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Abstract

This paper aims to analyse the principle of accrual
accounting when applied to non-business-oriented companies,
including most general government bodies. The analysis is carried
out by referring to concepts that are well-established and firmly
anchored to the 'history' of accounting and which, today, allow us
to define the principle of accrual accounting for ‘non-business’
activities differently to that applicable to profit-oriented
companies. This also gives rise to a different interpretation of the
economic result. This work subsequently provides a ‘fieldwork’
analysis of how accrual accounting has been introduced in the
Italian public sector through an on-going accounting
harmonization project. Finally, this paper offers a critical
examination of the current accrual basis recognised by the
International Public Sector Accounting Standards (IPSAS), as
compared to its theoretical definition. The conclusions of this
paper support the theory that the IPSAS can contribute to the
current harmonization of Italian government accounting, but also
reverse.
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1. The accounting harmonization in the Italian

Constitution

In Italy, the public sector accounting harmonization project
should have begun in 2001, as a result of the amendment of Article
117 of the Italian Constitution. However, only at the end of 2009
did the Italian Parliament adopt the law that marked the
launching of such a project, which is currently on-going.

The true incentive for such accounting innovation is the fact
that the Italian Government must provide EUROSTAT with the
data necessary for the latter to verify Italy’s compliance with the
stability parameters set by the Council of the European Union.

EUROSTAT, and ISTAT in Italy, draw up the data in
compliance with Regulation (EC) 2223/1996, more commonly
known as "ESA 95", which is a collection of statistical - not
accounting - rules. The accounting data under ESA 95 pertains to
cash flow and not the principle of accrual basis.

As a result, the macroeconomic tendency at European level
is to give increasing primacy to cash flow. Accrual accounting will
gain relevance only if it can bring ‘added value’ in terms of
informational content to those who govern single public
administrations, i.e. at microeconomic and managerial levels.

In order to put this into effect, the principle of accrual basis
ratified by IPSASB (International Public Sector Accounting
Standards Board) should not be implemented without question by
IAS (International Accounting Standard), but should reflect all the
particularities and specificities of public administrations.

In all likelihood a new definition of the accrual basis
principle, applicable to the public sector, would be appropriate,
not only to modernise public accounting systems but also to avoid
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regretting having replaced the current public accounting system
with the accrual basis accounting system.

The work carried out by the International Public Sector
Accounting Standards Board (IPSASB, formerly PSC, Public Sector
Committee) was that of adapting the accounting principles of the
IAS to the public sector.

After 2002, IPSASB began to develop a number of specific
accounting principles for cases in which the IAS principles could
not apply - hence the peculiarity of the public sector. For example,
the IPSAS 23 principle on “Revenue from Non-Exchange
Transactions” was published in December 2006. During this
period, IPSASB's strong attachment to the IAS framework
conditioned its choice to extend the so-called "accrual basis"
principle of accounting, applicable to private companies, to the
public sector (Newberry 2002, Ellwood e Newbury 2006)2.

This paper's first objective is to analyse whether the accrual
basis principle set out in the IAS framework can be implemented
in non business organization without any modifications, or
whether it will have to undergo the typical adaptations or
tailoring required for the public sector.

This paper's second objective is to examine how the accrual
system has been introduced in the Italian public administration
over the last 20 years and, in particular, to study the recent process
of accounting harmonization of public financial statements, which
is provided for in the Italian Constitution.

The turbulent context in which European public
administrations operate would prompt a traditional accounting
system being implemented alongside one that can maintain
economic stability over time. However, it is also true that
economic stability for a profit-oriented company is very different
to that of a non-business-oriented entity, such as general
government bodies - at least the Italian ones.

If we consider other international scenarios, the assumption
that all of the most economically advanced countries have
adopted, or are about to adopt, the ‘full accrual’ accounting
system, is clearly put into question.

2 S. Newberry, The conceptual framework sham and its support for an even greater
sham, 12 Aus. Acc. Rev. 186 (2002); S. Ellwood & S. Newbury, A bridge too far: a
common conceptual framework for commercial and public benefit entities, 36 Acc. & B.
Res. 243 (2006).
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A new interpretation of the accrual accounting system
aimed at the public sector is likely not only to revive the
modernisation of public accounting systems, but also to avoid any
regrets in switching from the current public accounting system to
one with a focus on accrual basis accounting. (Perrin 1998, Lapsley
et al. 2009)3.

2. Accrual basis standard: “profit” versus “non profit”

organizations

Nowadays, public administrations are mainly made up of
non-business-oriented bodies which carry out a number of
activities that are similar to those of  ‘business-oriented’
companies.

In fact, it has been observed (Cassandro 1970)* that public
administrations also carry out business-like processes, have their
own asset management activities and carry out profitable
corporate transactions. These activities, however, play an
instrumental role with respect to all the other activities which such
public bodies carry out in order to reach their institutional,
political and social goals.

In Italian general government bodies, economic relevance
of accounting gained notoriety only in the 1990s, notwithstanding
the fact that a distinguished scholar had anticipated its importance
by more than a century (Cerboni 1877 and 1886) °.

In the past, management analysis was limited to financial
and monetary aspects, following a “cameral” accounting system
(Schrott 1856)¢. This approach, adopted by traditional public
administrations, revealed its shortcomings when the public sector
began to adopt increasingly complex production processes as a

3 J. Perrin, From cash to accruals in 25 years, 18 Pub. M. & M. 321 (1998); L
Lapsley, R. Mussari & G. Paulsson, On the adoption of accrual accounting in the
Public Sector: a self-evident and problematic reform, 18 Eur. Acc. Rev 18 (2009).

