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THE NEW ACCOUNTING MODEL OF THE SWISS CONFEDERATION

Executive summary

In light of the growing demands on financial management, the decision was taken to
overhaul the Swiss Confederation’s accounting system. The New Accounting Model (NAM)
—1in use for the first time in the 2007 budget and the 2008-10 financial plan - contains two
fundamentally new approaches.

First of all, the New Accounting Model takes a dual perspective in presenting the
Confederation’s financial processes and circumstances. For overall fiscal policy
management in accordance with the debt containment rule, which requires a balance
between revenue and expenditure, the cash or financing aspect remains the focal point.
This is conveyed in the financing and cash flow statement. However, in terms of
administrative and operational management, the performance aspect now takes centre
stage. As in the private sector, this is displayed in the income statement and supplemented
with operational cost accounting. This makes a substantial contribution to ensuring the
efficient and effective use of funds.

Second, the Confederation’s financial reporting under the NAM is based on the
International Public Sector Accounting Standards (IPSAS), the only comprehensive and
generally accepted set of guidelines for the public sector. This ensures transparency and
continuity in financial reporting, producing more meaningful financial statements.
Moreover, the new accounting structure and the transition to business-oriented
accounting practices brings the Confederation closer to the accounting standards of other
public authorities and the private sector, thereby improving comparability. In turn,
transparency and comparability facilitate the job of financial management and help
generate confidence among the public.

The overhaul of the accounting system simultaneously affects the accounts structure,
the preparation of accounts, budget management and financial reporting, as outlined
below in the main features of the New Accounting Model.

The accounts structure is more or less based on the model used in private industry,
comprising the income statement, the balance sheet, and the financing and cash flow
statement. The income statement, which is drawn up at the level of the administrative unit
and consolidated at federal level, is now an important element in the financial statement
of the Confederation. It forms the basis for the appropriation of credits and for deriving the
financing approach. The income statement compares expenses (decrease in value) from
one accounting year with the corresponding revenue (increase in value), showing in its
balance the net surplus, which is posted in the balance sheet as profit or loss.

The balance sheet provides information on the Confederation’s asset and capital
structure and shows in its balance the accumulated deficit from the previous years (or
equity in the case of a surplus). Its layout has changed only slightly under the NAM.
However, the balance sheet is now drawn up at the level of the administrative unit for the
first time.
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THE NEW ACCOUNTING MODEL OF THE SWISS CONFEDERATION

The financing and cash flow statement (FCFS) is used for calculating overall financing
requirements. In its financing section - basically like in the old financing statement - it
shows receipts and expenditures and is therefore of particular importance in overall fiscal
policy management, which seeks to balance the budget. The FCFS is derived from the
income statement and the balance sheet and disclosed for the Confederation as a whole.

Finally, investments are posted separately at the level of the administrative units for
the purpose of appropriating credits — a characteristic feature of public accounting. (As this
involves flows of funds, Parliament has to be able to determine investment expenditure to
ensure it remains within the debt containment rule.) Investments are combined with the
items from the income statement to form what is known as the credit view.

Budgeting, accounting and financial reporting are carried out under the NAM in
accordance with standard business practices, i.e. taking a performance approach. All assets
are now posted in the accounting period in which they are consumed or created (“accrual
accounting and budgeting”). In addition, events of merely book-entry nature,
e.g. depreciation, are now posted. Now that the balance sheet items are valued in
accordance with the “true and fair view” generally used in the private sector, which
replaces the prudence concept from the Code of Obligations, there are a number of
valuation changes - some quite substantial - with respect to the old balance sheet.

Budget management under the NAM follows the dual control principle. The
administrative units are now managed on the basis of the income statement and
statement of investments as well as operating cost accounting. Of significance here are
both the fiscal policy criteria of Parliament (budget decision) as well as the business-
oriented viewpoint of the administrative units (budget implementation). The systematic
decentralisation of credit responsibility and the introduction of internal service charges
promote a sense of cost awareness and an economical use of funds. Together with the
introduction of the NAM, the FLAG model (German acronym for “management by
performance mandate and global budget”) is extended to numerous other administrative
units.

However, there are only few changes in terms of overall fiscal policy management,
where the financing and cash flow statement continues to play a central role in managing
the debt containment rule (“debt brake”). Likewise, the financial plan remains the central
steering instrument of the Federal Council and Parliament in setting (fiscal) policy
priorities in medium-term task planning.

Financial reporting has been given a complete makeover in the NAM, now including
additional content. It is thus more meaningful than the previous system. Thanks to its
modular structure, the various stakeholder groups can now quickly gain an overview of the
asset, earnings and financial situation of the Confederation and, if necessary, access more
in-depth information.

Through the introduction of its formal structure, the NAM project has reached an
important milestone and entered a new phase. This does not bring to an end the various
developments introduced with the NAM to optimise overall fiscal policy management and
create a new public management system focusing on business-oriented principles. Rather,
the NAM should be seen as an ongoing process of learning and adaptation that requires
updating and practical use to ensure continuous improvement.
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1. A new federal accounting model

In every organisation, accounting is a financial reflection of its economic processes
and circumstances. Accounting has the role of presenting information of financial
relevance that is needed for the successful management of the organisation. It also serves
to provide a wide range of stakeholders with accurate details about the course of business
and the financial impact thereof. Accounting thus serves two fundamental purposes:

e First, it should render an account to the outside world. Stakeholder groups such as
shareholders and creditors, or - in the case of the public sector - the Parliament, political
parties and taxpayers, should be told where value has been created or lost in the
previous period, the sources from which money has been received and how this has been
spent, and finally, how the financial situation has evolved over the period. Armed with a
transparent, coherent and standardised report and presentation of these facts, the
relevant parties can then exert their influence on the future of the organisation within
the scope of their rights and obligations. In addition, accounting should also - like a
financial diary - provide the basis for testing the legality of financial operations.

e Second, accounting should support financial and operational management by taking an
inward look at the organisation. The availability of detailed and specific information
enables those responsible to steer business processes in accordance with their mandate
and to perform them economically. Accounting thus plays a role in internal
management and decision making.

These basic functions are performed with the help of various systems. What is most
important is that the accounting model be structured to match the organisation’s
management standards and objectives and to meet the users’ information requirements.
In turn, these factors depend on the organisation’s objectives and mandate and on its
institutional position.

1.1. Accounting differs between the private and public sectors

In the private sector, accounting focuses on the process chain to “invest — create and
use up value - refinance”. In other words, profitability and liquidity lie at the centre of all
private sector actions and decisions. The central elements of accounting are thus the
income statement, the cash flow statement, the balance sheet and a carefully honed
internal cost accounting.

Unlike in the private sector, the main priority in the public budget, funded in advance
by taxes, is not profit but equilibrium between spending and income. The financing
approach is thus of particular importance. This is especially so in the case of the Swiss
Confederation, with its high level of transfer spending (“subsidies”) and a relatively low
level of operating spending, with a mostly steady level of investment expenditures and a
budget size that is relevant in macroeconomic terms.

1.2. The financing statement: the cornerstone of the old federal accounting system

In the past, the federal accounting system had at its heart its financing statement.
This shows the revenue and expenditure resulting from the fulfilment of the mandate and
subdivides these further by administrative unit and purpose. At an aggregate level, the
balance shows the extent to which the Confederation’s current expenditure and
investments are covered by revenues. The financing statement was used simultaneously
for both internal and external purposes: as a financial reflection of the Parliament and
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government’s programme, it rendered account to the outside world whilst, at the same
time, it served as a management and information tool for setting priorities in fiscal policy,
for managing credits for administrative units and the overall budget, and for analysing the
economic impact of the Confederation’s financial management.

The previous federal accounting system also had an abridged income statement,
which was derived from data in the financing statement. This was used to determine the
impact of budget management on assets and liabilities, i.e. the balance sheet. Both the
balance sheet and the income statement were drawn up at federal level only, and not for
the individual administrative units. Furthermore, the income statement gave no details
about the individual types of expense and revenue, which had to be estimated with a
statistical income statement (Figure 1).

