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Abstract: Although modernization of governmental accounting has led to the implementation 
of accrual financial reporting, budgets in most continental European countries, including Spain, 
continue to be based on cash or modified cash methods. Consequently, cash-based and accrual-
based financial information coexist. This may create problems for the full implementation of accrual 
financial statements. This paper analyzes the differences in practice between the results disclosed 
in financial and budgetary statements under both bases of accounting in order to identify to what 
extent accrual accounting has been implemented and to verify whether budgetary and accrual-
based financial figures are significantly different. The research findings show that there is a high 
correlation between the current budgetary result and the economic result and, therefore, that in 
practice the accrual principle has not been implemented effectively. 
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Introduction

In recent years, most Organisation for Economic Co-operation and Develop-
ment (OECD) countries have introduced important reforms into their public 
accounting systems following New Public Management (NPM) perspec-
tives and principles. These reforms have a two-fold objective: To improve 
public service management and to increase the transparency and account-
ability of governments (Caperchione, 2006; Chan & Xiaoyue, 2002; Lapsley, 
1999). Reforms of government accounting generally focus on implementing 
accrual-based information systems, conforming to generally accepted ac-
counting principles (GAAP), and progressively bringing procedures in-line 
with the business accounting model (Hood, 1995; Lüder & Jones, 2003; 
OECD, 2002). Australia, New Zealand and the UK are leaders in the initia-
tive for the convergence of the two types of accounting systems (Barton, 
2009; Broadbent & Guthrie, 2008; Ryan et al., 2007). 

As Lapsley, Mussari and Paulsson (2009) point out, in the world of public 
sector accounting, the adoption of accrual accounting is self-evident and 
has been encouraged by the recommendations of international organiza-
tions such as the International Public Sector Accounting Standards Board 
(IPSASB) and the OECD. However, the literature shows that there are many 
differences between countries (Adam, Mussari & Jones, 2011; Pina, Torres & 
Yetano, 2009) and that, in the implementation of accrual accounting, many 
problems and ambiguities arise (Arnaboldi & Lapsley, 2009). This paper 
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focuses on one of these ambiguities: The duality of finan-
cial and budgetary accounting systems, which is a barrier 
to implementing accrual accounting in practice.

In most continental European countries, budgets are based 
on cash or modified cash methods so that cash-based and 
accrual-based financial information coexist. This is the 
case, for example, in Italy, France, Portugal, Belgium and 
Spain. Even though a reconciliation of these two types of 
information is sometimes required by legal standards, the 
use of different recognition criteria for budgets and for fi-
nancial statements can be confusing. This is why accrual 
statements have a secondary role in most countries where 
the two recognition bases coexist. Budgetary information 
drives the management of public entities because legal re-
quirements refer only to this information. 

Guthrie (1998) points out that this duality can cause 
confusion for managers because they receive conflicting 
signals from two parallel sets of accounting figures. On 
the other hand, Pina et al. (2009) maintain that the dual 
system implemented in continental European countries 
may be one reason for the dissemination of accrual ac-
counting, because it does not require the introduction of 
deep organizational changes and answers citizens’ dem-
ocratic demands for higher responsiveness, transparency 
and accountability. 

This paper aims to analyze the extent to which there has 
been a real implementation of accrual accounting in a 
dual system, taking into account the effect on the oper-
ating statement in Spanish local governments. In Spain, 
accrual-based financial statements have been prepared 
since 1992, but budgets are still based on the modified 
cash basis. As a consequence of this duality, even when 
public managers have to prepare both types of informa-
tion—and they do—for management and legal purposes, 
priority is given to budgetary figures and reports (Brusca 
& Montesinos, 2011) because the parliamentary debate is 
based on these figures. In fact, accrual-based financial fig-
ures are only used for accountability purposes. 

This study contributes to the extensive literature about 
implementing accrual accounting and the problems and 
ambiguities it causes. It aims to show, through an empir-
ical study, that the implementation of accrual accounting 
has many problems in practice and that although enti-
ties always try to follow the accounting standards from a 
formal point of view, the implementation may not be ef-
fective. The paper offers a two-fold extension of previous 
accounting literature. First, it focuses on an ambiguity that 
has received little attention in the literature and, second, 
it offers an empirical perspective of the implementation 
and the problems that it can have in practice. It can be 

considered as a study of the outcomes of a reform pro-
cess for Spanish local governments that has already taken 
nearly 20 years, and complements others papers that dem-
onstrate problems of accrual accounting in other countries, 
such as those of Arnaboldi and Lapsley (2009) for the UK, 
or Anessi-Pessina and Steccolini (2007) for Italy.

The theoretical bases of this research—that is, the assump-
tions to be verified, the variables considered in the empir-
ical analysis, and the design of the model which represents 
their functional relations—are built on the logic of the ac-
counting model: How economic or accrual and budgetary 
results are determined, and the main items that constitute 
the differences between both results.

The theoretical background of accounting behavior in 
public organizations, especially agency and institutional 
theories, has been a useful tool for explaining and ana-
lyzing the variables and circumstances that boost the 
adoption of accrual accounting rules and practices in 
public entities.

Finally, in order to obtain useful research results, we have 
taken into consideration, for the period and variables of 
the study, existing previous analyses for other countries 
such as Italy. This enables an international comparison of 
the main findings of the paper.

