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Accountability Has Always Been the

ornerstone
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By: Sam M. McCall, Ph.D., CGFM,
CPA, CIA, CGAP, and William Earle
Klay, Ph.D., CGFM,

Since its establishment in 1984, the
Governmental Accounting Stan-
dards Board (GASB) has promoted
the century-old belief that account-
ability is fundamental to govern-
mental accounting and, therefore,
both financial statement reporting
and performance measurement
reporting are properly included
within the term General Purpose
External  Financial = Reporting
(GPEEFR). The history of governmen-
tal reform over the last 100 years,
the actions of the American Insti-
tute of Certified Public Accountants
in the 1970s, and concept statements
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of the National Council on Govern-
mental Accounting and the Finan-
cial Accounting Standards Board
in the 1980s, shows GASB has been
following in the footsteps of prede-
cessor organizations. Even so, sev-
eral organizations have vehemently
opposed GASB's efforts to promote
performance measurement report-
ing within the context of GPEFR.

This article describes how differ-
ent viewpoints regarding the inclu-
sion of the concept of accountability
within governmentaccounting reflect
fundamentally different beliefs about
the responsibilities of the account-
ing profession. Our study of these
issues has made us aware of the pos-
sibility that defining accountability
as being outside GASB’s authority
could threaten accounting itself. To
reject accountability in government
accounting could weaken the role of
accounting in achieving accountabil-
ity in private sector and not-for-profit
organizations as well as in govern-
ments. The ultimate outcome of this
issue could affect GASB’s jurisdic-
tion, authority, direction and agenda
for decades to come.

Opposition to Including
Performance Reporting
in GPEFR

The Government Finance Officers
Association (GFOA) and seven addi-
tional public/political organizations
(the Big Seven) have consistently
objected to GASB including perfor-
mance measurement reporting as
part of GPEFR. Performance mea-
surement reporting is also referred
to as service efforts and accomplish-
ments,orSEA, reporting. Theybelieve
GASB's efforts to promote reporting
performance information to citizens
infringes on elected officials’ policy-
making prerogatives. They argue
GASB has an “ill-defined” concept
of accountability, one that is outside
the scope of GASB’s authority, and
that performance reporting should
be restricted to the budget process,
where neither GASB nor any other
organization has authority to estab-
lish reporting standards.!
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In 2007, GFOA sought to abolish GASB and transfer the responsibility for
establishing governmental accounting standards to the Financial Accounting
Standards Board (FASB). The Financial Accounting Foundation (FAF) that over-
sees both FASB and GASB rejected the request and reaffirmed its support for
GASB. GFOA has decided not to pursue the issue at this time because of the
possible effect that international accounting standards may have on FASB, and
not because it agrees with the FAF reaffirmation.

GFOA believes that the concept of accountability applies primarily to the
making and execution of public policy as it is decided in the budgetary pro-
cess. They see citizens as responsible for holding elected officials accountable
through the ballot box. The GFOA/Big Seven perspective, however, limits the
responsibility of government accounting to reporting financial transactions-
based information. Arguing that GASB only has authority to address the finan-
cial transactions aspects of accounting, they conclude that accountability is
beyond GASB’s jurisdiction.

GABSB has said that accountability is a cornerstone of accounting and involves
the responsibility to explain one’s actions to external stakeholders including
citizens. GASB Concepts Statement No. 1 states:

“Government accountability is based on the belief the citizenry has a ‘right to know,
a right to openly declared facts that may lead to public debate by the citizens and their
elected representatives. Financial reporting plays a major role in fulfilling government’s
duty to be publicly accountable in a democratic society.”

Accordingly, GASB has included within GPEFR the reporting of both financial
transaction-based information and performance measurement information.

Accountability Frameworks

Accountability is integral to private sector accounting. The private sector
accountability framework promulgated in law and through FASB, is based upon
the concept of stewardship. Business directors and managers are obligated to
report the results of their stewardship, especially through financial statements,
to owners and other investors. Accounting is primarily obligated to serve the
decision needs of investors. The information needs of business directors and
managers are important but secondary. The primary measures of performance,
profitability and shareholder return on investment, are ascertainable from the
financial statements.

The government accountability framework that GASB promotes is also based
upon stewardship. As stewards of money received from taxpayers and bond
buyers, government officials are obligated to report the results of their stew-
ardship, but they face a dilemma—governments’ financial statements alone
exclude the primary measures of the stewards’ performance. Profitability is not
the objective of government. Its stewardship reporting obligation, therefore,
can only be fulfilled by linking financial information to information about the
quantity and quality of services rendered. As in the private sector, accountants’
reporting obligations extend first to owners (citizens) as well as other investors.
Stewardship obligations clearly elevate the responsibility for financial reporting
in government beyond reporting to management.

