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Abstract

This chapter aims to discuss the role of professional accounting associations and orders in 
relation to the current context of accounting training. It is intended, with this, to broaden 
the discussion about the performance of these professional entities, since they are placed 
as of public interest. Its work with the universities, aiming to interfere in the training 
process of future professionals, whether by the application of evidence of access to the 
profession or by direct and indirect influence in the construction of the curricular con-
tents intended to form the accountants, must be thought openly and free of ideological 
load. Thus, it is considered important to analyze the aspects of the relationship between 
universities and such class entities, in order to know if there is a disinterested relationship 
or if, on the contrary, the university is influenced by professional accounting associations 
and  orders, in percussion of their selfish interests.

Keywords: professions, accounting, associations and professional orders, universities, 
accountants

1. Introduction

Studies on the role of professional associations in the field of democratic ideals are anchored 
in the thesis that professional associations are seen as one of the components of individual 

freedom through associative demands and one of the possible and democratic solutions 

to dealing with the administration of social complexity and the power of the state. In this 

 environment, the premises of associativism, according to Luchman [1], in the context of 

 democracy and individual freedoms, are not restricted to the meeting of individuals of the 

same trade, work, or profession.
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Associations and professional orders and universities are public interest entities, and accord-

ing to Freidson [2], both, together with the state, sustain professional power from three pil-

lars: autonomy, monopoly of knowledge, and credentialism. Its activities have an emphasis 

on controlling the assets of physical and legal entities. Historically, the earliest associations of 

accounting professionals have emerged in Scotland in the 1770s. These associations are seen 

as the forerunners of the rise of accounting in Europe and later in America.

In turn, universities are entities that provide abstract knowledge and certify the technical 

skills that lead the individual to professional status [3]. Thus, in view of the autonomy envis-

aged which composes the concept of the university, the performance of professional account-

ing associations and orders, in order to interfere in the specific contents of the training of 
future accountants, as well as in the formulation and application of the tests of access to the 

professional category, is presented as a topic to be investigated. In view of this, in this chapter 

we will address the following dimensions underlying the theme:

 - History of the first associations;

 - Accounting profession and associative organization in the world;

 - Access to the accounting profession in Brazil;

 - Influences on the curricular contents that certify the accountants.

According to Berg and Lune [4], Bhattacherjee [5], and Beuren [6], this study, without social 

sciences context, is classified as exploratory and descriptive, qualitative, and bibliographic.

2. Theoretical framework

The professional associations, according to Abbott [7], are important social actors, seen through 

their leadership at a given moment, unleash a set of actions to improve the positioning of the 

profession in a given social and economic environment. Moreover, according to Willmott [8], 

although it is voluntary in nature, political bodies with purposes aimed at defining, organizing, 
securing, and representing the interests of its members, including through the construction of 

barriers to entry into its sphere of action, from the concession of the state.

Each of the professions has its own particular occupational culture, its founding heroes, and 

its own dialect, as well as myths and collective rituals of specific cultural resource which holds 
the monopoly that is attested by the possession of academic credentials, which, according to 
Diniz [9], operate as a rule of social exclusion, separating professionals from nonprofessionals.

2.1. Professional associations

Before the Industrial Revolution, the professional associations already performing their role, 

through activities equivalent to the Corporations of the Office.  However, it was concluded 

in the Middle Ages—in the face of the supply of free labor from the countryside, due to the 
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agricultural revolution and the weakening of feudal power—which was designed in contours 

of companies [10]. These and other circumstances have resulted in the growth of commerce 

and cities. Thus,in order to understand creation andits development, there is a need to connect 

these organizations and their influences not only in the context of capitalist and industrial soci-

ety but also in their participation in regulating the social and economic life of the modern state.

In general, the maintenance of the first associations took place in a similar way to what is hap-

pening today: by collecting monthly or annual membership fees. In the structural aspect, they 

were organized under an established hierarchy, in which the masters occupied the highest 

positions and the associates, as apprentices, had to rise positions, improving their learning.

Although it is a widely accepted and recognized civil organization in today’s society, it is still 

difficult to get a precise definition of the term “association.” According to Luchman [1], it is 

difficult to establish, against the multiplicity of associative practices, a set of general character-

istics that can determine some distinctions without running the risk of falling into reductions 

or simplifications. Such difficulty is present in the different theoretical currents and based on 
the interpretations about the importance of associations for life in society, but, although per-

meated by differences, notions about the concept of association are more or less common that 
resulted in no growth of trade and cities.

In this context, Luchman [1] rescues the influence of Tocqueville for the sedimentation of the 
modern conception, because of his vision of secondary associations, different from the primi-
tive bonds.1 In this perspective, the sense of association involves, to a large extent, the types 

of associative bonds that are fruit of personal choices but with weaker ties when compared to 

family associations. In practice, the existence and performance of a professional association 

are necessary components for the formalization of a particular profession, since it controls 

the rules of professional conduct through ethical and deontological codes, something that 

Durkheim [12] has already highlighted as an important link to establish the relationship of 

men to work and the community [13, 14].

If, on the other hand, there is a group of researchers who seek to find, definitively, the best 
definition of the term profession. Using even sophisticated terms for this, on the other, there is 
the view of authors, such as Brante [15], who proposed to abandon the proposed solutions in 

the last four decades. Brante [15] has focused his studies on one aspect that he considers as a 

basic problem, and that is behind many others: a simple definition of professions presupposes 
that these are based on their professional practice in greater systematized and often scientific 
knowledge. In an opposing view, Saks [16] understands that professions are constituted by 

their social power and by how they exclude, from a legal basis, individuals who do not hold 

the required knowledge.

Svensson and Evetts [17] share the view of Brante [15], regarding the relevance in maintaining 

the line that separates professions and occupations. When questioning the respective traditions, 

1Cooley [11], in his work Human Nature and Social Order—1902, is attributed to the identification of the three types of 
associations, based on the nature and degree of the ties. Thus, family and friends are primary associations; the second-

ary ones—such as civic and religious associations and service clubs—are geared toward the collective; and the tertiary 
ones would be the interest groups and professionals, with a same specific proposal, but anonymous among themselves.
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they seek to reposition the debate centered on the definition of the term profession and the 
efforts of conceptualization and relativization based on space‐time references, in the incorpo-

ration of the most recent transformations of professional work and the organizational dimen-

sions of its exercise, which delimit new theoretical and methodological questions and empirical 
manifestations, tributary to the convergence of such traditions.

It should also be noted that in the context of sociology and functionalist theory of professions, 

professional associations are placed as an important mechanism for protection and mainte-

nance of professions, since they guarantee occupational control, autonomy, and regulation. 

However, Angelim [18] observes that in the context of professionalism, the professional asso-

ciation is created by the state and now represents the state policy. In the interactionist the-

ory, professional associations are defined in the same way as Higher Education Institutions 
(HEIs), as institutions for the protection of diplomas, licenses, and mandates [3]. In this way, 

associations of this nature are intermediary institutions between the state and professionals 

and between them and the public, which participate in the game of rhetoric or speeches, aim-

ing at public recognition and legal protection.

Historically, many of the professional associations founded on the European continent were 

able to exercise their effective power in the first half of the twentieth century. Many of them, 
whose constitution had been inspired by associations created according to the Italian fas-

cist ideology, ended up in crisis, at the end of World War II, along with the victory of the 

democracies. If, on the one hand, the European institutions of social solidarity were able to 

find ground with an already existing mentality of historical origin, in other countries, such 
as Brazil, professional associations had the task of creating a psychological basis, through 

education, resulting in adaptations in the form of a corporatist model of its own, capable of 

sustaining the then anti-individualist tendency.

In particular, professional accounting associations and orders have different functions, among 
which are the access to the profession, the control and supervision of the activities of its affiliates, 
the promotion of research, and the advancement of science that involves the respective train-

ing. In the current context of professional associations, the position of Noordegraaf [19] stands 

out and moves the debate to a new direction, since it highlights connections between profes-

sional logics and external organizations, during the professional training processes. According 

to Muzio and Kirkpatrick [20], such pressures are forcing professional associations to seek new 

forms of reconstruction and classification, so that their behaviors become more organizational, 
including the possibility of a hybrid professionalism, combined with management principles.

Initially focused on the control of personal assets, the activity of the first accountants, in the 
modern history of mankind, brought accounting science to the organizations’ environment, 

becoming essential to the management processes. Following the historical logic of meeting 

professionals in associations to defend their interests, early accountants also walked the path.

2.2. The accounting profession: brief history

The use of irrigation techniques by primitive people resulted in the emergence of surplus 
agricultural products. As a consequence of this new process, a part of the population began to 
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be used in processes of commerce and manufacturing, marking the beginning of the urban-

ization period. Buesa [21] states that at the beginning of the cycle of urbanization, a ruling 

class emerged, which was enriched by the exploitation of labor, the collection of taxes and 

military, and the political and religious control. Considered as the science that controls the 
patrimony of entities and whose origin is as old as man, until the eighteenth century, account-

ing theories were practically the same as those considered in the pioneering work of Luca 

Pacioli: a printed book, dealing with arithmetic and containing only a treatise, composed of 

36 chapters, on the accounting part, the distinction IX, treaty XI, Tractarus de computis et 

scripturis, dealing with the process of double matches.

Based on this treatise, presented by Pacioli, the main legacies for accounting emerged, among 

them the definition of inventory and guidelines of how to carry out the records; the organiza-

tion of accounting entries in the memoriale (book in which transactions were recorded as they 

occurred), the giornale (diary book) and the book (reason book), and the authentication of 

these books as a means to avoid fraudulent records; the recording of expenses and revenues 
and a proposal on the financial result to be prepared at the end of the year; the confrontation 
between the entries of reason and the diary; and the system of double matches, among others, 
evidencing, first, the debtor and then the creditor.

The first complete record of a double entry bookkeeping system is from the Renaissance 
period, with the location of the City of Genoa in Italy. In addition to proposing a close con-

nection with mathematics, Frei Pacioli’s book Summa de arithmetica, geometria, proportioni et 

proportionalitá included a section on the double-start system and presented the reasoning that 

was based on accounting entries [22]. Following a process of shifting economic development 

from continental Europe to England, resulting from its pioneering process of industrializa-

tion, new needs linked to the controls in the entities are presented, which promoted the con-

solidation of the Anglo-Saxon model [8]. Similar to what occurred in Continental Europe, 
Italy was the cradle of accounting innovation during the long period when its city-states had 

a strong influence on the economy. England and later the USA are the influential territories 
for the development of contemporary accounting.

There is also the understanding that the origins of accounting professionals, as a component 

of corporate governance, are related to the creation of corporations and the legal require-

ment of auditing, which has led to the growth of accounting as a profession [22, 23]. Such 

growth, even if it has occurred differently in different countries, has brought about significant 
changes: it was the modern dimension of accounting. This dimension of modernity was the 

accounting response to the increase in information needs, resulting from the vast socioeco-

nomic change, initially in the coal exploration business and later in the oil rush [24]. Later, the 

creation of technologies provoked the evolution of information quality and its influence on 
economic mediation, leaving behind the legacy inherited from the medieval past. This evolu-

tion occurred due to the flexibility and high degree of abstraction of the accounting, funda-

mental to inform about the diverse activities of the organizations, the scope, and complexity 

of the business.

In this environment of economic growth, leaving behind the old form of management and 

bookkeeping, a new demand for society of the time arises: the need for people with knowledge, 
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skills, and qualifications to control wealth [25]. Therefore, it was natural for a space of action 

to emerge from those who held knowledge in accounting, leading to the creation of the profes-

sion. In such a scenario, the accounting profession was built on the contributions of individuals 

and then considered leaders, something important in the delimitation of jurisdictional bound-

aries, in professional organization, and in claims of legitimacy.

There is a perception, in the historical context that the emergence of the accounting profession 

has a close connection with the end of the restrictions that prevented the creation of corporate 

societies. Although there was a significant need for a capital in the period of the Industrial 
Revolution and in the early nineteenth century, legal impediments restricted the formation of 

limited liability companies, inhibiting the formation of these capitals, as well as the growth of 

the accounting profession [23].

On the other hand, in the period of much of the nineteenth and twentieth centuries, many 
countries were involved in military conflicts or economic disputes, often resulting from 
capitalist and ideological expansion and resistance to such expansions. At the time these 

restrictions were withdrawn, the field for accountants, as well as for the consolidation of the 
profession, was open.

2.3. First professional accountant associations

The formation of the first professional organizations, initially in Edinburgh and later in 
Glasgow, Scotland, though pioneering, did not originate from a desire of the accountants 
to elevate their status, to gain new privileges, or to promote monopolies [26]. What actually 

happened was a mobilization of these already prestigious professionals against the challenges 

of powerful London-based trading groups. In addition, class organization as an association 

served to raise awareness of the group and consolidates its identity, during ideological con-

frontations with hostile parties, such as the powerful mercantile groups.

In the early stages of the organization of the accounting profession, private sector institutes 

were responsible in Britain, and although they have been recognized by royal charters, they 

have not been formally regulated by the British state [23]. Unlike Britain in France, the regu-

lation of professional accountants and auditors was divided between the Ordre des Experts‐

Comptables and the Compagnie Nationale des Commissaires aux Comptes,2 both bodies being 

under strict state regulation. It is also necessary to reflect on the inclusion of the figure of 
the state as an ally of the professions, since it occurred by its authority to grant and impose 

monopolies or arrangements restrictive to the professions. Thus, according to Sudaby and 

Viale [27], professional projects, in addition to the support they seek from the state, so that 
they can initiate legal procedures and transform an occupation into a profession, bring with 

them institutionalization projects.

According to Willmott [8], the emergence of the modern state was an important condition 

for the development and organization of accounting practice. However, studies carried 

out in the context of the professions have neglected this practice or consider it as a neutral 

2Accountants and statutory auditors, respectively.
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influence. At other times, this role is perceived as relevant, at the moment it intervenes, 
limiting the autonomy of professions, and, traditionally, accountants have used the state 

to promote their interests, including in the expansion of their prerogatives and market 

closure, as in professionalization As auditors Ballas [28], as an example, the case of Greece 
between the years 1940 and 1950, where the state began the auditors’ professionalization 

project, using audit as an instrument of economic and political control, as well as being a 
device for legitimizing the government itself.

Another point that deserves attention is the interference of the state in the regulatory pro-

cesses, since accounting has not been regulated in the same way in different countries. One 
reason for such differences lies in the legal system, which differs internationally because there 
are two systems identified in the developed world: Code Law and the Common Law.

As for the Code Law, it is based on Roman Civil Law, which advocates intrinsically, with the 
government acting as regulator of all facts, and acts determined in the current legislation [29], 

and the Common Law tradition originates in medieval England, and it is a more diversified 
legal code, going back to the codifications of the nineteenth century. In its origin are customs 

and analysis of customary law, there is a process of creating laws in general, but the applica-

tion of laws in specific cases, activities, or segments. Such a difference between the two sys-

tems lies in the particularity that company law or commercial codes establish in the form of 

detailed rules for accounting and financial reporting in Ref. [29]. With this, the nature of regu-

lation and the rules of each country can be affected by the system, because where Common 
Law prevails, the development of the profession took place under a title, such as the Certified 
Public Accountant (CPA).

In relation to the Code Law countries, the accounting profession is dominated by state stan-

dards, and accounting and auditing have been developed as distinct professions with differ-

ent designations. On the other hand, given the historical or cultural influences, it is possible to 
observe some exceptions, such as the Japan, Greece, and Bulgaria, where professional orders 
have acted to simplify the profession, in addition to reducing the number of titles, without 

success in such attempts.

Even if, at present, differences and similarities are observed in the attributions and the perfor-

mance of the entity representative of accounting professionals, their origin is the same, from 

the first accountant societies, constituted from the 1500s in Europe.

2.3.1. Scotland and England: birthplace of professional accountants’ associations

Although there is a mention of a society of accountants formed in the year 1581 in Venice, the 

greatest impetus to the profession occurred, according to Hendriksen and Breda [22], con-

comitant to the beginning of the Industrial Revolution, when the requirement of accounting 
specialists increased considerably. Scotland is presented as the country where the first profes-

sional associations were constituted, since the Edinburgh Municipal Directory for the year 

1773 referred to the performance of seven accountants. Later, as early as the early nineteenth 

century, there were less than 50 public accountants registered and operating in the major cit-
ies of England and Scotland [22]. It was from a legal authorization, issued in 1854, allowing 
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practitioners to present themselves as “authorized accountants,” which established a society 
of accountants located in Edinburgh. Other local associations were then formed, culminating 
in the approval by Queen Victoria in 1880 of the Institute of Certified Accountants of England 
and Wales [25].

These professional associations of Scotland were the forerunners of the professional rise of 

the class, in the late nineteenth century, and beyond the Society of Accountants in Edinburgh 

(SAE), 1853; the Institute of Accountants and Actuaries in Glasgow (IAAG), from 1854; and 
the Society of Accountants in Aberdeen (SAA), 1866, can be taken as the earliest examples of 

associative control in Scottish accounting. To a certain extent, the formation of these associa-

tions was an attitude in response to the challenge of power and authority of Scottish public 
accountants in providing services related to the Court of Justice. The creation of the SAA, 
however, was related to local economic reasons, such as the railways and the banking sector, 

and after the formation of these three entities, its members faced challenges from competing 

organizations, concerned with the monopoly of the profession [25]. Despite the differences, 
the three associations joined forces to defend the professional status of accountants, including 
joint examinations, a review of national members, and professional registration.

The early organization of accountants in Scotland is explained by Walker [30] as a conse-

quence of the Scottish legal separatist system, the rise of industrial society, and the attempt to 
achieve social closure and collective mobility. Vocational training in Edinburgh and Glasgow 
in 1853 was an organizational response to the activities of a powerful group of London mer-

chants, whose demands for law reform emerged from the dominant economic philosophy of 

Victorian Britain. Such proposals ultimately threatened the interests of Scottish accountants 
but resulted in greater linkage between professional organizations in Scotland and England.

Another important milestone in the professionalization of accountants in Scotland occurred 

in 1854, when they came to hold the monopoly of accounting practice, through the sole acqui-
sition of credentials as CA3 [31]. At the time, the monopoly was challenged as being contrary 

to social and political philosophy and by employing a critical analysis of professional secrecy, 

which shows that it has assumed a functionalist interpretation of the role of the professions 

in society, receiving protection and help from superior resources, by their links with other 

professions and even by political circumstances. After the founding of the accountant associa-

tions in Scotland, similar formations emerged in England and Wales at the end of the nine-

teenth century [25]. As in Scotland, there were public accountants working in England and 

Wales, even though they were not linked to any professional associations [25, 32]. However, in 

line with Scotland, national legislation on the professional services of the Public Accountants 

of England and Wales created the need for a formally constituted group to establish associa-

tive control.

Since that time, the accounting profession already allowed to glimpse certain nuances in rela-

tion to the social context. Having its origin in trade practices, from the period beginning in the 

3Charter. Term which is based on the designation “Chartered” of its associates, designation of professional prestige. In Scot-
land the Edinburgh charter, dating from 1854, gave rise to the designation of Chartered Accountant (CA) and then adopted 
in the royal diploma which in 1880 recognized in the Institute of Chartered Accountants in England and Wales (ICAEW).
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1870s, accounting in England and Wales leaves behind its poorly defined commercial occupation, 
becoming a profession established and recognized in the society [33]. At the same time that the 

accounting science extended its prestige and recognition, the occupation of secretary was losing 

importance and being identified like feminine function. At the end of the professionalization 
process, around 1930, the accountant had the recognition of being a function directed to the male 

professionals.

Currently, the associations that bring together accounting professionals in Britain, according 
to Altintas and Yilmaz [29], are Institute of Chartered Accountants in England and Wales 
(ICAEW), Institute of Chartered Accountants of Scotland (ICAS), Association of Chartered 
Certified Accountants (ACCA), Chartered Institute of Management Accountants (CIMA), 
Chartered Institute of Public Finance and Accountancy (CIPFA), Association of International 
Accountants (AIA), and Association of Accounting Technicians (AAT). Each has its own 

accreditation system and does not act in a joint and coordinated manner, but is under the 
supervision of the Accounting Organizations Advisory Committee (CCAB) [34]. Thus, the 

accounting standards are edited by a board, called Statement of Standard Accounting Practice 

(SSAP), and approved by professional bodies.

This pioneering role served as a model for other countries in Europe and also for the USA. In 
the European context, merchants’ accounting had as one of the objectives to demonstrate the 
real value of debts, and an example of this is in France, where the French Commercial Code 
brings such a requirement since its implementation in 1673.

2.3.2. Accounting associations in France and Germany

The German school of accounting, together with the French school, is somewhat like clas-

sic examples of the Continental European model, as opposed to the Anglo‐Saxon model. 
Regarding the legal and regulatory environment, the German Commercial Code in 1861, 
inspired by the French model and the corporate and tax legislation, is the backbone in 

accounting standardization. Still, according to Niyama [34] on the secondary level, there is 

the accountant profession and the stock exchange. The French Commercial Code is often cited 
in classical literature as the first document, in the world, to establish regulations for commer-

cial activity. A determination, contained in that document, required traders who had double 
bookkeeping to prepare their balance sheets correctly for proper protection of creditors. The 

evolution of the accounting profession in France is based on the legal requirements for the 
appointment of various types of inspectors and auditors, ranging from inspectors, to syndics, 

to censeurs, and finally to commissaires [23].

Unlike the USA and Great Britain, accounting firms in France do not develop or enact account-
ing standards, and the accounting profession is represented by two entities:

 - The Order of Account Specialists (Accountants): perform the accreditation of the profession 
and act under the jurisdiction of the Ministry of Economy and Finance. It was legitimized 
by the government in 1945, with the purpose of defending the honor and independence of 

the accounting profession.
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 - The National Commission of Independent Auditors (Auditors): they have the function of 
producing audit standards, revising the code of ethics and issuing technical guidelines. It 

is overseen by the Ministry of Justice, and, since 1966, auditing is mandatory for companies 

that fall into parameters, such as sales volume, total assets, and the number of functions.

