ofthe developing countries are still busy with
building up their infrastructure. This is in addition to the traditional bureaucratic model of
management, which resists any endeavor of change. On the other hand, the notion of the
transition to accrual accounting in the public sector, which is the focus of our research, is only
applied to a few developed countries such as New Zealand, UK and Australia. Therefore,
there is a risk of questioning people who do not know enough about the subject under
research, especially in Egypt, hence the biased results. So we have seen that the most suitable
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way to reduce or overcome this risk is to conduct a pre-questionnaire in Egypt. The main aim
of the pre-questionnaire is to test whether the people are familiar with the subject of the
empirical research or not. Furthermore, in order to use the pre-questionnaire successfully and
to increase the number of people who have enough knowledge about the subject under the
research, we have taken into account the following aspects:
- we should obtain a list of names of the people (for instance, from the Ministry of Finance)
who have attended conferences and seminars, which are very related to this subject,
whether inside or outside the country.
- we should obtain a list of names of the people who have got a high academic degree in the
accounting field, for instance, bachelor and master degree and who have been well trained
in the accrual accounting system.

Accordingly, we designed a short questionnaire (see appendix 7.1). This pre-questionnaire
was distributed to 500 respondents. Total pre-questionnaires that were returned were 323. Of
the 323 questionnaires we found out that only 46 % (150) of the respondents have enough
knowledge about the subject under the research. Then, we considered this 46% as a research
community. In reality, the acquaintances are very helpful in the developing countries. They
can fairly assist in conducting the research on a big scale of people and in facilitating the
matter to make several interviews. In addition to the pre-questionnaire, the interviews with
some of the key persons in the Ministry of Finance and the Central Auditing Organization
were very important. These interviews have given us the chance to discuss the matter clearly
and to avoid any ambiguity by explaining the points that were not entirely clear. So it can be
concluded that the pre-questionnaire and the interviews are of fundamental importance in
order to reduce the risk of biased results, especially in the developing countries.
Secondly, we found out that the pre-questionnaire is not required in the Netherlands. This is
due to the fact that Dutch people have already adopted accrual accounting in the lower
government (provinces and municipalities) and in some agencies in the central government. In
addition, there are some seminars and conferences that are held in the Netherlands about the
adoption of accrual accounting in the central government. This means that there is a
reasonable percentage of the respondents who have enough knowledge about the transition to
accrual accounting in the public sector.

7.2.2.3 Research approach:

In practice, there are several data collection methods for research purposes (Bryman, 1989)
such as:
Self-administered questionnaires;
Structured interviews;
Participant observation;
Unstructured interviewing;
Structured observation; and

-

Simulation and archival information.

In gathering the research data, we have used the following three methods:
Structured interviews based on open questions;
Structured interviews based on open and closed questions; and
Self-administered questionnaires (based on open and closed questions).

-
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In addition to the pilot-study, which has assisted in getting an idea of the specific feature of
the transition problems and requirements, the structured interviews whether based on just
open questions or on open and closed questions have assisted in getting more insight into
practical issues regarding the transition process of accrual accounting within the public sector
of the Netherlands and Egypt. Based on these data, we designed a questionnaire with closed
questions in order to get standard answers enabling us to apply statistical techniques. Since
these standard answers categories could not possibly cover all of the required information, as
appeared during the earlier stage ofthe pilot study, we also left in and added some open
questions. As previously stated, this research focuses on two issues (preclusion factors and
supporting factors). In order to make the matter easier for the respondents, especially for the
questionnaire, we made two separate questionnaires. In general, it is best to restrict a
questionnaire to a single issue. Therefore, we have designed two questionnaires as follows:

-

-

Questionnaire A: deals with tracing down the relevant factors (problems and difficulties)
that preclude the transition to accrual accounting in the public sector of the Netherlands
and Egypt;
Questionnaire B: deals with tracing down the relevant factors that support and facilitate
the transition to accrual accounting in the public sector of both countries

Pretesting

After constructing the questionnaire, we performed a pretest for this questionnaire. A basic
rule in questionnaire construction is that the first draft should never be put in finished form,
because there is always a risk of ambiguity. Therefore, the best way to reduce the ambiguity is
to pretest the questions. So we attempted to pretest the questionnaire on four levels as follows:
- Level one: this includes people who are well-acquainted with the English language but
have no idea about the subject of the research. The main aim here is to test to what extent
the questions are clear, unclear, difficult. etc. In other words, to test whether the wording
of the questions is clear or not;
- Level two: this includes people who are specialized in business economics and/or fiscal
economy, but not specialized in government accounting. The main aim here is to test
whether the questions in terms of accounting and economic language are clear or not and
-

-

to test, to some extent, the content;
Level three: this includes people who are fairly specialized in government accounting and
have reasonable knowledge about the transition to accrual accounting in the public sector.
The main objective of this level is to test the content of the questions from a specialist

point's of view; and
Level four: this includes people who are specialized in statistics. The main goal of this
level is to be sure whether we have used the right measurement level from a statistical
point of view or not.

One of the essential points here is the determination of the scales that can be used to measure
people's opinions. When interpreting the meaning of a score on a scale, it is necessary to have
a clear idea of the level of measurement that the scale represents. The process of assigning
numbers to events, ratings, or behavior occurs at a particular level of measurement. These
levels can be nominal, ordinal, interval or ratio (Sommer, 1997):
1-
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Nominal scale: is qualitative or categorical, providing no information about quantity. It is
the grossest of the differentiation scales. It merely expresses categorical classificationse.g., boys, girls.

2- Ordinal scale: provides additional information about size or direction. Street addresses are
ordinal measures. They indicate direction but provide no certain information about the
distance between individual buildings. In short, this scale is the scale next in refinement,
indicating a measurement ofthe degree of difference-e.g., more boys, more girls.
3- Interval scale. possesses the qualities of an ordinal scale, plus the additional
characteristics of equal intervals between scale points. It is a scale for which a unit of
measurement has been established-e.g., A is 3 inches taller than B.
4- Ratio scale. is a scale in which the values are measured from an absolute zero point. In
other words, the ratio scales do not only have equal intervals, but also have the additional
property of an absolute zero point.

In our questionnaire, we have primarily used the ordinal scale. The ordinal scale is considered
to be the most suitable one for our research. The reason is, in an opinion survey, that we can
say that someone who strongly disagrees is more opposed than someone who slightly
disagrees, but we do not know how much difference there is between the two attitudes. Most
questions in the questionnaire were indicated by Likert scale (strongly disagree, disagree,
undecided, agree and strongly agree). While the ordinal scale is the dominant one, the
nominal scale is also used to some extent, especially for questions indicated by yes/no.
Although the questionnaire is based on the ordinal scale, the statistical processing is based on
interval measurements. Interval measurements are preferred over ordinal measurements,
because, with them, decision-makers can determine precisely the difference between two
observations. In general, tests based on interval measurements are more powerful than tests
based on ordinal measurements. The primary aim of the statistical processing in this study is
to assess the significance of the differences of the independent variables. Therefore, the
interval scale is used in performing the statistical processing to assess precisely the
significance of the differences of the preclusion and supporting factors.

Data collection:

After the questionnaire had been constructed, pretested and revised, 300 questionnaires (150
for the Netherlands and 150 for Egypt) were prepared and sent to the respondents. The
respondents whether in the Netherlands or in Egypt were accountants, financial managers,
auditors, chief executives and academics. With respect to the distribution of questionnaires,
we followed different ways in the Netherlands than those followed in Egypt.
In the Netherlands, we used two ways as follows:
a- questionnaires delivered by mail;

b- direct contact with respondents.
In the first place, the way of questionnaires delivered by mail was used to collect the data but
this resulted in a very low response rate. Consequently, the way of direct contact with
respondents was used to increase the response rate.
In Egypt, as a result of several reasons such as the lack of interest and enthusiasm to answer
the questionnaires and the fear of not sending them back, we found out that direct contact with
the respondents can achieve a much more positive response rate than that of the
questionnaires delivered by mail. Therefore, only the direct contact with respondents through
acquaintances was used in Egypt. It is worthwhile to mention that the use of the direct contact
with respondents in Egypt had no influence on the survey results. Through the acquaintances,
we were able to meet the heads of departments in the research community and to explain to
them the subject under research, as well as clarify the questions. The heads of the
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departments, in turn, play a reference role for the respondents in their departments. In fact, the
direct contact with respondents has proved that it is the most suitable way for our survey in
the developing countries. The response rate in Egypt was higher than the one of the
Netherlands and the response time was also shorter. In addition, in Egypt, we ought to
translate a great part of the questionnaires in Arabic language in order to avoid the biased
results that can emerge from the language problems.
Response rate:

The data collection process in the two countries has resulted in 119 responses out of 300. The
gross response rate is 39,6%. The 119 responses were as follows: 54 questionnaires were
received and collected in the Netherlands and 65 questionnaires were collected in Egypt. The
response rate in the Netherlands is 54/150 = 36%. The response rate in Egypt is 65/150=
43,33%. The response rate is in concordance with similar recent studies on this subject
(Christiaens, 1999 and Van Helden, 2000). In general, in most instances in social science
combined sample sizes of 40 or more would be considered "moderately large".
(http://web.uccs.edu/lbecker/SPSS/ttest.htm). Table 7.1 presents the results from the data

collection process:

Absolute numbers

Percentage related to

300

target population
100%

Target group

Total number of surveys returned

119

The Netherlands

54
65

Egypt

Percentage related to
Returned surveys

NA
100%
45,37%
54,63%

39,6%
36%

43,33%

Table 7.1: results data collection process
Composition of reacted respondents groups:

As above-mentioned the target group was 300 (150 in the Netherlands and 150 in Egypt). The
150 in each country were segregated into 50 accountants, 40 auditors, 20 chief executives, 25
financial mangers and 15 academics. Table 7.2 presents the composition of the reacted
respondents groups in both countries as follows:

Country

Total reacted

Accountants Auditors

Respondents

The Netherlands 54
Egypt

65

18

15

Chief

Financial

executives

managers

7

21
19
8
Table 7.2: composition of the reacted respondents groups

8
9

Academics

6
8

In fact, subgroups are too small to apply a reliable statistical analysis per subgroup. Therefore,
we have treated them as a single group.
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7.2.3 Limitation of the empirical research
The empirical research was prepared to gain insight into the practical issues regarding the
transition problems and requirements within the developed and developing countries. The
selection of the Netherlands and Egypt as representatives for both developed and developing
countries was based on the assumption that the Netherlands and Egypt, to some extent, show
an intermediate position among both developed and developing countries. However, to what
extent can the Netherlands and Egypt be considered as representatives for both developed and
developing countries? Since the empirical research focuses mainly on reflecting the practical
current situation in the Netherlands (as a developed country) and Egypt (as a developing
country) and its influence on the transition problems and requirements, it is not possible
through the empirical findings to assess the extent to which the Netherlands and Egypt can be
considered as representatives for both developed and developing countries respectively. In
other words, it is impossible to reflect the differences between the Netherlands and the other
developed countries and between Egypt and the other developing countries and their influence
on the transition problems and requirements. This is due to several aspects:

As it has been noticed from the deductive study, the bureaucratic systems within the
developed and developing countries can affect considerably the transition to accrual
accounting in the public sector. While the bureaucratic systems differ between the developed
and developing countries, they are not the same within the developed and/or developing
countries. For instance, the bureaucratic system of the Netherlands is classified as a modern
bureaucratic system. To what extent is the Dutch bureaucratic system divergent or convergent
from the bureaucratic systems in the other developed countries; and what are the effects of
this divergence on the transition problems and requirements? Similarly, the bureaucratic
system in Egypt is classified as conservative bureaucratic system. In fact, the degree of
conservatism is diverse among the developing countries. For instance, in the developing
countries where the dictatorial political system is dominating the political environment, the
bureaucratic system is more conservative than the bureaucratic system where the semidemocratic political system dominates. So what are the effects of divergence ofthe
bureaucratic conservatism on the transition problems and requirements? Since the
bureaucratic systems are different within both developed and developing countries, the
empirical research can not show the effects of these differences on the transition problems and
requirements between the Netherlands and the other developed countries and between Egypt
and the other developing countries.

In addition, it is argued that government structures and political systems play an essential role
either in precluding or facilitating the government accounting reform. While, the Netherlands
is a coalition government and the Dutch governmental structure is based on the principles of
the decentralized unitary state, most of the other developed countries are unitary governments
(e.g. New Zealand) or based on decentralized systems. Also, it is assumed that the political
system in Egypt is a semi-democratic system, however, the political systems ofmost ofthe
other developing countries are dictatorial systems (e.g. Syria). Similarly, the effects of
differences in the government structures and political systems on the transition problems and
requirements between the Netherlands and the other developed countries and between Egypt
and the other developing countries can not be shown by the empirical research.
Furthermore, in general, two legal systems can be distinguished in the developed countries
with respect to the public sector accounting reform (Luder, 1989). For example, the legal
systems in Germany and France are based on Roman-Germanic traditions (Civil Law),
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whereas the legal systems in the United Kingdom, United States and Canada are based on the
English traditions (Common Law). In the countries belonging to the English traditions there
are only general legal prescriptions for the keeping of public sector accounts, whereas in the
countries belonging to the Roman-Germanic traditions public sector accounting principles and
procedures are laid down in details by law (Luder, 1989). Then the legal system of countries
that belong to the Roman-Germanic traditions (civil law) is less flexible than in countries with
the English legal traditions (common law) However, it is assumed that the Netherlands shows
an intermediate position, where Nobes and Parker (1998) stated that "the Netherlands seems
to be an exception: a country with Roman law but where many other features related to
accounting are like those of the United States or the United Kingdom.
While the legal system in the developed countries can be distinguished in two systems, the
legal systems in the developing countries embody elements of different legal systems. Many
developing countries are heavily influenced by former colonial powers whose culture may be
overwhelming. Namely, the legal systems in the developing countries are a mix of different
legal systems. For instance, the Egyptian legislation can be traced to three major sources:
Napoleonic Code (which is based on Roman law), Common law and Islamic law (shar'ia).
Consequently, it is not possible to assess the effects of differences in the legal systems on the
transition problems and requirements between the Netherlands and the other developed
countries and between Egypt and the other developing countries.

Unlike the private sector, the education and qualifications systems ofgovemment accountants
are not only divergent between the developed and developing countries, but also within both
developed and developing countries. For instance, some conducted studies have proved that
the educational background o f the government accountants is different from one country to
the other. Luder has noticed that the prevailing educational background of the government
accountants in the countries covered by his study (1989) is either in private sector accounting
(e.g. in the USA and in Canada) or in governmental accounting (e.g. in France) or in a nonaccounting field like public administration, economics and law (e.g. in the United Kingdom
and in Germany). Since the education and qualifications systems of government accountants
are different within both developed and developing countries, the empirical research can not
show the effects of these differences on the transition problems and requirements between the
Netherlands and the other developed countries and between Egypt and the other developing
countnes.

Finally, the degree of the development and consciousness ofthe people can also play a role in
the existence of the differences of governmental accounting between and within the
developed and developing countries. Whenever the people developed and reach a high degree
of consciousness, they are able to elect their real representatives and to hold them accountable
for the resources entrusted to them. However, it has been noticed that the degree of
development and consciousness o f the public and their in fluence on the government
accounting reform are not the same within the developed and developing countries. For
instance, pressure from the general public seems to have been a major factor in recent reform
initiatives in the developed countries. Nevertheless, this is not the case in the Netherlands,
where the pressure of the general public has not been marked yet. Consequently, the
differences in the degree of development, culture and consciousness ofthe public and their
influence on the transition problems and requirements between the Netherlands and the other
developed countries (similarly, between Egypt and the other developing countries) can not be
shown by the empirical research.
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7.3 Transition problems and requirements: Confirmation and investigation
As previously stated, there is a lack of empirical studies that examine the transition to accrual
accounting in the public sector of both developed and developing countries (especially at the
central government level): its problems, difficulties and requirements. Accordingly, section
7.3.1 is devoted to investigate and confirm the transition problems whereas section 7.3.2
addresses the confirmation and investigation of transition requirements.

7.3.1 Confirmation and investigation of the transition problems
7.3.1.1 introduction
This section focuses on the confirmation and investigation of earlier conducted deductive
study in chapter 5 with respect to the transition problems of accrual accounting in the public
sector. However, some earlier studies have called the transition problems as implementation
barriers e.g. Luder's Contingency Model. Herein, Luder mentioned the following factors as
implementation barriers:
Legal system;
- Size ofjurisdiction;
Staff qualification; and
Organizational characteristics.
Since the development of the Contingency Model around 1990, only a few extensions of
Luder's barriers have been set up (e.g. Jaruga and Nowak, 1996) leaving the former barriers
unchanged (Pallot; 1996). In addition, Jaruga and Nowak (1996) have mentioned the
following six implementation barriers where the last two of them are originally regarded as
Luder's barriers:

of values;
of thought;
Content of accountability;
System of education;

-

System

-

Modes

-

Legal system; and

- Shapejurisdiction.

Furthermore, Godfrey et al (2001, p.282) in their Diffusion-Contingency Model have stated
the same implementation barriers of Jaruga and Nowak as barriers to change and added one
more barrier which is the aid distortion. Christiaens (1999) has mentioned that these barriers
have hardly ever been quantified in other governmental accounting studies. In addition, these
barriers are more related to the democratic and developed countries. None of the abovementioned studies has investigated the transition problems in the less democratic and
developing countries. None ofthese studies has tackled the practical and conceptual transition
problems (barriers) of accrual accounting in the public sector in detail whether theoretically
or empirically, and neither in the developed or in the developing countries.

Accordingly, there seems to be a lack of empirical research attempts to explain cross-sectional
differences (Christiaens,1999) in the transition problems of accrual accounting in the public
sector of the developed and developing countries. Indeed, there is an urgent need for tackling
and investigating the transition problems to accrual accounting in the public sector. This is
extremely important in the light of the current reforms sweeping through the public sector of
most developed and developing countries. Without policy-based empirical research into this
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area, well-intentioned experts might offer wrong or ineffectual prescription for countries
decided to adopt accrual accounting in their public sector (Rahaman and Lawerence, 2001).
So the objective of this section is not only to confirm these problems but also to investigate
whether there are other problems (additional problems either in the developed or in the
developing countries) that can be added to the earlier derived list or/and whether there are
superfluous problems that can be deleted from this list.
-

7.3.1.2

Criteria of Measurement

This section shows the criteria used to measure the transition problems. Table 7.3 presents an

overview of the transition problems and their measurement criteria. This table can be
considered as a jirst step in constructing of an index and aims at measuring the transition
problems of accrual accounting in the public sector. So we might call this index: "Transition
problems index". Christiaens (2003) states that the Index Construction Methodology is an
umbrella term used by Coy et al. (1993) to bring together "instruments designed to measure a
series of items which, when aggregated, give a surrogate score indicative of the level of
compliance, disclosure, accountability, etc... in the specific context for which the index was
devised (Coy et al. 1993, p.122). In fact, the measurement criteria have been derived from the
experience of the earlier reformer countries such as New Zealand, UK and Australia, this is in
addition to the pioneer studies in this field such as Luder, 1989,1992,1994; Pallot 1996; Ball,
1994,2000; Jaruga and Nowak, 1996 and Guthrie, 1998.

Table 7.3 Transition Problems Index
Transition problems

Measurement criteria

A- Practical Transition Problems
- Legal problems

- Cost of designing and installing of a new
accounting system.

-

Inflexibility of legal system;

-

Lack

-

Nature

-

-

of legal pressure; and
of standard setting bodies.

Volume of costs required; and

Lack of technical skills in terms of soft and
hard ware.

- Lack of qualified accounting personnel.

-

Education system;
Education level;
Salary differential; and
Training system.

-

IPSAS:
ESA:

-

- Lack of accounting standard and
practices that are consistent with the
public sector context.

- National GAAP; and
-

- Resistance to change and absence of the
right incentive system.
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-

-

Combination between two of them.

Influence of change;

Lack ofright incentives; and
Satisfaction with the old system.

- Bureaucratic management culture

-

Prevalence of bureaucratic culture;
Prevalence of input-system;
Absence of output-based system; and
Permanent tenure system.

-

-

- Organizational characteristics

-

Decentralization of responsibility for changes
in the accounting regulations; and
Absence of the internal consistency among
and within the governmental entities.

-

- Lack of external pressure

External pressure from executive and
legislation bodies on governmental entities;

-

and

- Political factors

-

Demand of improved information by
decision- makers.

-

Political culture;
Political system; and
Role of Ministry of Finance.

-

-

- lack Ofcommunication about the reform

-

Lack of communication strategy and efforts.

-

Degree of computerization of the accounting
system; and
Required costs.

process

- Lack of information technology capacity

-

- The use of traditional budget (line item)

-

-Shortage offinancial resources

-

Inconsistency of accounting and budgeting
bases.

Financial circumstances of each country.

B- Conceptual Transition Problems
- Lack of profit motive
- Identijication and valuing of the existing

physical assets

-

-

-

- Matching principle

-

- Realization principle

-

Lack of profit motive in comparison with the
availability of cost information.

Lack of assets register, and

Problems associated with valuation method.
Absence of direct link between revenues and
associated expenses.

Diversification of government inflow of
resources.

- Identijication of governmental reporting

entity
- Economic factor (injlation)

-

Problems associated with identifying the
reporting entity; and
Approaches used to identify its boundaries.

-

Inflation rates.
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7.3.1.3 Confirmation of the transition problems (Transit
ion barriers):
A- Practical transition problems:
- Legal problems:
Generally, the prevalent categories of legal systems differ among countries.
Yet, the laws of
many countries embody elements of different legal systems. For instance, the Egyptian
legislation can be traced to three major sources: Napoleonic Code
(which is based on Roman
law), Common law and Islamic law (shar'ia). Until the first half of the 19th century, Egypt
underwent a rapid process of westernization, which included the adoption of modern codes o f
law modeled after the French Napoleonic Code. Currently, the procedural and substantive
laws of Egypt are applied throughout the Republic. Officially, the Egyptian law is based on
Shana (Islamic Law), although, in practice it is based on
English Common law and the
French Napoleonic Code. (http://www. tradepartners.gov.uk/text/egypt/ profile/03_
economic/economic.shtml). Generally, one can conclude that the Egyptian law (with the
exception of matters involving family status, which is based on Islamic law) is a mix between
English Common law and Napoleonic Code. In short, the Egyptian law embodies elements of
both English Common law and Napoleonic Code. This in
is general, but in business life,
especially, the accounting regulation whether in the private or public sector is more related to
the English Common Law.
On the other hand, while the Dutch Law is originally based on Roman law, many of the other
features related to accounting are like those of the United States or the United Kingdom
»lobes and Parker, 1998). Generally speaking, the English Common law is more flexible and
less abstract than the Roman law (Luder, 1989, Nobes and Parker, 1998,
and Van Caenegem,
1988), as the Common law rules seek to provide an answer to a specific case rather than to
formulate a detailed rule for the future. Consequently, the inflexibility of the legal system was
not seen as a real barrier to transition in both countries. This is due to the fact that
Egyptian
law in business life is based more on English Common law whereas the Dutch law has an
intermediate position between the English Common law and Roman law. On the contrary, a
great part of respondents agreed that the lack of legal pressure on the governing bodies and
governmental entities to move towards the adoption of accrual accounting offers a greater
impediment to the change of the public sector accounting system in both countries. However,
the degree of confirmation of considering the lack of legal pressure as a barrier to transition
was stronger in Egypt than in the Netherlands. Namely, the majority of the respondents and
interviewees were strongly agree in Egypt whereas the Dutch respondents and interviewees
were agree.

Furthermore, it is argued that the nature of standardsetters plays an essential role in making
the legal system flexible or inflexible. The Dutch Ministry of Finance is responsible for
setting accounting standards for the central government and not for the local government,
whereas the Egyptian Ministry of Finance is responsible for setting the accounting regulations
for both central and local government. This means that on the central government
level, the
Ministry of Finance is the standardsetting body in both countries. According to the
respondents in both countries, this is contributing more to making the legal system inflexible
although this has not confirmed as a real transition barrier.
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- Cost of designing and installing of a new accounting system:
The adoption of a new accounting system usually requires additional processing costs.
Generally speaking, these costs can not be estimated in a fixed amount for all countries, since
higher adoption barriers impose higher adoption costs. Furthermore, it depends on the degree
of development of each country and on the current accounting and budgeting system used by
this country. It has been made clear from all interviewees and respondents in the Netherlands
that the adoption costs are not important to the point that they can be regarded as a barrier to
transition. It was not even seen as a problem. The first rough estimation for the adoption costs
is 140-200 million EURO (Eigentijds begroten, 2001). This amount in comparison with the
yearly total expenditures of the Dutch government is trivial. Consequently, the adoption cost
is neither a transition barrier nor a problem in the Netherlands.
On the contrary, the adoption costs are so important in Egypt that it is considered a barrier to
transition. This can generally be justified in the developing countries as a consequence of the
existence of higher transition barriers and lack of required hardware and software systems.
The government accounting systems in these countries (including Egypt) are still done
manually. Logically, it is expected that the total adoption costs in the developing countries
will be higher than those in the developed countries as a result of the huge amounts required
to be invested in the hardware and software systems and in order to overcome the excess of
the transition barriers. Perhaps this can explain why most of the developing countries require
financial support from international organizations such as IMF and World Bank.

- Lack of qualified government accounting personnel:
In fact, the lack of qualified government accounting skills is one of the major problems that
has been seen as an impediment in both of the earlier studies (LOder, 1992 and Christiaens,
1999) and in the current study. Generally, the lack of qualified government accounting skills
is a consequence of several reasons. For instance, the education systems, which are followed
by many countries, have played a fundamental role in creating this problem. While the
accounting education system in Egypt is more focused on the basic level (bookkeeping level)
than the advanced level whether in commercial accounting or government accounting, the
accounting education system in the Netherlands is focused only on commercial accounting.
With the exception of TIAS (Tilburg Institute for Advanced Studies in Management), the
government accounting is considered as neglected subject. It has also been noticed in the two
countries that some of the accountants in the government were not accountants as you would
think ofthem in the private sector. Actually, many of those who obtained secondary
commercial school diplomas are working in the public sector of Egypt as accountants. Also
this problem exists, to some extent, in the Netherlands where some of those who got
commercial diplomas are also working in the public sector of the Netherlands after following
a specific course about the cameralistic accounting system within each Ministry. In
connection with other studies such as Evan and Patton (1983) and Christiaens (1999), this
might be called an education level problem. Consequently, the problem of education system
and education level has plainly contributed in creating the problem of the lack of qualified
accounting skills in central government ofboth countries.
Unlike the Netherlands, the salag d(#brential and trainingprogram has played a role in
creating the problem of lack of accounting skills in the public sector of Egypt. The
accountants in Egypt, especially in the public sector, are under-paid. Accordingly, the public
sector suffers because of the salary differential between the private and public sector, in
addition to the lack of adequate training programs. An important consequence ofthe lack of
qualified accounting personnel, especially in the developing countries, is that (Gujarathi and
Dean, 1993):
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Questionable, uneconomic or improper management decisions have been made without
proper accounting data and interpretation thereof

While other studies (such as: Luder, 1992, Public Accounts Committee, 1995, and
Christiaens, 1999) have also confirmed the lack of qualified accounting personnel as an
impediment, it was surprising that a great part of the accountants themselves whether in the
Netherlands or Egypt (in comparison with the rest of the targeted group: financial managers,
auditors, academics and chief executives) disagreed with the following proposition:
In our country. the impediment of the transition to accrual accounting in the central
government is particularly related to the scarcity of the qualifted government accounting
personnel.

-

Lack of Generally Accepted Public Sector Accounting Standards:

There has been notable difference between the two countries with respect to the lack of public
sector accounting standards. In the Netherlands, the lack of generally accepted public sector
accounting standards was seen as a problem rnore than a barrier to transition. This is due to
the fact that the Netherlands has already confirmed its intention to use the European System
of Regional and National Accounts 1995 (ESA -1995) as public sector accounting standards.
Although the Dutch central government had decided to use ESA-1995, there is no consensus
within the central government regarding this choice. While the Ministry of Finance and the
Central Bureau for Statistics (CBS) are supporting the use of ESA-1995, the Dutch Court of
Audit is supporting the use of International Public Sector Accounting Standards (IPSAS) for
several reasons such as: ESA is designed to be used for national accounting and not for
government accounting purposes. In addition, the use of IPSAS is supported by different
organizations such as OECD, IMF, World Bank and INTOSAI, which in turn assists in an
increase of the international and national harmonization and comparability.
In addition to the disagreement between the Dutch Court of Audit and the Ministry of
Finance, the Agencies are using Dutch national GAAP (Civil Code title 9), and hence, they
are underpinning its use in the whole central government. This was apparent especially from
the different interviews with the accounting departments within the agencies.
-

On the contrary, in Egypt the lack ofpublic sector accounting standards was seen as a barrier
to transition to accrual accounting in the public sector. As it is the case in the other developing
countries, Egypt is importing the accounting standards from the developed countries.
However, there also was no consensus regarding which accounting standards should be used.
While a great part is underpinning the use of IPSAS, the other part was inclined to make a
combination between the IPSAS and the National GAAP. which are in use in the private
sector.

Resistance to change and the absence of right incentive system:
Herein, there was a notable difference between the two countries regarding the resistance to
change in comparison with the absence o f the right incentive system. Resistance to change
was not seen as a real transition barrier in the Netherlands. The main reasons that are
mentioned by the majority of interviewees are: Dutch people are living in a changing
environment (turbulent environment) and they are pursuing and following the other changes
that take place in the rest of the western countries. In addition, the European Community
Treaties are imposing some changes on the members countries in order to move towards
innovation. Accordingly, the change became a part of their daily life.
On the contrary, the resistance to change is considered a barrier to the transition to accrual
accounting in the public sector of Egypt. The reasons here are more related to negative effects
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on the civil servants and traditional reasons. Most of them said that new system means new
changes which in turn means new troubles. The old system has become for the old civil
servants as tradition and it is not easy to give up their tradition. In other words, they have been
reluctant to alter their working patterns. In addition, accrual accounting is more difficult than
cash accounting and the change may open the door to the use of the electronic tools which
they are not accustomed to work with and it is difficult for them at that age to learn these
electronic tools. In addition, the fear of losing their current position is another reason to resist
the change.

difference regarding the resistance to change, there has been a
in considering the absence of the right incentives as a
two
countries
consensus between the
barrier to transition. It is argued that the right incentive and the positive effects that can be
obtained by the civil servants will encourage them to underpin the new changes.

While there has been

-

a notable

Bureaucratic management culture:

As far as the change of management culture is concerned, there was plainly unanimity among
all respondents and interviewees, whether in the Netherlands or in Egypt, that it is an
impediment. Theoretically, the change of culture, attitudes and rituals is in itself intricate. In
the course of time, these doctrines and principles are becoming an important part of forming
the mentality of the people. Similarly, the change of bureaucratic culture, which has centered
on the fact that it concerned itself more with proper procedures than with objectives, puts
respect for rules above efficiency; and having little freedom and less accountability, is very
intricate.

In fact, the bureaucratic culture is still more or less prevailing in both developing and
developed countries. In the Dutch central government, with the exception of the agencies that
have shifted to the result-oriented model, the bureaucratic culture is dominant. In Egypt, this
culture is dominating the whole governmental sector. However, it is argued that the
bureaucratic culture and its role of stifling government accounting innovation may vary from
country to country. While making different interviews in the Netherlands and in Egypt, we
met different patterns of bureaucracy, which can be classified into two categories:
a- Conservative bureaucracy; and
b- Modern bureaucracy.
The first category is based on a strict loyalty and allegiance to the bureaucratic principles.
This kind of bureaucracy is always against any change. The only way to revamp the
government accounting, budgeting and management systems in the public sector where this
kind dominates is to transfer the key director and director, and appointing new ones. The
bureaucratic culture in the developing countries (including Egypt) belongs more to this kind
of bureaucracy. The second category is less loyal and allegiant to the bureaucracy principles
and accepts to some extent gradual change. So ifthis kind is re-trained and re-formed, it can
fairly assist in the change process. The bureaucratic model in the Netherlands belongs to this
category. Consequently, the degree ofregarding the bureaucratic management culture a
barrier to transition was higher in Egypt than in the Netherlands.

In addition, tenure employment, which had become the rule within the public sector, was seen
as encouraging inertia and stifling innovation of government accounting. For example, in
Egypt, the appointment of the civil servants is based on a permanent tenure system. This
system offers the employees a 40-year career ifthey so desire. In addition, public servants
move among departments and enjoy a standard set of working conditions and rates ofpay.
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Although the appointments and promotions are based on a merit principle, they are more
constrained by personnel management conventions, supported by an appeal authority.
Moreover, outsiders have to show clearly more merit than any internal applicant. In the
context of change, civil servants willlose most ofthese advantages. Accordingly,
keeping the
current situation and resistance to any attempt of change will work in their interest.

-

Organizational characteristics:
of similar studies (Ball, 2000 and Luder, 1992), the organizational
characteristics are one of the transition barriers that preclude the adoption of accrual
accounting in the public sector. The organizational characteristics concept is measured by two
In the majority

surrogates: decentralization of responsibility forchanges in the accounting practices; and
absence of the internal consistency within and among the governmental entities. The first
means that i f each governmental entity within the central government is
responsible

for the
development of its accounting practices and procedures, this will result in the development of
diversified accounting systems. Thus, this diversity in the accounting systems within one
sector will hamper the development of an unified accrual accounting
system for the whole
central government. While the Dutch interviewees and respondents have
regarded this a
problem, the Egyptian respondents and interviewees are more inclined to consider it a barrier
to transition.
In addition, the absence of the intern al consistency among and within the governmental
entities can hamper the change efforts. Achieving a radical government
accounting reform
requires a consistent framework in which the participants in the change process plainly
understand their respective roles. However, this was of less importance where most of the
interviewees in both countries considered it a solvable problem more than a barrier to
transition.
Absence of external pressure:
The external pressure does not mean here the pressure that comes from outside the country
such as the pressure that is exerted by the international
organizations (such as IMF and World
Bank). What we really mean, is the pressure that can be exerted by the following two parties:
- pressure from outside the government e.g. from civil society; and
- pressure from inside the government e.g. from the executive, legislative and oversight
bodies on the governmental entities to move towards government accounting reform.
The first can be operationalized when civil societies have reached a
degree of consciousness
that enables them to measure and evaluate the performance of the government. This is in
addition to the availability of opportunity for the civil societies to elect their real
representatives, especially, who will hold the financial responsibilities. The lack of this kind
of pressure is assumed to be a transition barrier in the developed countries.
However, it is
surprising that a great part of the respondents and interviewees in the Netherlands have not
considered the lack of this kind of pressure a barrier to transition. According to the reaction of
the majority of the respondents and interviewees in Egypt, this kind of pressure is of less
value in the developing countries where the civil societies are still not able to practice real
pressure on their governments.
On the other hand, there was full correspondence between the interviewees and respondents in
the two countries that the lack of pressure from the executive, legislative and oversight bodies
on the governmental entities is considered to be a real barrier to transition. However,
this kind
of pressure can really occur when real structural reforms of government activities and tasks
are taking place. Structural reforms aim at improving the quality ofpolicy and management,
improving information flows and strengthening incentives for performance; shaping the
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and managers of public
accountability relationships between politicians, civil servants
on the
institutions. Accordingly, the structural reforms of government can exert real pressure
hence
and
governmental entities to move towards improving the financial information
towards the transition to accrual accounting.

-

Lack of political commitment:

both countries that the
Generally, there has been broad consensus among the respondents in
lack of political commitment is considered a barrier to transition. Furthermore, it is noted that
with the
the absence of dictatorial (or semi-dictatorial) political commitment in comparison

or
democratic system can entirely suppress the reform process whether it is accounting reform
general, is delayed in
in
public
why
sector
explain
the
reform,
may
this
Perhaps
other reform.
most of the developing countries. This also means that the political culture and nature of the
innovation.
political system can play an essential role in precluding governmental accounting
the
the
ds)
process
Netherlan
Furthermore, it is argued that in coalition governments (such as
to the
as
partners
the
coalition
among
ons
negotiati
entails
often
of forming the government
policy changes and reform to be undertaken. This in turn can temporarily postpone the
adoption of accrual accounting (reform process) in the central government but it is not
considered a barrier to transition according to the Dutch respondents and interviewees. Yet,
of the
another study has argued that the political orientation has not been a reliable indicator
the
to
left
from
opposite
orientation
in
or
in
A
shift
right,
political
pace or direction of reform.
In addition, the absence of
direction, has not interrupted the reform process (Schick, 1999).
the role of the Ministry of Finance, as leader of steering the government accounting reform
process, is considered a barrier to transition from the standpoint of respondents and
interviewees in both countries.

Lack ofcommunication about the reform process:
of considering the lack of communication about the change process, a barrier to
In Egypt, the respondents
transition, has been more serious in the Netherlands than in Egypt.
ion) have considered the
Organizat
Auditing
and interviewees (especially in Egyptian Central
a
lack of communication about accounting change process problem that can postpone the
transition to accrual accounting or make it persist longer than expected.

-

The degree

On the contrary, the respondents and interviewees in the Netherlands have considered it an
obstacle that can result in impediment of the transition to accrual accounting. In other words,
means
the Dutch respondents are more inclined to consider it a barrier to transition. This also
the
than
efforts
tion
role
of
communica
the
important
more
find
developed
countries
that the
countries.
developing

-

Shortage offinancial resources:

As far as the shortage of financial resources is concerned, there has been a similar reaction
from all respondents in both countries to what was earlier discussed under the cost of
designing and installing a new accounting system. The respondents in the Netherlands have
not considered the lack of financial resources a barrier to transition or a problem. On the other
hand, the respondents in Egypt have considered it an impediment.

Traditional budget (line item budget) influence:

nature and characteristics which can
It is argued that each accounting basis has a specific
make it appropriate for a specific use, and hence consistent with one of the budgeting
methods. Similarly, the use of one budgeting method can also play an essential role in
choosing one accounting basis in comparison with the other accounting bases. Consequently,
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the use of line item budget has resulted in choosing the cash-based accounting system in the
government. Furthermore, it is assumed that there is a specific relationship between the
budgeting and accounting system in the public sector in comparison with the private sector.
Then the question is: can we consider the use of line item budget in the public sector a

transition barrier to accrual accounting?
Generally, the international experience has indicated that the use of the line item budgeting
can not be regarded as a barrier to transition to accrual accounting in the public sector. This
has become plain from the New Zealand and UK experience where both countries started with
reforming the accounting system before reforming the budgeting system. This means that the
experience of New Zealand and the UK has assured that accrual accounting can be
implemented firstly and the budgeting reform can follow the accounting system. In addition,
the Netherlands experience with the budgeting reform has also proved that budgeting reform
can precede the accounting reform. This also means that the use of line item budgeting system
can not be considered a barrier to transition to accrual accounting in the public sector. While
the international experience has proved that the use of the line item budget can not preclude
the transition to accrual accounting in the public sector, some of the interviewees in the two
countries have seen that the use of line item budget, instead of performance budget,
may not
encourage the transition process to accrual accounting in the public sector. However, both
Dutch and Egyptian respondents did not consider it a barrier to transition or a problem.
Lack of information technology capacity:
It is argued that the primary aim of the adoption of accrual accounting in the public sector is
timely providing improved financial information that can facilitate and assist in the decision
making process. In the context of absence of the information technology capability, this aim
will not be fulfilled. In fact, the majority of interviewees and respondents, especially in the
Netherlands, have regarded the lack of information technology a barrier to transition. This is
due to the fact that the Dutch respondents are accustomed to working with accounting
computerized systems both in the public sector and in the private sector and they know the
significance of the availability of the information technology capability. On the
other hand,
the interviewees and respondents in Egypt have paid less attention to the lack of information
technology capability. They have considered it a problem more than a barrier to transition.
This is due to the fact that they are used to doing the accounting work manually. This is in
addition to the prevailing of bureaucratic culture, which has not appreciated the timely
providing of improved financial information. Thus, the degree of
computerization of the old
accounting system and the management prevailing culture can play an important role in
considering the lack of information technology capability a barrier to transition or not.
B- Conceptual transition problems:

In addition to the practical problems, there are other problems that are concerned with the
principles that underlie the system of accrual accounting. These are called conceptual
problems. The matching and realization principles are the principles that have mostly given
rise to a heavy debate, this in addition to reporting entity. Furthermore, the identification and
valuation of physical assets, lack of profit motive and the increase in the inflation rates are
also regarded as conceptual problems.

- Lack Ofprofit motive:
It is worthwhile to mention that the lack of profit motive is neither seen as a barrier to
transition nor a problem in the Netherlands. This was overwhelmingly emphasized by most of
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the Dutch respondents and interviewees. In the Netherlands, 53 of 54 respondents (98 %)
were between strongly disagree and disagree on the following proposition:
If governmental entities do not aim at making profit, then the adoption of accrual accounting
is unnecessary.

Also in Egypt 57 of 65 respondents (87%) were between strongly disagree and disagree on the
above-mentioned proposition. On the other hand, 5 of 65 respondents (7.6%) strongly agreed
that as long as the government does not aim at making profit, the adoption of accrual
means that
accounting is unnecessary. The other three (5.4%) had chosen "Undecided". This
the majority of respondents in Egypt agreed with the majority of respondents in the
Netherlands that the lack of profit motive is neither considered a barrier to transition nor a
information
problem. There also appears to be a growing interest in showing improved cost
with
in
about the government activities and programs comparison
profit motive, particularly
in the Netherlands. In addition, providing information on the hidden liabilities, real budget
deficit, net worth and total government assets are considered to be more necessary than the
profit motive. Consequently, the absence of the profit motive is not confirmed as a barrier to
transition neither in the Netherlands nor in Egypt. Therefore, one can infer that the lack of
profit motive is a candidate for deletion.
Identification and valuation of the existing physical assets:
In some earlier conducted studies (Christensen, 2002 and Greiner, 1993), the identification
and valuation ofphysical assets and the lack of assets registers were confirmed as an
impediment. Christensen (2002) stated that another impediment that worried the producer of
information was the inadequate state of asset records: "we had things (assets) we did not
know about" "how could we manage if we did not know what assets we owned". In the
current study, there has been consensus among the respondents and interviewees in both
countries that the problems associated with the identification and valuation of physical assets,
in addition to the lack of assets registers are considered to be an impediment (a barrier to
higher in
transition). However, the degree of considering this problem as an impediment was
the Netherlands than in Egypt. In the Netherlands 38 of 54 (71%) of the respondents have
considered these problems an impediment, whereas in Egypt 40 from 65 (61%) of the
respondents have considered them an impediment. In fact these results can bejustified. The
Netherlands have already decided to adopt the accrual accounting system; accordingly, the
Dutch people are paying more attention to specific accounting issues than to other factors,
whereas Egypt has not yet decided to adopt the accrual accounting system. Therefore, the
Egyptian respondents are paying more attention to the political and management environment
than to the specific accounting problems.

- Matching principle:
It is argued that the direct link between revenues and expenses is a prerequisite in order to
apply the matching principle. On the other hand, in the governmental entities the direct link
between services and revenues is mostly missing and so is the link between expenses and
monetary value of the output (Monsen and Nasi, 1997, p.13). The lack ofthe direct and

traceable linkage between expenditures and revenues has made some of the opponents of the
transition to accrual accounting in the public sector to conclude that accrual accounting with
its matching principle cannot generally be properly applied to governmental organizations
(Monsen, and Nasi, 1997, p.13). Accordingly, we have attempted to research whether the lack
of the direct link between expenditures and revenues in the public sector can be considered a
barner to transition in the two countries or not. This has taken place through the interviews
and the questionnaires. It was surprising that the majority of respondents and interviewees in
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both countries have not considered the lack of the direct link between the revenues and
expenditures a barrier to transition, as 68% of the Dutch respondents and interviewees
disagreed that the lack ofthe direct link can be considered a barrier to transition and
64% of
the Egyptian respondents and interviewees did not regard the lack of the direct link a barrier
to transition. On the other hand, the respondents and interviewees in both countries have
considered it a problem that can be overcome.

- Realization principle:
It is argued that, unlike the private sector, the government obtains its inflows from different
sources, which in turn makes the recognition and realization problem in case of the adoption
of accrual accounting more difficult since diversity of sources will require different
recognition points. Furthermore, unlike the private sector, governments own different sources
of physical assets such as infrastructure assets, heritages assets, etc. These assets are to a great
extent difficult to be measured reliably. Then, the problems that are associated with the
recognition and realization principles will create a great confusion within the governmental
entities that are not accustomed to having those problems. Similarly, the respondents and
interviewees in both countries have not considered the problems that are related to the
diversity of sources and the value increase of assets a barrier to transition. These issues are
considered a problem more than a barrier to transition.
Identification of governmental reporting entity:
In spite of the identification of government financial reporting entity and determination of its
boundary not being tested in previous studies, it is considered to be an important
factor of the
transition process to accrual accounting in the public sector.
Currently there is no consensus
about what entities and transactions should be reflected in the financial
reporting of the
government and where the boundaries ofthe government financial reporting entity should be
drawn. In reality, inappropriate delineation of the boundaries ofthe
government financial
reporting entity would have adverse consequences on the message communicated by the
financial reporting and the discharge ofthe accountability
obligations of government (IFAC,
1996). Conceptually, there are four approaches that can be used to determine the boundaries
of the government financial reporting entity. These are:
1- legal entity approach;
2- authorized allocation of funds approach;
3- political accountability concept; and

4- concept of control.

However, there is no unanimity around one or a combination of these approaches to be
actually used in determination of the government reporting entity boundary. As a consequence
of the problems and di fficulties that are inherent to the identification of government reporting
entity and determination of its boundaries, it is assumed to be a barrier to transition. This was
more confirmed by the Dutch respondents in comparison with the Egyptian respondents. In
fact, 74% of the Dutch respondents have considered it a barrier to transition and 15% have
not. Whereas 53% of the Egyptian respondents have considered it a barrier to transition and
43% have not.

- Injlation rate and its injluence on assets valuation:
It is argued that an increase of the inflation rates whether in the developed or in the
developing countries can create severe problems and difficulties with respect to the
valuations
of governmental assets and liabilities. Accordingly, it is likely that the transition to accrual
accounting in the public sector can be precluded as a consequence of increasing of the
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inflation rates. However, it is common that developing countries are suffering from higher
inflation rates in comparison with the developed countries. For instance, the inflation rate in
Egypt is generally between 5% and 15%, whereas in the Netherlands, the inflation rate is
usually between 2% and 3.5%. In spite of the striking difference between the inflation rates
in the two countries, the respondents and interviewees of the two countries did not consider
the increase in the inflation rates a barrier to transition nor a problem.

7.3.1.4 Deletion variables
Based on the previous section (including both the interviewees and respondents), it is entirely
clear that there are some variables (that were included in our list as transition problems) which
have not been regarded as barriers to transition or a problem. In connection with LOder's
observations, these are candidates for deletion. The rule of thumb is: What can not be
regarded as a barrier to transition or as a problem is a candidate for deletion. So the deletion
variables in the two countries are as follows:

In the Netherlands:
1-

of designing and installing a new accounting system;
of profit motive;
Lack of financial resources;

Cost

2- Lack
3-

4- The use of the traditional budget; and
5- Inflation rate.

In Egypt:

1- Lack of profit motive;
2- The use of the traditional budget; and

3- Inflation rate.

7.3.1.5 Additional Variables ( additional transition problems)
Based on the interviewees and questionnaire open questions, we have found out that our list

of the transition problems is incomplete and there appear new transition problems. In
connection with Lader's observations, these can be considered as additional variables
(additional transition problems). In Egypt, there are additional transition problems which we
were not able to derive from the experience of the developed countries. These variables are
more related to the prevailing bureaucratic, political and socioeconomic environment in Egypt
(and probably in the other developing countries). On the contrary, in the Netherlands, the
additional transition problems were focused on technical problems that are associated with
specific accounting treatments. The additional transition problems in both countries are as

follows:

A- In Egypt:
1- The fear of transparency and accountability
Generally speaking, transparency and accountability are interrelated concepts and mutually
reinforcing. Without transparency there could not be any accountability. Unless there is
accountability, transparency would be ofno value. In fact, transparency is built on a free flow
of information and it requires that the governments should be explicit about their fiscal
objectives and should report on a wide range of economic and fiscal information. On the other
hand, transparency is a key element of bureaucratic accountability that entails making
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available for public scrutiny all public accounts and audit reports. Transparency protects
against government error, the misallocation of resources and corruption. Furthermore,
accountability requires a system to monitor and control the performance of government
officers and organizations, particularly with respect to quality, inefficiency and the abuse of
resources. Hence, open and rigorous systems of financial management, accounting and
auditing, and revenue collection are also necessary.

Accordingly, the main aim of revamping the government accounting system is to furnish
improved information that can assist in achieving the objectives intended from the
transparency and accountability concepts. On the other hand, the prevalence of the traditional
government accounting and budgeting systems in the developing countries have played an
essential role in creating and increasing of the corruption and fraud practices. The traditional
government accounting system does not indicate what was accomplished with money spent in
the year past. The budget system does not indicate accurately what the cost of each activity
will be over the coming year. Thus, the prevalence of those systems is consistent with the
corrupter's desire. In the context of prevalence of the traditional systems, there is a lack of
accountability or the accountability is diluted and accordingly, neither the bureaucracy nor the
politicians are accountable. In addition, the desire of not showing the real political and
administrative expenditure makes them more conservative regarding the traditional systems.
On the contrary, the adoption of an improved accounting system, that can reveal about their
performance and their abuses regarding the public resources and will make them accountable
for these resources, will clash with the desire of both bureaucracy and politicians. Therefore,
the fear from transparency and accountability represents an additional transition problem of
the adoption of accrual accounting in the developing countries.
2- The fear of reform failure and its consequences
Public sector organizations operate in settings very different from the private sector, and those
differences are important for understanding why governments fail and what challenges public
sector managers face. Furthermore, special standards of accountability and transparency apply
to the public sector. This means that failure is often widely publicized and the top-level civil
servants and politicians are held accountable for this failure.
Usually, in the developing countries more than anywhere else, the reform decisions are taken
loosely. These decisions are confronted with many difficulties in practice as a result of
neglecting the related changes and underpinning factors. Consequently, most ofthe reform
decisions have failed. One of the common mistakes in the developing countries, is that instead
of studying and researching the underlying reasons of the failure, they dismiss the Minister or
chief executive who has suggested these reforms. It goes without saying that each Minister or
chief executive who has been appointed in the government likes to stay in his position at least
for the four years and also with the intention to be re-appointed for another four years.
Therefore, he attempts to focus on the ordinary decisions that do not give rise to the creation
of problems, and hence, he makes himself not accountable for the likely failure and its
consequences. In addition, negative unintended consequences and poor results of earlier
reforms hamper new reform initiatives. This can explain why the ministers and chief
executives, in most developing countries, are reluctant to take radical reform decisions.
Traditionally, the rewards for reform initiatives taken by civil servants themselves are very
uncertain, while failure may have a disastrous impact on someone's career. Accordingly, the
common and funny bureaucratic rules in the developing countries are: the more reform
initiatives, the more problems created, the bigger the chance to be dismissed. The less reform
initiatives, the fewer problems created, the smaller the chance to be dismissed. No reform
initiatives, no problems created, the bigger the chance to keep your place and to be promoted.
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While this seems to be a joke, in fact it is reflecting the real attitude and behaviour of
bureaucratic administration towards any reform process in the developing countries. So it can
be concluded that the fear of failure and its consequences, which is the dismissing of decision
takers, can be regarded a additional transition problem to the accrual accounting system in
Egypt and likely in the other developing countries.
3- Increasing the local and external debt and budget deficit
Most ofthe developing countries, ifnot all, are suffering from accumulated internal and
external debts, which may make a country's economy very ill. For example, in Egypt, gross
general domestic debt has reached in 2000/01 92% of GDP, in addition to the net general
government debt which has reached 73% of GDP (Al Ahram 2002). The government's
internal debt is $35,44 billion (LE147.1 billion - ($1 = LE 4.15); borrowing was made by
successive governments to finance development. As a consequence of the increase of the
internal debt, in addition to the external debt which is $28.2 billion (LE 117.03), the country
was unable to settle its accounts with local companies. For instance, the government's arrears
for the contractors companies are around $ 16,86 billion (LE 70 billion) (Al Ahram 2002).
The contractors companies, as a consequence, found themselves unable to pay their own subcontractors, thus creating a series of liquidity bottlenecks. Furthermore, most of the
developing countries are also suffering from budget deficits. In Egypt, the total estimated
expenditures for the budgetary year 2003/2004 are $ 38.07 billion (LE 158 billion) and the
total estimated revenues are $ 27,95 billion (LE 116 billion). Budget deficit is $ 10,12 billion
(LE 42 billion). Then, the budget deficit is more than 26% ofthe total estimated expenditures.
Bear in mind that the Egyptian economy is considered to be one ofthe good economies in the
developing countries. You can imagine what the situation in other developing economies is.
So, as a result of the increase of the internal and external debt, in addition to the budget
deficit, most ofthe governments in the developing countries are not inclined to be open for
control by their public. Consequently, they are opposing any attempt of adoption of a new
accounting system that can reveal its performance and debts.