The results show that the implementation of the accrual 
system in local entities has been more formal than real. 
The problems that remain unresolved are generally rec-
ognized, such as the treatment of asset depreciation. The 
paper enriches the literature about the problems of accrual 
accounting, showing that although entities may wish to 
comply with the standards, managers are not necessarily 
interested in the information obtained through the accrual 
method and such information is little used in practice. 

The rest of the paper is organized into five sections. First 
we review the literature and the state of the art. We look 
at the use of accrual and cash bases in accounting and 
budgeting. What benefits and risks can the adoption of ac-
crual imply, especially when it coexists with the cash basis? 
We go on to describe the situation of the Spanish local 
government system, referring particularly to the accrual-
based statement of revenues and expenses, the statement 
of budget execution, and the conceptual differences be-
tween them. The fourth section provides a description of 
the empirical research: Objectives, sample and method-
ology. The results are presented in the fifth section. A final 
section draws some conclusions and discusses the implica-
tions for accounting practitioners and researchers.



j o u r n a l

r e v i s t a

innovar

109rev.  innovar vol.  24,  núm. 54,  octubre-diciembre 2014

Implementation of Accrual Accounting 
in Governments with a Dual System

Theoretical Framework

The modernization of governmental accounting reflects 
the common direction of reforms towards the implemen-
tation of accrual financial reporting in conformity with 
GAAP, using the business accounting model as a reference. 
The actions taken include accrual accounting reforms, in 
some cases accompanied by accrual budgeting, perfor-
mance management systems, results-oriented and perfor-
mance budgeting, and performance benchmarking.

Within accrual accounting, the main objectives of financial 
reporting are to provide information useful for account-
ability and decision-making purposes. From a theoretical 
perspective, some theories can be used in order to explain 
the introduction of accrual accounting and reporting in 
local government. For example, according to agency theory, 
local government information can be used for monitoring 
and linking managerial action with principals (citizens), 

and the information can be the main vehicle for account-
ability to external users. In the public sector, however, the 
relationships between principals and agents are complex 
and open-ended or not explicitly defined, and are thus not 
easily monitored (Broadbent & Laughlin, 2003). Each indi-
vidual is presumed to be motivated by self-interest and will 
not use the information unless it somehow contributes to 
their own economic wellbeing. As a consequence, agents 
will need reasons to use the information. From the stake-
holders’ perspective, Zimmerman (1977) points out some 
problems that can arise in the control of the agent by the 
principal in this case. Because of the small probability of a 
voter influencing an election, each voter will incur a small 
expected cost. 

According to institutional theory, local governments may 
introduce accrual accounting and reporting to meet ex-
ternal requirements and to provide an impression of ratio-
nality and efficiency, seeking legitimacy, but will not use 
the system to improve internal performance (Brignall & 
Modell, 2000; Modell, 2001, 2004; Scott, 1987). When the 
process of accrual basis adoption is assessed in the light of 
the institutional approach, a “decoupling” can be found, as 
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accrual and cash-based information still co-exist in finan-
cial reporting by public entities (Archel, Husillos & Spence, 
2011). As a result of this circumstance, an interesting dis-
cussion can be opened from a theoretical perspective, with 
the first question focused on identifying where the dom-
inant discourse is now really located: Is it accruals, sup-
ported by academics, big firms and professional bodies, 
or is it cash-based reporting, supported by traditional be-
havior and practices?

Accrual accounting is an international tendency and most 
governments around the world see this as an objective for 
their accounting systems, although there are differences in 
the implementation process between countries (Adam et 
al., 2011; Lüder & Jones, 2003; Pina et al., 2009). Lapsley 
et al. (2009) argue that the adoption has been self-evi-
dent because of the pressures on governments to demon-
strate their effectiveness and efficiency and to discharge 
their responsibilities, bearing in mind that accrual financial 
statements can be considered as a tool to this end. The 
International Public Sector Accounting Standards Board 
(IPSASB) has had an important role in these processes, es-
pecially in connection with the issue of the International 
Public Sector Accounting Standards (IPSASs) based on the 
accrual method.

However, there are some arguments in the literature that 
indicate the need to be careful when extending business 
accounting to public sector entities, to prevent it leading 
to ‘perverse outcomes’ (Broadbent & Guthrie, 2008; 
Christiaens & Rommel 2008; Ellwood, 2003; Ellwood & 
Newberry 2007; Federation des Experts Comptables Euro-
péens, 2003; Guthrie, 1998; Lapsley, 2009; Lapsley et al. 
2009; Newberry, 2007). Another trend even questions the 
advisability of introducing accrual accounting in the public 
sector, arguing that the benefits claimed are not being ver-
ified in practice, while the costs of shifting to accrual ac-
counting are accepted as being substantial (Wynne, 2008). 

From a practical perspective, the implementation of ac-
crual accounting systems overcomes many conflicts and 
ambiguities, as pointed out by Arnaboldi and Lapsley 
(2009). The authors highlighted the recognition and valu-
ation of assets or the non-neutrality of accrual accounting 
as examples. Lapsley et al. (2009) identified similar prob-
lems relating to heritage assets, infrastructure assets, com-
munity assets, and capital maintenance and erosion. 

Furthermore, many authors argue that the adoption of full 
accrual accounting has expanded the opportunities avail-
able to governments to utilize accounting measurement 
discretion for the purposes of managing reported finan-
cial results (Stalebrink, 2007). For example, Vinnari and 

Nasi (2008) consider that the heterogeneity of accrual 
accounting applications may lead to creative accounting 
solutions, especially in the public sector context, with the 
consequence that accounting information is not suffi-
ciently transparent, users may be misled, and accounting 
does not properly fulfill its accountability functions. 

