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Accrual accounting and public finance reforms in Hungary:
the study of application in the public sector

Abstract. Infroduction. The increasing measurability of performances in the public sector in the countries of
the post-soviet region, including Hungary, has come to the limelight in recent decades. Accrual accounting,
adopted in Hungary in 2014 on the recommendation of the European Union, provides decision-makers with
reliable information and simultaneously improves transparency in spending.

Purpose and Methodology. This study focuses on the impacts and synergies of the parallel comprehensive
reforms in the public finances and the adoption of the accrual accounting system. We conducted an empirical
research among 2425 budgetary organisations (during June 2018 - January 2019) and analysed the
correlation between the variables with cross-table analysis. Our survey covered 19.1 per cent of all the budget
organisations in Hungary. Thus, thanks to the sample size the survey results analysis gives a comprehensive
view of the entire country based on the real feedback regarding the implementation of the new practices.
Results. In the course of the survey, the organisations were asked to describe how they were affected by the
transition to the new accounting system, how they had prepared for the statutory changes and compliance,
what additional tasks the adoption of the new system required of them, and how they evaluated the impacts
of the application of accrual accounting after five years. The inquiry focussed on the impact this new accrual-
based accounting system had on the business management of the given organisation and thus the efficient
use of public funds.

The results confirm that the historical background and the peculiarities of managing public fundsin a country
should also be taken into account during the adoption of reforms along with thorough preparation. Our
research also sheds light on the fact that the successful 2014 adoption of accrual accounting could achieve
its full purpose in an environment ensured by comprehensive public finance reforms and laws adopted after
2010. In other words, the precondition of enforcing the new rules of accrual accounting applied in the public
sector included the reinforcement of budgetary regulation and control procedures.

Conclusion. The study reports more favourable public sector procedures, proves that the adoption of
accrual accounting has been justified and that the higher focus on performance and efficiency achieved
through accrual accounting is important.
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JleHTHep 4.

[OKTOP EKOHOMIYHUX HayK, Npodecop,

dakynbTeT AepXXaBHOro YNpassiHHA Ta MiXXHAPOAHUX A0CNIOXEHb,

HauioHanbHWin yHiBEPCUTET Aep>KaBHOI cnyx6u, Bynanew, YropmHa

MonbHap .

cTapLunii Buknagad, dakynsteT diHaHCIB Ta Byxrantepcbkoro obniky,

BypanewTcbka 6i3Hec-LIKoNa — YHIBEPCUTET NPUKNagHUX HayK, bypganewT, YropuwmHa

Hapab B.

CcTapLmnii Buknagad, bisHec-wkona KopsiHyca, YHiBepcuteT KopsiHyca B bBypanewTi, ByganewT, YropwmHa
OOnik 3a MeToA0M HapaxyBaHHS Ta pepopMu aepxaBHUX PiHAHCIB B YrOPLUMHI:

AOoCniA)XeHHSs1 3aCTOCYBaHHS B AeP>XaBHOMY CEKTOPI

AHoTauia. Beryn. B ocTaHHi gecatunitta Bce Oinblue yBarn HaaaeTbest NoTpebi BUMiptoBaTh pesynbraTu
niaNbHOCTI AepXaBHOrO CeKTopa B KpaiHaxX MOCTPaAsHCLKOro perioHy, BkaoYatoudu YropuwmnHy. O6nik 3a
MEeTOAOM HapaxyBaHHS, MPUNHATUI B YropwuHi B 2014 poui 3a pekoMmeHaauieto €sponencbkoro Cotoay,
3abe3neyye ocib, fki NpUiMaloTb PilLEeHHS, HadiliHOW iHpOopMaLLED 1 0AHOYACHO MiABULLYE NMPO30PICTb
BUTPAT.

Mera vi meTogn. Y uboMy O0CNIOXEHHI OCHOBHA yBara npuaiiseTbCa BrANBY N CUHEPTiI3MY napasnesibHUX
KOMMAeKCHUX pedopM y chepi AepXaBHUX DIHAHCIB i BNPOBAAXEHHIO cCUCTEMU 00Jiky 3a MEeTOAOM
HapaxyBaHHS. Mu npoBenn emnipmMyHe OOCNIOXEHHA cepen, 2425 GI0AXETHUX OpraHizauin (B nepion 3
yepBHS 2018 no ciyeHb 2019 poky) i NpoaHanidyBanm KOpPensuilo Mk 3MiHHUMK 32 AOMNOMOrol KpOC-
TabnuyHoro aHanisy. Hawe pgocnigxeHHs oxonuno 19,1% Bcix 610aXeTHUX opraHizauiii YropwuHu. Taknum
YMHOM, 3aBASKM PO3MIpY BUBIPKM aHani3 pesynbraTtiB ONUTYBaHHS A€ MOBHE YSBJIEHHS NPO CUTYaLLio B
KpaiHi B Li/IOMY Ha OCHOBI peasibH1X BiArykis npo BNpoBaaXXeHHA HOBUX NPAKTUK.

OTtpumani pe3ynstaty. B xoai onnTyBaHHS opraHizauigam 6yno 3anponoHOBaHO ONUCaTK, K Ha HUX BMJIMHYB
nepexio Ha HOBY cuUCTeEMY OyxranTepcbkoro o0niKy, K BOHM MiAroTyBanucs A0 3aKOHOAABYMX 3MiH i
OOTPUMaHHS BUMOT, ki 4O00aTKOBI 3aBAaHHs chig 6yno BUKOHATU A9 BNPOBaaXEeHHSA HOBOi CUCTEMU, i fIK
BOHM OLHWUN BNIMB 3aCTOCYBAHHA METOLY HapaxyBaHHS Yepes N’aTb POokKiB. Y Xom4i 4OCAIAXEHHS OCHOBHA
yBara npuainanacs BnaMBy HOBOi cuCTeMM 06Ky 3a METOAOM HapaxyBaHHS Ha ynpaeJiiHHA cripaBamu
[aHoi opraHisaduii i, oTxe, Ha ePeKTUBHE BUKOPUCTAHHA OEeP>XKaBHUX KOLUTIB.

Pes3ynbTati NigTBEPAXYIOTb, LLO iICTOPUYHE T/1I0 1 0COBNNBOCTI YyNpaBiHHA AePXXaBHUMU KOLLITaMM B KPaiHi
TakoX MOBUHHI BYTWM NMPURHATI OO yBarn Npu NpURHATTI pedopm, a TakoxX peTenbHa nigrotoeka. Hawe
DOCNIOKEHHS MPONMBAE CBITI0 HA TOM dakT, Lo ycnillHe BNPOBaaXeHHS 00iKy 3a METOAOM HapaxyBaHHS
B 2014 p. 3MOrno B MOBHil Mipi AOCArTM CBOEI METU B CepenoBuLLj, L0 3a0e3MnedyeTbCsd KOMMIEKCHUMMN
pedopmamu gep>xxaBHMX diHAHCIB i 3akoHaMu, NpuiaHATMM nicng 2010 p. IHWKMK cnoBamMu, NONepeaHbLO
YMOBOIO BBEAEHHSI B Ail0 HOBUX MpaBui 067Ky 32 MEeTOOOM HapaxyBaHHS, WO 3aCTOCOBYIOTbCS B
OEeP>XXaBHOMY CEKTOPI, € NOCUNEHHS NpoLeayp O00KEeTHOro PErynioBaHHS 1 KOHTPOIO.