Figure 1. The former federal accounting model

Financing statement Income statement
Expenditure Revenue Expenses Income
Current expenditure Current revenue ——) Excess expenditure Surplus income
Investment expenditure | Investment revenue Book expenses Book income

Liabilities Capitalisations
Balance Balance
(Excess expenditure or surplus revenue) e (Excess expenses or surplus income)
Balance sheet Statistical income statement
Assets Liabilities Total expenses | Total income
Financial assets Debt capital
Operating assets Precautionary value Balance
adjustment
Special financing Special financing
Deficit Surplus P Separate accounts

For many years, the former federal accounting system, centred on the financing
statement, satisfied the needs of external information and strategic policy management.
However, a number of flaws in the system began to emerge in recent years as the role of
business management in the public sector came to the fore.

1.3. Increasing demands on public management - and on its accounting

As the public mandate broadened in scope, with growing expectations on the quality
of state services, a number of reforms have been undertaken in recent years to improve
operating efficiency and efficacy in the public sector. This calls for — apart from the issues
of strategic policy — a public management system that concentrates not just on legal
correctness but also on the costs and outcome of its actions.

Of course, broader management goals mean new information resources. Thus, the
Confederation set about overhauling its accounting system more or less in parallel with the
reforms in government and public management. It was clear from the start that an
efficient accounting model would still have to portray the financing approach - after all,
this forms the basis for overall budget management. However, from now on, the financing
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statement takes a back seat to a complete income statement, which focuses on the
operating level and, most especially, operating cost management.

Together with the generally accepted public sector accounting standards, this dual
approach lies at the core of the new federal accounting model.

1.4. The objectives of the New Accounting Model

With the New Accounting Model, the Confederation wants to provide transparent and
comprehensive information on its earnings, financing and asset situation. This
information should allow decision makers and stakeholder groups to make a reliable,
differentiated and appropriate assessment of the Confederation’s financial circumstances
and processes and to deduce goal-orientated decisions. The reform focuses on two main
objectives:

e In line with the greater need for control, the accounting model should adopt a dual
approach to the Confederation’s financing and business management.

The financing approach - conveyed in the financing and cash flow statement - is
relevant for reconciling expenditure and revenue, as specified in the debt containment
rule. It is significant when it comes to setting priorities in spending policy and in
medium-term financial planning. As this approach shows the financial impact of the
government’s actions, it is also important for the political parties and taxpayers, as well
as for economic studies and comparisons.

The performance approach — now shown in the income statement - displays the
expenses and income that the administrative units incurred or generated in the year
under review. Together with an extended cost accounting system, this provides the key
management information required for efficient and effective running of the
administrative units and enables those responsible to identify and utilise their scope for
action. The presentation of actual cost ratios is also informative at a strategic level.

The financing and performance approaches each interpret the federal budget from a
different perspective, and the information they contain fulfils two different
management roles. Nonetheless, both viewpoints are critical: they complement each
other and together form a comprehensive overview.

e The second objective - transparency - refers to the quality and form in which the
financial processes and circumstances are shown. Transparency in an accounting
system is a quality that is both highly demanding and multifaceted. Transparency
means that the financial circumstances are disclosed in a manner that is equally factual,
clear and understandable.

Continuity and compatibility are also important: only then can comparisons be made
over time and with respect to other public authorities. Finally, the ultimate objective of
creating transparency is to generate trust among all the individuals and institutions
concerned by the accounting results.

Transparent and reliable information depends on consistent, recognised principles in
accounting, bookkeeping and financial reporting. The New Accounting Model is
therefore largely based on the International Public Sector Accounting Standards (IPSAS),
which were specially drafted and refined with the public sector in mind. In taking its cue
from these standards, which in turn are based on the IFRS/IAS standards used in the
private,sector (International Financial Reporting Standard/International Accounting
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Standard), the federal accounting system is taking a big step towards harmonisation
with other public authorities and the private sector. It also facilitates international
comparisons, making it easier to understand the accounts and form an opinion, which
also adds to transparency.

In order to meet these two main overriding objectives, the federal accounting model
has been completely restructured.

1.5. What is new about the New Accounting Model: an overview

The New Accounting Model contains new features at all levels. These concern the
basic structure of the model with its individual accounts, the principles of budgeting,
accounting and the preparation of annual financial statements, budget management and
financial reporting. As an overview and, at the same time, a preview of the following
sections, the most important new elements are briefly outlined here:

e New structure of the basic model: The basic components of the New Accounting Model
are — largely in keeping with the financial statements of private companies — the income
statement, the balance sheet and the financing and cash flow statement. At the level of
administrative units, investments are posted separately. This statement of investments
is combined with the items from the income statement for the purpose of credit
appropriation to form the “credit view”, which is being introduced as the new budget
format at the level of administrative units.

e Income statement as the cornerstone: The income statement is the foundation for
accounting and budgeting, performed on a decentralised basis in the administrative
units, and for the Confederation’s budget and state accounts, which are prepared in the
central accounting system.

e Transition to a business-oriented accounting system: This is based on the principle of
accrual accounting and budgeting, whereby all revenues and expenses are posted in the
period in which they are actually incurred. Also, accounting now includes transactions
that are merely incurred in book-entry form and have no financing consequence, such as
depreciation or provisions. Both of these rules are fundamental to the performance
approach.

e Adaptation of principles for preparing the annual financial statements: In following the
International Public Sector Accounting Standards (IPSAS), the new accounting system
ensures transparent state accounts and a high standard of financial reporting. This
improves the level of comparability with other public authorities and with companies in
the private sector. In the balance sheet, in particular, the application of new principles
results in significant valuation adjustments.

e Budget management: The financing statement remains in the foreground for overall
fiscal policy management of the federal budget with respect to the debt brake. Likewise,
the three-year financial plan remains a central tool for the Federal Council and
Parliament. The new information media provide a clearer picture of the federal budget
as a whole, the spending trends in the various task areas, and the financial situation
within the administrative units.

The underlying principle of dual control in the New Accounting Model results in some
completely new features, particularly for the administrative units, which are now
managed on the basis of the income statement and the statement of investments as well
as operational cost accounting. Along with the credit responsibility being further
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decentralised to the consumer units, the improved management information fosters
greater cost awareness and value-for-money public management. Furthermore, the
FLAG model will be extended to numerous other administrative units.

e Internal service charges: For certain areas, the exchange of goods and services within the
federal administration is treated as a credit. With the use of internal service charges, the
Confederation wants to raise the level of cost transparency in public management and
also create competition between internal suppliers and with external competitors. Both
of these objectives aim to improve operating efficiency. The application of internal
service charges is only possible if the service provider uses cost and performance
accounting.

e Cost accounting: Internal service charges are being introduced at federal level along with
cost accounting. Three standards ensure a flexible application of cost accounting,
tailored to match the administrative units’ specific information requirements. The
expansion of management information allows a focused cost management for the
administrative units and, at a federal level, the use of benchmarking tools.

e Financial reporting: Reporting has been given a complete makeover, which includes new
content. With the new, modular structure, the various user groups can learn about
federal finances rapidly and in the desired level of detail. The new financial reporting
strives to present a factual, clear and understandable picture of the Confederation’s
earnings, financing and asset situation. One new component of reporting is the
extended notes section, which provides additional information on the budget and
financial statements.

With these new elements and, in particular, the introduction of the dual approach, the
New Accounting Model aims to present the federal budget in a comprehensive and
transparent manner. It differentiates between and, at the same time, combines the fiscal
policy and business-oriented point of view and allows for a high standard of
management of federal finances.

