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	Monism implies the relationship between the Town council (representative body) and the Board of Mayor and Alderman (executive body), whereby the responsibilities of the executive body in its entirety or substantially derived from the representative body and the members of the executive body in its entirety or substantially appointed by and from the representative body and also remain member of this body. The responsibilities of the Mayor and Alderman are derived from the Town council and the aldermen are chosen by and from the Town council and remain member of the Town council (Dijkstra, 2002, p. 76)

	Municipal Audit Department
	GemeentelijkeAccountantsdienst
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	Municipalities
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	Municipalities Act
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 organs that are involved in the task performance of the municipality
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	Provincial Executive
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	Public Library
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Chapter 1 
Introduction 

The Dutch government consists of three government levels, (Dijkstra, 2002, p. 15): 

· The Central or National government: has a structuring and managerial position. It sets the main lines of policy and develops legal and financial conditions. The Central government has the ability to delegate tasks to provinces and to municipalities (decentralization);

· Provinces: operate on intermediate and coordinate executive level and have tasks regarding dispute settlement and supervisory responsibilities; and 

· Municipalities: performs mainly government policies. 

Other parties of the government exist which are primarily classified according their function (functional decentralisation), such as the High Councils of State, Polder boards, and Advisory bodies, Public bodies for professional and business, and Non-departmental public bodies. All these Dutch government bodies have two major tasks:

· (co-) formulation of laws; and

· overseeing the execution

In addition, this research focuses on the Dutch municipalities and in particular the municipality The Hague. The municipality is the smallest administrative layer of the Dutch government and the closest to the citizens. Decisions by the municipal level are of direct relevance to the citizens of the municipality. The municipal executive is responsible for the establishment and the performance of such decisions. 

The last decades in addition, the structure and the organization of the Dutch municipalities have faced several developments due to the introduction of the “Wet dualisering gemeentebestuur” on March 7, 2002. Due to this law, several changes in the political and in the official organization of the Dutch municipalities have happen, i.e. several changes have performed in the positions and the division of the task of the Town council and the Board of Mayor and Aldermen (Commissie BBV, 2008, p. 2; Lens, 2008, p. 5-7; Wageningen, 2005, p. 5-34; e.o.).

In addition, Dutch municipalities are distinguished by their specific character comparing to business companies BZK/Commissie BBV, 2003, p. 41):

· The municipalities have a financial statement and a public budget;
· The municipalities do not strive for capacity increasing with the aim of ensuring continuity compared to business companies; 
· A part of the municipalities assets have a different character compared to assets of business companies;
· A part of the municipalities activities are funded with financial resources received from third parties with a spending goal character. 

These specific characteristics are the principles for the budget and the financial statements of Dutch municipalities. In addition, the specific character is further elaborated in the following documents (BZK/Commissie BBV, p.11):

· “Uitgangspunten gemodificeerd stelsel van baten en lasten provincies en gemeenten”
· “Besluit Begroting en Verantwoording provincies en gemeenten (BBV)” 

· “Vragen- en antwoordrubriek” 

· The “Municipalities Act” 
The focus of this study is on the financial reporting standards of the Dutch municipalities. Since 2004, the “Besluit Begroting en Verantwoording (BBV)” is introduced in the Netherlands.  The introduction is a result of the need for better financial reporting. The BBV is a “Modified accrual based accounting system” and has its basis in the Municipalities Act (and Provincial Act). In 1996, the International Federation of Accountants (IFAC) started with the Standards project. The aim of this project was to develop accounting standards for the public sector, the International Public Sector Accounting Standards (IPSASs). The IPSASs are developed by the International Public Accounting Standards Board (IPSASB), a Committee of the IFAC that is mandated to develop and issue under its own authority financial reporting standards for public sector entities at the local, state and the national government levels. In addition, IPSASs are high-quality accounting standards (IPSASs) for the public sector. These standards are intended to strengthen government financial transparency and governance as their private sector counterparts in the private sector (Points, 2001, p. 7). The objectives of IPSASs are (IFAC, 2011, p. 23):

· To improve the quality and reliability of accounting and financial reporting;

· A better financial and economic performance; 

· A better financial management and accountability of governments and other public sector entities; and international comparison of the financial reporting requirements. 

In addition, the IPSASs are based on the IFRSs, and are adapted to the requirements of the public sector, unless a public sector specific reason exists for a departure. At present, the IPSASB has released 31 accrual based IPSASs and one extensive cash basis accrual IPSAS (see Appendix A). These IPSASs differ only in the recognition and the measurement of assets and liabilities, including the timing of these transactions, excluding the allocation process (Tiron Tudor and Mutiu, 2006, p. 1; Biondi and Soverchia, 2010, p. 9). The IPSASs are not as strict in comparison with IASs for private companies, because the adoption of IPSASs is not mandatory for European public entities. However, the IPSASB emphasizes explicitly that financial statements only should be described as complying with IPSASs only if they comply with all the requirements of each applicable IPSAS. 

Due to the internalization a discussion arises whether the Dutch financial reporting standards for public government entities should be replaced by the IPSASs.  The last decennia, various entities en scientists performed studies regarding the adoption or consideration of IPSASs by various international public government entities. The World Bank is an organization that advocates the adoption of the IPSASs. Other international public government entities that already implemented IPSASs are the European Union, the Organisation for Economic Co-operation and Development (OECD). In addition, a supporter of the adoption of IPSASs by the Dutch municipalities is Prof. Dr. F.D. J. van Schaik RA. He set up a comparison between the BBV and the IPSASs (2007c). In his article “Standaardisering van verslaggeving in de publieke sector: De verslaggevingsregels van gemeenten vergeleken met IPSAS” (2007c), he state that many similarities exist, but also important differences. These differences in addition, are interesting for research for Dutch municipalities. The main difference is that the IPSASs are stricter than the BBV. In contrary to van Schaik, other Dutch government entities exist that do not advocate the adoption of IPSASs by the Netherlands. 

In the Netherlands a discussion is arises whether the IPSASs should be the new accounting standards for the Dutch government. In addition, the IPSASs was not enough developed to be entered by the municipalities at the moment of the introduction of the IPSASs. Consequently, it implies that the Dutch municipalities should also conform to these new standards, which could imply financial consequences for the insight in the financial statements. This study tries to identify the financial consequences for the insight of the financial statements of the Dutch municipalities, and in particular for the municipality The Hague. 
Because this research is about the municipalities of the Netherlands, the next sections and chapters will only focus on the Dutch municipalities.

1.1
Objective of the research

The Dutch municipalities are submitted to the BBV. In general, this study will focus on the Dutch municipalities and in particular on the municipality The Hague. The Dutch municipalities in addition, apply the BBV already for years which is based on accrual accounting. 

The aim of this study is to investigate the financial consequences regarding the insight of the financial statements when the municipality The Hague is considering adapting IPSASs. This study focuses in particular on the consequences regarding the tangible fixed assets. To achieve appropriate judgments about this study, both a study of the current accounting standards for the Dutch municipalities (BBV) and the potential future accounting standards (IPSASs) is relevant. Hereafter, the differences and the similarities between the two accounting standards will be commented, and an analysis of these two standards would be presented. However, this study focuses only on the tangible fixed assets. Consequently, only IPSAS 17 “Property, plant and equipment”, IPSAS 21 “Impairment of non-cash-generating assets”, and IPSAS 26 “Impairment of cash-generating assets” will be investigated. Based on the findings of this study, conclusions will be drawn if the differences between the adoption of BBV or IPSASs are substantive. 

In recent years, several studies are performed regarding the adoption of IPSASs by government and by other public sector entities. However, scarce results are available regarding the adoption of IPSASs by the Dutch municipalities. Consequently, this study is relevant and interesting for Dutch municipalities. In addition, a case study will only perform for the municipality The Hague to obtain sufficient insight in the consequences of the adoption of IPSASs. 

1.2  
Problem definition

In this study, the following research main question is defined:

“What are the financial consequences due to the adoption of IPSAS 17, IPSAS 21, and IPSAS 26 for the insight of the financial statements of the municipality The Hague?”

This main question is divided into a number of sub questions that need to be answered: 

1. What is the context of the term “Dutch municipalities”? 

2. What is the content of the current standards concerning the financial reporting of the Dutch municipalities? 

3. What are the financial reporting requirements regarding the tangible fixed assets according to the current standards of Dutch municipalities? 

4. What are the objectives and developments of the IPSASB and IPSASs?

5. What is the structure of IPSASs?

6. What are the financial reporting requirements regarding to the tangible fixed assets according to the IPSAS 17, IPSAS 21, and IPSAS 26?

7. What are the experiences of the international governments and other public sector entities that already adopted IPSASs?

8. What is the opinion of the Dutch government regarding the adoption of IPSASs in the Netherlands?

9.  What are the advantages and the disadvantages of IPSAS 17, IPSAS 21 and IPSAS 26 against the BBV? 
10. What are the differences and the similarities between the BBV and IPSAS 17, IPSAS 21, and IPSAS 26? 
1.3
Research methodology

This study will be performed in the form of a literature review and a case study. Based on the sub-questions the combined answers to these questions realised a sufficient scientific base to answer the main research question of this study and create further insight into the financial consequences regarding the insight of the financial statements of the municipality The Hague.

A comprehensive part of this study is based on literature review (chapter 2 to chapter 6). In order to acquire knowledge about the actual financial reporting standards for Dutch municipalities (BBV) and the international financial reporting standards for public sector entities (IPSASs) a literature review will be performed. In addition, the literature review is relevant to acquire knowledge about the implementation and the experiences by these governmental entities as well national and international. In order to perform a qualitative literature review different information sources will be used, such as scientific studies, the BBV, the IPSASs, websites of various organizations, and various articles. Because scarce scientific literature is available regarding the implementation of IPSASs by the Dutch municipalities, this part of the study will be based on limited scientific resources. 

Once a clear overview of both financial reporting standards is realized, a comparison will be performing. By means of an extensive research, the differences and the similarities of both financial reporting standards will be commented. In order to perform an analysis, both the BBV and the IPSASs will be compared based on the nine “balance sheet item-related control objectives” that are described in the literature of Deckers and van Kollenburg (2002): 

· Existence and/or occurrence;

· Completeness;

· Measurement

· Classification;

· Cut off;

· Detail tie-in;

· Realizable value;

· Rights and/or obligations;

· Disclosure and/or presentation. 

The results will be presented schematically. 

The empirical research (chapter 7) is based on a case study based on qualitative research and a quantitative research. The case study will be performed on the municipality The Hague. For this part of research, a research model is developed that is based on the content of the BBV and of the IPSASs. This research model contains the balance sheet item-related control objectives (variables). In addition, for the completion of this research model, the financial statements of the municipality The Hague will be used. Consequently, the next research model will be used:

	Variables
	BBV
	IPSAS 17
	IPSAS 21
	IPSAS 26

	Existence and/or Occurrence
	
	
	
	

	Completeness
	
	
	
	

	Measurement
	
	
	
	

	Classification
	
	
	
	

	Cut off
	
	
	
	

	Detail tie-in
	
	
	
	

	Realizable Value
	
	
	
	

	Rights and/or Obligations
	
	
	
	

	Disclosure and/or Presentation
	
	
	
	


Table 1: “Research model”

1.4
Demarcation and limitations 

Dutch municipalities are comprehensive organizations. Because the organization of each Dutch municipality differs, this study will only performed for the municipality The Hague. The organization of the municipality The Hague consists of nine services and one municipal company, which all provide services specific within their field. 

In this research, the financial statements of the municipality The Hague will be used. The balance sheet of 2010 shows that the account Tangible Fixed Assets is the most extensive compared to other balance sheet items (see Appendix B). In addition, this study will only focus on the tangible fixed assets of the municipality The Hague. Consequently, only IPSAS 17 “Property, plant and equipment”, IPSAS 21 “Impairment of non-cash-generating assets”, and IPSAS 26 “Impairment of cash-generating assets” are relevant. Therefore, this study will be limited to these IPSASs. 

1.5
Structure of the research

The structure of this master research is as follows: 

Chapter two focuses on the context of the Dutch municipalities. In this chapter a clearly view of the Dutch municipalities will be presented, the distinction will use between an official and a political approach. This chapter ends with the summary.

Chapter three focused on the financial accounting and the reporting of the Dutch municipalities. This chapter comments the specific character of the Dutch municipalities, and the accounting system of income and expenditures, the BBV. In addition, the important components regarding property, plant, and equipment (tangible fixed assets) based on the BBV will be commented. 

The focus of chapter four is on the International Public Sector Accounting Standards Board (IPSASB) and on the International Public Sector Accounting Standards (IPSASs). This chapter in addition, describes the objectives and the developments of both IPSASB and IPSASs. In addition, a description of the structure of IPSASs will be presented. Finally, this chapter will comments the important components regarding property, plant, and equipment (tangible fixed assets) based on IPSAS 17 (Property, plant and equipment), IPSAS 21 (impairment of non-cash generating assets), and IPSAS 26 (Impairment of cash-generating assets). 

Chapter five focuses on the experiences of international governments and other public sector entities that already adopted or are in consideration to adopt IPSASs. This chapter comments the advantages and the disadvantages of IPSASs that are communicated by several organizations that already adopted or are in consideration to adopt IPSASs. This chapter include relevant scientific studies and studies based on the experiences of organizations to provide a clear overview of the adoption of IPSASs. Finally, this chapter comments the experiences and the opinion of Dutch government entities regarding to the adoption of IPSASs.
Chapter six focuses on the organization and the structure of the municipality The Hague. This chapter include a description of the research approach, and the research methodology. Hereafter the measurement, the control variables, and the data collection will be commented. 

Chapter seven include the results that are resulting from the empirical research. Based on a case study a clearly insight in the financial consequences for the financial statements of the municipality The Hague will be presented. This chapter describes the influences of IPSAS 17, IPSAS 21, and IPSAS 26 on the financial statements of the municipality The Hague. 
Chapter eight include the conclusions and the recommendations resulting from the empirical research. 
Chapter 2
The political and official organization of the Dutch municipalities
Chapter two focuses on the Dutch municipalities. Recently, the Dutch municipalities are shifted from monism to dualism, which had consequences for both the official and the political organization. In this chapter a clearly sketch of the Dutch municipalities will be presented, the distinction will use between an official and a political approach. This chapter ends with the summary.

2.1
Introduction

Since January 1, 2011 in the Netherlands 418 municipalities exist. The municipality is the smallest administrative layer of the Dutch government and the closest to the citizens. Decisions by the municipal level are of direct relevance to the citizens of the municipality. The municipal executive is responsible for the establishment and the performance of such decisions. 

The municipality has various socio-economic tasks and responsibilities, such as:

· Ensuring of adequate housing, e.g. providing constructions to its citizens;

· Traffic, e.g. creating plans for good flow of traffic and management of the environment;

· Variety of task in education, e.g. operation of local public schools, ensuring adequate school space, special education, monitoring the compliance of personnel with the Compulsory Education Act;
· Other important topics, e.g. health care, welfare, culture, sport and recreation is increasingly the scope of the municipality.

Since a short period, the Central government transfers responsibilities and powers to the municipalities. This decentralisation allows the municipalities to have a greater scope and greater responsibilities. In the past, the ministries provided subsidiaries to local institutions. Nowadays, the municipalities have a major impact on the allocation of these subsidiaries. But on the other hands, in addition areas exist in which the municipalities have no influence. For example, the municipalities are not allowed to perform an own foreign policy. But also the size and the deployment of defence equipment are not included in the municipal tasks.

The last decades, the structure and the organization of Dutch municipalities have faced several developments due to the introduction of the “Wet dualisering gemeentebestuur” on March 7, 2002.  Due to this law, several changes in the political and in the official organization of Dutch municipalities have happen, i.e. several changes have performed in the positions and the division of task of the Town council and the Board of Mayor and Aldermen (Commissie BBV, 2008, p. 2; Lens, 2008, p. 5-7; Wageningen, 2005, p. 5-34; e.o.).

2.2
The introduction of the “Wet dualisering gemeentebestuur”

This section contains a brief overview of the renewed framework of the municipal management system: the way from ‘one-tier system (monism)’ to a ‘two-tier system (dualism)’. 

Since the Constitution of 1848 and the establishment of the first Municipal Act (1851), the Netherlands was regulated according to the one-tier system. According to the Constitution (art. 125, par. 1) the Town council is in charge of the municipality. In addition, the Constitution states that the Board of Mayor and Aldermen are part of the municipal management system (art. 125, par. 2, Constitution). 

Since the twentieth century, the question arises whether the one-tier system meets the municipality’s management system. Due to the society, the political and the administrative developments the municipal management system came under pressure, which creates a gap between the former official municipal management system and the actual management system. A growing volume of municipal management tasks was created that force a division of tasks between the Town council and the Board of Mayor and Aldermen. Due to the increasing co-governance, the Board of Mayor and Aldermen possessed more by law determined authorities to perform their own tasks, and had no longer authorities that only derived from the Town council. These changes create that the Town council perform less regulatory positions (policy-making) and municipal executive tasks. The Board of Mayor and Aldermen possessed more and more the regulatory role of the Town council. Regarding functions, positions and responsibilities this resulted in an arising confusion between the Town council and the Board of Mayor and Aldermen. The one-tier system ensured that the relationships between the management bodies and the way of interaction were opaque, which hindered the effectiveness of the executive of the municipal management system (Dijkstra, 2002, p. 75). Because the one-tier system more resembled than the two-tier system, the need of the implementation of a two-tier system increased. 

The confusion exists until 1998, before new actions were undertaken regarding the renewal of the municipal management system. To investigate in which way the two-tier system can as best be designed, on September 30, 1998 the State committee Dualism (the so-called: “Committee Elzinga”) and the Local Democracy were established. 

On January 17, 2000 the Committee Elzinga released a report “Dualism and local democracy” that includes advices on the design of the two-tier system relationships between the municipal executive and the strengthening of the local democracy. The State committee concluded that the segregation of the positions of the Town council and the Board of Mayor and Aldermen is essential for both a clearly division of tasks between the Council and the Board and to promoting the accessibility of local democracy to create new forms of participation. The two-tier system could create the situation that the both Town council and the Board of Mayor and Aldermen complement each other better. Due to the clearly and the recognizable roles and positions of the Councils: 

1. a promotion of political debate is possible; 

2. accountability can be perform in public; and 

3. active auditing can perform (Dijkstra, 2002, p. 81). 

The State committee formulated three principles for the design of the two-tier system (Dijkstra, 2002, p. 81-82): 

· a substantial degree of policy freedom;

· final responsibility rests by the Town council; and

· collegial government and a self-contained Mayor.

On January 17, 2000 the State committee presented the findings in the recommendations. The recommendations mainly relate to the institutional aspects on the municipal management system. The government adopted 56 of the recommendations that resulted in several changes in law and in regulations, or in laws that are still active. 

On March 7, 2002 the “Wet dualisering gemeentebestuur” came into force. The adoption has consequences on both the political organization and on the official organization of the municipalities. The introduction of the “Wet dualisering gemeentebestuur” created several changes:

· in the position and in the tasks of the Town council and the Board of Mayor and Aldermen;

· in the relationship between the Town council and the Board of Mayor and Aldermen; and 

· in the required documents and information for both the Town council and the Board of Mayor and Aldermen. 

Since the dualism, two positions are adopted in the Municipalities Act, the Audit office and the Registrar. The Audit office is part of the political organization, while the Registrar is part of the official organization. Both functions will be commented in the next sections.  

2.2.1 The political organization of the Dutch municipality

This section comments the political organization of the Dutch municipalities. Each municipality is represented by a municipal executive (art. 6, Municipalities Act), which consists of a:

· Town council;

· The Board of Mayor and Aldermen;

· Mayor.

Since the dualism the Town council is authorized to set up (art. 81-A and 82, Municipalities Act):

· an Audit office (committee); 

· Town council committees; and

· The Ombudsman.

Each of the before signalled authorities have their own tasks and responsibilities, which are regulated by the Municipal Act and by the Constitution.

In the next sections the composition, the appointment of councillors, and the accountability of the before signalled authorities will be presented. 

2.2.1.1 The Town council

The Town council is the highest authority in a municipality (art. 125, Constitution) and consists of councillors and a Board of Mayor and Aldermen. The Mayor has no voting rights. The councillors belong all to a political party (Dijkgraaf, 2002, p. 96). The membership of the Town council is regulated in the Constitution and has a number of incompatibilities of offices with regard to the independency of officials (art. 13 and 15, Municipalities Act; Dijkgraaf, 2002, p. 97). The position of the Town council is regulated in Chapter II in the Municipalities Act (art. 7 to 33). 

Due to the two-tier system a strict segregation of duties exists between the Town council and the Board of Mayor and Aldermen that should be ensured (Dijkgraaf, 2002, p. 97). Consequently, a Town councillor cannot be simultaneously a Mayor or a member of the Local Audit office (art. 13 and 15, Municipalities Act). 

The function of the Town council is similar to that of a general board of an organization, institution or association. The main tasks of the Town council are (Dijkgraaf, 2002, p. 100): 

· representing the citizens of the municipality (the parliament) (art. 7, Municipalities Act);

· development and implementation of regulations (laws);

· monitoring the implementation of regulations by the Mayor and Alderman; and 

· approval of the budget. 

In addition, the verification of the framework-setting function of the Town council is performed by the audit authorities. 

The elections

Every resident of a municipality of 18 years or older has the possibility to join the Town council (art. 10, par. 1, Municipalities Act). The Town council will once every four years, compose based on the municipal elections (art. 129, Constitution). The political parties draw up a list of candidates (councillors) which residents can choose from. After the elections, the new elected Town council forms a new Board of Mayor and Aldermen and the appointment of the Aldermen take place. 
The number of the Town council depends on the number of residents of the municipality on January 1, the year before the elections, and is always unequal to prevent that the results of the voting regarding the decision is equal (art. 8, Municipalities Act; Dijkgraaf, 2002, p. 92).

Town council meetings

The Council meetings are in principle public (art. 125, par 1, Constitution; art. 23, par. 1, Municipalities Act). The Town council is mandatory to discuss some subject in public (art. 24, Municipal Act), such as:

· the admission of new appointed councillors;

· the establishment and the modification of the budget and the establishment of the annual financial report;

· the introduction and the elimination of local taxes; and 

· the appointment and the dismissal of aldermen.

The Mayor chairs the meetings (art. 125, par. 3 Constitution; art. 9, Municipalities Act). In addition he or she invites the councillors. Each member of the Town council has a heavy equal voice. Decisions are taken by a majority vote. In addition, the meetings are held when minimal 50% of the aldermen are available (art. 20, par. 1, Municipalities Act).

In general, the budget debate forms the politics highlight in the parliamentary year, which usually occurs in the early autumn. The adoption of the budget is an important authority of the Town council. The Board of Mayor and Aldermen communicate proposals to the Town council regarding the expenditures and cuts that are needed for the next year. In an extensive debate, the Town council discusses the plans, changes what is needed and desirable, and finally sets the budget. The Mayor and Aldermen need to comply with the agreements.

Another important responsibility of the Town council during the meetings is the establishment of regulations, a sort of municipal law. An example is a subsidy regulatory, which include defined rules regarding the awarding of subsidiaries to local organizations. The Board of Mayor and Aldermen should perform the adopted regulations.

2.2.1.2 The Board of Mayor and Aldermen 

The Board of Mayor and Aldermen is the executive committee of the Town council, and ensures that national regulations are enforced, the so-called co-government. Since the dualism, the Town council is authorized to delegate three executive authorities to the Board of Mayor and Aldermen (Dijkgraaf, 2002, p. 116-119; art. 160, Municipalities Act):  

· Executive authorities based on the Municipalities Act: 

Include various activities regarding private legal bodies, adoption of rules regarding official organization of the municipality (except the Registry), and the authority to perform various private legal actions;

· Executive authorities based on Co-governances Act:
Include licensing and providing subsidiaries;

· Autonomous executive powers (self-governance):
A legislative change of the Constitution need to be requested and implemented before the Town council has the possibility to delegate authorities to the Mayor and Alderman.

In addition, a number of other executive authorities exist that were assigned to the Board in the past and are still in force (Dijkgraaf, 2002, p. 116-119; art. 160, Municipalities Act):  

· Other authorities:
Such as co-governance, performance of decisions executed by the Town council, preparation of civil defence, proceeding in summary procedure and intervenes by criminal cases.

The Board of Mayor and Aldermen, and each individual councillor is accountable to the Town council (art. 169, par. 1-4, Municipalities Act). When the Town council disagrees with the Board’s decision (performed by the Mayor and Aldermen) revoking of the decision is not possible. However, the Town council would urge the Board of Mayor and Aldermen to execute another decision. In extreme case, one or more aldermen can be dismissed. The position of the Board of Mayor and Alderman is regulated in Chapter III in the Municipalities Act (art. 34 to 60).

The Aldermen

The Aldermen are appointed by the Town council (art. 35, Municipalities Act). The number of aldermen is twenty percent of the number of councillors, with a minimal of two and a maximum of nine (art. 36, par. 1, Municipalities Act; Dijkstra, 2002, p. 137). An alderman is not authorized to participate in the Town council (art. 36b, par. 1, Municipalities Act), and be alderman in another municipality (art. 36a, par. 2, Municipalities Act). Once a Town councillor is appointed to alderman, he loses his councillors membership.

Each alderman has his own responsibilities or portfolio (program), such as education, public works, finance, housing, sports, and culture, excluding the use of certain powers that should be decided by the Board of Mayor and Aldermen as a whole. In addition, the political parties that constitute the Town council must agree on the specific content of the portfolios. Both the aldermen and the Mayor decide by majority of vote, whereby, to prevent that the result of the voting is equal, the vote of the Mayor (chairman) counts twice (art. 63, par. 2, Municipalities Act).  Between the Town council and the aldermen the trust rule is applied (art. 55, Municipalities Act). When the alderman loses confidence, he must resign. The Town council dismisses the aldermen. 

2.2.1.3 The Mayor

Unlike the councillors or aldermen, the Mayor is not elected but appointed by the Crown, i.e. the Queen and the ministers, for a period of six years (art. 61, par. 1, Municipalities Act). A Mayor is usually automatically reappointed following advice from the Town council, unless decided otherwise by the Crown (art. 61b, par. 7, Municipalities Act). The Town council is not authorized to dismiss the Mayor. The Mayor can only be dismissed by the Crown (art. 61b, par. 1, Municipalities Act). The position of the Mayor is regulated in Chapter IV in the Municipalities Act (art. 61 to 81)

The Mayor needs resident the city where he performs his majority, and is not allowed to perform outside work that is in contrary with the interest of the municipality (art. 67, Municipalities Act). The Mayor is not a councillor or officer of the municipality. In addition, he can be a registrar (of the municipal registry of births, marriages, and deaths) (art. 68, Municipalities Act). 

The tasks and the authorities of the Mayor are regulated in the Municipalities Act (art. 170 to 185). The Mayor (Dijkstra, 2002, p.124-127) e.g.:

· Chairs both the Town council and the Board of Mayor and Aldermen (art. 9 and 35, par. 2, Municipalities Act);

· Has a number of own statutory powers and responsibilities; and 

· Has authorities regarding the relationship between the Town council and the citizens, which could be characterized as a position of an overseer. 

2.2.1.4 The Audit office (or committee)

Since the two-tier system, the Audit office is formally adopted in the Municipality Act. Both the preconditions regarding the defence of independency and the regulations concerning the Audit office position are adopted in chapter IV-a, and in IV-b in the Municipalities Act (art. 81a to 81oa).

Most Audit offices or Audit office committees (= position) are set up by the Town council. The Town council decides whether an Audit office or Audit office committee is set up (art. 81-a, par. 1, Municipalities Act). The Town council is required to set up an Audit office committee with own conditions when it decide not to set up an Audit office. The members of the Audit office are not councillors of the Town council, or aldermen, or Mayor (art. 81-f, Municipalities Act). In contrary to the Audit office, in the Audit office committee councillors of the Town council are allowed to participate. The municipalities can decide to set up a shared Audit office for more than one municipality (art. 84-i, Municipalities Act). The articles of the Audit office in addition, are applicable to the shared Audit office (art. 81-m, Municipalities Act). 

Appointment of members 

The members of an Audit office are (re-)appointed by the Town council for a period of six years (art. 81-c, par. 1, Municipalities Act). In contrary to the members of the Audit office, the appointment of the membership of Audit office committee is not fixed, but regulated by the Town council. The Town council also appoints the chair, when the Office consists of two or more members (art. 81-c, par. 2, Municipalities Act). Audit office members could only be dismissed by the Town council (art. 81-c, par. 6, Municipalities Act). The members of the Audit office are required to public their other positions, paid or unpaid (art. 81-e, Municipalities Act). 

Tasks of the Audit office (or committee)

The main tasks of the Audit office are (Dijkstra, 2002, p. 129; art. 182-184, Municipalities Act):

· Examination of the efficiency and the effectiveness of the financial management of the municipal organization (art. 182, par. 1, Municipalities Act);

· Examination of the legality of the financial performance (art. 182, par.  1, Municipalities Act);

· Involvement of third parties who cooperate with the municipality (art. 184, Municipalities Act).  In this case the municipality should have 50% of interest in the third party. In addition, it is required that the examination is based on the financial statements and concerns municipal documents (art. 183, par. 1, Municipalities Act);

· Adoption of a regulation concerning periodically examination of the efficiency and the effectiveness of financial management by the Board of Mayor and Aldermen. This examination is independent of the standard examination by the Audit office. The Board of Mayor and Alderman is required to inform the Audit office about these examinations en results that emerge from these examinations (art. 213-a, par. 1-2, Municipalities Act);

· The Audit office in addition, can perform examinations on request by the Town council (art. 182, par. 2, Municipalities Act).  

The Audit office is submitted to the Freedom of information Act (Wet openbaarheid van bestuur, Wob), and should consequently respect the regulations regarding publishing of documents. The annual report and other reports of the Audit office are public and contain no confidential information (art. 185, par. 1 and 4, Municipalities Act). 

2.2.1.5 Town council Committees 

Within the official organization, the Town council often uses the possibility to set up committees. According to the two-tier system, a Municipality is allowed to set up their own committees (Dijkgraaf, 2002, p. 130). The Town council determines the tasks, the authorities, the composition, and the working methods of the Committees (art. 82, par. 1, Municipalities Act). Both the Mayor and aldermen are not allowed to participate in Committees or undertake preparatory work for the meetings (art. 82, par. 2, Municipalities Act). The municipality is responsible for the publicity of committees set up by the Town council, the Board of Mayor and Aldermen or the Mayor.

Committees often focus on a particular policy, such as finance. In such committees, matters discussed before they will be discussed by the Town council. Citizens and interest groups often focus at an early stage on topics of committees to influence the decision-making.

The Municipal Act adopts five types of committees:

· Steering committees (Art. 82, Municipal Act); 

· Executive committees (Art. 83, Municipal Act); 

· Other committees (Art. 84, Municipal Act);

· Sub-municipalities (Art. 87 et al., Municipal Act);

· Research committees (Art. 155a, Municipal Act).

2.2.1.6 The Ombudsman

The citizens could approach the Ombudsman when they have complaints about the municipality. The Ombudsman investigates the behaviour of the municipality. The position of the Ombudsman is regulated in Chapter IVc in the Municipalities Act (art. 81p to 81z).

2.2.2 The official organization of Dutch municipalities

The official organization is formed by organs that are involved by the task performance of a municipality:

· The Town council;

· The Board of Mayor and Alderman;

· The Audit office;

· The Town council committees;

· The Ombudsman;

· The Municipal Secretary;

· The Registrar; and

· The Local government personnel. 

To ensure the segregation of duties, the positions and the authorities of the Town council and the Board of Mayor and Aldermen, since the introduction of the two-tier system, some modifications affect the official organization of the municipalities. The main goals are (Dijkstra, 2002, p. 143):

· The Registrar; and

· Providing better safeguards with regard to the official support of the Town council and the individual councillors;

· Codification of the actual situation, whereby the official organization especially perform tasks for the Board of Mayor and Aldermen. 

To achieve these goals, the next modifications in the official organization have been executed (Dijkstra, 2002, p. 143):

· Implementation of the right of official support with regard to the Town council and the individual councillors (art. 33, par. 1, Municipalities Act);

· Modification in the formal position of the municipality, i.e. the implementation of the Registrar in each municipality (art. 100, Municipalities Act) and the modification of the formal position of the Secretary;

· Modification of the formal position of the official organization. 

These modifications will be commented in the next sub-sections. 

2.2.2.1 Official support of the Town council and the individual councillors

Since the two-tier system both the Town council and the individual councillors are explicitly entitled of official support (art. 33, par. 1, Municipalities Act). This entitled official support should be elaborated in a regulation that is determined by the Town council (art. 33, par. 3, Municipalities Act). This allows the Town council to be free to determine in which way it  provide official support with respect to the development of motions or to the introduction of new municipal law, in which way information is actually provided, and in which way in general a request for official support can be performed (Dijkgraaf, 2002, p. 144). The official support is mostly performed by the Registrar.

2.2.2.2 Formal position of the official organization of municipalities

Each municipality has a Secretary and a Registrar and both positions cannot be fulfilled by the same person (art. 100, Municipalities Act). Both positions are not allowed to fulfil activities for or on behalf of the municipality, paid or unpaid; having a business relationship with the municipality; enter an agreement with or on behalf of the municipality; acting in proceedings for or against the municipality (art. 101, par. 1, Municipality Act).

Since the two-tier system, the Secretary does not longer perform tasks for both Town council and the Board of Mayor and Aldermen. The Secretary performs only tasks for the Board of Mayor and Aldermen, and the Registrar performs tasks for the Town council. These changes affect both the organization and the work method of the official organization and in addition the position of the Secretary, which strongly depends on the official structure of a municipality. 

The Municipal Secretary

The official organization of the municipalities is headed by the Municipal Secretary. The Municipal Secretary is in charge of the local government officials and forms the link between the Board of Mayor and Aldermen and the local government personnel. He or she is responsible for the proper function and monitoring of the official organization of the municipality. 

The Municipal Secretary is the highest authority, which advices and supports the Board of Mayor and Alderman and the Mayor, and Commissions established by the Town council (art. 103, par. 1, Municipalities Act). The Board of Mayor and Alderman is responsible for the composition of the tasks and the responsibilities of the Secretary (art. 103, par. 2, Municipalities Act). The Municipal Secretary is appointed by the Board of Mayor and Alderman, which is authorized to suspend and dismiss him or her (art. 102, Municipalities Act). He or she is present during the meetings of the Board of Mayor and Aldermen (art. 104, Municipalities Act), and co-sign the documents on behalf of the Board of Mayor and Aldermen. 

The Registrar

The Registrar is not subordinated to the Municipal Secretary within the official organization of municipalities. The rules regarding to its task and responsibilities are compiled by the Town council (art. 107a, par. 2, Municipalities Act). The Town council is authorized to appoint, suspend and dismiss the Registrar (art. 107e, par. 2, Municipalities Act). 

The Registrar is responsible for the official support of the Town council. He or she supports the Commissions established by the Town council (art. 107a, par. 1, Municipalities Act). Since the two-tier system he or she has an important role regarding the agenda-setting of the Town council and of the Commissions. 

