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ABSTRACT

Accrual accounting has become increasingly moreijpon many governments and non-profit
organizations over recent years. Yet, some issag®in unresolved. Previous literature
guestioned whether certain non-businesslike goventehassets can be adequately capitalized.
Whereas these studies mostly focussed separately lonited number of assets, such as
infrastructure, military assets or heritage asdéis, paper expands these views by taking a
holistic approach to their treatment. The analhdistinguishes between (1) businesslike
government/non-profit assets used in provisionuddlioc services (e.g. parking facilities) and
(2) specific governmental/non-profit assets whicbvple their services directly to the public
or members (e.g. public art galleries, museumsparillands). Based on previous research
and on the conceptual analysis of economic vsabstatus of capital goods, it is argued that
capital goods being defined in the status of bgshlike assets can be recognized as assets in
the balance sheet. They are used in an economidyvggnerating cash or economic benefits.
Moreover, their economic benefits flow back to ty@ernment or non-profit organization
being the owner of those benefits. Examples arboarfacilities, a municipal business-like
crematorium, the hiring out of bicycles, caterimgilities in Town Hall, etc. However, this
definition does not embrace the specific statusnofliven to certain governmental and non-
profit capital goods. Heritage assets, collectitnsnuseums, landscapes, historical artefacts,
and military assets are acquired or preserved baiseleir societal objectives. Their status is
not economic, but social and thus there not are &ed maintained for generating cash or
economic benefits, but for providing services moi#e of charges for the public. Second, their
social benefits do not flow back to the governnanbwner of the asset but to the wider public.
Such capital goods cannot normally be valued iarfaial terms because they have been
removed from businesslike markets by decision efgbvernment/non-profit organization. In
other words, their status, which can be changed tgcision or by law, defines their being
recognized as assets or calls for an off balaneetsieporting. This study aims at presenting a
holistic approach suggesting that capitalizatioobfgms are not merely related to the type of
asset involved but rather to status given to tketas
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1. Introduction

In recent years many governments and non-profitardegtions have adopted accrual
accounting systems in a transition from traditiosameralistic accounting. Cameralistic
accounting is also called ‘governmental budgetagoanting’ or ‘budgetary accounting’. The
ongoing transition to accrual accounting in goveents is inspired by the New Public
Management (NPM) and encouraged by internationahdstrd setting bodies. Accrual
accounting is assumed to lead to a more efficieahagement of government resources,
particularly in terms of its operating costs, assatd liabilities. One of the implications of
accrual accounting is that assets must be camthind reported financially. However, for
certain “specific” governmental capital assets sastneritage assets, military assets (Barton,
2004a) and natural resources, debates are stitliogp@nd many questions remain unresolved
in the literature on financial reporting.

On the one hand, some authors argue that busireessirding principles can be
transferred without any significant adjustments dovernmental goods (e.g. Rowles, Hutton
and Bellamy, 1998) and therefore all governmendgital goods should be treated as assets.
Some standard setting bodies, particularly the BEBArecommend recognizing all capital
goods as assets, similar to enterprises. On tlee b#imd, other researchergestionsuch “copy-
paste” transferability (Barton 1999; Cheng and I8ar2000; Christiaens, 2000; Monsen,
2001). Some doubts have been raised about thetamgerof valuation and disclosure (Hooper,
Kearins and Green, 2004) and about the ownershigratofunction (Pallot, 1992). More
generally, it has been argued that accrual aceaynéis conceptualised for enterprises (i.e.
Generally Accepted Accounting Principles GAAP bassimodel) does not provide a relevant
picture for governmental activities (Barton, 200&@4&yistiaens, 2004; Christiaens and Rommel,
2008). A governmental accrual accounting systenulghbe designed to suit its specific
operating environment and information requiremeasshas been discussed in the literature on
the conceptual accounting framework (Mayston, 1988} instance, the U.S. standard setter
(GASB) distinguishes a separate accounting apprimaaipovernmental non-proprietary capital
goods. Capital goods are only recognized as as$ets they belong to a proprietary fund and
are used in a businesslike manner. Even up to n@ntgic contributions show that the debates
and difficulties in recognizing, measuring and tismg infrastructure, art and heritage assets
are still going on (Adam, Mussari and Jones, 20apsley, Miller and Panozzo, 2010).

