LOCAL AUTHORITIES’
ACCOUNTING AND
FINANCIAL REPORTING

Trends and Techniques
in a Multinational Perspective

edited by
Stefano Pozzoli

o—;
[*))
<
(]
9
-
2
s




ECONOMIA - Ricerche







LOCAL AUTHORITIES’
ACCOUNTING AND
FINANCIAL REPORTING

Trends and Techniques
in a Multinational Perspective

edited by
Stefano Pozzoli

FrancoAngeli



Grafica della copertina: Elena Pellegrini

Copyright © 2008 by FrancoAngeli s.r.l., Milano, Italy.

L’ opera, comprese tutte le sue parti, e tutelata dalla legge sul diritto d’ autore. L’ Utente nel momento in
cui effettua il download dell’ opera accetta tutte le condizioni della licenza d’ uso dell’ opera previste e
comunicate sul sito www.francoangeli.it.



CONTENTS

Preface

PART I
THE EUROPEAN SCENE

CHAPTER |

Accounting Practice in French Local Authorities

Louis Renouard

1. Characteristics of French Local Authorities
1.1. Local administration levels

1.1.1. The main categories of local government
1.1.2. Monitoring of local authorities
1.1.3. Hospitals do not come under local authorities

1.2. Main areas of responsibility

1.2.1. Overview

1.2.2. The communes and EPCIs
1.2.3. The departments

1.2.4. The regions

1.3. Resources and budgets

1.3.1. Staff
1.3.2. Expenditure

1.4. Financial balance and debt

1.4.1. Observations
1.4.2. Monitoring the financial balance of local
authorities

2. Supervision of Local Finances
2.1. Rules and procedures

2.1.1. Three sets of rules

2.1.2. Dual framework of local authority finances:
accounts and budget

2.1.3. Alignment of budgetary and accounting rules

2.2. Monitoring

page

page
»
»
»
»
»
»
»
»
»
»
»
»
»

»

»
»
»

»

»
»

»

13

17
18
18
19
19
19
19
20
21
21
21
22
23
23

23
25
25
25

26
27
27



aa s~ wWwN PR

g~ WN -

2.2.1. Budgetary control

2.2.2. Review of management: compliance with
regulations and effectiveness

2.2.3. Judicial control

. Local finances and accounting rules

3.1. Trend towards conformity with PCG
3.1.1. Reference to the PCG
3.1.2. Adaptations of the texts
3.2. Limits to conformity with PCG
3.2.1. Deviation from regulatory instructions
3.2.2. Discrepancies between instructions and PCG
3.2.3. Summary: observations by the Court of
Accounts on the reliability of local accounts
3.3. Accounting methods of local authorities and IPSAS

CHAPTER Il

»

»

»

»

»

»

»

»

»

»

»

»

Accounting and Financial Reporting by Local Authorities

in the United Kingdom
Harry Wilkinson

. The role and operations of local government
. Local government finance

. The accounting model

. The setting of accounting standards

. Review of current situation

CHAPTER 11

Accounting and Financial Reporting by Local Authorities in Italy

Stefano Pozzoli

. Background

. Local authorities — A brief overview
. The reform of the 1990s

. Committment basis accounting

. Accrual basis accounting

5.1. Asset management
5.2. Economic rationality

page
»
»
»

»

page
»
»
»
»
»

»

28

28
28
29
29
29
30
33
33
33

34
35

37
40
43
45
48

51
51
95
61
66
68
69



O~ WDN -

5.3. The orientation to the medium and long term

. The accounting principles for local authorities in the

Italian public scene

CHAPTER IV

Local Government‘s Accounting Model in The Netherlands

Aad Bac

. State structure and administrative structure

. Legal infrastructure

. Financial structure

. Standard-setting

. Historical developments in accounting regulation

5.1. Identification of the unique identity of government
and its implications

5.2. Differences related to reconsideration of deviations
of Civil Law

5.3. Relation with IPSAS

. Budgeting, Accounting and Reporting

6.1. Functions, structure and principles
6.1.1. Functions of the budget, accounting and
reporting
6.1.2. The structure of the budget-cycle
6.1.3. Principles underlying the budget, accounting
and reporting
6.2. Characteristics of the accounting system
6.2.1. Interim reporting
6.3. Reporting

References and bibliography

CHAPTER V

»

»

page
»
»
»

»

»

»
»
»

»

»

»

»
»
»
»

»

Local Governments’ Accounting Models: Switzerland

Andreas Bergmann

Abstract

1.

