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CHAIRMAN'S FOREWORD

The credit for the success of the Accrual Accounting Seminar organised and hosted by the New South Wales
Public Accounts Committee is attributable to my predecessor, John Murray, B.A.,

M.P., and other  Members of the prior Committee, Dr Andrew Refshauge, Member for
Marrickville, Mr Colin Fisher, former Member for Upper Hunter, now retired and Mr Alan Walsh, Member for
Maitland.

On behaf of the present and former Members of the Committee | would like to record our appreciation of the
very valuable contribution made to the work of the Committee by Colin Fisher. His vast practical experience
and pragmatic approach greatly assisted the Committee in arriving at positive recommendations. We wish him

well in his retirement although all will miss his happy disposition.

Asthe new Chairman of the Committee, | am pleased to present this Report on the Proceedings of the Seminar.
| would like to thank those persons who contributed to its success especially the guest speakers and
commentators, Mr Ken Robson, Auditor-General of New South Wales, Professor Bob Walker, University of
New South Wales, Mr Percy Allan, Secretary, New South Wales Treasury, Mr David Shand, First
Assistant Secretary, Australian Department of Finance, Mr Michael McGinniss, Price Waterhouse, Mr lan
Plater, Arthur Andersen and Mr Paddy McGuinness, Australian Financial Review.

The interest in the Seminar was widespread.  The fact it was a complete sell-out reflected the timeliness of the
Seminar. There were attendees from interstate Public Accounts Committees, Government Departments,

Statutory Authorities, Universities, and Colleges of Advanced Education.

Following the Seminar there has been substantial positive feed-back and expressions of interest in the

proceedings. There has also been considerable mediainterest.
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As the incoming Chairman of the Committee | look forward to continuing the Committee's work of enhancing

and promoting accountability, efficiency and effectiveness in the public sector.

Finaly, on behalf of the Committee, | would like to thank John Horder, Clerk to the Committee, and the
Staff of the Secretariat for their first class effort in organising the Seminar.

PHILLIP SMILESLL.B.,B.EC., M.B.A., DIP. ED., M.P.,
CHAIRMAN
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OPENING ADDRESS

JOHN NURRAY, B.A.,N.P,

PUBLIC ACCOUNTSCONNITTEE

ACCRUAL ACCOUNTING SENINAR

5 FEBRUARY 1988

Welcome:

Ladies and gentlemen on behalf of the N.S.W. Public Accounts Committee it is my pleasant duty this morning

to welcome you to ~oday's Seminar.

In particular |1 acknowledge the presence of Members of Interstate Delegations from Queensland, Western

Australia, Northern Territory, Tasmania, Victoria and Canberra.

I might say that the Seminar has been a sell out with 200 participants and a reserve list of over 50.

Unfortunately | have an apology from those two well known exponents of accountancy, Mick Y oung and

Stephen Loosley.

Please allow me to introduce my Parliamentary Colleagues and Members of the Public Accounts Committee.

- Deputy Chairman and Memler for Marrickville,
Dr Andrew Refshauge

- Mr Allan Walsh, Member for Maitland;

- Mr Colin Fisher, Member for Upper Hunter

- Mr Phillip Smiles, Member for Mosman

Ladies and gentlemen the words "accrual versus cash accounting" conjures up a variety of reactions.



In years gone by, the average Government accountant could have been excused for thinking accrua

accounting was something the sadists did to delight the masochists!

As chairman of the NSW Parliament's PAC | believe an accounting system as a source of information,
needs not only to account for the spending of the public dollar at year's end, but also, it should bring to

account, in dollar terms, future obligations.

This seminar arose directly out of the Biennid Conference of Public Accounts Committees hosted by
the NSW PAC in May last year. It became clear during that Conference and indeed from other PAC
work in the public accounts area, that there was a need to air the various points of view being espoused
in relation to accrua accounting.  Also to dispel the myths that surround the topic and to hone in on
exactly what it is, that distinguishes one system from another and finally to settle on criteria for the

evaluation of the various accounting systems.

Hopefully today's forum will do jughat.

For the information of our Interstate guests | should explathat the NSW Government already requires
Statutory Authorities and some Government Departments to adopt accrual accounting. Whilst

accrua accounting is widely accepted as an appropriate system for commercialy oriented Government
undertakings, the same may not necessarily be the case for the large volume of non commercialy

oriented activities.

Ladies and gentlemen the NSW Government has been a leader in introducing financia reforms within

the public sector, in Australia

- our annual reporting requirements are second to none;

- the accounting profession's public sector standards have
been adopted;



- program budgeting has been introduced;

- the Public Finance and Audit Act has been updated which
included a significant widening of the powersof the

Public Accounts Committee;

You would be aware that the NSW Treasurer Ken Booth announced in December last year that the
State Government had established a task force to examine the methodology required to implement full
accrual accounting in Government. It is the explicit aim of today's Seminar to provide a positive

contribution to this current debate.

Today, we are privileged to have with us three Speakers who are in the forefront of public sector
decison-making; Mr Ken Robson, NSW Auditor-General, Mr Percy Allan, Secretary, the NSW
Treasury and Mr David Shand who brings a wide range of experience from the Australian Department

of Finance.

We are also fortunate to have the independent academic views of Professor Bob Walker from the

University of New South Wales.

From the private sector we have two eminent practitioners, Mr lan Plater from Arthur Andersen and Mr
Michael McGinniss of Price Waterhouse whom | believe will provide perfect "foils' to both Ken and
Percy.

Unfortunately lan MacKintosh who was listed on today's programme will not be with us due to a family
bereavement. However we have been fortunate that Grahame Carpenter, the Comptroller-Genera in
Victoria has at the last minute been able to provide us with a video tape of his Speech delivered at a

recent Seminar in Victoria

Last but by no means least that financial "Guru" Mr Paddy McGuinness will dissect

those propositions presented today and in hisinimitable. style - tear them apart.



I might say to those of you who have not taken to reading the backpage of the Australian Financia
review that Paddy has been in good form of late.

Finally 1 would like to thank all Spesakers for taking time to be with us and alowing their ideas to be
exposed to public scrutiny.

I now call on the Committee's Deputy Chairman, Andrew Refshauge,

to introduce our first Speaker.

Thank you.
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MR KEN ROBSON AUDITOR-GENERAL ; NEIl SOUTH WALES

VIEWS ON ACCRUAL ACCOUNTING

Today | wish to address issues surrounding accrual accounting in the public sector. | will be looking
at the present position and what directionsit can or should take in the future.  From material | have
read and information obtained at a recent Accounting Seminar on the topic it is obvious to me that
overseas governments are seeking ways of improving accountability and reporting performance in the
public sector.  The question for today is whether or not cash based accounting alone is able to meet
this challenge in New South Wales. | am sure you will agree that there is a need for something more
than cash based accounting, and | will put to you some of the issues that | consider appropriate for the

implementation of accrual accounting.

Most of my remarks and references today are in relation to the position in New South Wales.

Nonetheless] | am sure the problems we are experiencing are being noted elsewhere.

I must acknowledge that in this State a great deal has 'been achieved in financial accountability over the
last few years, and | emphasise the word great.  Still; much more needs to be done. There is a need to
ensure that the true costs and revenues of a year are brought to account for those items which are

currently reported. Also; other costs for items which are not currently reported must be recognised.

No individual, and certainly no business person% should try to manage an organisation without some
understanding of all the costsinvolved. Without knowing all cost information% an organisation in the

private sector would, almost certainly, be doomed.

Decision makers, including Members of Parliament, need to know not only the immediate, but also the
longtermcost of programs being initiated. Operational managers need to know the true cost of their

operations
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Recent L egislation

Until the early 1980s, the public sector was not required to have recourse to accounting standards.  In
fact, they were virtually unheard of even in statutory corporations.  The result was that organisations
produced financia statements when they liked and included in them virtualy whatever they liked.
Compared to present day statements they were nothing short of a sham.

A series of dtatutes and regulations now requires statutory bodies to produce accounts on an accrual

basis. Thereis scope for exemption from that requirement, athough there needs to be cogent reasons
why a request for exemption should be agreed to. The legidation which required departments to
prepare individual statements from 1985-86, however, has not set out any similar requirement for either
accrua accounting or for adherence to the spirit of Australian accounting standards.  Thus, while
statutory bodies produce far better financial statements than they used to, the departments, athough
now supplying a lot more information, to my mind,  till produce financial statements which need

many changes to make them meaningful.

Implicit in recent amendments to legidation, is the forma recognition that government activity is
ongoing; and that, | believe, is a key to the difference targeted by accrual accounting compared to
cash based concepts.

Although there are till a number of statutory bodies which have not fully adopted accrual accounting -

legidation nonetheless provides for it. Therefore, today% my paper will concentrate on the

appropriateness of accrual accounting in budget sector departments.

Accountability

First, 1 will speak to you about general considerations in regard to accountability because this is what

the calls for accrual accounting are all about.
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The ultimate objectives of financid management are to disclose the effectiveness of government
operations at the various levels. The establishment of bodies such as the Public Sector Accounting
Standards Board will lead to standards for non-business accounting and the increasing levels of
consultation between the parliamentary reviewing committees and the Auditor-Generare

also mechanisms which will help to achieve these objectives. Also these measures should provide users
of public sector financial statements with additional useful information.  The co-operative efforts of
these parties; and lets not forget the efforts of the Parliamentary Public Accounts Committee and the
State Treasurer and his officers, will | hope lead to uniformity and improved accountability, and, |1 hope

in amuch shorter time than might otherwise be possible.

In 1985 the New South Wales Public Accounts Committee, in its 15th Report, indicated that
accountability requires the transmission of meaningful information and a system of interna review
designed to report on how the organisation meets its objectives in an efficient and effective manner. |

agree with that finding.

In past years, in New South Wales, the process of accounting by Departments for transactions outside
the budget by the use of large numbers of special deposit or trust accounts had obscured accountability.
For that reason, the NSW Treasury has been strenuoudy working to remove any ambiguities and

reduce the number of places which had to be searched to understand fully what was going on.

The requirement for annual reports to show all transactions affecting the respective organisation is

another step in the process, asisincluding Commonwealth grants within the State Budget.
Accountability, in its smplest terms, presumes that there is one party to allocate responsibility and
another which accepts that responsibility and undertakes to report the results. Traditiondly,

financial statements by which governments report
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operations have been budget based and have reflected Parliamentary appropriations and demonstrated
sewardship.  This had led to limitations on the scope and vaue of the Public Accounts.  The need to
report in that way is of course important. It can be said that the fact that government does not have
profit as a goal isagood reason to suggest that there should still be a focus on stewardship, but thereis
a need for wider accountability than in terms of annual cash flows. However; we should never lose

sight of the concept that the appropriation of cash by Parliament is how the public purseis controlled.

On the other hand; the fact that government is not profit oriented does not mean that a view of the
current departmental type stewardship is the only way by which the government's activities should be
examined. That, - by itself, isno argument at al - it lacks substance. It ignores the obvious
necessity for the government to live within its capacity, to pay its way. There is a need to

ensure.accountability for all resources under Government control.

When you look at financial statements, particularly in the area of departmental commercia operations -
where there are often working accountsinvolved, there are variationsin the quality of discloslme.
most cases; organisations are only too happy to demonstrate their ability to function
effectively and economicdly. In others% the primary aim seems to be to conceal as much as possible.
Despite meeting the minimum requirements set out in Reports legidation%  and | regard them as
minimum requirements% these organisations are not able to demonstrate  satisfactory performance and
therefore engage in innovative  accounting practices to conceal the true picture. | cannot of course
mention the audits involved, but it is not difficult to imagine that the level of provisions each year
fluctuates at nearly the right amount to produce the desired bottom line.  Of course% there is always

some expert's report to justify the amount of the provision.  One of the consequencethit pricing
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policies may be completely distorted; another is that theremight be pressure placed on the ability of the

government to raise revenue.

It is precisely because of the nature of government activity that program budgeting and reporting was
ingtituted.  While there is some way to go it cannot be rationally argued that the experience has not
contributed much to accountability.  Although program objectives may be difficult to define precisdly;
it may be implied rather than stated; and; there may be conflict in the objectives between programs - it is

nonethel ess criticalthat the momentum be maintained.

Program Budgeting

One of the steps to take to transmit meaningful information is by introducing program budgeti ngjsa
transactions and operations can be analysed outside of the traditional financial framework of simple
receipts and payments on alineitem basis. It isimportant for the Government to decide what
programs and activities are to be undertaken; how to allocate resources those programs;and to

account for those resources and assess their results.

Program budgeting was fully implemented in the New South Wales budget sector in 1986-87.
Estimates of &l departments and authorities coming within the Budget are now presented in a program
format. Thus both recurrent services and capital works and services are appropriated separately but

detailed together; and% special deposits transactions 'are also included in the program.

To my mind a key word in the budget sector is "program™ - it is a word which denotes continuity in
activity. It is because of this continuity that receipts and payments information alone is inadequate.
Since codgts of programs are usualy determined at a common point in time, traditionally the thirtieth of

June%then some form of accrual accounting is the only equitable comparison

-5-
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value between dternative programs. How ese can you properly compare the efficiency,
effectiveness and appropriateness of programs unless the "matching” concept used generaly by
accountants is applied? It istoo easy to manipulate reported results without accrual accounting - for
example, by delaying payment on material invoices on hand, or drawing cheques and keeping them in
the safe as was so popular not so long ago. Also, there is new a tendency for the Treasury to transfer
large sums of money to what can be caled "Reserves and Provisions' as at the balance date.  All of

these innovative accounting techniques can be overcome by accrual accounting.

A further point of note is that at this stage figures in departmentd financia statements are incomplete in
that they do not include certain service-wide payments made from the programs of other organisations,
that is, payments met by central agencies. As can be imagined, some of these costs are substantial. To
show full costs of a program you heed to know those payments incurred by other departments on your
behaf and not recovered by them. By the same token how can we be sure that pricing strategies are
legitimate if al the costs are not brought home to the program? It is pleasing to see that the NSW
government recently established an interdepartmental committee to determine whether or not full cost
recoveries should be made or whether notional amounts should be highlighted against programs. |
understand that the Committee reported recently to the Treasurer and | am pleased to see further

progress is being made toward improving program budgeting concepts.

But as | have just said, program budgeting still only looks to half the picture and therein lies both the
relationship with and the need for accrual accounting.  Program budgeting% when all is said and done,
can only go so far in measuring expenditure against changes in policy objectives, but it is ill caught up
in an annua time frame.  Budgets only show what you spent in the year but not what you incurred in
terms of liabilities.  These cash flows are important but they are not enough. Because annua

budgets of cash flows tend to be locked into one year brackets,

-6-
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there is no accurate measure given of how progressive policy changes impact costs. This is where
accrual accounting is said to supplement cash accounting.  In fact; | would go even further to say that
cash accounting should be seen as supplementing accrua accounting% not vice versa. Cash forecasting
is a very necessary part of management. Program costs may vary but when assessed on a cash basis
they do not reflect the future unreported codts - like long service leave and deferred superannuation -
which legitimately should be part of the program'’s costs in the year. Knowledge of their true costs and
commitments is also important and will be provided if departments go al the way to balance sheet

presentations.

I am led to beieve tha A.SA. Acting President Elizabeth Alexander said that it is
impossible to determine the true state of national debt or finances because the value of assets held by the
government is an unknown factor; and further; that future commitments are not recorded. That
statement included a call for government to adopt accrua accounting methods as part of the annua
Budget process. | can only add that | see this will be a worthwhile development in extending the cash
flow trends because it adds to the information available to the decison makers. It would be
advantageous to be able to gauge the total cost of a program over its life or at least for a reasonable
period into the future and this suggested method is one way to go about it.  Thiswould alow us dl to
distinguish those programs with a limited life from those intended to continue for severa years, and

properly study trends and cost movements.

There will be cogts in implementing and enhancing these systems and there will be a need to educate

both managers and other users; but | am sure there will be afavourable cost-benefit.
Related to budgeting is the fact that budgets and what goes into them are influenced by the proximity of

elections. Accrud accounting% in catering to accurate long term trends% discounts that influence

and draws 'us back to proper accountability and
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asset maintenance. For example, decisions to lease rather than buy in an eection year can be

highlighted in balance sheets to reflect commitments made at the expense of future taxpayers.

In my opinion, public sector activities should be reported to Parliament as far as possible in the same
way as aprivate sector organisation is accountable to its shareholders. As| have intimated, financia
statements prepared on a receipts and payments basis do not dways reved the full cost of al the
resources utilised by the organisation in the accounting period. Thus, when users attempt to interpret the

financial statements they are of less value and it might be difficult to assess performance accurately.

The next step should therefore be to go to accrual accounting so as to overcome some of these problems.

Accrual Accounting

For the moment | will limit my arguments on accrual accounting purely to the situation of bringing to

account all the costs of operating in that year.

As | see it, there are a number of questions to be asked if accrual accounting is to be considered as a

viable alternative to cash based accounting in the public sector. They include:

1. Isit appropriate to introduce the concept of matching revenues and expensesin government,

considering the historical and constitutional links with cash based stewardship? | think, yes.

2. Will accrual accounting give a better indication of the
financial well-being of the government? Again, | think,
yes. Isit more sensible to ook to the ability to meet
short term cash requirements; or, should there be some
indicator of the manageability of long term liabilities?

| am sure you will agree that both are important.

-8



Public Accounts Committee

What performance indicators can be designed, recognising
the uniguenass of government activitiesin providing
services at the lowest cost rather than in producing

profit? Thiswill, | think, depend on thecircumstances.

4. How do you account for cross-subsidisation between programs in looking to the decision to
continue a program or not - do you need a form of socid accounting to make any necessary

adjustments?  Again, thiswill depend on the circumstances.

| consider the specific issues are that pure cash based accounting and, to some extent, modified accrua

accounting results in the reporting of incomplete information and can:

lead to misallocation of resources;
not adequately disclose the size of assets and
liabilities;
cloud the full cost of programs and cost fluctuationsin
program costs from year to year;
impose burdens on future taxpayers by deferring the bringing to account of liabilities such as
long serviceleave and employers deferred  superannuation contributions and
impose burdens on current taxpayers, by charging in full each year, the cost of assets
purchased rather than capitalising such expenditure and spreading costs over their useful

life to bring to account each year the cost of using the assets employed.

On the other hand, accrual accounting produces:

the true annual costs of services and an accurate
picture of the size of an organisation or government if

aconsolidated financial statement is prepared;
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* an annual surplus/deficit that reflects the result of

bringing to account all items as they either are earned

or consumed;

* the full extent of financial position; assets and
liabilities and

* meaningful figures for analysis of trends.

| think most of what | have just listed spesks for itself. However; there are some other issues which need
to be kept in mind.

The basic problem with cash based accounting is that it links receipts and payments but ignores the
timing of the economic events which surround them. It does not take much imagination to see that

decisions may impact not only on the current year but for several years.

| have stated on other occasions that the usefulness of departmental financial accounts - which are not
prepared on an accrual basis - is doubtful. Aslong as departments are insulated from full disclosure by

the cash based budget | do not see real value in the financial reports they produce.

However; | am pleased to see that on this subject recent speakers from the USA and myself are not

aonein calling for accrual accounting to be introduced in the public sector. | mention » for example;
the third meeting of the IFAC Public Sector Committee held in Hong Kong late last year which
consdered a submission from the AARF, and agreed to adopt accrual accounting as the most
appropriate basis of accounting in the public sector.  Although the French and Dutch representatives
had minor reservations about whether some public bodies are sufficiently free of socia service delivery
to be treated as business entities% | would argue that the concept of accrua accounting can be applied
irrespective of the type of organisation. | firmly believe that it does not matter whether we are talking

about the public or private sector;
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or, whether it.is a profit or non-profit organisation. To me these are labels which only help to identify

the objectives of performance; but cannot of themselves explain performance.

Also, the National Council on Governmental Accounting in the USA severa years ago noted that "the
accrual basis is the superior method ‘of accounting for the economic resources of any organisation”. It
results in accounting measurements based on the substance of transactions and events rather than
merely when cash is received and disbursed and thus enhances their relevance% neutrality; timeliness,
completeness and comparability. It went on further to recommend the accrua basis to be used to the

fullest extent practicable in the Government environment.

