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ABSTRACT

his paper discusses the phenomenon that governments in many West-

ern countries have transferred their cash-based systems into accrual-based
systems for reporting purposes during the last decades, while still retaining cash-
based budgeting systems. The main question we want to answer is whether there
are more substantial reasons why governments prefer cash above accruals for
budgeting. Our paper is the result of a comprehensive literature review. At first
glance, combining accruals for both budgeting and reporting seems to be pref-
erable above combining cash for budgeting and accruals for reporting: there is
consistency between the budgeting and reporting logic, and accrual information
is richer than cash information. However, we are in favour of a more nuanced
perspective. The combination of cash for budgeting and accruals for reporting
can be defended through the lens of a fundamental budgeting logic that identifies
all expenditures and revenues expected for the budget year and sees the com-
parison between cash-based appropriations and actual cash outflows as an easy
and straightforward control mode. Moreover, this combination aligns with the
dominance of budgeting over reporting and the limited accounting expertise of
many accounting information users (for example, public sector managers and
especially politicians). We arque that the ultimate transfer from cash to accruals
in budgeting needs to be based on a solid assessment of its added value to these
users, and not due to pressures of accounting experts.
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INTRODUCTION

In line with broader public management reforms, governments of various coun-
tries around the world (particularly in Europe) have, over the last few decades,
changed their accounting systems from a traditional cash mode to accrual-based
systems. These reforms were often in accordance with the harmonisation of private
sector accounting standards (for example, towards International Financial Report-
ing Standards - IFRS) and gained support from the emergence of International
Public Sector Accounting Standards (IPSAS). As a consequence, a number of coun-
tries now use accrual systems and generate the usual financial reporting documents
(such as income statements and balance sheets) as a basis for reporting. However,
when taking a closer look at these reforms, the observer will discover that many
of these countries have not changed their budgeting systems (and still maintain
such systems on the basis of cash). Such a cash budgeting and accrual reporting
(CB&AR) mode appears somewhat contradictory and inconsistent from a financial
management perspective. Our aim, and the corresponding research question there-
fore, is to investigate the rationale behind the lack of alignment of the two systems.
What were the reasons and arguments of the respective governments to follow this
mode? Is it only a matter of time before countries will move to accrual budgeting, or
are more fundamental reasons at stake? Moreover, we want to discuss and critically
assess the various arguments in favour of and against the cash budgeting mode
(and correspondingly in favour of and against the accrual budgeting mode).

This paper is predominantly based on a review of the public sector manage-
ment literature with cash-based and accrual-based budgeting as main search terms.
Given that this theme has gained attention in the academic and practice-oriented
literature quite recently, our search for publications was mainly focused on the last
fifteen years. Google Scholar was used for a first identification of relevant academic
papers. After reading the selected papers and assessing their potential appropriate-
ness for our research project, complementary papers were identified through the
so-called snowball method (identification of additional papers based on the refer-
ences of the originally selected papers). In order to acknowledge that sources other
than academic journals might be important outlets for publications on the theme at
hand, we included edited books, papers from practice-oriented journals and reports
published by consultancy firms in our database of publications. All publications
were read and critically assessed in the light of the above indicated research ques-
tion. In addition, we contacted the authors of recently published studies on those
countries that have adopted cash for budgeting and accruals for reporting, for clari-
fication of, among other things, the possible reasons for adopting such a budgeting
and reporting mode.

This paper is structured as follows: in the next section we present a general
empirical picture of countries following various budgeting and reporting modes.
Here we describe some particularities of six European countries (Belgium, Denmark,
Greece, France, Portugal and Spain) using the CB&AR mode. This is followed by an
explanation of the differences between accrual and cash budgeting and an illustra-
tion of particular circumstances in public sector organisations (PSOs) which may
lead to differences between the two budgeting modes. In the penultimate section
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we discuss and assess various arguments pro and contra cash/accrual budgeting
which we found in our literature review. In the final section we discuss our findings
and draw some conclusions.

THE EMPIRICAL PICTURE: CASH BUDGETING IN AN ERA OF ACCRUAL
ACCOUNTING

This section reports the extent to which governments in various groups of coun-
tries have adopted accrual-based accounting for reporting, while continuing to use
a cash-based budgeting system. The reviewed studies mainly differ regarding the
specific group of countries they address: worldwide (PricewaterhouseCoopers,
2015), Organisation for Economic Co-operation and Development (OECD) countries
(Moretti, 2016), or a group of fourteen European countries (Brusca et al., 2015a).! In
addition, an older OECD study is included (Blondal, 2004), so that some develop-
ments can be tracked over time. Except for the study by Brusca et al. (2015a), which
examines various governmental levels - central, intermediate and local - the other
studies are all concerned with central government.

Combining either cash or accruals with budgeting and financial reporting gives
rise to four possible combinations:

* Cash for budgeting and reporting (CB&CR)

* Cash for budgeting and accruals for reporting (CB&AR)
* Accruals for budgeting and cash for reporting (AB&CR)
e Accruals for budgeting and reporting (AB&AR)

However, because the third combination - accruals for budgeting and cash for
reporting - never occurs, three combinations remain, and these combinations are
shown in Table 1 for each of the above studies. When comparing the different
modes, we should be aware that budgeting is a process with several stages, cov-
ering an ex-ante view (i.e. budget formulation and decision for the coming year)
as well as an ex-post view (budgetary accounting for controlling budget execution
during and after the respective budget year to identify differences between actual
and planned appropriations). To some extent, financial accounting, which usually
is ex-post-focused, can also have an ex-ante perspective, for instance, with regard to
financial forecasting of future expenses or revenues.