Local governments’ role and importance
1.1. The three levels of state and government

page
»
»

69

70

77
77
78
78
79

81

83
84
84
85

85
87

89
93
94
94
95

97
98



1.2. Direct democracy
1.3. Area of activity of local governments
1.4. Fiscal policy of local governments
2. Accounting and reporting of local governments
2.1. Development in the 20th century: from cash to
accrual
2.2. An overview over the Harmonized Accounting
Model
2.3. New Public Management
2.4. Current reforms
3. Conclusion
References

CHAPTER VI

»

»

»

»

»

»

»

»

»

»

Accounting at Local Government Level in Norway:

for the Accounting Elite Only?
Levi Garseth-Nesbakk

1. Introduction
2. Overview of the public system in Norway
2.1. Accountability and degrees of freedom at local
government level
2.2. Revenues — originating from various sources
2.3. Expenditures — primary a result of the budgeting
process and legal requirements
3. The local governmental accounting model and standard
setting
3.1. Standard setting
3.1.1. The standard setting process
3.1.2. Standard setting participants and member-
organizations
3.2. Local governmental accounting model
3.2.1. Main accounting principles
3.2.2. Accounting techniques
3.2.3. Accounting statements and reporting system

3.2.4. Roles of accounting and budgetary statements

4. Critical reflections over the accounting model

8

page

»

»

»

»

»
»

»

»
»
»
»
»
»

»

99
100
101
104

104

105
107
108
110
111

113
115

115
117

117

118
118
120

120
121
121
123
124
127
129



4.1. Does the accounting model achieve its objectives? » 130
4.2. An accounting model with different theoretical

foundations » 132

4.3. A complicated accounting model » 133

5. Concluding reflections » 134

References » 135
PART I

THE INTERNATIONAL SCENE

CHAPTER VII
Governmental Accounting and Financial Reporting in the United States of
America with a Focus on State and Local Governments
David R. Bean and Dean Michael Mead

1. Government Structure page 139
2. How GASB Standards are set » 145
3. What is the Basic Accounting Model used by state and
local governments? » 147
4. The Major Features of GASB Statement 34 » 148
5. Basic financial statements » 148
5.1. Government-wide financial statements » 149
5.2. Fund financial statements » 152
5.3. Notes to the financial statements » 155
5.4. Required supplementary information » 156
5.5. Management’s discussion and analysis » 156
5.6. Budgetary comparisons » 157
6. How is the triumvirate Working? » 158
7. Conclusion » 161
CHAPTER VIII

Financial Reporting by Japanese Local Governments
Tadashi Sekikaw

1. Institutional framework of local governments in Japan page 163



1.1. Decentralization of public administration in Japan » 163

1.2. Two levels of local governments » 165
. Financial reporting by local governments in Japan » 166
2.1. Current practices — Official (Statutory) financial
report » 166
2.2. Voluntary preparation of accrued basis financial
information » 167
2.3. Current Reform — New MolAC reports » 169
2.4. Current Reform — Case of Tokyo Municipal
Government » 171
CHAPTER IX

Local Government in Canada
Robert T. Correll

. Organization page 173
1.1. Constitutional Framework » 173
1.2. An urban nation within an expansive territory » 173
1.3. The Provincial — Municipal Relationship » 173
1.4. Varying Structures » 175
1.5. Political Structure » 177
1.6. The role of agencies, boards and commissions » 177

. Operations and Role » 178
2.1. Qualitative parameters » 178
2.2. Operational parameters » 180
2.3. Management structure » 180
2.4. Provincial and other regulatory oversight » 181