In departments | could argue that unless accrual accounting is introduced then performance indicators
based on financia data will result in inaccurate decisons.  If performance indicators aim toward the
concerns of efficiency;  effectiveness and appropriateness then how can you compare results if vital
information does not form part of the calculation? For example; those departments which are basicaly
a spending department tended to measure performance only in terms of keeping within budget. What
you end up with could be quite meaningless for informed decision making.  Or; to put it another way;
the objectives of controls concentrate on budget compliance rather than the reason for the organisation's
exigence. Adjustments otherwise need to be made to give any validity to the performance indicators

and accrual accounting is part of that adjustment.

As mentioned earlier; in recent years there has been a lot of progress in financial accountability but
departmental accounting il lags behind, although sdaries and wages have been accrued for many
decades and last year certain accruas were made for goods and services.  Further% since 1985-86%
departments are required to disclose by way of note details of unpaid accounts and outstanding revenue
as well ss details of charges which are met on their behaf by other departments.  These include such

items as payroll tax and accommodation charges. As these items are a basis
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of accrual accounting, one can hope that it will not be that much longer before this information is
adopted in the financia statements themselves. Probably the only things missing then will be the cost of
asset utilisation, department's share of employer's superannuation liability,  and fuller disclosure of
costs and commitments like annual leave and long service leave. | don't think that these steps should
be postponed much longer, despite the pain of change and the risk of error until accounting systems are

able to cope with the expectations of them.

As indicated earlier, adoption of accrual accounting would result in the disclosure of the full extent of
assets and liabilities. Admittedly the Treasurer's Public accounts provide, by way of note; information
on some assets and liabilities not reflected in departmenta financia statements, such as advances
repayable to the State and loan liabilities.  However, the value of many, such as land, long service
leave and unfunded employer's superannuation liability, are now shown in the Public Accounts.  They

do not appear in departmental statements either.

It should not be overly difficult to assess the value of the liabilities for long service leave and
superannuation, nor to asses their true costs for the year. | have already undertaken this exercise for
my Office.  Departmental financial statements currently only reflect actual payments made for long
sarvice leave and do not detail the total liability for employee benefits incurred in the current year.
Further% the costs are reflected in the financia statements of the end user of the employee, whereas the
bulk of the liability may have been incurred as an employee of another department.  Thus there may
not be any link between who gets the benefit of service and who gets to pay for long service leave and

whose program reflects this event.

Further, a review was made by my Office in the tertiary education area to see if accrual accounting

would be useful, and | am pleased to say that the exercise was worth the effort. | have
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made several recommendations to the Treasurer and Minister for Education following that study. The

next proposed review will be in the cultural area of government.

There are some peculiarities of government which need to be addressed.

One important difference is in the way capitd projects are funded in government compared to their
private sector counterpart. There is argument that these should not form part of the operating revenues
of the departments, but, on the other hand, it may be catered for by the smple expedient of a note to the
accounts which explains what is happening. What is important though in such an exercise is to
recognise the assets which have been acquired and to bring to account some form of charge for the use
of them to the program.  There is nothing unusud in that. However, when we speak of capital projects
funded out of loan moneys,  then there should be a recognition for the cost of servicing the loan. The
problem is - what if the term of the loan is vastly different from the life of the asset? And, how do you
treat the proceeds, if any, from the disposal of the assets at the end of their useful life, or, if they are
sold off early because there are better opportunities el sewhere? At the moment Consolidated Fund
ignores the difference in loan and asset lives, and scoops up the proceeds from disposals. Does that
encourage the managers of those departments to take better care of the assets? It is just something else

which has to be sorted out in dealing with non-profit organisations.

A big problem of not having to report the value of all liabilities is that they can be ignored and deferred.
No wonder cash accounting is sometimes called deferral accounting. Likewise with assets, a department
having valuable under-utilised holdings has no real budgetary incentive to either use them or dispose of
them. One highlight of accrua accounting is that it emphasizes the costs met by different generations of
taxpayers. It reveds the assets paid for by past taxpayers and currently being used, just as it points to
assets acquired today but which have little current
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benefit or greater benefits for future taxpayers  The public reporting of these figures will be a mgjor
task but requirements of the Annua Reports (Departments) Act and RegUlation have set in place some
of the machinery which will be needed to obtain the asset figures.

Asfar as disclosing the value of assets is concerned there would have 'to be a policy decision On how to
go about valuing certain public sector assets such as national parks and historic buildings. Further-,
there is a need to examine if these should be depreciated and if so; at what rates this should occur or
should they be treated the same as "goodwill" is in the private sector? | know that there are those who
don't think depreciation is appropriate in the public sector; and there are some who say that the debt
charge should be used as depreciation; but | do not wish to go into that argument here.  Suffice it to
say that assets represent a significant resource base and probably should not be excluded% but
they asopresent significant recording difficulties. One thing is reasonably certain and that is that
if the assets are not recorded%o together with their maintenance costs% then we will never redlly know if
we should be holding the assets at dl. At present% no-one is effectively accountable for the continued
use of assets.

A large hurdle for departments to overcome relates to capita expenditures and is worthy of further
comment. Related to that of course is how to account for the utilisation of assets; such as looking at
depreciation on plant and equipment and the opportunity costs involved.  So long as the costs of the
assets are met by pricing strategies which recover the costs of their use then one problem is overcome.
However; | am sure you will agree that the chances of this occurring should not be considered as avalid
argument for solely continuing with a cash based system. There is a need; .if accountability is to
follow% for the reporting of assets held., whether they are being utilised for operations or not; and
whether they are being used to the greatest advantage.
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It has been said that accrual accounting and identification and measurement of assets are linked and
would provide the necessary discipline in the area of asset recording and certainty of reporting. Also% it
has been said financia control by the use of accrua accounting means that assets owned by the

Government should be properly recorded anat otected.

There may be opportunities as well to pass dormant assets to another department which can use them
and while there’ may be a book entry there are no demands placed on taxpayers for thisaction. Even if
interdepartmental transfers are at a moderate value for the purposes of this exercise, both departments
would benefit. It is a question by and large of optimising opportunities. Certain statutory bodies are
aready required to pay a dividend to Treasury based on assets held. (This concept is caught up in
Section 59B of the Public Finance and Audit Act.) One hopes it will also motivate statutory bodies to
divest themselves of unwanted assets and consider opportunity costs as well.  Perhaps departments
budgets will be adjusted for portion of the value of assets which had been disposed of.  Maybe one day
consideration will also be given to penalising ‘them in some way for holding them if they are not used.

Whileit is an aside when considering accrual accounting% it is part of the process for improvement.

In my view the current strong movement towards the user principle also supports the wider application

of accrual accounting.

Unfortunately; | do not think that many in the general population will be able to comprehend accrual

accounting and trandate the effect easily into the processes of raising taxes, levies, and other
government service charges. Therefore | would argue that both systems of reporting will be necessary
to satisfy the needs of all users.
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Funding

One final item which | will refer to is the Funding of items which

have been accrued. There seems to be an element of

misunderstanding in relation to accrua accounting for the budget sector and the need to fund amounts
or items which have been accrued.  There should not be any confusion on the situation. As with any
normal accounting transaction,  the funding or cash outflow only occurs when payment is actudly
made. Thereisno need to find large amounts of cash to fund the bringing to account in the books the
costs in respect of these items. Certainly there remains a need to monitor cash flows. but this is already

anormal Treasury function.

Conclusion

There has been a mounting level of interest, both in Australia and oversesas, in the concept of accrual
accounting for the public sector. It is recognised that magjor contributions have been made by the
Treasurer of New South Wales and his Officers in achieving a greater degree of disclosure in financia
statements and accountability generaly.  Action has also been taken which will facilitate a change to
accrua accounting. | support the moves for the transition to adopting accrual accounting concepts in
the

public sector. | believe such moves to be an important goal

towards accountability for the future.

At X1l INTOSAI held in Sydney in April 1986, it was observed that only accrua accounting provides

accurate measurement of the full cost of government activity. | commend to you the strengths of the
assembled voices of the Auditors-General from around the world

in pointing to the well recognised need for the step to full
accrual accounting. It is not much more information thanis
readily available in a cash accounting system - all that isbeing

suggested is that the true costs and values of assets and liabilities be disclosed.
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As| seeit, anything less than accrual accounting will not provide the decision makers with al the
information they need. Y ou cannot make proper decisions on cash based information alone -you must
have before you all the relevant information to do this. But, the argument that preparation of accrual
statements would be expensive to produce, can be overcome, by and large, by reference to concepts of
materiality. Accrual accounting will at least give decision makers more options to choose from,

especially when considering long term policy. | could say that the cost of

ignoranceis higher. You only have to think about the number of programs which have been

introduced and see the cost blowouts in later years to realise that cash based accounting is inadequate.

Government is big business and as such there is a demand by the shareholderg] rightly so, for a
high standard of accountability. Although much has been done thereis still afair way tolgmm not

looking to compare public with private,

although it could be possible for commercial activities. What | am looking for is greater

accountability.

So what does all that has happened in the past tell us about the need for accrual accounting in the

future?

We know that times are tough and money is short; anthat although in the past accountability was

not insisted upon in all quarters, indeed was probably not as critical, it is very much the case now.
We know accounting standards were virtually unheard of in the public sector.  Some organisations
produced whatever financial statements they thought fit. That has changed with the finance and audit

and annual reporting legislation. It isessential that change continues to occur.

We know too that program budgeting is necessary if the full import of government activity isto lead to

informed decision making by managers, the Parliament, and even the public.
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The timeliness of financial statements and reportsis essential;

asisthat all government activities should come under the scrutiny of the Auditor-General and
Parliament. But% | cannot emphasise strongly enougthat the single most important

development for the future is accrual accounting. | recognise that there are and may be problems%
but the end result will be improved accountability. | believe there are more advantages than

disadvantages in knowing the true financial position.

Governments will continue to need details of its cash budget receipts and payments% just like dl
businesses need cash flow information.  However; if there is to be unrestricted decision making by
Government and proper review by Parliament; there is a need to know the full costs of operations and
the value of assets and liabilities. | recognise that there are problems% but these can be kept to a
minimum if due regard is had to materiality and not smply applying the corporate model to the public
sector. There is a need for public sector reporting of both cash and accruad accounting financia
statements to satisfy the needs of users at different levels, vis-avis, the government, the managers%
and the taxpayers. Each has different reasons for wanting one; or both,, of the statement formats.

Why not produce bothstatements?

| accept aso that there are political issues to consider if accrua accounting is to be adopted in the
public sector.  There is of course a fear that once adopted there can be no turning back should
embarrassing reports be generated.  However,, that view ignores the greater number of opportunities
presented to decision makers with an improved knowledge base.  We cannot make simple cash based
decisions - we must know what resources we have or need to acquire; and we must know what our costs

have been and future commitments will be.
Might | suggest as any initial step that as both cash and accrua accounting are; in my opinion necessary
for the public sector., consideration be given to the budget being presented to parliament; as with the

Treasurer's Public Accounts, on acash
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basis.  This would alow departmental accounts (which at present are in a different format to the

Public Accounts); to be presented using the accrual system.

Initidly it may be necessary to be selective as to which departments are the first to go on accrual
accounting and then build up so as to cover al departments,.  After some time; and when.users have
become familiar with such statements; a financial statement could be produced from individua

departmental statements which would reflect the total picture of government finances.

When dl is said and done there redly is no difference between the private and public sectors.  When
you think about it; both groups are involved in business of some kind or another; and the absence of
profit motive is not sufficient to call for different accounting treatments.  There are methods in place
that% if properly redefined and applied; could provide necessary support for positive management
initiatives.  So the question is not whether there should be accrua accounting in the public sector%

but when.
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PROF.R. G WALKER

DEPARTMENTOF ACCOUNTING UNIVERSITY OF NSW SOUTH WALES ACCRUAL

ACCOUNTING: NECESSARY; BUT NOT SUFFICIENT

Debates about the merits of "cash" versus "accrud" accounting have been getting some attention
recently. The debates might seem to be about boring bookkeeping techniques.  But the use of one or
other method can have a big impact upon the way governments go about their business; upon the way
resources are allocated between competing uses; upon the behaviour of public sector managers - and

upon the accountability of governments to the community.

Yet it's an old debate much shrouded in rhetoric.  I'm sure you'll hear alot of rhetoric today:  its

hard to avoid it. Especially among accountants; who tend to be very passionate people.

Some of that rhetoric may involve references to the "true cost” of providing services to the community;
and perhaps; of the need to ensure greater "accountability” to parliament; taxpayers; even voters.  Who
could argue against disclosing the "true cost" of services? And who would argue against "grester

accountability"?

My problem is that I'm not sure what is meant by a "truth" in financial reporting. Perhaps I've been in
the accounting business too long. And it's not clear to me that adopting accrua accounting will
necessarily enhance accountability. There are many notions of "accountability” - ranging from
arrangements whereby reviews are undertaken of the probity of transactions, to arrangements whereby
the efficiency and effectiveness of managers is subject to independent review. In the context of
discussing financia reporting; | assume were talking about "accountability" in the sense of an
expectation that government departments and authorities will provide information about their activities
and affairs in externa reports% and that ministers or public service managers will be answerable to

parliament or other interested parties about those matters.
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What is meant by "accrual accounting"?

The term "accrua accounting” isn't found very oftenin the text books. Its manly used in
discussions of public sector accounting, where it's contrasted with "cash accounting”. The
customary way of accounting for the activities of government departments and many public sector
agencies has been to record cash receipts and payments. A variant of that has been to aso record
"commitments’ in the form of outstanding orders and payables.  Both have been loosely described as
"cash accounting”. The basic financia reports are statements of receipts and payments, supplemented

by statementsof "fund" or "financial asset balances".

In contragt, the term "accrua accounting” is used to describe aform of accounting close to that used by
commercial enterprisesin the private sector.  Thisinvolves the production of income  statements which
record "revenues and expenses’ rather than "receipts and payments' - the difference being that accrua
techniques supposedly record the amount of unpaid bills and receivables at the end of the year, and
treating some receipts or payments as attributable to several accounting periods. Accrual accounting
also generates balance sheets, which set out the things regarded as "assets' and "liabilities’ of the

enterprise.

A smple way of describing the difference between cash accounting and accrual accounting is to use an
analogy: for an individual, cash accounting would simply summarise cash transactions during a period.
Accrua accounting would aso take in the unpaid bills: hence total expenses for the year would include

the Christmas shopping which was charged up to Bankcard (and still hasn't been paid).

That's an oversimplification and I'll try to make it sound more complicated later on.  Meantime, it
would be easy to go on to say that without the use of accrual accounting, governments, public sector
managers and the community at large can be fooled about the level of government expenditure; that

without accrual accounting,
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there can't be adequate accountability to parliament or the public - and so forth.  Advocates of change
might find those kinds of arguments every effective.  But to my mind; there are risks associated with

oversimplifying arguments. The arguments might be believed - and that could lead to-disappointment.

Wheat version of "accrual accounting"?

There are many ways of preparing balance sheets or calculating income and expenditure'. Without
agreement about underlying accounting concepts, and without a set of well-drafted rules governing
accounting practice% the wider adoption of accrual accounting in the public sector could extend
opportunities for permissive financia reporting - so that financia reports may be unreliable% and not

comparable between reporting entities; or from year to year.

Mogt will have encountered references to "creative accounting” in the corporate sector: during the bull
market some companies were even advertising for "entrepreneurial accountants'; apparently because

they reasoned it was harder to conduct a successful business than to choose the right accountant.

It'sjust as easy to fiddle the books in the public sector. Remember that some form of "accrual
accounting" is already used to record the affairs of margtatutory authorities.  Public-sector
accounting managers seemo be just as professional astheir private sector colleagues when it
comes todisplaying inventivenessor creativity. (For example; in NSW we've got something called

"modified accrual accounting").

In other words, "accrua accounting” can produce widely different financial results; depending upon

how the accountant chooses (or is directed) to interpret a given set of facts.

So when there's a call for the adoption of "accrua accounting” in the public sector; interested observers

might well wonder what form of accrual accounting is being advocated. The adoption of
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different concepts of "asset." or "liability" will lead to different balance sheet figures and different
income statement numbers. Isit intended that key accounting concepts be defined for public sector
purposes? Will there be atight set of rules governing the application of accrual accounting - or will
those rules be worked out later? If there are to be rules; who will make them? Parliam&gftral
agencies?  Will individual ministers be permitted to decided how their departments keep

score? Or will the reports be knocked together by public servants as they see fit - with due reliance on

their "professionalism”?

It's nice to be told that accrua accounting will show the "true cost" of certain activities- but the fact is
that without clarification of fundamental accounting concepts (such as "asset" and "liability"; "revenue?
and "expense") or% aternatively% without a comprehensive set of accounting rules relevant to the
circumstances of the public sector; it's unlikely that many of the figures will be adjusted to suit the

circumstances.

Many datutory authorities are already using "accrual accounting”. Yet they are choosing different

accounting techniques; which have amajor effect on their financial reports.

Let me illustrate by referring to two fairly contentious issues. the accounting treatment of

superannuation commitments% and of borrowings in foreign currencies.

Superannuation: for the last few years NSW statutory authorities have been disclosing the

amount of the unfunded liability for superannuation commitments.  But some authorities
have been formally treating it as a liability on their balance sheet.. Many authorities have
only been showing the amount of the liability as a parenthetical note. While most have been
recording the expense accruing for each additional year's service from their employess,

the varying treatment for the accumulated "liability" has effected the level of
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expenses recorded by the authorities for the year - and also affected the reported surplus or

deficiency of those authorities.

Y et the NSW approach to accounting for superannuation ismore informative tharhat undertaken

by the Commonwealth or other States. At least relevant information is reported in footnotes.

* Foreign currency transl ationunfavourable movements on

foreign exchange rates affect the Australian dollar
equivalents of the liabilities incurred by authorities
which have borrowed overseas (either directly, or
through central agencies). But the accounting treatment
of those liabilities varies:  some show recent "losses"
as expenses in the year; others (like the Electricity
Commisson of NSW) allocate them over the remaining
period of the loans; others (like the NSW State Rail
Authority) have resolved to value the loans at the
conversion rate applicable when the money was borrowed,
and will only record exchange rate gains or losses when

the loans are repaid.

There are other topics in which the application of accrua accounting techniques can put major
borrowings "off balance sheet"; sale-and-leaseback transactions, debt defeasance, and "take or pay"

contracts.  Some of these techniques have already been used in the public sector.

It's obvious that a wide range of accounting techniques is available to record the transactions of asimple
organisation. But the opportunities for permissiveness in the application of accrua accounting are
multiplied when the public sector embraces complex organisationa structures.  Indeed, the Victorian
Auditor General has recently expressed some concern about the manner in which statutory authorities
have been forming subsidiary companies or trusts. The application of consolidation accounting

(which combines the financial statements of parent and subsidiary
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organisations) may flush out information about the affairs of those entities.  But the major point to be
made is that the term "accrual accounting” connotes a wide range of techniques; a decision to introduce
"accrual accounting” to some or al public-sector bodies doesn't in itself ensure disciplined, reliable
financial reporting - or guarantee that individuals can be placed in a position where they can be held
accountable for the performance of public sector organisations.  If accountability is interpreted to
mean a relationship whereby someone if "answerable’ to others, the key is to ensure that those others

are able to ask intelligent questions.

Establishing the rules of the game

Technical discussions about the adoption of "accrua accounting” are fairly empty unless there is some

reference to the underlying concepts and rules which are to guide the practice of accrual accounting.

In the private sector; recognition of the permissiveness of accrua accounting led the accounting
professiona bodies to produce recommendations which are currently labelled "accounting standards’.
These "standards' are ill far from comprehensive and are drafted in such a fashion that they can be

interpreted fairly liberally.