The literature shows that relevant questions still remain 
unanswered, such as the recognition and valuation of in-
frastructure and heritage assets (Adam et al., 2011; Chris-
tiaens, 2004; Jorge, Carvalho & Fernandes, 2007), and the 
usefulness of accrual financial statements has not been 
fully demonstrated (Arnaboldi & Lapsley, 2009; Jones & 
Pendlebury, 2004; Pilcher & Dean, 2009). 

One additional problem that persists in many European 
continental countries is the duality of budgetary and fi-
nancial reporting systems, which can lead to a degree of 
ambivalence about implementing accrual accounting and 
also using accrual financial statements. 

Coordination Between Accrual and Budgetary 
Systems: International Experiences 

Australia, New Zealand and the UK use accrual accounting 
both for financial reporting and for budgets. In the Neth-
erlands, local governments are also using the modified ac-
crual basis to prepare their budgets (Van der Hock, 2005). 
The same situation can be found in most German local 
governments, where important innovations are being intro-
duced with resource-based and output-oriented budgeting 
(Lüder, 2008; Ridder, Bruns & Spier, 2005), although at the 
moment caution prevails, especially in the Federal Govern-
ment (Jones & Lüder, 2011). In Denmark, the introduction 
of accrual accounting in budgets was tried out in several 
municipalities in 2006-2007 and there is now a general 
process of change involving the adoption of the accrual 
basis in the budget. Similarly, in Finland, the municipal 
sector adopted the accrual accounting method for both 
budgeting and financial accounts at the end of the 1990s 
(Vinnari & Nasi, 2008).

On the other hand, most European countries continue pre-
paring their budgets and budgetary reports according to 
the modified cash basis, focusing on cash and short-term 
claims and debts, especially in the continental area. As 
a consequence, important conflicts and implementation 
problems remain for adopting accrual accounting within 
the existing traditional environment of a cash-based bud-
getary culture and practice.

The reasons for continuing using the cash or modified 
cash basis in budgets are that these are the methods 
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traditionally used, and, above all, appropriations, assig-
nations and authorizations are based on that criterion in 
law. The cash basis reflects the traditional public sector 
concern with control, with guaranteeing the fulfillment of 
established limits, and with showing the short-term eco-
nomic impact of fiscal policies.

As the budgetary and accounting systems are usually two 
subsystems of the general information system, it is nec-
essary to establish some mechanisms for their coordina-
tion. The situation varies greatly if the accounting and 
budgetary bases are the same or if they are different. In 
the first case, a transaction should be recorded in the two 
systems equally and a single system can produce both 
kinds of documents: Budgetary and financial. When the 
budgetary basis differs from the accounting basis, in most 
cases there is integration of the budgetary and accounting 
systems through the use of budgetary procedures. More-
over, reconciliation between the two criteria is not always 
shown in the financial report, and this is the case in Spain. 

Therefore, the duality of the system creates some problems 
for implementing the accrual basis, and reduces the useful-
ness of financial reporting. The traditional concept of gov-
ernmental accounting persists, giving more importance to 
budgetary reporting for the accountability objective. Bud-
getary reporting is essential for the political process of 
discussing and approving local government expenditures. 
This implies that the budget is, in the end, the most im-
portant document, and the information system revolves 
around it. Pina et al. (2009) argue that these European 
continental countries are implementing the accrual basis, 
adapting it to their own organizational context and admin-
istrative culture, but the new requirements of accounting, 
accountability and auditing are viewed by public sector 
managers and civil servants with some suspicion. 

This can explain why some authors consider that the new 
accounting information is little used, often due to its 
failure to replace traditional budgetary accounting as the 
entity’s main accounting system (Anessi-Pessina & Stec-
colini, 2007; Anthony, 2000; Paulson, 2006). If cash re-
mains the reference for appropriations, managers are not 
interested in accrual financial statements (Brusca & Mon-
tesinos, 2011).

In Portugal, integration between financial accounting and 
budgetary reporting has not diminished the role of budgeting 
in determining the development of accounting and reporting 
systems; financial and cost accounting systems are still basi-
cally guided by budgetary transactions (Jorge, 2007).

In Italy, although local governments should present a 
balance sheet and an operating statement, double entry 

bookkeeping is not mandatory; governments can derive 
these statements from budgetary reports through a com-
plex system of year-end adjustments (Anessi-Pessina, Nasi 
& Steccolini, 2008). Criticisms have arisen with respect to 
the coordination between both systems, arguing that this 
procedure ignores the profound differences between cash-
based budgets and accrual accounting in terms of goals 
and methods for forcing the two systems to coexist. This 
inevitably leads to upholding budgetary accounting as the 
main system and reducing accrual-based reporting to a 
meaningless formality (Anessi-Pessina & Steccolini, 2007; 
Caperchione, 2003). 

The Greek reform initiative introduced a combined ap-
proach for accrual accounting and double entry cash ac-
counting through two separate accounting systems that 
work in parallel, but each one retaining its autonomy (i.e. 
each system would have to comply with its own rules and 
principles). Thus, while the accrual accounting system 
would register transactions in a similar way to the private 
sector, the cash accounting system would track the imple-
mentation of the budget by monitoring expenditures and 
revenues through all the legitimate phases and procedures 
of municipalities (Cohen, Kaimenaki & Zorgois, 2007). 