The Registrar participates in the meetings of the Town council (art. 107-b, Municipalities Act). He also co-signs all documents on behalf of the Town council (art. 107-b, Municipalities Act). 

2.2.2.3 Formal position of the official organization of municipalities

According to the one-tier system, the Town council was the appropriate authority of the official organization. Since the two-tier system this appropriate authority is transferred to the Board of Mayor and Aldermen. This implies that (Dijkstra, 2002, p. 157)

· The Board of Mayor and Aldermen appoints, suspend and dismiss officials, except the Registrar en the registry staff (art. 160, par. 1-d, Municipalities Act);

· The Board of Mayor and Aldermen adopt regulations concerning the official organization, except regulations concerning the organization of the Registrar (art. 160, lid 1-c, Municipalities Act). 

2.2.3 Local government personnel

Since January, 2011 approximately 177.000 local government officials are working for the Dutch municipalities. The status of the established civil servants is regulated by the Central and the Local government Personnel Act (art. 1).

2.3 
Summary

The focus of this chapter was on the Dutch municipalities. Recently, the Dutch municipalities are shifted from monism to dualism, which had consequences for both the official and the political organization.
The last decades, the structure and the organization of the Dutch municipalities have faced several developments due to the introduction of the “Wet dualisering gemeentebestuur” on March 7, 2002. The adoption has consequences on both the political organization and on the official organization of the municipalities. In addition, the municipal executive is the political organization of a Dutch municipality (art. 6, Municipalities Act). The official organization in addition is formed by organs that are involved by the task performance of a municipality. Each of the before signalled authorities within the political organization and in the official organization have their own tasks and responsibilities, which are regulated by the Municipalities Act and by the Constitution. In addition, the composition, the appointment of councillors, and the accountability of the signalled authorities are commented in this chapter. 

The next chapter will focus on the financial accounting and the reporting of the Dutch municipality. In addition, Dutch municipalities differ from business companies. These differences arises by the specific character of the Dutch municipalities and are significant that an own accounting system of income and expenditures for municipalities is justified, the “Besluit Begroting en Verantwoording provincies en gemeenten (BBV)”. 
Chapter 3
Financial accounting and reporting of Dutch municipalities

The focus of this chapter is on the financial accounting and the reporting of Dutch municipalities. In principle, municipalities differ from business companies. These differences arises by the specific character of the Dutch municipalities, and are significant that an own accounting system of income and expenditures for municipalities is justified, the “Besluit Begroting en Verantwoording provincies en gemeenten (BBV)”. In addition, the BBV is a “Modified accrual based accounting system”. This chapter comments the specific character of the Dutch municipalities. Hereafter, a clearly view of the content of the BBV will be presented. In addition, the important components regarding property, plant, and equipment based on the BBV will be commented. Finally, this chapter ends with the summary. 

3.1
Specific characters of Dutch municipalities

Dutch municipalities have a specific character comparing to business companies. Four components exist, formulated by the “Team Financial Reporting for Provinces and Municipalities
”, that are specific for the budget and the financial statements of Dutch municipalities (BZK/Commissie BBV, 2003, p. 41):

· The municipalities have except a financial statement in addition a public budget 

In contrary to business companies for governments (municipality) the budget cycle is essential. Within the municipality, the budget has an allocation and an authorisation function. Consequently, the budget is leading (with respect to the financial statements). The structure of both the budget and the financial statements are identical;

· Business companies strive for capacity increasing with the aim of ensuring continuity
Business companies try to achieve their goals by the exploitation to acquire income.  The municipalities on the other side have an income spending character to realize the public objectives. Consequently, the exploitation is essential and the assets are secondary. In addition, a healthy financial strength is essential to maintain the level of provisions, and to capture unexpected expenditures;

· The assets of the municipality have partly a different character compared to assets of business companies
Because they generate revenues during several years, business companies’ assets have a multi-year economic value. Municipalities have two forms of assets, (1) investments in assets with long-term economic benefits and (2) investments in assets with social benefits. The BBV defines investments in assets with long-term economic benefits as: “the investments that contribute to the ability to acquire financial resources and/or are marketable”. This includes both assets wherefore the municipality could ask prices and/or tariffs for provided services, such as swimming pools and a library, and assets that can be sold, such as buildings. In principle, a large part of the assets of municipalities are not profitable or/and marketable for its existence, but realize a contribution to the public use, such as roads, waters and bridges. These sorts of assets belong to the category “investments in assets with social benefits”. 

· A part of the municipalities activities are funded with the financial resources received from third parties
Municipalities receive tariffs from its citizens and specific benefits from the Central Government. The specific governmental benefits depend on the national budget, and are intended for a specific goal whereby the spending direction is stipulated. When could not be spent on the particular purpose, these specific benefits should be returned to the Central government. 

The specific character of provinces and municipalities is further elaborated in the next four documents (BZK/Commissie BBV, p.11):

1. “Uitgangspunten gemodificeerd stelsel van baten en lasten provincies en gemeenten”
To strengthen the financial position of provinces and municipalities, the principles that have served as basis for the development of the BBV are presented in this document. The main purpose is to stimulate a uniform interpretation of the budget and of the financial statements of municipalities by working out the initial principles and the principles that are essential concerning preparation and the presentation of the documents;

2. “Besluit Begroting en Verantwoording provincies en gemeenten (BBV)” 

The characteristics of the municipalities differ significant of business companies consequently, an own modified system of income and expenditure is justified. The BBV regulates the financial management and the policies of Dutch municipalities. It includes regulations for preparing the budgets and the financial statements, the financial position, the valuation of assets, and the information for third parties (Boxmeer, 2006, p. 49);

3. “Vragen- en antwoordrubriek” 

Notes with positive statements and recommendations pertaining the scope of the interpretation of the BBV; and

4. The “Municipalities Act” 
That includes law and regulation for Dutch municipalities. In addition, the financial function of the municipalities is regulated by articles 212, 213 and 213a. 
The before signalled documents are the counterparts of the documents that are leading for the financial reporting of the private sector, the preparation and the presentation of the financial statements, Dutch Civil Code, Book 2, Title 9 (Het Burgerlijk Wetboek 2, titel 9) and the Guidelines for the financial reporting (Richtlijnen voor de Jaarverslaggeving). In addition a similarity with the private sector exists that could be signalled. The BBV include a Committee BBV (art. 75, Municipalities Act) that is similar to private sector committees, such as the Council of Financial Reporting (Raad voor de Jaarverslaggeving).

In addition, other laws exist that are applicable for the municipalities:

· “Law financing local government (Wet financiering decentrale overheden , Wet Fido)
 ; and

· “Single information and single audit (SiSa)”
 with respect to the annually accountability of the subsidiary administration.

The scope of this research is on the property, plant, and equipment (or tangible fixed assets); consequently these laws not further will be comment. 

3.2
Budget and financial statements functions

The functions of the budget and the financial statements depend on the user of these documents. Because of the dualism and the stricter division of tasks between the Town council and the Board of Mayor and Aldermen the functions of the budget (and the financial statements) become stronger. The Town council has a framework-setting and a monitoring task, while the Board of Mayor and Aldermen have the administrative powers and has to account. These tasks are essential for the performance of the financial position. The Municipalities Act and the BBV include the preconditions for budget and for the financial statements with the aim to promote of a democratic process with regard to these tasks (BZK/Commissie BBV, 2003, p. 11).  

The Committee BBV describes six budget and financial statements functions, the so-called “administrative planning and control” (BZK/Commissie BBV, 2003, p. 13):

· Authorisation function 

The power of purse (budgetrecht) belongs only to the Town council. Only the Town council has the power to authorize the Board of Mayor and Aldermen for conducting expenditures and incurring liabilities. In addition, this function is characterized as the “constitutional function”. 

· Allocation function 
The extension of the authorisation function is the allocation function. Because of the scarce financial resources, the Town council should decide to which purposes the resources are allocated. This function explicitly express that the budget is for both the finances and the policy. The BBV distinguish the budget in (a) a policy budget and (b) financial budget. The policy budget concerns the pursuit of the social impact, in which way these impacts can be achieved and what resources are needed, and in which way they should be used. 

· Monitoring function
This function includes the final step of the budget and of the financial statements. Since the introduction of the two-tier system the importance of this function has increased. Strengthening of the monitoring function was one of the main purposes of the dualism. During the monitoring various aspects are of importance. For the performance of this task, the Town council uses the auditor's report and the investigations performed by the Audit Office to monitor: (a) the true and fair view of the financial statement; (b) the legitimacy of the income and expenses and balance sheet changes; (c) the effectiveness and the efficiency of policy; and (d) the balance of the budget. By the establishment of the financial statements, the Board of Mayor and Aldermen are discharged for the responsibility of the financial management. The data of both the financial statements and annual report should be consistent, and the conclusions with regard to the financial position should mirror each other. 

· Presenting a good insight into the financial position function
The Town council is responsible for the balance of the budget. In addition, the criteria regarding the balance of the budget may only be possible if the municipality can be shown that the budget in the next budgetary years is balanced (art. 189, par. 3, Municipalities Act). In addition, the care of a balanced budget can only be reached if the Town council have a good insight into the financial position. The preparation of the budget includes the developments in the current year and the results of the annual report of the previous year. Consequently, an understanding of the financial position in the financial statements is required so that the Town council can form an opinion. 

· Control technical/business economics function
After the establishment of the budget by the Town council, the Board of Mayor and Aldermen has to perform the adopted policy. Due to this the budget has a control technical function of the budget. The Board of Mayor and Aldermen need a more detailed budget compared to Town council. Since 2004, the Board of Mayor and Aldermen are mandatory to adopt product estimations. In addition, the Board of Mayor and Aldermen should make agreements with the organization for the implementation of the budget. The Board of Mayor and Aldermen often use a number of other documents, such as contract management, project plans and department plans. During the year the organization accounts to the Board of Mayor and Aldermen, and this institute in return account (if necessary) to the Town council about the budget performance. This could imply a re-adjustment of the plans and/or authorization by the Town council to adjust the budgets. 

· Accountability function
At the end of the year, several accounting documents are created which creates the required documents, (1) product realization by the Board of Mayor and Aldermen and (2) financial statements and the annual report for the Town council. The Board of Mayor and Aldermen are charged with the accountability by means of the financial statements. The Town council establishes whether the financial statements of the Board of Mayor and Aldermen are in accordance with the framework-setting concerning the budget. 

Beside the Town council and the Board of Mayor and Aldermen in addition, other users exist of the budget and the financial statements, such as the auditor, the Central Office of Statistics (CBS), Provincial Executive and others, that meet the principle “each target groups has his own information and/or documents”. The budget and the financial statements and a number of other documents contain the same basic information and the sum total. 

The table below shows the relationship between the actors, budget function and the type of budget and the responsibilities (BZK/Commissie BBV, 2003, p. 33; Lens, 2008, p. 7):

	Actor
	Budget function
	Type budget document / accountability documents

	Town council 


	Authorisation

Allocation

Monitoring


	(program
) budget

(program) budget

(program) financial statements, including  annual report 

	Mayor and Aldermen
	Control technical 

Business economics 

Accountability
	Product
 estimation / realization 

Product estimation / realization 

(Program) financial statements, including annual report 

	BZK/CBS/Provincial Executive

Comparison
	Aggregation 

Comparability
	Functional classification

Distribution matrix
 (including the categorical classification
)


Table 2: “Relationship between the budget and the accountability documents, budget functions and actors”

3.2.1 Requirements for budget and for the financial statements

The budget functions create a number of criteria to which budgets and financial statements need to be comply, the requirements. The requirements for the budget and for the financial statements depend on the chosen budget system. For the municipality is the BBV, a “Modified accrual based accounting system”.
There are two categories of requirements to distinguish exist, (1) requirements to documents; and (2) requirements to financial statements (BZK/Commissie BBV, 2003, 21-25).

3.2.1.1 Requirements to documents

Five requirements exist concerning the documents (BZK/Commissie BBV, 2003, p. 21):

· Preliminary permission
These requirements arise from the budget function of the Town council, e.g. authorization function. According to the Municipal Act (art. 191) the municipalities should adopt the budget on November 15, the year before the budget year. The budget modifications in addition, should be authorized before the end of the budget year (art. 192, par. 1, Municipalities Act). In addition, November 15 is important for the supervisory authority, the Provincial Executive (Provinciale Staten). The Provincial Execute should determine whether preventive surveillance is needed (art. 203, Municipalities Act). In addition, the Provincial Executive can decide to set preventive surveillance when the adoption of the budget is late;

· Periodicity
The budget should determine on a regular basis. The budget year (financial year) is the calendar year (art. 189, par. 5, Municipalities Act). This requirement is applicable to the financial statements so that the Town council can perform its monitoring function properly. The financial statement in addition, should be adopted before July 15 of the year next on the budget year (art.200, Municipalities Act);

· Publicity
Both the budget and the financial statements should be published before the consideration by the Town council. The draft budget is public and is open to inspection once the budget is presented to the Town council (art. 190, par. 2, Municipalities Act). In addition, the Town council must publish the budget for at least two weeks before the budget treatment (art. 190, par. 3, Municipalities Act). These requirements are also applicable to the financial statements (art. 197, par. 3, Municipalities Act);

· Completeness
Concerning the allocation function this is essential. For the consideration between the various policy fields is it necessary that all incomes and expenditures are integrated in a summary document (art. 189, par. 1, Municipalities Act). This requirement is essential concerning the Provincial Executive to determine the balance of the budget. In addition, completeness is important for the financial statements with regard to the accountability and the monitoring function. 

3.2.1.2 Requirements to financial statements

Allocated to financial statements five requirements exist (BZK/Commissie BBV, 2003, p. 22-25):

· Transparency
Users of the budget and of the financial statements, and in particular the Town council, need maximum insight into the documents. In addition, transparency is defined by six required definitions: (a) understand ability; (b) systematic principle (consistent course of action); (c) accounting principles requirements; (d) relevance; (e) materiality; and (f) reliability;

· Allocation
Results of transactions and other events are recorded in the accounts and should be incorporated in the financial statements in the period in which they occur of to which they relate (and not when financial resources are received or paid);

· Prudence
This includes budget estimates that have in particular a certain degree of uncertainty. Financial statements in addition concern with uncertainty, e.g. the suspected economic life-time of buildings or the existence of doubt regarding the collect ability of receivables. These uncertainties require prudence in preparing budget estimates and assumptions that are part of the financial statements. Prudence implies that anticipated losses and risks should take into consideration when they occur before the end of the budget year and when they are familiar before the preparation of the financial statements. In addition, profits are only processed in the financial statements when they are established and realized, the so-called: “realisation principle”. Prudence in addition include providing information about the nature and the volume of the uncertainties, which implies that the estimated valuation of assets and benefits is not to high, and the estimated valuation of liabilities and expenses is not too low. However, prudence does also not allow forming excessive provisions;

· Legitimacy

Municipalities are income-spending entities of public amounts. Consequently, it is important that income and expenses and the balance sheet changes are realized legitimacy. For example, the awarding of subsidy is only permitted by a subsidy scheme or decision, and when subsidy request comply with the requirements of these scheme or decision. Legitimacy in addition concern financial control activities that should meet the financial accounting rules, consequently the financial and the monitoring regulations of municipalities, the regulations of the Municipality Act and the BBV, and they must fit into the authorized budget set by the Town council; and 

· True and fair view
The financial statements should provide a good insight in the financial position and in the results of the municipality. 

3.3
Financial resources of Dutch Municipalities

Dutch municipalities are funded for more than 90% by the Central government of the Netherlands. A part of the incomes is derived from the so-called “Municipal Fund”. Annually, the Central government supplement this fund with a portion of tax revenues and distributes this to the municipalities. The municipality may spend the money at its own discretion. Besides the Municipal Fund, the municipalities receive “goal oriented grants” by the Central government that are intended for defined purposes, such as transfers or youth assistance. The amounts of these grants depend on the population and on the local circumstances. 

The municipality is authorized to impose “taxes” that are regulated in the Municipalities Act (art. 229). These taxes are determined and made mandatory by the “Tax Officer” without a return of identifiable counter-performance. Against these taxes an identifiable return is included. Furthermore, the total expected revenue from the taxes may not exceed the expected expenditures. The following taxes in the Municipalities Act are adopted: 

· Property tax (art. 220 to 220i, and art. 221-222, Municipalities Act);

· Commuter tax (art. 223, Municipalities Act);

· Tourist tax (art. 224, Municipalities Act);

· Parking tax (art. 225, Municipalities Act);

· Dog tax (art. 226, Municipalities Act);

· Tax on advertising (art. 227, Municipalities Act);

· Street tax (precarious tax) (art. 228, Municipalities Act);

· Effluent tax (art. 229, Municipalities Act);

· Waste disposal (art. 15, par. 33, Environmental Protection Act); and 

· Administrative taxes (art. 230-257, Municipalities Act)

The main income source is the “property tax”. Other sources of revenue are the tourist tax, the dog tax, and the parking fees. The amount of these sort taxes are determined by the Town council. This applies in addition to the setting of rates that are collected by the citizens for certain services, such as parking, administrative charges and cleaning duties. 

3.4
Accountability of Dutch municipalities

Within the municipal organization, the Board of Mayor and Aldermen is accountable to the Town council. The Board of Mayor and Aldermen is the first responsible body for the finances of the municipality and carries out the personnel of the municipal organization. It has numerous legal authorities to carry out the tasks, such as purchasing and sales of public property. The Municipalities Act does not contain guidance regarding the budget allocation to aldermen and is mainly based on agreements between the political parties during the formation of the Board of Mayor and Aldermen (Dijkgraaf, 2002, p. 113). The Municipal Act contains three guidelines concerning the budget allocation:

· The Board of Mayor and Aldermen adopt it rules of procedures regarding its council meetings (art. 52, Municipalities Act);

· The Board of Mayor and Aldermen is authorized to mandate one or more authorities to one or more members of the Board (art. 168, Municipalities Act);

· The Board of Mayor and Aldermen is in its entirety an executive committee, the so-called principle of collegiate responsibility (art. 34, par. 1, Municipalities Act).

In principle, the budget and the financial statements are the underlying basic documents for the accountability requirement. The municipality is accountable to several other actors. According to the document “Uitgangspunten gemodificeerd stelsel van baten en lasten provincies en gemeenten”, the municipalities are accountable to the following parties (BBV, 2003, p. 14):

· The Audit office;

· The auditor;

· The regulator: “Provincial Executive”;

· Citizens, companies, organizations, media, employees, and contractors;

· Central government, European Union and the Central Office of Statistics (CBS)

3.5
The BBV 

On February 1, 2003 the “Besluit Begroting en Verantwoording provincies en gemeenten (BBV)” was introduced starting for financial year 2004. The BBV is a “Modified accrual based accounting system” and has its basis in the Municipalities Act (and Provincial Act). The BBV replaces the “Besluit Comptabiliteitsvoorschriften 1995 (CV 95)” for three reasons (BZK/Commissie BBV, 2003; Boxmeer, 2006, p. 47):

1. The dualization of the Town executive (and the provincial executive). The introduction of the “Wet dualisering gemeentebestuur” in 2002 led to changes in:

· The position and the tasks of the Town council and the Board of Mayor and Aldermen;

· The relationship between the Town council and the Board of Mayor and Aldermen; and

· Changes in the required (financial) documents and information for both the Town council and the Board of Mayor and Aldermen. 

The “Wet dualisering gemeentebestuur” affects the requirements for the budget and for the financial statements, which creates a strengthening of the framework-setting and the monitoring role of the Town council. The Board of Mayor and Aldermen is charged with the performance of the policies and is accountable to the Town council. Due to the dualism a number legislative changes are perform in the Municipalities Act. The municipalities are free to determine their own budget classification, the so-called “program budget”. Consequently, the budget becomes more effective policy, which implies that the budget must support the Town council more in its framework-setting and monitoring role. This creates two important principles for the budget and for the financial statements underlying the development of the BBV, (BZK/Commissie BBV, 2003, p. 30):

· Each target group has his own information and/or documents; and

· The Town council is responsible for the policy principles pertaining control aspects, and the determination of the local taxes. 

In addition, the BBV state what information should be provided by the municipalities, and in which way they should present it to involved (third) parties.

2. An increasing need for transparency and comparability of data of municipalities by, e.g. European Union, municipalities, Provincial Executive, Town council and the Board of Mayor and Aldermen, and due to an increasing public pressure on government to be accountable to the citizens. 

3. Uncertainty exists on what level Book 2, Title 9 of the Dutch Civil Code was applicable to the local government and the definition of “specific character” of the municipalities. The Dutch Civil Code includes accounting rules for business companies. These rules in addition, were not always applicable to municipalities (and provinces). Consequently, a need arose for appropriate regulations for municipalities. The BBV follows in main lines the CV ‘95. The main difference is that the scope of the interpretation of the Dutch Civil Code in the CV ‘95 is limited both by the pattern for the preparation and presentation of financial statements, that include a framework of principles for financial reporting, and guidelines for the financial statement reporting. The BBV is clearer than the CV ‘95 why it sometime deviates from the Dutch Civil Code. The BBV both defines and uses the ‘specific character’ of the municipalities (and provinces). The specific characters include the regulations regarding the budget and the financial statements setting with the aim to realise a good insight into municipalities (art. 3, par. 1, BBV). This implies that the BBV include all regulations of the Dutch Civil Code that are applicable to municipalities or the specific regulations for the municipalities.

In addition, the introduction of the BBV creates several changes in the Municipalities Act and creates the introduction of new law specific for the municipalities, such as the adjustments in Regulation 212 and 213 and the introduction of Regulation 213a (BZK, 2012).
· Regulation (Article) 212 “The financial regulation”:

According to Article 212 in the Municipalities Act, the Town council is mandatory to adopt Regulation 212, which includes internal municipal rules with respect to the financial policies and the management, and the planning of the financial organization of the municipality. According to the BBV, Regulation 212 should include at least rules regarding the valuation and the depreciation of tangible fixed assets, composition of tariffs for the citizens, and the finance function. 

· Regulation (Article) 213 “The auditing regulation”:

According to ex Article 213 in the Municipalities Act, the Town council should regulate the legality of the financial management. The Regulation includes mainly auditing rules for the auditor. The involvement of the Town council regarding the contracting the auditor, the period for which the auditor is contracted and in which way the Town council is consults with the auditor is recorded in the Regulation. In addition, the task of the auditor is regulated by the Municipalities Act and in the BAPG
; 

· Regulation (Article) 213a “The regulation regarding the efficiency and the effectiveness studies” 

According to Article 213a in the Municipalities Act, the Board of Mayor and Aldermen is mandatory to examine the efficiency and the effectiveness of its municipal executive and to inform the Town council regularly about the results of such a research. The Town council is responsible for the regulation with regard to the researches. 

3.5.1 The purpose of the BBV

According to (the Provincial Act and) the Municipalities Act the (province or) municipality is required to establish a budget, multi-year estimate, financial statements and annual report, and use a number of requirements that the documents must meet (art. 190, Municipality Act). 

The BBV (and Municipalities Act) regulates the financial management and the policies of the Dutch municipalities. It includes regulation for preparing the budgets and the financial statements, the financial position, the valuation of assets, and the information for third parties (Boxmeer, 2006, p. 49). Since 2004, to guarantee that involved parties will be provided with the required information, the financial documents of the municipality should meet the strict requirements included in the BBV. Based on the BBV in addition the comparability of accounts between the municipalities is possible (Wijten, 2009). The need of the information is important for several parties (BZK, 2003, p. 29): 

· The Town council: 

Due to the power of purse of these organs the safeguarding of the information becomes important. The power of purse is one of the most important rights of the Town council;

· Citizens and public organizations
In addition have the right on information. In principle, the information provided to the Town council is sufficient for these parties;

· Third parties:

Such as the (1) Provincial Executive needs information to assess the correspondence of the budget and the financial statements; (2) the Central government needs information for the evaluation of the Municipalities Fund and the financial ratio in a broader context; (3) the Central Office of Statistics (CBS) and the European Union (EU) needs information on macro-economic level and European level; (4) the Town council and the Board of Mayor and Aldermen needs information for comparability between the municipalities.

3.5.2 Components of the BBV

The BBV distinguishes the exploitation and the capital, which is expressed in the financial statements. The modified accrual based accounting system for municipalities has two important consequences for the exploitation and the capital (BZK/Commissie BBV, 2003, p. 27): 

1. Municipalities have both financial statements and budget. The budget is divided into a (1) financial budget that includes a statement of income and expenditures and notes on accounts and a (2) policy budget that include an overview of incomes and expenditures. The financial statements include both program accounts and paragraphs and a program statement and balance sheet, including notes on accounts. The counterpart of the balance of the budget is mentioned “the statement of the financial position” and is part of the financial budget. Both the financial statements and the budget include as well financial parts as policy parts;

The table below set out the distinctions between the exploitation and the capital of both the financial budget and the financial statements (BZK/Commissie BBV, 2003, p. 27):

	Component
	Financial Budget

(art. 7, BBV)
	Policy Budget

(art. 24, BBV)

	Exploitation

	Statement of income and expenditures 
	Program account

	Capital
	Statement of the financial position 
	Balance-sheet
 


Table 3: “Components of the financial budget and policy budget”

The following table presents insight in the structure of the budget and of the financial statements according to the BBV (BZK/Commissie BBV, p. 37):

	Budget
	Structure
	Financial statements
	Structure

	Policy budget


	1. Program plan
	Annual report
	Program accountability

	
	2. Paragraphs

	
	Paragraphs 

	Financial Budget 
	Statement of income and expenditures
	Financial statements
	3. Program account

	
	4. Statement of the financial position
	
	Balance-sheet


Table 4: “Structure of the financial budget and policy budget, and financial statements”

2. The financial position has an important role for municipalities. The financial position includes the municipalities’ capital in relation to the exploitation, taking into account the risks. The definition financial position is more than the capital itself, and can be derived from the balance. This implies that understanding of both the budget and the financial statements are required for a good insight of all parts of the financial position. 

3.5.3 Committee BBV

The existence, tasks and composition of the Committee BBV is regulated in article 75 of the BBV. The main task of the Committee BBV is to “ensure a uniform implementation and application of the BBV” (Municipalities Act). The Committee BBV is set up to provide guidance to municipalities, provinces, auditors and other parties with respect to the interpretation of regulations. 

The Committee BBV performs it task by at least (art. 75, BBV):

1. Maintenance of the document “Uitgangspunten gemodificeerd stelsel van baten en lasten provincies en gemeenten”. In addition, this document provide an explanation of the BBV; and

2. Answering practice questions about the BBV which are published on the platform “Vraag- en Antwoordrubriek BBV”. 

The Committee BBV publishes notes that include the integral treatment of a subject, and guidelines due to a limited number of acts. By performing this, the Committee BBV attempts to contribute better to the application and the implementation of the BBV. Other tasks of the Committee BBV is providing advice to the Ministry of the Interior and Kingdom Relations (BZK) (art. 44, par. 2, Wijzigingsbesluit), and following developments, e.g. the IPSASs. 

Recently, the Committee BBV takes over the activities of “Platform Legality Provinces and Municipalities” (Platform rechtmatigheid provincies en gemeenten, PRPG). The main task of the PRPG was answering questions and the maintenance of the Framework Compliance. The PRPG was a temporary platform to support the introduction of the compliance audits. The municipalities have sufficient experience for several years and the most important questions are answered. The actual Framework Compliance 2010 will not be changed and remains valid. 

3.5.4 Members of the Committee BBV

The Committee BBV consists of 14 members. The composition of this Committee BBV is based on  the expertise of different target groups, such of Municipal secretary, Registrar, Provincial Executive (Provinciale Staten), Central Office of Statistics (CBS), Ministry of Interior and Kingdom Relations (BZK), Association of Dutch Municipalities (Vereniging Nederlandse Gemeenten, VNG), and heads of finance. The chairman is appointed by the Ministry of Interior and Kingdom Relations. The Secretary is appointed by the Minister. All other members in addition, are appointed by the chair of the Committee. Most members are proposed by the Association of Dutch Municipalities, Central Bureau of Statistics, and Interprovincial Consultation (Inter Provinciaal Overleg, IPO). 

3.5.5 The structure of the BBV

The structure of the BBV is as follows (BZK/ BBV, 2003, p. 6-88):

	Chapter 
	Content

	1. Introduction 
	Purpose of this document

	2. The BBV
	The BBV include 79 articles that are divided into following chapters:

1. Chapter 1: General rules (art. 1-6);

2. Chapter 2: The budget and notes on accounts (art. 7 -21)

3. Chapter 3: The multi-year estimate and notes on accounts (art. 22-23)

4. Chapter 4: The program budget and notes on the accounts (art. 24-58)

5. Chapter 5: Valuation, capitalization, and depreciation (art. 59-65)

6. Chapter 6: Compliance information (art. 66-70)

7. Chapter 7: Information regarding third parties (art. 71-74)

8. Chapter 8: Committee BBV (art. 75)

9. Chapter 9: Transition provision and final provision (art. 76-79)

	3. Explanatory Notes
	10.  General: 

· Reasons for the introduction of the BBV

· Dualism

· Specific character of the municipalities and the  Dutch Civil Code, Book 2, Title 9

· Changes

· Procedure

· Other

	4. Explanatory Notes 
	11. Article wise:

· Include notes on the BBV; and 

· Practical examples


Table 5: “The structure of the BBV”

3.6
Property, plant, and equipment in relation of the BBV

The assets of a municipality are the result of transactions or other events in the past. In most cases, the municipality acquire assets by buying or producing them. However, other transactions or events could generate assets, e.g. property acquired by the municipality from the Central government for free. In addition, transactions or events expected to take place in the future are not in itself a reason to recognize them as assets, e.g. an intention to purchase a fire truck does not meet the requirements of the definition of an asset (BZK/Commissie BBV, 2003, p. 30-31). 

The BBV distinguish three types of fixed assets, (art. 33, BBV):

· Intangible fixed assets;

· Tangible fixed assets; and 

· Financial fixed assets. 

Because the focus of this research is on property, plant, and equipment (tangible fixed assets), the next sections will only contain information about the tangible fixed assets. 
3.6.1 The definition of “tangible fixed assets”

The BBV distinguish three types of “tangible fixed assets” (art. 35, par. 1-2, BBV): 
· Investments with an economic utility, e.g. buildings, transport, computers, swimming pools;

· Investment in public space with a social utility, e.g. roads, bridges, public parks and water;

· Tangible fixed assets that are issued on ground lease.

Chapter V of the BBV includes requirements regarding the valuation, the capitalization and the deprecation of tangible fixed assets. Article 59, paragraph 1 to 5, of the BBV contains that all investments with an economic utility should be recognized. This type of investments has an economic utility when they are tradable and/or they contribute to the generation of recourses. The BBV prohibits the deduction of reserves from assets with an economic utility, and additional deprecation (BZK/Commissie BBV, 2003, p. 49; 89).

In addition, the BBV allows, only in exceptional circumstances, capitalization of investments in public space with a social utility, but no economic utility. The question arises whether or not this type of fixed assets should or can be capitalization. On the one hand, these fixed assets are of great importance to municipalities. On the other hand, these types of fixed assets are typical to investments that are not usually replaced, but entail a lot of maintenance (BZK/Commissie BBV, 2003, p. 45; 53; 79; 90). This implies that for these investments a good process of care in the budget and in the multi-year estimates is essential. It whether or not to capitalize such investments will not create a better insight in the financial position of the municipalities. Consequently, it is preferred not to capitalize this type of fixed assets. However, this could cause some major municipalities investments. A part of the municipalities will be hindered to invest in public space, e.g. investment in roundabouts is no longer possible (BZK/Commissie BBV, 2003, p. 47; 79). Consequently, fixed assets with a long-year social utility in public space are allowed to be recognized in the financial statement. In this case it is desirable to depreciate this type of fixed assets as soon as possible. This is the reason why these fixed assets reserves could be deducted and performance-related depreciation is possible (BZK/Commissie BBV, 2003, p. 45; 79). 

In addition, the specific sections of the BBV that are relevant for this study are included in Appendix D. 

3.7
Summary

The focus of this chapter was on the financial accounting and the reporting of Dutch municipalities. The financial reporting and the reporting process of Dutch municipalities differ from business companies because of their specific character. These differences in addition, are significant that an own accounting system of income and expenditures for municipalities is justified. 

In addition, the Municipalities Act and the BBV include the preconditions for the budget and for the financial statements with the aim to promote a democratic process with regard to these tasks (BZK/Commissie BBV, 2003, p. 11).  The Committee BBV describes six budget and financial statements functions, the so-called “administrative planning and control” (BZK/Commissie BBV, 2003, p. 13). In addition, the budget functions create a number of criteria to which budgets and financial statements need to be comply, the requirements. The requirements for the budget and for the financial statements depend on the chosen budget system. For the municipality is the BBV, a “Modified accrual based accounting system”. In addition, two categories of requirements to are to distinguish (BZK/Commissie BBV, 2003, 21-25): (1) Requirements to documents; and (2) Requirements to financial statement. Consequently, the BBV has a Committee BBV which has the aim to “ensure a uniform implementation and application of the BBV” (Municipalities Act). The Committee BBV consists of 14 members. 
Dutch municipalities are funded for more than 90% by the Central government of the Netherlands. A part of the incomes is derived from the so-called “Municipal Fund”. The municipality is authorized to impose “taxes” that are regulated in the Municipalities Act (art. 229). The main income source is the “property tax”.

Within the municipal organization, the Board of Mayor and Aldermen is accountable to the Town council. The Board of Mayor and Aldermen is the first responsible body for the finances of the municipality and carries out the personnel of the municipal organization. In addition, the municipality is accountable to several other actors that are included in the document “Uitgangspunten gemodificeerd stelsel van baten en lasten provincies en gemeenten”. 
The focus of chapter 2 was on the structure and organization of the Dutch municipalities. The aim of this chapter was to set out the (national) financial accounting and the reporting requirements for the Dutch municipalities which are adapted in the BBV. Consequently, the requirements regarding the tangible fixed assets according to the BBV are signalled and included in Appendix D. The next chapter will focus on the International Public Sector Accounting Board (IPSASB) which develops the financial accounting and reporting requirements for the public sector, the International Public Sector Accounting Standards (IPSASs). 

 Chapter 4
The IPSAS Board and IPSAS Standards
The focus of chapter 2 and 3 was on the Dutch municipalities, including the developments on the municipal area in recent year. While chapter 3 was focuses on the financial accounting and reporting of the Dutch municipalities. This chapter provides information about the International Federation of Accountants (IFAC) and the relation with the International Public Sector Accounting Standards Board (IPSASB). Next, the International Public Sector Accounting Standards (IPSASs) will be commented. Finally, this chapter ends with the summary. 

4.1
International Federation of Accountants (IFAC)

The International Federation of Accountants (IFAC) is a worldwide organization for the accountancy profession and works with its 159 members and associates in 124 countries and jurisdictions. These members and associates represents more than 2.5 million accountants employed in public practice, industry and commerce, government, and academia (IFAC, 2011). The members of the IFAC are submitted to the “Code of Ethics for Professional Accountants (IESBA Code)” which is set by the International Ethics Standards Board for Accountants. The IFAC seeks to reinforce professional accountants to comply with the rules and strengthen these values. 