Recently the two major professional accounting bodies in Australia decided to produce "public sector
accounting standards'.  These are backed by the threat of sanctions on members who don't ‘observe
those standards when they are preparing or auditing financid statements.  Seven standards have been
gpecificaly endorsed for general application in the public sector so far - while there is genera
endorsement of al of the profession's standards for commercia undertakings. Already it seems that
they're not always followed by al public sector commercia undertakings. | don't know whether some
of our leading public servants who are also members of the mgjor professional bodies have lost much

sleep over that. But | mention it to suggest that so-called public sector
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"standards' are hardly "rules’:  they're merely "guidelines'; and have persuasive authority only. The

profession does not monitor compliance with its standards by public sector organisations.

In the Commonwealth arena the Joint Committee of Public Accounts has expressed the vileat it

should be aresponsibility of parliament to adopt accounting rules which are appropriate for the public
sector (see Report 199; 1982). It viewed the adoption of private-sector accounting standards as only a
"short term solution".  Senior officers of the Commonwealth Audit Office have expressed similar
views (though recently the Commonwealth Auditor-General seemsto have reversed this position;
indicating that the Audit Office now agrees with the application of the profession's standards; at |east
"in principle"). The Department of Finance issued "guidelines" concerning financial reporting by
Commonwealth undertakings (1982; amended 1985); and these were drafted irthe light of

recommendations from parliamentary committees.

To my mind some attention needs to be given to the processes to be used to develop accounting rules for
wider application in the public sector. It would be desirable for common rules to be adopted by both
the Commonwesdlth and the States - and that suggests the need for some joint Commonwealth-Sate

activities.

The involvement of' the Institute of Chartered Accountants and the Australian Society of Accountantsin
debates about accounting and financia reporting issues is certainly welcome as an indication that those
bodies now accept some responsibility to contribute to debate about the financia reporting practices of

government bodies.  Perhaps many of those involved in the process have also developed an interest in

the potential of the public sector as a source of fee income - Whatever the motivation; the recent

involvement by the profession was long overdue.

Having said that; I'm critical of some features of the current attitude of the profession towards public

sector financial reporting.
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The profession's Austrdian Accountancy Research Foundation resolved to try to develop common
accounting standards for both the private and public sectors. While in the short run; this may lift the
standard of reporting by those statutory authorities which already use accrua accounting; it seems
likely to dow down the rule-development process.  Indeed; it appears that efforts to produce common

standards have already caused delays.

But more fundamental concerns relate to the scope of those standards, and about whether the idea of

producing common guidelines is well-founded or misconceived.

Firgt: the scope of the standards. Mogt of the profession's standards were developed with an eye
towards the requirements of companies legidation and stock exchange listing requirements: they were to
be read in conjunction with those other packages of regulations. Hence there aren't detailed or up-to-
date standards on such fundamental issues as the amount of detail which should be disclosed in a
balance sheet or income statement.  The standards which touch on such matters (eg.  AAS 12
concerning funds statements and AAS 15 on disclosure of operating revenues) were produced after such

reports were required by the stock exchanges.

In other words; trandating private sector standards into the public sector would only be trandating less
than half of the overall package of regulations currently in force for companies. For accrual accounting
to be effective in securing accountability% it can readily be argued that there is some way to go before
the accounting profession develops adequate guidelines about the form and content of financia reports

in the public sector.

While text book writers continue to assert that there are two fundamental accounting reports (the
balance sheet and income statement) in redity readers of corporate financia statements have come to
rely on other material (such as funds statements; and equity supplementary reports, as well as a myriad
of notes). Currently companies have to provide consderable detail about those of their future

commitments which aren't treated as
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"liabilities" on the baance sheet (e.g. commitments to construct capital works).  There appearsto be a
community demand for similar information from the public sector:  such commitments do affect the
capacity of governments to alocate resources to new programmes.  Unfortunately, the profession’s
accounting standards haven't addressed such issues; and seem unlikely to do so in the near or medium
term future. There seems to be strong case for disclosure of such commitments by public sector
organisations. Second: it's not clear that the case for producing common public and private sector
accounting rules has ever been serioudy examined by the profession. I'm not aware of any attempt
to follow a similar programme overseas (indeed, the chairman of the International Accounting Standards
Committee dealing with public sector standards has gone out of his way to say that there is no intention
of trying to impose private sector standards on the public sector). It seems there are some major
differences between the environments within which public-sector and private sector organisations
operate - which to my mind warrant the choice of some different accounting concepts and rules in the

public sector.

To 'illustrate:

In the private sector, virtualy all real estate is treated as an asset; that's because it's
subject to some legal claims, and is expected to produce some benefit either in use or on
sde.  But should we adopt the same approach for our national parks, schools, court
houses, airports, roads and railroad track? To my mind, these properties perform a different
function in an organisation which exists to provide services using those resources. in
principle, the organisation can't adapt by selling those items of property. (In practice,
departments or statutory authorities may be able to dispose of some  items without

disrupting their activities and even enhance their activities wishbstitutes).
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It follows different kinds of information about "properties’ might be relevant when
evauating the performance of those organisations may differ between private and public
sectors. There mightn't be any point in treating those things as balance sheet items for the

purpose of routine annual reporting.

* In the private sector, the fear of disclosing secrets to
competitors and consequential demands for "business
privacy" have led Austrian accounting regulations to
require far less information about the sources of a
company's revenues and expenses than was required by the
Securities and Exchange Commission in the USA back in
the 1930's. It may seem inappropriate that such

approaches to disclosure should be regarded as a model for the public sector.

Accrual versus cash accounting? Or both?

As dready noted, discussions about accrual accounting usually contrast those techniques with cash
accounting.  It's argued that accrua accounting should replace cash accounting - yet in the private
sector many have come around to the view that reports based on accrua accounting need to be

supplemented by cash flow data.
The USA's Financial Accounting Standards Board recently introduced requirements for cash flow
satements; | gather that the New Zealand accounting profession has followed suit; and there's some

demand for similar requirementsin Australia.

In the private sector, the disclosure of cash flow datais said to enable readers to assess the "quality" of

earnings figures' information about cash flows is an antidote to creative accounting.
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In any event, governments will always have to distribute money to departments and statutory authorities

(few are self-sustaining) so

there will always be aneed to maintain some record of those
budgetary allocations. Hence there are good grounds for reporting
on bah a"cash" and an "accrual" basis. Moreover, as noted

before, there are also strong arguments for reporting those commitments which my not be treated as

"liabilities" on the balance sheet.

Reporting on programs?

Mention has been made of the fact that the adoption of "accrual accounting”, even if undertaken on the
basis of agreed accounting concepts and rules% may not in itself ensure that financial reports
communicate relevant information to interested parties. Accrual accounting must be linked with detailed

rules governing the detail to be provided in published report if financial reports are to be meaningful.

There are different ways to report on the performance and financial position of an organisation. In the
private sector it's now acceptedhat companies report on a variety of bases: they provide consolidated
information covering a holding company and subsidiaries, and also provide reports on the results of

different activities.

Recently there's been some advocacy of the managerial technique of "program budgeting” and forms of
financia reporting which disclose expenditure on those programs, calculated using "accrual

accounting".

That's an interesting proposal. | have had some brief experience as a member of a government body
whose magjor items of expenditure seemed to be travel and accommodation, awell-stocked fridge, and
some very good lunches. Naturally, | wasfilled with admiration for the accountant who managed

attribute those outlays to such
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activities as "public consultation”. Nevertheless | nurture the suspicion that interested readers may

have got a better idea of our activities from the line-items.

Apart from the subjectivity in- describing programs,, another difficulty with the implementation of
program reporting concerns the allocation of costs between programmes (a necessarily arbitrary
process), and the establishment of transfer prices between governmental organisations (which unless

based on the price of arms-length transactions in the marketplace% would also be arbitrary).

But a more significant difficulty with program or activity reportingtisat such disclosures are confined
to agiven department or authority - whereas "programs’ may cut across departmental boundaries. A
good illustration of this may be gleaned from the recent Joint Committee on Public Accounts Report
272, "Administration of the Commonwealth's property functions". The report noted major increases in
outlays for the rental office of accommodation (from $78.4 million in 1981-2 to an estimated 1987
figure of $300 million) and attributed much of this to demand for high-priced shop-front offices for the
Departments of Social Security and Community Services, an Employment and Industrial Relations.

No doubt those outlays were recorded as part of the costs of the then Department of Local Government

and Administrative Services -not as part of expenditure on social security programs. It might be

politically effective to "bury" expenditure in that wealput many would arguethat the resultant reports
are not conducive to full accountability. In other words, reporting on "programs" will not in itself ensure

that the modes of financial reporting adopted in the public sector will ever satisfy every interested party.

In short-, neither accrual accounting nor reporting on the basis of identified "programs' necessarily

produce figures which can be regarded as the "true costs" of activities.
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Final comments

The overal thrust of my remarksisthat in principle  the adoption of some form of accrual accounting

seems hecessary to ensure that the interested parties are better informed about the activities of public
sector departments or authorities. But the adoption of these accounting techniques will not be
sufficient to ensure that financia reporting conveys reevant information, that governments or public
service managers are made aware of the financia consequences of the decisions, or that those same

parties may be held accountable to parliament or the community at large.
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firmly entrenched in the State public sector. If accrua accounting was added to the menu in the
immediate future | have strong doubts that it could be effectively digested.  Indeed we would risk

accounting constipation.

The Use that would be made of the Information Provided

There is no doubt that accrual accounting would provide much information which would be very useful
in the decision making process.  Wheat really needs to be determined is what information is required

and how we can best achieve that information.

The Timing Problem

Under existing legidation the Departmental Accounts and the Public Accounts are required  to be
presented  to the Auditor-Genera within six weeks of the end of the financia year. As you know the
Public Accounts are in many respects a consolidation of Departmental Accounts. | can assure you that
the consolidation is a maor task. It will be very important to determine whether accounting
information on an accrua basis can be prepared by Departments and consolidated by Treasury within

that six week period.
I would remind you that unlike other States of the Commonwedth; New South Wales operates for
accounting purposes in a totally decentralised fashion, with many payments being made by regiond or

local offices of Departments.

Interpretation by Journalists

The New South Wales Treasury has a good media profile; so | do not want to be critical of the Press.
But there have been instances where incorrect interpretation of the States' Accounts by Journalists have

led to considerable confusion and considerable work in explaining misunderstandings.
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PERCY ALLAN; SECRETARY; NEW SOUTH WALESTREASURY

ACCRUAL ACCOUNTING toBE OR NOT TO BE?

I hope you will forgive the Shakespearean alusion in the title of my paper; but the ‘adoption of accrua
accounting in Government Departments is certainly not aclear cut issue. It is an issue which Treasury
is taking very serioudy and one to which we will be devoting considerable attention in the ensuing

months.

The Treasurer has approved of the appointment of a Treasury Task Force consisting initialy of the
Deputy Secretary and the Chief Accountant to report to him on the implications if full accrual
accounting were to be introduced for Government Departments.  As part of their study the Task Force
has received the Premier's approva to visit the United States in February to examine the application of

accrual accounting in a number of American States.

The Treasurer and the Treasury recognise what a complex issue thisisand that it is not something that
can be introduced over night. At the same time we recognise that there is a persuasive case for
extending accrua accounting to al forms of government operations whether commercia or socid. For
instance | think we would al agree that it is vital to be aware of the extent of and timing of
commitments for asset replacement and for salary related payments such as superannuation and long
sarvice leave. | should of course mention NSW% unlike most other States and the Commonwealth; does
fund part of the accrued liabilitiesin respect of superannuation. We do not have a purely pay as you go

scheme.

While recognising pluses, there are severa difficulties associated with introducing accrua accounting.
This morning | would like to talk for a little while about some of the policy issues which need to be

considered.
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Perhaps | should start be referring you to Murphy's first and second laws.  Murphy's first law says

"nothing is as easy asit looks" while the second is "everything takes longer than you think".

For some time there has been a growing body of opinion favouring the introduction of accrua
accounting for Government Departments. Our own Auditor-General has stated his support for the
concept and is pressing for it to be introduced at least initidly in Colleges of Advanced Education. |
would like to say at the outset that this Government has been in the forefront of the introduction of
financial and administrative reforms. | am sure that this audience hardly needs to be reminded of such
initiatives as:-

Publication of a Monthly Financial Statement

Revamped Budget Papers and Public Accounts

Annual Reports L egislation

New Public Finance and Audit Act

Review of Special Deposits Account

Capital Works Ministerial Committee

Introductionof ProgramBudgeting

Improved Financial Monitoring

Early advice on budget allocation

Financial performance targets and dividends

Restructuring of Satutory Bodies

Major computerisation program

Management improvement plans

Development of management skills in the public sector

Formation of the Treasury Corporation

Rationalisation of borrowing and investment powers

Guidelines for internal audit and an internal Audit

Bureau

Program Evaluation

Management Strategy Reviews

Efficiency Audits

And last but certainly not least the widening of the powers of the Public Accounts Committee.
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In most of these reforms the Government has been the initiator although it has certainly always been
keen to accept advice from the Public Accounts Committee,  the Auditor-General  and professional

bodies.

However, | have the feding that some of the proponents of full accrual accounting may not have
thought through al of theissues fully.  In the interests of accountability | am sure that the supporters
of the concept are interested in the broad issues such as knowing the extent of the Government's
liabilities and commitments and whether assets are being appropriately managed. | certainly have no
argument with these motives but as with any proposal Treasury must closely examine the cost benefit

ratio and alternative ways of reaching the desired end.

It is against this background that Treasury will need to examine a range of issues. These will include:

The Size of the Administrative Task

Adoption of accrual accounting would present a formidable administrative task and certainly could not
be done without substantial cost.  Accounting skills, particularly when they need to emerged with an
understanding of computerised accounting systems, are a scarce resource.  According to areport in the
Audtralian Financial Review of 6 January 1988 the demand for accountants has grown by about 7% a
year in the past decade while the number of accounting graduates has grown at below 5% a year. This
scarcity has been particularly felt in the public sector which can not compete on salary terms with the

private sector.

As you know when program budgeting was introduced, Departments had to introduce a system of
program accounting. Anyone who has read the recent Auditor-Genera's Report for 1986/87 will have
noted that a number of Departments still have not been able to fully cope with program accounting. It

will be another Sto 5 years before the existing financial and administrative reforms are
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firmly entrenched in the State public sector. If accrua accounting was added to the menu in the
immediate future | have strong doubts that it could be effectively digested.  Indeed we would risk

accounting constipation.

The Use that would be made of the Information Provided

There is no doubt that accrual accounting would provide much information which would be very useful
in the decision making process.  Wheat really needs to be determined is what information is required

and how we can best achieve that information.

The Timing Problem

Under existing legidation the Departmental Accounts and the Public Accounts are required to  be
presented  to the Auditor-Genera within six weeks of the end of the financia year. As you know the
Public Accounts are in many respects a consolidation of Departmental Accounts. | can assure you that
the consolidation is a maor task. It will be very important to determine whether accounting
information on an accrua basis can be prepared by Departments and consolidated by Treasury within

that six week period.
| would remind you that unlike other States of the Commonwedth; New South Wales operates for
accounting purposes in a totaly decentralised fashion; with many payments being made by regiond or

local offices of Departments.

Jnterpretation by Journalists

The New South Wales Treasury has a good media profile; so | do not want to be critical of the Press.
But there have been instances where incorrect interpretation of the States' Accounts by journalists have

led to considerable confusion and considerable work in explaining misunderstandings.
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Accrua accounting would appear to give wider opportunity for misunderstanding particularly at
Departmental level. It must be remembered that many Departments do not have an income and that
therefore their performance. cannot be measured on an income and expenditure basis. Accrua
accounting might give the semblance of private accounting; but will not provide direct comparability

with the private sector.

Confusion Between Funding and Accounting Results

Quite obvioudly there would be a substantial difference between Budget results prepared on a cash basis
and results prepared on a accrua basis.  If accrual accounting were to be adopted for New South
Wales | would see the need for a magjor effort to educate users such as Parliamentarians and Journalists
and the Public generaly. Unless this were done there would be considerable opportunity for
misunderstandings. There are relatively few people in the community who understand accounting
anyway and while the community may accept profits or losses by a private company a substantial

deficit by a Government can be quite another matter.

Economic Impact of the Ultimate Need to have Cash Backing for Accrued Liabilities

One of the maor areas of criticism by those who favour accruad accounting is the failure of
Governments to fund future liabilities such as superannuation long service leave and maintenance.
Mogt Governments operate on a pay-asyou-go system which of course is quite different from the
practice followed in the private sector.  But there is more than a subtle difference between the private

and public sectors.

A company; particularly in these days of mergers and takeovers may possibly go out of business at any
time and at short notice. Hence it is important for them to set aside funds for accruing ligbilities such as
superannuation and long service leave; to protect employees from company insolvency.  Governments,

for
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better or for worse, are here to stay with us for the foreseeable future.  Long term commitments to
employees and others are not at risk since Governments can avoid insolvency by raising taxes. If a
Government were compelled to provide full or even partia cash backing for its future liabilities then

there is a serious impact on its capacity to carry out its current programs.

Possible Criticism of a Government Having Substantial Funds Set Aside to Finance Future Liabilities

As| have indicated earlier there is an ultimate need to provide cash backing for accrued liabilities. At
present the Government has for good and vaid reasons relatively small amounts of cash set aside in the
Specia Deposits Account.  Even these arouse suspicion and criticism not only from the opposition,
but the Federal Government and the Financial Press.  If the Government maintained redlly large cash
balances to meet its accrued liahilities in respect of such things as superannuation and long service

leave, | can only too well imagine the howls of protest that would ensue.

The Meaning and Use of the Term Deficit

The term deficit has vagtly different accounting and economic meanings. It would take a considerable

campaign to remove the confusion from the mind of the users of the States' financial documents.

The Temptation to Spend Cash Reserves

If cash reserves were created to meet accrued liabilities such as for example, long service leave and
superannuation in full, there seems little doubt that some future Government would be sorely tempted to
spend the reserves during some time of economic strain. It would be essential to design some mechanism

to prevent this from happening.
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Non Comparability with Other States

It is difficult to see the extent to which a single State could proceed on its own with accrua accounting.
Such a course of action would make it non comparable with other States and could results in spending

and/or taxes being shown at higher levels than other States.

The introduction of accrua accounting would not mean the abandonment in total of the present cash
system. Information on cash flows might still need to be presented with Budget Documents. What this
meansin practical termsis that we would need to develop information systems to collect and process the
required data for accrual accounting and such systems would need to have the capacity to link back to

cash flow management.

| have some degree of concern about the ability of public administration to match the pace of changein
policy. As| indicated at the beginning of this paper the Government has introduced a large number of
financial and administrative reforms over arelatively short time frame. Scarcity of skilled resources

has prevented full implementation in all Departments. The

introduction of a substantia requirement in processing financial information in the short term may not
be ableto be met.  Anillugtration of the type of mgjor difficulty which would be faced is the lack of

asset accounting within Departments from which depreciation could be calculated.

It is aso important that we complete the implementation of the existing agenda of reforms - program
budgeting, program performance evaluation, corporate strategic planning, performance agreements
between Chief Executives and Ministers, etc. - before evaluating on accrual accounting which would tie

up our financial personnel and management for many years to come.
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These are the difficulties that | see facing the introduction of accrual accounting. | have not intended as
| indicated earlier to sound negative but it is certainly important that we all recognise that its
introduction would be a highly complex long term task which would consume considerable resources.
We mugt be sure that the changes we make to our present system are not made for the sake of change

alone; but are made in the interest of efficient cost-effective Government.

Also | believe that before accrual accounting is adopted other more obvious and pressing reforms
are warranted. For the past half year Treasury has been working on thregeroposals with

significant implications for managerial enterprise; autonomy and accountability in the New South Wales
Public Sector.

The firgt concerns taking al centralised Government services utilised by Government Departments
(such as cleaning; courier% computer and building maintenance services)  off budget appropriations,
and putting them on a commercia basis so that they fully recover costs from user charges. This
follows our earlier initiative of charging al private and public utility services (such as telephoneo
electricity;  advertising and publicity) directly to Government Departments; rather than have them
funded centrally. This approach encourages Departments to eeonomise the use of such services

because. they are no longer free of charge.

The second reform which has been endorsed by the Treasurer permits Departments to separate their
commercial activities from their social programs; with commercial services to be fully funded from user
charges. Revenue from such activity would no longer be paid into the consolidated fund% but into a
working account operated by the Department. As with centralised Government services%

Departmental commercial services would be taken off budget.