In Belgium, municipalities simply add accrual accounting 
separately so that most budgetary accounting principles 
have been maintained and even supersede the accrual ac-
counting system. Municipal councils seem to ignore the 
reporting of the balance sheet and income statement; 
they are only interested in their budgets and budgetary 
reporting, and they consider that the link between bud-
getary accounting and accrual accounting is contradictory 
(Christiaens, 2003; Christiaens & Rommel, 2008).

Similarly, Paulson (2006, p. 58) maintains that accrual ac-
counting is not used in public organizations, in particular 
in Swedish government: “both the survey and the inter-
views indicate that the use of accrual accounting informa-
tion may be lower than it otherwise would be, due to the 
fact that the state budget in Sweden is still based upon a 
modified cash principle”. 

To summarize, the existence of a duality of criteria for ac-
counting and budgeting can be a significant problem for 
accrual implementation, because it is difficult to under-
stand the information obtained with heterogeneous prin-
ciples. In practice, it is not clear that accrual accounting 
reporting is going to be used if budgetary reporting main-
tains the modified accrual basis.

However, and in spite of the theoretical and practical ob-
jections to the usefulness of accrual reporting in public 
entities, and the reservations about the convenience of 
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preserving cash-based budgetary reports, international 
public sector accounting standards are designed on the 
basis of accruals, and a general agreement exists on the 
inevitable need to report true and fair information about 
the economic position of public entities, and not only their 
short-term financial flows, as budgetary reports present. 
All this highlights that the generally accepted view, both in 
academic and professional fields, is that accrual reporting 
is the first requirement for public sector accounting, not 
only for historical information, but also for economic and 
financial forecasts.

This paper presents empirical research on the links be-
tween the two types of reports, considering a sample of 
Spanish municipalities. As a result of this, we try to show 
how relevant the differences between both kinds of infor-
mation are in practice.

Accounting and Budgetary Criteria 
in Spanish Local Governments

Moving From Cash to Accrual Accounting

In Spain, the government accounting system is based on 
the business accounting model, but includes particulari-
ties for public sector entities. The three levels of govern-
ment (central, regional and local) use the accrual basis for 
the elaboration of financial statements. However, the pre-
dominance of the budget is maintained due to a legal and 
administrative culture unlike that of the Anglo-Saxon coun-
tries. Budgetary reporting is still based on the modified 
cash basis of accounting.

At local government level, the introduction of an accrual 
accounting system in 1992 was the first step in modern-
izing financial accounting. The Accounting Instruction for 
Local Government (ICAL) from 1992 requires the presen-
tation of a balance sheet, an operating statement, and a 
statement of sources and applications of funds, using the 
accrual basis of accounting. Moreover, a cash flow state-
ment and a budget execution statement are also pro-
duced. The ICAL contains a format for the presentation of 
these statements, as well as the accounting principles ap-
plicable and the criteria for the valuation of the elements 
of the statements. There is a simplified model for entities 
with fewer than 5,000 inhabitants, the main difference 
being the details of the financial statements, but the ac-
counting principles and valuation criteria are the same as 
in the normal model.

The introduction of the new accounting system was 
an important change which presented difficulties for a 

traditional administration that had always used an ac-
counting information system in which only the budget was 
disclosed using a modified cash basis. In the early years of 
applying accrual accounting, financial directors had some 
problems with asset valuation and especially with the in-
troduction of estimates where there was no information. 
For example, although the standard states that properties 
and equipment should be valued at historical cost minus 
accumulated depreciation, there were no norms for the 
depreciation.

In 2004 this standard was amended (the new rules be-
came effective in 2006), with the intention of adapting 
the model to a new general government accounting frame-
work and simplifying the content of financial reports in the 
case of small municipalities. The new ICAL included more 
detailed criteria in areas such as depreciation, stating that 
property and equipment should be depreciated using the 
linear method. The Council has to approve the criteria of 
the entity for the application of the accounting principles 
and evaluation norms, such as the criteria for depreciation.

The Budgetary Tradition in a 
Dual Information System

However, there have been no changes either in the bud-
getary system, which maintains the modified cash basis of 
accounting, or in the procedures for coordinating the bud-
getary and accounting subsystems. There is a double entry 
system and a transaction is introduced simultaneously in 
the budgetary system and in the accounting system, with 
the corresponding codes and rules. 

As a consequence, the system produces two kinds of infor-
mation. There are two measures of results: accrual results 
and budgetary results. Moreover, there is no reconciliation 
between these results at the end of the period, which is 
compulsory in other European continental countries such 
as Italy. Under this dual system, with the presentation of 
the budgetary information in a single statement, from a 
theoretical point of view, the accounting criteria are not 
affected by the budgetary criteria, because only in the 
budgetary statements do the latter dominate, maintaining 
non-connected criteria and reporting systems.

The budgetary result obtained is the difference between 
budgetary revenues and expenses of the period. It indi-
cates whether the budgetary expenditures are funded by 
budgetary resources. The budgetary statement reports 
current and capital operations separately, and the current 
budgetary result can also be calculated as the difference 
between current revenue and expenses using budgetary 
criteria. This will eliminate some of the differences between 
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the cash-based budgetary statement and the accrual-based 
operating statement, taking into account that capital opera-
tions are not reflected in this operating statement, as they 
are neither accrual revenues nor accrual expenses.

The accrual-based operating statement shows the eco-
nomic result or net income, which represents the change in 
net assets resulting from operations, both budgetary and 
non-budgetary. It is determined by the difference between 
the revenues and expenses of the period using the same 
methodology as in business entities.