2. Structure of the New Accounting Model

The structure of the New Accounting Model can be outlined in three steps. The first
step is to ask which basic information the accounting is supposed to present. This question
leads to the three fundamental components of the model: the income statement, the
balance sheet, and the financing and cash flow statement. In terms of function, these are
closely related to the elements of the private sector model. As an additional feature of
public financial management, the New Accounting Model also shows capital expenditure
(investments). This is important for the appropriation of credits by Parliament and -
together with the items from the income statement - is used to form the so-called credit
view.

The second step is to decide on how to structure these basic components by
determining their layout. Here, too, the information requirements of management are
decisive. Whilst a condensed image of the Confederation as a whole is sufficient for the
overall management of fiscal policy, the administrative units and departments require
additional information for the smooth running of their financial management. At the same
time, the individual accounts must be structured such as to enable comparison at a
domestic and international level.
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Finally, the third step is to connect the various components. This is done with the
standard schedule of accounts, of which the detailed charts of accounts relate the
components at all levels of the federal administration - from the administrative units to
the departments and up to the Confederation itself — and integrate the accounting model
both horizontally and vertically.

Figure 2 gives an overview of the basic components of the New Accounting Model,
their positions in the system, and their breakdown and relationships.

Figure 2. Position, breakdown and relationships of the basic components
in the New Accounting Model

Administrative units Confederation

Administrative units account
Credit view

Financing and
cash flow statement

Accounting Cammmee 4 INncome statement

Income statement

(data entry)

Ordinary current expenditure
Ordinary current revenue

- Personnel Ordinary operating expenses
" Receivables Ordinary operating income
" Payables
" Finance
_ Operative assets

Ordinary operating expenses
Ordinary operating income

Ordinary investment expenditure
Ordinary investment revenue

Ordinary operating result Ordinary operating result

Financial result Financial result Ordinary financing balance

Ordinary result Ordinary result

Extraordinary current and
investment cash flows

v

Extraordinary result Extraordinary result

——— B Annual net surplus (deficit) Annual net surplus (deficit) Financing balance

Flow of funds from debt financing

Flow of funds from changes in net
financial assets

Ordinary investment balance

Extraordinary investment balance

Change in funds
Net investments

A4

Ly Balance sheet Balance sheet
L

The use of a uniform standard schedule of accounts and the same account structure
throughout the federal administration ensures a seamless system that forms a unified
whole. All sections of the financial statement of the Confederation are based on the same
financial data, which are recorded decentrally by the administrative units according to the
same rules: the financial accounting uses the actual values, whilst the planning module
uses the target values from the budget and financial plan. The benefits are obvious:
through the standardisation of financial processes — documented in a clear and
comprehensive manner and protected with a uniform internal control system — and the
removal of interfaces, the new system is clearly more resistant to errors. The financial
information gains in quality and reliability and is an ideal support to management at all
levels.

The following paragraphs outline the information provided by the system’s basic
components, how these components are structured, and the role they play in fiscal policy
and business-oriented management.
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2.1. The income statement records expenses and income and shows the annual result

The income statement is now more complete in the New Accounting Model. It forms
the basis for accounting, the preparation of financial statements and budgeting for the
administrative units and in the central accounting system. Above all, however, it conveys
the profit and loss view, which is important for operational management.

The income statement shows the resources consumed by the Confederation during
the accounting period and the values it has created. Its main components on the revenue
side are income from taxes, duties and fees. On the expenses side, the income statement
shows the loss in value stemming from the Confederation’s activities (operating expenses),
which also includes depreciation, the expenses for subsidies and contributions to other
budgets (transfer expenses) and expenses for earmarked funds in liabilities (e.g. volatile
organic compounds incentive tax). The balance of income and expenses produces the
annual result, which is posted in the balance sheet as a surplus (“profit”) or a deficit
(“loss”).

As the income statement compares expenses and income, i.e. value flows (and not
revenue and expenditure which, as flows of money, come under the cash flow statement),
it is drawn up according to standard business practice. Two rules are important here, both
of which are completely new in federal accounting:

e First, income and expenses are posted in the accounting period in which they are
incurred (“accrual accounting”). This follows what is known as the realisation principle,
where an amount for a service is posted at the time of delivery. In the case of taxes and
transfer payments, the critical time is the point at which the service exists in a legally
binding manner or the amount is owed in accordance with the subsidy order. In the case
of period-specific events, such as rent or insurance premiums that extend beyond the
accounting period, the total amount is divided and spread over the accrued and deferred
income account in the balance sheet.

e Second, the income statement also records those value flows that do not result in any
direct flow of money and thus occur only in book-entry form. Examples of such events
are depreciation among the expenses or withdrawals from provisions on the income
side.

The income statement is drawn up in three stages, the first of which records the
ordinary operating income and expenses. The result shows the increase or decrease in
assets from this area. The second stage also takes into account the financial result, which
compares the financial income with financial expenses, and produces the ordinary result
as a whole. Finally, in the third stage, the extraordinary transactions are also recorded, as
specified in the debt containment rule. The bottom line is the net surplus, which then
enters the federal balance sheet as an increase or decrease in assets.

This covers the general layout of the income statement. In addition, there is the
distinction between operating expenses and transfer expenses. This gives the
administrative units sufficient scope to break down the function-specific expenses, which
lie at the centre of operational management. The ordinary income from the first stage is
differentiated into fiscal income and income from royalties and concessions as well as the
payments for individual services provided by the Confederation (Figure 3).
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Figure 3. Structure of the income statement

Income statement

Ordinary income

* Tax income

« Royalties and concessions

+ Other income

* Net income from earmarked funds in liabilities

Ordinary expenses

* Operating expenses
* Transfer expenses
* Net expenses to earmarked funds in liabilities

Ordinary operating result (level 1)

Financial income
Financial expenses

Financial result

Ordinary result (level 2)

Extraordinary income
Extraordinary expenses

Extraordinary result

Annual net surplus (deficit) (level 3)

The income statement has this same layout at all levels of the federal administration.
Differences exist in the details, which are adapted to meet the specific information
requirements of the various management levels:

e At the overall federal level, the income statement is used for determining the net
surplus, which enters the balance sheet as a change in assets, and for a financial
analysis of the Confederation’s activities. The income statement gives a condensed and
consolidated overview of the course of business.

e At the level of the administrative unit and department, the income statement forms an
important basis of (financial) management, which is increasingly run according to
standard business practice. Cost transparency plays a major role here. At this level, the
income statement is therefore more detailed, now also including — as another milestone
in accounting and public management - the items for internal services. Hence the
income statement shows clearly and fully how much it costs to run a federal office or
department.

e Finally, the income statement also forms the basis for drafting the budget and the
financial plan that Parliament determines by credit appropriation for each
administrative unit. As financial flows as well as profit or loss are of decisive importance
at this policy steering level, the expenditures and revenues generated by capital
investment must also be clearly shown. That is where the investment account comes in.

2.2. The statement of investments discloses the money flows from investments

For the purpose of credit appropriation, each administrative unit prepares a statement
ofsinvestmentsyTherstatementyof| investment shows the inflow and outflow of financial
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resources due to investment activity during the accounting period. (In the private sector,
such financial transactions are recorded directly as an increase or decrease in assets and
liabilities in the balance sheet.) The statement of investments shows spending on capital
goods, loans, participations and capital investment contributions. These expenditures are
compared with the income from the sale of capital goods and participations and the
repayment of loans and capital investment contributions. The balance indicates the net
financial flow from ordinary investment activity. Extraordinary capital income and
expenditure are posted separately for debt containment management purposes. A general
layout of the statement of investments is shown in Figure 4.

Figure 4. Structure of the statement of investments

Statement of investments

Investment revenue

« Decrease in tangible assets

« Decrease in intangible assets

« Loan repayments

« Disposal of financial participations

« Repayment of investment contributions

« Extraordinary investment revenue

Investment expenditure

« Property, plant and equipment
« Intangible assets

* Loans

« Financial participations

« Investment contributions

« Extraordinary investment expenditures

Net investment

At the overall federal level, it is not necessary to prepare a separate statement of
investments. The investment expenditures and receipts form part of the financing and
cash flow statement and are listed there in a separate section.