To enter the profession, the classical career of the French accountant begins with an examina-

tion called baccalaureate, which grants the diploma of II Cycle. Obtaining this diploma, the 
aspiring professional can enter an accounting preparatory course, lasting up to 2 years. At 

the end of the course, he/she must carry out, together with the professional body, a series of 

written tests, with subjects, such as Tax Law, Mathematics, Accounting, and Informatics. The 
approval entitles the Preparatory Diploma of Accounting and Financial Studies (DPECF).

In order to be able to start the activities of general accountant and to obtain the maximum 

title of the profession (expert-comptable), the candidate undergoes a practical internship of 

3 years in an audit firm, besides performing written tests and oral and thesis defense. At this 
point, you should already be affiliated with the bodies that regulate the profession, such as 
Ordre des Experts‐Comptables [23, 35]. Therefore, they are around 10 years of study, and it is 

a difficult and time‐consuming process but with a solid academic and practical background.

The birth of accounting in Germany came close to the 1900s, originating in business and 
trade schools (Wirtschaftshochschule, Handelshochschulen) and viewed as part of the dis-

cipline in business economics [35]. Six business schools were set up in Germany, Austria, 
and Switzerland: Leipzig, Aachen, St. Gallen, Vienna in 1898, Frankfurt and Köln in 1901, 

following the initiative of the companies and Chambers of Commerce. Others were founded 
in Berlin (1906), Mannhein (1908), and Munchen (1910), all created as a result of the Industrial 

Revolution, which brought changes to accounting, notably in terms of concepts, such as costs 

and depreciation.

Corporate law, as referred to by Altintas and Yilmaz [29], seems to have been the most influ-

ential factor on accounting in Germany, in view of the codified and prescriptive legal sys-

tem adopted, as opposed to Anglo‐American law. In addition to Germany, France, Greece, 
and Belgium restrict the creation of professional associations for accountants operating in 

the public domain. Evans and Honold [36] also share the view that German accounting, in its 
regulatory context, is a profession of lesser influence and much younger than in the case of 
Anglo-American countries, with strong state performance in professional development.

Like France, German legislation is based on legal codes, the so‐called legalistic approach to 
accounting. In addition, the development of accounting principles and the editing of account-

ing standards in Germany are not influenced as strongly as in the USA and Great Britain. In 
addition, the role of the state differs greatly from that of the UK, with German professionals 
more likely to look at government and its regulation [36].

In the professional aspect, there are two categories in action in Germany. The first one is 
equivalent to Certified Public Accountant, which requires the approval of a professional qual-
ification examination, through a university degree in finance, accounting, law, economics, 
and proof of minimum experience of 4–5 years for proper accreditation. The second one is as 
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a category of licensed inspector and considered lower level, whose performance allows audit-

ing small and medium enterprises. Both are legally authorized to perform audit work and 

act as members of the Board of Certified Auditors, which is the official German official body 
under the Ministry of Economy.

Just as in France, entry into the accounting profession in Germany is difficult because of 
the relevant degrees of knowledge required of the candidate. It is enough to remember that 
in the year 1931, the German government had already introduced the audit requirement 
for companies [35]. In addition, in France, 5 years of experience are required before the 
start of the examinations, in total of seven, in addition to the oral examination in front of an 

eight-member teacher’s seat.

2.3.3. Profession and professional associations in Italy

In Italy, the influences of company law (Civil Code) and tax regulations in accounting are sim-

ilar to those of a number of other Continental European countries, especially France, Belgium, 
and Spain. In view of the absence of an accounting standard setting body in Italy, accounting 
standards are set by the Civil Code. In the case of Italian‐listed companies, these were subject 
to additional regulation, mainly by the CONSOB (Commissione Nazionale per le Società e la 

Borsa), which is an equivalent organ of the US SEC [29].

It should be noted that the regulation of the accounting profession in Italy was completely 

reformulated by Legislative Decree No. 1 39, June 2005. Since then, the accounting profes-

sion is subject to the general supervision of the Ministry of Justice. According to the new 
legal provisions, the accounting profession in Italy has two levels, which differ in relation to 
the scope and nature of professional activities: Dottore Commercialista and Esperti Contabili—

Statutory Auditor and Accountant [37]. In the legal aspect, both levels have the requirement of 
a university degree, although with different periods of duration, which proposes a close link 
between the academic and the professional path. Still, the professionals who held the title of 

Ragioneri and Perito Commercial, on the occasion of the legal amendment of 2007, now have 
the registration of Ragioneri Commercialista, in the same professional group to which Dottore 
Commercialista belongs.

Regarding access to the profession, to obtain professional registration as Commercialist Dottore, 
candidates must obtain a 5-year diploma in Economic Sciences and Business Administration 

or in Economic Sciences [37]. There is also the requirement of practical experience, with a 
period of 18 months, with a registered profession. After obtaining the academic degree and 

the conclusion of the practice period, the candidate is able to take the state exam. Students of 

the 5-year university course are allowed to start the internship as of the fourth year of study. 

This training is carried out under the supervision of a Commercialist Dottore or an Esperti 
Contabili who have been registered for at least 5 years. This course, after graduation, aims to 
provide all theoretical and practical knowledge, as well as support the skills needed for the 

activity.

In relation to the state examination, the so-called proof of access to the professional cate-

gory, for Commercialist Dottore, involves two stages: three written tests and one oral test. 
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The first written test covers the following subjects: general and applied accounting, technical 
banking, commercial and industrial auditing, financial management, and financial calcula-

tions. The second written test includes the following contents: Private Law, Commercial Law, 
Bankruptcy Law, Tax Law, Labor Law, and Social Security and Civil Procedural Law.

In addition, in relation to the application of the examinations to Italian professionals, universi-

ties have the competence to apply them graduates, being the responsibility of the Ministry of 

Justice when it is a matter for auditors. The same happens in their management, where the tests 
happen twice a year [37]. Given the set of requirements for access to the accounting profession 
in Italy, both in the academic context and the requirement of practice prior to the exams, the con-

tent of these, involving several areas, implies that one must be well prepared to obtain approval.

2.3.4. Regulation and accounting association in Portugal

Still in the European continent, accounting regulation in Portugal followed the model already 

adopted in France, where the CNC has an administrative and financial liaison with the 
Ministry of Finance, with the power to develop accounting standards, which are issued as 

decrees or decrees-laws. From this perspective, accounting in Portugal had its development 

closely linked to the state, an aspect that restricted the autonomy of the profession [38], and 

its beginning is linked to the Board of Trade, the Royal Decree of September 1755, and the 

Account of the Institution of the Class of Commerce, in 1779, both on the initiative of the 
Marquis of Pombal.

The Class of Commerce had the main objective to teach the Italian method of double matches 
to the children of the Portuguese merchants. This was the first establishment of the kind cre-

ated officially in Portugal and aimed at professional education [39]. The Class of Commerce 
was a subordinate to the Board of Trade and was considered the first professional technical 
education course of accounting officially created in the world. According to Lira [40], the first 
teacher was I. Nancenti, a businessman who was ruined after the earthquake of 1755; the sec-

ond teacher was an Italian named Avondano.

In the Portuguese accounting associative context, the association of the professional account-

ing class began in 1885, with the foundation of the Portuguese Accounting Association. 

Later, in 1894, the Association of Employees in Accounting was created, which, in 1900, was 

renamed the Institute of the Commercial Class of Lisbon [41]. When it was constituted, this 

accounting association organized a group, composed of associates able to work in higher 

accounting positions.

Carqueja [41] highlighted the founding of the Portuguese Accounting Society in 1945 and 

was legally recognized in 1946. For the author, Portuguese professionals owe this profes-

sional association representation and participation in international meetings and associa-

tions. In addition, some points had a negative impact on the accounting evolution in Portugal: 

the long period of validity of the Portuguese Commercial Code, instituted in 1833 and the 
period between 1928 and 1974 [38]. At that time, members of the associations could even 

elect their leader, but the elected person had his name approved by the Secretary of State 

for Corporations, and the unions depended on the Institute of Labor and Social Security. 
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In addition, journals published by associations could not circulate without the consent of the 
Secretary of State for Corporations.

In 1999, with Decree‐Law No. 452, the Association of Chartered Accountants receives the 
name of the Chamber of Chartered Accountants. Then, at the beginning of 2000, the Code 
of Ethics enters into force, as a logical necessity to impose behavioral rules on all profession-

als, completing the requirements that define a regulated profession. To access the register 
as Certified Accountant (CA) —and to be a member of the Order of Certified Accountants 
(OCA)—the main requirements are to have the necessary academic qualification for enroll-
ment, carry out a professional internship, and professional examination. Regarding aca-

demic qualification (undergraduate or higher), this must be obtained in one of the areas of 
Accounting, Management, Economics, Finance, Public Administration, or related, besides 

obtaining competences in nuclear and complementary areas.

In view of the trajectory of the accounting profession in Portugal, Caria and Rodrigues [38] 

observe that Portuguese professionals had little influence in the process of normalization 
through the representatives of the order in the CNC, something that is presented as a gen-

eral characteristic of the European community, and in the continental model in addition to 

Portugal, Belgium, France, and Spain, they had a common legacy of tax reporting systems.

2.3.5. The Japanese model of the profession and accounting associativism

Japan is part of the group of countries that adopt the Code Law legal system, in which there 
is a high degree of detail of the rules that must be fulfilled. Similar to Germany and France, 
the Japanese system has less flexibility in structuring the financial statements, in addition to 
greater concern with creditors.

According to Niyama [34], until the end of World War II, Japan’s economy was under the con-

trol of industrial and commercial conglomerates, known as zaibatsu, which often included 

banks. At the end of the American occupation, at the end of the conflict, the zaibatsus lost 
political power, notably by the implantation of antimonopoly law, signed in 1946.

Even though the USA tried to establish Securities and Exchange Commission (SEC) in Japan 
in 1948, it was dissolved in 1953, transferred under the Ministry of Finance, and encouraged 

the strengthening of the accounting profession through the Japan Institute of Certified Public 
Accountants, such initiatives have not been successful. Historically, Japan has brought from 

Europe many of the accounting laws implemented in the country, mainly Germany, as is the 
case of the Commercial Code, published in 1899, but with later revisions [29]. Thus, the Japanese 

accounting system was influenced by both Germany and the USA, but the government still 
exerts strong control over numerous activities, which results in high bureaucracy in business, 

the environment where accounting is embedded. In the history of Japanese associativism, the 

creation of the first class association dates back to 1927, and today the Japanese accounting pro-

fession originates from the Certified Public Accountants Act, enacted in 1948, aimed at ensur-

ing the quality of accounting professionals at higher levels and in the USA and UK [34]. As a 

result of this law, the Japanese Institute of Certified Public Accountants (JICPA) [42] was estab-

lished in 1949, currently the leading professional accounting organization in Japan.
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In the professional trajectory, the path to becoming a Japanese CPA goes through academic 
training at the university level, in Accounting and Finance, Management Accounting, Auditing, 

or Business Law. Once this requirement is met, the next step is to pass the CPA exam, which 
is conducted by the Certified Public Accountants and Auditing Oversight Board, twice a year and 

in the Japanese language only. Upon successful completion, the applicant enters into a profes-

sional education program in accounting and a practical experience program; the requirement 
of which is the 3-year professional education program and program content provided by 

JICPA itself. In general terms, the curriculum that qualifies future accounting professionals 
in Japan is aligned with the requirements of the International Accounting Education Standards 

issued by the International Federation of Accountants Board of International Standards of Education. 

Completing the professional education program, the candidate will be able to perform the 
final tests, applied annually.

With regard to the practical experience required to obtain the CPA certificate in Japan, it cov-

ers the 2-year period, which can be done before or after the legal examination [42]. Complying 
with these requirements, the professional is able to obtain the registration as CPA, being able 
to carry out its activities and present itself as such in a public way. Therefore, it is a long train-

ing and with in-depth knowledge, but it results in a solid and rewarding career.

2.3.6. Development of the profession and associations in the USA

The development of accounting in the USA can be seen in line with the economic progress 
of the country, primarily due to the expansion of railways, which has boosted other activi-

ties and led to the emergence of large empires composed of refineries, oil pipelines, distri-
bution stations, and other activities which accompanied the railway boom. As highlighted 

by Niyama [34], accounting issues involving depreciation, costs, dividends, and investments 

require conceptually sound solutions to investors.

In the context of the professionalization of accountants, it has been supported by strong associa-

tions, with accounting features from the UK, including the professional associative model [23]. 

Particularly, the evolution of accounting in the USA, as a profession in origin in the private sec-

tor, presents education and admission requirements, disciplinary practices, professional stan-

dards, auditing, and ethics. From the presence of accountancy professionals in the USA, from 
the UK, the associative movement in the USA did not remain unaware of the initiative of Scottish 
emigrants. According to Carqueja [41], the designation of Certified Public Accountant (CPA) orig-

inated in Law in 1896, in the state of New York, and then was adapted to the other states of the 

union, which resulted in the qualification that the CPAs had their prestige recognized.

Accounting associations in the USA began in 1887, when the American Association of 
Public Accountants (AAPA) was created and is now an American Institute of Certified 
Public Accountants [22]. At its foundation, the AAPA had the Journal of Accountancy as its 

official body, and its founders were in the number of 10, insignificant number before the 
thousands of members that it has at the present time. Although pioneering, the AAPA was 

not the only association of accountants in the USA. At the time, numerous independent 
state associations had been created by the country, aiming at the legal recognition of its 

members. This professional recognition as a CPA, obtained in 1896 by the professionals 
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of the State of New York, entitled individuals to be called Certified Public Accountants 
(CPAs). To achieve such a degree, there was a need to obtain a certificate from the state 
university directors.

In the following decades, other states passed similar laws, and until 1922 all American states 

had such laws in place. However, divergences persisted because in state legislations it was 

possible to be a CPA without being a member of the AAPA and it was also possible to belong 
to the AAPA without being a CPA, which resulted in conflict because it was a matter of the 
states’ rights [22, 29]. In addition, practitioners were concerned about the dominance of the 

New York State Association, which led to the reorganization of the AAPA in 1917, becoming 

an American Institute of Accountants (AIA), when educational requirements for admission 
were established, even though possession of a CPA certificate was not yet required.

The lack of mandatory certification as a CPA eventually led to dissent in 1921 with the forma-

tion of the American Society of Certified Public Accountants (ASCPA), and the only criterion 
for admission as a member was the possession of a certificate issued by the states. As observed 
by Hendriksen and Breda [22], during the next 15 years, ASCPA and AIA, after competing 
for the representation of the US accountants, opted for the merger, keeping the name of the 
institute and requiring a valid certificate—of being a registered public accountant. Those who 
want to become a Certified Public Accountant (CPA) in the USA need to initially do a set of 
tests called the Uniform CPA Examination, with a high level of requirement and difficulty.

The purpose of this examination is to protect the public interest in order to ensure that only 

qualified candidates become licensed as the US Certified Public Accountants [43]. Despite the 

degree of difficulty, approval in this examination alone is not enough to meet the require-

ments in obtaining certification, since they vary from one jurisdiction to another. In the most 
classical form, the CPA candidate must have completed a college undergraduate course, have 
a master’s degree (MS or MBA), or a doctorate degree (PhD) [44].

In addition to the requirements for accounting content, the IES where the candidate has a 
baccalaureate degree must be registered in one of the six accredited educational institutions 

(US Regional Institutional Accreditation Agencies). There is also a need to pass the ethics 
exam and prove a minimum number of years of work experience in addition to the candidate 

obtaining a Social Security Number. This requirement is valid, even if the applicant is not a US 
citizen nor has he/she been working or residing in one of the jurisdictions.

2.3.7. Accounting association and accountancy profession in Brazil: Portuguese roots

In the period corresponding to the first 50 years after the discovery and Portuguese colonization 
in Brazil, there is no record of political, economic, or social activities. Through the failure of the 

hereditary captaincy system, the Portuguese government decided to take over directly the con-

trol of its colony and installed, in the year 1548, the system of general government. Regarding 

the history of the accounting profession in Brazil, as well as what happened in Portugal, the 

creation of the Aula do Comércio, based on the supervision of the Lisbon Commerce Board, is 
considered an important milestone, and its prediction is contained in Article XVI of the Statutes 

of the Board of Trade, established in Lisbon, approved by the decree of December 1756 [45].
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In relation to the first higher courses in Brazil, these were created in 1808, upon the arrival of 
the Portuguese court. Despite the existence of these higher courses, the first university was 
only instituted in 1920, which is already in the period of the republic. It is perceived that it 

occurred somewhat late, compared with the Spanish-speaking countries, as was the case of 

Santo Domingo (1538), Mexico, Peru, Chile, and Argentina. Although it obtained its political 
independence in 1822, Brazil remained economically submissive to the European nations, 

with the permanence of the same colonial structure, based on slave labor, in contradiction to 

the rapidly expanding world capitalist system [45]. In the history of the Brazilian accounting 

profession, it was in 1945, when the commercial education reform was completed, that Decree 

No. 7988, formalized the creation of two higher courses: Economic Sciences and Accounting 

and Actuarial Sciences.

Concerning the associativism of the accounting profession, although the first movement with 
similar characteristics to that occurred in Europe and the USA has occurred in 1869, when 
the Court Bookkeepers Association was founded, the creation of the professional order, in 
the form of the Federal Accounting Council, occurred only in May 1946, when the country 
was already a republic. Since its inception, the Federal Accounting Council, as a professional 
order of accountants, besides supervising the exercise of the profession, was active in the 

regulation of accounting principles, in continuing education programs and in the edition of 

accounting standards of a technical and professional nature. There was also no application 

of the entrance exams to the professional category, which only occurred in 2010, in the form 

of the Examination of Sufficiency, which is compulsory for all postgraduate graduates of 
Accounting Sciences who wish to practice the profession counter.

In addition, higher education legislation in Brazil, regulated by the Ministry of Education, 

provides that Higher Education Institutions in the country, which offer a higher degree in 
Accounting Sciences, must follow the rule set forth in Resolution No. 10/2004, regarding the 

body of knowledge that makes up the future accountant. Regarding the training aspect, the 

future Brazilian accountants graduated by the Higher Education Institutions (HEIs), in peri-

ods ranging from 4–6 years, with the requirement, of practical internships and the application 
of knowledge tests, as part of the associations and professional orders, in order to guarantee 

access and professional practice.

In practice, the influences on the training of accountants in Brazil, mainly after the require-

ment of the examination of access to the professional category in 2010, considerably reduced 

the autonomy of Brazilian HEIs. This aspect is corroborated by a recent study, together with 

more than 900 higher courses in action in the country, aiming to know the organisms and 

their respective degrees of influence in relation to the curricular contents destined to diploma 
the accountants. Based on a study carried out by Bonzanini et al. [46], in addition to the 

professional order itself, other professional bodies, such as the United Nations (UN), IASB, 
and IFAC4 seek to interfere, in a legal or contributory way, in the training of future Brazilian 

accountants.

4Respectively, International Accounting Standards Board and International Federation of Accountants.
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2.3.8. Other professional associations and professional accounts: some particularities

In addition to the examples cited here, others may be brought, limited to the space of this text. 

One refers to the Netherlands, whose Commercial Code dates from 1837, the first document 
to contemplate the requirement of bookkeeping for the preparation of balance sheets of com-

mercial establishments [34]. Although small in its geographic extent, the Netherlands became 

famous in the maritime trade, which provoked reflections in the accounting science. By dis-

sociating itself from the Anglo‐Saxon influence and the continental European model, due to 
its operations with foreign clients, its accountants and auditors needed to follow and integrate 

the evolution of the globalized market.

Currently, Dutch accounting is influenced by corporate law and the accounting profes-

sion, therefore, without the influence of tax legislation; there are regulations, both for the 
Registeraccountant (Chartered Accountant) and for the Administratieconsulent (Accounting 
Consultant) [34, 35]. As regards the exercise of the profession, the authority which oversees 

the two categories is the Netherlands Authority for the Financial Markets. For both functions, 

there is a need for a university degree (master’s degree), 1–2 years of professional practice 

after the degree, and more than 3 years of practical training, in addition to passing the final 
exam.

In other countries, such as Australia, there has been a significant influence of the British Empire 
on the accounting profession since its inception as a result of exchanges since 1853, both in 

trade (import and export) and accounting professionals [47]. India can also be included in this 

example, as the colonies have in some way used the British model of qualification tests and 
exams, ultimately consolidating the influence of the accounting and membership principles 
hitherto used in the UK.

Based on the references presented in this text, the division of powers and attributions among 
the institutions that qualify future professionals—universities, institutes, and colleges—
in relation to professional associations, orders, and councils becomes evident. According 

to Carvalho [48], the intervention of these entities in the space of so‐called “schools” has 
been strongly criticized, in addition to violation of the separation of powers that must exist 

between academic training, professional competence of associations, and other professional 

bodies.

3. Disinterested action or the defense of interests?

According to Carnegie and Edwards [47], the process of professionalization does not start 

from the formation of an organizational body, although the organizational design is admit-

tedly a key strategy in the pursuit of social closure recognized by the state, associated with the 

granting of occupational privileges and, not infrequently, to the monopoly powers, granted 
by the legislation. Rodrigues [3] observes that a fundamental question is related to the long 
period in which the conviction prevailed that the attribution in the definition of the codes of 
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ethics and the institution of the mechanisms of self‐regulation were sufficient for the defense 
of the public interest. However, the current perception is that it is necessary to discuss and 

institute new mechanisms for the external control of the professions, both in business ethics 

and in the ethics of accounting itself [3, 14]. However, practitioners often see such controls as 

threats to authority and trust in professions, resulting in social conflicts.