The issue of accrual accounting policies regardaggtal goods in governments and non-
profit organizations is important looking at followg examples: roads, historical sites, art
patrimony, churches, parks, woods, museums, calfest libraries, life stock, monuments,
infrastructure, military sites, national or comnresources, etc... Thgurpose of this studg to
refine the criteria, particularly the examinatiohtbe statusaccording to which any capital
goods should be recognized as capital assets ¥ermoents / non-profit organizations.

Generally, the analysis distinguishes between @Jiness-like assets used in the
provision of services (e.g. catering, parking féiesg) and (2) social/ cultural capital goods
which provide their services directly to the pubbc the members (e.g. art galleries,
collections and parklands). Based on previous reseand on the conceptual analysis of
economic vs. social status of capital goods, @rgaied that capital goods being defined in the
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status of business-like assets can be recognizassass in the balance sheet. They are used in
an economic way by generating cash or economicfitendoreover, their economic benefits
flow back to the government or the organizatiombehe owner of those benefits. Examples
are harbour facilities, a municipal business-likengatorium, the hiring out of bicycles, catering
facilities in the sports club, etc. However, thefidition does not embrace the specific status
often given to certain governmental social goodsriteige assets, collections in museums,
landscapes, historical artefacts, and military tasaee acquired or preserved based on their
societal objectives. Their status is not econorbia, social and thus there are kept and
maintained not for generating cash or economicfiisnbut for providing services mostly free
of charges for the public or the members. Suchtalgbods cannot normally be valued in
financial terms because they have been removed liisimesslike markets by decision of the
government or the organization. In other wordsjrte&atus, which can be changed by a
decision or by law, defines their being recogniasdassets or calls for an off balance sheet
reporting. This study aims at analyzing the linkneen the status and the according accounting
treatment.

The paper is structured as follows. In the follayvisection, the paper presents the
background of New Public Management that gavetadstne capital assets accounting issue.
The next part pays attention to the current debatecapitalizing assets for governments
showing the heterogeneous points of view of stahdatters and researchers. In a continuing
section, the GAAP criteria to recognise capital dp@s assets starting from the IPSAS
definition are examined. We then propose a holigpproach to (not) recognizing capital
assets in governments and non-profit organizatibased on the status assigned by the
government, non-profit organizations or by legiskatand regulations. Our conclusions then
follow.

2. Background: New Public M anagement

Since the nineties the accounting reforms havegil@mn rise to the elaboration of public sector
accounting standards, i.e. International Publid@esccounting Standards (IPSAS). This trend
is associated with the rise of thN\ew Public Managemena reform agenda that has been
adopted by OECD governments (Pollitt and Boucka2@D0). NPM was aimed at
modernising and rationalising the public sectoiriigoducing an economic defined business
point of view in governments. It includes the regliment of input control by output control,
management by result, assigning responsibilitied applying private sector management
techniques (Hood, 1995). In practice, NPM has drivze change in the objectives of
accounting towards an increased accountabilitynsparency and better management.
Traditional systems with a focus on internal prgessand controls were to be replaced by
systems focusing on efficiency and effectivenesd, @med at securing explicit measurable
outcomes. Extensive accountability mechanisms viei®@duced, including reporting on
agreed upon performance targets. A critical issleges to whether private sector techniques
provide relevant information in the public sectGn the one hand, NPM reforms assumed
that management practices are generic in scoghasprivate sector techniques can easily be
transferred to the public sector (Terry, 1998). Be other hand, Lapsley (1999, p. 203),
asserted that the revived debate around capitatsassprimarily driven by an alleged need
for economic quantification.
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The introduction of new control instruments andrexuic values are a result of the
spread of a managerially rationality into the palséector. In order to attain a more efficient
and results-oriented government, activities neaddsk measured: “what gets measured gets
done” (Osborne and Gaebler, 1993, p. 146). Knowlegfinancial, economic value of assets
is deemed fundamental in order to enhance effigieincthis respect, the role of accounting
in the public sector increases. Accrual accountmdNPM starts from the assertion that
everything is measurable in economic terms. HoweWs rationality is rather narrow, since
‘quantity tends to become a surrogate for qualiBitzer, 1996; Lapsley, 1999). Moreover,
rationality in the sense of financial or economaue is biased since it is only a part of the
picture. Measuring efficiency and outcomes are @dgy in monetary terms. However, as
Hooper, Kearins and Green (2004) contend, the psicet the same as the value. Accrual
accounting provides only the economic part of thetupe. Whereas enterprises are
established with the aim of making economic profitsth inputs and outputs that are
measurable in economic terms, the objectives oégowents are much wider. Governments
mainly aim at providing services that lead to s@ti®enefits (e.g. education, defence) and
that are not readily measurable in economic teAdspting an accounting system that only
captures the economic profits provides only a speail of the picture.