BucHoBok. Y pocnigXeHHi NoBigoOMASETLCA NPO BiNbll CNPUATAMBI NMPOLEAYPU B AEPXaBHOMY CEKTOpI,
OOBOANTLCS, LLO BNPOBaAXEHHS 00Ky 3a METOAOM HapaxyBaHHs Oyno BunpaBaaHuMm, i Tenep GinbLua
yBara npuainaeTbcs NpoayKTUBHOCTI 1 epEeKTUBHOCTI, L0 AOCAraeTbCH 3a JONOMOroto 001Ky 3a METOA0M
HapaxyBaHHS.

Knio4yoBi cnoBa: 061ik 32 METO0OM HapaxyBaHHS; AEP>XaBHUIN CEKTOP; YropLimHa; pedopMm JepPKaBHNX
diHaHciB; aepxaBHi doHOW; OlOXETHE PEerynloBaHHSA W KOHTPOMb; MNPOAYKTMBHICTb; BiAMNOBIAHICTb
(koMnnaeHc); opraxisauis; Kpoc-TabnnyHui aHanis; V-inamkarop Kpamepa.

JlenTHep M.

[OKTOP 9KOHOMUYECKNX HayK, Npodeccop,

dakynsTeT rocygapCTBEHHOIO yripaBieHNa U MeXAyHapOoaHbIX UCCNefoBaHui,

HaumoHanbHbIN YHUBEPCUTET rocy4apCTBEHHOWN CnyxObl, BynanewT, BeHrpus

MonbHap .

cTapLni npenogaBartesb, dakynbTeT GUHAHCOB N ByXranTepckoro y4yeTa,

BynanewTckas 6U3HEC-LIKOMA — YHUBEPCUTET NPUKNagHbIX HayK, bypanewT, BeHrpus

Hapab B.

cTapLumi npenogasareb,

BusHec-wkona KopeuHyca, YHneepcutet KopsuHyca B bynanewrte, bBynanewT, BeHrpusa

YyeT no metoay HauncneHus un pecdopmbl rocyaapcTeBeHHbIX dnHaHcoB B BeHrpum: nccneposaHue
NPUMEHeHUs B roCyiapCTBEHHOM CeKTope

AHHOTauunsa. BBeneHune. B nocnegoHue pecatunetust Bce OonblUe BHUMAaHUS yoensieTcsl pacTyluen
NoTPebHOCTUN N3MePSATL PesdysibTaTbl AeSTeNIbHOCTM FOCYAapCTBEHHOIO CeKTOpa B CTPaHaxX NOCTCOBETCKOro
pernoHa, Bk4Yas BeHrpuio. Yy4eT no meTomy HauvucneHus, npuHatein B Bednrpum B 2014 rogy no
pekoMmeHgaumn EBponeiickoro Coto3a, obecnedymBaeT nuu, MNPUHUMAIOLLMX PELLUEHUS, HALEXHOW
nHdopmaumen n 0oGHOBPEMEHHO NOBLILLAET NPO3PA4YHOCTb PACXOA0B.

Llenb n metoasl. B aToM umccnenoBaHUM OCHOBHOE BHUMaHWE YAENSeTcs BAUSIHUIO U CUHEPTU3My
napasnienbHbIX KOMMIEKCHbIX pedopM B chepe rocyaapCTBEHHbIX GUHAHCOB 1 BHEAPEHUS CUCTEMBI y4eTa
no MeToay HauncneHms. Mbl NPOBEM AMNUPUYECKOE UCCneaoBaHme cpeau 2425 6100)XeTHbIX OpraHn3auunii
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(B nepuog, ¢ noHa 2018 r. no aHBapb 2019 r.) 1 NpoaHaNM3nPOBaIN KOPPENALMIO MEXay NepemMeHHbIMU
C MNOMOLLIbID Kpocc-TabnnyHoro aHanmaa. Hawe wvccnepoBaHune oxeatuno 19,1% Bcex OOOXETHbIX
opraHusaumin Benrpuu. Takum ob6pasom, 6narogaps paamepy BbIOOPKU aHanmM3 pe3ynbTatoB onpoca naeT
NOJIHOE NpeacTaBneHmne 0 CUTyauum B CTPaHe B LIEJIOM Ha OCHOBE peasibHbIX OT3bIBOB O BHEAPEHWM HOBbIX
NPakTuK.

lMony4eHHbie pe3ynbratel. B xopoe onpoca opraHmsaumsm Oblio MPenjioXeHo onmcaTtb, Kak Ha HUX
NOBNVSAN Nepexo, Ha HOBYID CUCTEMY ByXranTepckoro yyeTa, Kak OHM NOAroTOBUINCH K 3aKOHOAATESIbHbIM
M3MEeHeHuaAM U1 cobniogeHnio TpeboBaHUN, Kakue O0MONHUTENbHbIEe 3adadu noTpeboBano OT HUX
BHeApEeHNe HOBOW CUCTEMBI, N KaK OHM OUEHUNW BAUSTHUE NPUMEHEHUS MeToda Ha4YUCNeHns Yyepes naTb
net. B xone nccnemoBaHnUsi OCHOBHOE BHUMAaHME YOENSANOCh BAUSHUIO 3TOW HOBOW CUCTEMbI yyeTa no
MEeTOoAY HAYMCNEHUS Ha yNpaBfieHne genaMmm aHHOW opraHm3auumn 1, cnegoBaTtesnbHo, Ha 9P HEKTUBHOE
NCNONb30BaHNE rOCYAapPCTBEHHbIX CPEOCTB.

Pe3ynbtatbl NogTBEPXOAIOT, YTO UCTOPUYECKMA POH M OCOBEHHOCTM yNpaBfiEHNS rOCYOAPCTBEHHBLIMM
cpeacTBaMum B CTpaHe TakXe OOJIKHbl OblTb MPUHATHI BO BHUMaHME NpU NPUHATUM pedopM Hapsaay
C TwWAartenbHOW MnOAroTOBKOW. Halwe wccnegoBaHue nponmMBaeT CBET Ha TOT (akT, 4YTo yChnelwHoe
BHeApEHME yyeTa rno Metoay HaducneHms B 2014 r. cMOrno B NOSHOM Mepe AOCTUYb CBOEN Lienn B cpeae,
obecne4ymBaemMon KOMMIEKCHbIMU pedopMaMn rocyaapCTBEHHbIX GUHAHCOB M 3akKOHaMW, NPUHATLIMA
nocne 2010 r. Apyrmumn cnosamm, NpeaBapuTeNbHbIM YCIOBUEM BBEAEHMSA B OENCTBME HOBbIX NpaBwun
y4yeTa no MeETOAY HAYNCNEHUS, MPUMEHSIEMbIX B FOCYAAaPCTBEHHOM CEKTOPE, ABASETCS YyCUNeHMe npoueayp
O10XKETHOIO PErYNNPOBAHUSA N KOHTPONS.