4- Inconsistency between the reform ejIorts and wages paid to civil servants
Unlike the developed countries, the state in the developing countries often guaranteed civil
service jobs for graduates of institutions of higher education. This in turn resulted in an
overstaffing in the civil service. As a result of the expansion of employment in the civil
servicb, the real wages have continued to decline. Consequently, overstaffing and low salaries
had adverse consequences, including poor staff morale, a decline in work effort and
opposition to any change attempt that could require additional work. In reality, this is a
common problem for all the developing countries, where real wages had fallen in real terms to
the point that they no longer represent a living wage. In addition, where pay is below a living
wage, people are bound to seek other ways of maintaining their families and the spirit of
reform is likely to be resisted. Furthermore, the problem of lower wages has also forced the
skilled personnel to abandon the public sector and seek better employment in the private
sector. This in turn made it difficult for the governments in the developing countries to
implement a radical change in the governmental accounting system. Consequently, the
inconsistency between the reform efforts and wages paid to civil servants has to be taken into
consideration in any public sector accounting reform in order to support these civil servants to
act in the interest of the reform process.
The inconsistency problem has repeatedly been raised during different interviews with civil
servants in Egypt's Ministry of Finance and the Central Auditing Organization. Most of the
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civil servants have literally said that in the end of the month they get the same salary whether
they work or not. Accordingly, there is not any reason to bear unpaid additional work.
5-

No appreciation for the new accounting system from the governing and legislative
bodies
Perhaps one of the reasons behind the non-appreciation ofaccrual accounting in the
governmental sector of Egypt is that the new accounting system is seen as a black box for part
of the members ofparliament and the executive body. It is not clear for this part what are the
benefits that can be obtained from this system in comparison with the old system. On the
other hand, the rest of the executives and legislative bodies are to some extent afraid of the
previously mentioned additional variables, namely, the fear of transparency and
accountability, etc.

6- Internal climate of the public sector
The prevailing internal climate ofthe public sector in the developing countries is affecting
negatively the change process in general, whether this change is an accounting change or
other. Over-staffing, poor motivation, risk aversion, unwillingness to take independent action,
close supervision of subordinates with little delegation, operation often inefficient and high
cost with low productivity, under-utilization, poor pay and poor morale indicated by high
absenteeism, are all features that kill the spirit of reform. In addition, this climate results in
what we might call selfimposed barriers, where the people do not like to understand the
reasons underlying the change, the benefits of change, ..etc.

B- In the Netherlands:
While the additional transition problems in Egypt are more related to the political,
bureaucratic and socioeconomic environment, they are more related to the specific accounting
issues in the Netherlands. These additional variables are as follows:
-

Specific accounting problematic such as:

a- forming and recognition ofprovisions;
b- forming of reserves;
c- superannuation and pensions (General old ages pension of citizens (AOW)); and
d- preparation of opening balances.

-

-
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Parliament fear of accumulation of the capital deficit;
Lack of conviction of accrual accounting system (is it worth effort);
Emotional feeling, accrual accounting is not applicable to governmental use; and
Cultural elements.

7.3.2 Confirmation and investigation of the transition requirements
7.3.2.1 Introduction
The primary aim of this section is to confirm and investigate the earlier conducted deductive
study in chapter 6 conceining the transition requirements to accrual accounting in the public
sector. In recent years there has been an increased interest in considering the transition
requirements of accrual accounting in the public sector. A considerable body of studies have
dealt with the transition requirements. Some of these studies have tackled the requirements in
the form of lessons learned from the experience of earlier reformer countries such as New
Zealand and Ireland (Scott, 1996, Ball, 2000 and Treacy, 1996). Other studies have dealt with
the requirements as factors affecting the success of implementation (Pallot, 2002 and IFAC,
2002). Another study has called them a condition precedent to the introduction of accrual
accounting (Hepworth, 2001). While the above-mentioned studies provide some disparate
explanations for the factors that can support the transition to accrual accounting in the public
sector, none ofthese studies has tackled the transition requirements in detail. Namely, these
studies have just generated prescriptions rather instead ofprofoundly tackling the transition
requirements of accrual accounting. In addition, these studies are more associated with the
circumstances of the developed and democratic countries. However, none of these studies has
dealt with the transition requirements in less democratic and developing countries. More
strikingly, the innovation government accounting literature tends to minimize or ignore the
potential differences of the transition requirements between the developed and developing
countries.
a Basic Requirements Model (BRM) for successful transition to accrual
accounting in the public sector of developed and developing countries has been developed in
chapter 6. However, none of the aforementioned studies (including the BRM) has empirically
confirmed and investigated the transition requirements neither in the developed countries nor
in the developing countries. So the objective of this section is not only to confirm these
requirements but also to investigate whether there are other requirements (additional transition
requirements) that can be added to the earlier concluded list of requirements or whether there
are superfluous requirements that can be deleted from this list. So the next section
demonstrates the transition requirements and their criteria of measurement.

To fill the void,

7.3.2.2 Criteria of measurement
This section describes the criteria (methods) used to measure the transition requirements.
Table 7.4 presents an overview of the transition requirements and their measurement criteria.
This table can represent afirst step in constructing an index and aims at measuring the
transition requirements of accrual accounting in the public sector. We might call this index
"Transition Requirements Index". Similar to section 7.3.1.2, the measurement criteria have
been derived from the experience of the earlier reformer countries such as New Zealand, UK
and Australia. This is in addition to the pioneer studies in this field such as Luder, 1989,1992,
1994; Pallot 1996,2002; Ball, 1994,2000; Scott, 1996 and Treacy, 1996 and Guthrie, 1998,
IFAC, 2002 and Hepworth, 2001.
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Table 7.4: Transition Requirements Index

Transition requirements
-

Political commitment

Measurement criteria
-

-

- Bureaucracy
support

-

Political persuasion and consensus;
External pressure whether from public, media or from
the international organizations;
Leadership of the Minister of Finance and other key

Ministers involved in fiscal policy and public
administration;
Financial problems and scandal; and
Economic crisis.
Change bureaucracy behavior towards the reform
process;

-

-

- Form of government

-

- Professional and academic bodies

-

support

-

Installing an incentive system that motivates the larger
bureaucracy to promote the introduction of accrual
accounting; and
Demonstrating the benefits that can be obtained from the
new accounting system.
Single government; and

Coalition government.
Proposing

of accounting standards and procedures;

Comment on the accounting standard proposals and

supply recommendations;
-

- Adoption and adaptation of private
sector GAAP
-

Communication strategy

-

of professional consultancy; and

Adaptation ofprivate sector GAAP to be consistent with
the public sector context.

-

-

- Willingness to change

Submittal

Development and design ofan accounting system
consistent with the public sector context.

-

Dissemination of the objectives and requirements of the
accounting change process;
Conveying a common understanding of the key
principles of the accounting changes to the senior
managers of governmental entities and all other
members who will be responsible for carrying out the
transition process; and
Communication strategy includes: conferences,
seminars, booklets, case studies, presentations, videos,
setting a new course, etc.

Creating the right incentive system for managers to
follow through transition process;
Existence of well-trained and qualified accounting staff;
and

-

- Management culture
change

-

-

-

236

Increasing conviction about the benefits and
the new accounting system.

visibility of

Focus on output instead of input;
Increasing the individual responsibility ;
Giving the managers extensive discretion in the use of

-

-

- Legal provision

-

-

-

resources; and
Measuring the performance in terms of efficiency and
effectiveness;
Demanding and using of accrual information by
decision-makers; and
Demonstrating the linkage between accounting and
management change process.
Enactment of new laws/acts required for the transition
process;
Change or adjusting current acts;
Giving the legitimacy for the transition process; and
Making clear the purpose and philosophy of the changes

as well as technicalities.

- Co-ordination and consultation

-

Central guidance for changing the accounting
regulations;
Obtaining comments and suggestions from the
governmental entities for the required developments and
to be well posted with their problems and constraints;
and

- Budgeting of adoption costs

-

Continuously consulting with the governmental entities.

-

Identification of the initial costs required for the
transition process;
Budgeting of the initial costs required; and
Overcoming the future financial problems.

-

- International financial support

-

To what extent the carrying out of the transition process
requires international financial support. Is the
international financial support confined to the
developing countries?

- Budgeting and accounting
consistency

-

Consistency of budgeting and accounting bases; and
Budgeting reform in the public sector demands
accounting reform to support it.

-

7.3.2.3 Confirmation of the transition requirements
- Political commitment
Structural reform always requires strong political commitment to implement. In fact, changing
the accounting system in the public sector requires considerable resources and faces different
problems. The political commitment should be established early in the process to overcome
these problems and in order to assist in saving the scarce resources. Generally, both Dutch and
Egyptian respondents and interviewees have entirely agreed on the significance of the
political commitment to adopt acct'ual accounting in the central government. In the
Netherlands, 84% of the respondents and interviewees have agreed that the transition to
accrual accounting in the Dutch central government is more related to the political
commitment. There has been broadly consensus among the Egyptian respondents and
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interviewees (93%) that the political commitment is essential and vital for carrying out any
accounting change in the central government. This means that the political commitment
(persuasion and consensus) is confirmed by both Dutch and Egyptian respondents. Based on
the survey, it seems that in the developing countries more than anywhere else, the politicians
have the last word with respect to any reform (whether they are accounting, budgeting and
management reforms).
On the other hand, it is argued that there is a positive relationship between the transition to
accrual accounting and the leadership of the Minister of Finance and key Ministers involved
in fiscal policy and public administration. Based on the survey, there has been considerable
difference between the Dutch and Egyptian respondents, as 80% of the Dutch respondents
have confirmed the leadership of the Minister of Finance and the other key Ministers, whereas
97% of the Egyptian respondents have confirmed this leadership. Accordingly, in comparison
with the Egyptian respondents, the Dutch respondents did not place much emphasis on the
leadership of the Minister o Finance. Perhaps this result can explain the
conclusion of Luder
and Jones, (2003),who stated that there are countries in which the
(national) finance minister
has a relatively weak position because ofthe following:
- The need to obtain the cabinet's and even each minister's approval for the
reform;
- A federal structure;
No central agencies in charge of accounti
ng; and
A part-transference of standard setting tasks to bodies external to the government or even
to business sector standard setters.
They further stated that the countries that best fit these conditions are Germany, the
Netherlands and Switzerland. They all share the feature o f a
fragmented reform (Luder and
Jones 2003). It seems that the Dutch respondents have to a great extent confirmed the Luder
and Jones conclusion. On the other hand, a considerable percentage of the Egyptian
interviewees have placed emphasis not only on the Minister of Finance support but also on a
solid presidential and Prime Minister support. Unless such support exists, the governmental
entities may be reluctant to implement any accounting change in the central government. The
survey reveals that political commitment and sustained leadership of the Minister of Finance
and other key Ministers is crucial for the transition to accrual accounting in the central
government.

f

While there has been consensus between the Dutch and Egyptian respondents on the political
commitment and the leadership of the Minister of Finance, there has been
striking difference
between them regarding the reasons underlying the political commitment. As far as the
external pressure is concerned, most ofthe Dutch interviewees fairly agreed on the influence
of the media and public on the governing bodies but did not agree on the influence of the
international organizations. In contrast, the Egyptian interviewees were more concerned with
the international organizations pressure than the in fluence of the public and media on the
governing bodies. It was surprising too that little concern was given to the financial problems,
scandal and economic crises, as a reason for political support, from both Dutch and Egyptian
interviewees. In fact, the Netherlands did not experience radical financial problems or
economic crises; therefore the Dutch interviewees did not regard them as reasons behind the
political support. Whereas, the opinion of the Egyptian interviewees was that Egypt has a long
history with the financial problems and scandal, in addition to economic
crises,
notwithstanding, this did not result in public sector reform. The economic program
reform,
which was launched in the beginning of 1990, was required
by IMF and World Bank and was
not initiated by the government itself. Based on this result, it seems that the driving forces of
accounting reform in the developing countries are, to some extent, not consistent with the
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international experience of the developed countries, where the fiscal crisis was one of the
main reasons behind the public sector reform (especially in New Zealand which was faced
with an unprecedented fiscal crisis). The potential explanation is that the developing countries
are accustomed to having such economic and fiscal crises and they did not see them as
stimulus for reform. Furthermore, they are used to dealing with such economic and fiscal
crises by an antibiotic way, which has centered on the fact that it concerned itself more with
temporal solutions than with permanent and sustainable solutions. This way has never
resulted in radical changes and it never will. Consequently, one can conclude that driving
forces (stimuli) for accounting reform that are appropriate for a certain country or community
may not be appropriate for another. This heavily depends on the specific socioeconomic,
political and cultural environment of each community.

- Bureaucracy support

While there has been a common consensus between the Dutch and Egyptian respondents
about the political commitment, there was also a notable difference between them regarding
the bureaucracy support. The Dutch respondents were more concern for the bureaucracy
support than the Egyptian respondents, as 76% of the Dutch respondents agreed on the role of
the bureaucracy in carrying out the accounting changes in the central government, 54% of the
Egyptian respondents assured the importance of that role in the implementation of the
accounting changes in the central government. In order to understand why the role of
bureaucracy was more important in the Netherlands than in Egypt, we need to grasp the
context by which the public management reforms can take place in the Netherlands.
Generally, there are different ways for carrying out the public management reform. On the
one hand, reform can be carried out on the basis of overall strategic policy program and on the
other hand, reform can be brought about by a gradual and incremental way. Government
reforms in the Netherlands belong to the second kind (Koos Roest, 1999).
Furthermore, Roest stated that the past experience shows that efforts to bring about reforms in
Dutch public administration by means of overall policy plans tend to fail. Such
comprehensive changes generate their own resistance by "vested interests". Proposals for
strategic and programmatic reform of public administration and management often turned out
as a "blueprint" that, even if they are desirable, are in fact unfeasible. Accordingly, changes in
the Netherlands have taken place step by step and they are carried out when and where
needed, more in reaction to demands and stimuli from their environment (organic change),
and scarcely by means of centrally directed strategic policy steering (Roest, 1999).
In addition, each Minister is responsible for the quality of the public administration and public
management of his own area of policy and he can deal with the way things are organized and
done in his or her ministry. Furthermore, each separate ministry primarily brings public
management reform about itself. Accordingly, the public management reform is a matter
between the Minister and the bureaucracy. So the bureaucracy (senior officials) plays a
considerable role in implementing any reform initiative regarding the public management in
the Netherlands. In this context, the bureaucracy support is crucial for carrying out any
accounting change within the Dutch central government, and hence it is confirmed.
On the other hand, the situation in Egypt can justify the above-mentioned percentage of 54.
The situation in Egypt is more centralized than decentralized. The reform initiatives within
public management have to be discussed with and to get approval of the Prime Minister and
probably of the President himself. Accordingly, the role of the bureaucracy is more to follow
than to take decision concerning the implementation of reform initiatives. This not to say that
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the role of bureaucracy is not important, but that this role is important in the implementation
phase since most of procedural and technical aspects are matters ofbureaucracy.
However,
this role is of little importance in the decision phase and is of vital importance during the
implementation phase. Accordingly, the bureaucracy support for the transition to accrual
accounting in the central government is important and it is also confirmed in Egypt. In fact,
the main difference between the bureaucracy in the developed (especially in the Netherlands)
countries in comparison with the developing countries is that the role of bureaucracy has a
more considerable weight in different phases (such as initiating the reform, decision phase,
implementation phase,.. etc) than in developing countries where it is more confined to the
implementation phase.

- Form of government

During conducting the deductive study (chapter 6) regarding the supporting factors, we have
seen that different studies (for example Ball, 2000,2001 and Schick, 1999) indicated that the
single (unitary) government can affect considerably the transition to accrual accounting in the
public sector in comparison with the coalition government. Ball (2001) argued that the unitary
government can easily take the reform decision and could move faster and accomplish more
by prescribing a course of action than the coalition government which may be obliged to
dilute its program in order to gain coalition support. Fortunately, the current study comprises
two different forms of government; this may explain whether the form of government can be
confirmed as a supporting factor or not.
The government in the Netherlands is always a coalition. The duties of the Prime Minister are
mainly of a co-ordinative and representative kind. In comparison with some Anglo-American
Governmental Systems, his position is relatively weak. This stems from the following facts
(Van Borselen 1992):
Dutch Cabinets are usually a multipartisan coalition that resist a strong one-man
leadership;
- In the Netherlands in general there is a strong tradition of collegial government;
- The position of the different ministers and ministries is traditionally quite autonomous;
-

and

-

The Prime Minister has political seniority over his colleagues but no formal seniority.

As a corollary, the Prime Minister's Office only has limited official powers to direct other
ministers and their ministries. His power and authority for the most part must come from
consultation and persuasion. Besides the Prime Minister's general policy co-ordination
position, two other ministers and their ministries have special responsibilities for parts of the
public management of the other ministers. The Minister of Interior is responsible for
conditions of employment in the public sector at national level and the relationship between
national, local and provincial levels of government. The Minister of Finance has say on the
financial aspects of the public management. So in the context of the coalition government
with a relatively weak Prime Minister position and autonomy of the ministers and ministries,
it is in everybody's interest to look for opportunities to agree rather than to stress differences
of opinion (Polder model). Roest (1999) stated the following disadvantages of this form of
government:
In the first place this style of government requires time to come to decisions, often
referred to as 'wading through treacle"; and
Secondly, possibilities for change are limited when governments are inevitably formed on
a coalition basis.
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On the other hand, Egypt has an opposite form of government. The government in Egypt is
always a single government (one party). The Prime Minister is the president's primary
lieutenant, charged with implementing his policies through the bureaucracy. Although the
Prime Minister and his cabinet are formally accountable to the Parliament and are expected to
submit to legislative questioning, they are, in practice, appointed and removed by the
president, not by the Parliament. In short, the president is above parliamentary authority and
appoints the Prime Minister and his government. Although the president might preside over
cabinet meetings, the cabinet is not a collegial decision-making body; instead, the president
tends to make key decisions in ad hoc consultations with ministers and advisers in a given
issue area. Egypt's policy-making process is very much dominated by the executive branch,
and the heart of the process is the interaction between the presidency and the Council of
Ministers. These top executives decide on all policy proposals, whether they originated in the
bureaucracy or with interest groups. Major policy innovations are typically launched by the
president, perhaps under the influence of close personal advisers or the pressure of major
problems or crisis and most likely after consultation with minister experts. Furthermore, the
president has the first and the last word in deciding among the groups.

Even though the form of the two governments is entirely different, the Dutch and Egyptian
respondents and interviewees do not consider the form of the government a supporting factor.
The results of the survey, on the following proposition:
"The form of government. whether single or coalition, can influence the transition process to
accrual accounting in the central government" were as follows:
In the Netherlands:
38% were between agree and strongly agree;
- 36% were between disagree and strongly disagree; and
- 26% undecided.
In Egypt:
- 16% were between agree and strongly agree;
- 66% were between disagree and strongly disagree; and
- 18% undecided.
Based on the survey results, one can conclude that the form of government is not confirmed as
one of the transition requirements (supporting factors) whether in the Netherlands or in Egypt.
And hence, it is a candidate for deletion.

- Professional and academic bodies support
As far as the professional and academic bodies support is concerned, there was unambiguity
consensus among the Dutch and Egyptian respondents and interviewees that the professional
and academic bodies support is essential in facilitating the transition to accrual accounting in
the central government. However, the Dutch respondents were more concerned with the role
of professional bodies (advisory bodies), Ministry of Finance and Court of Audit in
comparison with the academics. Some of the interviewees said that there are small margins of
academics in the Netherlands concerning the transition to accrual accounting in the central
government, as this relies heavily on the Ministry of Finance, other Ministries and the
accounting departments within each ministry. In contrast, the Egyptian respondents did not
make such distinction between the role of professional and academic bodies. Most of them
found both professional and academic bodies equally important.
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On the other hand, both Dutch and Egyptian respondents and interviewees have agreed that
proposing o f accounting standards and procedures and developing and designing of an
accounting system, which is consistent with the public context,
is a task more for the
professional bodies than academics. Basically, the task of the academics is more concerned
with providing of consultation and comment on the accounting standards proposals and with
supplying the required recommendations. However, it is argued that the nature of the public
sector and the characteristics of its environment are essential in determining its financial
reporting objectives, and the principles and standards of the governmental accounting should
be understood in the context of the environment within which they operate, and in view of the
objectives that financial reporting is expected to
serve (Chan, 1988). This means that the
government accounting system should be consistent with the nature and objectives of the
public sector. This entails that the accounting principles, standards, procedures, and practices
should be adapted to be consistent with the specific nature and objectives of the public sector.
Herein, the role of both the professional and academic bodies is necessary and essential.

Furthermore, there has been considerable unanimity, especially among the Egyptian
respondents, that the role ofprofessional and academic bodies is more important in the
developing countries than in the developed countries. Perhaps the main reason behind the
reaction ofthe Egyptian respondents is that Egypt, as the case of most ofthe developing
countries, imports the accounting standards from the developed countries. Accordingly, the
professional and academic bodies can play an essential role in adapting the accounting
standards to be consistent with the Egyptian socioeconomic environment.

- Adoption and adaptation of private sector GAAP
It is worth noting that there has been a notable difference between the Dutch and
Egyptian
respondents with respect to the adoption and adaptation ofprivate sector GAAP. The earlier
announcement by the Dutch Ministry o f Finance that the ESA (the European System of
Regional and National Accounts 1995) has been chosen as public sector accounting standards,
has to some extent affected the Dutch respondent's point of view. The results of survey
indicated that around 30% of the Dutch respondents had chosen the ESA. The other 70% were
giving the precedence to the adoption and adaptation of private sector GAAP or a
combination between these GAAP and International Public Sector Accounting Standards
(IPSAS). This also means that the Dutch respondents give priority to the private sector GAAP
where they have had the experience with these GAAP in the local government and in the
central government agencies. On the other hand, the idea of using the IPSAS or the
combination between IPSAS and Dutch GAAP was originally coming from the Dutch Court
of Audit. As mentioned in the previous section the Dutch Court ofAudit is supporting the
adoption of IPSAS in order to achieve harmonization and comparability. However, the
objective of harmonization ofthe accounting standards within the Dutch government is to
produce a single set of reports for the whole government, which are auditable and comparable
between jurisdictions (within the Netherlands and internationally). Furthermore,
harmonization will improve transparency, remove opportunities for governments to choose
how they present their budgets and their financial statements, and improve the quality of the
key financial statements of government by permitting them to be audited. Consequently, the
development of accounting standards based on the Dutch national GAAP to be used within
the central government are expected to contribute to achieving the harmonization and
eventual convergence of accounting standards for the Dutch public sector. As such, this will
bring the accounting standards of the central government into line with the local government
and the agencies.
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In addition, the majority of the Dutch respondents want to adopt the private sector GAAP but
after adaptation of these GAAP in order to be consistent with the public sector context. A
87% disagreed with the following proposition:
Can the private sector GAAP be applied to the central government without further

adaptation?
On the other hand, it was surprising that 1 % of the Egyptian respondents (in comparison with
30% of the Dutch respondents) has chosen the ESA. Furthermore, around 60% ofthe
Egyptian respondents were giving the precedence to the private sector GAAP while 39% have
chosen the combination between the private sector GAAP and IPSAS. It was also surprising
that 40% of the Egyptian respondents agreed to adopt the private sector GAAP without
further adaptation. This, in tum, means that a reasonable percentage (40%) of the Egyptian
respondents have not yet recognized the difference between the nature of private sector and
the nature and characteristics of the public sector which of course entails that the specific
characteristics and nature of the public sector have to be taken into consideration when
deciding on the accounting standards. However, the survey results indicated that the majority
of both Dutch and Egyptian respondents and interviewees agreed that the adoption and
adaptation of private sector GAAP can facilitate and foster the transition to accrual accounting
in the central government. In fact, this result is in concordance with the international
experience where the earlier reformer countries (UK, Australia, New Zealand and Sweden)
have adopted their national GAAP and adapted them to be on the line with the public sector
context (see section 7.4.2.2). In addition, a key lesson learned from the international
experience is that the governmental entities must select the accounting principles that they
will follow and then select the interpretation of those principles that they will use (e.g. decide
what asset acquisition should be capitalized, what should be depreciated and what method and
rate should be used).

- Communication strategy

of communication is of vital importance for the transition process in different phases
such as the initiating phase; the implementation phase and the evaluating phase. Before a
decision is made about reforms, it is required to inform different parties, such as stakeholders,
the public, interest groups, etc., about the changes that should be brought about and to consult
these parties in advance, to discover the reaction of these parties towards the changes and to
explain the process and the manner in which the public would be affected. Furthermore, it is
more important in the implementation phase to keep all participating parties informed about
the developments, to disseminate objectives and requirements at each stage, to translate the
The role

general objectives of reform into specific details for each governmental entity and to assist in
solving the emerging problems during the implementation phase. In the evaluation phase, it is
important to provide information about the extent to which the expected benefits are fulfilled.

The survey results indicate that there has been an overwhelming unanimity between the Dutch
and Egyptian respondents on the importance of the communication strategy. As 94% of the
Dutch respondents and 89% of the Egyptian respondents have agreed on the following

proposition:
There is a positive relationship between canying out the accounting changes and the
dissemination of the objectives and requirements of the accounting change process.

243

In addition, the majority ofboth Dutch and Egyptian respondents and interviewees have
agreed that the communication strategy can assist in getting public servants to change their
behavior towards the change process. 91% of the Dutch respondents and 86% of the Egyptian
respondents have agreed on the following proposition:
Getting civil servants to change their behavior towards the change process requires welldesigned communication efforts.
Consequently, the communication strategy is the most important transition requirement that
has been confirmed whether in the developed or developing countries.
However, based on the
above stated percentages, it seems that developed/democratic countries are paying more
attention to the communication efforts in comparison with developing/non democratic
countries in any change process. In addition to the current study, the earlier reformer countries

have all put vigorous emphasis on the role of communication strategy in facilitating and
encouraging the implementation ofpublic sector reform (including the accounting
reform).
This has been the case of Canada, New Zealand, UK, Australia and Ireland. For instance,
one
of the most lessons learned from the Ireland experience is the Staff Communication. Teracy
et. al (1996) stated that it was important to the long-term success of the project that staff are
made aware of the requirements associated with operating an accrual
accounting system.
Therefore, every effort was made to keep the staff of the department aware ofthe purpose and
progress of the project.

- Willingness to change

While the technical aspects of accounting change are important, the most important one is the
human aspect. In fact, the human dimension (including motivations, will, training,
qualifications, incentives, changing the behavior towards the change process) can not be
delegated to the outside consultant, where this can be the case for the technical aspects. It is
not imaginable to successfully implement accrual accounting in the public sector and to
achieve the target benefits from that implementation without taking into consideration the
following human aspects:
appropriately trained and qualified accounting personnel;

-

-

-

staff motivation and will;
staff conviction about the benefits that can be reaped from the new system; and
existence of an appropnate incentive systems.

Of course, the above-mentioned human aspects are not confined to the accounting staff in the
financial branch, but comprising all the members of staffthat will participate in the change
process. For example, there is a very real need to educate those managers responsible for
budgets that they need to have a financial awareness to enable them to manage the budgets: in
particular, it seems that many do not understand that the placing of an order gives rise to a
commitment that reduces the amount of their budget available in the future, and nor do they
understand the importance of recording the creditors as soon as it occurs
(Watkins, 2002).

Accordingly, a significant component of the change process is the training of the accounting
staff, managers and the other users. In other words, the emphasis should be placed on having
accounting staff and management able to understand accrual accounting. So it is very
important to have the appropriate skills to implement and operate an accrual accounting
system.
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Similar to the communication strategy, the survey indicated that there has been a consensus
between the respondents of the two countries in considering the willingness to change a real
basic requirement for the successful transition to accrual accounting in the central
government. It was obvious by the fact that 97% of the Dutch respondents and 95% of
Egyptian respondents were between agree and strongly agree that the need for well-trained
and qualified accounting personnel should be considered part of the decision to introduce
acctual accounting in the central government. Furthermore, both respondents were quite in
agreement about the positive effect of changing the civil servants behavior towards the
accounting change process, as 90% of both respondents of both countries have agreed that
there is a positive relationship between changing the civil servants behavior towards the
accounting change process and the successful transition to accrual accounting. Of course, the
existence of an appropriate incentive system and the positive effect of the change process on
the staff required for carrying out the this process, play a crucial role in changing the behavior
of the staff towards the change process. In addition, some respondents in the Dutch central
government (especially from central government agencies) commented that finance and
administrative staff who have worked in central government for some time have less
knowledge of accrual accounting than what was expected. Accordingly, this potential
shortage of experienced staff should be taken into account when planning to adopt the accrual
accounting system within the central government.

In reality, the result of survey is in concordance with international experience. By reviewing
the earlier accounting reform attempts (in New Zealand, UK, Australia, Ireland, Sweden,
etc.), we found out that the human dimension was one of the most important requirements that
has been taken into consideration. Basically, the change or reform process of any system,
whether it is accounting system or not, is more cultural than technical. However, both cultural
and technical changes are eventually related to the human dimension, therefore, the human
aspects should not be neglected in any change process. In addition, the human aspects are not
only significant for carrying out the change process but also for reaping the benefits from the
change process. IFAC (2002) stated that in order to reap the benefits of the change, it is
important that personnel:
- understand the reasons for the changes, the reform design, the implementation approach
and reform implications;
understand the practicalities of implementing the reforms in their own entity and are able
to implement the changes;
- are able to operate systems and procedures following implementation (at both a
centralized and decentralized level); and
- are able to use the information generated by new systems.

- Management culture change
The majority of the earlier accounting reform attempts in the public sector have proved that
accounting changes not only involve the adoption of a new accounting system but also a
significant culture change in the way managers understand and use the financial information
and in how financial transactions are handled. Therefore, the change process should comprise
a strong component of change management because i f accrual accounting would be seen
simply as a year-end reporting requirement, this focus would miss the valuable contribution

that accrual accounting could make to the management ofresources. Some writers stated that
accrual accounting can be used to create a greater awareness for cost center managers of the
resources used, e.g. through the implementation of a system of periodic (monthly or quarterly)
reporting of resources consumed linked to performance indicators. This type of information
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could then be used to assist in controlling costs and in focusing on outputs (Treacy et al.
1996).

Furthermore, accrual accounting is one accounting system that may provide vital managerial
data in some circumstances while in others it is an
expensive irrelevancy. Accordingly, any
decision to adopt accrual accounting system needs to be based on particular data needs of
public managers and not purely on technical considerations
(United Nations, 1995).

Basically, the management support for the transition to the accrual accounting system comes
only when the managers feel that they badly need such a system and understand
the role and
the benefits of accrual accounting. In the context of traditional bureaucratic
model, the
managers have little freedom and less accountability and they are more concerned with input
and compliance with rules than with output, performance and accountability. Such a system is
incompatible with a quest for improved performance. In this context, managers see that
accrual accounting has no or little role to play. On the other
hand, the transition to accrual
accounting needs to receive a high profile and to have the continued support of senior
management. Also support needs to come from managers responsible for implementing and
operating the accounting system. Accordingly, the change ofmanagement culture from
bureaucratic culture to new public management culture, which centered itself on
increasing
the individual responsibility, giving the managers extensive discretion in the use of
resources,
on output instead of input and on measuring the performance in terms of efficiency and
effectiveness, will create a vital role for accrual accounting. This way the new
public
management system shifts the responsibility for management to managers and they become
personally further responsible for managing strategy, operations, personnel and finance, in
order to achieve the results that they agreed to fulfil, in this context, the manager's support
will be inevitable.
Support inevitability stems from the need that managers have for reliable financial data that
can assist them in decision making process and in using the available resources efficiently, as
it is known that the quality of any decision taken is entirely dependent on the nature of the
information made available. In the absence of reliable financial information, decision-makers
are often obliged to rely on information outdated and incomplete. This affects negatively the
quality of decisions and leads to deterioration of the resources available.
In fact, the survey results in both countries agree on the role of the management culture
change in facilitating the transition to accrual accounting in the central governmen
t. 96% of
the Dutch respondents and 97% of the Egyptian respondents were in agreement that the more
correspondent the public administrator's culture is with the culture upon which the

governmental accounting system is premised, the more easily change occurs.
Furthermore, the earlier government accounting reform attempts have placed more emphasis
on the integration between the financial management system and the total management

system. The lack of this integration can make the change process fail or even bring opposite
results. For example, the drawing from the new public management philosophy of granting
the managers freedom over the use of resources can be a risk in reform programs in which
such freedom is not balanced against those managers'
explicit financial

Nations, 1995).

accountability (United

Consequently, the change of management culture towards focusing on the output instead of
input, granting the managers extensive discretion in the use of resources and measuring the
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performance in terms of efficiency and effectiveness, and hence demanding reliable financial
information by the managers, will all generate the support of those managers to adopt a new
accounting system that satisfies their needs. Furthermore, an accrual accounting system needs
to be implemented alongside and in harmony with the other basic modules of management
system. Frankly speaking, no particular accounting system can be judged entirely on the basis
of whether its various components conform to the best practice. A successful accounting
system is rather a core component of a total system of management and needs to work in
harmony with the other elements that are employed to achieve the objectives of government.
In short, the transition to accrual accounting without taking into consideration the
aforementioned facts will never lead to attaining the target benefits from that transition.
Basically, the transition to accrual accounting should not be seen as a technical accounting
exercise. It needs to involve a "culture change" in government and to be linked with wider
public management reforms. In order for accrual accounting to be worthwhile and successful,
the new information generated by accrual accounting needs to be used to improve decision
making in government.

- Legal provision
Based on the survey results, the legal provision is considered to be one of the fundamental
requirements for the successful transition to accrual accounting in the central government of
both countries. In reality, it provides the vehicle for compelling recalcitrant bureaucratic and
the other participants to carry out the accounting changes. Furthermore, the absence of an
adequate legal provision can result in that any attempt for adopting accrual accounting will be
disregarded. While New Zealand is considered as pathfinder for public sector reform
(including government accounting reform), the absence of the required legal provision has
resulted in the failure ofthe earlier attempts for accounting innovation. For example, Pallot
(2002) stated that during the early to mid-1980s there had been attempts, through Treasury
guidelines, to encourage departments to keep asset registers and adopt accrual accounting but
a number continued to disregard these suggestions. On the other hand, when the intended
reforms are supported by a passage of new acts, this expands their chance to be implemented
in the real word. Pallot (2002) has further stated that under the Public Finance Act, and the
related State Sector Act, which made chief executives of government departments responsible
for financial management, accounting reform was forced upon them.

This was not only the case ofNew Zealand, but also the case of other pioneer countries such
as Australia. The Australian financial management was modernized through three pieces of
legislation designed to improve the quality and clarity of understanding ofthe
Commonwealth's financial management framework. These were the Financial Management
and Accountability Act 1997, the Commonwealth Authorities and Companies Act 1997 and
Auditor-General Act 1997. The legislation sharpens accountability and emphasizes
performance and propriety. It also facilitates the subsequent, separate decisions to replace
cash accounting with accrual-based budgeting and output and outcome reporting.
While the legal provision has proved to be important in the developed countries as mentioned
above, it seems to be crucial in the developing countries, as there has been notable difference
between the Dutch and Egyptian respondents and interviewees regarding the significance of
legal provision. 98% ofthe Egyptian respondents were between agree and strongly agree
about the importance of the legal provision for carrying out any accounting change in the
central government of Egypt, whereas 80% of the Dutch respondents agreed on the
significance ofthe legal provision. Perhaps this can lead us to the conclusion that the long
history of bureaucratic obeying of rules, laws and instructions has given the legislation more
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weight and significance in the developing countries in comparison with the developed
countnes.

Consequently, based on the survey results and the experience of New Zealand and Australia,
one can conclude that public sector reform, in general, and government accounting
innovation, in particular, can doubtfully be carried out in the absence of adequate legal
provision whether in the developing countries or in the developed countries.

- Co-ordination and consultation (Central Guidance)
The lack of an effective central coordinating mechanism between the treasury and
governmental entities, which is required to adopt accrual accounting, will result in expanding
the distance between the treasury and those entities. This in turn can produce a different
perception of what accrual accounting practices, procedures and principles are and creating
some confusion among the governmental entities themselves as well. Accordingly, there
should be an effective central coordinating mechanism between the treasury and the
governmental entities, furthermore, among and within the governmental entities to guide and
manage the accounting reform in order to avoid the diversification of accounting system
within the governmental sector. In fact, it is important to leave the transition to accrual
accounting in the care of a central guidance unit. Centrally guided reforms are characterized
for example by a uni form terminology, a uni form Chart of Accounts, clear uni form
recognition and valuation rules, and uniform software packages across the government (Lfider
and Jones, 2003). Such a central guidance took place in Australia during the budgeting
reform. In Australia, the Management Advisory Board and its Management Improvement
Advisory Committee provided the central direction to the reform effort. Additionally, the
Australian Department of Finance posted a copious flow of guidelines on how the system
operated. It published studies on the implementation of the reforms in selected agencies as a
means to publicize the experiences of the departments and best practices in implementing
budget reform (Xavier, 1998).
In addition, consulting with the governmental entities regarding the reform problems and
requirements is essential. The consultation with those entities gives the chance to be well
posted with their suggestions and comments regarding the improvements that are required.
The UK experience has proved the significance of such consultation as each department had
unique issues. Watkins (2002), argued that the issues faced by departments in implementing
the resource accounting initiative were unique to each department. They were unique because
each department had a different cornbination of problems created by attitude, staffing,
systems and procedures.

The survey results were in concordance with aforementioned facts. 89 % of the Dutch
respondents and 86% ofthe Egyptian respondents were between agree and strongly agree that
there is a positive relationship between the consultation (by treasury) with the governmental
entities, which are well acquainted with their own problems and constraints, and the
successful transition to accrual accounting in the central government. Furthermore, around
80% of both respondents agreed on the significance ofthe coordination between the treasury
and the governmental entities and on establishing a central guidance unit to manage the
reform. However, it was surprisingly that 20% of the Egyptian respondents agreed on the

following proposition:
One of the most successful ways to implement accrual accounting in the central government is

to be imposed on the governmental entities without consultation and co-ordination.
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In contrast, 100% of the Dutch respondents were between disagree and strongly disagree on
the above-mentioned proposition, which in turn means that the treasury in the developed
countries has only the power of persuasion as its weapon whereas the treasury in the
developing countries has also the power of coercion.

- Budgeting of adoption costs
Of course, the adoption of an accrual accounting system imposes significant additional costs,
in various ways, on the central government. These costs comprise the acquisition of specialist
skills, development and installation of financial information systems, staff training and
developing of accounting policies, identification, measurement and recording of assets and
liabilities, acquisition of new ledger systems to accommodate an accrual rather than a cash
system and making the users familiar with a new set of concepts and decision making
possibilities. A key lesson teamed from the earlier reformer countries was not to
underestimate the costs required to plan and implement full accrual accounting. It is more
efficient to have the necessary resources from the start in stead of paying extensive overtime
to the team. In addition, resources to support the transition process are still needed during the

first years of operation.
It is also evident that a change of systems in the public sector requires more than one year
(almost five years) and the resources for these years (both human and financial) have to be
identified and budgeted for. Accordingly, identification of resources required and budgeting
of these resources for the whole transition period is critical for the successful transition to
accrual accounting. Budgeting ofthese resources can assist in determining the yearly financial
means required, which in turn can give the opportunity to the government of a certain country
to decide whether to go ahead with the implementation process or to postpone this process to
a later period.

While there has been consensus between the Dutch and Egyptian respondents on the role that
the budgeting of adoption costs can play in facilitating the transition to accrual accounting in
the central government of both countries, the Egyptian respondents were a bit more concerned
about that role. 75% of the Dutch respondents and 79% of the Egyptian respondents agreed
that the budgeting of adoption costs is critical in determining the volume of financial
resources required for the whole transition process and can assist in overcoming the future
financial problems.
In fact, the lack of enough financial resources in the developing countries can justi fy the
increased concern of the Egyptian respondents. Unlike the developed countries that have a
long history with innovation and development, the developing countries require more
resources for the adoption of a new accounting system, as they have to start almost from
scratch. Furthermore, the developing countries are often confronted with higher transition
barriers. Needless to say, higher transition barriers impose higher transition costs.
Notwithstanding, based on the survey results, one can conclude that whilst Egypt was a bit
more concerned with the budgeting of adoption cost, it has been confirmed by both Dutch and
Egyptian respondents as one of the basic requirements for the successful transition to accrual
accounting in the central government.
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-

International financial support

Unlike the budgeting of adoption costs, there was a striking difference between the Dutch and
Egyptian respondents and interviewees with respect to the role of the international financial
support in the transition process to accrual accounting. This was made plain from the survey
results. The survey results on the following proposition: "the transition to accrual accounting
in the central government is heavily related to the international financial support- were as

follows:
In the Netherlands:
12% were between agree and strongly agree;
70% were between disagree and strongly disagree; and

-

18% undecided.

In Egypt:
- 68% were between agree and strongly agree;
- 28% were between disagree and strongly disagree; and
-

4% undecided.

Based on the survey results, one can conclude that the international financial support is not
confirmed in the Netherlands, whereas it is confirmed considerably in Egypt. This means that
carrying out an accounting reform within the central government of the developing countries
requires, to a reasonable extent, financial support from the international organizations. We say
to a reasonable extent, because 28% of the Egyptian respondents said that the transition to
accrual accounting could take place by using the local financial resources.

- Budgeting and accounting consistency
Budgeting and accounting consistency has received overwhelming unanimity from both
Dutch and Egyptian respondents. Both respondents and interviewees showed consensus on
the significance of compatibility of budget basis with accounting basis. This consensus is
emanated from the fact that the accounting system within the public sector (unlike the private
sector) is very closely related to the budgeting system, as the budget is a financial plan
describing proposed expenditures and the means of financing them. Government accounting
is a system used to execute this budget. Accordingly, the government accounting system
should be seen in connection with the budget, as the budget basis has fundamental influence
on the establishment of the accounting system. Therefore, governments adopting accrual
accounting will need to consider carefully the implications for their budgets and
appropriations systems, as it is desirable to budget, appropriate and report on the same basis
(IFAC, 1995). So if the budget is on cash basis and financial reporting on accrual basis, this
will result in complexity and confusion. Furthermore, it leads to expanding the scope of
mismanagement and loss of financial control is considerably supported.
The survey results have indicated that 100% of the Dutch respondents and 95% of the
Egyptian respondents agree that the successful introduction of accrual accounting in the
central government also involves the development of the budget system to support it. In
addition, 82% of the Dutch respondents and 77% of the Egyptian respondents agree that the
existence of a cost-expense-based budget would encourage the governmental entities to adopt
accrual accounting. Therefore, the respondents agreed on the consistency ofbudgeting and
accounting system in order to avoid the mismanagement and the possibility of conflicting
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objectives. So it can be inferred that there is a mutual relationship between the budgeting
reform and government accounting reform. In other words, the reform of one of them will
necessarily assist in reforming the other.

7.3.2.4 Deletion variables
Based on section 7.3.2.3 (including both interviewees and respondents), it is clear that there
are some variables (which were comprised in the list as transition requirements) that have not
been regarded as transition requirements. In the context of Luder's observations, these are
candidates for deletion. So the deletion variables in the two countries are as follows:

In the Netherlands:
-

-

Form of government;
International financial support.

In Egypt:
-

Form

of government.

7.3.2.5 Additional variables (additional transition requirements)
Based on the interviews and the questionnaire-open questions, we have found out that our list
of the transition requirements is incomplete and there appear new transition requirements. In
connection with Luder's observations, they can be considered as additional variables
(additional transition requirements). Unlike the transition problems, there was no significant
difference between the Dutch and Egyptian respondents regarding the additional transition
requirements, as both respondents were focusing on the technical, political and management
requirements. These transition requirements in both countries are as follows:

- In the Netherlands:
-

-

-

-

-

Central help desk (including advisory group), which can assist in solving the problems
emerging during the implementation process. For example, the establishment of an
AccrualAccounting Advisog Group will be valuable for the transition to accrual
accounting, as the knowledge and advice of this Group will be extremely helpful in the
deliberations on the various issues that can arise during the implementation process.
Co-operation between the Ministry of Finance and the Dutch Court of Audit;
Influence of international experience;
Strong and clear support from the Parliament;
Clarifying the accrual accounting principles and postulations that can create confusion
within the central government such as matching, conservatism and realization principles
and going concern postulate; and making clear how such principles and postulations can
be applied to the public sector.
The existence of the intention ofreal using of financial information generated by accrual
accounting;

-

Output/outcome oriented political and parliament culture;
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-

-

Development of a software package that can satisfy the requirements of accrual
accounting;
Willingness to learn from other national and international experience,
Presenting of public sector accounting standards (that can be comparable and compatible
with the international experience) by the Ministry of Finance;
More publication in periodicals, media, thesis, etc; and
Treatment of some specific accounting issues in advance such as: identification and
valuation of physical assets, identification of reporting entities, opening balance, forming
ofprovision, etc.

In Egypt.
-

-

-

-

-

-

-

-

-
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The most important requirement in Egypt is the presidential support. Accordingly,
decision-making at the highest political level is a precondition for the successful adoption
of radical accounting change in the developing countries, especially when the president is
above the parliamentary authority and appoints the Prime Minister and his government (as
the case of Egypt);
Making the political bodies (Parties, Parliament, Consulting body, local government
bodies) aware of the importance of accrual accounting in transparency and enhancing the
control will motivate these bodies to underpin the adoption of accrual accounting in the
central government;
The need for transparency can make the government and public to support the transition to
accrual accounting;
Similar to the Netherlands, clarifying the accrual accounting principles and postulations
that can create confusion within the central government such as matching, conservatism
and realization principles and going concern postulate; and
making clear how such
principles and postulations can be applied to the public sector to assist in removing the
ambiguity about these principles and postulations;
Studying the current accounting entries and what should be added to them in order to be
consistent with the accrual accounting system can facilitate the implementation process;
Preparing the general budget of the country according to the program-performance budget
method;
Preparing and implementing cost systems within the central government;
Information technology support;
Co-ordination and co-operation between the Ministry of Finance and Central Auditing

Organization (CAO);
Comprehensive management training, in particular on the senior level;
Participating of civil servants in decision-making and not to be confined to the highest
political level; and
Follow-up the change process.

7.4. Detection of the significance of differences of the factors that
preclude or facilitate the transition to accrual accounting
In the previous section, based on the responses to the questionnaires and interviews, the
confirmation and investigation ofthe transition problems and requirements have been
discussed. The results presented in this section are only based on the responses to the
questionnaires. More precisely, they are related to the closed questions - in order to get
standard answers- that enable us to apply statistical techniques. This section focuses on
detection of the significance of differences of the transition problems (preclusion factors)) and
requirements (supporting factors) to accrual accounting in the public sector of the Netherlands
and Egypt. Principally, the main aim is to find out the significance ofthese factors and their
influence on the transition process between and within the two countries. This is in addition to
taking into consideration the correlation among these factors within each country apart.

It is worthwhile to mention that it is hard to find other research projects that tackle the
significance of the differences of the preclusion and supporting factors of accrual accounting
in the public sector, neither in the Netherlands or in the other developed countries, nor in
Egypt or in the other developing countries. Consequently, the results of the current study,
unfortunately, can not be compared to results of other research projects.
This section is organized as follows: Section 7.4.1 is devoted to select a suitable statistical
technique. Section 7.4.2 focuses on detecting the significance of the differences ofthe
transition problems and requirements between the two countries. Section 7.4.3 focuses on
detecting the significance of the differences of the transition problems and requirements
within each country apart including correlation analyses.
7.4.1 Selection of an appropriate statistical technique
As previously stated, the primary aim of this section is to find out the significance of the
differences of the preclusion and supporting factors of the transition to accrual accounting in
the public sector between the two countries (the Netherlands and Egypt) and within the two
countries. Accordingly, the first step is to select a statistical technique that can fulfil this aim.
In the statistical literature, the common statistical technique which is used to determine if
"
there is a statistical significant" difference between means of two groups is:
-

t-test.

The t-test is used to compare two means. The t-test takes into account the amount of overlap
in the distribution of scores in order to make a judgement about the significance of the
di#erence between two means. The current study examines the significance of the differences
between and within the two countries. This also means that we want to examine the
significance o f the differences between unrelated groups (the developed country group (Dutch
group) and developing country group (Egyptian group)) and within the same group (within
the Dutch group apart and within the Egyptian group apart). Fortunately, there are two distinct
applications of the t-test that make it appropriate for the current study. When a betweensubjects design is used, the t-test for independent samples is the appropriate test. When a
within-subjects design or a subject -by-subject matched design is used, the t-test for paired
samples is the suitable test. It is extremely important to distinguish clearly between paired and
independent means t-test as each test rests on different assumptions. The paired test assumes
that the variables of interest are correlated whereas the independent test assumes that the
variables of interest are unrelated.
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Consequently, the following two tests are used in the current study:

a- Independent-Samples t-test: Examines differences between two unrelated groups (e.g.
developed country and developing country).
Herein, the statistical procedure tests the null
hypothesis that the data are a sample from a population in which the mean of a test
variable is equal in two independent groups of cases

One variable ---------------- Two Groups
Examples for independent t-test:
- Research methods
grades in Biology and Psychology classes
- The impact of the legal barriers on the transition to accrual accounting
between the Dutch group and Egyptian group.

b- Paired- Sample t-test (Related-Measures or Matched samples, Dependent samples):
Examines differences between two measurements from the same group of subjects (e.g.
within each country apart). In other words, paired-test is used when the two groups being
compared have been matched on some characteristics, or the same people have been
tested before and after an experimental treatment. Similarly, the statistical procedure tests
the null hypothesis that the means of two variables in one population sample are equal.

Two variables -------------------- One (same) group
Since the two variables were taken from the same group, the pair of observations from the
same group are likely correlated. Then the correlation coefficient for the two variables has to
be estimated.
Examples for paired t-test:
- before-& after-treatment
(two) observations;
- the effects of two different treatments on the same person.
- The impact of the legal barriers and political factors on the transition to accrual
accounting in the Dutch group.
Because the t-test is a parametric test, certain conditions about the data must be met in order
effectively. In reality, the t-test (whether independent t-test or paired ttest) can be used when the following conditions hold:
• we want to compare two means;
to use the test most

• we are using a between-subjects design (only for the independent t-test);
• we are using a within-subjects design or a subject-by-subject matched design (only for
the paired t-test);
• the data are measured on an interval or ratio scale;
• the measurements are normally distributed; and
• the two groups have similar variances (known as homogeneity of
variances).

It is worth noting that all the aforementioned conditions have been taken into consideration
during the statistical processing.
So the t-test is used to determine whether the difference between means of two groups is due
to the group membership or if the difference is simply due to
chance. Thus, this procedure
establishes the probability of the outcome of an experiment, and in doing so enables us to
reject or to accept the null hypothesis. The idea that any differences in an experiment are due
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to chance fluctuations and that the independent variable has no effect on the dependent
variable is called the null hypothesis. In other words, null hypothesis predicts that there will
be no reliable difference between groups.
When the null hypothesis is accepted, the conclusion is that the independent variable had no
effect on the outcome. If the null hypothesis is rejected (the difference was not due to the
chance), then the conclusion is that there was an effect. In this context, the t-test is a type of
inferential statistics used to test hypothesis. Under ideal conditions, these types of inferential
statistics allow the researcher to infer a relationship between the independent and dependent
variable.
Doing a t-test requires obtaining three different numbers: the t ratio, degrees of freedom 009,
and the p value (probability).

of freedom (dO are related to the sample size and number of levels of variables of
interest. In our study, we are using an independent t-test and a paired t-test. The degree of
freedom for an independent t-test equals the total number of subjects minus the number of
groups being compared. For example, if 15 subjects are tested, then (f= 13 (15-2). Whereas
the degree of freedom of a paired t-test equals the total of pairs scores minus 1 (15-1=14). In
fact, the degree of freedom of the test is important because it determines how high a t value is
needed for a test to be statistically reliable.
Degrees

The probability (p) value is used in deciding whether to accept or reject the null hypothesis.
The probability level of a statistic indicates the odds (Sommer 1997). A common practice in
the social sciences is to use the .05 probability level for testing null hypothesis. This is also
called the .05 level ofsign(#cance and abbreviated asp <.05. When the likelihood of a
difference being due to chance is less than 5 in 100 (p <.05), the null hypothesis will be
rejected. When the likelihood of a difference being due to chance is more than 5 in 100
(p >.05), then the null hypothesis - that the difference is probably due to chance--can be
accepted. Thus, the lower the p value, the more reliable the result.