4 P. E. Cassandro, Le gestioni erogatrici pubbliche (1970).

5 In the 19th century, the most prevalent scholar of Italian public accounting was
definitely Giuseppe Cerboni. It is worth noting that he was the second
Accountant General after the unification of Italy. Some of his most relevant
works include G. Cerboni, Quadro di contabilita per le scritture in partita doppia
della ragioneria generale dello Stato (1877); G. Cerboni, La ragioneria scientifica e la
sue relazioni con le discipline amministrative e sociali (1886).

6]. Schrott, Lehrbuch der allgemeinen Verrechnungswissenschaft (1856).
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result of public economic intervention and the direct fulfilment of
the collective administration needs.

Such an approach has given rise to a number of technical
and administrative difficulties, many of which are still relevant
today (Grandis 1995; Pezzani 2005)7, and the most important of
which relates to corporate asset fluctuation.

Net asset maintenance has therefore become the minimum
requirement for a company's ‘survival’ and sustainability; without
this condition, the public sector would suffer ‘a continuing
pathology” (Amaduzzi 1935)8 resulting from management trapped
in an “irreversible coma’.

Net asset conservation is to be interpreted dynamically,
perhaps as a ‘re-conversion’ of assets according to public needs,
which change through time and in accordance with the main
political class in power.

A management analysis based solely on financial aspects is
now considered to be deficient.

In Italy, the reform of the public accounting systems
introduced the requirement - for the public Administration - to
also carry out an economic and asset management analysis but
different accounting models® prevailed. Such models reflect two
distinct approaches, which are also found in international
doctrine:

1. the first approach completely abandons “traditional”

public accounting in favour of the same economic
survey models used by companies!?;

7 On this topic, see also: F. G. Grandis, Il conto economico nei documenti contabili
degli enti pubblici (1995).; F. Pezzani, L'evoluzione dei sistemi di contabilita pubblica
(2005).

8 A. Amaduzzi, Aziende di erogazione. Primi problemi di organizzazione, gestione e
rilevazione (1935). It is assumed that the term “long-lasting company” used by
the author refers to public sector companies that, as such, cannot go bankrupt.
Nevertheless, in today’s reality, such public sector companies can have their
goods confiscated and auctioned, can be placed under temporary receivership
or, potentially, be absorbed by a higher-level administrative body.

°F. G. Grandis, Le ambiguita nelle riforme dei sistemi contabili pubblici, 47 Quaderni
Monografici RIREA 10 (2006).

10 B. W. McCulloc. & I. Ball, Accounting in the context of financial management
reform, 8 Fin. Acc. & Man. 214 (1992); M. Evans, Corporate governance, in P.
Jackson & M. Levender (eds.), The public service (1996); D. Heald & G. Georgiou,
Resource accounting: valuation, consolidation and accounting regulation, 73 Pub.
Admin. 283 (1995); T. Mellor, Why local governments are producing balance sheets,
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2. the second approach is based on different integration

models for both financial and economic surveys!!.

The choice of one approach over the other fuels scholarly
debates and clarifies the rationale behind several accounting
provisions applicable to the various areas of the public sector.

In any case, an economic analysis of management has
become both necessary and inevitable. Nonetheless, in order to
understand the actual relevance of such information, it is
important to examine how the accrual basis system applies to non-
business-oriented companies, as opposed to the typical profit-
oriented companies that are active on today’s markets.

The production cycle of public sector entities only justifies
costs and charges. Only rarely are adequate earnings made on a
service, since the entire business process is not aimed at sales but,
rather, at meeting the needs of a community.

Furthermore, most of the revenue which funds the factors
of production is, contrary to costs and charges, entirely
independent from the volume of the activity carried out. For
example, a state or government grant or a mandatory contribution
towards a public sector entity is often awarded notwithstanding
the quantity and quality of the services provided. In these cases,
the revenue perceived is not consideration for a specific service
provided, but it generally falls within a general institutional
objective.

Thus, in order to fully understand the differences between
the economic management of a business-oriented company and
that of a non-profit-oriented one, it is necessary to distinguish
management details taken from the economic results and based
on the following points:

* earnings and costs, implying an underlying exchange of

goods and services;

55 Aus. ]. of Public Admin. 78 (1996); A. Gillibrand & B. Hilton, Resource
accounting and budgeting: principles, concepts and practice: the MoD case, 18 Pub. M.
& M. 2 (1998); J. Guthrie, Application of accrual accounting in the Australian public
sector. Rhetoric or reality?, 14 Fin. Acc. & M. 24 (1998).

11 M. Aiken.& C. Capitanio, Accrual accounting valuations and accountability in
government: a potentially pernicious union”, 4 Aus. J. of Public Admin. 54 (1995);
N. Coon, Reservation about governments producing balance sheets, 55 Aus. J. of
Public Admin. 426 (1996).
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* revenue and charges, that do not imply an exchange
transaction, but relate to other unilateral acts - be they
casual, voluntary or compulsory; these would include,
for example, obtaining a contribution in cash or in kind;
an extraordinary variation in the value of assets;
endowments and donations; taxes and levies, etc.

All administrative facts tied to the economic management
of a company can be sub-divided according to their effects on one
financial year instead of another. The costs and earnings, and the
charges and revenue, are recorded every calendar year on the
basis of assumptions on the ‘causal link” between positive and
negative economic elements. It is thanks to this causal link, called
‘accrual basis’, that we can measure asset variations and their
respective economic results for the year.