There is some controversy about the usefulness of these 
measures, and especially about the economic result, be-
cause the objective of a local government is not to make a 
profit but to provide services. The budgetary result can be 
more suitable for local government activity because it pro-
vides a measure of the extent to which budgetary revenues 
were sufficient to meet budgetary expenditures, and be-
cause it determines the politico-economic decisions, since 
the budgetary result has always been, and still is, the prin-
cipal concern of politicians and public sector managers.

According to the opinion of financial directors, the eco-
nomic result has a limited usefulness (Brusca, 1997). The 
reasons given for this can be summarized as follows: it is 
not adapted to the activity of local governments; it does 
not have great significance in politico-economic decisions; 
some gaps exist in the application of accounting prin-
ciples, such as the matching principle applied to capital 
grants and special taxes; it does not allow the entity’s per-
formance to be assessed, nor is it comparable from one 
entity to another; and it is affected by the valuation prob-
lems of assets in the areas of depreciation and allowances.

Differences Between Economic and 
Budgetary Results: The Accrual Principle

The differences between the economic and budgetary re-
sults are due to the criteria applicable in each area, espe-
cially to three accounting principles that are not applicable 
in the budget: accrual principle, matching concept, and 
conservatism or conservative principle.

If we take the current budgetary result, the differences be-
tween it and the economic result can be found in the fol-
lowing items:

1)	D epreciations and provisions are registered as ex-
penses in the economic result because of the matching 
concept which is not applicable in the budgetary area.

2)	 Work carried out on assets is capitalized in the balance 
sheet but shown as an expense in the budgetary area.

3)	E xtraordinary gains and losses are included in the in-
come statement but not in the current budgetary re-
sult. Acquisitions and disposals of assets, for example, 
will be registered in the capital section of the budget.

4)	 Capital grants to be paid by the entity are registered 
in the capital section of the budget but recognized as 
expenses in the operating statement.

5)	A pplying the accrual basis has an impact on current ex-
penses and revenues. Revenues are recognized in bud-
gets when collected or receivables are due, whereas 
expenses are registered when paid or due for payment. 

Thus, the differences can be classified into four groups:

1)	 extraordinary items due to profit and losses of assets, 

2)	 capital transfers,

3)	 application of the matching and conservative princi-
ples, which covers depreciation and provisions, and

4)	 timing of recognition of current revenues and ex-
penses. We will differentiate between financial and 
non-financial expenses to show the effect of accrual 
in financial expenses. 

An Empirical Analysis of Differences 
Between the Two Criteria in Practice

Objectives and Hypotheses

In order to test the implementation of accrual accounting 
in Spanish local governments (mandatory from 1992) and 
the differences between this information and budgetary 
reporting, we have designed an empirical study with the 
following objectives:

1)	 to compare the accrual basis results with the current 
budgetary result in order to show how they behave, as 
well as the association between the two variables;

2)	 to analyze what types of differences are more impor-
tant and the particular items that have more weight;

3)	 to analyze whether there are variations in the differences 
and association between the two variables over time;

4)	 to test whether there are differences between entities 
according to their size; and

5)	 to show whether there are differences between geo-
graphical areas that reflect cultural differences and 
traditions.

To accomplish these objectives, we have defined six 
hypotheses.
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H1.	Because of conceptual differences between the accrual 
and budgetary results, they behave differently. A low 
correlation can therefore be expected between them.

H2.	The matching concept can have a relevant effect on 
the differences, taking into account that depreciation 
is one of the most important effects of the accrual cri-
terion. At the same time, we are conscious that depre-
ciation and provision expenses are not quantitatively 
important in local government. 

H3.	The effect of timing differences in recognition of ex-
penses and revenues can also be important. This effect 
can be greater in expenses than in revenues. Because 
of the difficulties of registering revenues under the 
accrual criterion, governments could try to register 
revenues with the same criteria in the economic and 
budgetary subsystems.

H4. As governments gain more experience with accrual ac-
counting, the differences between current budgetary 
results and economic results increase.

H5.	The situation differs according to the size of the local 
government. Larger cities are supposed to have more 
sophisticated systems for accrual accounting and, as 
a consequence, the differences between accrual and 
budgetary results are greater than in small cities. 

H6.	There are differences between local entities depending 
on regions, reflecting the diversity of traditions and 
cultures.

There are not many empirical papers about the differences 
between accrual and cash and commitment information 
in practice, and only the paper of Anessi-Pessina and Stec-
colini (2007) has similar objectives to our paper. They also 
studied the differences between budgetary and accrual-
based results for Italian local governments, although they 
selected only 30 entities. Our study tries to take a step 
forward by using a broader sample of Spanish local au-
thorities over an eight-year period, which still allows us 
to compare the results between the Spanish and Italian 
experiences. Our paper is also related to accounting man-
agement literature (or earnings management in the case 
of the private sector), where not many studies have been 
carried out in the local government area. We can high-
light Pilcher and Van der Zahn’s (2010) study, for example, 
which analyzes the use of discretionary accrual (i.e., depre-
ciation) to adjust the financial performance. Findings in-
dicate a significant positive association between absolute 
unexpected depreciation and absolute local government 
income before capital contributions, and a significant pos-
itive association between absolute unexpected deprecia-
tion and capital contributions.