The IFAC is founded in 1977, and is the only accountancy body in the world and a few other professional organizations that have a broad-based international support. It consist of independent standard-setting boards that develop international standards on ethics and assurance (IASs), education, and (international) public sector accounting standards (IPSASs). The IFAC publishes guidance to support the professional accountants in business, small and medium practices, and the developing nations. This organization develops policy positions on topics of public interest and comment letters concerning on matters that are relevant to the profession. 

4.1.1 The mission of the IFAC

The IFAC have a mission to serve public interest by (IFAC, 2011): 

· Contributing to the development, adoption and implementation of high-quality international standards and guidance; 

· Contributing to the development of strong professional accountancy organizations and accounting firms, and to high-quality practices by professional accountants; 

· Promoting the value of the professional accountants worldwide; and

· Communicates public interest issues where the accountancy profession's expertise is most relevant. 

4.1.2 The Public Sector Committee (PSC)

To serve the mission for the public sector, in 1986 the IFAC founded the Public Sector Committee (PSC). The general purpose of PSC is to issue financial statements for users that are unable to demand financial information to meet their specific information needs (IFAC, 2011). According to the Algemene Rekenkamer (2003, p. 52), the public sector includes the national government, the regional government, the local government, and all entities related to the government.
In July, 1989 the PSC issued Guideline 1“Financial Reporting by Government Business Enterprises”. This guideline explains that Government Business Enterprises (GBEs) should apply the same International Accounting Standards (IASs) as private sector enterprises (Points, 2001, p. 6). According to PSC a GBE
 is:

· An entity that has the power to contract in its own name; 

· Has the power to assign the financial and the operational authority to perform a business; 

· Sells goods and services to other entities at a profit or full cost recovery. In addition, this goods and services are in the normal course of its business; 

· Does not depend on government resources to be a going concern; and 

· Controlled by a public sector entity. 

In addition, the GBEs are profit-oriented entities that are required to comply with IASs. The IASs are issued by the International Accounting Standard Committee (IASC), and are developed for the private sector entities to support the efficiency of both the international and the national capital markets. They are a necessary component of recent initiatives in the public sector to increase the financial transparency and enhance the corporate governance (Points, 2001, p. 6). The successor of the IASC is the International Accounting Standards Board (IASB) which is responsible for the development of IASs for the GBEs. In 2001, the IASs are renamed into the International Financial Reporting Standards (IFRSs).

In the late 1996 the IPSASB – formerly the PSC of the IFAC - established the Standards project due to concerns about the variability in the quality of financial reporting by many governments and their agencies (Points, 2001, p. 4). In addition, the quality of the government financial information reported to external users and to managers was generally poor. The financial information in addition, was based on poor standards of financial management, economic decision making and accountability. Consequently, it could create corruption and mismanagement. In addition, the PSC initiated the development of the international public accounting standards for financial reporting by public sector entities at local, state, and national government level (Standards project). These Standards are based on the IFRSs. The IFRSs are adapted to the requirements of the public sector, unless there is a public sector specific reason for a departure. In order to converging IPSASs with IFRSs, the IPSASB reaffirmed its commitment. In November 2004, the PSC changed its name in to the International Public Sector Accounting Standards Board (IPSASB). 

4.2
International Public Sector Accounting Standards Board (IPSASB) 

The objectives of the IPSASB are to publish guidance to the public sector entities concerning the preparation of the financial statements to: (1) enhance the quality and transparency of financial reporting of these entities; and (2) strengthen public confidence in public sector financial management. These standards are intended to strengthen the government financial transparency and the governance as their private sector counterparts in the private sector (Points, 2001, p. 7). To pursue these objectives, the IPSASB (Berger and Ernst & Young, c2009, p. 3; IFAC, 2011):

· Organize the convergence of the quality and the uniformity of financial reporting regarding the international and the national public sector; 

· Provide the International Public Sector Accounting Standards (IPSASs) on the website;

· Promotes their acceptance and compliance on an international scale with these standards;

· Provide other documents that contain guidance on issues and experience with financial reporting in the public sector. The IPSASB issues studies to provide advice on financial reporting issues in the public sector which include the best practices and most effective methods to solve the addressed issues; 

· Provide occasional papers and research reports to provide information that contributes to the knowledge regarding the public sector financial reporting issues and development. For example,  results from studies, such as literature searches, questionnaire surveys, interviews, experiments, case studies, and analysis; 

· Works together with the national regulators on financial reporting. 

According to Adhémar (2005, p. 3-4) and Points (2001, p. 6), the IPSASB is a accredited entity that is allowed to perform the role of International Public Standard Setter, because:

· The IPSASB operates in the public interest and is independent from control by individuals which tend to  influence the outcomes produced other than in the public interest;

· The IPSASB has appropriate technical expertise, knowledge of institutional arrangements that is based on its constituents. Consequently, the IPSASB has a membership mix that includes the technical skills of users, prepares and auditors and a broad geographical spread;

· The IPSASB adopts a formal due process. In addition, the due process provides stakeholders with the opportunity to contribute to the development process;

· The IPSASB publishes Exposure Drafts (EDs) of each proposed IPSAS and are widely distributed free of charge. The exposure period of each proposed IPSAS is at least four months. These EDs can be downloaded from the website of the IPSASB at www.ipsasb.org;

· The IPSASB provides the opportunity for national standard-setters, government agencies responsible for the development of financial reporting guidelines, and other key stakeholders to be directly involved in the IPSAS development process through the establishment of steering committees and consultative group; and

· The IPSASB is a Committee of the IFAC. Due to the involvement of the international organizations and observers, the IPSASB possesses sufficient authority for the development and the implementation of the pronouncements;

4.2.1 The members of IPSASB

The IPSASB consists of 18 members, 15 of whom are selected by IFAC member bodies. The other three members are selected by any individual or organization. The members of the IPSASB are selected based on recommendations by the Nominations Committee of the IFAC. Hereafter, the IFAC perform a selection by taking into account both the technical and the professional criteria and geographic and gender balance. The majority of the Board is formed by members working by public organizations. The board members have broad expertise and experience in the public sector financial reporting. The IPSASB is supported by technical advisors from the accounting profession in their own country.

Below, the table shows the countries represented on the IPSASB (Berger and Ernst & Young, c2009, p. 4):

	Countries represented by the IPSASB

	United Kingdom (chair)

Australia

Canada

China

France


	Germany

India

Israel

Japan

Kenya


	Netherlands
New Zealand

South Africa

Turkey*

United States of America


Table 6: “Members of the IPSASB” (without public members, January 2009)

* In 2009, the Turkish member was expelled from the IPSASB.

Initially, the members of IPSASB are appointed for a term of up to three years. A possibility exists to extend this term for further three-year terms. In addition, appointments are made annually in such a way that one-third of the members will be rotated each year. The continuance of services by the same Board member in addition, is limited to two consecutive three-year terms, unless the member is appointed to serve as Chair for a further term. At least every three year, the IFAC reviews the effectiveness of the IPSASB. 

4.2.2 Consultative Group

The IPSASB has a Consultative Group (CG) that provides a platform to facilitate the exchange of information between the IPSASB and the specialist. The CG provides valuable technical and public interest input to the IPSASB on its agenda, and project-related activities. The CG includes representatives of prepares, auditors and users of the public sector financial statements, governments, international organizations, academe, and others interested in the development of IPSASs (IPSASB, 2010). The members of the CG are appointed by the IPSASB. The CG is chaired by the Chair of the IPSASB (IPSASB, 2007, p. 2). Finally, the CG has primary an electronic forum and does not have any voting rights.

4.2.3 The meetings of the IPSASB

The aim of the meetings of the IPSASB meetings is to discuss the development, and to approve the issuance of IPSASs. In addition, the IPSASB discuss papers that are open for publication to the public. The IPSASB publish all agenda papers, including the minutes of the meetings, on the website.  

The IPSASB meetings in addition, should be attended by at least twelve appointed members. This could be in person or by simultaneous telecommunications link. Each IPSASB member has one vote concerning voting purposes, except for Invitations to Comment, Exposure Drafts (EDs), and IPSASs where at least two-thirds of the voting rights are needed. The IPSASB members in addition, could be joined at the meeting table by one technical advisor who will have only full rights of the floor. Members of the CG could meet with the IPSASB in conjunction with any IPSASB meeting in their region. 

4.2.4 Observers of the IPSASB

The IPSASB is observed by the members of the multilateral lending agencies and other regional and international organizations with full rights of the floor. The IPSASB appoints a limited number of observers. These observers are members from organizations (multilateral lending agencies and other regional and international organizations) that have an interest in public sector financial reporting with full rights of the floor at the IPSASB meetings. The observers have no voting rights on the issuance of exposure drafts or IPSASs. The following organizations have an observer role on the IPSASB (Berger and Ernst & Young, c2009, p. 4):

· Asian Development Bank (ADB);

· European Union (EU);

· Eurostat;

· International Accounting Standards Board (IASB);

· International Monetary Fund (IMF);

· International Organization of Supreme Audit Institutions (INTOSAI);

· Organization for Economic Co-operation and Development (OECD);

· United Nations Development Programme (UN/UNDP); and

· World Bank multilateral lending agencies.

Below, the chart shows the structure and the organization of the IPSASB, excluding public members (Berger and Ernst & Young, 2009, p. 2):

[image: image3.emf]
Table 6: “Structure and organization of the IPSASB” 

4.2.5 Financial support of IPSASB

The IPSASB receives financial funding from several international organizations, such as the Asian Development Bank (ADB), the European Commission (EC), the United Nations Development Programme (UNDP), the IFAC, and the World Bank. In addition, the government of Canada, the government of New Zealand and Switzerland’s State Secretariat for Economic Affairs (SECO) provide financial resources to the IPSASB. Finally, the People’s Republic of China and the Canadian Institute of Chartered Accountants (CICA) provides support in the form of technical consultants. 

 4.3
International Public Sector Accounting Standards (IPSASs)

Prior to date, the IPSASB focus on the development and update of International Public Sector Accounting Standards (IPSASs) for financial reporting by the public sector entities at the local, state and national government levels (Standards project). The objectives of IPSASs are (IFAC, 2011, p. 23):

· To improve the quality and the reliability of the accounting and the financial reporting;

· A better financial and economic performance; 

· A better financial management and accountability of governments and other public sector entities; and

· International comparison of the financial reporting requirements.

The IPSASB follows a stringent and transparent due process in the development of all IPSASs which provides all interested parties with the opportunity to prove input to the standards development process (IFAC, 2011). In addition, the IPSASB seeks input from the Consultative Group (CG), and uses pronouncements issued by (IFAC, 2011): 

· The International Accounting Standards Board (IASB);

· National standard-setters, regulatory authorities and other authoritative bodies;

· Professional accounting bodies; and

· Other organizations interested in the financial reporting in the public sector. 

Because the IPSASs are high-quality global financial reporting standards for the application by public sector entities other than Government Business Enterprises (GBEs) (PWC, 2009, p. 1), the IPSASB strongly encourages the adoption of IPSASs and the harmonization of the national requirements with IPSASs by the governments and the national standard-setters. Compliance with the IPSASs warrants that the financial reporting of the government and the public sector entities conveys a “true and fair view” regarding to the financial status of the organization. The IPSASB is convinced that the applications of IPSASs have significant benefits in order to the consistency and the comparability of the financial information across jurisdiction. In addition, the IPSASB believes that the IPSASs are essential to enable these benefits. 

In addition, the adoption of IPSASs is supported by the Government, professional accounting bodies, and international organizations. More than 30 Governments and a number of international organizations represent the best international accounting practices, such as the International Organization of Supreme Audit Institutions, the Organization for Economic Co-operation and Development (OECD), and the World Bank (United Nations, 2007, p. 2). These organizations adopted IPSASs compliant accrual accounting system (Christiaens and Reyniers, 2009, p. 4-5 according to Hathorn, 2008). 

4.3.1 Structure and organization of IPSASs 

The IFAC issues annually, and in partnership with the IPSASB, a “Handbook of International Public Sector Accounting Standard Board Pronouncements”. This handbook contains the complete set of the IPSASB's pronouncements on public sector financial reporting (IFAC, edition 2011). The handbook of 2011 contains the following subjects (IFAC Handbook, 2011):

· Changes of Substance from the 2010 Handbook. This chapter includes a number of IPSASs that were amended because of the IPSASB’s Improvement in prior year project;

· The terms of reference of the IPSASB;

· Information about IFAC;

· Preface to IPSASs;

· Introduction to IPSASs;

· IPSAS 1 to IPSAS 31 based on Accrual Basis of Accounting;

· Introduction to IPSAS based on the Cash Basis of Accounting;

· Cash Based IPSAS;

· Glossary of defined terms in IPSAS 1 to IPSAS 31;

· Summary of Other Documents.

In addition, the IPSASs communicate the limitation of the applicability of a specific IPSAS. The IPSASs are not meant for to apply to immaterial items. By the IPSASB a policy is adopted to emphasise that all paragraphs in IPSASs have equal authority, and that the authority of a particular provision is determined by the language used. 

At present, the IPSASB has released 31 accrual based IPSASs and one extensive cash basis accrual IPSAS (see Appendix A). These IPSASs differ only in the recognition and the measurement of the assets and the liabilities, including the timing of these transactions, excluding the allocation process (Tiron Tudor and Mutiu, 2006, p. 1; Biondi and Soverchia, 2010, p. 9). Because the adoption of IPSASs is not mandatory for European public entities, the IPSASs are not as strict in comparison with the IFRSs for private companies. However, the IPSASB emphasizes explicitly that financial statements only should be described as complying with IPSASs only if they comply with all the requirements of each applicable IPSAS. 

4.3.4.1 Accrual based IPSASs

The accrual based IPSASs are adapted to the public sector context when appropriate, unless a public sector specific reason exists for a departure, or when public sector financial reporting issues are either not comprehensively deal with in existing IFRSs of for which IFRSs have not been developed by the IASB (IFAC, 2011). When an entity considered adopting accrual basis of accounting it should establish the following financial documents by the preparation of the financial statements (IPSASB, 2007, p. 18):

· The balance sheet;

· The profit and loss account;

· An overview of the financial performance;

· An cash flow statement; and

· An overview that included the changes in the net assets/equity. 

The features of accrual based IPSASs are (PWC, 2009, p. 1, Tiron Tudor and Mutiu, 2006, p. 2):

· Recognition of transaction and other event when they occur (and not only when cash or its equivalent is received or paid);

· Recognition of revenues when the contributions are confirmed by the donors; and 

· Recognition of expenses upon delivery of goods/services. 

Concerning the accrual based IPSASs in addition advantages and disadvantages need to be presented (Tiron Tudor and Mutiu, 2006, p. 2). The advantages of the accrual based IPSASs as opposed to cash based IPSAS is that accrual accounting measures the current income accurately compared to the cash basis accounting. Consequently the balance more accurate estimates the financial position, whereby the prediction of the future income and the financial position became easier. In order to improve both the quality and the comparability of financial information reported by the public sector entities in the world, the IPSASB encourages governments and other public sector entities to adopt the accrual based IPSASs for their general-purpose financial statements (Tiron Tudor and Mutiu, 2006, p. 5). Another advantage is that this method maximizes the effect of the process of the competition enabling and the public management efficiency. Through this, minimal costs for the society could be achieved. 

Because the net income is not in accordance with the period’s change in cash, which could create confusion, the disadvantage of the accrual accounting is the difficulty of understanding. Because this may decrease during the year, confusion exists in the cash balance with high income.  

4.3.4.2 Cash based IPSAS

The IPSASB issued one IPSAS based on cash basis accounting that includes mandatory and encouraged disclosure section. This Standard consists of two parts (IPSASB, 2008, p. 2). The first part is a required to all entities that conduct the financial statements based on the cash accounting. Consequently, this part provide an explanation regarding the cash basis accounting, include the requirements for the disclosure of financial information in the financial statements and supporting notes, and deals with a number of specific reporting dilemmas. The requirements of this part need to be complied with by entities which claim to be reporting in accordance with the IPSAS Financial Reporting under the Cash Basis of Accounting. The second part is not required. This part in addition, identifies additional accounting policies and disclosures to encourage the adoption of IPSASs by the entity to enhance its financial accountability and the transparency of the financial statements. In addition, this part contains guidance in order to methods of presenting certain information. In addition, the cash based IPSAS allows for transparency in order to financial reporting of cash receipts, payments and balances based on cash accounting. Information about these sources is necessary for the accountability purposes and provides input that could be useful for assessments of the ability of the entity in order to generate appropriate cash in the future and the likely sources and uses of cash. 

The advantage of cash basis accounting is that is easiest to perform, it is objective, with few choices (IPSASB, 2008, p. 9). This method in addition, provides a better insight in the short-term effects of the current policy. Another advantage is that cash basis accounting will enhance the comparability with the entity’s own financial statements of previous periods and other entities adopted cash basis accounting. 

The disadvantage of cash basis accounting is that is does not attempt to match an expense with the revenue generated. The income statement and the balance sheet may not be the representative sources of the recent activity and present activity conditions. In addition, cash accounting can influence the true operations of an active and incorrectly reflect income. Consequently, cash accounting does not provide the information that is necessary for a government to operate efficiently and effectively (IPSASB, 2008, p. 9; Australian Government, 2011; Hoek, 2005, p. 32). Biondi and Soverchia (2010, p. 7-8) state that accrual basis accounting provide better information for internal use (e.g. cost and price calculation, make-or-buy choices, outsourcing) and external use, which improves public entities’ transparency, accountability and performance evaluation. In contrast to accrual basis accounting, the cash basis accounting do not fit with public resources management control, and is not able to highlight the connection between the recourses consumption and the achieved results. 

The cash based IPSAS encourages an entity to voluntarily disclose accrual based information, although its core financial statements will nonetheless be prepared under the cash basis accounting (IPSASB, 2007, p. 19). According to Hoek (2005, p. 32-33) a growing number of countries have already shifted or are planning to shift from cash-based to some form of accrual accounting in the public sector. New Zealand, Australia, Canada and the United States of America in the 1990s have implemented accrual accounting. Tiran Tudor and Mutui (2006, p. 3) state that the international movement of New Public Management from cash to accrual accounting is a consequence of: 

· Increased diversification of the accounting systems; 

· Quality of the governments reports;

· Interest of international finance institutions;

· System of National Accounts moved to accrual basis in 1993; and 

· Strong engagement of IFAC-IPSASB chair. 

4.4
Property, plant, and equipment in relation to the IPSASs

Because this research is about tangible fixed assets, this section only comments a short description of IPSASs relevant for this study (IPSASB, 2011):

· IPSAS 17 Property, plant, and equipment;

· IPSAS 21 Impairment of non-cash-generating assets; and

· IPSAS 26 Impairment of cash-generating assets.
4.4.1 IPSAS 17 Property, plant, and equipment 

IPSAS 17 contains the accounting treatment for property, plant, and equipment. The aim of IPSAS 17 is to mitigate the principal issues in accounting regarding property, plant, and equipment. For example, the timing of the recognition of the assets, the establishment of the carrying amount and the recognition of the depreciation charges of  an asset (par. 1, 2011, p. 511). In addition, this Standard applies to all entities with a public character and other than GBE. However, an entity that prepares and presents financial statements based on accrual accounting should apply IPSAS 17, unless a different accounting treatment has been adopted in accordance with another IPSAS; and/or in respect of heritage assets (par. 2, 2011, p. 511).

According to IPSAS 17, tangible fixed assets that are held for use in the production or supply of goods or services, for rental to others, or for administrative purposes. These assets are expected to be used during more than one reporting period (par. 13, 2011, p. 514). 
In addition, the specific sections of IPSAS 17 that are relevant for this study are included in Appendix E. 

4.4.2 IPSAS 21 Impairment of non-cash-generating assets
IPSAS 21 include procedures regarding the impairment of a non-cash-generating. In addition, this Standard ensures that impairment losses are recognized. Consequently, this IPSAS provides instructions regarding the reverse of an impairment loss, and contains the disclosure criteria (par. 1, 2011, p. 649). Consequently, this IPSAS applies to all public sector entities other than GBEs (par. 3, 2011, p. 649). 

In addition, IPSAS 21 prescribes that all public entities that prepares and presents financial statements based on accrual accounting should apply this IPSAS in accounting for impairment of non-cash-generating assets, unless for the types of assets as signed in paragraph 2 (2011, p. 650). 

In addition, IPSAS 21 include a definition of the following terms (par. 14; 16; 23, 2011, p. 651-652):

· Cash-generating assets are held with the primary objective of generating a commercial return, and when the assets are used in a manner consistent with the objectives of the profit oriented entity;
· Non-cash-generating assets are assets other than cash-generating assets. In addition, an asset may be a non-cash-generating asset even though it may be breaking even or generating commercial return during a reporting period; and 

· Impairment is defined as a loss in the future economic benefits or service potential of an asset. The impairment is over and above the systematic recognition of the loss of the asset’s future economic benefits or service potential through deprecation. The impairment reflects consequently a decline in the utility of an asset. 
4.4.3 IPSAS 26 Impairment of cash-generating assets

IPSAS 26 include procedures regarding the impairment of a cash-generating asset. This Standard in addition, ensures that the impairment losses are recognized. Consequently, this IPSAS provide instructions regarding the reverse of an impairment loss, and contains the disclosures criteria (par. 1, 2011, p. 894). Consequently, this IPSAS applies to all entities with a public character and other than GBE (par. 3, 2011, p. 895). 

In general, the requirements regarding the impairment and assessment of cash-generating assets are similar to the non-cash generating assets, and are included in paragraph 22 (2011, p. 898). Consequently, the indications on which an asset should comply are identical to non-cash-generating assets are signed in paragraph 25 (2011, p. 899-900):

In addition, the specific sections of IPSAS 26 that are relevant for this study are included in Appendix G. 

4.5
Summary

The focus of this chapter was on the structure and the organization of the International Public Sector Accounting Standards Board (IPSASB) and the International Public Standards Accounting Standards (IPSASs). To serve the mission for the public sector, the IPSASB is founded by the International Federation of Accountants (IFAC), a worldwide organization for the accountancy profession and works with its 159 members and associates in 124 countries and jurisdictions. The IPSASB is a Committee of the International Federation of Accountants (IFAC) that is mandated to develop and to issue under its own authority the IPSASs since 1977. The objectives of the IPSASB are to publish guidance to the public sector entities concerning the preparation of the financial statements to: (1) enhance the quality and transparency of financial reporting of these entities; and (2) strengthen public confidence in public sector financial management. The IPSASB consists of 18 members. The IPSASB has a Consultative Group (CG) that provides a platform to facilitate the exchange of information between the IPSASB and the specialist. In addition, the IPSASB is observed by the members of the multilateral lending agencies and other regional and international organizations with full rights of the floor. The IPSASB receives financial funding from several international organizations.

Prior to date, the IPSASB focus on the development and update of the IPSASs for financial reporting by the public sector entities at the local, state and national government levels (Standards project). The IPSASs are based on the IFRSs, and are adapted to the requirements of the public sector, unless there is a public sector specific reason for a departure. At present, the IPSASB has released 31 accrual based IPSASs and one extensive cash basis accrual IPSAS. These IPSASs differ only in the recognition and the measurement of the assets and the liabilities, including the timing of these transactions, excluding the allocation process (Tiron Tudor and Mutiu, 2006, p. 1; Biondi and Soverchia, 2010, p. 9). 

In addition, this study focuses on tangible fixed assets. Consequently, a short description is given of: 

· IPSAS 17 “Property, plant, and equipment”;   

· IPSAS 21 “Impairment of non-cash-generating assets”; and

· IPSAS 26 “Impairment of cash-generating assets”.
The sections relevant for this study are included in Appendix E, F, and G. 

The next chapter will focus on the advantages and the disadvantages of IPSASs. Consequently, prior studies of scientists and various international public organizations will be used to provide a clear overview of the adoption of IPSASs and experiences with the Standards. 

Chapter 5
Prior research: “The adoption of IPSASs by international public organizations”

The focus of chapter 4 was on the IPSASB and on the introduction of IPSASs. This chapter focuses on the experiences of international governments and other public sector entities that already adopted or considerate to adopt an accrual based accounting system based on IPSASs. Next, a short description of the advantages and the disadvantages of the adoption of IPSASs will commented. Hereafter, the Dutch experiences and the opinion regarding the adoption of an accrual based accounting system based on IPSASs. To provide a clear overview of the adoption of IPSASs, this chapter include relevant scientific studies and studies based on the experiences of organizations. Finally, this chapter ends with the summary. 

5.1
The adoption of an accrual based IPSASs by international public organizations 

One of the most crucial aspects of New Public Management (NPM) was the wave of reforms in financial information systems in the public sector, which called the New Public Financial Management (NPFM) (Chistiaens and Reyniers, 2009; Guthrie et al., 1999). Lapsley (1999) state that: “the cornerstone of reforming financial information systems is the introduction of accrual accounting in the public sector, at the expense of traditional cash accounting system”. 

The last decade, the public sector has been affected by the introduction of significant reforms in the public accounting system in the international context with the aim to improve the management and the decision-making of government institutions (Blidisel, Farcane, and Moraru, 2003; Christiaens and Reyniers, 2009 e.o). Due to the NPFM  reform, different public entities have transformed their financial statements to incorporate (full) accrual accounting principles, such as New Zealand and Australia which are the pioneers of the adoption of the accrual bases accounting system, and other Anglo-Saxon countries in addition, e.g. United Kingdom (UK), Canada, and United States. These countries in addition, apply full accrual accounting standards that are in outline similar with the IPSASs. According to Heald and Dowdall e.o (1999), a considerable debate exists regarding the scope and the format of the accrual accounting systems in several countries. Consequently, an improvement of the financial information implies an increase in the cost transparency and valuation of public sector assets which have persuaded many countries to adopt the accountancy system to their own needs (Blidisel, Farcane, and Moraru, 2003; Graham, 2005). During this process, a number of intermediate variants between the extremes of cash and accrual budgeting and accounting are adopted. According to Blidise, Farcane, and Moraru (2003), several reasons existed for the different national systems, e.g. due to culture, the historical background or the structural elements of these countries. In addition, the specific objectives and the principal users of the financial reporting, the financial resource suppliers, and the influence of public accounting regulatory bodies are reasons to imply the different national accounting systems. 

In recent years, several organizations and researchers conducted studies regarding the adoption or the consideration of the adoption of IPSASs by the government and other public sector entities. In most cases a comparison is used between the national accounting system and the international public accounting system. In addition, the use of IPSASs by governmental and other public entities is more increasing in the recent years. In 2008, the IPSASB developed a list with countries that adopted IPSASs or are in the process of the adoption of the IPSASs (see Appendix C). 

Yetano Sánchez de Muniaín (2003) conducted a study to analyze the harmonization degree between the annual accounts of European Union local governments with more than 500.000 inhabitants by taking the IPSASs as a reference, and whether the information disclosed by the local governments agrees with these standards to satisfy certain objectives. In addition, the study does not analyze the legislation or standards, because the aim of the study was on the annual accounts, and the information included in the financial statements. Consequently, they have tried to verify two measurement harmonization aspects: 

1.  The adoption of accrual-based accounting, and 

2. The consolidation of the annual accounts. 

They included both aspects because the elaboration of consolidated annual accounts and the use of accrual basis have important advantages for the comparability. In addition, the decentralization of the public services of local governments has made it impossible to reflect the situation of the local governments without consolidating their annual accounts. In addition, the study is conducted based on two tools (Yetano Sánchez de Muniaín (2003, p. 7-10) :  

1. An index crated by Cooke (1989) to provide by a single figure summary indicator to link the content of the report of the 19 selected items; and 

2. Based on a study of Pina and Torres (1996), they analyzed if the information provided by the local government was enough to fulfil the following objectives:

· to provide information on the execution of the budget and on the legal compliance of the management of the public funds;

· to allow the evaluation of the financial position of the local government, facilitating information on their assets and in which way they are financed;

· to determine the financial and the economic result of the local government in order to establish if the services are financed with resources of that fiscal period and potential future financial needs; 

· to provide information on economy, efficiency and effectiveness.

In addition, the resulting sample contains the following cities: Vienna, Brussels, Helsinki, Bordeaux, Lille, Lyon, Marseilles, Paris, Berlin, Bremen, Dortmund, Duisburg, Düsseldorf, Essen, Frankfurt, Hamburg, Hannover, Köln, Munich, Stuttgart, Dublin, Genoa, Palermo, Roma, Turin, Luxembourg, Lisbon, Barcelona, Madrid, Zaragoza, Stockholm, Birmingham, Edinburgh, Glasgow, Leeds, Liverpool, London, Manchester and Sheffield. A main problem of a comparative study within the EU countries in addition, was the diversity of the official languages, because the annual accounts may not be available in a language that the researcher can understand and concepts can also have different meaning. Yetano Sánchez de Muniaín (2003) conclude that the harmonization is a quite complicated process and has a long way to go in the European environment, but they expect to see a convergence of public accounting systems. In addition, harmonization of annual accounts needs to complete the formal harmonization effort reflected trough the IPSASs. Because it will not only allow comparable reports, they state that the adoption of IPSASs is a vital step to reach harmony in the EU environment. Consequently, the IPSASs offer an important help for those countries with less developed accounting systems. In addition, IPSASs seems to have difficulties because (1) they are not mandatory. Unless the EU establishes that the IPSASs need to be applied by local government, it is unlikely that countries will decide its application in local governments voluntarily; and (2) the IPSASs are closer aligned to the Anglo-Saxon countries, consequently the adoption is more difficult process for those local governments pertaining to the Continental environment. In addition, due to the nationalism government may view that attempts of harmonization intent of alter its national sovereignty. 

According to Ingram and Copeland (1981), annual accounts are the principle vehicle of information available for citizens and other stakeholders, and are considered the key accountability tool for different users. Reforms in accounting principles have various implications for the accounting obligations of local governments, because they are the closest entities to citizens. Consequently, they should elaborate information that is useful for management, for political decision-making, and for accounting in a broad sense, including the media and citizens interested in the management of public funds (Yetano Sánchez de Muniaín, p. 1). Allen and Sanders (1994) state that: “the growing relevance of the financial statements of local governments is also justified by the increasing amount of money managed by these entities in the exercise of their competences”. In addition, a regulation and modernization of the contents of local government’s annual accounts with the aim to improve the quality of financial reports (Ryan et al., 2002 according to Yetano Sánchez de Muniaín, p. 1). However, annual accounts are not an end in themselves, but on the other side in addition, they are the only way for those users who have limited authority, access or resources to obtain that kind of information, and who have the right to be informed about public entities’ activities (GASB, 1987 according to Yetano Sánchez de Muniaín, p. 2-3). According to Yetano Sánchez de Muniaín (2003), the process of improving public accountancy beginning to arouse interest among the professional and the academics, both in a national and international context. Harmonization, according to Carlston (1997), allow making comparisons of international financial accounts easier, faster, and cheaper. Cañibano y Mora et al. (2000) state that: “through harmonization the free flow of comparability financial information, a necessary condition of the EU objective of a common market can be reached. In addition, harmonization processes are being carried out in the public sector due to the adoption of the IPSASs. 

An organization that advocates the adoption of IPSASs is the World Bank. The Organization for Economic Co-operation and Development (OECD) adapted accrual bases IPSASs for their own financial reporting and in addition the European Commission engaged the implementation of IPSASs (United Nations, 2007, p. 3). Biondi and Soverchia (2010, p. 29-31) conducted a study commissioned by the European Commission (EC).They provide a theoretical analysis of the accounting framework and rules applied to the annual accounts of the European Commission (EC) since 2004. Since the end of the twentieth century, the European Commission has been engaged in a modernization effort concerned with its systems of organization, management and information and control. Consequently, this effort had been devoted to better it functioning and enhance the accountability for Member States and the European citizenship (Biondi and Soverchia e.o, 2010). The current accounting system of the EC is drawn upon IPSASs and is based on accrual accounting, under a dual integrated accounting process with the cash accounting that is maintained. Consequently, this accounting system is intended to shape the financial accounting and reporting of the EC. The EC in addition, carries out a wide range of policies and programs through the financial resources provided by the European Union Member States, making it accountable for incurred expenditure to these constituents. Biondi and Soverchia (2010) analyzed the conceptual framework and sixteen specific accounting rules to assess the capacity of the accounting system with the aim to provide a “true and fair” representation of the economy of the EC entity featured by the expenditure-sharing purpose, under the overall no-profit motive of every public administration. The analysis is based on a hypothetical-deductive and normative approach (case study) by applying a dynamic accounting conceptual framework to the analysis of the EC accounting rules. The study shows that the new accounting system addresses the financial accounting and the reporting by the EC, including the consolidated accounts. The sixteen accounting rules in addition, stand at the core of the reformed system. They define the general purpose and objectives of the EC financial accounting and reporting, including its main statements and the modes of recognition, measurement, and representation of various accounting elements. Biondi and Soverchia (2010) conclude that the new accounting system has improved the following objectives of EC financial accounting and reporting. The study shows that the new accounting system has better objectives regarding (Biondi and Soverchia, 2010, p. 30-32):

· The economic function of the redistribution, related to the economic solidarity between the Member States, through an enhanced representation of revenue and expense;

· The prevention of frauds concerned with transfers and related financial operations perform by the EC;

· The performance of the intergenerational and the transnational equity, through the recovery of incurred expenditures by various taxpayers located in different places at different times on the European domains. 

In addition, the EC supports indirectly the use of IPSASs by the EU Member States, which improves their legitimacy in conformity with the international public organizations adapted IPSASs (Biondi and Soverchia, 2010, p. 31). According to Biondi and Soverchia, (2010, p. 31), the EC accounting experience is significant since it decided to play a role in harmonizing the accounting systems of the Member States. The EC accounting system became the accounting model that is competed by various national administrations submitted to the EC. In addition, it seems that the latter may even impose this system by driving the public accounting convergence within the EU. 

In 2007, the United Nations (UN) conducted an in-depth analysis regarding the adoption of IPSASs, the benefits of, and changes resulting from the adoption of those standards in 2006. The purpose is to provide an insight of the gaps between existing business processes, procedures, financial reporting and functionalities developed under the United Nations System Accounting Standards (UNSAS) and the requirement and impact of IPSASs. The UN, including UNICEF, prepares its financial statements in accordance with the UNSAS which are established in 1990s and are based on IASs. Initially, it was thought that those standards were considered of high-quality. However, the UNSAS have not been able to keep the tempo with rapidly changes of the accounting developments and the UN system accountants, and managers. In addition, it seems that auditors had concerns for several years about their continuing vitality (United Nations, 2007, p. 1). The Advisory Committee on Administrative and Budgetary Questions and the Board of Auditors supports the adoption of IPSASs by the UN. This study shows that the adoption of IPSASs improves the quality of the UN system financial reporting, and the confidence of donors and the general public. The benefits regarding financial reporting system are (United Nations, 2007, p. 3):

· The alignment of the UN accounting with the best accounting practices through the application of credible, independent accounting standards on a full accruals basis, which requires that expenses will be recognized based on goods and service received rather than when an internal obligation document is created;

· Improved consistency and comparability of financial statements because of the detailed requirement and guidance provided in each standard;

· Improved internal control and transparency with respect to the assets and the liabilities in general. The recognition of property, plant and equipment (fixed assets) and inventories as assets. These assets will remain under control of the organization and will not be expended immediately on acquisition. The depreciation amounts of an asset is based on its useful life;

· The integration of non-expendable equipment into the accounting system, with resulting improvements in the accuracy and the completeness of the non-expendable equipment records; and

· The adoption of IPSASs requires major changes in the financial reporting and accounting. The major changes are the transition from the “modified accrual basis of accounting to the “full accrual” basis of accounting, and the preparation of financial statements on an annual basis. 