A t ratio for independent group evaluates the difference between two means against the
amount of variability within each group of subjects. Conceptually,
Dijference between means
t=

Measure

of variability in both groups (pooled within-group variance)

In other words, t = mean difference / standard error of the difference

Independent t-test formula:

t= Mi-1142
.,Ist n +St/nl
where

M, & Mt
Sl & Sj
ni & n 2

.

groups means

=

groups variances

= numbers of cases in groups
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Paired t-test formula:

ID

1 = INID' -(ID)']AN-11
D = difference score between mean 1 & mean 2.

However, the formula for calculating a t-test for independent groups differs to some extent
from the formula for calculating a t test for paired groups. We do not intend to enter into the
formula's details as we are going to use a computer program to calculate t ratio. The computer
program is SPSS. The formula's differences have been taken into consideration during the

statistical processing. It is of fundamental importance when we use a computer program for
calculating t ratio to indicate that we are contrasting means from paired groups rather than
from independent groups. Bear in mind that the higher the absolute value of t the more likely
it is that the result is statistical reliable. In other words, the higher the absolute value of t the
more likely it is that the difference is significant. In order to determine whether the value of t
is high or low, a table Student's t-distribution confidence intervals can be used to determine
the significance of level at which the two distributions differ. Herein, we need to know the
degree of freedom and probability level.

In addition, it is offundamental importance to exactly understand what the statistical
significance does mean:
Do not confuse statistical significance with practical importance. To say that a difference is
"statistically significant" only means that it is probably not due to chance. With a very large
sample, even a tiny difference can be statistically significant even though it will probably not
have much practical relevance (Sommer, 1997).
In short the decision rules are:
- If (p) value < .05, reject null hypothesis --* the difference is probably not due to chance
--* the difference is significant.
- If (p) value > .05, accept null hypothesis -I
the difference is not significant.

the difference is probably due to

chance +

So the p-value indicates whether there is a significant difference between the two groups that
are being compared. On the other hand, it does not describe how the independent variable
affected the two groups in question. Namely, it does not assist in the interpretation of the

difference. Accordingly, in order to be able to interpret the difference, we need to examine the
means for these two groups and then to state in words what the difference between these two
means is. Then we need to look at the ratio of the difference between group's means and the
pooled variance. The larger this is the more significant the result will be. In other words, as
this ratio increases the more likely we are to be able to reject the null hypothesis. So we are

most interested in the means of the two groups and the p-value.
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7.4.2 Detection of the signiflcance of the differences of the transition problems
(preclusion factors) and requirements (supporting factors) between the two
countries
The main aim of this section is to find out the significance ofthe differences of the preclusion
and supporting factors of the transition to accrual accounting in the public sector between the
developed countries (e.g. Dutch group) and developing countries (e.g. Egyptian group). In
other words, to detect the significance of these factors and their influence on the transition
process. As earlier stated in section 7.4.1, when a between-subjects design is used, the t-test
for independent samples is the appropriate test. Remember that the independent t-test is used
to determine if the means of two "independent" groups differ significantly on one designated
variable. Hence, it is used when a question entails one independent variable (e.g., legal
barrier) with two levels (e.g., Dutch group and Egyptian group) and one dependent variable
(e.g., transition to accrual accounting). Consequently, this section can give an answer to the

following questions:
- Are there significant differences between the Dutch group and the Egyptian group with
respect to the preclusion factors of the transition to accrual accounting in the public
sector?

-

Are there significant differences between the Dutch group and the Egyptian group with
respect to the supporting factors of the transition to accrual accounting in the public
sector?

-

To what extent are those factors (whether preclusion or supporting factors) influencing the
transition process between the two countries?

Accordingly, this section is structured as follows: While section 7.4.2.1 deals with the
Significance of the differences with respect to the transition problems (preclusion factors),
section 7.4.2.2 addresses the significance of the differences regarding the transition
requirements (supporting factors).
7.4.2.1 Detection of the significance of the dgerences of the transition problems between
the two countries
Based on chapter 5, questionnaires and section 7.3.1, we have identified a number of
transition problems (preclusion factors) that can preclude or negatively affect the transition to
accrual accounting in the public sector of the Netherlands and Egypt. The following factors
have been identified and will be compared between the two countries:
- Legal Barriers;
- Financial Resources;
-

Communication Barriers;
of Accounting Standards;
- Political Factors;
- Specific Accounting Issues;
- Bureaucratic Management Culture;
- Lack of Profit Motive;
- Organizational Characteristics;
- Personnel Characteristics;
- Traditional Budget Influence;
- Accrual Accounting Principles;
- Accrual Accounting Postulations; and
- Economic Factor (inflation).

- Lack
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- Legal barriers
The next table shows the test results for the significance and impact of legal barriers on the
transition to accrual accounting in the public sector between the Netherlands and Egypt.
As stated in section 7.3.2 the legal barriers comprise the inflexibility of legal systems, lack of
legal pressure on the governing bodies and governmental entities to move towards the
adoption of accrual accounting and the nature of standard-setting bodies.

Country

Mean

t value

p value
Sig. (2-tailed)

The Netherlands

3.2037
-4.671
(group 1)
.000
3.8923
Egypt
(group 2)
Table 7.4.1. Significance and impact of the legal barriers on the transition to accrual
accounting between the Netherlands and Egypt.

The results from table 7.4.1 indicate that the difference of the legal barriers between the
Netherlands and Egypt is significant. So we reject the null hypothesis and conclude that there
is a significant difference between Egypt and the Netherlands with respect to the impact of the
legal barriers. The legal barriers appear to have an important impact on the transition to
accrual accounting in Egypt in comparison with the Netherlands; the Egyptian group shows
higher mean score 3.89 compared to the Dutch group mean score 3.20. This means that the
legal barriers are more regarded as an impediment of changing the government accounting
system in the developing countries than in the developed countries. Perhaps the main reason
behind this problem is that most ofthe legal systems in the developing countries (whether
in
general or in particular for accounting regulation) are not developed or innovated.
Furthermore, it is likely that those systems have almost the same features as if they were in
the colonialism era. The actual practice has also proved that. For example the Egyptian
Government Accounting Act 27 of 1981 was enacted, for the first time, in 1981. It has
not
been changed or adjusted ever since. Whereas the Dutch Government Accounting Act of 1976
has been adjusted eight times, the last adjustment was in January 17, 2002. Consequently, the
legal systems in the developing countries have to undergo a generic and radical change in
order to be appropriate for the new developments in the government accounting field.
In this case, however, the t value has a negative sign. As a general rule, the sign of the t test is
not important as it depends on which mean was taken from which; our group 1 had a smaller
mean than group 2 hence a negative sign. Consequently, the test value is sometimes reported
as absolute value of the statistic rather than as
signed value of the statistic.

- Financial resources
Based on the findings reached in section 7.3.1.3, the cost of designing and installing a new
accounting system and the lack of financial resources have been incorporated into one factor,
which is the financial resources. Furthermore, where the findings were similar, the two factors
are eventually associated with the financial means. Table 7.4.2 presents the test results for the
significance and influence of financial resources on the transition to accrual accounting in the
public sector between the two countries. The structure of the table is similar to the others in
this section.
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t value

Country

Mean

The Netherlands

2.5463

(group

-3.343

1)

p value
Sig. (2-tailed)
.001

3.0385
(group 2)
Table 7.4.2: Significance and impact of the financial resources on the transition to accrual
accounting between the Netherlands and Egypt.

Egypt

Table 7.4.2 reveals that the cost of designing and installing a new accounting system, in
addition to the lack of financial resources have a clearer impact on the transition to accrual
accounting in the public sector of Egypt than in the Netherlands. The test results suggest that
there is a significant difference regarding the impact ofthe financial resources on the adoption
of accrual accounting between the developed and developing countries. This is also clear from
the mean difference: (2.5463 3.0385 = -.4922). Apparently, the adoption ofaccrual
accounting in the public sector of the Netherlands is less related to the lack of financial
resources or the volume of cost required for designing and installing a new accounting
system. The t-test is supporting the earlier findings obtained from section 7.3.1.3 where it is
confirmed that the impact of the lack of financial resources on the government accounting
innovation in the developed countries (e. g. the Netherlands) is not regarded as a barrier to
transition. In contrast, most of the developing countries are attributing their failure of
revamping their government accounting and budgeting systems to the lack of financial means.
-

- Communication barriers
The lack of communication about the transition process to accrual accounting in the
government sector is considered as communication barriers. Table 7.4.3 presents the test
results of the significance and impact of the communication barriers on the transition to
accrual accounting between the Netherlands and Egypt.
Country

Mean

The Netherlands

3.4630

t value

p value
Sig. (2-tailed)

.209
1.264
(group 1)
3.2154
(group 2)
Egypt
Table 1.43: Significance and impact of the communication barriers on the transition to
accrual accounting between the Netherlands and Egypt.

The test results from table 7.4.3 indicate that the observed difference is statistically not
Significant. Even though the difference is not significant, we can not conclude that the
communication barriers do not have an impact on the transition process because when there is
no significant difference between the two countries regarding the independent variable, then
we are facing one of three situations as follows:
- Firstly: Both countries have found that the independent variable is very important,
therefore, they are considering it as a real barrier to transition;
- Secondly: Both countries have found that the independent variable is important, then it is
considered as a problem.

-

have found that the independent variable is not important, then it
barrier to transition nor a problem.

Thirdly: Both countries
is considered neither

a
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In order to decide which situation we are facing, the mean scores will play a decisive role
here. Remember that the questions in the questionnaire were indicated by Likert scale
(Strongly Disagree (SD =1, Disagree (D = 2), Undecided (U = 3), Agree (A = 4) and Strongly
Agree (SA = 5)). This means that there are in total five opportunities for answering the
questions. Accordingly, the mean scores will be between 1 and 5.
So the rules of thumb are as follows:
When the mean scores of the two countries are between 3.5 and 5, then we are facing the
first situation.
- When the mean scores of the two countries are between 2.5 and 3.5, then we are facing
the second situation.
When the mean scores of the two countries are between 1 and 2.5, then we are facing the
third situation.
Do not confuse the statistical significance with the rules of thumb. The rule of thumb is a
guideline that is not necessarily a hard-and-fast rule or scientific formula but it is more than
just a dumb guess. However, the rules ofthumb can be used here, when there is no significant
di fference between the means of the two groups, to indicate which situation we face
(confront). These rules of thumb will also be valid for the similar situations in the rest of ttest.

Based on the t-test results and the above-mentioned rules of thumb, it can be concluded that
both countries have found that the lack ofcommunication about the transition process is
important. Both countries had a mean score between 3 and 3.5. Apparently, the
communication barriers have to some extent more impact on the adoption of accrual
accounting in the Netherlands than in Egypt. Consequently, the lack of communication about
the transition process to accrual accounting is more considered as a problem for both
developed and developing countries than a barrier to transition. In terms of mean scores, it
seems that communication barriers are getting more attention in the developed countries (the
Netherlands).

- Lack of generally accepted public sector accounting standards
The next table shows the test results for the significance and impact of the lack of generally
accepted public sector accounting standards on the transition to accrual accounting in the
public sector between the Netherlands and Egypt.

Country

Mean

The Netherlands

3.1852

t value

p value

Sig (2-tailed)

-4.517
.000
(group 1)
4.0615
Egypt
(group 2)
Table 7.4.4: Significance and impact of the lack of accounting standards on the transition to
accrual accounting between the two countries.

The results from table 7.4.4 indicate that the difference of the lack of public sector accounting
standards between the Dutch group and the Egyptian group is significant. The findings of the
t-test do provide a clear picture of the relationship between the transition to accrual
accounting and the lack of public sector accounting standards in Egypt in comparison with the
Netherlands. The Egyptian group shows a higher mean score. This result is corresponding
with the earlier findings in section 7.3.1.3, where the lack ofpublic sector accounting
standards is considered in Egypt a real barrier to transition. One possible explanation for the
recognized di fference is that the developed countries are the producers of their accounting
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standards, and hence, the lack of accounting standards is not considered a real barrier to
transition. The developing countries are not able to produce their accounting standards, and
hence, they are importing them from the developed countries. Consequently, the lack of
public sector accounting standards is considered a barrier to transition from the developing

countries point of view.

- Political factors
The political factors encompass political culture, political system, and the lack of leadership
ofthe Ministry of Finance, in addition to the lack of external pressure from executive and
legislative bodies on the governmental entities to provide improved information, and hence to
move towards the transition to accrual accounting. Table 7.4.5 shows the test results for the
significance and impact of political factors on the transition to accrual accounting in the
public sector between the Netherlands and Egypt.

Country

Mean

The Netherlands

3.7963

(group

t value

-.004

1)

p value
Sig. (2-tailed)
.997

3.7969
Egypt
(group 2)
Table 1.4.5, Significance and impact of the political factors on the transition to accrual
accounting between the two countries.
The test results indicate that the observed difference is statistically not significant. The two
groups show the same mean scores 3.796. Thus, it is difficult to reach a conclusion about the
impact of the political factors on the transition to accrual accounting between the two
countries. However, the rules of thumb can assist here in reaching this conclusion which is
that the two countries have found that the impact of the lack ofpolitical commitment to the
transition to accrual accounting is very important (where the two mean scores are between 3.5
and 5). In other words, the test results show a quite higher degree of agreement between the
Dutch group and the Egyptian group on the influence of the political factors on the transition
process. So in terms ofmean scores, the lack ofpolitical commitment is considered a real
barrier to transition in both the Netherlands or in Egypt.

- Specijlc accounting issues
The specific accounting issues include the problems associated with identification and
valuation ofphysical assets; lack of assets registers; and problems associated with the
identification of the governmental financial reporting entity and determination of its
boundaries. The next table presents the test results for the significance and impact of the
specific accounting issues on the transition to accrual accounting in the public sector between
the Netherlands and Egypt.

Country

Mean

The Netherlands

3.5880

t value

p value
Sig. (2-tailed)

.000
4.201
(group 1)
3.0577
Egypt
(group 2)
Table 7.4.6: Signijicance and impact of the specijic accounting issues on the transition to
accrual accounting between the Netherlands and Egypt.
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lt appears from the test results that there is a significant difference between the Dutch group
and the Egyptian group with respect to the impact of specific accounting issues. Apparently,
the impact of specific accounting issues on the transition to accrual accounting is significantly
higher in the Netherlands in comparison with Egypt. This is also confirmed in section 7.3.1.5,
where most of the additional transition problems in the Netherlands are related to the
treatment of specific accounting issues. This may be explained as follows: the more the
country confirms its intention to adopt the accrual accounting system, the more attention is
paid to technical accounting issues. In contrast, the more the country thinks (but has not yet
decided) to adopt accrual accounting, the more attention is paid to political, legal and
managerial issues on the account of accounting technical issues.

- Bureaucratic management culture
Table 7.4.7 shows the test results for the significance and impact of the bureaucratic
management culture on the transition to accrual accounting in the public sector between the
Netherlands and Egypt. In fact, bureaucratic management culture is more concerned with
proper procedures than objectives, puts respect for rules above efficiency, focuses on input in
place of output, and accepts little freedom with less accountability.

Country

Mean

The Netherlands

3.4444

(group

T value

-2.523

1)

p value
Sig. (2-tailed)
.013

3.9692
(group 2)
Table 7.4.7: Significance and impact of the bureaucratic management culture on the
transition to accrual accounting between the Netherlands and Egypt.

Egypt

The test results suggest that the bureaucratic management culture has a significant impact on
the transition to accrual accounting in the public sector of Egypt in comparison with the
Netherlands. This means that there is a significant difference of the bureaucratic management
culture between the Netherlands and Egypt. These results are in concordance with results
from the previous section (section 7.3.1.3). The management culture that prevails in the most,
if not all, of the developing countries (including Egypt) is a conservative bureaucratic culture.
This kind of bureaucratic culture is more difficult to be changed. The conservative
bureaucratic culture is more allegiance to the bureaucratic doctrine and principles, which
hamper any attempt of innovation.

- Lack ofprojit motive
Table 7.4.8 presents the test results for the impact of the lack ofprofit motive on the transition
to accrual accounting in the public sector between the Netherlands and Egypt.

Country

Mean

The Netherlands

1.4815

t

value

p value
Sig. (2-tailed)

-2.006
(group 1)
.047
1.8308
Egypt
(group 2)
Table 74.8: Impact of the lack of profit motive on the transition to accrual accounting
between the two countries.

262

The test results show that there is a significant difference between the Dutch group and the
Egyptian group regarding the impact of the lack of profit motive on the transition to accrual
accounting. In terms of mean scores, the test results suggest that the lack of profit motive has
more impact on the transition to accrual accounting in Egypt in comparison with the
Netherlands. While the test results indicate that there is a significant difference of the lack of
profit motive between the Netherlands and Egypt, this difference is more related to the degree
of disagreeing that the lack of profit motive is a barrier to transition. It was apparent from the
survey that the majority in the Netherlands was Strongly Disagree whereas the majority in
Egypt was Disagree. It is also plain from the test results that the two countries score lower
means, which are less than 2. This means that even though there is a significant difference
between the two countries, the lack of profit motive is not considered a barrier to transition or
a problem. Remember that the statistical significance means only that the difference is not due
to chance. In connection with both sections 7.3.1.3 and 7.3.1.4, the lack of profit motive is a
candidate for deletion.

- Organizational characteristics
Organizational characteristics encompass the absence of the internal consistency among and
within the governmental entities; and the decentralization of responsibility for changes in
accounting regulations. Table 7.4.9 shows the test results for the significance and impact of
organizational characteristics on the transition to accrual accounting in the public sector
between the Netherlands and Egypt.
Country

Mean

t value

p value
Sig. (2-tailed)

The Netherlands

2.8981
-.172
.863
(group 1)
2.9308
Egypt
(group 2)
Table 7.4.9: Signijicance and impact of the organizational characteristics on the transition to
accrual accounting between the two countries.

The results of the t-test indicate that there is no significant difference of the organizational
characteristics between the two countries. The Dutch group and the Egyptian group do not
differ significantly concerning the impact of the organizational characteristics on the
transition to accrual accounting in the public sector. Thus, the organizational characteristics
(as independent variable) do not appear to be an important variable in determining scores on
the transition to accrual accounting (dependent variable). On the other hand, the rules of
thumb can guide us to recognize which situation we are facing. The two mean scores are
between 2.5 and 3.5. This means that both countries are considering the absence of the
internal consistency among and within the governmental entities and the decentralization of

responsibility for changes in accounting regulations (organizational characteristics) as a
problem more than a barrier to transition.

- Personnel characteristics
The lack of qualified accounting personnel, resistance to change and the absence of the right
incentives system are incorporated into one factor, which is the personnel characteristics.
The next table shows the test results for the significance and impact of the personnel
characteristics on the transition to accrual accounting in the public sector between the
Netherlands and Egypt.
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Country

Mean

The Netherlands

2.9167

(group

t value

2.267

1)

p value
Sig. (2-tailed)
.025

2.5385
(group 2)
Table 7.4.10: Signijicance and impact of the personnel characteristics on the transition to
accrual accounting between the Netherlands and Egypt.

Egypt

The test results reveal that there is a significant difference between the Dutch group and
Egyptian group mean scores on the personnel characteristics. The Dutch group shows a
significant higher mean personnel characteristics score compared with the Egyptian group.
Thus, the comparison indicates that personnel charactenstics have more impact on the
transition to accrual accounting in the public sector in the Netherlands than in Egypt. This
means that the developed countries are recognizing the role and the impact ofpersonnel
characteristic on the transition to accrual accounting in the public sector more than the
developing countries.

- Traditional budget influence
As far as the traditional budget (line item budget) influence is concerned, the main aim here is
to test the impact of using the traditional budget on the transition to accrual accounting in both
developed and developing countries. In other words, to what extent the use of the traditional
budget (instead of using the performance budget) can affect the transition to accrual
accounting in the public sector. This can be seen from the results of the following table:

Country

Mean

The Netherlands

1.9736

t value

p value
Sig. (2-tailed)

-1.246
.215
2.2457
(group 2)
Table 7.4.11: Significance and impact of the use of traditional budget on the transition to
accrual accounting between the Netherlands and Egypt.

(group
Egypt

1)

The t-test results reveal that the impact of using the traditional budget on the transition to
accrual accounting in the central government between the two countries is statistically not
significant. In addition, in both countries the mean scores are less than 2.5. This means that
the two groups did not consider the use of traditional budget a barrier to transition or a
problem. This result is in concordance with the international experience
(as discussed earlier
in section 7.3.1.3), as most of earlier reformer countries have commenced with the accounting
reform before the budgeting reform. In contrast, the budgeting reform in the Netherlands has
the precedence (as we shall see in section 7.4.3.1). In connection with section 7.3.1.4, the
traditional budget influence is a candidate for deletion.

- Accrual accounting principles
Accrual accounting principles are considered as a conceptual transition problem. Accrual
accounting principles are here confined to both matching and realization principles due to the
fact that these two principles have given rise to a heavy debate regarding the extent that those
two principles are applicable to the governmental sector. To what extent can the principles
that underlie the system of accrual accounting be regarded as an impediment? The next table
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shows the significance and impact of the accrual accounting principles on the transition to
accrual accounting in the public sector of both countries.

Country

Mean

t value

p value
Sig. (2-tailed)

The Netherlands

3.4562
5A32
.000
(group 1)
2.9059
Egypt
(group 2)
Table 7.4.12: Significance and impact Ofthe accnial accountingprinciples on the
transition to accrual accounting between the Netherlands and Egypt.

There is a significant difference of accrual accounting principles between the Netherlands and
Egypt. Apparently, the impact of accrual accounting principles on the transition to accrual
accounting is significant in the Netherlands in comparison with Egypt. These results are in
concordance with the results reached under the specific accounting issues where it was plainly
that the Dutch group paid more attention to the specific accounting issues and accrual
accounting principles than the Egyptian group.

- Accrual accounting postulations

Two of the accrual accounting postulations, which have given rise to a heavy debate, are the
going concern and financial reporting entity. For instance, one of the fundamental flaws in
argument for cash accounting is that it assumes that governments are not a going concern.
Accordingly, the following table presents the significance and impact of the accrual
accounting postulations on the transition to accrual accounting in the public sector between
the two countries.

Country

Mean

t value

p value
Sig. (2-tailed)

The Netherlands

2.9338
3.108
.002
(group 1)
2.5997
Egypt
(group 2)
Table 1.4.13: Significance and impact of the accrual accounting postulations on the
transition to accrual accounting between the Netherlands and Egypt.

Similar to the test results under the specific accounting issues and accrual accounting
principles, the test results of table 7.4.13 reveal that there is a statistical significant difference
as to the accrual accounting postulations between the Dutch group and the Egyptian group.
The test results suggest that the accrual accounting postulations have a significant impact on
the transition to accrual accounting in the Netherlands in comparison with Egypt. So the test
results of table 7.4.13 together with test results under the specific accounting issues and the
accrual accounting principles suggest that the Dutch group is paying more attention to the
accounting issues than the Egyptian group.

- Injlation rate and its influence on assets valuation
It is assumed that the increasing of the inflation rates can result in creating severe difficulties
concerning the valuation of the physical assets, and hence, the increasing ofthe inflation rates
can preclude the transition to accrual accounting in the public sector. Table 7.4.14 presents the
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significance and impact of increasing the inflation rates on the transition to accrual accounting
in the public sector between the two countries.

Country

Mean

The Netherlands

2.4907

(group

1)

t value

-.105

p value
Sig. (2-tailed)
.917

2.5007
Egypt
(group 2)
Table 1.4.14: Significance and impact of inflation rates on the transition to accrual
accounting between the two countries

There is no significant difference of the inflation between the two countries. This means that
the Dutch group and the Egyptian group do not differ significantly concerning the impact of
increasing the inflation rates on the transition to accrual accounting in the public sector. As

previously mentioned, the rules of thumb can assist here to indicate which situation we are
facing. Based on these rules, the mean scores are between 2 and 2.5 in both countries. This
means that both countries do not consider the increasing of the inflation rates a barrier to
transition or a problem. Therefore, the inflation is a candidate for deletion. This is in
concordance with earlier obtained results under both sections 7.3.1.3 and 7.3.1.4.

Conclusion
Five main conclusions have been reached during the course of this section. Firstly, the legal
barriers, financial resources, lack of accounting standards and bureaucratic management
culture have a significant impact (as barriers) on the transition to accrual accounting in the
central government of Egypt in comparison with the Netherlands.
Secondly, unlike Egypt, the transition barriers in the Netherlands are more related to the
accounting problematic. As the specific accounting issues, accrual accounting principles,
accrual accounting postulations and personnel characteristics (which also include the lack of
qualified government accounting personnel) have a significant impact (as barriers) on the
transition to accrual accounting in the central government of the Netherlands in comparison

with Egypt.

Thirdly, both countries are considering the political factors (which encompass political
culture. political system, the role of Ministry of Finance, the lack of external pressure from
the executive and legislative bodies on the governmental entities to move towards the
transition to accrua| accounting) a real barrier to transition.
Fourthly, both countries are considering the communication barriers and organizational
characteristics as a problem rather than a barrier to transition. However, based on the mean
difference, the communication barriers weight more on the Dutch respondents in comparison
with the Egyptian respondents.

Fifthly, both countries are considering the lack of profit motive, traditional budget influence
and inflation neither a barrier to transition nor a problem. Consequently, these three factors
are candidates for deletion.
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7.4.2.2 Detection of the significance of the differences of the transition requirements
(supporting factors) between the two countries
Based on chapter 6, questionnaire and section 7.3.2, we have identified a number of factors
(supporting factors) that can facilitate and have a positive impact on the transition to accrual
accounting in the public sector of both developed (e.g., the Netherlands) and developing (e.g.,
Egypt) countries. The following factors have been identified and will be compared between
the two countries:

Political Commitment;
-

-

-

-

-

Bureaucracy Support;
Form of Government;
Professional and Academic Bodies Support;
Adoption and Adaptation of Private Sector GAAP;
Communication Strategy;
Willingness to Chance;
Management Culture Change;
Legal Provision;

Co-ordination and Consultation;
Budgeting of Adoption Cost;
International Financial Support; and
Budgeting and Accounting Consistency.

- Political commitment
The main aim of the next table is to present the significance and impact of the political
commitment on the transition to accrual accounting between the Netherlands and Egypt.
Political commitment encompasses political persuasion, political consensus, and external
pressure whether from the public, the media or from the international organizations on the
politicians to be committed to the reform process.
Country

Mean

The Netherlands

4.1852

t value

p value
Sig. (2-tailed)

.086
-1.731
(group 1)
4.3923
Egypt
(group 2)
Table 1.4.15: Significance and impact of political commitment on the transition to
accrual accounting between the Netherlands and Egypt.

There is no statistical significant difference of the political commitment between the Dutch
group and the Egyptian group. Based on this result, it is impossible to conclude whether the
political commitment has more impact on the transition to accrual accounting in the
Netherlands in comparison with Egypt or vice versa. But in terms of the mean scores, it is
possible to reach a conclusion, which is that there is a general consensus between the Dutch
group and the Egyptian group that the political commitment is fundamental in enhancing the
transition process to accrual accounting in both countries. That is because the Dutch group
had a mean score of4.1852 and the Egyptian group had a mean score of 4.3923, which are
both above 4. This means that both groups are between Agree and Strongly Agree. This result
is consistent with the international experience which has proved that the public sector reform
(including government accounting reform) can not succeed without strong support from the
politicians. Monteiro (2002) states that "political will and effective leadership are absolutely
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essential; without these features reform will be a mere formalistic exercise in windowdressing". The experience of New Zealand had also proved that fact, as Scott
(1996) stated
that political commitment is necessary at key points. New Zealand's reform relied on the
leadership of the finance minister and other key authorities. They steered the necessary
legislation through the government and parliament, and other critical junctures conveyed their
support to the top management of civil service.
However, the political support does not come from itself It demands an internal and external
pressure from different parts. Generally speaking, pressure from the general public seems to
have been a major factor in recent reform initiatives in the developed countries. Nevertheless,
this is not the case in the Netherlands, as the pressure of the general public is not marked yet.
Actually, it is still weaker than that recently seen in the Anglo-Saxon countries. On the other
hand, the external pressure from the public has almost no or little effect on the politicians
(especially where the dictatorial political system is
dominant) in the developing countries.
However, the external pressure from the international organizations seems to have been the
major factor underlying the reform initiatives in the developing
countries. In fact, the reform
initiatives of most ofthe developing countries were a response to the international pressure.
This was the case of Egypt that in 1991 launched an economic reform program under the
pressure of the World Bank and IMF.

- Bureaucracy support
Table 7.4.16 summarizes the significance and impact of the bureaucracy support on the
transition to accrual accounting between the Netherlands and Egypt.
Bureaucracy support
comprises the giving up of allegiance of the bureaucratic principles that are constantly
opposing any endeavor of change and moving towards reform.

Country

Mean

The Netherlands

3.9151

t value

p value
Sig. (2-tailed)

2.660
(group 1)
.009
3.2828
Egypt
(group 2)
Table 7.4.16: Signijicance and impact of the bureaucratic support on the transition to
accrual accounting between the Netherlands and Egypt.

The test results suggest that the bureaucracy support has more impact on the transition to
accrual accounting in the Netherlands than in Egypt as the test results indicate that there is a
statistical significant difference of the impact of bureaucracy support between the Netherlands
and Egypt. One possible explanation is that in the developed/democratic countries the reform
initiatives in the public sector (including government accounting reform) are neither
necessarily top-down phenomenon, nor exclusive preserve of the state; they can also emanate
from the bottom. Bureaucracy/civil servants can play a catalytic and constructive role in
moving political authorities towards reform. On the other hand, an active role by civil
servants and increased democratic participation require decentralized
government in order to
be sustainable. The Netherlands is a decentralized unitary state.
Unitarity encompasses on the
one hand interdependence of the governmental layers and on the other hand, it refers to some
kind o f hierarchical relationships between the central, the provincial and local level. The latter
implies that the regulatory role is concentrated at the central level, or at least that provinces
and municipalities are not permitted to establish regulations, which are not compatible with
central laws and regulations (Toonen, 1998, pp.38-39). Accordingly, one can conclude that
the role-played by the Dutch civil servants in emanating the reform initiatives are still
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moderate in comparison with that role played by civil servants in some of English speaking
countries such as New Zealand, Ireland and Australia. For instance, in Ireland, senior civil
service has been a fertile source of reform ideas (Schick, 1999). However, it should be clear
what we mean by civil servants. In fact, we mean here the civil servants who are at senior
level and not at operating level, where strategic reforms come from the political echelons or
the top ranks of the public service. The broad scope of reform requires perspective and power
that are held either in central agencies or departmental headquarters (Schick, 1999).
In contrast, in the developing countries the reform initiatives in the public sector are often a

top-down phenomenon. Civil servants, particularly conservative bureaucratics, are not playing
such a catalytic role in moving political authorities towards reform in context of domination
of centralization and dictatorial (semi-dictatorial) political systems. This is the case of Egypt,
where it is often assumed that reform initiatives come from the top and the civil servants
should follow. Apart from who emanates the reform initiatives, the international experience
has revealed that the transition to accrual accounting requires both political and bureaucracy
support whether in the developed or developing countries.

- Form of government

It is often claimed that the form of government (whether single or coalition) can influence the
transition process to accrual accounting in the public sector. Fortunately, the current study
encompasses two different examples of the government forms. The Netherlands is a coalition
government whereas Egypt is a single government. The following table summarizes the test
results of the significance and impact of the form of government between the Netherlands and
Egypt
Country

Mean

The Netherlands

2.9259

t value

p value
Sig. (2-tailed)

.100
1.658
(group 1)
2.6032
2)
(group
Egypt
Table 1 .4.11: Significance and impact of the form of government on the transition to
accrual accounting between the Netherlands and Egypt.

The form of government has no significant difference of influence on the transition to accrual
accounting in the public sector between the Netherlands and Egypt. However, the mean scores
in the two countries lie between 2.5 and 3, which in tum means that the form of government is
important. This result is in conflict with the results obtained in sections 7.3.2.3 and 7.3.2.4,
where the form of government is considered as a deletion variable. In fact, in deciding
whether a certain factor can be considered as a candidate for deletion or not, we shall rely
more on the results obtained in sections 7.3.2.3 and 7.3.2.4, as they are based on a wider
empirical research (comprising both respondents and interviewees) than the statistical analysis
which is only based on the questionnaire-closed questions. Consequently, the form of
government is regarded as a deletion factor.
However, these results are not in a concordance with results obtained from the experience of
some earlier reformed countries. Based on this experience, it has been argued that the
countries that have made the most headway in restructuring public management (including
public sector accounting reform) are those in which the reform process has been carried out
by a single government. Moreover, reforms are most likely to be diluted when a change in
government from one party to coalition takes place. Ball (2001) stated that the single
government can easily take reform decision and could move faster and accomplish more by
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prescribing a course of action than the coalition government which it may
be obliged to dilute
its program to gain coalition support. In addition, Schick
stated
in coalition
that
(1999)
governments (such as the Netherlands) the process of forming the government often entails
negotiations among the coalition partners as to the policy changes and reform to be
undertaken. This can result in postponement or suppress ofthe reform
process. Practical
examples are to be fuund in New Zealand, UK and the Netherlands. For
instance, New
Zealand is a single government, nevertheless, it is considered as
pathfinder regarding the
public sector accounting reform. Another example is UK, where the British public sector
accounting reform was initiated by a single government which was formed of Conservative
Party - Thatcher 1979 and it was extended by John Major and redirected by Tony Blair after
his election in 1997. On the other hand, even though the Netherlands is considered as one of
the first countries that had thought about the adoption of accrual accounting in the central
government in 1916, it is still not counted yet among the trailblazing
countries (such as New
Zealand, UK and Australia) regarding the transition to accrual accounting in the central
government (with the exception of agencies).

- Professional and academic bodies support
The next table shows the significance and impact of the professional and academic support on
the transition to accrual accounting in the central government between the Netherlands and
Egypt. The support of professional and academic bodies often includes proposing of
accounting standards and procedures; comment on the accounting standard proposals and
supply of recommendations; submittal ofprofessional consultancy; and development and
designing of an accounting system consistent with the public sector context.

Country

Mean

The Netherlands

3.3945

(group

1)

t value

-3.754

p value
Sig. (2-tailed)
.000

3.8760
(group 2)
Table 7.4.18: Significance and impact of the professional and
academic bodies support on
the transition to accrual accounting between the two countries.

Egypt

The test results of table 7.4.18 indicate that the support ofprofessional and academic bodies
has a significant impact on the facilitation of the transition to accrual accounting in the central
government of Egypt in comparison with the Netherlands. This result is in concordance with
earlier derived results in chapter 6 (section 3). In fact, Enthoven
(1973) stated that, "
accounting must integrate with its socioeconomic environment. Since this environment differs
from country to country, it follows that any profession that ignores its environment is heading
for trouble or, at least, hampering its ability to render as full service to the country as possible.
This does not mean, ofcourse, that the accounting profession must start from
scratch, but
rather that methods and procedures that have worked in one country cannot automatically be
assumed to work in another". Then, considering the fact that there are different accounting
systems for different countries and different government
environments, the professional and
academic bodies can play a distinctive role in the developing countries, particularly since
these countries are accustomed to import their accounting standards from the developed
countries. This role would be to adapt the imported accounting standards and
practices so as
to be valid and suitable for the particular environment of the developing countries.
Therefore,
the professional and academic support in the developing countries is likely more important for

270

the successful transition to accrual accounting in the public sector than in the developed
countries.

- Adoption and adaptation of private sector GAAP
The next table aims at summarizing the test results of the significance and impact of the
adoption and adaptation of private sector GAAP (to be consistent with the public sector
context) on the transition to accrual accounting in the central government between the
Netherlands and Egypt.

Country

Mean

The Netherlands

3.8703

(group

1)

t value

2.765

p value
Sig. (2-tailed)
.007

3.2020
(group 2)
Egypt
Table 7.4.19: Significance and impact of adoption adaptation ofprivate sector GAAP on the
transition to accrual accounting between the Netherlands and Egypt

The test results of table 7.4.19 show that the adoption and adaptation of private sector GAAP
have significant impact on the facilitation of the transition to accrual accounting in the central
government ofthe Netherlands in comparison with Egypt, where the observed difference is
significant at 5% level. The test findings are on the one hand consistent with the international
experience, as most of the earlier reformer countries have followed the private sector GAAP
such as the UK, New Zealand and Sweden; and on the other hand are in contrast with the
direction of Dutch Ministry of Finance. In reality, the international experience has revealed
that the adoption and adaptation of private sector GAAP have played a decisive role in
underpinning the transition to accrual accounting in the central government. For instance, in
UK, a Financial Reporting Advisory Board (FRAB) was established in 1996 with the aim of
ensuring that resource accounts meet the best possible standards of financial reporting by
following United Kingdom Generally Accepted Accounting Practice (GAAP) as far as
possible. (Hepworth, 2002). Another example is to be found in Sweden. Lundqvist (2001)
stated that "the accounting regulation in the central government follows very closely the laws
and standards in the private sector, with due consideration given, of course, to the special
characteristics of the public sector. As private sector accounting principles in Sweden are, to a
great extent, similar to the IASC Standards, government accounting principles in Sweden are
consequently close to the IASC standards". In addition to the Sweden experience, IFAC, in
developing the International Public Sector Accounting Standards (IPSAS) considered and
made use of the pronouncement issued by:

-

the IASC;
national regulatory authorities;
professional accounting bodies; and
other organizations, interested in financial reporting, accounting and auditing in the public
sector.

Similarly, the public sector accounting regulation ofNew Zealand is based on the national
GAAP with taking into consideration that these GAAP should be adapted to be consistent
with the public sector context. Ball (2000) stated that the accounting reform moved much
quicker because the adoption of GAAP facilitates the flow of staff and expertise between the
public and private sectors. Public-sector finance staff can be hired from the private sector with
little need to learn a "government-only" accounting system, and the public sector can draw on
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systems and development skills already existing in the private sector. Without question, this
contributed to the speed with which accrual accounting was implemented.
Whilst the Dutch respondents point of view is consistent with the international experience and
with the Dutch accounting reforms within the agencies and local government (as the Dutch
national GAAP are in place), the Dutch Ministry of Finance has decided not to use the Dutch
national GAAP but to use the European System of Regional and National Accounts (ESA).
ESA is not designed for government accounting, but rather it is designed for national
accounting. Van der Hoek (2003) states that the Dutch Government's intention to apply the
ESA to its budgets and financial reports implies that the contents of these documents will fail
to meet current requirements. Examples of ESA non-current requirements are:
The grouping of main financial reporting/statements;
The headings of items in these reporting;
- The criteria for capitalization;
The valuation of assets at market value; and
- The non-allowance ofprovisions.
Consequently, it can be concluded that while the test findings support the role of adoption and
adaptation of the private sector GAAP in facilitating the transition to accrual accounting in the
Dutch central government, the Dutch Ministry of Finance has taken an opposite direction by
the adoption of accounting standards (ESA) that are designed for the macro level (national
accounting) instead of adopting accounting standards (such as, IPSAS /or adoption ofnational
GAAP) that are originally designed for the micro level (government accounting). While the
Dutch central government confirmed its intention to use the ESA, the situation in Egypt is
vague, as the Egyptian Ministry of Finance does not know yet which option should follow.
This is perhaps due to the fact that Egypt has not yet decided whether to adopt accrual
accounting or not.

- Communication strategy
To what extent the communication efforts can positively affect the transition to accrual
accounting in the central government between the Netherlands and Egypt will be presented in
the next table. The communication efforts encompass different media such as conferences,
seminars, booklets, case studies, presentations, journal, a video "setting a new course" .etc.

Country

Mean

The Netherlands

4.3241

t value

p value
Sig. (2-tailed)

2.067
.041
(group 1)
4.1385
Egypt
(group 2)
Table 7.4.20: Significance and impact of the communication strategy on the transition to
accrual accounting between the Netherlands and Egypt.

Table 7.4.20 reveals that the communication efforts have a positive significant impact on the
transition to accrual accounting in the Dutch central government in comparison with the
Egyptian central government. One possible explanation is that in the developed nations
(where the democracy and freedom environment is dominating) the communication efforts
can exert more pressure on the politicians (whether the executive or legislative bodies) to
move towards reform process. This can take place either directly or indirectly. The
communication efforts can indirectly affect the reform process through conveying a common
understanding of the key principles of the reform to a wide audience. This wide audience, in
turn, can exert pressure on the politicians to carry out the required reforms. On the other hand,
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not all parliament members and politicians are sophisticated in financial matters. Therefore,
the communication strategy can convey a common grasp ofthe core of accounting reforms to
both executive and legislative bodies which in turn can encourage them to subscribe the
required reforms.

- Willingness to change
The main objective of the following table is to present the test results of the significance and
impact ofthe willingness to change on the transition to accrual accounting in the central
government between the Netherlands and Egypt. Willingness to change comprises the
creating of the right incentive system for managers to follow through reform, existence of
well-trained and qualified accounting staff and the increasing of the conviction about the
benefits of new accounting system.

Mean

Country

t value

p value
Sig. (2-tailed)

4.0972
.017
2.418
(group 1)
3.8846
Egypt
(group 2)
Table 1.4.21: Significance and impact of the willingness to change on the transition to
The Netherlands

accrual accounting between the Netherlands and Egypt
Table 7.4.21 indicates that the willingness to change can contribute more to the facilitation of
the transition to accrual accounting in the central government of the Netherlands than in
Egypt. One potential explanation is that the developed countries (Dutch group) recognize that
the existence of the appropriate incentives system is a far more effective way of generating
and forthcoming the reform program than exhortation or prescribing detailed rules. The test
results are also consistent with the international experiences. For instance, the New Zealand
experience has proved that building the system around an incentive structure that rewards
desirable behavior by managers, or the delegate's authority according to performance
expectation, is critical. While the existence of the right incentives system can work well in
developed countries, the exhortation and penalties are still favorable and effective in the
developing countries. This is due to the fact that the less developed a country is, the more
difficult it is to rely on the incentives system only to change the behavior and decisions of
management towards the reform process. In addition, the public sector of Egypt does not pay
well. This has led to the lack of motivated accounting staff as the incentives system is still
poor and can not alone play a stellar role in fostering the accounting reform. Accordingly, the
existence of the right incentives system is not the only right avenue, rather, the exhortation
and penalties can also contribute to the reform process. Furthermore, the Dutch group
recognizes more than the Egyptian group that the existing situation is that the public sector
lacks qualified staff, therefore, it is very important to train the staff of a department to
understand the basics of accrual accounting and to be able to understand a set of financial
statements, so that the information made available will be used to the full. In addition, there is
a need to recruit well qualified and properly exposed staff who can understand accounting

principles.

- Management culture change
It is assumed that the more correspondent the public administrators' culture is with the culture
upon which the governmental accounting system is premised, the more easily change occurs.
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In other words, the accounting change in the public sector entails parallel change in the public
administration system, in particular at departmental level, which in turn assists in sustaining
the adoption of accrual accounting. Accordingly, the transition to accrual accounting in the
public sector without taking into consideration the related changes in the public
administration system will not achieve the target benefits from that transition. The next table
spells out the significance and impact ofthe management culture change on the transition to
accrual accounting between the Netherlands and Egypt. The
management culture change
encompasses the focus on output instead of input, increasing the individual responsibility,
giving the managers extensive discretion in the use of resources and measuring the
performance in terms of efficiency and effectiveness.

Country

Mean

t value

p value
Sig. (2-tailed)

The Netherlands
4.0240
-1.817
(group 1)
.072
4.2352
Egypt
(group 2)
Table 1.4.22: Significance and impact of the management culture change on the
transition to accrual accounting between the two countries

The test results of table 7.4.22 reveal that there is no significant difference between the Dutch
group and the Egyptian group with respect to the impact of the management culture change on
the transition to acerual accounting in the central government. In fact, the test results show
quite a high level of agreement with no statistically significant difference and therefore
support the above-mentioned assumption. The two groups have a similar view on the impact
ofthe management culture change on the transition to accrual accounting. This is plainly from
the mean scores, as the Dutch group had a mean score of4.0240 and the Egyptian group had a
mean score of4.2352. The main relevance ofthis result is that the
change of management
culture, that is to care more about outputs than inputs, more about results than procedures,
more about improving performance than complying with rules, makes it far more
likely for
the transition efforts to succeed in both countries. In addition, this result is in concordance
with the international experience. As the UK researchers (for example, Gray and Jinkins,
1986 and Humphery et al., 1993); New Zealand researchers (Ball, 1990, 1992, and
McCulloch, 1990); and Australian researchers (Guthrie, 1994, Parker and Guthrie, 1990)
argue that public sector accounting changes are "underpinned" by a "managerialist"
philosophy (Ryan, 1998).

-

Legal provisions

It is hypothesized that the successful transition to accrual accounting needs to be supported by
adequate legal provisions. The main aim ofthe following table is to present the test results of
the significance and impact of the legal provisions on the transition to accrual accounting in
the central government between the Netherlands and Egypt.

Country

Mean

The Netherlands

4.0615

(group

1)

t value

-4.021

p value
Sig. (2-tailed)
.000

4.4251
(group 2)
Table 7.4.23: Significance and impact of the legal provisions on the transition to
accrual accounting between the Netherlands and Egypt.

Egypt
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There is a statistically significant difference of the impact of legal provisions on the transition
to accrual accounting in the central government between the Netherlands and Egypt. The
Egyptian group sees that the legal provisions are more important and have more influence on
the transition to accrual accounting in the central government than the Dutch group. One
potential explanation is that the civil servants in the developing countries (e. g. Egypt) are
accustomed to following rules, procedures and laws, therefore, the existence of the legal
provision from their point of view will force all the members who will participate in the
accounting change process to move towards the accounting innovation. Accordingly, the legal
provisions and rules have an important value for the civil servants in the developing countries.

However, in terms of mean scores, the test results suggest that whilst there is a significant
difference between the two groups, the mean scores of the legal provisions in the two
countries lie above 4, which means that the legal provisions play a substantial role in
supporting the transition to accrual accounting in the central government of both countries.
This result is confirmed by and consistent with the experience of earlier reformer countries
such as New Zealand. Pallot (2002) stated that new legislation has been an impetus for change
in New Zealand. Statutes such as the State Owned Enterprises Act 1986, State Sector Act
1988, Public Finance Act 1989 and amendments, Fiscal responsibility Act 1994 and the
Employment Contracts Act provided a vehicle for forcing previously recalcitrant departments
to undertake changes in accounting, performance specification, financial management and
employment practices. In addition, IFAC (2002) has demonstrated the relevance of the legal
provisions and their impact on the transition to accrual accounting, where it is stated in the
Transition Guidance that the use of legislation demonstrates the strength of the government's
commitment to the changes. The drafting of legislation represents an additional step in the
planning and development process. As such, it provides an opportunity to review the
proposed changes to ensure they are comprehensive and consistent. Consequently, the legal
provisions have played a very important role in guiding the reform of accounting systems and
the formulation of accounting standards and provide a legal support for accounting and

monitoring.

- Co-ordination and consultation
In addition to the aforementioned supporting factors, it is also assumed that the consultation
and co-ordination with the governmental entities that will apply the accrual accounting are
fundamental for obtaining comments and suggestions from the primary sources for the
required improvements and for being well posted with their own internal problems and
constraints that may preclude the successful transition to accrual accounting. Accordingly, the
next table will show the test results of the significance and impact of the co-ordination and
consultation of the implementation of accrual accounting between the Netherlands and Egypt.
Country

Mean

The Netherlands

4.1728

t value

p value
Sig. (2-tailed)

.042
2.055
(group 1)
3.9462
2)
Egypt
(group
Table 1.4.14: Significance and impact of the co-ordination and consultation on the transition
to accrual accounting between the Netherlands and Egypt

The test results indicate that the impact of the co-ordination and consultation with and within
the governmental entities that would carry out the transition process to accrual accounting is
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significant in the Netherlands in comparison with Egypt. The test results suggest that the
developed countries are more aware ofthe importance ofperforming a dialogue with the
governmental entities and ofknowing the practical transition problems from the primary
sources in comparison with the developing countries, which believe more in imposing the
reforms than in discussing these reforms with the governmental entities that are eventually
requested to adopt them.
However, the test results, in terms of mean scores, also suggested that while the co-ordination
and consultation is significantly higher in the developed countries, they are not understated in
the developing countries, where the Egyptian group had scored a mean of 3.9462. This is due
to the fact that the co-ordination and consultation are essential for distributing information to
and collect information from the governmental entities in order to be well posted with the
practical constraints and to carry through the harmonization and comparability among these
entities.

- Budgeting of adoption costs

It is hypothesized that budgeting ofthe adoption costs is critical in determining the volume of
the financing required for the transition process and will assist in overcoming the future
financial problems, which considerably deter the transition to accrual accounting. The next
table will show to what extent the budgeting of adoption costs is important between the
developed and developing countries.
Country

Mean

The Netherlands

3.7778

(group

1)

t value

-1.388

p value
Sig. (2-tailed)
.168

3.9531
(group 2)
Table 7.4.25: Signijicance and impact of budgeting of adoption costs on the transition to
accrual accounting between the Netherlands and Egypt

Egypt

The findings indicate that both countries have fairly similar view on the role that can be
played by the budgeting of adoption cost in the transition process. The test results do not
demonstrate a significant difference between the two countries. In terms ofmean
scores,
budgeting of the adoption cost is important for both the developed (rich) countries and the
developing (poor) countries. IFAC (2002) has also agreed with this hypothesis where it is
stated in the Transitional Guidance that initial costs need to be clearly identified and budgeted
for. If individual entities associated with the transition are expected to manage changes within
their existing budget or within a nominal additional budget, this needs to be clearly identified
at the beginning of the project. In fact, this result is empirically confirming one of the corner
stones of the basic requirements model which is a product of the conductive
study in chapter
6.

- International financial support
It is often assumed that the developing countries will not likely able to succeed in carrying out
the accounting reform. Therefore, these countries (in comparison with the developed
countries) require international financial support. Accordingly, the next table is devoted to set
forth the significance and impact of the international financial support on the transition to
accrual accounting in the central government between the Netherlands and Egypt.
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Country

Mean

The Netherlands

1.8704

t value

p value
Sig. (2-tailed)

-8.238
.000
(group 1)
3.5077
Egypt
(group 2)
Table 7.4.26: Significance and impact of international financial support on the
transition to accrual accounting between the two countries.
The test results reveal that the international financial support has a significant impact on the
transition to accrual accounting in the central government of Egypt in comparison with the
Netherlands, where the observed difference is significant at .05 level. This finding is in
concordance with international experience, as the most economic reforms or public sector
reforms that took place in the developing countries have been based on the international
financial aid, especially from IMF and World Bank. In reality, what happened in Egypt in
1991 can be considered as practical evidence. Based on the international aid and structural
adjustment loans which were obtained from the IMF and WB, Egypt was able to launch the
economic reform program and privatize the State Owned Enterprises.

- Budgeting and accounting consistency
In chapter 4, it has been assumed that the budget system should be compatible with the
accounting system, which is used to carry out the budget. Therefore, the basis on which the
budget is prepared should be consistent with the basis of accounting utilized. It has further
been assumed that budget reform demands accounting reform to support it. Consequently, it
can be inferred that there is an interrelationship between the budget and accounting system in
the public sector. Accordingly, the next table sets forth the impact of the budget and
accounting consistency on the transition to accrual accounting between the Netherlands and

Egypt.
Country

Mean

The Netherlands

4.2143

(group 1)

t value

p value
Sig. (2-tailed)

.211

.833

4.1978
Egypt
(group 2)
Table 7.4.17: Significance and impact of the budgeting and accounting consistency on the
transition to accrual accounting between the two countries.