However, the ‘causal link” is not only extremely different,
but literally inverted (Onida 1971)12 when comparing the
dynamics of non-business-oriented companies and profit-oriented
ones.

Indeed:

* in profit-oriented companies, costs are borne in order to
make earnings; the company’s main goal is to increase
the margin between costs and earnings.

* in non-business-oriented companies, the opposite
occurs: revenue is obtained, often in a compulsory
manner, to bear costs and charges needed to reach
social, political and institutional goals; the volume of
revenue and earnings should represent the maximum
limit of costs and charges; in the medium- to long- term,
there should be no significant or stable margin between
positive and negative economic elements.

12 The different notions of accrual basis can be noted by the following comments
by P. Onida, Economia d’azienda (1971): “But the revenue and expenses of a
commercial business cannot be assimilated, respectively, to earnings and costs of a
production company for the market exchange. In this company the costs — or better still,
complex data of costs - are usually borne on the assumption that they will bring about
earnings [...]. However, in a service company, the provision of services and the
incurring of expenses, i.e. the outgoings, are not stimulated by potential earnings
relating to such outgoings, but rather to satisfy the needs of the entity to which the
company belongs. It is also true that the volume of revenue influences expenses and that
the means at a company's disposal affects the propensity to consume, and its increase
seems to cause and stimulate needs, especially those that are more superficial” .
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The notion of “accrual basis” therefore takes on a particular
meaning when it is applied to non-profit-oriented companies and,
in particular, to public administrations.

When the accrual basis concept is applied at non-business
organizations, it has a special connotation, particularly as applied
by public administrations.

Asset management and business activities find their raison
d’etre in non-profit-oriented companies only inasmuch as they
generate positive net equity, which, seen as a ‘means’, is
subsequently 'used' to reach an institutional goal.

It is absolutely clear, in fact, that a business activity carried
out by a company in loss would have a negative effect on its
delivery process. This is due to the fact that a public body, given
its unitary character, should cover the losses even where this is to
the detriment of the very social needs for which it was created.

It follows from the above that the economic analysis of the
management of a public sector entity requires that, as a
preliminary step, a distinction be made between events that are
directly linked to a market exchange transaction and those that are
not, by virtue of their social objectives!?.

In the former, the accrual basis for income and expenses can
be traced back to the notion used for companies, i.e.:

* income is distributed to a financial period on an accrual

basis when an exchange has taken place, in other words
where a transaction such as a succession, an asset or a
service has been completed in all its production cycle;

* expenses are linked to the income for which they were
incurred. The correlation can therefore be deducted
analytically and directly as a result of a cause and effect.
When there is no such causal link, the correlation can be

13 The difference between services on “individual request” and on “collective
request” is well-known. The former are particular and divisible services, i.e.
services that satisfy specific needs and for which it is possible to quantify the
service rendered to the individual beneficiary. The latter are general and
indivisible services, i.e. services of collective interest and for which it is not
possible to quantify the benefit provided to the user. Clearly, only the services
on individual request can be managed in accordance with a business regime,
i.e. by requesting specific consideration for the service, regardless of whether
the amount of such consideration is regulated by market prices or reflects a
political price.
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made by reference to the functionality or usefulness
from a rational and systemic point of view (for example
a time basis) or when utility and functionality of costs is
lacking.

In any case, were it is feasible to gain earnings, on a
synallagmatic basis, notwithstanding its political price, the
aforementioned principle becomes entirely applicable and must be
referred to when defining the economic components of a financial
period.

In the latter case, and thus for most public sector entities, it
is necessary to consider the accrual basis directly in relation to the
provision of social benefits and services rendered ‘outside” market
rules i.e. where there is no sales transaction.

Revenue for a public sector entity is not usually related to
the volume of institutional activities carried out (take, for example,
all taxes and all financial contributions from higher
administrations, etc.). Rarely do these constitute consideration for
the granting of goods or services. In other words, the
synallagmatic connection between income and expenses in this
context ~wanes, whilst revenues and charges follow
asynchronously. This therefore implies that, while income derives
from costs - as a result of the production and sales process -
revenue may have nothing to do with charges: the body that
provides the revenue need not be that which benefits from the
provision of goods or services.

Furthermore, this highlights the public sector's duty to
redistribute national wealth.

The amount of costs and charges is closely related to the
amount of institutional activities carried out, since one generates
the other. Following such logic, revenue is obtained by virtue of a
‘formal commitment’, or by a ‘solemn promise’ to use it to cover
the costs and charges necessary to carry out the required social
functions.

Such ‘formal commitment’ and ‘solemn promise’ are
contained in the annual budgets which thus become not only the
legal bond which regulates the relationship between individual
public administrations and their government entities, but also - on
a business level - represent the main element when identifying
the correlation between cause and effect of revenue and
management costs and charges.
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The legally binding requirement for public administrations
to budget and to engage in management forecasting can now be
seen in light of its unavoidable managerial aspect, since the
significance of economic analysis would be compromised without
them.

In fact, in business, management forecasting is necessary
and appropriate, but not essential; in this context, ‘corporate
governance’ works ‘rationally” (Simon 1958)4 expecting earnings
as soon as costs are incurred; the economic result for the year is
relevant regardless of whether any management planning has
taken place.

In public administrations, on the other hand, the expected
profits must be identified and agreed upon before any costs are
incurred and, more importantly, before revenue has been
collected. A causal link must therefore be established in the
planning phase so as to allow the economic result to be of greater
informational value in indicating management progress. In this
case, a net deficit could also be the result of a conscious and
express decision (Paoloni e Grandis 2007)15.

