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Sustainability of Public Resources - InternationaDebate
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Abstract: Given that public resources are becoming incregiilimited, to discuss the international
change of their approach is more and more necessamyg-term fiscal sustainability is the
government's ability to meet financial targets anchmitments both now and in the future. Through
an empirical approach ED "Reporting on the longntsustainability of public finances," affected by
the IPSASB and responses made by respondentsaghi®ach measurable impact on international
public accounting system with direct implicationa the public Romanian system. The results
demonstrate the need to review elements of finaetagements of public institutions, concludingttha
the current form does not provide the necessamyrnmdtion tailored to the principles of efficient,
effective and rational use of public resources.
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1 Introduction

During deliberations on the timing and size requigats on welfare benefits, the
International Public Sector Accounting StandardsoIPSASB) concluded that
the traditional general purpose financial statememé not able to satisfy all user
needs in assessing the future viability of prograhw provide social benefits
(IFAC, 2011). Doing some research IPSASB conclutted the information in
general purpose financial statements (GPFS) shdaddsupplemented with
information on long-term fiscal sustainability dfese programs, including their
financing. Information on long-term fiscal sustdiilly enables national
governments to improve both the information based historical financial
statements of general traditional (GPFS) and firgnaformation provided in
reports of general (GPFR).
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Although this Consultation Paper focuses mainly mporting by national
governments, the IPSASB believes that simpler forofislong-term fiscal
sustainability reporting are also appropriate fer tonsolidated reports presented
at sub-national levels (IFAC, 2011).

IPSASB considers it important that the informati@ported on the long-term
financial sustainability to meet the qualitativeacdcteristics of financial reporting:
relevance, fair presentation of the informatiomneiiness, understandability,
comparability and verifiability. Also revealed ailenportant training bases,
principles and methodologies underlying key forédaputs and outputs. These
disclosures would be preferable to include issueh ss:

= The main demographic and economic assumptions;
= Sensitivity to changes in these key assumptions;

= The extent to which different modeling approactdecast or programs
focused on a specific age group.

Regarded as a whole report on long-term financistagnability involves an
assessment of the extent to which government pslici accordance with existing
legal frameworks can be achieved in the futurejragsg certain fiscal constraints,
primarily the levels of taxation.

However there is still no definition of long-ternisdal sustainability, widely
accepted in worldwide. Economic theory finds thélfmufinance sustainability in
the level of budget deficit that does not changgn{Bcantly) the ratio between
public debt and budget incomes (Easterly et aB5)9The economic agents have
at least a rough idea of the income they will reeeluring their remaining lifetime
and adjust their economic behavior accordingly (k&nB., 2002)

Long-term fiscal sustainability can be assessedibwing the trend of expected
future operations and capital expenditures, taxlicapons and the risk that the
assumptions used to determine the trend will flaiesignificantly.

This information usually includes: the future co$tgoods and services, payroll
costs of entitlements programs, the cost of legalise obligations, fiscal and
other resource inflows to finance these commitmamid obligations. Long-term
fiscal sustainability is usually related to issgash as predetermination of net debt
to GDP ratio or the ratio of net or gross debt &P per capita and maintains a
specific level of taxation to GDP. Something cobkldone also with promotion of
high economic growth and low costs of public debg later could be achieved
with a more active debt management (Dolenc P., 2006

Starting from identifying the need to ensure sustaility of public resources, in
this study we detect the role IPSASB and its speddatures (section 2). The
content analysis of ED "Reporting on the long tepublic finances of

18¢



ECONOMICA

sustainability" (section 3) is base for empiricagearch (section 4), support on the
validation of three hypotheses. Interpretation efponses offered by those
involved in the debate ED (section 5) allows thenfoalation of relevant
conclusions regarding the future approach to pgdator financial resources.

2 IPSASB Scope

International Federation of Accountants (IFAC) coisgs over 160 member
bodies, 120 countries. Standards Board Interndti®udlic Sector Accounting
(IPSASB) was created in November 2004 and has adatarto issue IPSASs
(representing a "resource" with full rights).