3. Current debate on capitalizing assetsfor gover nments

Capitalizing governmental assets is part of adgpan accrual accounting model and has
attracted significant interest of both standartesetand researchers. This section highlights the
important differences in the debate on capitalizisgets. Several lines of reasoning can be
discernedFirstly, Rowles, Hutton and Bellamy (1998) argue for theognition of all assets,
including land under the roads, infrastructure dretitage assets. Accrual accounting
information would provide useful information fromhigh judgements can be made whether
governments operate efficiently. Hence, recognitrogeneral purpose financial reporting is
the first step in improved management and accouityab

Secondly,Walker, Clark and Dean (2000) examine the repgron infrastructure
from an asset management point of view. Althouglseesal differences between
governmental and private infrastructure are ackadged, they emphasize the relevance of
recognizing the infrastructure held by public ages@s capital assets. Since infrastructure
requires important decisions in terms of mainteramepair and asset management, they
adopt a user perspective and suggest to combin@esaentary financial with non-financial
disclosures (e.g. concerning the physical statenfshstructure and what it will cost to
maintain, repair or upgrade them).

A third line of reasoning refers to Anthony’s (1994) asserto disclose and depreciate
governmental capital assets in accordance with sigstem of financing, as shown in table 1.

Table 1. Recognition of capital assets according to theesy®f financing

Financing of the capital asset Accounting method
Donations No recognition as capital assets, noedeyiron
Disclosure of capital assets, but no deprecatioterests
Loans and redemptions are charged in the P/L Accountébt'
charge accounting”)
Current revenues Disclosure of capital assets apcediations




| Deferred results \ No recognition as capital assetsha depreciations \

This approach represents the so-called systemetit ‘tharge accounting” that had existed for
years in British local government, but was abandoaeound the mid 1990’s. Anthony
reintroduces this approach mainly from a perspeatil financial management. Recognizing
capital assets only when they are financed by Idaesexternal resources) is not aimed at
providing a net worth overview by means of a batasbeet, as is the case in most accrual
accounting systems. Instead, the objective of Amiis0(1994) proposition, as well as the
earlier British “debt charge accounting”, is to @vdisguised, unsound financing practices in
governments. Capital goods financed by loans otsd®dd to be reported as assets. In addition,
the related debt had to be reported as a liabilitjgss the capital good was financed by other
means than by debts, in which case there was wersxyl risk. Based on Anthony’s idea, Cheng
and Harris (2000) combined the criteria “use of ¢hpital assets” and “system of financing”
and came to a more refined but largely similar ephc

Fourth, Mautz (1988) even went further. Assets in businesterprises represent a
positive value, which is the present value of utisife net cash flows. On the contrary, assets in
not-for-profit organisations often show a negatinadue because they represent an outflow of
funds from the organisation to others. In this apinthe nature of the good should determine
its treatment. If the basic purpose is solely &amsfer benefits or services to others, at a cost to
the not-for-profit organisation, it should be cléed in a new classification item, called
‘facilities. In case the good is intended for the transfdunfls inward, as is mainly the case in
enterprises, it is considered an asset. This isipiiat a whole range of government controlled
capital goods with a non-financial character shadtibe disclosed as assets. This finding has
been confirmed convincingly in other studies asl {ely. Pallot, 1990, 1992; Carnegie and
Wolnizer, 1995; Barton, 1999, 2000, 2002b; CarnageWest 2004).