Sample and Data

The sample is made up of 1,488 local governments in 
two Spanish Autonomous Regions (Cataluña, 946, and 
Valencia, 542) for the period 1998-2005. The reason for 
choosing these entities was the availability of information. 
The data have been extracted from the financial state-
ments published on the Internet by the Audit Offices of 
Cataluña and Valencia (www.sindicatura.org and www.sin-
dicom.gva.es). We have focused on entities with more than 
5,000 inhabitants, because entities with fewer inhabitants 
use a simplified accounting system and will have greater 
difficulty in applying the accrual criterion. Nevertheless, 
we sometimes refer to the group of smaller local govern-
ments in order to make comparisons.

The variables for the analysis are the current budgetary 
result (BR) and the economic result (ER), the difference 
between them, and the variables that cause those differ-
ences. Because of the great heterogeneity in the data we 
have considered it necessary to standardize them, dividing 
them by current revenues.

Methodology

To study the degree of association between the BR and 
ER, we have used the Pearson coefficient of correlation. In 
order to identify which variable has the greatest weight in 
the difference between BR and ER, we study the coefficient 
of correlation between each of the variables and the dif-
ference, as well as the dispersion plot. These analyses are 
complemented by a multiple regression analysis by steps. 
The dependent variable is the difference between BR and 
ER and the independent variables are the four groups of 
differences mentioned previously. In each step the variable 
with the greatest explanatory power is introduced and 
the increase in R2 shows the rise in the percentage of vari-
ability explained by the variable. 

To check whether the difference between the two variables 
behaves differently over time, we use a simple regression. 
The dependent variable is the difference between BR and 
ER and the independent variable is the year. Furthermore, 
we analyze whether the linear association between BR and 
ER is statistically different over time, using a general re-
gression model with dummy variables, taking 1998 as the 
base year. 

To test whether there are differences according to popula-
tion size, we classify local government into three groups 
and use the ANOVA test for independent samples if the 
hypotheses (normality and equality of variances) are satis-
fied, and the Kruskal Wallis test if not. 
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To analyze the behavior of the difference between BR and 
BE according to the geographical area, we use a test of 
differences of means (the T-Student test or the non-para-
metric test of Mann Whitney). 

Analysis of Results

Association Between Current Budgetary 
Result and Economic Result

The results of the correlation test show that there is a high 
correlation between the two variables, and it is even higher 
if we consider only entities with more than 5,000 inhab-
itants. Moreover, we can see that the mean of difference 
is only 0.0408, that is 4.08 percent of current revenues, 
with a standard deviation of 0.1164. The dispersion plot 
also shows the high degree of association between the two 
types of results (Figure 1).

As a consequence, it appears that the theoretical differ-
ences between BR and ER are not reflected in practice, 
and a high association between the two variables shows 
that in the end the differences in the criteria for obtaining 

them has not been very relevant. This leads us to reject 
the first of our hypotheses, in which we propose that they 
behave differently. Similar conclusions were obtained by 
Anessi-Pessina and Steccolini (2007), with a correlation co-
efficient of 0.61 in 1998 and a smaller one in 2003. 

Analysis of Differences Between Budgetary 
Result and Economic Result

If we group the differences into four types, the coefficients 
of the Pearson correlation of each of the groups with the 
difference variable show that the group of variables that 
most affects the behavior of the difference is the extraor-
dinary items, with a coefficient of 0.756 (strong relation), 
followed by the matching concept effect with a coefficient 
of 0.315 (slight relation) and the timing of recognition with 
a coefficient of 0.207 (very weak relation). 

In fact, if we add the extraordinary items to the current 
budget result, the correlation coefficient with the eco-
nomic result rises to 0.764 for the group of all munici-
palities and to 0.871 for municipalities with more than 
5,000 inhabitants. 

Figure 1. Correlation Between BR and ER

All Entities Entities > 5,000 inh.

Budgetary versus
Economic Result

C. Correl. 0.651 0.663

P_value 0.000 0.000

n 9,565 2,245

Source: own elaboration.
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If we break down the analysis for each variable that causes 
differences, the variable that most affects the difference 
is the extraordinary items with a coefficient of 0.792, fol-
lowed by depreciations and provisions with a coefficient 
of 0.351. This allows us to accept the second hypothesis 
about the effect of depreciation; although it is not quanti-
tatively important, it causes relevant differences between 
BR and ER.

We can observe the low weight of the timing of recogni-
tion and, in particular, timing of recognition of financial ex-
penses, revenues and capital transfers. As a consequence, 
we can conclude that there are no important differences 
between the expenses registered in the economic and 
budgetary statements. Governments use similar criteria for 
both statements, due in part to the difficulties of accrual 
implementation. This leads us to reject our third hypothesis 
about the effect of accrual in expenses.

Similar conclusions are obtained from the multiple re-
gressions by steps, where we observe that the most in-
fluential variable is extraordinary items, which represents 
62.7% of the variability. The second most important item 
is depreciations and provisions, which constitutes an ad-
ditional 21.5%. Further steps add very little to the ex-
planatory difference.

This analysis shows that the most relevant difference be-
tween BR and ER is extraordinary items, which is a logical 
difference given that the heading appears in the accrual 
statement only. Depreciation also causes differences be-
tween the two variables, although its statistical weight 
is slight. These results are very similar to those of Anessi-
Pessina and Steccolini (2007), where the largest items ex-
plaining the differences between current surplus and net 
income were extraordinary gains, followed by depreciation. 