However, as investment expenditures and receipts are important for the appropriation
of credits, they appear - along with the items from the income statement - in the account
of the administrative units. This account is presented as the budget to the Parliament for
consultation and approval and is therefore also called the credit view.

2.3. The credit view shows those items on which Parliament rules when preparing
the budget

The accounting of the administrative units comprises all the main items from the
income statement and statement of investments. It is subdivided institutionally into
departments and administrative units. Its purpose is, first, to render an account of the use
of resources; and, second, it serves as an instrument for the appropriation of credits and
conveys the so-called credit view, i.e. it shows all the credit and income items of an
administrative unit, on which the Parliament rules within the framework of its budgeting.

The credit view thus provides the input for overall fiscal policy management and sets
the financial objectives for operational management of the administrative units.
Figuratively speaking, therefore, the credit view is the main rudder of the New Accounting
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Model. The other accounts serve only as instruments to inform about the situation and
development of the federal budget.

With a view to ensuring efficient management and a transparent cost statement, it is
important that all expenses, wherever possible, be allocated, managed and settled at the
place of consumption. For this reason, certain credits are being decentralised or newly
introduced. Specifically, three types of expenses not previously shown are now included in
the budget and accounts of the administrative units, i.e.:

e Expenses for goods and services within the framework of internal service charges (e.g. IT
services or rental of buildings and offices).

e Expenses for assets that are used decentrally but to date have been centrally allocated
and managed for the entire federal administration (e.g. vehicles).

e Expenses that affect the income statement but only occur in book-entry form and do not
induce money flows (depreciation or provisions).

These changes also mean that Parliament, in its budget consultation and approval,
distinguishes between three different types of credits, i.e.:

e Items of financial consequence which, as before, are associated with expenditure or
income and are posted in the financing and cash flow statement (e.g. personnel,
operating and capital expenditure).

e Items of no financial consequence, which represent book entries only with no flow of
money (e.g. depreciation or provisions).

e Items for internal service charges which, despite being allocated with an effect on
credits in the service users’ budget, result only indirectly - at the internal service
provider’s end — in expenditure of financial consequence. The distinction is important
for the overall control and for operational management.

The introduction of credits without effect on expenditure means that the budgets and/
or accounts of the administrative units are extended in comparison with the old credit
view, up to the extent of the book-entry-only items and that of the internal service charges
(Figure 5).

Figure 5. New types of credits in the budget and accounts of administrative units

Credits from 2007
SC-portion

Service charges

Credits before 2007 _

FE-portion

portion with financing effect

FE-portion

portion with financing effect

Note: FE = with financing effect; SC = service charges; WOFE = without financing effect.
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2.4. The balance sheet shows the size and structure of the assets and liabilities

The balance sheet provides information on the Confederation’s asset and capital
structure. The balance - the difference between the assets and the liabilities — corresponds
to a balance sheet deficit or, if positive, the equity.

The layout of the balance sheet is largely unchanged. The subdivision of assets into
financial and administrative assets — important with respect to law — has been maintained.
This shows which items are used for cash or cash equivalents (financial assets) and which
assets the Confederation needs to perform its tasks (operating assets) — important
information the Parliament needs to know when deciding on the budget (see Figure 6).

With the transition to business accounting and compliance with the International
Public Sector Accounting Standards, the balance sheet in the New Accounting Model
provides more specific details about the Confederation’s asset situation. It has become
more meaningful and significant. The accounting and valuation principles for assets and
liabilities have thus been adapted. The departure from the prudence concept, as set out in
the Code of Obligations, to the more modern principle of a true and fair view of the asset,
financial and earnings situation means that certain balance sheet groups have to be
revalued, in some cases quite extensively.

Figure 6. Structure of the balance sheet

Balance sheet

Assets

« Financial assets (short term)
« Financial assets (long term)
» Operating assets

Liabilities and equity
« Short-term liabilities

« Long-term liabilities
« Equity (accumulated funds) and reserves

Accumulated surplus/deficit

2.5. The financing and cash flow statement

The financing and cash flow statement (FCFS) is the central information and
controlling instrument for the overall management of the federal budget in terms of fiscal
policy. The most important (and restrictive) objective of this management task is to
balance expenditure and revenue over an economic cycle as required by the debt brake.
Operational issues concerning the efficient use of resources, on which the income
statement provides information, are of minor importance here.

Just like the financing statement in the old accounting model, the new FCFS conveys
the cash view and - contrary to the profit and loss view - is the other side of the dual
approach in the New Accounting Model. The FCFS collates and breaks down all the
financial processes of financial consequence, i.e. in which there is a flow of money. It
compares the expenditure and revenue, as recorded from the current business in the
income statement, as part of investment projects in the statement of investments and, for
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instance, in debt financing in the balance sheet. Specifically, the FCFS provides information
on three basic aspects:

e First, it shows where the funds flowing into the Confederation came from (source of
funds).

e Second, it shows the purposes -broadly speaking for current expenditure, capital or
financial investments - for which the Confederation has used funds (use of funds).

e Finally, it shows in its balance the extent to which the Confederation’s cash and cash
equivalents have changed overall during the accounting period (change in funds). An
increase means that the Confederation has had more inflows than outflows, a decrease
means the opposite. To enable Parliament and the Federal Council to control fiscal policy
in the context of the debt containment rule, the FCFS distinguishes between the
financial result from ordinary and from extraordinary transactions. Likewise, it also
shows the flows of funds resulting from Treasury transactions, such as the increase of
liabilities or the investment of financial assets.

Thus, it can be seen from the FCFS whether the ordinary transactions are balanced
with respect to the debt brake and also whether, for example, a substantial increase in
extraordinary expenditure was funded by a revenue surplus or by increased liabilities.

The FCFS thereby provides information on relevant facts for fiscal policy that should
be known for the overall management of the federal budget, and ultimately implemented
in the budget and financial planning. Figure 7 shows its layout.

Figure 7. Structure of the financing and cash flow statement (FCFS)

Financing and cash flow statement

Ordinary transactions

« Ordinary current revenue (+)

« Ordinary investment revenue (+)

« Ordinary current expenditures (-)

« Ordinary investment expenditures (-)

Ordinary financing balance

Extraordinary transactions*

« Extraordinary revenue (+)

« Extraordinary investment revenue (+)

« Extraordinary expenditures (-)

« Extraordinary investment expenditures (-)

Extraordinary financing balance

Total financing balance

Cash flow from changes in balance sheet

« Flow of funds from external financing (+/-)
« Flow of funds from changes in net financial assets (+/-)

Cash inflow/outflow from changes in balance sheet
Changes in funds

« Stock at beginning of period
« Stock at end of period

Cash increase/decrease from changes in funds

Increase/decrease in Confederation funds (all funds)

*according to debt containment rule
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The FCFS is drawn up according to the so-called direct method: all flows of funds are
directly taken from the individual financial items from the income statement, the
statement of investments and the balance sheet. In doing so, the data from the
administrative units’ financial bookkeeping are combined at federal level and prepared for
the fiscal policy evaluation according to a functional point of view — political areas, tasks,
measures. An important requirement for this direct procedure is the distinction between
accounting items that are of financing consequence and those which are not.

2.6. The standard schedule of accounts combines the components of the accounting
model at all levels and organises the accounting system

The standard schedule of accounts is a fundamental administrative principle used in
all accounting models and a decisive prerequisite for their consistency. In allocating an
address - the general ledger account - for each entry booked, the standard schedule
together with the derived chart of accounts organises and standardises the recording,
preparation and presentation of financial data according to a uniform system.

The structure of the standard schedule of accounts is determined by the layout of the
individual accounts in the system. These, in turn, are determined by the information
requirements of financial management and the accounting standards on which the
accounting model is based, with respect to the comparability with other public institutions
on a domestic and international level.