GASB Framework is Grounded in Both Accounting Theory and
Democratic Governance Theory

The democratic governance perspective was central to the progressive reform
movement of the late 19th and early 20th centuries. The theory was advanced
later in the 20th century through research in bureaucratic politics and democracy
theory. A democratic governance perspective was also advanced in account-
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ing through the work of the American Institute of Certified Public Accountants
(AICPA), the National Council on Governmental Accounting and FASB.

The New York Bureau of Municipal Research

To understand performance reporting as integral to accounting and account-
ability in the context of democratic governance, one must go back to the gov-
ernment reform efforts of the New York Bureau, incorporated as a charitable
organization in 1906. One of its three founders was Frederick A. Cleveland
who taught in the nation’s first academic program in accounting at New York
University. CW. Haskins, the first dean of the program and Cleveland’s men-
tor, wrote a pioneering textbook on governmental accounting. The progressive
founders of the bureau viewed citizens as owners of government who deserved
to receive information about both the costs and performance of government
organizations. Armed with such information, citizens could vote in leaders who
would seek more efficient and effective government. They called this concept
“efficient citizenship.”

The reporting obligations of governmental accounting, in the context of
“efficient citizenship,” clearly went far beyond just the reporting of informa-
tion derived from financial transactions—though the importance of doing that
well was certainly stressed. In addition to reporting financial transaction-based
information, government accountants became obligated to account for costs in
ways that could be aligned with performance information derived from other
sources. The bureau was a pioneer in developing methods for assessing perfor-
mance. Failure to link financial information with performance information was
seen as leaving citizens in the dark, thus weakening their ability to hold public
officials accountable.

The Early Work of ICMA (1920s-1950s)

Progressive reformers gave rise to the city management profession and ICMA
(now called the International City/County Management Association), which
promoted the innovations of the New York Bureau. ICMA became a major pro-
ponent of performance reporting, believing it essential to local democracy by
helping maintain an informed citizenry. Several public organizations that are
part of the “Big Seven” today supported the work of ICMA. 3

Democracy Theory in the 1940s-1950s

By the 1940s, scholars began to emphasize strongly that government is about
much more than efficiency, or dealing with “facts” alone. Democracy theory
puts forth the view that government is not about efficiency alone; it is about
striving to meet citizens’ needs in a democratic society. In private sector mar-
kets, efficiency is key; in government equity, consensus and citizen satisfaction
are also important. Even today, we continue to see a continued primary focus

These organizations clearly
saw GPEFR as being
broader than reporting
information derived solely
from financial transactions.
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on efficiency in the accounting, bud-
geting and auditing literature. Only
recently has Government Auditing
Standards (2007) recognized that gov-
ernment officials are responsible for
administering programs economi-
cally, efficiently and effectively, but
additionally, ethically and equitably.

Summary of Public
Administration Literature

For the past century, public admin-
istration theory has presumed the
right of citizens to receive information
that is requisite to making informed
voting decisions. This obligates man-
agement to report to citizens on the
operation of their government. Since
it is impossible to ascertain efficiency
without information on both costs
and outputs and cost and outcomes
(efficiency is a ratio of these), this
theoretical perspective requires the
linking and reporting of information
derived from both accounting and
performance measurement. Report-
ing performance measurement to citi-
zensis essential to help them ascertain
performance related to such issues as
equity and citizen satisfaction.

Public Sector and Nonprofit

Accounting Prior to 1984

In 1972, AICPA appointed the
Trueblood Committee. The commit-
tee recognized that financial state-
ments are not important solely for
making economic decisions; they
are also important for reporting on
activities affecting society. Further,
since reporting revenues received
has limited value for assessing
performance in government and
not-for-profit entities, other types
of performance measures that are
appropriate to identified policy goals
are needed.!

Issued in 1978, FASBs Concept
Statement No. 1 on the objectives for
financial reporting for business enter-
prises recognized financial reporting
as extremely broad and not restricted
to information communicated by
financial statements. An exploratory
study issued by FASB that same year
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concluded, in concept, that financial
accounting in nonbusiness organiza-
tions needs to include information
about management performance.

In its Concepts Statement No. 4 on
financial reporting for nonbusiness
organizations, issued in 1980, FASB
concluded that the absence of a single
indicator of performance comparable
to a business enterprise’s profit neces-
sitates the reporting of other indica-
tors of performance. Accordingly,
information on the service efforts and
accomplishments of an organization
expressed in units other than money
is likely to be needed. Last, FASB
observed it was aware of no evidence
that the objectives in its Concepts
Statement No. 4 are inappropriate for
GPEFR for governmental units.