Several normative standards, issued by standémdgsbodies, constitute fith line of
reasoning. In its Overview of Federal Accountingn€@ept and Standards (1996, p. 29), the
American FASAB separates plant, property & equipm@P&E) into two subgroups. As
shown in table 3 the first is PP&E used for, andrghable to, the cost of government goods
and services. This subgroup is regarded as bubkeestis accounted for as an asset on the
balance sheet and is depreciated in the incomenstat (e.g. government buildings,
computers). The second subgroup is PP&E acquiredtfi@r societal purposes. These consist
of capital goods for which the federal governmeas la stewardship mission (e.g. heritage
assets, government-owned land). Investments i thesets “are included in the operating costs
as a discrete element of cost in the year theyegaired; they are not depreciated” (FASAB
1996, p. 29). However, this does not imply thay tsleould not be reported at all, since FASAB
regulates supplementary reporting for these steshgrdassets. Especially for heritage assets,
FASAB's SFFAS 29 (2005, par. 19) indicates thate“tost of acquisition, improvement,
reconstruction, or renovation of heritage assetsldgibe recognised on the statement of net cost
for the period in which the cost is incurred.” Adaly similar regulation deals with National
Defence property, plant & equipment in SFFAS 2330

The accounting standards for American states andl Igovernments (GASB) are
relatively consistent with the regulations for tAmerican federal government. Its vigorous
system of fund accounting holds that capital gamasbe part of either@overnmental fundr
a Proprietary fund(GASB 34, 1999; Walker, Dean and Edwards, 2004352). For those
capital goods belonging to the governmental fuigls,government only has custody rights.
Consequently, these are not presented as capstkan the balance sheet. On the other hand,
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capital assets belonging to pmoprietary fundare used in a businesslike manner and are
disclosed as assets. They are also depreciateth asterprises. This distinction can be
motivated by pointing at the different purposeserdasgovernmentabssets only imply that
services are providegroprietary assets imply that revenues are created as welbB=34).

Apart from the FASAB and GASB standards applicdbtehe USA, IFAC developed
accounting standards IPSAS 17 (2001) for governahamatpital assets, labelled as property,
plant and equipment (PP&E). The standard includescialist military equipment and
infrastructure assets, but does not apply to fer@stl similar regenerative natural resources and
mineral rights, the exploration for and extractafinminerals, oil, natural gas and similar non-
regenerative resources. A motivation for excludingh assets in the standard is not given; one
could assume that IFRS standards being stronglyirtgiration for IPSAS has not yet
developed standards regarding such assets (Saidaade 2000, p. 3). IPSAS 17 does not
require a government to recognise heritage assetagsets with a cultural, environmental or
historical significance). However, if the governmelmes recognise heritage assets, it must
apply the disclosure requirements. It is quite mdadale that IPSAS 17 does not discuss the
issue of fund accounting (GASB) or the distinctibetween general use and stewardship
(FASAB).In the UK, the Accounting Standards Boawlloivs a different approach and
recommends capitalizing all heritage assets: “Atdge asset meets the definition of an asset as
it can embody service potential as well as or awstef cash flows” (ASB 2006a, p. 21). Its
Financial Reporting Exposure Draft par. 13 (i) @00p. 16) indicates that heritage assets
should be reported at valuation in the balancetsirebpresented as a separate class of tangible
fixed assets. The only exception made is when ias practicable to adopt the valuation
approach.

To conclude, researchers seem to call for a meesified approach, when compared
to most standard setting bodies. Particularly IP$degke no difference between governments
and corporate firms regarding the recognition gfiteh assets in financial accounting whereas
the American FASAB and GASB apply an approach ircivigovernmental characteristics play
a more important role, albeit not exactly the saMetwithstanding, there is certainly no
consensus in the academic literature either. Ahéurtifference is that standards are mostly
generally applicable, whereas researchers contemnracertain kinds of fixed assets, such as
land under the roads, collections, defence faedlitor heritage assets. Until now, a holistic
approach, in which the recognition of all kindsgoivernmental capital goods is examined, is
not available.

4. Critical review of defining capital assets

Our starting point is the definition of capital ass as formulated by standard setting bodies.
The International Accounting Standards Board IASBlY 1989, par. 49a) defines “assets” as
follows: “An asset is a resource controlled by the entemrés a result of past events and
from which future economic benefits are expectefibto to the enterprise.This definition
emphasizes that: a) there are future economic ignbj the particular entity obtains the
benefit and c) the transaction giving rise to thetgs right to control the benefit has already
occurred.