3akmoyeHne. B nccnenosaHum coobulaeTcs o 6onee 6naronpudaTHbIX NpoLeaypax B rocygapCTBEHHOM
cekTope, [0Ka3blBAeTCS, YTO BHEAPEHME yHeTa No MeTody HadnceHms 66110 onpaBaaHo, 1 YTo Bosbluee
BHMMaHME yaenseTca npou3BOaUTENbHOCTU U 3PDEKTUBHOCTM, AOCTUraeMON MOCPEACTBOM yyeTa Mo
MEeTOAY HaYMCEHUS.

KniouyeBble cnoBa: y4eT no MeToay Ha4YMCNeHWUs; roCydapCTBEHHbIN CekTop; BeHrpus; pedopmbi
rocyOapCTBEHHbIX (PUHAHCOB; FOCYAAPCTBEHHbIE (OHABI; OOOAXETHOE PEryIMpOBaHME U KOHTPOJIb;
NPOAYKTUBHOCTb; COOTBETCTBME (KOMMJIAEHC); OpraHn3aumsl; Kpocc-TabamyHbiini aHanna; V-uHgukaTop
Kpamepa.

1. Introduction

After the change of regime, Hungary’s transition to a market economy was impeded by the
massive government debt (USD 21 billion) and by the obsolete production patterns and approach
inherited from the period of the centrally planned economy. For this reason, the initial foreign di-
rect investments could only energise the complete economy to a limited extent. All these factors
further aggravated budgetary problems and then caused additional increase in public debt both
centrally and at the level of local governments. These impacts resulted in liquidity and operational
problems for a wide range of public sector organisations (Hegedis and Zéman, 2016). The clari-
ty of understanding was hindered by the fact that up to 2014, the Hungarian budgetary institutions
had applied an accounting system different from the general practice of the European Union, de-
spite the fact that after an integration procedure of nearly fifteen years, in 2004 the country be-
came a full member of the European Union.

As a result of the statutory changes performed and comprehensive public finance reforms
adopted within the scope of national competence since 2010, Hungary’s financial position have
been constantly improving. Moreover, since 2013 (when Hungary was released from the Euro-
pean Union’s Excessive Deficit Procedure), the consolidated budget has been contributing to
the conditions of long-term economic growth, and simultaneously ensures maintenance of the
macro-economic balance (Matolcsy & Palotai, 2019). As, however, parallel with changes in the
overall statutory environment, transparency needed to be improved in public finances and as-
sets, a new accounting system based on the accrual method was adopted for public finances.

The design of our study is based on the interactive model of research design, consisting of
five core elements: the research question itself playing a central role, interacting with the purpo-
ses of the study, the conceptual framework of it, affecting the methods and validity. (Maxwell and
Loomis, 2003) This study examines the procedure of transposing the accrual accounting applied
in the European Union’s constitution-based system into Hungary, a country in the post-soviet re-
gion; and any resulting improvement in the public sector. Thus, the theoretical framework of our
study is the changes in the accounting systems - applying it specifically to the public sector.

In our study, our main research question is: What are the effects and connections Oof the con-
secutive public finance reforms and accounting system changes implemented in Hungary? We
intend to focus on these two triggering events (finance and accounting reforms) individually as
well as looking for the connection and correlation between the two as well. Our presumption is
that these two changes reinforce each other and lead to much more efficient operation in public
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finances. Our main goal is to enlighten the correlation between the comprehensive reforms in
public finances and the new accounting system based on the accrual method. The statistical me-
thod applied in our research to reveal the correlation will be cross-table analysis, for which the da-
ta have been gathered through 2425 surveys (consisting questions measured on nominal Likert
scales) among Hungarian budget organizations.

We are focusing on Hungary, as not only a new accounting system has been implemented,
but it was preceded by comprehensive reforms within national competence in public finances
after 2010. Thus, we have the opportunity to look for any connection between the two. The sta-
tutory amendments adjusting accounting to the relevant practice of the EU entered into force on
1 January 2014. The impacts of these two main action packages on fiscal processes and their
likely synergies are a worthy research area to analyse. Also, there exists no such papers about
the impacts of these reforms in Hungary, thus this study will contribute and fit to the existing li-
terature. However, other EU members have been already analysed in the context of adopting the
accrual method of accounting.

We consider our study contributing to the existing literature, as it designs a new approach for
evaluating transitions to accrual-based accounting. Our concept of assessing the adoption of ac-
crual-based accounting also considers other factors such as the impacts of comprehensive pub-
lic finance reforms. Although it is worth noting that these other affecting factors should vary in dif-
ferent countries, as these public finance reforms were the specialties of the Hungarian history.
Thus, we encourage our fellow researchers to take other factors into consideration when perfor-
ming such a research, as we have successfully detected stronger than medium connection bet-
ween our considered variables.

The structure of our study starts with a literature review on the public finance information sys-
tem of the European Union, followed by an overview on public finances in Hungary before and af-
ter 2014 and the technical adoption of accrual accounting in Hungary. After that, we clearly indi-
cate the purpose of our study. In the results section, we introduce our methodology in detail, and
present the results of our analysis. In the last section we draw our conclusions from the study with
some implications on future research possibilities.

2. Brief Literature Review

The literature review of our study starts with the accounting reforms performed in the Euro-
pean Union, so we can compare it to the required reforms in the Hungarian accounting sys-
tem in the public sector recommended by the European Union. Afterwards we are focusing on
the previous Hungarian accounting systems deficiencies and the specialties of the Hungarian
macroeconomic environment.

In the nearly two decades of market transition that preceded the 2007-2008 world econo-
mic crisis, Hungary was characterised by an inefficient fiscal policy, non-transparent budget
management, and feeble state regulation and control. By 2006, the country’s operation had
become unsustainable, and the 2007-2008 crisis further aggravated the situation. It is worth
looking at Lentner et al. (2018) for a detailed analysis of the Hungarian reforms, but shortly, as
a result, a reform was required in state operation and public finances (Lentner, 2018), and in the
spirit of methodological pluralism (Csaba, 2018), good international practices needed to be ap-
plied adjusted to the national specificities.

Theinternational experiences and literature references confirm that during economic transfor-
mation the political, social and legal features of the given country should be taken into account.
In this study we are focusing on the effects of the change in the accounting method and paral-
lel reforms in the public finances, it is also worth looking at other aspects such as sustainability
(Falcone, Lopolito, & Sica, 2017), employment and procurement (Gugler, Weichselbaumer, &
Zulehner, 2020), environmental practices (Seles et al., 2019) or fiscal policy decision making
(Christofzik, 2019).