Furthermore, costs and charges must be considered, as a
rule, on an accrual basis - not when the corresponding earnings
are made, as is expected for profit-oriented companies - but when
the following two conditions are met:

* the production cycle of goods and services is over;

* the service has been allocated.

* There is a transfer of property rights as a result of an
individual request, in the case of goods or services, or
the goods or services become a public benefit in the case
of social and service activities provided on the basis of a
collective request.

* The participation of the costs and charges in the
production and distribution cycles takes place when:

* the costs incurred in a financial year by a company
relate to items which are not longer relevant by the end
of that financial year, or their future relevance cannot be
assessed or calculated;

14 H. A. Simon, Il comportamento amministrativo (1958).
15 See M. Paoloni & F. G. Grandis, La dimensione aziendale delle Amministrazioni
pubbliche (2007).
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* the accrual basis of costs can also be determined on the
basis of cost flow forecasts or, failing a more direct link,
of the distribution of the long-term utility or
functionality on a systematic and rational basis (for ex.
amortisation);

* the potential social utility of the factor of production
which incurred costs in the previous financial years is
lower or can no longer be assessed;

* the relationship with the production process or the
utility allocation on a rational and systematic basis is
irrelevant.

There are specific rules concerning the survey of costs
concerning long-term activities, namely the production of goods
and the provision of services whose productive process goes
beyond a financial year.

Revenue, as well as all the positive economic components
provided by non-exchange transactions, must be linked to the
costs and charges of that financial year. That link, which is
opposite to that concerning income and expenses, represents a
fundamental corollary to the principle of accrual accounting for
facts of management which characterise the activities of non-
profit-oriented companies. It is therefore essential that expenses in
a financial period, whether definite or presumed, be set against
the respective income. Such a link can be achieved:

* by a causal link between income, costs and charges. The
link can be made analytically or directly (for example:
fund-specific taxes, tied loans, entailments, etc.);

* by the direct allocation of income to the financial
statement of a financial period. This can be time-related
(for example, year-based taxes) or disjointed in the
cost/taxes correlation (for example, income from gains);

* by transferring, from the balance sheet to the income
statement, income that was previously obtained but
which is linked to one or more activities carried out in
that financial period.

In the last example cited above, there is a need to define a
specific set of rules in order to properly account for revenue
provided to carry out long-term activities. These are, typically,
grants given by the State and other government entities.
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It becomes apparent that a proper accounting arrangement
within a financial statement should reflect the real animus with
which such grants are given!¢ and, therefore, should take into
account the accrual basis used when making the effective animus
assessments.

The animus, intention, purpose and reasons for the grant, as
well as the possible recipients thereof must, in this context, be
differentiated on the basis of the role they play in the management
of a single public administration.

We can therefore differentiate between grants intended to
restore or increase net assets and those intended for ‘consumption’
or, more precisely, for management.

The animus, intention or purpose of the grant is often
retraceable to the laws of the individual county or to the
motivations of the governing entities that have given the funding.
Thus, once the reasons for a grant have been identified:

+ grants that represent a transfer of funds designed to
pursue institutional goals in a lasting and sustainable
manner are to be considered to be an increase in net
assets;

+ grants ‘for management’, designed ‘for consumption” or
covering costs and charges of the year’s management
will converge into the income statement, among the
positive items of that financial period;

» grants that are to cover specific institutional services
over a number of years (carrying out public works,
long-term research projects, purchasing fixed assets,
etc.) compensate the “social’ value generated by the
public administration by carrying out its activities; in
this case, the grants could be treated like deferred
income i.e. ‘“deferrals’, or accounted for as a specific

16 On this point, refer to da F. G. Grandis, Lo schema di bilancio delle aziende
sanitarie pubbliche (1996). Similarly, in the case of businesses, it has been said:
“... Riteniamo che il metodo piu corretto per la contabilizzazione dei contributi in conto
capitale debba essere scelto facendo riferimento alle finaliti e alle peculiarita di ogni
iniziativa agevolata, considerando anche le modalita in base alle quali tale iniziativa si
inserisce nell’ambito dell’economia dell’impresa che ha fruito del contributo; solo in
questo modo puo essere valutata la validita di un determinato approccio e I'efficacia
informativa del conseguente criterio contabili ...”. G. Paolucci, I contributi in conto
capitale nell’economia dell’impresa. Peculiarita contabili, prassi internazionale ed
indagini empiriche (2001).

387



GRANDIS & MATTEI - ACCRUAL BASIS

liability to be linked to the cost incurred to carry out the
activities for which the grant was given, by using the
accounting procedure of ‘sterilization’.

In the latter case, the grant could represent, on an abstract
level, a “commitment debt”1” taken against the community for
future services to be rendered or, more precisely'®, in the form of
“future accrual basis revenue’. In this manner, the balance sheet
counterbalances a specific funding source with a specific on-going
investment, thus highlighting the binding objective of the grant.

In conclusion, a principle of accrual accounting tailored to
public administrations does indeed exist. Such a principle, in some
respects, is the opposite to that which applies to profit-oriented
companies.

Only in this manner can the economic result for the period
of a non-business-oriented company be of relevance.

3. The economic result: private versus public sector

The different notion of the accrual basis for public
administrations finds a logical, strategic and managerial meeting
point with “profit-oriented” businesses.

The economic result of a profit-oriented business indicates,
when positive, that the year has closed profitably, yielding a net
earning; conversely, a loss is recorded when a year is unprofitable.