The number of countries following the AB&AR mode, at least at the central
government level, varies between 18 and 36 per cent. In addition to Australia and
New Zealand, and to a limited extent Canada, we find five countries using the
AB&AR mode in Europe: Austria, Finland, Sweden, Switzerland and the United
Kingdom (UK). The lowest percentage of the AB&AR mode (18 per cent) is noted
in the worldwide study, while substantially higher percentages are recorded for
OECD countries (32 per cent) and European countries (36 per cent). This suggests
that accrual budgeting and reporting are far less adopted in poor than rich coun-
tries. In addition, the subsequent OECD studies indicate that accrual reporting has
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TABLE |: OVERVIEW OF STUDIES ONTHE APPLICATION OF CASH OR
ACCRUALS FOR BUDGETING AND REPORTING IN GOVERNMENTS

Study Observation Focus and % of % of % of
Period Number of Countries Countries Countries
Countries Applying Applying Applying
Cash for Cash for Accruals for
Budgeting  Budgeting Budgeting
and and Accruals and
Reporting for Reporting Reporting
PWC 2014-2015 120 countries 48% 34% 18%
(2015) worldwide (central
government)
Bléndal 2003 29 OECD 69% 10% 21%
(2004) countries (central
government)
Moretti 20152016 34 OECD 18% 50% 32%
(2016) countries (central
government)
Brusca 2014 14 European 28% 36% 36%
etal. countries (central
(2015b) government)
I'l European 10% 45% 45%
countries (local
government)*

*The number of countries for which usable local government information is available in the book is eleven, because
in three countries (Denmark, Italy and UK) there are no consistent and homogeneous regulations concerning the
type of accounting or budgeting concept at local level. Additionally, we are deviating with regard to two countries
(Austria and Germany) from the classification of Brusca et al. (20| 5b).With reference to additional information, we
have attributed these countries to the dominant category, i.e. the one to which the majority of local governments
can be assigned (Austria to the CB&CR mode and Germany to the AB&AR mode).

Source: compiled by the authors.

increased substantially between 2003 and 2016. Table 1 further indicates that the
number of countries in the CB&AR mode is substantial, varying (in central govern-
ment) between 10 per cent (worldwide) and 50 per cent (OECD countries in 2016).
The Brusca et al. (2015b) comparative study also reveals that this combination has an
important role in European local government (45 per cent of the countries). Taking a
worldwide view, the findings indicate that the combination of cash budgeting and
reporting (CB&CR) is still the most often used mode (48 per cent of countries), with
poorer countries particularly availing of this mode of operation.

Subsequently, we will further focus our analysis on the Brusca et al. (2015b)
study for two reasons. First, in contrast to the other research, this study covers
both central and local government. Second, this study provides considerable back-
ground information relating to each of the countries (for which separate studies
were conducted - see Brusca et al., 2015a). This provides us with deeper insights
into the way cash or accruals, or combinations of both, are applied. As such, it can
also help to identify possible reasons for particular preferences (a key focus of this
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paper). Our analysis is based on two sources: the already mentioned country stud-
ies in the Brusca et al. (2015a) book, and additional information provided by the
authors of these studies upon our request. The latter information was aimed at clari-
fying certain specifics of the budgeting and reporting mode in each of the countries.
Moreover, it allowed more informed insights relating to two issues: the reasons for
adopting the CB&AR mode, and the match or lack of match between the struc-
ture of the cash-based budget (in terms of items or articles) and the structure of the
accrual-based income statement.?

Although the Brusca et al. (2015b) study distinguishes between three levels of
government - central, intermediate and local - we confine ourselves to central and
local government, acknowledging that intermediate governments are difficult to
compare (for example, states in the federal system of Germany and provinces in the
unitary system of Netherlands). In addition to pure cash- or accrual-based systems,
the Brusca et al. (2015b) study identifies modified cash and modified accrual sys-
tems being used. A modified cash system is primarily a cash system which includes
some accrual elements, often commitments at the year-end (which will lead to cash
outflows in the first months of the next year). A modified accrual system is merely
an accrual system, but it may ignore, for example, the depreciation of particular
fixed assets (for example, heritage and defence) or certain liabilities, such as pen-
sion obligations (see, for definitions: International Federation of Accountants, 2000;
PricewaterhouseCoopers, 2015, p. 11).

If we combine cash and modified cash in one category, and also combine accrual
and modified accrual in another category, Table 2 shows which European countries
apply the budgeting and reporting modes under investigation (CB&CR, CB&AR
and AB&AR). This table reveals some consistency in these modes across governmen-
tal layers, that is, central and local government in the same country using parallel
modes. This is the case in Belgium, Denmark, France, Portugal and Spain for the
CB&AR mode, as well as Finland, Sweden, Switzerland and the UK for the AB&AR
mode. The other five countries, Austria, Germany, Greece, Italy and the Nether-
lands, are using partly or fully diverging modes for central and local government.

Given the focus of our research (why countries combine cash for budgeting and
accruals for reporting), the following six countries, which use this mode, are investi-
gated further: Belgium, Denmark, Greece (only local government), France, Portugal
and Spain.® A further examination of these countries is possible because the Brusca
et al. (2015a) book comprises country studies of all fourteen included countries. We
will try to answer two questions:

* To what extent are the identified countries similar in public sector budgeting
and reporting practices?

*  What are the reasons standard setters and practitioners in these countries
give for preferring a combination of cash-based budgeting and accrual-based
reporting?

While each of the six identified countries combine cash-based budgeting and

accrual-based reporting, there are also notable differences. First, in Belgium, Flem-
ish local government combines cash and accrual budgeting (Christiaens and Neyt,
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TABLE 2: CASH ORACCRUALS FOR BUDGETING AND REPORTING IN
GOVERNMENTS OF SELECTED EUROPEAN COUNTRIES

Government Countries Countries Countries Countries with
Level Applying Cash  Applying Cash Applying Heterogeneous
for Budgeting  for Budgeting Accruals for or Ambiguous
and Reporting and Accruals for Budgeting and Accounting or
Reporting Reporting Budgeting Modes
Central Germany, Belgium, Denmark, Austria, Finland, Italy**
government Greece, France, Portugal, Sweden,
Netherlands* Spain Switzerland, UK
Local Austria*®* Belgium, France, Finland, Germany, ltaly,**
government Greece, Portugal,  Netherlands, Denmark,*##*
Spain Sweden, (] acoag
Switzerland

* Central government agencies in the Netherlands mostly apply accrual budgeting and accounting.

** In Italy, for both central and local government, reporting also contains elements of accrual accounting; so, the
country seems to use a hybrid system of both cash and accrual elements (source: Manes Rossi, 2015, as well as
additional information provided by this author).

*#% |n Austria, the majority of municipalities are still applying cash for budgeting and reporting, but some of them
have moved to the AB&AR mode;in the next few years the rest of them will follow (source: Rauskala and Saliterer,
2015).

*#¥% Danish local government uses also some cash elements in its reporting system and municipalities have the
right to choose between cash and accrual modes for budgeting (source: Aggestam Pontoppidan, 2015, as well as
additional information provided by this author).

¥k There are no explicit legal prescriptions in the UK for a specific accounting and budgeting mode for local
government.

Source: compiled by the authors.