According to Ramady (2010), any economic reform is successful if it is based on the particu-
lar country’s legal and regulatory framework and ensures an optimum distribution of the resour-
ces required for the society. Improvement in both financial and non-financial institutions is indis-
pensable for government expenditures and the efficient use of public funds. According to Dia-
mond (2003), strategic budget planning, refashioning the existing programmes, improvement in
the fiscal system and the adoption of a system of accountability and fiscal incentives are indispen-
sable prerequisites for the success of reforms. Running the appropriate budgetary institutions is

Lentner, Cs., Molnar, P., & Nagy, V. / Economic Annals-XXI (2020), 183(5-6), 89-105

92



ECONOMIC ANNALS-XXI
FINANCES AND AUDIT

important for the efficient implementation of the fiscal policy (Aidt et al., 2008). While Olena (2015)
is emphasising the importance of state financial control in the public sector, Meiss et al. (2018)
adds that by improving that financial control, a country can also successfully react to risks.

The statutory consistency ensured the transposition of Council directive 2011/85/EU (on re-
quirements for budgetary frameworks in the Member States) into the Hungarian legislation. Thus,
the government acted within the scope of its duties determined in Act No. C of 2008 on Accoun-
ting, Act No. CVI of 2007 on State Assets, Act No. LXXXVII of 2010 on the National Land Fund and
Act No. CXCV of 2011 on Public Finances, and based on Article 15 (1) of the Fundamental Law
when it enacted Government Decree No. 4/2013. (1.11.) on the Accounting of Public Finances with
effect from 1 January 2014. The mentioned government decree was related to two other ones de-
creed by the Ministry for the National Economy (NGM) to lay down the requirements and duties re-
lated to the adoption of the new kind of accrual accounting in public finances. These two decrees
contain the rules of compiling adjusting balance sheets. Thus Government Decree No. 36/2013.
(IX.13.) NGM of the Minister for the National Economy on the duties related to the 2014 amend-
ments to the accounting of public finances and Government Decree No. 38/2013. (I1X.19.) NGM
of the Minister for the National Economy determining the methods of invoice processing and ac-
count selection prevail. The purpose of accounting in public finances was to set up a more uni-
fied and transparent system in Hungary. Particular relevance was lent to the transposition by the
European Commission’s Report to the Council and the European Parliament (Report, COM (2013)
114 final) about implementing harmonised public sector accounting standards in Member States
and about the suitability of IPSAS for the Member States.

Due to size limitations, our study will not detail the advantages and disadvantages of the ac-
crual accounting method in the public sector, although for such a purpose it is worth looking
at Tiron & Mutiu (1990), Bunea-Bontas & Petre (2009), or Carnegie & West (2003) as a good
starting point. Shortly, the most significant drawback of the cash approach is that the financial
position of the particular budgetary organisation cannot be determined precisely, and the to-
tal amount of actual costs cannot be established adequately either. Modern budget approach,
however, requires more than the information provided in a cash system. The efficient and appro-
priate management of scarce public funds requires a system of records and information that al-
lows the establishment of profitability and highlights the cost approach, especially the cost price
of public services (Blondal, 2003).

Other studies also focused on the transition to the accrual-based accounting method with its
impacts as well (Dabbicco, 2015; Cuadrado-Ballesteros et al., 2019; Bunea-Bontas and Petre,
2009; Deaconu et al, 2011). According to Cuadrado-Ballesteros et al. (2019), implementing ac-
counting reforms has the potential to reduce corruption. Bunea-Bontas and Petre (2009) states
that transitioning to the accrual-based accounting method facilitates better planning and financial
control in the public sector, and also fosters efficient and successful public finance management.

2.1. Literature overview on the public finance information system of the European

Union

In the decade past, numerous European countries adopted accrual accounting (Harsanyi et
al., 2016). The implementation of the reforms and changes adopted as a result of the spread of
the New Public Management paradigm was indispensable, as the cash approach focuses most-
ly on the financial settlement of transactions, and as it is limited in considering efficient and suc-
cessful business management, change in the method of accounting was of paramount signifi-
cance. We conducted a thorough review on the literature on the features of accounting methods
applied in the European Union, and summarized the results in Table 1 (Bisogno et al., 2019;
Brusca et al., 2015; Rossi et al., 2016; Oulasvirta, 2014; Deloitte, 2013; E&Y, 2012; PwC, 2013;
Anessi-Pessina & Steccolini, 2007; Bellanca & Vandernoot, 2014; Muckuté, 2013; Maciuca,
2013; Tudor & Mutiu, 2006; Bellanca et al., 2015; Rossi & Trequattrini, 2011; Jovanovic, 2015;
Jovanovic, 2019; Rainero et al., 2013; Steger, 2013; Mason, 2014; Kranecova, 2015).

Based on the literature review, the conclusion arises that during the adoption, and then the ap-
plication of the EU’s accounting regulations, the host and the application environments are diffe-
rent each case and thus some adjustment in the enforcement of rules-based legislation is justi-
fied. It is important for the information system of public sector accounting to adjust to the econo-
mic features of the given country, to the local needs, and to the historical specificities. It is essen-
tial for the change and the adopted new system to facilitate the efficient and transparent operation
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Table 1:

Summary of the EU members’ accounting policies as of 2019

Central level
Modified cash Accrual Modified accrual
accounting accounting accounting
Modified cash Luxembourg i
. Italy Austria
accounting .
Slovenia
Bulgaria
Czech Republic
Greece United Kingdom
Estonia
Ireland
France
Accrual Germany Poland
accounting Portugal Lithuania
Local level Cyprus Romania
Netherlands .
Spain
Sweden
Malta
Croatia
. Latvia
Modlfleq accrual Finland Hungary
accounting i
Slovakia
Belgium (mostly)

Source: Compiled by the authors

of the central and local governments in the country. A carefully selected system should obviously
be progressive and should follow the international trend.

The following chapter describes the Hungarian environment that serves as a forum for the in-
clusion of the new accounting regime, i.e. the public sector that has adopted it.

2.2. The context of changes: public finances in Hungary before and after 2014

When the conditions of adopting accrual accounting meeting the expectations of the Euro-
pean Union, reference should be made to Hungary’s positions and the characteristic features
of the host environment before 1 January 2014. In the 1980’s Hungary’s economy started to fol-
low the market model. According the research conducted by Mihalyi and Szelényi, the transitional
system was characterised by massive paternalistic effects (Mihalyi & Szelényi, 2017). The welfare
functions transferred from a socialist planned economy to a system following the Western pat-
ter, and irresponsible budget policy considerably weakened the country’s situation, escalated by
inefficient and lenient control. In a description by Veress (2007), in the country that was granted
full membership in the European Union in 2004, economic policy could not authentically express
its expectations, it had no clear priorities, and even the European Union had no opportunity to fa-
miliarise itself with the genuine Hungarian positions.

The constantly feeble budgetary situation and the crisis that erupted in 2007-2008 led to the
need to take loans in the amount of USD 25 billion from IMF, WB and ECB to maintain Hungary’s
operability (Lentner, 2015a). From the beginning of effective consolidation, the comprehensive
public finance acts adopted after the summer of 2010 set the objective to restore the Hungarian
economy’s ability to develop. After 2010 various economy development and public administra-
tion improvement initiatives were implemented in financial and public sector administration, while
the government’s influence and control over the economy increased. Several authors consider
the government’s influence on the economy excessive (Csaba, 2019, Chikan et al., 2018), but the
authors of this analysis do not disapprove it.