On the other hand, due to the recent efforts of occupations, including the use of various strate-

gies to achieve the status of professional orders, the resumption of the teaching issue is impor-

tant, and traditionally the education system is the only and necessary platform so that the 

future professional can ensure the credence of professional knowledge. Therefore, the profes-

sional orders have exerted the control, both directly and indirectly, on the educational con-

tents of the academics, besides the other requirements of the professional accreditation. This 
relationship between the two systems of accreditation has resulted in professional closure in 

the form of a vicious circle, a questionable aspect, since it tends to foster forms of corporatism 
that are harmful to the public interest.

The primary role of the professional councils does not include the control and verification of 
the academic training of future professionals, whose role, as emphasized by Carvalho [48], 

is given to HEIs. Even if the academic title is officially accredited, it is up to the professional 
orders, as the last reserve of the competences, to expand certain knowledge, even after the 

academic formation. In this context, professional orders emerge as a controlling stakeholder 

in relation to universities, since they can determine the course of a profession, without enter-

ing into agreements with HEIs, which form professionals related to this professional order 

[49]. Once enrolled in the respective order, the members receive adequate training, in the 
scope of professional ethics, in relation to the legal aspects and the good practices neces-

sary for the professional exercise, and functions that are not part of the competences of the 

university.

Given the need for more discussion, including the social importance of the work of profes-

sionals, something they themselves have neglected, Brint [50] affirms, in favor of the devel-
opment of professional values and in particular association professionals, the importance of 

universities and intellectuals. This reinforces the importance of the prerogatives of associa-

tions, orders, and professional councils, as entities that guarantee the independence of the 

professions they represent. In this context, the first point that emerges regarding the per-

formance of the orders and the professional councils is related to the role of inspector of the 

profession, granted by the state, aiming to guarantee access and professional exercise only 

to those who have completed all stages of training and qualification. However, the current 
liturgy has demonstrated the growing interest of the professional accounting associations and 

orders in the training of accountants.

In recent years, there have been a number of fundamental changes in accounting regulation, 

both in the substance of the rules and in the context of regulatory institutions [51]. Thus, 

accounting regulation institutions have shifted from the increasing worldwide adoption of 

International Financial Reporting Standards (IFRS), and in many jurisdictions, including 
European Union countries, this regulation has been replaced by government regulation or a 
private body responsible for new standards [52].
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In the case of the USA, in addition to the strong performance of professional associations 
and boards, both in regulation and in the application of access tests, the Sarbanes‐Oxley Act 
resulted in substantial changes in corporate governance until then acting in a self-regulated 

manner [53]. These changes imply adjustments in curricular content, since new laws, resolu-

tions, and technical pronouncements have been sanctioned. Therefore, the composition of 

the curriculum, concomitant with the contents offered in the disciplines, can originate from 
several sources, such as the proposal presented by the United Nations Conference on Trade 
and Development (UNCTAD), from the Intergovernmental Working Group of Experts on 
International Standards of Accounting and Reporting (ISAR), in conjunction with the United 
Nations Conference on Trade and Development (UNCTAD), one of the United Nations (UN) 
sectors.

Other international organizations, such as the IASB and IFAC, propose regulation and 
accounting harmonization through a joint proposal for a global curriculum model, suggested 
as a benchmark for accounting professionals, aiming to standardize the qualification in all 
countries [51]. In several countries, among them Brazil, the preparation of a National Content 
Proposal for the undergraduate course in Accounting Sciences is underway, with the objec-

tive of creating a new curricular matrix.

Particularly, in relation to aspects to access to the profession, in countries such as Japan 

and France, there is a requirement for practical internships, defined and regulated by the 
respective professional order, as a requirement for effective access to the profession. In other 
countries, such as Germany and the Netherlands, although they do not act in the creation 
of accounting standards, professional associations are extremely demanding regarding the 

knowledge of the future professionals, aiming at the access to the respective category.

Thus, from the examples referenced in this text, it is observed that the performance of the profes-

sional accounting associations and orders is not limited to the control of professional practice, and 

there is evidence that it interferes, directly and indirectly, in the academic training given by HEI.

4. Conclusions

As a result of the creation of the professions, professional associations, and orders emerged 

as a meeting of individuals with the same job, aiming to guarantee, among other points, a 
private labor market, making it difficult for other members considered as not qualified for the 
activity. They are entities that do not have profitable activity, and their maintenance occurs 
through the contribution of their associates. Together with HEIs and the state, they sustain 

professional power from three pillars: autonomy, through the power to decide on one’s own 

work; the expertise, or monopoly on knowledge; and credentialism, as a control in access to 
training provided by the state.

Associations and professional orders, in spite of their voluntary and associative nature, are 

political bodies whose purpose is to define, organize, ensure, and represent the interests of 
its members, including through the use of entry barriers within its scope of action, from the 

state concession.
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The importance of HEIs in the formal structure that legitimates the professionalization pro-

cess is emphasized in the theoretical framework of this study, together with professional asso-

ciations and the state, based on the delegation of the latter. In relation to higher education, as 

an attribute of the professions and establishing the separation between these and occupations. 
Also, as central institutions that attribute licenses to work in an occupation, a point that dis-

tinguishes between laypeople and professionals.

Even in view of the autonomy envisaged for universities, in the construction of content 

designed to train accountants, the work of associations and professional orders, in addition to 

supervising the performance of its affiliates, establishes a series of requirements for the access 
to the profession and training in accredited schools. In addition to these requirements, in sev-

eral countries, such as the USA, Germany, Japan, and Brazil, the application of professional 
access examinations is in charge of professional associations and professional accounting. In 

addition, numerous international bodies have significant influence over the content intended 
to train accountants. Among these, the work of the UN—by its agencies UNCTAD and ISAR, 
the IASB, and the IFAC—shows us that the performance of these entities goes beyond the 
purposes delegated by the state, directly and indirectly influencing the curricular contents 
taught in Higher Education Institutions.
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Abstract

Behavioral accounting is a branch of accounting that is related to behavior besides the 
accounting knowledge. It deals with the attitude and behavior of people when they are 
encountered with an accounting phenomenon which determines the behavior that they 
will show in decision‐making. This special area of accounting addresses such aspects 
as human information‐processing behavior, judgment quality, accounting problems that 
are created by users and providers of accounting information, and accounting informa-
tion users’ and producers’ decision‐making skills. Behavioral research tries to find out 
how individuals make decisions and interact and influence other individuals, organiza-
tions, markets, and society. Behavioral accounting concept is examined under the topics 
of the influence of accounting information on behavior, managerial control (budget par-
ticipation, nonfinancial measures, leadership, and balanced scorecard), auditing (audi-
tor‐client negotiations, auditor’s judgment, and decision‐making), and ethics (ethical 
decision‐making, ethical orientation, and rationalizations on unethical behavior) in this 
chapter.

Keywords: behavioral accounting, accounting ethics, auditor, managerial control, influence 
of accounting information

1. Introduction

Behavioral accounting is a branch of accounting that is related to behavior besides the 

accounting knowledge. Accounting was recognized as a phenomenon that operated in con-

texts that forms, functioning, and consequences were interdependent with; now, it is recog-

nized as a practice whose outcomes are mediated by the human and social contexts in which 
it operates [1]. It deals with the attitude and behavior of people when they are encountered 
with an accounting phenomenon which determines the behavior that they will show in 
decision‐making [2].

© 2017 The Author(s). Licensee InTech. This chapter is distributed under the terms of the Creative Commons
Attribution License (http://creativecommons.org/licenses/by/3.0), which permits unrestricted use,
distribution, and reproduction in any medium, provided the original work is properly cited.



The definition of Behavioral Accounting is “an offspring from the union of accounting and 
behavioral science; it represents the application of the method and outlook of behavioral 
science to accounting problems” and the objective of Behavioral Accounting is “to under-

stand, explain, and predict human behavior in accounting situations or contexts” in Ref. 
[3] (pp. 127–128).

Behavioral accounting attempts to correct and enrich traditional approaches to accounting 
theory where preparer and user perceptions, attitudes, values, and behaviors are underem-

phasized [4]. Belkaoui defines it as “the application of behavioral science to accounting, with 
its basic objective being the explanation and prediction of human behavior in all possible 
accounting contexts” (p. 438).

“Not only does accounting summarize huge quantities of behavioral interactions, account-
ing measurements can become the object of behavior. Accountants account for behavior 
and accounting measurements can be the objective of behavior and so long as accountants 
make assumptions about human behavior in accounting, accountants should reexamine their 
behavioral assumptions be a greater understanding of and involvement in the behavioral sci-
ences” [3] (p. 136).

Behavioral aspect of accounting is that segment of accounting which attends to develop an 
understanding of both cognitive (perceived) and affective (emotional) elements of human 
behavior that influence the decision‐making process in all accounting contexts and settings. 
This special area of accounting addresses such aspects as human information‐processing 
behavior, judgment quality, accounting problems that are created by users and providers of 
accounting information, and accounting information users’ and producers’ decision‐making 
skills [5]. It was assumed that the decision‐maker behaved basically as a profit maximizer in 
handling accounting problems; but today it is accepted that the individual exhibits psycho-

logical behavior also in accounting [6].

A well‐known definition of behavioral accounting research appeared in Ref. [7] (p. 43) and 
was used in several studies such as in Refs. [8] and [9]: “The study of behavior of accoun-

tants or the behavior of non‐accountants as they are influenced by accounting functions and 
reports.” Behavioral accounting research contains the judgment of accountants and auditors, 
the influence of the accounting function and auditing function on behavior, and the influence 
of accounting information on judgment and decision‐making of users [9].

Behavioral research tries to find out how individuals make decisions and interact and influ-

ence other individuals, organizations, markets, and society. Behavioral researchers who 
primarily study human actions in a variety of settings are behavioral economists and accoun-

tants, two groups of interest for this attempt. Laboratory experimentation, examination of 
naturally occurring (archival) data, verbal protocols, and theoretical models are from the 
methodologies employed [10].

The scope of behavioral accounting research has been heard from 1960s, the academic com-

munity began to examine the implications that accounting statements and information had 
upon decision‐makers [8]. By the end of 1960s, interest in investigating the behavioral influ-

ences that accounting information on individuals and organizations grew rapidly and caused 
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an increase in the number of published studies. In 1970s, the quality of the research was better 
and recognition of the behavior paradigm by the profession increased significantly [11]. In 

1960s, the focus was on managerial accounting which was dealt with the accounting function 
on behavior; in 1970s, the focus on managerial accounting remained, but the emphasis changed 
to information processing by decision‐makers [9]. Researchers examined judgment and deci-
sion‐making and the research mainly focused on the auditors, their judgment, and the use of 
information. User characteristics, decision models, alternatives for communicating accounting 
information to users, and accounting policy‐makers’ behavior are also examined [12]. By the 
1980s, the research was regarding all subject areas of accounting [9]. By 1997, a number of 
faculties taught and conducted research in behavioral paradigm, and identified their interest 
with the area of research application [11].

Behavioral accounting concept is examined in terms of the influence of accounting informa-

tion on behavior, managerial control, auditing, and ethics in this chapter.

2. Influence of accounting information on behavior

“Accounting systems are often the most important formal sources of information in indus-

trial organizations. They are designed to provide all levels of management with timely and 
reasonably accurate information to help them make decisions which are in agreement with 
their organization’s goals“[13] (p. 156). While some organizations demand from accounting 
to assess the basis of tax or to follow up debits and credits only, some organizations demand 
to produce and report the information that meets the needs of the users [14].

According to Macharzina [6] (p. 5) “the process of influencing behavior through accounting 
information is conceived of as an interaction process, in the course of which an individual 
(accountant) attempts influence the behavior of one or more other individuals (focal persons) 
with the aid of appropriate reported information in order, as far as possible, to realize the 
reporter’s or management’s behavioral expectation.”

Behavioral issues mainly appear through the communication process, not through the more 
traditional accounting issues such as data‐processing methods. One of the domains of behav-

ioral accounting research is the behavior of the recipient of accounting information and how 
variations in the information influence the behavior, because accounting communications are 
designed as the basis for behavior [7].

Accounting information influences decision‐making mainly [15]. There are three decision‐
makers that decide by using accounting information:

• Decision‐makers who decide concerning both activities and accounting system that 
prepares financial reports of the firm. This group is top management who is respon-

sible for the preparation and presentation of financial reports and also any change in 
accounting system.

• Decision‐makers who decide concerning activities, but do not decide concerning prepara-

tion of financial reports. They cannot change the content of accounting information, but 

Behavioral Accounting and its Interactions
http://dx.doi.org/10.5772/intechopen.68972

193



use it about the decisions of other activities; the result of their decisions may influence ac-

counting system indirectly.

• People who are outside of the firm and influence the environment and activities of the firm, 
but who do not have direct control on the activities and works of the firm.

The behavioral research in this area examined information systems’ structure, the influence of 
individual behavioral characteristics on the information usage and process, and the relation-

ship between characteristics of decision task and information systems, in 1970s and 1980s [12].

Accounting information can be classified into two categories as financial information and 
nonfinancial information. Financial information is quantitative in nature, while nonfinancial 
information includes both quantitative and qualitative information. According to the man-

agers’ backgrounds and the nature of the decisions and problems they are facing, different 
types of accounting information are used in decision‐making processes. Managers may also 
use financial and nonfinancial information simultaneously [16]. Financial information plays a 
key role in structural decision problems such as the evaluation of organizational performance, 
whereas nonfinancial information is considered to be more useful for unstructured decision 
problems like the identification of new business opportunities.

Accounting information can carry out two roles within decision‐making: As decision‐facilitat-
ing information and decision‐influencing information [17]. Decision‐facilitating information 
reduces decision‐makers’ pre‐decision uncertainty and, thereby, enhance the probability to 
making better decisions with respect to the desired objectives. So, it is a direct input in deci-
sion‐making and is supposed to improve the knowledge and anticipation to make decisions. 
Decision‐influencing information, whose function is important only in multi‐person contexts, 
affects (other) persons’ behavior and influences managerial decision‐making in the manage-

ment context. Decision‐influencing information enfolds its effects via behavior observation, 
performance measurement, and evaluation and rewarding or penalizing performance.

Two distinctive styles of information usage, namely diagnostic and interactive, are identified 
by prior studies [16]. A diagnostic use of the accounting information emphasizes the use of 
this for “diagnosis,” for example, the observation of deviations of organizational processes 
from a preset norm which reflects a management style that relies on standard setting, mea-

suring, comparing, and taking corrective actions, and which emphasizes monitoring, top‐
down control, and the pursuit of efficiency [18]. Interactive use of the accounting information 
emphasizes its role to engage in “interaction” with organizational participants which reflects 
a management style in which higher level managers involve themselves regularly and per-

sonally in the decision activities of subordinates. Managers should be experienced or trained 
in the use of nonfinancial accounting information in an interactive and participative style. 
Managers should be experienced in the typical “administrative” ways of dealing with the 
accounting information if they implement cost‐reduction policies control.

Managers with a dominant administrative background tend to use accounting information 
more diagnostically than interactively, and seem to emphasize performance evaluation and 
prefer to use financial information for decision‐making process [18]. By contrast, managers 
who adopt an interactive style of information usage tend to use nonfinancial information 
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more than financial information in decision‐making. Managers who have a balanced back-

ground may be most effective to resist pressures toward both cost reduction and quality 
enhancement. Different styles of information usage have direct implications on the behavior 
of managers. Senior managers who adopt a diagnostic style of information usage pay atten-

tion toward the achievement of planned outcomes [16]. They direct less attention to the tools 
adopted by lower level managers for achieving the outcomes. Most discussions on organiza-

tional outcomes are in formal reviews form and are conducted at the end of set operating peri-
ods. Within operating periods, exchanges of accounting information are limited. Continuous 
exchanges of information occur between organizational members when an interactive style of 
information usage is adopted by managers. Discussions on organizational outcomes tend to 
be less formal and can be held at any time.

The suitability of the styles of information usage to managers changes according to the types 
of decision problems they face; a diagnostic style of information usage is suitable for address-

ing routine, structural decision problems like organizational performance evaluation and 
the determination of rewards of the subordinates whereas an interactive style of information 
usage is more suitable for addressing unstructured decision problems [16].

Accounting information users’ personal characteristics and their influence on decision‐mak-

ing should be well known by accounting information preparers and presenters [15]. Users’ 
cognitive process and perceptions will influence the usage and interpretation of accounting 
information; it is supposed that decisions are influenced by prejudice of perceptions of deci-
sion‐makers. Trust on decisions and information demand significantly link with the tolerance 
of uncertainty.

Behavior of accounting information producers depends on four major factors of quality of 
financial information [5]:

• Relevance: It means that accounting information should be relevant to decision‐making.

• Faithful representation: Information should be complete, confirmable, and neutral.

• Comparability: It should enable that similarities in and differences between two sets of 
economic phenomena would be identified by the users.

• Understandability: It means that users with reasonable knowledge of business and eco-

nomic activities or financial accounting should be able to realize the meaning of the 
information.

3. Managerial control

Many forms of empirical research have been taken and many topics analyzed over the years 
in management accounting research such as to what extent managers probably succeed with 
their management accounting and control systems in various settings [19]. The behavioral 
research in this area analyzed the impact of budgetary control on individual performance and 
how people affect budgets by analyzing individual differences, motivation, and risk aversion 
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and helped us to understand the variability and complexity of people about work and perfor-

mance. Since 1970s and 1980s, the objective of management accounting seemed to encourage 
and assist managers in making desirable decisions in organizations and motivating others to 
perform the results of the decisions [12]. The benefit of behavioral accounting research may 
be more probable to be seen in the managerial area than in any other aspect of accounting due 
to the direct and observable relationships between management accounting and behavior in 
organizations.

A significant portion of BAR also focuses on noneconomic dimensions such as trusting behav-

ior, cooperation, and the expectation of a fair share of any rewards that influence decision‐
makers in directions at odds with the self‐interest and wealth‐maximizing assumptions These 
can lead to greater monetary returns to the decision‐maker in certain settings, but they also 
can expose the decision‐maker to greater risk. Other characteristics of the work environment 
including the national culture can also influence the expectations and behavior of the deci-
sion‐maker [20].

3.1. Budget participation

Budgets and standards direct people to a certain target and motivate them and also create 
a criterion for performance evaluation. The extent to which budgets and standards have an 
influence on behavior depends on the difficulty level of budget targets and if these targets 
are prepared by the participation of decision‐makers. Objectives, budgets, and standards 
affect human behavior, and the degree of this influence depends on the accessibility of the 
objectives [15].

One of the reasons that superiors decide to rely heavily on budget targets to evaluate their 
subordinates is the positive outcome which means that employee job satisfaction and perfor-

mance are improved when a high budget emphasis evaluative style is accompanied by a high 
budgetary participation [21]. According to the prior studies, an evaluative style will probably 
be associated with favorable behavioral outcomes if it emphasizes the importance of budget 
targets used together with high budgetary participation. Brownell [22] referred that “superi-
ors who exhibit a budget‐constrained style and place primary emphasis in their evaluation of 
subordinates on budget achievement, will provide appropriate reinforcement only for those 
individuals who are heavy involved and influential in the budget‐setting process” [21, 22]. 

This indicates that budgetary participation isn’t independent of an evaluative style which 
emphasizes meeting budget targets, but rather it is a consequence of this type of evaluative 
style [21]. Budgetary participation moderates the impact of supervisory evaluative style on 
performance; it has a positive effect on performance [22].

Another reason that superiors decide to rely heavily on budget targets to evaluate their subor-

dinates which is associated with high budgetary participation is based on the suggestion that 
it is fair [21]. If superiors choose a high emphasis on budget targets as an evaluation style, they 
will also choose high budgetary participation because of a forceful need. In this evaluative 
style, the level of budget targets is important to the subordinates because their performance 
will be assessed against these targets which may have important effects on the interest of 
subordinates; so it is only fair that they have a role in determining the levels of realistic and 
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attainable budget targets. Generally, superiors care about to be seen as being fair among their 
subordinates; therefore, superiors who adopt an evaluative style that has a high emphasis 
on budget targets will decide to allow their subordinates high budgetary participation to be 
perceived as fairer.

The main purpose of subordinates’ participation in the budgeting process, in superior’s side, 
is to gain information from the subordinate that is useful to plan and coordinate production, 
reduce uncertainty, and thereby increase profitability [23]. Budgetary slack is “the result of 
employees misrepresenting their productive capabilities while participating in their budget 
setting process” [24]. This could result in overstatement of costs and understatement of rev-

enues and profits and could be harmful for the financial well‐being of the organization.

3.2. Nonfinancial measures

Performance evaluation is important to employees as their evaluations may be closely 
linked to their wages and promotions, so they are likely to be concerned with the fairness 
of the performance measures used [25]. Organizations are facing deep pressure to remain 
competitive and therefore adapt customer‐driven strategies aimed at ensuring high levels 
of quality and innovation. So organizations expect from employees to perform and show 
success in possibly many diverse and complex roles. Nonfinancial performance measures 
such as defect rate, customer satisfaction rate, and number of new products launched may 
be suited to such contemporary situations as they are not linked to the annual reporting 
circles and need not be expressed in monetary terms. They may measure progressions in 
product quality and innovation necessary to maintain and improve customer satisfaction 
and retention.

Nonfinancial measures that are able to capture the long‐term performance of employees’ 
actions are suggested to be used in performance evaluations as they are more flexible, com-

prehensive, and therefore easier for the employees to associate with; by using them, employ-

ees may more likely to realize a long‐term perspective of the position in the organization [26].

Employees are measured on the quality of their work, the initiatives they undertake, and in 
areas in which they have control and they are therefore likely to perceive the use of nonfi-

nancial measures as a fair evaluation of their performance [25]. So, the use of nonfinancial 
performance measures is likely to be positively related to employee role clarity as it is a means 
of providing the necessary information to express the role of employees so that they are aware 
of what is expected of them.

Nonfinancial measures can be seen as a communication tool; the adoption of them as perfor-

mance evaluation criteria will promote trust within the superior‐subordinate relationship [25]. 