The fina reform which ill has to be considered by the Government concerns classifying Government

owned entities into distinct categories for purposes of applying Government financial;
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staffing; program,; pricing and other controlsin a more rational manner. One possibiligyto grade a
Government organisation according to its degree of financial self sufficiency on the one hand and its
market competitiveness on the other.  On these criteria; the GIO and State Bank which make profits
and face stiff competition would qualify as true "business enterprises”; deserving maximum managerial

autonomy.

By contrast "Government Departments' completely subsidised from the Consolidated Fund and enjoying
monopoly status warrant the least freedom from Government scrutiny and direction.  In between the
extremes of "business enterprises’ and "conventiona departments' exist "commercial services' (such as
the Water Board and Elcom which are monopolies; but financially self sufficient) and "community
services' (such as the passenger services of the SRA and UTA; which compete to some extent with

aternative transport modes% but are heavily reliant on Budget subsidies).
| am quite excited about the opportunity for improving Government efficiency and effectiveness through
introducing this triumvirate of reforms and must confess that ‘for the moment these have a higher

administrative priority than accrual accounting.
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MR DAVID A SHAND

FIRST ASSISTANT SECRETARY DEPARTMENT OF FINANCE; CANBERRA AND

CHAIRMAN; PUBLIC SECTOR ACCOUNTING STANDARDS BOARD

NOTESFOR ADDRESSTO SEMINAR ON ACCRUAL ACCOUNTING

1. Theissue of accrual accounting in the public sector is not one to which the Public Sector
Accounting Standards Board has so far devoted much explicit attention. However it isfair to say
that the importance of accrual accounting isimplicit in much of the Board's'work; Statement of
Accounting Concepts No 1 on Objectives of Financial Reporting by Public Sector Entities clearly
implies the use of accrual accounting in its view that public sector entities should disclose
information relevant to the assessment of financial status; performance and compliance. A
forthcoming discussion paper on departmental financial reporting will address the issue more
specifically in terms of departments. The issue; in conjunction with the Accounting Standards
Board; of draft concept statements on assets; liabilities; revenues; expenses and owners equity will
improve the consistency and relevance of information reported under accrual accounting systems. A
project on the central accounts of governments will be commenced in 1988 and will specifically

address the issue of accrual accounting as applied to such financial statements.

2. In this paper | indicate that | am a supporter of a more
widespread application of accrual accounting in the public
sector. However | have some concern that the benefits of
accrual accounting are being exaggerated; and the problems of

introducing it; understated.
3. Accrual accounting is widespread in the Commonwealth public sector and will be extended. All
Commonwealth statutory authorities; under Guidelines issued by the Minister for Finance in 1983

arerequired to prepare their financial
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statements on an accrual basis. Government business enterprises such as Telecom; Australia Post%
Australian Airlines etc% have long prepared accrual baseslatementswhich reflect accounting

standards also applicable to the private sector; generally with a higher level of disclosure than private
sector business undertakings. Non-trading organisations such as CSIRO; the ABC and the Australian
National University now prepare their financiatatementson full accrual basis whereas before the

issue of the Guidelines they reported only a cash basis. This transition has not been without some pain
or argument% in particular the argumenthat enforcing accrual accounting on organisations which are
not funded for non-cash outlays will result in their showing financial deficits; But this and other
arguments reflect a confusion about the purpose of financial statements. For example; in the case of the
ABC their previous cash based financial statements indicated what they had done with the cash
appropriated to them by Parliament. For this reason one might argtieat it is most importantthat they
have a cash based statement to reflect how the actual cash has been spent% whether it was spent or
whether it went into reserves etc. That is; of course; a question of financing and of accountabitity
Parliamentfor funds received. On the other hand% the ABC's previous cash basaiatementsdid not
indicate costs of operations (including depreciation)% let alone its financial position (bearing in mind its
significant amount of long-term assets). Thus accrual accounting is hecessary to report on performance
and financial position and is thus necessary for economic decision making. Both cash based and accrual
information are required; but for different purposes; one to tell us something abaatountabilityto
Parliament for funds received; and the other to tell us something about performance and financial

position% and perhaps cost recovery foeconomic decision makingTlhis move to accrual accounting

was designed to enhance the externakccountability of these organisatton. Obviously the internal

management dimension is also important; organisations should
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budget and monitor on an accrual basis (as well as on a cash basis). They should budget for

performance, not just for spending.

The Department of Finance will shortly be issuing draft Guidelines for the form of financial
statements of Commonwealth departments to replace the present detailed information contained in
the financial statements prepared by the Minister for Finance under Section 50 of the Audit Act.
They will be required to be included in departmental annual reports and in due course audited.
There will be arequirement for certain information on assets and liabilities to be disclosed as
supplementary information asis required under Victoria's Annual Reporting Regulations and
NSW's Public Finance and Audit (Departments) Regulations, but no requirement at this stage for
full accrual accounting. We expect there will be some interim difficulties particularly in terms of
asset identification and valuation. Independently of this our moves to introduce interdepartmental
charging mean that with departments paying for previously free services such as accommodation,
their cash based appropriation figures will come much closer to measuring full costs. There is even
the possibility of a notional charge for superannuation costs and for certain assets held by the
organisation; the latter being recommended by the Joint Committee of Public Accounts. | am not,
incidentally afan of cost attribution as an alternative to charging. Proper charging against an
appropriation must take place so that the entity is accountable for its costs, and in terms of

management flexibility can trade off that outlay against other alternative outlays.

However, it should not be forgottethat cash accounting is veryimportantin the private sector..
Although private sector budgets may be prepared on an accrual basis, i.e. abudgeted level of profit
represented by revenues minus expenses, the forecasting and monitoring of cash flowsisamost
important aspect of private sector management, even if it does not feature in the financial

statements. (There have however been
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some suggestions of moves towards a cash flow statement for the private sector by the National
Companies and Securities Commission, possibly to replace the frequently misunderstood

Statement of Sources and Applications of Funds.)

6. The problems with having only cash accounting systems make a clear case for accrual accthag

for government entities and can be listed as follows:

a. The codsts of operating the program are not clear. Thus performance cannot be fully

measured.

b. There is no indication of the longer term emerging
liabilities or commitments of carrying out certain
activities. If we are not aware of the rate at which
future liabilities are building up we may face financial
difficulties in the future. Information requirementsin
respect of emerging long term commitments or liabilities

would include:

- servicing the public debt, both interest and loan

redemption;
- superannuation commitments,
- leasing commitments; and
- long-term asset maintenance or replacement.
However avoiding budgetary lock-in is arguably a management reporting issue rather than
an external financial reporting issue as | discuss later. In addition accrual accounting does
not fully address the budget lock-in in that not all commitments, including asset
management and replacement listed above are regarded as liabilities under accrual

accounting.
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c. Internal control over physical assetsisweakened. We
may forget that the assets exist and/or fail to provide
for their replacement. Although Government departments
arerequired to maintain asset registers% because these
do not form part of the,financial reporting system they
are not subject to the very rigorous examination.
However the priority should be reporting assets in the
financial statements of the reporting entities which
administer or control them (reinforcing the
responsibility of the entity's management for sound
asset management); rather than in a consolidated
financial statements for Government as awhole. Again
we need to be realistic about what accrual accounting
can do; it alerts usto the cost of using assets and may
provide a guide as to when certaiassets may need
replacing. It cannot of itself provide for asset
replacement; only a charging system based on full costs

can assist in that.

d. We may pay inadequate attention to collecting debts or discharging our liabilities; because
they are not systematically reported. However; thisissue may also be handled by requiring
departments to report supplementary information on average age of outstanding debtors or

creditorsin their financialstatements; rather than the adoption of full accrual accounting.

e. Wemay either under or over recover the costs of some
services which we charge for. Thisis an important
equity question. "User pay" implies covering costs; no

more and no less.

7. However much Government reporting has traditionally been on a cash basis. The central accounts
of government or the budget sector; such as the statements prepared by the Minister for Finance in
the Commonwealth and the Treasurer's Statements in the case of the States are maintained on a
cash basis. They focus on receipts and outlays with the balance being the
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surplus or deficit which isin effect a net cash borrowing requirement. No complsti@ement of
assets and liabilities of budget sector organisations is presented; although there is usually a
statement of cash balances and other monetary assets and some information on long-term debts or
borrowing. In a number of the States thetatementsare presented in arather deceptive way; with
the reported deficit or surplus figure not being particularly meaningful% e.g. borrowing may be
introduced as a current receipt. While the Commonwealth's centistiatementsare not deceptively
presented they are too detailed and are not easy to followWotwithstanding that itis widely
misunderstood (most Australian companies would report a cash deficit using the same basis of
calculation) the Commonwealth's deficit (which isits net borrowing requirement) is an important
measure of its fiscal performance and an important variable in the operation of financial markets.
One important feature of the Commonwealth scene; in contrast to the North American scene; is that
we have meaningful consolidated (and audited) cash flow statements for the whole of the budget

sector.

The cash basis of reporting reflects the fadthat the Budget is prepared on a cash basis. Itisa
financing% rather than a performance document; setting out what cash the government requires to
compulsorily raise from the community by taxes the government charges to finance its outlays.
Thus% | find the recenistatement from the Australian Society of Accountants calling for the
Commonwealth Budget to be presented on an accrual basis as in the private sector somewhat
peculiar. In the Australian of 18 September commenting on the Commonwealth's 1987 Budget the
acting President of the Society statethat:

"... it was impossible tO determine the true state of national finances or debt because

the value of government assets was not known and future obligations were not

recorded.
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The Government should adopt accrual accounting methods - compulsory in corporate

sector - in future Budgets."

Apart from what | as a public servant regard as an unacceptable private sector cringe in
this Statement, it overlooks the purposes of the Budget as a financing document could not
be achieved using an accrual approach. While | agree that we need better information on
government assets and liabilities on costs and major long-term emerging commitments, and
to avoid the problem of budget lock in | have some reservations about the utility and thus
priority of consolidated accruaktatements. What is the informational value of a statement
which combines the New Parliament House (valued at $1.1 billion?) and the Air Force's
new F-18 fighters? As| shall indicate later we need differestatements todisclose the sort

of information sought by the Society i.e. we need to recognise the need for different
statementsfor different purposes. The issue of'cost control, liability containment and asset
management are more appropriately considered in the context of the financial statements of
individual government entities, reinforcing the financial management responsibilities of the

heads of these entities.

The ASA Statement thus indicates confusion about the purpose of the annual budget. To
guote Sir Charles Court, speaking at the 1987 National Government Accounting
Convention "... we must continually remind ourselvesat cash accounting in government
follows from cash appropriation and the fundamental issue of control of the public purse
by Parliament. But, thisis no reason why accrual accounting principles cannot be used
more widely in government, as long as we never overlook the importance of Parliament, its

cash appropriations and its ultimate control of the purse"
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Oneis stuck by comments thiaaccrual accounting applied to the financial statements of the
United States Government resultsin alarger deficit than under cash accounting, with the
implication that the use of cash accounting is understating the "true" deficit. But clearly
these two figures are measuring different things; one cannot usefully compare apples with
oranges. A deficit on an accrual basis would reflect the fact that the government had not
used its compulsory revenue raising powers sufficiently to cover all costs, i.e. it would
indicate the extent to which future unfunded liabilities are emerging, (an inter-generational
equity issue as well as afinancial one). Under cash accounting the deficit measures
something completely different viz., the net borrowing requirements to fund current cash
outlays. To avoid a deficit under accrual accounting all liabilities would need to be fully
funded and significant cash reserves accumulated before money was required to be paid
out, a significant change on existing policies and not one which would be followed in the
private sector. Thus the introduction of accrual accounting for such consolidated
statements would need to be accompanied by either careful explanations as to what the

deficit meant or aradical change in existing Government financial policies.

Asindicated | have some difficulty with the view that consolidated accrual statements will
assist in avoiding budgetary lock-in. Many of the commitments would not represent
liabilities either under present or extended definitions of liabilities. e.g. future salaries of
staff. Only forecast cash flow statements will reveal the full extent ofercommitment.

What is essential ighat Governments operate adequate systems of forward estimates to
provide a multi-year perspective, and commitment controls. | believe in the Commonwealth
we have areasonably good handle on both these, although probably we need a system
which looks beyond the three years of the forward estimates. | believe the issue of
emerging commitments and budget lock-in may be best handled by the following reporting

and managerial arrangements:
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Public debt: a separate and upgraded paper on the public debt (asis now published
in Victoria); with the future commitments for respect of budget sector debt
incorporated into aforward estimates system for management purposes. In the
Commonwealth we do have adequate consolidated figures for budget sector debt

now.

Superannuation commitments: reporting of liabilitiesin
the financial statement of each Government entity plus
adequate reporting of long term liabilitiesin the.
financial statements of Public Sector Superannuation
Schemes; plus of course incorporation of payments from

the Budget into the forward estimates system.

Leasing commitments: reporting in the financial
statement of the entity concerned,, with budget sector
organisations incorporating thisin their forward

estimates.

L ong-term assetmaintenance or replacement: this requires a separate budget
planning mechanism to survey needs over a period of years ahead.. Although accrual
accounting for individual entities at |east makes us aware of the cost of asset usage
through the depreciation expense it is not sufficient of itself to provide the

signals for asset maintenanceor replacement.

In summary | see accrual accounting as fundamental for all
government entities. | am less certain about its priority in
respect of the @ntral accounts of Government. While | come

to praise accrual accounting rather than bury it; it isnot a
panacea for overcoming budgetary problems. Nor is lack.of it
asignificant cause of such problems; at least in Australia.
American analogies are not generally appropriate; the American
federal, State and local governments generally lack the strong
centralised budgeting and accounting systems that all
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Australian Governments operate. M ost American governments lack a strong. executive budget
organisation and have a highly fragmented budgetary process; with both the legislative and the
Executive having real decision making power over the Budget. No wonder they seldom know where they
are at! These are the major causes of their budgetary confusion; lack of accrual accounting may not help

their situation but it neither does cause it.
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INTRODUCTION AND SUMMARY

The position of Arthur Andersen & Co. - U.S. experience in government accounting;
engaged by N.SW Treasury to support a study tour of'U;S.; consultant to a number of
N.S.W. Departments and Authorities.

Accrual accounting is an extension of cash basis accounting offering more comprehensive
and business like financial management which helps to more satisfactorily meet the
increasing demands for public accountability.

* The U.S. isleading the way in the introduction of
accrual accounting in government and for good reasons.

Externa pressures of deficits;  credit ratings and decreases in standards of living are
added stimuli to the introduction of a a more disciplined system of financial responsibility.

* Accrual accounting is not a panaceain itself; however
it does provide aframework to address policy issues,
the choides ultimately being political ones.

SOME CONCEPTUAL ISSUES -
ACCRUAL VERSUS CASE BASISACCOUNTING

* Cash basis accounting is a component of accrual
accounting.

Cash basis accounting - cheque book stewardship.

* Accrual accounting shows the full cost of programs when
they are adopted (especially future liabilities).

* The basis of accrual accounting isthe Generally
Accepted Accounting Principles (GAAP) of private (and
statutory) enterprise.
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GAAP provide an established vyardstick for accountability.

WHO APPLIES ACCRUAL ACCOUNTING IN THE UNITED STATES?

The stimulus was New Y ork City's 1975 fiscal crisis.

U.S. Federal legislation now encourages all state and local governments to apply
GAAP to financial reporting.

Today 28 States of America apply accrual accounting.

THE NEW YORK EXPERIENCE

New Y ork City

In New York City's casg, it had in 1975 accumulated approximately US$6 hillion of
short term borrowing, represented in deficits rolled over from year to year -loose fiscal

systems easily manipulated by public officials and developed.
* A Securities and Exchange Commission Report stated:
"The City employed budgetary, accounting and financing practices which
enabled (it) to issue about 4 billion dollars in short-term securities at the very time

the City was on the brink of financial collapse”.

"The City dramaticdly increased its short-term debt six-fold - from 747 million
dollarsto 4.5 billion dollars - in the six years from 1969 to SO June 1975.

"Since 1970-71, every expense budget has been balanced with an array of

gimmicks - revenue accruals, capitslisation of expenses, raiding
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reserves, appropriation of illusory fund balances, suspension of payments, carry-
forward of deficits and questionable receivables, and findly, the creation of a
public benefit corporation whose purpose is to borrow funds to bail out the expense

budget.

"Reliable financia information was unavailable, and the adjusted deficit could only
be estimated because, among other things, the City's interna accounting control
system had been deficient in material respects.

"The estimates Of receivables were overstated by the accrual of revenues, including
federal and New Y ork State aid receivables and real estate and other local

taxes whichwere unearned, uncollectable or non-existent".

* Since that time New Y ork City has conformed to GAAP,
installed an automated integrated financial management
information system (IFM1S), eliminated its deficit,
balanced its budgets, generated year end surpluses and

received numerous credit upgradings.

New Y ork State

* Taking New Y ork State as afurther example, they
commenced in 1979 to apply GAAP with a major commitment
to staff and the hiring of consultants - 2 years later
with the introduction of a new central accounting system
partial GAAP accounts were subjected to audit - in 1983
programs to cap the deficit and borrowing and roll back
the deferrals over a number of years were introduced -
amendments to the State Constitution and statutes were
drafted - in 1988 New Y ork City produced its first
budget balance to GAAP.
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Some events of note were:

payments to local governments; some two years late
were brought current with a one-time payment of
US$163 million;

US$360 million of personal income tax refunds were

rescheduled to be made on a more timely basis;

atwo year liability of unpaid State pension
funding was brought current by amortising payments

over 17 years;

increased State aid to education is now
appropriated on a current basis; with allocation of
US$65 million during 1987 (Spring borrowing to fund
projects prior to the next budget has been

dramatically reduced);

US$1 hillion has been set aside to permanently
reduce debt and deficits;

borrowing; in terms of operating budget; and annual

interest payment have halved,

the State's credit ratings rose for the first time
in history; and

in short; spending and taxing decisions are now
made in a more open and disciplined environment;
where the level of financial liabilities shifted to
future generations is automatically recorded and

reported.
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THE POSITION OF THE U.S. FEDERAL GOVERNMENT -

(the largest organisation on earth - atrillion dollar business)

In contrast the U.S. Federal Government does not produce GAAP financial statements - of its 427

accounting systems; 226 are in non-compliance.

In 1975 and 1984 Arthur Andersen & Co.; asavoluntary exercise; prepared consolidated financial

statements for the U.S. Government - these exercises produced some interesting results:
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the 1984 cash based accounting accumulated deficifthe amount of Government
bonds issued) of US$1 trillion translated to $3.8 trillion when recording
the excess of al liabilities under GAAP over all the Government's assets at cost.

the national debt (the amount to borrow to cover
past shortfalls) of US$1.6 trillion; under GAAP
reduces to US$1.3 trillion as amounts the
Government owes to itself are included in trust

funds in the national debt figure.

the 1984 cash deficit of US$185 billigrunder GAAP
becomes US$333 hillion - the GAAP figure includes
provision for social security obligations on a

similar basis to accounting conventions that
corporations must follow in accounting for
retirement programs; pension expenses for military
and civilian personnel; and a depreciation charge

on long lived assets (buildings and computers) over
their useful life.

expenditure on defence (excluding pensions)
increased only slightly from 1974 to 1984; however;

the cost of militarypensions rose sharply;
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accounting for half the increase in the inflation adjusted cost of defence - in a

sense, payments for two armies, one in an one out of uniform.

(it isworth noting that tax revenues on a GAAP basis are essentially equivalent to
those on a cash basis) the GAAP basis deficit for 1984 exceeded total revenue
from individual income taxes, the largest single source of government revenue - a

113% increasein individual taxes would be required to erase the deficit!

PRESSURES SUPPORTING THE INTRODUCTION OF GAAP

*

attention

The American experiences as mentioned-' provide a direction for the future in western

democracies.

Australia’s position in the international financial market place requires greater
be paid to its financial viability and attractiveness as seen through the operation of
credit ratings and flow of ,fundsfor borrowing and investment from botloverseas and

domestically.