2015), while governments in the other countries exclusively rely on cash or modi-
fied cash for their budgeting system. A recent study (Buylen and Christiaens, 2016)
shows that cash-based issues (such as current expenditures by destination or capi-
tal expenditures by destination) are used to a larger extent than accrual elements
(such as depreciation of assets) in Flemish local government. Second, in Denmark,
municipalities have the option to choose between accrual and cash for budgeting
(Aggestam Pontoppidan, 2015), while this is not the case in the other countries.
Third, several countries seem to have what is referred to as ‘integrated accounting
systems’, indicating that both cash information about budget appropriations and
budget execution, as well as accrual information for the income statement and bal-
ance sheet, can be derived from the same system. This applies to Belgium for local
government (Christiaens and Neyt, 2015), Spain (Brusca, Montesinos and Vela, 2015)
and Portugal (Jorge, 2015). The provided information about the countries using the
CB&AR mode clearly indicates that there is in general no match between the struc-
ture of the cash-based budget report and the accrual-based income statement. While
the cash-based budget is structured according to functions (or programmes), the
accrual-based income statement is structured according to line items (for example,
total salary costs and total depreciation costs). This implies that under such a mode
accrual-based information is not appropriate for controlling and for giving account
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of the budget execution.* Fourth, Greece seems to have adopted accrual elements
very recently (Cohen, 2015), largely due to pressures related to the financial crisis,
while other countries have longer histories of reforms in which accrual accounting
is core. Finally, some countries are inspired by IPSAS in their reforms (Belgium,
France, Spain, Portugal), while others deliberately stick to their own history of
national standard setting (Denmark), or are faced with such major shortcomings in
their current accounting systems that IPSAS may be a step too far (Greece).

The country studies do not extensively provide arguments for the preferred com-
bination of cash budgeting and accrual reporting. Rather than being the result of
explicit and extensive debates, the decision for the CB&AR mode seems to be the
outcome of implicit reasoning about the assumed information preferences of poli-
ticians and public sector managers. In this reasoning two arguments in favour of
the CB&AR mode dominate: the mindset of these users of public sector budgets is
cash-oriented and they lack the expertise for using accrual-based information. In
addition, some more specific arguments were provided: accrual-based budgeting
could be more risky; it is convenient to have two types of accounting systems serving
different purposes; and the use of accrual information is poor (for more arguments
relating to the CB&AR mode, see the later section which explores its pros and cons).

WHICH CIRCUMSTANCES IN A PSO LEAD TO DIFFERENCES BETWEEN
CASH BUDGETING AND ACCRUAL BUDGETING?

For an appreciation of the competing arguments relating to cash-based budgeting
and accrual-based budgeting, an exploration of the financial effects of their adop-
tion by a public sector organisation (PSO) is important. First, a brief introduction of
public sector budgeting is provided: according to Wildavsky (1984, p. 4), a budget is
a monetary representation of the planned activities of a governmental organisation.
In a more elaborate way, a budget can be defined as an overview of the activities,
categorised according to functions, programmes and/or organisational units, of a
governmental organisation over a certain future period, in the form of at least its
financial aspects (both revenue and cost items), and often supplemented by other
information about these activities, such as their goals or desirable impacts (see,
for example, van Helden and Hodges, 2015, p. 111). Traditionally, budgeting has
been the process through which governments decide how much to spend on which
activity, limiting expenditures to the revenues available and preventing overspend-
ing. In a broader sense, budgeting has increasingly been expected to perform other
roles and functions (for example, enforcing managerial responsibility, discharging
a strengthened external accountability and supporting macroeconomic steering of
the economy - see, for instance, Anessi Pessina et al., 2016, p. 492).

There are different variables which can be modified when composing a public
budget: which aspects of government activities should the budget inform (for exam-
ple, financial inputs, targets, outputs or outcomes)? How long is the planning period
(one or more years)? What should the main criterion of structuring be (following
the organisation or along programmes, products, etc.)? How detailed should the
budget be (highly differentiated into thousands of items or more aggregated)? How
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flexible is the process of budget execution (binding detailed appropriations or offer-
ing options for carrying over, etc.)? How does the process of budget formulation
proceed (bottom-up versus top-down)? And finally, what is the accounting basis of
the financial information used in the budget (cash or accrual)? Budgeting reforms
usually deal with one or several of these variables. In this paper, we are primarily
concerned with the last issue: the use of cash- or accrual-based financial information
within the budgeting process.

Having described some essentials and characteristics of public budgets, we now
explore the circumstances in PSOs under which CB (cash budgeting) leads to either
quite similar or to substantially diverging financial outcomes than AB (accrual
budgeting). The core difference between cash and accrual accounting and budget-
ing is as follows (van Helden and Hodges, 2015, pp. 46-47): a cash-based system
registers cash outflows (payments) and cash inflows (receipts) when they occur,
while under an accrual-based system, revenues and costs are recognised when
they are earned and incurred respectively, not when cash is received or paid. This
implies that in the accrual case the benefits of certain activities are matched with the
resource consumption needed for these activities. Consequently, CB and AB may
diverge with regard to resource creation (receipts vs revenues) as well with regard
to resource consumption (expenditures vs expenses). At first we illustrate possible
deviations of the discussed budgeting modes on the revenue side, and subsequently
on the expenses side. It has to be acknowledged that CB and its related budgetary
accounting is often much more than just a registration of intended cash inflows and
outflows per budget article, because it distinguishes between three steps in regis-
tering transactions: a registration of the planned cash revenues and expenditures
(appropriations), the commitments, and the actual receipts and expenditures at the
time transactions occur (see, for instance, Christiaens and Neyt, 2015, p. 31).

Revenues

Important revenue categories of PSOs are taxes, service charges and transfers
from other governmental layers (for example, from central to intermediate or local
government).

Budgeted cash revenues are the expected receipts in a certain period, often a year.
However, a part of these incoming cash flows relate to the previous year. In accrual
terms, this part is recorded as accounts receivable at the year-beginning. In a similar
vein, a part of the expected revenues of the current year will be received in the next
year, which is recorded as accounts receivable at the year-end.

Now we can give the following definition:

Budgeted accrual revenues are budgeted cash revenues in the ‘budget year” less the
estimated accounts receivable at the year-beginning, plus the estimated accounts
receivable at the year-end.