Procedural fairness perceptions are influenced by the trust in superior‐subordinate relation-

ships; subordinates are likely to believe that their supervisor will appraise their performance 
fairly, so the trust the employees have for their supervisors will likely be translated into faith 
in the performance evaluation system. However, if trust is not established between them, this 
would cause subordinates to suspect that their superiors may be deceptive and selfish and 
may lead to a perception that the performance evaluation procedures are unfair.
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3.3. Leadership

Leadership, as a social influence process, only really works when people have faith that 
the manager is directing them toward a worthwhile goal and allow themselves to be led 
to achieve an organizational goal, which can be summed up in the concept of trust [27]. 

“Leadership involves activating and engaging the head, heart, hands, and spirit of employees 
for a purpose that is greater than the individual manager or any one employee that means 
developing behaviors that favorably impact tasks, build relationships, and bring about trans-

formations” (p. 174).

In transactional leadership, managers create and maintain high‐quality interactions with 
employees to meet the organizational goals by using rewards, power, and authorization. 
Transactional leadership isn’t sufficient to engage and motivate most employees in the long 
term. Transformational leadership is about motivation of the employees by orienting them 
to a greater organizational goal beyond any individual short‐term goals by creating a tough 
vision, enabling them to turn the vision into a personal reality, and empowering them to main-

tain the transformation. Transformational leadership can encourage the growth of a learning 
organization. An integrated approach is required for an effective management; managers will 
always make sure that employees receive rewards and recognitions in a transactional mean-

ing, but leadership also requires the skill to provide employees looking beyond their current 
situation and focus on greater purpose.

3.4. Balanced scorecard

Senior executives realize that organization’s measurement system affects the managers’ and 
employees’ behavior; in the 1990s, the traditional financial measure‐oriented performance 
evaluation system was challenged by managers and academic researchers [28, 29]. Kaplan and 
Norton [30] claimed that financial measures were inadequate for the evaluation of the nonfi-

nancial aspects of management performance, and managers may stress short‐term financial 
goals rather than their organization’s long‐term interests in the case of exclusive use of financial 
measures in performance evaluations [29, 30]. They promoted using the balanced scorecard 
(BSC) to evaluate all aspects of managerial performance. A typical BSC has four measurement 
categories, including financial, customer, internal business process, and employee learning 
and growth perspectives; generally, the majority of the last three are made up of nonfinancial 
measures. Balanced scorecard uses both financial and nonfinancial measures with emphasiz-

ing nonfinancial measures; therefore, it is important for organizations to understand how the 
various performance measures can influence the behavior of employees by identifying the 
essential factors required for the success of performance evaluation systems [26].

If the top management uses both financial and nonfinancial measures in their performance 
evaluations when they evaluate the performance of middle‐level managers, the middle‐level 
managers are more likely to use both financial and nonfinancial measures in their subordi-
nates’ evaluation [29]. On the contrary, if the top management uses just financial measures 
and ignores nonfinancial measures in the evaluation of their middle‐level managers’ perfor-

mance, their prejudice will spread to the next level of management via the contagion effect, 
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who may put excessive emphasis on financial measures in performance evaluations as well 
(p. 104). As a result, top managers should use an evaluative style where all measures in the 
BSC are reflected in evaluating performance.

4. Auditing

Accounting information users need reliable and sufficient information for decision‐making; 
it’s the duty of the business management to provide this information [31]. But there may be 
a possibility that the information isn’t reliable because of work load and sophistication in 
accounting transactions, distance of the users from business, and the tendency of the informa-

tion providers. So the necessity arises to present audited financial statements to the users to 
decrease the risk of unreliable information. Some of the users may wish to invest, willing to 
loan money, or wish to merge; therefore, there must be a procedure to verify the accuracy of 
the company’s financial status [32]. The independent auditor’s task begins at this point.

“Auditing is an investigative and information‐processing activity, which evolved in response 
to the need for independently verified stewardship reports” [33] (p. 89). Audit activity includes 
financial report data examination followed by an audit opinion on the report mainly compli-
ance audit, internal audit, and operational audit. Our main focus will be on independent 
auditor who is responsible to examine and report the financial statements.

The auditor collects and evaluates relevant and reliable information, and applies professional 
judgment in choosing among alternatives also by consultation with other professionals who 
are knowledgeable in the area. The auditor should use critical‐thinking skills in the devel-
opment of a solution or an opinion on the financial statements. Conducting a proper audit 
requires professional judgment. Relevant knowledge and experience application to the facts 
and circumstances are essential for interpreting the relevant ethical requirements and GAAS 
and the informal decisions required during the audit process [34].

Independent auditors offer services to their clients and get payment from the clients for their 
services, but they may face conflicting loyalties because of the opposing interests between the 
public and clients; their main responsibility is to guarantee the interest of public [32]. “The 
auditor’s obligations are to certify that public reports depicting a corporation’s financial sta-

tus fairly present its financial position and operations; shortly their fiduciary responsibility is 
to the public trust and “independence” from the client is fundamental in order for that trust 
to be honoured” (p. 118). The AICPA Code of Professional Conduct mentions two kinds of 
independence: Member who provides auditing and other attestation services should be inde-

pendent in fact and appearance [32, 35].

4.1. Auditor‐client negotiations

Financial statements are a product of auditor‐client negotiations that is an important link 
between the audit and the quality of financial statement [36]. Unaudited financial statements 
of the clients are the first move of starting of negotiations. The first move is a key factor of 
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the other side’s actions and often estimates the first mover’s attitude during the negotiation 
process, where client’s signal becomes clear as negotiations progress. A client who refuses to 
post an adjustment proposed by the author may be viewed as being contentious or a client 
who willingly concedes on an issue after the initial proposal of an auditor may be viewed as 
concessionary by the author. These contentiousness and concession acts from both the auditor 
and client are viewed as tactics in a negotiation setting.

It is found that the negotiations are often influenced by negotiators who use tactics [36]. Many 
research about the use of concessionary tactics found that both auditors and clients recipro-

cate to concessionary negotiation tactics, such as a first move concession of an unreasonable 
item made by client may result as auditors probably waive material adjustment or to influ-

ence clients to be more likely to record adjusting entries, auditors may use concessions during 
negotiations. Findings of researches about the usage of contentious tactics show that clients 
indicated that they would use contentious position during a negotiation with an auditor, 
whereas auditors will be less likely to waive adjustments as responding to a client who was 
contentious in the past.

4.2. Auditor’s judgment and decision‐making

Auditors are required to exercise professional skepticism when making judgments based on 
audit evidence without being influenced by clients [37, 38]. But there are some evidences that 
clients may influence auditor judgment through ingratiation which can influence the judg-

ment of the target in many settings [37]. Prior research stated that affect toward the client can 
influence auditor judgment; as an example, inexperienced auditors who felt negative affect 
toward the client assess a higher risk of inventory obsolescence than who did not experience 
affect toward the client. When the auditor likes the client, his/her fraud‐risk assessments are 
lower than when he/she dislikes the client. Ingratiation is indicated as a successful influence 
tactic by many researches. When persuasiveness of ingratiation is examined, it can be said 
that sources with high incentive to influence the target have less influence on the target and 
are less persuasive than sources with low incentive. “When the client ingratiates, auditors are 
more likely to comply with the requests of clients with low incentive to influence the auditor 
than with requests of clients with high incentive. This result indicates that ingratiation magni-
fies the effect of client incentive on auditor judgment” (p. 70).

One of the most important parts of auditing contains decision‐making and judgment which 
are the daily work role of auditors [33]. The ability to make judgments requires education, 
experience, and expertise, and a measure of auditor’s judgmental quality is the degree of 
accuracy of his/her decisions. One of the factors that impact the auditor’s decision‐making 
may be firm size which is found by some researches that accounting disclosure decisions dif-
fered between auditors employed at large‐size or small‐size firms. Another factor that impacts 
the decision‐making may be the auditor’s psychological make‐up such as tolerance to ambi-
guity which is closely linked to auditor decision‐making. The authors who are tolerant of 
ambiguity may decide quickly and have more confidence in their decisions.

“When people make decisions in situations which are ‘normatively ambiguous’ their deci-
sion processes and decisions are influenced by knowing whether or not they are going to be 
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accountable to another and suggests that the known view of the person they will be account-
able to will influence their decision” [39].

When the judgment performance of experienced auditors versus inexperienced auditors is 
concerned, experienced auditors will outperform inexperienced auditors because of their 
domain‐specific knowledge, if task and experience levels are properly matched [9].

A strong tone at the top that consists of the culture of control consciousness, integrity, and eth-

ical values from upper level management affects ethical decision‐making of mid‐ and lower 
level employees [40]. In organizations, upper level management is critical to establishing an 
ethical tone, but it is seen that ethical decision‐making of the staff is also equally impacted by 
the ethical tones set by lower level supervisors. “The low ethical tone of supervisors at the top 
and/or bottom may cause entry level staff auditors to construe unethical situations as devoid 
of ethical implications, such that entry level staff auditors may act more unethically if either of 
their supervisors exhibit a low ethical tone” (p. 80). It is anticipated that entry‐level staff audi-
tors will follow their senior’s tone rather than their partners tone as individuals will be more 
influenced by close in‐group members who are similar to them than by out‐group members 
who are dissimilar to them.

5. Ethics

“Ethics is a philosophical discipline that aims to apply actions and rules in keeping with the 
concepts of right and wrong. This notion is widely related to legitimacy, which is defined as 
the quality of legal, justice or equity. The legal bases, whether ethical or moral, are the root of 
legitimacy which is based on authority” [41].

Accounting uses ethics to provide the appropriate behavior of accountants who must adopt 
certain ethical values and expected to be honest, modest, just, dignified, prudent, zealous, 
responsible, loyal, innovative, respectful, tolerant, and independent [41]. Accountants must 
become ethically involved when they are aware that their figures have an effect; they cannot 
absolve themselves of the responsibility of effecting behavior [7].

5.1. Ethical decision‐making

Ethical decision‐making abilities and ethical behavior of accountants have been researched 
and found that the recognition of individual of his/her role as a moral agent is an important 
factor in ethical judgment and actions. “If a decision isn’t recognized as ethical in nature, 
moral schemata will not be used to address the issue; this ability to recognize the ethical 
nature of a decision is referred to as ethical sensitivity” [42].

Several cognitive‐based models of ethical decision‐making have been borrowed mainly from 
psychology and extended into business and accounting paradigms. The foundation of these 
models is that Rest’s (1986) four‐stage model is the basis of these models which specifies four 
distinct sequential processes that individuals must take to involve an ethical dimension in 
their decisions, and behaviors are described below [43, 44, 45]:
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• Ethical sensitivity: Refers to the interpretation of a particular situation, recognition of the 
ethical issue(s), awareness of what actions are possible, and determination of what the con-

sequences may be on the parties involved.

• Ethical judgment (or ethical reasoning): It is about which manner is ethically justifiable; 
individual makes a moral judgment about the actions and chooses one of them as being 
morally right.

• Ethical intention (ethical motivation): Refers to intention to act in the morally right manner 
by giving primacy of ethical values higher than other values.

• Ethical behavior: Refers to constancy to follow through on the chosen course of action to 
perform in the morally right way.

“Researchers have found that the other people that an individual encounters in a professional 
environment influence ethical behavior significantly irrespective whether their behavior is 
consistent with the individual’s ethics or not” [42]. The effect level may be influenced by the 
organizational distance between the parties and by their relative authority.

5.2. Ethical orientation

Accounting professionals’ perceptions of the ethical environment of their firm may be influ-

enced by their own ethical orientation which is driven by two characteristics: idealism and 
relativism [42, 45]. Idealism reflects the extent to which individuals attribute to universal moral 
rules and believes that desirable consequences can be generated without violating moral guide-

lines; by contrast, relativism reflects the degree to which individuals view moral decisions as a 
function of the particular situation and rejects absolute moral rules to guide behavior.

A direct link between ethical orientation and moral judgments was not present every time 
according to many researches, but significant relationships are found between ethical orienta-

tion and personal feelings about decisions and individual characteristics [45]. Results of some 
researches indicate that, subsequent to a moral violation, individuals low in relativism feel 
much more negatively about themselves than individuals high in relativism. Also, highly ide-

alistic individuals feel much more positive about themselves than individuals low in idealism 
subsequent to a moral violation resulting in positive consequences for others.

5.3. Rationalizations of unethical behavior

The duty of the accountant within the firm is to portray the firm’s financial situation correctly 
and truthfully. But sometimes, there may be misstatements. Managers may use some ratio-

nalizations as a guide to justify suspect behavior and to warn against misrepresentation of 
financial statements [31]:

• The first rationalization for unethical behavior may be the belief that an activity is within 
reasonable ethical and legal limits; in other words, it is (may) not actually illegal or im-

moral (p. 140). If there is a hesitation to perform the activity, it means there may be doubts 
about its accuracy; in this situation, the best way may be not to do it.
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• The second to justify unethical behavior may be the belief that an activity is in the best 
interest of the individual or the company; in other words, to undertake the activity would 
somehow be expected from the individual (pp. 141–142). The accountant is expected to be 
loyal to the company and it may require doing things for the interest of the company that 
he/she would not do as an objective individual. Even he/she must be loyal to the firm first, 
objectivity and obligation to the public is required by accountant’s code of ethics.

• The third rationalization for unethical behavior may be the belief that an activity is safe 
because it will never be discovered by anyone (p. 143). Doing this activity with that belief 
is a rationalization, but not a justification and the behavior is wrong.

• The final reason to justify unethical behavior may be the belief that the company will con-

done the activity and even protect the person who attempts it because the activity helps the 
company (p. 144). This belief depends on the integrity of the leaders of the company; they 
excuse unethical activity, they will condone the loyalty of the accountant, but this lasts only 
if the unethical activity remains undiscovered. But being in a culture that expecting unethi-
cal behavior means that the integrity is in danger.

6. Conclusion

Accountants emphasize short‐run measures and may not pay attention to the behavioral con-

sequences because they have been conditioned by their education and organizational experi-
ence; this is similar with the focus of top management [12]. Behavioral accounting research 

is dealt with improving long‐term performance. A major contribution on this point would 
be to include more variables such as human resource accounting in financial‐reporting prac-

tices and less emphasis on short‐run performance. The potential contributions of behavioral 
research in accounting will not be sufficiently realized until management attitudes change. 
Behavioral accountants should make great effort to prevail on their academic colleagues to 
realize the importance of the behavioral implications of accounting.

Accounting profession needs ethical professionals with ethical awareness and sensitivity 
and capable of considering various variables in decision‐making. Various fields in behav-

ioral accounting would improve their perspective [46]. Accounting academicians should con-

sider inclusion behavioral accounting courses in postgraduate curriculum to train potential 
accounting professionals having a broad perspective.
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Abstract

With the help of the advancements in the field of communication and information tech-
nologies, the number of IT-based software has rapidly increased and the capabilities of 
high-budget enterprise resource planning (ERP) software widely used by large enterprises 
have begun to be offered to small and medium-sized enterprises (SMEs). In this chapter, 
cloud computing and other information technologies based accounting start-ups are cov-
ered, and the effects of these highly increasing start-ups on the profession of accounting 
have been addressed. In conclusion, it has been predicted that technology-based account-
ing start-ups with both accounting professionals and entrepreneurs having an expertise 
on information technologies will come together and will increase in the future, and cloud-
based accounting initiatives will shape the future of the profession.

Keywords: accounting profession, technology, start-up, big data, accountant

1. Introduction

Accounting is a profound profession that has existed since the birth of civilizations, and its 
marks have been seen ever since BC and today people still use it [1]. Accounting, which is an 
essential business function and management tool, has always been able to restructure itself in 
all important transformations in enterprises and its forms in a new transformation today. This 
transformation includes both technological developments that transform the current form of 
the accounting and intellectual conversions that transform the purpose and ways in which 
accounting is used.

With the developments in communication technologies, accessing and investments costs are 
rapidly increased, and that situation led to the emergence of start-ups which enable small and 
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medium-sized enterprises (SMEs) to benefit from many support systems of decisions that were 
previously available to large and institutional enterprises. Start-ups are newly established but 
have a high rate of growth and growth potential, have focused on especially SMEs in corporate 
services and have transformed accounting functions like operational functions into support-
system of decisions for SMEs. In this process, start-ups, which use actively cloud computing, 
big data analysis and artificial intelligence technologies, have become a major opponent to the 
traditional business model and have influenced the future role of the accounting.

In this chapter, the predictions of the future of the accounting profession are shared by taking 
into account the technologies that are being used in today, reflections of these into business 
and effects on the accounting sector.

2. Technologies of today and their reflection to business

From 16 years now, it was 2001 when MIT Technology Review was announced ‘Natural 
Language Processing’ technology as one of the ‘10 Breakthrough Technology List’ [2] of 

the year which is basically about the computers that can understand the daily language of 
humans and interact with them in a way as close as the natural communication of humans in 
between. It may seem familiar since we have ‘Hey Siri!’ or ‘Okay Google!’ in use today. It is 
not actually breakthrough today to interact with a computer in a very close way to the natural 
human interaction. Today, in the same list, there are immune engineering, reusable rockets, 
robots that teach each other and autonomous cars [3].

2.1. Technologies of today

All the technological advancements that we expect to have in future and that we used 
up already have transformational effects on the way we produce, buy, sell and consume. 
Technology is the major influencer of business and of its functions since the modern busi-
nesses that we establish today are strongly connected with technological advancements in 
many ways. The most important technological advancements that affect businesses directly 
can be listed shortly as follows:

• Cloud computing and big data: Cloud computing technology or simply referred as cloud 
is an on-demand server system that can be reached any time or anywhere to access or store 
data, applications or other services. Although it is not a brand-new technology which was 
also popular at the years of ‘dotcom’ bubble, with the help of advancements in communica-

tion technologies, infrastructure and the operational costs of cloud computing decreased 
significantly [4, 5]. Cloud technology has brought many advantages for businesses such 
as lower operating costs of working online, higher level of data security, access from any-

where and anytime [6]. On the other hand, with the advancements in both cloud and other 
information technologies, companies have faced with a stream of data from every aspect of 
their business and that stream allowed companies to analyse that big data and get insights 
that are hidden before [7, 8]. According to IBM, human being is creating 2.5 quintillion 
bytes of data every day and 90% of the world’s data today has been created in the last 
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2 years alone [9]. Big data are defined by Gartner as ‘high volume, high velocity and/or 
high variety information assets that demand cost-effective, innovative forms of information 
processing that enable enhanced insight, decision-making and process automation’ [10]. 
IBM adds ‘Veracity’ to this definition as uncertainty of data [11]. The high volume, veloc-

ity, variety and veracity data can come in as company data, consumer data, sensor data or 
syndicated data [12]. According to the results of a research that conducted to the executives 
of 330 public North American companies, companies perform better on objective measures 
of financial and operational results when they characterize themselves as data-driven [13].

• Artificial intelligence: Artificial intelligence (AI) can be defined as using human intelligence 
elements by machines in order to complete tasks that require human intelligence. AI technol-
ogy in today’s context has a historical background that goes more than 70 years [14]. However, 
with the developments in the technology at last 10 years, the AI has become a strategic tool for 
businesses from smart devices to software. According to a report from Tractica, $40.6 billion 
will be spent on artificial intelligence systems for enterprises from 2015 to 2024 [15].

2.2. Technology-driven business and revenue models

The effect of technological advancements to the way of doing business is well known since 
the development of steam power machines [16]. Today, as a consequence of advancements in 
technologies mentioned above, new business models for traditional sectors have changed the 
way of competition [17, 18]. Hui claims that today’s companies should reconsider their busi-
ness models in order to stay in the competition [19].

With the wide spread use of cloud technology, many traditional software companies have 
changed their business model as subscribing the customers to the software service instead 
of selling the software. This new model is called as Software as a Service (SaaS). SaaS model 
creates an efficient and productive system for the customers and the software companies by 
decreasing the infrastructure investments, operating costs and making the data entry and 
monitoring activities seamlessly from anytime and anywhere with an internet-connected 
device [20, 21]. According to report of Gartner, SaaS cloud application services market growth 
20.3% with $37.7 billion [22].

Janssen and Joha compare traditional software and SaaS characteristics as shown in Table 1 [23]:

Characteristics Traditional software SaaS

Ownership Buying of software Renting of software without taking ownership

Pricing model Up-front investments and costs for local 
installation/maintenance including licenses

Pay-per-use or pay-per-period

IT function Buys, installs, develops, implements and 
maintains their own software

Subscribe, plug in and use; no need for an IT 
function and no concern of updates

Expertise needed In-house software expertise needed for 
control and maintenance

Usage expertise required

Table 1. The Characteristics of Traditional Software and SaaS.
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On the other hand, AI and machine-learning technologies allowed companies to create ser-

vices like chatbots which can interact with humans and operate as the same as a human opera-

tor. Chatbots can be defined as a software for communicating with humans in a natural way 
in order to complete a task such as shop assistance or appointment schedule. Chatbots are get-
ting more and more attention from businesses since it can reduce operating costs and increase 
customer satisfaction [24, 25].

The transformation in technology influenced the starting new era with business ideas and 
entrepreneurship. Many entrepreneurs have begun to build their business on the technolo-

gies detailed above. Businesses with cloud-based initiatives, SaaS revenue models, chatbots 
and other artificial intelligence applications are viewed as an important opportunity by entre-

preneurs of the new generation. These small or medium-sized initiatives especially not so 
much paid attention by big companies, which have chosen the business as their market, have 
grown rapidly and led to the emergence of the entrepreneurial ecosystem within this market.

3. The effects of technology on accounting

Accounting is one of the professions that can adapt quickly to the requirements and competen-

cies of the present times. It has a rooted tradition and historical background. The accounting 
profession, which has undertaken the necessary transformations without breaking away from 
its basic principles in coordination with all technological transformations since the period of 
record-keeping was occurring by hand, plays a critical role in the decision-making processes 
of enterprises as an important information system today [26]. The accounting information 
system can be defined as the collection, storage and processing of financial and non-financial 
accounting transactions through information processing technologies in order to support 
management decisions [27]. The accounting information system is integrated into the enter-

prise resource planning (ERP) flow. Thus, the stronger information-flow can be provided.