The UN (2007, p. 2) conclude that the adoption of IPSASs will: “improve the quality of United Nations system financial reporting, ensure that organizations will achieve and remain up to with the best management practices, support more efficient and effective use of financial and human resources, and improve the extent to which financial regulations, rules and procedures respond to current needs of the United Nations system for delivering as one”. 

In 2004, Christiaens conducted a normative (case) study regarding capital assets in the Flemish governmental accounting reforms since 2002. He compared the Flemish technical issues with the IPSASs. At first, he presents an overview of the current difference between the accounting standards or research efforts regarding to governmental capital assets. Secondly, he analyzed the criteria of recognition, valuation, and disclosure of capital assets in the reform of three kinds of Flemish governments. Consequently, he compared the Flemish reformed accounting system with IPSAS 17 Property, plant, and equipment. According to Christiaens (2004), governments are still waiting for solutions on a number of unresolved questions and problems regarding capital assets, even after a number of years of new public sector reforms. He found that researchers and standard setters keep debating on a number of basic accounting questions as to the definition, valuation, classification, depreciation, presentation, and the link with budgetary accounting of a rather important volume capital assets (2004, p. 766). The study shows that some possible explanations for the general lack of consensus and the difficulties of governmental accounting reforms are dealing with (Christiaens, 2004, p. 766):

· Still remaining conflicts and implementation problems of adopting accrual accounting in an existing traditional environment of budgetary accounting;

· Uncertainty regarding to conceptual framework that should be followed, i.e. some relevant questions regarding the recognition and valuation of certain assets such as heritage assets, military assets, public goods etc. remain unanswered. In addition, this is to a large extent, related to the difficulties to fit in such assets in a business-oriented accrual accounting system where there is possibility only for assets creating economic output.;

· An underestimated reason in addition, the undoubtedly of the conceptual and practical difficulty of drawing up a first balance sheet, and in particular the lack of scientific interest in this case. 

In addition, Christiaens (2004) found that the most of the discussed difficulties still remain to be solved, even after the creation of IPSAS 17. The recent conducted accounting reforms in Flemish government shows that the different conceptual characteristics related to capital assets become reality when reforms are put into practice. Business accounting in Flanders in addition, seems to be copied, without taking into account the differences of the conceptual framework regarding to accounting in enterprises. Christiaens (2004) conclude that the Flemish reforms have not sufficiently taken the transition difficulties caused by the former budgetary accounting system and by the need for a first balance sheet into account. He state that it can be argued that the examination of both existing standards, in particular IPSAS 17, and the concepts developed by researchers still reveal the need for normative research regarding governmental capital assets.
Chistiaens and Reyniers (2009) conducted a study regarding the impact of IPSASs on reforming governmental financial information systems in 19 jurisdiction with their corresponding number jurisdictions resulting in a total of 21: Austria, Belgium (2), Denmark, Finland, France, Germany (3), Greece, Ireland, Italy, Lithuania, Netherlands, Norway, Portugal, Spain, Sweden, Switzerland (2) and the United Kingdom.  With this study, they attempt to contribute to the comparative studies in public sector accounting, such as Benito et al. (2007), Brusca and Condor (2002), Lüder (1992 and 1994), Pina and Torres (1999), and Vela and Fuertes (2000). The aim of this study is to compare the adoption of accounting systems, in relation to IPSASs, within a broader European context, and to point on the reasons why governments choose for a specific accounting system. In addition, based on a survey to experts, this study examines the extent to which governments in Europe adopt IPSAS-inspired accrual accounting and how the differing levels of adoption can be explained. The trend of adopting accrual based accounting systems in the public sector occurs worldwide. Consequently, there appear to be significant differences in the way those systems are adopted. Christiaens and Reyniers (2009) situated these differences in three levels: (1) the content; (2) the timing of the adoption; and (3) the way of adoption accrual accounting. Due to a lack of reliable accurate data regarding the adoption of the financial information system in the public sector in, a questionnaire was developed. The questionnaire asked for factual information, and the main motivations to choose for a specific accounting system and to (not) make use of the IPSASs. Consequently, three experts in public sector accounting were contacted in each jurisdiction, and based on a number of credentials (publications, years of experience, etc.) a sample of three experts, i.e. an academic, a professional and a consultant, were selected in each jurisdiction or country. These academics are mainly professors and researchers specialized in public sector accounting. Christiaens and Reyniers (2009) conclude that although some countries still use cash based accounting system, accrual accounting had been strongly adopted in Europe. These accounting systems are fully implemented in the majority of the jurisdiction in Europe both in the local and in the central governments. In addition, most public institutions do not account on an accrual basis. These institutions plan to reform their accounting system in the main future due to the need for enhanced cost awareness and efficiency, the necessity to improve external accountability and oversight control, and the development of performance management. Consequently, the reform to accrual based accounting improves external accountability and oversight control. In addition, this study reveals a contradiction regarding the adoption of IPSASs in Europe. Christiaens and Reyniers (2009) state that IPSASs are only weakly applied in central and local European governments. However, some jurisdictions clearly use these standards to reform their accounting systems, and some counties still appeal to the local business accounting rules when reforming their accounting systems. Different countries that are planning to introduce accrual accounting in the near future in addition, will not use IPSASs as a starting point. The most inspired countries by IPSASs are Lithuania, Switzerland, and Sweden because of two kinds (Christiaens and Reyniers, 2009, p. 10-11):

· IPSASs are more efficient to make use of the knowledge of the IPSASB which implies that they do not want to reinvent the wheel; and 

· These countries are convinced that the adoption of IPSASs will improve the (inter)national comparability of financial information. 

A comparative survey is recently conducted by Peuch-Lestrade and Persico (2010) of Ernst & Young. They conducted a survey in 19 jurisdictions in order to delve deeper in to the adoption of accrual accounting, and the difference in the adoption of IPSASs. The aim is to identify how the accrual revolution is progressing in 19 European jurisdictions (respondents) and, in particular, whether IPSASs has proven to be a successful tool for simplifying and streamlining adoption. The surveyed countries include Austria, Belgium (2 jurisdictions), Denmark, Finland, France, Germany (3 jurisdictions), Greece, Italy, Lithuania, Netherlands, Norway, Portugal, Spain, Sweden, Switzerland, and the United Kingdom. In addition, for this survey experts in public sector accounting were surveyed whereby two questions were used as a basic for discussion (2010, p. 2): 

1. To what extent is (IPSAS-inspired) accrual accounting adopted in different levels of government in European countries? And;

2. What is the difference in adoption of IPSAS at different levels of government in European countries?

The survey shows that there is a broad support for accrual based accounting by the surveyed jurisdictions (Peuch-Lestrade and Persico, 2010, p. 3). They discovered that 10 of the 19 European public entities turned toward accrual accounting but not adopted the IPSASs. However, Peuch-Lestrade and Persico (2010) conclude that the adoption of IPSASs will be restrained by three factors (2010, p. 13):

· A preference for local accounting: 

In many European countries the public sector accounting legislation is driven by local business rules. The IPSASs is based on the IFRSs, this implies that some differences exist in the standards and in the legislation. Some entities are unsure about the IPSASs and consequently advocates for the local business accounting rules, which the public sector is already familiar with;

· Fear of implementation: 

Many public sector entities experience that they are not familiar with the IPSASs and this shows a barrier to adoption. Due to uncertainty, many public entities need more guidance on the implementation. They fear the expense that is needed for the adoption, and the complexity due to the transition.

· Lack of awareness: 
IPSASs are relatively new law and are not familiar to all public sector entities. The IPSASB has already recognized this issue. Consequently, publishing enhanced communication is one of the strategic goals in the Strategic Work plan 2010-2012 of the IPSASB, in co-operation with the IASB. 
5.2
The advantages of IPSASs

Various researchers and organizations in their studies state that the adoption of the IPSASs in the financial statements of the public sector has various advantages. Adhémar (2005, p. 4) state in his article “Financial reporting by governments- A global issue and global response” that: “internal users will benefit from the development and the application of IPSASs. In addition, other organizations, such as professional accounting bodies, will benefit from the adoption of IPSASs. The adoption IPSASs will enhance the efficiency and the effectiveness in the audit and analysis of the financial statements of the governments, only when common rules are adopted around the world for financial reporting of such transactions and events”. 

Van Schaik (2007, p. 1; 2010), supports the adoption of IPSASs by the Dutch governments entities. Because the IPSASs are consistent with the IFRSs, according to van Schaik the adoption of IPSASs creates a flexible labour market. He state that: “the exchange of controllers will be enhanced when financial accounting standards between the private and the public sector are more standardized and differences will be eliminated”. According to Adhémar (2005, p. 5) a flexible market regarding financial reporting expertise will become more mobile across national boundaries with the expectation that costs with respect to the various resources will be reduced. 

In 2011, the IFAC calls the G-20
 for institutional change in public sector financial management, adoption and implementation of global standards, and support for integrated reporting (Accountant.nl, 2011). According to the IFAC, the G-20 should actively encourage the adoption of the accrual-based accounting and the budgeting by governments and public sector institutions, which will promote greater transparency and accountability in public sector finances and allow for monitoring of government debt and liabilities for their true economic implications. In addition, the IFAC recommends the G-20 commission, the Financial Stability Board (FSB), to consider the institutional changes that are needed in public sector financial management to protect both investors in government bonds and public in order to address the sovereign debt crisis.

Below, a recapitulation is given of the advantages founded in the scientific literature (IPSASB, 2007, p. 9; United Nations, 2007, p. 2; Hathorn, 2008, p. 7-9; PWC, 2009, p. 2-3; Biondi and Soverchia, 2010, p. 7-8; ILO Governing Bodies, 2011; and others): 

· Independent standard setting:
Governments and the national standards setters have the right to establish accounting standards and guidelines for financial reporting in their jurisdictions;

· Timeliness of reporting:
The organizations will achieve and remain up to date with the best management practices;

· Better accountability, transparency and harmonization of financial information reported by international organizations and national governments: 

This will result into timely audit reports, better information to related parties and countries providing external assistance. In addition, disclosure of financial information will enable users to interpret the reports in the right context and in better decision making processes;

· Improvement of relevancy, consistency, faithful representation, better understanding, verifiability, and quality of financial reports
Because of the detailed requirements and the guidance provided in each standard;

· Improvement of the comparability with other international organizations and national governments. 

The use of the IPSASs creates a better comparability between the different financial periods within the same entity;

· Comprehensiveness of information on expenditure: 

That will better support the result-based management due to the availability of more information to decide;

· Improved internal control 
With respect to the assets and the liabilities generally;

· Improvement basis for performance assessment. 

The use of the IPSASs supports results-based management;

· Stronger governance procedures and international financial management will strengthen the prevention of fraud and corruption;

· Flexible labour market;

· The adoption of IPSASs will ease the audits of the governments. 

5.3
The disadvantages of IPSASs

The adoption of IPSASs has various disadvantages that should take into account. According to several organizations that have considered the adoption of IPSASs, and researchers the following disadvantages could be signalled (United Nations, 2010, p. 2-3; Hathorn, 2007, p. 2; and others): 

· Major changes for the organization:
The adoption of IPSASs requires a reassessment of accounting policies. Most of the changes will be introduced regarding affecting (IT) systems, business processes and procedures, data collection, internal control systems, training of personnel and change management. The IPSASs should be interpreted for organizations circumstances and the impact on the operations should be assessed. In addition, the formulation of new IPSAS-compliant accounting policies is required as well a new transition plan, which contain the necessary guidance and procedures. This process of organizational changes depends on the provision of effective support regarding to all the before signalled changes. In addition, costs are incurred in the implementation of the IPSASs and the requirement of new processes and procedures. In order to the business practices and processes correspond to ensure that they are in conformity with the IPSASs, the new accounting policies should be coordinated with the various user communities;

· Requirement of updating of existed processes and procedures;

· An existed possibility  for the  understatement of liabilities and an overstatement of assets;

· Different accounting treatment by the public as well by the private sector;

· Risk of not reporting substance over from;

· Due to the adoption of these standards, additional costs should be incurred regarding to changes to an asset and the liability of the management. 

5.4
IPSASs in the Netherlands

In the Netherlands, because it is already provided with adequate law and regulation for the operation of the Dutch government the IPSASs have no legal status. The Dutch government applies a number of financial reporting systems that are separately maintained and developed, i.e. (Commissie BBV, 2008, p. 3; van Schaik, 2007b, p. 1-2):

· The Central government applies the Cash basis of accounting which is regulated in the “Comptabiliteitswet”;

· The municipalities, provinces and their common regulations are regulated in the BBV;

· The polder boards and the police applies regulations that are quite similar to the BBV;

· Other public organizations, such as building cooperative, hospitals, and educational institutional have a more private character and apply financial reporting standards that are specific for their organization. For these types of organizations specific guidelines for financial reporting are developed.

In addition, it should be noticed that there is scarce scientific studies conducted regarding the adoption of IPSASs by the Dutch government. Therefore, this section will be elaborated based on articles and scarce scientific studies performed in the Netherland by different authors.  

Currently, the adoption of IPSASs by the Dutch government is a hot item in the Netherlands. Van Schaik is - a member of the IPSASB, a partner of Deloitte, and professor of the University of Amsterdam – advocates for the adoption of IPSASs by the Dutch government. He performed several normative case studies, and wrote several articles about the adoption of IPSASs by the Dutch government. In addition, a NIVRA working group is involved to think actively about the developments of the IPSASs and the implementation of IPSASs in the Netherlands. 

According to van Schaik, an increasing number of governments conform to international financial reporting rules due to the introduction of the IPSASs. They develop no longer financial reporting standards by themselves, but conform to the public sector entities which already use this methodology due to the globalization of financial markets (van Schaik, 2010). According to van Schaik (2010) a study of differences between IPSASs and the Dutch financial reporting standards (RJ and BBV) is effective for many organizations that consider the adoption of those new standards. In 2010, van Schaik (2010) performed a case study. He set out the differences between in two publications
. Van Schaik (2007c) had drawn a comparison between the IPSASs and the BBV. He describes a number of substantial differences regarding assets and the result according to financial statements and the included explanation, e.g.: 

· The allowance of the performance-related depreciation on certain assets;

· The valuation of the investments at historical cost;

· The allowance of the activation of certain subsidiaries; and

· The prohibition of the activation of provisions with regard to certain employee benefits. 

In addition, these substantial differences are recognized in the study performed by El Aji-Wakrim (2010). She performed a normative in-depth analysis in order to identify the consequences for the insight of financial statements of the Dutch municipalities due to the adoption of the IPSASs. She states that the adoption of IPSASs will create several changes for Dutch municipalities. El Aji-Wakrim (2010) concludes that IPSASs require a different presentation of the assets and the result comparing to the BBV. According to the IPSASs the municipality should include, for example a cash flow statement in the financial statements. The BBV does not require a cash flow statement, and should not be presented. She states that because of their business economic character the financial statements according to IPSASs present a better financial insight compared to financial statements according to the BBV. Boxmeer (2006) state in his article, that the BBV is a move in the right direction to the adoption of the IPSASs. However based on the internationalization of the financial accounting reporting, it is only the first step towards the adoption of the IPSAS. According to Hartman (2006), the IPSASs will be the endpoint of the final financial reporting accounting standards for public organizations in the Netherlands due to the internationalization of the financial reporting. He states that the IPSASs take the specific character of governments into account, which is specific for the financial reporting. 

According to van Schaik (2007b, 2007c, 2010), the Dutch government advocates the standardization of financial reporting standards in the Netherlands in accordance with the IPSASs (Schaik, 2010). The standardization of the financial reporting standards creates the possibility of the comparability of financial statements, and the consolidation of financial statements. This applies both within the public sector and between public and private sector, international and between Dutch organizations (van Schaik, 2010). In other articles (2007b), he state that some public institutions are charged with regulations of two ministries for the preparation of financial statements, such as public schools which are concerned with regulations of the Ministry of Education, Culture and Science and Ministry of Interior and Kingdom Relations because they are accountable to more than one government entity (van Schaik, 2010, p. 1). In 2007, the Prime Minister Balkenende state in his note “De verkokering voorbij” addressed to the Chamber to Deputies that: “In addition, an administrative burden for the departmental agencies and municipalities could be achieved by standardization of financial reporting standards in the public sector (IPSAS by analogy with IFRS)”. According to the Netherlands Court of Audit (2007), a large variety of financial reporting standards consist within the public sector: “More harmonization that can generate profits for the quality of information and efficiency of information production. For example, a broad application of increasing international applied IPSASs of the IFAC. Uniformity in the reporting requirements for the entire government stimulates the connection within the different accountability chains, e.g. between ministries and municipalities (specific benefits)” (van Schaik, 2010, p. 1). The Ministry of Interior and Kingdom Relations state in the nota “Vernieuwing Rijksdienst” (2007): “There may be a reduction of burden to be met by institutions in the public sector which should provide financial accountability based on different financial reporting requirements (such as other system concepts, definitions, deadlines etcetera) to several organizations (such as municipalities, Central government and provinces)” (van Schaik, 2010, p. 1). Finally, in developing of the financial reporting standards of the Dutch municipalities and provinces, the BBV, the IPSASs were not yet ready. According to van Schaik (2007c, p. 1), the development of IPSASs is currently advanced and consequently that there is now a highly comprehensive system of internationally harmonized standards exist. Consequently, it is a suitable moment in order to determine whether the financial reporting standards of the Dutch provinces and municipalities are consistent with the international standards (van Schaik, 2007c. p. 1). 

In order to a possible transition from cash accounting to accrual accounting based on IPSASs by the Central government and by Chamber of Deputies, in 2006, the Dutch Ministry of Agriculture, Nature and Food Quality (ANFQ) started with the preparation of the performance of a pilot. The Ministry developed an accounting manual based on the IPSAS and established a simple administration based on accrual basis of accounting, only for the performance of the pilot. In 2007, the Ministry performed the pilot whereby the primary objectives were to gain insight in the added value of the accrual basis of accounting with respect to (TK 2006-2007, 28 737, nr. 16, p. 1): 

· The quality of information for the Chamber of Deputies in order to policy costs for a multi-year framework;

· The efficiency of the management operation within a department;

· The consequences of introduction of the accrual basis of accounting by the Central government. 

The evaluation of the pilot was performed in 2008. The pilot has provided insights on both the financial and the policy information services to the Chamber of Deputies. In addition, the pilot provided information about the implementation based on accrual accounting by the Ministry of ANFQ. The following insights are derived from the pilot (TK 2008-2009, 28 737, nr. 17, p. 2-11):

· Regarding the financial information, based on the findings of the pilot it was clear that the understanding of future costs and the insight in payment on account in the accrual based accounting system will enhance. The accrual based accounting system shows that a more direct relationship exists between the costs and the performance of multi-paths. According to the accrual accounting, the investments should be recorded in the balance and depreciated simultaneously over a number of years. The depreciation costs should be charged to the income statement. While investments according to the cash based accounting system create fluctuations in the cash expenditure, this does not create large investment cost fluctuations. However, by using additional information from instruments, such as policy reviews and especially better cost-benefit analyses, the insight into future costs may for an important part obtained in the present cash basis of the accounting system;

· The biggest improvement of the information services regarding the budgets and the justifications to the Chamber of Deputies is realizable on the moment of the availability of policy information. This involves both policy information concerning the decision on policy and information on the accountability of the policy performance. The pilot shows that the availability of useful policy information does not depends on the used accounting system;

· The pilot shows that the implementation of the accrual based accounting system is not a simple task. It is a costly and a time consuming process. This applies both to the design and the application of the system. This required the designs of a good tangible fixed asset administration and the valuation of a labour intensive and complex process. The implementation creates considerable administrative burden and an expecting large deployment of external hiring. In addition, because to improve the knowledge of the accrual based accounting system is required, a significant investment in the education of the personnel. This is confirmed by international experiences;

· The foundation for the accrual accounting on which the pilot is based are derived from the international requirements for financial reporting, the IPSASs. Using these regulations proved to have significant disadvantages. The IPSASs are formulated on a high level of abstraction. In order to the purpose of the pilot, the IPSASs are included in the accounting manual. It was a laborious process, but the manual creates that the IPSASs are accessible tailored for the Ministry.

Based on the before signalled results, the government (consists of the Ministers and the State Secretaries) concluded that concerning the Chamber of Deputies the policy information should be improved. Because the costs do not outweigh the benefits, the government states that a transfer to an integrated accrual basis of accounting system is not necessary. An integrated introduction of the accrual basis of accounting system implies high implements costs and excessive administration burden. Moreover, a cash basis of accounting system should be maintained to provide key information regarding the macroeconomic indicators, such as the EMU balance and the financing balance. According to the government, the insights gained from the pilot could be implemented in the current cash basis of the accounting system which will create the desired information services to the Chamber of Deputies, without losing cash information, and realization of high implementation costs and high administrative costs. The accrual basis of accounting system is only relevant for the executive agencies with clear products and services. However, the agencies are provided with an adequate accrual based accounting system. 

Minister de Jager of Finance does not advocate the introduction of international accounting standards for the Dutch governments, such as IPSASs. According to the de Jager, the Central government advocates for international comparability. In the article “Beleid vraagt niet om IPSAS” he state that the introduction of a different accounting system is costly and because of the “tight budgetary times” it is not at issue (Accountant.nl, 2011, p. 1). 

According to Torres Vieites (2008), accrual based IPSASs will only have success by the Dutch governments entities with a private characteristics. She conducted a normative case study regarding the political and the technical influences on balance sheet accounts due to the adoption of IPSASs in the Netherlands. In addition, she used the BBV as a tool to perform a comparison with the IPSASs regarding to financial fixed assets. Based on three financial statements of 2005, she conducted an analysis for Dutch government entities: one province, and two municipalities. Torres Vieites (2005), state that the introduction of the IPSASs could create several benefit with regard to obtaining insight in the financial position of a country and the government (2008, p. 26). 

In a recent publication of in the magazine Accountant.nl (2011), Hoogervorst and van Schaik states that the financial statements of the European governments provide insufficient insight to assess the financial position. In addition, this applies to the financial statements of the Dutch government. Because each government’s financial statements are established in its sole discretion, the financial statements of European governments are mutually incomparable. The financial statements of many governments in the European Union indicate no more than cash flow and debt. They offer no insight into other debts, such as the civil servants pension debt and other obligations, such as financial derivate. Hoogervorst and van Schaik (Accountant.nl, 2011) state that it is high time to improve the quality and the comparability. This may be possible by use the international accounting standards. When governments of the Member states of the European Union publish their financial statements on a comparable basis and provide a statement by an auditor, more understanding will exists of each other’s financial position. This contributes to a greater financial stability in Europe and maintaining confidence in the Euro. 

5.5
Summary

The focus of chapter 5 was on the experiences of international governments and other public sector entities that already adopted or considerate to adopt an accrual based accounting system based on IPSASs. Recently, several organizations and researchers conducted studies regarding the adoption or the consideration of the adoption of IPSASs by the government and other public sector entities. In most cases a comparison is used between the national accounting system and the international public accounting system. The studies show that the use of IPSASs by governmental and other public entities is more increasing in the recent years. In 2008, the IPSASB developed a list with countries that adopted IPSASs or are in the process of the adoption of the IPSASs (see Appendix C). 

In addition, the Dutch government also consider adopting IPSASs by the Central government of the Netherlands. Several parties in addition, support the adoption of IPSASs by the Dutch municipalities. However, the adoption of IPSASs has several advantages and disadvantages.  

The next chapter include the results resulting from the analysis performed for the municipality The Hague. This analysis tries to give a clear overview of the financial consequences on the insight of the financial statements due to the adoption of IPSASs by the municipality The Hague. 

Chapter 6
Research design

The previous chapters commented the theoretical part of this study. This chapter comments the study object, the municipality The Hague. At first, the organization and the structure of the municipality The Hague will be commented. Secondly, the research approach will be commented which will be followed by the research methodology. Hereafter the measurement, the control variables, and the data collection will be commented. This chapter ends with the summary.

6.1
The organization and the structure of the municipality The Hague

This study will be performed for the municipality The Hague. This section includes a description of the municipality The Hague. The municipality The Hague consist of nine departments (services) and one municipal company:

· Administrative Department (Bestuursdienst):

This department is concerned with the executive affairs and the public relations;

· Public Affairs (Publiekszaken):

This department is concerned with the products and the services, tax affairs, and urban districts;

· City Management Service (Dienst Stadsbeheer): 

This department is concerned with the archaeology, cemeteries, green company, sewer and water control, markets, environment and licences, parking, and sweeping greet operations;

· Department of Education, Culture and Welfare (Dienst Onderwijs, Cultuur en Welzijn):

This department is concerned with sport, culture, education, welfare, and public health;

· Social Affairs and Employment Projects (Sociale Zaken en Werkgelegenheidsprojecten);

This department is concerned with the employment and the incomes;

· Department of Urban Development (Dienst Stedelijke Ontwikkeling);

This department is concerned with the urban development;

· Haeghe Groep;

This department regulates the local sheltered employment;

· Public Library (Dienst Openbare Bibliotheek); 

· Municipal Audit Department (Gemeentelijke Accountantsdienst); and 

· The municipal company: Internal Service Centre (Intern Dienstencentrum).

The municipality The Hague has more than 7.000 personnel, divided over the before signalled departments. The goal of the municipality is to provide services to the society of The Hague and a range of statutory duties. In addition, the municipality The Hague has an annual social report that includes facts and accounts about the personnel. 

6.1.1 The Town council 

The Town council of the municipality The Hague consist of 45 members and 12 parliamentary groups. The Town council represent the citizens of The Hague. It sets the guidelines of the policies and decides in which way the money will be spent. In addition, the Town council monitors the Board of the Mayor and Aldermen. 

6.1.2 The Board of Mayor and Aldermen

The Board of Mayor and Aldermen of the municipality The Hague consist of eight Aldermen and one Mayor. Each Alderman is responsible for a number of policy areas. In addition, the Aldermen are responsible for their own district, including the composition of the annual district plan. The Alderman should monitor whether the adopted plans and the measures in a district are effectively implemented. In principle, the Alderman is responsible for problems in its district. The Aldermen of the municipality The Hague is represented by the following political parties, PvdA, VVD, D66 en CDA. The Mayor has his own portfolio, public order and security.

6.1.3 Registry 

Since March 7, 2002 the municipality The Hague set up a Registry due to the introduced of the two-tier system (dualism).

6.1.4 The Municipal Secretary 

The Municipal Secretary of the municipality The Hague is the highest official in charge of the municipal organization and participates in the meeting of the Board of Mayor and Aldermen.

The next chart shows the structure and the organization of the municipality The Hague:
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Table 8: “Structure and organization of the municipality The Hague” (www.denhaag.nl)

6.2
Research approach

As its test the reality, the empirical research is research that bases it findings on direct or indirect observations. Anderson et al. (2001) state that research in accounting is concerned with solving problems, examining relationships, and building a body of knowledge. 

In the scientific literature two types of scientific research approaches are defined: (1) normative research, and (2) positive research. Normative research is all about prescribing economic behaviour, while positive research is based on explaining economic behaviour. This research will be a normative research. The aim of a normative research is to detect the positives, but will mainly try to find the negatives and the things that could be improved or changed together. In addition, based on the before selection of the scientific research approach, the type of research will be defined. The academic literature describes two generally recognized research approaches: (1) quantitative research, and (2) qualitative research. Anderson et al. (2001) defines quantitative research and qualitative research as:

· Quantitative research 

This is more ‘hard’ science. It measures the strength of an association. As basis aspect concerning to assess information, quantitative data collection involves the use of numbers. This information can be evaluated using statistical analysis, which offers researchers the opportunity of dig deeper into the data and realise greater meaning. 

· Qualitative research
This research is more ‘soft’ science. Whereas, quantitative research refers to counts and measures of elements qualitative research refers to the meanings, the concepts, the definitions, the symbols, the characteristics and the descriptions of elements. It involves the collection of narrative data. 

In addition, based upon the definition of quantitative and qualitative research, it is assumed that quantitative research is objective and qualitative research is subjective. According to Anderson et al. (2001), both models should be equally acceptable as long as the most appropriate method will be used. 

This study is based on both a qualitative research and a quantitative research. The focus of this study is on the actual financial reporting standards for Dutch municipalities and the international financial reporting standards for public entities. This study attempts to recognize the financial consequences for the insight of the financial statements when the municipality The Hague adopts the international public financial reporting standards (IPSAS 17, IPSAS 21, and IPSAS 26). 

6.3
Research methodology

The empirical part of this research will be performed in the form of a case study, in the form of a qualitative research and quantitative research. 

For the performance of the empirical part of this study is chosen for a case study. By means of a case study insight can be obtained in a complicated social phenomenon, whereby both an overview of the whole and the insight into the individual characteristics is maintained. 

A case study is “a powerful research methodology that combines individual and (sometimes) group interviews with record analysis and observation with the aim to obtain multiple perspectives of a single organization, situation, event, or process at a point in time or over a period of time”(Cooper and Schindler, 2006). According to Boeije (2005), a case study is a “study of one case (the case) in the natural context in which the researcher should pay attention to obtain information at different levels”. Yin (1989) state that: “in general, case studies are the preferred strategy when “how” or “why” questions are being posed, when the investigator has little  The researcher tries as much as possible to use data collection methods, and to study the context in which the case is embedded. Because the research does not always include a large number of research subjects to need to use, based on these definitions, it can be assumed that a case study is a specific form of a qualitative research. In some cases the study design includes one study unit. The case study is mostly performed in the form of depth interviews. 

In addition, each research methodology has advantages and disadvantage. An advantage that could be signalled is that a case study provides the opportunity to investigate specific and rare cases thoroughly.  A disadvantage of a case study is the difficulty to generalize the results and the conclusions to the population, unless the population is homogeneous. 

In this case study, no depth interviews will be used. This study consists of one research unit, the municipality The Hague. In order to perform this study, the financial statements of 2010 of the municipality The Hague will be used. 

6.4
Measurement

The aim of this study is to investigate the financial consequences on the insight of the financial statements when the municipality The Hague is considering adapting IPSASs. This study focuses in particular on the consequences regarding tangible fixed assets. Consequently, a research model is developed based on the content of the actual financial reporting standards (the BBV) and the international financial public reporting standards (IPSASs). This research model will be used to recognize the differences between the two standards, and includes “nine balance sheet item-related control objectives” (variables) recognized in the financial accounting literature (Deckers and van Kollenburg, 2002). 

The measurement of a case study depends strongly on the operationalizing of the variables, and the designed research model that is used. The following variables are key variables in this study, and will be defined as follows (Deckers and van Kollenburg, 2002):

· Existence and/or occurrence: 

Include the existence of an asset and the recognized liabilities. 

· Completeness:

Include the completeness of the recognized amounts. 

· Measurement:

Include the measurement of the recognized amounts. 

· Classification:

Include the classification of the recognized amounts. 

· Cut off:

Include the demarcation of the recognized amounts. 

· Detail tie-in:

Include the reconciliation and aggregation of the recognized amounts. 

· Realizable value:

Include the appropriate application of the valuation principles of the recognized amounts. 

· Rights and/or obligations:

The recognized amounts should correspond with the rights and obligations.  

· Disclosure and/or presentation:
Include the presentation and the explanatory notes regarding the recognized amounts. 

To recognize the financial consequences due to the adoption of the IPSASs, the findings will be further analyzed based on the data included in the financial statement of the municipality The Hague. 

6.5
Research model

Concerning this study, a research model is developed which will be used to identify the differences between the actual financial reporting standards (the BBV) and the international financial reporting standards for public sector entities. The research model is defined based on the specific variables for the balance sheet, the “balance sheet item-related control objectives”. 

To realise a clear vision in the financial consequences regarding the insight of the financial statements of the municipality The Hague by adopting the international financial public reporting standards, based on this research model the differences between the two standards will be further analyzed. 

Below, the research model is presented: 
	Variables
	BBV
	IPSAS 17
	IPSAS 21
	IPSAS 26

	Existence and/or Occurrence
	
	
	
	

	Completeness
	
	
	
	

	Measurement
	
	
	
	

	Classification
	
	
	
	

	Cut off
	
	
	
	

	Detail tie-in
	
	
	
	

	Realizable Value
	
	
	
	

	Rights and/or Obligations
	
	
	
	

	Disclosure and/or Presentation
	
	
	
	


Table 8: “Research model”

6.6
Control variables
In general, this study focuses on the Dutch municipalities, and in particular on the municipality The Hague. The control variables are the factors that may influence the results in this study. The results of this study depend strongly on the interpretation of the defined balance sheet item-related control objectives, and on the interpretation and the application of the financial reporting Standards, the BBV and the IPSASs. In addition, because the case study only focuses on the municipality The Hague it is not allowed to generalize the results to all Dutch municipalities. 
6.7
Data collection and selection

The data will be collected from various sources:

· Scientific articles and studies to get insight in the experiences regarding the application of the BBV and IPSASs;

· The BBV and the IPSASs. In addition, because this study only focuses on property, plant, and equipment (tangible fixed assets), only IPSAS 17 (Property, plant and equipment), IPSAS 21 (Impairment of non-cash generating assets), and IPSAS 26 (Impairment of cash-generating assets) will be investigated. Also, only the important part of the BBV regarding property, plant, and equipment will be investigated; and 

· The financial statements of 2010 of the municipality The Hague.
6.8
Summary

This chapter commented the organization and the structure of the municipality The Hague. Next, the research approach is signalled). This study is a form of a qualitative study and will be performed in the form of a case study. Consequently, the research methodology is commented. Concerning this study a research model is developed that contain nine balance sheet item-related control objectives. In addition, the nine control objectives are defined based on the literature of Deckers and van Kollenburg (2002). Finally, the control variables and the data collection and selection are commented. 

The next chapter focuses on the empirical research conducted for the municipality The Hague. The analysis will be performed based on the designed research model. This analysis is the basis for the conclusions and the recommendations. 

Chapter 7 
Empirical results and findings

This chapter focuses on the empirical research conducted for the municipality The Hague. The research is performed based on the research model that is defined in chapter 6. This research model includes nine balance sheet item-related control objectives. Based on these balance sheet item-related control objectives an analysis is conducted to recognize the differences between the consequences of the BBV and IPSAS 17, IPSAS 21, and IPSAS 26. In addition, this research model is used to analyze whether the municipality The Hague comply with the BBV. Consequently, the results are interpreted and further elaborated to present the financial consequences for the insight of the financial statements of the municipality The Hague due to the adoption of IPSAS 17 “Property, plant, and equipment”, IPSAS 21 “Impairment of non-cash-generating assets”, and IPSAS 26 “Impairment of cash-generating assets”. This chapter ends with the summary. 