Account systems are structured hierarchically and can be presented in visual form as
a multi-layered pyramid. The degree of detail increases from top to bottom: the lower the
level, the more the accounts are fanned out by purpose, and the more specific the
information they contain. Basically, the New Accounting Model distinguishes between
three levels:

e Standard schedule of accounts of the Confederation: The standard schedule of accounts
comprises the account groups in the top layers of the pyramid. At the very top are two
account categories of the balance sheet (assets, liabilities), the income statement
(expenditure, revenue) and the statement of investments (investment expenditures and
receipts).

e Master chart of accounts: The master chart of accounts is one level down. This marks the
lowest degree of detail of the Confederation’s financial reporting and, at the same time,
is the lowest common level of the various administrative units. The master chart of
accounts is used to derive the charts of accounts of the administrative units.

e Charts of accounts of the administrative units: The charts of accounts of the
administrative units further divide up the master chart of accounts. The specific tasks of
the administrative units play an important role here. Thus, the charts of accounts at this
level no longer have the same coverage in all units. The accounting system ends at the
level of the general ledger account, where the individual financial procedure is recorded.

Overall, the expense and revenue items and the investment expenditures and receipts
are divided on the basis of three criteria: by the account groups of the standard schedule of
accounts, by the administrative units, and if applicable, by measures and purpose.

Figure 8 gives an overview of the account groups at the top level of the pyramid for the
balance sheet, the income statement and the statement of investments. However, there is
no need for any “own” accounts for the financing and cash flow statement: this
information is not recorded in the financial bookkeeping but is derived from the balance
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Figure 8. Structure of the standard schedule of accounts
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sheet, the income statement and the statement of investments via allocation rules in the
system.

Apart from these statistical structural elements — basic components, layout and
relationships — on which the system is based, the New Accounting Model also needs a
series of rules that govern the dynamic elements, i.e. the processes. These rules are laid
down as the budgeting and accounting principles and form the subject of the next section.

3. Budgeting and accounting principles

Budgeting, along with accounting and the preparation of the annual financial
statements, are the three main processes in the federal financial management system.
They conclude either with the adoption of the budget and the financial plan or the
approval of the annual financial statements by Parliament. From a financial point of view,
these processes are controlled via a series of principles, which are needed to ensure the
reliability, transparency and continuity of the budget and accounts and form a prerequisite
for comprehensive, high-quality financial reporting. In particular, these govern the posting
and preparation of financial data in the individual administrative units and in the central
accounting service.

Although budgeting principles refer primarily to drawing up the budget, and
accounting principles to the accounting and preparation of annual financial statements,
they are applicable in general for all processes. Indeed, the principle of comparability
requires that the budget and accounts correspond in terms of form. This is why the
“budgeting and accounting principles” are so often mentioned in the same breath and used
as a general term for all processes. Nonetheless, the “accounting principles” and the
“balance sheet and valuation principles” are hierarchically subordinate. These are derived
from the budgeting and accounting principles and specify in concrete terms their
application in their task areas. Figure 9 shows the relationship.

Figure 9. Budgeting and financial reporting as process rules

Budgeting and accounting
principles

Budgeting process

Budget Financial
implgmentation Accounts L
closing of the
and management government
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3.1. Budgeting principles

Budgeting principles are necessary to enable Parliament, its committees as well as the
government and its administration to perform their decision-making and steering
function. They form a rigid framework for tight financial management. For the budget, the
supplements and, logically, the accounts, the four existing principles still apply. These
have proven themselves in practice and meet the demands of the New Accounting Model:

e Gross presentation: Income and expenses, assets and liabilities as well as investment
expenditures and receipts are posted separately from each other, i.e. without reciprocal
offset.

e Completeness: The budget should list all presumed income and expenses as well as
investment expenditures and investment receipts. These must not be directly deducted
under provisions and special financing.

e One-year basis: The accounting period for the budget (and the accounts) corresponds to
the calendar year. Unused credits are forfeited at the end of the financial period.

e Specification: Income and expenses and also investment expenditures and receipts are
broken down into administrative units, type layout of the standard schedule of accounts
and, if applicable, measures and purpose. A credit may only be used for the purpose
specified in the approval.

If several administrative units are involved in financing a project, one of these should be
designated the leading administrative unit, which should disclose the overall budget.

3.2. Accounting principles

The accounting principles govern, in particular, the preparation of the annual
financial statements. Their objective is to present a “true and fair view” of the earnings,
financial and asset situation (as defined in the IPSAS). The most important principles of
accounting, and logically also for the budget, are as follows:

e Materiality: All information of significance in making a rapid and comprehensive
evaluation of the asset, financial and earnings situation is disclosed.

e Understandability: The information must be clear and comprehensible.

e Continuity: The principles of budgeting, accounting and financial reporting must remain
unchanged for as long as possible.

The accounting principles form the basis for numerous other principles, for example,
in the area of bookkeeping or balance sheet and valuation principles.

3.3. Bookkeeping principles

Accounting in the federal administration is generally carried out on a decentralised
basis within the individual administrative units. Explicit rules are required to ensure that
all mandatory entries are correctly made and processed. These accounting principles are
derived from the financial reporting principles and form an important prerequisite for the
reliability and transparency of the accounting. The following three principles are of
particular importance:

e Accuracy: The transactions to be entered are posted systematically, similarly and
consistently.
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e Timeliness: The accounting must be as up to date as possible, and events should be
recorded in chronological order. In particular, monetary movements must be updated
daily.

e Verifiability: All entries booked must be verifiable with supporting evidence. This
requirement refers also to charts of accounts, allocation guidelines and manuals.

To allow these principles to be observed, the Confederation maintains an Internal
Control System (ICS) for quality assurance. The tools of the internal control are enshrined
in the Financial Budget Ordinance. The ICS is particularly important because the
Confederation’s accounting in the New Accounting Model is largely based on the financial
data recorded decentrally by the administrative units. The quality of the financial
statement of the Confederation thus directly depends upon the quality of the financial
statements at this level.

3.4. Importance of the balance sheet and valuation principles for the annual financial
statements

The accounting and valuation principles elucidate the accounting principles where
there is a change in assets. The accounting principles help in the decision of whether an
event is to be carried as a new liability (i.e. expensed) or as an increase in assets
(i.e. capitalised) in the balance sheet. This decision determines the valuation. The
valuation principles determine the value at which balance sheet items should be posted.
They thus include the principles of depreciation and value adjustments.

Compliance with IPSAS simplifies the practical application of the accounting and
valuation principles. As far as accounting is concerned, the following principles apply:

e Assets are capitalised if they can be used to derive an economic benefit or serve to meet
an official task, as long as their value can be reliably determined and they meet a certain
minimum value (capitalisation limit). This limit is CHF 100 000 in the case of real estate
and intangible assets and CHF 5 000 for other fixed assets, such as vehicles.

e Current liabilities are expensed if they are likely to result in an outflow of funds, as are
provisions for liabilities that refer to a past event and will most likely result in an outflow
of funds. The expensing limit here is CHF 500 000.

With respect to the valuation, the main principles generally call for an individual
valuation per item and require that depreciation and value adjustments be made in the
case of wear and tear and permanent loss of value. The following standards apply in
particular:

e Financial assets are capitalised at fair value, administrative assets at cost.
e Liabilities are expensed at face value. Provisions must be valued at best estimate.

The use of IPSAS-compliant accounting and valuation principles changes the value of
individual balance sheet groups, in some cases quite substantially. For this reason, the
Confederation’s assets and liabilities are being restated to the equivalent value at the time
of introduction of the NAM and posted in the opening balance sheet.

4. Budget management

Based on the dual control principle, the administrative units are now managed using
the income statement, the statement of investments and operating cost accounting. The
business aspect thereby gainsiinrsignificance. In terms of financial management of the
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entire federal budget in accordance with the debt brake and (fiscal) policy criteria, the
financing statement remains the focal point. Even under the NAM, the three-year financial
plan remains the central fiscal policy steering instrument of the Federal Council and
Parliament. This section looks in further detail at the Confederation’s tasks in this respect.