This transformation of accounting has led to the linking of information technology and the 
accounting profession to each other and strengthening this bond day by day. The relationship 
between IT and accounting affects the quantity and quality of information that will support 
decision-making processes [28, 29].

Enterprise resource planning systems that incorporate an accounting information system have 
not been very well suited for use in SMEs, which remain as systems that can be used only by 
large enterprises over a long period due to high installation and operating costs [30, 31]. With 
the technological developments, which have also been stated in the previous sections, and the 
transformation of these technologies into new business and income models by entrepreneurs as 
well as in many areas of the business, significant effects have also been seen in accounting field.

As mentioned above, today’s small and medium-sized initiatives can benefit from the in-
depth reports generated mainly from accounting data that are monopolized by large cor-

porations in the past and interactions with other business units of the accountant. Mobile 
applications developed for use in smart devices enable the digitalization of bills, invoices 
and other traditional physical evidence and accelerate transactions. Through the mobile 
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applications, many accounting transactions can be performed instantaneously without 
errors, and accounting processes are simplified and management is facilitated, especially for 
small businesses and freelance employees.

3.1. Big data, accounting and integrated reporting

Accounting is one of the most prepared business units for big data use as a unit in which 
intensive data flow and analysis have been carried out in the past, and reports have been 
filtered by these data. Big data, unlike the traditional data recording, processing, and interpre-

tation processes, allow structured or unstructured data to be aggregated from many sources 
to produce meaningful results. Big data and accounting are two concepts that cannot be con-

sidered separately from each other in the near term.

In all areas of accounting, the use of big data in management accounting, financial account-
ing and financial reporting increases effectiveness and efficiency [32]. The audit processes are 
carried out in a data-focused manner and the more precise results are achieved through the 
big data [12]. Information results from big data analysis will reduce the risk of accounting 
processes, increase the accuracy of management decisions and enrich the meaning of account-
ing data. Big data allow the accountant to correlate financial measures with non-financial 
measures and improve their reporting capabilities [33]. Big data analysis can support business 
managers in predicting and managing the financial risks of the business.

The development of big data access in accordance with data processing, specialized algorithms 
and enhanced analysis methods enriched the reporting capabilities of businesses as well as the 
insights of reports for the use of management. Thus, it is enabled to reach more significant 
conclusions by using financial information and non-financial information together [33].

Related data are needed to measure, manage and create value from intellectual capital, human 
capital and other intangibles [34]. Value-based integrated reports that have been getting more 
attention from corporations in recent years are bringing light to value creation and change 
of businesses in today and in the future [35]. In order to improve the accuracy of integrated 
reports, big data analysis can be seen as an important opportunity. Businesses can define key 
performance indicators (KPIs) more accurately via big data analysis and enhance the perfor-

mance measurements [36].

Big data analysis is a valuable asset that can enrich the effects of integrated reporting by pro-

viding more accurate forecasting, faster analysis capability and instant access to the critical 
data [37]. It helps the organizations to create the connectivity of information that supports 
integrated thinking by determining the relations between financial and non-financial per-

formance of business functions, operational divisions and supply chains of businesses [38]. 
Along with developing models that can explain or predict what is happening and why, big 
data give the opportunity of creating value from that information via KPIs [39].

KPIs are tools that management use to understand how the organization performs in terms of 
critical success factors. These tools focus on the factors that are seen as the most important for 
the success of organization both in today and in the future [40]. Integrating big data analysis 
with performance monitoring and evaluating processes allows to uncover new motivational 
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measures and to identify the harmful ones as well as producing correlations that can show 
management performance and value relation more clearly [41].

A significant competitive advantage can be gained by analysing all the data obtained from 
business units, shareholders and other related parties from internal and external environment 
of the business as big data on corporate reporting processes and on identifying and evaluat-
ing the KPIs. However, in order to convert big data to meaningful insights that are crucial for 
decision-making processes of the management, the organization should have adequate big 
data-analysis skills. In this sense, both accounting and finance units which are responsible 
from financial data and other units which are responsible from non-financial data should 
work in coordination with the focus of big data analysis.

3.2. Cloud computing and accounting

Cloud computing has become an essential technology that is more meaningful with big data 
technology and provides significant productivity increase and cost efficiency for businesses. 
As a result of supporting the relationship between accounting and data with cloud comput-
ing, the possibility of accessing desired information, report or analysis has emerged without 
noticing from time and place. The storage of accounting data in the cloud and the realiza-

tion of analysis with cloud-assisted software also support accounting with real-time data and 
accelerate decision-making processes of managers [42, 43].

Cloud computing reduces operating costs by simplifying the technological infrastructure that 
businesses must have. The storage of accounting data in the cloud avoids risks that could lead 
to the loss of data such as accident, theft or loss that would occur in the physical condition of 
the business. Business models such as SaaS with cloud computing have distorted traditional 
software pricing strategies, making accounting and finance software much more accessible. 
This situation facilitated the use of accounting data as a critical management tool for busi-
nesses and increased the efficiency of accounting staff.

Cloud computing enables employees of accounting and finance doing their job simultaneously, 
as well as enable specialists from different business functions to access a report at the same time, 
or by supporting a report simultaneously with different data. In addition to all its benefits, data 
security is one of the most important issues that have slowed down or made a risk in the adapta-

tion of cloud computing to businesses [44]. Contrary to traditional software, servers are owned 
by other organizations in cloud computing, and the limited number of intervention options in 
cloud computing users’ to protect these data leads to increased security vulnerabilities.

3.3. Artificial intelligence and accounting

The widespread use of artificial intelligence and machine-learning technologies has led to the 
emergence of different collaborations and new effective management tools. The adaptation 
of artificial intelligence and machine-learning technologies into the areas of accounting and 
finance, and auditing is one of the areas of particular interest to businesses in the era we are 
in [45, 46]. A total of 1663 artificial intelligence initiatives, with a total investment of $12.35 
billion [47], have been taken in 70 countries.
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KPMG announced last year that it would collaborate with IBM’s artificial intelligence ‘Watson’ 
in its audit services to benefit from cognitive power [48]. IBM’s artificial intelligence con-

stantly analyses, learns and supports its users in their processes [49]. Similarly, Deloitte uses 
the artificial intelligence system developed by Kira systems to make audit processes more 
effective. Thanks to the system, hundreds of thousands of documents can be analysed within 
weeks and converted into meaningful results within the framework of defined criteria [50].

Data generated from accounting department are usually prepared in the framework of 
standards, policies, procedures and rules that are under control of legitimate authorities. 
Artificial intelligence technology can fulfil standardized accounting transactions without 
requiring human intervention, and even in non-standardized or interpretive works, make 
decisions like the human by learning former characteristics of decisions of the users. Besides 
comprehensive processes such as audit activities, artificial intelligence technology reduces 
the burden of businesses and improves productivity by reducing the error rate in basic 
accounting processes such as invoicing and tax applications.

Smacc, a Germany-based start-up, applies artificial intelligence technology to financial manage-

ment processes and provides them to the sector. With the technology, invoices are automatically 
detected, their types are determined, tax processes are managed, records are made and the sys-

tem develops itself by learning from past processes [51]. The use of artificial intelligence systems 
in accounting applications is one of the topics that the accounting academicians have studied for 
a long time [46, 52–54]. It is now apparent that these studies have been adopted by start-ups and 
big enterprises and contributed to the transformation of the profession.

4. Effects of the start-ups on the accounting profession

Companies that referred as start-ups with a great growth rate and make actual the business 
opportunities of the results from digitalization have affected disruptively on all traditional 
business models of traditional sectors like accounting. New-generation start-ups combine SaaS 
and similar business models with flexible working styles, focus on speed and simplicity, make 
these accessible for SMEs to high technology services that be taken apart from big corporate 
enterprises, thus creating a vital market.

Accounting profession has a key position for being both a function that internal structure of 
firms and external as support units like CPA offices. Accountancy that reflects all the transfor-

mations of technology on business for many years forced to a new transforming by technol-
ogy-focused start-ups.

Micro-level accounting processes that SMEs must employ at least one accountant to make 
them real are detected as primary market for many start-ups that founded as accountancy-
oriented and with the help of software that combines cloud, big data and artificial intelligence 
technologies, SMEs have become more effective and employee efficient.

In the past, enterprise resource planning software which was used mostly by corporate enter-

prises being served with SaaS model to small scaled enterprises; on the one hand, caused by 
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increasing competition, on the other hand, started to threat traditional accounting processes 
and accountants which follow that processes. Accounting start-ups that combine complex 
accounting software with simple interfaces and mobile application supports enable busi-
nesses to track bills, invoices and other traditional accounting processes by digitally and 
destroy the traditional models of the accounting profession, and force to transforming pres-

ent accounting companies.

Parasut.com, a start-up based in Turkey, that combines financial management of SMEs with 
cloud computing, was founded by three partners who do not have any accounting expertise 
or educational background. Among the 30 employees of Parasute.com that serves more than 
3000 enterprises, there is no official accountant. It solves this need by receiving consultancy 
from public accountant companies in order to improve its products and services [55].

Today’s accounting entrepreneurs are able to offer complete and efficient accounting sys-

tems for enterprises that can manage all the accounting processes of a company without 
employing any accountant. This situation also gives an important idea about the future of the 
accounting profession.

5. Conclusion

The survey, which was held in the USA, conducted with 400 CPA companies; 90% of par-

ticipants agree with the digital future is approaching rapidly, while only 8% indicate the 
accounting profession is ready for the future. About 80% of the participants said they needed 
more knowledge about the developing technologies [56]. The technological developments 
mentioned and discussed in previous sections force the accountancy and accounting to an 
important shift, just as the example of parasut.com mentioned above. During this changing 
process, CPAs and other members of accounting profession do not have the opportunity to 
move to what they do today and the way of they doing those to the future.

According to a report published by Intuit, by 2016, 62% of small and medium-sized compa-

nies have completed cloud integration. This rate was 37% 2 years ago. This situation can be 
shown as a factor that obliges SME-CPA relations to be carried out entirely in the cloud in 
the near future. On the one hand, cloud computing and big data technologies are improving 
the efficiency of accounting and the quality of reporting analysis, on the other hand, increas-

ing efficiency on the other side, promoting the need for fewer human resources. When these 
developments in communication technologies are combined with artificial intelligence and 
machine-learning technologies, it shows up all the tasks performed by traditional accounting 
professions can be performed by machines. This results in a shift in the roles of the accounting 
profession and accountants.

Future accountants have to focus on specialization and cooperation, enhance accounting 
skills in high value-added fields and adhere to technological innovations that affect the pro-

fession such as large data analysis and a focus on consulting. Especially, the rapid transfor-

mation of enterprises will bring new legal regulations and standards that must be followed. 
Professionals specialized in accounting may be responsible for managing the compliance 
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process of an enterprise with the relevant conversions. In this entire transformation process, 
accounting companies which can follow the technology that affects closely to accounting, and 
can diversify their services by adapting to these technologies quickly, will continue to main-

tain their assets and continue to create value for businesses in the past as well.

The rapid increase in the number of start-ups and the expectation that this and discussed will 
continue in the near future brings an important opportunity for the accounting profession 
with it. Start-ups are constantly faced with investment and partnership transactions to man-

age the rapid growth process as micro-entrepreneurs built on specific expertise. The exper-

tise of accountants in these micro-enterprises, with the ability to manage the investment and 
financing processes of start-ups, will bring CPAs into the position of CFOs for start-ups [57]. 
Similarly, fast-growing share economy as an ecosystem created by start-ups causes people 
who do not own any company to operate in different ways in the economic environment and 
to create financial transactions within the scope of the sharing economy. Accounting profes-

sionals may undertake the finance and tax advisor role of those who are getting crowded in 
the economy day by day without any financial competence.
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Abstract

The use of separate graphs and texts to disclose information is a frequent occurrence 
in corporate annual reports. Multiple sources of information does not enhance under-
standing of users of financial statements. This chapter compares spatially separated text 
and graphs with integrated presentations that aim at bringing text and graphs as close 
as possible to each other. The chapter begins by illustrating the concept of split atten-
tion. Cognitive load arises when disparate sources of accounting information need to be 
mentally integrated by users. An experiment using separate text and diagrams is then 
presented to demonstrate how participants can deal with cognitive overload when read-
ing split-attention material. Using two instructional design formats, the split-attention 
format and the integrated format, first-year accounting students were used as surrogates 
for financial report user groups such as employees and shareholders. The presence of 
the split-attention effect in the financial accounting material was established. Effective 
use of text and diagrams in integrated reporting helps integrated thinking and assists 
the interconnectedness of information. The findings suggest that redesigning financial 
reports by integrating text and diagrams may make effective use of the available cogni-
tive resources and possibly enhance investors and other stakeholders’ decision-making 
process.

Keywords: accounting, cognitive load theory, financial reports, graph, split-attention

1. Introduction

Companies are increasingly using graphs, text and other visual representation methods to 
communicate financial information to their stakeholders. But do these forms of presentation 
enhance users understanding of the annual reports? In most cases, these companies augment 
the graphs with related notes below, above or on the side of the graph. While there is now a 
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sizeable body of research on different aspects of presentations, such as the use of graphs in 
annual reports, graphs versus tables and numerous other narratives [1, 2], graphs and text 
proximity in corporate reports have received very little attention. Yet, graphs and texts are 
increasingly being used in annual financial reports. The purpose of the present chapter is to 
review the split-attention effect and present an experiment on graphs and text proximity, in 
order to identify a presentation format that enhances user understanding of corporate annual 
financial statements.

It is frequently suggested that graphs can aid the communication of accounting informa-

tion [3]. Moreno et al. [4] study involving electrical engineering students as subjects revealed 
some interesting observations regarding concrete and abstract representations. Participants 

received instructions using abstract representations (e.g. electrical symbol for light bulbs), 
concrete representations (e.g. light bulbs) and both concrete and abstract representations. 
Moreno et al. [4] stated that in the past research studies, concrete representations had been 
shown to distract from learning compared to abstract representations. However, Moren, 
Ozogul and Reisslein’s new study showed that the greatest learning occurred when a com-

bination of concrete and abstract representations was used. Moren et al.’s study [4] revealed 

that visual representations play a critical role in learning and that visual representation is a 
vital tool of experts in problem solving and reasoning.

It is also suggested, however, that graphs can be misleading [5]. For example, graphs have 
been found to intentionally introduce distortions into the communication process, which 
misleads users of financial reports. Distortion of information is introduced by selectivity of 
some form and non-compliance with the principles of graph construction. This may involve 
a decision on whether or not to use graphs, and if they are used, a further selectivity could 
be in the particular choice of financial variables graphed [5]. Another distortion of graphs in 
annual reports is to reflect only one or two indicators, particularly favourable to the company 
instead of a number of indicators [6]. There are many ways a graph can be altered and would 
have the potential to affect users’ perceptions mainly for the purpose of serving managerial 
interests rather than user interests [7]. Distortion of graphs results in the message conveyed 
as no longer being unbiased and neutral.

The effect of graph and text proximity in the context of financial reporting is largely unex-

plored. What is known is that graphs can aid the communication of accounting [8] and that 

preparers of accounting reports may intentionally create graphs that are misleading. The 
purpose of the present chapter is to conduct an experiment that compares spatially sepa-

rated text and graphs with integrated presentations that aim at bringing text and graphs 

as close as possible to each other within the context of corporate annual reports. The three 

main research objectives are (1) to establish the existence of split-attention effect on graph 
and text presentations, (2) to investigate whether the integrated format group will outper-

form students in the split-attention format group on recall and transfer test items and (3) 
to investigate whether students in the integrated format group will report higher effort 
(cognitive load) than students in the split-attention format. Superiority of the integrated 
format will favour bringing text as close as possible to the related parts of the diagram in 

corporate financial reports.
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The remainder of this chapter contains four sections. In the first section, we review the split-
attention effect. Section 2 provides the study context. An outline of the experiment is given in 
the third section. Our results are presented in the final section, together with a discussion of 
the implications of our results.

2. Split-attention effect

Split-attention effect asserts that when designing instructional materials, it is important 
to avoid formats that require learners to split their attention between multiple sources of 
information. Existence of split attention would require the learner to mentally integrate 
the different sources of information, which has a negative effect on learning [9]. Since 
1988, research into split attention investigated the effectiveness of worked examples as 
they had proven to be highly effective for learning algebra [10]. However, neither worked 
examples nor highly directed but not a full worked example (guided solutions) enhanced 
students’ performance when compared with the conventional problem-solving strategies 
[11]. This led to the conclusion that the format of the worked examples, a diagram and 
separate text in the form of solution steps (such as that shown in Table 1), must increase 
cognitive load.

Over the years, presenting text and diagrams together rather than apart in instructional mate-

rial has repeatedly been shown to enhance learning when compared to studying separate 

Balance sheet

Description Amount

Cash at bank XX Assets are resources controlled by an entity as a result of 
past events and from which future economic benefits are 

expected to flow to the entity. These economic benefits can 
be tangible (having physical characteristics) such as land 

buildings and equipment or intangible (assets without 

physical existence) such as legal claims or patent rights.

Accounts receivables XX

Building XX

Total assets XXXX

Liabilities XX

Accounts payable XX

Mortgage payable XX

Total liabilities XXXX

Net assets XX

EQUITY XX

XY, Capital XX

Total equity XXXX

Table 1. Format of the balance sheet normally found in textbooks.
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text and diagrams [11]. Table 1 illustrates split attention in financial accounting. The diagram 
is above the text which outlines the solution to the problem and in processing the informa-

tion, the learner has to understand the solution steps presented as text and then match the 
steps with the diagrammatic representation [12]. This process requires mentally combining 
the two sources of information and a considerable amount of cognitive resources, not neces-

sarily directly related to learning. Very little resources are then available for learning. In the 
case of undergraduate accounting learners, this is particularly important as most of them are 
meeting the instructional material for the first time and lack the proper schemas to integrate 
new information with their previous knowledge [13]. In the integrated worked example (see 

Table 2), the student focuses on the relational dimensions of the problem because the learn-

ers’ mental capacity is released from the need to search and match the solution steps and link 
with the diagram [9].

Several studies have found that the searching and matching required by split-attention 
instructional material is inefficient and has a negative effect on learning [11, 14]. During their 
studies, students are likely to encounter various texts separated from diagrams in textbooks 
and other accounting instructional material. Integrating spatially separated information into 
successful problem solutions can be difficult [10].

Split-attention effect is guided by cognitive load theory (CLT). The use of CLT, as part of 
accounting instructional design, is compelling due to the robust way in which its general 
principles apply to a wide variety of instructional settings. There are various reports where 

Balance sheet

Description Amount

Cash at bank XX Assets are resources controlled by an entity as a result of 
past events and from which future economic benefits are 

expected to flow to the entity. These economic benefits can 
be tangible (having physical characteristics) such as land 

buildings and equipment or intangible (assets without 

physical existence) such as legal claims or patent rights.

Accounts receivables XX

Building XX

Total assets XXX

Liabilities XX

Accounts payable XX

Mortgage payable XX

Total liabilities XXX

Net assets XX

EQUITY XX

XY, Capital XX

Total equity XXX

Table 2. Integrated format of the balance sheet.
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CLT-derived principles have improved learning outcomes [9, 15, 16]. Even though there is 
extensive empirical application of CLT principles in other disciplines, its use in accounting 
has been very limited.

3. Importance of split-attention effect to financial reports

Financial reports often consist of a statement of financial position, statement of comprehen-

sive income, statement of cash flows, statement of changes in equity and notes to financial 
statements. Knowing basic principles in accounting provides the basis for understanding and 

interpreting accounting information, which is required in later years [10]. The basic principles 

comprise essential foundation for future applications by practitioners or for further study in 
the field of accounting. One of the main focuses of the financial statements is to illustrate how 
accounting information may be used in the decision-making process [16].

Financial reports usually have numerous diagrams and text [17]. A statement of financial 
position shows the state of a business on a particular date and is the result of a complex and 

long recording process that involves a record of transactions, posting to the respective ledger 
accounts and the preparation of a trial balance [18]. The users of the statement of financial 
position tend to regard it as proof of both the difficult nature of accounting and the technical 
competence and reliability of the accountants and auditors involved [9]. One of the reasons 

for the complication is the way the statement of financial position is presented. In most cases, 
the statement of financial position consists of a diagrammatic presentation followed by an 
explanation of each of the components, thus evoking the split-attention effect. A similar type 
of presentation is used for other financial statements, such as the statement of comprehensive 
income and the cash flow statement. As has been stated in the preceding sections, such sepa-

rate text and diagrams require split attention, which does not enhance learning [4].

3.1. Integrated thinking, integrated reporting and integrated presentations

Integrated thinking is referred to as the “active consideration by an organization of the rela-

tionships between its various operating and functional units and the capitals that the organ-

isation uses or affects. Integrated thinking leads to integrated decision-making and actions 
that consider the creation of value over the short, medium and long term” [19]. Integrated 

thinking is a key feature driving integrated reporting.

Proponents of integrated reporting suggest that traditional financial reporting has not kept 
pace with the changes in macro-economic value experienced over the years and that IR pro-

vides a richer picture [20]. Others argue that IR provides a concise, clear representation of how 
an organisation creates value and reveals sustainability [21]. The IR report provides informa-

tion on financial and non-financial performance in a single document, showing the relation-

ship between financial and non-financial performance and how these inter-related dimensions 
are creating or destroying value for shareholders and other stakeholders. Integrated reporting 
brings together information about an organisation’s governance, performance, strategy and 
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prospects in a way that it reflects the social, commercial and environmental context within 
which it operates [20]. Such IR supports better integrated thinking, which has the potential 
to be complimented by integrated text and diagrammatic presentations. Integrated thinking 
has a broader appeal than the traditional business decision-making, which tends to focus on 
short-term financial outcomes. The IR framework elicits multiple representations of informa-

tion about organisational governance, strategy, performance and prospects in order to accom-

plish integrated thinking. Consistent with integrated thinking, the use of integrated text and 
diagrams makes such presentations more concise, clear and comparable.