In public administrations, like in all ‘non-business’
companies, the economic result of a financial period is not viewed
in the same manner’. In fact, when a particular public
administration constantly generates a net surplus, it is considered

17 F. Besta, La Ragioneria (1909). In fact, the author utilizes this edition to indicate
the pledge that insurance companies make. These companies, after receiving
payment, ‘commit’ to carrying out future services relevant to compensation,
like life annuities and return on capital.

18P. Onida, La logica ed il sistema delle rilevazioni quantitative d’azienda (1970).

19 J. L. Chan, International public sector accounting standards: conceptual and
institutional issues, in M. D’Amore (ed.), The harmonization of government
accounting and the Role of IPSAS (2008). “... The accounting equation (assets-
liabilities=residual equity) benefits the nature of business firms. [...] The residual
equity or net assets of a government cannot be easily explained or interpreted. In
addition, some government assets are difficult to measure with accounting technique
developed for a market economy. Some potential government liabilities are difficult to
define because of political and legal considerations ...”
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not to have allocated all of its resources to reaching its institutional
goals. Rather, it is considered to be making an undue profit and to
be asking citizens to make an excessive sacrifice in light of real
needs and the actual services provided.

In fact, such a scenario effectively indicates that resources
can be assigned to services through an increase of charges and of
costs which relates to:

* an increase in the number of users and beneficiaries;

* anincrease in the type of services offered;

* anincrease in the quality of services offered.

As an alternative, the net surplus could be placed in a
reserve fund in order to address potential situations of short-term
deficit?. In fact, in public administrations, there is no payment of
dividends to individual citizens.

In any event, should one not want to take any of the steps
described above, one could still:

* lower the prospective political price of the provision of

the services in question;

* request less funding from the State, which can thus
allocate such resources to the pursuit of other public
policies;

* return the surplus to the government entities.

A positive economic result of the year is not considered to

be a 'profit' as it is understood in ‘business-oriented” companies -
it rather acquires the meaning of a “saving”?!. Such “saving” is

20 A. Amaduzzi, Aziende di erogazione. Primi problemi di organizzazione, gestione e
rilevazione, cit. at 6, 123 “... Attraverso la politica del risparmio il criterio informatore
del pareggio economico dei risultati di esercizio viene a tramutarsi in una politica di
normalizzazione dei risultati di esercizio, che intende, mediante un accantonamento di
ricavi di contributi, per fare fronte a maggiori costi di futuri esercizi, a fare si che nei
vari esercizi 1'amministrazione non conduca al disavanzo economico, ma a quel
pareggio o a quell'avanzo economico che esprima un normale soddisfacimento di
bisogni. La politica della normalizzazione dei risultati economici dei vari esercizi
dovrebbe percio possibilmente consentire il soddisfacimento di ogni nuovo ed eccezionale
ordine di bisogni che I'amministrazione aziendale dovesse affrontare: prevedere quelle
temporanee impellenti circostanze non economiche che condurrebbero a squilibri se non
fossero fronteggiabili, e dovrebbe anche provvedere a quella mutevolezza di forze
economiche dell'azienda e dell'ambiente che potrebbe condurre a risultati troppo vari
nel tempo ...”

2L P. E. Cassandro, Le gestioni erogatrici pubbliche, cit. at 4, 39. “... L’avanzo
economico e in sostanza un risparmio, che varrd a incrementare il patrimonio
dell’azienda, e a migliorare la sua condizione economica futura. Va, tuttavia, ricordato
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justifiable only in the short-term, provided it does not affect the
quantity or quality of the services??, or if it is used to cover short-
term deficits or fund future services. Instead, it will be seen as a
‘harmful” saving if it detracts funds from the social objectives
sought by the government entity, or if it requires citizens or local
councils to provide an excessive contribution for services rendered
to the community.

On the other hand, the prolonging of a deficit situation
would indicate a serious imbalance in the allocation of resources
and, rebus sic stantibus, the wish to pursue institutional goals
(Airoldi, Brunetti e Coda 1994)® - in other words, the ability to
satisfy the future needs of the community, which the local
administration was set up to address. (Cassandro 1970)%.

che I'avanzo economico non deve considerarsi una méta della gestione erogativa, che é in
equilibrio, se i componenti negativi sono pari ai componenti positivi, se cioé si manifesta
una situazione di pareggio economico ...”.

22 R. Mussari, Economia delle aziende pubbliche (2006), when dealing with the
financial surplus of public companies, states that: “... la sommatoria dei
proventifricavi, considerato il peso rilevante che i tributi hanno fra quei componenti
economici positivi, non e assimilabile al totale dei ricavi conseguiti con la vendita dei
fabbricati o dei servizi prodotti esposti nel conto economico di una azienda che scambia,
sul mercato, contro moneta il suo output produttivo. I proventi derivanti
dall’imposizione fiscale non sono conseguiti per mezzo di operazioni di scambio
propriamente dette, onde non si tratta di “ricchezza prodotta dall’azienda” nel senso di
“valore che ai consumi, assemblati in modo da ottenere il prodotto od apprezzare il
servizio, viene attribuito da mercato”, ma, in misura consistente, di ricchezza prelevata
e trasferita. Inoltre manca, in questo caso, una chiara ed evidente relazione causale fra
costi e proventi onde il risultato che scaturisce dalla contrapposizione di quei valori deve
essere letto in modo opportuno. Da quanto scritto deriva che, se dal confronto fra i
proventifricavi e i costi di competenza economica previsti scaturisce un risultato di
segno positivo, non si puo affatto concludere che la condizione di economicita aziendale
complessiva sia stata soddisfatta in quanto essa puo dirsi conseguita solo nell’ipotesi in
cui la gestione risulti essere, al contempo, efficace ed efficiente ...”