The International Public Sector Accounting Stadddsoard IPSASB (IPSASB 2001),
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being the only international standard setter foregpments, starts from the IASB definition
but replaces the term “enterprise” by “entity” aadids the term “service potential”, so that
the definition is broadened(l) Assets are resources, (2) controlled by anitgn{3) as a
result of past events and (4) from which futureneooic benefits or service potential are
expected to flow to the entityii italics and numbers added) This definition aitsl
implications for the public sector are examined ertboroughly hereatfter.

(1) Assetsareresources

Assets must have a purpose or a destination, Siaseurces are means to an end” (Pallot,
1992, p. 41). The end is to generate cash flovs provide services that ultimately lead to cash
flows. This means that goods belonging to the gowents without any end are not capital
assets. An example might be certain natural ressdar which there is now no application and
that might be used as raw material in the futureth®ds moment their status is not (yet)

businesslike / economic and thus they cannot bgetjeated as assets.

(2) Controlled by the entity

Control is defined as the capacity of the entitpeaefit from the asset. The kind of control is in
many respects linked with the kind of benefit fraive asset. In the profit sector the
characteristic “control” is easy to determine sirtagsually corresponds with the proprietorship
of the asset. Being the owner is interpreted asbaall economic rights and controlling the
asset. However, this is more complicated in the adsa governmental or non-profit entity,
where different levels of proprietorship can oc@rcording to previous research (e.g. Pallot,
1992) the proprietorship can be divided into thyges of economic rightgustodyis the right

to manage the asset and to make decisions abasegsufructstands for the right to get the
economic benefitsalienation, or the right to dispose of the asset. A fourthdkat economic
rights may be added, namediestruction For many of their public services, under current
legislation, local and central governments’ rigate often limited to the custody rights. For
example, governments are the owner of parks andssgmunds and have the obligation to
maintain and repair them. However, those governsnamé not the beneficiaries for the
purposes of their use (usufruct). Furthermore,gineernment often does not have the right to
alienate these parks and sports grounds becayse¢he given a social/cultural status. In sum,
governments have the duty to repair them when sapgegcustody right) but they do not have
usufruct, or the right of alienation. Of coursethe long run the government may change their
status (i.e. from social/cultural to economic) bgdifying the current legislation in order to
privatize and dispose of certain facilities. In ethwords by law or certain decisions
governments can change the ‘status’ of their pedprship from a full proprietorship to just a
custody right or vice versa. However, if under filresent legislation or regulations only
custody rights are granted, these should be respercttil another decision is later taken and
the perspective /status changes.

Being the owner but not having any other kindseobnomic rights (usufruct or
alienation or destruction) implies a different kiatlownership. According to Pallot (1992)
such kinds of assets should be classified as “camtgnassets” and not be included in the
government’s balance sheet. Pallot’'s concept isvield by other researchers (Stanton and
Stanton, 1997; Nasi, Hansen and Hefzi, 2001), drutather general reasons such as difficulties



in the valuation of heritage assets and the priobiibor inability to sell heritage assets.

It can be noticed that often governments’ ownershifpmited to custody rights for many of
their capital goods (e.g. roads: governments hageight to maintain and repair the roads, but
they are not beneficiary of the use, they shallatienate the roads and they are not allowed to
destruct roads, on the contrary they have the tutgpair them when necessary). Following
table presents a comparison of Pallot’'s propositiext to the American GASB standards.

Table 2. Economic rights

Economic rights GASB GASB Pallot Pallot
Custody? Yes Yes Yes Yes
Usufruct? Yes No Yes No
Alienation? Yes No N/A N/A
Destruction? Yes No N/A N/A
=» | Proprietary Agency assets Private assets Community
assets assets

There are many examples of legislation and reguratthat limit usufruct, alienation and the
right to destruct. Public goods are an examplevoch the governmental entity itself has no
beneficial use (“It is likely to continue to proe@dhe asset even if it were not of profit or
benefit to itself.” Pallot 1992, p. 48).