So, under what circumstances do accrual revenues diverge from cash revenues?
When accounts receivable substantially decrease or increase over the year. This
implies that for governments with well-organised and stable processes of income
generation, CB and AB revenues are not expected to diverge much.’ The latter con-
clusion cannot be drawn for expenditure/expenses, where the CB-AB differences
are more fundamental, as will be shown now.
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Expenditures/Expenses

Budgeted expenditures are the expected payments in a certain period, usually a year.
Budgeted expenses (this is an accrual term for consumption of resources) can be

different from expenditures (equal to cash outflow). The three following factors are

considered to be the main causes for differences between CB and AB, although, in

practice, an array of other factors may also impact:*

*  Fixed assets: under CB the payments for purchasing fixed assets (such as infra-
structure assets for roads and bridges) are recorded, while under AB the
depreciation of all assets in use is recorded, where depreciation is the loss in
value during the year of use of the fixed assets. If the purchase pattern of fixed
assets is irregular over the years (for example, through large purchases in one
year, and no or minimal purchases in some subsequent years), CB and AB will
lead to significantly different outcomes. AB will show a much more stable pat-
tern of resource consumption over the years than CB. However, if investments
are more even between years, capital expenditures (under CB) and expenses
(under AB) can be relatively similar.

*  Provisions are obligations for payments in the future which originate in a trans-
action in the current year, while the exact value of these obligations is uncertain
and has to be estimated. An example relates to pension provisions where the
PSO has to pay pensions to its employees retiring in the future. Under CB there
are no provisions, and pension payments in the current year are booked as
outgoing cash flows. In contrast, under AB the yearly estimated future obliga-
tion for paying pensions will be recorded as an expense, while the actual paid
pensions in the current year are deducted from the provisions” account. So, if
payments in the current year are quite similar to estimations of future payments
related to the current year, CB and AB come to similar financial outcomes. How-
ever, if, for example, staff numbers have decreased substantially in the recent
past, current payments will be higher than obligations for future payments,
and CB and AB give rise to diverging outcomes. Moreover, if a PSO starts to
include its future pension obligations as a provision under AB, it will need to
pay its current pensioners and create a provision relating to future pensioners,
an action that will result in an ongoing double burden.

*  Accounts payable are debts originating in the current year (relating to resource
consumption) which will lead to payments in subsequent years. An example
is the production of certain services (like waste water treatment or museum
exhibitions) which requires purchase of energy, for which payments are not
chronologically corresponding to resource consumption in the production
process. This leads to similar accrual corrections as for revenues: resource con-
sumption under AB in a certain year is equal to budgeted payments for these
resources in this year (this is the expenditure under CB) less estimated accounts
payable at the year-beginning plus estimated accounts payable at the year-end.
Consequently, if payables are relatively stable over time, CB and AB result in
similar outcomes regarding the financials of resources consumed.’
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All in all, a fundamental and material difference between CB and AB is the treatment
of fixed assets. The other causes of differences - provisions and accounts payable -
can also be influential, but probably their impact is often relatively less substantial,
particularly if, in the case of pension provisions, staff numbers are stable over time.

After having pointed to the main causes of differences between CB and AB, it
is worthwhile to realise that AB requires more additional administrative actions
compared to CB. A few examples can illustrate this. First, some general purpose
fixed assets, such as office assets, will lead to depreciation expenses which have to
be attributed to all work spots and related budget articles. Second, accrued interest
expenses have to be attributed based on the book values of the fixed assets of the
budget articles. Finally, there are various options for using AB in a decentralised
governmental organisation with, for instance, agencies: on the one hand, funding
agencies’ full costs (cash-in-hand), i.e. including depreciation, which means a loss
of central control of investments, and on the other hand funding only agencies’ cash
elements (no-cash-in hand), and separate control of non-cash items (depreciation of
investments), which implies that the cash system largely remains (see further Blon-
dal, 2004, pp. 107-110).

THE PROS AND CONS OF CASH BUDGETING AND ACCRUAL
BUDGETING

After demonstrating that many governments combine cash for budgeting and
accruals for reporting, and having explored the circumstances for such a combina-
tion, we now address the core of our paper. Here we critically assess the arguments
for retaining a cash basis for budgeting against a transition to accruals for budg-
eting. Obviously, most of the pro arguments for CB are at the same time contra
arguments for AB (and vice versa). To avoid duplication, we abstain from repeat-
ing arguments for one mode of budgeting which already have been presented with
regard to the other mode. The arguments we are discussing here are principally
focused on budgeting, although the quite narrow interrelations between budgeting
and reporting (in our case, of accrual reporting) should not be ignored. The discus-
sion is based on a comprehensive literature review.

Arguments in Favour of Cash Budgeting

At first we discuss several arguments found in the reviewed literature with regard
to the relative preference of the CB mode compared with the AB mode, implicitly
or explicitly in the framework of an existing accrual system. We do not refer to
the fundamental debate about the general applicability of accrual accounting in the
public sector which took place in the last decades (see, for example, Monsen and
Nasi, 1998).

Money Is Core

The most striking, and also most often used, argument is that CB is a concept
allowing easy and well-functioning planning and control of monetary spending of
government. For centuries, governments used to formulate and execute a budget
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covering all expenditures and all revenues expected for the budget year. Compar-
ing cash-based appropriations with the actual cash outflow is easy and clear in this
case (Robinson, 2009; Warren, 2015). In contrast, in the case of AB the control of
spending by the Ministry of Finance (or another responsible ministry) would be
more ambiguous because sector departments have more discretion to determine
their expenses (for example, regarding to depreciation of assets). Therefore, the risk
of overspending may be higher in the AB case than in the CB case (Blondal, 2003). A
related argument is that the CB concept is more clearly focused on the authorisation
function of the budget: the legislation authorises the government to spend certain
expenditures (Bergmann, 2009, p. 66).

Assessment

A clear and strict focus on monetary spending within the given framework of the
budget is doubtless a central feature of a budget. In principle, an AB can also inform
about cash-based items (see below for details). This is, however, contestable as the
information quality very much depends on how cash-based information is struc-
tured in such an AB. For instance, does cash information follow the various line
items of the budget or is it offered in an aggregated mode (for example, summa-
rised operational cash flow and investment cash flow)? The AB can obviously have
a higher risk of overspending because expense control may be less straightforward.