It is interesting to analyze the behavior of these variables 
by entity size, especially with respect to the null values 
of the variables. The accounts of 41.01% of entities with 
a population between 5,000 and 20,000 do not register 
depreciations or provisions, nor are depreciations regis-
tered by 47.69% of local governments with a population 
between 20,001 and 50,000. This falls to 16.34% for en-
tities with more than 50,000 inhabitants. These results 
contrast with those of Stalebrink (2007), who concludes 
that Swedish municipalities use discretion associated 
with the accounting for write-off and depreciation ex-
penses to manage reported financial performance. More 
specifically, the findings indicate that governments tend 
to increase these discretionary accruals if they can be ab-
sorbed by a surplus. 

Table 1. Analysis of the Variables by Size

5,000-
20,000 inh.

20,001-50,000 
inh.

>50,000 inh.

n % n % n %

Depreciation 
and provisions

0 620 41.0 227 47.69 42 16.34

≠ 0 892 58.99 249 52.31 215 83.66

Accrual in cur-
rent expenses 
effect

0 582 38.5 190 39.9 108 42

≠ 0 930 61.5 286 60.1 149 58

Accrual in 
capital transfers 
effect

0 1,046 69.2 312 65.5 133 51.8

≠ 0 466 30.8 164 34.5 124 48.2

Accrual in cur-
rent revenues 
effect

0 54 3.6 0 0 0 0

≠ 0 1,458 58.99 476 100 257 100

Accrual in 
financial ex-
penses effect

0 1,126 74.5 345 72.5 162 63

≠ 0 386 25.5 131 27.5 95 37

Source: own elaboration.

A similar situation is seen in the timing of recognition of 
current expenses, where results show no differences be-
tween budgetary and accrual expenses in 40% of cases. 
There is no difference in this respect between small and 
larger local governments. The percentage of correlation is 
even higher in the case of financial expenses, especially 
in entities with fewer than 50,000 inhabitants, where ac-
crual and budget coincide in 74% of cases. The effect of 
accrual in capital transfers is null in a very high percentage 
of cases, too. Finally, the situation is a little different in the 
case of revenues where budget and accrual do not usually 
coincide. In most cases the difference is very small (mean 
of 0.0298, st. deviation of 0.0932). When the sign of this 
variable is positive it indicates that revenues are higher in 
budget accounts than in accrual accounts.

To a certain extent, this was stated by Anthony (2000, pp. 
7-8) who proposed that at an aggregate level there is only 
a slight difference between obligations and expenses—the 
important ones occur in responsibility centers; budgeteers 
are accustomed to the obligation system. Some argue that 
expense accounting is easier to manipulate, but playing 
games with the budget will always be possible; not many 
people understand or care about the difference between 
expenses and obligations. From our results we can conclude 
that in fact the differences between obligations and ex-
penses are slight and this could be because public accoun-
tants are not interested at all in expenses, so they register 
the same in the budget and in the operating statement. As 
funds continue to be appropriated on an obligation basis, 
managers will continue to base their decisions on informa-
tion produced according to the obligation system. “Neither 
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accountants nor managers will pay attention to the infor-
mation in the expense-based accounts and, consequently, 
this system will simply atrophy” (Anthony, 2000, p. 8).

Analysis of the Evolution of Differences Between 
Budgetary Results and Economic Results Over Time

The results of the regression, to test whether the particular 
year influences the difference between the two variables, 
shows that the difference between BR and ER is significant 
and negative over time, 0.003 per year. Looking at Figure 
2, however, we can conclude that this relation between BR 
and ER is very slight, as only 0.2% of the variability of the 
difference is explained by the year in question. Further-
more, in the plot we can see a great variability in the vari-
able every year and there is no clear tendency. 

Figure 2. Regression of the Difference with the Year

R2 = 0,002 IC Coefficients

Coefficients Signification Lower 95% Higher 95%

Constant 5.101 0.018 0.879 9.323

Year -0.003 0.019 -0.005 -0.0004

Source: Own elaboration.
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In a similar way, the regression analysis with dummy vari-
ables shows that the correlation between BR and ER is 
significantly different in 2001 and 2004 compared with 
other years. In these two years the regression coefficients 
and the correlation coefficients indicate that the correla-
tion is higher. 

This leads us to reject the hypothesis that the length of 
experience of the entities in the use of accrual accounting 
increases differences over time. The variability changes 
greatly in different years and is even negative overall. 

These results are a little different to those of Anessi-Pes-
sina and Steccolini (2007), who confirmed that the correla-
tion between accrual and budgetary results decreased as 
experience with the use of accrual accounting increased.

Characteristics of Local Government as Explanatory 
Variables: Size and Geographical Area

The correlation coefficients between BR and ER by size are 
shown in Table 2.

Table 2. Analysis of Correlation by Size

Size
(inhabitants)

n Mean 
of D

Std. 
Deviation

Corr. Coef. 
BR and ER

P_value

5,000-20,000 1,512 0.0377 0.1207 0.682 0.000

20,001-50,000 476 0.0455 0.0979 0.652 0.000

>50,000 257 0.0507 0.1213 0.447 0.000

Source: own elaboration.

The p-value of the Kruskal Wallis test shows significant vari-
ations in the difference between BR and ER according to 
population size. We can see that in populations of between 
5,000 and 20,000 inhabitants, the difference between the 
two variables is significantly lower than in populations of 
more than 50,000 inhabitants.

In the regressions with dummy variables, we observe that 
for populations of more than 50,000 inhabitants, the re-
gression coefficient is lower. Therefore, the correlation be-
tween the two variables is also lower.