Difficulties in managing the economic deficitin a
recession climate, where the electorate i S requiring
greater accountability of government because of
decreasesin living standards and the impact of

perceived high (and indexed) tax rates.

The developing interest in GAAP and its application to
Australian Government is demonstrated through actionsto

date including:
supplementary information to Victorian and South
Australian State Department's annual reports are

produced on an accrual/GAAP bas,
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- the work of the Public Sector Accounting Standard8oard - there are at present 9
Statements of Accounting Standards applicable to the Public Sector;

- the application of GAAP by government statutory authorities; and

, support of the wider application of GAAP by the N.S.\W. Auditor-General.

POLICY IMPLICATIONS

* GAAP provides aframework for improving and broadening
decision making by providing information on the full,
long range cost of public undertakings - the public or
political choice being more informed - especialy in the

case of estimating future liabilities.

* Some policy implications can be illustrated by referring
to the "mock" consolidated financial statements of the

.US government:

- recent increases in the government debt owed to
investors other than government agencies as a
percentage of GNP increased from 25% in 1974 to 36%
in 1984 and is still growing - this has created a
serious situation inlight of the other demands for

capital by the private and state and local governments!

- an increase in exposure to hon-government investors
through bond holdings by overseas investors from
US$57 billionin 1974 to US$176 billion in 1984.

- as mentioned previously the increase in the GAAP
deficit places avery difficult burden on present

and future taxpayers.
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- the retirement benefits for government employees and social security are a significant portion of
the total cost of goverement - will this substantially restrict the  future financia

flexibility of the government?

- the same is true of medical programs - the government must balance the cost of healthcare with

its desire to provide access to good medical cardor all citizens.

ACCOUNTING ISSUES

The practical implications of introducing accrual accounting are continually being
addressed in the U.S.

* The US Governmental Accounting Standards Board (GASB)
has recently produced its second edition of
"Governmental Accounting and Financial Reporting
Standards" (some 500 pages) - some chapters from the
publication include: GAAP and legal compliance; the
budget and budgetary accounting; the comprehensive
annual report;  pension activities and employer

reporting; and, colleges and universities.

* the development of the Standards is evolutionary - the
GASB hes recently issued an exposure draft "M easurement
Focus and Basis of Accounting -Government Funds" and a
discussion memorandum "Reporting for Capital Assetsin

Government Entities".

RECOMMENDATIONS

* The introduction of accrual accounting, based on the
U.S. experience, requires considered strategic planning

and timetabling.
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A god, of say 1993, should be set for the preparation of annual NSW government

consolidated financial statements to be prepared on an accrual basis in accordance with

GAAP - forecasts for the following four years would also be included

This information would be additional to the cash based
budget and forecast prepared now..

Performance indicators for magjor programs would be

included in the annual reports.

The financial reporting function would be centralised in
asingle agency that would be  responsible for
implementing accounting policies and reporting
standards, providing advie about the design and
installation of accounting systems, preparing the
consolidated financial statements and publishing the
comprehensive annual reports - other  agencies would
provide financial information to the central body as

well as providing their individual annual reports.

The financial statement audits would continue' to be

controlled by the State Auditor-General.

A phased approach to the introduction would allow early
benefit recognition and allow for effective management

of resource alocation - this approach would include:

diagnostic review and strategy formulation;
implementation of immediate improvements,
implementation of atraining program;
systems design and installation;

development of reporting policy and procedures.
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* Other implications would be:

- following a proven methodology (from the U.S.) to

assure quality results and minimise risks;

- commitment to program goals byolitical leaders
and managers;

- the development of solutions tailored to individual
entities;

- the use of consultants to provide efficiencies and
minimise risks;

- planning at the design state to satisfy GAAP and

audit requirements.

In Conclusion

* The social and economic environments are demanding
greater financial integrity from government, accrual
accounting and GAAP provide a practical and achievable
option to meet these goals.  The accrual/GAAP framework
is an answer to thee calls for the greater
accountability and economic welfare of this State - as

such it cannot be ignored.
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QUESTION TIME

MR WAL SH:

Ladies and gentlemen, | am Allan Walsh, the Member for Maitland, and a Member of the New South

Wales Public Accounts Committee. | will be chairing the question timewould like to thank

Professor Walker for his presentation of very incisive and at times, witty - here this morning. There is
only one micro-second, in my mind, strayed from the presentation, and that was when the good

professor was talking about dogs.

It reminded me, recently, of a dog and an accountant, when | had a constituent come up to me with a
problem, a pensioner, complaining about the fact that my local council would not give him his dog-
licence concession which was due.  The accountant insisted oh a vet's certificate proving that the dog
was incapable of reproducing, and you can imagine the expletives my constituent let forth when he said,
"Mr Walsh, my dog is 19 years old, and he can hardly lift his leg to go to the toilet, let alone to

reproduce.”

So | thought that was a - if you did not mind, professor, that was a dight stray there.  For the relief of
those present, you would be interested to know there are politicians from the capital city, Canberra,
from Tasmania, Victoria, the Northern Territory and Queendand.  If Ken and Bob - would you like to
come up, at this stage, please?

PROFESSORWALKER:

If | can lift my leg.

MR WAL SH:

Ladies and gentlemen, we will have question time.  If you could direct your questions through the chair

to our two guest speakers. If you can make it to a side mike, please do so. If you cannot,
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raise your voice, and could you please identify your organisation and locality.  Questions are to our

two guest speakers. If we do not get some good questions, there will be no morning tea.

MR SMILES:

| wonder if | could start the ball rolling.

WALSH:

Phillip Smiles, you will know, the Liberal Member for M osman.

MR SMILES:

Gentlemen, | would appreciate your comments from a logistic and graphica point of view. What are

the political congtraints that you see from your perspectives, with regard to the introduction of accrua

accounting, asyouwould liketo seeit, to save confusion?

MR KEN ROBSON:

No. | am not an expert on poalitics, Bob. | try to stay away from politics as far as possible, thank you.

But political constraints,  Phillip, | think probably the most overriding constraint would be the fear

of what is going to be shown as a deficit or a surplus result.

SMILES:

Yes.

MR KEN ROBSON:

Traditiondly, | would think that politicians are very anxious to come out to what is termed this balanced

budget. Now, | would think that if accrual accounting was adopted, within certain guidelines or rules

that Bob suggests, that we are not going to
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come out with this - so much of a balanced budget.  There will be alot of below the line items, for

transfers to reserves and that, so there will be shown either a surplus or a deficiency.

Now, if thereisasurplus, the public themselves, or the taxpayers, say: Well, you are over taxing us.
Drop the taxes. Or some effect like that, or if there is a deficiency, then they say it is bad management.
So that is the political constraints that | can see, as far as the introduction of accrual accounting.
Now, apart from that, | really do not think there is other constraints, apart from the need to train public
servants as far - or the accounting profession in the public service to be able to cope with it, and to have
the accounting systems that | said will -there will be need for training and to take it very dowly to

ensure that the proper systems are there.

But like, as | say, there is the other side of the coin, there is al the benefitsthat | think can come from i,
particularly in asset utilisation.

MR WATSON:

Sir, John Watson from the Commonwesdlth Public Accounts.  What is the additiond cost, in terms
percentage increments of the accounting function to be able to implement accrual accounting? Have you

examined this on a departmental basis?

KEN ROBSON

No, | have not, John. But what | am advocating here, and | said that | want a proper and thorough
research doneinto it, and | am not saying:  Yes, we have got to go headlong into accrua accounting.
| want people to look at it and say: Yes, thisis a better way of doing it. Then we can go through the

cost-benefit analysis. | am afraid | have done no sums at all on the increment cost of it.
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Professor?

PROFESSOR WALKER:

You can dternatively restate the problem, and say:  What is the cost of not doing it?  To my mind
talking about the cost of implementing accrual accounting are curious, because, frankly, the incremental
costs of an information system which incorporates those kinds of year-end adjustments would be pretty
marginal. If you have a Situation where an organisation is aready maintaining asset registers, which

you expect it to be doing, to be maintaining appropriate controls over its resources.

If it is maintaining appropriate controls over the probity of its transactions, to my mind the adoption of

accrual accounting in many settings would be very marginal.

MR KEN ROBSON:

Just on that, Bob, if | could add, as far as the statutory
authoritiesin New South Wales are concerned, their asset
recording is okay. It istied in with the financial statements,
except for those on this modified accrual system, which | am
trying to get them to go away from.  But when it comes to

departmental accounting, there are asset registers, but they do not tie in with any financial controls.
So to get those up and running, | think there is going to be a need to develop systems, and there will be
costs, but what | say is the off-gpin, once you have got this asset base, data base, | think there are great

benefits to be achieved from it.
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MR NEIL ROBSON:

Nell Robson, Tasmania.

MR KEN ROBSON:

Good day. | like your name, Nell.

MR NEIL ROBSON:

Years ago, | wanted to buy my wife a dishwasher, and it took me ages to get it in, mainly because she
was the practitioner in the field, and our kiddies had left home, and there was not so muchtodo. The
other day | was speaking to the under-treasurer,. and | said to him, "I'm looking at accrua accounting.”

He said, "I hope they tell you all the disadvantages.”

SO therefore my question is to the two on the stage, have you seen experiences in the public service
where they have modified and gone over to accrued accounting, and what was the programme that they
employed. | guess that there must be many people who consider accrued accounting will put them in
aworse spotlight, because it shows thingsin a clearer manner.  Have you any experience in that area?
Is there anybody here who has any experience in that area? | know you would have to go dow, but

what were some of the programmes that you did?

PROFESSOR WALKER:

Wéll, | am, of course, an academic, and not terribly practical about these things, but just as an observer
of financia reporting in New South Wales, when in 1982, 83 there was a review of superannuation
commitments, and that flowed through to some form of improved, in my view, of financia reporting
by statutory authorities, and it required some calculations being done by the government actuary for

those authorities.

-67-



Accrual Accounting Seminar

Once the programmes were written, and the basic work was done, | understood it took about half an
hour of computer time to run it through for some of the larger authorities. | do not think it - I am not
sure about what costs needed to be spent there to upgrade that system. Thiswas just to introduce quite
amagjor change in one of the most technical and difficult areas of accrual accounting. The end result has

been financial reports which now disclose thosdigures from year to year.

It has required some time, | think, on the part of public service managers, to come to understand what is
going on, and | frankly believe many of them do not understand the significance of the numbers, but the
pay off has been, | think, has been greater sensitisation to the costs of quite significant programmes -
benefits being given to employees.  In the case of universities, my own university has got an unfunded

liability for superannuation of about quarter of a billion dollars, which is more than the annual budget.

The aggregate figures in New South Wales are also quite frightening, but, you know, | think, one of the
pay-offsis - it costs ab£t, but one of the pay-offs has been greater sensitisation to what the cost of
offering these benefits to employees, and the need to review or keep them under control. And against
figures like quarter of a billion dollars for one university, some executive time on accrual accounting, |

think, is a pretty insignificant immaterial expenditure.

R KEN ROBSON:
Nell has got the same surname as me, but he comes from the convict side of the Robson family, because
he isfrom Tasmania.  Let us not kid ourselves.  When you switch to full accrual accounting -and |
use the term accrua accounting loosely - Bob, there are heartaches involved with it.  Organisations are

terrified to show what their commitments or liabilitiesare. When we went to full
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accrual accounting in New South Wales, with our statutory authorities,  there were some frightening

results to bring to account - the accrued liabilities.

Now, that has all settled down, now, and | think that the financial statements produced, in this state,
of statutory authorities, are very meaningful and very informative. There are - it does take alot of time
todo. | can see some friends here from the Water Board. The Water Board asset recording, up

to a couple of years ago, was not really withit.  They did not depreciate, they had a system of

providing money to arenewals reserve.

They finished up with a profit or a surplus of about $2,000 on a $300,000,000 turnover, though. A
terrific accountant, there was no doubt about it.  But they had this renewals reserve that they used, and
it sort of took the place of a figure for depreciation. But the Water Board in the last couple of years,
have worked strenuoudly to turn that position around and have a proper asset data base, and to bring

to account depreciation against the operations for the year, asit should occur.

And | think that next year, when it is really finalised, hopefully, that their financial statements will
stand up againgt any water industry's financial statements in the world. But there are - like | say, do not
kid yoursdlf, there are heartaches involved, but in the end, like Bob says, | think, the end result, it gives
the body themselves, the decision-makers and the public much more information, that they really need.

SENATOR BRONWY N BISHOP:

Bronwyn Bishop, from the federal Public Accounts Committee. Mr Robson, the last time | heard you
speak was indeed at that Seminar where Mort Egol and his compatriate from the State of New Y ork
spoke. Today you have said that you would like to see accrua accounting implemented, but

gradually. | recall that some of the papers that were given on that occasion stressed enormously
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the advantages which New Y ork State had derived, indeed, probably a halving of the deficit of the State,
that it has at this year, as they would have, had it not been implemented.

They dso gave very practica examples of how assets are treated. For instance, he spoke in fairly
emotiona terms, in away - of the way certain bridges in the United States have collapsed, which he said
was smply due to the fact that cash accounting had alowed the maintenance or the lack of maintenance

of things like bridges to be hidden for decades.

So my question to you is: how gradua is gradual, and how long can we afford to put off the

implementation of accrual accounting?

MR KEN ROBSON:

Thank you, Senator, you are on my side. The New York State, | do not know whether we can really
compare it with, say, the various States of Australia, or the Commonwedth. | am not all that familiar
with New York State accounting. | think there was some reference earlier today to the fact that the
Treasurer has formed atask force to look at accrua accounting, and | am pleased to see the two people
from the Treasury here today, who are going to New Y ork this month, as a matter of fact, to have alook

to see what happens.

So it is going to be very interesting to see what they come back with from New York. But asfar as
gradual is concerned, | do not think you say:  Righto, right, here is accrua accounting, take one
gigantic step forward, and thereitis.  Like | said, there are difficulties.  One of the organisations |
can see difficulty in would be the Department of Education in New South Wales,

because they have so many assets. There is so many schools, so

many properties. And they have not got the data base set up.

So they would be the last ones | could see go into this accrua accounting. The smaller departments, no

difficulty. I cannot see difficulty inthem. But, asyou jump to the bigger departments,
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Public Works, for instance, and Education, | think there would be some difficulty and they are the ones
who you cannot say, straightaway: As at for the year 1988-89 you will be on accrual accounting. |

think that would be silly.  They have got to get their systems in order before yourcan go on.

And that iswhat | say about take one step at atime.

MR MOORE:

Barry Moore, management consultant. Professor Walker raised the question of: can credtive
accounting prosper or ot prosper in an accrual accounting system? | think he said,'Yes. | noticed in
the Auditor-Genera's last Annual Report, heidentified 76 practices which | might describe as crestive
accounting, and | would like to ask the Auditor-General, therefore, if the State goes over to full
accounting, accrua accounting, will thisincrease or reduce the opportunity for the identification of such

practices?

MR KEN ROBSON:

Thanks, Barry, | would say | do not know. The creative accounting areas, alot of that isto do with
people in competition with other organisations out in the commercial fiékahd the

commercial area, they go into creative accounting, and naturally the subsidiaries, etcetera, of statutory
authorities, who are in direct competition, and they have to match blow for blow, and that is alot of the

creative accounting coming in there.

| would hope, when it came to departmental accounting there would be no need for creative accounting.
It will be necessary, when we do go to accrual accounting in departments, 'that we do get the ground
rules set up, and the rulesin place, like Bob Walker has suggested. Now, hopefully, | would

not foresee creative accounting in government' budget departments.
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WALSH:
One last question.
MR CAMPBELL.:
The aspect of cross-subsidisation, that we do have in the public sector, as against the private sector,
could you expand on how you think you can overcome some of these aspects that take account of cross-
subsidisation in accrual accounting.
MR KEN ROBSON:
Yes, if | could, Bob. | did make mention of the New South Wales Treasury has had a review done, and
they have made a report to the Treasurer.  Isthat available yet, Percy, has it been approved, the cross-
subsidisation, the allocation of charges?
MR KEN ROBSON:
Yes.
MR ALLAN:
Yes. Both of those bulletins are now publicly available.

KEN ROBSON:
They are publicly available now. | believe what the Treasury in New South Wales has done with this
review, and the recommendations they have made will overcome that aspect of cross-subsidisation. They
are going to charge - each government department is going to charge the other for the services that they

are - well, basically, broadly, for what they provide. Soitis particularly in the
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service areas, the Treasury, at the present time, in New South Wales, meets payroll tax. Now, that is
going to be spread over the organisation.

It isaconcern. They are going to have to meet that cost - well, it is going to be met from their budget in
future, and it is going to make - you know, that is probably a bad one, but where services are given, at
the present time they say: Well, we are not paying for it, yes, just get department A to do it for us, but
when they have got to pay for it, they might think twice about readly going - do we redly need that
service?
And the costs to government, | do think, will shrink if that is brought into account.

PADDY MCGUINNESS:
What about cross-subsidisation involving customers, for example, railways?

KEN ROBSON:

How do you mean, like the subsidy from the Treasury to the State Rail Authority for - or the ministry

for concession fares?
PADDY MCGUINNESS:
For example, subsidies to country lines, from suburban lines, or vice versa?
MR KEN ROBSON:
That is within an area of the one organisation, the State Rail Authority. that is not from one
organisation to another organisation.  The cross-subsidisation from a suburban line to a country line,

or viceversa, that is a matter for - that is not an
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accounting matter, as far as | am concerned, that is a matter of policy decision by either the government

or the chief executive officer of the State Rail Authority.

PROFESSOR WALKER

I an not sure-that you can completely solve the cross-subsidisation problematal. |
think it isintractable. In fact, accountants, talk about cost allocations being incorrible.  You are
always going to have some situations where costs are going to be alocated between programmes, and
how do you do that? Badicaly in a fairly arbitrary way, or perhaps with an eye to what kind of
outcomes you want to achieve by enhancing the costs of one programme and reducing the cogts of

another.

In many ways accounting numbers are used as symbols in political debates within organisations.
Whatever - however you lay down the guidelines, you can say that in principle, we will use transfer
prices, at market rates, and so forth, you are never going to completely diminate it, and | think that it is
important that people who are relying on financial reports be conscious of that fact, and one way, at
least, of making them conscious of it is to have disclosure requirements which highlight, at least, those

transfers, and indicate the basis upon which they were calculated, at least for the material item.

MR KEN ROBSON:

Just on that, Bob, my comments for cross-subsidisation from department to department, not programme

from programme within a department.

PROFESSOR WALKER:
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Wéll, what ---

MR KEN HOBSON:

| agree with what you say there, that that is always very difficult from programme to programme
within an organisation. There is some aritrary seat of the pants judgments.

PROFESSOR WALKER:

WeEell, even from department to department, too, to some extent. | mean, if the New South Wales
Treasury pay the leases on the. trains, and it is not charged up to the State Rail Authority, that means
that you have to interpret the State Rail Authority's accountsin a particular way.

MR KEN ROBSON:

Yes, yes, that is cash.

MR WAL SH:

Thank you, president. Ladies and gentlemen, would you please show your appreciation of the guest
speakers this morning.

MR WAL SH:

Thank you, Michael, for those presentations. Ladies and

gentlemen, we do have a few minutes before lunch for questions, a couple of questions, so who would
liketo lead? Phillip Smiles, Member for Mosman.

MR SMILES:

Allan, my feeling is that the accounting profession in Australiais somewhat pulling the wool over us
politicians eyes and my feeling is that the people from the public sector, the senior public servants, are
doing their best to pull the wool over our
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eyes. Maybe they have been successful in the last 11 years - and this is not part of the problem, of
course - but they cannot be successful in the coming 11 years because, quite frankly, if we are talking
about the need for effective asset management and if we have got the pressure from Percy Allan and his
colleagues to get into place asset management for every government department and authority in New
South Wales, | cannot see that it is that much bigger jump to move from an effective asset register to
accrua accounting given that in the period of the 3 to 5 years that Michadl indicated a moment it would

take to introduce accrual accounting, but we will not have to run both systems.