The first step in the general renewal of public finances was the approval of the Fundamental
Law, which entered into force on 1 January 2012. The passing of the Fundamental Law, the wide
range of related new acts regulating public finances, and the underlying political and moral com-
mitment enabled the stabilisation of Hungary’s central budget, and as a result, the debts of local
governments could be consolidated, the social insurance system was reformed, public finance
control was renewed and the fiscal policy was refashioned (Molnar & Hegediis, 2018). These far-
fledged reforms were underpinned by massive political legitimation, which has remained uninter-
rupted since 2010. After 2013, the objective set for and the implements used by the central bank’s
policy were both expanded and focussed on financial stability and economic growth, in addition to
the retention of the classical inflation moderation targets. As a result of fiscal and monetary chan-
ges, economic growth and the financial equilibrium have been simultaneously characterising the
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Hungarian economy since 2013 (Lentner, 2015b). In a democratic society the efficient, lawful and
transparent management of public funds is expected. In order to manage public funds efficiently
and transparently, the entire public sector must comply with the rules and basic principles of busi-
ness management (Kolozsi et al., 2018). Nevertheless, accrual accounting, suitable for a more ef-
ficient understanding of fiscal trends, was not adopted before 2014.

By derogation from the previous regulation, as the currently effective Act CXCV of 2011 on Pub-
lic Finances (hereinafter: PFA) is based on constitutional rules, it does not specify the basic prin-
ciples governing public finance management, however, these requirements can be deduced from
both the Fundamental Law and content of other acts on various financial matters. The various le-
gal sources stipulate the procedural rules and codes of conduct related to budget compilation
and reconciliation, as well as the method of accounting financial flows. Consequently, public sec-
tor accrual accounting was adopted on 1 January 2014 in a «fertile» and inclusive environment.

2.3. The technical adoption of accrual accounting in Hungary

Due to the New Public Management reforms of the 1980’s, the techniques applied in the private
sector also appeared in the management of public funds, with focus on the creation of a more ef-
ficiently and successfully operating public sector. In addition to numerous OECD member states,
Hungary also determined to adopt accrual accounting in the entire public sector, as it fitted well
in this theoretical framework, which was moreover expressly encouraged by Directive 2011/85/EU
of the Council.

Government Decree No. 4/2013. (I. 11.) on Public Sector Accounting requires the application
of the basic principles of public sector accounting and sets out the rules governing the reporting
obligation and bookkeeping. As a result of the reform of public sector accounting, fiscal accoun-
ting was separated from financial accounting; the reporting obligation was changed, and so the
reporting system became more efficient. As a result of the new accounting system, the margin
of manoeuvre for reconciliation by public sector entities was increased, and simultaneously, the
audit of compliance in business management was expanded in the interest of effectiveness.

Based on all this, public sector entities are is also expected to efficiently and prudently ma-
nage their businesses within the framework of Hungary’s statutes. The budget publicity principle
requires all public sector organisations to give public account of the management of public as-
sets. Article 39 (2) of the Fundamental Law provides that public funds and national assets must be
managed according to the principles of transparency and the purity of public life. It should be no-
ted, however, that suitability for «social» control alone does not satisfy the technical requirements
of verifiability, as the latter requires the operation of a properly public sector control infrastructure
that prevents the inexpedient or uneconomical use of public funds. In the various parts of the pub-
lic sector, business management must be performed on the basis of a budget. In Hungary the fis-
cal year corresponds to the calendar year. As a result of the crisis, in addition to business entities
traditionally operating on market bases, the accounting principle of going concern was also con-
siderably appreciated in public sector organisations (Zéman & Lentner, 2018). This basic princi-
ple is of paramount significance in the case of public sector businesses, among others, because
the termination of an activity may infringe upon strong social interests and prevent the subsequent
performance of a public duty.

As a result of accession to the European Union, the principle of public sector programming ap-
peared in Hungary. Statutory changes enabled, and moreover, mandatorily required undertaking
long-term commitments beyond the annual budget in relation to the use of funds provided by the
European Union and to various programmes of the Hungarian government. In Hungary Act C of
2000 on Accounting stipulates the principles of full disclosure and of giving a true and fair view,
which also apply to public sector organisations. These require an organisation to disclose infor-
mation on all funds flows in the public sector subsystems, to earmark and use the appropriations
in each case for the actually intended purposes, and to record them in the books and statements
in a way that enables outsiders to identify them in reality.

The principles of consistency and transparency means that as the state regulates budgetary
transactions in a single statute, expenditures and revenues are recognised together, facilitating
the full understanding of public sector funds management. Based on the principle of universality,
the expenditure and revenue appropriations are incompatible, there is no direct correlation bet-
ween them, and in the aggregate, budget revenues fail to cover the budget expenditures. Bud-
getary revenues cannot be offset against budgetary expenses; they must be recognised in the
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budget and in the annual discharge report without offsetting. In the budget the individual appro-
priations must be planned, submitted, approved and reconciled in detail. Based on the principle
of detail, the revenues and expenditures intended by the decision-maker are collected and spent.
In the case of public sector funds management, important considerations include the agreement
between revenues and expenditures, the various interest harmonisations, the maintenance of a
balance and the prevention of the inefficient use of funds their use for unintended purposes by
control mechanisms. In the course of using budgetary funds, the use of funds provided for spe-
cific purposes according to the intended purpose must be borne in mind. In Hungary all the public
sector organisations are obliged to undertake public procurement procedures when they intend to
spend their funds, and pursuant to Article 87 (1) of the Treaty of the European Union, no state aid
may be granted to companies if this may distort competition (Lentner, 2015a).

On 1 January 2014, public service organisations adopted accrual accounting. Similarly to the
other European countries, a «mixed» application of accrual and cash accounting has characteris-
tically spread in Hungary. In the public sector information system a growing demand for accoun-
tability is clearly perceivable. The essence of accountability is the simultaneous representation of
statements about the use and the efficiency of using of public funds. One of the main tools of en-
suring accountability is the accounting system. The new accounting system enables good go-
vernance based on social consensus, efficient business management and the successful perfor-
mance of public duties. Due to the Hungarian model adopted with the new regulation, a secure
public finance system has been implemented, in contrast to the previous financial accounting,
which did not allow the accurate assessment of the financial situation. Accrual accounting, on the
other hand, requires the recording of each and every financial event, and evaluated their impact.
The depreciation of tangible assets is solved and consequently, resource allocation is improved,
and as the per-use cost of assets is known, the margin of manoeuvre for asset management in-
creases considerably.

Pursuant to the Public Finance Act (Act CXCV of 2011 on Public Finances), the public finance
information system must facilitate the planning of public sector financial procedures, the alloca-
tion of appropriations, the implementation of the Budget Act and the audit of its implementation.
For this reason, the information systems of public sector organisations are expected to measure
and present public service performance. Additionally, they are expected to provide reliable da-
ta as input for business planning, organisation and implementation. Revenues and expenditures
must be classified in an administrative, economic and functional breakdown. At the same time, the
accounting information system must lay the basis for enabling the giving of a true and fair view,
transparent and more modern business management and reporting (Simon, 2013).