Promoting user understanding of financial reports can only be brought about by well-designed 
text and diagrams. Providers of financial statements have attempted to expose users to a vari-
ety of presentations and in various ways, including online, to the extent of financial informa-

tion overload. Information overload has widely been recognised to have adverse effects on 
decision quality [16]. To help overcome the information overload, users have to be exposed to 
alternative presentations, which have the potential to aid better understanding and decision-
making. As illustrated, many financial statements require users to unnecessarily split their 
attention between diagrams and text. An alternative presentation, called the integrated for-

mat, is to have related diagrams and text as physically close as possible to avoid the extensive 
search-and-match behaviour. Various research studies have shown that text and diagrams 
need to be integrated in order to overcome the negative effects on understanding caused by 
split-attention design [22]. Consequently, this chapter presents an investigation on whether 
users (represented by students) can benefit more from integrated financial statements.

4. Study context

This study was conducted with accounting students at an Australian university. Undergraduate 
first-year students were used as suitable surrogates for employees, shareholders and other 
stakeholders as prior knowledge of accounting is not usually a prerequisite for users of finan-

cial reports. Prior research has demonstrated that studies requiring no prior knowledge can 

be completed by the surrogates [23]. According to Trotman [23], students may be suitable 
surrogates where the research does not rely solely on prior learning and the task can be com-

pleted by the surrogates. Liyanarachchi [24] supports their use in decision-making studies 

and suggests that maintaining the realism of experiments and replication of prior results is 

more critical with respect to generalisability than the use of real subjects. In the experiment 
reported in the current study, students were used as surrogates for the users of financial 
reports. Participants are assigned to two different formats in order to examine the effect of 
these formats on their understanding of financial reports. The first instructional format is split 
attention which is normally found in financial reports. The second is the integrated format, 
which involves bringing text and diagrams as close as possible to each other. The redesigning 

of financial reports to comply with integrated format was created in order for comparisons 
to be made.

The experiment sought to test the hypothesis that students in the integrated format would per-

form better than students in the split-attention format. Participants were randomly assigned 
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to one of the two conditions. In the split-attention format, instructional materials were format-
ted in the same way as in the published financial statements. In the integrated format, the con-

tent was formatted in a different way to decrease split attention by bringing the diagram and 
text as close as possible to each other. Random assignments ensured that each student had an 

equal opportunity of being chosen to participate in the study [25]. A computerised random 
creation of participant numbers and allocation to groups based on the numbers generated 

were undertaken. The first 41 students were allocated to the split-attention group and the next 
40 students were allocated to the integrated group.

Subjective rating scales were used to assess cognitive load and are the preferred method in 
most recent research. The rating of perceived task difficulty, which asks learners to rate the 
perceived difficulty of a task on a 9-point Likert scale, ranging from “very, very easy” to 
“very, very difficult,” was used [26]. It was chosen as it is widely used in various cognitive 
load research studies since the early development of CLT [27]. Students rated task difficulties, 
for example, “How much mental effort did you invest to answer this question?” at the end 
of each test question. The rating scale consists of a line marked with nine anchor points, each 
accompanied by a descriptive label indicating a degree of effort. After every task in the test 
phase, students had to rate how much mental effort they invested.

How much mental effort did you invest to answer this question? (Please circle)

1----------2----------3---------4----------5-----------6---------7-----------8---------9

The tasks selected were diagrams and texts about ratios and the accounting equation. 

These tasks were selected because they have separate text and diagrams and were likely to 
exhibit clear associations with financial statements normally presented to users of financial 
statements.

5. Experiment

A pre-test questionnaire was first used to collect information about each student’s age, gen-

der, knowledge of accounting and language. In total, 45% female and 55% male students 
were randomly assigned to one of the two conditions. Thirty-six students in the first group 
were the split-attention group (Group 1: 13 females and 23 males, and M = 21 years old and 
standard deviation (SD) = 3.85) and 40 students were in the integrated group (Group 2: 14 
females and 21 males, and M = 20 years old and SD = 1.84). The students were not paid and 
participated voluntarily in the study. With regard to performance, students in the integrated 
format group (Group 2) would be expected to outperform students in the split-attention for-

mat group (Group 1). This is due to the integrated materials requiring less mental effort than 
those in the split-attention group. This expectation follows from the fact that split attention 
requires that more working memory resources be utilised.

Students used pen and paper-based materials. In total, they were three pages of recall and 
transfer test questions to be answered which included a requirement to rate mental effort after 
answering every test question. Initially, participants reported their understanding of ratios 
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and the accounting equation on a 5-grade category ranging from very poor to expert level. A 
one-way analysis of variance (ANOVA) was conducted on pre-test responses of age and basic 
knowledge of accounting to explore differences across the two groups involved in the experi-
ment. Means and standard deviations are shown in Table 3. The one-way ANOVAs for pre-test 
questions demonstrate no significant main effect of group for age (F (1, 70) = 0.851, p = 0.562) 
and knowledge of accounting (F (1, 70) = 0.655, p = 0.421), thus enhancing the likelihood that any 
significant differences identified later are more likely due to the different treatment conditions.

5.1. Procedure

The demographic information was collected by using a pre-coded number on the learning 
materials and question papers for the split-attention group and the integrated group in order 
to guarantee anonymous data collection. Students were told that their information would 
be treated as confidential. Participants were then given the information sheets and consent 
forms, and they all indicated their agreement by signing the form.

A pilot study aimed at refining instructional guidance was conducted before the experiment. 
The pilot study informed the time that was to be allowed for each phase of the studies. Two 
students took part and they did not participate in the main experiment. Based on the pilot 
study, a time of 45 minutes for completion of the experiment was determined.

Instructional format Mean rating Standard deviation

Test phase–recall

Split attention (n = 36) 57.61 12.13

Integrated (n = 35) 63.42 11.77

Test phase–transfer

Split attention (n = 36) 31.47 20.54

Integrated (n = 35) 52.40 21.99

Learning phase

Split attention (n = 36) 6.42 1.59

Integrated (n = 35) 4.74 1.92

Test phase–recall

Split attention (n = 36) 6.55 0.96

Integrated (n = 35) 5.22 1.24

Test phase–recall

Split attention (n = 36) 5.39 0.93

Integrated (n = 35) 4.37 1.33

Note: Actual raw score ranges were 0–28 for recall and 0–11 for transfer. The actual mental effort ratings were from 0 to 
9 for cognitive load.

Table 3. Means and standard deviations for learning and test-phase mental effort ratings.
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The experiment involved three phases. During the first phase, students completed their gen-

der, language, knowledge of accounting and their age. The completion of this section took 10 
minutes. During the next phase (learning phase), the participants were given 15 minutes to 
analyse the learning materials given to them. After the second phase, the test which consisted 
of transfer and recall question items was administered. The students were given 45 minutes 

to complete the test.

5.2. Results and discussions

5.2.1. Performance measures

A one-way ANOVA was conducted on test performance scores to explore differences between 
the two groups involved in the first experiment. Means and standard deviations are shown in 
Table 3. A one-way ANOVA for recall scores showed a statistically significant main effect for 
the recall test items (F (1, 70) = 4.206, p < 0.05, large effect size d = 0.48) [28]. The mean recall 

scores showed that the integrated group had higher scores than the split-attention group. The 
one-way ANOVA for transfer questions also demonstrated a significant main effect of group 
(F (1, 70) = 17.185, p < 0.05, and effect size d = 0.98). The integrated format group performed 
significantly better than the split-attention group.

5.2.2. Mental effort rating on instruction

The results from the one-way ANOVA for mental effort invested in the learning phase are 
shown in Table 3. They indicate significant differences across the two formats (F (1, 70) = 16.07, 
p < 0.05, with a large effect size, d = 0.95) [28]. Consistent with predictions, there were large 
and significant between-group differences of mean mental effort rating on learning results. 
The integrated group reported lower levels of cognitive load than the split-attention group.

A one-way ANOVA was conducted on the mental effort that the participants provided after 
each test question. Table 3 shows the mean ratings and standard deviations for the ratings 

of the test phase. Again, there were large and significant between-group differences on mean 
recall results (F (1, 70) = 25.349, p < 0.05, large effect size, d = 1.19). Transfer items also revealed 
a significant effect between groups (F (1, 70) = 13.972, p < 0.05, large effect size, d = 0.88). The 
ratings for both the learning phase and the transfer phase showed that the integrated group 

reported a lower perceived amount of mental effort than the split-attention group.

5.2.3. General discussion

The experiment was designed to test whether participants in the integrated group would 

perform better than those in the conventional split-attention group. In addition, transfer test 
items were designed to establish whether the effect could be obtained with new, different and 
slightly more challenging questions. Students in the integrated group demonstrated higher 
performance than students in the split-attention group for both recall and transfer tasks.

As expected, in the experiment, students in the integrated group reported lower perceived 
cognitive load than students in the split-attention format group. Students in the split-attention 
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group performed badly as compared to the integrated group in both the recall and transfer 
tasks. This was probably caused by requiring the split-attention group to refer to multiple 
sources of text and diagrams. This finding possibly illustrates that financial reports that inte-

grate text into the diagrams in a manner which facilitates understanding may be more benefi-

cial than split-attention financial reports. Apparently, the processes required to work during 
the test phase demanded different amounts of mental effort in all conditions. When the data 
are differentiated for recall and transfer, the results still revealed the same tendency, with the 
integrated group reporting the lowest level of cognitive load.

The major finding from this study relates to the participants’ preference for integrated 
accounting material whether they were answering recall or transfer tasks. This is largely simi-
lar to financial reports which require users to split their attention between diagrams and text. 
Financial reports, similar to the text and diagrams used in this study material, do indeed dem-

onstrate such split-source formats, and this has a negative effect on users of these reports. The 
most interesting outcome to emerge from this experiment is the consistency with which the 
integrated group outperformed the split-attention group. The participants in the integrated 
group did in fact maintain their high performance and reported lower cognitive load under 

both recall and transfer tasks. The superiority of integrated material seems to support Moreno 
et al.’s study [4] in engineering, which showed that the greatest learning occurred when a 
combination of concrete and abstract representations was used.

A further explanation of the results is that the superiority of the integrated condition might 
have resulted from the text which was already as close as possible to the relevant aspects 
of the diagram, which enhanced the students’ learning. This is consistent with studies by 
Tindall-Ford et al. [29].

5.2.4. Implications of the findings and limitations and suggestions for future research

As discussed previously, the fundamental purpose of redesigning financial reports is to make 
an effective use of the available cognitive resources and possibly enhance investors and other 
stakeholders’ decision-making process. The study reported in this chapter provides a first 
trend in this direction by reporting significantly better performance in the integrated format 
groups than in the split-attention format groups.

As demonstrated, the integrated format requires significantly lower cognitive load on the 
user of financial reports than the split-attention format. The evidence of the effectiveness of 
integrated financial materials adds to research into this effect in other domains. By demon-

strating the very effective consequences of integration, the experiment suggests that prepar-

ers of financial statements should consider shifting focus away from “split-attention” format 
towards “integrated” format.

Integrated reporting has been heavily promoted during the past decade, as this chapter has 
demonstrated. It must be recognised that the concept demonstrates the linkages between 

an organisation’s strategy, governance and financial performance and the social, environ-

mental and economic context within which it operates. Such a framework would involve, 
in most instances, text and graphical presentations which have to be combined in order to 
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achieve “integrated thinking” [30]. Embedding integrated text and diagrams into the inte-

grated reports would make the reports concise and clearer, facilitating the integrated thinking 
process.

There are a few important limitations of the chapter presented. Over the years, the measure-

ment of mental effort has been a challenge [27]. The specific type of mental effort was not 
directly measured; future research might attempt to determine the precise type of mental 
effort reported by the students. In addition, there are possibly other factors that might have 
influenced students’ performance and mental effort ratings. These could be emotional stress, 
levels of motivation and other non-cognitive factors may have confounded with the two cog-

nitive load components. The use of students as surrogates may be another limitation. In this 
study, it appeared reasonable to use first-year undergraduate students as they may be per-

fect substitutes for employees and other stakeholders who may not be experts in accounting. 
Further research may use employees and other stakeholders. Finally, although split attention 
is found in ratios and T accounts instructional material, future research may use authentic 
financial reports that are given to employees and shareholders.

The experiment in this chapter has demonstrated to benefit from integrated financial reports 
and manage the cognitive load of the users of financial statements. Most importantly, the 
chapter has shown that such integrated presentations may be useful even for transfer tasks. 
The future research direction may include investigation of cognitive load measurement, in 
particular the measurement of each type of cognitive load.
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Abstract

Government accounting aims at preventing waste in government services and establish-
ing a balance between optimal expenditure and services by managing government assets 
and government sources in the most efficient way. This balance can be established only 
by obtaining complete and accurate information from government accounting system 
on time. Since the users have a low level of knowledge needs in government accounting 
system, it has been recorded for long years in a cash basis manner. However, as the gov-
ernment’s area of operation expanded and the needs increased, it became obvious that 
cash basis system had lacking parts. So it started to focus on recording financial transac-
tions and financial reporting. These lacking parts in the accounting system tried to be 
overcome through a new regulation by focusing on the areas where cash basis account-
ing system was insufficient; and a change was experienced with regard to applying the 
accrual basis in the areas of government accounting and financial reporting. This study 
aims to explain the historical development of government accounting by applications 
in countries and especially by detailed expressions for Turkey. As a result of the litera-
ture review and the examination of countries’ government accounting practices, it has 
been determined that the government accounting practice has made the correct transition 
from cash basis to accrual basis.

Keywords: government accounting, cash basis government accounting, accrual government 
accounting, historical development of government accounting, applications of government 
accounting in country level

1. Introduction

As the economic boundaries between the countries started to be removed through globaliza-

tion, the concept of an international competition emerged between them, and this concept 

forced the countries to experience an economic reconstruction. It also brought the necessity 
of the revision of the government’s role and share in economic life as well as a  reconstruction 
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in government finance management which is appropriate for the new conditions within the 
framework of these developments. Reconstruction of government accounting systems is of 
high importance among reform movements in government finance management systems. 
Because accounting system is very important to establish financial transparency in govern-

ment management, both for helping government managers to make correct decisions under 
the liability of accountability and about how the government sources are used in this area. 
Changes in the concept and perception of government, changes in the quality of goods and 

services, changes in government economy and changes in government budget systems had 

important effects on the development and importance of government accounting.

Government accounting used to monitor revenues and expenses, which were available only 

in the budget and excluded the payables, receivables and assets of the government as there 

was a limited area of operation for the government previously. As the area of operation 
of the government was expanded, government accounting became an accounting system, 

which monitored revenues and expenses determined through budget as well as the pay-

ables, receivables and assets of the government. However, there is currently no government 
accounting system, which is applied across the world. Government accounting systems also 
experienced some changes depending on the changes of the era. The need for knowledge 
regarding financial decisions and financial policies of the governments was relatively much 
more limited in the past, which led to the creation of simple and budget-oriented account-

ing systems. On the contrary, modern concept of government accounting goes far beyond 
being budget oriented and considers the changes in assets and includes cash flows into the 
accounting system.

For long years, government accounting systems have been recorded in a cash basis man-

ner which includes allocations given by the budgets, expenditures from these allocations, 

total revenue for financing the expenditures, and some other information that may be needed 
and which principally represents for the record of collection of revenues and payment of 

expenditures. However, this budget-oriented recording system became insufficient to fulfill 
the needs of government management over time, and so, some new experiences were started 

to be looked for in the area of government accounting. Thus, there has been some studies 
recently to develop an accrual recording system which is recognized by all financial transac-

tions which have already emerged or will emerge in the future including tangible assets of the 

government. In the selection of accounting systems which will be published in government 
area, there is a movement on a platform with cash basis accounting at one of the edges and 

accrual accounting at the other edge. This platform also includes the principle of undertaking, 
modified cash basis, and modified accrual basis.

This section explains how government accounting should be defined, what kind of a content 
it has, which important aspects it has for the country’s economy, as well as the emergence 

and changes it has within its historical process in order to put forward the importance of gov-

ernment accounting for government managements and economies. It also evaluates studies 
which are carried out in different countries in the areas of government accounting and their 
reflections in Turkey as well as the studies which are carried out in Turkey.
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2. Government accounting

Given that accounting is the recording, classifying, and reporting of financial transactions in 
monetary terms, this definition becomes valid for private sector. If the matter is government 
accounting, there is a different definition because the aim of government accounting ranges 
from being an instrument of financial management and control to the planning of national 
economy. Government institutions and organizations within the scope of government 
accounting record their transactions as efficiently as possible and facilitate accountability. 
This section explains how government accounting should be defined, what kind of a content 
it has, which important aspects it has for the country’s economy, as well as the emergence and 

changes it has within its historical process in order to put forward the importance of govern-

ment accounting for government managements and economies.

2.1. Definition, scope, and aim of government accounting

Government accounting is a process which enables recording, making decision analysis, clas-

sification, summarization, notification, and interpretation of government financial knowledge 
as well as including and reflecting all transactions which include purchasing, transferring, 
and allocation of government property in general [1].

When government accounting is described within the framework of financial accounting, it 
can be defined as recording and classifying all the monetary activities, assets, and liabili-
ties of the government, which can be financial partially or wholly and reporting them to the 
authorized entities and institutions. Historical development of both financial and government 
accounting is in parallel with the political and economic development levels of the countries, 

because there are some changes in the concept of government management as a result of dif-

ferentiation in economic and political organization types of the countries.

As the political regimes started to change, there were some important developments observed 
in the concept of government as well. Developments in government accounting also improved 
in accordance with these developments arising in the concept of government because govern-

ment accounting is not an aim but an instrument for government management. Government 
activities started to change in parallel with the developments in the world, and traditional 

concept of government experienced a change. Within this process, firstly the concept of gov-

ernment budget emerged, and then the concept of accounting developed in budget-oriented 

manner. So government accounting system became a derivative of government budget sys-

tem [2]. In this regard, the concept of government accounting is described in a budgetary 
point of view as follows: an accounting technique, which audits whether government activi-

ties are fulfilled in accordance with the determination of legislative power within time peri-
ods determined by budget laws or not, suggests the expenditures of government services and 

throws light upon forward decisions for the management [3].

Government accounting plays a key role in government finance management. Importance of 
government accounting lies behind the fact that countries trying to restructure  government 
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managements start their reforms by making adjustments in their accounting systems and 
making their systems to have the competency of producing more accurate, timelier, and more 
reliable knowledge [2]. Government that is liable to provide government services has to moni-
tor government expenditures efficiently and account for it as well. It is not only the govern-

ment expenditures that the government accounts for, but also has to keep transferred assets 
and observe any changes in their values [4].

Scope of government accounting is the general administration. Financial and nonfinancial 
government corporations compose the government sector in addition to general administra-

tion. However, these corporations are outside the scope of government accounting because 
they aim at making profit through their economic activities by producing goods and services 
in accordance with the accounting and reporting principles of private law for the market. So 
government accounting should aim at creating a framework which is practical for making 
comparisons with common accounting and reporting standards as well as consolidating them 

in central administrations, local administrations, and social security institutions which are 

included in the scope of general administration [5].

Issues which are handled based on the definition of government accounting are of high 
importance for the institutions and organizations which are included in government account-
ing. If we do not address to accounting to include general government services, it has a very 
limited scope, and there will be no account unity in government sector. So we need to address 
to the concept of government accounting in a broad sense and define it as an accounting 
which uses government sources as much as possible and shows the records of all govern-

ment institutions and organizations. Because goods, services, and sources of the government 
are produced and used by people who create this organization, so it is important to provide 
transparency and accountability for these people. Liability of accountability, which is defined 
as displaying how efficiently they (people who are allocated with sources and provided with 
authority in this process) use the sources and authorization, is also important for the society 
to provide confidence toward the government. It will be beneficial with regard to government 
finance management to provide account unity, information accuracy, and common financial 
reporting in the government sector through the concept of government accounting, which we 

handle in a way that we include all the government sectors, not just a part of it [6].

Government accounting fundamentally aims at carrying out an audit for the results of the 

activities of government institutions and other government-affiliated institutions within a 
calendar year to determine their conformity with budgeted revenues and expenses. In this 
regard, government accounting accurately determines revenue and expenses within a finan-

cial year and reports the activity results [7]. Government accounting, as an instrument of 
financial management, also aims at creating a basis for productivity analyses by suggesting 
the costs of government services. In other words, it determines whether government activities 
are rational or not [5].

In conclusion, government accounting, as an instrument of financial management and con-

trol, aims at monitoring yearly and year-end accruals of budgeted revenues and expenses 

within a financial year as well as assets and sources of the government and executive bodies 
in addition to reporting the budget application results and activity results of executive bod-

ies for specific periods to the relevant authorities in a way that is appropriate for information 
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needs in order to provide information to the government sector which is necessary for plan-

ning and managing national economy [7]. In this regard, it is required to have budgetary 
accounts, assets, and capital accounts within the scope of government accounting, so that it 

can come up as an instrument which provides necessary data to the government in making 
efficient financial and economic decisions [8].

Government needs accounting more than private enterprises do because aim of the govern-

ment is not to make profit just as in private enterprises, but to fulfill the needs of the society 
and provide wealth for them. So the government needs to spend the revenue which is gained 
from various sources in the most efficient way and to present some specific information about 
them [11].

Recording and monitoring the studies and activities of the governments regarding financial 
and economic policies, government accounting is the most important element of the prin-

ciple of financial transparency and financial accountability in this regard. It checks whether 
or not government sources are managed efficiently and economically, and it provides the 
most important data in internal and external audits. Existence of government accounting is 
of high importance to provide government services efficiently in governments. Government 
accounting system contributes to information production, making them available for usage, 
determination of economic policies, and solution of budgetary applications [3].

2.2. Government accounting systems

Emergence and development of government accounting date back to the fifteenth century. 
Recording and development of government accounting started with cameral accounting system. 
Government accounting recorded through cameral accounting system was budget-oriented and 

handled the collection and expenditure of revenues and expenses of the budget [9].