Consistency with Fiscal Policy

As the fiscal policy of a government is usually formulated according to cash terms
(for example, with regard to national debt or future tax policy), it is obvious that a
CB is more in line with such policies than an AB (Blondal, 2004; Robinson, 2016).
In recent times, international organisations like the International Monetary Fund
(IMF), and also national governments, have developed new tools for increas-
ing fiscal transparency. For example, long-term fiscal sustainability reports and
medium-term expenditure frameworks which are cash-based and allow forecasting
of the future financial development of the state have been utilised (Robinson, 2009,
2016). An argument against AB in this context is that such an approach may not be
consistent with existing budget legislation and budget rules (which, for example,
provide deficit limits) (Warren, 2015, p. 122). Changing such rules may be costly and
time-consuming. Additionally, some critical observers are concerned that the move
to accruals may shift the central budgetary focus from compliance to more general
issues of performance (Carlin and Guthrie, 2003, p. 154).

Assessment

It is true that fiscal policies are to a large extent dealing with future monetary issues
(like the taking on of debt or the raising of tax revenues). An AB is, at the first glance,
less tailored to such issues. On the other hand, accrual data serve a medium-term
and long-term perspective with respect to state finances, as they identify future chal-
lenges of financing re-investments in infrastructure or of paying pension benefits to
civil servants. We also have to be aware that important macroeconomic statistical
systems such as the European System of National and Regional Accounts (ESA) are
composed on an accrual base, although such systems still have a strong focus on
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important cash items (see below). All in all, the CB can be considered an appropriate
information source about fiscal sustainability, meaning that government can repay
its debts, operationalised by a sufficient low level of budget deficits. AB, including
depreciation of fixed assets, cannot contribute to this goal. Alternatively, however,
the net financial debt, which is defined as liabilities minus financial assets, can be
used under AB as a ratio to assess the accomplishment of the fiscal policy goal of a
PSO (Robinson, 2009).

Understandability and Complexity of Budgeting Concept

A widely used argument for CB is its comprehensibility, which is considered par-
ticularly relevant for politicians involved in the budgeting process. Cash as the
‘language’ of the CB seems to be a clear and unambiguous denominator, and poli-
ticians, as well as a range of other relevant stakeholders, can understand it and
communicate about its attribution to certain government policies (Carlin and
Guthrie, 2003, p. 157). In contrast, AB requires more sophisticated accounting and
budgeting knowledge and skills, not only from politicians but also from public serv-
ants. There is evidence that elected politicians are not much interested in accruals
(PricewaterhouseCoopers, 2015; Moretti, 2016). As a result, in the AB case budgetary
power may shift from elected politicians to professionals and accounting experts,
which may weaken the democratic control of government (Schick, 2007, p. 134).
Furthermore, some observers indicate that AB may only work if the involved man-
agers dispose of sufficient operative discretion to take decisions, for example with
regard to valuation of assets or other accrual items within the process of budget for-
mulation (Schick, 2007, p. 131). And finally, because of higher complexity of the AB,
the whole budgeting process may be overloaded and a timely budget decision may
be at risk (Warren, 2015, p. 121).

Assessment

This is a quite uncontestable argument. The CB is easy comprehensible and can be
used by politicians and bureaucrats without deeper and more demanding account-
ing knowledge. Additionally, some other prerequisites of the accrual logics have
to be taken into account. While balancing a CB is a clear fact (expected cash inflow
against cash outflow), an accrual budget balance is a more complex and ambigu-
ous issue: the AB not only has to cover all expenditures in the budget year but
additionally also non-cash expenses like depreciation. This makes budget balancing
not only more difficult to achieve but also less comprehensible. On the other hand,
the relative simplicity of the CB mode should not hide the fact that the focus on
cash transactions without recognising the activities ‘behind” the cash flow can pro-
vide a partly inappropriate picture of resource creation or consumption (see further
discussion below). Furthermore, decision makers are in the CB&AR case anyway,
forced to become acquainted to some extent with accruals, although less with a
view on the budget.

Risk of Budget Manipulation

Some experts consider a CB as less vulnerable to manipulation than an AB. In the
latter case, governments or single departments have quite remarkable discretion as
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to how to assess the future development of, for instance, the value of assets or inter-
est rates (Government Accountability Office, 2000; Khan, 2013, p. 354).

Assessment

This judgement is quite contested, as opponents suggest even higher opportunities
for manipulation in the case of CB, for example by pushing up or postponing pay-
ments (Diamond, 2002, pp. 6-7). All in all, we think that manipulation of budgets is
always possible to some extent, irrespective of the application of CB or AB, even if
such manipulation may be less easy to detect or to prevent in the case of AB.

Low Costs

Obviously, if a government decides for the CB&AR mode it has to reform the report-
ing system. However, it can continue to use the already existent CB. The total costs
of system change, of qualifying involved staff and other stakeholders, and of oper-
ating the reporting and budgeting system will be lower if CB is maintained than if
the budgeting system is also changed (Robinson, 2016, p. 36). Thus, from a value-
for-money perspective it may be questioned if the additional costs of transforming
the budgeting system - in the case of an already existing accrual reporting system
- from CB to AB are justified. On the other hand, continuing CB while applying
accrual reporting is also costly, because the government has to operate two parallel
accounting systems: the accrual reporting and a cash-based budgetary reporting.
However, the usefulness of budgeting change has to be judged also with regard to
its expected benefits. Are the whole efforts worth it if the differences between both
budget types are quite marginal? Schick (2007, p. 135) for instance refers to New
Zealand’s budget of 2004, where the difference between cash-based and accrual-
based revenues was only about 0.8 per cent.

Assessment

The cost efficiency of the CB mode compared to the AB mode is debatable. There are
certainly costs of the reform process which could be avoided when maintaining the
CB mode. The bulk of these costs are, however, caused by transforming the report-
ing system (for example, with respect to the valuation of assets). Second, some
additional costs of operating a more complex AB concept instead of a CB system
can be expected. Such costs have to be offset against the costs of running two paral-
lel accounting systems (see above). Finally, we doubt that the differences between
CB and AB will always be as marginal as indicated in the New Zealand case above.
We rather assume that the differences will be considerably higher at the expendi-
ture/expenses side of the budget, because here depreciation and other expenses are
in most cases quite different from the cash outflows related to them.

Arguments in Favour of Accrual Budgeting

In this subsection we present arguments favouring the AB mode in comparison
to the CB mode, again assuming that this budgeting concept is incorporated in an
accrual accounting system (see also Blondal, 2004; Cortes, 2006).
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Consistency of Budgeting and Reporting System

In the AB&AR mode both parts of the financial management system of a government
are aligned with one another and follow the same accounting logic (Liider, 1999).
This makes comparisons between the budgeted and the realised figures easier and
more plausible: having ‘system consistency pays-off in the long run’ (Bergmann,
2009, p. 66). The harmonisation and consistency of reporting and budgeting is seen
as a benefit. In a recent survey of German public financial management experts in
the context of the European Public Sector Accounting Standards (EPSAS) debate,
the majority of respondents were clearly in favour of a parallel change of reporting
and budgeting (Wiistemann, Wiistemann and Conrath-Hargreaves, 2016).