. Fiscal Framework » 181
3.1. Budget Framework » 181
3.2. Revenue sources » 183

. Financial Reporting » 184
4.1. The Finance Function » 184
4.2. Role of financial statements » 185
4.3. Accounting standard setting » 185
4.4. The audit function » 187

10



CHAPTER X

Local Government Financial Reporting in Australia

Jim Paul and Jill Czaplowski

1. Introduction
2. Regulation of local government financial reporting
2.1. Australian Accounting Standards
2.2. Transaction-Neutral Standards
3. AAS 27 Financial Reporting by Local Governments
3.1. Reporting Budget Information
4. Outcomes of adopting AAS 27
4.1. Reactions to AAS 27
5. Withdrawal of AAS 27 and other Standards for different
classes of public sector entities
6. Some noteworthy AASB projects relevant to Australian
local governments
6.1. Revenue from Non-Exchange Transactions
6.2. Service Concession Arrangements
6.3. Infrastructure, Cultural, Community and Heritage
Assets
6.4. Budget Reporting
6.5. Disaggregated Disclosures
6.6. Related Party Disclosures
6.7. Restructures of Local Governments
6.8. Non-Financial Performance Indicators
6.9. Differential Reporting/SMEs
7. Concluding remarks
8. References

Authors

11

page
»
»
»
»
»
»

»

»

»
»

»

»
»
»
»
»
»
»
»

»

page

189
191
190
191
192
193
194
196

197

199
199
200

201
202
202
202
202
204
204
206
206

209






PREFACE

The idea of this book stems from the experience | gained as Public
Member of the International Public Sector Accounting Standards Board —
as clearly shown by the background of many of the authors who have
contributed to this volume.

The chance to be part of an international board, where views can be
exchanged, has made me realize the importance of understanding the
cultural and technical rationale underlying the approaches and feelings of
those who come from other countries. Also, in this perspective, it is crucial
to identify the measures adopted to tackle the problems which regularly
prove to be approximately the same all over the world.

It appears also clear that neglecting what happens abroad — whatever the
field in which you operate — is not only an unjustified sign of conceit, but
also an option which can hardly lead to a tangible improvement of the
competitive ability of a country

Even carrying out deep systemic reform, there is the strong temptation
to disregard what happens in the rest or the world, or even worse, to accept
a simplified and trivial version of those which is, doing so, misleading.

Unfortunately, the attitude to underplay the importance of other
countries’ experiences — or to judge them wrongly — is often even stronger,
when the public administration issues are tackled.

The idea of sovereignty makes us cherish the illusion of being
independent from international comparisons and not in need of exchange of
opinions: therefore, there is the growing tendency to isolate ourselves from
the rest of the world and build autonomous — though not necessarily
effective - models.

In the specific case of local authorities, pretexts are offered by a multi-
faceted context due to the fact that in every country the very nature of local
authorities is different, both in legal terms and in terms of tasks concretely
performed. In Italy, for example, pursuant to Constitutional provisions,
Municipalities are autonomous bodies, independent from the other
government entities, whereas this is not the case in Canada, where the
individual States recognize them and, theoretically, can also dissolve them.
In the United States — at least in certain contexts — health and education fall
within the Municipalities’ competence, whereas this is not the case in
France and the United Kingdom.
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However, the fact of drawing inspiration from other countries also
implies to start from the in-depth knowledge of the context where some
reforms originated; the way in which they have been implemented; the
cultural environment which has entailed — and possibly allowed — specific
choices and which probably do not make them applicable to a country
which has different structural characteristics and a different history.

This book only intends to provide a contribution to comprehend and
investigate more in depth the experience of some countries, which can be
addressed as significant benchmark in the field of local authorities’
accounting and reporting.

Hence, this volume provides readers withy the choice of interpreting not
only the accounting models of some European countries, but also of some
Asian countries, such as Japan, and of the Anglo-Saxon world, such as the
United States and Canada.

The aim is to provide a critical analysis of case studies from a
professional viewpoint — as shown by the background of many authors,
who mainly come from the accounting profession (not only from IPASB,
but also from the national Standard Setters).