There is currently no government accounting system that is applied across the world. 
Government accounting systems also experienced some changes depending on the changes 

of the era. The need for knowledge regarding financial decisions and financial policies of the 
governments was relatively much more limited in the past, which led to the creation of simple 

and budget-oriented accounting systems. On the contrary, modern concept of government 
accounting goes far beyond being budget-oriented and considers the changes in assets and 

includes cash flows into the accounting system [10].

There are two fundamental points of view in the historical development process of govern-

ment accounting systems as traditional and modern views. cameral  accounting system and 

Schneider accounting system were shaped within the framework of traditional view, while 
Constante accounting system and logismography accounting system were shaped within the 

framework of modern view.

2.2.1. Traditional government accounting system

Traditional government accounting system suggests that government accounting funda-

mentally aims at monitoring, recording, and controlling government revenues and expenses 

within the framework of budgetary provisions and procedures. It is possible to regard this 
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system as “budget accounting” where tangible assets and intangible assets of the government 

as well as receivables and payables of the government are not monitored and recorded within 

the framework of accounting. Traditional view suggests that receivables, payables, and assets 
of the government should be excluded from the scope of government accounting because of 

the reasons below [12]:

• There is no power of disposition on the assets of the government (purchasing, renting, etc.). 
There can be no disposition on such government properties as ancient arts, palaces, and 
museums just as on private properties. Assets cannot be recorded as they are not an instru-

ment of change for the government.

• Assets of the government belong to the community, not the government. So government 
is liable to prevent these assets by considering the interest of the community. Therefore, 
patrimuan (government’s assets and enterprise revenues) accounting cannot be recorded 
through the assumption that government has no assets; items in the assets cannot be indi-
cated in the balance sheet.

• Development of an accounting system regarding government properties brings out the 
idea of expanding government’s assets. Traditional system suggests that government’s 
function is to manage the existing assets in the best way, not to increase patrimuan.

• It is not possible to monitor cash account and asset account of the government techni-
cally. So there are many problems while presenting the facts about the balance sheet of the 
government.

• Patrimuan accounting requires making up a balance sheet. Assets and receivables in the 
balance sheet of the government and payables in the liabilities are not the same securities, 

so they cannot be compared. It is not possible to determine the liquidity of some values in 
the assets.

• Since there are many problems while presenting the facts about the balance sheet of the 
government, it is not possible to monitor the values. Accordingly, amortizing and manag-

ing the assets remain as utopic ideas.

Traditional government accounting systems are classified as cameral accounting system and 

Schneider accounting system.

2.2.1.1. Cameral accounting system

Being one of the leading accounting systems, cameral accounting system was designed as an 

internal audit assistant composed of cash tangible assets and derivatives, which have no sys-

tematic sustainability in financial management of the royalties (assets and treasury administra-

tion). Being called as simple cameral accounting between 1500 and 1750, this concept included 
classifying the revenues and expenses, monitoring personnel changes, and indicating the status 

of active assets. In other words, the cash basis which included recognition of budget values was 
applied. Today’s accounting was founded between 1750 and 1810 with regard to government 
accounting. In 1763, Johann Mathias Puechberg, Australian Emperor’s advisor, put forward 
the principles of cameral system in his book Introduction to Development of Cameral Accounting 
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Applied by the Kingdom. Defined also by Hung, the German Cameralist, this system started to 
keep the records of daily logs and larger books which were divided into subsections after 1786. 
Some arrangements also took place to include revenues and expenses between the accounts. 
So accrual basis gained much more importance in accounting. After 1810, revenue reports were 
prepared in conformity with commercial accounting model with the help of result-oriented 

transactions in accounting. After 1910, executors created cameral accounts, which will be indi-

cated in inventory for expense items with the existence of government enterprises [13].

Cameral accounting system is divided into two as old cameral accounting system and new 

cameral accounting system with regard to historical development of accounting systems. Old 
cameral accounting system can only monitor the cash. It is not possible to monitor changes in 
the assets of the government and status of its receivables and payables. In this system, accounts 
are divided into two as revenue accounts and expense accounts. In cameral accounting sys-

tem, there are two books as cash book and detailed book of revenues and expenses. Cash book 
is recorded by the cashier based on the documents of revenues and expenses. Detailed book 
of revenues and expenses is also recorded by the cashier based on revenue collections and 

expense payments in accordance with the phases and provisions in the budget [14].

New cameral accounting system is an updated version of old cameral accounting system 

created in order to remove some lacking parts of the old cameral accounting system in that 
the old version could not audit itself or the cash records, and it could not indicate the accrual 

balances of revenues and expenses [15]. In the new cameral accounting system, cash book 
and detailed book of revenues and expenses are kept by different people, which is some-

thing that facilitates audit of the accounts, and it can indicate the account balance of revenues 

and expenses. The only thing that makes the system insufficient is that it does not show the 
changes in assets of the government just as in cameral system [7].

2.2.1.2. Schneider accounting system

Both old and new cameral accounting systems only include cash and budget transactions in 

government accounting while excluding clearing transactions as well as off-budget receiv-

ables and payables accounts. Schneider accounting system is a more developed cameral sys-

tem applied in order to remove these lacking parts [9].

In Schneider accounting system, accounting records are recorded in accordance with bilateral 
recording method: payables are recorded in the relevant column in the section of expenses, 

and receivables are recorded in the relevant column in the section of revenues. The most 
important benefit of this system is that it includes cash transactions as well as clearing and off-
budget receivables and payables accounts. Furthermore, it enables balance sheet adjustments 
by making loss and profit accounts [7].

2.2.2. Modern government accounting system

Modern government accounting system suggests that government accounting should include 
and recognize the payables, receivables, and assets of the government as well as its revenues 
and expenses on the contrary to traditional view, because it is inevitable for a government to 
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have assets, payables, and receivables because of the expansion of its area of operation. So it is 
incorrect to regard government accounting just as a budget accounting. It also means giving 
insufficient answers to the needs of government management. Views of modern government 
accounting system that are contrary to the budget accounting-oriented approach of tradi-

tional view are justified as follows [12]:

• Government’s assets belong to the community. However, it does not remove the liability of 
the government. All kinds of changes in the government’s assets should be recorded with 
regard to the principle of accountability of the government.

• There have been substantial increase in the government’s assets with the increase in gov-

ernment functions today. Increase in the government’s assets is a result of modern govern-

ment concept. So assets should definitely be reflected in the accounting for an incredible 
presentation of the balance sheet of the government.

• It is not a rational approach to conclude that the view suggesting that existing assets should 
be recorded will definitely lead to an increase in the assets.

• Technically, budget accounts and patrimuan accounts should be addressed in different 
groups. It is not impossible to solve this problem by making an adjustment while consider-

ing this distinction in the account plan.

• Firstly, it is necessary to consider government budget and commercial budget separately. 
Even though it is not necessarily possible to evaluate some items in government budget 
sufficiently, it is not an obstacle for including these items into the balance sheet. For ex-

ample, there are some problems while recording such items as museums, historical assets, 

and palaces. In this case, recording should be started after determining a method which 
will reflect the reality explicitly.

• It is absolutely correct that there will be major problems in the application of patrimuan 
accounting in large-scaled countries. However, existence of these difficulties is not an ob-

stacle for the execution of the application. Large-scaled countries will lead to increase in the 
number of activities and even some changes in patrimuan. So it is an inevitable obligation 
to use patrimuan accounting.

Modern government accounting systems are classified as Constante accounting system and 
Logismography accounting system.

2.2.2.1. Constante accounting system

This system includes both budget accounts and asset accounts. System was founded in accor-

dance with the principle of recording revenues and expenses in the budget in accrual phase. 
All transactions are recorded in accordance with bilateral recording method. Cash book and 
detailed book of revenues and expenses are recorded in the system. Cash book is used for 
monitoring the cash movements as usual, while detailed book of revenues and expenses is 
used for recording revenues and expenses in the relevant accounts in accrual phase. This sys-

tem includes budget accounts and asset accounts. Since tangible asset accounts are also used in 
this system, there can be decreases and increases in the tangible assets of the government [7].
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While the system enables determination of changes (increases and decreases) in the govern-

ment’s assets, it can also calculate loss and profit at the end of the financial year. Loss and 
profit balances of all the accounts are recorded in the capital account at the end of the year. 
Net balance of this account represents for the net assets of the government [11].

2.2.2.2. Logismography accounting system

Logismography accounting system also includes budget accounts and asset accounts just in 
Constante accounting system. In this system, there is a perception that there is one owner 
and one manager of the government’s assets; so two accounts are kept as the owner (govern-

ment) account and officer (civil servants) account. Logismography system can deliver budget 
accounts and asset accounts any time. It is also important and outstanding in that it brings 
new concepts to government accounting. It is one of the most important systems as it consid-

ers the cost of government transactions [16].

Owner (government) account shows all the goods and assets as well as any changes on them 
including the government’s assets. Owner account is an account group, which shows the 
government’s assets through its records, tables, and books [11]. On the other hand, officer 
account was created in order to notify the status of the assets of civil servants who keep and 
manage these assets on behalf of the government in accordance with specific laws, decrees, 
and regulations. So accounts of these officers are collected under the account of government 
officers [15].

2.3. Recording methods in government accounting

When political power had only a few duties in national economy in the past, there was not 

much need for information for economic administration. But today, political powers in some 
developed countries shoulder important roles in order to facilitate socioeconomic develop-

ment of their communities for a direct management of economy. So it is of high priority and 
high importance for an efficient government finance management to adapt to new conditions 
in obtaining the necessary information. It is obliged to create a method which can respond to 
changes arising out of lack of information on account of relationships among the nations [17].

It is impossible to compare or consolidate financial reports which are produced in different 
accounting and reporting methods. For example, it would not be possible to consolidate EU 
financial statements if EU member countries applied different accounting systems. So interna-

tional organizations launched studies in order to create the same accounting standards across 
the world. During these studies, there has been a shift from cash basis government accounting 
to accrual basis government accounting in government accounting systems [18].

Starting point of modern government accounting is the cash basis-oriented accounting system. 
Accrual basis accounting system which is the fundamental of modern government account-
ing system records all kinds of financial transactions regarding all the assets and liabilities, 
including tangible assets, regardless of collection and payment. For long years, government 
accounting systems have been recorded in a cash basis manner which includes allocations 

given by the budgets, expenditures from these allocations, total revenue for financing the 
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expenditures, and some other information that may be needed and which principally rep-

resents for the record of collection of revenues and payment of expenditures. However, this 
budget-oriented recording system became insufficient to fulfill the needs of government 
management over time, and so, some new experiences were started to be looked for in the 
area of government accounting. Thus, there has been some studies recently to develop an 
accrual recording system which is recognized by all financial transactions which have already 
emerged or will emerge in the future including tangible assets of the government [19]. While 
recording methods in government accounting accept cash basis at one side and accrual basis 

at another side, there are other bases as well which are close to both sides. In other words, 
various regulations were developed within the specified boundaries in order to see the best 
accounting and reporting status of an asset [20].

2.3.1. Cash basis government accounting

Cash basis government accounting records are transactions arising out of cash purchases. In 
other words, financial transactions and cases are recognized upon purchasing or payment of 
cash. Cash basis accounting is not interested in when services and benefits which are derived 
from transactions have emerged. Financial reports lose budget revenues and expenses, cash 
inputs and outputs, and opening and closing cash assets in such an accounting system [21].

Cash basis government accounting does not record or report tangible assets, accrued rev-

enues and expenses, expenditures on the assets which must be activated, and government 

payables as well as other liabilities, commitments, guarantees and changes in price, and quan-

tity of the government’s assets [7]. Cash basis accounting system is easy to understand and 
manage as it includes simple transactions. Since its scope is limited to cash flows, it does not 
serve for transparency and accountability purposes. So it is required for cash basis govern-

ment accounting to include or be supported by commitments and liabilities arising out of 

budget applications at least. Moreover, cash basis government accounting can be strength-

ened through accrual budget accounting and recognition of some assets and liabilities such as 

security assets and deposit securities advances and financial assets [22]. Cash basis account-
ing system is easy to understand and manage as it includes simple transactions. Since its 
scope is limited to cash flows, it does not serve for transparency and accountability purposes 
[23]. Furthermore, it provides very little information which is beneficial for finance manage-

ment as it is mainly focused on payments. It is not a single basis for performance evaluation 
in terms of prudence and efficiency or achievement of the targets, either [24]. It is possible to 
suggest the lacking parts of cash basis government accounting system [25].

Not making up a balance sheet: In this system, there is no balance sheet made up because there 
is no data regarding the payables, moveable and immoveable assets, liabilities, and equities 

of the government to make up a balance sheet. The fact that cash basis system does not record 
them and does not create data leads to some negative results. So users cannot obtain suffi-

cient data regarding the financial information of government administrators, and they cannot 
make assessments.

Not revealing economic results: In this system, budget revenues, expenditures, budgetary and 
off-budget collections, and payment transactions are reported only based on cash flow. 
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Activity reports cannot be produced to indicate the results of activities of the institutions. So 
economic results of that institution cannot be indicated.

Not having economic and financial performance indicators: In this system, economic movements 
cannot be estimated. So there are some difficulties in evaluating the financial and economic 
performance of the institution because of lack of information in comparison of revenues and 
expenses of that period. Consequently, performance indicators cannot be determined.

Not producing information on service costs: Service cost information, pricing policy and control, 
and performance evaluation are beneficial and necessary instruments for decision-making 
process and government contract policies. However, since there is no necessary information 
which can be obtained regarding expenses and service cost in cash basis accounting system, it 

is not possible to get necessary information regarding decision-making process because rev-

enues and expenses are recognized when the collections are made, not at their accrual time. 
Moreover, not recording the moveable assets and not calculating the amortizations are other 
reasons which make determination of service cost impossible.

Not fulfilling the liability of accountability and financial transparency: Liability of accountability, as 
a requirement of democracy, is the responsibility and necessity of making inquiries and call-
ing somebody to account regarding fulfillment of the duties and use of government sources 
by people who are elected by the government and people who are appointed by these elected 

people. Financial transparency is the explicitness in which government accounts and eco-

nomic targets can be observed by the government. Since government accounting is a method 
which records the use of all moveable and immoveable assets of the government as well as its 

sources and produced financial reports accordingly, it is the main element of accountability. 
However, this accounting system cannot produce necessary data for the fulfillment of liability 
of accountability and cannot produce the relevant reports. This system cannot sufficiently 
help financial transparency because it does not produce detailed and accurate financial data 
on the issues which are required to be within the knowledge of government.

Opinions of supporters and non-supporters of cash basis government accounting system can 
be summarized as follows [14]:

Cash basis government accounting system is the simplest method which is used for moni-

toring government accounts. Supporters of this system suggest that it easily determines the 
impacts of financial transactions on economy. They also suggest that actual payments by the 
government increase monetary revenues and revive economy, while payments to the govern-

ment decrease cash position and society’s demand for goods and services. Moreover, since the 
treasury works as a banker, this system enables evaluation of cash position which is required 
to be known. The most important function of cash basis accounting system is fund control and 
determination of liabilities. System also carries out the functions of feasibility and determina-

tion of economic impact through expenditure limitations in the short term.

On the other hand, non-supporters of cash basis system accept that cash basis system may 
have strong impacts on economy, but these impacts cannot be measured unless demands or 

liabilities are paid to the government. They believe that cash basis system is open to abuses, 
for example, postponing the payment of debts of current fiscal year to the upcoming year and 
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going into unmatured debts such as advance payments and budget securities until the end 

of the year. Capacity of cash basis accounting system to help the managers to make decisions 
regarding administration and financing is limited only to the cash points while government’s 
assets and charges are excluded.

Cash basis recording method, as it is explained above, includes information about the pay-

ments within the current fiscal year. However, since these payments do not reflect the actual 
value of real activity and used government sources, they are not accepted as expenses in 

reality. Moreover, since accounting records are recognized when the payments are made, not 
when services and goods are received, this method does not give any information regarding 

demands arising at the end of the year against a government administration.

2.3.2. Cash customized government accounting

In cash customized government accounting, financial transactions are recorded when the 
actual payment and collection are made regardless of their accrual periods just like in cash 
basis government accounting system [21].

The most important characteristic which differentiates cash customized accounting from cash 
basis accounting is that accounts are not closed by the last evening of the fiscal year; they are 
open for a specific period of time, generally one month, for the records of transactions of the 
previous fiscal year. Transactions of the previous period, especially invoices of the budget 
year, are accepted, and their accounting records are held within this additional period. In this 
method, transactions are recorded in the accounting records of that fiscal year, and they are 
reported in the relevant period [24].

2.3.3. Accrual customized government accounting

In accrual customized government accounting, transactions are recorded when an economic 
value is created, changed, exchanged, transferred, or eliminated regardless of time of cash 

flows. The most important characteristic which differentiates accrual customized government 
accounting from accrual basis is the scope of accounting transactions. In this basis, transac-

tions regarding such tangible assets as land, estate, building, vehicles, inventories, forests, 

and monuments are not included in accounting system, and they are not reported. Therefore, 
it is easier to understand, apply, and manage compared to accrual basis accounting system 

because such transactions of determination of tangible assets, amortization, and reevaluation 
are excluded from accounting. Compared to cash basis, it does not produce deficient informa-

tion, it records economic transactions as soon as they emerge regardless of cash flows, it is not 
budget oriented, it records and reports accrued receivables and payables, it creates a basis for 

activities and performance check, and it records and reports commitments and guarantees 
which may lead to liabilities in the future [7].

General characteristics of accrual customized government accounting and its distinctions 
from commitment basis, cash basis, and cash customized government accounting methods 
are as follows [24]:
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• It does not have the weaknesses of cash basis in the production of information.

• It records commitments and liabilities, so it is one step further than commitment basis.

• It does not have the weaknesses of altered cash basis as inherited from cash basis in the 
production of information. Since liabilities are recorded when they are recognized, there is 
no need for set-off period in order to enable the principle of periodicity in this basis.

• It is more convenient for conformity with budget allocations and for liability audit.

It is also in conformity with cost accounting elements which are required by activity and 
performance audit.

2.3.4. Accrual basis government accounting

Accrual basis accounting fundamentally aims at comparing expenses and revenues accrued 
within a specific period of time and controlling the existing sources and liabilities to be ful-
filled by the end of the period.

Accrual accounting was principally developed in order to make external financial reporting 
by high profit-oriented private enterprises. Government enterprises also experienced some 
changes as a result of distinctions of accrual basis. However, the idea that it could be applied 
in noncommercial sectors of the government had recently been very effective. While it was 
of high priority to increase profit performance in commercial enterprises, accrual accounting 
applications would be an instrument of decision-making for the managers in nonprofit gov-

ernmental organizations and increase the management performance [26]. Liability of account-
ability, improvement of management, and providing savings would be enabled by increasing 

the management performance. Especially after 1990, it is seen that governments made prog-

ress in the issue of accrual accounting and started financial reporting, management systems, 
government financial reporting, and budgeting processes in accrual basis [27].

During accrual, transactions are recorded when they are recognized regardless of time of 
cash flows. Revenue account indicates revenue transactions which accrued throughout the 
fiscal year regardless of their being collected in cash and which are required to be recorded 
as revenues in accordance with the principles of accounting which are universally accepted, 

while expense account indicates sum of expenses which accrued throughout the fiscal year 
regardless of their being collected in cash. Given that, accrued revenues and expenses are 
included in the accounts and reports of their fiscal year. Such an approach records and reports 
these economic transactions in their fiscal year. So periodic financial reports exactly reflect the 
financial transactions regarding the relevant activity periods [28].

When there is an entitlement of using the sources, which are expected to provide benefit to 
the organization in the future, accrual basis government accounting system regards them as 
an asset and records them. Similarly, liabilities of the organization against third parties which 
are expected to be fulfilled in the future (firm, conditional, guarantee, etc.) are recorded as 
payables and liabilities. So if there is a positive difference between assets and payables, they 
are recorded and reported as the equities of the organization (net value) [29].
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Important factors in the emergence of accrual accounting are to increase accountability, deter-

mine financial status of government sector better, and develop reporting studies as well as 
financing current expenditures by the taxpayers and making contributions to the assets to 
provide intergenerational equality. Being considered within the liability of accountability, 
accrual accounting provides large benefits to the governments with regard to showing actual 
costs of the use of sources [30].

When comparing with the other government accounting recording methods, accrual basis 

government accounting has some distinctions as follows [25]:

• Making up a balance sheet: Balance sheets which are prepared in accrual basis system and 

which include assets, payables, liabilities, and equities put forward the financial status and 
performance of the relevant government organization clearly, explicitly, and accurately 
instead of charts which are far beyond giving information prepared in cash basis govern-

ment accounting. With the help of this characteristic, accrual basis government accounting 
system helps decision-making mechanisms of government management and external us-

ers. This system includes all payables and liabilities of the general government sector or the 
relevant government organization. In other words, it includes all economic results of the 
services and activities of the relevant government organization. It also helps us to evalu-

ate the capacity of covering payables and liabilities of the government sector in the future 

through information on financial status obtained from balance sheet.

• Preparing an activity sheet: On the contrary to cash basis government accounting, accrual 
basis system can put forward and report the results of activities and services of the general 

government sector or the relevant government organization. Therefore, it gives us the op-

portunity of determining the costs of services or activities of the government and the rel-

evant government organization. So it becomes possible to make a performance evaluation.

• Determining performance indicators: It is of high importance to record accrued revenues and 
expenses with regard to financial decision-making process and performance evaluation. In 
accrual basis government accounting, indicators and criteria can be determined for mea-

suring economic and financial performance by using the produced reports.

There are some changes and adaptations experienced in the implementation of accrual basis 
government accounting system to overcome its difficulties. Approaches and modifications 
which were developed because of the obligation of this implementation in some countries 

using accrual basis government accounting system are as follows [31]:

• Approach which supports that assets and liabilities are recorded in accrual basis while rev-

enues are recorded in cash basis because of difficulty in calculating the amount of collection.