Assessment

From an accounting viewpoint this argument is certainly relevant. If a government
has introduced accrual reporting, it is coherent to change the budgeting concept
accordingly. However, this argument becomes less important when the structure of
the cash budget does not resemble the structure of the accrual-based income state-
ment, which is often the case. Then budget execution reports follow the structure
of the cash budget. Evidently, reconciliation adaptations are needed at the end of
the year for comparing the end-of-year budget execution report with the income
statement.

Compatibility of AB with Current Macroeconomic Statistical Systems

The macroeconomic national accounts - for example, those stipulated for the
member states of the European Union (EU) - are mostly based on modified accruals.
This is the case with the EU Stability and Growth Pact (Khan, 2013, p. 349) and with
the Government Finance Statistics (GFS) of the IMF (Schick, 2007, p. 133). A national
budget following the accrual mode can therefore be easier and more consistently
translated into the respective national fiscal statistics. Such a common database
also improves the comparability of financial accounts of countries in Europe and
in other parts of the world (which is also the aim of current homogenisation strate-
gies in public sector accounting as discussed in the actual debate of EPSAS; see, for
instance, Aggestam Pontoppidan and Brusca, 2016).

Assessment

Generally, this argument is plausible, although the data necessary for such statis-
tical systems can also be provided separately. And the above discussion about the
consistency of CB with fiscal issues has to be considered here as a counter argument.

AB Provides Comprehensive Information about Full Costs

The AB can facilitate the calculation of the full costs of government activities (for
example, programmes or services), because not only cash-related transactions
but also non-cash resource consumption (like depreciation of assets) is included
(Blondal, 2004). Some future obligations, like quasi-liabilities related to long-term
public-private partnership contracts, are only recognised in the AB (Khan, 2013,
p. 353). The medium-term, and to some extent long-term, perspective of the AB
ensures more intergenerational equity, as we discussed above in the case of pension
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provisions (Schick, 2007, p. 117). This may result in a strengthened accountability of
the respective government, because budget managers are responsible for the total
costs of their programmes and services (Warren, 2015, p. 117).

Not all future obligations are, however, covered by the AB. Certain long-term
commitments like social insurance benefits are often not recognised in the AB,
because their character as government obligation is debatable, a factor which
reduces the significance of this type of budgeting (Government Accountability
Office, 2007). Apart from this, the AB allows a broader view on resource allocation:
this mode is not only focused on the creation and consumption of one single kind of
resource (cash), but covers also other types of resources. Additionally, AB ensures a
better control of the liabilities of PSOs, including contingent liabilities, such as pro-
visions (Robinson, 2016, p. 37).

Assessment

The quality of accrual data is doubtless higher compared to cash data. As has been
said, the picture of the financial situation is more complete and broader in the AB
case than in the CB mode.

Risk of Budget Manipulation

In contrast to the above mentioned argument, several experts argue that the AB
may be less affected by manipulation, because accrual systems usually follow com-
monly recognised international accounting (and budgeting) standards (like IPSAS)
which limit manipulation opportunities (Diamond, 2002). Additionally, it is argued
that manipulation opportunities are generally higher in the CB case as managers
can easily anticipate or postpone cash-related decisions, for example, with regard to
the procurement of assets (Warren, 2015, p. 125).

Assessment
This argument has already been assessed before (see above). It is a contested argu-
ment, because both systems, AB and CB, are vulnerable to data manipulation.

AB Usually Also Includes Cash Data

Proponents of the CB mode sometimes create the impression that there is an ‘either/
or’ option (either only accrual data or only cash data). The reality is often different.
Most practical cases of an AB show that such concepts do not only include accrual
figures but also cash data, for instance in a cash flow forecast. There is clear evi-
dence that AB concepts provide information about the resource consumption as
well as about the cash inflow and outflow (for example, in the UK and in Austria:
Marti, 2013, p. 35). Thus, deciding to use accrual budgeting does not mean cash-
based information cannot be used or accessed. The CB/AB choice is instead the
question of the more dominant perspective of budgetary decision-making;: is it the
accrual-based “operations plan’ (in the logic of an operations or income statement)
or is it a “payment plan” according to the logic of a cash flow statement? However,
to answer this question is difficult, as it needs empirical evidence from the study of
budgetary decision-making processes in governments having applied the AB con-
cept. Such types of investigation are rarely available.
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Assessment

This is certainly a plausible point. If the AB also provides important aspects of the
monetary situation of government, there is little reason to argue against it. How-
ever, it is questionable which type of cash information is provided under AB. If
reporting is not in line with the budget structure, then relevant information for
budget control is not available.

Empirical Experiences with Accrual Budgeting

While there is extensive experience with cash budgeting by various governments
over decades which is discussed at length in numerous critical reflections of this
budgeting mode, the evidence of AB practices is relatively limited due to the quite
recent implementation of this budgeting mode (see also the earlier section on the
‘Empirical Picture”). Some observers find that, in general, the experiences with AB
seem to provide only modest, and sometimes even disappointing, advantages.
Because of the various prerequisites (well-trained staff, sufficient information tech-
nology support, etc.), the AB mode is considered to be appropriate only ‘for the
small cohort of best managed governments’ (Schick, 2007, p. 137).

Problems are particularly identified with respect to non-cash transactions, such
as depreciation and capital charges (Monteiro and Gomez, 2013, p. 106; Robinson,
2016, p. 38). Several researchers observe that after the formal introduction of AB
the majority of involved government staff continue using cash data for decision
making (Monteiro and Gomez, 2013, p. 108; Robinson, 2016, p. 37). Furthermore,
even the practice of accrual reporting appears to be weakened if AB does not work
as expected. This is perhaps unsurprising: budgeting, as the politically much more
important financial management tool, determines to a great extent financial report-
ing. If it remains in a cash-based position, the adjacent reporting system will likely
follow the same logic. Carlin and Guthrie (2003) draw conclusions from the Austral-
ian experience with AB: introducing AB is much more than a technical exercise, it
must be seen in connection with broader public management reform concepts like
the strengthening of market mechanisms and contracting out. In such cases, PSOs
may embrace producing a full-cost budget, as they need sufficient resources for effi-
cient in-house production or for contracting out its provision to external providers.