So my challenge to you, gentlemen, is: is the public servants and the profession really doing a snow job

on us politicians? Are you making it seem much harder than it really is?

MR WAL SH:

Well, who would like to lead? Percy?

MR ALLAN:

Well, let us take the asset register.  If we are going to have accrua accounting and we are going to
start accruing the maintenance for assets, we have to work out the value of those assets.  That asset
register registers assets. It registers some broad values that they have on some of the assets, but things
such as the railways and national parks have not been valued;  that would be an enormous task and we
would have to come to grips with that on how we would valueit. We are doing quite a bit of work in
Treasury, just on the few commercia authorities on how to introduce rate of return reporting and
dividends and that has taken us, what, 2 years now, with various technical bulletins, trying to come to
grips with it, trying to get private consultants in to help us to come to grids with really what is current
cost accounting, which we are trying to .introduce in the government area when it defeated the private

sector some yearsago.  They just gaveit up astoo hard.
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We bdieve in the New South Wales Treasury we are going to be one of the first in the world to
introduce it and we are doing some pioneering work here. We do not believe we are going to be
defeated by it.  But that is taking us ages, just in a handful of commercia authorities to introduce it.
Now, to introduce accrua accounting, we would need, first of al, to be able to value the state's assets
and we have aready heard that there is not a settled science on how we do that.  There are not any
settled principles.  We are just trying to do it now for some commercia authorities.  We are having
troule there, to do it right across the board in Y outh and Community Services, elsawhere, dealing with

assets which in many cases do not have a market value.

If you put up the Parliament House for sale maybe you could sdll it as a convention centre if democracy
wereto end in this State, but who would bid for it in its present form? They would want to turn it into
an office block or some other use it could have. Likewise, police stations and schools, how do you value
these things? So it is a very difficult matter.  Accrual accounting would have tremendous benefits.
| can seethat. What | tried in my talk to ring out was, there are tremendous difficulties, administrative
ones. We have a shortage of accountants. At present, the auditor-genera is citing departments for

not getting cash accounting right.

To then say: Youve now got to introduce accrua accounting, we have got to get a body of
accountants and senior financial controllers and we do not have sufficient of those people at present to
fill those gaps.  So there are some real problemsin introducingit.  And | think the point also made, it
requires political will.  The problems | went through of ones of declaring a large deficit on an accrua
accounting basis, might be a very worthwhile thing. This would apply to al governments in

Australia and all governments in the world because we are doing it only on a cash basis.

-77-



Accrual Accounting Seminar

We are doing alittle more on an accrua basis than other states, as | mentioned, but we still do not put
funds aside for accruing liabilities for superannuation or depreciation of those matters, that is no secret.
But paliticians are going to have to decide that they are prepared to say that the accruing liabilities will
be included as deficit in the budget and we will declare that as a deficit because the immediate political
backlash they will faceis: What is being done to fund that deficit?

Now, if we do introduce accrual accounting, | think it is going-to haveto bein stages. | think the first
thing - and we are aready doing that in this State - is declaring what our superannuation liabilities are.
Most States to not declare it. In this State it is over $10 billion.  Mr Hills, the Minister for Industria
Relations, has aready said that in Parliament. Each 3 years the government actuary tables in
Parliament his estimates of the liabilities on superannuation.  So we do publish that. Whether we then
put that into the budget or whether we just publish it separately and deal with that as a problem, are

some of the things the politicians have to face up with.

But | think in this State we do disclose more information than in other States. It is a question now, do
you want to bring al that information together in a budget and then say:  That is the State's budget,
or do you want to produce the information separately, because putting it al together in abudget is going
to require a great deal of political courage and it is going to also, as | said before, if you are going to
start saying this is a deficit and recognise it as a deficit, like you would with a private company, the
guestion then comesup:  Are you going to raise taxes or reduce your expenditure? How are you going

to fund it?

The opposition in this State | think is the only government or opposition in Australia that is committed

to accrual accounting. Without being political, | would like to ask the opposition this
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question:  If you do introduce accrua accounting - and | think that would be a very courageous move

- how are you going to fund it?

MR WAL SH:

Thank you. Michael', do you have sresponse at all, just a quick one?

MR MICHAEL McGINNISS:

My only comment would be that | think it has to be a staged introduction. | do not think it is al at
once. | do not think it is anticipated going straight to the budget situation. | think the overdl budget is
not the document that | would use initially for a source of accountability. It would be more down at

the department level. And introducing it on a stage basis would allow that improvement.

MR WAL SH:

Thank you, Michadl. Wédll, ladies and gentlemen, we have not any time for more questions, so can we
show our gppreciation to the two speakers.  Some machinery matters of great importance. Lunch will
now be served up in the foyer around past the fountain in the Strangers Dining Room and back here at
2 oclock. | am sure if some of you wish to have a short look at the Parliament to assess its asset or
whatever, | am sure the attendants at the front desk would be available to help in that direction. Thank

you very much and see you back here at 2.00 p.m.
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LUNCHEON ADJOURNMENT

MR MURRAY':

Ladies and gentlemen, as we indicated earlier on, we have an open forum now and | invite al those

speakers who have participated to come forward and | ask you, the audience, to pose some questions or

make a statement. Who isfirst? John Manning. John isfrom

MR MANNING:

Macquarie University ........

Thanks John.

MR MANNING:

Peter, | have already been up. here today.

MR MURRAY':

Well, let us direct our questions, if possible, to the latter
speakers but KEep our.........ccoevveeeeieennens will still answer them.

WEéll, there were two issues or two comments | really wanted to make, but since you have invited me to
address the latter speakers, John, | will start there and thank Mr Shand from a most illuminating and
entertaining address.  He achieved in half an hour the result of enabling me to understand something
that has escaped me for 30 years and that is that he has helped me understand why this country is on the

brink of economic disaster.
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He has given new credibility and meaning to Clive Cameron's assertion that Canberrais a good sheep
run ruined. 1 find the distinction that he seeks to draw between the requirements that he, and he
suggests government, would put upon departments, and statutory authorities as opposed-to the
requirements of central accounts of government; quite extraordinary. His arguments

contained in my view an extraordinary contradiction.

It seems to me that what he is really saying, if his views in fact represent the views of government in
Canberra, isthat the government demands that its departments and that its statutory authorities meet
accounting, management and performance standards to which the government itself is not prepared to
submit. | find in fact that in his own paper her argues against himself on page 2 where he tells us that
cash accounting is al about accountability to Parliament for funds received while accrual accounting is

the basis for economic decision-making.

| have been under the impression that it was government responsibility for economic decision-making

and if that is so then they should be operating at the full government level on accrual accounting.

MR MURRAY':

Now, David, do you wish to reply to that? 1 minute.

MR SHAND:

| am not not even going to COMPlaIN..........cereeriereeiie e for aminute. |

think the fact of the matter is that in terms of the improvement of government financial management it

seems to me that the key area is to siress the reforms that both the Commonwealth government and the

New South Wales have been talking about, is in terms of putting individua financia management

responsibility on departments themselves.
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| think that isthe key issue.  Now, | did not say that we should not move to full accrual accounting for
the budget sector asawhole.  Like Percy | have suggested that that is the lesser priority. If you really
want to get results the issue is going to have - the issue,  as night follows day, will have to focus

initially on individual government enterprises.

My priority in terms of improving the financial reporting and the performance of government rest
primarily with individua government entities because that is where we are saying that the financial
management responsibility should lie.  That is not to say that we will not move - we cannot move in
fact, as Percy indicated.  You cannot talk about moving to comprehensive accrual accounting the
government as a whole until you have got it in the individua entities otherwise there is nothing to

consolidate.

The point | am trying to make about consolidated financial reporting by government as a whole on an
accrua basis, and | think this again is the point that Percy was making, is that you cannot do that until
the individual entities have accrua accounting in place.  Secondly, when you do, you have got to be

guite clear what it is that you are going to explain to people as to what the deficit represents.
Now, of course, | am a mere bureaucrat, so | do not have the task of explaining to people as to what it
means when the Commonwealth government has a set of financia statements which indicates it has an

enormous financial deficit because of the fact that we have a social security system which is unfunded.

Now, al | am aerting to is the fact that somebody is going to have to explain that situation and to

justify why the existing social security arrangement, as an unfunded system, should be continued.
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fIAY:

Good, thanks, David.

As amere bureaucrat - as a mere bureaucrat that is not my role. The roleis for the politician to do that.
All | want to be aware of is- dl | want to be concerned about is the fact that the politician realises that
under full accrual accounting for the budget sector that the politician will be required to explain the
nature of that deficit and why it should continue; ie. why we should continue unfunded social security

schemesin Australia and those are the implications that we all need to be aware of.
Good: up the back.

MR ISAACSON:
........ Isaacson, Northern Territory. At the risk of not getting David Shand to his feet again, | would like
to make a statement regarding his comments.  The quegtion of when, | think, is not unimportant in
those statements that he did, that | did hear lack in this rather lengthy thestre but one comment was that
our experience in Austradia could not or should not be likened to that of the American experience
particularly, of course, New Y ork.
My comment is that do we wait - do we really go bankrupt in Australia before we move?

MR MURRAY':

Who would like to respond to that? No, David, give somebody elseago. Percy, do you want to say

something, because you have obviously had an understanding of New Y ork's finances?
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The credit rating of New South Wales and other States in Australiais AA plus as is the Commonwesalth
Government. It is one of the highest credit ratings of any Country or State in the World. | do not think
we are on the brink of the New York situation.  So, | think to start comparing us with New Y ork back

in 1975 is not really a comparable situation.

If | could just make one or two points while | have this opportunity. | think it is important to
understand that in New South Wales we have introduced, was it nearly 4 years ago, accrua accounting
for our commercia authorities. | thought today's debate or discussion would be about whether it
should be extended to our community and socia departments of government. Thereis no, as far as |
know, no government in the Westminster system around the world that has done that. | am open minded
about that. | can see alot of administrative problems that could require that processto take 5 or 6 years.

It would not come instantly.

That iswhy Don Nicholls and Bob Scullion are going to the United States this month to find out exactly
what has happened in the United States.  Listening to our friend from Arthur Andersen about, | think
it iscaled GAP or GAPE in the United States, it seems to me alot of things in GAPE has aready been
introduced, certainly in this State, such as moving towards total payments and total receipts where we

show in the budget all our receipts, total payments out. We show the entire jigsaw puzzle.

| think in - under GAPE where they have started consolidating a lot of things off budget, we have
aready done that. We have done those aspects of GAPE. We have brought in performance indicators.
We have brought in a consolidation of our receipts and payments. We have brought in strategic

corporate planning.

What | am interested redly in is the accrua aspects of that. Having listened to Arthur Andersen this

time and also when Mr Egol came out and Mr Regan, | certainly asked them, | know other
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Speakers asked: exactly what have you accrued in these 26,0r 28 States in the United States? Have
you accrued superannuation?
Have you accrued long-service leave?

Have you accrued depreciation?

Mr Regan, who was the - his controller and the man who championed this in the United States said,
"That's a technical question. Hed leavethat to Arthur Andersen.” That is the basis of accrua
accounting and if you are going to champion it | would put. it to you those three things, which Ken
Robson says we ought to accrue here, | still want to know:  have they been accrued in those 28 states
in the United States?

MR MURRAY':

Jim Longley, Member for Pittwater.

MR LONGLEY:

Actudly if | could just follow on very much from what you were just saying, then Percy, one of our
comments in your paper was regarding the risk of accounting constipation and the lack -whilst |
recognise the lack of the accounting professionals and the shortage in Audtralia generdly, | find it
difficult to understand how we could be - given that there are those positive benefits to introducing
accrual accounting, how we could be delaying that given that some of the programmes you are talking
about that were aready in existence which would be the origina basis of the constipation, if you like,
are sort of programmes which are talking about efficiency orders, management strategy. How can we go
about looking at efficiency when we do not even know the assets which are being managed by a lot of
these within the government sector, how can we have serious efficiency programmes, if we do not have

accrual accounting in both.

So that whilst | recognise the difficulties because of the manpower shortage, | do not see how we can

avoid doing it if we are serious about efficiency in government.
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MR MURRAY':

Y es. Percy, we are ready.

MRALLAN:

Thefirst step here, of course, has been aregistrar of assets and | think we are the first in Australia to do
that where every department, authority, has to start recording their assets and then to try to put some
nominal values on them. At present we are working to try to introduce, as | said, rate of return reporting

and dividends for the two Water Boards and the Electricity Commission.

Just trying to get that in place, that has taken us 2 years. | think we are further down the track than
other governments in terms of this registrar but we have first got to get that right. You have first got to
be able 'to vaue the assets, as you say, before you can start working out what should be the
maintenance, what should be the depreciation on the assets. | am smply saying this thing has to go in
steps.

We are following certain steps at present and to say that we are going to consolidate al those steps, ring
them forward into a concept called accrua accounting and do it al in one go, it will not work.  What
we will need to do is do this in steps. We are going down the path, obvioudy, of getting the
information for accrual accounting. But until we have got al that information to wave a wand and say:
We will introduce accrual accounting, you will not getit. Y ou will get some - something which we can

call accrual accounting.

| think in Yes, Minister, there is one famous chapter where they are introducing a particular bill and Sir
Humphrey says, "Put it on the cover, the minister will not read the rest of the document.”  We could
go through that exercise and do what Phil Smiles said and snow everybody. But | think one thing we can

be proud of in New South Wales, and | will not compare with other

-86-



Public Accounts Committee

governments, is that when we have introduced reforms in this.State we have made sure that the reform
has been introduced; programme budgeted, annua reporting, the other 30 reforms we have spoken
about. We are - we want those reforms to be introduced not just to be a glossy document with a cover
which says the reform is introduced and then everybody forgets about it and we satisfy the symbolism of
having done it but not the reality.

MR LONGLEY:

........ of long term - longer term. MR ALLAN:

Of course with superannuation, with regard to long-service leave, with depreciation, that kind of
information will be necessary. The question which | thought we were going to address today is whether
we are going to take al that information and put it into the budget and into the public accounts and then
produce a bottom line showing a particular result or whether we - as we do aready with
superannuation, measure our liabilities as the actuary does every 3 years and tables in Parliament, and
we can get a separate statement on our superannuation liability; how that is mounting up, the

problems with regard to that.

What we are taking about today is bringing al that information together,  presenting a budget to
parliament in an accrual accounting form and public accounts, putting cash accounting aside. | do not
know how you appropriate in those cases. | have not thought this through.  If we do not appropriate

cash, that is what Parliament does at present, it would be accruing - accrued liabilities.
Now, that - | am not quite sure - as| said that is why Don Nicholls and Bob Scullion are going to the
United States to see if they actually do that. But we do need that information but whether we then bring

al the information together in a budget and
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say: that shows an underlying deficit or surplus of that amount. That is what we are going to the
United States to find out whether we should do.

MR MURRAY':

I have two questions and | am seeking athird one. Right, Nell?

MR ROBSON:

Yes, | would like to just talk about what David said, David Shand. First and foremost Confucius said
that if you are tearing up the wrong road, what is the point in tearing hard? The second thing is that with
regard to saying that Members of Parliament - and | am saying Members of Parliament as opposed to

politicians - | say what is the point in worrying too much about how we have got to explain a. deficit.

I will bet you 99.9 per cent of the people out there today do not even know the wherewitha of the
current deficit let alone under accrua accounting. | bet they do not know how the current one is
explained.  So therefore if you go over to another one, what does it matter?  What does it matter
whether it is a deficit under one or a deficit under another. They will not understand.  Just the same as
99 per cent of people do not understand that an asset is a debit account.  You try and explain that to

them and see how far you get.

And the last thing is as to our Secretary of the Treasury for New South Wales | would say, yes, what he
is saying is true. We have got a big job in front of us but let us get the job and let us get going. Do not
say that it istoo big for us. Just grab something and go.

Can | get Ken Robson to answer that because he started the all rolling.
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ROBSON:

Well, | think that isunfair. It is my namesake up there, but -and really thereis only ---

MR MURRAY':

No, | think it was addressed to David.

ROBSON:

It was. It was. Thereis only half amillion people in Tasmania, too.

MR MURRAY':

Tasmania.

MR SHAND:

Weéll, | think what Neil Robson has raised is to - we talk about the two-deficit problem.  We have got

the problem of the budget deficit on acash basis;,  we have got the problem of the oversess deficit and

now Nell has raised a third deficit problem which is the deficit under an accrua accounting system.

Now, | mean, | know alot of politicians are inclined to answer these things by saying; it is all a matter

of education.

Now, | do not know - | do not know whether that is true or not. All | am saying is that it is important in

any changes we make that we make clear just what the deficit means. A deficit under a cash-accounting

basis is the net borrowing requirement of a state government. Now, let me just digress here. One of the

problems -and, of course, thisis not a problem of the Commonwedlth - but it is a terrible problem in the

case of the States, is that they do all sorts of creative things on their cash-accounting deficit to
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say - and the Treasurer stands up each year and say: | am pleased to announce as required by the public
account X, Y, Z, the consolidated fund has been balanced.

Now, that sort of statement is not worth - in most cases, Neil, the paper it iswritten on, because you can
include al sorts of things about your current receipts and some states have to include borrowings.and
their current receipts, so it is not difficult to avoid a deficit to balance the - to balance the consolidated

fund, if you include borrowing as a current receipt.

All 1 am saying is that there is a red political education and a rea political integrity problem, in my
view, about what these deficits mean. A cash deficit means a net borrowing requirement. That, in the
case of the Commonwedlth is clearly reported. Everybody - all financia writers by and large understand
and discuss the nature of the Commonwesdlth governments federal cash deficit which | might say, Nell,
isincurred largely by on behalf of the States. But that is ---

MR MURRAY':

Y ou mean the claimant States?

MR

But that is another issue.  What | am saying is that if you are going -Neil has raised the issue of
explaining and discussing athird deficit and that third deficit is: what is the meaning of a deficit under a
system of central budgeting or accounting under an accrua basis.  As| previoudy tried to indicate
what that indicates is the fact that government has not used its compulsory tax-raising powers or other

revenue raising powers sufficiently to fully fund - to fully fund its emerging liabilities.
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Good, thanks, David.

MR SHAND:

That needs to be explained.

Thanks very much. Senator Bronwyn Bishop?

SENATOR BISHOP:

Thank you, Mr Chairman. | am particularly glad that Percy Allan raised Sir Humphrey because | was
quite concerned when | heard your address today that it would have been brilliantly presented by Sir
Humphrey. | thought to be harsh a good summary could well have been (@) it would result in the
government of the day being criticised and secondly it was al too hard and that was a good reason for

not doing it.

| redly do not think that is good enough. | aso thought that the statement you made that they - the
genera public do not understand accounting anyway - had implicit in it a corollary that smply said; and
we rather like it that. | do not think the electorate is quite as stupid as many people like to point out.
There are two or three other points that | would like to make about that paper you presented because in
al honesty | can only wish to believe that you were playing devil's advocate because | redly think |
would have expected better. | like Mr McGuinnesss analogy with Coles Myer and drawing its size and
competence and ability to accrua account with the size and degree of expertise that may be expected to
exist in a government department because implicit in your statements that it was too hard and it would

take too long was almost saying that our lot are not up to it.
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| do not believe that for one minute. | believe that those people who are employed in the public sector
are just as able as those people who are employed in the private sector and if the task that they receiveis
to accrual account they can do it. 'The discussion that is related to motivation and political will | think is

probably what it is all about.

Now, Mr Regan, from New Y ork State, and | think it is important in this discussion not to confuse New
York state with the City of New Y ork, which had two entirely separate problems. He said that his main
opposition came from within because there were a group of people who had the secret society

techniques of manipulating the economics of government, if you like.

What he was talking about was sharing it.  He was a man who said he came from a situation of
ignorance to the position or'crusader because he believed that there had to be a sharing of information
and a knowledge of what government was about. ;' When you said, Mr Allan, that government - when
you said of Nick Greiner's commitment to introduce accrua accounting you would ask of him how he

would fund the deficit.

Again, implicit in that statement, is that somehow accrual accounting creates the'deficit.  That deficit is
there now but it is hidden. It is not a question of somebody new coming in to fund it.  The question is
how is it being dea with presently and why are not we, the people, entitled to know that we have put
future generations into hock.