In having the custody rights there is the assumptibbeing the titular owner. An
important reason for making such a difference mdkiof governmental assets is the fact that
the economic return of assets without usufructtsigh not in relationship with the capital
asset. In case of proprietary assets of privatetasise relationship of return in respect of the
capital asset is relevant and important. An impdrtaonsequence of this conclusion is the
need for a distinct classification of governmemtséets according to their level of economic
rights, which is done by e.g. GASB.

Whereas most authors only consider the final aagdods providing consumable goods
or services, Pallot (1992) and Barton (2000) alag pttention to the goods used in the
productive process. They distinguish between chgtods delivering external services
directly to the community or the members such asaa used for the cafeteria in a
governmental facility on the one hand, and goodd #re inputs to a productive process
within government on the other hand, such as ausad for the maintenance of woods and
parks. None of these vans create cash flows dyireatit the former van indirectly implies
catering cash flows, whereas the latter does ramtyme any cash flows.

(3) Asaresult of past events
This condition was included to avoid assets expette be acquired in the future being

acknowledged as assets in the current period.

(4) Economic benefits or service potential



In the profit sector, reporting infrastructure, milaand equipment as capital assets is not
debated. Although they may be heterogeneous in phgsical formats, they are all means to
one homogeneous end, which is the return of fishrmenefits to the firm. The return of
economic benefits is the precise reason why fimvest in capital assets. However, in the
public sector governments do not invest in cag@abds (e.g. roads, police equipment) to
generate financial benefits, but to provide socialultural services (mobility, security) to
citizens. Thus, such capital goods are not capsisgts because of the lack of economic benefits
for the entity which is the titular owner.

The societal benefits provided by governments ex@uded as revenues from the
economic definition of assets. Thus, most capitaddy used by governments cannot be
recognized as assets under the business definitiazontrast, assets used by business must
generate additional revenues to justify their paseh On the other hand, according to IPSAS
the concept of “economic benefits” goes beyondréadizing of positive cash-inflows. Social
benefits have to be regarded as equal outputs @owdutton and Bellamy, 1998, p. 9).
Therefore, IPSASB extended the definition from egnit benefits to service potential so that
capital goods used in service providing withoutdiregy economic benefits are also considered
as capital assets. The IPSAS definition of as$etietore contains: “..economic benefiter
service potential associated with the asset wWilbw to the entity ...” (italics and bold added).

However, this extended definition can seriouslyduestioned since social benefits
cannot be measured in monetary terms in a finaac@bunting system. In addition, the non-
economic benefits do not flow to the accountingtgnbut to the citizens and the users. Even
though such capital goods yield many importantadeenefits, these are not economic ones
nor are they for the entity “government” itself (B, 2004b; Christiaens, 2004). In contrast,
these goods and services are in favour of theeaisizmembers and other stakeholders. From
the perspective of the entity government, theynatepart of its net assets. It is quite obvious
that one should not account for the benefits of dmody else. Because the benefits do not
flow back to the government, Mautz (1988) argueat facilities providing societal benefits
ought to be treated as liabilities on account efdbsts incurred on acquiring and maintaining
them. This expression is rather sharp and an appteplefinition is required to satisfy the
objectives of the recent public sector financiahagement reforms to enhance efficiency in
government use of its resources.

In sum we argue that governmental and non-prafital goods should be recognized
as assets in case they give rise to economic lheneficase there are no economic benefits to
expect they remain capital goods and shall be tegan the financial statements, but without
being recognized as capital assets.

5. Capital assetsfor governments: from narrow to a holistic per spective
5.1. Narrow perspective for certain groups
The concept of capital assets in government has aeéd still is the subject of debate over

many years, especially for heritage items, landeuncbads, military assets, cultural
collections and natural resources. They mostly reg¢ply have been subject to frequent
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discussions and different accounting approachemeSauthors argue that all government
assets should be reported (e.g. Rowles, HuttorBatidmy, 1998) notwithstanding their de
facto non-compliance with the official definition®thers suggest disclosing those “specific
capital goods” in a separate category of assets: “eommunity assets” (Pallot, 1990),
“stewardship assets” (Federal Accounting Standadi¥ssory Board FASAB 1996), “facilities”
(Mautz, 1988) or “trusteeship assets” (Barton, }9®file yet others prefer an off balance
reporting (Nasi, Hansen and Hefzi, 2001). Notwéhsling, these examinations and points of
view are concentrated around certain groups elghemitage assets.

