
LUCRĂRI ŞTIINŢIFICE, SERIA I, VOL. XI (3) 

IMPROVING THE PUBLIC ACCOUNTING SYSTEM 
 A PRECONDITION FOR BUDGET REFORM (I) 

 
ÎMBUNĂTĂŢIREA SISTEMULUI CONTABILITĂŢII PUBLICE 

PRECONDIŢIE PENTRU REFORMAREA 
 SISTEMULUI BUGETAR (I) 

 
CORINA ŞERBAN  (BOICEANU) *, FRANCA  STANCU * 

 
       

Some important precondition for budget system reform  required to move 
from  traditional, centralized input-oriented system to more modern, 
devolved, performance based system are: obtaining an adequate level of 
Public expenditure management,, reorganizing government institutions to 
work in this new environment and providing a facilitating external 
environment .One of the most discussed tools for strengthening 
government performance  is the upgrading the  government accountig 
system from a cash to an accrual basis. 
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With the ever-growing   volume and complexity of government 
financial operations, it is clear that public fiscal managers have a critical 
need for timely management information reports, in a usable form. 
Producing such reports requires improved classification systems to identify 
programs so that costs can be allocated to individual activities and compared 
with the outputs of these activities. Similarly, moving to an accrual-based 
accounting system has obvious benefits to resource managers by providing a 
more complete picture of an agency's financial position. Tailoring such 
reports to management needs through a computerized accounting system has 
been a general Public Expenditure Management (PEM) reform undertaken 
by a number of countries in various parts of the world. 

The need for an integrated and computerized financial Management 
Information System (FMIS) becomes more urgent as the transition is made 
from centralized controls over spending to a devolved fiscal management 
regime. If agencies have relative freedom determining the inputs required to 
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achieve the outputs expected from them, then managers must be able to 
track inputs used and to develop output indicators. Furthermore, as budget 
horizons extended under a Medium-Term Budget Framework (MTBF), the 
information system will have to support agencies' needs to align their 
resource allocation strategies with the performance targets over a multiyear 
expenditure plan. These are ambitious reforms for many emerging countries 
but reflect current practice in most OECD countries. For these reforms to 
succeed, a crucial prerequisite is a well-conceived FMIS that provides 
access to a shared information database by all participating financial 
managers. 
 

Establishing a Cost Accounting Capacity 
 

Apart from the financial aspects of a budget institution's operations, 
additional information will be required from an FMIS in a performance –
based budget system. Greater emphasis needs to be paid to programs and 
activities approved by the legislature, and results from the use of resources 
allocated to these activities must be described in physical and not just 
financial terms. This has resulted in an increased emphasis on the costing 
methodology so that the full costs of programs and activities can be 
captured and meaningfully related to their outputs and outcomes in order to 
derive measures of program performance. Unfortunately, such skills are 
often scarce in government and must be developed. At the same time, there 
are limits on the extent to witch costing systems, however sophisticated, can 
provide meaningful information unless backed with an adequate accounting 
system that capture and records the total cost of operations. Government 
accounting systems, typically cash based, have often been considered 
deficient from this view point. 
 
 

Improving the accounting system 
 

The typical government accounting system, even if conceptually 
well defined and internal consistent, has the drawback of being cash based. 
The traditional emphasis on voted costs, the last stage of spending, may be 
adequate for the compliance and stabilization objectives of the Finance 
Ministry at the center, but they are less relevant for budget managers in 
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individual government departments. A precondition for moving to the next 
stage of budget system development is to upgrade the accounting system. 

Traditionally, a government accounting system is required to serve 
two distinct objectives. First, the system must compile a formal/legal annual 
financial report of the government's position in the form and content 
prescribed by statute and amenable to external audit. Second, the accounting 
records of primary financial transactions must form a part of a 
comprehensive and fully classified database capable of providing 
contemporary, accurate, and appropriate management reports required by 
financial managers in the government departments, including central 
Finance Ministry departments, to monitor and control government fiscal 
operations. Recognizing these two basic objectives, upgrading a government 
accounting system has typically followed two paths. 

The first upgrade is typically to reformulate the accounting system to 
be able to capture all stages of the expenditure process in the accounts, 
namely:  

a) appropriation 
b) obligation incurred 
c) verification of supply of goods/services 
d) obligation due for liquidation 
e) obligation liquidated (i.e. cash payment). 

A pure cash based system only recognizes the final stage (e) with controls 
placed on ensuring that cash payments do not exceed the levels indicated in 
the first stage(appropriation). The problem of arrears where the government 
has unmet obligations due  for payment(stage d), which has arisen when 
controls are placed solely on cash spending, has caused governments to 
focus on prior stages of spending, and in particular to realize there can be no 
true expenditure control without controlling commitments made (stage b). 
Thus typical amendments introduced to pure cash reporting include the 
provision of information on payment arrears and various noncash 
transactions to provide a better indication of the total resource use by the 
government and its future cash requirements. 

The second major reform of the accounting system recognizes that 
tracking the different stages of spending is not enough. For a comprehensive 
approach to budget management, witch stresses performance, there is also a 
need to account fully for government assets and liabilities, to include all 
costs of providing services, and so to move government accounting closer to 
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private sector accounting, with similar types of financial statements. 
Australia, Iceland and New Zeeland have already adopted accrual-based 
accounting for their whole-of-government financial statements and budgets, 
and others, such United Kingdom have moved substantially in this direction. 
Some, such as Canada, Finland, Sweden, and the United States, have 
adopted accrual accounting principles for whole-of-government financial 
reporting, while others are adopting accrual accounting standards on a pilot 
basis on a limited scale- for example, Germany, Ireland and the 
Netherlands.  Still other countries, including some emerging economies, 
already prepare limited balance sheets, but these typically leave out a large 
component of the government's assets in common infrastructure and 
“heritage assets”. 

In the next stage of reform, but over time, these countries should 
move to a full accrual system, where all assets are included, progressively in 
balance sheet, and their valuation is shifted from an indexed historical cost 
to a replacement basis. Despite the  importance of the accrual system in 
terms of properly stating the magnitude and timing of financial operations, it 
should be acknowledged that is difficult to value certain government assets 
and thus determine net worth, as well as that  it is impracticable for many 
countries to implement this change. 
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