MR MURRAY':
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Bronwyn.

SENATOR BISHOP:

| think that isfair. | think | have had afair go at it. Mr Allan, | think what | will say to you is Sir

Humphrey would have been proud of you but next time you may not be answering to Jim Hacker.

MR MURRAY':

Who ever said that accountancy seminars are dull functions. Percy, take those gloves off.

MR ALLAN:

Wil first of al, Bronwyn, | am not Sir Humphrey and | think in New South Wales, if anybody knows
my background, | have fought for financial reform in this state for along time. It was areason | |eft the
Treasury temporarily at one state because | did differ with my predecessor on various reforms. | am
glad there are alot of people in Treasury who fought for those reforms as well, like Don Nicholls and

Bob Sendt, and lan Neill and others, and those reforms have come about.

As | have said there have been 30 mgjor reformsin the last 5 years. That is about 6 reforms a year.
At present we have a genuine problem in that there is a lack of financial skills throughout government
because of the pressures we have put on departments for those reforms. | am not saying those

reforms should be slowed down. They are in place but they have got to be implemented.

And to implement them if we were to introduce accrud accounting tomorrow would mean that many of

those reforms would fall beside the wayside. They would not be fully implemented. They would be
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on the statute books but would not be introduced. That is why if accrua accounting is introduced - | am

not against accrual accounting - | am keeping an open mind until this report comes.

| can see alot of value in bringing better - a better idea of accruing liabilities for superannuation, for
long-service leave, for maintenance. It just involves quite alot of work.  To do that | do believe that
it isamatter of priorities.  That there are a number of things - we are trying to commercialise various

things in departments at present.

We are trying now to apportion the debt charges and superannuation to each individua ,department - its
programmes. Instead of Treasury just paying it centrally so we can get a better idea of the cogtings of
programmes. We try to get departments to set up a commercia arm so when they earn money they do
not have to send the money to Treasury and then come to us cap in hand and ask for the sdaries and the

costs of running those commercial services.

Last week those reforms were announced.  That will taketime aswell.  We have got to do one thing
s atime. If wetry to do it al at once what will happen is that the reforms just will not be introduced.
They will smply be on paper. | am not saying it istoo hard. What | said in my talk was that there are
some magjor adminigtrative difficulties with this and that if we do introduce it then we have got to do it

gradually step by step and we have got to identify those difficulties.

I do not believe today's seminar has really brought out what has happened in the United States, what are
the real problems with introducing accrua accounting that we, as administrators, have to tackle and that
iswhy Bob Sendt and - rather that is why Bob Scullion and Don Nicholls are going to the United States

to identify those programmes.

We are not saying we are against accrual accounting.  We are just saying we can see some problems.

We have got to find out how we can tackle those problems and then when we have had alook at it
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we can put to the government what is involved with accrual accounting and then the government can

decide. In the end it does require political courage for the reasons that Bronwyn has mentioned.

It may disclose a very large deficit because of the accruing liabilities.  The question | put to the
opposition was aseriousone.  If we are going to introduce accrual accounting, and | am not against it,
the only thing | am saying is it may take 5 years to do, not 1 year or 5 or 6 years, then | think the
opposition does have to answer the question:  does it intend to fund those accrued liabilities. Because
ligtening to Bronwyn | think she fedls it is outrageous that those emerging liabilities are not being
funded.

| put that question to her. If it is outrageous will the opposition fund those accrued - accruing liabilities
because in the end | do believe it is going to be very difficult to publish a set of accounts where one
says. We recognise al these accruing liabilities as a deficit that ought to e funded now, but we are not

doing anything about it. In the end if one moves onto accrua accounting | think there is going to be very

strong political pressure to cover that deficit.

| am not against covering it - that deficit, but | think it is an issue that politicians have to face not the

administrators.

Good. The gentleman here?

MR LINDSAY:

Thank you, Mr Chairman, Brian Lindsay, Hawkesbury Agricultural

College, and | am not sure who | want to address the question to but ---
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MR MURRAY':

David Shand?

MR LINDSAY:

--- it relates to the - something Percy was just touching on at the end there and that Ken Robson
mentioned earlier. In New South Wales commercial training authorities are already on full accrual
accounting and | guessit would be fair to say that Ken is suggesting that colleges and universities
should move as quickly as possible to full accrual accounting. They are not commercial training
authorities and so for the first time we will have an authority that basically relies on the budget for its
funding adopting full accrual accounting including depreciation and declaring attne face of its

accounts the superannuation liabilities.

Certainly the Public Accounts Committee in New South Wales has recommended that superannuation
ligbilities for those authorities be fully funded and yet the government is giving no leave whatsoever,
either the government or the opposition, in my view, asto whether it intends to see as a policy Satement,
those amounts fully funded. And equally when we calculate depreciation, and we know what the annual

chargeis, what is the government going to do with that?

Isit going to look at that meaningfully from the point of view of what | will call replacement of assets or
isit merely'going to file the reports as we fear is happening right now? So | guess| am not opposed to
putting in the work and the effort, and | certainly believe we could find the resources, to adopt full
accrual accounting in much less than 5 years, but only if it is going to be a meaningful exercise with the
government providing some guidance and some lead as to what they are looking for on the funding side

aswell asthe declaration of liabilitiesside. | wonder if anyone in the panel would like to comment?
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MR PLATER:

As atotally impartial observer | just say that that is quite unrelated to the issue of accrual accounting.
The issue of accrua accounting is simply the measurement and disclosure of what that position is.
Then what you do after that is a policy decision which is not related to whether or not you adopt accrual
accounting.  That is just the - | mean you are quite true that it would be nice to know what they are

going to do.

But they can change their minds.  Politicians can change their mind and decide to fund it through
taxes 1 year, borrow it the next year. The only issue we are saying is that accrual

accounting would tell you what was the affect of their decision to disclose it so that it is up to you, the
congtituents, and the readers of those financial statements to see what has happened and to be able to

make their own judgments and react to that.

That isdl accrua accounting isabout. It is not actualy forcing you to make a decision as to whether

you finance it in any particular way whatsoever, it is simply disclosing what is being done.

MR LINDSAY:

That isfine for atotal sector but what about for an individual entity?

MURRAY:
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Bob?

PROF WALKER:

I am reminded of a story about ancient Egyptians who used to simultaneoudly believe in the same Gods
a the one time; Gods of love and peace and Gods of War, and this characteristic was described as
syncretism. It seems to me that David Shand and some of the other speakers are displaying syncretism
tonight. David Shand wears the hat of Chairman of the Public Sector Accounting Standards Board and
promotes the notion of accrua accounting which shows all the liabilities the same as you have in the

private sector because "philosophically” that is the only justification of the assertion.

Philosophically you should treat the transactions in the same way and at the same time having said that
we should have the same techniques as in the private sector he then says he has got doubts about
whether that information would be very useful. It seems to me there is a terrible contradiction going
on there and that alot of the concernsthat is being expressed today as the down side of adopting accrual
accounting are redlly the product of not really thinking through what kind of accounting concepts you

want to use in the public sector.

It seems to me there are very good reasons not to try and put values on the Harbour Bridge and
Parliament House. Not to try and treat the'present - the estimated present value of future socid welfare
commitments as a liability. | think that is absolutely a nonsense and | think a lot of opponents of
accrua accounting are using that old - you know, falacious argument of dragging out an extreme
example and using that as the bass for knocking a set of procedures which are fundamentaly only
concerned with ensuring that readers and interested parties and managers are provided with information
about what the current state of affairs of our government and public sectors would be at a particular

time.
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MR KEN ROBSON:
Well, | think I might have to say something there to address Brian, because my office produced a report
on tertiary education institutions. What | am advocating, as far as accrual accounting in universities
and CAEs, you spoke of CAEs, | bring universitiesin that as well, isto let the people of this country
know how much the tertiary education is costing. At the present time, the way financial statements are
prepared, nobody knows, then it is up to the policy makers of this country, be the federal or State
politicians, to say: Yes, we are going to fund that, or no we are not going to fund that, and then
probably charge fees for people going to institutions.
| do not advaocateany.  All | want is the true cost of putting these people through tertiary ingtitutions to

be  shown in the financia statements of those organisations.  And if you have not got accrual

accounting you will never know what the true costs are.

MR murray

Right, thanks, Ken.

REPORTED: NOT TRANSCRIBED

AT 4.40 p.m. THE MATTER WAS ADJOURNED INDEFINITELY .
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I guess | should declare my hand up front. | don't believe it's possible to assess the cost of services, the
financid liability or all aspects of resource management through the sole use of cash accounting. | just
don't think it's possible to do that in an efficient way.  So from here on in, keep that in the back of your

mind.

My brief was to review the papers of the three earlier speakers, this morning. It was done in something

of ahurry, because | only received the last one late Wednesday afternoon.

And 'I'm told whenever one reviews the presentations of somebody else, the first thing you say is "with
the utmost of respect”, so you can keep that in the back of your mind as well. With anything that | do

say that it is "with the utmost of respect” because there are different views.

Bob Walker described himsalf as a 'bastard’. At times when | read his paper | thought exactly that.
Most of you probably haven't had the opportunity to read it. | did read it through and | must confess |
was very relieved when | got to the last paragraph, and he said he did like Accrual Accounting. It was
somewhat doubtful between the first paragraph and the last, whether that wasthe case.  But there was
an even bigger surprise than that.  He described accountants in that paper as passionate people and
then he went further this morning and described them as entrepreneurial people. And | do worry about
poor old Monty Python and his bowler hat and frilled umbrella and jokes about actuaries and
accountants, they al have to be rewritten after that academic interpretation of "passionate

entrepreneurial accountants”.
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But we do get passionate about subjects and this one is no different. The debate is not all that old in
Austrdia as | think somebody said earlier this morning. | can only recall perhaps going back four
years to my first meeting with the Public Sector Accounting Standards Board. When Accrua
Accounting was mentioned we said yes, it's very important, but let's just not tackle it directly yet, it's too
big. It's probably till too big athough I'm very pleased that David Shand will mention in his paper this
afternoon, that there will shortly be a paper on departmental accounting coming out from the Public

Sector Board and I'm sure that will have a discussion of Accrual Accounting.

My interest has come through that Board and the Committee headed up by Sir Fred Wheder, in
Canberra, where each year we have alook at the Federa Government's Annua Departmental Reports.
| was asked to join that Committee to have a look at the financial aspects of the reports. Some of you
probably helped prepare those reports.  Some of them run to 180 pages long, some even more than
that. They're full of pictures of tractors and airports and politicians kissing babies and what have you.
But the financial information is very, very thin. To try and work out how a Federal Government
department has actually used its resources, from looking at its annual report, is avery difficult task.

It's buried in there somewhere, but you redly have to be a genius to find it. Very few of them
have any information on creditors and very few of them have information on debtors.  Hardly any of
them have information on the assets they use to produce the services that you and | use everyday. Now
you have to ask yourself, what's the purpose of the report? Obvioudy, it's to show how much cash they
were given and what they spent it on. Just cash in cash out. And that's how most of them 'go.

One of the things | think we get mixed up, | think we have seen it this morning, is we try and say that
Accrual Accounting and Cash Accounting are intended to do the same thing. So | think they 're trying to

do quite different things. | criticise cash accounting
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because it doesn't talk about resources investment and resource management. But it's not supposed to,

it's not what it's designed to do. Accrual Accounting goes more along those lines.

So | think when we debate this subject, when we talk about it, when we research it,  just keep in mind
those two different objectives because if we get them mixed up, well get into a very defensive position

with cash and | don't think we'll make any progress.

There are various ways of tackling issues under Accrual  Accounting. And accounting
standards are an implicit part of those Accrual Accounting methods. | don't think we can deny that. |
think in the last five years accounting standards in Australia have developed very significantly, and they
are still developing.

Having sat on the Public Sector Board this area of standards and accrua accounting has come to be a
very difficult task.  Some of you might not think so, but it is indeed a difficult task. At times a
frustrating task to try and get something out.  The research that goes into those standards is immense.
And I'm sure that Bob himself will appreciate that.  He did st for some time on the Accounting
Standards Review Board and in fact was part of the legidative power given to Australian Accounting
Standards. So | guess I'm with utmost respect that | am at a little bit of a loss to understand his fairly
significant criticism of accounting standards.  The accounting bodies have some powers of persuasion

but the ultimate of course is with the legislation.

In the terms of the Public Sector, | did happen to receive yesterday in the mail my current copy of
"Australian Business'. | think somebody up the back there asked a question earlier of the New South
Wales Auditor-General. But Bob in fact did mention inthe article  "Australian Business" dated
February 10, the experience of the Commonwealth Auditor-General in the last year.
He examined 109 reports and there were 34 of those reports qualified. Of those 34, 11 had
substantial qualifications
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compared to 24 last year. | haven't done that research but Bob might be able to elaborate later just to

whether they were on Accounting Standards matters.

So there are people monitoring the application of standards. | don't think we're ever going to get to a
situation where we have a set of rules so tight that there aren't alternative ways of going about
accounting. | think that would be physically and intellectually impossible to do.  What we can do is
tighten them, and | think that process is in quite good hands. We do have the Auditors-General, we do
have the Parliamentary Committees and we do have you and | out there who are looking at these
particular things as they're published.  And if we object to them, there's only one way to change them,

that is to get in touch with the various authorities that can do something about them.

There is some comment in Bob's paper about the Public Sector Board, about the monitoring of its
results and about the way it operates. His "Australian Business' article does make a point that perhaps
there has been delays between the public and private sector accounting standards because of the delays
caused by the private sector having a different set of criteria and a different requirement from the public
sector. Well | think that's right but you must think behind that.  You think about a transaction - in
principle transaction A in the public Sector should be redly reported no differently, shown no
differently from that same transaction in the private sector.  So in the private and public sector the
treatment redly is the same and should show the same approach, the same accounting logic.  And
that's the philosophy behind the Public Sector Board's approach to starting off with the private sector
standards and applying them to the public sector.

We do appreciate that there will be different circumstances. Y ou don't in most departmental instances
have a profit measure. So to start trying to apply a profit and loss standard, which is under revision, to a
public sector situation, obvioudly isnot on. And | think if you read the standards and the writings on the
standards, you'll find that that's the way the Board is going. |
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hope David Shand as Chairman won't contradict me too much this afternoon, but that's the way | see it.
Philosophically things should be treated the same but obviously we have to take notice of the different
requirements and the different objectives.  And | don't think in my four years that there has been a
delay caused by those philosophical differences between the two,  the Public Accounting Standards
'‘Board and the Private Sector Board. We did work closely together and we met quite regularly.

There is also in Bob's paper a request for more co-operation between the Federal Public Accounts
Parliamentary Committees and the State ones. | understand there are moves afoot to establish such a
Committee in Queendand. | believe that this co-operation is coming and perhaps this Seminar is an
indication of that today. Certainly, the Public Sector Board in itsrole of developing and helping improve
public reporting guidelines, has meet with each Public Accounts Committee in each State and in the
Federa Parliament.  So we haven't been backward in going forward and taking our ideas for improved
reporting, improved accountability to the politicians and I'll come back to that with the politica
situation later on. So we've tried to play arole in pushing that line of the Federal/State approach.

This question of public versus private sector standards in Bob's paper: he does mention that he's not
aware of anywhere in the world where the profession has adopted the same approaches as that in
Australia, where we're saying there is a common philosophical base. | think in fact the International
Federation of Accountants and one of the previous speskers mentioned this, in their Hong Kong meeting
last year did affirm the point that | was saying earlier,  that the same transaction on a matter of
principle shouldn't be reported differently in the public and the private sectors. So they're going aong
that line.

Bob concluded his paper, by, | think, agreeing with the same conclusion that | would come to, that

Accrual Accounting by itself doesn't provide all the answers.  But then again nobody would
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expect it to because it's designed to fulfil a different function. It's a wider function than that of the cash
based accounting system.

Percy Allan moved on to what | thought was a very precise paper, I'm not sure whether he is positive or
negative regarding accrua accounting | did have some doubts as to what he was when he said he was
not negative because basically what we have been given was a series of difficulties.  Now | think in
the dituation of Treasury one would expect that.  The whole situation will be examined before any
move is made to what would be a huge task and | think he has identified most of the difficulties that one

would expect to see.

Perhaps if | can just comment on one or two of those difficulties, | certainly can't solve them because
they arereal and very difficult ones. The Sze of thetask isimmense.  Those of you who attended the
presentation by the two American visitors before Christmas, Ned Regan, the Comptroller of New Y ork
State and the Mort Egol,  the Arthur Andersen partner, would have got some feeling as to the size of
that task. | think the task went over something like five years. Consultants fees and this pertained to a
question earlier on, were something like $10 million.  Not to mention the staff time of the New Y ork
State Treasury organisation.  So it's a huge task both in time commitment and in cost.  They did come
out of it with a new accounting system and interestingly enough they did identify some. very clear
benefits. And | think that's something that we're perhaps not doing enough of. But looking at the whole
picture and looking closdly at implementation issues, | think many of the New Y ork benefits would be

similar to ones that we find here.

One of the difficulties we have is, what are assets and what are ligbilities? That's implicit in things like
Botanical Gardens and this Parliament House. How does one measure this, isit an asset in fact? An
asset is something that generally is regarded as having economic benefit. | won't debate that issue at

this particular place. One other way of looking at that, is looking at
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the service potentia that one might get out of a public asset. And they're the sorts of things that are
going to have to be looked at. | think the information has got a use, the biggest use is in resource
management. And without the fuller information given by Accrua Accounting, | think resource

management cannot be properly done.

Another very important point that was mentioned by Ned Regan was the question of understanding, and
Percy Allan did touch on this. It's a very important point. Back in his paper and | read it again last
night, Ned Regan did say that every press conference he had, haf way through the TV lights would be
turned out and the camera man would troop through the people in the audience out the back door. And
those of you who have been to press conferences, know that's a fairly unnerving experience.  That's

what happened to him but he stuck at it. There was just no understanding of the issue.

I think this question of education is avery major issue and | think the earlier question asked from over
on the side here, on the political constraints - | think education is one of the great political

contraints. That'll have to be addressed in introduction or otherwise in Accrual Accountitigeducation
a many levels, there's firstly the legidative level, there's the electorate level, there's newspapers, there's
users.  And it's going to be a very, very difficult task to get that message over. But | hope that when
the message comes, that it's not cash just versus accrual. | think it should go more towards what
better information can the accrual base system provide over and above that useful information that we're
aready getting. We're getting it for a different purpose. So | take Percy Allan's point of view that
education is amajor task and will be amajor difficulty.

The funding and the recognition question, | think superannuation is most often mentioned here. | was
abit puzzled by one of the comments, if | can just quote it "L ong term commitments to employees and
others are not at risk since governments can avoid insolvency by raising taxes'.  There is one very

good way for a
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government to become insolvent, insolvent is the the wrong word but non existent is probably the right
word and that's to start to raise taxes ad-infinitum, to keep paying for ligbilities. What | think the
electorate can do is ask what is the liability? What have we been landed with in terms of a
commitment that this government does not have to meet but some government in the future? And | think
that is a relevant question to ask. So if we keep raising taxes, well that to me is not an excuse for not
publishing what the superannuation liability is and what the superannuation expense is. One just has to
think of the wage case this morning. We have another wage case, we have another incresse, we
have another round of increased commitments on the superannuation line and the liability of course is

just buried underneath it all. It's not recognised.

In terms of having funds set aside to meet that ligbility, | don't believe that anybody is advocating that
the total cash be there to meet the tota liability that might come up in 50 years time. Ken Robson
commented on this, that the funding and the recognition questions are different questions.  And | would
agree with that. But | don't think the fact that people might demand that the situation be fully funded,
is one to promote the idea that liability should not be recognised. So | believe care should be taken in

confusing those two questions of funding and recognition.