7.1
The results 

This section includes the results obtained from the research models (see Appendix H, I, J, and K). In this study, the financial statement of 2010 of the municipality The Hague is used. Based on this financial statement, a study is conducted to determine in what extent the municipality The Hague meets the requirements of the BBV. Next, a study is conducted to determine in what extent the requirements of the IPSASs correspondent with the requirements of the BBV. Consequently, the findings per balance sheet item-related control objective are interpreted and further elaborated to define the financial consequences for the insight of the financial statements of the municipality The Hague.

In addition, the next sections include an elaboration of the findings per balance sheet item-related control objective. 

7.1.1 Existence and occurrence

According to the BBV, all the assets in the balance sheet the municipality account for need to exist. The notes of the balance sheet of the municipality The Hague do not present any indication regarding the existence of the presented tangible fixed assets in the balance sheet. In addition, the Municipal Audit Department annually determines the existence of the assets based on a cadastral investigation. Based on this information, this study assumes that all the assets presented in the balance sheet of the municipality The Hague exist. 

According to IPSAS 17, IPSAS 21, and IPSAS 26 all items of property, plant, and equipment an entity account for need to exist. 

The financial consequences:

It can be concluded that the requirements according to these IPSASs correspondent to the requirements in the BBV. Regarding this control objective no financial consequences for the insight of the financial statement of the municipality The Hague exist due to the adoption of IPSASs. 

7.1.2 Completeness

According to the BBV, all assets with an economic utility and assets in public space with a social utility, but no economic utility, should meet the completeness criteria of the recognized amounts. However, all assets that are owned by the municipality need to be presented in the balance sheet. 

The municipality The Hague meet the criteria of completeness regarding the recognized amounts. The note of the balance sheet of the municipality The Hague show that a distinction is used  between the assets with an economic utility and assets in public space with a social utility, but no economic utility. In order to ensure that all the relevant assets in the balance sheet are recognized, the municipality The Hague applies a threshold of € 50.000,00. In addition, the completeness criteria are adopted in the Financial Regulation of the municipality The Hague (art. 14, 2010). Annually, the Municipal Audit Department determines whether the existing assets are in accordance with the requirements included in the municipal Financial Regulation. Consequently, this study assumes that all the assets of the municipality The Hague meets the completeness criteria, and are correctly categorized and presented in the balance sheet as an asset.

The criteria of completeness in accordance with IPSAS 17, IPSAS 21, and IPSAS 26 in outline correspondents with the requirements in the BBV. In addition, the IPSASs do not use a distinction between assets with an economic utility, and assets in public space with a social utility. In order to ensure that all relevant assets in the balance sheet are recognized the IPSASs do not contains guidance regarding the use of a threshold. 

The financial consequences:

In general, can be concluded that the completeness criteria in the IPSASs correspondent with these in the BBV, except for the fact that the BBV use a distinction between assets with an economic utility, and assets in public space with a social utility, but no economic utility. However, based on the findings regarding this control objective no financial consequences exist for the insight of the financial statement of the municipality The Hague due to the adoption of IPSASs. 

7.1.3 Classification

According to the BBV, the recognized assets should be classified in:

· Investments with an economic utility; and 

· Investments in public space with a social utility, but no economic utility. 

In addition, the note of the balance sheet should include information regarding assets with an economic value that are issued on ground lease. Consequently, the notes of the balance sheet should include a specification of these two classes of assets. The municipality The Hague meets the classification criteria in accordance with the BBV. The balance sheet shows a distinction between the two classes of assets. The assets are further specified to their nature or function, and are included in the notes of the balance sheet (see Appendix B). 

In addition, the requirements according to IPSAS 17 do not correspondent with the requirements in the BBV. According to IPSAS 17, the assets in the balance sheet need to be initially classified to their nature or function, and not in the notes of the balance sheet according to the requirements in the BBV. In addition, IPSAS 17 does only recognize assets with an economic utility. However, the classification criteria in accordance with IPSAS 17 provide directly information about the recognized assets presented on the balance sheet. 

In addition, IPSAS 21 and IPSAS 26 prescribes that all presented assets in the balance sheet need to be classified into non-cash-generating and cash cash-generating assets. In addition, these IPSASs allow relocation from non-cash-generating asset to cash-generating assets or from cash-generating to non-cash-generating. However, the BBV only recognize relocation when an asset with an economic utility does no longer meets the requirements of an economic utility. In this case the municipality should relocate the asset from an asset with an economic utility to an asset in public space with a social utility, but no economic utility. This implies that only an asset with an economic utility could be relocated to an asset in public space with a social utility. Because no market for these types of assets exists and consequently they are not tradable, a relocation of an asset in public space with social utility is not possible. However, the BBV does not include a clearly explanation about relocation of assets. 

The financial consequences: 

When the municipality decides to adopt IPSASs a better and direct insight in the recognized amount of tangible fixed assets with an economic utility can be obtained. In addition, the IPSASs do not take assets in public space with a social utility, but no economic utility into account. Consequently, relocation from non-cash-generating assets to cash-generation assets in accordance with the BBV is not allowed. In addition, assets in public space with a social utility that are declined in value should be impaired or revaluated at the lower market value, which is a quite difficult task because these types of assets are not tradable. Despite the fact that the IPSASs provide a better and direct insight in the recognized amount, the adoption of IPSASs has financial consequences for the insight of the financial statement of the municipality The Hague due to the revaluation and relocation from assets with an economic utility to assets in public space with a social utility:

· An increase in impairment losses and/or additional depreciation which should be consequently charged to the profit and loss account in accordance with the BBV. Consequently, the increase in depreciation cost and/or impairment occurs have a negative impact on the result of the financial book year. 

· Due to the impairment and/or additional depreciation a decrease in the municipal equity and assets occur. Because of the impairment and the revaluation at the lower market value, the balance sheet will presents a lower amount in the assets in public space with a social utility, but no economic utility, and lower amounts in reserves (equity). 

· However, asset in public space with social utility that do not meet the criteria of economic utility should be charged to the profit and loss account. This will creates a significant increase in expenses and a decrease in the municipal assets, equity, and financial result. Consequently, all reserves in relation with these assets should be depreciated, but these revenues may not outweigh the expenses. The most important issue is that these assets may no longer recognize in the budget estimates and long-term investment plan. Consequently, financial risks will occurs in the future investments and financial resources that are needed for the funding. Because the municipality may need to attract financials, this may create an increase in the municipal liabilities. In addition, assets that meet the criteria of economic utility are difficult to measure because these types of assets are not tradable. This may creates additional expenses for valuation and hiring adequate personnel.
7.1.4 Cut off

According to the BBV, the revenues and the expenses need to be accounted in the appropriate periods of the book year, and in the appropriate year to which they relate. The municipality The Hague meets the demarcation criteria. All amounts are accounted in the appropriate book year, and the accrual amounts that relate to the book year for which invoices are expected are taken into account, at the end of the year. The Municipal Audit Departments determines whether the municipality comply with the demarcation criteria. Consequently, this study assumes that the revenues and the expenses are processed in the in the appropriate book year, and that the accrual amounts are taken into account at the end of the book year. 

In addition, the basic principles regarding the demarcation of the recognized amounts according to IPSAS 17, IPSAS 21, IPSAS 26 correspondent with the BBV. However, the BBV does not recognize positive revaluation. In principle, revaluation only occurs when an asset with an economic significantly decreases in value, and consequently need to be recognized at the lower market price. The impairment loss should be charged to the profit and loss of that book year instead to a surplus or deficit as argued in the IPSASs. However, revaluation of assets in public space with a social utility, but no economic utility, is difficult. It is a complicated task to estimate the value of a non-tradable asset. However, when a municipality decides to revalue an asset in public space with a social value at the lower market value, the revenues from third parties that relate to this asset should be deducted in one time. The municipality is required to apply accelerate depreciation to the asset, and deduction from a reserve that relate to the asset is allowed. However, the remaining impairment losses should be charged to the profit and loss account.

The financial consequences:

It can be concluded that the basic principles of the BBV with regard to the demarcation criteria of the recognized amounts are in accordance with the content of the IPSASs. Because the BBV does not charge the revaluation losses or revenues to a surplus or deficit, all IPSASs with respect to this point are not applicable for the municipality The Hague. However, when the municipality consider adopting IPSASs, impairment losses should to be charged to surpluses or deficits. Consequently, this creates financial consequences for the insight of the financial statement of the municipality The Hague. In addition, these consequences are signalled in paragraph 7.2. Regarding the basic requirement, no financial consequences exists in the insight of the financial statements of the municipality The Hague. 

7.1.5 Detail tie-in

The BBV state that the recognized amounts of the tangible fixed assets should be reconciliated and aggregated to the division of:

· Investments with an economic utility; and 

· Investments in public space with a social utility, but no economic value. 

In addition, the municipality The Hague meets the reconciliation and the aggregation criteria in the BBV. The financial statement of the municipality includes an appendix that shows the aggregated amounts. The Municipal Audit Department annually determines whether the municipality meets the reconciliation and the aggregation criteria in accordance with the BBV. Consequently, this study assumes that the presented assets in the balance sheet meet the reconciliation and the aggregation criteria. 

The requirements of IPSAS 17 are in outline in accordance with the requirements in the BBV. In addition, IPSAS 17 provides a formula regarding the determination of the amount of a recognized asset. Consequently, the recognized amounts should be aggregated and reconciliated to their class of nature or function in the municipality’s operations. In addition, IPSAS 21 and IPSAS 26 take the reconciliation and the aggregation criteria of IPSAS 17 regarding the recognized amounts of the assets into account. The requirements need to be applied to reversed and the impaired class of assets. 

The financial consequences:

The basic principles regarding the reconciliation and the aggregation of the recognized amounts are the same. However, because in principle the BBV does not recognize a positive revalue of the assets in the balance sheet IPSAS 21 and 26 are not applicable for the municipality The Hague. Regarding this control objective no financial consequences for the insight of the financial statement of the municipality The Hague exist due to the adoption of IPSAS 17. 

7.1.6 Realizable value

According to the BBV, the financial statements of the municipalities need to be prepared in accordance with the content of the BBV. The municipality strictly apply the guidelines provided by the BBV and the Commission BBV. The Commission BBV provides examples to municipalities which are intended guide the municipalities with practical issues. Annually, the Municipal Audit Department determines whether the municipality meets the criteria of the appropriate application of the valuation principles of the recognized amounts. Consequently, this study assumes that the municipality The Hague meets the criteria of the valuation principles. 

In addition, IPSAS 17 requires that all the recognized assets should meet the valuation principles at the time they are incurred. However, the valuation principle of the recognized assets at fair value is not applicable for the municipalities. The financial consequences in the insight of the financial statement in the insight of the financial statement of the municipality The Hague are signalled in paragraph 7.2. The guidelines of IPSAS 21 and 26 could be used as a reference within the framework of the BBV to detect the impairment losses. These IPSASs provide guidance in the detection of impairment and/or reverse of an asset. These IPSASs include a list of IPSASs that are excluded for the application of the valuation criteria by applying IPSAS 21 and/or IPSAS 26. 

The financial consequences:

The basic principles of IPSAS 17 are in accordance with the principles in the BBV, except the valuation principle at fair value (see par. 7.1.3 and 7.2). In addition, the guidelines in accordance with IPSAS 21 and IPSAS 26 could be used as a reference within the framework of the BBV. Regarding this control objective no financial consequences for the insight of the financial statement of the municipality The Hague exist due to the adoption of IPSASs. 

7.1.7 Rights and obligation

According to the BBV, the recognized assets should be owned by the municipality. However, the municipality The Hague does not clearly account about the ownership of the recognized assets presented in the balance sheet. In addition, the Municipal Audit Departments annually audits whether the recognized assets meets the criteria of rights and obligations. The municipality The Hague does not own assets under financial leasing. Consequently, this study assumes that all the recognized assets with an economic utility and assets in public space with a social utility are owned by the municipality The Hague. 

IPSAS 17 prescribes that all assets recognized and presented in the balance should be owned by the municipality (or entity). Consequently, all the obligations related to these assets should be recognized and explained in the notes of the balance sheet. In addition, IPSAS 21 and IPSAS 26 state that all cash-generating assets and non-cash-generating assets on which impairments is executed, should be owned by the municipality, and all obligations that are related to these assets should be recognized and explained in the notes of the balance sheet.
The financial consequences:

It can be concluded that the requirements according to the IPSASs correspondent to the BBV. Consequently, it can be concluded that this control objective have no financial consequences for the insight of the financial statement of the municipality The Hague exist due to the adoption of IPSASs. 

7.1.8 Disclosure and presentation

According to the BBV, the recognized assets with an economic utility and assets with a social utility should be presented separately, and classified to their nature and/or function by the municipality. In addition, the note of the balance should include the progress of the tangible fixed assets in a balanced overview, during the budget year. The overview reveals, as applicable (art. 52, par. 2, BBV):

· The book value of an asset at the beginning of the financial budget year;

· The investments or disinvestments by the municipality;

· Depreciation amounts;

· Received revenues from third parties in direct relation of an asset;

· Impairments due to the durable depreciations; and 

· The book value of an asset at the end of the year. 

The municipality The Hague meets the disclosure and the presentation criteria. The recognized assets are presented separately in a table included in the notes of the balance sheet. In addition, the financial statements of the municipality The Hague include a table that shows the progress of the recognized assets during the budget year. Annually, the Municipal Audit Department audits whether the municipality meets the criteria of disclosure and presentation. Consequently, this study assumes that the municipality The Hague meets the required in accordance to the BBV. 

In addition, the criteria for disclosure and presentation in accordance to IPSAS 17 in outline correspondent with the requirements in the BBV. IPSAS 17 in addition, takes into account the disclosure regarding the existence and the amounts of restriction on title, and assets pledged as securities for liabilities. In addition the municipality does not own these types of restriction or assets. In addition, IPSAS 21 and IPSAS 26 prescribe that a municipality (or entity) needs to disclose the criteria developed by the municipality or entity to separate the cash-generating assets from the non-cash-generating assets. The basic principles of all IPSASs are in accordance with the principles in the BBV, except the disclosure criteria regarding the recognized amounts in surpluses and deficits due to reverses and/or impairment. The BBV charge all losses and revenues resulting from revaluation or impairment to the profit and loss account in the book year. 

The financial consequences:

It can be concluded that the basic principles of the IPSASs correspondent with the BBV. The main difference is that the IPSASs disclose about the recognized amounts in surplus or deficit that are resulting from a reverse and/or impairment. However, based on the findings regarding this control objective no financial consequences exist for the insight of the financial statement of the municipality The Hague due to the adoption of IPSASs. 

7.2
Measurement 

This section includes the results regarding the balance sheet-item control objective measurement. Because the empirical research results to quite much findings, a separate section is opened. 

7.2.1 The results

 The BBV recognize two types of fixed assets:

· Assets with an economic utility; and 

· Assets in public space with a social utility, but no economic value. 

According to the BBV, the municipality is required to provide an indication about assets that are issued on ground lease. However, the municipality could acquire assets for free, or possess historical assets. 

· Assets with an economic utility

According to the BBV, assets with an economic utility in the balance sheet should be recognized at the acquisition or at the historical price. The acquisition price, include the purchase price plus the incidental expenses, and minus refundable taxes. The BBV in addition, allow deduction of contributions (or revenues) of third parties in direct relation of the asset, such as contributions (grants) acquired from the Central government concerning road constructions. The BBV prohibits the deduction of reserves and additional depreciation from assets with an economic value. In addition, assets that are acquired for free should be valuing at nil. 

The municipality The Hague

The recognized assets with an economic value presented in the balance sheet of the municipality The Hague are valued at the acquisition price after deducting of contributions of third parties in direct relation to the asset, and the annual depreciation amount. 

Since January 1, 2010 the municipality The Hague does not recognize tangible fixed assets with an acquisition price less than € 50.000,00 per unit. However, terms or investments parts with a total value more than € 50.000,00 should be recognized. In addition, assets less than the recognition threshold are transferred directly to the operating account. Until 2009, the recognition threshold was € 10.000,00 per unit. This principle is adopted in the Financial Regulation and Policy of the municipality The Hague (art. 14, 2011) and is in accordance with the Municipalities Act. 

In addition, the production costs (including costs of implementation) of new automated systems are recognized as investments with an economic utility at the acquisition  price according to the BBV and according to article 212 Financial Regulation of the Municipalities Act. These regulations are adopted in the City council decision 172/2010, the City council notification 2010.278, and in the Implementation decision 176955.

Assets that are acquired for free in addition, are valued at nil by the municipality The Hague. The financial statement of the municipality does not include any explanation about these types of assets.

· Assets in public space with a social utility, but no economic utility

According to the BBV, assets in public space with a social utility, but no economic utility in the balance sheet should be recognized at the acquisition or the historical price. The BBV does not prefer the recognition in the balance sheet of assets in public space with a social utility. Because not all municipalities have a financial strength, the BBV allows the capitalization of this type of assets. However, the BBV allows and prefers deduction from reserves and additional depreciation from assets in public space with a social utility. 
The municipality The Hague

The assets in public space with a social value, but no economic utility are valued at the acquisition or historical price after deduction of revenues received from third parties in direct relation of the asset. In addition, the municipality takes additional depreciation and deduction of reserves from the asset into account. 

IPSASs

According to IPSAS 17, assets with an economic utility should be measured at the fair value, and should be recognized if, and only if: (1) the future economic benefits or service potential of an asset will flow to the municipality (or entity); and (2) the assets costs or fair value can be reliable calculated. In addition, IPSAS 17 recognize two moments of measurement:

1. Valuation at recognition:

According to IPSAS 17, (1) an asset with an economic utility should be initially measured at its cost; (2) an asset that are acquired for free, or for nominal cost need to be valued at the fair value at the date of acquisition; and (3) an asset that is acquired and is not measured at the fair value need to be recognized at the carrying amount of the asset given up. The fair value of an asset for which comparable market transactions do not exist should be reliable measured if: (a) the variability in the range of reasonable fair value estimates is not significant for that asset; or (b) the probabilities of the various estimates within the range can be reasonable assessed and used in the estimated fair value; and 

2. Valuation after recognition:

IPSAS 17 allows a choice of accounting model for an entire class of assets:

- Cost model:

The assets should be recognized at their costs less accumulated depreciation amounts and impairment losses; or

- Revaluation model:
The assets should be recognized at their revaluing amount. This includes the fair value at the revaluation date less subsequent depreciation and impairment losses. 

IPSAS 17 prescribes that all assets that are acquired in exchange for a non-monetary asset or assets, or a combination of monetary and non-monetary assets need to be recognized at the fair value, except when: (1) the exchange transaction is missing commercial substance; or (2) the fair value of acquired asset or the asset given up is could not be reliable recognized. The recognition of costs of self-constructed assets in addition, are based on the same principles as for acquired assets. These types of assets should be measured at the fair value. 

IPSAS 21 and IPSAS 26 include requirements regarding the impairment of cash-generating assets and non-cash-generating assets. Consequently, the assets should be measured at the fair value in accordance with the requirements in IPSAS 17. 

· The recognition of depreciation
The BBV does not provide guidance regarding the use of a depreciation method. The most common methods applied by municipalities are the linear depreciation and the annuity deprecation. In general, all fixed assets that are subject to wear should be depreciated, excluding land. Because it is a durable good that is not subject to wear.

According to the BBV, an asset with an economic value should be depreciated independently of the result of the book year, and consequently depreciated consistently. The BBV prohibits additional depreciation on assets with an economic value. Additional depreciation is only in exceptional circumstances allowed. With respect to assets in public space with a social utility, but no economic utility, depreciation depends on the result of the book year. When the municipality possesses financial strength, accelerate depreciation is acquired, and deduction from reserves is allowed.
In addition, a change in the depreciation principle with respect to the previous book year is only possible on legitimate reasons, and should be explained in the notes of the balance sheet. The municipality is required to provide insight in the financial position and in the income and in the expenditures based on the revised amounts for the budget year. 

The municipality The Hague

The municipality The Hague applies the linear depreciation method. The standard depreciation terms regarding assets with an economic utility are adopted in the Financial Regulation and Policy of the municipality The Hague (art. 14, 2010): 

· 40 years for new buildings, sewer;

· 25 years for sport grounds, renovation of buildings, and  restoration of monuments, investment in buildings;

· 20 years for car parking;

· 15 years for technical installations in buildings, heating, and elevators;

· 10 years for (fire safety) equipment to buildings, energy saving measures of buildings, art commissions, telephone systems, office furniture etc;

· 5 years for heavy transport or trailers and boats, cars or light vehicles, automation application plus, and sustainable inputs; and

· 3 years for software.

In addition, the municipality The Hague does not apply additional depreciation or deduction of reserves to assets with an economic utility. The financial statement of the municipality The Hague includes a table that shows the progress of the assets (see Appendix B). 

The depreciation terms regarding assets in public space with a social utility, but no economic utility in addition, are adopted in the Financial Regulation and Policy of the municipality The Hague (art. 14, 2010):

· 25 years for civil engineering works, e.g. tunnels, bridges, and viaducts;

· 20 years for the first construction of roads, cycle paths, footpaths, roundabouts, and rails;

· 15 years for technical installations, including traffic controls systems, and public lighting; and 

· 10 years for reconstruction and design of public space, whereby the recognition threshold is at minimum € 150.000,00. 

In addition, the financial statement of the municipality The Hague does not include an explanation regarding additional depreciation and deduction of reserves from these assets. However, the municipality The Hague takes additional depreciation and deduction from reserves into account. According to the financial statement of the municipality, additional depreciation, and deduction of reserves had not taken place in 2010. The municipality included a table in the financial statements that show progress of the assets (see Appendix B).
IPSASs

The basic principles regarding depreciation in outline are in accordance with the requirements of the BBV. IPSAS 17 prescribes that the chosen depreciation method should be consistent with the pattern in which the asset’s future economic benefits or service capacity is expected to be used by the municipality (or entity). In addition, the used depreciation method should be reviewed at least at each annual reporting date. However, when a significant change occurs in the expected pattern regarding the consumption of the future economic utility of an asset, the method should be changed to recognize the changed pattern in accordance with IPSAS 3 “Accounting Policies, Changes in Accounting Estimates and Errors”. In addition, this applies to the residual value and the useful life of an asset that meets the criteria of economic utility. 
According to IPSAS 17, IPSAS 21, and IPSAS 26 depreciation of an assets begins when it is available for use, and ceases when the asset is derecognized. In addition, parts of an asset with a cost that is significant in relation to the total cost of a need to be depreciated individually. However, the depreciation amount of is determined after deducting of the residual value of an asset. Consequently, this amount needs to be allocated on a systematic basis the useful life of an asset. The depreciation amounts in addition, need to be charged to a surplus or deficit in accordance with the IPSASs. This is not allowed for depreciation amounts that are included in the carrying amount of another asset. 

· Ground lease

According to the BBV, assets with an economic utility issued on ground lease should be valued at the subscription price of the initial issue. Because the determination of the costs per parcel is laborious, this method is allowed. In addition, assets with an economic utility issued on eternal ground lease in the balance sheet should be recognized at the lower subscription price, the registration value. 

The municipality The Hague

The principles regarding the valuation of assets with an economic utility issued on ground lease are included in the financial statement of the municipality The Hague (p. 24, 2010; see Appendix H): 

· Ground lease issued under conditions 1911 and 1923 are recognized at production costs;

· Ground lease issued under conditions 1977 are recognized at market value at the time of issuance instead of the prescribed valuation at production costs;

· Ground lease issued under conditions 1986 against payments terms are recognized at market value at the time of issuance;

· Ground lease issued under conditions 1986 and which are bought off are not recognized;

· Re-issuance of ground lease at payments terms remain registered against the valuation of the original right; and 

· The prepaid rents are calculated at present value. 

In addition, assets issued on ground lease of the municipality The Hague are issued at various valuation principles in accordance to the regulations before the adoption of The BBV in 2004. This is in accordance with the BBV. 

IPSASs

According to IPSAS 17, IPSAS 21, and IPSAS 26, all assets issued should be measured at the fair value, including assets issued on ground lease. In addition, all IPSASs do not include a clear description in which way to deal with assets issued on ground lease. 

· Art objects with a cultural-historical value 
According to the BBV, art objects with a cultural-historical value should not be recognized in the financial statement, e.g. paints of famous artists owned by the municipality, regardless of the place where the paintings are on display. The reason for this exception is that capitalization of these types of fixed assets will blow up the balance sheet, while municipalities are not able to spend this amount. When a municipality holds historical buildings or art objects for sale, e.g. with the purpose to stimulate sales of work by local artists, the art objects should be recognized at the acquisition or the historical price. In addition, the historical buildings should be recognized at the historical price.

The municipality The Hague

The municipality The Hague does not recognize art objects with a cultural-historical value on the balance sheet. In addition, the municipality possesses buildings with cultural-historical objectives. A part of these buildings are rented to artists. In addition, the municipality builds buildings that are used for cultural-historical objectives. However, these types of building generate revenues and are consequently measured at the historical or the acquisition price after deduction of revenues of third parties in direct relation of the asset. 
IPSASs

IPSAS 17 does not require or prohibit the recognition of assets with a cultural-historical value. However, a municipality (or entity) that does recognize these types of assets need to take the disclosure requirements into consideration. In addition, the municipality (or entity) is allowed, but not required to adopt the measurement requirements in accordance with IPSAS 17. However, assets with a cultural-historical value that generate future economic benefits or service potential should be measured on the same basis as other assets with an economic utility. In addition, the impairment of these types of assets should meet the impairment criteria included in IPSAS 21 and in IPSAS 26. 

· Impairment

According to the BBV, impairment is only possible when an asset with an economic utility is sustainable decreasing in value. Because the BBV arguments the principle of prudence, an asset should be recognized at the lower market price. In addition, an asset with an economic utility is impaired at the moment of elimination, if the residual value is lower than the book value. The expected impairment loss(es) should be consequently taken independently of the result of the book year. 

In addition, impairment of an asset in public space with a social utility, but no economic value is a difficult task due to the nature of the asset. The impairment principles of this type of assets are identical to assets with an economic value. The impairment losses should be charged to the profit and loss account of the book year after the accelerated depreciation, and contributions of third parties and reserves. When these amounts are not sufficient, the remaining impairment losses should be charged to the result of the book year.  

The municipality The Hague

The municipality The Hague takes impairment into account. The impairment principles maintained by the municipality are in accordance of the BBV. In addition, the municipality The Hague deducts the received revenues in direct relation of the asset in one time from the asset. In addition, the impairment principles applied to assets in public space with a social utility, but no economic utility are identical to the assets with an economic utility.

IPSASs

According to IPSAS 17, the book value of an asset should be derecognized if it is (1) on disposal; or (2) when the disposed asset does no longer generate future economic benefits or service potential. According to IPSAS 21 and IPSAS 26, an impairment loss occurs when the carrying amounts exceeds the recoverable service amount. In addition, the carrying amount of the asset needs to be reduced to its recoverable service amount. However, when impairment of an asset occurs, this implies that: (1) the remaining useful life; (2) the depreciation method; or (3) the residual value for the asset needs to be reviewed and changed in accordance with the IPSAS that applies to an asset. Consequently, a gain or loss resulting from derecognizing of an impaired asset should be charged to a surplus or in the deficit. In addition, IPSAS 17 does not recognize gains resulting from impairment as revenue. In addition, after the recognition of the impairment loss, the depreciation amounts regarding an asset need to be corrected in the future period. Consequently, these amounts should be allocated on a systematic basis over the remaining useful life of an asset. 
In addition, both IPSASs include indications that should be considered in assessing whether any indication exists that an asset may be impaired (see Appendix J and K).
· Capitalization of VAT

The BBV does not allow the capitalization of the VAT if it is compensable under the law on VAT-compensation foundation (BTW-Compensatiefonds). The VAT is only charged and capitalized at acquisition price when the VAT is not compensable or refundable. The municipality The Hague in addition, does not recognize VAT if it compensable under the law VAT-compensation foundation. The Municipal Audit Departments determines annually whether the municipality meets the VAT recognition criteria. 

The basic principle regarding the recognition of VAT is in accordance with the BBV. According to the BBV, VAT that is not refundable should be recognized. Regarding to refundable VAT, IPSAS 17 refers to relevant international or national accounting standards dealing with income taxes. In addition, IPSAS 21 and IPSAS 26 do not comment VAT. In addition, it can be concluded that the requirements in accordance with the IPSASs in outline correspondent with the requirements in the BBV.

7.2.2 Financial consequences

Based on the before signalled information, the following differences between the BBV and the IPSASs are signalled: 

· The BBV recognize assets at the historical price or acquisition price. According to IPSASs all assets should be valued at the fair value;

· The BBV state that all assets acquired for free should be valued at nil. According to IPSASs, assets acquired for free, or at nominal costs should be valued at the fair value;

· The BBV state that all assets with a cultural-historical value are not allowed for recognition, unless they generate revenues, such as historical buildings or art-object holds for sale. According to IPSASs all assets should be valued at the fair value;

· The BBV does not allow positive revaluation. According to IPSASs revaluation is required and assessments for impairment should be performed annually. The IPSASs apply two moments of measurement: (a) valuation at recognition; and (2) valuation after recognition;

· The BBV state that impairment losses should be charged to the profit and loss account of the financial book year. According to IPSASs impairment losses and revenues should be charged to a surplus or deficit;

· The BBV does not allow accelerate depreciation on assets with an economic utility. According to IPSASs this is allowed;

· The BBV state that the annual depreciation expenses should be charged to the profit and loss account of the financial book year. According to the IPSASs the annual depreciation amounts should be charged to a surplus or deficit; and  

· The BBV allow deduction of contributions of third parties in direct relation of the assets. According to the IPSASs, contributions from third parties should be charged to the profit and loss account of the financial book year.

In addition, the adoption IPSASs implies that all assets that meet the criteria of economic utility should be revaluated at the fair value. In addition, this also applied to assets acquired for free, or nominal cost, and assets with a cultural-historical value. Consequently, the revaluation principle is accompanied with a revaluation reserve, and a depreciation reserve should be recognized at the balance sheet which is not allowed by the actual BBV. These changes have several financial consequences in the insight of the financial statement of the municipality:

· A substantial increase in the municipal assets with an economic utility and equity will occur which could lead to distorted view of the balance sheet because assets acquired for free, and with a historical-cultural have no value and the municipality could consequently not spend this amount. In addition, an increase in impairment losses may occur which could have effect on the equity and financial result of the book year;

· The revaluation principle is accompanied with a revaluation reserve which is not allowed by the actual BBV. Due to the revaluation reserve, the municipality is not allowed to recognize future investments in the budget estimate and in the long-term investment plan. This could consequently lead to financial consequences in the future because these investments depend on the financial strength of the municipality. In addition, the financials depends for a substantial part on the general reserve of the municipality; 

· Due to the revaluation principle the municipality should perform annually impairment tests and reversal of impairment which require adequate knowledge and experience. In addition, the adoption of IPSASs could lead to organizational changes which are accompanied with high expenses. The municipality should retrain the personnel to acquire knowledge, and an adequate financial administration is needed which could lead to administrative burden. However, the adoption of IPSASs could also affect the workforce of the municipality because new personnel with the needed experience and knowledge should be hired. In addition, this is also recognized by organizations that adopt or consider the adoption of IPSASs;

· Due to the adoption of IPSASs the depreciation amounts should be charged to a surplus or deficit which leads to an increase in the municipal equity and a decrease in depreciation expenses. Consequently, a need for a depreciation reserve will occur which is not allowed by the actual BBV. In addition, this construction affects the municipal equity and investments in the future because these assets are no longer allowed to be recognized in budget estimates and long-investment plan. This imply that future investments depends on the financial strength of the municipality;

· The IPSASs allow accelerate depreciation which could lead to fluctuate cost over years;

· An increase in the revenues will occur because contributions of third parties should be charged to the profit and loss account of the municipality. On the other side, an increase in the assets and depreciation costs will occur;

Based on these findings it can be concluded that the revaluation model is not appropriate and has no added value for the municipality The Hague.

7.3
Summary 

This chapter includes the results and the findings that resulted from the empirical research. The sections include an elaboration of the findings per balance sheet item-related control objective. The findings are elaborated as follows;

· At first, the theoretical principles of the BBV are investigated. These principles are used to form a judgment about the quality of the financial statement of the municipality The Hague;

· Secondly, the theoretical principles of IPSAS 17, IPSAS 21, and IPSAS 26 are investigated;

· Thirdly, the principles according to the BBV and the IPSASs are compared to detect the differences. These differences are further elaborated to determine the financial consequences for the insight of the financial statement of the municipality The Hague. 
The results derived from this study will be used to draw a conclusion and provide recommendations in the next chapter. 
Chapter 8
Conclusion and recommendation

This chapter include the conclusion, the limitations and recommendations for the municipality The Hague

8.1 Introduction
The purpose of this master research is to investigate the financial consequences regarding the insight of the financial statements when the municipality The Hague is considering adapting IPSAS 17 “Property, Plant, and Equipment”, IPSAS 21 “Impairment of non-cash-generating assets”, and IPSAS 26 “Impairment of cash-generating assets”. Consequently, the following research main question is defined:

“What are the financial consequences due to the adoption of IPSAS 17, IPSAS 21, and IPSAS 26 for the insight of the financial statements of the municipality The Hague?”

This study is performed based on a form of a case study. The focus of this study was in particular concerning the tangible fixed assets of the municipality The Hague. In addition, to perform this study a research model is developed that includes nine “balance sheet item-related control objectives” (Deckers and van Kollenburg, 2002) which are used as key variables. Based on this research model an analysis is conducted to identify the differences between the BBV and the IPSASs which may have financial consequences for the insight of the financial statements of the municipality The Hague. In addition, to conduct this study, the financial statement of 2010 of the municipality The Hague is used to determine in what extent the municipality meets the requirements in accordance with the BBV. Next, a study is conducted to determine in what extent the requirements of the IPSASs correspondent with the requirements of the BBV. Consequently, the findings per balance sheet item-related control objective are interpreted and further elaborated to identify the financial consequences for the insight of the financial statements of the municipality The Hague. 

According to this study, the municipality The Hague meets in general the requirements in the BBV. The balance sheet includes tangible fixed assets issued on ground lease that are valued at other valuation principles that are not included in the BBV. However, these assets are issued or acquired before the introduction of the BBV. Regarding the differences between the BBV and the IPSAS 17, IPSAS 21, and IPSAS 26 differences are signalled that could have significant influence on the insight of the financial statement of the municipality The Hague. In addition, the differences are signalled in the balance sheet-item control objective: (1) classification; and (2) measurement. 