The test results do not show a significant difference of the impact of the budgeting and
accounting consistency on the transition to accrual accounting between the Netherlands and
Egypt. Nevertheless, it can not be inferred that the budgeting and accounting consistency has
no impact on the transition to accrual accounting in the central government. In terms of mean
scores both countries have a mean score above 4. This means that both countries agree on the
importance of the role that can be played by the consistency of budgeting and accounting
system in facilitating the transition process. Many ofthe writers who are concerned with
public sector reform agree on the integration and consistency of budgeting and accounting
system. For instance, Schick (2001) states that the accounting system would need to be on the
same basis as the budgeting system to avoid the possibility of conflicting objectives.
Hepworth (2002) states that accrual accounting and budgeting should go together. Unless the
budgeting system is on the same basis as the accounting system, the scope for
mismanagement and a loss of financial control are considerably enhanced.
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Conclusion
This section investigates whether there are significant differences of the impact of supporting
factors on the transition to accmal accounting in the central government between the
Netherlands and Egypt. In the course of this section the following results have been reached:

Firstly, the Dutch group has found that the bureaucracy support, adoption and adaptation of
private sector GAAP, communication strategy, willingness to change and co-ordination and
consultation have a significant impact on the transition to accrual accounting in the Dutch
central government in comparison with the Egyptian group. Consequently, it can be
concluded that the developed countries (Dutch group) have perceived the significance ofthe
role that can be played by the bureaucracy (senior civil servants) in the transition process to
accrual accounting in the central government. Furthermore, the adoption of private sector
GAAP (taking into consideration the required adaptation) can facilitate the reform process
through the flow of expertise from private sector to the public sector, both through the
consulting work required to develop a new accounting system and the recruitment of staff for
ongoing financial roles within governmental entities, and can assist in reducing the need for
government's technical support. In addition, the communication efforts, which ensure that
there should be widespread understanding of the nature of the new changes, are considered of
a fundamental importance for the successful transition to accrual accounting. Also creating
the right incentive structure, training and qualifying the accounting personnel and coordination among and within the governmental entities have all a significant impact on the
transition process from the standpoint ofthe developed countries in comparison with the
developing countries.
Secondly, the Egyptian group has found that professional and academic bodies support legal
provisions and international financial support have a significant impact on the transition to
accrual accounting in central government of Egypt in comparison with the Dutch group. This
in tum means that the developing countries (Egyptian group) are paying more attention to the
role that can be played by the professional and academic bodies due to the fact that they do
not produce their own accounting standards, rather, they import them from the developed
countries. In addition, due to the fact that the bureaucracy in developing countries are used to
following rules and procedures, the legal provisions provide overwhelming support for the
transition process through making clear the purpose and philosophy of the changes.
Furthermore, the international financial support is considered as a significant factor in the
transition process. In reality, this is due to the lack of national financial means in the
developing countries.

Thirdly, both groups have a similar view that the political commitment, management culture
change and accounting and budgeting consistency have an overwhelming impact on the
facilitation of the transition process to accrual accounting in the central government o f both
countries. In terms of mean scores, both groups had a mean score above 4, which means that
both groups are entirely convinced by the importance of the role of these factors in starting
and accomplishment of the transition process. This is in concordance with the international
experience as the role ofthese factors were of fundamental importance to facilitating the
transition to accrual accounting whether in the developed countries such New Zealand, UK,
Sweden, Canada and Australia or in the developing countries such as Tanzania.
Fourthly, both groups have agreed on the importance of the budgeting of adoption costs. For
the developed countries, it is important to identify the yearly-required amounts for the
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adoption process in order to determine the volume of the reform that should be carried out per
year. For the developing countries, the identification and budgeting of the adoption costs are
significant in determining whether these countries have enough financial capacity to start the

reform process or to delay it for latter periods.

Fifthly, both groups have agreed that the form of government has no important impact on
facilitation of the transition to accrual accounting. In addition, both countries have considered
it a deletion factor.

7.4.3 Detection of the significance of the differences of the transition problems

and requirements within the Netherlands and Egypt apart
Considering that the focus of this research project is on researching and investigation of the
preclusion and supporting factors of the transition to accrual accounting in the public sector of
both developed (the Netherlands) and developing (Egypt) countries, it has been decided to
compare per country the preclusion factors with each other and likewise, the supporting
factors. More precisely, it will be more useful and effective for both the Netherlands and
Egypt to be aware of, from the outset, the significance of each factor and its influence on the
transition process, in comparison with the other factors, in order to be able to reduce or avoid
the risks that are usually involved in an accounting reform process. As previously stated in
section 7.4.1, when a within-subjects design or a subject-by-subject matched design is used,
the t-test for paired samples is the suitable test. The paired sample t-test is used to assess the
significance of difference between means oftwo variables (factors) in one group (country).
Then, mean scores are compared using paired t-test to determine if the impact of each factor
on the transition to accrual accounting (within the central government of the Netherlands and
Egypt) in comparison with the other factors is significantly different.
While the preclusion and supporting factors are considered as independent variables and the
transition to accrual accounting is considered as dependent variable, the independent variables
themselves within each (country) group are likely not independent (are likely correlated).
Therefore, it is necessary to take into account the correlation between the factors being tested
due to the fact that they come from the same (country) group. Correlation generally refers to
an association between scores on two variables for the same individuals or cases. The
quantitative measure of strength in the linear relationship between variables is called the
(simple) correlation coefficient. The correlation coefficient can range from a perfect positive
correlation, + 1.0, to a perfect negative correlation, -1.0. The absence of any linear relationship
produces a correlation coefficient of 0. A positive correlation means that an increase in one
factor is accompanied by an increase in the other, whereas a negative correlation means that
an increase in one factor is accompanied by a decrease in the other factor. Correlation
coefficient of 0 means that there is no linear relationship between the two factors. So in order
to determine whether there is a significant correlation between the two factors or not, we need
to calculate the correlation coefficient (r) and the p value (probability). Similarly to the t-test,
ifp value is less than .05, then we can reject the null hypothesis and conclude that there is a
significant correlation between the two factors. In addition, the sign of the correlation
indicates the direction of the relationship, but does not aid in determining the strength. In
addition, care must be used when interpreting the correlation results. Even though there is a
significant linear relationship between two factors (for example, political factors and legal
barriers) the correlation does not imply cause-and-effect, as a statistically significant
correlation alone does not prove that this cause -and-effect relationship exists.
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Therefore. do not confuse the correlation with causation. Correlation does not imply
causation. The fact that two factors are correlated does not mean that one causes the other
(Sommer, 1997).
So this section can give an answer to the following questions:
Do the preclusion and supporting factors have the same significance within the developed
(Netherlands) and developing (Egypt) countries?
- To what extent are the preclusion and supporting factors correlated within the Netherlands
and within Egypt?

-

-

-

Which factors (whether preclusion or supporting factors) are considered to be more
important in comparison with the other factors within the two countries apart?
What is the in fluence of each factor within each country on the transition process in
comparison with the other factors?

Such fundamental questions, however, have not yet found a
fully persuasive answer, neither
in the developed nor in the developing countries. Therefore, section 7.4.3.1. is devoted to
finding out the significance of the differences of the preclusion factors and their influence on
the transition process within the two countries, whereas section 7.4.3.2 addresses the same
issues regarding the supporting factors within the two countries.

7.4.3.1 Detection of the significance of the dgerences of the transition problems

(preclusion factors) within the Netherlands and Egypt apart
The previous sections of this chapter and chapter 5 have identified a number of factors
(preclusion factors) that can have a negative impact on the transition to accrual accounting in
the public sector. In order to facilitate the statistical analysis, each factor will be given a
certain code. The following factors have been identified and will be
analyzed in more detail
within each country apart:

- Legal Barriers
of Accounting Standards
Bureaucratic Management Culture
Specific Accounting Issues
- Political Factors
- Communication Barriers
- Accrual
Accounting Principles
- Accrual
Accounting Postulations
- Personnel Characteristics
Organizational Characteristics
- Financial Resources
- Economic Factor
(inflation)
- Traditional
Budget Influence
- Lack of Profit Motive
- Lack
-

-LEGBAR
- LAS
- BMC
- SPECAI

-POLFAC

-COMBAR
- AAPRIN
- AAPOST

-PERSCHAR
- ORGCHAR
- FBIRES

-ECOFAC
- TBI

-LPM

Furthermore, the statistical analysis takes into account the correlation among the preclusion
factors (independent factors) due to the fact that these factors are likely correlated within the
same group (country). The subject of correlation among these factors will be dealt with in
section 7.4.3.1.3 after dealing with the detection of the significance of the differences of the
preclusion factors in the Netherlands in section 7.4.3.1.1 and in Egypt in section 7.4.3.1.2.
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7.4.3.1.1 The Netherlands

This section analyzes the significance and impact of the aforementioned preclusion factors on
the transition to accrual accounting in the central government of the Netherlands. More
precisely, it shows the significance and impact of the preclusion factors on the transition
process to acctual accounting in the central government of the Netherlands in comparison
with each other.
As it is mentioned in section 7.4.1 we are most interested in the means of the two groups and
the p-value. So table 7.4.28 presents the means of the preclusion factors (row NR.3), the mean
difference and the p-value

MD = Mean Difference
PV = p-value Sig.
The column NR. shows the Mean Difference (MD) and the P Value (PV) between the
political factors and all the other factors. Column NR.2 shows the MD and PV between the
specific accounting issues and the other factors. Similarly, the columns from 3 till 14 show
the MD and PV between the factor in question and the other factors.
1
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1
2
3
4
5
POLFAC SPECAI COMBAR AAPRIN BMC

MEAN

3.7963

3.5880

3.4630

3.4562

6
7
LEGBARLAS

3.4444 3.2037

3.1852

8

9

10

11

12

13

AAPOST

PERSCHAR ORGCHAR FINRES ECOFACTBI

2.9338

2.9167

2.8981

2.5463

2.4907

POLFAC PV

2

SPECAI

MD

.2083

PV

.223

MD

.3333

.1250

3 COMBAR PV
MD

.013

.427

.3401

.1318

.0068

PV

.035

.177

.961

4

5

6
7

8

AAPR I N

BMC

MD

.3519

.1435

.0186

.0118

PV

.087

.505

.921

.975

MD

.5926

.3843

.2593

.2525

.2407

.000

.023

.081

.108

.277

MD

.6111

.4028

.2778

.2710

.2593 .0185

PV

.006

.026

.117

.103

.208

.929

MD

.8625

.6541

.5106

.2699

.000

.000

.000

.000

.021

.087

.122

.8796

.6713

.5463

.5395

.5278

.2870

.2685

.0171

.000

.000

.000

.000

.009

.060

.111

.902

.8981

.6898

.5648

.5880

.5463

.3056

.2870

.0357

.0186

.000

.000

.000

.000

.012

.079

.072

.802

.898

.9167

.9099

.8981

.6574

.6389

.3875

.3704

.3519

.000

.000

.000

.000

.000

.004

.026

.036

.9722

.9654

.9537

.7130

.6944

.4431

.4259

.4074

.000

.000

.000

.000

.000

.000

.004

.012

.002

.721

1.6144

1.4894

1.4826

.000

.000

.000

2.1065

1.9815

1.9747

LEGBAR PV
LAS

AAPOST PV

MD
9

PERSCHARPV

MD
10 ORGCHAR PV

11 FINRES

MD 1.2500
PV .000
MD 1.3056

12 ECOFAC PV

.000

MD 1.8227
13

TBI

14

LPM

PV

.000

MD 2.3148

1.0417
.000

1.0972

5291

5223

1.4708 1.2301
.000

.000

1.9630 1.7222

.2513

1.2116

0556

.9602

.9431

.9245

.5727

.5171

.000

.000

.000

.000

.004

.010

1.7037

1.4524

1.4352

1.4167

1.064

1.0093

PV .000
.000
.000
.000
.000
.000
.000
.000
.000
.000
.000
.000
Table 7.4.28: The significance and impact of the preclusion factors on the transition to accrual accounting in the Dutch central
government in comparison with each other.

LPM

1.9736 1.4815

MD
1

14

.4921

.004

Based on the test results of the table 7.4.28, the following table shows a total picture about the
significance of each preclusion factor in comparison with the other preclusion factors in the
Netherlands.

The Netherlands 1 2 3 4 5 6 7

8

9 10 11 12 13 14

1 POLFAC
2 SPECAI

3 COMBAR
4 AAPRIN

X
X

5 BMC
6 LEGBAR
XX
7 LAS
XX
8 AAPOST
X X X X X
9 PERSCHAR
X X X X X
10 ORGCHAR
X X X X X
11 FINRES
X X X X X X X X X X
12 ECOFAC
X X X X X X X X X X
13 TBI
X X X X X X X X X X X X
14 LPM
X X X X X X X X X X X X X
Table 7.4.29: The significance of each factor in comparison with the other factors in the
Netherlands.

X = significant (at 5% level)
The results of tables 7.4.28 and 7.4.29 show that there are significant differences between the
first 10 factors: political factors, specific accounting issues, communication barriers, accrual
accounting principles, bureaucratic management culture, legal barriers, lack of accounting
standards, accrual accounting postulations, personnel characteristics, organizational
characteristics and the last 4 factors: financial resources, economic factor (inflation),
traditional budget influence and lack ofprofit motive, (the observed differences are
statistically significant at the 5% level). Apparently, it seems that the Dutch respondents
found that the first 10 factors can significantly affect the transition process to accrual
accounting within the Dutch central government in comparison with the last mentioned 4
factors. Based on the test results, the preclusion factors can be categorized into two groups as

follows:
Group 1: this group encompasses all the factors that have shown a significant difference in
comparison with the last four factors. Namely, this group includes the factors that can have
more or less a significant impact on the transition to accrual accounting in the central
government of the Netherlands. So we might call this group Impact Factors Group

Group 2: this group comprises all the factors that do not produce significant differences in
comparison with the aforementioned ten factors under group 1. In fact, this group includes the
last four factors, which do not seem to have a significant impact on the transition to accrual
accounting in the central government of the Netherlands. In connection with the earlier
conducted empirical investigation (section 7.3.1.4), these factors are candidates for deletion.
Accordingly, we might call this group Deletion Factors Group
Based on the above-mentioned segregation, the test results give rise for more analysis for each

group apart.
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Impact Factors Group:
While the test results reveal that there are significant differences between the two groups,
each group shows significant differences among the factors that belong to it. The test results
show a high level of agreement within the Dutch group that the first five factors show

significant differences in companson with most of the other five factors (the observed
differences are statistically significant at the 5% level). This means that the first five factors
can, to some extent, have an equivalent impact on the transition to accrual accounting in the
Dutch central government.
Furthermore, the first five factors show a small mean difference among each other. In fact, the
mean difference can show the role that can be played by these factors (as barriers to
transition) in comparison with each other. A high degree ofpreclusion of the transition
process can be translated into small mean difference among these factors. In other
words, the
smaller the mean difference is, the fairly equalled the role that these factors can play, as
bamers to transition, to each other. Thus, this test supports the results obtained in section
7.3.1.3, which means that these five factors could play a similar role as an impediment to the
transition process to accrual accounting in the Dutch central
government. Accordingly, one
can conclude that political factors, specific accounting issues, communication
barriers, accrual
accounting principles and bureaucratic management culture have a profound impact on the
transition to accrual accounting in the central government of the Netherlands. Therefore, we
might call those five factors Profound impact factors.
In addition, within the first five factors, the test results show that the Dutch respondents have
given the political factors and specific accounting issues the highest ranking in comparison
with the communication barriers, accrual accounting principles and bureaucratic management
culture. Accordingly, it seems that on the one hand the Dutch respondents found that the
political factors (generally, the lack of political commitment and especially, the lack of
leadership ofthe Ministry of Finance) have more impact on the transition to accrual
in the
Dutch public sector in comparison with all the previously stated factors. On the other
hand,
the test results provide a clear picture of the relationship between the transition to accrual
accounting in the central government of the Netherlands and the tackling of specific
accounting issues in an earlier phase. Perhaps the main reason for the fact that the specific
accounting issues rank highly (after the political factors) is the decision of the Dutch Ministry
of Finance to use the ESA in place of the IPSAS or national GAAP. The ESA has been
developed by the international co-operation of economists and national statisticians (not
accountants) to present a description of the economy in statistical terms in the form of pattern
of accounts and tables which by logical development and to some extent because of
convention, will be understood by economists and administrators specializing in this field
throughout the world. Consequently, the ESA is essentially developed for macro-level.
Logically, what is developed for the macro-level (national accounting), is not likely
appropriate to be used at the micro-level (government accounting).
Furthermore, despite the
fact that the national accounting uses the same techniques as the micro accounting for
classi fying, summarizing, combining and reflecting data, the underlying procedures vary. For
example, in the national accounting, the current values are adhered to and involving more
subjective criteria such as:
Capital gains and losses are not recognized;
Intercompany transactions are not eliminated;
Intertemporal adjustments are necessary;
- The realization principle does not apply, since actual production is the focus;
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The non-allowance of provisions; and
Value-added is the essential aspect and so forth.

-

of several
in
Consequently, it can be inferred that the use of ESA has resulted creating
the
the
has
and
hence
specific
great
importance
of
given
rise
to
accounting problems
accounting issues. Originally, these specific accounting issues are emerged as a result of
micro accounting
inadequate use of the ESA (as macro-accounting standards) for the
(government accounting).
legal barriers
Furthermore, the test results of both tables 7.4.28 and 7.4.29 indicate that the
and lack of accounting standards have less impact on the transition process than the above
mentioned five factors and more impact on the transition process than the last three factors of
group 1 (accrual accounting postulation, personnel characteristics and organizational
scores
characteristics). In terms of mean scores, these two factors have almost the same mean
= 3.2037 and lack of accounting standards M = 3.1852). Similarly, the
barriers
M
(legal
smaller the mean difference is, the fairly equaled the role that the legal barriers and lack of
accounting standards can play as barriers to transition. Accordingly, we might call these two
factors very important impact factors.
Frankly speaking, it seems logic that both legal barriers and lack of accounting standards are
to be comprised in one group. In fact, in the absence ofthe legal provisions and accounting
standards that are consistent with the nature ofthe public sector, there will be quite an
ambiguity with respect to the purpose and philosophy of accounting changes as well as the
technicalities.
In addition, tables 7.4.28 and 7.4.29 reveal that the Dutch respondents agreed that the impact
of the accrual accounting postulations, personnel characteristics and organizational
characteristics on the transition to accrual within the central government is fairly equivalent,
as the results did not produce significant differences among these three factors at the .05 level.
Similarly, the results show a small mean difference, which means that the role that can be
played by the accrual accounting postulations, personnel characteristics and organizational
characteristics, as barriers to transition, is similar. Accordingly, we might call these three

factors important impact factors.
Consequently, group 1 can be re-categorized into:

-

Profound impact factors:
- Political factors;
- Specific accounting issues;
- Communication barriers;
- Accrual accounting principles; and
- Bureaucratic management culture.

-

Very important impactfactors:

-

- Legal barriers; and
- Lack o f accounting standards.

Important impact factors:
- Accrual accounting postulation;
- Personnel characteristics; and
- Organizational characteristics.
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Group 2: Deletion factors
The test results of table 7.4.28 set forth that the financial resources and inflation have almost
the same impact on the transition process to accrual accounting in the
Netherlands, where no
significant difference exists. Whereas the results show that financial resources have
significant impact on the transition process in comparison with traditional budget influence
and the lack of profit motive. Based on the mean scores, while there is a significant difference
between the financial resources and both traditional budget influence and lack of profit
motive, this difference does not mean that the lack of financial resources has a considerable
influence on the transition process in the Netherlands. The mean scores of these three factors
lie between 1.4815 and 2.5463, which include the areas of
disagree and strongly disagree. It is
also confirmed in section 7.3.1.3 that financial resources are not considered as a barrier to
transition, and hence, are considered as a candidate for deletion in section 7.3.1.4. In fact, in
this section, we shall rely more on the results obtained in both sections 7.3.1.3 and 7.3.1.4 (this is
besides the mean scores) in deciding whether a certain factor can be considered as a candidate for
deletion or not. As the results of both sections 7.3.1.3 and 7.3.1.4 are not only based on the
questionnaire-closed questions (as the case here with the statistical analysis) but also on the
interviews. In other words, they are based on a wider empirical research (comprising both
respondents and interviewees) than the statistical analysis which is only based on the questionnaireclosed questions. This is also valid for a similar situation in the next sections.

In addition, table 7.4.28 indicates that there is a significant difference between the economic
factor (in flation) and the traditional budget in fluence (TBD
and lack of profit motive (LPM).
This in turn means that inflation does have a significant impact on the transition process in
comparison with the TBI and LPM. While the impact of the inflation is significantly different
from the impact ofboth TBI and LPM (based on the mean scores ofthese three factors which
lie between 1.4815 and 2.4907), the inflation is not considered a barrier to transition. This
result is also confirmed in section 7.3.1.3 where the inflation is considered a candidate for
deletion in section 7.3.1.4.
Furthermore, the test results show a significant difference between the traditional budget
influence and the lack ofprofit motive. This means that the impact ofthe traditional budget
influence on the transition process is significant in comparison with the lack ofprofit motive.
Similarly, based on the mean score, traditional budget influence is not considered as a bamer
to transition and this is also confirmed in section 7.3.1.3 Even though the use of traditional
budget does not generally have considerable impact on the transition to accrual accounting in
the Netherlands, the Dutch central government reform initiatives started with budget reform
as a pnmary step to move towards the public sector reform (including the adoption of accrual
accounting). This practically means that the Dutch central government has recognized that the
budget reform does have a vigorous impact on the transition process of accrual accounting.
However, this is in contrast to the earlier obtained results in both sections 7.3 .1.3 and 7.3.1.4,
where the budgeting can not be reformed without taking into consideration the managem
ent
framework and the financial environment within which it operates. Schick
(1999) stated that
"
not surprisingly, reforms that concentrate on particular tasks rather than on
managerial
systems and behavior rarely make much headway. Budget reform is a case in point, for it
has
been premised on the mistaken notion that the process by which funds are
allocated can be
revamped without taking into account the information generated by the accounting
system,
the demands made by auditors, the incentives provided by civil services rules and other
administrative procedures, the embedded habits and norms of
budget makers, the interface
between managers and politicians, and numerous other managerial
considerations. In many
contemporary reforms, by contrast, budgeting is regarded as part of a grid of interconnected
practices and processes. Budgeting cannot be reshaped without also restructuring the
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management framework within which financial resources are spent and activities are carried
Out.

Based on the above stated test results, the following four factors are candidates for deletion:
Financial resources (as stated in section 7.4.2.1, this factor comprises both cost of
designing and installing of a new accounting system; and shortage of financial resources);
Economic factor (inflation);
-

-

Traditional budget influence; and
Lack ofprofit motive.

Table 7.4.30 shows the mean scores and ranking of the 14 preclusion factors (transition
barriers) in the central government ofthe Netherlands.

Mean

Rank

3.7963

1

3.5880
3.4630
3.4562

2
3
4

3.4444

5

3.2037
3.1852

6
7

Preclusion factors
Political Factors
Specific accounting Issues
Communication Barriers
Accrual accounting Principles
Bureaucratic Management Culture
Legal Barriers
Lack of Accounting Standards
Accrual accounting Postulation

8
2.9338
9
2.9167
10
2.8981
2.5463
11
2.4907
12
Inflation
1.9736
13
Traditional Budget Influence
1.4815
14
Lack of Profit Motive
2.9555
Overall
Table 7.4.30: Mean scores and ranking of the preclusion factors in the Netherlands

Personnel Characteristics
Organizational Characteristics
Financial Resources

Based on the aforementioned mean scores, graphic 7.4.1 reflects the ranking
factors in the central government of the Netherlands.
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Graphic 7.4.1: Ranking of the preclusion factors in the Dutch central government

287

7.4.3.1.2 Egypt

This section analyses the significance and impact of the previously stated preclusion factors
on the transition to accrual accounting in the central government of Egypt.
As it is mentioned in section 7.4.3.1.1 we are most interested in the means of the two groups
and the p-value. So the primary aim of the table 7.4.31 is to present the significance and
impact of the preclusion factors (as barriers to transition)
on the transition process to accrual
accounting within the central government of Egypt in comparison with each other. The
structure of table 7.4.31 is similar to the structure ofthe table 7.4.28.
Similarly, table 7.4.31 presents the means ofthe preclusion
factors (row NR.3), the mean
difference and the p-value

MD = Mean Difference
PV = p-value Sig.
The column NR. shows the Mean Difference
(MD) and P Value (PV) between the lack of
accounting standards and all the other factors. Column NR.2 shows the MD and PV
between
bureaucratic management culture and the other factors. Similarly, the columns from
3 till 14
show the MD and PV between the factor in question and the other factors.
1
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1

2

LAS

MEAN

BMC

3
LEGBAR

4.0615 3.9692 3.8923

4
POLFAC

5
COMBAR

6
7
8
SPECAI
FINRES

3.7969

3.2154

3.0577

3.0385

9
10
11
12
13
ORGCHAR AAPRIN AAPOST PERCHAR ECOFAC TBI

2.9308

2.9059

2.5997

2.5385

2.5077

2.2457

MD
1

LAS

2

BMC

PV

MD

.923

PV

.471

MD

.1692

.0769

.248

.547

.2656

.1719

.0954

.068

.188

.188

.8462

.7538

.6769

.5781

.000

.000

.000

.001

MD 1.0038

.9115

.8346

.7422

PV

.000

.000

.000

.291

.7578

.1769

.0192

.000

.235

.870

.8906

.2846

.1269

.1077

.000

.082

.349

.422

.8908

.3095

.1518

.1326

.001

.049

.138

.267

.881

.6157

.4580

.4387

.3310

.3062

.000

.000

.000

.034

.000

.6769

.5192

.5000

.3923

.3674

.000

.000

.000

.001

.011

.641

.7077

.5500

.5308

.4231

.3982

.092

.0308

.000

.000

.000

.000

.017

.007

.442

.836

1.5415

1.0123

.7785

.8027

.6656

.6687

.3807

.3107

.1978

.000

.000

.000

.000

.003

.001

.047

.083

.248

1.9688

1.3846

1.2269

1.2077

.1.1000

1.0751

.7690

.7077

.6769

.4715

.000

.000

.000

.000

.000

.000

.000

.000

.000

.022

3 . LEGBAR PV

MD
4

POLFAC PV

MD

5 COMBAR PV
6

SPECAI

.000

MD 1.0231 .9308 .8538
.000
.000
7 FINRES PV .000
MD 1.1308 1.0385 .9615
.000
.000
8 ORGCHAR PV .000
MD 1.1556 1.0633 .9864
.000
.000
AAPRIN PV .000
9
MD 1.4618 1.3695 1.2926

10 AAPOST PV

.000

.000

.000

MD 1.5231 1.4308 1.3538
.000
.000
11 PERSCHAR PV .000
MD 1.5538 1.4615 1.3846

12 ECOFAC PV

.000

.000

.000

MD 1.7865 1.6898 1.6333
13

PV

TBI

.000

.000

.000

MD 2.2308 2.1385 2.0615
14

LPM

PV

.000

.000

.000

1.2034
.000

1.2578
.000

1.3125

.1577

.0249

.0612

Table 7.4.31: The significance and impact of the preclusion factors on the transition to accrual accounting in the Egyptian central
government in comparison with each other.

14

LPM
1.8308

Based on the table 7.4.31, the following table can summarize the significance of each factor
preclusion in comparison with the other preclusion factors in Egypt:
Egypt

1

2

3

4

5

6

7

8

9

10

11

12

1 3 1 1 4

1 LAS
2 BMC

3 LEGBAR

4 POLFAC

1

5 COMBAR
6 SPECAI

X

X

X

X

7 FINRES
8 ORGCHAR

X
X
X
X

X
X
X
X

X
X
X
X

XI
X
X X
X X X X X X

9 AAPRIN

10 AAPOST

-

1- -

1

X x x x 1 ---1----1 - -4-

11 PERSCHAR X X X X X X X X X
12 ECOFAC
13 TBI
14 LPM

X X X X X X X X X
X X X X X X X X X X
X X X X X X X X X X X X X

Table 7.4.32: The significance of each factor in comparison with the other factors in
Egypt

X = significant (at 5% level)
The test results of table 7.4.31 and 7.4.32 reveal that the lack of accounting standards,
bureaucratic management culture, legal barriers, and political factors do have an
overwhelming impact on the transition to accrual accounting in the central government of
Egypt in comparison with all the other factors: communication barrier, specific accounting
issues, financial resources, organizational characteristics, accrual accounting principles,
accrual accounting postulations, personnel characteristics, inflation, traditional budget
influence and lack ofprofit motive. This is because the test results show a substantial and
statistically significant difference between these four factors and all ofthe other factors,
which in turn implies that the Egyptian respondents have realized that the lack of accounting
standards that are consistent with the context of the government sector plays an essential role
in precluding the transition to accrual accounting in the central government. Furthermore,
prevalence of the traditional bureaucratic model of management and difficulties of changing
the bureaucratic culture is one o f the main obstacles of the transition to accrual accounting in
the central government of Egypt. In addition, the lack of legal pressure on the governing
bodies and the governmental entities to move towards the adoption of accrual accounting
plays an essential role as a barrier to transition to accrual accounting in the Egyptian central
government. Finally, the Egyptian respondents have agreed with the Dutch respondents that
the lack of political commitment and in particular, the lack of leadership of the Ministry of
Finance is considered a fundamental barrier to the transition to accrual accounting in the
central government ofboth developed and developing countries.
Furthermore, the test results have not shown a statistically significant difference at the .05
level among the lack of accounting standards, bureaucratic management culture,
legal barriers
and political factors. The four factors show a very small mean difference
among each other.
Accordingly, the Egyptian respondents see that the impact differences among these four
factors on transition process within the central government is not important enough to the
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point that can clearly distinguish the impact of these factors from each other. In other words,
the test results show quite a high agreement among the Egyptian respondents about the role
that can be played by these four factors as barriers to the transition.
So in terms of mean scores, the lack of accounting standards, bureaucratic management
culture, legal barriers and political factors do have the major impact on the transition to
accrual accounting in the Egyptian central government. Consequently, these four factors can
form the elements of group 1, which we might call (similar to the Netherlands case)
Profound impact factors.

Similar to the Netherlands case, the profound impact factors group in Egypt comprises the
political factors and bureaucratic management culture. This means that the lack of political
commitment and bureaucratic management culture do have a fundamental negative effect on
the transition to accrual accounting in both developed and developing countries. However, the
lack of political and bureaucratic commitment arises because the politicians and bureaucracy
are familiar with the old system and the common belief that what worked before will continue
to work in the future. It might be because of inadequate knowledge and understanding of the
new types of financial reports generated by accrual accounting or because they do not want to
be transparent and properly accountable.
In addition, the test results of both tables 7.4.31 and 7.4.32 reveal that the communication
barriers, specific accounting issues, financial resources, organizational characteristics and the
accrual accounting principles do have a significant impact on the transition to accrual
accounting in the central government of Egypt in comparison with the rest of the preclusion
factors: accrual accounting postulations, personnel characteristics, inflation, traditional budget
influence and lack of profit motive. Similarly, the results indicate that there is no significant
difference among the communication barriers, specific accounting issues, financial resources,
organizational characteristics and accrual accounting principles (with the exception of the
significant difference between the communication barriers and accrual accounting principles,
but this was almost 5% (.049)). Based on the mean scores, it seems that the impact of these
five factors on the transition process is almost amounted to each other. Based on the test
results with respect to these five factors, we can come to the second group which we might
call very important impact factors (group 2)
However, comparing the Netherlands case and the Egyptian case regarding the veg important
impactfactors can give rise to the following observations:
Whilst the specific accounting issues are ranked in higher position as a profound impact factor
in the Netherlands, these issues do also have a considerable impact on the transition to accrual
accounting in the central government of Egypt (as it is ranked as a very important impact
factor). This in turn means that there is a consensus between both developed and developing
countries on the role which can be played by the specific accounting issues as an impediment.

Unlike the Netherlands case, the lack of financial resources is playing a considerable role as a
barrier to transition in the developing countries (Egypt), and therefore supports the
hypothesis, that the lack of financial resources does have a significant impact on the
government accounting reform process in the developing countries. It also appears from the
practice that the developing countries usually attribute their failure of getting accrual
accounting adopted in the public sector to the lack of financial resources.
In addition, the test results have not shown a significant difference between the organizational
characteristics and accrual accounting principles, and therefore it suggests that organizational
characteristics do have a similar impact to the accrual accounting principles on the
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implementation process in Egypt. This result is in contrast with the results obtained under the
Netherlands case, where the organizational characteristics do have much less impact on the
transition process in comparison with the impact of accrual accounting principles, as the
accrual accounting principles is recognized as profound impact factor and organizational
characteristics is recognized as important impact factor.
Besides the previously stated two groups, the test results of both tables 7.4.31 and 7.4.32
show a high level of agreement among the Egyptian respondents that the impact of accrual
accounting postulations, personnel characteristics and inflation On the transition to accrual in
the central government is fairly similar, whereas the test results show no significant
differences among these three factors. In terms of mean scores, these three factors had mean
scores higher than the last two factors: traditional budget influence and lack ofprofit motive.
Accordingly, we might call these three factors important impact factors (group 3).
However, based on the results obtained in both sections 7.3.1.3 and 7.3.1.4, the inflation
belongs more to group 4 than group 3. Where it is confirmed in both sections 7.3.1.3 and
7.3.1.4 that the inflation is not regarded as a barrier to transition, and hence, it is considered a
candidate for deletion.

Finally, the test results of tables 7.4.31 and 7.4.32 reveal that the use of traditional budget has
significant impact on the transition process in comparison with the lack ofprofit motive.
This result is consistent with the result obtained under the Netherlands case. Similarly, the
traditional budget influence is not considered as a barrier to transition and this is also
confirmed in section 7.3.1.3 and under the Netherlands case. Based on the test results and
mean scores the traditional budget influence and lack ofprofit motive (in addition to the
inflation) can be categorized as deletion factors group.
Consequently, the preclusion factors in Egypt can be categorized into four groups as follows:
a

Groupl- Profound impact factors:
-

Lack of accounting standards;
Bureaucratic management culture;
Legal barriers;
Political factors.

Group 2 - Very important impact factors
-

-

Communication barriers;
Specific accounting issues;
Financial resources;
Organizational characteristics;
Accrual accounting principles.

Group 3 - Important impact factors
Accrual accounting postulation;
Personnel characteristics

Group 4 - Deletion factors
- Inflation;
Traditional budget influence; and
- Lack of profit motive.
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Table 7.4.33 shows the mean scores and ranking of the 14 preclusion factors (transition
barriers) in the central government of Egypt.

Mean

Rank

Lack of Accounting Standards
Bureaucratic Management Culture
Legal Barriers
Political Factors
Communication Barriers
Specific Accounting Issues
Financial Resources
Organizational Characteristics
Accrual Accounting Principles
Accrual accounting Postulations
Personnel Characteristics
Economic Factor (Inflation)
Traditional Budget Influence
Lack of Profit Motive

4.0615

1

19692
3.8923

2
3
4

Overall

3.0421

Preclusion factors

3.7969
3.2154
3.0577
3.0385
2.9308
2.9059
2.5997
2.5385
2.5077
2.2457

10
11
12
13

1.8308

14

5
6

7
8
9

Table 7.4.33: Mean scores and ranking of the preclusion factors in Egypt.

Table 7.4.33 can be reflected in the following graphic: Ranking of the preclusion factors is
based on the mean scores.
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Graphic 7.4.2: Ranking of the preclusion factors in the central government of Egypt
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Conclusion
Firstly, the categorization of the transition barriers within the two countries has almost
confirmed the prevailing circumstances and degree of development of each country. For

example, the profound impact factors (group 1) in the Netherlands comprise the factors that
reflect the current situation in the Dutch central government. This group encompasses the
specific accounting issues and accrual accounting principles. This means that this group sheds
light on the current accounting issues (problematic) which are required to be overcome from
the Dutch respondent's point of view such as:
- forming and recognition of provisions.

- forming of reserves;
- superannuation and pensions (General old ages pension of citizens(AOW)); and
- preparation of opening balances.
This in addition to the Parliament's fear of accumulation of capital deficit;
Furthermore, the Dutch respondents as a developed community see that the lack of
communication efforts about the accounting reform process is regarded as a profound
transition barrier. Actually, this is in concordance with the nature ofthe developed
communities that like to be convinced by the feasibility and necessity of any changes whether
they are accounting or other. In addition, the Dutch respondents agree with the Egyptian
respondents on the importance of the political factors and bureaucratic management culture as
real barriers to transition.
On the other hand, the profound impact factors group 1 in Egypt has focused more on the
factors that are actually playing a fundamental role in precluding of the adoption of accrual
accounting and in carrying out any change in the developing countries. This group comprises
political factors, legal barriers, bureaucratic management culture and lack of accounting
standards. In reality, the dictatorial or semi-dictatorial political systems, conservative
bureaucratic culture, fruitless legal systems and inability ofproducing the accounting
standards, which take into account the public sector context, are most of the factors that have
impeded the performing of public sector reform in general and in particular the accounting
and budgeting reform in the developing countries.
Secondly, group 2, in Egypt, includes the factors that have been considered as profound
factors in the Netherlands whereas it comprises in the Netherlands the factors that have been
considered as profound factors in Egypt. In other words, unlike the Netherlands, the specific
accounting problematic and communication barriers are considered as very important factors
in Egypt whereas the legal barriers and lack of accounting standards are considered as very
important factors in the Netherlands. This means that each country has given the second
priority to the factors that are considered to be very important according to the prevailing
circumstances in each country. Unlike the Netherlands, the financial resources and
organizational characteristics play a very important role in precluding the adoption of accrual
accounting in Egypt.
Thirdly, group 3 has almost comprised the same factors in both countries. This means that
both the accrual accounting postulations and personnel characteristics have a similar impact
as an impediment ofthe adoption of accrual accounting in the public sector of both
developed and developing countries.

Fourthly, the respondents in both countries have agreed that the lack ofprofit motive,
traditional budget influence and inflation rates are considered as deletion factors. Namely,
these three factors play no or very little role in precluding the transition to accrual accounting
in the public sector ofboth developed and developing countries.
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7.4.3.1.3 Correlation among the preclusion factors within both countries
As previously stated, the statistical analysis takes into consideration the correlation among the
preclusion factors (independent factors) because these factors are likely correlated within the
same group (country). Remember that a correlation coefficient tells you about the linear
relationship between two variables. It determines whether values of one variable are related to
another. It can take a value between positive one and negative one (that is, it varies from -1 to
+1). A positive value means the two sets of variables vary together, which means that when
one goes up the other tends to go up, and when one goes down the other tends to go down. A
negative value means the two variables vary oppositely, meaning when one goes up the other
tends to go down, and when one goes down the other tends to go up. A zero value, or near
zero value, shows that the two variables are linearly unrelated. When one goes up, the other
may go up or down or stay the same. A correlation analysis is performed by the same way as
we have earlier done with the t-test. In order to do a correlation test, we should obtain three
different numbers: the correlation coefficient (r), degrees of freedom (do. and the p value
(probability). We do not intend to enter into details of r equation (similar to the t-test), this
will be calculated by SPSS. Similar to the t-test, if the p value is less than .05, then we can
reject the null hypothesis and conclude that there is a significant correlation between the two
factors, and vice versa.
So the decision rules are:
- If (p) value < .05, reject null hypothesis --t the correlation is probably not due to chance
-t the correlation is significant.

- If (p) value > .05, accept null hypothesis --t
the correlation is not significant.

the correlation is probably due to

chance +

So the p-value indicates whether there is a significant correlation between the two variables or
not.
Considering that the focus of this research project is on analyzing the situation in both
developed and developing countries, it will be interesting to analyze the correlation between
the preclusion factors in the Netherlands and Egypt separately in order to give a full and
comparable picture about the correlation among the independent factors in the two countries.
It is also interesting to see to what extent the preclusion factors are correlated within the
Netherlands and within Egypt apart. Accordingly, table 7.4.34 and table 7.4.35 present the
correlation and its significance among the preclusion factors in the Netherlands and Egypt
respectively. Each table presents a correlation matrix. This matrix has the same number of
rows as columns with each column and row being labelled by the name of one of the factors
introduced into the correlation procedures. The factors heading up a column can be referred to
as Column Factor whilst that labelling the row is the Row Factor. If we read down any given
column and along any given row the intersection of column and row is a "Cell", which gives
the correlation data relevant to the relationship between the Column Factor and the Row
Factor. Each Cell of the matrix contains two sub-cells - one below the other. The first sub-cell
contains the correlation coefficient (r) between the Column Factors and the Row Factor. The
second sub-cell contains the significance probability - p value. So in short, the two sub-cells
are presented in the matrix as follows:

COR. = Correlation
SIG. = Significance
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.060

.042

-.059

.107

.101

.032

.183

.069

-.029

-.142

.765

.671

.440

.466

.819

.186
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.837

.305

.161

.056

.163

-.177

-.109

.282

-.089

.043

.380

.215

.244

.689

.238

.202

.434

.039

.521

.758

.005

.796

.198

-.019

.028

-.167

.111

-.110

-.199

-.064

.063

-.047

-.097

-.063

.151

.889

.843

.228

.425

.427

.149

.648

.653

.738

.486

.651

COR.-.168

-.196

-.317

-.273

-.509

-.122

-.027

-.156

-.172

-.080

-.054

.153

.023

.155

.019

.046

.000

.380

.848

.259

.213

.566

.698

.270

.871

SIG.

COR.
TBI

-.151

SIG.
SIG.

.225

.036

Table 7.4.34: Correlations among the preclusion factors and its significance in the Dutch central government.

14

LPM

1

3

4
5

BMC

9

.200

.176

.027

.291

.562

.161

.831

.019

.002
.989
.230

-.094

.133

.345

.226

.457

.296

.005

.070

-.050

.022

.400

.427

.470

.066

.692

.865

.001

.000

.000

COR. .170 .038
SIG. .175 .763

.233

.173

.141

.164

.069

-.068

.061

.172

.262

.193

.584

.589

COR. -.256 -.057
SIG. .040 .652

.082

.043

.150

.402

.154

.163

.518

.737

.232

.001

.219

.195

.003

COR. -.220 -.059

.020

.096

.458

.275

.606

.643

-.100

.090

.638

.876

.453

.000

.027

.000

.000

.428

.474

COR. -.025 .011
ECOFAC SIG. .840 .932
COR. -.155 -.242
TBI
SIG. .230 .058
COR. -.296 -.197

-.058
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-.016
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.223
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.074
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.250
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.041

-.267
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.458

.264

.204
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.036
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-.147

.160

-.311

.214

.084
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.008

.357

COR. -.075 .071
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6
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3
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COR. .112 .065
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7

2

COR.
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2

1
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-215

.367

.145

.086
.503
.242
.203
.012
.124
.086
.010
.167
SIG. .017 .115
LPM
Table 7.4-35: Correlations among the preclusion factors and its significance in the Egyptian central government.
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Based on the test results of table 7.4.34, the next table summarizes the correlations between
each preclusion factor and the other preclusion factors in the Netherlands.

The Netherlands 1 2 3 4 5 6 7 8 9 1 0 11 12113 14
1 POLFAC

-1 1- 1 f- - - -1

2 SPECAI

3 COMBAR

X

-5
BMC
6 LEGBAR

1

1 1

X 1 1

4 AAPRIN

-)9 ---«4

XIX

7 LAS

X

8 AAPOST

X

XYX

9 PERSCHAR

XX

10 ORGCHAR

X

11 FINRES

12 ECOFAC

X

X

13 TBI
Yyy
14 LPM
Table 7.4.36 Correlations between each factor and the other factors in the Netherlands

X = significant positive correlation
Y = significant negative correlation
Similarly, based on the test results of table 7.4.35, the next table summarizes the correlations
between each preclusion factor and the other preclusion factors in Egypt.
Egypt

1

2 1 3

4
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6

7

8

9 1 0 1 1 1 2 1 3 1 4
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X

- -- 1_ - x
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_

tx
x
X X X X'

Y

12 ECOFAC_ _

13 TBI
14 LPM

_ ]_XiX X

1- 4
1

Yl

1

1

X
Y

Yl

Y

X

Table 7.4.37 Correlations between each factor and the other factors in Egypt
X = significant positive correlation
Y = significant negative correlation
Bear in mind that in both tables 7.4.36 and 7.4.37 only the lower left side is shown. This is
due to the fact that the correlation is symmetric. In other words, Cor. (X,Y) =
Cor.

(Y, X).
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As it is clear from the two tables 7.4.36 and 7.4.37, many factors are correlated with each
other within each country apart. However, i f we separately interpret and discuss the

correlation between each preclusion factor and the other preclusion factors, we shall be
confronted with a repetition problem. So in order to avoid this problem, we shall focus the
interpretation of the correlation on:
The factors that demonstrate much correlation with the other factors; and
- The factors that demonstrate particular/higher correlation.
Studying the two tables, it appears that the following preclusion factors have demonstrated
much correlation with the other factors:
In the Netherlands:
Political factors;
Personnel characteristics;
Communication barriers;
Lack of accounting standards; and
- Lack of profit motive.

In Egypt:
Political factors;
-

-

Lack of accounting standards;
Communication barriers;
Specific accounting issues;
Accrual accounting principles;
Personnel characteristics; and
Lack of profit motive.

In addition to the aforementioned factors, the following factors have shown a higher
(particular) correlation, above .5:
- In the Netherlands:
- Bureaucratic management culture and lack of profit motive: correlation coefficient
(r) = -.509

In Egypt:

- Organizational characteristics and personnel characteristics, where (r) = .643
- Financial resources and personnel characteristics, where (r) = .606

Based on the aforementioned factors, the correlation among the preclusion factors, in addition
to the potential reasons behind this correlation, will be discussed as follows:

"Remember that correlation measures Association and not Causation"

A- Factors that demonstrate much correlation with the other factors in both countries:
- Political factors:
The test results ofboth tables 7.4.36 and 7.4.37 indicate that there is a significant positive
correlation between the political factors and the legal barriers in the Netherlands and Egypt.
Basically, this result suggests that the higher the political factors, the more the legal barriers
tend to act as a barrier to transition. In reality, both executive and legislative bodies play a
fundamental role in any transition process. More precisely, they complement each other
regarding the carrying out of the transition process and the enactment of the laws that are
required for fulfilling that transition process. It is argued that there is an interrelationship
between the political factors and the legal barriers. For instance, the absence of the legal
pressure may result in the lack of political commitment. The experience of the earlier
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reformer countries has confirmed this fact. In New Zealand, during the early to mid-1980s
there had been attempts to encourage departments to adopt accrual accounting but a number
continued to disregard these attempts. This was a consequence of the lack of legal pressure on
the executive bodies to move towards the adoption of accrual accounting. Another example is,
inflexibility of legal systems which can make the carrying out of the accounting change,
through the executives bodies, more difficult or at least make it to persist longer. In addition,
many of the accounting and financial reporting practices that are peculiar to governmental
entities result from the strong oversight responsibility that the legislative body has over the
executive body in financial matters. Budgetary accounting, encumbrances, government
accounting and similar practices have originated from the oversight process. These practices
provide a means for the legislative body to control the financial operations of the executive
body. Accordingly, any change in the government accounting or the other financial matters
requires approval of the legislative body. Consequently, the positive correlation between the
political factors and legal barriers can be justified. In addition, the correlation coefficient (r) is
not significantly different in Egypt (.464) from that of the Netherlands (.444), which in turn
means that the relationship between the political factors and legal barriers tends to be
important in both developing and developed countries.

Another interesting point is the positive correlation between political factors and bureaucratic
management culture in the Netherlands. It has previously been stated that the Dutch public
sector reforms have taken place step by step and they are carried out when and where needed,
more in reaction to demands and stimuli from their environment (organic change), and
scarcely by means of centrally directed strategic policy steering. In addition, each Minister is
responsible for the quality of the public administration and public management of his own
area of policy and he can deal with the way things are organized and done in his or her
ministry. Furthermore, each separate ministry primarily brings public management reform
about itself. Accordingly, the public management reform is a matter between the Minister and
the bureaucracy. Consequently, it is logical that political factors are positively correlated with
the bureaucratic management in the Netherlands. In addition, it is assumed that there is a
strong relationship between the nature and culture of the political system and the prevailing of
the bureaucratic management culture. The experience of the developed countries plainly
shows that the change in nature and culture of the political system (from dictatorial to
democratic) results in changes in the bureaucratic system (from conservative to modern
bureaucratic system). So the positive correlation between the political factors and the
bureaucratic management culture can be justified where the lack of political commitment
gives a signal to the bureaucracy that the government is not serious about the implementation
of the accounting reform. Thus, the higher the lack of political commitment, the more the
bureaucratic management culture will act as a barrier to transition to accrual accounting.
Whilst the test results showed a significant correlation in the Netherlands, they did not
produce a significant positive correlation between the political factors and the bureaucratic
management in Egypt. One potential explanation is that in the developing countries, it is even
more complicated to separate the bureaucracy from the politicians. The relationship is mixed
and interactive, fluid and integrative, not dichotomous or hierarchical. Thus, the Egyptian
respondents eventually consider both of the political factors and bureaucratic management
culture as one factor.

In addition, the correlation analysis reveals that there is a significant positive correlation
between the political factors and the personnel characteristics in the Netherlands. In fact, this
result suggests that the politicians are not so sufficiently different from the bureaucracy.
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Namely, the lack of the right incentive system, in addition to the lack of dissatisfaction
Similar
regarding the old system, may also make the politicians to resist the change process.
by
incentive
installing
an
demonstrated
be
bureaucracy,
commitment
can
political
the
to the
system that motivates them to promote the introduction of accrual accounting and to use the
performance information following therefrom in decision making. This was clear from the
New Zealand experience where the public sector reforms were ordered in such a way as to
the process, bureaucrats
generate early benefits to both bureaucracy and Ministers. Early in
the
benefits of managing
the
increased
received (in exchange for
outputs)
accountability for
their departments without the need to comply with the extensive detailed procedural
requirements. Ministers saw the benefits through their capacity to manage the fiscal situation
they faced in preparing the 1991 budget (Warren IFAC, 1996).
The most interesting point is the positive correlation between the political factors and
communication barriers in the Netherlands. The correlation results suggest that the lack of
political commitment is associated with the lack of adequate communication efforts. It has
generally been proved that politicians do not seriously treat the root cause of their problems
until the situation approaches crisis conditions and the need for remedial action becomes
urgent and broadly accepted by the unions and population at large (OECD, Paris, 1988).
Furthermore, public finance is a highly technical and extremely complex field, It is generally
difficult to bring non-specialists, such as politicians to an understanding of the link between
the modernization of public services and technical reforms such as the introduction of accrual
accounting, budget classification, etc. Therefore, there should be communication endeavoring
to teach the politicians to comprehend the importance of these issues (Chevauchez, 2002).
Consequently, the lack of communication efforts, which can make the politicians and
Unlike the
populations aware of these issues, may result in a lack of political commitment.
correlation
positive
Netherlands, the test results in Egypt have not shown a significant
between the political factors and communication barriers. However, the lack of relationship
between the political factors and communication barriers can, to some extent, be justified in
the developing countries, where most of the communication efforts (such as, media, etc) are
subjected to the control ofpoliticians.

Finally, the test results of table 7.4.37 show a significant negative correlation between the
political factors and the lack of profit motive in Egypt. This in turn means that the higher the
political factors, the less the lack of profit motive acts as a barrier to transition. One possible
explanation is that the politicians are much more interested in information about the cost of
services provided and the information required for decision-making and discharging the
accountability than the profit motive, as the profit motive is not the aim of the public sector
which aims at serving the public interest.
-

Accrual accounting principles

One of the most logical points is that the test results of table 7.4.36 show a significant positive
correlation between the accrual accounting principles and the specific accounting issues in the
Netherlands. This in turn means that the Dutch respondents agree that there is a relationship
between the emanation of the specific accounting issues and the accrual accounting principles.
In reality, the emerging of current specific accounting issues in the Dutch central government
is associated with the decision of adopting accrual accounting and its principles. For instance,
the matching principle means that the revenues, which were earned during the accounting
to comprise
period, should be matched with the associated expenses. The expenses here have
both current and fixed expenses, which have resulted in the inevitability of identification of all
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current and fixed assets. Thus, the process of identifying the revenues
and assets, which
expired during the production of those revenues, is fundamental for the matching
principle.
This causes the problem of identification and valuation
ofphysical assets in the central
government, which did not exist under the commitment-cash accounting system. Similarly,
realization, and recognition pnnciples have given rise to the appearance of different
accounting issues. Besides, the most additional accounting problematic in the
Netherlands
such as: forming and recognition of
provisions; forming of reserves; superannuation and
pensions (General old ages pension of citizens (AOW)); and preparation of
opening balances,
were also related to the decision of adoption of accrual accounting in the
central government.
Unlike the commitment-cash accounting system, the emanation of specific accounting
issues
in the Dutch central government is associated with the adoption of accrual accountin
g and its

principles.