4.1. Overall fiscal policy management at federal level

One of the Confederation’s leading objectives in fiscal policy is to balance revenue and
expenditure over time. This principle is enshrined in the constitution (Art. 126, para. 1 of
the Federal Constitution of the Swiss Confederation). The debt brake is an instrument that
—-based on the expected revenue and the state of the economy - lays down the
Confederation’s maximum permitted spending. The financing statement remains the
central budget management instrument at the federal level, even with respect to two
further arguments. First, the federal budget is a typical transfer budget, where subsidies
and contributions to other budgets account for a large portion of the budget. On the other
hand, expenditure for own functional areas is relatively low. Second, macroeconomic
analyses of fiscal policy and its impact as well as issues of stability policy are usually based
on the financing approach. From this point of view, it is irrelevant whether flows of funds
occur as current expenditure or as investments: in principle, they are all treated the same
for the fiscal policy management of the federal budget.

Despite the central role of the financing approach, the profit and loss view cannot be
ignored at the federal level. This provides a consolidated overview of value erosion or
creation by the Confederation during a certain period and shows, from a business point of
view, which funds the Confederation uses to perform its tasks. Moreover, in the New
Accounting Model, the income statement forms the basis for calculating the financing and
cash flow statement.

Apart from the debt brake, also payment ceilings and credit lines as well as the
spending cap represent other important tools used for overall fiscal policy management.
However, these do not change with the introduction of the NAM: thus, payment ceilings
and credit lines continue to be of relevance for expenditure and investments of financial
consequence, though not for depreciation, value adjustments or internal service charges.
The so-called spending cap, which requires a qualified parliamentary majority for subsidy
requests, credit lines and payment ceilings if certain limits are exceeded, is also
unchanged.

The three-year financial plan, which is drawn up annually together with the budget,
remains under the NAM an essential instrument for strategic management according to
political areas, measures and programmes. The financial plan is closely related to the
budget: the first year of the financial plan serves as the basis for the budget the following
year. As a form of early warning system, the financial plan shows:

e whether there is sufficient scope for financing planned projects, which have political
priority;
e the direction in which the federal budget is moving under certain assumptions on future

economic and political developments; and

e which measures have to be taken, if necessary, to balance the budget in the medium
term.
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At the start of each legislative period, the Federal Council submits to the newly elected
Parliament, as part of its legislative planning, a special four-year legislative financial plan
instead of the usual financial plan.

Depending on the requirements of the debt brake and the targeted public expenditure
and tax ratios, the Federal Council specifies in the financial plan the extent to which overall
spending is to be increased in the medium term. It therefore also sets priorities in the
Confederation’s task areas and allocates the required funds.

With the introduction of the New Accounting Model and as part of a systematic review
of the task portfolio, the functional classification of the federal budget, which groups
together the various forms of expenditure by task type, has been adapted. This was done
on the basis of the international classification standard COFOG (Classification of Functions
of Government). Consequently, the financial plan is now subdivided into 13 task areas with
a total of 43 tasks. The individual tasks are outlined in the annex to the financial plan: for
each task area, the Federal Council presents the financial trends, targets and strategies as
well as the main reform projects and provides a short commentary on how the tasks have
evolved during the period of the financial plan. This brings fiscal and issue-related policy
in closer contact. Under the NAM, the presentation of the budget by task area concentrates
on the expense items of financial consequence and the investments.

4.2. Financial management at the level of the administrative units

Contrary to the management at the federal level, the income statement and the
business point of view are at the forefront in the case of the administrative units. Thus,
Parliament approves the income and expenses of each administrative unit in the budget.
Nonetheless, fiscal policy and therefore the financing approach also play a considerable
role at this level. To ensure that the expenditure of financing consequence can be made
and managed in accordance with the debt brake, the investment expenditures and receipts
of each administrative unit must be reported and approved separately.

The dual control principle works particularly well at the level of the administrative
unit. For one thing, the fiscal policy strategies, calculations and targets of Parliament and
the Federal Council are specified here in concrete terms in the budget. Second, the
administrative unit should be managed in such a way that the budget plans and their
associated political targets can be efficiently met, thereby creating the best possible
outcome for the resources used (Figure 10).

For public management under the NAM, the former budgeting principles (gross
presentation, completeness, one-year basis, specification) are maintained without any
major adjustments in the formulation or implementation of the individual instruments.
The new rules primarily concern the intention to promote a business-oriented public
management system and greater cost transparency.

The NAM uses a series of measures to raise the efficiency of the resources used and to
broaden managers’ scope for action and assign them greater financial responsibility.
Through the extensive decentralisation of credit management to the consumer units and
the introduction of internal service charges, the administrative units now have much more
responsibility for financial management. This is based on the operating cost accounting
tailored to the specific requirements of the various administrative units, known as the cost
accounting system.

112 OECD JOURNAL ON BUDGETING - VOLUME 8 - No. 1 - ISSN 1608-7143 - © OECD 2008

Wwww.manarac



THE NEW ACCOUNTING MODEL OF THE SWISS CONFEDERATION

Both cost accounting as well as internal service charges are new elements that create
new prerequisites and wider possibilities for the management of administrative units.
Their design depends on certain special concepts, as explained below.

Figure 10. The dual management principle
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4.3. Cost accounting supplies management information in finance

Cost accounting is the main tool used in operational accounting of the administrative
units and departments. Cost accounting systematically combines detailed information
from the cost side with that of the result side. Thus, in the future, each administrative unit
will be in a position to work out the costs (and, if applicable, also the returns) for certain
tasks, services and projects. This forms an important prerequisite for raising awareness of
costs and their management within the entity; however, it also fosters greater
transparency concerning the use of resources and thereby improves Parliament’s decision-
making basis in exercising its budgetary sovereignty.

Of course, not all administrative units have the same information requirements.
Depending on the mandate, they are involved to a greater or lesser degree in political
management, work to a greater or lesser degree with operational autonomy, can
differentiate their services as products to a greater or lesser degree. The layout of the cost
accounting must address these differences. The New Accounting Model thus makes a
distinction between three different types of cost accounting (Figure 11):

e The basic type must be used by all administrative units as a minimum standard. This is
sufficient for those administrative units that are managed primarily via legal tasks and
political mandates and thus have very little operational autonomy. Usually their services
cannot be clearly demarcated as separate products, and there is very little scope for
management by performance targets. This is the case for units with a team or
co-ordination function, e.g. a general secretariat. For such units, the cost accounting is
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used in its basic format, with costs broken down into cost centres (organisational units
such as sections or departments) and projects.

e The simple cost accounting is suitable for administrative units that have a certain degree
of operational autonomy and therefore can largely determine by themselves how to
achieve their performance targets. This performance-oriented management model
requires a high number of clearly definable and measurable services. The simple cost
accounting allocates costs to cost centres and the defined cost units (products, projects).

e The extended cost accounting is designed for those administrative units that have a
large degree of operational autonomy and primarily provide chargeable services for the
federal administration or commercial services on the open market. In this case, the cost
accounting also forms the basis for precise price calculations for services to internal and
external customers.

The departments decide, in agreement with the Federal Finance Administration,
which cost accounting standard the administrative units should use.

Figure 11. Three forms of cost accounting
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4.4. Internal service charges within the Confederation

As an important contribution to cost transparency in the administrative units, the
NAM now highlights those costs and returns that result from the exchange of goods and
services within the Confederation. This means that the charging of internal services with
an effect on credits is being introduced throughout the federal administration. In principle,
internal services are charged on a full-cost basis, without any profit or risk mark-up. To
minimise the bureaucracy involved, internal charging is only carried out for those services
meeting the following criteria:

e Materiality: The services involve considerable amounts, reaching at least CHF 100 000 in
the accounting year.