8.2 
Conclusion

Due to the adoption of the IPSASs, an actual view in the valuation of assets could be obtained. In addition, this is recognized by several organizations that already adopt or were considering the adoption of IPSASs and already apply accrual based accounting (see chapter 5). However, during the transition period an increase in municipal financial result will occur due to the written off assets in public space with a social utility and revenues of third parties in direct relation of the asset. Consequently, an increase in personnel expenses and expenses regarding the financial system expenses due to the organizational changes will occur. In the subsequent years, the adoption of IPSASs could create several advantages, such as a decrease in depreciation cost and impairment losses regarding assets in public space with as social utility. However, the municipal assets and the equity in the balance sheet always remain lower because assets that not meet the criteria of economic are not allowed to be recognized. On the other side, due to the fair value principle an increase in the assets with an economic utility recognized in the balance sheet will occur. However, these advantages are not for long term. 

In addition, the fair value principle could create a distortion view in the equity and in the assets of the municipality that create insecure situations regarding long-term investments and financial recourses from the Central Government as signalled in chapter 7. The increase in the municipal assets and in the equity may create a risk regarding attracting financial resources. The municipality depends for 90% on the Municipal Fund. Due to this increase, the Central Government may adjust the distribution keys that are used for the distribution of the Municipal Fund which may create a decrease in revenues from third parties. Consequently, this decrease should be compensated in prices of facilities offered by the municipality to the citizens and/or increase the tax rates for the citizen which is in contradiction of the municipalities objectives. In addition, the adoption of IPSASs could affect the citizens’ incomes due to the increase of taxes or prices of some services. In addition, an increase in the municipal liabilities is certainly not excluded to finance the future long-investments. 

In addition, the fair value principle is more open for interpretation comparing to the BBV. Due to this the municipality The Hague is required to formulate clear guidelines for each department. When the municipality decides to adopt IPSASs stricter rules should be prescribed which will be maintained by the departments. This is a difficult task for the municipality, because none of the department is identical. Each department in addition, has his identical asset which requires appropriate guideline for each department. The actual BBV is quite simple and fits into the financial management and reporting of all departments. Consequently, because requirements in accordance with the IPSASs are in contraction with the actual municipalities’ law the adoption of IPSASs needs legislative changes in the actual Municipalities Act and in the BBV. This will create administrative burden and an increase in the governmental expenses. 

In addition, the fair value is appropriate for competitive companies. The municipality in addition, is not competitive and has no competitors. The important customers of the municipality are citizens to which the municipality provide facilities. In addition, the information for decision making regarding investments and the use of an asset is less important for the municipality. Consequently, because a prosecutable determine whether an asset returns in the same status, for the municipality the revaluation model is not relevant. This may suppose that a revaluated asset does not require replacement in the future. Because information for decision making regarding investments and the use of an asset is less important it can be concluded that the revaluation model is not relevant for the municipality 

8.3
Limitations of the research

This study focuses only on the municipality of The Hague. Dutch municipalities are comprehensive organization and differ from each other. Because of the timeframe, this study only focuses on the tangible fixed assets of the municipality The Hague. In addition, this study is limited to the relevant IPSAS:

· IPSAS 17 Property, plant, and equipment;

· IPSAS 21 Impairment of non-cash-generating assets; and 
· IPSAS 26 Impairment of cash-generating assets.
Consequently, the results of this master research are not representative for all Dutch municipalities.  

8.4
Recommendations and future research 

Based on the before signalled results it can be concluded that the IPSASs are not suitable for the municipality. The adoption of IPSASs will attack the future’s financial strength of the municipality as a result of overvaluation of assets that do not have value. Consequently, a risk regarding the future long-term investments will occur. Because none of the departments are identical, the adoption of IPSASs in addition, will create large organizational changes which will be accompanied with unnecessary costs and high administrative burden. In addition, the municipality The Hague should apply three standards for the valuation of the tangible fixed assets. In the time of the retrenchment it is not advisable to adopt IPSASs. 

The actual BBV in addition, is based on the accrual based accounting and consequently provides transparency in the financial reporting system of the municipality, and is suitable for the municipality. Consequently, the financial statements in accordance with the actual BBV are understandable for the Town Council, citizens and public organization, and for third parties, such as the European Union, to which the municipality account. The actual BBV in addition, already provides the possibility for comparison between the Dutch municipalities. In addition, this is recognized by the Central Government which recently performed an investigation regarding the implementation of IPSASs by the Dutch governments, and several public organizations that already apply accrual accounting and do not adopt IPSASs because of the high expenses and the administrative burden. The adoption will affect the municipal assets, equity, and financial results. Consequently, the IPSASs have financial consequences for the insight of the financial statement of the municipality The Hague.

However, when the municipality still considers the adoption of IPSASs an extensive research of other assets should be performed. Consequently, the findings of this research should be further analyzed to determine the future risk regarding the long-term investments and the municipal equity and financial resources. 
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IPSAS Standards

IPSAS Standards

	IPSAS
	Designation
	IAS/IFRS

	
	IPSAS Preface
	

	IPSAS 1
	Presentation of financial Statements
	IAS 1/IFRS 1

	IPSAS 2
	Cash Flow Statements
	IAS 7

	IPSAS 3
	Net Surplus or Deficit for the Period - Fundamental Errors and Changing in Accounting Policies
	IAS 8

	IPSAS 4
	The Effects of changes in Foreign Exchange Rates
	IAS 21

	IPSAS 5
	Borrowing Costs
	IAS 23


Consolidated Financial Statements – Accounting for Controlled Entities 

	
	IAS 27
	

	IPSAS 7
	Accounting for Investments in Associates
	IAS 31

	IPSAS 8
	Financial Reporting of Interests in Joint Ventures
	

	IPSAS 9
	Revenue from Exchange Transactions
	IAS 18

	IPSAS 10
	Financial Reporting in Hyperinflationary Economies
	IAS 29

	IPSAS 11
	Construction Contracts
	IAS 11

	IPSAS 12
	Inventories
	IAS 2

	IPSAS 13
	Leases
	IAS 17

	IPSAS 14
	Events after the Reporting Date
	IAS 10

	IPSAS 15
	Financial Instruments: Disclosure and Presentation
	IAS 32

	IPSAS 16
	Investment Property
	IAS 40

	IPSAS 17
	Property, Plant and Equipment
	IAS 16

	IPSAS 18
	Segment Reporting
	IAS 14

	IPSAS 19
	Provisions, Contingent Liabilities, Contingent Assets
	IAS 37

	IPSAS 20
	Related party disclosures
	IAS 24

	IPSAS 21
	Impairment of non-cash-generating assets
	IAS 36

	IPSAS 22
	Disclosure of Financial Information About the General Government Sector
	

	IPSAS 23
	Revenue from Non-Exchange Transactions (Taxes and Transfers)
	

	IPSAS 24
	Presentation of Budget Information in Financial Statements 
	

	IPSAS 25
	Employee Benefits
	

	IPSAS 26
	Impairment of Cash-Generating Assets 
	


	IPSAS 27
	Agriculture
	


	IPSAS 28
	Financial Instruments: Presentation
	

	IPSAS 29
	Financial Instruments: Recognition and Measurement
	

	IPSAS 30
	Financial Instruments: Disclosures
	

	IPSAS 31
	Intangible Assets
	

	IPSAS 32
	Service Concession Arrangements: Grantor
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APPENDIX C 

List of the adoption of IPSASs by the government entities
September 2008

The International Public Sector Accounting Standards (IPSASs) are adopted (or are in the process of the adoption) by the following countries:
1. Afghanistan: adopts the cash basis IPSAS 

2. Albania: adopts the accrual based IPSAS with the government of Italy, United Nations Development Program, and the World Bank.
3. Algeria: the World Bank project is in process for accounting and other reform, including IPSASs.
4. Argentina: adopts the accrual based standards that are in accordance of IPSASs. 
5. Armenia: adopts both cash and accrual based IPSASs. 

6. Azerbaijan: adopts the accrual based IPSASs.
7. Bangladesh: adopts the accrual based IPSASs.
8. Barbados: adopts the accrual based IPSASs.
9. Brazil: in process to adopt the accrual based IPSASs.
10. Cambodia: in process to adopt the accrual based IPSASs.
11. Cayman Islands: adopts the accrual based IPSASs.
12. China: in process to adopt accrual based IPSASs.
13. Cyprus: adopts the cash based IPSASs.
14. East and Southern Africa: in process to adopt IPSASs. 

15. East Timor: adopts the cash based IPSAS.
16. El Salvador: adopts the IPSASs.
17. Fiji: in process to adopt the cash based IPSAS.
18. France: adopts accrual based standards. These standards are based on the IFRS, IPSASs, and the French financial accounting and reporting standards. 

19. Gambia: adopts both cash based and accrual based IPSASs. 

20. Ghana: adopts both the cash based and accrual based IPSASs. 

21. Hungary: in process to adopt IPSASs.
22. India: is in process to adopt IPSASs.
23. Indonesia: adopts the accrual based IPSASs. 
24. Israel: adopts the accrual based IPSASs. 
25. Jamaica: adopts the accrual based IPSASs.

26. Kazakhstan: in process to adopt IPSASs. 
27. Lao: in process to adopt IPSASs.
28. Latvia: in process to adopt IPSASs.
29. Lithuania: in process to adopt IPSASs. 
30. Lebanon: in process to adopt IPSASs.
31. Macedonia: adopts both cash based and accrual based IPSASs. 
32. Maldives: in process to adopt IPSASs. 
33. Malaysia: in adoption to adopt the cash based IPSASs. 
34. Mauritania: in process to adopt IPSASs. 
35. Mongolia: adopts the accrual based IPSASs. 
36. Morocco: adopts IPSASs. 
37. Nepal: adopts the cash based IPSASs. 
38. Netherlands: in process to adopt the accrual based IPSASs. 
39. Nigeria: in process to adopt the Cash based IPSASs. 
40. Norway: adopts the accrual based IPSASs. 
41. Pakistan: adopts both the cash based and the accrual based IPSASs. 
42. Peru: adopts IPSASs.

43. Romania: adopts accruals based accounting, including a part of IPSASs. .

44. Russia: adopts the accrual accounting IPSASs. 

45. Slovakia: in process to adopt IPSASs. 
46. South Africa: adopts the accrual based IPSASs. 
47. Spain: adopts the accrual based IPSAs. 
48. Sri Lanka: adopts both cash based and accrual based IPSASs. 
49. Switzerland: adopts IPSASs.
50. Uganda: adopts IPSASs
51. Ukraine: in process to adopt accrual based IPSASs.
52. Uruguay: in process to adopt IPSASs.

53. Vietnam: in process to adopt IPSASs.
54. Zambia: adopts the cash based IPSASs. 
National Public Sector Accounting Standards Similar to IPSASs

The following countries already apply accrual based standards that are in outline with the IPSASs: 

1. Australia

2. Canada

3. New Zealand

4. United Kingdom

5. United States of America

APPENDIX D 

Research model: the BBV

Below, the research model is elaborated based on the nine balance-sheet item control objectives in accordance with the requirements of the “Besluit Begroting en Verantwoording provincies en gemeenten (BBV)”:

	Balance sheet-item control objective
	Requirement(s) according to the BBV

	· Existence and occurrence: 

Include the criteria regarding the existence of assets and the recognized liabilities.
	All assets presented on the balance sheet need to exist and owned by the municipality. 

	· Completeness:

Include the completeness of the recognized amounts. 
	· All investments with an economic utility should be capitalized (art. 59, par. 1, BBV); and 

· All investments in public space with a social utility, but no economic utility are, only in exceptional circumstances, allowed to be capitalized (art. 59, par. 4, BBV). 
All recognized assets on the balance sheet should  meet the criteria for completeness. Consequently, all assets presented on the balance sheet need to be owned by the municipality.  

	· Measurement:

Include the measurement of the recognized amounts. 


	Investments with an economic utility:

· Assets with an economic value should be measured at the acquisition or historical price. The acquisition price includes the purchase price and the incidental expenses (art. 62; art. 63, par. 1-2, BBV); 

· Municipalities are not allowed to recognized fixed assets at fair value. The fair value principle is not relevant for municipalities (BZK/Commissie BBV, 2003, p. 81). To increase the capacity for the purpose of assessing the solvency as fully as possible, and to provide relevant information on transaction result, by private organization the valuation at fair value is often used.  In addition, determining the fair value of tangible fixed assets is in extending subjective (BZK/Commissie BBV, 2003, p. 81);

· Assets acquired for free should be valuing at nil (art. 63, BBV); 

· The BBV prohibits the deduction of reserves from assets with an economic utility, and additional deprecation (BZK/Commissie BBV, 2003, p. 49; 89). In only exceptional circumstances, the BBV allows additional depreciation on assets with an economic value;

· Contribution from third parties in direct relation to an asset can be deducted, e.g. contributions acquired from the Central government for road constructions (art. 62, par. 2, BBV; BZK/Commissie BBV, 2003, p. 80); 

· The depreciation regarding investment with an economic value is independent of the result of the book year, and should be depreciated consistently. Only based on legitimate reasons, depreciation may be performed based on other principles than applied in the previous budget year. The reason for change should be include in the notes of the balance sheet. In addition, it is required to provide insight into its significance for the financial position and the income and expenditures based on the revised figures for the budget year of the previous budget year. 

· The maximum depreciation term for costs of research and development is 5 year. 
· Tangible fixed assets issued on ground lease should be valued at the subscription price of the initial issue. This method is allowed because the determination of the costs per parcel is laborious. Tangible fixed asset issued on ground lease are not depreciated (art. 63, par. 4, BBV). In addition, the BBV does not allow depreciation on tangible fixed assets issued on ground lease; and 

· Expected impairment of tangible fixed assets should be taken independent of the result of the financial book year (art. 65, par. 1, BBV). A decommissioned tangible fixed asset is impaired at the moment of the decommissioning, if the residual value is lower than the book value (art. 65, par. 3, BBV).

Investments in public space with a social utility:

· Assets in public space with a social utility should be measured at the acquisition or the historical price. The acquisition price includes the purchase price and the incidental expenses (art. 62; art. 63, par. 1-2, BBV);  

· The BBV allows deduction from reserves in investments  in public space with social utility (art. 62, par. 3, BBV), and additional depreciation;

· The depreciation regarding investment in public space with a social utility is dependent of the result of the book year, and should be depreciated consistently; and 

· Expected impairment of tangible fixed assets should be taken independent of the result of the financial book year (art. 65, par. 1, BBV). A decommissioned tangible fixed asset is impaired at the moment of the decommissioning, if the residual value is lower than the book value (art. 65, par. 3, BBV).

Depreciation:

Article 64, paragraph 1 to 6 of the BBV contains the depreciation requirements of tangible fixed assets. However, the BBV does not prescribe which method should be maintained. The most common methods applied by municipalities are the linear depreciation and the annuity deprecation. In general, all fixed assets that are subject to wear should be depreciated, excluding land. Because it is a durable good that is not subject to wear. Consequently, a systematic depreciation on land is not performing. 

Art objects with a cultural-historical value 
Art objects with a cultural-historical value could not be recognized in the financial statement, e.g. paints of famous artists owned by the municipality, regardless the place of where the paintings are on display. The reason for this exception is that capitalization of these type fixed assets will blow up the balance sheet, while municipalities are not able to spend this amount. When a municipality holds art objects for sale, e.g. with the purpose to stimulate sales of work by local artists, the art objects should be capitalized. 

Costs of research and development

Costs of research and development for a particular asset could only be capitalized if (art. 60, BBV):

· The intension is to use or to sell the asset;

· The technical performance of completing the asset is established;

· The asset will generate in the future economic or social utility; and 

· The expenditures that could be attributed to an asset should be reliability calculated.  

Capitalization of VAT

The BBV does not allow the capitalization of VAT if it is compensable under the law on VAT-compensation (BTW-Compensatiefonds). The VAT is only charged and capitalized at acquisition price when the VAT is not compensable or refundable. 

	· Classification:

Include the classification of the recognized amounts. 
	The assets on the balance sheet should be classified in to:

· Investments with an economic utility; and

· Investments in public space with a social utility, but no economic utility.

	· Cut off:

Include the demarcation of the recognized amounts. 


	· The income and the expenditure need to be attributed to the year on which they relate. All income and expenditures which need to be processed in the book year;

· The income and the expenditure related to the book year, and are known at the time of preparing the financial statement need to be incorporated under that current financial year. 

	· Detail tie-in:

Include the reconciliation and the aggregation of the recognized amounts. 


	The BBV distinguish three types of fixed assets, (art. 33, BBV):

· Intangible fixed assets;

· Tangible fixed assets (property, plant, and equipment); and 

· Financial fixed assets. 

The recognized tangible fixed assets need to be connected and aggregated to the division of: 
· Investments with an economic utility:

Assets with an economic value has an economic utility when they are tradable and/or they contribute to the generation of recourses (art. 59, par. 2, BBV); and

· Investments in public space with a social utility:

Assets invested in public space with a social utility are assets that are not profitable or/and marketable for its existence, but realize a contribution to the public use, such as roads, waters and bridges.

	· Realizable value: 

Include the appropriate application of the valuation principles of the recognized amounts. 
	The financial statements are prepared in accordance with the “Besluit Begroting en Verantwoording provincies en gemeenten (BBV)” (BZK/ Commissie BBV, 2003, p. 89).

	· Rights and obligation:

The recognized amounts should correspond with the rights and the obligations.  

· 
	The assets recognized in the balance sheet need to be owned by the municipality. In addition, many assets are connected to legal rights, including property ownership, for example, loans and property. In the determination of the existence of an asset is the ownership not essential when the municipality is governed the expected benefits that emerge from the property, e.g. a property held under a financial leasing contract is an asset and should be depreciated (BZK/Commissie BBV, 2003, p. 31). 


	· Disclosure and presentation criteria:

Include the presentation and the explanatory notes regarding the recognized amounts. 
	In the BBV is set that tangible fixed assets should be presented separately in the notes of the balance sheet and should be classified as (art. 52, par. 1, BBV):

· Ground and land;

· Housing accommodation;

· Buildings;

· Earthwork, road works, and hydraulic construction; 

· Transport;

· Machines and equipment; and 

· Other tangible fixed assets, e.g. software, hardware, inventory etcetera. 

The note of the balance should include the progress of the tangible fixed assets in a balanced overview, during the budget year. The overview reveals, as applicable (art. 52, par. 2, BBV):

· The book value of an asset at the beginning of the financial budget year;

· The investments or disinvestments of an asset;

· The amounts resulting from depreciation;
· Revenues received from third parties in direct relation of an asset;
· Impairments due to the durable depreciations; and 

· The book value of an asset at the end of the financial budget year. 

In addition, in article 51 of the BBV is set that the note of the balance should include the used depreciation method. This article in addition, indicates which investments in public space with a social utility are capitalized, which depreciation term for this asset is provided, and what reserves are expected to be available for this asset.


APPENDIX E 

Research model: IPSAS 17 “Property, plant, and equipment”

Below, the research model is elaborated based on the nine balance-sheet item control objectives in accordance with the requirements of IPSAS 17 “Property, plant, and equipment”:
	Balance sheet-item control objective
	Requirement(s) according to IPSAS 17 “Property, plant, and equipment”

	· Existence and occurrence: 

Include the criteria regarding the existence of assets and the recognized liabilities.
	All items of property, plant, and equipment need to exist (par. 14, 19, 22, 24, and 25, 2011, p. 514-516). 

	· Completeness:

Include the completeness of the recognized amounts. 


	According to IPSAS 17 all items should meet the completeness criteria of the recognized amounts. Consequently, all assets presented on the balance sheet need to be owned by the municipality.  


	· Measurement:

Include the measurement of the recognized amounts. 


	The component of costs of an asset include (par. 30-31, 2011, p. 517):

· The purchase price;

· Plus: duties resulting from import and non-refundable purchase taxes; 

· Plus: any directly attributable costs of bringing the asset to working condition for its intended use, such as the cost of site preparation, initial delivery and handling costs, installation costs, professional fees for e.g. architects and engineers, and the estimated cost of dismantling the asset and restoring the site, to the extent that it is recognized as a provision; and 

· Minus: amounts of trade discounts and rebates.

Examples of costs that are not recognized as costs of an asset are (par. 33, 2011, p. 518):

· Incurred costs regarding the opening of a new facility;

· Incurred costs regarding to the introduction of a new product. In addition, this include costs of advertising and promotion;
· Incurred costs regarding the conduction of business in a new location;
· Other costs, such as administration costs and costs of overhead. 
An asset should be only recognized if: (1) the future economic benefits or a service capacity will flow to the municipality (or entity); and (2) the costs or fair value of an asset could be reliable calculated (par. 14, 2011, p. 514). 

Valuation at recognition:

· An asset that meet the recognition criteria should be initially recognized at its cost;
· Assets that are acquired  for free, or for a nominal cost, its cost are its fair value at the date of the acquisition of the asset (par. 26-27, 2011, p. 516);

· The costs of self-constructed assets are measured in accordance with the same principles as used for the acquired assets;
· Assets that are acquired in exchange for a non-monetary asset or assets, or a combination of monetary and non-monetary assets need be recognized at the fair value, except (par. 38, 2011, p. 519): (1) the exchange transaction lacks commercial substance; or (2) the fair value of the received asset or the asset given up is not reliably to be calculated; and 

· The costs of an acquired item that is not measured at fair value should be measured at the carrying amount of the asset given up. When the fair value of an asset for which comparable market transactions do not exist should be reliable measured if (par. 40, 2011, p. 520): (1) the variability in the range of reasonable fair value estimates is not significant for that asset; or (2) the probabilities of the various estimates within the range can be reasonable assessed and used in the estimated fair value.

Valuation after recognition:

IPSAS 17 provide the possibility to choose an  accounting model for an entire class of assets (par. 42-44, 2011, p. 520): 

· Cost model:
The asset should be recognized at its costs less the accumulated depreciation amounts  and impairment losses; or

· Revaluation model:
The asset should be recognized at its revaluing amount. This implies the recognition at fair value at the revaluation date less the subsequent depreciation amounts and the impairment losses. 

Heritage assets

IPSAS 17 does not require or prohibit the recognition of assets with a cultural-historical value. Because of their cultural, environment or historical significance, such as historical buildings and monuments, archaeological sites, conservation areas and nature reserve, and works of art IPSAS 17 qualified some assets as “heritage assets”.  However, a municipality (or entity) that does recognize these types of assets need to take the disclosure requirements into consideration. In addition, the municipality (or entity) is allowed, but not required to adopt the measurement requirements in accordance with IPSAS 17 (par. 9, 2011, p. 512). In addition, heritage assets that generate future economic benefits or service potential other than their heritage value, e.g. a historic building being used for office accommodation, may be recognized a on the same basis as other items of property, plant, and equipment (par. 11, 2011, p. 513). IPSAS 17 require entities that recognize heritage assets to publish a disclosure regarding signed in paragraph 12 (2011, p. 513).

Impairment

Regarding the carrying amount of an asset, it will be derecognized for two reasons (par. 82, 2011, p. 527): (1) on disposal; or (2) when the disposed asset does no longer generate future economic benefits or service potential. In addition, IPSAS 17 does not recognize gains resulting from impairment as revenue. A gain or loss resulting from derecognizing of an impaired asset should be charged to a surplus or in the deficit (par. 83, 2011, p. 527). 

Depreciation method

· IPSAS 17 does not provide guidance regarding the use of a specific depreciation method. In addition, the IPSAS provide examples of methods that can be used, such as the straight-line method, the production method, the unit method and the diminishing balance method (par. 78, 2011, p. 526). 
· The depreciation method chosen by the municipality (or entity) need to reflect the progress in which the future economic of an asset or service capacity is expected to be consumed (par 76, 2011, p. 526);
· The depreciation method needs to be reviewed at least at each annual reporting date of the financial budget year. However, the occurrence of a significant change occurs in the expected progress of the consumption of the future economic or service capacity regarding an asset that meets the economic criteria needs to be changed to reflect the changed progress. In addition, this changed progress should be in accordance with IPSAS 3 “Accounting Policies, Changes in Accounting Estimates and Errors” (par. 77, 2011, p. 526); and 
· The residual value and the useful life of an asset with an economic utility needs to be reviewed at least at each annual financial reporting date. However, an expected difference from previous estimates should be accounted in accordance with IPSAS 3 “Accounting Policies, Changes in Accounting Estimates and Errors” (par. 67, 2011, p. 524);
· The depreciation amounts for each period need to be recognized in surplus or deficit. Except when the depreciation amounts are included in the carrying amount of another assets with an economic utility (par. 64, 2011, p. 524).
Depreciation amounts

· The depreciation of an asset begins when it is ready for use, and ends when the asset is impaired (par. 71, 2011, p. 525); 
· The depreciation amount of an asset is measured after the deduction of the residual value of the asset (par. 69, 2011, p. 525);
· Each individual part of an asset with a cost that is significant in relation to the total cost,  need to be depreciated individually (par. 59, 2011, p. 523);
· The depreciable amounts need to be allocated on a systematic basis over the useful life of an asset (par. 66, 2011, p. 524).

	· Classification:

Include the classification of the recognized amounts. 


	A class of tangible fixed assets could be defined as a classification of assets with the similar nature or function that are in accordance with the goal of the municipality (or entity), such as (par. 52, 2011, p. 522)

· Land;

· Operational building;

· Roads;

· Machinery;

· Electricity transmission networks;

· Specialist military equipment, such as road networks, sewer systems, water and power supply systems and communication networks;

· Motor vehicles;

· Office equipment. 

	· Cut off:

Include the demarcation of the recognized amounts. 


	· The asset needs to be revaluated in the same time in order to avoid selective revaluation of an asset and consequently the reported amount in the financial statement. This amount consists of  a mix of costs and values at different dates (par. 53, 2011, p. 522-523);

· When the carrying amount of a class of an asset increased due to the revaluation, the revaluation benefits should be charged directly to the revaluation surplus. In addition, the increase should to be charged to a surplus or deficit to the extent that it consequently reverses a revaluation decrease of the same class of assets. These class of assets is previously recognized in this recognized surplus of deficit (par. 54, 2011, p. 523); 

· When the carrying amount of a class of an asset decreased as a result of a revaluation, the revaluation losses should to be charged the revaluation surplus or deficit. In addition, the revaluation loss should be directly charged to the revaluation surplus of the class of the asset (par. 55, 2011, p. 523); 

· Revaluation increases and decreases that relate to an individual asset within a class should be consequently compensated against another asset within the class of asset. The IPSAS does not allow compensation with an asset in different classes (par 56, 2011, p. 523);

· The depreciation amount for each period should be charged to a surplus or deficit. Except, when this depreciation amount is included in the carrying amount of another asset (par. 64, 2011, p. 524). In addition, revenues and expenditures should be accounted in appropriate periods. 

	· Detail tie-in:

Include the reconciliation and the aggregation of the recognized amounts. 


	The entity should reconcialiate and aggregate the recognized amounts of a class of property, plant, and equipment by taking account its class of similar nature or function in an entity’s operations.  

	· Realizable value:

Include the appropriate application of the valuation principles of the recognized amounts. 


	· IPSAS 17 Property, plant, and equipment requires an entity to apply the general asset recognition principle to all assets at the time they are incurred, including initial costs and subsequent expenditures (IN6, 2011, p. 508; par. 19, 2011, p. 515);

· The IPSAS does not prohibit the municipality (or an entity) to recognize an asset for reporting periods beginning on a date within five years and consequently following the date of first adoption of accrual accounting in accordance with this Standard (par.  95, 2011, p. 531);

· An entity that adopts accrual accounting for the first time in accordance with IPSASs should initially recognize assets at costs or fair value.  In addition, an asset acquired for free, or for a nominal cost, its cost is the fair value as at the date of acquisition of the particular asset (par. 96, 2011, p. 531); and 
· The effective date of this Standard is the date that the municipality (or an entity) applies IPSAS 17 for the annual financial statement. The covering periods consequently begins on or after January 1, 2008. However, when the municipality (or entity) decides to apply IPSAS 17 before January 1, 2008, the facts need to be disclosed in accordance of this IPSAS (par. 107, 2011, p. 532). 


	· Rights and obligation:

The recognized amounts should correspond with the rights and the obligations. 
	All assets presented in the balance sheet of the municipality need to be owned. Consequently, all obligations that could be directly related to these assets should be recognized and explained in the notes of the balance sheet.



	· Disclosure and presentation criteria:

Include the presentation and the explanatory notes regarding the recognized amounts. 
	At first, the financial statements disclose for each class of assets (par. 88-89, 2011, p. 528-529):

· The valuation method on which the gross carrying amount is determined;

· The used depreciation methods for a class of assets;

· The used depreciation rates or the useful lives of an asset;
· The accumulated depreciation amounts and the gross carrying amount, including impairment losses and revenues, at the beginning and at the end of the period; and 

· A reconciliation of the carrying amount at the beginning and at the end of the period showing (a) additions; (b) disposals; (c) acquisitions through the entities combinations; (d) revaluation increases or decreases and impairment losses that are charged or reversed directly in net assets and/or equity in accordance with IPSAS 21; (e) the recognized impairment losses in a surplus or deficit in accordance with IPSAS 21; (f) depreciation method; (g) the net exchange deviations that result from the translation of the financial statements from the currency of its function  into a different currency used for the presentation; and (h) other changes;

· The existence and  amounts regarding the restriction on title, and assets that are pledged as securities for liabilities;

· The amount of expenditures that are included in the carrying amount of asset in the progress of its construction;

· The acquisition amount of an asset based on a contractual; and

· The amount of received from third parties in direct relation of an impaired need to be charged to a surplus or deficit. In addition, this amount should be included in the financial statement performance if it is not disclosed separately. 
Secondly, the financial statements disclose the amounts resulting from the revaluation of a class of assets (par. 92, 2011, p. 530):

· The effective date on which the asset is revaluated;

· Eventually, the involvement of an independent appraiser;
· The used methods and the used significant assumptions for the estimation of the fair value of an asset;
· The revaluation surplus. This amount should also provide an indication for the change for a period and the distribution of the balance regarding the shareholder or other owners of the equity; 
· The total amount of all revaluation surpluses for an individual asset; and

· The total amount of all revaluation deficits for an individual asset.

Because they are matters of judgment, in the third place, the adopted depreciation methods and the estimation of the useful life or depreciation rates should be disclosed. This information provide the users of an financial statement with information that can be used to review the policies selected by the management, and consequently and can be used to make comparison with other public sector entities. The entities need to disclose the following financial information (par. 90, 2011, p. 529):

· Depreciation amounts. In addition, information should be provided regarding the recognition of the depreciation amount in a surplus or deficit or as a part of the cost of other assets, during a period; and

· The accumulated depreciation amounts at the end of the period.


APPENDIX F

Research model: IPSAS 21 “Impairment of non-cash-generating assets”

Below, the research model is elaborated based on the nine balance-sheet item control objectives in accordance with the requirements of IPSAS 21 “Impairment of non-cash-generating assets”:
	Balance sheet-item control objective
	Requirement(s) according to IPSAS 21 “Impairment of non-cash-generating assets”

	· Existence and occurrence: 

Include the criteria regarding the existence of assets and the recognized liabilities.
	The impairment of a non-cash-generating asset needs to take place when the recoverable service amount is lower than the carrying amount (book value) of an asset (par. 25, 2011, p. 654).  

	· Completeness:

Include the completeness of the recognized amounts. 


	According to IPSAS 21 all items should meet the completeness criteria of the recognized amounts. In addition, all assets that are presented on the balance sheet of the municipality need to be owned.


	· Measurement:

Include the measurement of the recognized amounts. 


	The impairment test should be performed at each reporting period to determine whether there is any indication of impairment (par. 26, 2011, p. 654). In addition, an asset should be impaired when the recoverable service amount is lower than the carrying amount. Consequently, this applies for the reverse of an impairment loss (par. 59, 2011, p. 662). However, when there is an indication for impaired of an asset, this may indicate that (1) the remaining useful life of an asset; (2) the used depreciation method; or (3) the residual value for the asset should be reviewed and consequently classified in n accordance with the IPSAS that is applicable to the particular asset. However, this also applies even when no impairment loss is recognized (par. 34, 2011, p. 657). 

When the municipality (or entity) indicates impairment or reversal, at least the internal and external indications included in IPSAS 21 should be taken into consideration (par. 27, p. 654-655; par. 60, 2011, p. 662).
The recoverable service amount:

The impairment of a non-cash-generating asset takes place when the recoverable service amount is lower than the carrying amount, and higher than the fair value of the particular non-cash-generating asset, minus costs to sell, and its value in use (par. 35, 2011, p. 657). 

Value in use:

The present value of the remaining capacity of an asset is defined as value in use of a non-cash-generating asset. This amount should be determined based on one of the approaches used by the IPSASB (par. 44-49, 2011, p. 659-660):

· Approach of  cost  depreciated replacement;

· Approach of restoration cost; and

· Approach of service units. 

In addition, the choice of the most appropriate approach depends on the availability of the data and the nature of the impairment regarding an asset (par. 50, 2011, p. 660-661).

Impairment loss:

The impairment loss occurs when the recoverable service amount is less than the carrying amount of an asset. The carrying amount of an asset should be consequently reduced to its recoverable service amount (par. 52, 2011, p. 661). All impairment losses should be charged to a surplus or deficit. Consequently, the depreciation amounts need to be adjusted in future periods to allocate the asset’s revised carrying amount, excluding the residual value. This should be consequently performed over the remaining useful life of an asset (par. 57, 2011, p. 661).
Reversing an impairment loss:

The municipality (or an entity) should perform at each reporting date an assessment to assess whether there is indication for a reversal of an impairment loss. The municipality (or entity) need to estimate the recoverable service amount of the particular asset (par. 59, 2011, p. 661-662) to determine the reversal of an impairment loss that is recognized in the prior period before the change in the use (par. 65, 2011, p.663). When a change occurs in the estimated use of the asset, a reversal of an impairment loss should be recognized in a surplus or deficit (par. 69, 2011, p. 664). Consequently, the depreciation amounts should be adjusted in the future periods to allocate the revised carrying amount of the asset (par. 70, 2011, 9.664). 

	· Classification:

Include the classification of the recognized amounts. 


	IPSAS 21 allow relocation of asset from non-cash-generating assets to cash-generating assets or from cash-generating assets to non-cash-generating assets. The relocation is only allowed when there is objective evidence available.  However, relocation should not always be a trigger to perform an impairment test or a reversal of an impairment loss (par. 71, 2011, p. 664).

	· Cut off:

Include the demarcation of the recognized amounts. 


	IPSAS 21 should be prospectively applied from the date of the first adoption. All impairment losses and reversals of impairment losses should be recognized in accordance of this Standard (par. 80, 2011, p. 666). In addition, revenues and expenditures should be accounted in appropriate periods. 


	· Detail tie-in:

Include the reconciliation and the aggregation of the recognized amounts. 


	The entity should reconcialiate and aggregate the reversed or impaired recognized amounts of a class of property, plant, and equipment by taking account its class of similar nature or function in an entity’s operations.

	· Realizable value:

Include the appropriate application of the valuation principles of the recognized amounts. 