Accounting IPSASB develops standards and guidelinesise by public sector
entities. Structures and processes which supp&ASB work is provided by the
IFAC. It functions as an independent normalizedybod

IPSASB focuses on accounting and financial repgntieeds, regional and local. It
addresses these needs by issuing guidelines andopoo of reference and
facilitates exchange of information among accoustamd those working in the
public sector or relies on his work.

Strategy IPSASB’s is to convert IPSAS with Intefoaél Financial Reporting

Standards (IFRS) issued by the IASB. To faciliidiis strategy, the IPSASB has
developed guidelines or "rules of the road" for thange of IFRS for application
by public sector entities.

The objective of the IPSASB is to serve the publiterest by establishing
standards of financial reporting for public sectand by facilitating the
convergence of high quality international and nadlo standards, thereby
increasing the quality and consistency of financéglorting worldwide. Achieving
this goal will improve the quality and transparenafy public sector financial
reports and provide more useful information forafinial management and
decision making in this sector.

IPSASB develops standards of international puldictar accounting standards by
which to communicate the public information se@nod financial problems:

= have not been adequately treated in internatioman€ial reporting
standards issued by the International Accountirg&rds Board (IASB).

= for which there are not IFRSs.

It is important to note that the IPSASB will judtengs in a professional manner
to achieve some real conclusions. After reachirgprclusion, the IPSASB will
apply the standard configuration process to crédaefinal standards. The IASB
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document review process is ongoing and will be wateld regularly to see if
changes are needed to enhance the process. IP2AEBes its objectives by:

¢ issue IPSASSs;
« promote their acceptance and convergence withnatienal standards;

e publication of other documents that provide guidanen financial
reporting issues and practices in the public sector

3 The ED ,Reporting on the long-term sustainability of public
finances” analyze

The objective of the IPSASB is to serve the publiterest by establishing
standards of financial reporting for public sectand by facilitating the
convergence of high quality international and nadlo standards, thereby
increasing the quality and consistency of financéglorting worldwide. Achieving
this goal will improve the quality and transparenafy public sector financial
reports and provide more useful information forafinial management and
decision making in this sector.

Standards developed by the IPSASB are not bindlimy, may represent a starting
point or inspiration for every state, will then stdntiate their own reporting
standards for public sector accounting. There arerthan 80 countries worldwide
that have adopted IPSAS references or an approximaf their shape. IPSASB
adopts a process that builds IPSASs offering isteteparties the opportunity to
express their opinions on these standards or gttedriem on this topic. IPSASB
Members meet three times a year to approve andapegtandards meetings are
open to the public. The process is to publish apoSure Draft contains proposals
IPSASB on IFAC’s website. The period for submittiresponses can be at least
four months. After this period all responses arkemainto account, and if
appropriate, consultation document is restoredrarstued. The document is then
submitted to the council members vote and is aparal at least two thirds of
them voted yes.

The exposure draft issued in November 2009's fisastiainability is defined as the
ability of governments to continue, both presert arure existing policy, without

regard to changes in taxation and public servicgsowt causing debt to grow
continuously as a share of GDP.

This consultation document puts forward a conceptiBSASB Preliminary

GPFR's order that must include financial forecgstind other information on the
performance of business activities and reportingr&iobjectives and the resources
necessary to support this activity. The consultatmaper also notes that the
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purpose of financial reporting and information thady be provided by GPFR is
developing and evolving in response to a numbéaaibrs, such as:

= Operating environment faced by firms that prepaRFR site is
constantly changing;

= User needs reliable and relevant information on namad
innovative transactions affecting issues such asesaing the
financial position and business performance, andresses their
responsibilities.

The issues raised in this consultation documensaven in number, and address
the following issues:

1. Presentation of information on long-term fis@lstainability (sustainable
development of the tax system) is required to aghithe goals of the financial
report (accounting and decision making) as propaeethe consultation paper
IPSASB financial report for the conceptual framekvof general objectives public
sector entities ", issued in September 2008.