5.2. Suggested holistic perspective
We believe the problems can be resolved as follows.

First, resolution of the problem concerning reagtgn of capital goods used in the
provision of core government services to the comtguwnly requires that the definition of
assets be interpreted in terms of the status assigngovernmental capital goods reflecting
the purpose for which governments function and &etheir operating environments. As
such, the public sector applies the initial bussn@sset concept to include both the provision
of economic benefits and/or service benefits. heotvords governments make use of capital
goods having the status of economic, businesshkditfes yielding economic profits that
flow back to government.

The second class of capital facilities occurringthe public and non-profit sector
concerns those items which were given the statusooial/ cultural facilities that provide
services directly to those citizens who choose de them and are considered sufficiently
important to be maintained into the indefinite fetdor the use of citizens. These comprise
items such as the nation’s public art, library amagseum collections, war memorials, many
schools and hospitals, parklands, national parkd, @her environmental resources. They
constitute important parts of the nation’s histamylture, heritage, recreation and health and
education facilities; and as such, the responsitol government is to preserve, maintain and
enhance them. Given their specific status govertsname not permitted to sell any of these
special items.

Given the unique and important role of these agsethe conservation and promotion
of the nation’s history, health, education, cult@ed environment, the requirement that
governments should preserve, maintain and not gespbthem, it is appropriate to treat these
assets as community assets held in trust by govertsfor current and future generations of
citizens (Pallot 1990; Barton 2000). As trust asséitey should not be included in the
government’s balance sheet as its assets, anddtheyt form part of the government’s
financial position. Moreover, financial valuatioothese assets are normally problematic at
best, or frequently ‘fictions’ (Carnegie and Wolkiz1995; Hooper et al 2004). They have
been removed from normal business markets so d¢tiable measures of price may not be
available, while their cost of production can benimial for many of them, such as works of
art, or non-existent, as for the natural environtalefacilities. It is misleading to ascribe
unreliable financial valuations to them.

Nevertheless such capital goods should be repontea financial statement (e.g.
Notes) next to government’s balance sheet so titiaems can obtain a comprehensive
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overview of all government’s assets as well astahgoods having a social/cultural status.

Financial valuations should be reported only whtrey are reliable ones. Rather, the
operating statement should be confined to the aims undertaken (government grants,
admission charges and donations as revenue, anenaiiyres on staff, maintenance,

purchases and so on as expenses), and the balmeecenfined to non-trust assets and
liabilities. Descriptive information should be givabout the nature and purpose of the trust’s
operations, lists of the assets managed (or grihgosof), maintenance work undertaken and
shortfalls in it, visitor numbers and satisfactitmvels, and so on. The following table 3

summarizes the criteria of recognizing capital goasl assets from the holistic perspective.

Table 3. Recognition of capital assets from a holistic pecsive

Governmental capital goods

Status assigned by
law / government?

Economic Social / Cultural
‘Business-like’:

2]

Recognized as capital asset Recognized in the social

reporting

The analysis has shown that the outlook and theactaaistics of the capital goods themselves
are not sufficiently determining their accountimgatment. It is their status assigned by law,
regulations or governmental decisions that standsheir recognition. An example: a public
university disposes of an auditorium which is lessd for education whereby private firms are
interested to rent now and then the auditoriumbfginess-like reasons. Hence, the university
can decide to change its former social/culturdustanto a more economic status. Physically the
auditorium will normally remain the same, but it@anting terms the premises will become an
asset. Vice versa it is also possible that a gowent or non-profit organization is the proprietor
of forests for which a certain governmental agengoits the forest commercially. At a certain
moment the government or legislator or non-profigamization can decide to further on
preserve that forest and to change its statusoietsl reasons. Previously the forest and its
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trees were treated as assets, but due to the memioe it becomes a social/cultural good
without economic benefits anymore.

In summary, in the holistic approach the drivethis status assigned to capital goods
that determines its accounting treatment.