2 It has furthermore been noted that: “... L'azienda composta pubblica si svolge
secondo economicita quando: [...] si realizza un risultato sintetico di risparmio o un
disavanzo contenuto in misura tale che non sia compromessa, nel lungo periodo, la
stabilita del sistema economico nazionale o dello stesso sistema politico e sociale ...”. G.
Airoldi, G. Brunetti & V. Coda, Economia aziendale (1994).

24 P, E. Cassandro, Le gestioni erogatrici pubbliche, cit. at 4, 26. “... Lo squilibrio del
processo erogativo e da intendersi, pertanto, come insufficienza dei proventi ordinari
competenti a un anno amministrativo, a coprire le spese richieste dal soddisfacimento
del programma annuale dei bisogni. Lo squilibrio annuale é naturalmente destinato a
ripetersi, data la ricorrenza ciclica annuale dei proventi ordinari e delle spese ordinarie,
sempre che non si riesca a modificare il programma dei bisogni o il gettito dei redditi,
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In this case, the management variables with which to
operate should be, in particular, ‘internal” ones, namely those that
can be amended by means of decisions or actions that are not
dependent on any external influence. These relate in particular to:

* carrying out a radical analysis of efficiency, return and
costs;

* determining the specific needs to be satisfied, some of
which may no longer warrant “public’ assistance and
can, therefore, be managed by the business sector;

* examining the effectiveness of the services provided. In
some cases the fulfilment of needs could even fall below
the minimum social needs necessary;

* thoroughly analysing earnings and revenue by means
of, for instance, an increase in the political price of some
services;

* increasing the output amount - only the minimum
amount of such output is usually binding - by imposing
a ‘price’ that is at least greater than the unitary variable
cost, without increasing fixed costs.

A situation could also arise where the resources available
are insufficient to achieve institutional goals. The public sector
entity is then compelled to obtain more funding from the State or
from general government entities, or if it has fiscal autonomy, to
increase the tax levy on citizens, thus increasing the tax burden on
the community.

However, obtaining greater revenue of this kind should be
conditional on the State or government entity bearing this burden
expressing a social, political and macro-economic opinion on this.

In brief, the scalar income statement must be read ‘the other
way round’: once the balance statement balances out, the
intermediate results, for example EBITD (Earnings before Interest
Tax and Depreciation), must be as low as possible and not, as for
companies, as high as possible.

The lower the EBITD, the more income has been allocated
to covering institutional costs and charges rather than facing
extraordinary and unforeseen operations.

come abbiamo accennato. Ecco perché lo squilibrio annuo puo assumersi come indice di
disfunzione permanente del processo erogativo ...”.
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Once again the economic logic behind public
administrations, as for all non-business organisations, is ‘inverted’
compared to profit-oriented businesses?.

4. Accrual accounting in the Italian public sector

As a result of accounting reforms implemented between
1992 and 2003, accounting in Italy has been characterised by its
ambiguous rules (Grandis 2006)%¢ and its heterogeneous
application, even among public administrations of the same kind.

The accounting system of every public administration is
characterised by the legislation applicable in its particular field
and the authoritative legal bond sanctioned by the budget
forecast. This also weighs heavily on the general principles and
the framework that is set for financial reporting.

Although the analysis below relates only to obligatory
financial reports, accounting principles in Italy can be summarized
as follows:

a) the state accounting system provides for the drawing up
of a ‘balance sheet’; in 1997 a cost accounting system
was introduced, but which does not, however, provide
general results or an economic appraisal?’; the general
principles of this system were extended to regional level
in 2000%;

b) provisions applicable to local authorities (provinces and
councils) since 1995 enforce the mandatory ‘balance
sheet” and ‘income statement’ schemes, but leave to
their discretion the way in which to introduce accrual

% G. Marcon, L'evoluzione delle teorie sui processi decisionali delle amministrazioni
pubbliche, premessa per l'interpretazione della riforma della contabilita, 3 Azienda
Pubblica 317 (2011). “... E il caso degli enti locali e delle aziende sanitarie pubbliche,
dove la maggior parte dei componenti positive di conto economico proviene da
trasferimenti attivi (e dunque e rappresentata da proventi e non da ricavi). In questo
contesto, il valore aggiunto potrebbe avere un significato segnaletico fuorviante. Invero,
un valore aggiunto elevato potrebbe significare non gia capacita di produrre ed erogare
servizi con efficacia ed efficienza, ma semplicemente — e, a ben vedere, all’opposto —
capacita di negoziare finanziamenti esterni a titolo gratuito ...” ..

2 F. G. Grandis, Le ambiguita nelle riforme dei sistemi contabili pubblici, cit. at 9
271.94/1997 e D. 1gs. 279/1997, Article 10.

2 L. 208/1999 and the subsequent D. lgs. 76,/2000.
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accounting?’; on analysis, there are remarkable
differences among the accounting systems of over 8000
local authorities, despite the fact that a specific body
was set up to draft uniform accounting principles3/;
since 1992, the accounting method to be used by bodies
linked to the National Health Authority (Aziende del
Servizio Sanitario Nazionale) is that set out in the
provisions of the Italian civil code applicable to limited
liability companies, although regional authorities have
the power to establish more detailed rules?);
consequently, this has resulted in 21 different legal
regimes (19 regions and 2 autonomous provinces) being
applicable to 250 public health companies scattered
throughout the country;

since 2003, the rules applicable to national institutional
entities (welfare entities, research entities, Government
entities, national parks, etc.) are essentially analogous to
those of local authorities; the rules in fact specify the
general accounting principles, including the accrual
basis principle3?