Another interesting point is that both developed and developing countries agreed on the
relationship between accrual accounting principles and postulations. The results
of both tables
7.4.36 and 7.4.37 show that there is a significant positive correlation between the accrual
accounting principles and accrual accounting postulations, which in turn means
that the Dutch
and Egyptian respondents see that an increase ofthe role of accrual accounting principles as
a
barrier to transition is also associated with an increase ofthe role of accrual accounting
postulations. In fact, accrual accounting relies on both principles (such as
matching,
realization, conservatism and consistency principles) and postulations (reporting
entity and
going concern). The adoption of accrual accounting principles entails
the adoption of the
accrual accounting postulations too. The accrual accounting postulations have been seen
as a
barrier to transition to the same extent as the accrual accounting principles. This was
obvious
from the problems that have been raised about the reporting entity and determination of
its
boundanes and the going concern postulation. Accordingly, who is inclined either
in the
developed or in the developing countries to choose the accrual accounting principles
as a
barrier to transition is also inclined to do the same with the accrual accounting postulations.
Furthermore, the results of both tables 7.4.36 and 7.4.37 show a significant negative
correlation between the accrual accounting principles and the lack ofprofit motive.
One
potential explanation is that the Dutch and Egyptian respondents see that the lack ofprofit
motive is less important in comparison with furnishing reliable information on the
cost of
government services. This means that the more the impact of accrual accounting pnnciples on
the transition process is increased, the more the impact of the lack of profit motive
is
decreased. Accordingly, the proposition: "if governmental entities do not
aim at making
profit, then the transition to accrual accounting is unnecessary", is also not confirmed
here.
The correlation results confirm the results from other statistical test presented in previous
sections. In section 7.3.1.3 both Dutch and Egyptian respondents have not considered
the lack
of profit motive an impediment and it is regarded as a candidate for deletion.

Unlike in the Netherlands, the results of table 7.4.37 indicate that there is a significant
negative correlation between the accrual accounting principles and the traditional budget
influence. Which in turn means that an increase ofthe role of accrual accounting principles as
a barrier to transition is accompanied by a decrease of the role of traditional budget influence.
Consequently, the correlation analysis confirms the other results obtained the previous
in
sections (confirmation, investigation and the t test). Once again, it is confirmed
that the
traditional budget influence is a candidate for deletion.
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- Personnel characteristics
An interesting point is the positive correlation between personnel characteristics and
bureaucratic management culture in the Netherlands. This suggests that the intricacy of
changing the bureaucratic management culture in the developed countries is more related to
resistance to change and the absence ofthe right incentives system. It is common for
resistance to change to come from the bureaucrats who are comfortable with the old system.
Namely, the bureaucrats who are entirely complacent about the status quo will not devote
their time and attention to the accounting change and related issues. Furthermore, the lack of
an incentive system can also stifle the accounting innovation. In fact, bureaucracy needs to
feel that the change will generate benefits for them. For example, the New Zealand experience
has proved that creating the appropriate incentives has made the bureaucracy to assist in
carrying out the reform. Scott (1996) stated that departmental heads saw the removal of
controls over their inputs as a positive change, and this type of motivation could help to
implement the reforms. Financial managers in departments took pride in raising the systems
up to the necessary standard, in return for which managers in their departments were given
greater freedom to manage. Unlike in the Netherlands, the test results of table 7.4.37 have not
shown a significant correlation between the bureaucratic management culture and the
personnel characteristics in Egypt. This suggests that intricacy of changing of bureaucratic
management culture in the developing countries is not related to the absence of the right
incentive system but to allegiance to the bureaucratic principles and norms, which generally
oppose any endeavor of change. The correlation results confirm the test results obtained in
section 7.4.2.1. The intricacy of changing the bureaucratic culture is due to the principles of
bureaucratic culture themselves and not to the personnel characteristics. Consequently, one
can conclude that there is a strong relationship between the change of modern bureaucratic
behavior (which is prevailing in the developed countries) and the existence of a suitable
incentive system, whereas there is no or little relationship between the change of conservative
bureaucratic behavior (which is prevailing in the developing countries) and the existence of an
appropriate incentive system (the personnel characteristic). Therefore, the majority of writers
who have discussed the government accounting reform, especially in the developing
countries, agreed on the notion of transferring key conservative bureaucratic directors during
the reform process and of recruiting of new reform-minded directors.

In addition, the test results of table 7.4.37 reveal that there is a significant positive correlation
between the personnel characteristics and the specific accounting issues in Egypt. Positive
correlation means that an increase in personnel characteristics is accompanied by an increase
in specific accounting issues. Namely, there is a relationship between the lack of qualified
accountants, absence of the right incentive systems and the lack of conviction about the
benefits of the new accounting system and the emerging of specific accounting issues. In fact
overcoming the specific accounting issues requires a qualified accountant and incentives
systems. Then, the lack of qualified accountants means that the specific accounting issues
remain unsolved or even increased. So the more the lack of qualified accountants and the
absence of the right incentives systems, the bigger the chance for the specific accounting
issues to appear. Surprisingly, the test results in the Netherlands show a significant negative
correlation between the personnel characteristics and the specific accounting issues. Negative
correlation means that an increase in personnel characteristic is accompanied by a decrease of
the specific accounting issues. In fact, the opposite is quite true. This correlation is assumed to
be accidental, and hence inexplicable (unexplainable).

Another point is the positive correlation between personnel characteristics and
communication barriers in both the Netherlands and Egypt. The correlation results suggest
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that the resistance to change whether in the developed or developing countries is associated
with the lack of communication about the reform process. It has been argued that the
resistance to change is often emanated as a consequence of the fact that personnel in the field
are not informed and consulted. Principles underlying new accounting changes should be first
discussed with operations and financial staff to make sure they make sense. Lack of
discussion can cause a lot of confusion and impact moral. Consequently, the resistance to
change and the tendency to keep the traditional government accounting system are more
related to the lack of adequate communication efforts. In addition, it's characteristics of the
people involved in financial professions to often be reluctant to accept change in the working
environment and to want tasks to remain at the same scheduled pace. One of the earlier
empirical studies, which has investigated whether or not personality type may have an effect
on one's choice of a college major or eventual career, indicated that some business
professions such as accounting tend to be uncreative and unwilling to encounter new ideas
without being systematically prepared for a new change and would prefer that everything
stays at a constant (Omundson & Schroeder, 1996). So taking into consideration the
characteristics of accountant and bureaucracy personality, the lack of communication efforts
makes the transition process to accrual accounting more difficult in both developed and
developing countries.

The results of table 7.4.36 show a significant positive correlation between the personnel
characteristics and the legal barriers in the Netherlands. This suggests that the inflexibility of
legal systems and the lack of legal pressure on the governmental entities to move towards the
change process in the developed countries are often accompanied by the resistance to change
and lack of conviction about the benefits ofthe new system. In addition, this means that who
is inclined, in the Netherlands, to choose the legal barriers as a barrier to transition, is also
inclined to choose the personnel characteristics. However, results of table 7.4.37 have not
shown a significant correlation between the personnel characteristics and the legal barriers in
Egypt. This suggests that the developing countries have not yet recognized that the lack of
legal pressure and the inflexibility ofthe legal systems can be accompanied by resistance to
change and can make the bureaucracy reluctant to change their culture, habits and attitudes.
-

Communication barriers

The test results of table 7.4.37 indicate that there is a significant positive correlation between
the communication barriers and the specific accounting issues in Egypt. In reality, the long
history of using cash accounting in the public sector has made the adoption of accrual
accounting in the public sector to be confronted with a heritage ofhuge accounting problems,
such as forming of provision, identification and valuation of physical assets, lack of assets
registers, opening balances, identification of reporting entity and its boundaries, etc.
The lack of communication efforts can result in that these specific accounting issues remain
something of a mystery for the bureaucracy and the other members who are involved in the
government accounting reform. The communication efforts, such as seminars, conferences,
case studies, courses, etc, are required to shed light on, debate and discuss the specific
accounting issues and make clear what kind of di fficulties are involved in these issues, how
these difficulties can be tackled and how these issues can be used in the public Sector.
Accordingly, to what extent the specific accounting issues can remain as a black box is more
related to:
volume of communication efforts (seminars, conferences, case studies, etc) ;
- the extent to which the specific accounting issues are debated and discussed; and

304

the extent to which the outstanding issues concerning the accrual accounting problems can
be tackled.
So it is logical that the specific accounting issues are positively correlated with the
communication barriers.
-

the
In addition, the findings of table 7.4.36 show a significant positive correlation between
The
the
Netherlands.
in
culture
management
bureaucratic
the
and
barriers
communication
correlation results suggest that the greater the lack of communication efforts, the bigger the
chance for the bureaucratic management to resist the change. In general, the bureaucracy can
not simply accept the change and give up its behavior, habits and norms. It is not easy for
bureaucracy to move away from input controls, rules and procedures and towards output
management and performance targets - the "accountability" framework. Accordingly, to
influence the bureaucratic behavior via communication requires very targeted content in
is similar to some
massages and careful selection of media. In addition, the bureaucracy
problem.
ofthe
be
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Furthermore,
to
need
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extent to the politicians in the way
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politicians on the bureaucracy. Accordingly, the lack of the communication efforts may result
in the lack of the political pressure, and hence, the lack of bureaucracy support. Frankly
speaking, the change in the bureaucratic culture will not happen automatically. It needs to be
communication
promoted, especially at senior level. This of course requires an extensive
program.
the
In addition, the test results of table 7.4.36 show a significant positive correlation between
and
bureaucracy, the
communication barriers and the legal barriers. Similar to the politicians
serious need for
legislators need to be aware of the problem and to feel that there is a
enactment of acts that are required for tackling this problem. Close communication with the
legislators is essential and it is an ongoing challenge for most of the countries adopting
accrual accounting. If the communication efforts do not exist or are insufficient, this may
increase the legal barriers. For instance, in order for the governmental entities to feel that
legal
there is a legal pressure, this pressure needs to be communicated to them. Otherwise, the
often
is
of
on
will
remain
as
ink
pressure
legal
paper. Consequently, the lack
pressure
accompanied by the lack of adequate communication efforts. Unlike the Netherlands, the
results of table 7.4.37 show that there is no relationship between the legal barriers and
communication barriers in Egypt. This result suggests that the developing countries have not
yet recognized that the legal barriers are associated with the lack of adequate communication
strategy.

Furthermore, the test results of table 7.4.37 show that there is a significant positive correlation
between the communication barriers and the financial resources in Egypt. This result suggests
that the lack of communication efforts in the developing countries is mostly associated with
the lack of financial resources. Communication of the details of accrual accounting with all
key stakeholders, in particular the Treasurer, Cabinet, Parliamentarians, Treasury executive,
ofthe
bureaucracy, the public, media and the public interest groups, and dissemination
objectives of the reform process to all of them, costs money. More precisely, the
communication strategy usually consists of: identification of the target audience (stakeholder
group); communication ofkey messages; use of appropriate communication tools;
determination of appropriate timing of communications; and identification of appropriate
communication roles. Carrying out these communication tasks requires sufficient resources.
The lack of financial resources will undermine the ability o f the developing countries to
undertake the aforementioned communication tasks. So it may be inferred that the developing
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countries have not paid enough attention to the communication efforts in comparison with the
developed countries, due to the lack of financial means.

One of the interesting points is the positive correlation between communication barriers and
organizational characteristics in Egypt. The positive correlation suggests that the absence of
the internal consistency within and among the governmental entities and the production of
divergent accounting systems within the public sector are associated with the lack of adequate
communication strategy. In fact, achieving a radical government accounting reform
requires a
consistent framework in which the participants in the change process plainly understand their
respective roles and are aware of the core of reforms. In addition, overcoming the diversity in
the accounting systems within one sector and development of an unified accrual accounting
system for the whole central government require communication efforts on a regular basis.
These efforts are necessary in order to raise awareness and insight into the accrual accounting
concepts and issues. Thus, the communication barriers may hinder the internal consistency
within and among the governmental entities and may make the development of a
harmonized/consistent government accounting system within the governmental entities more
intricate.
There is also a significant negative correlation between the communication barriers and the
lack of profit motive in the Netherlands. This result suggests that the higher the
communication barriers, the lower the lack of profit motive as a barrier to transition tends to
be. Again, the correlation results confirm the results from other statistical tests presented in
previous sections, where the lack of profit motive is considered a candidate for deletion.

-

Lack of accounting standards

The results of table 7.4.36 show a significant positive correlation between the lack of
accounting standards and the organizational characteristics in the Netherlands. One possible
explanation is that the more the responsibility of changing the accounting regulations and
practices is decentralized, the bigger the chance of diversification of these regulations and
practices, and hence, the bigger the chance of lacking unified accounting standards.
Basically, the correlation results suggest that the lack of unified accounting standards in the
public sector is often associated with the lack of internal consistency among and within the
governmental entities and the decentralization of responsibility for changes of accounting
practices. Caperchione (1995, p.72) points out the autonomy of governmental entities as an
important factor explaining the variance in their accounting reform. In addition, another writer
(Ball, 2000) has argued that the lack of internal consistency among the governmental entities
may result in the development of different accounting procedures and practices and
consequently in treating the arising problems differently and apart.

In addition, the test results of the two tables show a significant positive correlation between
the lack of accounting standards and the bureaucratic management culture in both countries.
This result suggests that both developed and developing countries agree that the lack of
accounting standards is associated with the prevailing of the bureaucratic management culture
in the public sector. However, the correlation coefficient (r) is higher in Egypt (.418) than that
of the Netherlands (.296). This in turn means that the relationship between the lack of
accounting standards and the bureaucratic management culture tends to be higher in the
developing countries. This can further explain to what extent the bureaucratic management
culture can impede the development of public sector accounting standards in the developing
countries in comparison with the developed countries. This is perhaps due to the fact that
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bureaucratic management culture in the developing countries (e.g. Egypt) is more
conservative and hence, it is more allegiance to the bureaucratic principles. This kind of
bureaucratic culture is persistently against any endeavor of reform. In addition, the prevalence
of bureaucratic management culture, which does not appreciate the value of improved
accounting information, may result in preclusion ofthe efforts exerted to adopt the accounting
standards that are consistent with the context of the public sector. This also means that the
lack of accounting standards in the governmental sector (whether of the developed or
developing countries) is, to some extent, associated with the prevailing of the bureaucratic
management culture (whether it is conservative or modern).

Another interesting point is the positive correlation between political factors and lack of
accounting standards in Egypt. This suggests that the lack of accounting standards in the
developing countries is associated with the lack ofpolitical commitment. Namely, the lack of
political commitment in the developing countries could account for the professional and
academic bodies' lack of enthusiasm to develop the accounting standards that are consistent
with the public sector context and to pursue the implementation of accrual accounting. It also
seems that this is a more logical finding in the developing countries where in absence of the
political commitment nothing can proceed.
Besides, the test results in Egypt (table 7.4.37) show a significant negative correlation
between the lack of accounting standards and both accrual accounting postulations and lack of
profit motive. This in turn means that the desideration to choose both accrual accounting
postulations and lack ofprofit motive decreases, inasmuch as the desideration to choose the
lack of accounting standards (as a barrier to transition) increases. The correlation analysis
reveals that the lack of profit motive in the public sector is not a sufficient reason for not
developing the public sector accounting standards. That is because the accounting standards in
the public sector are not basically directed towards the measurement ofnet income but rather
towards the measurement of efficiency of using the available resources. In addition, the
correlation analysis indicates that the respondents do not agree with the assumption that the
government is not a going concern. This is in concordance with what has earlier been
discussed that there may be circumstances where the usual going concern tests of liquidity
and solvency appear unfavorable, but other factors suggest that the governmental entity is
nonetheless a going concern.

B- Factors that demonstrate particular/higher correlation

While the previous section (A) is devoted to discussing and interpreting the correlation of the
factors that demonstrate much correlation with the other factors, the primary aim of this
section is to focus on the interpretation of correlation of the factors that demonstrate a
higher/particular correlation. Bear in mind that if the correlation coefficient (r) is squared, the
quotient known as (r2), will indicate approximately the percent of covariation between
variables. Technically, ri is called the co€Oicient Ofdetermination. Thus, for example, a
correlation coefficient (r) of.50 would yield a coefficient of determination (Tz) of.25. The
fundamental meaning of this numerical fact is that the degree of covariation is 25%. That is,
25% of the variance of the X variable is associated with the variability in the Y variable.

- Bureaucratic management culture and lack of profit motive: (correlation coefficient
(r) = ..509 and coemcient of determination (r2) =.26)
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The results of table 7.4.36 indicate that there is a significant negative correlation between the
bureaucratic management culture and the lack of profit motive in the Netherlands. This means
that the more the bureaucratic management culture is perceived as a barrier to
transition, the
less the role of the lack of profit motive is perceived as an impediment. It has been in ferred in
chapter 5 (conductive study) that the lack of profit motive was one of the main reasons for not
adopting the accrual accounting system in the central government. In other
words, the lack of
profit motive in the governmental entities has often been given by the bureaucracy as a reason
why accrual accounting is unnecessary. However, the empirical investigation
(section 7.3.1.3)
and t-test (both sections 7.4.3.1.1 and 7.4.3.1.2) have proved that the lack of profit motive has
no significant effect on the transition to accrual accounting. Rather, is considered a deletion
it
factor. This fact has been confirmed by both Dutch and Egyptian
respondents. Furthermore,
the negative correlation here gives another empirical evidence that the higher the bureaucratic
management culture, the lower the lack of profit motive as a barrier to transition
tends to be,
which in turn means that the impediment of transition to accrual accounting in the central
government of the Netherlands is more associated with the bureaucratic culture than the lack
of profit motive.

- Organizational characteristics and personnel characteristics: (where (r) =.643 and
(r2) =.41)

The test results of table 7.4.37 indicate that there is a significant positive correlation between
the organizational characteristics and the personnel characteristics in
Egypt. One possible
explanation of the correlation between the organizational and personnel characteristics is
that
the diversity of accounting regulation among the governmental entities is likely associated
with the lack of qualified accounting personnel who have the accounting capability and are
able to communicate with each other to reach unified accounting regulations within the
governmental entities. The higher positive correlation between the organizational
characteristics and personnel characteristics indicates to what extent the organizational and
personnel dimensions are strongly related to each other in case of carrying
out any change
process. lf the attitude ofpersonnel characteristics towards change of accounting system
is
positive then the organizational characteristics towards the change process will also be
positive. On the other hand, i f both dimensions display opposite attitude then the barriers
to
transition tend to be high. In addition, the test results indicate that 41% of emerging of the
organizational characteristics is related to the personnel characteristics. So the higher the
personnel characteristics (namely, lack of right incentive system, resistance
to change, lack o f
qualified accounting personnel and lack of dissatisfaction about the old system),
the higher
the organizational characteristics (namely, the lack of internal consistency among and within
the governmental entities; and decentralization of responsibility for changes in the accounting
regulation) tend to be as a barrier to transition. So in the context of lacking the qualified
accounting personnel and the right incentive system, reaching consistent accounting
regulations among the governmental entities will be more difficult.
Further, this can lead to
more difficulties with respect to the internal consistency among and within the governmental
entities, where the desire and knowledge that are required to overcome the emerging problems
tend to be weak. In addition, a combination of the personnel characteristics with
the
organizational characteristics may entirely result in suppression of the transition
process to
accrual accounting in the developing countries (Egypt). Consequently, both personnel and
organizational characteristics should be treated and overcome on a parallel basis
if the
transition process needs to be successful.

308

- Financial resources and personnel characteristics: (where (r) =.606 and (r2)=.37)
The test results of table 7.4.37 show that there is a significant positive correlation between the
financial resources and the personnel characteristics in Egypt. Similarly, the higher positive
correlation between the personnel characteristics and the financial resources shows to what
extent the existence of personnel characteristics in Egypt can be related to the lack of financial
resources. Basically, 37% of emerging of the personnel characteristics is associated with the
lack of financial resources. In fact, the lack of qualified accounting personnel, lack of right
incentive system and resistance to change require sufficient financial means to be overcome.
In the absence of financial resources, these problems will remain unsolved, and this in tum
will preclude the transition to accrual accounting. Accordingly, the existence of the personnel
characteristics as transition barriers is more associated with the lack of financial resources in
the developing countries (Egypt).

Conclusion
In the course of section 7.4.3.1.3, the following results have been reached:

Firstly,The most positively correlated factors with each other and the other factors in the
Netherlands are the personnel characteristics, political factors, communication barriers, legal
barriers and bureaucratic management culture. In addition to the results obtained from the ttest, the correlation analyses proved that the aforementioned factors have a significant impact
on the transition to accrual accounting in the Dutch central government. Furthermore, section
B indicated that the impediment oftransition to accrual accounting in the Dutch central
government could be more related to the bureaucratic management culture than to the lack of
profit motive, where the correlation results indicate that there is a significant negative
correlation (r = -.509) between the bureaucratic management culture and the lack of profit
motive.
Secondly, the most positively correlated factors with each other and with the other factors in
Egypt are the accrual accounting principles, lack of accounting standards, political factors,
financial resources, organizational characteristics, specific accounting issues and personnel
characteristics. Similar to the Netherlands, the above stated factors have a significant impact
on the transition to accrual accounting in the Egyptian central government. However, section
B has proved that 41% of the variance of the organizational characteristics is associated with
variability in the personnel characteristics and 37% of the variance of the personnel
characteristics is associated with variability of the lack of financial resources.
77,irdly, it seems that the lack of profit motive is the most negatively correlated factor with a
great part of the other factors in both countries. This factor is negatively correlated with the
communication barriers, accrual accounting principles and bureaucratic management culture
in the Netherlands and it is negatively correlated with the lack of accounting standards,
political factors and accrual accounting principles in Egypt. This means that the higher the
role of these factors as barriers to transition, the lower the lack of profit motive tends to be a
barrier to transition . The correlation results therefore confirm the results from other statistical
tests presented in the previous sections, where the lack ofprofit motive is considered a
candidate for deletion.
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1.43.1 Detection of the significance of the dijIerences of the transition requirements

(supporting factors) within tlie Netherlands and Egypt apart
Chapter 6 and the previous sections of this chapter have identified a number of factors
(supporting factors) that can have a positive impact on the transition to accrual accounting in
the public sector. In order to facilitate the statistical analysis, each factor will be given a
certain code. The following factors have been identified and will be analyzed in more detail
within each country apart.
-

Political Commitment
- POLCOM
- BURSUP
Bureaucracy Suppon
- Form of Government
-FORMGOV
- Professional and Academic Bodies Support
-PABS
- Adoption and Adaptation of Private Sector GAAP AAPSGAAP
- Communication
- COMSTRA
Strategy
- WTC
- Willingness to Chance
- Management Culture
- MCC
Change
- Legal Provision
-LEGPRO
- Co-ordination and Consultation
-COORDCON
-BAC
- Budgeting of Adoption Cost
- International Financial
- IFS
Support
-BACON
- Budgeting and Accounting Consistency
-

-

In addition, the statistical analysis takes into consideration the correlation among the
supporting factors (independent variables) due to the fact that these factors are not likely
independent within the same group (country). This will be tackled in section 7.4.3.2.3, after
analyzing the significance of the supporting factors in the Netherlands (section 7.4.3.2.1) and
in Egypt (section 7.4.3.2.2).
7.4.3.2.1 The Netherlands:

This section analyzes the significance and impact of the above-mentioned supporting factors
on the transition to accrual accounting in the Dutch central government. More precisely, it
demonstrates the significance and impact of the supporting factors on the transition process to
accrual accounting in the central government of the Netherlands in comparison with each
other.

Similar to the preclusion factors, we are here most interested in the means of the two groups
and the p-value. Accordingly, table 7.4.38 shows the means of the supporting factors, the
mean difference and the p-value.

MD = Mean Difference
PV = P-value Sig.
The structure of this table is similar to the structure of the two tables 7.4.28 and 7.4.31.

310

1
2
3
4
5
COMSTRA BACON POLCOM COORDCON WTC

MEAN

4.3241

4.2143

4.1852

4.1728

6

7

8

LEGPROMCC

4.0972 4.0615

4.0240

9

10

BURSUPAAPSGAAP BAC
3.9151

3.8703

3.7778

11

12

FORMGOV IFS

3.3945

2.9259

MD
1 COMSTRA PV
2

BACON

MD

.1098

PV

.172

MD

.1389

.0291

3 POLCOM PV

.133

.745

COORDCO MD
4
N
PV

.1512

.0415

.0124

.073

.611

.890

MD

.2269

.1170

.088

.0756

PV

.004

.110

.385

.446

MD

.2626

.1528

.1237

.1114

.009

.128

.262

.270

.680

MD

.3001

.1903

.1612

.1488

.0732

PV

.008

.130

.135

.204

.561

.725

MD

.4281

.3037

.2712

.2875

.2124

.1574

.1025

.013

.073

.128

.068

.189

.317

.517

.4278

.3405

.3028

.2964

.2114

.1760

.1260

.0577

AAPSGAAPPV
MD

.017

.047

.071

.103

.240

.267

.513

.799

.5463

.4365

.4074

.3951

.3194

.2837

.2462

.1504

.1011

PV

.000

.000

.000

.001

.003

.009

.020

.317

.515

MD

.9296

.8198

.7907

.7784

.7028

.6670

.6296

.4987

.4425

.3833

PV

.000

.000

.000

.000

.000

.000

.000

.005

.019

.001

1.2883

1.2593

1.2469

5

6
7

8

WTC

LEGPRO PV

MCC

BURSUP PV

MD
9
10
11

BAC
PABS

MD 1.3981
12 FORMGOV PV .000
MD 2.4537
13

IFS

PV

.000

.000

.000

.000

2.3439

2.3148

2.3025

.000

.000

.000

.0357

.0375

1.1713 1.1356
.000

.000

2.2269 2.1911
.000

.000

1.098

.9935

1.0049

.8519

13

PABS

.4685

.000

.000

.000

.000

.018

2.1536

2.0523

2.0241

1.9074

1.2541

1.0556

.000

.000

.000

.000

.000

.000

Table 7.4.38: The significance and impact of the supporting factors on the transition to accrual accounting in the Dutch central
government in comparison with each other.
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Based on the test results of table 7.4.38, table 7.4.39 shows an entire picture of the
significance of each supporting factor in comparison with the other supporting factors in the

Netherlands.

The Netherlands
1 COMSTRA
2 BACON
3 POLCOM

1

2

3

4

5

6

7

1 1

4 COORDCON

I
I

5 WTC

X

6EEGPRO

-*1 -1

7 MCC

X

8 BURSUP
9 AAPSGAAP

X
X X

10 BAC

8 I 9 10 11 12 1 1 3

I

I -1

I

C
I

X X X X X X X

11

PABS

X X X X X X X X X X

12

FORMGOV

X X X X X X X X X X X

13 IFS

X X X X X X X X X X X X
Table 7.4.39: Significance of each supporting factor in comparison with
the other supporting factors in the Netherlands

X = Significant (at 5% level)
The test results of tables 7.4.38 and 7.4.39 indicate that the communication strategy,
budgeting and accounting consistency, political commitment and coordination and
consultation do have a sweeping and overwhelming impact on facilitating the transition to
accrual accounting in the Dutch central government in comparison with all the other factors.
Although the results reveal that there are statistical significant differences between these four
factors and most of the other factors (the observed differences are significant at .05 level),
they did not produce statistical significant differences among these four factors. Furthermore,
these four factors had the highest mean scores and the smallest mean difference in comparison
with all the other factors. In terms of mean difference, the smaller the mean difference, the
fairly equalled the role that these four factors can play as supporting factors. In other words,
the communication strategy, budgeting and accounting consistency, political commitment and
co-ordination and consultation are playing to a great part an amounted role in facilitating the
transition process to accrual accounting in the Dutch central government. In fact, this implies
that the Dutch respondents have realized that there should be (from the outset) a widespread
understanding of the nature of the new and radical accounting changes. The communication
efforts are essentially important to describe the elements of the reform and the nature of the
new legislation, explain the new ideas, guide the accounting transition process, and clear up
any misunderstanding during the implementation process. Furthermore, the Dutch
respondents have a firm belief that the budget system should be compatible with the
accounting system, which is used to execute the budget, therefore, the basis on which the
budget is prepared should be consistent with the basis of accounting utilized and hence,
budget reform demands accounting reform to support it. Consequently, it can be inferred that
there is an interrelationship between the budget reform and the accounting reform in the
public sector. Furthermore, the Dutch respondents agreed that the transition to accrual
accounting in central government could not succeed without strong support from the
politicians. In fact, they perceived that political will and effective leadership are absolutely
essential in carrying out any accounting changes.
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In addition, they relized that the consultation and co-ordination among and within the
governmental entities, which will apply the accrual accounting system, is of fundamental
importance for obtaining comments and suggestions from the primary sources about the
required improvements and for being well posted with their own internal problems and
constraints that may preclude the successful transition to accrual accounting. Consequently,
based on the test results, the communication strategy, budgeting and accounting consistency,
political commitment and co-ordination and consultation are forming the elements of group
1, which we might cali profound supporting factors.
Furthermore, the test results of tables 7.4.38 and 7.4.39 indicate that the willingness to
change, legal provision, management culture change, bureaucracy support and adopting and
adaptation ofprivate sector GAAP do have a significant impact on facilitating the transition
process to accrual accounting in the Dutch central government in comparison with the rest of
supporting factors, as the observed differences are significant at .05 level.
Also the test results of tables 7.4.38 and 7.4.39 suggest that willingness to change, legal
provision, management culture change, bureaucracy support and adopting and adaptation of
private sector GAAP have more or less the same impact on the transition to accrual
accounting in the Dutch central government, as the comparison of these five factors have not
produced statistically significant differences among each other. These five factors have almost
the same mean scores, which in tum means that the mean differences among these five factors
are very small. In reality, this implies that these five factors are considerably facilitating, from
the Dutch respondent's standpoint, the transition to accrual accounting in the central
government. Namely, these factors can almost have an equivalent positive impact on the
transition to accrual accounting. Consequently, we might call these five factors: vety

important supporting factors (group 2).
In addition, the test results of tables 7.4.38 and 7.4.39 reveal that the budgeting of adoption
costs and the professional and academic bodies support have less impact than the
aforementioned two groups and more significant impact in comparison with the form of
government and international financial support. Apparently, the test results reveal that the
budgeting of adoption costs and professional and academic bodies support can significantly
facilitate the transition to accrual accounting in comparison with the form of government and
international financial support (the observed differences are statistically significant at the 5%
level). Similarly, the test results suggest that these two factors have an equivalent positive
impact on the transition process to accrual accounting in the Dutch central government, as the
test results do not produce statistical significant difference between the budgeting of adoption
costs and the professional and academic bodies support. Consequently, these two factors form

the third group, which we might call important supporting factors
Finally, the test results oftables 7.4.38 and 7.4.39 indicate that there is a significant difference
between the form of government and international financial support, which in turn means that
the form of government does have a significant impact on the transition process in
comparison with the international financial support in the Netherlands. Similar to the
preclusion factors, in this section, we shall rely more on the results obtained in both sections 7.3.2.3
and 7.3.2.4 in deciding whether a certain supporting factor can be considered a candidate for
deletion or noL The results of both sections 7.3.2.3 and 7.3.2.4 are not only based on the

questionnaire-closed questions (as the case here with the statistical analysis) but also on the
interviews. In other words, they are based on a wider empirical research (comprising both
respondents and interviewees) than the statistical analysis which is based only on the questionnaireclosed questions. This is also true for a similar situation in the next sections.
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While the impact of the form of government is significantly different from the impact of the
international financial support, based on the results obtained in both sections 7.3.2.3 and
7.3.2.4, the form of government is not considered a real supporting factor. Accordingly, both
the form ofthe government and international financial support are forming the elements of
group 4 which we might call deletion factors group. So, based on the test results, the
supporting factors in the Dutch central government can be segregated into four groups as
follows:
Group 1- Profound Supporting Factors:
Communication strategy;
- Budgeting and accounting consistency;
Political commitment; and
-

Co-ordination and consultation.

Group 2- Very Important Supporting Factors:
- Willingness to change;
Legal provision;
Management culture change;

-

Bureaucracy support; and
Adoption and adaptation of private sector GAAP.

Group 3- Important Support Factors:
-

-

Budgeting of adoption costs; and
Professional and academic bodies support.

Group 4- Deletion Factors:
-

Form of government; and
International financial support.

Furthermore, Table 7.4.40 shows the mean scores and ranking of the 13 supporting factors in
the central government of the Netherlands:

Supporting factors

Mean

Rank

Communication Strategy
Budgeting and Accounting Consistency
Political Commitment
Co-ordination and Consultation
Willingness To Change
Legal Provision
Management Culture Change
Bureaucratic Support
Adoption and Adaptation ofP.S. GAAP
Budgeting of Adoption Costs
Professional and Academic Bodies Supp.
Form of Government
International Financial Support

4.3241

1

4.2143
4.1852
4.1728

2
3
4

Overall

4.0972

5

4.0615
4.0240
3.9151
3.8703
3.7778
3.3945
2.9259

6
7
8
9
10
11
12

1.8704

13

3.7563

Based on mean scores, table 7.4.40 can be depicted in the following graphic
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Graphic 7.4.3: Ranking of the supporting factors in the Dutch central government

7.4.3.2.2 Egypt:

This section analyzes the significance and impact of the previously stated supporting factors
on the transition to accrual accounting in the Egyptian central government. More precisely, it
shows the significance and impact ofthe supporting factors on the transition process to
accrual accounting in the central government of Egypt in comparison with each other.
Similar to the previous section, we are here most interested in the means of the two groups
and the p-value. Accordingly, table 7.4.41 shows the means of the supporting factors, the
mean difference and the p-value. The structure of this table is similar to the structure of the
two tables 7.4.38 and 7.4.39.

MD = Mean Difference
PV = P-value Sig.
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MEAN

1

2

LEGPRO

POLCOM MCC

BACON COMSTRABAC

4.4251

4.3923

4.1978

3
4.2352

4

5
4.1385

6

7

8

COORDCON WTC

3.9531 3.9462

3.8846

9

LEGPRO PV

2

POLCOM PV

MD

.1899

.1571

.011

.100

MCC

PV

MD

.2273

.1945

4

BACON

PV

.000

.028

3.5077

3.2828

MD

0374

.2867

.2538

.0967

.0593

.019

.239

.361

.4676

.4375

.2716

.2508

.1875

BAC
PV
COORDCO MD
7 N PV

.000

.001

.005

.008

.100

.4790
.000

.4462

.2891

.2517

.1923

.0152

.000

.003

.010

.056

.883

MD

.5405

.5077

.3506

.3132

.2538

.0663

.0616

PV

.000

.000

.000

.000

.000

.486

.482

MD

.5491

.5163

.3218

.2624

.084

6

8

WTC

3592

.0702

.0086

9

PABS

PV

.000

.000

.000

.000

.014

.474

.545

.937

MD

.9174

.8846

.7275

.6901

.6308

.4531

.4385

.3769

10

IFS

PV

.000

.000

.000

.000

.000

.005

.009

.018

.019

1.1095

.9524

.9150

.8556

.6880

.6633

.6081

.5932

.000

.000

.000

.000

.002

.001

.001

.006

.323

1.2027

1.0118

.9818

.9170

.7369

.7212

.472

.6598

.3218

.000

.000

.000

.000

.002

.001

.001

.005

.240

.658

1.7937

1.6212

1.5912

1.5317

1.2619

1.2921

.8889

.6886

.000

.000

.000

.000

.000

.000

.000

.001

MD 1.1423

11 BURSUP PV

3.2020

.580

.000

.000

MD 1.2221
12 AAPSGAAP PV .000
MD 1.8209
13 FORMGOV PV .000

1.3548 1.3571
.000

.000

13

3.8760

.675

3

MD

12

BURSUP AAPSGAAP FORMGOV

.0328

MD

5 COMSTRA PV

11

IFS

MD
1

10

PABS

.3683

.2248

.0898

5065
023

Table 7.4.41: The significance and impact of the supporting factors on the transition to accrual
accounting in the Egyptian central
government in comparison with each other.

2.6032

following table summarizes the significance of each supporting
the
other supporting factors in Egypt.
factor in comparison with
Based on table 7.4.41, the

Egypt

1

2

3

4

5

6

7

8

9 1 0 1 1 1 2 1 3

1 LEGPRO
2 POLCOM

3 MCC
4 BACON

X

X X

5 COMSTRA

X X
X X
7 COORDCON X X
X X
8 WTC
X X
9 PABS

6 BAC

X X
X X
X X X
X X X

101FS

X X X X X X X X X

BURSUP
12 AAPSGAAP

X X X X X X X X X
X X X X X X X X X

11

13

FORMGOV

X X X X X X X X X X X X

Table 7.4.42: Significance of each supporting factor in comparison with
the other supporting factors in Egypt.

X = Significant (at 5% level)
The test results oftables 7.4.41 and 7.4.42 suggest that the legal provision, political
commitment and management culture change have the most significant impact on creating a
climate fit for the transition to accrual accounting system and to put it into practice in the
central government of Egypt. The test results of table 7.4.42 indicate that there is a significant
difference between these three factors and most of the other factors (the observed difference is
significant at .05 level). With the exception of the significant difference between legal
provision and management culture change, the results set forth that there is no statistically
significant difference among each other. In fact, this implies that these three factors are
substantially facilitating, from the Egyptian respondent's standpoint, the transition to accrual
accounting in the central government. In other words, these factors can have an equivalent
impact on the transition to accrual accounting. In reality, the experience of the earlier
reformer countries, such as New Zealand, UK, Australia and Sweden, has proved that the
legal provision, political commitment and management culture change are of fundamental
importance behind the public sector reform in general and in particular, the accounting and
budgeting reform. This means that the Egyptian respondents are in concordance with the
experience of the developed countries. In this context, it can be concluded that both developed
and developing countries agree on the significance of these three factors. Thus, there is a high
level of agreement between the developed and developing countries that it is desirable to
obtain the enactment of the laws for any substantial accounting reforms that have to be put
into practice and that there is a positive relationship between the transition to accrual
accounting and the leadership of the Minister of Finance and other key ministers involved in
fiscal policy and public administration. In addition, both developed and developing countries
see that the more correspondent the public administrators culture is with the culture upon
which the governmental accounting system is premised, the more easily change occurs.
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Based on the test results, the legal provision, political commitment and management culture
change are forming the elements of group 1 which we might call
profound supporting

factors.

Furthermore, the test results of table 7.4.42 set forth that budgeting and accounting
consistency and communication strategy come in the second place in creating conditions
appropriate for the transition to accrual accounting in the Egyptian central government. The
test results indicate that there is a statistical significant difference between these two factors
and most of the rest of supporting factors (the observed difference is significant at .05 level).
Thus, the results suggest that the more the budgeting and accounting system is integrated and
a wide understanding about the objectives and
requirements of change process exists, the
more easily the accounting reforms can take place. In addition, the test results reveal that there
is no statistical significant difference between budgeting and accounting consistency
and
communication strategy. Consequently, the budgeting and accounting consistency
and
communication strategy can be categorized as group 2, which we might call ve,y important

supporting factors.
In addition to the aforementioned two groups, the test results show significant differences
between the budgeting ofadoption costs, co-ordination and consultation,
willingness to
change and professional and academic bodies support and the following factors: international
financial support, bureaucracy support, adoption and adaptation of private sector GAAP and
form of government (the observed differences are significant at .05 level). In terms of mean
difference, these four factors have scored very small mean differences among each other.
Based on mean scores, it can be concluded that these four factors are not
significantly
different from each other. This means that the Egyptian respondents see that these factors can
play a similar role in facilitating the transition process to accrual accounting.

Accordingly, we can come to the third group, which we might call important
supporting

factors

While the test results support the role of the professional and academic bodies, they did not
show that the role of these bodies is more important in developing countries than that o f the
developed countries. The professional and academic bodies support is segregated in both
countries as an important supporting factor (group 3).
Furthermore, the test results of tables 7.4.41 and 7.4.42 reveal that there is a statistically
significant difference between the international financial support, bureaucracy support and
adoption and adaptation of private sector GAAP and the following factor: form of
government. The test results have not produced any statistically significant difference among
the former three factors. Similarly, it is assumed that the role of these three factors in
facilitating the transition process to accrual accounting in the Egyptian central government is
amounted to each other. So these three factors can form the fourth group which we might
call moderately important supporting factors.

Finally, the test results of tables 7.4.41 and 7.4.42 reveal that there is a statistically significant
difference between all the aforementioned 12 factors and the form of government. The results
suggest that the form of government has no significant impact on facilitating the transition to
accrual accounting in the central government of Egypt. Therefore, the form of government is
a candidate for deletion (groupS).
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Based on the test results, the supporting factors in the Egyptian central government can be
categorized into the following groups:

Group 1- Profound supporting factors:
-

Legal provision;
Political commitment; and
Management culture change.

Group 2 - Very important supporting factors:
-

Budgeting and accounting consistency; and
Communication strategy.

Group 3 - Important supporting factors:
Budgeting of adoption costs;
- Co-ordination and consultation;
- Willingness to change; and
- Professional and academic bodies support.

Group 4 - Moderately important supporting factors:
International financial support;
- Bureaucracy support; and
- Adoption and adaptation private sector GAAP.
Group 5 - Deletion factors:
-

Form

of government.

Furthermore, table 7.4.43 shows the mean scores and ranking of the
the central government of Egypt.

13

Supporting factors

Mean

Rank

Legal Provision
Political Commitment
Management Culture Change
Budgeting and accounting Consistency
Communication Strategy
Budgeting of Adoption Costs
Co-ordination and Consultation
Willingness To Change
Professional and Academic Bodies Supp.
International Financial Support

4.4251

1

4.3923

2

4.2352

3

4.1978
4.1385
3.9531
3.9462
3.8846

4
5
6
7
8

3.8760

9

supporting factors in

3.5077
10
11
3.2828
3.2020
12
2.6032
13
3.8188
Overall
Table 7.4.43: Mean scores and ranking of the supporting factors in Egypt.

Bureaucracy Support
Adoption and Adaptation of P.S. GAAP
Form of Government
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Based on mean scores, table 7.4.43 can be depicted in the following graphic
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Graphic 7.4.4 : Ranking of the supporting factors in the central government of Egypt
Conclusion

At first glance, it can be seen that each community regarded as high-ranking factors
those that
are most consistent with its nature. For instance, the Dutch community, as developed
a
community, has given top priority to the communication
which we

strategy
might call
persuasion factor. This means that the nature ofthe democratic and developed
community
needs to be persuaded of the significance of the new accounting changes and
whether these
changes can be justified or not. In contrast, the Egyptian community,
as a developing
community, has given top priority to the legal provision and political
commitment, which we
might call imposing factors. Consequently, one can conclude that the more the communi
ty is
developed, the more the persuasion factor is appropriate for introducing radical
accounting
changes and that the more the community is developing, the more the imposing factor
is
appropriate for introducing the radical accounting changes. Based on this
conclusion, we can
say that group 1 (profound supporting
factors) is in concordance with the nature of the two
communities, especially, since this group in the Netherlands comprises more persuasion
factors than imposing factors such as: communication
strategy, co-ordination and
consultation, budgeting and accounting consistency. On the other hand, this group in Egypt
encompasses only imposing factors such as: legal provision, political commitment and
management culture change.
The second observation is that the persuasion factors come in the second group
(very
important factor) in Egypt. This perhaps means that in the developing countries
first impose
and second persuade. In contrast, the second group in the Netherla
nds comprises more
imposing factors, which in turn means first persuade and
second impose.
The third observation is that the technical and financial requirements for the
adoption of
accrual accounting (such as, the account
ing standards, accounting personnel, budgeting of
adoption costs, etc.) come in third place after the two stages of persuasion
and imposing (or
vice versa).
Fourthly, there is a consensus between the developed and developing countries that the
political commitment is fundamental, where group one in both countries has comprised
the
political commitment as a profound supporting factor. In other
words, the political
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commitment is the only factor that has been considered by both countries (in groupl) a
profound supporting factor.
Finally, while the form of government and the international financial support are considered
to be deletion factors in the Netherlands, the form of government is the only factor that has
been considered a candidate for deletion from the Egyptian respondent's point of view, which
in turn means that the international financial support can play a considerable role in carrying
out the accounting changes in the public sector of the developing countries in comparison
with the developed countries.
7.4.3.2.3 Correlation among the supporting factors

within both countries

Similar to analyzing the correlations among the preclusion factors, this section is devoted to
analyzing and interpreting the correlations among the supporting factors. This is due to the
fact that the supporting factors are likely not independent within the same country (group).
Considering that the focus of this research project is on analyzing the situation in both
developed and developing countries, it will be interesting to analyze the correlations between
the supporting factors in the Netherlands and Egypt separately in order to be able to give a
comparable and full picture about the correlation among the supporting factors in these two
countries. It is very interesting to see to what extent the supporting factors are correlated
within the Netherlands and within Egypt apart.
So the primary aim oftable 7.4.44 and table 7.4.45 is to present the correlations and their
significance among the supporting factors in the Netherlands and Egypt respectively.

The structure of the two tables is similar to the structure of the two tables 7.4.34 and 7.4.35.
Here we shall also use the following abbreviations:

COR = Correlation
SIG = Significance
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1

2

3

4

56

COMSTRA BACON POLCOM COORDCON WTC

7
LEGPROMCC

8
9
10
BURSUPAAPSGAAP BAC

11

PABS

12

COR.
1 COMSTRA SIG.
COR. .143
2

BACON

SIG. .304

COR..218
3 POLCOM SIG. .114
COORDCo COR..347

.473
.256

.330

4

.010

.062

.015

COR..420

.353

.089

SIG.

.009

.523

.397

-.056

.050

.196

.365

.688

.720

.156

.007

5

N

SIG.

WTC

.002

COR..164
6 LEGPRO SIG. .235
COR..279
7

MCC

.354

.219

.034

.339

.009

.111

.806

.005

COR..009

-.081

-.029

.233

.139

.234

.317

.572

.841

.099

.329

.098

.024

COR. -.052
9 AAPSGAAPSIG. .712
COR..119
10
BAC
SIG. .392

PABS

.118

-.133

8 BURSUP SIG. .949

11

.100

.041

SIG.

.375

-.034

.150

..059

-.087

.258

-.021

.021

.808

.288

.679

.538

.065

.885

.884

-.034

.150

-.033

.099

.184

.423

.326

.296

.807

.281

.814

.475

.184

.001

.020

.033

COR. .101

-.044

-.377

-.191

.300

.055

-.095

.068

-.080

SIG.

.754

.005

.166

.028

.694

.493

.635

.571

.235

.466

.164

COR. -.160
12 FORMGOV SIG. .246
COR. -.149

.329

-.082

.151

-.109

-.100

-.120

.060

-.061

-.053

.015

.555

.275

.434

.473

.387

.678

.667

.703

.052

-.110

-.303

-.391

-.031

-.151

-.010

.041

.079

.113

.085

.026

13

.429

.026

.003

.824

.277

.940

.778

.579

.416

.542

.850

IFS

SIG.

.283

-.266

Table 7.4.44: Correlations among the supporting factors and their significance in the Dutch central government

13

FORMGOV IFS

1

2

3

LEGPRO POLCOM MCC

4

5

6

BACON COMSTRABAC

7

8

COORDCON WTC

9

PABS

10
1FS

11

12

COR.
1 LEGPRO SIG.
COR. .471
2

POLOM

3

MCC

SIG. .000

COR..111

4

BACON

SIG.

.234

.377

.060

COR..354

.351

.330

.004

.004

.007

SIG.

COR. .182

.010

.070

.380

5 COMSTRA SIG. .146
COR..063
BAC
SIG. .621
6
COORDCo COR. -.031

.937

.577

.002

.124

.300

.340

..026

.327

.016

.006

.841

.086

.114

.014

-.018

.254

.495

.367

.910

.886

.043

COR. -.106

-.104

.238

.117

.339

.263

.165

SIG.

.401

.410

.056

.353

.006

.036

.188

COR..408

.286

.185

.246

.130

.223

.098

-.015

SIG.

.001

.021

.140

.048

.302

.076

.435

.905

COR..463

.666

.376

.276

.040

.244

.034

.002

SIG.

.000

.002

.026

.754

.052

.787

.989

.053

-.080

.005

..068

.171

..139

-.121

.036

..168

.005

.525

.967

.590

.172

.274

.337

.774

.181

.966

-.376

-.204

-.225

.117

-.277

-.038

-.088

-.295

-.424

.347

.002

.109

.076

.360

.029

.766

.492

.019

.001

.005

7
8
9
10

N

WTC
PABS
IFS

SIG.

.803

.000

COR. -.274
11 BURSUP SIG. .027
COR. -.310
12 AAPSGAAPSIG. .013

13

BURSUP AAPSGAAPFORMGOV

.241

.134
-.160
.024
.090
-.079
-.467
.297
-.103
-.092
.078
COR..032
.211
.294
.483
.852
.541
.000
.018
.420
.473
.542
13 FORMGOV SIG. .806
Table 7.4.45: Correlations among the supporting factors and their significance in the Egyptian central government

.024
.852

Based on the test results of table 7.4.44, the next table summarizes the
correlations between
each supporting factor and the other supporting factors in the Netherlan

ds.

The Netherlands 1 2 3 4 1 5 6 7 8 9 10 11 12 13
1 COMSTRA
2 BACON
3 POLCOM

4-COORDCON X_ X
5 WTC
X X

6 LEGPRO - -- r - - f-x-1---7 MCC
8 BURSUP

XI IX

1

:

9 AAPSGAAP
10 BAC
11 PABS

-1- -- - -r -1

X
X

X X X

Y

12 FORMGOV

X

X

13 IFS

YY

Table 7.4.46: Signiflcant correlations between each
supporting factor and the
other supporting factors in the Netherlands
X = significant positive correlation
Y = significant negative correlation
Similarly, based on the test results of table 7.4.45, the next table summarizes the
correlations
between each supporting factor and the other
supporting factors in Egypt.

Egypt

1

2

3

4

5

6

7

8

910111213

1 LEGPRO

2 POLCOM

X

3 MCC
4 BACON

X X X

5 COMSTRA

X
XX

6 BAC
7 COORDCON

'X

8 WTC
9 PABS
10 IFS

11 BURSUP

12
AAPSGAAP
13 FORMGOV

XX

X X

X

X xxx F

Y

Y YI

XI

Y

Y

Y Y X

Table 7.4.47: Significant correlations between each
supporting factor and the
other supporting factors in Egypt

X = significant positive correlation
Y = significant negative correlation
Bear in mind that in both tables 7.4.46 and 7.4.47 only the lower left side is shown.
This is
due to the fact that the correlation is symmetric. In other

words, Cor. (X,Y) = Cor. (Y, X).
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Similar to section 7.4.3.1.3, in order to avoid the repetition problem, the interpretation of the
correlations will only focus on:
The factors that demonstrate much correlation with the other factors; and
- The factors that demonstrate particular/higher correlation.
Studying the two tables, it appears that the following supporting factors have demonstrated
much correlation with the other factors:

In the Netherlands:
-

-

-

Communication strategy;
Political commitment;
Management culture change;
Willingness to change; and
Budgeting of adoption costs

In Egypt:
-

-

-

Legal provision;
Political commitment;
Management culture change;
Budgeting and accounting consistency;
Budgeting of adoption costs;
Adoption and adaptation ofprivate sector GAAP; and
International financial support.

In addition to the aforementioned factors, the following factors have demonstrated a
particular/higher correlation:

In the Netherlands:
Table 7.4.44 did not show

a

particular/higher correlation.