114 OECD JOURNAL ON BUDGETING - VOLUME 8 - No. 1 - ISSN 1608-7143 - © OECD 2008

Wwww.manarac



THE NEW ACCOUNTING MODEL OF THE SWISS CONFEDERATION

e Influential nature: The service user can, through its actions, influence, i.e. manage, the
volume and quality and thereby the costs of the services it receives.

e Commercial nature of the service: Services are chargeable when the service user could
alternatively procure the service outside of the federal administration. This provides for
a price comparison with external suppliers and exerts more cost pressure on the service
supplier.

Services that meet the above criteria and are therefore chargeable are listed in a
central database of services. This ensures that the administrative costs of internal service
charges do not outweigh the benefits. The main services subject to internal charging are in
the areas of IT, office and plant real estate, and logistics.

4.5. Budget management with FLAG

In parallel with the introduction of the New Accounting Model, the FLAG management
model (German acronym for management by performance mandate and global budget) is
being substantially expanded in the federal administration to other administrative units.
The FLAG programme has been in operation since 2002 - following a pilot phase over a
number of years - and now has a permanent place in the Confederation’s public
management as an independent management model.

The FLAG management model brings some additional elements to the conventional
principles of budget management. The main focus is on the outcomes and outputs of
government activities, decentralised responsibility for the use of resources, and the
economic efficiency of public management. The FLAG model has the following
characteristics:

e Performance contract for strategic management: The Federal Council manages the
administrative unit via a performance contract covering several years. Here it defines the
strategic direction, the requirements for outcomes and outputs, and the financial
framework. The performance contract is issued by the Federal Council following
consultation with the relevant committees from the National Council and the Council of
States and specified in an annual performance agreement between the department and
the administrative unit. Strategic management is thus reinforced at a political level,
whereas the manner in which the services are rendered is delegated to the
administrative unit. In other words, the Federal Council and the Parliament decide on
“what”, i.e. the quality and priorities, of public management, whilst the administrative
unit is responsible for implementing the political objectives.

e The global budget is an all-in budget for the administrative unit’s own area, of which the
FLAG agency freely disposes. Parliament specifies the expenses and capital expenditure,
the budgeted income and capital income in two separate budgets, taking the output and
outcome targets into account in doing so. Moreover, the FLAG agency is permitted to
exceed the global budget under certain circumstances. This is authorised if there is an
unexpected increase in demand and more services can be sold than originally budgeted.
Here, the budget surplus must be at least covered with the additional income, i.e. the net
surplus generated must be at least as good or better.

e Steering via product groups: Parliament not only steers FLAG agencies via the global
budget but also directly influences the planning of important product groups. The rules
here specify that the FLAG agencies maintain scope for action for the efficient use of
funds.
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e Creation and use of reserves: As part of the financial statement of the government, the
FLAG agencies must report on the output and outcome targets reached and the
accounting result. This is used as a basis to determine the extent to which the conditions
for creating reserves have been met. Reserves can subsequently be used to fund
expenses or investments, subject to certain allocation conditions. The possibility of
creating reserves serves as an incentive for cutting costs in service performance.

e Outcome-oriented controlling supports FLAG public management. This provides regular
information on target progress and highlights to the manager any deviations requiring
corrective action. Reporting to the Federal Council and to Parliament is in two stages:
annually within the framework of consultation on the budget and approval of the
financial statement of the government and at the end of each performance contract
period, when there is a detailed report on target accomplishment.

5. Financial reporting

5.1. The modular structure of financial reporting addresses the different information
requirements

Financial reporting seeks to present a true and fair, clear and understandable view of
the Confederation’s earnings, its financing situation and its assets and liabilities. In
compliance with modern business practice in the private sector, the financial statements
must be fully transparent, disclosing all significant facts. In doing so, the Confederation
wants the supervisory body, stakeholder groups and other interested parties to be able to
understand the financial situation in full and form an independent opinion.

Not all parties addressed require the same information in the same level of detail. The
Confederation thus covers the various information requirements with a modular reporting
system that enables individual stakeholder groups to easily find the information they
require. The financial reports published in German, French and Italian offer members of
Parliament, the parliamentary committees, the government and its administration, the
media and the public a brief initial overview and access to additional information, if
necessary.

The reporting is conducted through a number of products, the main ones being the
budget and the financial statement of the government, with the separate accounts, the
finance plan and the reports on supplementary credits as additional parts. The financial
statement of the government is completed with the report by the Swiss Federal Audit
Office and the brochure “Federal Finances in Brief”. Figure 12 gives a complete overview of
the financial reporting products.

5.2. The individual products

Within the framework of its financial reporting, the Confederation currently publishes
six products, the main contents of which are outlined here:

e The federal budget gives a condensed and transparent overview of the financial and
earnings situation in Volume 1. The annex is of particular importance, as this contains
additional information required for interpreting the numbers. Volume 2 contains all
information associated with the granting of credits, including the budgetary credits and
credit lines as well as the payment ceilings; the synopsis at federal level provides an
overview of the total volume of credits. The credits for internal service charges are fully
posted and not eliminated. Volume 3 gives a more in-depth description of the individual
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Figure 12. Financial reporting products

Budget of the Government Financial Statement
of the Government

Brief guide to Swiss Government Finances

Confederation budget (vol. 1-3) Confederation account (vol. 1 -3)

Report on the Confederation budget (Vol. 1) Report on the Confederation account (vol. 1)

« Budget commentary « Financial commentary

* Financial statements
- Financing and cash flow statement
- Income statement
- Balance sheet
- Notes

* Budget
- Financing and cash flow statement
- Income statement
- Notes

« Indicators .
* Indicators

* Draft federal decree

Accounts of administrative units (Vol. 2)

Additional explanations and statistics (Vol. 3)

Separate accounts (vol. 4)

« Draft federal decree

Budget of administrative units (Vol. 2)

Additional explanations and statistics (Vol. 3)

Supplementary credits |/ 1l

Separate accounts budget (vol. 4

Financial plan (vol. 5)

Federal Audit Office report

income and expenditure items and explains cross services and FLAG management. The
statistics section gives more detailed financial data in a multi-year comparison.

e The report on the financial statement of the Confederation is structured the same as the
budget. In addition, Volume 1 presents the balance sheet and the associated disclosure
obligations. Specifically, the financing statement is supplemented by the flow of funds
from changes in the financial assets and liabilities, and the notes are expanded to
include a detailed description of the accounting and valuation principles. Likewise,
processes that cannot be entered in the balance sheet, such as contingent liabilities and
claims or events occurring after the reporting date, are included. Volume 2 shows the
accounts of the administrative units and reports on the extent of use of budgetary
credits and credit lines, with a detailed explanation of the reasons why credit lines have
been overdrawn or not used up. Volume 3 provides an additional explanation of current
issues and developments in the financial statement of the government as well as
detailed financial statistics together with comparisons over time.

e The separate accounts within the framework of the budget and the financial statement
of the government concern the Swiss Federal Institute of Technology (ETH), the fund for
major railway projects and the Federal Alcohol Administration. The budget and annual
financial statements are drawn up by all three institutions according to standard
business practice and management standards.

e The report on the multi-year financial plan covers four main chapters: “Scenario and

” o« ” o«

e gure Poten dditional burdens” and “Summary and appreciation”. The
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actual report section contains just the most important facts, with additional information
available in the annex. Based on the task portfolio, standardised overviews are given
here for each of the 43 tasks from the function-specific classification and the most
important income items. Subject-specific and financial planning are thus brought closer
together and may be ideally harmonised in political steering.

e The reports on the supplementary credits comprise three sections: “Comments on the
supplementary credits”, “Figures and supporting evidence” and “Explanations”.

e The brochure on federal finances in brief is published annually together with the
financial statement of the Confederation. This is primarily aimed at members of the
media and the public who are interested in reading a synopsis of the Confederation’s
financial situation. The main section is a comparison with the previous year’s figures.