2. Directive IPSASB should advise that the inforimaicontained long-term fiscal
sustainability in GPFR to be provided either byadditional statement to detail the
projects, either through narrative reports sumnragiprojects.

3. IPSASB Directive should be based on the conoémntity should ensure the
report and recommended practice for reporting arakred set of all levels of
government.

4. Directive IPSASB should guide that indicatordafg-term fiscal sustainability
should be chosen for: (a) their relevance to thiyer(B) the extent to which

present or qualitative indicators of the financigport. (C) their ability to describe
the problem arising from entities tax. In the sawasy would be to suggest that
comparative information be provided, and the reagonthe discontinuation of the
indicators report, if there is to be disclosed.

5. Directive IPSASB for reporting long-term fiscalistainability GPFR suggests
that the entity should disclose:

= Each departure from the principle that projects lbased on current
policies sustainability;

= The grounds on which projects for income taxes atiter source
material were made;

= Any key assumptions supporting the draft long-tészal sustainability;

= Details of key aspects of the laws and regulati@ms] macroeconomic
policy and fiscal framework are based.
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6. Directive IPSASB for reporting long-term fiscalistainability GPFR suggests
that the entity should disclose:

= The time range for fiscal sustainability projectBRR presented and the
reasons for changing time limits and published lam alter those time
limits;

= Rate reduction, together with reasons why they whosen;

= Accurate analysis results.

7. IPSASB Guide for reports GPFR sustainable fistatelopment sites should
therefore recommend that:

= The development projects are being prepared ortegdeithin the period
of five years from the date of the report.

= Date of preparation or updating to be relevant.

4 Research Design

The main objective of the study is the possibilitl increasing the portfolio
assessment of IPSAS by creating a new one, on Repawn the Long-Term
Sustainability of Public Finances. So, we formutake following hypotheses:

H1. To create an IPSAS regarding Reporting on thegtTerm Sustainability of
Public Finances is considered useful by most psitdesal bodies of respondent
countries, members of IFAC.

H2. Defining specific notions of long term sustdiilidy (e.g. long-term fiscal
sustainability indicators, time horizons for fiscalistainability projections, the
form of financial reporting) is clear and concise.

H3. Information about the fiscal challenge is regdiin order to meet the
accountability objective for financial reporting.

To validate or invalidate the formulated hypotheses will analyze and interpret
the answers given by respondents with referendket@even topics of discussion
raised by the IPSASB on the final form of IPSAS R¥porting on the Long-Term
Sustainability of Public Finances.

In this approach we started from a theoretical @@ of the problem of the public
accounting regulations with focus on Reportinglom ltong-Term Sustainability of
Public Finances. Subsequently, through an empiries¢arch we will determine
the degree of acceptance of the standard on tavets! on each topic questioned
(N=7), on each respondent country (N=32), and asleviBy quantifying 1 (YES)
or 0 (NO) we will appreciate the acceptance orgaffof each point (N = 7) under
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discussion. Subsequently, we will motivate positige negative responses
depending on specific public accounting systenesponding countries.

The scientific research contributes to the efftotdeepen the knowledge required
by retrospective nature imposed by the realizednative research, and by the
prospective nature, given by the realized empirieslearch. Among the human
socio science methods used in this approach, we spatify: analysis of
documents, comparative method and observation metho

5 Results

New regulations on long-term sustainability of pablkesources are presented in
the consultation document "Reporting on long-terostanability of Public
Finances" which is published on the official sifettee IFAC issued in November
2009. Under the process adopted by the IPSASBlgatehich they could submit
comments on this topic was in April 2010, followimpmmittee members to
consider and make decisions based on them.

This consultation document has received 32 commethisse interested in

addressing for professional bodies are represettimgommittees responsible for
setting accounting standards in different countrigser entities or individuals. In

terms of affiliation of respondents, the situatisms figure 1.