In Egypt:
-

Political commitment and international financial support: r = .666

Based on the previously stated factors, the correlations among the supporting factors, in
addition to the potential reasons behind these correlations, will be discussed as follows:

A- Factors that demonstrate much correlation with the other factors
-

Communication strategy

The test results of table 7.4.46 reveal that there is a significant positive correlation between
the communication strategy and the co-ordination and consultation in the Netherlands. The
correlation results suggest that an increase of the co-ordination among and within the
governmental entities and the obtaining of comments and suggestions from these entities
through consultation are associated with the adoption of an adequate communication strategy.
1n fact, the countries that were the first to move to accrual accounting, generally cite that the
need for more and better communications is an essential step. The role of the communication
extends to all facets of the transition cycle. Firstly, it is important to consult the governmental
entities to obtain comments and suggestions for the required developments before establishing
a new accounting system. Furthermore, it is essential to know their view concerning the
transition impediments. Accordingly, the communication efforts should obtain a practical
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view regarding the requirements and constraints from the governmental entities side.
Secondly, the co-ordination among and within governmental entities that will implement the
accrual basis is not an easy task. Furthermore, the production of a unified accounting system
for these entities is another problem. Therefore, the communication strategy can facilitate the
co-ordination process among and within the governmental entities through:
a) conveying a common understanding of the key principles of the accounting changes
to the
senior managers of these entities and all other members who will be responsible for
carrying out the transition process; and
b) disseminating the objectives and requirements of the accounting change process.

In addition, a continuing day-to-day working relationship with the governmental entity
officials and staff is deemed indispensable to ensure adequate
understanding of the new
concepts. Consequently, the successful coordination and consultation among and within the
governmental entities is fairly related to the adoption of an appropriate communication
strategy. Whilst the co-ordination and consultation is correlated with the communication
strategy in the Netherlands, table 7.4.47 indicates that they are not correlated in Egypt, which
likely means that the developing countries have not yet recognized the role of communication
efforts in the co-ordination process among and within
entities.
governme
ntal

Another interesting point is the positive correlation between communication strategy and
willingness to change in both the Netherlands
(table 7.4.46) and Egypt (table 7.4.47). This
result suggests that the higher the communication efforts, the
higher the staffmotivations,
will, training, qualification and conviction about the reform process will be. One of the
objectives ofthe willingness to change is to overcome the resistance to change. Frankly
speaking, the resistance to change exists in all organizations whether in
the developed or
developing countries. This resistance must be recognized and confronted if the changes are
to
be successful. This resistance often ernerges as a result of
misunderstanding o f the change
purpose, when the need and justification for change is not clearly communicated, and hence,
leads to confusion and misconceptions. Accordingly, in order to effectively manage and
overcome the resistance to change, a sustained, systematic and supportive communication
strategy should be the foundation for every major change initiative. In addition, increasing the
staffmotivation and conviction concerning the visibility and role ofthe new accounting
system is another objective of the willingness to change. So in order to affect the staff
motivation and conviction, "a big picture" (about the nature of the change process) should be
conveyed early in the transition. This includes the purpose of the financial
reform process;
how accrual accounting and budgeting fits into the reform process; and how the adoption of
the accrual information will help managers in their day-to-day operations and decisionmaking. So conveying the big picture will positively affect the staff motivation and conviction
regarding the reform process. Consequently, underpinning the willingness to change
is often
related to very targeted communication efforts in both developed and developing countries.
Furthermore, the test results of table 7.4.46 show a significant positive correlation between
the communication strategy and the management culture change in the Netherlands. The
correlation results suggest that the more the communication efforts, the bigger the chance to
increase the management culture change. The experience of the earlier reformer countries has
proved that the transition to accrual accounting needs to receive a high profile and the
continued underpinning of senior manager. Furthermore, the change of accounting system
involves not only the implementation of a new accounting system but also a significant
culture change in the way managers understand and use financial information and in how
financial transactions are handled. Furthermore, managers will have to learn ways to manage
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their budgets because they will have to deal with cash and non-cash items. Managers will
need to understand how to read accrual-based financial statements and learn how to
incorporate the improved financial information into decisions. Accordingly, the change of
accounting system involves a culture change and requires the support and commitment of
managers across the government. However, culture change in the public sector is usually
considered an intricate process. The role of communication efforts is of vital importance in
assisting the people in changing their attitude and culture towards the reform process by
demonstrating the benefits of the new system in comparison with the old one. In spite of the
role that can be played by the communication strategy in changing the culture of the civil
servants, table 7.4.47 has not revealed any significant correlation between the communication
strategy and management culture change in Egypt. Once again, it generally seems that the role
of communication efforts has not been recognized yet and appreciated enough in the
developing countries.

-

Budgeting and accounting consistency

The test results of table 7.4.46 show a significant positive correlation between the budgeting
and accounting consistency and the willingness to change in the Netherlands. In reality, it is
often assumed that it is hard to persuade the governmental entities (e.g. agencies) that they
can benefit from the use of cost data when they are not using costs to plan and manage their
operations. Governmental entities that realize the value ofthe costs basis in budget execution
also realize that such a tool is only effective when estimated Losts can be measured
periodically against the actual costs produced by accrual accounts. Thus, it is difficult to
convince the governmental entities, which are using the expenditure-based budget, to use
accrual accounting which produces the actual costs and expenses to be measured against the
estimated expenditures, simply, because the output of the two systems is different; hence, it
can not be measured against each other. Luder and Jones (2003) argue that since the
accounting is accrual-based and that accounting is compared with a budget at the year-end,
then the budget must be accrual-based. The positive correlation here suggests that an increase
in budgeting and accounting consistency may result in an increase in willingness to change.
On the other hand, an increase in the willingness to change generally means that managers are
willing to bear additional work and to spend more effort to prepare their budgets on an accrual
basis and understand the relationship between the accrual budgeting information and accrual
accounting information. Accordingly, as long as the budget basis is consistent with the basis
of accounting, there is a greater chance of increasing the willingness to change and an
increase in the willingness to change means increasing the desirability to integrate the budget
basis with the accounting basis.

Surprisingly, the correlation analysis also suggests that budgeting and accounting consistency
is positively correlated with the form of government in the Netherlands. One potential
explanation is that, in the Netherlands, the coalition government is used to take into
consideration the standpoint of coalition partners and encourage consistency among their
needs. Therefore, the consistency among the elements of change (such as budgeting and
accounting systems) is likely more related to the nature of coalition government than single
government. This is perhaps true, as the test results of table 7.4.47 have not shown any
correlation between the budgeting and accounting consistency and the form of the
government in Egypt. Remember that the Egyptian government is a single government.

Whilst the budgeting and accounting consistency is positively correlated with only two factors
in the Netherlands, the test results of table 7.4.47 show a significant positive correlation
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between the budgeting and accounting consistency and the following seven factors in Egypt:
communication strategy, budgeting of adoption costs, professional and academic bodies
support, international financial support, legal provision, political commitment and
management culture change. The correlation results suggest that, unlike the developed
countries, the budgeting and accounting consistency in the developing countries is associated
with the support of several factors. It seems that the Egyptian respondents (unlike the Dutch
respondents) see that the budgeting and accounting consistency is not an easy task, rather, it is
an intricate process. The Egyptian respondents see that the budgeting and accounting
consistency requires support of the academic and professional bodies, since the adoption of
accrual accounting will require the effort of these bodies to consider the implication fur the
budgets and appropriations systems, as it is desirable to budget and appropriate on the same
basis. Furthermore, the respondents see that there should be enough financial means, whether
from the international community or from local resources, to manage the consistency process
between the budgeting and accounting system. In addition, these resources should be
budgeted for the whole change period in order to know the total resources required for
achieving the consistency process. There should also be communication efforts to show the
relation between the development of both accounting and budgeting systems, as they are
complementing each other. This should be in addition to the political commitment and the
enactment ofthe required laws and change of the management culture towards how the
managers can manage the new budget system and deal with cash and non-cash items.
-

Political commitment

It is interesting to note that the test results of table 7.4.46 show a significant positive
correlation between the political commitment and the management culture change in the
Netherlands. The correlation results suggest that the higher the political commitment, the
higher the change of management culture towards the reform process tends to be. This result
is in concordance with the experience of the earlier reformer countries. According to the New
Zealand experience, the political commitment for the reforms created a climate in which chief
executives saw little advantage in seeking to delay or impede the reforms, and instead worked
towards their successful implementation (Ball, 2001). While table 7.4.46 has shown a
significant positive correlation, table 7.4.47 did not show any correlation between political
commitment and management culture change in Egypt. This is not consistent with the
international experience since the political commitment in the developing countries is
essential for carrying out any change. One potential explanation for this result is that the
bureaucratic management is too close to the politicians in the developing countries to the
point that one can not differentiate their commitment from each other. In other words, once
the political commitment is provided, the bureaucratic commitment follows.

Another interesting point is the positive correlation between political commitment and coordination and consultation in the Netherlands. This result also suggests that the higher the
political commitment, the higher the co-ordination and consultation among and within the
governmental entities tends to be. One possible explanation is that the political commitment
can signal to managers of the governmental entities that the government is serious about the
implementation of the accounting changes, which in turn can also result in very little
resistance to change, and hence they will be serious about the co-ordination among and within
these entities and they will be ready to produce a unified accounting system. So if the political
commitment is not established early in the process, the co-ordination and consultation will
probably be very low. This may result in inability to overcome the emerging problems and in
wasting scarce resources.
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Surprisingly, the test results of table 7.4.46 show a significant negative correlation between
the political commitment and the professional and academic bodies support. This result
suggests that an increase in the political commitment is accompanied by a decrease in the
professional and academic body's support. This correlation is assumed to be accidental, and
hence inexplicable, as this result is not consistent with the experience of the earlier reformer
countries. The political commitment, in the UK, New Zealand and Australia, was one of the
main reasons behind the professional and academic bodies' support. In contrast, the test
results in Egypt (table 7.4.47) show a significant positive correlation between the political
commitment and professional and academic bodies' support, which is in concordance with the
international experience. Frankly speaking, the professional and academic bodies are more
enthusiastic for underpinning the accounting changes when they find that the politicians
support these changes.

Surprisingly, the results from table 7.4.46 show a significant negative correlation between the
political commitment and the international financial support in the Netherlands. The
correlation results suggest that an increase in the international financial support is
accompanied by a decrease of the political commitment. In fact, the opposite is quite true.
Similarly, this correlation is assumed to be accidental, and hence inexplicable.
In contrast, the test results of table 7.4.47 reveal that there is a significant positive correlation
between the political commitment and the international financial support in Egypt. The
correlation results suggest that the more the international financial support, the more the
political commitment in the developing countries. In fact, it seems that the correlation here
can be justified, as the international organizations, such as IMF and World Bank, have a more
direct impact on the politicians in the developing countries to carry out particular accounting
changes as a corollary of funds being provided (see also section B).

Finally, the test results of table 7.4.47 show a significant negative correlation between the
political commitment and the adoption and adaptation of private sector GAAP. This means
that the politicians pay less attention to what kind of accounting standards should be used in
the governmental accounting system, whether they are private sector GAAP, IPSAS or ESA.
So the politicians are not interested in the technical reforms, as it is frequently difficult to
bring non-specialists, such as politicians, to grasp the link between the innovation of
government accounting and budgeting systems and technical requirements. The negative
correlation between the political commitment and adoption and adaptation ofprivate sector
GAAP is due to the fact that accounting standards are highly technical and extremely complex
filed.
-

Legal provisions

The test results oftable 7.4.46 reveal that the legal provisions are positively correlated with
the management culture change and the willingness to change in the Netherlands. The
correlation results suggest that the shift from bureaucratic culture to the new public
management culture and increasing the staffmotivations, will, qualifications and conviction
about the benefits of the new system are associated with the legal provisions. A potential
explanation is that the legal provisions demonstrate to the bureaucracy, chief executives and
departments the strength ofthe government's commitment to implement the accounting
changes. This certainly increases the willingness of the bureaucracy and civil servants to
seriously reflect their readiness to change their attitude and behavior towards the reform
process instead of oppose it. In addition, the legal provisions can increase the understanding
and awareness ofbureaucracy of the nature and characteristics ofthe accounting changes. As
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such, the legal provisions provide an opportunity to know the purpose and philosophy of the
accounting changes as well as the technicalities.

In addition, the test results of table 7.4.47 indicate that there is a significant positive
correlation between the legal provisions and the professional and academic bodies support in
Egypt. This means that the legal provisions can make the professional and academic bodies in
the developing countries feel that the change process became serious, and that therefore, they
should also be serious regarding the proposing of accounting standards and procedures;
comment on the accounting standard proposals and supply recommendations; submittal of
professional consultancy; and development and designing of an accounting system consistent
with the public sector context.

Furthermore, the test results oftable 7.4.47 indicate that there is a significant positive
correlation between the legal provisions and the following factors: political commitment,
budgeting and accounting consistency and international financial support in Egypt. The
possible explanation of the positive correlation between the legal provisions and political
commitment is that the enactment of the required laws can exert more pressure on the
governing bodies to commit with and to underpin the movement towards the implementation
of the accounting changes. The same could happen to the senior and operational bodies, that is
to move towards the integration of budgeting and accounting system, which can justi fy the
positive correlation between the legal provisions and the budgeting and accounting
consistency. In addition, the positive correlation between the legal provisions and
international financial support can also bejustified in the developing countries. As a result of
funds being provided, the international organizations can exert
pressure not only on the
governing bodies but also on the legislative bodies in the developing countries to underpin the
accounting changes by providing the required legal provisions.

Surprisingly, the test results of table 7.4.47 reveal that the legal provisions are negatively
correlated with the bureaucracy support and the adoption and adaptation of private sector
GAAP in Egypt. This is assumed to be an accidental correlation, and hence inexplicable, as
this is not in concordance with the international experience, which has proved that legal
provisions can give signal to the bureaucracy that the government is seriously regarding the
reform process. As a corollary, the bureaucracy, who is accustomed to follow rules, will move
towards underpinning the accounting changes.
-

Management culture change

The most logical point is the positive correlation between management culture change
and
bureaucratic support in the Netherlands. This suggests that an increase in the management
culture change is accompanied by an increase in the bureaucratic support for the adoption of
accrual accounting in the central government. Of course, the change from the bureaucratic
system (which is characterized by focusing on a compliance with written rules and regulations
aimed at limiting discretion, it rewards compliance and creates incentives to avoid risk,
having little freedom and less accountability, and it is a highly centralized management
system) to a new public management system (which focuses on performance in terms of
efficiency and effectiveness rather than on compliance with rules and regulations, greater
confidence in market mechanism, and linking resources with results) will
require an
informative accounting system. Consequently, the support ofthe bureaucracy is more
associated with the change of the management culture.
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In addition, the test results of both tables 7.4.46 and 7.4.47 revealed that there is a significant
positive correlation between the management culture change and the budgeting of adoption
costs. Budgeting of adoption costs is vital in determining the financial resources required for
carrying out the accounting changes. In fact, a variety of skills is required to manage and
maintain a change to accrual accounting. Identification ofthese types ofrequired skills and
planning to ensure the availability of those skills demand a considerable amount of costs.
Budgeting of the adoption costs will give a full picture of the total financial resources that are
deemed to be necessary for securing the availability of those skills. So the positive correlation
here suggests that the more the management culture is changed, the more attention is paid by
civil servants part, in order to estimate the resources required and assist in overcoming the
future financial problems.

Another interesting point is the positive correlation between management culture change and
international financial support in Egypt. A potential explanation is that the international
organizations, through the resources provided to the developing countries, can also exert
pressure on the bureaucracy to move towards the reform process, by indirect way, through the
governing and legislative bodies. In addition, the international financial support can provide
the funds required for creating the right incentive system and for overcoming the resistance to
change.

B- factors that demonstrate particular/higher correlation
- Political commitment and international financial support (in Egypt): r =.666 and

n = 44%
The test results of table 7.4.47 reveal that the political commitment is positively correlated
with the international financial support in Egypt. The correlation results suggest that the
higher the international financial support, the higher the political commitment in the
developing countries is (Egypt) for performing the required accounting changes in the public
sector. In reality, this result is in concordance with the experience ofthe developing countries
that have carried out economic, accounting and budgeting reforms. Basically, most of these
countries had no intention of making these changes; rather, the international organizations
have demanded or imposed these changes as a condition for providing the financial support.
On the other hand, the political commitment in the developing countries arises due to the fact
that the international organizations follow-up the carrying out of these reforms through their
delegation groups. The politicians in turn support these changes in order to prove to the
international organizations that they like to be on the same line with the developed countries
and furthermore, with the hope to get more financial support for future reforms. In other
words, 44% of the existence of the political commitment for performing public sector
accounting changes in the developing countries (e.g. Egypt) is associated with the
international financial support.

Conclusion
The primary aim of this section is to find out to what extent the supporting factors are
correlated within the Netherlands and within Egypt. In the course ofthis section the following
results can be derived:
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- Firstly, the most positively correlated factors with each other and with the other factors in
the Netherlands are the communication strategy, management culture change, budgeting of
adoption costs, political commitment and willingness to change.
-Secondly, the most positively correlated factors in Egypt are the legal provisions, political
commitment, management culture change, budgeting and accounting consisten
cy,
international financial support and budgeting of
adoption cost.
- Thirdly, based on
the above-mentioned two conclusions, the correlation results confirm the
results obtained from the other statistical tests (paired
t-test) presented in the previous two
sections (7.4.3.2.1 and 7.4.3.2.2). For example, the most correlated supporting factors
with
each other and with the other factors in the Netherlands are similar to the ones earlier called
persuasion factors: communication strategy, willingness to change. Furthermo
re, the most
correlated supporting factors with each other and with the other factors in Egypt is similar
to
those earlier called imposing factors. legal provision
and political commitment.

-Fourthly.the most negatively correlated factor in Egypt is the adoption and adaptation of
private sector GAAP. Accordingly, the Egyptian respondents see that the adoption and
adaptation ofthe private sector GAAP is a technical process and not so related with the
other
factors, whereas, the most negatively correlated factor in the Netherlands is the international
financial support. Similarly, the Dutch respondents see that the Netherlands is a rich country
and the Dutch reforms are not relying on the financial support from the internatio
nal
community.
- Fifthly, the test results suggest that the role of the
communication strategy in carrying out
the accounting changes in the public sector of the developing countries has not been
recognized yet, whereas this role is well recognized in the developed
countries, as the
communication strategy is the most correlated factor with the other factors in the Netherlands.
This supports the earlier conclusion reached in section 7.4.3.2, which stated that the more
the
community is developed, the more the persuasio
n factors are appropriate for introducing
radical accounting changes.

- Sixthly, the role of the international organizations is well realized in the developing
countries, where the international financial support is positively correlated with legal
provision, political commitment, management culture change and budgeting and accounting
consistency in Egypt. This result suggests that as a consequence of the funds provided to the
developing countries, the international organizations can exert vigorous pressure on governing
and legislative bodies, in addition to bureaucracy, to carry out a particular accounting
and
budgeting change in the public sector.
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PART IV
Chapter 8

Summary and Recommendations
8.l introduction
The transition to accrual accounting has been the most notable reform of government
accounting in the last two decades for many countries. New Zealand was the first country to
adopt accrual accounting in the public sector as a whole (pursuant to Public Sector Act 1989)
and then soon followed by the New South Wales Government in Australia. Since then, the
transition to accrual accounting has become increasingly common amongst governments
around the world. However, public sector accrual accounting remains an under-researched
topic. Namely, government accounting reform has remained mostly like a black box. Yet, in
spite of the magnitude and consequences of the public sector accounting reform there has
been little sustained research into: in what way accrual accounting has successfully been
adopted in the public sector; what the related changes are; what kind of support it needs; to
what extent the accounting profession and academics can sustain the transition to accrual
accounting; the existence of collaborated factors behind the transition process; what factors
influenced the transition decision; what the transition problems are; what the procedures are
that can be used to overcome these transition problems; and the existence of striking
differences between the developed and developing countries concerning the transition barriers
and requirements of accrual accounting.

A preliminary analysis of the literature has revealed that although the current government
accounting literature provides some disparate explanations of the factors that can preclude or
support the transition to accrual accounting in the public sector, it provides no clear transition
framework within which to create climate fit for its introduction and to put it into practice.
Moreover, it provides no profound dealing with and tackling of the transition barriers. In
addition, up till now, no study has explored the significance of the differences of the
preclusion and supporting factors regarding the transition to accrual accounting in the public
sector, neither between the developed and developing countries nor within a developed or a
developing country. Furthermore, no study has explored the correlation among the preclusion
factors within a developed or a developing country, likewise among the supporting factors.
Accordingly, the purpose of this thesis is to develop a clear transition framework through the
development of a Basic Requirements Model for successful transition to accrual accounting in
the public sector of developed and developing countries and to get more insight into practical
problems and requirements of the transition to accrual accounting in the public sector of the
developed (e.g. the Netherlands) and developing (e.g. Egypt) countries through performing an
empirical study. Consequently, the research problem was formulated as follows:
How can an accrual accounting system (which can overcome the problems, drawbacks and
inadequacies that emerge from the use of cash basis in a government accounting system)
successfully be adopted to improve and develop the government accounting.
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In order to solve the research problem the following questions were raised:

Part 1.' Rationale underlying the transition to accrual accounting.
In order to research whether there are real reasons that can justify the transition from cash
accounting to accrual accounting, a comprehensive picture about users, user's needs, financial
reporting objectives, advantages and disadvantages of accrual accounting versus cash
accounting and main considerations ofthe adoption of accrual accounting in the public sector
has been given. This part is elaborated upon as follows:
/-1 To what extent does cash accounting provide effective information that can meet the
user's needs and lead to an effective management of government programs, activities and
for result assessment?
1-2 Can cash accounting be considered as an obstacle for developing the government
accounting?
/-3 To what extent can an accrual accounting system overcome the drawbacks and problems
o f cash accounting? In other words, what are the benefits of accrual accounting in the
public sector?
1-4 What are the costs, paradoxes and conflicts of accrual accounting in the public sector?
1-5 What are the main considerations for the adoption of accrual accounting in the public
sector?

Part 2: Transition problems and requirements
The results of part 1 have given rise to tackle and deduct the transition problems and
requirements of accrual accounting in the public sector ofboth developed and developing
countries. Consequently, this part is elaborated upon as follows:
2.1 What are the problems that preclude the transition to accrual accounting in the
public sector from the point of view of its practical and conceptual transition for
both developed and developing countries in general and for Egypt and the
Netherlands in particular?
2.2 What are the measures that can be used to overcome the under 2-1 identified problems?
2.3 What are the basic requirements that support and facilitate the successful transition to
accrual accounting in the public sector ofboth developed and developing countries?

Part 3: Empirical Study
The purpose of this study is to examine whether the deductive study (transition problems and
requirements) can empirically be confirmed and to get more insight into practical issues
regarding the transition process. Furthermore, we need to detect the significance of the
di fferences of the transition problems (preclusion factors) and requirements (supporting
factors) within each country apart (for the Netherlands and Egypt) and between the two
countries. While the preclusion and supporting factors are considered as independent
variables and the transition to accrual accounting is considered as dependent variable, the
independent variables themselves within each (country) group are likely not independent.
Therefore, it is necessary to take into account the correlation among the factors being tested
due to the fact that they come from the same (country) group. Therefore, the purpose of the
empirical study is threefold:
3.1 confirmation of the transition problems and requirements empirically. In addition, the
issue of whether the deductive study contains superfluous variables (candidates for
deletion) or whether it is incomplete (hence, require additional variables) will be
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investigated.
3.2 detection of the significance of the differences of the factors that preclude or facilitate
the transition to accrual accounting within each country apart (for the Netherlands and
Egypt) and between the two countries.
3.3 detection of whether there is a significant correlation among the preclusion factors within
each country apart and likewise, among the supporting factors.

A summary of the findings of the study and some concluding remarks are provided in this
chapter. Section 8.2.1 summarizes the results of the study presented in part I and II (chapters
2-6). Section 8.2.2 summarizes the findings of the empirical study (chapter 7). In section 8.3,
the recommendations for future research are presented. Finally, some concluding remarks are
presented in section 8.4.

8.2 Summary of the research results
8.2.1

Summary of the results derived in part I & II

Typification of current government accounting system
The transition methodology indicated (in the beginning of chapter 2) that the typification of
the old/current government accounting system has to be considered as a first step in any
transition process. The results of the typification ofboth the Netherlands and Egypt
government accounting systems have proved that this is more important in the public sector
where there are no clear-cut government accounting systems in the world like those we find in
the private sector. Most of the countries are using just labels for their governmental
accounting systems. For instance, the Netherlands uses Cameralistic accounting system and
Egypt uses Fund accounting system. However, the investigation of the details of the two
systems has revealed that the contents of the two systems are not consistent with the label. As
it has been seen in chapter 2, the Netherlands is still using the term "cameralistic accounting"
although the Dutch central government accounting system has lost the two basic
characteristics of the cameralistic accounting system. Where it is no longer single entry and it
is not pure cash accounting. Furthermore, even though the Egyptian government accounting
system is based on a fund basis, it is completely different from the fund accounting systems
used in the UK and USA. In addition, in part I the term: 'Traditional Government
Accounting" is mentioned many times although till now it is not precisely known: what does
this term mean?
- Is it the cameralistic accounting system (single-entry and cash)? Or
Is it the fund accounting system based on cash? Or
- Is it the governmental accounting system, which is based on other accounting bases than
accrual accounting? Or
- Is it the governmental accounting system that is used to carry out the traditional budget
(line item budget)?
- Or what? and
- What are the criteria that can be used to distinct the traditional governmental accounting
systems from the other systems?
Such fundamental questions, however, have not yet found a fully persuasive answer.
Besides, while it is stated that most of governmental accounting systems are cash-based, the
pure cash basis is almost nowhere used. Consequently, the typification and studying of the
current situation of the governmental accounting systems should not only be considered as a
first step in the transition process but it is a must in order to be well posted with the right
starting point.
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Suitability of government accounting

It has been hypothesized (chapter 3) (1) that the users and
their needs determine the objectives
of central government accounting and financial reporting, and (2) that
these objectives
determine the design of the
governmental accounting and financial reporting system that is
best suited for reporting the information required. These two hypothes
izes have required the
following steps. (1) identifying the users of financial informat
ion ofthe central government of
both the Netherlands and Egypt; (2) determining the user's
needs; (3) considering the
objectives of the governmental accounting and financial reporting; (4)
considering the budget
functions and the required financial information to satisfy these
functions; and (5) examining
the degree to which those objectives, the user's needs and the required
information for the
budget functions are met by different bases of accounting.
Reviewing of the earlier conducted studies with respect to the identifica
tion ofthe users in the
governmental sector has demonstrated that there is no unanimity about who the users of
governmental accounting and financial information are. Some studies have found that some
users are important enough to be included on the users list of
financial information (such as
NCGA, 1968) and other studies found that it does not seem necessary to include some users
as principal users of financial
information (such as: Anthony, 1978). It is also noticed that
most of those studies focused more on the external users of governmental
financial reporting
than the internal users. Their opinion was based on the fact that
those users have limited
authority, ability, or resources to obtain the information they want.
However, there are among
the external users mentioned by those studies some users who have
the authority and ability to
obtain whatever financial information they need such as the legislative
bodies, oversight
bodies and higher levels of government. In fact, it seems that the
earlier conducted studies did
not recognize the specific nature and context of the public sector that can distinctly
be
distinguished from the private sector. Unlike the private
sector, the legislative bodies,
oversight bodies and higher levels of government are the main users of the governme
ntal
accounting and financial reporting. On the other hand, those bodies have the authority
and
ability to obtain the information they want, as the legislative bodies have the right
to call out
any Minister to ask him about specific issues. Consequently, it is not wise to consider these
bodies as external users. Hence, there should be new distinction criteria
that can take into
consideration the specific context of the governme
ntal sector. The following criteria have
been suggested to classify the users in the governmental sector:
1- lack of authority, ability and resources to obtain in formation they want;
2- rely heavily on general-purpose financial
reports;
3- possess the authority and ability to obtain information they
want (in accordance with
legislation);
4- rely on special and general purpose financial reports; and
5- rely heavily on internal financial information.

Accordingly, the criteria 1 &2 can be used for the external
users, namely, the users who lack
the authority and ability to obtain the information they want and rely heavily
on general
purpose financial reports as important sources o f information.
Therefore, the investors and
creditors, resource providers, the public and special interest groups and agencies are the
clearest example for the external users. On the other
hand, criteria 3&4 can be used for what
we might call semi-external users (or semi-inter
nal). This means that the users who have the
authority and ability to obtain the information they want and rely on both special
and generalpurpose financial reports can be considered as semi-external users. Conseque
ntly,
the
legislative bodies, governing bodies and oversight bodies can be regarded
as semi-external
users. In addition, criteria 5 can be used for the internal users who
rely heavily on the internal
financial information. Consequently, the managem
ent is regarded as an internal user.
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In addition, it has been noticed that the users are not able to identify the information they
should be provided with and all of them are concentrating on the information, which is
currently provided pursuant to the applicable laws and regulations. It is also indicated that the
users can neither appreciate nor judge the importance of information that has not been
furnished yet. It has further been noticed that the users in the developed countries, as a result
of the democracy and development, require more information in comparison with the users in
the developed countries, especially about fiscal transparency. However, whether in the
developed or developing countries, the internal, semi-external and external users' needs are
no longer confined to cash flows and cash balances and of compliance with legislation, rules
and regulations. On the contrary, those needs are extended to comprise more significant and
valuable information, such as: how the financial and economic resources have been obtained
and used; whether these resources have been used in an efficient and effective way and in the
interest of both current and future generations; information about assets, liabilities, revenues
and expenses; information about cost services provided, cost effectiveness and performance in
terms of efficiency and effectiveness; information about the relationship between revenues,
expenses and changes in net worth; the performance ofthe management; the trade off
between the burdens of current and future taxpayers; the cost of governmental programs and
activities; how future contributions will be used; and the ability of the government to meet its
short- and long term liabilities and commitments.
Basically, the objectives of the governmental accounting and financial reporting should reflect
the users' needs. Otherwise the development of objectives becomes a sterile activity that can
not be justified. Accordingly, based on the users' needs, the objectives of the governmental
accounting and financial reporting have been identified. Logically, the next step is to design
the governmental accounting and financial reporting system that has to reflect those
objectives. In other words, the accounting standards and procedures or practices have to
follow logically from those objectives. In this respect, the accounting bases have been
reviewed to determine which accounting basis can meet the objectives and hence the users'
needs. After discussing the cash basis, modified cash basis, commitment basis, modified
accrual basis and full accrual basis, it has been concluded that the full accrual basis is the
most suitable basis for meeting the objectives of governmental accounting and financial
reporting. Thus, the objectives are valid only to the extent that they rejlect the users
information needs. Similarly, the accounting system in the governmental entities is valid only
to the extent that it rejlects the objectives of governmental accounting andjinancial reporting
system. Consequently, chapter 3 has resulted in deriving the following conclusions:

DWerent information needs for dijferent users;

DilTerent financial reporting objectives for diferent information needs; and
Dilferent accounting systems for dgerentfinancial reporting objectives.

Accrual versus cash accounting
It has been revealed (chapter 4) that the cash based-accounting system has many limitations
and does not provide effective information that can lead to effective management of
government programs and activities, and it can no longer fully serve the complex demands of
the public policy-makers. Furthermore, it can be considered together with the traditional
budget as one ofthe main obstacles ofthe innovation of the government accounting system.
However, the discussion of accrual accounting benefits has revealed that accrual accounting
can overcome the shortcomings of the cash-based accounting system as it is able to meet the
objectives of financial reporting and hence, the user's needs and it is serving well the complex
demands ofthe public policy makers. Namely, the shift from cash accounting to accrual
accounting offers important benefits such as: improving the financial reporting of the
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government; presentation of a full picture of the financial position of the government;
providing information on the total costs of the government's programs and activities; better
assets and liabilities management by the government; extending and improving the
performance measurements by the government; providing reliable measures for the fiscal
policy; improving the financial transparency; creating an opportunity to use and build cost
accounting systems in the government; assisting in developing the budget systems by the
government; and supporting the management changes by the government.
As a consequence of the discussion of the accrual accounting principles and the going concern
assumption, it could be inferred that the public sector and the private sector are not
sufficiently different to the extent that the notion of accrual accounting can be rejected.
Accrual basis of accounting recognizes transactions and events when the transactions or
events occur rather than when cash is paid or received. The financial statements under the
accrual basis disclose the total assets (include current and physical assets), total liabilities
(include short and long-term liabilities), net worth, revenues and expenses. Accordingly, the
measurement focus under the full accrual accounting is on the total economic resources.
Effectively, assets, liabilities, revenues and expenses arising from transactions and events
must be recognized in the financial statements when they have an economic impact on the
government, regardless of when the associated cash flows occur. Accrual accounting in the
public sector allows for the measurement of the total cost of providing services on an
aggregated basis and also allows for more accurate cost measurement of specific programs
and activities. The total costs include not only the cost of goods and services produced or
purchased and paid during the accounting period but also the cost of using long-lived assets
(e.g. depreciation and cost of capital) and other non-cash costs. Basically, accrual accounting
with its matching principle means that the actual cost will be recognized in the year in which
it occurs. In addition, in government, matching would be central to calculating
intergenerational equity, that is, there are sufficient revenues collected this period to cover all
costs, whether actual outlays or promised outlays. So accrual accounting with its matching
principle can be used to allow for the total costs of one period to be charged to the operating
statement in the period in which they are incurred and matched with the total revenues
(whether levied through the sovereign power or earned through the operation) related to the
same period. So in the context of lacking the direct link between the revenues and expenses,
the matching principle can be used in the public sector to show the surplus (or deficit) of

revenues over expenses. This is a useful measure of whether a government has managed to
meet current expenses from current revenues, and whether its net resource position has
increased or decreased. Thus, comparing revenues with total expenses helps in assessing the
inter-period net assets/equity (i.e. whether current revenues are sufficient to cover the costs of
programs and services provided in the current period).

Furthermore, it has been revealed that the accrual accounting postulation, which has been
considered for decades as an obstacle for its adoption in the public sector, such as going
concern, is more applicable to the public sector than the private sector. IFAC-IPSAS 1 has
argued that a governmental entity has a certain power or agreements that makes it more going
concern. IPSAS 1 stated that there may be circumstances where the usual going concern tests
of liquidity and solvency appear unfavorable, but other factors suggest that the entity is
nonetheless a going concern. For example:
- In assessing whether a government is a going concern, the power to levy rates or taxes
may enable some entities to be considered as a going concern even though they may
operate for extended periods with negative net assets/equity; and
For an individual entity, an assessment for its statement of financial position at the
reporting date may suggest that the going concern assumption is not appropriate.
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However, there may be a multi-year funding agreement, or other arrangements, in place
that will ensure the continued operation of the entity.

Yet, dealing with the main considerations (reasons) behind the adoption of accrual accounting
in the public sector has revealed that these considerations will make the developed countries
(e.g. the Netherlands) and the developing countries (e.g. Egypt) sooner or later to adopt the
accrual accounting basis in their public sector. Also the increasing of the international
experience of accrual accounting in government (see New Zealand, UK and Australia
experience) has revealed that di#lculties in getting accrual accounting adopted universaUy in
government are implementation problems, not matters ofprinciple. In addition, the ideas
underlying the New Zealand, UK and Australia reforms apply to any government, including
Egypt and the Netherlands. The experience of these countries has shown the extent to which
accounting, budgeting and financial-management reforms can successfully be implemented in
the public sector, provided that they are part of a well-designed system.

Transition problems
While the potential returns from the transition to accrual accounting are substantial, so too are
the consequences of the transition failure. Accordingly, chapter 5 has raised and dealt with the
key practical and conceptual transitional problems, in addition to the difficulties that can
emerge as a corollary of the transition to accrual accounting in the public sector. It is indicated
that the transition to accrual accounting in the public sector encounters a numbers of obstacles
and impediments that preclude the transition to accrual accounting in the public sector. These
are segregated into: (1) Practical transition problems: legal problems; cost of designing and
installing of a new accounting system; lack of accounting standards and practices that are
consistent with the public sector context; lack of qualified government accounting personnel;
resistance to change and the absence of the right incentive system; bureaucratic management
culture; lack of internal consistency; lack of external pressure; lack ofpolitical commitment;
lack of communication about the reform process; lack of information technology capacity;
and shortage of financial resources. (2) Conceptual transition problems: lack of profit motive;
identification and valuation of the existing physical assets; identification of a governmental
reporting entity and its boundaries; increasing of inflation rates which can create difficulties
regarding valuation of governmental assets and liabilities; and the ambiguity around some of
the accrual accounting principles and postulations that have given rise to a heavy debate about
how they can be applied to the public sector, such as:
- matching principle;

- realization principle; and
- going concern.
It has been demonstrated that both practical and conceptual transition problems have resulted
considerably in the government's lack of enthusiasm to pursue the development of accrual
accounting in the governmental sector. Furthermore, in the light of considering the difficulties
that can arise as a result of the transition to accrual accounting in the public sector, it is
inferred that in order to avoid the misinterpretation of the meaning of a reported deficit, the
governmental entities financial statements and the consolidated financial statements of the
whole of government should be prepared and presented on unified and consistent accounting
policies. Also it has been inferred that the assets definition and recognition criteria of assets
should be amended to take into consideration the nature and characteristics of the
governmental assets. Yet, it is revealed that most of these problems and difficulties are, to a
great extent, common for both developed and developing countries. In reality, this is due to
the fact that government accounting whether in the developed countries or in the developing
countries has not yet received the studies that it warrants, as the government accounting field
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was a vastly neglected area in both developed and
developing countries. In spite of the fact
that the last two decades have seen an increasing interest in the study of government
accounting and budgeting, there remains considerable scope for further work.

Transition requirements
It is indicated that the recognition of the transition problems in

an earlier step is substantial as
the transition problems can have a huge impact on the requirements of the transition process.
So based on the practical and conceptual transition problems which are presented in chapter 5,
in addition to the experience of the earlier reformer countries such as New
Zealand, UK and
Australia, an attempt was made (in chapter 6) to develop the Basic Requirements Model
(BRM) for successful transition to accrual accounting in the public sector. The basic
requirements model has revealed that the transition to accrual accounting needs collaboration
of a set of factors to create conditions appropriate for its introduction and to put it into
practice. The Basic Requirements Model has attempted to set out these factors which can
secure successful transition to accrual accounting in the
public sector. These factors (the basic
requirements) are reflected in the following equation:

AC (ps) = f (MCC + PBS + PAS + CS + WC +CC + BAC + SAI +ABC + ITC)
However, it has been demonstrated that the aforementioned basic requirements are essential
and critical for both developed and developing countries. In addition, the successful transition
to accrual accounting in the public sector of the developing countries has
required one more
basic requirement, which is the International Financial Support (IFS) Consequently, the
transition to accrual accounting in the developing countries
requires:

AC (ps) = f (MCC + PBS + PAS + CS + WC +CC + BAC+ SAI + ABC + ITC + IFS)
Where:
AC (ps) = Accounting Changes (transition to accrual accounting in the public sector (ps))
f
= function

MCC
PBS
PAS
CS

WC
eC

=

Management Culture Changes (internal management changes/ NPM);
= Political and Bureaucracy Support (both legislative and executive support);
= Professional and Academic (advisory) Support (in the accounting
field);
= Communication
Strategy (includes booklet, journal, conferences, seminars, etc);
= Willingness to Change
(staffmotivation, will, and training and qualification);
=

Consultation and Co-ordination (an essential step for central guidance

accounting change);

BAC

=

SAl

= Tackling of Specific Accounting Issues (assets identification and valuation,
assets register, reporting entity, opening balances,
etc.);

ABC

=

ITC

=

IFS

=

Budgeting of Adoption Costs (for the whole transition penod);

Accounting and Budgeting Consistency (integration);
Information Technology Capability; and
International Financial Support (for
developing countries).

Neglecting or not recognizing these factors, which are necessary to set up the initial steps
towards the establishment of accrual accounting in the public sector, will hold back
the
transition to accrual accounting in the public sector in any country whether it is a developed
or a developing country. The next figure provides the developed basic
requirements model for
successful transition to accrual accounting in the public sector ofboth
developed and
developing countries:
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Stimuli:
- Financial problems;
- Financial scandal;
- Corruption and fraud;
- Dominating doctrine
Economic crisis; and
-

- Change
agent.

Reform
Decision

Transition

Framework

Management
Culture

Consultation

Change

Co-ordination
(Central Guidance)

Bureaucracy
Support

&

Tackling of Specific
Accounting Issues:
- Assets identification
- Assets register
Reporting entity
- Opening balances, etc.

Budgeting
of Adoption
Costs

Simultaneously
&

Parallel

-

Professional &
Academic
(advisory)
Support

Political &

Information
Technology
Capability

V

International
Financial
Support (for
developing
countries)

Willingness

To Change

Communication
Strategy
Accounting and
Budgeting

Consistency

4
v
Overcoming of the Transition Barriers:
Legal barriers; Staff qualification; Bureaucratic
management culture; - Lack of internal consistency;
- Size ofjurisdiction.. etc.
-

-

-

Result:
Successful

Transition to
I Accrual
Accounting in the
Public Sector

i
Consequences: 1- Improving the financial reporting 2- Improving financial measurements
3- Presentation of financial position of government
4- Better assets and liabilities management.

Proposed cost elements: 1- System changes 2- staff training 3- Campaign cost
4- management involvement 5- identification and valuation asset cost.

4

Basic Requirements Model for successful transition to accrual accounting in the
public sector of the developed and developing countries.
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8.2.2 Findings of the empirical research
The identification of the transition problems and requirements (in part ID has raised the
following questions:
- to what extent are the transition problems (preclusion
factors) and requirements
(supporting factors) confirmed and investigated in the developed
(the Netherlands) and
developing (Egypt) countries?
what is the significance of the differences of the factors that preclude or support
the transition to accrual accounting between the two countries and within
each country
apart (for the Netherlands and Egypt)?
- to what extent are the preclusion factors correlated within each country apart and
likewise,
the supporting factors?

In order to be able to answer these questions, the empirical study
has been performed. The
data have been collected from the Netherlands and Egypt. The research community in the two
countries was the Ministry of Finance, central auditing organization, different
ministries,
agencies and academics. The respondents whether in the Netherlands or in Egypt were
accountants, financial managers, auditors, academics and chief executives.

8.2.2.1 Confirmation and investigation of the transition problems and requirements in the
two countries

Confirmation and investigation of the transition problems and requirements are based on the
interviews and questionnaire together.
A- Confirmation and investigation of the transition problems

Table 8.1 presents the empirical findings with respect to the confirmation ofthe transition
problems in the two countries. In other words, it presents whether the transition problems
have been confirmed in the Netherlands and Egypt or not.
- Confirmed means that the transition problem is confirmed either as a barrier or a problem.
- Not confirmed means that it is not confirmed either as a barrier or a problem.
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Table 8.1. Confirmation of the transition problems in the two countries

Transition problems
A- Practical transition problems
- Legal problems
- Cost of designing and installing of a new

The Netherlands

Egypt

Confirmed
Not confirmed

Confirmed
Confirmed

Confirmed
Confirmed

Confirmed
Confirmed

Confirmed

Confirmed

Confirmed
Confirmed
Confirmed
Confirmed
Confirmed

Confirmed
Confirmed
Confirmed
Confirmed
Confirmed

Confirmed
Not confirmed
Not confirmed

Confirmed
Not conformed
Confirmed

B- Conceptual Transition Problems
- Lack of profit motive.
Not confirmed
- Identification and valuing of the existed physical Confirmed

Not confirmed
Confirmed

accounting system.
- Lack of qualified accounting personnel.
- Lack of accounting standards and practices that
are consistent with the public sector context.
- Resistance to change and the absence of the right
incentive system.
- Bureaucratic
management culture.
- Organizational characteristics.
- Lack of external pressure.
- Political factors.
- Lack of communication about the reform
process.

of information technology capacity.
- The use ofthe traditional (line item) budget.
- Shortage of financial resources.
- Lack

assets.
- Matching principle.
- Realization

principle.
- Identification of governmental reporting entity.
Inflation (economic factor)

-

Confirmed
Confirmed
Confirmed
Not confirmed

Confirmed
Confirmed
Confirmed
Not confirmed

In connection with Luder's observations, what is not confirmed either as a barrier or a
problem is regarded as a deletion variable. So the deletion variables in the two countries are:
In the Netherlands:

- Cost of designing and installing a new accounting system;
- Lack ofprofit motive;
- Lack of financial resources;
- The use of the traditional budget; and
- Inflation rate.
In Egypt:

- Lack of profit motive;
- The use of the traditional budget; and
- Inflation rate.
In addition, the findings of survey have revealed new transition problems for both countries.
These problems are more derived from the questionnaire open questions and interviews. In
connection with Luder's observations, they can be considered as additional transition
problems. In Egypt, the survey has shown additional transition problems which we were not
able to derive from the experience of developed countries such as New Zealand, UK and
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Australia. These problems are more related to the prevailing bureaucratic, political and
socioeconomic environment in Egypt. On the other hand, in the Netherlands, the additional
transition problems have focused on technical problems that are associated with specific
accounting treatments. The additional transition problems in the two countries are
summarized as follows:
In Egypt:
the fear of the transparency and accountability;
the fear of the reform failure and its consequences;
- increasing the local and external debt and budget deficit;
inconsistency between the reform efforts and wages paid to the civil servants;
- no appreciation for the new accounting system from the governing and legislative bodies;
-

and
-

internal climate of the public sector.

In the Netherlands:
specific accounting problematic such as:
- forming and recognition of provisions ;
- forming of reserves;
- superannuation and pensions (General old ages pension of citizen (AOW)); and
- preparation of opening balances.
- Parliaments' fear of accumulation of capital deficit;
lack of conviction of accrual accounting system (is it a worth effort);
emotional feeling, accrual accounting is not applicable to governmental use; and
cultural elements.
B-

Confirmation and investigation of the transition requirements

Similarly, the following table presents the empirical findings regarding the confirmation of
the transition requirements in the two countries:
Table 8.2: Confirmation of the transition requirements in the two countries

Transition requirements
-

Political commitment

-

Bureaucratic support
- Form of government
- Professional and academic bodies support
- Adoption and adaptation of private sector

The Netherlands
Confirmed
Confirmed
Not confirmed
Confirmed
Confirmed

Confirmed
Confirrned
Not confirmed
Confirmed
Confirmed

Confirmed
Confirmed
Confirmed
Confirmed
Confirmed
Confirmed
Not confirmed
Confirmed

Confirmed
Confirrned
Confirmed
Confirmed
Confirmed
Confirmed
Confirmed
Confirmed

Egypt

GAAP
-

Communication strategy
- Willingness to change
Management culture change
Legal provision
- Co-ordination and consultation
- Budgeting of adoption costs
- International financial
support
- Budgeting and accounting consistency
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In connection with Luder's observations, the form of government and international financial
support are both regarded as deletion variables in the Netherlands and the form of government
is the only deletion variable in Egypt. In addition, the findings have also revealed additional
transition requirements. These requirements are, to some extent, similar in the two countries.

8.2.2.2 Detection of the significance of the dgferences of the transition problems
(preclusionfactors) and requirements (supporting factors) between and within the two
countries
In order to be able to detect the significance of the differences of the transition problems and
requirements between and within the two countries the t-test has been used. The t-testfor

independent samples is used to detect the significance of the differences of the transition
problems (preclusion factors) and requirements (supporting factors) and their influence on the
transition process between the two countries. In addition, the t-testforpaired samples has
been used to detect the significance of each factor (whether preclusion or supporting factors)
and its influence on the transition process in comparison with the other factors within each
country apart.

8.2.2.2.1 detection of the significance of the differences of the transition problems and
requirements between the two countries
A- detection of the significance of the dijferences of the transition problems between the two
countries
Based on chapter 5, questionnaires and section 7.3.1, a number of transition problems
(preclusion factors), which can preclude or negatively affect the transition to accrual
accounting in the public sector of the Netherlands and Egypt, have been identified and
compared between the two countries. These factors are summarized below:
- Legal Barriers;
- Financial Resources;
- Communication Barriers;

- Lack ofAccounting Standards;
- Political Factors;
- Bureaucratic Management Culture;
- Organizational Characteristics;
- Personnel Characteristics;
- Specific
accounting issues;
- Traditional
Budget Influence;
- Accrual
Accounting Principles;
- Accrual
Accounting Postulation;
- Lack of Profit Motive; and
- Economic Factor
(inflation).
Table 8.3 presents the test results for the significance and impact of the preclusion factors on
the transition to accrual accounting in the public sector between the Netherlands and Egypt.
The first nine factors are forming the practical transition problems and the last »efactors

areformingtheconceptualtransitionproblems .
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Table 83: Significance and impact of the prectusion factors on the transition to accrual
accounting in the public sector between the Netherlands and Egypt.

Implementation barriers

Country

Mean

1- Legal barrier

The Netherlands

2- Communication barriers

Egypt
The Netherlands

t value

p value

4- Lack of public sector

The Netherlands

accounting standards
5- Political factors

Egypt
The Netherlands

3.2037
3.8923
3.4630
3.2154
2.5463
3.0385
3.1852
4.0615
3.7963

Egypt

3.7969

-.004

.997

The Netherlands

3.4444
3.9692

-2.523

.013

-1.246

.215

-.172

.863

2.267

.025

4.201

.000

5.432

.000

3.108

.002

1.8308

-2.006

.047

2.4907
2.5007

-.105

.917

3- Financial resources

Egypt
The Netherlands

Egypt

6- Bureaucratic management
culture

7- Traditional budget influence
8- Organizational

characteristics
9- Personnel characteristics

10- Specific accounting issues

11- Accrual accounting
principles
12- Accrual accounting
postulations
13- Lack of profit motive

Egypt
The Netherlands
Egpt
The Netherlands
Egypt
The Netherlands
Egypt
The Netherlands
Egypt
The Netherlands
Egypt
The Netherlands
Egypt
The Netherlands
E Ypt

14- Inflation rate and its
The Netherlands
influence on assets valuation Egypt

-4.671

.000

1.264

.209

-3.343

.001

-4.517

.000

1.9736

2.2457
2.8981
2.9308
2.9167
2.5385
3.5880
3.0577
3.4562
2.9059
2.9338
2.5997
1.4815

Based on the previous table, the following five main conclusions have been reached.
Firstly,
the legal barriers, financial resources, lack of accounting standards and bureaucratic
management culture have a significant impact (as barriers to transition)
on the transition to
accrual accounting in the central government of Egypt in comparison with the Netherlands.
Secondly, unlike Egypt, the transition barriers in the Netherlands are more related to the
accounting problematic as the specific accounting issues, accrual accounting principles,
accrual accounting postulations and personnel characteristics
(which also include the lack of
qualified government accounting personnel) have a significant impact
(as barriers to
transition) on the transition to accrual accounting in the central government of the Netherlands

in comparison with Egypt.
Thirdly, both countries are considering the political factors (which encompass political
culture, political system, the role of Ministry of Finance, the lack of external pressure from
the executive and legislative bodies on the governmental entities to move into direction of the
transition to acctual accounting) a real barrier to transition.
Fourthly, both countries are considering the communication barriers and organizational
characteristics a problem rather than a barrier to transition. However, based on the mean

346

difference, the Dutch respondents are paying more aatention to the communication barriers in
comparison with the Egyptian respondents.
Fifthly, both countries are considering the lack of profit motive, traditional budget influence
and inflation neither a barrier to transition nor a problem. Consequently, these three factors
are candidates for deletion. This is in addition to the financial resources which are also
considered as candidate for deletion in the Netherlands.
B- detection of the significance of the dil»rences of the transition requirements (supporting

factors) between the two countries
Based on chapter 6, questionnaire and section 7.3.2, a numbers of factors (supporting
factors), which can facilitate and have a positive impact on the transition to accrual
accounting in the public sector of both developed (e.g., the Netherlands) and developing (e.g.,
Egypt) countries, have been identified and compared between the two countries:
-

Political Commitment;

-

Form of Government;
Professional and Academic Bodies Support;
Adoption and Adaptation of Private Sector GAAP;
Communication Strategy;
Willingness to Chance;
Management Culture Change;

Bureaucracy Support;

-

-

-

-

Legal Provisions;
Co-ordination and Consultation;
Budgeting of Adoption Cost;
International Financial Support; and
Budgeting and Accounting Consistency.

Table 8.4 presents the test results for the significance and impact of the supporting factors on
the transition to accrual accounting in the public sector between the Netherlands and Egypt.