There is obvioudy a great difficuly with the lack of recognition of assets in the public sector where we
haven't had an accrua basisin past.  Often capita assets haven't been recorded - in many instances
they have. Many public sector organisations have got good asset registers but 1'd suggest the magjority
particularly at the departmental level haven't. The other ramification of this of course is potentidly a

lack of physical control over assetsif you don't know what you have.
Some years ago at the Government Accountants Conference in Perth, a senior man from the education
department there, told me that they discovered a school that they didn't know they had. Just how that

happened I'm not sure but he was quite serious when he made
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that comment. Because it was s0 big, and the asset recognition or asset recording was so out of control,
out popped the school. Now, one just has to ask about resource management in the cash accounting
environment.  Itisadifficult task but that doesn't mean to say that we have to ignore it. Indeed if | can
put a plug in for Victoria, the Treasurer in Victoria has instituted a programme across departments,
where asset recognition will be bought into account over the next two to three years. The
announcement was in the last budget papers and there is a mgor effort being undertaken at

departmental level to recognise and to record those assets and then bring them to account.

So these are a few comments on some of the difficulties that the New South Wales Treasury sees, |
don't decry them - | think they are very red difficulties, | think they are going to require a very large
effort to overcome.  But because they are of such magnititude | don't think it means that we should

just ignore them for another two hundred years and one week.

| was reading the Financial Review earlier in theweek. | saw this headline "New South Wales Moves
to a Commercia Approach by Departments’,  that was in Wednesday's Financia Review, and |
thought all my problems are solved and | can just read this article on Friday and &l the answers will be
there. But these are part of those reforms that various speakers have mentioned  thismorning.  If |
can just quote "However many programmesare under costed  because so far they havent been
charged for overheads and centrally funded services, particularly big ‘items are not previousy
alocated to programmes of debt charges, superannuation contributions and payroll tax". Wl | would
hope that built into that new commercial approach, as it's caled, is some recognition of Accrua
Accounting. It may 'be part of the modified Accrua Accounting because without some recognition of
Accrua Accounting in that process of allocating charges, | just cannot see how the full charges will be
alocated. But obvioudly it's a very good step forward and one which hopefully will show the benefits

that the Government is expecting from it.
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The third paper was from the New South Wales Auditor-General and | must confess that | didn't have a
lot of difficulty with that one because | think we are probably of the one mind. He did make a couple
of comments, perhaps | can just highlight, "There is a requirement for annua reports to show all
transactions affecting the respective organisations'. I'm not totadly familar with the
New South Wales requirement. But 'if that's the case, that all transactions have to be shown  in
the accounts, that presumably would include departmental accounts, which would presumably require
Accruad Accounting.  Whereas under a cash based system, one doesn't record the transaction until
effectively the cheque isdrawn.  The transaction can be entered into, but if it's not paid for, for some
time, then presumably under the cash based system the current transaction is not recorded. The

Treasury requirement is very difficult to meet on a period basis if accrual accounting is not adopted.

By and large, | think Mr Robson attacked the question of accountability, attacked the question of
resource management, in sympathy with the private sector. He aso would argue | believe that we are
not suggesting that the same approach "in toto" be applied.  That would be a ridiculous way of going
about it.  But if you are going to go along with user pay principle, then | can't see how you can avoid

Accrual Accounting or some aspects of Accrual Accounting.

I've been involved with a Federa Government department in Canberra which provides services to the
community and to various operators on a user pays basis.  That department is a long way down the
track to accounting internally on an accrual basis user pays system.  They are not suggesting that they
account for their Government budgetary alocation by other than the cash basis because that's inherent
in a government system where the tracking of cash resources takes a magjor point of importance.  But
in addition to that, to help them manage their resources, to help recover those charges from users, they
believe an accrual based
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user pays situation is appropriate. Within our Federal bureacracy we've now got a department which is

along way down that track for management purposes.

Perhaps if | can just look at one or two other issues. | briefly mentioned my response to the political
congtraints question. There is | think a fear of disclosure, there is a fear of the unknown.  We're just
not quite sure what Accrua Accounting will show. Most of the debates seems to concentrate on
liabilities. We keep on hearing about superannuation.  But the government have got alot of assets that
are not shown as well. And that's a plus factor that they would show those assets to offset the ligbilities
in a balance sheet situation.

Obvioudy the next question is how are they using those various assets, which perhaps is another fear of
the unknown.  The rule seems to be not to disclose anything that doesn't have to- be" disclosed.  This
reflects in efficient resource management. MOst State Governments and the Federal Government these
days seem to be going towards non-financial measures of performance. The wheel is in motion to try

and exhibit those resource allocation questions.

One of the very difficulties with Accrual Accounting will be the effect on manpower.  I'm aware that
certainly Victoria has. a freeze on manpower appointments.  In the State Government situation, one
would expect | think with some confidence, that extra manpower allocation would be needed for the

introduction of afull accrual based accounting system. There will be an additional cost.

In terms of Senator Bishop's question on the timeframe situation, | guess | would see about a three to
five year type of timeframe. That certainly wouldn't be a full introduction of Accrua Accounting, but it
would go along way towards solving many of the problems. | can't see it happening within that three to

five year situation.
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I think in the New South Wales Treasury paper, Percy Allan suggested it's going to take him three to
five years to implement his current reforms and on top of that, helll have a further problem with Accrual
Accounting.  So we're talking three to ten | suppose. But at least the debate is underway and we have
started. Is it going to happen? | have a persona conviction that it won't happen unless we have a
political will to make it happen. We can talk as much as we like on anon paliticial point of view but if

the politicians don't driveit, it's not going to happen.

In the New York State situation, Ned Regan, athough he is the controller of New Y ork State, was an
elected official. He s elected on g, I'm not sure whether it's an annua or atriennia bass, but he had
the political will to carry that through to his electorate.  And without that | don't think we're going to
get anywhere so that's part of that education process. The "political will" | think, will drive or not drive

this question of Accrual Accounting.

Some Federal and State Government Departments can be adigned directly with a commercia
organisation. I've had some association with the ColesMyer organisation.  That organisation has
an annua revenue, of something over $12 hillion, it's got, a very large number of stores spread from
Tasmaniato the Northern Territory.  Everyone of those stores has to account. Everyone of those stores
has accounting problems.  They have departments within that organisation, that are not direct profit
making departments, they employ something over 30,000 people. They seem to manage Accrua
Accounting fairly well.  They seem to manage doing it on atimely basisfairly well.  But they're used
to it, they've been doing it for Many, many years. But | can't help thinking that there is some
coincidence between that sort of organisation, between the size of Austraian companies that have got
many oversess operations and the size of some government departments.  Some of the issues are going

to be similar, and in most situations they seem to have been addressed in the private sector.
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One of the things we have to work out is what's the reporting entity? Who are we reporting on?  Isit
government as a whole -New South Wales Government, Federa Government or whatever, or isit just a
particular department or indeed an area within a department? Some departments will have clearly
defined and clearly distinct businesses within those departments.  These are some of those research
areas that will have to be addressed. | am aware that the Public Sector Accounting Standards Board is

very active on this particular question at the moment.

I mentioned earlier, that fixed assets are dmost the single biggest problem.  Where are they, what are
they and what are they worth?  But the sighting of those fixed assets and the recording of them will be

amammoth task. But without that information, how can one properly manage the resources?

It is aquestion of materidity and I'm not suggesting that every little desk and chair be recorded.  One
has to approach atask like Accrual Accounting in the public sector on a materidity basis. There are
estimates in accounting and such estimates are often subjective. They won't be exact to the last dollar as
a cash statement can be. Those estimates will be inherent, those various interpretations of accounting
standards will be inherent in Public Sector Accounting. But | believe between the various
Parliamentary Review Committees, the Public Sector Accounting Standards  Board, the  Private
Sector Board, your own professonalism, the political will, that those estimates can be reduced,

and those interpretations can be reduced to a manageabl e approach to better financial information.

Superannuation has been mentioned a number of times. People say what do we do with the deficits?
It's not uncommon for these things to be brought to account, to be amortised over a number of years.
Under the US standards | think I'm right in saying if there is an unfunded superannuation

situation,they're brought to account over afairly lengthy period of time.
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Amortisation of various costs are written off over various periods of time. This opens up Bob's
guestion of interpretation and application of accounting standards, | can't argue with him there, | agree
there are various interpretations.  The only thing | can suggest is having appropriate disclosure so the

information is there for people to make up their own minds.

Where do we go to from here? There have been a number of seminars on accrual accounting in the last
couple of months with perhaps the most effective early one being sponsored by the ASA before
Christmas. Now this one where we have people from al over Audtralia. Hopefully these sorts of
meetings will promote further debate.  Hopefully those paliticians amongst you can think about it, can
decide whether or not there's going to be a benefit there. Without being too cynical, probably the
Opposition poaliticians will think it's great and the Government politicians won't like it very much, but
the whedl does turn. So it is food for thought at the political level. It is food for thought | think
amongst the professional managers in the public sector. ~ Will it help you manage your resources and
provide better services? Now were dl thinking that it will. The proof of the pudding of course will be
in the eating.

There is that education question | mentioned.  Not only amongst us, were probably going to be the
easiest to educate but amongst the people out there.  As somebody said earlier, they don't understand

accounting anyway.

If there are decisons made to introduce Accrua Accounting, it will have to be done on a staged basis.
It can't al be done at once, it will take three to five, three to ten yearsto get underway. And, I'd agree
| think with al the earlier speakers that we are not going to throw the baby out with the bath water.
Cash accounting has a very important function to serve and that will remain, serving those objectives
that it's laid down to do. But let's not try and stretch it too far, let's perhaps consider its deficiencies and

see if there's something better to answer
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some of the questions that resource users, resource providers are asking. | think that extra step of

considering Accrual Accounting will provide those very positive answers.
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The first thing | must tell you is that I'm not here officialy. I'm on strike.  But since we have made
such careful distinctions today, perhaps you can say that, I'm not here on a cash basis but an accrua

basis. | will not write today.

I have been fascinated by the discussion today. Not only because the subject itself is very interesting but

also because of the climate of the discussion and the mix of people present.

| can remember when | first started to study Economics in this State some 30 years ago, reading the
public accounts of New South Waes with growing horror, realisng how much disinformation was
being conveyed, how many useless figures were being presented and what a waste of time the whole

effort was anyway, for most economic purposes and probably for maost public accounting purposes.

And, of course, in those days and for quite a few years afterwards it was common for the discussion of
the public accounts in the ordinary public debate to be conducted on a most elementary, political,
danging level and for the bureaucrats at the top and the politicians to have a kind of non-aggression

pact between themselves such that nothing was ever reformed.

The accounts were conducted in a disgraceful fashion and the politicians and the bureaucrats traded off
privileges between each other. An example of this was the way in which the heads of Statutory
Authorities tended to be people who had become under-secretaries - permanent Heads of Departments -

through serving Ministers and then ascended to heaven to become a head of
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a Statutory Authority, which was responsible to no-one, which was totaly mismanaged in financia and

economic terms but which was alovely little empire to be on top of.

That has changed. We have here today a mixture of bureaucrats, politicians and some others who, for
the most part, are concerned with discussing sandards of good government and good public
adminigtration. That initself is extraordinary, isn't it? We have paliticians from both sides of
the political fence and from all over Audtraia, as well as bureaucrats who are not concerned about
making political points but who have been today, for the most part,  discussing how to improve the
standard of public adminigtration and government in Australia That in itsdf is a very red

achievement.

And that, | think, is possibly the most important thing about what is happening in this whole debate
about Accrua Accounting. Everbody knows that when you try to pin down accounting concepts, they
get very difficult and elusve. Somebody referred earlier to the fact that even with al the people
advocating the superiority of private sector standards, the private sector did give up on the question of
current cost accounting, as too hard. Once you try to pin down such concepts, once you try to define
income or capital, then you're in red difficulty - they're extremely elusive concepts. But we have been
talking about the right thing - how to do better, in relative terms, rather than how to get absolute

perfection.
I'm not going to try to go through what every spesker said, there has been a good dedl of overlapping
and repetition and the discussion of the concepts, so I'll just touch on a couple of themes which struck

me as particularly important.

The firg thing, of course, which Accrual Accounting, as it's emerged in the Australian discussion, is

about - and this point has been made - is not about giving an overall accurate position
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necessarily of any specific accounting entity or of government as awhole. It's about telling people what

they didn't know and what they've got aright to know.

The classic case is unfunded superannuation liabilities of particular entities. When the issue emerged
some years ago in New South Wales, and indeed this was referred to by Bob Walker, one of the mgjor
offenders turned out to be the University of New South Wales.  He pointed out that the UNSW has

something like a quarter of a billion dollars of unfunded superannuation and long service liabilities.

This may or may not be acceptable. But the point is that the Federa Government as the major
funding agency for that University, did not know it. The University was happily handauog
superannuation entitlements, long service entitlements, and other lurks and perks to its steff,
without telling the
Parliaments of the State or the Commonwesalth or even for that matter the Treasury, what it was doing.
It was making commitments which the taxpayer would be expected to fund without telling any of the
taxpayers representatives.  Now that was what was wrong with that particular policy. Many of the
other tertiary education ingtitutions and many of the other statutory authorities were up to the same

trick.

It is an enormous improvement, and again I'm talking primarily about New South Wales, that the New
South Wales Government had the guts to face up to it and started to do something about it, and of
course, the Commonwesdlth has had the guts to face up to it with regard to their various authorities.
And indeed, many of the authorities themselves, have faced up to it without having to be dragged
kicking and screaming into the light of the public gaze have started to face up to the problem.  Aswas
said, this is not a question of how funding is actually going to take place in the future.  There are
different approaches to that. But at least we need to know that the funding is going to have to happen.
It's not going to be presented to an unsuspecting Parliament 10 years hence.  Parliament will not be

told you can't spend money on,
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shall we say, building a new school or building a new old folk's home because we didn't tell you about
this hundred million bucks you have got to come up with thisyear.  That's what the essence of Accrua
Accounting in the basic sense is, that the liabilities which are going to have to be funded, have to be
stated.

The question of the educational problem was raised. When | hear a politician or indeed a senior
bureaucrat talking about the need to educate the public, | get extremely suspicious. Because what they
redly meanis, persuading the public to agree with them. Education is what every propagandist calls
convincing the public that he is right. Now this is not the issue at al. The issue is actudly, in fact,
educating people on a proper sense of making available knowledge about the issues and the concepts

and the performance of governments and authorities.

This Seminar is doing a considerable amount in that respect because its papers will be disseminated.
Various journdists, the tiny number of journalists who have the training or the interest or the
background to approach these things, will in themselves disseminate some of that education and will

receive that education in various forms.

I think Percy Allan has had a bit of a tough trot today because he has been criticised for things for
which he should not have been criticised. | think as a good bureaucrat he has said exactly what a good
bureaucrat ought to have said. He pointed out the difficulties of implementing various proposas which

make sense in themselves.

Now one of those difficulties is the presentational difficulty. | know a bit about this, because | was

involved in some of these presentational difficulties.
Some years ago, when | was running the Financial Review, the question of unfunded liabilities,
superannuating bodies like the University of New South Wales, etc, came out and the Financial Review

ran afront page story, which Mr Wran who was feeling
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rather paranoid about the Fairfax press in those days didn't quite interpret correctly. We said that if
New South Waes were a commercial business it would be technically bankrupt, because of these
unfunded liabilities. Now that was an arguable position but we were not saying that New South Wales

was bankrupt which was the impression that was gained by the rather beleaguered Premier at the time.

Of course, one can argue that this is a presentationa difficulty or it's a difficulty of public
misunderstanding or whatever.  But it's obvioudy a difficulty which can be got over because the very
point of putting it hard like that was to bring out what an important issue it was and to lead onto further
discusson. And | do think the Financial Review contributed to that and on several occasions the
Financia Review said, and indeed | said it in the the Financial Review and other people said it, that the
New South Wales Government deserved a considerable amount of praise for the enormous reforms, the
extent and depth of the reforms that it had brought about in New South Wales Government finance. |
think this ought not to be forgotten.

In that sense, the presentational difficulties were minor, athough it is gtill true that there are a very
large number of people in the community who have to have it pointed out to them, that good government
is not just a matter of building or not building monorails, but is actually administering the finances of
the community properly, which is an important issue neglected by most of the people who talk about

trivialities like monorails.

Again another issue which came out today, and | think it was one of the centra arguments, was the
guestion of what David Shand referred to as the private sector cringe, the question of whether you
should consolidate on Accrua principles, or smply apply Accrual Accounting to individua accounting

entities, statutory authorities or government departments.  And the meaning of the term deficit.
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Now | speak as somebody who has got Economics training rather than Accounting training. Although |

have done afair bit of study of accounting principles.

But the concept of the deficit is not just an accounting concept. It is an economic concept and of course
it has various other connotations in various other fields. When a federa government, a central
government, talks about a deficit, it is talking about a cash deficit. Aswas said the issue is, how does

that Government finance the discepancy between its cash receipts and its cash expenditures?

Now emerging liabilities in that context are irrelevant. We are talking about macroeconomic
considerations, not microeconomic considerations, and that's an important distinction in this whole
argument. The central government finances its deficit by raising taxes or by borrowing. The
importance of that deficit and the method of financing it isin what it takes out of the community in
terms of real resources in that accounting period.  Or what it puts into that community in real
resources in the accounting period, if you like to talk about the government borrowing

overseas to finance its domestic deficit. That'sthe American  problem now, essentially.
That's got nothing to do with the

question of Accrual Accounting, but with macroeconomic considerations year by year.

Accrua Accounting is redlly about the efficient alocation of resources within particular economic
entities, within particular government departments and ultimately in the community as a whole, but not
on an aggregate basis, in the sense that it is not meaningful to aggregate each-entity, to add them all
together and say that is the whole.

The macroeconomic whole is not the same as the sum of the microeconomic entities. The essence of
the whole development of Economicsisin thelast 50 or 60 years in that distinction. In that development
and thisis what's wrong with Keynesianism, in that development the microeconomic issues have often

been
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overlooked. And this is what Accrua Accounting in a governmental sense is about rediscovering. That
is, applying proper management and economic criteria to particular spending decisons and to the
conduct of an economic entity. But it's not about the macro-economic issue of government deficits.
And that's even apart from the question of how do you vaue things like parliament houses or opera
houses or even the amenities of Sydney Harbour, which are real national assets but almost by definition
cannot be reduced to monetary terms,  which doesn't mean that proper management cannot be applied

to them.

Now in a sense you could say, and this emerged a hit today, that every discipline tends to have its own
form of imperialism.  And some of the speakers today seem to be accounting imperialists. Accounting
principles have to be applied to every aspect of life and to the whole of life and to the whole of the
economy and to the whole of al welfare considerations. Now a moment's reflection makes that nonsense
whether it be applied to Accounting as a discipline,  or Economics as a discipling,  or indeed

Philosophy as a discipline.

Now | think the fina issue which needs to be addressed, is that of performance indicators and another
word which | don't think anybody mentioned today, incentives. Performance indicators for any
economic entity or any governmental entity, whether it be economic or not, are very important.  In
education, for example, I'd like to see performance indicators which don't relate necessarily to Accrua
Accounting for unfunded liabilities for superannuation, but do apply to the product of education, namely
the children and the economy and the youth who are supposedly educated.  1'd like to see performance
indicators for teachers -primary, secondary and tertiary, for example.  I'd like to see performance
indicators for education expenditure and the point was made, that if you don't know your liabilities for
superannuation, you don't even know what your educational expenditure, let aone what the performance

of educational expenditure, is.
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But the quegtion redly is, how do you give people incentives to perform in such a way as to meet
performance indicators or to even set up performance indicators or to consider they're important? How
do you get people to run public adminigtration properly, efficiently, and well and want to improve it?
One way is very obvious from today. There is the professiona ethos of competence as a very important
element in this. It'simportant in the public sector, it'simportant in the private sector.  People don't
necessarily want to be rich, creative accountants. Quite often they want to be successful, good
accountants and well respected in their profession.  But the financial aspects can't be overlooked, we
do have to look, even in the absence of profit considerations, to the kind of materia incentives that
operate on people in government, in the bureaucracy, in politics. And this | think has got to go far
beyond Accrua Accounting. It's something which can't be ignored when you're talking about how to
apply accounting principles in such away as to use them as tools in the search for good performance in
government or indeed good performance in the private sector.  And in the long run that's going to bail

down to economic and non economic incentives.

Thank Y ou.
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