The State Audit Office undertook a significant role in the adoption of the accounting reform. Pri-
or to transition to accrual accounting, the State Audit Office participated in conferences and bi-
lateral meetings related to this topic, had a fact-finding role in local governments’ difficult to com-
prehend asset management and simultaneously encouraged the adoption of accrual accounting
(Domokos et. al. 2016). In our view, the adoption of accrual accounting was indispensable, as the
previous system failed to provide accurate information on public sector and local government fi-
nances and did not appropriately reflect changes in assets. In April 2012, the National Association
of Local Governments also highlighted the need to change public sector accounting, and urged
the adoption of accrual accounting (Batho, 2012; Palyi, 2015).

The State Audit Office also participated in an international seminar held in Paris in March 2013,
at a conference organised with the participation of the experts of audit offices, the European Court
of Auditors, the European Commission and EUROSTAT, where the role of the International Public
Sector Accounting Standards and the opportunity to set up common European standards were
analysed. The significance of this topic was further enhanced by the fact that the adoption of coor-
dinated European accrual accounting standards would enable forecasting and assessment of the
budgetary situation, and a comparison of the budget data of the individual Member States. At the
bilateral meeting held in the autumn of 2013, the State Audit Office was familiarised with the Swiss
experiences and the practice of the Swiss association’s discharge audits. In addition to technical
consultation, 2014 also saw the release of numerous publications by the State Audit Office on the
adoption, methods and eventual risks of the new public sector accounting based on the accrual
method (Palyi, 2015).

The Hungarian public sector accounting system adopted in 2014 consists of fiscal and finan-
cial accounting. A valid requirement applicable to both subsystems in public sector accounting
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includes the compilation of true, regular, closed, lucidly arranged records and statements that
give a true and fair view. The chart of accounts for the public sector and the ledgers maintained in
the financial statements have been established on the basis of a uniform account allocation and a
uniform chart of accounts. The organisations are not allowed to depart from these rules, but they
are authorised to break them down. Public sector accounting is based on double-entry book-
keeping and only the revenues and expenditures realised in the fiscal year are recognised in such
books, in other words, this is cash accounting. The appropriations and the related accounts re-
ceivable or payable as well as other payment liabilities and the reconciliation of the settlement of
appropriations are recognised in public sector accounting records.

The purpose of public sector accounting is the measurement of planning and interim deve-
lopments and ensuring budget implementation and supporting the discharge by evidence. In
the Public Finance Act, a pivotal role is assigned to the accounting and regular registration of
commitments and other liabilities. Financial accounts also have double entries, however, as
bookkeeping is performed by the modified accrual method, the emphasis falls on the costs and
expenditures incurred in or affecting the fiscal year and on accrual-based revenues. This has
enabled the measurement of the national assets, the performance of the public sector orga-
nisation and cost calculation. The income statement compiled of the financial accounting data
is based on the principle of accruals and deferrals. The commitment or other payment liability
finalised in public sector accounting has been transferred and incorporated into financial ac-
counting.

According to the related decree (providing for transition), every organisation was required to
rearrange their statements compiled about the year' 2013, and to compile an adjusting balance
sheet. For the purposes of the adjusting balance sheet, a full, itemised and verifiable inventory
had to be taken of all the assets as at the balance-sheet cut-off date on 31 December 2013. Pub-
lic sector organisations had to consider scrapping any unperformed capital investments, identi-
fy inventory obsolescence on stock, the relevant sales opportunities, and must recognise them
in the inventory of accounts receivable, accounts payable and commitments in a breakdown ap-
plicable in the given fiscal year and in the years following the given fiscal year. The adjusting ba-
lance sheet may only contain entries representing expenditures that affect the immediately fol-
lowing year, or revenues and expenditures that have not affected the public sector organisation.
The contingent and temporary entries arising from erroneous payments had to be financially set-
tled, and if this was ruled out, they had to be recognised among accounts receivable and payable,
or as revenues or expenditures not affecting the public sector organisation. According to the new
Public Finance Act, while making adjusting technical entries, the accounts receivable and payable
previously left unrecognised under the 2013 rules had to be included in the balance sheet. Du-
ring adjustment by technical entries, several book entries had to be derecognised or transferred
(e.g. capitalised start-up and restructuring costs, capitalised value of research and development,
accounts receivable or payable from prepayments on aid schemes and pre-financing, Molnar and
Hegedl(s, 2017).

3. Purpose

This study examines the procedure of balancing the Hungarian economic policy, characterised
by undisciplined budget managementin the period that followed the change of regime, after a pe-
riod of (nationwide) state consolidation in 2010, and the extent to which clairvoyance and the effi-
ciency of decision-making were improved, especially by the 2014 adoption of accrual accounting.
The purpose of this paper is to point out any correlations between the positive results of the ap-
plied public finance reforms and the implementation of accrual accounting in the Hungarian pub-
lic sector.

We presume that the widely applied public finance reforms, and the adoption and application of
accrual accounting complemented each other really well, however, if the undisciplined manage-
ment environment had been maintained along with the absence of consequences after audits,
public sector accounting could only fulfil its mission to a lesser extent. And vice versa, the impacts
of national public finance reforms could not be measured if the accounting system was not mo-
dernised. To verify our assumption, we conducted an empirical survey in a wide scope of Hunga-
rian public sector organisations (institutions) and evaluated it using statistical methods.

" Decree No. 36/2013. (IX.13.) NGM of the Minister for the National Economy
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4. Results

4.1. The survey

During the research, we intended to reach out to all Hungarian budget organisations. Accor-
ding to the public register maintained by the Hungarian State Treasury, there are a total of 12,666
budget organisations, from which 706 organisations are reporting to the central government and
11,960 businesses are reporting to local governments. We sent out a written survey to all of the
budget organisation’s leaders, focusing on the benefits and drawbacks of the newly adopted pub-
lic sector accounting, and on any improvement in fiscal discipline as a result of the adoption, and
also the transition to accrual accounting and the impacts of its application. The surveying period
took approximately 6 months in the second half of 2018. At the end, we have got measurable an-
swers from 2425 budget organisations (113 reporting to the central government, and 2,312 repor-
ting to local governments), so our survey covered 19.1 per cent of all the budget organisations.
Thus, this analysis gives a comprehensive view of the entire country.

In the course of the survey the organisations were asked to describe how they were affected
by the transition to the new accounting system, how they had prepared for the statutory changes
and compliance, what additional tasks the adoption of the new system required of them, and how
they evaluated the impacts of the application of accrual accounting after five years. The inquiry
focussed on the impact this new accrual-based accounting system had on the business manage-
ment of the given organisation and thus the efficient use of public funds.

The survey consisted of seven statements detailed in Table 2. Respondents evaluated the va-
rious topics (statements) on a Likert scale between 1 and 5, marking the extent they have come
across and agree them in recent years (1 - strongly disagree, 2 - disagree, 3 - neutral, 4 - agree,
5 - strongly agree). The first and the second statements are related to the results of the imple-
mented changes, while the latter five questions measure the effects on the everyday operations.