347

Table 8.4: Significance and impact of the supporting factors on the transition to accrual
accounting in the public sector between the Netherlands and Egypt.
Implementation barriers
Mean
t value
Country
p value
1- Political commitment
The Netherlands
4.1852

Egypt
The Netherlands
Egypt
4- Professional and Academic The Netherlands
Bodies Support
Egypt
5- Adoption and Adaptation of The Netherlands
Private Sector GAAP
Egpt
6- Communication Strategy
The Netherlands
Egipt
7- Willingness to Change
The Netherlands
Egypt
The Netherlands
8- Management Culture

4.3923
3.9151
3.2828
2.9259
2.6032
3.3945
3.8760
3.8703
3.2020
4.3241
4.1385
4.0972
3.8846
4.0240

Change

Egypt

4.2352

9- Legal Provision

The Netherlands

Egypt
2- Bureaucracy Support;

The Netherlands

3- Form of Government

-1.731

.086

2.660

.009

1.658

.100

-3.754

.000

2.765

.007

2.067

.041

2.418

.017

-1.817

.072

-4.021

.000

2.055

.042

-1.388

.168

3.5077

-8.238

.000

4.2143
4.1978

.211

.833

11- Budgeting of Adoption
Cost
12- International Financial

Egypt
The Netherlands

4.0615
4.4251
4.1728
3.9462
3.7778

Egpt

3.9531

The Netherlands

1.8704

Support

Egypt

10- Co-ordination and
Consultation

Egypt
The Netherlands

13- Budgeting and Accounting The Netherlands
Consistency
Egypt

Based on table 8.4, the following results have been derived:
Firstly,the Dutch group has found that the bureaucracy support, adoption and adaptation of

pnvate sector GAAP, communication strategy, willingness to change and co-ordination and
consultation have a significant impact on the transition to accrual accounting in the Dutch
central government in comparison with the Egyptian group. Consequently, it can be
concluded that the developed countries (Dutch group) have perceived the significance of the
role that can be played by the bureaucracy (senior civil servants) in the transition process to
accrual accounting in the central government. Furthermore, the adoption o f private sector
GAAP (taking into consideration the required adaptation) can facilitate the reform process
through the flow of expertise from the private sector to the public
sector, both through the
consulting work required to develop a new accounting system and the recruitment of staff for
ongoing financial roles within governmental entities, and can assist in reducing the need for
government's technical support. In addition, the communication efforts, which ensure that
there should be widespread understanding ofthe nature of the new changes, are considered as
fundamentally important for the successful transition to accrual accounting. Also creating the
right incentive structure, training and qualifying the accounting personnel and co-ordination
among and within the governmental entities have all a significant impact on the transition
process from the standpoint of the developed countries in comparison with the developing
countries.
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Secondly, the Egyptian group has found that the professional and academic bodies support,
legal provisions and international financial support have a significant impact on the transition
to accrual accounting in the central government of Egypt in comparison with the Dutch group.
This in turn means that the developing countries (Egyptian group) are paying more attention
to the role that can be played by the professional and academic bodies due to the fact that they
do not produce their accounting standards, rather, they import them from the developed
countries. In addition, due to the fact that the bureaucracy in developing countries are used to
following rules and procedures, the legal provisions provide overwhelming support for the
transition process through making clear the purpose and philosophy of the changes.
Furthermore, the international financial support is considered a relevant factor for the
transition process. In reality, this is due to the lack of the national financial means in the
developing countries.
Thirdly, both groups have a similar view that the political commitment, management culture
change and accounting and budgeting consistency have an overwhelming impact on the
facilitation of the transition process to accrual accounting in the central government of both
countries. In terms ofmean scores, both groups had a mean score above 4, which in turn
means that both groups are entirely convinced by the significance of the role of these factors
in starting and accomplishment ofthe transition process. This is in concordance with the
international experience as the role of these factors were of fundamental importance in
facilitating the transition to accrual accounting whether in the developed countries such New
Zealand, UK, Sweden, Canada and Australia or in the developing countries such as Tanzania.
Fourthly, both groups have agreed on the importance of the budgeting of adoption costs. In
fact, budgeting of adoption costs is considered to be important for the developed countries on
the one hand and for the developing countries on the other hand. For the developed countries,
it is important to identify the yearly-required amounts for the adoption process in order to
determine the volume of the reform that should be carried out per year. For the developing
countries, the identification and budgeting ofthe adoption costs are significant in detennining
whether these countries have enough financial capacity to start the reform process or to delay
it for latter periods.

Fifthly, both groups have agreed that the form of government has no statistical significant
impact on the facilitation of the transition to accrual accounting. In addition, both countries
have considered it a deletion factor.

8.2.2.2.2 Detection of the significance of the dijIerences of the transition problems and
requirements (supporting factors) within the two countries apart

As it has previously been stated, the t-testforpaired samples has been used to detect the
significance of each factor (whether preclusion or supporting factors) and its influence on the
transition process in comparison with the other factors within each country apart.
A-

The significance of the dijferences of the transition problems (preclusionfactors) within
the two countries apart:

The test results have indicated that the significance of the preclusion factors and their
influence on the transition process within each country apart can be categorized into four
groups. Table 8.5 summarizes the four groups as follows:

349

Table 8.5: the Significance of the preclusion factors within each
country
Categorization of factors The Netherlands
Group I - Profound
impact factors:

- Political factors;
- Specific accounting issues;
- Communication
barriers;
- Accrual
accounting principles; and
- Bureaucratic
management culture.

Group 2- Very important
impact factors:

-

Legal barriers; and
- Lack of accounting standards.

Egypt

- Lack of accounting standards,
- Bureaucratic management
culture;
Legal barriers; and
- Political factors.

- Communication barriers;
- Specific accounting issues;
- Financial
resources;
Organizational characteristics;
and
- Accrual

Group 3- Important
impact factors:

Group 4- Deletion

factors:

- Accrual accounting postulation;
- Personnel characteristics; and
- Organizati
onal characteristics.

- Financial resources;
- Economic factor (inflation);
- Traditional
budget influence; and
- Lack of profit motive.

accounting principles.

- Accrual accounting postulation;
and

- Personnel characteristics.

- Economic factor (inflation);
- Traditional budget influence;
and

- Lack of profit motive.

Firstly, the findings have indicated that the categorization of the transition barriers within the
two countries is consistent with the prevailing circumstances and
degree of development of
each country. For example, the profound impact factors in the
Netherlands comprise the
factors that reflect the current situation in the Dutch central
government. This group
encompasses the specific accounting issues and accrual account
ing principles, which in turn
means that this group sheds light on the current accounting problematic
which is required to
be overcome from the Dutch respondent's
point of view such as:
- forming and recognition ofprovisions;

- forming of reserves;
- superannuation and pensions (General old ages pension of citizens
(AOW)); and
- preparation of opening balances.
This is in addition to the Parliaments' fear of accumulation of capital deficit.
Furthermore, the Dutch respondents as a developed community see that the lack of
communication efforts about the account
ing reform process is considered as a profuund
transition barrier. Actually, this is in concordance with the nature ofthe develop
ed
communities that like to be convinced by the feasibility and necessity of
any changes whether
they are accounting changes or others. In addition, the Dutch responde
nts agreed with the
Egyptian respondents on the importance of the political factors and bureaucratic
management
culture as real barriers to transition. On the other
hand, the profound impact group in Egypt
has focused more on the factors that are actually playing a fundam
ental role in precluding the
adoption of accrual accounting and carrying out of any change in
the developing countries.
This group comprises political factors, legal
barriers, bureaucratic management culture and
lack of accounting standards. In reality, the dictatorial or semi-dic
tatorial political systems,
conservative bureaucratic culture, fruitless
legal systems and inability of producing the
accounting standards, which take into account the public sector
context, are the most
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important factors that have impeded the performing of public sector reform in general and in
particular the accounting and budgeting reform in the developing countries.
Secondly, group 2, in Egypt, includes the factors that are considered as profound factors in the
Netherlands whereas it comprises in the Netherlands the factors which are considered as
profound factors in Egypt. In other words, Unlike the Netherlands, the specific accounting
problematic and communication barriers are considered as very important factors in Egypt
whereas the legal barriers and lack of accounting standards are considered as very important
factors in the Netherlands. This means that each country has given the second priority to the
factors that are considered to be very important according to the prevailing circumstances in
each country. Unlike the Netherlands, the financial resources and organizational
characteristics play a very important role in the preclusion of the adoption of accrual
accounting in Egypt.
71iirdly, group 3 has almost comprised the same factors in both countries. This means that
both the accrual accounting postulations and personnel characteristics have a similar impact
as an impediment of the adoption of accrual accounting in the public sector ofboth
developed and developing countries.
Fourthly, the respondents in both countries have agreed that the lack of profit motive,
traditional budget influence and inflation rates are considered as deletion factors. In other
words, these three factors have no or very little role in precluding the transition to accrual
accounting in the public sector of both developed and developing countries.
B- Significance of the transition requirements within each country apart:
The test results have indicated that the significance of the supporting factors and their
influence on the transition process within each country apart can be categorized into the
following groups. Table 8.6 summarizes these groups as follows:

Table 8.6: Significance of the supporting factors within each country
The Netherlands
Categorization of factors
Egypt
- Communication strategy;
- Legal provision;
Group I - Profound
- Political commitment; and
- Budgeting and accounting
Supporting Factors:

- Management culture change.
consistency;
- Political commitment; and
- Co-ordination and consultation.

Group 2- Very Important
Supporting Factors:

Group 3- Important Support
Factors:

- Willingness to change;
- Legal provision;
- Management culture change;
- Bureaucracy support; and
- Adoption and adaptation of
private sector GAAP.
- Budgeting of adoption costs;

- Budgeting and accounting
consistency; and
- Communication strategy.

and

- Co-ordination and consultation;

- Professional and academic
bodies support.

- Willingness to change; and
- Professional and academic

- Budgeting of adoption costs;

bodies support.

- International financial support;
- Bureaucracy support; and
- Adoption and adaptation
private sector GAAP.

Group 4 - Moderately
important supporting factors:
Group 5- Deletion Factors:

- Form of government; and
- International financial support.

- Form of government.
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At first glance, it can be seen that each community has ranked highly the factors that are most
consistent with its nature. For instance, the Dutch community, as a developed
community, has
given the top priority to the communication strategy which we might call persuasion
factor,
which in tum means that the democratic and developed community needs to be persuaded for
the significance of the new accounting changes and whether these changes can be justified or
not. In contrast, the Egyptian community, as a developing community, has given the top
priority to the legal provision and political commitment, which we might call imposing
factors. Consequently, one can conclude that the more developed a community is; the more
appropriate the persuasionfactor is for introducing radical accounting changes; and that the
more the community is developing, the more appropriate the imposing factor is for
introducing the radical accounting changes. Based on this conclusion, we can say that group 1
(profound supporting factors) is in concordance with the nature of the two
communities,
especially, since this group in the Netherlands comprises more persuasion factors than
imposing factors such as: communication strategy, co-ordination and consultation, budgeting
and accounting consistency. On the other hand, this group in Egypt encompasses only
imposing factors such as: legal provision, political commitment and management culture
change.

The second observation is that the persuasion factors came in the second group (very
important factor) in Egypt. This perhaps means that in the developing countries first impose
and second persuade. In contrast, the second group in the Netherlands comprises more
imposing factors, which in turn means first persuade and second impose.
The third observation is that the technical and financial requirements for the adoption of
accrual accounting (such as, the accounting standards, accounting
personnel, budgeting of
adoption costs, etc.) come in the third place after the two stages ofpersuasion and imposing
(or vice versa).
Fourthly, there is a consensus between the developed and developing countries that the
political commitment is fundamental, where group one in the two countries has comprised the
political commitment as a profound supporting factor. The political commitment is the only
factor that has been considered by the two countries (in groupl) as a profound supporting
factor.
Finally, while the form of government and the international financial support are considered
as deletion factors in the Netherlands, the form of government is the only factor that has been
considered as a candidate for deletion from the Egyptian respondent's
point of view, which in
turn means that the international financial support can play a considerable role in carrying out
the accounting changes in the public sector of the developing countries in comparison with

the developed countries.

8.2.2.2.3 Correlation among the transition barriers (preclusion factors) within both
countries, likewise the supporting factors

A- Correlation among the transition barriers (preclusion factors) within both countries

The correlation analysis has presented the following results: Firstly, the most positively
correlated factors with each other and with the other factors in the Netherlands are the
personnel characteristics, political factors, communication barriers, legal barriers and
bureaucratic management culture. In addition to the results obtained from the t-test,
the
correlation analyses have proved that the aforementioned factors have a
significant impact on
the transition to accrual accounting in the Dutch central government. Furthermore, the results
indicate that the impediment of the transition to accrual accounting in the Dutch central
government could be more related to the bureaucratic management culture than the lack of
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profit motive. Where the correlation results (table 7.4.36) indicate that there is

a

significant

negative correlation (r = ..509) between the bureaucratic management culture and the lack of
profit motive in the Netherlands. This means that the more the bureaucratic management
culture is perceived as a barrier to the transition, the less the role of the lack of profit motive is
perceived as an impediment.
Secondly, the most positively correlated factors with each other and with the other factors in
Egypt are the accrual accounting principles, lack of accounting standards, political factors,
financial resources, organizational characteristics, specific accounting issues and personnel
characteristics. Similar to the Netherlands, the above stated factors have a significant impact
on the transition to accrual accounting in the Egyptian central government. Furthermore, the
correlation analysis in Egypt (section B) has proved that 41% of the variance of the
organizational characteristics is associated with the variability in the personnel characteristics.

In other words, the test results indicate that 41 % of the lack of internal consistency within
and among the governmental entities in the developing countries is related to the resistance to
change, the lack of incentive systems and the lack of conviction about the benefits of the new
accounting system in comparison with the old system. In addition, 37% ofthe variance of the
personnel characteristics is associated with the variability of the lack of financial resources.
Similarly, the higher positive correlation between personnel characteristics and financial
resources shows to what extent the existence of personnel characteristics in the developing
countries is associated with the lack of financial resources. So it can be in ferred that 37 % of
the resistance to change and lack of adequate incentives systems is related to the lack of
financial resources in the developing countries.

Thirdly, it seems that the lack of profit motive is the most negatively correlated factor with a
great part of the other factors in both countries. This factor is negatively correlated with the
communication barriers, accrual accounting principles and bureaucratic management culture
in the Netherlands. Whereas it is negatively correlated with the lack of accounting standards,
political factors and organizational characteristics in Egypt. This in turn means that the higher
the role of these factors as barriers to transition, the lower the lack of profit motive tends to be
as a barrier to transition. So the correlation analysis therefore confirm the results obtained
from the other statistical tests, where the lack of profit motive is considered a candidate for
deletion.

B- Correlation among the transition requirements (supporting factors) within both countries:
As far as the correlation among supporting factors is concerned, the following results have
been derived:
Firstly, the most positively correlated factors with each other and with the other factors in the
Netherlands are the communication strategy, management culture change, budgeting of
adoption cost, political commitment and willingness to change.
Secondly, the most positively correlated factors in Egypt are the legal provisions, political
commitment, management culture change, budgeting and accounting consistency,
international financial support and budgeting of adoption cost.

Thirdly, based on the above-mentioned two conclusions, the correlation results are in
concordance with the results obtained from the other statistical tests (paired t-test) presented
in sections 7.4.3.2.1 and 7.4.3.2.2. For example, the most correlated supporting factors with
each other and with the other factors in the Netherlands are similar to those earlier called
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persuasion factors. communication strategy and willingness to change. Furthermore, the most
correlated supporting factors with each other and with the other factors in Egypt are similar to
those earlier called imposing factors: legal
provision and political commitment.

Fourthly, the most negatively
correlated factor in Egypt is the adoption and adaptation of
private sector GAAP. Accordingly, the Egyptian respondents see that the adoption and
adaptation of the private sector GAAP is a technical process and not so related with the other
factors. Whereas, the most negatively correlated factor in the Netherlands is the international
financial support. Similarly, the Dutch respondents see that the Netherlands is a rich country
and the Dutch accounting reform is not relying on the financial support from the international
community.

Fifthly. the test results suggest that the role of the communication strategy in carrying out the
accounting changes in the public sector of the developing countries has not yet been
recognized. Whereas this role is well recognized in the developed
countries, as the
communication strategy is the most correlated factor with the other factors in the Netherlands.
This supports the earlier derived conclusion, where stated that the more developed a
community is, the more appropriate the persuasion factors are for introducing radical

accounting changes.

Sixthly, the role of the international organizations is well realized in the developing countries,
where the international financial support is positively correlated with
legal provision, political
commitment, management culture change and budgeting and accounting consistency in
Egypt. This result suggests that as a consequence of the funds being provided to the
developing countries, the international organizations can exert vigorous pressure on governing
and legislative bodies, in addition to bureaucracy, to carry out a particular accounting and
budgeting change in the public sector.

8.3 Recommendations for future research
There are a number

of possibilities for future research that result from this research project:

First of all, this research project has attempted to develop a clear transition framework
through the development of a Basic Requirements Model by which the transition to accrual
accounting in the public sector of the developed and developing countries can be facilitated.
However, this transition framework will not solve or clearly decrease the diversity among
these countries regarding the transition process. So in order to increase the convergence and to
decrease the divergence among the developed and developing countries with respect to
transition process, it requires further research to develop a conceptual framework in
transferring accrual accounting concepts into public sector.
In addition, the research project has confined itself to consider the initial transition phase and
has left the other three phases: establishment phase, conversion
phase and testing phase.
Future research could address these three phases. For example, a future research is necessary
to consider the establishment phase in order to identify the technical implementation problems
and requirements and examine to what extent these problems and requirements are different
between the developed and developing countries.
Another example, future research is necessary to consider the conversion phase to determine
the conversion plan or steps as this phase aims at transferring data from cash to accrual

354

system. Therefore, this phase will provide a link for the transferring of data from the cash
system to the accrual system. So in which way can the conversion from cash to accrual
accounting be completed?
In addition, testing phase: it primarily aims at testing the workability of the accrual system in
the real world (after the accrual system is completed and the data is transferred from the old
system). In which way can the workability of accrual accounting in practice be tested? This is
in addition to considering the relationship among these three phases.

Furthermore, the empirical findings have been derived based on the current situation in the
Netherlands (as an example of the developed countries) and Egypt (as an example of the
developing countries). To what extent are these findings credible and valid for other
developed and developing countries? In fact, up till now we can not give a clear-cut answer.
Basically, this requires performing a similar research by choosing two other countries (one
developed and one developing country) and the derived findings of both researches can be
compared with each other. Then it could be said whether the findings are credible and valid
for other countries or not. So the replication of the study may result in additional insights and
may give rise to more conclusive findings.

In addition, the empirical study has been conducted at the central government level between
the two countries and not at the central and local level within the same country. Accordingly,
there is a need for further research to examine the empirical findings between the central and
local government within the same country. This also may result in additional insights and to
see to what extent the transition problems and requirements are convergent or divergent
between the central and local government within the same country.

Another potential research regards the public sector accounting standards. It has been inferred
that there is no consensus about which accounting standards (IPSAS or ESA or national
GAAP) can be used for the public sector. For instance, while the Dutch Ministry of Finance
has chosen the ESA as accounting standards for the central government, 70% of the Dutch
respondents have chosen the Dutch national GAAP. In addition, while 60% of the Egyptian
respondents were giving the precedence to the private sector GAAP, 39% of the respondents
have chosen the combination between the IPSAS and private sector GAAP. So the question
is: what are the most suitable accounting standards (whether IPSAS, or ESA or national
GAAP, or a combination between two of them) for the public sector? This issue entails
further research. In addition, to what extent are the public sector accounting standards
different in the developed countries in comparison with the developing countries? This is
another issue deserving to be researched.

An additional research issue regards the relationship between the New Public Management
and the public sector accounting reform. It has been emphasized that the transition to accrual
accounting is perhaps worthwhile in the context of adopting the New Public Management.
However, up till now the relationship between public sector accrual accounting and the new
public management has not been considered yet. In other words, it has not been made clear
how accrual accounting can underpin the new public management. Consequently, this
relationship needs to be researched and evaluated.
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8.4 Concluding remarks
-

The transition to accrual accounting in the public sector should not be seen only as a
technical change or implementation of a new accounting system but also as a culture
change, in the way public managers understand and use the financial information and in
how financial transactions are handled. In addition, accrual accounting should not be seen
simply as a year-end reporting requirement, because this focus would miss the valuable
contribution that accrual accounting could make to the management of resources. As
accrual accounting can be used to create a greater awareness for cost centre managers of
the resources used.

-

-

Furthermore, accrual accounting is one accounting system that may provide vital
managerial data in some circumstances while in others is an expensive irrelevancy.
Accordingly, any decision to adopt accrual accounting system needs to be based on
particular data needs of public managers and not purely on technical considerations.

Finally, the transition to accrual accounting should be seen as an integral part of wider
public management and budgeting system reforms and not as a separate event. It is
important to recognize the relationship between the public sector accounting reform and
the wider public management and budgeting reforms. In fact, it has been emphasized that
the change in accounting system should follow rather than lead more general public
management and budgeting reforms. Frankly speaking, accrual accounting can really
work in the governmental sector only ifparallel management and
budgeting reforms are

made, too. Should this not take place, the adoption of accrual accounting will not have
major effects on the performance ofthe governmental sector.
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APPENDIX TO CHAPTER 7

Appendix 7.1: pre-questionnaire (only for Egypt)
The aim of the following questions is to be well posted whether the respondents have enough
knowledge about the adoption of accrual accounting in the public sector.
1- Are you interested in or/and did you have experience with the public sector reform?

a- Yes

b- No
2- Does the public sector reform encompass?

a- Corporatization and privatization
b- Management changes
c- Accounting changes
d- specific sectors reform

e- All ofthem (a-d)
3- Do you have an idea about the countries that have already reformed their public sector?

a- Yes

b- No

If the answer Yes: please can you mention some of these countries.
a-

bC-

d-

4-

Does the adoption

of accrual accounting in the public sector belong to the public sector

reform?

a- Yes

b- No
5-

of accrual accounting in the public sector has more
than
disadvantages or vice versa?
advantages
Do you think that the adoption

a- More advantages than disadvantages
b- More disadvantages than advantages
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6- In connection with question 5, can you please mention some of these
advantages and
disadvantages?

a- advantages:

b- disadvantages:

7-

Do you think that there are factors that can preclude the adoption
the public sector?

of accrual accounting in

a- Yes

b- No

If the answer Yes:

please can you mention some

of these factors
a-

bC-

d-

8- Do you think that there are factors that can facilitate and support the adoption
accounting in the public sector?
a- Yes

b- No

lf the answer Yes: please can you mention some of these factors:
a-

bC-

d-
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of accrual

Appendix 7.2: Case study 1: The Netherlands
Questionnaire A:
The purpose of this questionnaire is to extract and to get more insight into the factors
(problems, obstacles and difficulties) that preclude (verhinderen/ belemmeren) the transition
to accrual accounting (Een baten-lastenstelsel) in the central government of the developed
countries (in this case: the Netherlands).The transition to accrual accounting in the central
government is defined in this case as governmental accounting innovations/changes/reform.
We would very much appreciate your assistance in answering the questions below.

A- Open and closed questions: (1-6)
1. The Netherlands has earlier attempted to adopt accrual accounting in the central
government, for example: Agencies (agentschappen), accordingly:
a) What kinds

of problems have encountered this attempt?
a-.
b-

C-.
d-

b) What are the measures that are used to overcome these
problems?
a-.

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

b-.

. . . . .

C-.

d..

2. Has the Dutch government benefited from or used
the experience of the earlier reformer countries such as
New Zealand, UK and Australia?

a. Yes
b. No

c. No idea
3.

a) If the Dutch government decided to implement accrual
accounting in the central government, would it prefer
a. IPSAS (see Definition List)
to use:
b. ESR

c. GAAP (Titel 9)
d. Combination between (a,b & c)

e. All of them

f. No idea
b) ) If the Dutch government decided to implement
accrual accounting in the central government, would
it prefer to implement it on:

a. All governmental entities
b. Part ofthe governmental entities
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4- Does the use of the line item budget (traditional/ input budget (see D.L.) influence the
implementation of accrual accounting in the central governrnent?
a. Yes
b. No

lf the answer Yes: is this influence

a. Positive
b. Negative
5- should there be a relationship between the basis on which the
budget is prepared and the basis of accounting utilized.
In other words, should one basis be used for both of them?

6-

a. Yes
b. No

As a result o f the existence differences between the central government and private sector:

A- Which of the following accrual accounting principles should be applied to the central
government.
1-

23456-

Matching principle
Consistency principle
Conservatism principle
Full disclosure principle
Materiality principle
Realization principle

B- Which of the following accrual accounting postulations should be applied to the
central government.
1- Going concern
2- Accounting entity (See D. L.)
3- Monetary measurement unit. (See
D.L.)

B. Propositions (7-2D

For each proposition below, please indicate whether you:
SD = Strongly Disagree
D = Disagree
U = Undecided

A = Agree
SA = Strongly Agree
7.

a) Intlexibility of the legal system (Government Accounts Act) SD
plays an essential role in creating transition barriers
()
regarding the transition to accrual accounting in
the central government.

b) The lack of legal pressure (see D.L.) could in part account for SD
the governing body's lack of enthusiasm to pursue
()
the development of accrual accounting in the
central government.
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D

U

A

SA

()

()

()

()

D
()

U
()

A

SA

()

()

SDDUA SA
8. In our country, the impediment ofthe transition to
accrual accounting in the central government is particularly ( ) ( )
() () ()
related to the scarcity of the qualified accounting personnel.
9. The implementation ofthe accrual accounting usually requires
some changes that entail additional processing costs, these
costs have been used as an argument by governmental entities
in an effort to oppose its implementation.

SD
()

D
()

U
()

A
()

A
10. a) The existence ofthe cost-expense-based budget will encourage SD D U
() () () ()
the governmental entities to introduce accrual accounting.
b) The successful introduction of accrual accounting in the
central government also involves the development of the
budgeting system to support it.

12. Prevalence

ofthe traditional bureaucratic model ofthe

management (traditional public administration system.
and the difficulties of changing the bureaucratic culture is
one of the main obstacles of the transition to accrual
accounting in the central government.

SA
()

SDDUASA
()

()

c) In connection with proposition b, VBTB (from policy budget SD D
() ()
to policy report) can be considered as a first step to
implement accrual accounting in the Dutch central government.
11. The lack ofprescribing of accounting standards, principles
and practices that are consistent with the context of the
governmental sector plays an essential role in precluding
the transition to accrual accounting in the central government.

SA
()

()

U
()

()

A
()

()

SA
()

SDDUA

SA

()

()

()

()

()

SDDUA

SA

()

()

()

()

()

13. If governmental entities do not aim at making profit, then
the transition to accrual accounting is unnecessary.

S D D U A
()

()

14. So long there is no external pressure from the governing,
legislative and oversight bodies on the governmental entities
to provide information from accrual based final accounts,
interest in working on the transition to accrual accounting

SD

D

()

()

SA

()

()

U

A

()

()

SA

()

()

will remain low.
15. In our country, the impediment of the transition to
accrual accounting in the central government is particularly
related to resistance to change and the absence of

SDDUA
()

()

SA

()

()

()

U

A

SA

the right incentive

SD D
16. a) The lack of internal consistency between the ministry of
finance and chief executives during the implementation
() ()
most
accrual
of
practical
accounting is one of the
process
problems that inhibits that implementation in the developed countries

()

()

()
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b) The decentralization of responsibility for changes of
accounting practices in the central government seems to
be an important organizational transition barrier.
17. In our country, the transition to accrual accounting is
especially related to the political commitment (Support).

of absence of the direct link between
revenues and expenses and hence the measurement of
the net income in the governmental sector, the implementation
of accrual accounting with its matching principle will
create a great confusion and distortion for the governmental
entities.

18. As a consequence

19. Since the diversity of government inflow sources requires

different realization points, the realization principle in
itsel f is an essential transition barrier.

20. Governments are not going concern, therefore the adoption
of accrual accounting in the central government
is not desirable.

SDDUA
SA
() () () () ()

SDDUA

SA

()

()

()

()

()

SDDUA

SA

()

()

()

()

()

SDDUA

SA

()

()

()

()

()

SDDUA

SA

()

()

()

()

()

21. a) As a result of increasing the inflation rates in most
of the developed countries, the transition to accrual
accounting in the central government will create severe
difficulties concerning the valuation of the assets and
liabilities within the governmental entities.

SDDUA

SA

()

()

b) Consequently, increasing the inflation rates will deter
the transition to accrual accounting.

SDDUA

SA

()

()

22. In reality, the problems and difficulties associated with
the identification and the valuation of the physical assets
in the central government have resulted in impediment of
the transition to accrual accounting.

SDDUA

SA

()

()

23 Currently there is no consensus about what entities and

transactions should be reflected in the financial reporting
of the government and where should the boundaries of the
government financial reporting entity be drawn. Consequently,
the identification of the government financial reporting entity
is one of the obstacles of the transition to accrual accounting
in the central government.

()

()

()

()

()

()

()

()

()

SDDUA

SA

()

()

()

()

()

24. In fact, the lack of financial resources has undermined
SDDUA
the ability of the Netherlands to implement accrual accounting ( )
( )
()
( )
in the central government.
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SA
( )

SA

25. The lack of communication about the accounting changes
process results in delaying or impeding the transition to
accrual accounting in the governmental
entities.

SDDUA

26. Under full accrual accounting all significant assets
should be recognized. Therefore, the question is :
How far should the recognition of governmental
assets (resources) go under full accrual accounting?.
This question in itself is one of the main transition
problems to accrual accounting in the central government.

SDDUA

SA

()

()

()

()

()

()

()

()

()

27. In fact, the lack ofthe assets register in the central government SD D U A
() () ()
can not be considered as a transition barrier.
()
()

()

SA

c. Open and closed questions
preclude the transition to
28. a) Are there other problems, obstacles and difficulties that can
accrual accounting in the central government of the Netherlands ?
a. Yes
b. No

If the answer Yes:
b) Please mention these problems and difficulties.
a.

b.
C.

d.
e.
f.

g.

h.
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Questionnaire B:
The purpose of this questionnaire is to extract and to get more insight into the factors that can
facilitate and support the transition to accrual accounting (Een baten-lastenstelsel) in the
central government of the Netherlands. The transition to accrual accounting in the central
government is defined in this case as governmental accounting innovations/changes/reform.
We would very much appreciate your assistance in answering the questions below.

A- Closed questions (1-7)
1-

is there a relationship between the adoption of accrual
accounting in the central government and the use of
the New Public Management (NPM)?

lf the answer is Yes: is this relationship

a. Yes
b. No

a. Strong

b. Weak

2- are the accounting changes and the management
changes in the public sector isolated processes?

a. Yes
b. No

3- Can accrual accounting successfully be adopted
in the central government without the availability
of the adequate legal provisions.

a. Yes

4- the transition to accrual accounting in the central
government is strongly related to the support of:

a- Politician
b. Bureaucracy
c. Parliament
d. All of them (a-c)
e. Non of them

b. No

f Two of them
5- Can the private sector GAAP be applied to the central
government without further adaptation?

a. Yes

b. No

6- Which of the following bodies can back the transition to accrual accounting in the central
government.
a- Central accounting agencies;
b- Treasury;
c. National audit bureau;
d. Interest group; (See D.L.)

e. Academics
f. Professional and regulatory bodies;

g. IFAC;
h. All of them (a-g).

7- In connection with the question 6, how do you rate the role
of the above-chosen bodies in backing the transition
to accrual accounting in the central government.
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a. Fundamental
b. Very important
c. Important
d. Not important

B- Propositions (8-15)
For each proposition below, please indicate whether you:
SD = Strongly Disagree
D = Disagree
U = Undecided

A = Agree
SA = Strongly Agree

SDDUASA

8- a) The more correspondent the public administrators'
()
culture is with the culture upon which the governmental
accounting system is premised, the more easily change occurs.

b) The accounting change in the governmental
sector requires parallel change in the traditional
public administration system (bureaucracy model),
in particular at departmental level.

9- a) The form of the government, whether it is a unitary
government or a coalition, can influence the adoption
process of accrual accounting in the central government.

()

()

()

()

SDDUA
()

()

()

SA

()

S D D U A

()

SA

()

()

SDDUA
any
b) It is desirable to obtain the enactment of the laws for
()
() ()
substantial accounting reforms that have to be put into practice. ( )

SA

tion
c) There is a positive relationship between the implementa
of accrual accounting and the leadership of the Minister
of Finance and other key ministers involved in fiscal policy

()

()

SD

D

()

()

()

U
()

A
()

()

SA
()

and public administration.

d) the possibility of the transition to accrual accounting
is more related to the commitment of the bureaucracy
than political.
10- a) The professional and academic bodies' support can play
an essential role in facilitating the transition to accrual
accounting in the central government.

b) The role of the professional and academic bodies is
more important in developing countries than that
of the developed countries.
11- a) There is a positive relationship between changing
the civil servants' behavior towards the accounting
change process and the successful transition to
accrual accounting.

SDDUA
()

()

()

()

SDDUA
()

()

()

()

SDDUA

SA
()

SA
()

SA
()

()

()

()

()

SD

D

U

A

SA

()

()

()

()

()
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b) Getting civil servants to change their behavior requires
well designed communication efforts.

SDDUA

SA

()

()

c) There is a positive relationship between carrying
out the accounting changes and the dissemination of the
objectives and requirements of the accounting change process.

SDDUA

SA

()

()

12- a) In fact, the need for training of the accounting personnel

should be considered as part of the decision to introduce
accrual accounting in the central government.

b) the implementation of accrual accounting is positively
related to the will ofthe staff that is required to implement it.

()

()

()

()

()

()

SDDUA

SA

()

()

()

()

()

SDDUA
()

()

()

()

c) In general, the civil servants are not against change,
SDDUA
but this depends on to what extent their position could
() () () ()
positively or negatively be affected through the change process.
13- a) The lack of co-ordination between the governmental entities
that will implement accrual accounting will to a great extent
impede that implementation.

b) There is a positive relationship between the consultation
(by treasury) of the governmental entities, which are well
acquainted with their own problems and constraints,
and the transition to accrual accounting.

SD

()

D

()

U

()

()

()

c) One ofthe most successful ways to adopt accrual
SDDUA
accounting in the central government is to be imposed on
() () () ()
the governmental entities without consultation or co-ordination.

SA

()

()
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()

SDDUA

SA

()

()

()

()

()

SDDUA
SA
support. ( ) ( ) ( ) ( ) ( )

16- What are the other factors that can facilitate and support the transition to accrual
accounting in the central government of the Netherlands?

C-

A
SA
() ()

()

B- Open questions

d

SA
()

SA

15- The transition to accrual accounting in the developed
countries is heavily related to the international financial

a-

()

SDDUA

14- Budgeting o f the adoption costs is critical in determining
the volume of the financing required for the transition
process and will assist in overcoming the future financial
problems.

b-

SA

Appendix 7.3: Case study 2: EGYPT

Questionnaire A:
The purpose of this questionnaire is to extract and to get more insight into the factors
(problems, obstacles and difficulties) that preclude the transition to accrual accounting in the
central government of the developing countries (in this case: Egypt). The transition to accrual
accounting in the central government is defined in this case as governmental accounting
innovations/changes/reform. We would very much appreciate your assistance in answering
the questions below.

A- Open and closed questions: (1-6)
1. Are there earlier or current attempts to adopt accrual
accounting in the central government of Egypt?

a. Yes
b. No

Ifthe answer yes:
a) What kinds

ofproblems have encountered this attempt?
a-

........

bC-

d-

b) What are the measures that are used to overcome these
problems?
a-

bC-

d-

2. Has the Egyptian government benefited from or used
the experience of the earlier reformer countries such as
New Zealand, UK and Australia?

a. Yes
b. No

c. No idea

Ifthe Egyptian government decided to implement accrual
accounting in the central government, would it prefer
a. IPSAS
to use:
b. ESR

3. a)

c. GAAP
d. Combination between (a,b & c)
e. All of them
f. No idea.

b) If the Egyptian government decided to implement
accrual accounting in the central government, would
a. All governmental entities
it prefer to implement it on:
b. Part ofthe governmental entities
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4- Does the use of the line item budget (traditional/ input budget (see D.L.) influence the
implementation of accrual accounting in the central government?
a. Yes
b. No

If the answer Yes: is this influence
a. Positive

b. Negative

5- Should there be a relationship between the basis on which the
budget is prepared and the basis of accounting utilized.
In other words, should one basis be used for both of them?

a. Yes

b. No

6- As a result of the existence differences between the central government and private sector:

C- Which of the following accrual accounting principles should be applied to the central
government.
1-

Matching principle

2- Consistency principle
3- Conservatism principle

4- Full disclosure principle
5-

Materiality principle

6- Realization principle

D- Which of the following accrual accounting postulations should be applied to the
central government.
1- Going concern
2- Accounting entity (See D. L.)
3- Monetary measurement unit.

B. Propositions (7-27)
For each proposition below, please indicate whether you:
SD = Strongly Disagree
D = Disagree
U = Undecided

A = Agree
SA = Strongly Agree

7. a) Inflexibility of the legal system (Government Accounts Act) SD D
plays an essential role in creating transition barriers
() ()
regarding the transition to accrual accounting in

U A
() ()

SA
()

the central government.

b) The lack of legal pressure could in part account for
the governing body's lack of enthusiasm to pursue
the development of accrual accounting in the
central government.
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SDDUA

SA

()

()

()

()

()

8. In our country, the impediment of the transition to accrual
accounting in the central government is particularly
related to the scarcity of the qualified accounting personnel.

SD

D

U

A

()

()

()

()

()

D

U

A

SA

SD
9. The implementation of accrual accounting usually requires
()
some changes that entail additional processing costs, these
costs have been used as an argument by governmental entities
in an effort to oppose its implementation.

()

10. a) The existence ofthe cost-expense-based budget will encourage SD D
the governmental entities to introduce accrual accounting.
() ()

b) The successful introduction of accrual accounting in the
central government also involves the development ofthe
budgeting system to support it.
11. The lack ofprescribing of accounting standards, principles
and practices that are consistent with the context of the
governmental sector plays an essential role in precluding
the transition to accrual accounting in the central government.
12. Prevalence

ofthe traditional bureaucratic model of the

management (traditional public administration system
and the di fficulties of changing the bureaucratic culture is
one of the main obstacles ofthe transition to accrual
accounting in the central government.

()

SA

()

()

SA
U A
() () ()

SD

D

U

A

()

()

()

()

SA
()

SDDUA

SA

()

()

()

()

()

SDDUA

SA

()

()

()

()

()

13. If governmental entities do not aim at making profit, then
the adoption of accrual accounting is unnecessary.

SDDUA

SA

()

()

14. So long there is no external pressure from the governing,
legislative and oversight bodies on the governmental entities
to provide information from accrual based final accounts,
interest in working on the transition to accrual accounting

SDDUA

SA

()

()

()

SD

D

U

A

SA

()

()

()

()

()

()

()

()

()

()

will remain low.
15. In our country, impediments ofthe transition to accrual
accounting in the central government is particularly
related to resistance to change and the absence of
the right incentive

SDDUA
16. a) The lack of internal consistency between the ministry of
finance and chief executives during the implementation
() () () ()
process of accrual accounting is one of the most practical
problems that inhibits that implementation in the developing countries
b) The decentralization of responsibility for changes of
accounting practices in the central government seems to
be an important organizational transition barrier.

SA
()

SDDUA

SA

()

()

()

()

()
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17. In our country, the transition to accrual accounting is
especially related to the political commitment (Support).

18. As a consequence of absence of the direct link between
revenues and expenses and hence the measurement of
the net income in the governmental sector, the adoption
of accrual accounting with its matching principle will
create a great confusion and distortion for the
governmental
entities.
18. Since the diversity

of government inflow sources requires
different realization points, the realization principle in
itsel f is an essential transition barrier.

20. Governments are not going concern, therefore the adoption
of accrual accounting in the central government
is not desirable.

SDDUA

SA

()

()

()

()

()

SDDUA

SA

()

()

()

()

()

SDDUA

SA

()

()

()

()

()

SDDUA

SA

()

()

()

()

()

a result of increasing the inflation rates in most
ofthe developed countries, the transition to accrual
accounting in the central government will create severe
difficulties concerning the valuation ofthe assets and
liabilities within the governmental entities.

SDDUA

SA

()

()

b) Consequently, increasing the inflation rates will deter
the transition to accrual accounting.

SDDUA

SA

()

()

21. a) As

22. In reality, the problems and difficulties associated with
the identification and the valuation of the physical assets
in the central government have resulted in impediment of
the transition to accrual accounting.

23 Currently there is no consensus about what entities and

()

()

()

()

()

()

SDDUA

SA

()

()

()

()

()

SDDUA

transactions should be reflected in the financial reporting
()
of the government and where should the boundaries ofthe
government financial reporting entity be drawn. Consequently,
the identification of the government financial reporting entity
is one of the obstacles of the transition to accrual accounting
in the central government.

()

()

()

SA
()

24. In fact, the lack of financial resources has undermined
the ability of Egypt to implement accrual accounting
in the central government.

SDDUA

SA

()

()

25. The lack of communication about the accounting
changes
process (see D. L.) results in delaying or impeding the
transition to accrual accounting in the governmental
entities.

SDDUA

SA

()

()
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()

()

()

()

()

()

26. Under full accrual accounting all significant assets
should be recognized. Therefore, the question is :
How far should the recognition of governmental
assets (resources) go under full accrual accounting?.
This question in itself is one of the main transition
problems to accrual accounting in the central government.

SD

D

U

A

SA

()

()

()

()

()

27. In fact, the lack ofthe assets register in the central government SD D
can not be considered as a transition barrier.
()
()

U A
() ()

SA
()

c. Open and closed questions
28. a) Are there other problems, obstacles and difficulties that can preclude the transition to
accrual accounting in the central government of the Egypt ?

a. Yes
b. No

If the answer Yes:
b) Please mention these problems and difficulties.
a.

b.
C.

d.
e.
f.

g.

h.
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Questionnaire B:
The purpose of this questionnaire is to extract and to get more insight into the
factors that can
facilitate and support the transition to accrual accounting in the central government of
Egypt.
The transition to accrual accounting in the central government is defined in this case
as
governmental accounting innovations/changes/reform. We would very much
appreciate your
assistance in answering the questions below.

A- Closed questions (1-7)
1-

is there a relationship between the adoption of accrual
accounting in the central government and the use of
the New Public Management (NPM)?

a. Yes

b. No

If the answer is Yes: is this relationship

a. Strong
b. Weak

2- are the accounting changes and the managem
ent
changes in the public sector isolated processes?

a. Yes
b. No

3- Can accrual accounting successfully be
adopted
in the central government without the availability
of the adequate legal provisions.

a. Yes
b. No

4- the transition to accrual accounting in the central
government is strongly related to the support of:

a- Politician
b. Bureaucracy
c. Parliament

d. All ofthem (a, b & c)
e. Non of them

f. Two of them
5- Can the private sector GAAP be applied to the central
government without further adaptation?
6-

a. Yes
b. No

Which of the following bodies can back the transition to accrual accounting in the
central
government.
c- Central accounting agencies;

e. Academics

d-

f. Professional

Treasury;

c. National audit bureau;
d. Interest group; (See D.L.)

and regulatory bodies;

g. IFAC;
h. All ofthem (a-g).

7- In connection with the question 6, how do you rate the role
ofthe above-chosen bodies in backing the transition to
accrual accounting in the central government.
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a. Fundamental
b. Very important

c. Important
d. Not important

B- Propositions (8-15)
For each proposition below, please indicate whether you:
SD = Strongly Disagree
D = Disagree
U = Undecided

A = Agree
SA = Strongly Agree

SDDUA
8- a) The more correspondent the public administrators'
governmental
the
upon
which
the
culture
culture is with
() () () ()
accounting system is premised, the more easily change occurs.
b) The accounting change in the governmental
sector requires parallel change in the traditional
public administration system (bureaucracy model),
in particular at departmental level.
9-

SA
()

SDDUA

SA

()

()

()

()

()

SDDUA

SA

()

()

()

()

()

SD
b) It is desirable to obtain the enactment of the laws for any
substantial accounting reforms that have to be put into practice ( )

D

U

A

SA

()

()

a) The form of the government, whether it is a unitary
government or a coalition, can influence the adoption

process

of accrual accounting in the central government.

c) There is a positive relationship between the implementation SD
of accrual accounting and the leadership of the Minister
()
of Finance and other key ministers involved in fiscal policy
and public administration.

D
()

()

()

U A
SA
() () ()

d) the possibility of the transition to accrual accounting
is more related to the commitment of the bureaucracy
than political.

SDDUA

SA

()

()

10- a)The professional and academic bodies' support can play

SDDUA

SA

()

()

an essential role in facilitating the transition to
accrual accounting in the central government.

b) The role of the professional and academic bodies is
more important in developing countries than that
of the developed countries.
11- a) There is a positive relationship between changing
the civil servants' behavior towards the accounting
change process and the successful transition to
accrual accounting.

()

()

()

()

()

()

SDDUA

SA

()

()

()

()

()

SDDUA

SA

()

()

()

()

()
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b) Getting civil servants to change their behavior requires
well designed communication efforts.

SDDUA

SA

()

()

()

c) There is a positive relationship between carrying
SDDUA
out the accounting changes and the dissemination of the
() () () ()
objectives and requirements of the accounting change process.

SA

12- a) In fact, the need for training of the accounting personnel
should be considered as part of the decision to introduce
accrual accounting in the central government.

b) the implementation of accrual accounting is positively
related to the will of the staff that is required to implement it.

()

()

()

SDDUA

SA

()

()

()

()

()

SDDUA
()

()

()

SA

()

()

c) In general, the civil servants are not against change,
SDDUA
but this depends on to what extent their position could
() () () ()
positively or negatively be affected through the change process.

SA

13- a) The lack of co-ordination between the governmental entities SD
D
U
A
that will implement accrual accounting will to a great extent
() () () ()
impede that implementation

b) There is a positive relationship between the consultation
(by treasury) ofthe governmental entities, which are well
acquainted with their own problems and constraints,
and the transition to accrual accounting.

()

SA

()

SDDUA
SA
() () () () ()

c) One of the most successful ways to adopt accrual
SDDUA
SA
accounting in the central government is to be imposed on
() ()
() () ()
the governmental entities without consultation or co-ordination.

ofthe adoption costs is critical in determining
the volume of financing required for the transition
process and will assist in overcoming the future financial
problems.

14- Budgeting

15- The transition to accrual accounting in the developing
countries is heavily related to the international financial

SD
()

SD
support. ( )

D
()

U

A

SA

()

()

()

D U A SA
() () () ()

B- Open questions
16- What are the other factors that can facilitate and support the transition to accrual
accounting in the central government of Egypt?
a-

bC-

d-
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Samenvatting (Summary in Dutch)
De omschakeling naar Accrual Accounting in de Publieke Sector van
Ontwikkelde en Ontwikkelingslanden: Problemen en Voorwaarden
Theoretische en Empirisch Studie
1.1 1nleiding

Voor veel landen is de omschakeling naar accrual accounting (baten-en
lastenstelsel) de meest
in het oog springende verandering op het gebied van government
accounting in de afgelopen
twee decennia. Nieuw Zeeland was het eerste land dat voor de gehele publieke sector
overstapte op accrual accounting (voor de Public Sector Act 1989) en werd daarin gevolgd
door de regering van New South Wales Government in Australie. Sindsdien is de
overgang
naar accrual accounting meer en meer gebruikelijk geworden voor overheden over al ter
wereld. Toch heeft er nog niet veel onderzoek plaatsgevon
den naar het gebied van de accrual
accounting binnen de publieke sector. Veranderingen aan de government accounting doen dan
ook sterk denken aan een 'black box'. Ondanks de omvang
en de consequenties van de
hervorming van de public sector accounting is er weinig diepgaand onderzoek gedaan naar:
op welke wijze accrual accounting succesvol is geimplementeerd in de publieke sector, welke
veranderingen dit tot gevolg heeft gehad; welke ondersteuning hierbij nodig is; in hoeverre
accountants en academici in staat zijn het implementatieproces te
ondersteunen; de onderlinge
samenhang tussen de verschillende factoren van het implementatieproces; welke factoren van
invloed zijn bij de implementatiebeslissing; welke problemen er bestaan bij de implementatie;
welke procedures gebruikt kunnen worden om deze problemen het hoofd te
bieden; en het
bestaan van opvallende verschillen tussen ontwikkelde en ontwikkelingslanden met
betrekking tot de overgangsproblemen en voorwaarden van accrual accounting.
Een voorlopige analyse van de literatuur heeft
uitgewezen dat hoewel de recente
literatuur over government accounting uiteenlopende verklaringen
geeft voor factoren die de
overgang naar accrual accounting in de publieke sector hinderen of stimuleren, maar geeft
geen duidelijk implementatieschema waarbinnen hetjuiste klimaat kan worden geschapen
voor de introductie en toepassing van accrual accounting. Voorts geeft de literatuur geen
diepgravende behandeling van de problemen die kunnen ontstaan bij de introductie van
accrual accounting en ook niet van eventuele oplossing
en. Daarboven heeft tot op heden geen
enkel onderzoek zich bezig gehouden met het belang
van het verschil van de belemmerende
en bevorderende factoren met betrekking tot de overgang naar accrual accounting
binnen de
publieke sector tussen ontwikkelde en ontwikkelingslanden onderling of binnen een bepaald
ontwikkeld o f ontwikkelingsland. Voorts is er nog geen onderzoek
gedaan naar het verband
tussen de belemmerende factoren binnen een ontwikkeld of een ontwikkelingsland en
hetzelfde geldt voor de bevorderende factoren. Naar
aanleiding van het bovenstaande heeft de
voorliggende studie als doel om een duidelijk implementatiekader te ontwikkelen door het
opstellen van een Basic Requirements Model voor de succesvolle implementatie van accrual
accounting binnen de publieke sector van ontwikkelde en ontwikkelingslanden. Daarnaast
streeft deze studie ernaar om door het uitvoeren van een empirisch onderzoek meer inzicht
te
verschaffen in de praktische problemen en voorwaarden voor de
implementatie van accrual
accounting in de publieke sector van ontwikkelde landen (bijvoorbeeld Nederland) en
ontwikkelingslanden (bijvoorbeeld Egypte). Als gevolg hiervan luidt de centrale
probleemstelling als volgt:
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Hoe kan een systeem van accrual accounting (dat de problemen, nadelen en
tekortkomingen die optreden als gevolig van government accounting op kasbasis, kan
wegnemen) succesvol worden geimplementeerd met als doel om de government accounting
te verbeteren en te ontwikkelen.
Ter beantwoording van deze probleemstelling komen de volgende onderzoeksvragen aan de
orde:

Deel 1: De ratio van de overgang naar accrual accounting.
Om te kunnen onderzoeken of er substantiele redenen zijn om over te gaan van cash
accounting naar accrual accounting dient een omvattend inzicht te bestaan met betrekking tot
de gebruikers, de behoeften van de gebruikers, de doelstellingen van de financiele
verslaggeving, de voor - en nadelen van accrual accounting ten opzichte van cash accounting
en de belangrijkste beweegredenen voor de publieke sector om over te gaan op accrual
accounting. Dit deel van de voorliggende studie wordt uitgewerkt in de volgende deelvragen:
1-6 In hoeverre verschaft cash accounting adequate informatie die voldoet aan de behoeften
van de gebruiker en in hoeverre kan cash accounting worden gebruikt voor een effectieve
aansturing van overheidsprogramma's en activiteiten alsmede voor de beoordeling van de
resultaten hiervan?
1-7 Kan cash accounting worden beschouwd als een obstakel voor de ontwikkeling van

government accounting?
1-8 In hoeverre kan een accrual accounting systeem een oplossing zijn voor de nadelen en
problemen van cash accounting? Of anders geformuleerd: welke voordelen heeft het
gebruik van accrual accounting voor de publieke sector?
1-9 Welke kosten, tegenstrijdigheden en conflicten zijn het gevolg van de toepassing van
accrual accounting in de publieke sector?
1-10 Wat zijn de belangrijkste overwegingen om accrual accounting toe te gaan passen in
de government accounting?

Deel 2: Overgangsproblemen en voorwaarden
De onderzoeksresultaten van deel 1 maken het mogelijk om vast te stellen welke
overgangsproblemen en voorwaarden zich voordoen bij de introductie van accrual accounting
in de publieke sector in zowel ontwikkelde - als ontwikkelingslanden. Bijgevolg wordt deel 2
van deze studie opgebouwd rond de volgende deelvragen:
2.1 Welke problemen, zowel met betrekking tot de praktische als de conceptuele
implementatie, staan eraan in de weg dat in de publieke sector wordt overgestapt op accrual
accounting, 66n en ander vanuit het gezichtspunt van zowel de ontwikkelde als de
ontwikkelingslanden in het bijzonder Nederland en Egypte ?
2.2 Welke oplossingen kunnen worden gevonden voor de onder 2.1 gevonden problemen?
2.3 Wat zijn de basisvoorwaarden waaraan voldaan moet zijn om een succesvolle overgang
naar accrual accounting in de publieke sector mogelijk te maken in zowel ontwikkelde als

ontwikkelingslanden?