	This Standard should be applied for the impairment of non-cash-generating assets based on accrual accounting, except (par. 2, 2011, p. 650):

· Inventories in accordance with  IPSAS 12 “Inventories”;

· Assets arises from construction contracts in accordance with IPSAS 11 “Construction Contracts”; 

· Financial assets that are recognized in accordance with  IPSAS 29 “Financial Instruments: Recognition and Measurement”;

· Investment properties that are measured by using the fair value model in accordance with IPSAS 16 “Investment Property”;

· Non-cash-generating property, plant, and equipment that are valued at the revaluing amounts in accordance with IPSAS 17 “Property, plant, and equipment”;

· Non-cash-generating intangible assets that are valued  at the revaluing amounts in accordance with IPSAS 31 “Intangible Assets”; and

· Other assets in that are recognized in accordance with the impairment requirements of another IPSAS.

	· Rights and obligation:

The recognized amounts should correspond with the rights and the obligations.  
	The non-cash-generating assets presented on the balance sheet of the municipality and on which impairment is executed, need to be owned by the entity. All obligations related to these assets should be recognized and explained in the balance sheet.

	· Disclosure and presentation:

Include the presentation and the explanatory notes regarding the recognized amounts. 
	This IPSAS prescribes that the municipality (or an entity) need to disclose the developed criteria to distinguish the cash-generating assets from non-cash-generating assets (par. 72A-73A, 2011, p. 664-665). The following information should be disclosed for each class of assets (par. 73, 2011, p. 664-665):

· The recognized impairment amounts in the surplus or in the deficit during the period. Consequently, these amounts should be consistent with the statement of the financial performance of an asset that include the impairment losses; and
· The recognized reversals of the impairment losses in the surplus or in the deficit during the period. Consequently, these amounts should be consistent with the statement of financial performance of an asset that includes the reversed impairment losses. 

In addition, the municipality (or entity) need to disclose the following information regarding the recognized or reversed impairment losses of an asset during the book year (par. 77, 2011, p. 665-666): 

· The situations that trigger the recognition or the reversal of  impairment loss; 
· The recognized impairment loss or reversed impairment loss;

· The assets nature;

· When the municipality (or entity) reports segment information in accordance with IPSAS 18 “Segment Reporting”, the assets segment needs to be disclosed;
· The municipality (or entity) should provide information whether the asset is recognized recoverable service amount is calculated based on the its fair value less costs to sell or its value in use;

· The municipality (or entity) should provide information regarding the calculation of the recoverable service amount. 
· The municipality (or entity) should provide information regarding the calculation of the value in use, and whether the recoverable service amount is the value in use. Consequently, the used  cost approach should be disclosed. 
Consequently, the municipality (or entity) should provide information regarding the aggregation of the impairment losses and the aggregation of the reversals of the impairment losses that are recognized during the period that is not in accordance with paragraph 77 (par. 78, 2011, p. 666-667):

· The class of assets that is in outline affected by the impairment losses (and the main classes of assets affected by the reversals of the impairment losses); and

· The moment or situations that trigger the recognition of impairment losses (and the reversals of the impairment losses).


APPENDIX G

Research model: IPSAS 26 “Impairment of cash-generating assets”

Below, the research model is elaborated based on the nine balance-sheet item control objectives in accordance with the requirements of IPSAS 26 “Impairment of cash-generating assets”:
	Balance sheet-item control objective
	Requirement(s) according to IPSAS 26 “Impairment of cash-generating assets”

	· Existence and occurrence: 

Include the criteria regarding the existence of assets and the recognized liabilities.

Conform IPSAS 21
	The impairment of a cash-generating asset needs to take place when the recoverable service amount is lower than the carrying amount (book value) of an asset (par. 21, 2011, p. 898). 

	· Completeness:

Include the completeness of the recognized amounts. 

Conform IPSAS 21

	According to IPSAS 26 all items should meet the completeness criteria of the recognized amounts. In addition, all assets that are presented on the balance sheet of the municipality need to be owned.



	· Measurement:

Include the measurement of the recognized amounts. 


	The impairment test should be performed at each reporting period to determine whether there is any indication of impairment (par. 20, 2011, p. 898). In addition, an asset should be impaired when the recoverable service amount is lower than the carrying amount. Consequently, this applies for the reverse of an impairment loss (par. 30, 2011, p. 901). However, when there is an indication for impaired of an asset, this may indicate that (1) the remaining useful life of an asset; (2) the used depreciation method; or (3) the residual value for the asset should be reviewed and consequently classified in n accordance with the IPSAS that is applicable to the particular asset. However, this also applies even when no impairment loss is recognized (par. 72-75, 2012, p. 909). 

When the municipality (or entity) indicates impairment or reversal, at least the internal and external indications included in IPSAS 21 should be taken into consideration (par. 25, p. 899-900; par. 100, 2011, p. 913-914).

Recoverable amount: Conform IPSAS 21
The impairment of a non-cash-generating asset takes place when the recoverable service amount is lower than the carrying amount, and higher than the fair value of the particular non-cash-generating asset, minus costs to sell, and its value in use (par. 31, 2011, p. 901). 
Value in use:

The measurement of the value of an asset should reflect the value in use of the asset by using the following elements (par. 43, 2011, p. 903):

· The estimation of the future cash flow that are expected to result from the asset;
· The expected differences in the amount or timing in the future cash flow of an asset;
· The current value of money that is represented by using the current market risk-free rate of interest;

· The amount regarding the capture of the uncertainties that are in accompanied with the asset.  
Impairment loss: Conform IPSAS 21
The impairment loss occurs when the recoverable service amount is less than the carrying amount of an asset. The carrying amount of an asset should be consequently reduced to its recoverable service amount (par. 72, 2011, p. 909). All impairment losses should be charged to a surplus or deficit. Consequently, the depreciation amounts need to be adjusted in future periods to allocate the asset’s revised carrying amount, excluding the residual value. This should be consequently performed over the remaining useful life of an asset (par. 75, 2011, p. 909).

Reversing an impairment loss: Conform IPSAS 21

The municipality (or an entity) should perform at each reporting date an assessment to assess whether there is indication for a reversal of an impairment loss. The municipality (or entity) need to estimate the recoverable service amount of the particular asset (par. 99, 2011, p. 913). to determine the reversal of an impairment loss that is recognized in the prior period before the change in the use (par. 103, 2011, p.914). When a change occurs in the estimated use of the asset, a reversal of an impairment loss should be recognized in a surplus or deficit (par. 108, 2011, p. 915). Consequently, the depreciation amounts should be adjusted in the future periods to allocate the revised carrying amount of the asset (par. 109, 2011, p. 915).

	· Classification:

Include the classification of the recognized amounts. 

Conform IPSAS 21
	IPSAS 21 allow relocation of asset from cash-generating assets  non-cash-generating assets or from non-cash-generating assets to cash-generating assets. The relocation is only allowed when there is objective evidence available.  However, relocation should not always be a trigger to perform an impairment test or a reversal of an impairment loss (par. 112, 2011, p. 916).

	· Cut off:

Include the demarcation of the recognized amounts. 


	The annual financial statement established based on IPSAS 26 should be covering the periods beginning on or after April 1, 2009 (par. 126, 2011, p. 921). A municipality (or entity) that applies IPSAS 26 for a period beginning before April 1, 2009, needs to disclose the fact. In addition, revenues and expenditures should be accounted in appropriate periods.

	· Detail tie-in:

Include the reconciliation and the aggregation of the recognized amounts.

Conform IPSAS 21
	The entity should reconcialiate and aggregate the recognized amounts of a class of property, plant, and equipment by taking account its class of similar nature or function in an entity’s operations. 

	· Realizable value:

Include the appropriate application of the valuation principles of the recognized amounts. 


	This Standard provides guidance regarding the recognition of the impairment loss and the reversal of the recognized impairment losses (par. 1, 2011, p. 894). IPSAS 26 applies to all public sector entities that are not GBEs (par. 3, 2011, p. 895). 

This Standard should be applied for the impairment of non-cash-generating assets based on accrual accounting, except (par. 2, 2011, p. 896-897):

· The recognition of inventories in accordance with IPSAS 12 “Inventories”;

· Assets that arises from construction contracts and are in accordance with IPSAS 11 “Construction Contracts”; 

· The financial assets that are recognized in the scope of IPSAS 29 “Financial Instruments: Recognition and Measurement”;

· The investment properties that are valued by using the fair value model in accordance with IPSAS 16 “Investment Property”;

· Cash-generating property, plant, and equipment that are calculated based at revaluing amounts in accordance with IPSAS 17 “Property, plant, and equipment”;

· The deferred tax asset should be measured based on the relevant international or national accounting standard dealing with deferred tax assets;

· The assets that arises from the benefits of employees should be recognized in accordance with IPSAS 25 “Employee Benefits”;

·  Cash-generating intangible assets that calculated based on the revaluing amounts should be in accordance with IPSAS 31 “Intangible Assets”; 

· Goodwill;

· Biological assets related to agricultural activities should be recognized at the fair value less costs to sell in accordance with IPSAS 27 “Agriculture”;

· The deferred acquisition costs, and intangible assets, resulted from contractual rights of an insurer and under insurance contracts. In addition, these costs are within the area of the relevant international or national accounting standards that are dealing with insurance contracts;

· Non-current assets (or disposal groups) that are recognized as held for sale and are measured at the lower of the carrying amount and the fair value, less costs to sell, should be in accordance with the relevant international or national accounting standard. These standards dealing consequently with non-current assets held for sale and operations that are discontinued; and 

· Other cash-generating assets that meet the requirements for impairment included in another Standard. 
IPSAS 26 does not require the application of an impairment test to cash-generating assets that are recognized at the revaluing amounts based on the allowed alternative treatment in IPSAS 17. The revaluation model of IPSAS 17 in addition guarantees that the carried amount does not materially differ from its fair value at the reporting date. Consequently, should all impairment losses taken into account in the valuation so that assets will be revaluated with sufficient regularity (par. 11, 2011, p. 896).

	· Rights and obligation:

The recognized amounts should correspond with the rights and the obligations.  

· Conform IPSAS 21
	The non-cash-generating assets presented on the balance sheet of the municipality and on which impairment is executed, need to be owned by the entity. All obligations related to these assets should be recognized and explained in the balance sheet.

	· Disclosure and presentation criteria:

Include the presentation and the explanatory notes regarding the recognized amounts. 

Conform IPSAS 21
	This IPSAS prescribes that the municipality (or an entity) need to disclose the developed criteria to distinguish the cash-generating assets from non-cash-generating assets (par.114, 2011, p. 916). The following information should be disclosed for each class of assets  (par. 115, 2011, p. 916-917):
· The recognized impairment amounts in the surplus or in the deficit during the period. Consequently, these amounts should be consistent with the statement of the financial performance of an asset that include the impairment losses; and
· The recognized reversals of the impairment losses in the surplus or in the deficit during the period. Consequently, these amounts should be consistent with the statement of financial performance of an asset that includes the reversed impairment losses. 

In addition, the municipality (or entity) need to disclose the following information regarding the recognized or reversed impairment losses of an asset during the book year (par. 120, 2011, p. 917-918):
· The situations that trigger the recognition or the reversal of  impairment loss; 
· The recognized impairment loss or reversed impairment loss;

· The assets nature;

· When the municipality (or entity) reports segment information in accordance with IPSAS 18 “Segment Reporting”, the assets segment needs to be disclosed;
· The municipality (or entity) should provide information whether the asset is recognized recoverable service amount is calculated based on the its fair value less costs to sell or its value in use;

· The municipality (or entity) should provide information regarding the calculation of the recoverable service amount. 
· The municipality (or entity) should provide information regarding the calculation of the value in use, and whether the recoverable service amount is the value in use. Consequently, the used  cost approach should be disclosed. 

Consequently, the municipality (or entity) should provide information regarding the aggregation of the impairment losses and the aggregation of the reversals of the impairment losses that are recognized during the period that is not in accordance with paragraph 77 (par. 121, 2011, p. 917-920):

· The class of assets that is in outline affected by the impairment losses (and the main classes of assets affected by the reversals of the impairment losses); and

· The moment or situations that trigger the recognition of impairment losses (and the reversals of the impairment losses).
Consequently, an entity should disclose the following information for the aggregate of impairment losses and the aggregate reversals of the impairment losses recognized during the period for which no information is disclosed in accordance with paragraph 77 (par. 122, 2011, p. 917-921):

· The class of assets that is in outline affected by the impairment losses (and the main classes of assets affected by the reversals of the impairment losses); and

· The moment or situations that trigger the recognition of impairment losses (and the reversals of the impairment losses). 


APPENDIX H

Analysis and results: The BBV

Below, the research model is elaborated based on the nine balance-sheet item control objectives in accordance with the requirements of the “Besluit Begroting en Verantwoording provincies en gemeenten (BBV)”. This research model will be used to assess the quality of the implementation of the BBV by the municipality The Hague. 

The following abbreviations will be used: 

V
= the financial statements of the Municipality The Hague are in accordance with the

requirements of the BBV;

X
= the financial statements of the municipality The Hague are NOT in accordance with the

requirements of the BBV;

N.A.
= not applicable for the municipality The Hague. 

	Balance sheet-item control objective
	Requirement(s) according to the BBV
	

	· Existence and occurrence: 

Include the criteria regarding the existence of assets and the recognized liabilities.
	All assets presented on the balance sheet need to exist and owned by the municipality 

Vᵃ = the notes of the balance sheet of the municipality The Hague does not give any indication regarding the existence of the presented tangible fixed assets on the balance sheet. The Municipal Audit Department tests the existence of the assets. Consequently, this study assumes that all tangible fixed assets presented on the balance sheet of the municipality The Hague exist.
	Vᵃ

	· Completeness:

Include the completeness of the recognized amounts.
	· All investments with an economic utility should be capitalized (art. 59, par. 1, BBV);

· All investments in public space with a social utility, but no economic utility are only in exceptional circumstances, allowed to be capitalized (art. 59, par. 4, BBV). 

All recognized assets on the balance sheet should meet the criteria for completeness. Consequently, all assets presented on the balance sheet need to be owned by the municipality.  

Vᵇ = According to the note of the balance sheet of municipality The Hague, a distinction is made between all investments with an economic utility and all investments in public space with a social utility, but no economic utility. In addition, a threshold is determined in order to ensure that all relevant assets are recognized. This threshold is adopted in the municipal Financial Regulation (art. 14, 2010). Based on this threshold, the Municipal Audit Department audits whether the existing assets meet these requirements. Consequently, this study assumes that all assets of the municipality The Hague presented on the balance sheet are correctly categorized and presented as an asset.
	Vᵇ

Vᵇ



	· Measurement:

Include the measurement of the recognized amounts.


	Investments with an economic utility:

1. Assets with an economic value should be measured at the acquisition or historical price. The acquisition price includes the purchase price and the incidental expenses (art. 62; art. 63, par. 1-2, BBV); 

2. Contribution from third parties in direct relation to an asset can be deducted, e.g. contributions acquired from the Central government for road constructions (art. 62, par. 2, BBV; BZK/Commissie BBV, 2003, p. 80); 

3. The depreciation regarding investment with an economic value is independent of the result of the book year, and should be depreciated consistently. Only based on legitimate reasons, depreciation may be performed based on other principles than applied in the previous budget year. The reason for change should be include in the notes of the balance sheet. In addition, it is required to provide insight into its significance for the financial position and the income and expenditures based on the revised figures for the budget year of the previous budget year. 

Vᶜ = the investments with an economic utility presented on the balance sheet of the municipality The Hague are valued at the acquisition price after deduction of the depreciation amounts. The first depreciation takes place in the year after the investment is taken into operation, with the exception of ambulances. The depreciation on ambulances in addition, takes place in the month following these are taken into service. 

The production costs (including costs of implementation) of new automated systems are recognized as investments with an economic utility according to the BBV and according to article 212 Financial Regulation of the Municipalities Act. These regulations are adopted in City council decision 172/2010, the City council notification 2010.278, and Implementation decision 176955. 

Since January 1, 2010 the municipality The Hague does not recognize tangible fixed assets with an acquisition price less than € 50.000,00 per unit. However, terms or investments parts with a total value more than €50.000,00 should be recognized. In addition, assets less than the recognition threshold are transferred directly to the operating account. Until 2009, the recognition threshold was € 10.000,00 per unit. 
Tangible fixed assets in working progress and land are not depreciated, with the exception of land of a municipal district on with the municipality depreciate 2,5% per year in accordance of decision of the Town council 9/1994 (RIS 14 576). In addition, assets in progress are recognized at the acquisition price or production costs after deduction of amounts received from third parties and uncollectable grants. 

Regarding the investments with an economic utility, the municipality The Hague applies the following standard depreciation periods which in principle are based on the future useful life: 
· 40 years for new buildings, sewer;

· 25 years for sport grounds, renovation of buildings, and  restoration of monuments, investment in buildings;

· 20 years for car parking;

· 15 years for technical installations in buildings, heating, and elevators;

· 10 years for (fire safety) equipment to buildings, energy saving measures of buildings, art commissions, telephone systems, office furniture etc;

· 5 years for heavy transport or trailers and boats, cars or light vehicles, automation application plus, and sustainable inputs; and

· 3 years for software.

4. Municipalities are not allowed to recognized fixed assets at fair value, except when the acquisition price or historical price is lower than the sustainable lower market value (fair value) (art. 65, par. 2, BBV). In principle, the fair value principle is not relevant for municipalities (BZK/Commissie BBV, 2003, p. 81). To increase the capacity for the purpose of assessing the solvency as fully as possible, and to provide relevant information on transaction result, by private organization the valuation at fair value is often used.  In addition, determining the fair value of tangible fixed assets is in extending subjective (BZK/Commissie BBV, 2003, p. 81);

Vᵈ = the municipality The Hague does not recognize tangible fixed assets at fair value.
5. Assets acquired for free should be valuing at nil (art. 63, BBV); 

Vᵉ = the municipality The Hague does not account about assets acquired for free.
6. The BBV prohibits the deduction of reserves from assets with an economic utility, and additional deprecation (BZK/Commissie BBV, 2003, p. 49; 89). In only exceptional circumstances, the BBV allows additional depreciation on assets with an economic value;

7. The maximum depreciation term for costs of research and development is 5 year. 

Vᶠ = the depreciation terms maintained by the municipality The Hague are in accordance of the BBV. 

8. Tangible fixed assets issued on ground lease should be valued at the subscription price of the initial issue. This method is allowed because the determination of the costs per parcel is laborious. In addition, tangible fixed assets issued on eternal ground lease should be recognized at the registration value (art. 63, par. 4, BBV). 

Vᵍ = The municipality The Hague applies the following conditions regarding tangible fixed assets issued on ground lease:
· Ground lease issued under conditions 1911 and 1923 are recognized at production costs;

· Ground lease issued under conditions 1977 are recognized at market value at the time of issuance instead of the prescribed valuation at production costs;

· Ground lease issued under conditions 1986 against payments terms are recognized at market value at the time issuance;

· Ground lease issued under conditions 1986 and which are bought off are not recognized;

· Reissuance of ground lease at payments terms remain registered against valuation of the original right; and 

· The prepaid rents are calculated at present value. 
9. Expected impairment of tangible fixed assets should be taken independent of the result of the financial book year (art. 65, par. 1, BBV). A decommissioned tangible fixed asset is impaired at the moment of the decommissioning, if the residual value is lower than the book value (art. 65, par. 3, BBV).

Vʰ = The municipality The Hague take impairment into account. A decommissioned asset is impaired at the time of decommissioning, if the residual value is lower than the book value. In addition, the investments received from third parties are deducted in one time from the asset.
	Vᶜ

Vᶜ

Vᶜ

Vᵈ

Vᵉ

V

Vᶠ

Vᵍ

Vʰ

	
	Investments in public space with a social utility:

1. Assets in public space with a social utility should be measured at the acquisition or the historical price. The acquisition price includes the purchase price and the incidental expenses (art. 62; art. 63, par. 1-2, BBV);  

2. The depreciation regarding investment in public space with a social utility is dependent of the result of the book year, and should be depreciated consistently; 

V ͥ= the investments in public space with a social utility presented on the balance sheet of the municipality The Hague are valued at the acquisition price after deduction of the depreciation amounts. The assets are depreciated in accordance of the requirement of the BBV which are adopted in the Financial regulation 212 of the municipality. The Regulation include  three categories of investments in  public space with a social utility, whereby the following maximum depreciation periods are used:
· 25 years for civil engineering works, e.g. tunnels, bridges, and viaducts;

· 20 years for the first construction of roads, cycle paths, footpaths, roundabouts, and rails;

· 15 years for technical installations, including traffic controls systems, and public lighting; and 

· 10 years for reconstruction and design of public space, whereby the recognition threshold is at minimum € 150.000,00. 
3. Municipalities are not allowed to recognized fixed assets at fair value. The fair value principle is not relevant for municipalities  (BZK/Commissie BBV, 2003, p. 81);

Vʲ= the municipality The Hague does not recognize tangible fixed assets at fair value.
4. The BBV allows deduction from reserves in investmentsin public space with social utility (art. 62, par. 3, BBV), and additional depreciation;

Vʲ= the municipality The Hague does not deduct reserves and does not apply additional depreciation on investments in public space with utility. According to Appendix 6 of the financial statements of the municipality The Hague regarding the classification of tangible fixed assets, there have no deduction or additional depreciation taken place. 

5. Expected impairment of tangible fixed assets should be taken independent of the result of the financial book year (art. 65, par. 1, BBV). A decommissioned tangible fixed asset is impaired at the moment of the decommissioning, if the residual value is lower than the book value (art. 65, par. 3, BBV).

Depreciation:

Article 64, paragraph 1 to 6 of the BBV contains the depreciation requirements of tangible fixed assets. However, the BBV does not prescribe which method should be maintained. The most common methods applied by municipalities are the linear depreciation and the annuity deprecation. In general, all fixed assets that are subject to wear should be depreciated, excluding land. Because it is a durable good that is not subject to wear. Consequently, a systematic depreciation on land is not performed. 

Vᵏ = the municipality The Hague applies the linear depreciation method.rt objects with a cultural-historical value 

Art objects with a cultural-historical value should not be recognized in the financial statement, e.g. paints of famous artists owned by the municipality, regardless of the place where the paintings are on display. The reason for this exception is that capitalization of these types of fixed assets will blow up the balance sheet, while municipalities are not able to spend this amount. When a municipality holds art objects for sale, e.g. with the purpose to stimulate sales of work by local artists, the art objects should be recognized. 

Vˡ= the municipality The Hague does not recognize art objects with a cultural value on the balance sheet. In addition, the municipality does not account for art objects with a cultural-historical value in the financial statements.

Costs of research and development

Costs of research and development for a particular asset could only be capitalized if (art. 60, BBV):

· The intention is to use or to sell the asset;

· The technical performance of completing the asset is established;

· The asset will generate in the future economic or social utility; and 

· The expenditures that could be attributed to an asset should be reliability calculated.  

Capitalization of VAT

The BBV does not allow the capitalization of VAT if it is compensable under the law on VAT-compensation (BTW-Compensatiefonds). The VAT is only charged and capitalized at acquisition price when the VAT is not compensable or refundable.


	V ͥ

V ͥ

Vʲ

Vʲ

See Vʰ

Vᵏ

Vˡ

N.A

V

	· Classification:

Include the classification of the recognized amounts.
	The assets on the balance sheet should be classified in to:

1. Investments with an economic utility; and
2. Investments in public space with a social utility, but no economic utility.
	V

V

	· Cut off:

Include the demarcation of the recognized amounts.
	1. The revenues and expenses need to be attributed to the year on which they relate. All revenues and expenses need to be processed in the book year.

2.  The revenues and expenses related to the book year, and are known at the time of preparing the financial statement need to be incorporated under that current financial year.
	V

V

	· Detail tie-in:

Include the reconciliation and the aggregation of the recognized amounts. 


	The BBV distinguish three types of fixed assets, (art. 33, BBV):

· Intangible fixed assets;

· Tangible fixed assets (property, plant, and equipment); and 

· Financial fixed assets.

The recognized tangible fixed assets need to be reconciliated and aggregated to the division of: 

1. Investments with an economic utility:

Assets with an economic value has an economic utility when they are tradable and/or they contribute to the generation of recourses (art. 59, par. 2, BBV); and

2. Investments in public space with a social utility:

Assets invested in public space with a social utility are assets that are not profitable or/and marketable for its existence, but realize a contribution to the public use, such as roads, waters and bridges.
	V



	· Realizable value:

Include the appropriate application of the valuation principles of the recognized amounts.
	The financial statements are prepared in accordance with the“Besluit Begroting en Verantwoording provincies en gemeenten (BBV)” (BZK/ Commissie BBV, 2003, p. 89).
	V

	· Rights and obligation:

The recognized amounts should correspond with the rights and the obligations.  


	The assets recognized in the balance sheet need to be owned by the municipality. In addition, many assets are connected to legal rights, including property ownership, for example, loans and property. In the determination of the existence of an asset is the ownership not essential when the municipality is governed the expected benefits that emerge from the property, e.g. a property held under a financial leasing contract is an asset and should be depreciated (BZK/Commissie BBV, 2003, p. 31). 

Vᶰ = The municipality The Hague does not account about the ownership of the assets by the municipality. The Municipal Audit Department audits whether the recognized assets meets the criteria of rights and the obligations. Consequently, this study assumes that all recognized tangible fixed assets presented on the balance sheet are owned by the municipality The Hague.
	Vᶰ



	· Disclosure and presentation criteria:

Include the presentation and the explanatory notes regarding the recognized amounts.  
	In the BBV is set that tangible fixed assets should be presented separately in the notes of the balance sheet and should be classified as (art. 52, par. 1, BBV):

1. Ground and land;

2. Housing accommodation;

3. Buildings;

4. Earthwork, road works, and hydraulic construction; 

5. Transport;

6. Machines and equipment; and 

7. Other tangible fixed assets, e.g. software, hardware, inventory etcetera. 

The note of the balance should include the progress of the tangible fixed assets in a balanced overview, during the budget year. The overview reveals, as applicable (art. 52, par. 2, BBV):

· The book value of an asset at the beginning of the financial budget year;

· The investments or disinvestments of an asset;

· The amounts resulting from depreciation;

· Revenues received from third parties in direct relation of an asset;

· Impairments due to the durable depreciations; and 

· The book value of an asset at the end of the financial budget year. 

In addition, in article 51 of the BBV is set that the note of the balance should include the used depreciation method. This article in addition, indicates which investments in public space with a social utility are capitalized, which depreciation term for this asset is provided, and what reserves are expected to be available for this asset.
	V

V

V

V

V

V

V

V

V

V

V

V

V

V

(see Vˡ)




APPENDIX I 
Analysis and results: IPSAS 17 “Property, plant, and equipment”
Below, the research model is elaborated based on the nine balance-sheet item control objectives in accordance with the requirements of IPSAS 17 “Property, plant, and equipment”. Based on this research model an analysis will be performed to assess in what extent the requirements of IPSAS 17 differ from the requirements of the BBV, and what financial consequences these differences might have on the insight of the financial statement of the municipality The Hague. 

The following abbreviations will be used: 

V
= the financial statements of the Municipality The Hague are in accordance with the

requirements of IPSAS 17. The requirements are in accordance to the BBV;

X
= the financial statements of the municipality The Hague are NOT in accordance with the

requirements of the IPSAS 17. This implies that the BBV and IPSAS 17 differ in this

element;

N.A.
= not applicable for the municipality The Hague.

	Balance sheet-item control objective
	Requirement(s) according to IPSAS 17 “Property, plant, and equipment”
	

	· Existence and occurrence: 

Include the criteria regarding the existence of assets and the recognized liabilities.
	All items of property, plant, and equipment need to exist (par. 14, 19, 22, 24, and 25, 2011, p. 514-516). 

Vᵃ = the notes of the balance sheet of the municipality The Hague does not give any indication regarding the existence of the presented tangible fixed assets on the balance sheet. The Municipal Audit Department audits the existence of the assets. Consequently, this study assumes that all tangible fixed assets presented on the balance sheet of the municipality The Hague exist.
	Vᵃ

	· Completeness:

Include the completeness of the recognized amounts. 


	According to IPSAS 17 all items should meet the completeness criteria of the recognized amounts. Consequently, all assets presented on the balance sheet need to be owned by the municipality.  

Vᵇ = there is no difference between the requirements regarding completeness according to the BBV and IPSAS 17. According to IPSAS 17, all assets should meet the completeness criteria of recognition. All assets presented on the balance sheet on which the municipality accounts should be owned by the municipality. However, the BBV made a distinction between assets with an economic utility, and assets in public space with a social utility, but no economic utility. In addition, the IPSAS does not give guidance regarding a threshold to ensure that all assets relevant assets are recognized.
	Vᵇ



	· Measurement:

Include the measurement of the recognized amounts. 


	The component of costs of an asset include (par. 30-31, 2011, p. 517):

· The purchase price;

· Plus: duties resulting from import and non-refundable purchase taxes; 

· Plus: any directly attributable costs of bringing the asset to working condition for its intended use, such as the cost of site preparation, initial delivery and handling costs, installation costs, professional fees for e.g. architects and engineers, and the estimated cost of dismantling the asset and restoring the site, to the extent that it is recognized as a provision; and 

· Minus: amounts of trade discounts and rebates.

Examples of costs that are not recognized as costs of an asset are (par. 33, 2011, p. 518):

· Incurred costs regarding the opening of a new facility;

· Incurred costs regarding to the introduction of a new product. In addition, this include costs of advertising and promotion;

· Incurred costs regarding the conduction of business in a new location;

· Other costs, such as administration costs and costs of overhead. 

Vᶜ = the calculation of the cost of an asset is in mainlines in accordance to the BBV. However, the BBV also takes the deduction of contributions of third parties which could be directly related to an asset into account. 

An asset should be only recognized if: (1) the future economic benefits or a service capacity will flow to the municipality (or entity); and (2) the costs or fair value of an asset could be reliable calculated (par. 14, 2011, p. 514). 

Valuation at recognition:

· An asset that meet the recognition criteria should be initially recognized at its cost;
· Assets that are acquired  for free, or for a nominal cost, its cost are its fair value at the date of the acquisition of the asset (par. 26-27, 2011, p. 516);

· The costs of an acquired item that is not measured at fair value should be measured at the carrying amount of the asset given up. When the fair value of an asset for which comparable market transactions do not exist should be reliable measured if (par. 40, 2011, p. 520): (1) the variability in the range of reasonable fair value estimates is not significant for that asset; or (2) the probabilities of the various estimates within the range can be reasonable assessed and used in the estimated fair value.

Xᵈ = except the recognition of an asset with an economic utility, the BBV also allows recognition of assets in public space with a social utility, but no economic utility. The BBV also allows recognition of expenses from which it is probable that no economic benefit will flow. These expenses should be related though to investments in public space with a social utility.  The bottleneck of the assets in public space with a social utility is that the value is difficult to measure. 

According to the BBV, tangible fixed assets should be initially recognized at its costs: the acquisition or historical price, or at nil. In addition, the BBV requires that the assets should always be recognized at its initial costs, after deduction of contributions of third parties and depreciation, and reserves and/or additional depreciation with regard to assets with in public space with a social utility. This applies not only to the initial measurement.  

In addition, assets acquired for free should be recognized at nil (art. 63, BBV). The reason for this exception is that recognition of these type fixed assets will blow up the balance sheet, while municipalities are not able to spend this amount. In addition, tangible fixed assets issued on ground lease should be valued at the subscription price of the initial issue. The reason is that the economic ownership is no longer the property of the lessor. In addition, tangible fixed assets issued on eternal ground lease should be recognized at the registration value. The BBV does not allow for recognition of art objects with a cultural-historical value, excluding historical building which should be recognized at the historical price. 

· Assets that are acquired in exchange for a non-monetary asset or assets, or a combination of monetary and non-monetary assets need be recognized at the fair value, except (par. 38, 2011, p. 519): (1) the exchange transaction lacks commercial substance; or (2) the fair value of the received asset or the asset given up is not reliably to be calculated; 

Xᵉ = Assets that are acquired in exchange for a non-monetary asset, or a combination of monetary and non-monetary assets should be measured at acquisition or historical costs. In addition, non-monetary assets, or a combination of monetary and non-monetary assets acquired for free or lower sustainable market value should be recognized at its price. In principle, the BBV does not allow recognition of art objects with a cultural-historical value, except when they generate revenues.  

· The costs of self-constructed assets are measured in accordance with the same principles as used for the acquired assets;

Vᵈ = self-constructed assets should be recognized at the production costs plus additional costs which are directly attributable to the asset. This is in accordance to the BBV.  

Valuation after recognition:

IPSAS 17 provide the possibility to choose an  accounting model for an entire class of assets (par. 42-44, 2011, p. 520): 

· Cost model:
The asset should be recognized at its costs less the accumulated depreciation amounts  and impairment losses; or

· Revaluation model:
The asset should be recognized at its revaluing amount. This implies the recognition at fair value at the revaluation date less the subsequent depreciation amounts and the impairment losses. 

Xᵉ = The cost model does not meet all criteria of the BBV:

· The cost model does not take deduction of contributions of third parties directly related to a tangible fixed asset into account (art. 62, par. 2, BBV). According to IPSAS, contributions of third parties should be recognized as a surplus or deficit;

· The cost model does not take the deduction from reserves on assets in public space, with a social utility, but no economic utility into account (art. 62, par. 3, BBV). According to IPSAS 17 all assets that meet the criteria of economic utility should be threaten as tangible fixed assets with an economic utility;

· The BBV does not allow additional depreciation on tangible fixed assets with an economic utility (art. 62, par. 3, BBV). According to IPSAS 17 backlog depreciation is possible;

· According to the BBV, expected losses due to impairment on tangible fixed asset should be independently charged to profit and loss account of the book year.  According to IPSAS 17, the impairment losses should be charged to a surplus or deficit. In addition, impairment losses should be deducted from the individual asset and not for an entire class of assets (art. 65, par. 2, BBV);

· The BBV does not allow depreciation on tangible fixed assets issued on ground lease, except when the value of the land is far below the subscription price of the initial issue;

· According to the BBV, valuation at fair value is only possible with respect to subsidiaries for which the municipality already made the decision to sell the subsidiary (art. 63, par. 5, BBV). The actual price, including the progress should be included in the note of the balance sheet of the municipality. The expected revenues or losses should be charged to the profit and loss account;
· The BBV does not recognize revaluation. Consequently, the revaluation model is not allowed for the municipalities (except for subsidiaries), because the assets are always recognized at its acquisition or historical price, or at nil, or at the lower market value. 
The municipality The Hague complies strictly to the requirements according to the BBV.
Heritage assets

IPSAS 17 does not require or prohibit the recognition of assets with a cultural-historical value. Because of their cultural, environment or historical significance, such as historical buildings and monuments, archaeological sites, conservation areas and nature reserve, and works of art IPSAS 17 qualified some assets as “heritage assets”.  However, a municipality (or entity) that does recognize these types of assets need to take the disclosure requirements into consideration. In addition, the municipality (or entity) is allowed, but not required to adopt the measurement requirements in accordance with IPSAS 17 (par. 9, 2011, p. 512). In addition, heritage assets that generate future economic benefits or service potential other than their heritage value, e.g. a historic building being used for office accommodation, may be recognized a on the same basis as other items of property, plant, and equipment (par. 11, 2011, p. 513). IPSAS 17 require entities that recognize heritage assets to publish a disclosure regarding signed in paragraph 12 (2011, p. 513).