Respondent countries
South Africa, 1

Germany, 1
Japan, 1 '
France, 5 ‘
‘Sunsse 1
Pakistan, 1 y 1
New Zeeland, 1
Australia, 5

Figure 1. Answers ordered by respondent countries
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Most respondents viewed the IPSASB proposals verpssly and argued givir
complex answers. Structure responses were gendhalysame, starting with
letter of thanks for the opportunity given and andusion regarding th
consultation document on long term fiscal sustdlitpbaimed at IPSASE
Technical Director and eventually annexed the tEtatommentary on eat
proposal separately. This approach to problems Hedged us centralize tt
assessment drclassification of responses on each questiorepted in table:

Tabel 1. Arrangement answer

Questior 1 2 3 4 5 6 7

Answer
Yes 20 19 21 22 24 29 24
No 12 13 11 10 8 3 8

Overall notice a favorable assessment of the isdisesssed by the E (Figure 3),
following the separate analysis of the seven paiaiteed during the discussion
reveal the detailed analysis of responses (Figu

Analysis of responses

Figure 2. Reply share
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Figure 3. Replies / point under discussic

As can be seen in Figure 3, 78% he respondents agree in principle with
proposals in the consultation document, althougly d® of them were fully
agreed. Those who rejected the proposals have &icedhshare of 22% even
only three of the respondents rejected them entifFglomFigure 4 it follows tha
the first four questions were debated, the viewsespondents are equally dividt
while the vast majority of their last three ag

IPSASB first proposal on reporting Ic-term sustainability of public resources
the inclusim of such information in the financial statemerfta general nature. A
mentioned above and some opinions were dividedrdeys this proposal as
major force in the sense that it will expand thepsc of the information whic
users have access, whihe combatants are of the opinion that such infaon:
have no place in a financial report as it relateseno the field of statistics than t
accountant. For example ACCA (Association of ChradeCertified Accountant:
UK believes that the informatii on longterm sustainability of public resources
the national government would increase transparey to support decisic
making. But have little doubt that lo-term financial reporting could he
countries be better prepared in the future, big information might be of intere:
to international bodies such as European Union,|l#VBank or FMI. Genere
Directorate of Public Finance in France does naoe@gvith the introduction ¢
information on longeerm fiscal sustainability in the report bece its generally ar
not part of the area of accounting and IPSASB shalgal with more regulatic
than the public sector accounting framework. Asuargnts they make tt
difference between the objectives of the two typésinformation and the
accountingstatements are based on events and facts, havioigjective, while the
projected data have a strong personality and aedegf uncertainty. Gener
Directorate of Public Finance in France does naoe@gvith the introduction ¢
information on long-ternfiscal sustainability in the report because itsayalty are
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not part of the area of accounting and IPSASB shalglal with more regulation
than the public sector accounting framework. Asuargnts they make the
difference between the objectives of the two tymdsinformation and that
accounting statements are based on events andHhagtag an objective, while the
projected data have a strong personality and aedegf uncertainty. General
Directorate of Public Finance in France does noeagvith the introduction of
information on long-term fiscal sustainability imetreport because its generally are
not part of the area of accounting and IPSASB shalglal with more regulation
than the public sector accounting framework. Asuargnts they make the
difference between the objectives of the two typésinformation and that
accounting statements are based on events andhagtag an objective, while the
projected data have a strong personality and aedegjruncertainty.

The second proposal relates how to make the suimmie§data on the viability of

public resources. The proposal that IPSASB Guidm&ed on the reporting entity
concept and provide recommended practices for dpwel the consolidated

reports prepared by all levels of government, sofmhe recommendations relate
to the fact that information about LTFS (Long Tdfmcal Sustainability) shown in

a GPFR should not include information on entitiesswle the boundary of the
reporting entity. It should apply initially to theational government in time to be
introduced at other levels because it would prousigful information.