Deel 3: Empirisch onderzoek
Het doel van voorliggende studie is om te onderzoeken ofde overgangsproblemen en
voorwaarden zoals die zijn gevonden in het voorgaande deel van het onderzoek empirisch
kunnen worden bevestigd en om meer inzicht te verkrijgen in de praktische problemen van
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het overgangsproces. Voorts stelt dit onderzoek zich ten doel om inzicht te verschaffen in het
belang van de verschillende overgangsproblemen en voorwaarden per land afzonderlijk
beschouwd en om het belang van deze factoren te vergelijken tussen Nederland en Egypte.
Hoewel de belemmerende en bevorderende factoren worden beschouwd als
onafhankelijke
variabelen en de overgang naar accrual accounting wordt gezien als een
afhankelijke
variabele, zijn de onafhankelijke variabelen binnen iedere (land)groep waarschijnlijk niet
onafhankelijk. Deze constatering maakt het noodzakelijk om de correlatie tussen de getoetste
factoren vast te stellen. Als gevolg hiervan heeft het empirische onderzoek drie doelen:
3.1 Een empirische bevestiging van de overgangsproblemen en voorwaarden.
Daarop

voortbouwend wordt onderzocht ofhet identificerend onderzoek overbodige variabelen bevat
(kandidaten om verwijderd te worden) dan wel onvolledig is (of anders geformuleerd, de
toevoeging van nieuwe variabelen verlangt).
3.2 Bepaling van het belang van de verschillen binnen ieder afzonderlijk land (Nederland en
Egypte) en in vergelijking tussen de twee landen met betrekking tot de factoren die de
overgang naar accrual accounting tegenwerken dan wel positief beYnvloeden.
3.3 Vast te stellen of er een significante correlatie bestaat tussen de belemmerende factoren
binnen ieder land afzonderlijk en tussen de ondersteunende factoren.

1.2 Samenvatting van de onderzoeksresultaten
1.2.1 Samenvatting van de resultaten van deel I en II

Beschrijving van het hedendaagse government accounting systeem:
Uit de overgangsmethodologie zoals aangegeven in het begin van hoofdstuk 2 blijkt dat het

noodzakelijk is om als eerste stap in ieder overgangsproces een beschrijving te maken van het
oude/huidige government accounting systeem. Uit het resultaat van de beschrijving van het
government accounting systeem van zowel Nederland als Egypte is duidelijk naar voren
gekomen dat het opstellen van een dergelijke beschrijving voor de publieke sector van groot
belang is omdat er geen duidelijk omschreven government accounting systeem bestaat, zoals
dat wel bestaat in de private sector. In feite gebruiken veel landen
aanduidingen voor hun
accounting systemen die eigenlijk niet passen bij de inhoud ervan. Zo gebruikt Nederland
bijvoorbeeld een kameralistisch accounting systeem en gebruikt Egypte een fund accounting
systeem. Uit een gedetailleerd onderzoek van beide systemen blijkt echter dat de inhoud van
de genoemde systemen niet aansluit bij de benaming van die
systemen. Zo bleek in hoofdstuk
2 dat Nederland nog altijd de term 'kameralistische boekhouding' gebruikt
terwijl het
accounting systeem van de Nederlandse centrale overheid inmiddels niet meer voldoet aan de
twee basiskarakteristieken van de kameralistische boekhouding:
er is geen sprake meer van
enkelvoudige boekingen en ook niet van een volledige boekhouding op kasbasis. Voorts bleek
dat het Egyptische accounting systeem weliswaar is gebaseerd op fund basis maar dat
systeem
desondanks zeer sterk afwijkt van het systeem van fund accounting zoals dat wordt
gebruikt
in het Verenigd Koninkrijk en in de USA. Daarboven wordt in deel I de term "Traditional
Government Accounting" verschillende malen genoemd terwijl tot op heden niet precies
duidelijk is wat deze term inhoudt.
Is dit een kameralistisch accounting systeem (enkelvoudig en kasbasis)? Of
- Is het een fund accounting systeem gebaseerd op kasstromen? Of
- Is het een governmental accounting systeem, dat gebaseerd is op een andere basis dan
accrual accounting? Of
- Is het governmental accounting dat gebruikt wordt voor de traditionele begroting (line
item begroting)?
-
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Of wat? en

-

Wat zijn de criteria die kunnen worden gebruikt om het traditionele systeem van

governmental accounting te kunnen onderscheiden van andere systemen?
Dergelijke fundamentele vragen zijn tot op heden nog niet op volledig bevredigende wijze
beantwoord. Daarnaast geldt dat een volledig op kasbasis gebaseerd governmental accounting
Hierdoor
systeem vrijwel nergens meer wordt gebruiki hoewel vaak anders wordt gesteld.
governmental
tegenwoordige
beschrijving
maken
van
de
noodzakelijk
om
te
een
wordt het
accounting systemen. Dit is niet slechts de eerste stap in het transformatieproces maar het is
een voorwaarde om een juist startpunt voor dit proces te vinden.

Geschiktheld van government accounting
In deze studie wordt verondersteld (hoofdstuk 3) dat 1) de gebruikers en hun wensen de
doelstelling van de government accounting op centraal niveau en de financial reporting
bepalen, 2) en dat deze doelstellingen bepalend zijn voor de opbouw van de governmental
accounting en het financial reporting systeem. Deze twee veronderstellingen leiden
noodzakelijkerwijs tot de volgende stappen: (1) het identificeren van de gebruikers van de
financiele informatie op het niveau van de centrale overheid van zowel Nederland als Egypte,
(2) het vaststellen van de behoeften van de gebruikers; (3) het vaststellen van de
doelstellingen van de governmental accounting en de financial reporting; (4) het vaststellen
van de begrotingsfuncties, en het identificeren van de op basis van deze doelstellingen
benodigde financiele informatie; (5) en het onderzoeken in hoeverre aan deze doelstellingen,
de behoeften van de gebruikers en de vereiste informatie voor de begrotingsfuncties kan
worden voldaan door de verschillende accountingstelsels.
Een studie van de bestaande literatuur betreffende de identificatie van de gebruikers
bij de overheid, heeft duidelijk gemaakt dat er geen overeenstemming bestaat over de vraag
wie de gebruikers zijn van de governmental accounting en financiele informatie . In een aantal
onderzoeken komt naar voren dat sommige gebruikers belangrijk genoeg zijn om te worden
opgenomen op de lijst van gebruikers van financiele informatie (zoals NCGA, 1968) en
andere onderzoeken concluderen dat het niet noodzakelijk lijkt om bepaalde gebruikers op te
nemen als de belangrijkste gebruikers van financiele informatie (bijvoorbeeld: Anthony,
1978). Hierbij wordt opgemerkt dat dergelijke onderzoeken zich vooral richten op de externe
gebruikers van de financiele verslaggeving van de overheid en minder op de interne
gebruikers van dergelijke informatie. Hierdoor waren de conclusies van dergelijke
onderzoeken mede gebaseerd op de constatering dat dergelijke gebruikers slecht beperkte
bevoegdheden en mogelijkheden hebben om de gewenste informatie te verlaijgen.
Desalnietemin hebben sommige van dergelijke externe gebruikers wel degelijk de
bevoegdheden en mogelijkheden om de gewenste informatie te verkrijgen, zoals wetgevende
en toezichthoudende organen en hogere onderdelen van de overheid. Deze oudere studies

lijken geen rekening te houden met de bijzonderheden die de publieke sector duidelijk
onderscheiden van de private sector. In tegenstelling tot de publieke sector zijn wetgevende en toezichthoudende organen en de hogere niveaus van de overheid de belangrijkste
gebruikers van de governmental accounting and financial reporting. Aan de andere kant
hebben dergelijke organen de mogelijkheid om de door hen gewenste informatie te verkrijgen
omdat dergelijke wetgevende organen het recht hebben om iedere minister te verzoeken
inlichtingen te verschaffen over specifieke vragen. Hierdoor is het niet geheel juist om
dergelijke organen te zien als externe gebruikers. Dit maakt het noodzakelijk om te komen tot
nieuwe onderscheidende criteria die rekening houden met de specifieke context van de
overheidssector. Hiertoe wordt voorgesteld om de volgende criteria te gebruiken om de
gebruikers in de overheidssector te classificeren:
1- een tekort aan mogelijkheden om de gewenste informatie te verkrijgen;
2- in grote mate afhankelijk van algemene financiele verslaggeving;
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3- bezit de mogelijkheid om alle gewenste informatie te verkrijgen (in overeenstemming met
de wetgeving);
4- afhankelijk van specifieke en algemene financiele verslaggeving; en
5- in grote mate afhankelijk van interne financiele verslaggeving.
Criteria 1 en 2 kunnen worden gebruikt voor externe gebruikers, namelijk de gebruikers die
niet de mogelijkheid hebben om de door hen gewenste in formatie af te dwingen en in grote
mate afhanke'Uk zijn van algemene financitle verslaggeving als belangrijkste bron van
informatie. Investeerders en schuldeisers, resource providers, het publiek en special interest
groups zijn de belangrijkste voorbeelden van dergelijke externe gebruikers.
Aan de andere kant kunnen criterium 3 en 4 worden gebruikt voor de zogenoemde semiexterne gebruikers (semi interne gebruikers). Dit houdt in dat gebruikers die de bevoegdheid
en de mogelijkheid hebben om wenselijke informatie te verkrijgen en die gebruik kunnen
maken van specifieke en algemene informatie, kunnen worden beschouwd als semi-externe
gebruikers. Bijgevolg kunnen wetgevende en overheidslichamen en toezichthoudende
organen worden beschouwd als semi-externe gebruikers. Criterium 5 wordt gebruikt voor
gebruikers die in belangrijke mate kunnen beschikken over interne financiele informatie.
Bijgevolg kan het management worden beschouwd als een interne gebruiker. Daarboven is
gebleken dat de gebruikers niet in staat zijn om vast te stellen welke informatie aan hen ter
hand moet worden gesteld en daarom richten deze gebruikers zich op de informatie die
momenteel aan hen wordt verstrekt op basis van de toepasselijke wetgeving. Opgemerkt kan
worden dat gebruikers niet kunnen beoordelen wat het belang is van informatie die nog niet
aan hen ter beschikking is gesteld. Voorts kan worden geconcludeerd dat, met name op het
gebied van fiscale transparantie, in ontwikkelde landen meer informatie wordt gevraagd dan
in ontwikkelingslanden, dit als gevolg van de democratie en de ontwikkeling van de
eerstgenoemde landen. Desondanks beperken de behoeften van interne -, semi-externe en
externe gebruikers in de ontwikkelde noch in de onderontwikkelde landen zich niet langer tot
informatie op cash flow basis zoals die wordt vereist door wetgeving, regels en voorschriften.
Deze behoeften strekken zich thans uit naar belangrijkere en waardevollere informatie zoals:
hoe zijn de financi*le en economische bronnen verkregen en gebruikt; of deze bronnen
efficient en effectiefzijn aangewend op een wijze die overeenkomt met de belangen van de
huidige en toekomstige generaties; informatie over bezittingen en schulden, baten en lasten;
informatie over de kosten van aan het publiek verleende diensten, de effectiviteit van de
gemaakte kosten gemeten naar efficientie en effectiviteit; informatie over de verhouding
tussen baten, lasten en de veranderingen van de netto waarde; de prestatiemeting van het
management; de afruil tussen de lasten voor de huidige en de toekomstige belastingbetalers;
de kosten van de programma's en de activiteiten van de overheid; hoe toekomstige inkomsten
zullen worden gebruikt en de mogelijkheden van de overheid om aan hun korte - en lange
termijn verplichtingen te kunnen voldoen. In essentie komt het erop neer dat de government
accounting en financi6le rapportage dient aan te sluiten bij de behoeften van de gebruikers
van de verstrekte informatie. Anders wordt het vaststellen van doelstellingen een steriele
activiteit zonder rechtvaardiging. Op basis van deze behoeften zijn de doelstellingen van de
government accounting en de financiele verslaggeving geYdentificeerd. De logische
vervolgstap is dan om een governmental accounting - en rapporting systeem te ontwikkelen
dat aan de genoemde doelstellingen kan voldoen. Anders geformuleerd: de accounting
standaards en procedures moeten de genoemde doelstellingen weerspiegelen.
Als gevolg hiervan zijn de accountingstelsels onderzocht om vast te stellen welk van deze
bases voldoen aan de gestelde doelstellingen en aan de behoeften van de gebruikers.
Nadat de kasbasis, modified cash basis, verplichtingenstelsel, modified accrual basis and full
accrual basis, zijn onderzocht kan worden geconcludeerd dat een systeem dat volledig is
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gebaseerd op accrual accounting het best aansluit bij de doelstellingen van governmental

accounting en financiele verslaggeving.
Conclusie: de doelstellingen zijn alleen valide in zoverre deze een weerspiegeling vormen van
de behoeften van de gebruikers en het accounting systeem van de overheidsorganen is alleen
valide in zoverre dat het de doelstellingen weerspiegelt van de government accounting en de

financiale verslaggeving.
Uit hoofdstuk 3 kunnen de volgende conclusies worden getrokken:
Verschillende gebruikers hebben verschillende informatiebehoeften;
Voor verschillende informatiebehoeften bestaan verschillende doelstellingen met betrekking
tot de financial reporting; en
Voor verschillende doelstellingen voor de financial reporting bestaan verschillende
accounting systemen.

Accrual versus cash accounting
In hoofdstuk 4 is gebleken dat een cash based-accounting systeem vele beperkingen heeft en
niet de juiste informatie verschaft om te komen tot een effectieve aansturing van
overheidsprogramma's en - activiteiten, en dat dit systeem niet langer kan voldoen aan de
complexe behoeften van de beleidsmakers. Voorts kan dit systeem, samen met de traditionele
begroting, worden beschouwd als een van de belangrijkste obstakels voor de innovatie van het
government accounting systeem. Uit de beschouwingen over de voordelen van accrual
accounting is naar voren gekomen dat dit systeem de nadelen kan wegnemen die verbonden
zijn aan het cash-based accounting systeem. Dit systeem is wet in staat om te voldoen aan de
doelstellingen van de financiele verslaggeving en aan de doelstellingen van de gebruikers en
het voldoet eveneens aan de complexe informatiebehoeften van de beleidsmakers. Hieruit
volgt dat bij de discussie over de principes van accrual accounting en de going-concern
veronderstelling aangenomen kan worden dat de publieke en de private sector niet zover van
elkaar verschillen dat de toepassing van accrual accounting kan worden verworpen. Uit
hoofdstuk 4 is gebleken dat de postulaten van accrual accounting, die decennia lang werden
gezien als obstakels voor de toepassing van accrual accounting in de publieke sector,
bijvoorbeeld de going-concernveronderstelling, meer van toepassing zijn op de publieke dan
op de private sector. IFAC-IPSAS 1 heeft gesteld dat een overheidslichaam bepaalde
karakteristieken heeft waardoor in versterkte mate kan worden gesproken van een going
concern. IPSAS stelt dat er omstandigheden kunnen zijn waarin de gebruikelijke maatstaven
van liquiditeit en solvabiliteit een ongunstig beeld kunnen geven maar dat er andere factoren
kunnen zijn die aangegeven dat het lichaam desondanks kan worden gezien als een going
concern. Bijvoorbeeld:
Bij de beoordeling of een overheid een going concern is, kan de macht om belastingen te
heffen bepaalde lichamen bestempelen als een going concern zelfs indien deze lichamen
lange tijd werken met een negatief vermogen; en
- Het is mogelijk dan een beoordeling van de financiele positie op de vervaldatum voor een
individueel lichaam tot de conclusie leidt dat niet kan worden uitgegaan van een going
concern. In dergelijke gevallen is het mogelijk dat het bestaan van meeijarige
bekostigingsovereenkomsten desondanks borg staan voor een langdurige continuering van
de bedrijfshandelingen.

Uit het onderzoek van de belangrijkste overwegingen (redenen) voor het implementeren van
accrual accounting in de publieke sector kan worden geconcludeerd dat deze overwegingen er
vroeger of later toe zullen leiden dat ontwikkelde landen (bijv. Nederland) en
ontwikkelingslanden (bijv. Egypte) zullen overstappen op accrual accounting in de publieke
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sector. Voorts hebben de internationale ervaringen met het gebruik van accrual accounting bij

de overheid (bijv. Nieuw Zeeland en Australi8) aangetoond dat deproblemen met het
implementeren van accural accounting in de overheidssector implementatieproblemen zijn en
geen principiele problemen. Daarboven geldt dat de gedachten achter de hervormingen in
Nieuw Zeeland, het Verenigd Koninkrijk en Australi8 ook van toepassing zijn op iedere
overheid, inclusief Egypte en Nederland. De ervaringen in deze landen hebben aangetoond in
hoeverre hervormingen op het gebied van accounting, begroting en financial-management
succesvol kunnen worden doorgevoerd in de publieke sector, onder de voorwaarde dat deze
deel uit maken van een goed opgezet systeem.

Overgangsproblemen
De potentiele opbrengsten van de overgang naar accrual accounting zijn zeer groot maar
hetzelfde geldt voor de gevolgen van een mislukte overgang. Daarom behandelt hoofdstuk 5
de belangrijkste praktische en conceptuele overgangsproblemen en de problemen die kunnen
ontstaan als gevolg van de implementatie van accrual accounting. Aangegeven wordt dat de
overgang naar accrual accounting in de publieke sector op obstakels stuit die de
implementatie van accrual accounting in de publieke sector bemoeilijken. Deze problemen
kunnen worden onderverdeeld in: (1) Praktische overgangsproblemen:
Juridische problemen; kosten van het ontwerpen en installeren van een nieuw accounting
systeem; een gebrek aan accounting standaards en gewoonten die consistent zijn binnen de
context van de publieke sector; een gebrek aan gekwalificeerd accounting personeel; verzet
tegen veranderingen en de afwezigheid van een adequaat aanmoedigingssysteem; gebrek aan
interne consistentie; gebrek aan externe pressie; gebrek aan politiek engagement; gebrek aan
communicatie over het hervormingsproces; gebrek aan capaciteit op het gebied van informatie
technologie; en een tekort aan financiele mogelijkheden. (2) conceptuele
overgangsproblemen: de afwezigheid van een winststreven; identificatie en waardering van
bestaande materiale activa; identificatie van de overheidsrapportage entiteit en de grenzen
daarvan; een stijgend inflatiecijfer dat tot problemen kan leiden bij de waardering van de
overheidsbezittingen - en schulden; en tweeslachtigheid over de principes en de
uitgangspunten van accrual accounting die geleid hebben tot de verhitte debatten over hoe
deze principes kunnen worden gebruikt binnen de publieke sector. Hierbij valt te denken aan:
- het matching principe;
- het realisatie principe; en
-

going concern.

Aangetoond is dat zowel praktische als conceptuele overgangsproblemen voor een belangrijk
dee! hebben bijgedragen aan het gebrek aan enthousiasme bij de overheid om over te gaan tot
de ontwikkeling van accrual accounting in de publieke sector. Voorts kan uit de problemen
die ontstaan als gevolg van de implementatie van accrual accounting in de publieke sector
worden geconcludeerd dat om misinterpretatie van de betekenis van een gerapporteerd tekort
te voorkomen, ervoor moet worden gezorgd dat de overheidsentiteiten hun financiele en
geconsolideerde financiele overzichten baseren op geOniformeerde en consistente
accountingbeleidslijnen. Tevens wordt opgemerkt dat de definities van de verschillende activa
aangepast moeten worden teneinde recht te doen aan de bijzondere eigenschappen van
overheidsbezittingen. Toch is duidelijk geworden dat deze problemen tot op grote hoogte
geluk zijn in ontwikkelde en ontwikkelingslanden. In werkelijkheid wordt dit veroorzaakt
doordat noch in de ontwikkelde noch in de ontwikkelingslanden de overheidsaccounting
voldoende is onderzocht omdat het terrein van de overheidsaccounting vrijwel over het hoofd
wordt gezien zowel in de ontwikkelde als in de ontwikkelingslanden. Hoewel in de laatste
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twee decennia de belangstelling voor het onderzoek naar overheidsaccounting is toegenomen,
blijft hier aanzienlijke ruimte voor nader onderzoek.

Overgangsvoorwaarden
Het is van belang om overgangsproblemen te identificeren omdat dergelijke problemen een
worden aan het overgangsproces.
grote invloed kunnen hebben op de eisen die gesteld kunnen
In deze studie zijn de praktische en conceptuele overgangsproblemen zoals die bekend zijn uit
en Australie (zie
ervaring opgedaan in landen zoals Nieuw Zeeland, het Verenigd Koninkrijk
het Basic
ontwikkeling
bij
de
gebruikt
van
6)
hoofdstuk
uitgangspunt
als
(in
hoofdstuk 5),
accrual
de
succesvolle
in de
accounting
op
overgang
voor
Requirements Model (BRM)
de implementatie van
publieke sector. Dit Basic Requirements Model maakt duidelijk dat
accrual accounting een samenspel vereist van diverse factoren die samen de omstandigheden
creeren voor de introductie en het gebruik van accrual accounting in de publieke sector. Het
Basic Requirements Model tracht deze factoren te identificeren. Deze factoren (the basic
requirements) worden weergegeven in de volgende formule:

AC (ps) = f (MCC + PBS + PAS + CS + WC +CC + BAC + SAI +ABC + ITC)
In deze studie is aangetoond dat de hiervoor genoemde basic requirements essentieel en
kritisch zijn voor zowel de ontwikkelde als de ontwikkelingslanden. Daarnaast geldt dat voor
de succesvolle implementatie van accrual accounting in de publieke sector van
ontwikkelingslanden Jn extra basic requirement van toepassing is, namelijk de
Internationalejinanciale ondersteuning gFS) Bijgevolg geldt voor ontwikkelingslanden het
volgende:

AC (ps) = f (MCC + PBS + PAS + CS + WC +CC + BAC+ SAI + ABC + ITC + IFS)
waar:
AC (ps) = Veranderingen in Accounting (De omschakeling naar Accrual Accounting in de
publieke sector (ps))

f

= functie

MCC

= Management cultuurveranderingen;

PBS
PAS
CS

= Politieke en bureaucratische ondersteuning;

WC

= Ondersteuning van academische en professionele organisaties;
= Communicatiestrategie;
= De bereidheid om tot verandering over te gaan;

CC
BAC

= Het begroten van overgangskosten;

SAI

ABC

= CoOrdinatie en Consultatie;

= Behandeling van specifieke accounting vraagstukken;

ITC

= Consistentie van Begroting en Accounting (integratie);
= Informatie technologische capaciteit; en

IFS

=

Internationale financiele ondersteuning.

Het verontachtzamen of het niet onderkennen van deze factoren, welke noodzakelijk zijn als
eerste stap voor het gebruik van accrual accounting in de publieke sector, zal, onafhankelijk
van de vraag of het een ontwikkelings- dan wel een ontwikkeld land betreft, een serieuze
hindernis vormen voor de implementatie van accrual accounting in de publieke sector.
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1.2.2 Conclusie naar aanleiding van het empirische onderzoek - deel III
De identificatie van de implementatieproblemen en voorwaarden (in deel 2) heeft geleid tot
de volgende vragen:
- In welke mate kunnen de implementatieproblemen (belemmerende factoren) en
-

-

-

bevorderende voorwaarden worden bevestigd in de ontwikkelde (Nederland) en de
ontwikkelingslanden (Egypte)?
Wat is het belang van de verschillende factoren die de overgang naar accrual accounting
beinvloeden zowel per land afzonderlijk bepaald als vergeleken tussen de landen
(Nederland et, Egypte)?
In welke mate zijn de afzonderlijke factoren (zowel de belemmerende als de
bevorderende) in ieder van de onderzochte landen met elkaar gecorreleerd?

Om bovenstaande vragen te kunnen beantwoorden is een empirisch onderzoek uitgevoerd
waarbij data zijn verzameld voor Nederland en Egypte. In dit onderzoek zijn personen
betrokken van het ministerie van Financien, centrale auditing organisatie,
verschillende ministeries, agentschappen en academici van de twee landen. Het betrof hierbij
accountants, financiele managers, auditors, academici en chief executives van de betrokken
landen.

1.2.2.1 Bevestiging en onderzoek van de overgangsproblemen en - voonvaarden in de twee
landen
De bevestiging en het onderzoek van de overgangsproblemen en
gebaseerd op interviews en vragenlijsten.

-

voorwaarden zijn

A- Bevestiging van en onderzoek naar de overgangsproblemen
In tabel 1.1 zijn de conclusies weergegeven die volgen uit het empirische onderzoek naar de
bevestiging van de overgangsproblemen in de twee landen. De tabel geeft, met andere
woorden, aan of de overgangsproblemen daadwerkelijk zijn aangetroffen in Nederland en
Egypte.
-

Bevestigd betekent dat het overgangsprobleem inderdaad wordt bevestigd als obstakel of
probleem.

-

Nia bevestigd betekent dat niet is aangetoond dat sprake is van een obstakel of probleem.
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Tabel 1.1: Bevestiging van de overgangsproblemen in de beide landen
Nederland
Egypte
Overgangsprobleem
A- OvereanesDroblemen van praktische aard
- Wetteliike problemen
Bevestigd
Bevestigd
Niet bevestigd
Bevestigd
- Kosten voor de ontwikkeling en implementatie
van een nieuw systeem.
Bevestigd
Bevestigd
- Een gebrek aan adequaat gekwalificeerd
accounting personeel.
- Een gebrek aan accounting standaards en
gebruiken die passend zijn binnen de context van
de publieke sector.
- Verzet tegen verandering en de afwezigheid van
een adequaat prikkelingsmechanisme.
- Bureaucratische cultuur van leiding geven.
- Organisatorische karakteristieken.
- Gebrek aan externe pressie.
- Politieke factoren.
- Een gebrek aan communicatie betreffende het

Bevestigd

Bevestigd

Bevestigd

Bevestigd

Bevestigd
Bevestigd
Bevestigd
Bevestigd
Bevestigd

Bevestigd

hervormingsproces.
-Een gebrek aan informatie technologische

Bevestigd

Bevestigd

capaciteit.
- Het gebruik van een traditionele begroting (line

Niet bevestigd

Niet bevestigd

Niet bevestigd

Bevestigd

Niet bevestigd
Bevestigd

Niet bevestigd
Bevestigd

- Realisatie

Bevestigd
Bevestigd
Bevestigd

Bevestigd
Bevestigd
Bevestigd

-

Niet bevestigd

Niet bevestigd

item begroting).
- Tekort aan financiele middelen.
B- Overeanesproblemen van conceptuele aard
- Het ontbreken van winststreven
Identificeren en waarderen van bestaande
materiele activa
- Matching principe.

principe.
- Identificatie van de
overheidsverslaggevingsentiteiten.
Inflatie (economische factor)

Bevestigd
Bevestigd
Bevestigd
Bevestigd

In aansluiting op de conclusies van Luder, kan iedere factor die niet als obstakel of als
probleem kan worden bevestigd, worden beschouwd als een overbodige variabele. De
overbodige variabelen voor de twee landen zijn derhalve:

In Nederland:
- De kosten van de ontwikkeling en implementatie van een nieuw accounting systeem;
- Het ontbreken van een winststreven;
- Tekort aan financiele middelen;
- Het gebruik van een traditionele begroting; en

- Inflatie.
In Egypte:
- Het ontbreken van een winststreven;
- Het gebruik van een traditionele begroting; en

- Inflatie.
Daarnaast blijkt uit de resultaten van de enqu8te dat er in beide landen nog andere
overgangsproblemen bestaan. Deze problemen komen met name naar voren in de open vragen
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van de enqu6te en in de interviews. Aansluiten
d bij de conclusies van Luder kunnen deze
factoren worden gezien als overgangsproblemen die naast de reeds
gerdentificeerde
problemen komen. Uit het Egyptische deel van het onderzoek is een aantal additionele
problemen naar voren gekomen die niet konden worden aangetroffen in de ervaring in de
ontwikkelde landen. Deze problemen zijn vooral een gevolg van de in
Egypte bestaande
bureaucratie en van de socio-economische en politieke situatie in dat land. In Nederland
bleken deze additionele problemen voora! in verband te staan met technische problemen die
voortvloeien uit specifieke accountingvraagstukken. Deze additionele
problemen kunnen voor
beide landen als volgt worden opgesomd:

In Egypte:
- angst voor transparantie en verantwoording;
de angst voor mislukking van de hervormingen en de gevolgen daarvan;
- groei van de lokale en externe schuld en het begrotingstekort;
- een groot verschil tussen de salarissen en de inspanningen van de ambtenaren
;
-

een gebrek aan waardering van de overheidslichamen en de wetgevende macht voor het
nieuwe systeem van accounting; en
het interne klimaat van de publieke sector.

In Nederland:
-

specifieke accounting problematiek zoals:
- vorming en identificatie van voorzieningen ;
- vormen van reserves;

-

-

- bijzondere
beloningen en pensioenen (Algemene ouderdomswet (AOW)); and
- het opstellen van de openingsbalans.
vrees vanuit het parlement voor een oplopend begrotingste
kort;
een gebrek aan overtuiging dat een accrual accounting systeem voordelen zal hebben (is
het de inspanningen waard?);

emotionele gevoelens, accrual accounting is niet geschikt voor gebruik bij de overheid;
en
culturele elementen.

B- Bevestiging van en onderzoek naar de hervormingsvoorwaarden
De volgende tabel geeft een overzicht van de conclusies naar de
overgangsvoorwaarden in de

twee landen:

Tabel 11: Bevestiging van de hervormingsvoorwaarden in de twee landen

Hervormingsvoorwaarde
Politiek engagement

-

Ondersteuning vanuit de bureaucratie
Overheidsvorm
- Ondersteuning door professionele en
academische instellingen
- Aanpassing een aanname van een GAAP
voor de private sector
- Communicatie
strategie
- Bereidheid tot verandering
-

- Verandering van de managementcultuur
- Juridische voorwaarden
- Collrdinatie en consultatie
- Begroten van hervormingskosten
-Internationale financiele ondersteuning
- Begroting en accounting consistentie
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Nederland
Bevestigd
Bevestigd
Niet bevestigd
Bevestigd

Egypte
Bevestigd
Bevestigd
Niet bevestigd
Bevestigd

Bevestigd

Bevestigd

Bevestigd
Bevestigd
Bevestigd
Bevestigd
Bevestigd
Bevestigd
Niet bevestigd
Bevestigd

Bevestigd
Bevestigd
Bevestigd
Bevestigd
Bevestigd
Bevestigd
Bevestigd
Bevestigd

In overeenstemming met de conclusies van Luder worden in Nederland de overheidsvorm en
de internationale financiele ondersteuning beschouwd als overbodige variabelen en is alleen
de overheidsvorm een overbodige variabele voor Egypte. Voorts hebben deze conclusies een
aantal additionele overgangsproblemen naar voren gebracht, welke, tot op zekere hoogte, voor
beide landen identiek zijn.

1.2.2.2 De vaststelling van het belang van de verschillen van de hervormingsfactoren
binnen de landen en in vergelijking tussen de twee landen
Om per land afzonderlijke te kunnen vaststellen wat het belang is van de verschillen tussen de
overgangsproblemen en voorwaarden en om het belang van deze factoren tussen de
verschillende landen te kunnen vergelijken, is een t-test uitgevoerd. Deze t-test for
independent samples wordt gebruikt om de significantie voor en invloed op het
overgangsproces vast te stellen van de verschillen betreffende de overgangsproblemen
(belemmerende factoren) en voorwaarden (bevorderende factoren) tussen de twee landen.
Voorts is de t-test for paired samples gebruikt om de significantie voor en invloed op het
overgangsproces van iedere afzonderlijke factor (zowel de barri6res als de ondersteunende) te
kunnen vergelijken met de andere factoren in ieder afzonderlijk land.

1.2.2.2.1 Het belang van de verschillen in overgangsproblemen en voorwaarden tussen de
twee landen.
C- Het vaststellen van het belang van de verschillen tussen de overgangsproblemen tussen de
Mee landen
Op basis van hoofdstuk 5, de vragenlijsten en onderdeel 7.3.1, kan een aantal factoren die de
implementatie van accrual accounting in de publieke sector van Nederland en Egypte kunnen
bemoeilijken of verhinderen worden geTdentificeerd en vergeleken. Het gaat hierbij om de
volgende factoren:
- Juridische obstakels.
- Financiele bronnen;
- Communicatieve obstakels;
- Een gebrek aan accounting standaards;
- Politieke factoren;
- Een bureaucratische bestuurscultuur;
- Organisatorische karakteristieken;
- Personeelskarakteristieken;
- Specifieke accounting vraagstukken;
- De invloed van de traditionele begroting;
- Principes van accrual accounting;
- De veronderstellingen van accrual accounting;
- Het ontbreken van een winststreven; en
- Economische factoren (inflatie).

Op basis van de testresultaten kunnen vijfbelangrijke conclusies worden getrokken. In de
eerste plaats blijkt dat juridische barridres, financiele bronnen, een gebrek aan accounting
standaards en een bureaucratische bestuurscultuur voor de centrale overheid in Egypte
belangrijkere obstakels vormen voor de implementatie van en de overgang naar accrual
accounting dan voor de Nederlandse centrale overheid. In de tweedeplaats blijkt dat in
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Nederland, in tegenstelling tot Egypte, de implementatieobstakels voornamelijk gerelateerd
zijn aan accounting vraagstukken. Specifieke accountingvraagstukken, de principes van
accrual accounting, de veronderstellingen van accrual accounting postulaten
en
personeelskarakteristieken (daaronder begrepen een gebrek aan gekwalificeerd accounting
personeel) hebben een belangrijkere invloed als obstakels voor de implementatie op de
overgang naar accrual accounting bij de centrale overheid in Nederland dan in Egypte.
In de derde plaats
blijkt dat in beide landen politieke factoren (zoals de politieke cultuur, het
politieke systeem, de rol van het Ministene van Financien, en een gebrek aan externe druk
uitgeoefend door uitvoerende en wetgevende organen om stappen te zetten in de richting van
de implementatie van accrual accounting) een reeel obstakel vormen voor de implementatie
van accrual accounting. Ten vierde blijkt dat in beide landen communicatie problemen en
organisatorische karakteristieken worden beschouwd als obstakels voor implementatie.
Hierbij geldt dat de Nederlandse respondenten meer gewicht toekennen aan communicatieve
bardhes dan de Egyptische. Ten vijfde, blijk dat in geen van de landen het ontbreken van
winststreven, de invloed van de traditionele begroting en de inflatie, worden beschouwd als
een belemmering of probleem voor implementatie. Bijgevolg kunnen deze drie factoren
worden beschouwd als kandidaten om verwijderd te worden. Daarbij geldt voorts dat
financiele obstakels tevens een overbodige variabele is waar het Nederland betreft.
D- Het vaststellen van het belang van de verschillen tussen de overgansvoorwaarden
(bevorderende factoren) tussen de Mee landen
Op basis van hoofdstuk 6, de vragenlijst en onderdeel 7.3.2, is een aantal factoren afgeleid en
vergeleken tussen de twee landen die een positieve invloed hebben op de implementatie van
accrual accounting in de publieke sector van zowel ontwikkelde (bijv. Nederland) als

ontwikkelingslanden (bijv. Egypte).
-

Politiek engagement;
Bureaucratische ondersteuning;

- Overheidsvorm;
-

Ondersteuning van academische en professionele organisaties;
Aanpassing en overname van een GAAP voor de private sector;

- Communicatiestrategie;
-

-

De bereidheid om tot verandering over te gaan;
Management cultuurveranderingen;
Juridische voorwaarden;
Codrdinatie en Consultatie;
Het begroten van overgangskosten;
Internationale financitle ondersteuning; en
Consistentie van Begroting en Accounting.

Op basis van testresultaten kunnen de volgende conclusies worden getrokken:
In de eerste plaats kan voor de Nederlandse groep worden geconcludeerd dat de volgende
factoren in vergelijking met de Egyptische groep een grote invloed hebben
op de
implementatie van accrual accounting op het niveau van de centrale overheid in Nederland:
bureaucratische ondersteuning, communicatiestrategie, veranderingsbereidheid en col;rdinatie
en consultatie. Bijgevolg kan worden geconcludeerd dat de ontwikkelde landen
(Nederlandse
groep) het belang van de rol van de bureaucratie (senior niveau) bij de implementatie hebben
erkend. Voorts blijkt dat de overname van een GAAP van de private sector de overdracht van
kennis van de private naar de publieke sector kan stimuleren. Dit proces kan zowel de vorm
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hebben van het gebruik van consultants uit de private sector bij de ontwikkeling van het
nieuwe accountingsysteem als plaatsvinden door het werven van stafpersoneel uit de private
sector voor het bekleden van posities betreffende het financial management. Voorts kan dit
proces de behoefte bij de overheid voor technische ondersteuning doen afnemen.
Daarboven wordt zeer grote betekenis toegekend aan communicatie betreffende het begrip
van de aard van de veranderingen. Ook een adequate aanmoedigingsstructuur, training van
gekwalificeerd accounting personeel en coOrdinatie tussen de verschillende
overheidsentiteiten zijn factoren die voor ontwikkelde landen van groter belang zijn bij het

overgangsproces dan voor ontwikkelingslanden.
In de tweede plaats blijkt uit de Egyptische groep dat de ondersteuning van professionele en
academische organisaties, juridische voorwaarden en internationale financiele ondersteuning
een veel grotere invloed hebben op de implementatie van accrual accounting op het niveau
van de centrale overheid in Egypte dan voor Nederland. Hieruit kan worden geconcludeerd
dat in ontwikkelingslanden (Egyptische groep) meer aandacht wordt gegeven aan de rol die
wordt
gespeeld kan worden door professionele en academische organisaties hetgeen
hun
standaarden
opstellen maar
veroorzaakt door het gegeven dat bedoelde landen niet zelf
deze importeren uit ontwikkelde landen. Het feit dat in ontwikkelingslanden zo sterk de
nadruk ligt op juridische voorwaarden kan worden verklaard door het gegeven dat in
dergelijke landen de bureaucratie gewend is aan het volgen van regels. Voorts wordt
internationale financiele steun genoemd als een belangrijke factor voor het
implementatieproces. Dit is voornamelijk het gevolg van een tekort aan financiele middelen in
bedoelde landen.
In de derdeplaars blijkt dat in beide landen de factoren politiek engagement, management
cultuurveranderingen en accounting en begrotingsconsistentie van groot belang zijn voor de
implementatie van accrual accounting op het niveau van de centrale overheid. In beide
groepen hadden deze factoren een gemiddelde score van boven 4 hetgeen aangeeft dat er bij
de beide groepen geen enkele twijfel bestaat over het belang van deze factoren voor de start
en de succesvolle doorvoering van het overgangsproces Deze conclusie stemt overeen met de
ervaringen die internationaal zijn opgedaan met het belang van de genoemde factoren in
ontwikkelde landen zoals Nieuw Zeeland, het Verenigd Koninkrijk, Zweden, Canada en
Australie en in ontwikkelingslanden als Tanzania.

In de vierde plaats bestaat er tussen de groepen overeenstemming over het belang van de
begroting van overgangskosten. In zowel de ontwikkelde als de ontwikkelingslanden wordt
kosten te
belang gehecht aan deze factor. Voor de ontwikkelde landen is het van belang deze
het
overgangsproces
schatten om per jaar vast te kunnen stellen welk bedrag gemoeid is met
zodat bepaald kan worden welk deel van het overgangsproces van jaar tot jaar kan worden
uitgevoerd. Voor de ontwikkelingslanden zijn deze bedragen van belang om te kunnen
bepalen of er voldoende financi8le middelen aanwezig zijn om het overgangsproces te kunnen
starten in een bepaalde periode of dat deze start uitgesteld moet worden tot een later jaar.
In de vijfde plaats bestaat tussen de groepen overeenstemming dat de overheidsvorm geen

significante invloed heeft op de vergemakkelijking van de overgang naar accrual accounting.
Derhalve beschouwen beide landen deze factor als een overbodige variabele.

1.2.2.2.2 Vaststelling van het belang van de verschillen van de overgangsproblemen en
voorwaarden binnen de twee landen afzonderlijk
Zoals al eerder is opgemerkt, is de t-test for paired samples gebruikt om het belang vast te
stellen van iedere factor (zowel de belemmerende als de aanmoedigende factoren) en om vast
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te stellen welke invloed die factoren,
vergeleken met de andere factoren, hebben op het
overgangsproces binnen ieder afzonderlijk land.

B- Designificantie van de overgangsproblemen (belemmerendefactoren) binnenieder
afzonderlijk land

De testresultaten hebben tot de conclusie geleid dat de belemmerende factoren met betrekking
tot hun invloed in vier groepen kunnen worden ingedeeld. Tabel 1.3 geeft een overzicht van
deze groepen:

Tabel 1.3: Het belang van de belemmerende factoren per land
Verdeling van de factoren Nederland
Egypte
- Politieke factoren;
Groep 1 - Kardinale
- Gebrek aan accounting
- Specifieke accounting
invioedsfactoren:
standaards;
vraagstukken;
- Communicatie
barrieres;

- Accrual
accounting principes; en
- Bureaucratische

management

Groep 2- Zeer
belangrijke
invloedsfactoren:

Groep 3- Belangrijke
invioedsfactoren:

Groep 4- Overbodige
variabelen:

- Bureaucratische
management

cultuur;
- Juridische obstakels; en
- Politieke factoren.

cultuur.
- Juridische obstakels; en
- Communicatieve barritres;
- Gebrek aan accounting standaards. - Specifieke accounting
vraagstukken;
- Financiele bronnen;
- Organisatorische
karakteristieken; en
- Accrual accounting
principes.
- Accrual accounting postulaten;
- Accrual accounting postulaten;
en
- Personeelskarakteristieken; en
- Organisatorische karakteristieken.
- Personeelskarakteristieken.

- Financitle bronnen;
- Economische factoren (inflatie);
- Invloed van de traditionele

begroting; en
- ontbreken van een winststreven.

- Economische factoren (inflatie);
- Invloed van de traditionele
begroting; en
- ontbreken van een winststreven

B- De significantie van de implementatievoorwaarden binnen ieder afzonderlijk land ·

Het onderzoek heeft geresulteerd in de volgende opsomming en
indeling van de factoren die
van invloed zijn op het implementatieproces binnen de landen afzonderlijk:
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Tabel 1.4: Belang van de ondersteunendefactoren voor ieder land
Nederland
Egypte
Categorie factoren
- Communicatie strategie;
- Juridische voorwaarden;
Kardinale
Groep 1 - Politiek engagement; en
- Begrotings en accounting
ondersteunende factoren:

Groep 2- Zeer belangrijke
ondersteunende factoren:

consistentie;
- Politiek engagement; en
- Coordinatie and consultatie.
- Bereidheid tot verandering;
- Juridische voorwaarden;
- Verandering van de
Management cultuur;
- Ondersteuning vanuit de
bureaucratie; en

- Verandering van de
Management cultuur.

- Begrotings en accounting
consistentie; en
- Communicatie strategie.

- Overname en aanpassing van de
GAAP van de private sector.

Groep 3- Belangrijke
ondersteunende factoren:

- Begroting van
overgangskosten; en
- Professionele en academische
ondersteuning.

Groep 4 - Relatief
belangrijkefactoren

Groep 5- Overbodige
factoren:

- Overheidsvorm; en

- Begroting van
overgangskosten;
- Coordinatie en consultatie;
- Bereidheid tot verandering; en
- Professionele en academische
ondersteuning
- Internationale financiele
ondersteuning;
- Ondersteuning vanuit de
bureaucratic; en
- Overname en aanpassing van
de GAAP van de private sector.
- Overheidsvorm.

- Internationale financiele

ondersteuning.

1.2.2.2.3 Correlatie tussen de implementatie barri6res (belemmerende factoren) binnen
de twee landen en de ondersteunende factoren
A- Correlatie van de belemmerende factoren binnen de twee landen:

De correlatie analyse geeft de volgende resultaten te zien: In de ernie plaats kan worden
geconcludeerd dat de volgende factoren het meest positief met elkaar gecorreleerd zijn in
Nederland: de personeelskarakteristieken, politieke factoren, communicatie barri6res,
juridische barritres en bureaucratische management cultuur. Naast de resultaten die verkregen
zijn door middel van een t-test, heeft de correlatieanalyse aangetoond dat de hiervoor
genoemde factoren een significante invloed hebben op de implementatie van accrual
accounting op het niveau van de Nederlandse centrale overheid. Voorts geven deze resultaten
aan dat de beletselen voor de implementatie van accrual accounting bij de Nederlandse
centrale overheid meer kunnen worden gerelateerd aan de bureaucratische stijl van
management dan aan het ontbreken van een winststreven. De resultaten van het
correlatieonderzoek (tabel 7.4.36) geven aan dat er een significantie negatieve correlatie is (r
= -.509) tussen de bureaucratische managementcultuur en het ontbreken van een winststreven
in Nederland. Hieruit kan worden geconcludeerd dat naar mate de bureaucratische
management stijl meer als een belemmering voor de implementatie wordt beschouwd, het
belang van het ontbreken van een winststreven afneemt.
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Ten tweede blijkt dat de accrual accounting principes,
het gebrek aan accounting standaards,
politieke factoren, financiele bronnen, organisatorische karakteristieken, specifieke
accounting vraagstukken en personeels karakteristieken het meest positief met elkaar
gecorreleerd zijn in Egypte, Net als in Nederland hebben deze factoren een significante
invloed op de implementatie van accrual accounting op het niveau van de Egyptische centrale
overheid.
Voorts heeft de correlatieanalyse voor Egypte (sectie B) aangetoond
dat de afwijking
van de factor organisatorische karakteristieken voor 41% samenhangt met de variabiliteit van
de personeels karakteristieken. Dit resultaat geeft met andere woorden aan dat 41% van het
tekort aan interne consistentie binnen en tussen de overheidsentiteiten in de
ontwikkelingslanden gerelateerd is aan de weerstand tegen verandering, het gebrekkige
aanmoedigingssysteem en het gebrek aan overtuiging betreffende de voordelen die het nieuwe
accounting systeem biedt ten opzichte van het oude accounting systeem. Daarboven blijkt
37% van de variatie van de personeelskarakteristieken te zijn gerelateerd aan een gebrek aan
financiele bronnen. Op vergelijkbare wijze geeft de hoge positieve correlatie tussen
personeelskarakteristieken en financiele bronnen aan in hoeverre de bestaande
personeelskarakteristieken in verband staan met het ontbreken van financiele bronnen. Hieruit
kan voor de ontwikkelingslanden worden afgeleid dat 37% van het verzet
tegen
veranderingen en het gebrek aan adequate aanmoedigingssystemen gerelateerd is aan de
financiele bronnen.
Ten derde, blijkt de factor het ontbreken van winststreven in beide
landen het meest negatief
gecorreleerd te zijn met een groot deel van de andere factoren. Deze factor is negatief
gecorreleerd met communicatie barridre, accrual accounting principes en bureaucratische
management cultuur in Nederland. Deze factor is negatief gecorreleerd met gebrek aan
accounting standaards, politieke factoren en organisatorische karakteristieken in Egypte. Dit
houdt in dat naar mate de rol van deze factoren als barridres voor
de implementatie het belang
van het ontbreken van winststreven als belemmerende factor voor
implementatie zal afnemen.
De correlatie analyse bevestigd daarmee het beeld uit andere statistische tests waar het
ontbreken van winststreven beschouwd werd als een kandidaat voor verwijdering.

B- Correlatie van de bevorderende factoren binnen de Mee landen:

Met betrekking tot de correlatie tussen de verschillende bevorderende factoren kunnen de
volgende resultaten worden vermeld:
In de eerste plaats: de factoren die in Nederland het meest positief gecorreleerd zijn met

de andere factoren zijn de communicatiestrategie, de
verandering van de management cultuur,
het begroten van overgangskosten, politiek engagement en de bereidwilligheid om te
veranderen.

In de tweede plaats: de meest positief gecorreleerde
factoren in Egypte zijn juridische
voorwaarden, politiek engagement, verandering van de management cultuur, begrotings en
accounting consistentie, internationale financiele ondersteuning en het begroten van
overgangskosten.

In de

derde plaats: de meest negatief gecorreleerde
factor in

Egypte is het aannemen

en

aanpassen van een GAAP voor de private sector. Bijgevolg geven de Egyptische
respondenten aan dat aannemen en aanpassen van een GAAP voor de private sector een
technisch proces is dat niet gerelateerd is aan andere factoren. De meest negatief
gecorreleerde factor in Nederland is internationale financiele ondersteuning. De Nederlandse
respondenten geven aan dat Nederland een rijk land is en dat de Nederlandse accounting
hervormingen niet afhankelijk zijn van ondersteuning vanuit de internationale gemeenschap.
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Ten vierde: de testresultaten suggereren dat de rol van de communicatiestrategie in de
uitvoering van de hervormingen van veranderingen van de accounting nog niet onderkend
wordt in ontwikkelingslanden terwijl deze rol in ontwikkelde landen duidelijk erkend wordt.
Dit blijkt uit het feit dat in Nederland de communicatiestrategie de factor is die in Nederland
het meest gecorreleerde is aan de andere factoren. Dit ondersteunt de eerder getrokken
conclusie dat naar mate een gemeenschap meer ontwikkeld is, overhalingsfactoren een meer
ge8igend instrument worden voor de introductie van radicale accountingveranderingen.
Ten vulde: de rol van de internationale organisaties komt duidelijk naar voren in de
ontwikkelingslanden (Egypte) waar internationale financiele ondersteuning positief
gecorreleerd is met juridische voorwaarden, politiek engagement, management cultuur en
begroting en accounting consistentie. Dit resultaat lijkt te impliceren dat internationale
organisaties die fondsen ter beschikking stellen van ontwikkelingslanden, zware druk kunnen
uitoefenen op de overheid, de wetgevende organen en de bureaucratie van die landen om een
bepaalde verandering door te voeren in de accounting en begroting van de publieke sector.
1.2.3

-

-

-

Afsluitende opmerkingen

De overgang naar accrual accounting in de publieke sector moet niet alleen worden gezien
als een technische verandering of de implementatie van een nieuw accounting systeem
maar ook als cultuurverandering. Deze cultuurverandering heeft betrekking op de wijze
waarop managers in de publieke sector financiele informatie interpreteren en gebruiken en
op de wijze waarop financiele transacties worden afgehandeld. Voorts dient accrual
accounting niet slechts te worden gezien als een methode voor de verslaggeving over een
bepaald jaar omdat deze focus voorbij gaat aan de waardevolle bijdrage die accrual
accounting kan leveren aan het beheer van middelen. Accrual accounting kan worden
gebruikt om een groter inzicht te verkrijgen in de kosten verbonden aan het gebruik van de
middelen.
Voorts is accrual accounting een accounting systeem dat in sommige omstandigheden
vitale informatie kan verstrekken aan het management, in andere omstandigheden is het
een duur en irrelevant systeem. Bijgevolg dient de beslissing om over te stappen op
accrual accounting te zijn gebaseerd op de specifieke informatiebehoeften van de
betreffende managers en niet slechts op technische overwegingen.
Tot besluit dient de overgang op accrual accounting te worden gezien als een onderdeel
van een meer omvattende hervorming van het management en begrotingssysteem van de
publieke sector en niet als een geisoleerde verandering. Het is hierbij relevant om het
verband in het oog te houden dat bestaat tussen de hervorming van de accounting binnen
de publieke sector en het bredere perspectief van de veranderingen van het public
management en de begroting. Hierbij kan worden benadrukt dat de veranderingen aan het
accounting systeem moeten aansluiten bij de meer algemene hervorming van het
management en de begroting van de publieke sector en daar niet op vooruit moeten lopen.
Eigenlijk is het zo dat de toepassing van accrual accounting in de overheidssector alleen
vruchtbaar kan zijn indien deze vergezeld gaat van meer algemene hervormingen als
hiervoor bedoeld. Zonder deze meer algemene aanpassingen zal de overgang naar accrual
accounting geen belangrijke gevolgen hebben op de prestatie van de overheidssector.
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