Xᶠ = according to the BBV, art objects with a cultural-historical value are in principle not recognized in the financial statements, with the exception of historical buildings. Recognition of these types of assets will blow up the balance sheet, while municipalities are not able to spend this amount. When a municipality holds art objects for sale, e.g. with the purpose to stimulate sales of work by local artists, the art objects should be recognized at the acquisition or the historical price. In addition, historical buildings are recognized as investments with an economic utility at the historical price.

Impairment

Regarding the carrying amount of an asset, it will be derecognized for two reasons (par. 82, 2011, p. 527): (1) on disposal; or (2) when the disposed asset does no longer generate future economic benefits or service potential. In addition, IPSAS 17 does not recognize gains resulting from impairment as revenue. A gain or loss resulting from derecognizing of an impaired asset should be charged to a surplus or in the deficit (par. 83, 2011, p. 527). 

Xᶢ = according to the BBV, an asset will be eliminated if the residual value is lower than the book value. In addition, the investments received from third parties are deducted in one time from the asset. Assets in public space with a social utility, but no economic utility in addition are accelerating depreciated, and deduction of reserves is allowed. However, expected impairment losses on an individual asset should be charged to the result of the book year. The BBV in addition, does not give additional guidance about the impairment of assets in public space with a social utility, but no economic utility.
Depreciation method

· IPSAS 17 does not provide guidance regarding the use of a specific depreciation method. In addition, the IPSAS provide examples of methods that can be used, such as the straight-line method, the production method, the unit method and the diminishing balance method (par. 78, 2011, p. 526). 
· The depreciation method chosen by the municipality (or entity) need to reflect the progress in which the future economic of an asset or service capacity is expected to be consumed (par 76, 2011, p. 526);
· The depreciation method needs to be reviewed at least at each annual reporting date of the financial budget year. However, the occurrence of a significant change occurs in the expected progress of the consumption of the future economic or service capacity regarding an asset that meets the economic criteria needs to be changed to reflect the changed progress. In addition, this changed progress should be in accordance with IPSAS 3 “Accounting Policies, Changes in Accounting Estimates and Errors” (par. 77, 2011, p. 526); and 
· The residual value and the useful life of an asset with an economic utility needs to be reviewed at least at each annual financial reporting date. However, an expected difference from previous estimates should be accounted in accordance with IPSAS 3 “Accounting Policies, Changes in Accounting Estimates and Errors” (par. 67, 2011, p. 524);
· The depreciation amounts for each period need to be recognized in surplus or deficit. Except when the depreciation amounts are included in the carrying amount of another assets with an economic utility (par. 64, 2011, p. 524).
Xh = the BBV does not explain how many times the depreciation method should be reviewed. However, the application of a different depreciation method, other than applied in the budget year, is only possible in case of legitimate reasons (art. 64, par. 2, BBV). The municipality The Hague applies the linear depreciation method for all tangible fixed assets. The depreciation amounts are charged to the profit and loss account. 
Depreciation amounts

· The depreciation of an asset begins when it is ready for use, and ends when the asset is impaired (par. 71, 2011, p. 525); 
· The depreciation amount of an asset is measured after the deduction of the residual value of the asset (par. 69, 2011, p. 525);
· Each individual part of an asset with a cost that is significant in relation to the total cost,  need to be depreciated individually (par. 59, 2011, p. 523);
· The depreciable amounts need to be allocated on a systematic basis over the useful life of an asset (par. 66, 2011, p. 524).
X I = the BBV does not take the deduction of residual value into account when calculating depreciation. According to the BBV, tangible fixed assets are recognized at the moment when an asset is taken into operation. Depreciation on each part of an asset in addition, is not recognized. In addition, each item of tangible fixed asset should be depreciated individually.
	Vᶜ
Xᵈ
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Xᵈ
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Xᵉ
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	· Classification:

Include the classification of the recognized amounts. 


	A class of tangible fixed assets could be defined as a classification of assets with the similar nature or function that are in accordance with the goal of the municipality (or entity), such as (par. 52, 2011, p. 522)

· Land;

· Operational building;

· Roads;

· Machinery;

· Electricity transmission networks;

· Specialist military equipment, such as road networks, sewer systems, water and power supply systems and communication networks;

· Motor vehicles;

· Office equipment. 
	V

V

V

V

V

V

V

V

	· Cut off:

Include the demarcation of the recognized amounts. 


	· The asset needs to be revaluated in the same time in order to avoid selective revaluation of an asset and consequently the reported amount in the financial statement. This amount consists of  a mix of costs and values at different dates (par. 53, 2011, p. 522-523);

· When the carrying amount of a class of an asset increased due to the revaluation, the revaluation benefits should be charged directly to the revaluation surplus. In addition, the increase should to be charged to a surplus or deficit to the extent that it consequently reverses a revaluation decrease of the same class of assets. These class of assets is previously recognized in this recognized surplus of deficit (par. 54, 2011, p. 523); 

· When the carrying amount of a class of an asset decreased as a result of a revaluation, the revaluation losses should to be charged the revaluation surplus or deficit. In addition, the revaluation loss should be directly charged to the revaluation surplus of the class of the asset (par. 55, 2011, p. 523); 

· Revaluation increases and decreases that relate to an individual asset within a class should be consequently compensated against another asset within the class of asset. The IPSAS does not allow compensation with an asset in different classes (par 56, 2011, p. 523);

· The depreciation amount for each period should be charged to a surplus or deficit. Except, when this depreciation amount is included in the carrying amount of another asset (par. 64, 2011, p. 524). In addition, revenues and expenditures should be accounted in appropriate periods.

N.A. = The BBV does not recognize revaluation.
	N.A.

N.A.

N.A. 

N.A.

N.A.

	· Detail tie-in:

Include the reconciliation and the aggregation of the recognized amounts. 
	The entity should reconcialiate and aggregate the recognized amounts of a class of property, plant, and equipment by taking account its class of similar nature or function in an entity’s operations.  
	V

	· Realizable value:

Include the appropriate application of the valuation principles of the recognized amounts. 


	· IPSAS 17 Property, plant, and equipment requires an entity to apply the general asset recognition principle to all assets at the time they are incurred, including initial costs and subsequent expenditures (IN6, 2011, p. 508; par. 19, 2011, p. 515);

· The IPSAS does not prohibit the municipality (or an entity) to recognize an asset for reporting periods beginning on a date within five years and consequently following the date of first adoption of accrual accounting in accordance with this Standard (par.  95, 2011, p. 531);

· An entity that adopts accrual accounting for the first time in accordance with IPSASs should initially recognize assets at costs or fair value.  In addition, an asset acquired for free, or for a nominal cost, its cost is the fair value as at the date of acquisition of the particular asset (par. 96, 2011, p. 531); and 

· The effective date of this Standard is the date that the municipality (or an entity) applies IPSAS 17 for the annual financial statement. The covering periods consequently begins on or after January 1, 2008. However, when the municipality (or entity) decides to apply IPSAS 17 before January 1, 2008, the facts need to be disclosed in accordance of this IPSAS (par. 107, 2011, p. 532). 
	V

N.A.

X 

(see Xᶜ)

N.A.




	· Rights and obligation:

The recognized amounts should correspond with the rights and the obligations. 
	All assets presented in the balance sheet of the municipality need to be owned. Consequently, all obligations that could be directly related to these assets should be recognized and explained in the notes of the balance sheet.

Vj = The municipality The Hague does not account about the ownership of the assets by the municipality included in the balance sheet. The Municipal Audit Departments audits the rights and obligations requirements of the municipality The Hague. Consequently, this study assumes that the presented tangible fixed assets on the balance sheet are owned by the municipality The Hague.
	Vj

	· Disclosure and presentation criteria:

Include the presentation and the explanatory notes regarding the recognized amounts. 
	At first, the financial statements disclose for each class of assets (par. 88-89, 2011, p. 528-529):

· The valuation method on which the gross carrying amount is determined;

· The used depreciation methods for a class of assets;

· The used depreciation rates or the useful lives of an asset;

· The accumulated depreciation amounts and the gross carrying amount, including impairment losses and revenues, at the beginning and at the end of the period; and 

· A reconciliation of the carrying amount at the beginning and at the end of the period showing:

(a) additions; 

(b) disposals; 

(c) acquisitions through the entities combinations; 

(d) revaluation increases or decreases and impairment losses that are charged or reversed directly in net assets and/or equity in accordance with IPSAS 21; (e) the recognized impairment losses in a surplus or deficit in accordance with IPSAS 21; 

(f) depreciation method;

(g) the net exchange deviations that result from the translation of the financial statements from the currency of its function  into a different currency used for the presentation; and 

(h) other changes;

· The existence and  amounts regarding the restriction on title, and assets that are pledged as securities for liabilities;

· The amount of expenditures that are included in the carrying amount of asset in the progress of its construction;

· The acquisition amount of an asset based on a contractual basis; and

· The amount of received from third parties in direct relation of an impaired need to be charged to a surplus or deficit. In addition, this amount should be included in the financial statement performance if it is not disclosed separately. 
Vᵐ = the municipality should account about the existence and the amounts of restriction on title and assets pledged as securities for liabilities. In addition, the municipality The Hague does not have these types of restriction or assets.
Secondly, the financial statements disclose the amounts resulting from the revaluation of a class of assets (par. 92, 2011, p. 530):

· The effective date on which the asset is revaluated;

· Eventually, the involvement of an independent appraiser;
· The used methods and the used significant assumptions for the estimation of the fair value of an asset;

· The revaluation surplus. This amount should also provide an indication for the change for a period and the distribution of the balance regarding the shareholder or other owners of the equity; 

· The total amount of all revaluation surpluses for an individual asset; and

· The total amount of all revaluation deficits for an individual asset.

Because they are matters of judgment, in the third place, the adopted depreciation methods and the estimation of the useful life or depreciation rates should be disclosed. This information provide the users of an financial statement with information that can be used to review the policies selected by the management, and consequently and can be used to make comparison with other public sector entities. The entities need to disclose the following financial information (par. 90, 2011, p. 529):

· Depreciation amounts. In addition, information should be provided regarding the recognition of the depreciation amount in a surplus or deficit or as a part of the cost of other assets, during a period; and

· The accumulated depreciation amounts at the end of the period.
	V

V

V
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N.A. 

V

V
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N.A. 

N.A. 

N.A.
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N.A.
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N.A. 

V


APPENDIX J 

Analysis and results: IPSAS 21 “Impairment of non-cash-generating assets”

Below, the research model is elaborated based on the nine balance-sheet item control objectives in accordance with the requirements of IPSAS 21 “Impairment of non-cash-generating assets”. Based on this research model an analysis will be performed to assess in what extent the requirements of IPSAS 21 differ from the requirements of the BBV, and what financial consequences these differences might have on the insight of the financial statement of the municipality The Hague. 

The following abbreviations will be used: 

V
= the financial statements of the Municipality The Hague are in accordance with the

requirements of IPSAS 21. The requirements are in accordance to the BBV;

X
= the financial statements of the municipality The Hague are NOT in accordance with the

requirements of the IPSAS 21. This implies that the BBV and IPSAS 21 differ in this

element;

N.A.
= not applicable for the municipality The Hague.

	Balance sheet-item control objective
	Requirement(s) according to IPSAS 21 “Impairment of non-cash-generating assets”
	

	· Existence and occurrence: 

Include the criteria regarding the existence of assets and the recognized liabilities.
	The impairment of a non-cash-generating asset needs to take place when the recoverable service amount is lower than the carrying amount (book value) of an asset (par. 25, 2011, p. 654).  

Xᵃ = according to the BBV, assets in public space with a social utility, but no economic utility are not impaired but are accelerated depreciated if the residual value is lower than the book value. Consequently, the impairment requirements according to IPSAS 17 are not in accordance to the BBV.
	Xᵃ

	· Completeness:

Include the completeness of the recognized amounts. 


	According to IPSAS 21 all items should meet the completeness criteria of the recognized amounts. In addition, all assets that are presented on the balance sheet of the municipality need to be owned.

Vᵇ = there is no difference between the requirements regarding completeness according to the BBV and IPSAS 26. According to IPSAS 26, all assets should meet the completeness criteria of recognition. All assets presented on the balance on which the municipality accounts should be owned by the municipality. However, the BBV made a distinction between assets with an economic utility, and assets in public space with a social utility, but no economic utility. In addition, the IPSAS does not give guidance regarding a threshold to ensure that all assets relevant assets are recognized.
	Vᵇ

	· Measurement:

Include the measurement of the recognized amounts. 


	The impairment test should be performed at each reporting period to determine whether there is any indication of impairment (par. 26, 2011, p. 654). In addition, an asset should be impaired when the recoverable service amount is lower than the carrying amount. Consequently, this applies for the reverse of an impairment loss (par. 59, 2011, p. 662). However, when there is an indication for impaired of an asset, this may indicate that (1) the remaining useful life of an asset; (2) the used depreciation method; or (3) the residual value for the asset should be reviewed and consequently classified in n accordance with the IPSAS that is applicable to the particular asset. However, this also applies even when no impairment loss is recognized (par. 34, 2011, p. 657). 

When the municipality (or entity) indicates impairment or reversal, at least the internal and external indications included in IPSAS 21 should be taken into consideration (par. 27, p. 654-655; par. 60, 2011, p. 662).

Vᶜ = in principle, the internal sources of information are also used by the municipality The Hague. In addition, the estimation of the value of an asset in public space with a social utility is difficult, because there is no market available. The BBV in addition, does not provide examples of internal sources of information that can be used by the municipality. These internal sources of information could be used as a reference within the framework of the BBV.
The recoverable service amount:

The impairment of a non-cash-generating asset takes place when the recoverable service amount is lower than the carrying amount, and higher than the fair value of the particular non-cash-generating asset, minus costs to sell, and its value in use (par. 35, 2011, p. 657). 

Value in use:

The present value of the remaining capacity of an asset is defined as value in use of a non-cash-generating asset. This amount should be determined based on one of the approaches used by the IPSASB (par. 44-49, 2011, p. 659-660):

· Approach of  cost  depreciated replacement;

· Approach of restoration cost; and

· Approach of service units. 

In addition, the choice of the most appropriate approach depends on the availability of the data and the nature of the impairment regarding an asset (par. 50, 2011, p. 660-661).

Impairment loss:

The impairment loss occurs when the recoverable service amount is less than the carrying amount of an asset. The carrying amount of an asset should be consequently reduced to its recoverable service amount (par. 52, 2011, p. 661). All impairment losses should be charged to a surplus or deficit. Consequently, the depreciation amounts need to be adjusted in future periods to allocate the asset’s revised carrying amount, excluding the residual value. This should be consequently performed over the remaining useful life of an asset (par. 57, 2011, p. 661).

Xᵈ = According to the BBV (art. 65, par. 1), expected impairment of tangible fixed assets should be taken independent of the result of the financial book year (art. 65, par. 1, BBV). Elimination of an asset takes place if the residual value is lower than the book value (art. 65, par. 3, BBV). In addition, the BBV only recognize negative impairment and does not allow deduction of additional depreciation and/or reserves on assets with an economic utility. The municipality The Hague takes impairment into account. In addition, contributions received from third parties are deducted in one time from the asset, and are charged to the profit and loss account of the book year.
Reversing an impairment loss:

The municipality (or an entity) should perform at each reporting date an assessment to assess whether there is indication for a reversal of an impairment loss. The municipality (or entity) need to estimate the recoverable service amount of the particular asset (par. 59, 2011, p. 661-662) to determine the reversal of an impairment loss that is recognized in the prior period before the change in the use (par. 65, 2011, p.663). When a change occurs in the estimated use of the asset, a reversal of an impairment loss should be recognized in a surplus or deficit (par. 69, 2011, p. 664). Consequently, the depreciation amounts should be adjusted in the future periods to allocate the revised carrying amount of the asset (par. 70, 2011, 9.664). 
	Vᶜ

N.A. 

N.A.

Xᵈ 

N.A.



	· Classification:

Include the classification of the recognized amounts. 


	IPSAS 21 allow relocation of asset from non-cash-generating assets to cash-generating assets or from cash-generating assets to non-cash-generating assets. The relocation is only allowed when there is objective evidence available.  However, relocation should not always be a trigger to perform an impairment test or a reversal of an impairment loss (par. 71, 2011, p. 664).

Xᵉ = it may possible that an asset with an economic utility does no longer meets the requirements of economic utility. In this case the municipality should recognize the asset as an asset in public space with a social utility. However, the BBV does not include a clearly explanation about this subject. 


	Xᵉ



	· Cut off:

Include the demarcation of the recognized amounts. 


	IPSAS 21 should be prospectively applied from the date of the first adoption. All impairment losses and reversals of impairment losses should be recognized in accordance of this Standard (par. 80, 2011, p. 666). In addition, revenues and expenditures should be accounted in appropriate periods. 


	N.A.


	· Detail tie-in:

Include the reconciliation and the aggregation of the recognized amounts. 
	The entity should reconcialiate and aggregate the reversed or impaired recognized amounts of a class of property, plant, and equipment by taking account its class of similar nature or function in an entity’s operations.
	N.A.

	· Realizable value:

Include the appropriate application of the valuation principles of the recognized amounts. 


	This Standard should be applied for the impairment of non-cash-generating assets based on accrual accounting, except (par. 2, 2011, p. 650):

· Inventories in accordance with  IPSAS 12 “Inventories”;

· Assets arises from construction contracts in accordance with IPSAS 11 “Construction Contracts”; 

· Financial assets that are recognized in accordance with  IPSAS 29 “Financial Instruments: Recognition and Measurement”;

· Investment properties that are measured by using the fair value model in accordance with IPSAS 16 “Investment Property”;

· Non-cash-generating property, plant, and equipment that are valued at the revaluing amounts in accordance with IPSAS 17 “Property, plant, and equipment”;

· Non-cash-generating intangible assets that are valued  at the revaluing amounts in accordance with IPSAS 31 “Intangible Assets”; and

· Other assets in that are recognized in accordance with the impairment requirements of another IPSAS.
	N.A.

	· Rights and obligation:

The recognized amounts should correspond with the rights and the obligations.  
	The non-cash-generating assets presented on the balance sheet of the municipality and on which impairment is executed, need to be owned by the entity. All obligations related to these assets should be recognized and explained in the balance sheet.

Vᶠ = The municipality The Hague does not account about the ownership of the assets by the municipality. The Municipal Audit Department audits whether the recognized assets meets the rights and the obligations. Consequently, this study assumes that the presented tangible fixed assets on the balance sheet are owned by the municipality The Hague.
	Vᶠ

	· Disclosure and presentation:

Include the presentation and the explanatory notes regarding the recognized amounts. 
	This IPSAS prescribes that the municipality (or an entity) need to disclose the developed criteria to distinguish the cash-generating assets from non-cash-generating assets (par. 72A-73A, 2011, p. 664-665). The following information should be disclosed for each class of assets (par. 73, 2011, p. 664-665):

· The recognized impairment amounts in the surplus or in the deficit during the period. Consequently, these amounts should be consistent with the statement of the financial performance of an asset that include the impairment losses; and
· The recognized reversals of the impairment losses in the surplus or in the deficit during the period. Consequently, these amounts should be consistent with the statement of financial performance of an asset that includes the reversed impairment losses. 

In addition, the municipality (or entity) need to disclose the following information regarding the recognized or reversed impairment losses of an asset during the book year (par. 77, 2011, p. 665-666): 

· The situations that trigger the recognition or the reversal of  impairment loss; 
· The recognized impairment loss or reversed impairment loss;

· The assets nature;

· When the municipality (or entity) reports segment information in accordance with IPSAS 18 “Segment Reporting”, the assets segment needs to be disclosed;
· The municipality (or entity) should provide information whether the asset is recognized recoverable service amount is calculated based on the its fair value less costs to sell or its value in use;

· The municipality (or entity) should provide information regarding the calculation of the recoverable service amount. 
· The municipality (or entity) should provide information regarding the calculation of the value in use, and whether the recoverable service amount is the value in use. Consequently, the used cost approach should be disclosed. 

Xᶢ = according to the BBV, a municipality should accounts about the segment to which the asset belongs. However, the BBV does not take IPSASs into account.
Consequently, the municipality (or entity) should provide information regarding the aggregation of the impairment losses and the aggregation of the reversals of the impairment losses that are recognized during the period that is not in accordance with paragraph 77 (par. 78, 2011, p. 666-667):

· The class of assets that is in outline affected by the impairment losses (and the main classes of assets affected by the reversals of the impairment losses); and

· The moment or situations that trigger the recognition of impairment losses (and the reversals of the impairment losses).
	N.A.

N.A.

V

V

V

Xᶢ

N.A.

N.A.

N.A

V

V


APPENDIX K

Analysis and results: IPSAS 26 “Impairment of cash-generating assets”

Below, the research model is elaborated based on the nine balance-sheet item control objectives in accordance with the requirements of IPSAS 26 “Impairment of cash-generating assets”. Based on this research model an analysis will be performed to assess in what extent the requirements of IPSAS 26 differ from the requirements of the BBV, and what financial consequences these differences might have on the insight of the financial statement of the municipality The Hague. 

The following abbreviations will be used: 

V
= the financial statements of the Municipality The Hague are in accordance with the

requirements of IPSAS 26. The requirements are in accordance to the BBV;

X
= the financial statements of the municipality The Hague are NOT in accordance with the

requirements of the IPSAS 26. This implies that the BBV and IPSAS 26 differ in this

element;

N.A.
= not applicable for the municipality The Hague.

	Balance sheet-item control objective
	Requirement(s) according to IPSAS 26 “Impairment of cash-generating assets”
	

	· Existence and occurrence: 

Include the criteria regarding the existence of assets and the recognized liabilities.

Conform IPSAS 21
	The impairment of a cash-generating asset needs to take place when the recoverable service amount is lower than the carrying amount (book value) of an asset (par. 21, 2011, p. 898). 

Xᵃ = according to the BBV, assets with an economic utility should be impaired when the residual value is lower than the book value. The Municipal Audit Department audits the impairment. Consequently, the impairment requirements according to IPSAS 17 are not in accordance to the BBV.
	Xᵃ

	· Completeness:

Include the completeness of the recognized amounts. 

Conform IPSAS 21

	According to IPSAS 26 all items should meet the completeness criteria of the recognized amounts. In addition, all assets that are presented on the balance sheet of the municipality need to be owned.

Vᵇ = there is no difference between the requirements regarding completeness according to the BBV and IPSAS 26. According to IPSAS 26, all assets should meet the completeness criteria of recognition. All assets presented on the balance on which the municipality accounts should be owned by the municipality. However, the BBV made a distinction between assets with an economic utility, and assets in public space with a social utility, but no economic utility. In addition, the IPSAS does not give guidance regarding a threshold to ensure that all assets relevant assets are recognized.


	Vᵇ

	· Measurement:

Include the measurement of the recognized amounts. 


	The impairment test should be performed at each reporting period to determine whether there is any indication of impairment (par. 20, 2011, p. 898). In addition, an asset should be impaired when the recoverable service amount is lower than the carrying amount. Consequently, this applies for the reverse of an impairment loss (par. 30, 2011, p. 901). However, when there is an indication for impaired of an asset, this may indicate that (1) the remaining useful life of an asset; (2) the used depreciation method; or (3) the residual value for the asset should be reviewed and consequently classified in n accordance with the IPSAS that is applicable to the particular asset. However, this also applies even when no impairment loss is recognized (par. 72-75, 2012, p. 909). 

When the municipality (or entity) indicates impairment or reversal, at least the internal and external indications included in IPSAS 21 should be taken into consideration (par. 25, p. 899-900; par. 100, 2011, p. 913-914).

Xᶜ = the municipality The Hague takes the internal and external sources of information into account. In addition, the BBV does not provide examples of internal and external sources of information that can be used by a municipality. However, the internal and external sources of information provided by the IPSAS could be used as a reference within the framework of the BBV.
Recoverable amount: Conform IPSAS 21
The impairment of a non-cash-generating asset takes place when the recoverable service amount is lower than the carrying amount, and higher than the fair value of the particular non-cash-generating asset, minus costs to sell, and its value in use (par. 31, 2011, p. 901). 

Value in use:

The measurement of the value of an asset should reflect the value in use of the asset by using the following elements (par. 43, 2011, p. 903):

· The estimation of the future cash flow that are expected to result from the asset;

· The expected differences in the amount or timing in the future cash flow of an asset;

· The current value of money that is represented by using the current market risk-free rate of interest;

· The amount regarding the capture of the uncertainties that are in accompanied with the asset.  

Xᵈ = The BBV takes the value in use into account. However, the BBV does not give guidance regarding the determination of the value in use.
Impairment loss: Conform IPSAS 21
The impairment loss occurs when the recoverable service amount is less than the carrying amount of an asset. The carrying amount of an asset should be consequently reduced to its recoverable service amount (par. 72, 2011, p. 909). All impairment losses should be charged to a surplus or deficit. Consequently, the depreciation amounts need to be adjusted in future periods to allocate the asset’s revised carrying amount, excluding the residual value. This should be consequently performed over the remaining useful life of an asset (par. 75, 2011, p. 909).

Xᵉ = According to the BBV (art. 65, par. 1), expected impairment of tangible fixed assets should be taken independent of the result of the financial book year (art. 65, par. 1, BBV). Elimination of an asset takes place if the residual value is lower than the book value (art. 65, par. 3, BBV). In addition, the BBV only recognize negative impairment and does not allow deduction of additional depreciation and/or reserves on assets with an economic utility. The municipality The Hague takes impairment into account. In addition, contributions received from third parties are deducted in one time from the asset, and are charged to the profit and loss account of the book year.
Reversing an impairment loss: Conform IPSAS 21

The municipality (or an entity) should perform at each reporting date an assessment to assess whether there is indication for a reversal of an impairment loss. The municipality (or entity) need to estimate the recoverable service amount of the particular asset (par. 99, 2011, p. 913). to determine the reversal of an impairment loss that is recognized in the prior period before the change in the use (par. 103, 2011, p.914). When a change occurs in the estimated use of the asset, a reversal of an impairment loss should be recognized in a surplus or deficit (par. 108, 2011, p. 915). Consequently, the depreciation amounts should be adjusted in the future periods to allocate the revised carrying amount of the asset (par. 109, 2011, p. 915).
	Xᶜ

N.A.

Xᵈ

Xᵉ
N.A.

	· Classification:

Include the classification of the recognized amounts. 

Conform IPSAS 21
	IPSAS 21 allow relocation of asset from cash-generating assets non-cash-generating assets or from non-cash-generating assets to cash-generating assets. The relocation is only allowed when there is objective evidence available.  However, relocation should not always be a trigger to perform an impairment test or a reversal of an impairment loss (par. 112, 2011, p. 916).

Xᶠ = it may possible that an asset with an economic utility does no longer meets the requirements of economic utility. In this case the municipality should recognize the asset as an asset in public space with a social utility. However, the BBV does not include a clearly explanation about this subject.


	Xᶠ

	· Cut off:

Include the demarcation of the recognized amounts. 


	The annual financial statement established based on IPSAS 26 should be covering the periods beginning on or after April 1, 2009 (par. 126, 2011, p. 921). A municipality (or entity) that applies IPSAS 26 for a period beginning before April 1, 2009, needs to disclose the fact. In addition, revenues and expenditures should be accounted in appropriate periods.
	N.A.

	· Detail tie-in:

Include the reconciliation and the aggregation of the recognized amounts.

Conform IPSAS 21
	The entity should reconcialiate and aggregate the recognized amounts of a class of property, plant, and equipment by taking account its class of similar nature or function in an entity’s operations. 
	V



	· Realizable value:

Include the appropriate application of the valuation principles of the recognized amounts. 


	This Standard provides guidance regarding the recognition of the impairment loss and the reversal of the recognized impairment losses (par. 1, 2011, p. 894). IPSAS 26 applies to all public sector entities that are not GBEs (par. 3, 2011, p. 895). 

This Standard should be applied for the impairment of non-cash-generating assets based on accrual accounting, except (par. 2, 2011, p. 896-897):

· The recognition of inventories in accordance with IPSAS 12 “Inventories”;

· Assets that arises from construction contracts and are in accordance with IPSAS 11 “Construction Contracts”; 

· The financial assets that are recognized in the scope of IPSAS 29 “Financial Instruments: Recognition and Measurement”;

· The investment properties that are valued by using the fair value model in accordance with IPSAS 16 “Investment Property”;

· Cash-generating property, plant, and equipment that are calculated based at revaluing amounts in accordance with IPSAS 17 “Property, plant, and equipment”;

· The deferred tax asset should be measured based on the relevant international or national accounting standard dealing with deferred tax assets;

· The assets that arises from the benefits of employees should be recognized in accordance with IPSAS 25 “Employee Benefits”;

·  Cash-generating intangible assets that calculated based on the revaluing amounts should be in accordance with IPSAS 31 “Intangible Assets”; 

· Goodwill;

· Biological assets related to agricultural activities should be recognized at the fair value less costs to sell in accordance with IPSAS 27 “Agriculture”;

· The deferred acquisition costs, and intangible assets, resulted from contractual rights of an insurer and under insurance contracts. In addition, these costs are within the area of the relevant international or national accounting standards that are dealing with insurance contracts;

· Non-current assets (or disposal groups) that are recognized as held for sale and are measured at the lower of the carrying amount and the fair value, less costs to sell, should be in accordance with the relevant international or national accounting standard. These standards dealing consequently with non-current assets held for sale and operations that are discontinued; and 

· Other cash-generating assets that meet the requirements for impairment included in another Standard. 

IPSAS 26 does not require the application of an impairment test to cash-generating assets that are recognized at the revaluing amounts based on the allowed alternative treatment in IPSAS 17. The revaluation model of IPSAS 17 in addition guarantees that the carried amount does not materially differ from its fair value at the reporting date. Consequently, should all impairment losses taken into account in the valuation so that assets will be revaluated with sufficient regularity (par. 11, 2011, p. 896).

Xᶢ = the BBV include examples regarding the appropriate application of the valuation principles. The guidelines according to the IPSASs could be used as a reference within the framework of the BBV.
	Xᶢ

	· Rights and obligation:

The recognized amounts should correspond with the rights and the obligations.  

· Conform IPSAS 21
	The non-cash-generating assets presented on the balance sheet of the municipality and on which impairment is executed, need to be owned by the entity. All obligations related to these assets should be recognized and explained in the balance sheet.

Vʰ = The municipality The Hague does not account about the ownership of the assets by the municipality. The Municipal Audit Department audits whether the recognized assets meets the rights and the obligations. Consequently, this study assumes that the presented tangible fixed assets on the balance sheet are owned by the municipality The Hague.
	Vʰ

	· Disclosure and presentation criteria:

Include the presentation and the explanatory notes regarding the recognized amounts. 

Conform IPSAS 21
	This IPSAS prescribes that the municipality (or an entity) need to disclose the developed criteria to distinguish the cash-generating assets from non-cash-generating assets (par.114, 2011, p. 916). The following information should be disclosed for each class of assets  (par. 115, 2011, p. 916-917):
· The recognized impairment amounts in the surplus or in the deficit during the period. Consequently, these amounts should be consistent with the statement of the financial performance of an asset that include the impairment losses; and
· The recognized reversals of the impairment losses in the surplus or in the deficit during the period. Consequently, these amounts should be consistent with the statement of financial performance of an asset that includes the reversed impairment losses. 

In addition, the municipality (or entity) need to disclose the following information regarding the recognized or reversed impairment losses of an asset during the book year (par. 120, 2011, p. 917-918):
· The situations that trigger the recognition or the reversal of  impairment loss; 
· The recognized impairment loss or reversed impairment loss;

· The assets nature;

· When the municipality (or entity) reports segment information in accordance with IPSAS 18 “Segment Reporting”, the assets segment needs to be disclosed;
· The municipality (or entity) should provide information whether the asset is recognized recoverable service amount is calculated based on the its fair value less costs to sell or its value in use;

· The municipality (or entity) should provide information regarding the calculation of the recoverable service amount. 
· The municipality (or entity) should provide information regarding the calculation of the value in use, and whether the recoverable service amount is the value in use. Consequently, the used  cost approach should be disclosed. 

Consequently, the municipality (or entity) should provide information regarding the aggregation of the impairment losses and the aggregation of the reversals of the impairment losses that are recognized during the period that is not in accordance with paragraph 77 (par. 121, 2011, p. 917-921):

· The class of assets that is in outline affected by the impairment losses (and the main classes of assets affected by the reversals of the impairment losses); and

· The moment or situations that trigger the recognition of impairment losses (and the reversals of the impairment losses).
	N.A.

N.A.

V

V

V

X

N.A.

N.A.

N.A.

V

V


� More information can be found in document finVer May 14, 2001


� See for more information: http://www.rijksoverheid.nl/onderwerpen/provincies/provinciale-financien/financiele-functie/financiering-decentrale-overheden-fido


� See for more information: http://www.rijksoverheid.nl/onderwerpen/gemeenten/gemeentelijke-financien/specifieke-uitkeri


� A program is a coherent set of activities (art. 8, BBV). Programmes are determined by the Town council. 


� A product is a unit in which the programs are into divided (art. 66, BBV). Products are determined by the Board of Mayor and Alderman. 


� A function is a unit in which the budget and financial statements must be classified for third parties. The prescribed functions are determined by ministerial regulations.  


� A distribution matrix is one the one hand an overview of categories and on the other hand an overview of functions, a number of costs centres and changes in balance sheet accounts. The distribution matrix is adopted in the ministerial regulations.


� A category is a classification of income and expenses by type. The categories are determined by ministerial regulations by a distribution matrix.


� BAPG: Besluit accountantscontrole provincies en gemeenten. 


� Exploitation includes the following components: benefits, expenses (costs and/or losses), results (revenues and/or other benefits), appropriation of profit or treatment of loss, extraordinary income and expenses, such as such as saved interest rate on equity).


� Balance includes the following components: strict distinction between reserves (asset) and provision (liability).


� According to the BBV, the budget include seven paragraphs: (1) maintenance of capital assets; (2) related parties; (3) municipal land-use policy; (4) finance; (5) business strategy; (6)financial strength; (7) local taxes.


� http://www.iasplus.com/ifac/ipsasb.htm


� G-20 consist of the following countries: Argentina, Australia, Brazil, Canada, China, France, Germany, India, Indonesia, Italy, Japan, Mexico, Russia, Saudi Arabia, South Africa, South Korea, Turkey, United Kingdom, and European Union.


� See article: (1) “Standaardisering van verslaggeving in de publieke sector. IPSAS vergeleken met de Nederlandse wet en de Richtlijnen voor de Jaarverslaggeving” (van Schaik and Manschot, 2010); and (2) “Standaardisering van verslaggeving in de publieke sector. De verslaggevingsregels van gemeenten vergeleken met IPSAS” (van Schaik, 2007c).These articles include differences between the RJ and IPSASs versus BBV and IPSASs.


� http://www.ipsas.org/en/ipsas_standards.htm


� http://www.ifac.org/sites/default/files/downloads/IPSASB_Adoption_Governments.pdf
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