Based on the analyses carried out, public administrations
falling under points (b) and (d) use the "theoretical" accrual basis
principle defined in chapter 2 of this paper. This is substantiated

by :

the latest version of the accounting principles published
by the National monitoring centre for the finance and
accounting of local authorities (Osservatorio per la

2 D. Igs. 77/1995 transposed by D. lgs. 267/2000. Concerning accrual basis
accounting, see Article 232 of the D. 1gs.267/2000.

30 This organization, called “Osservatorio sulla finanza e la contabilita degli enti
locali”, is provided for by Article 154 of the D. Igs. 267/2000.

31 D. Igs. 502/1992, Art. 5. Regional bodies have aligned themselves to these
standard with considerable delay and, even now, there are entities pertaining to
the National Health Authority that have only formally introduced accrual basis

accounting.

32 See addendum n.1 of the President of the Italian Republic Decree (D.P.R.)

97/2003
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Finanza e la Contabilita degli enti locali), for
administrations falling within point (b)33;

* both in the text of the law itself and the technical

documentation relating to its publication3+.

Furthermore, when analysing the liabilities in the balance
sheet3> of institutional bodies, local authorities’® and companies
forming part of the Italian National Health Authority3’, one can
see how multiannual contributions provided by government
entities are recorded under a specific liability entry. Consequently,
in order for such data to be used, an accounting "sterilisation"
procedure is necessary, implying the ‘correlation between revenue
and cost” and not the “correlation between cost and earnings’.

Recently, within the context of the government accounting
harmonization process provided for in the Italian Constitution38
after a 2001 amendment, public administrations have had to adopt
accrual accounting®, in addition to - and not in replacement of -
traditional public accounting. Accrual accounting will only be of
informational value, providing support to managerial processes,
but will be devoid of any legal or authoritative value.

As a result of the aforementioned prescriptive provisions,
some common principles of general accounting were set out.
Amongst these is the “accrual basis principle’, compatible with the
results of the theoretical analysis discussed in chapters 2 and 3.

It is in this very context that IPSAS could be particularly
useful if they were not the result of a mere unquestioning
transposition of IAS but were able to take account of the particular
characteristics of public administrations in general and, in

33 Ministero dell’Interno - Osservatorio per la Finanza e la contabilita degli enti
locali, Principio contabile n.3. 1l rendiconto degli Enti locali, text approved on the
18t November, 2008, par. 111 and 134.

34 Cfr. Ministero dell’Economia e delle Finanze - Dipartimento della Ragioneria
Generale dello Stato, Principi contabili per il bilancio di previsione e per il rendiconto
generale degli Enti pubblici istituzionali (2001).

35 See addendum 13 of the D.P.R. 97/2003.

36 See model 20 of the D.P.R. 194/1996.

%7 See D.M. 13/11/2007.

38 Art. 117, item n. 3of the Constitution of the Italian Republic.

3 Art. 2,item n. 2, point d) of L. 196/20009.

40 See addendum 1 of the D. Igs. 91/2011. Similar regulations are contained in
addendum 1 of the D. Igs. 118/2011.
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particular, those in which the budget still plays a strong
'authorising' role.

5. Conclusions: a criticism of accrual basis principle in
IPSAS

Taking into account IPSAB's strong attachment to the IAS
framework, it seems clear how the accrual basis principle#! has
also become the standard for public administrations that opt for
IPSAS.

Paragraph 22 of the IAS framework, entitled ‘accrual basis’,
indicates that this basis is useful for the preparation of financial
reports. However, it specifies that under this basis, the effects of
transactions are recognised when they occur, and not when cash
or its equivalent is received or paid. Consequently, these
transactions are noted and merged into their corresponding time
frame in annual reports.

When comparing this definition with the one provided for
in the Italian civil provisions#?, which provide for an inclusion in
the budget of [...] period revenues and charges, irrespective of
the collection or payment date’, no fundamental differences seem
to exist between the two. Here we can also see that the basic idea
is to establish a link between costs and earnings, therefore
establishing that the economic effect of all the period events must
be attributed to the relevant financial period and not to that where
the corresponding payments are made or received.

In the light of the above, as well as the concept which was
developed at length in chapter 2 relating to the impossibility of
applying the accrual basis principle tout court to the public sector,
it becomes apparent that it is necessary to adapt such a standard to
the particular characteristics of public administrations.

The cash basis has always been taken into account by
IPSAS, even though it was intended to be a transitional system
though which to reach the ‘full accrual’ system*3. Only as from 2006

41 Paragraph 22 of the IAS framework entitled : “Accrual basis’.

42 See Article 2423 bis, Italian Civil Code, point 3.

43S, Pozzoli, The international public sector accounting standards between
“convergence” and conceptual framework, in M. D’ Amore (ed.), The harmonization of
government accounting and the Role of IPSAS (2008)..
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onwards (Bergmann 2009)* did the IPSASB - aware of the
difficulty of extending all the ‘private’ standards to the public
sector - undertake the planning of a specific IPSAS framework in
which it would have even been possible to redefine the standard
of accrual basis*. The last of the four documents issued by IPSASB
dates back to January 2012, when the IFAC website published an
Exposure Draft* and a consultation paper entitled “Conceptual
framework for general purpose financial reporting by public sector
entities: presentation in general purpose financial reports”.

An analysis of the draft documents pertaining to the IPSAS
framework illustrates the well-rooted position that the accrual
basis should be used in drawing up public accounts. In fact, one
can easily appreciate the main advantages*” of using accrual basis
for management-related issues. It therefore seems that the findings
based on the cash basis provide considerably less information than
that obtainable from documents drafted on the accrual basis*.