The fact that the social/cultural capital goods aot assets in the “General Purpose
Financial Statements”, does not mean that thesgsgsiwould not be recorded or reported. They
provide collective services to citizens and play ieaportant and lasting role in terms of
“Statements of property”. The public has a rightktow of the entity’'s activities over the
period, the levels of user participation and satsbn, maintenance and conservation
performance, and so on. Therefore governments aneprofit organizations could add a
statement reflecting the status of capital goods @manges to their financial reporting as
presented in the following table.

Table4. Status and changes

STATEMENT REFLECTING THE STATUS OF CAPITAL GOODSAND CHANGES
Capital assets N N-1 Social / cultural capital N N-1
goods
Acquisition Acquisition
Depreciation -
Impairment -
Sales -
Transfer to another Transfer to another
entity (+/-) entity (+/-)
Changesin status (+/-) Changesin status (+/-)
Net balance-beginning Net balance-beginning
Net balance-ending Net balance-ending

6. Conclusions

Even after many years of new public sector refolregtain questions regarding capital assets
are still unresolved. Both researchers and starskzitdrs have debated on a number of basic
accounting questions regarding the definition, a&bn, classification, depreciation, and
presentation of a considerable volume of capitab@s as well as the link with budgetary
accounting. The current study discusses the mogtorit@ant accounting issues of
governmental capital assets and provides solutosem by taking a holistic approach. In
doing this, the paper developed three main argusnent

First, the need to capitalize assets in governsnéntlinked to the wider NPM-
movement which argues for a transfer of privatet@etechniques, including accrual
accounting into the public realm as a means of meihg efficiency in its operations. This
transfer assumes that management practices areiqg@mescope and risks ignoring the
particularities of the public sector.

Second, ignoring these particularities could lea@é misconception of assets in the
public sector. There are fundamental differenceswéen the purposes, nature and
environment of business and government operatidnshware important for the accounting
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information systems of each sector. We highligtgsth difficulties by analyzing previous
literature and most important governmental accognstandards. This analysis reveals that
even up to now the debate around the recognitiohaacounting treatment of a number of
specific governmental capital goods is still gomy FASAB and GASB are more or less
similar, but to an important extent differ with thBSAS, which are one-dimensionally
considering all governmental capital goods as lassiike assets being strongly inspired by
IFRS for international listed companies. FASAB &8SB offer a more developed concept,
but still miss an overall holistic approach. Wheredgher authors have identified problems
related to just a particular type of assets sucmifigary assets or heritage assets, we expand
this by generalizing existing concepts. The papgues that the problems are not merely
related to the physical type of assets involved, touthe status they are given by the
government or the legislator.

Third, the distinction between public and privgi®ods, as a criterion as to decide
whether or not to capitalize assets as proposedetain authors may be expanded to
distinguish between social/cultural and businessijkods. For capital goods given the status
of businesslike assets, we argue to include thet@es the balance sheet, valued at historical
cost (or replacement value), identical to the GA&P business entities. For governmental
capital goods that are given a societal statusrigaw social benefits rather than economic
benefits, we argue not to include them as assetiseobalance sheet, but to report these goods
off the balance sheet in a kind of statement refigahe status of capital goods and changes,
so that the accountability can be accomplished. listieg of these specific governmental /
non-profit assets separately, might inform the camiy and the members in terms of the
ownership of the goods, its performance (not meablwas revenues, but measured as
satisfaction by the users) or its maintenance qesfsressed as expenses and hence included
as costs in the profit and loss account of theetuinperiod).

By making these three arguments, the paper comdsbto the debate around accrual
accounting and public / non-profit sector reforms.

List of abbreviations

FASAB Federal Accounting Standards Advisory Board
GAAP Generally Accepted Accounting Principles

GASB Governmental Accounting Standards Board

IASB International Accounting Standard Board

IFRS International Financial Reporting Standards

IPSAS International Public Sector Accounting Stadd
IPSASB International Public Sector Accounting Stadd Board
NPM New Public Management

PP&E Property, Plant and Equipment

Notes

' For practical reasons accounting standards tak@uhehase price or the fair value which representsoee

output oriented value prescribed by Internationabfcial Reporting Standards (IFRS), but thesetjpaaules
have to be interpreted as a proxy for the discalifitkire economic benefits.
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