It is a critical — albeit not systematic — analysis: no considerations are
made and no summary is attempted. It is up to readers to form their opinion
about the similarities and especially the main differences of approach,
which can be found also in countries which are apparently close to ours
from the cultural viewpoint.

Hence, the choice of presenting all contributions according to a plan
which is probably not rational — namely dividing them into two parts
(European countries and non-European countries) and listing them within
these two groups, on the basis of their size in terms of population.

I hope we have carried out a useful investigation and credit must be
given to all those who have been patient enough to cooperate in the drafting
of this book.

I wish to express my deep-felt thanks to all of them.

Florence, March 2008

Stefano Pozzoli
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1. ACCOUNTING PRACTICE IN FRENCH
LOCAL AUTHORITIES

Louis Renouard

1. Characteristics of French Local Authorities

Local government comprises several categories or levels of local
authority (A). It is no simple matter to sum up each one’s specific roles and
responsibilities since many of them overlap with those of other authorities
and notably with those of the state (B). Resources and budgets of regional
and local authorities represent a fairly large share of total public
expenditure (C). But in overall terms their share in the public deficit is
insignificant and their debts are modest. It is true however that 40% of their
income is from the state, which is in serious deficit (D).

1.1. Local administration levels

The national territory is divided into communes, departments and
regions. The terms department and region are to be taken in two different
ways. On the one hand they refer to administrative divisions through which
the state operates, the state being represented by a prefect and
deconcentrated administration in each of the 100 departments and the 26
regions. On the other hand they denote the areas for which local authorities
are responsible and are referred to by the same name.

17



1.1.1. The main categories of local government

The French constitution lists the three main local government levels (in
the constitution the term collectivités locales has been replaced with
collectivités territoriales):

- communes, which are particularly numerous (36,783 of which 874
have more than 10,000 inhabitants) and are often combined to form
intercommunalities or EPCls (établissements publics de cooperation
intercommunale);

- departments (100);

- regions (26).

None of these categories of local authority exercises any control over
the others.

The main decisions affecting local communities, notably budgetary, are
adopted by deliberative assemblies made up of elected representatives (the
municipal council for the communes, the general council for the
departments and the regional council for the regions). They are
administered by an elected executive (the mayor for the communes, the
chairman of the general council for the departments, and the chairman of
the regional council for the regions).

1.1.2. Monitoring of local authorities

The prefect, representing the state, monitors the work of the local
authorities to ensure compliance with regulations.

The prefect monitors the deliberative assemblies’ decisions on the
budgets in collaboration with the regional chambers of accounts, which are
independent bodies.

The regional chambers of accounts were established in 1982. They are
the main bodies responsible for monitoring local finances. They are
completely independent of the local authorities. Their members are
magistrates whose independence is guaranteed by their statute and whose
numbers vary depending on the importance of the region (nearly 50 for the
Tle-de-France chamber, fewer than 10 for the Franche-Comté or Limousin
chambers). As to their roles, see below.

18



1.1.3. Hospitals do not come under local authorities

Public hospitals, although their boards of governors are chaired by the

mayors of the communes in which they are sited, are administered by
directors appointed by the state and financed from social security funds.

1.2. Main areas of responsibility

1.2.1. Overview

a)

b)

Two points:

There is no text setting forth the precise areas of responsibility of
communes, departments and regions. Responsibilities are defined in
general or specific terms by the law.

Responsibility for many important matters is shared between the state
and the local authorities and/or between different types of local
authority. This is true notably of public education: the state pays the
bulk of the salaries and the communes, departments and regions pay
everyday operation and investment costs. Responsibility for social
policy is also shared between the state, the departments and the
communes. Cultural policy (libraries, museums, etc.), is the
responsibility of the communes, the departments and the regions and
support for companies is mainly a matter for the state and the regions;
however, the regulations provide for complementary action by
departments and communes. Ports come under the state, the department
or the region depending on the category they fall into.

1.2.2. The communes and EPCIs

All communes have exactly the same responsibilities, whatever their

size. In addition to their traditional role (registering births, marriages and
deaths, organising elections, exercising policing powers), the communes
provide social facilities (day nurseries, old people’s homes), supplementing
those made available by the departments.
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