4 A. Bergmann, Public sector financial management (2009).

4 The expectations of the transactors find their raison d’etre in the frequent
misapplication of certain IPSAS principles - especially the one connected to
accrual basis accounting - where these may not be applicable to public
Administrations. The elaboration of the IPSAS framework has been divided
into four stages. An exposure draft has been published for each stage: 1. Users,
objectives, scope, qualitative characteristics, reporting entity;, 2. Elements and
recognition in financial statements; 3. Measurement of assets and liabilities in financial
statements; 4. Presentation and disclosure.

4 Exposure Draft is a document draft that can be modified and commented on
on behalf of all potential interested parties. As for the Conceptual framework for
general purpose financial reporting by public sector entities (GPFRs), the document
published in January 2012 concernes stage 4, i.e. budget publication and
information prioritizing.

47 This statement can be found on the 31t January 2012 IFAC website entry,
which says: “... Financial statements prepared under the accrual basis of accounting
inform users of those statements of past transactions involving the payment and receipt
of cash during the reporting period, obligations to pay cash or sacrifice other resources
of the entity in the future and the resources of the entity at the reporting date. Therefore,
they provide information about past transactions and other events that are more useful
to users for accountability purposes and as input for decision making than is
information provided by the cash basis or other bases of accounting and financial
reporting ...”.

48 The necessity of implementing an accrual bass system is highlighted. In fact,
on page 3 of the document we find: “... Under the accrual basis of accounting,
transactions and other events are recognized in financial statements when they occur
(and not only when cash or its equivalent is received or paid). Therefore, the
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Furthermore, there is no evidence in the IPSAS standards of
the need to combine a cash system with accrual basis accounting.
However, in Italy many authors* advocate for an integrated
approach to accounting. The coupling of traditional accounting
which, by its very nature, is suitable for the financial aspects of
management, with full accrual basis, which can cover also other
financial aspects, could provide more information to stakeholders,
in particular national governments that have signed international
agreements on financial stability.

As set out above, accrual basis accounting establishes a
correlation between costs and the income resulting from bearing
such costs. Such income is recorded under the period in which the
transaction takes place. However, this begs the question whether
one can apply the accrual principle to entities whose revenue
derives primarily from non-exchange transactions. Can this
accrual principle apply to entities where most of their costs are
unrelated to their income? 0

Until 2006, none of the IPSAS standards had considered the
possibility that income could derive from non-exchange
transactions®!. A non-exchange transaction implies that the income
is not linked to an exchange, but to a levy, to a tax or a transfer. In
Italy, the financing of the management of the public sector comes
mainly from taxes, transfers from other entities or from the
payment of services or products rendered. The latter items fall
within IPSAS 9, while the others are subject to IPSAS 23.

transactions and events are recorded in the accounting records and recognized in the
financial statements of the periods to which they relate ...”.

4 G. Zappa & A. Marcantonio, Ragioneria applicata alle aziende pubbliche. Principi
contabili (1954); A. Amaduzzi, Aziende di erogazione. Primi problemi di
organizzazione, gestione e rilevazione, in VV. AA., Studi di economia aziendale (1995);
P. Capaldo, Il bilancio dello Stato nel sistema di programmazione economica (1973); E.
Borgonovi, Principi e sistemi aziendali per le amministrazioni pubbliche (2002).; G.
Farneti & S. Pozzoli (eds.), Principi e sistemi contabili negli enti locali. Il panorama
internazionale, le prospettive in Italia (2005).

5 J. L. Chan, International public sector accounting standards: conceptual and
institutional issues, cit. at 19

51 The absence of a IPSAS that could acknowledge non-exchange transactions is
to be attributed to the derivation of international public sector accounting
principles from the private. Due to the difficulty of companies in obtaining this
type of revenue, no specific IAS exists.
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Taxes are linked to the institutional activities of the entity
and to the carrying out of functions that satisfy general societal
needs. Taxes, from a legal point of view, can be seen as a forced
levy on wealth, while, from an economic point of view, they
constitute indirect compensation for providing services to
society>2. Generally speaking, taxes can be collected directly by the
individual public entity or can be acquired indirectly by means of
transfers from other entities. Based on how they are collected, they
can be divided into levies and taxes. Levies are linked to income
and assets - and not to the activities of the public body. Taxes, on
the other hand, are linked to certain financial operations carried
out by the public sector for the benefit of citizens - despite the fact
that the beneficiary need not be the person having paid the tax.

Transfers are a source of indirect funding because they
come from a system of public relations that is established between
different government levels and which varies according to the
public governance model adopted. Furthermore, no specific
correlation exists inasmuch as their entity depends on the
organization and provisions which vary from country to country.

The major criticism voiced in relation to IPSAS 23 is the use
of the accrual basis - in its traditional sense - when having to
attribute to one period rather than another income obtained from
non-exchange transactions.

Based on an analysis of cases in some European countries
where IPSAS have been implemented, the principle of accrual
accounting is subject to a specific derogation for non-exchange
transactions. Such derogation has resulted in the cash accounting
principle being applicable in order to allocate all income deriving
from non-exchange transactions.

Conversely, under the accrual basis principle, tailored to
the public sector, as described in chapter 2 and as applicable to the
accounting of the Italian public sector (chapter 4), income
deriving from non-exchange transactions could have been
attributed not to a cash accounting system, but to the economic
relevance of charges for which they were mandatorily taxed.

52 E. Borgonovi, Principi e sistemi aziendali per le amministrazioni pubbliche, cit. at
49.
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