CONCLUSIONS AND DISCUSSION

The basic aim of this paper is to understand the rationale of reform decisions made
by various governments with regard to their reporting and especially budgeting
systems. From previous studies it appears that about one-third to half of govern-
ments in industrialised countries changed their reporting system during the last
decades from traditional cash to accruals, while continuing to use cash budgeting.
At least from an accounting perspective such inconsistency of financial manage-
ment logics appears to be inappropriate, and it may be asked why governments
decide to use such a combination of divergent concepts.

In our literature review we found various arguments in favour of and against
the combination of cash budgeting and accrual reporting (which were discussed
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and assessed in the previous section). Summarising the various arguments, we
think that the following issues have been most influential on the decisions of gov-
ernments to continue CB while moving to AR:

* Cash is perceived as a clear language and unambiguous denominator for the
budget of a state or any PSO which is easy to understand and to communicate.

*  Major actors have long experience in using CB. Various routines in the proce-
dures of budget formulation, execution and control are well established and
follow long-standing traditions.

* The interrelations of the annual CB with the medium- and long-term fiscal
policy of the respective governments are perceived as being transparent and
unambiguous.

* As accrual reporting is in use, the government gets a sufficient picture of the
full resource consumption at least ex post, via the financial reporting. Thus,
the CB&AR mode combines the cash-based spending focus with the resource-
based reporting focus.

e Reformers are critical about the additional costs of a system change from cash
to accrual budgeting and they believe that the change is not worth the effort.

In contrast to these points, the critical debate on the insufficiency of CB, and on the
benefits of AB, has proved to be less relevant and influential. As a result, various
governments have decided to stay with CB in their budgeting systems.

For the evaluation of the CB&AR mode, we consider the following aspects as rel-
evant. At first it may be asked, how divergent are CB and AB in reality? Our review
of the literature indicates that CB and AB are different, but their differences should
not be exaggerated. In the case of labour-intensive activities, especially regarding
policy making and policy oversight, expenditures (cash-based) are almost identical
to expenses (accrual-based). However, when activities require substantial amounts
of capital, as for public infrastructure or services delivery, CB and AB can lead to
diverging outcomes, because of budgeting for capital investments and depreciation
respectively. This also explains why in some countries, such as the Netherlands, CB
is used for labour-intensive core government, while agencies, which often combine
labour and capital resources, are applying AB (Budding and van Schaik, 2015). It
may be, therefore, a pragmatic solution to request the AB mode only from PSOs
with a strong and fluctuating non-cash resource consumption, and to allow other
types of PSOs (and for the “whole of government’ finances) to stay with CB.

Second, we observe that, when governments are combining cash for budgeting
with accruals for reporting, the two are not (or only to a limited extent) connected
with each other. In a more general sense, budgetary documents are structured
according to programmes, functions or organisational units, and the follow-up of
those budgets in the budget execution reports is structured in the same way. In
contrast, the financial reporting documents, especially the income statements, are
structured along expense categories (for example, salaries and depreciation) and
revenue categories (for example, taxes and grants). This means that budgeting and
reporting documents are generally largely decoupled with regard to their internal
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structures. Consequently, in both modes (CB and AB) there is the need for a separate
budgetary reporting which follows the budget structure.

In this context we have to be aware that - as already indicated before - politicians
are mainly interested in budgetary affairs including appropriations and compar-
ing actual and budgeted appropriations. In contrast, accrual information in reports
only receives little attention, irrespective of whether budgeting is cash- or accrual-
based. However, evidently, one difference remains: the reconciliation between the
end-of-year budget execution report and the income statement is straightforward
and easily accomplishable under AB, while it requires various end-of-year adapta-
tions under CB.

Third, in the debate about the pros and cons of accrual budgeting, it should also
be recognised that AB requires a higher professionalisation of financial manage-
ment staff, because it is based on a more advanced accounting system and such staff
need considerable expertise. Moreover, layperson politicians, as important users
of budget information, often lack the skills for proper interpretation of the more
advanced accrual information because of issues such as depreciation, provisions
and deferred transactions. Sufficient training is therefore an important prerequisite
of introducing AB.

Fourth, there is evidence that the AB mode will only work if budget managers
have sufficient discretion. In the relationship between the executive and the legisla-
ture, the former is mandated by the latter in the budgeting process to spend amounts
of money according to budgeted totals per budget unit. The legislature is the budget
authority and the executive is the budget receiver. This mandate is clear and quite
unambiguous in the case of cash budgeting: cash payments per programme or func-
tion can be made by the executive up to the ceilings approved by the legislature.
This mandate is, however, much more ambiguous under accrual budgeting (see, for
example, Bergmann, 2009, p. 66). In this case, the spending ceiling gives the budget
receiver more discretion in combining cash and non-cash elements (such as salaries
and depreciation) according to its own judgement. The increase of discretion results
in a transfer of accountability from the budget authority to the budget receiver. Con-
sequently, the legislature has to show more trust in the judgmental abilities of the
executive under AB than under CB - and this trust must be justified in practice. Put
differently, AB implies broader spending mandates at the executive part than CB.

In a similar vein, AB requires broader spending mandates between core minis-
tries (as budget authorities) and their agencies (as budget receivers) compared to
CB. Blondal (2004), for example, argues that two options for the funding of agencies
are possible. One is the “cash-in-hand” option, which is a funding of the agencies’
full costs, including resources for depreciation. This may result in a loss of central
control of investments. The other option is an exclusive funding of cash elements
(‘no-cash-in-hand’) and a separate control of non-cash items (depreciation of invest-
ments), which implies a constrained autonomy for agencies and substantial central
control, and actually means that the cash system (at least to some extent) remains.
In a similar way, cumulative depreciations of agencies can be handled: either these
agencies can be allowed to re-invest their accumulated depreciations (which means
high agency autonomy and constrained central control) or agencies” investments
require central guidance and approval (resulting in limited agency autonomy and
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strong central control). Summing up, we conclude that the advantageousness of
the AB mode is dependent on several contextual conditions of the respective public
sector systems which have to be carefully examined before starting such reforms.