6. Out with the old, in with the new

Switching from the former financial management system to the Confederation’s New
Accounting Model inevitably means a break in the continuity of financial reporting, thus
limiting comparability with the figures from the old system. Some of the changes are quite
substantial, for instance in the balance sheet, the income statement, and especially in the
credit view, or the accounts of the administrative units, which have a different layout and
new items. Only the results of the financing statement can, in principle, be compared with
those of previous years.

In order to draw up the very first budget under the new model, all the financial events
and processes from previous years have to be restated to match the rules for the new
model. Thus, to adjust the balance sheet, a complete restatement will be carried out at the
time of the switchover, with all balance sheet items being revalued in accordance with the
new principles. Second, to ensure that the credit view, i.e. the budget or the accounts of the
administrative units, can be compared with previous years, the old credit items have to be
regrouped in accordance with the classification rules and reallocated (“recoded”). The
process and result of restating the balance sheet and the regrouping of the credit view are
outlined below. The process of creating the new income statement out of the old financing
statement is also shown in three easy stages.

6.1. New accounting and valuation principles change the balance sheet

In compliance with IPSAS, the balance sheet is now drawn up in accordance with the
principle of a true and fair view. The old prudence concept, which tended to favour the
creation of hidden reserves, has been discontinued. This calls for a systematic restatement
of all balance sheet items in accordance with the new accounting and valuation principles
(see Section 3). This does not affect the layout of the balance sheet, which remains more or
less the same.

Work on restating the balance sheet is currently under way. However, for the drafting
of the first budget according to the New Accounting Model, it is important that the various
balance sheet items on the assets side have already been restated as a basis for
depreciation. The results show that it is mainly the administrative assets, specifically real
estate and financial participations, which are substantially marked up in value.

The objective of the balance sheet restatement is to present all valuation adjustments
resulting from the application of the new accounting and valuation principles in the
opening balance sheet of 1 January 2007. The valuation adjustments are therefore not
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made via the income statement but directly dealt with via the balance sheet deficit, or
equity. They therefore have no effect on income and do not influence either the old or the
new income statement.

The opening balance sheet will be drawn up in the course of 2007 and audited by the
Federal Audit Office. It will be presented to Parliament together with the 2007 financial
statement of the government in the spring of 2008.

6.2. From the old financing statement to the new income statement and the credit
view

In the NAM, the income statement takes the place of the financing statement as the
basis for the credit view or the account of the administrative units. To demonstrate the
transition from the old to the new credit view, the following paragraphs outline the
fundamental differences between the old financing statement and the new income
statement or the new credit view. Three corrective steps are made to reach the income
statement, with one more for the credit view. These are shown in Figure 13, taking as an
example the figures from the 2007 budget announcement:

e Starting with the old financing statement, the first step is to address the expansionary
effects resulting from use of the gross principle. The gross reporting of certain new items
- in particular, the debtor losses in value-added tax and the rental expenditure for the
Swiss Federal Institute of Technology (ETH) buildings - results in a symmetrical
expansion of the revenue and expenses of financial consequence, amounting to some
CHF 800 million.

e From this amount, in the second step, the capital expenditure of CHF 6 445 million is
deducted. By definition, investment expenditure is not part of the income statement;
only the associated depreciation has an effect on income.

e In the third step, all the events of no financial consequence are added up. These mainly
consist of depreciation and accruals and deferrals, i.e. book-entry items that affect
income in accordance with business-oriented accounting. These amount to a total of
CHF 6 535 million.

Following these three adjustments, the transition to a consolidated income statement
is complete. To obtain the credit view, a fourth step is necessary:

e All revenue and expenses from the internal service charging are added to the
consolidated income statement. These items are not of financial consequence but do
have an effect on credits. Once these amounts are completely disclosed in the
combination of all income statements of the administrative units, they are eliminated as
double entries in the Confederation’s income statement.

6.3. Recoding of previous years’ figures makes the old and new (almost) comparable

After the recoding, the items from the old financing statement are expressed in the
layout of the new credit view. The objective is to make the pre-NAM figures from the budget
and the accounts directly comparable after the switchover. The recoding thus goes
considerably further than shown in the previous section, which outlined the transition
from the old financing statement to the income statement using entire expenditure or
expense groups.
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Figure 13. From the old financing statement to the new income statement -
and the credit view

CHF million
58 000

56000 [

54000 [

52000 |

50000 [

48000 [

L
7

(WOFE) (expenses FE, WOFE)

Former + effects ./.investment +accounting Consolidated
financing statement of gross expenditure operations income statement
(expenditure = FE) /' accounting (FE) (FE) (WOFE) (expenses FE, WOFE)

FE = with financial effects
WOFE = without financial effects
AU = administrative unit

+ service Aggregated income
charges statement AU

As a result of the recoding, the 2007 budget of the administrative units (Volume 2 of
the financial reporting) will also list the figures from previous years in the new layout. This
will provide for comparisons over time, subject to the following technical restrictions:

e Comparisons are unreservedly possible in the case of budget items of financial
consequence, where the old budget structure corresponds one-to-one to the new layout.

e If this direct correspondence is not possible, the old sections are broken down into
several new credit items. For example, the old sections “Third-party services” and “Other
operating expenditure” are allocated proportionately to the three new credit items
“Other personnel expenses”, “Consulting expenses” and “Other operating expenses”.

e The application of the new accounting principles (e.g. increasing the capitalisation
limits) results in, specifically in IT expenditure, shifts between expenses and investment
credits, which are not taken into account in the recoding.

In general, it should be noted that, in some cases, the switch in posting rules from the
financing approach to business-oriented accounting permits only a limited comparison
between old and new, if at all. Whilst there are major handicaps to comparing the items of
operating expenses, for instance, the comparability of transfer payments (subsidies and
contribution to other budgets) is generally assured. Notes in this respect are given in the
table.

7. Outlook

The New Accounting Model brings greater depth and scope to the Confederation’s
financial management system. At the technical level, only very few components have been
kept in their old form. And very few public servants will not be affected by the NAM in
some way or another, even if it is only through their managers spending more time on
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controlling and bookkeeping. Undoubtedly, every administrative unit will feel the
introduction of the NAM throughout the entire federal administration.

Obviously, a reorganisation project of this character and magnitude cannot simply be
set in motion and then brought to a close. In this respect, the introduction of the formal
structure of the NAM, as described here in the form of new components, process rules or
steering principles, is merely one milestone - albeit an important one — in a process of
adaptation, continuous improvement and ongoing development. The following three
examples serve to clarify this further.

In use the NAM will first have to prove its worth on a large scale as a “living object”.
Those who work with the NAM - from accountants to members of Parliament — will have
to get used to working with the new tools, processes and technical terms. Sound training
and introductory courses will support them. There is no substitute for hands-on
experience, however, and it is only when they start using the model in practice that they
will discover points - of greater or lesser importance — on which it can be improved. Attentive
communication and careful co-ordination within and between the administrative units are
particularly needed at this stage of acquiring practical know-how to help the NAM become an
effective tool in an ongoing learning process.

Further developments are also under way at an institutional level. For example, a set
of consolidated annual financial statements is to be drafted and published that will also
include those organisations which, although legally hived off, are closely associated with
the Confederation in economic terms such as the Swiss Federal Institute of Technology
(ETH). The consolidated view of this “Federal Public Administration” is expected to produce
informative additional details about federal finances as a whole. Likewise, the expansion
of internal service charges within the federal administration will be examined. This is
expected to further promote cost awareness and cost transparency with appropriate
incentive mechanisms and new information instruments.

The last point refers to what is perhaps the most important process to have been
initiated in recent years in the management of increasingly scarce resources and is now
being continued with the introduction of the New Accounting Model: what is meant here
is the change in the perception of costs and outcomes in public management, the evolution
from pure credit management to business management, i.e. a fundamental change in the
minds of those managers who have the power to shape the organisational culture in the
federal administration. After all, the NAM is not merely a system of rules and tools but a
complete management approach and way of thinking.
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