Table 2:
The seven statements in the survey

ST1 - The efficiency in the use of public funds has improved as a result of the public finance reform.
ST2 - Public sector budget management has improved as a result of the new accounting method.
ST3 - The adoption of the new accounting method has required additional tasks.

ST4 - The adoption of the new accounting method has required additional costs.

ST5 - Transparency in the use of public funds has improved.

ST6 - The management of public resources has become easier to access.

ST7 - The quality and information content of the statements has improved.

Source: The authors’ research

4.2. The applied statistical method

Our study analyses the impact of the public finance reform required for the adoption of the new
public sector accounting, including statutory changes, and the expansion of the audit regime pro-
moting compliance, in other words, the wider scope of control discipline on Hungary’s economy,
budget deficit, and developments in its net financing position. In the course of the survey, the hy-
pothesis was evaluated with the help of a cross-table analysis. A Chi? test was applied to establish
correlation, and the closeness of the relationship was checked by the Cramer’s V indicator. The
tests required for the analysis were conducted by the SPSS program package.

The cross-table analysis is used to analyse categorical (nominal measurement scale) data. Our
main goal is to provide information on the relationship between the results of the public finance
reform, the implementation of the new accounting method and the everyday operations of the
budget organisations. Our assumption is that there are evincible positive relationships between
the above-mentioned reforms and the ease of everyday operations.

As mentioned before, the first and the second statements of the survey were related to the re-
sults of the implemented changes, so these variables were compared the all the other variables.
In every dimensions of the cross-table analyses the values of the variables were the five different
(Likert scale) answers to the statements.

First, we applied the cross-table analysis to these statements:

« ST1-S8T2
+ ST1-ST5
- ST1-ST6
« ST1-ST7
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Secondly, we applied the cross-table analysis to these statements:
+ ST2 - ST3
- ST2-ST4
- ST2 - ST5
- ST2 - ST6
«- ST2 - ST7

4.3. Findings

An analysis of the variables reveals that a considerable ratio of the respondent organisations,
namely 73.5 per cent, was positive about the improvement in transparency and 90.3 per cent had
a favourable opinion on improvement in the efficiency of using public funds and on control. Re-
spondents thought that resource management had improved by 83.4 per cent and public finance
management by 81.5 per cent. Based on this, the respondents preferred the positive domains,
and consequently, the responses are not evenly distributed on a scale of 5. This concludes that
the respondents’ responses may not be considered random.

The surveys confirmed that every change was time-consuming and required high costs;
however, these costs were subsequently recovered. A key factor to have a major impact on
the success of conversion to accrual accounting was the fact that the general public finance
and political conditions, including demand for change and commitment to altering accounting,
had already been in place. Similarly to other countries, in Hungary the reform of public sec-
tor accounting required public sector organisations, as well as their supervisory authority, the
State Audit Office, to perform numerous additional duties. Public sector actors had to familiarise
themselves with the statutory changes and the technical conditions of accounting applications.
This learning procedure was facilitated by the Hungarian State Treasury and the Ministry for the
National Economy. However, in the first year the State Audit Office took the time required for
conversion to the new system into account, and reckoned with a grace period of a year, without
penalising public sector organisation for statements submitted with a delay.

4.3.1. Results of the cross-table analyses

The interrelationship between the variables (statements) presented in Table 2 were evaluated
by using the first two statements as target variables. One of the target variables (ST1) was the im-
pact of overall public finance reforms performed within national competence (Table 3), and the
other target variable (ST2) was the improvement in public sector budget management (Table 4).
The tables depict the correlations between the variables.

The reforms approved in a national competence represent the reform of public finance regula-
tion, which includes the transfer of rules-based practices and the transformation of the regulations

Table 3:
A cross-table analysis of the impacts of comprehensive public finance reforms performed
in national competence (ST1)

Improvement in budget management (ST2) Value Approx. Sig.
Cramer's V .597 .000
Contingency Coefficient .590 .000

N of Valid Cases 2425

Improvement in the transparency of public funds (ST5) Value Approx. Sig.
Cramer's V .662 .000
Contingency Coefficient .587 .000

N of Valid Cases 2425

Improvement in the management of resources (ST6) Value Approx. Sig.
Cramer's V .590 .000
Contingency Coefficient .700 .000

N of Valid Cases 2425

Improvement in the quality of reports (ST7) Value Approx. Sig.
Cramer's V .552 .000
Contingency Coefficient .555 .000

N of Valid Cases 2425

Source: The authors’ research
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applicable to business management in public finance. Consequently, the reform affected opera-
tive and strategic operation alike.

The statistical analysis of the responses revealed that the variable of comprehensive public
finance reforms performed in a national competence, in other words, the more efficient use of
public funds (ST1), which results from the said public finance reforms, correlates with conver-
sion to the new public sector accounting method in terms of performance. The variables repre-
senting improvement in budget management (ST2), in the transparency of resource manage-
ment (ST5), in management of resources (ST6), and in the quality of statements (ST7) have
stronger-than-medium correlations with the variable representing public finance reforms, as
the values of Cramer’s V indicators exceed 0.5, the measure of correlation strength (in the indi-
cators quoted, the correlation strength is considered as weaker than medium below 0.5; stron-
ger than medium above 0.5; and strong above 0.7 (Sajtos & Mitev, 2007)). In cases not inclu-
ded in the table (ST1’s correlation with ST3 and ST4), the variables did not show any correlation
during the statistical test with the comprehensive public finance reforms performed in a natio-
nal competence (Table 3).

The improvement on budget management variable (ST2) is meant to analyse the operative im-
pacts of reforms. This includes the public sector reform and the attributes of operation that affec-
ted business management.

Table 4 shows that a stronger than medium correlation can be detected between improvement
in public budget management resulting from changes in the accounting method (ST2) and the
variable representing transparency in public finances (ST5), as the values of Cramer’s V indicators
exceed 0.5. A similar finding was obtained in relation to the quality of statements (ST7), sugges-
ting that although the public finance reform caused additional costs (ST4), they were recovered
as a result of improvement in business management. The strength of the correlation with improve-
ment in public sector resource management (ST6) and with the additional duties caused by the
accounting record is weaker than medium (ST3).

Based on the two cross-table analyses summarized in Table 5, it can be established that the
change implemented in 2014 in accounting and the wide public finance reform performed in a na-
tional competence after 2010 have had a stronger than medium impact on the efficiency of using
public funds, and have had a similarly strong impact on increase in transparency. The public fi-
nance reform package undertaken in a national competence and the changes in accounting, per-
formed in 2014 in response to the EU’s expectation caused synergies, as the stronger than me-
dium relationship between ST1 and ST2 occurred.