As a result of this debate we conclude that in most cases a stepwise adoption of
accrual elements in the budget is recommended. The motto should be “first things
first and keep it simple’ (see also Hyndman, 2016). For example, depreciation of
business assets should be done before the more contested valuation and eventual
depreciation of other types of assets (for example, community assets and heritage
assets). Another option should be the implementation of AB in those governmen-
tal domains where its potential added value is the highest (possibly agencies first
and core government not, or at a later stage). Evidently, a gradual and partial adop-
tion of accrual elements in budgeting has implications for reconciliation with the
accrual-based income statement at year-end (more adjustments are needed than in
a fully accrual-based budget). These recommendations may be particularly impor-
tant to less developed countries, which often suffer from a lack of quality regarding
their accounting systems and accounting expertise (see also Diamond, 2002).

The theme of this paper was related to the reasons for preferring the cash versus
the accrual mode of budgeting. Thus, the analytical focus was directed to the type of
accounting material for budgeting purposes: should this material or data be based
on cash flows or should it cover also non-cash data (as used by the accrual mode)?
This issue is, however, only one perspective of budgeting reforms. As we indicated
before, there are several variables which can (and should) be subject to public budg-
eting reforms. Possibly one of the most important issues to be addressed relates to
the inclusion of information on targets, outputs and outcomes in the budget (per-
formance budgeting; see Mauro, Cinquini and Grossi, 2016 for a literature review).
Another improvement would be to expand the time frame of the budget, and move
from an annual to a multi-annual budget, and to link it with medium-term expendi-
ture frameworks. Other relevant issues to be considered relate to the possibility of
increasing opportunities for a flexible budget execution: shifting among items; or
carrying over of unspent appropriations; or the redirection of the process of budget
formulation from the traditional bottom-up to a top-down perspective. These exam-
ples of budgetary reform issues illustrate the complexity of budget innovations and
relativise the importance of the CB&AR mode.

A further reflection regards the stakeholder perspective on accounting informa-
tion. Our user perspective was almost exclusively constrained to politicians and
public sector managers. Given this perspective, we tried to assess the pros and
cons of cash-based and accrual-based budgeting. However, additional stakehold-
ers using accounting information in the public sector can be relevant. For example,
creditors and credit agencies, or oversight bodies, may have a primary interest in
accrual types of accounting information related to the financial health of a PSO,
particularly with respect to ratios like equity over total liabilities, or the extent of
financial surplus over costs. This implies that a PSO may need different accounting
systems - cash- and accrual-based - serving different purposes and related stake-
holders. This, however, does not undermine the importance of discussing the most
relevant accounting basis for budgeting purposes - cash or accrual - for its main
stakeholders (politicians and public sector managers).
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A main issue for future research is how to explain the reasons why several sets
of countries have adopted diverging budgeting and reporting modes. By taking
Lider’s contingency framework of financial management reforms in the public
sector as a starting point (see, for example, Liider, 2002), several groups of vari-
ables are expected to be influential. These include different doctrines for ruling the
public sector (such as New Public Management (NPM) versus Neo-Weberian think-
ing); certain reform drivers (for example, the ideas of specific professional groups
like accountants and consultants); political promotors of reforms (like the Ministry
of Finance, or the audit institution). In addition, political or financial scandals can
be drivers for certain changes. Just listing these groups of variables is, however,
insufficient. It will be challenging to relate different values of each of these vari-
ables to diverging budgeting and reporting modes. For example, it is possible that a
strong NPM perspective, combined with influential professional bodies of account-
ants adhering to business accounting (such as in the UK), could be drivers for the
AB&AR mode. However, where there is less pronounced embracing of NPM think-
ing, and stronger traditions of bureaucratic administration, such as in France, this
could explain the adoption of a CB&AR mode. In addition, it can be expected that
long-lasting traditions of cash-based governmental standards setting (as in German
and Dutch central government), could be an obstacle for adopting accrual stand-
ards for budgeting and reporting.

In a nutshell, we would like to conclude our observations and reflections on the
issue of why many governments opt for accrual accounting for reporting, but not
for budgeting, and thus continue to use cash budgets. At first glance, this mode
of financial management appears quite inconsistent and contradicting. However,
from a more nuanced perspective, the combination of cash budgeting and accrual
reporting can be seen as an acceptable compromise. It can be defended through the
lens of a fundamental budgeting logic that identifies all expenditures and revenues
expected for the budget year, and sees the comparison between cash-based appro-
priations and actual cash outflows as an easy and straightforward control mode.
Moreover, this combination aligns with the dominance of budgeting over reporting
and the limited accounting expertise of many accounting information users (often
public sector managers and, especially, politicians). The ultimate transfer from cash
to accruals in budgeting needs to be based on a solid assessment of its added value
to these users, and not due to the pressures of accounting experts.
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ENDNOTES

Our empirical picture relies to a large extent on Brusca, Caperchione, Cohen and Manes Rossi (eds) (2015),
Public Sector Accounting and Auditing in Europe: The Challenge of Harmonization, Basingstoke: Palgrave
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Macmillan (quoted as Brusca et al., 2015a). This book offers an abundance of evidence on fourteen European
countries; its last chapter (quoted as Brusca et al., 2015b) provides a comparative summary of these findings.
We also refer to Jones et al. (2013) for a comparative study on budgeting and reporting practices in the central
governments of France, Germany, the United Kingdom and the United States.

We would like to show our gratitude to our colleagues Caroline Aggestam Pontoppidan (Denmark), Isabel
Brusca (Spain), Johan Christiaens (Belgium), Sandra Cohen (Greece), Susana Jorge (Portugal) and Marine
Portal (France). We also thank Francesca Manes Rossi for clarifying the complex budgeting and accounting
mode in her country, Italy.

3 Apart from these European countries, also the European Commission (EC) itself follows this mode; the EC
applies accrual accounting (IPSAS) but uses a modified cash budgeting system (European Commission, 2014,
p. 262).

The only exception is Flemish local government where budget and income statement structures match and are
thus comparable.

We acknowledge that, in addition to regular revenues, also extraordinary revenues, such as the sale of assets,
can be at stake.

For example, loans and debts, interest payments versus accrued interest expenses, saved interest payments due
to equity, pre-paid expenditures and pre-received income (see for some further explorations: Blondal, 2004,
pp. 107-116; Budding and van Schaik, 2015, pp. 146-152). In addition, the valuation of fixed assets, i.e. the
preferences for either a historical or some kind of future value, is a contested issue, and also the question as to
which assets have to be valued and depreciated, for instance economic versus community assets (van Helden
and Hodges, 2015, Chapter 5).

If the use of materials is at stake, somewhat similar registrations have to be made: the use of materials under
accrual budgeting is related to the expected production activities; if the use is higher (lower) than the purchase
of materials, this will be seen in a decrease (increase) in the stock of materials.
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