This leads us to accept the hypothesis that larger entities 
show bigger differences between BR and ER, because they 
apply the accrual system more effectively. For example, 
they register depreciation and provisions expenses to a 
greater extent, and the same is true of the effect of timing 
of recognition, with greater differences between expenses 
and revenues in the budget and in the operating state-
ment. These results do not coincide with those of Anessi-
Pessina and Steccolini (2007), where no differences in size 
were shown. This may be because they only included 30 
municipalities in their study, classified into two groups 
(40,000-100,000; >=100,000).

To check whether there are differences by geographical 
area, we have compared the entities of the two autono-
mous regions in the study. The result of the Mann-Whitney 
test (p-value 0.000) indicates that there are significant 
variations in the differences between BR and ER de-
pending on the region. In Cataluña, the average difference 
between the two variables is greater than in Valencia. The 
regression analysis with dummy variables shows that the 
regression coefficient is larger for Valencia. Therefore, the 
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difference between variables is greater in Cataluña, indi-
cating that to a certain extent its local governments apply 
the accrual system more strictly. This reflects traditional 
and cultural differences. 

A similar result was found by Anessi-Pessina and Steccolini 
(2007), who identified differences in geographical areas, 
with some areas more likely to introduce depreciation. In 
fact, in a later paper (Anessi-Pessina et al., 2008) they 
show that the adoption of an integrated system of accruals 
and budgetary accounting is influenced by such “cultural” 
variables as the perceptions of Chief Financial Officers and 
geographical location.

Conclusions and Implications 

The accrual system has been widely accepted from a theo-
retical point of view. In spite of the current debate about 
its problems and practical difficulties, most accounting 
frameworks for public entities recommend its application 
in public administration systems. It is, in fact, one of the 
main subjects of discussion within the NPM paradigm. Es-
pecially interesting is the debate about the conflicts, prob-
lems and ambiguities that accrual system implementation 
can cause (Arnaboldi & Lapsley, 2009; Lapsley, 2009; 
Lapsley et al., 2009). 

One of these ambiguities is the duality of the system, be-
cause in most European countries accrual systems coexist 
with the modified cash basis in budgets, and a great deal 
of criticism arises due to the problems of coordinating the 
two systems. A very useful tool for assessing this duality 
can be the institutional theory, as coupling and decou-
pling processes appear with the co-existence of accrual 
and cash-based reports; this fact could be interpreted as 
an inconsistency or contradiction in the regulatory and re-
porting behavior of public entities (Archel et al., 2011).

The results of this study show that the differences between 
financial and budgetary reporting, with respect to the re-
sult of the accounting period, are more theoretical than 
practical. In fact, there is a high correlation between BR 
and ER. This is because the influence of the differences 
caused by the matching concept and the timing of recog-
nition is very small. The main difference between BR and 
ER is extraordinary results. Moreover, many entities do not 
register depreciation and provisions while many others reg-
ister the same revenue and expenses in the budget as in 
the operating statement. This is evidence that the imple-
mentation of the accrual system in local entities has been 
more nominal than real. Accrual statements are prepared 
but that accrual is not always used, due to the discre-
tionary nature of the standards, as well as many problems 

of implementation. The problems that remain unresolved 
are generally recognized, such as the treatment of depre-
ciation of assets. For example, it is difficult to recognize 
depreciation for entities that may not have an inventory 
of assets or may have many assets not recognized in the 
balance sheet.

Although entities may wish to comply with the standards, 
managers are not necessarily interested in the information 
obtained through the accrual method and such informa-
tion is little used in practice. Priority is given to budgetary 
reporting in political discussion processes and entities con-
sider this information much more important than accrual 
financial statements. For this reason they are not worried 
about solving the problems of implementation. 

Our results are very similar to those of Anessi-Pessina and 
Steccolini (2007) for Italy, although the framework is very 
different because in Spain accrual accounting is manda-
tory for all local governments, while in Italy only accrual 
statements are mandatory and some entities derive their 
statements from budgetary reporting.

Furthermore, the passing of time does not seem to affect 
the situation. The length of experience of entities in ap-
plying the accrual system has not improved its level of use.

There are, however, differences between entities according 
to their size and cultural and geographical characteristics. 
Bigger entities show greater differences between BR and 
ER due to a stricter application of the accrual criterion.

Cultural differences show that in some regions there may 
be greater propensity to apply the accrual criterion, even 
though the legislation is applicable nationally. 

The results of the study provide evidence that, in prac-
tice, the coexistence of the two criteria leads to the pre-
dominance of the budgetary criterion, both in budgetary 
and in financial accounting. Therefore, despite accounting 
standards regulations providing for the application of the 
accrual principle, Spanish local entities prepare accrual 
financial statements that do not in fact apply accrual in 
many items, such as depreciation. This is probably due 
to the ambiguities and problems that a dual system can 
cause, which reduce the interest of politicians and man-
agers in accrual financial statements. The implementation 
of accrual financial statements in Spanish local govern-
ments is more a question of rhetoric than of reality, as pre-
viously pointed out by other authors (Guthrie, 1998).

In any case, the advantage of the accrual system with re-
spect to asset and liability information is maintained be-
cause they are shown in the balance sheet, which would 
not be prepared under traditional budgetary reporting. If 
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we really want to change the focus of managers and policy 
makers towards accrual-based information, the accrual cri-
terion must be adopted for drawing up budgets. If accrual 
is used for budgets and for financial statements, there will 
be a single criterion and the problems of coordination will 
disappear. However, control may be more difficult to exer-
cise in an accrual budget. 
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