Table 4:
A cross-table analysis of the impacts of changes in budget management (ST2)

Additional tasks were required (ST3) Value Approx. Sig.
Cramer's V .236 .000
Contingency Coefficient .317 .000

N of Valid Cases 2425

Additional costs were required (ST4) Value Approx. Sig.
Cramer's V 472 .000
Contingency Coefficient .555 .000

N of Valid Cases 2425

Improvement in transparency in public finances (ST5) Value Approx. Sig.
Cramer's V .567 .000
Contingency Coefficient .353 .000

N of Valid Cases 2425

Improvement in the management of resources (ST6) Value Approx. Sig.
Cramer's V 434 .000
Contingency Coefficient .523 .000

N of Valid Cases 2425

Improvement in the quality of reports (ST7) Value Approx. Sig.
Cramer's V .519 .000
Contingency Coefficient 412 .000

N of Valid Cases 2425

Source: The authors’ research
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Table 5:
Summary of the correlations between the seven statements

Source: The authors’ research

The data clearly reveal that in general, the public finance reforms performed in national compe-
tence have changed the framework of operation, while the operative management was improved
as a result of the accounting reform in relation to the quality of statements, resource management
and transparency. The direct impact of these factors is more marked as it has a more powerful ef-
fect on daily operation.

4.3.2. Additional observations

In the opinion of the leaders of the surveyed budget organisations, switching to the new ac-
crual accounting method naturally required additional duties (familiarisation with the new sta-
tutes, compilation of adjusting balance sheets and the transfer of book entries) as well as addi-
tional costs (participation in consultations, conferences, training courses, the adoption of new
accounting software, building new IT infrastructure). However, aside from such additional duties,
the new accounting system also offered numerous benefits, and ultimately, over the course of
years, the initial costs have been already recovered. In public finances the books have become
up-to-date, and moreover, the classifications have been rearranged, and the use of appropria-
tions complies with the relevant requirements. The appropriations disposable by public sector
organisations are traceable on a regular basis on the appropriation account maintained by the
Hungarian State Treasury for monitoring use. Based on all this, the appropriation account main-
tained by the Hungarian State Treasury and the books of public sector organisations continuous-
ly match throughout the year, and thus no unidentifiable revenue or expenditure entries, contin-
gent or temporary entries are left by the end of the year.

In general, it can be established that the new accounting method demands tight deadlines and
no entries may be booked in the system without appropriations. On the basis of appropriations,
developments in organisations’ management can be monitored on an uninterrupted basis. In ad-
dition to the generation of new reports, the new system also places the organisations’ efforts at
improving the quality of information generation in focus (Figure 1).

It is important to emphasise that the global financial crisis had a major impact on the Hunga-
rian economy and revved up the renewal of public finances as well as the adoption of an ac-
counting system suitable for measuring the efficiency of using public funds. Prior to the finan-
cial crisis, the Hungarian fiscal policy had been characterised by wanton overruns, and con-
trol were absent from the economy as well as transparency was missing. The high headline go-
vernment deficit, representing around 8 per cent, and the net external financing requirement
of about 8 per cent, recorded between 2002 and 2006, was unsustainable over the long term
(Figure 2).

As a result of the public finance reforms adopted after 2010, including the tightening of controls
and discipline, the Hungarian economy is now on a growth trajectory suitable for maintaining ba-
lance. After 2010, the headline government deficit decreased, and the net financing position of the
economy has been improving. Within this framework, the application of accrual accounting en-
sures transparency in public services and business management, as confirmed by 95 per cent of
the respondents included in the analysis.

5. Conclusions

The appropriate operation of the economy requires adequate and objective information for
the public sector and for market participants about the current financial and income situation of
and developments in businesses and non-profit organisation, other organisations, public sector
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entities. These pieces of information are indispensable for making decisions by the market and
public sector participants. Similarly to for-profit businesses active in markets, public sector enti-
ties are also expected to act on the principle of going concern, in other words, to prevent the ter-
mination or major reduction of business activity in the future. However, events, political decisions
and regulatory circumstances that prevent a public service organisation from financing its activi-
ty, and risk going concern. The adoption of accrual accounting in the public sector helps preven-
ting such cases.

In Hungarian public finances the provision of reliable and true information has considerably
been appreciated, and thus demand for conversion to accrual accounting and for the elabora-
tion of performance-based accounting have become emphatic. Based on all these, as a result of
the research, the following findings were established in relation to transition to accrual accounting
preceded by comprehensive public finance reforms:

Figure 1:
Distribution of responses to the question on improvement in the quality of reports (ST7)
Source: The authors’ research

Figure 2:
Government deficit and the net financing position of the national economy
Source: National Bank of Hungary (2020), Eurostat (2020)
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- the efficiency of business management has improved and has become more transparent, while
accountability has also improved;
- the management of public funds is more efficient, and decision-making is more successful as

a result of better information;

- the conditions required for the assessment of accountability and transparency in the audits per-
formed by the State Audit Office have improved;

- financial control has become more efficient as a result of accrual accounting;

+ the standard of reports has been improving year by year;

- the application of accrual accounting in the public sector was only successful in concert with
broad reforms in public finance.

Accrual accounting gives a full view of statements of assets and liabilities and ensures an
analytical approach to accounting entries. Due to the financial statements, it provides an over-
view of the organization’s assets for several years. The new accounting system serves higher
efficiency in business management, a more lucid, successful and uniform financial control, and
the mitigation of the risk of errors. However, increase in this standardisation, transparency and
control could not have been implemented without reconsidering and transforming the complete
public finance management and its legislation. Although more stringent regulations were also
available in Hungary prior to 2010, the enforcement of compliance failed to achieve the appro-
priate results, in other words, the problems of operation and business management risks were
due to the absence of discipline in business management and to reduced transparency.

Our statistical analyses proved that the improvement in business management, perceived by
public sector organisations, was in part due to the change in accounting, as a stronger-than-me-
dium correlations with the improvement in the quality of financial statements, increase in the trans-
parency of public finances and in efficient resource management were revealed. At the same time,
the comprehensive public finance reform performed in national competence had a more pro-
nounced effect upon the favourable development (in other words, on the improvement of trans-
parency in public finances, in the quality of reports and in the management of resources), con-
firmed by the existence of a stronger-than-medium correlation.

The conclusion can be drawn that the regulatory reform of public finances and the change in
public sector accounting had a combined contribution to the improvement in public sector funds
management, as these are the two factors with the most powerful influence. An analysis of the
strength of this correlation reveals that based on the values of Cramer’s V indicators, in the re-
spondents’ assessment, the reform of public finance regulation had the greatest impact on im-
provement in public finance management, however, without the application of accrual accoun-
ting, adopted at the EU’s recommendation, it could not have its impact fully felt.

As mentioned in the literature review, lots of EU members have already adopted accrual ac-
counting both on local and central levels. A further investigation would be necessary to compare
the results from the Hungarian changes with other EU members’ transition to the new accounting
system. This research should also take into consideration whether there were also reforms im-
plemented at the same time in public finance regulation. Thus, it could validate the combined ef-
fects of these changes. Fortunately, there are several existing studies focusing on specific coun-
tries both on central and local levels in the aspects of using accrual accounting: it is worth looking
at Paulsson (2006), Deaconu et al. (2011), Peter Van Der Hoek (2005) as a starting point for con-
ducting such a research.
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