Regarding the recommendation that long-term fissastainability indicators
should be selected based on their relevance tcertiey, the degree to which
indicators meet the qualitative characteristicrancial reporting and their ability
to describe the scale of fiscal difficulties facitig entity, CIPFA (The Chartered
Institute of Public Finance & Accountancy) UK catesis that IPSASB should
encourage a more standardized reporting formaaddithte comparability. They
also agree that the indicators should be seleceddion the extent to which they
meet the quality attributes. They suggest thathibé level of uncertainty due to
economic and demographic data and level of costessary, would be helpful if
the recommendations IPSASB should be clear regauttia fact that information
on long-term sustainability is not within the fddasis under which financial
statements are prepared and audited. As contranarguSocial Security Council
of France argues that by limiting the sustainapilitdicators, it will reduce the
initiative of states to meet their information need@hus it is advisable to leave at
the discretion of each State, with condition thadi¢ators has to meet the
requirements of relevancy and to be known by decignaking body.

The fifth proposal is supported by the vast majooit respondents, however, were
brought here a number of amendments includingrsa déistimate would be based
on existing policies, and the results of futureigges would be outlined in a
another version, and also the choice of indicasbuld be objective and based on
key assumptions and scenarios to avoid politidarfarence or managerial.
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Regarding discounter rate that should be used riecésting have been several
complaints because the guide IPSASB has not shovaetail how their selection
of respondents finding this very important subject.

Period of five years for predicting and updatingdegerm fiscal sustainability has
been approved by the majority of respondents, ctenb& have argued that this
period would be too long, and therefore would bpeexed inconclusive data,
suggesting a period of three years.

6 Conclusions

IPSASB is an international body whose role is teuga uniformity of international
standards to ensure transparency and comparatiilfigancial information not in
the public sector. Even though the accounting wguis currently under effect
don'‘t provide a detailed presentation of the gatlie characteristics of financial
statements, we must not forget that these araciy the essential features based on
which we establish the utility of the accountingoimation (Cozma Ighian,
2009:858). IPSASB Consultative Document issueddnnection with long-term
sustainability of public resources has sparkedti@as to issues raised, particularly
from countries using accounting standards basedostlrentirely on IPSAS
(Canada, United States, France, New Zealand, €i¢d. believe that other
countries have not as yet be expressed views arheinprocess of adopting
standards or adapt them to their own needs. Thigsssianade by us showed that
most respondents agree with entering data abogttkmm financial sustainability
in general purpose financial reporting, but altHotigey were numerically inferior
combatants brought very robust argument in supgiotheir views. ISASB now
has the task of analyzing the responses receivddi@mlecide on possible new
standards adopted.

With reference to the assumptions we made, we owikiat there is a generally
accepted recognition of the need of designing #éernational reference standard
on the sustainability of public resources, so tmgbothesis one is validated. In
terms of specific referential terms and conditiath® observations are many and
complex, although the majority of responses adeérbs®spondents generally
accept capture. From this point of view we belitheeneed to reassess the question
of accessibility IPSASB ED's content, consequeatiysider that hypothesis 2 was
shown to be invalid. Hypothesis 3 according to \whilke information about the
fiscal challenge is required in order to Meet thdjddtives for Financial
Accountability reporting is accepted by respondeibzroved to be valid.
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7 Research Limits

To commensurate international implications of sach approach, the countries
surveyed, IFAC member ought to be much higher. ther emerging countries
(including Romania) notice a lack of interest insthopic, although important
international institutions (WB, IMF) and gave theipnsent and support to
implement such a referential. It demonstrates oagein that the scope of
accounting information users is a continuous difieegion, while financial
statements begin to be inadequate and their content

8 Future Researches

Romania, as IFAC member country, must be permanerghnected to the
accounting profession's body (CECCAR) the expeaedlution in the public
accounting. In this context, proposals from the H®porting on the long-term
sustainability of public finances, the debate contand implications of such a
reference standard would be extremely helpful fbparticipants involved in the
regulation of public accounting system (the leg@ln in making application of the
provisions (practitioners) and in the interpretatiand analysis of results (other
users). Thus, we propose that future research wsiggestionnaire to solicit the
views of representatives of these the three caegjoorder to finally assess
Romania's position on this issue. This study repriss a first step of the
comprehensive research process namely the asséssimeeed and goal and
content situation "Reporting on the long-term smstiaility of public finances” in
the emerging countries.
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