Governmental Accounting
Prior to 1984

In 1980, the National Council on
Governmental Accounting (NCGA)
concluded, in its “Blue Book,” that
financial reporting should provide
information useful for making politi-
cal and social, as well as economic,
decisions. Further, the NCGA con-
cluded that information for evaluat-
ing managerial performance should
not be limited to financial data. The
NCGA followed up in 1982 with Con-
cepts Statement No. 1, Objectives of
Accounting and Financial Reporting for
Governmental Units. The Statement
reflected the NCGA’s conclusion that
information on managerial perfor-
mance helps in evaluating results,
including effectiveness and equity.

Summary of Accounting
Literature Prior to the

Establishment of GASB in 1984

AICPA, NCGA and FASB all rec-
ognized that profitability is not a
sufficient measure for nonbusiness
enterprises. All three organizations
recognized that both financial and
nonfinancial measures are needed
to inform citizens. These organiza-
tions clearly saw GPEFR as being
broader than reporting information
derived solely from financial transac-
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tions. The accounting and accountability framework they envisioned, while not
established at the time, went beyond traditional financial statement reporting.
In short, GASB’s approach to accountability is rooted in democratic theory as
well as in a view of isomorphism toward accounting, namely that government
accounting should be as obligated to report performance to citizens as does pri-
vate accounting to shareholders.

Competing Viewpoints

The future of governmental accounting will be determined largely by the
ways in which conflicts between two contrasting viewpoints will unfold and
be resolved. Each viewpoint is grounded in a different paradigmatic frame-
work. GASB'’s actions have reflected an “expansive” viewpoint in the belief that
the stewardship obligations of government leaders require them to report both
financial and performance information. Others have reflected a “constrained”
viewpoint in the apparent belief that governmental accounting is somehow
threatened by reporting performance information. Figure 1 presents a typology
of the two viewpoints.

The constrained viewpoint makes two assertions that are of vital impor-
tance—standards-setting must not infringe upon legitimate policy-making
prerogatives of public officials, and the credibility of the reporting of financial
transaction-based information must not be lessened. GASB’s actions over the
past quarter century clearly evidence its commitment to both assertions. GASB'’s
governance structure is designed to enhance its neutrality and competence in
standards-setting and its insistence upon extensive due process deliberations
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Figure 1: The Constrained and Expansive Views of Government Accounting
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reflects a continuing commitment to protecting the integrity of governmental
accounting and financial reporting. Recent actions by GASB, in its Concept
Statement No. 5, stress that it is beyond the scope of GASB to establish policy
goals and objectives for state and local government. Rather, GASB has provided
a framework for use in developing suggested guidelines (not standards) for
those governments voluntarily choosing to report SEA.

The expansive viewpoint makes one assertion of vital importance—that the
stewardship obligations of public officials obligate them to report performance
information as well as traditional transaction-based information. Great strides
have been made over the last 25 years to bring transparency and understand-
ability to government accounting. We must identify ways to preserve the cred-
ibility of transaction-based accounting while also meeting the accountability
needs of citizens.

Discourse between advocates of the two viewpoints will be critical. Mod-
ern philosopher Jurgen Habermas cautions professional organizations against
limiting discourse and excluding the “knowledge and conscience of citizens.”
Additional dialogue and trust is needed among all who are involved in shaping
the future of government accounting.®
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A Roundtable Discussion With GASB
Board Members Past & Present

Edited by Dean Michael Mead

The events commemorating the Governmental
Accounting Standards Board's (GASB) 25th
anniversary in June featured a roundtable
discussion with all but two of the surviving
former GASB members and all seven of the
current members, including all three GASB chairmen. The discussion
was moderated by David R. Bean, CPA, GASB director of research and
technical activities since 1990. This article presents excerpts from the
first question posed at the roundtable. The remainder of the roundtable
can be read at www.gasb.org/roundtable/06-02-09_transcript.pdf.

Accountability Has Always Been the Cornerstone of Accounting
By: Sam M. McCall, Ph.D., CGFM, CPA, CIA, CGAP,

and William Earle Kiay, Ph.D., CGFM

This article describes how different viewpoints regarding the inclusion
of the concept of accountability within government accounting reflect
fundamentally different beliefs about the responsibilities of the account-
ing profession. Our study of these issues has made us aware of the
possibility that defining accountability as being outside GASB's authority
could threaten accounting itself. To reject accountability in government
accounting could weaken the role of accounting in achieving account-
ability in private sector and not-for-profit organizations as well as in
governments. The ultimate outcome of this issue could affect GASB's
jurisdiction, authority, direction and agenda for decades to come.
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Is the Federal Accounting Standards Advisory Board
Independent? Can the Federal Accounting Standards
Advisory Board Be More Independent?

By: James Patton, Ph.D., and David Mosso, CPA

This article analyzes the independence of the Federal Accounting
Standards Advisory Board (FASAB). The authors conclude that FASAB
is not independent in the AICPA Rule 203 sense. Suggestions are made
for how FASAB might be more independent.
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