• Approach which supports that all the liabilities are recorded in accrual basis except for 
some payable items (social security payments funded by budget revenues).

• Approach which supports that all the assets are recorded in accrual basis except for some 
asset items (infrastructure, defense and cultural assets, etc., which are recognized as an 
expense when they are acquired or constructed)
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• Approach which supports that all tangible asset items are recorded when they are acquired 
manufactured or constructed

Financial reports which are produced in accordance with accrual basis accounting system 

include revenues, expenses (including amortization expenses), assets (financial assets, physi-
cal assets, capital assets), liabilities, and other economic flows. Accrual basis accounting 
records and reports all the program costs including amortization expenses. So it creates a 
strong basis which measures whether or not government sources are used efficiently and eco-

nomically or in other words whether or not government managers are good managers with 

good performances [22].

2.4. International developments

Developments in government accounting were principally brought in as a result of the need 
for creating financial statistics and reports for the governments by international financial 
institutions such as United Nations, OECD, IMF, World Bank, and regional economic and 
political units such as European Union. Since it is impossible to compare and consolidate 
financial reports that are produced in various accounting reporting systems, it has become 
necessary to make adjustments which will enable comparison and consolidation in the field 
of financial statistics and reporting [7].

International organizations and institutions, economically developed countries, and espe-

cially European Union carry out important studies in the field of government accounting 
in international level. Thus, System of National Accounts (SNA93), Government Finance 
Statistics Manual (GFSM2001), European System of Accounts (ESA95), and International 
Public Sector Accounting Standards Board (IPSAS) are the fundamental outputs of these stud-

ies and projects carried out in this area.

2.4.1. System of National Accounts (SNA93)

SNA93 was founded in order to establish standards and rules regarding measurement of 
national economy such as classification of national economies in corporates, sector and sub-

sector level, flows, rules of stocks and accounting, production account, income distribution, 
capital account, financial accounts, balance sheet, economic activities with the foreign world, 
changes in prices and values, population and labor force inputs, and functional classification 
which are prepared by the European Union, International Monetary Fund (IMF), Organization 
for Economic Co-operation and Development (OECD), International Bank for Reconstruction 
and Development (IBRD), and United Nations (UN) jointly. This system includes principles, 
which should be taken into consideration while creating systems of accounting and reporting 
with regard to issues specified above [28].

SNA93 aims at handling scopes and definitions which have recently emerged regarding econ-

omy and removing the difference between definitions and scopes of these concepts which are 
observed in the reports and governmentations of various institutions and organizations [32]. 
SNA93 is composed of a set of meaningful, consistent, and integrated set of macroeconomic 
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accounts, balance sheets, and statements based on a set of concepts, definitions, classifica-

tions, and accounting rules, which are internationally accepted [33]. In this regard, this system 
aims at recording an economy in full [34].

There were important developments in macroeconomic concepts across the world especially 
after World War II. Many economists were satisfied with a few economic variables in the 
past, while they need more detailed economic data in statistical analyses today. Collection 
of this data is only possible by collecting more detailed statistical data. So current System of 
National Accounts is a complicated system which is composed of many economic variables 
which are associated with each other beyond calculating gross domestic product today. There 
is too much detailed information in the accounts in System of National Accounts (SNA93) 
depending on the rules of economy and perception of their operation manner. Moreover, 
these accounts provide more comprehensive and detailed records about economic relation-

ships between complicated economic activities and various economic elements within an 

economy [32].

2.4.2. Government Finance Statistics Manual (GFSM2001)

Government Finance Statistics Manual (GFSM2001) is a regulation which is prepared by IMF 
with the participation of the experts from such countries as Australia, Canada, America, and 
the USA which made progress in the field of accrual basis accounting and reporting as well as 
International Bank for Reconstruction and Development (IBRD), United Nations, Organization 
for Economic Co-operation and Development (OECD), and European Commission and which 
aims at preparing government financial reports such as balance sheets and activity reports as 
well as classifying and reporting stocks, liabilities, revenues, and expenses in the same manner 
in every country in accordance with the accrual basis. It includes points which should be taken 
into consideration while creating accounting and reporting systems especially such as the 

classification of assets, revenues, and expenses with regard to its scope and rules. GFSM2001 
fundamentally aims at creating a comprehensive concept and an accounting framework 
which enable analysis and evaluation of financial policies, as well as the performance of gen-

eral administration, in specific terms, and government sector, in broad sense [35].

Basic definitions, concepts, and classifications in GFSM2001—regardless of the conditions in 
the country where they are applied—are based on economic ideas and principles, which are 
universally validated. So GFSM2001 can be applied on all the economies regardless of corpo-

rate or legal structure of the country where it is applied, complexity of its statistical system, 

its accounting system, or expansion of its government administration. Unfortunately, some 
sections of GFSM2001 will not represent for the same meanings and results for the countries, 
which have important differences in terms of administrative and economic structure.

GFSM2001, as SNA93 is described, was designed and published for general administration 
and government sector. These sectors are defined based on corporate units, which can acquire 
assets, go into liabilities, and deal with economic activities on their own. An important differ-

ence of GFSM2001 from SNA93 is that it is focused on financial transactions of Government 
System of Financial Statistics such as taxes, expenditures, and payables, while it also includes 
production and consumption of goods and services of System of National Accounts [35].
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2.4.3. European System of Accounts (ESA95)

European System of Accounts (ESA95) is a study prepared by EUROSTAT, a sub-institution of 
the European Union, carrying out studies in the field of statistics aiming at creating statistics, 
which can be compared and consolidated in the member states and candidate states of the 

Union at the same level. ESA95 is a substitute for European Integrated System of Economic 
Accounts published in 1970. ESA95 was prepared and published in complete conformity with 
SNA93 which is a worldwide guidance regarding national accounting systems. However, 
ESA95 is heavily focused on the provisions of European Union as well as information and 
data, which are required in integration. Just like SNA93, ESA95 also enables uniformity in 
concepts and classifications of such various economic and social statistics as employment 
statistics, production statistics, and foreign trade statistics. So ESA95 is a core reference for the 
European Union and member states regarding economic and social statistics. Framework of 
ESA95 is composed of two basic sets of table [36]:

• Sector accounts

• Framework of input-output and industrial accounts

Accounts are classified under three categories:

• Current accounts include acquisition, distribution, redistribution, and the use of revenues 

for final consumption. These accounts also enable saving calculation, which is a necessary 
transaction for saving (capital) accounts.

• Saving (capital) accounts analyze changes in the assets and liabilities of different units and 
enable recording of changes among net values (differences between assets and liabilities).

• Balance sheets indicate assets and liabilities of different units as well as net values as from 
the beginning and end of the fiscal year.

2.4.4. International Public Sector Accounting Standards Board (IFAC-PS Standards)

The International Federation of Accountants is the most executive and comprehensive orga-

nization of the accounting profession in the world. It carries out global studies and provides 
services in the field of accounting through various subdepartments, councils, committees, and 
independent advisory boards. As it is specified in the decree of the organization as well, it 
fundamentally aims at providing service for government interests, strengthening the profes-

sion of accounting across the world, and making contributions to the development of interna-

tional powerful economies [37].

A subdepartment of IFAC, International Public Sector Accounting Standards Board, carries 
out studies in order to create worldwide standards for government accounting and reporting. 
These studies are recognized by international financial institutions, regional economic and 
political unions, and developed countries. There are 21 accounting standards that are pub-

lished by IFAC so far, and the new ones are under work for the time being [19].

International Public Sector Accounting Standards (IPSAS) no. 1 standard which is prepared by 
PS of IFAC fundamentally aims at explaining the principles of financial statements  prepared 
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by government institutions and organizations as well as types of these financial statements. 
Aims of government financial statements are classified in two categories in the relevant stan-

dard [37]:

• Providing information regarding sources, assets, and changes in them as well as results of 

government works.

• Providing necessary data in order to analyze cash flows which can emerge in the future.

These activities are not so different from each other. Especially GFSM2001, SNA93, and ESA95 
have similar applications with regard to the scope of government statistics and division of 

accounts. The first point to be considered is the issue of scope of government accounting. 
National economy is classified in sector level in the international studies, which are carried 
out in order to determine the scope, so government accounting system is based on social secu-

rity institutions as well as local and central administrations [22].

3. Government accounting applications in Turkey and in the world

Many countries shifted from cash basis accounting system to accrual basis accounting system 
as a government accounting method in order to give a response to the pressures regarding 

efficiency and effectiveness of government sector. However, some other countries rejected 
this change because they supported that harmful and beneficial aspects of this system var-

ied depending on the special cases of the countries [39]. In this regard, we firstly examined 
countries which had important developments in shifting to accrual basis accounting system 

as it threw light upon the developments in the world and which made the first applications of 
this system. After explaining government accounting applications in the world, we detailed 
government accounting applications in Turkey.

3.1. Government accounting applications in the world

It is remarkable that countries shifted from cash basis to accrual basis in the applications of 
government accounting in the world. Even though some countries did not approve this shift, 
they still advocate its benefits. In this section, we will brief the exemplary applications in 
some countries and explain the implementation of government accounting systems by the 

countries.

3.1.1. New Zealand

Developments regarding government accounting which started in the 1980s were not still 
completed at the beginning of the 1990s. Countries which started to work on this issue were 
mainly in designing or conceptual phases in 1993 [20]. However, government departments in 
New Zealand shifted to accrual basis in the issues of budgeting and accounting in 1991, and 

New Zealand became the first country to produce government accounts in accrual basis in 
1992. A government reporting was carried out in 1993 to include approximately 3000 institu-

tions ranging from the largest government enterprise to the smallest primary school (including 
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all assets of the government). New adjustments were brought in the operation of budget sys-

tem through Liability Insurance Act of 1994. Through these adjustments, combined plans were 
made which included the ministries in strategical areas (education, health, social aid, social 
security, environmental protection, and economic development) after 1995 [40].

When the government shifted to accrual basis accounting, it had the competence of preparing 

balance sheets which can be consolidated and had the opportunity of calculating the actual 

value of its assets for the first time. Prestige of financial policy in New Zealand increased 
provided that accounting and budgeting would be made in accordance with all the widely 

accepted principles of accounting. A private institution acting independently from the gov-

ernment was authorized to control the prosecution and application of these accounting stan-

dards so that the government lost its opportunity to make explanations on behalf of itself. 
New Zealand broke taboos by granting the financial reporting authority of the government to 
an independent institution through this application [38].

After shifting to the new financial management system, it was possible to see integrated finan-

cial reports of the government in New Zealand. New series of widely accepted standards of 
accounting which are based on the government’s financial statements were produced within 
the scope of a basic project which included the following seven factors [41]:

• Creating accounting policies.

• Collecting information from departments, government institutions, and state economic 

enterprises.

• Combining (consolidating) the information.

• Validating the information.

• Interpretation and analysis.

• Governmentation and presentation of financial information.

• Communication and marketing.

Studies for improving government finance management were carried out in three directions 
as creating government accounts, preparing accrual reports, and reporting which includes 

other independent institutions and enterprises of the government. Accounts and contents 
were determined through these adjustments. These accounts are “enterprise account” which 
indicates revenues and expenses of the government, “financial status account” which indi-
cates assets and liabilities of the government, “cash flow account” which indicates cash flows 
arising out of the activities of enterprises and other institutions, as well as “borrowing and 

commitment account” and “receivable account”. In fact, it was required to be in conformity 
with generally accepted accounting practice (GAAP) in New Zealand for the accounts which 
were applied in the central and local administration. Basic element of GAAP is accrual basis 
in accounting [20].

Adoption of widely accepted accounting standards facilitated the establishment of accounting 
policies in New Zealand. Approaches which are used by private sector in many areas could 
easily be applied. Since accounting policies of the government suggested a methodology for 
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preparing financial statements and affected all the government institutions, development of 
accounting policies was highly emphasized. These accounting policies were also analyzed by 
the accounting specialists in detail [41].

3.1.2. Australia

Developments in the field of government accounting were maintained within the scope of 
government management reforms in Australia, just like in New Zealand [20]. Governments 
made progress in accrual accounting especially after 1995, and they brought a vision to accrual 

accounting in the issues of financial reporting, management systems, government reporting, 
and budgeting. However, government managers were warned against the issue of accrual 
basis accounting starting from the mid-1980s indeed. In the 1980s, Australian Accounting 
Research Foundation, Australian Accounting Standards Board, and Public Sector Accounting 
Standards Board developed the idea of general-purpose financial accounts both for private 
and government sectors [27]. Large-scaled financial and administrative reforms in Australia 
include two basic themes [42]:

• Focusing on management control system by developing information obtained from ac-

counting system and defining and determining roles and responsibilities.

• Providing economic balance by bringing the concept of competition in the government 

sector.

In general, financial reforms include financial reporting, accrual basis accounting, complete 
cost, reconciliation between supplier and buyer, and management of the assets, while admin-

istrative reforms include structural reforms, operational reforms, revision of information 

systems, and other reforms regarding responsibilities. However, administrative reforms are 
not limited to the foregoings [32]. These reforms were put into practice through two law 
proposals: “Improvement Plan for Financial Management” and “Program management and 
Budgeting”. In addition to these laws, “Financial Management and Responsibility Law” was 
enacted in 1997. Government institutions started to apply accrual basis budget and account-
ing as a result of these reforms. Accrual basis accounting system was applied, and accrual 
basis financial statements were created in Australia for 1999–2000 budget year for the first 
time [42]. A “working group” was also created in order to develop accrual accounting and 
bring it in the government sector. Enterprise accounts, asset and liability accounts, cash flow 
accounts, and bond accounts were included in the account plan which covers the whole cen-

tral administration [20].

3.1.3. Canada

The Government of Canada has applied cash basis in budgeting and recognition of finan-

cial transactions until the 1980s. It also used “creative accounting” (overvaluation) methods 
in reporting and measuring some financial information just like some governments. So that 
cash basis accounting was used as an instrument of showing false financial reality. However, 
evaluating financial assets as differently from the reality did not satisfy the need for infor-

mation which would help correct estimations for the future. So the Government of Canada 
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was highly indebted through its financial statements and budgets obtained through cash 
basis accounting, could not see the real financial status, and could not take the necessary 
precautions. The Government of Canada gave up using cash basis accounting application 
and decided to shift to accrual basis accounting application in order to remove this negative-

ness. The Government of Canada made important changes in financial reporting applica-

tions and shifted from cash basis to accrual basis and financial statements consolidated from 
separate accounting reports from the beginning to the end of the 1980s. These changes were 
partly encouraged by Public Sector Accounting and Auditing Board (PSAAB) of Canadian 
Institution of Chartered Accountants as well [43].

3.1.4. England

There are reform studies regarding the functions, operations, and structure of central admin-

istrations in England. The most important reform in this scope is that some authorities and 
duties of central administration units which provide government services have been trans-

ferred to autonomous institutions and agencies [44]. “Resource Accounting and Budgeting 
(RAB)” is applied in budget and accounting system in England. RAB is a term used for the 
application of accrual basis in government budgeting and accounting system. It includes 
the use of “Resource Accounting” knowledge for the control and planning of “Resource 
Budgeting” government expenditures. Although benefits of accrual basis accounting for 
the countries could not be understood by many countries in the 1990s, it was understood in 

England that accrual basis was efficient in both budget and accounting. Accrual basis account-
ing system was used primarily for government health services at the beginning of the 1990s 

[45]. England pays much attention to record budgeting and accounting in accrual basis. RAB 
transforms political priorities of the government into department strategies and budgets, 

so that the parliament can be reported about productivity and efficiency of the services. It 
fundamentally aims at enriching the services which are provided by the government. RAB 
was first founded in 1982 in England through “financial management principles” based on 
“Financial Management Legislation (FML)”. Then, “Green Paper” and “White Paper” pub-

lished in England included important developments about RAB. There was also an important 
progress regarding the announcement of RAB after July 11, 2000 [46]:

• “Spending Review” was prepared in order to plan government expenditures on July 18, 
2000.

• On July 19–20, 2000, two parliamentary election committees (Government Accounting 
Committee and Cooperation Committee) authorized the Parliament to make the Treasury 
apply accrual basis accounting for 2001–2002 fiscal year.

• On July 28, 2000, “Government Resources and Accounts Act (GRAA) 2000” abolished the 
laws which had been applied since 1866 and provided legal assistance to the parliament 

both for applying RAB and consolidating all the accounts of the government.

There are financial statements in England, which is similar to the ones produced by govern-

ment institutions and private sector institutions. However, budgeting process is still regarded 
as one of the fundamental aspects of financial control.
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3.1.5. The United States of America

Developments in government accounting in the USA started with the government sector 
reforms. The Federal Government prepared a large program for the development of man-

agement as from 1981. It was specifically emphasized to facilitate government management 
and decrease the costs, increase the efficiency of service programs in government sector, 
and develop financial system to the extent that it can be compared to private sector. In 1990, 
Federal Accounting Standards Board was founded in order to strengthen the relationship 
between reporting and accounting upon the agreement of budget office, treasury, and general 
accounting office. This board has a mission to make advices in accounting standards [20]. This 
board would be making contributions to development and the use of accrual basis accounting 
in the next years. As a result of the studies, Administrative Financial Accounting applications 
made it possible to analyze and report the way of using and controlling the sources as well 
as collection and measurement of the information which is produced [30]. In 1993, US Senate 
enacted “Government Performance and Results Act” (GPRA). This act aims at establishing a 
system of strategic planning and performance measurement within the Federal Government 

and emphasizes preventing waste and enabling efficiency in the use of government sources 
in order to fulfill the common needs and demands of the citizens sufficiently. Within this 
scope, it includes strategic plan, performance plans, and performance reports which are the 

documents that will be used for getting objective information regarding determination and 
achievement of performance measurement, aims, and targets; meanwhile procedures and 
principles regarding the elements which are needed to be available in these documents as 

well as qualifications and preparation of the documents are also indicated [47].

3.1.6. European Union member states

EU member states, except for Germany and Denmark, prepare their financial reports in 
accrual basis. Moreover, many member states do not prepare their consolidated financial 
statements for the whole of government. There are different applications in studies of the 
countries to shift to accrual basis. Firstly, Holland and Sweden prepared their financial state-

ments in accrual basis and then reflected these statements in their budgets. On the other hand, 
France and Spain apply accrual basis only in their financial statements while adjusting their 
budgets in cash basis. Prepared by government management committee, 2002 OECD Study 
put forward that only three member states prepared their government financial statements 
based on accrual accounting. Statements prepared in corporation level suggest that there are 
three member states more in this group. So only 6 member states among 15 member states 
use accrual basis though in different levels [48]. Spain has been using cash basis accounting 
system and unilateral record method with regard to government accounting since 1977. It 
enacted “General Budget Act” for government sector and laid the foundations of new account-
ing information system. Then, it started “Government Chart of Accounts Plan” (PGCP) for 
the assets of the government. First studies regarding the government chart of accounts were 
published in 1983 and remained in force until January 1, 1995 when the new PGCP was put 
into effect. Then, “System of Information for Accounting and Budget” (SICOP) was published 
in 1986 in order to put these reforms enacted in the 1980s into force efficiently. This system 
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includes the following: chart of accounts for the general government, detailed accounting 

lists, and financial statement models regarding the rules of determination and valuation of 
prices. After all this progress, Spain published Government Accounting Principles of “General 
Internal Audit and Accounting Offices” (IGAE) in 1991 and accepted the new government 
chart of accounts in 1994. So Spain shifted to accrual basis accounting with regard to govern-

ment accounting and adjusted the principles of accounting for the government institutions 
in a way that they would not be different from the principles of accounting for private sector 
[49]. The most outstanding characteristic of Sweden government model is that decisions made 
by the government are jointly made by all the ministers. While daily activities are carried 
out by a large number of independent units and authorities in different scales, structures, 
and types, the cabinet determines and makes the policies. Upon the approval of government 
budget by the parliament, all the allocations are submitted to the use of the government, while 
the government transfers its responsibilities and funds to its bodies. All accounting applica-

tions are carried out in the level of independent units (in this sense, ministries are regarded as 
independent units). In 1979, “Regulation on Government Accounting” was published by put-
ting forward the accounting principles of independent units. However, some exceptions from 
accrual basis accounting which are specified in the regulation were applied for a majority of 
the independent units, while old methods and standards were allowed to be used. Regulation 
was changed in 1991, and all the exceptions were abolished in 1994 when one-third of inde-

pendent units changed their accounting methods every year. The parliament also decided 
to apply these accounting regulation adjustments and accounting principles for the whole 
government sector. These principles were also standardized in local and regional institutions, 
but there was no obligation imposed. So that it became possible for Sweden to execute annual 
accounts in the basis of operational balance sheet, certificate of revenues-expenses, and univer-

sal accounting principles which include application balance sheet for sources and funds [50].

Shifting to accrual basis accounting system was regarded as a fundamental step for the man-

agers to derive benefit from total flexibility in input selections. So it was required to see the 
costs of each input in order to have a more efficient management. Accrual basis accounting 
system increases the quality of cost information. Also budget and all allocation accounts are 
also cash basis. Moreover, Sweden brought the obligation of publishing annual reports for the 
government institutions in 1993. These annual reports include not only financial reports but 
also performance reports [51]. Studies on accrual basis in Holland started in 1997 when the 
Ministry of Finance submitted a study titled “From Expenditures to Costs” to the parliament. 
The government aims at getting the best cost and benefit by using accrual accounting and 
budgeting in all government services. Having been used in private sector until 1997, accrual 
accounting also became important in budget classification with the help of these studies after 
the discussions of full accrual or half accrual [52].

3.2. Applications in Turkey

This section firstly explains the historical development of government accounting applica-

tions regarding the application process of government accounting in Turkey. Then, it will 
address to the reform of government accounting applications in Turkey.
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3.2.1. Historical development process in Turkey

Government accounting applications in Turkey date back to pubic accounting system in 
Ottoman Period. In the fifteenth century, Ottoman Empire firstly made financial legal regula-

tions and then aimed at developing accounting regulations within this legal framework. So a 
strong government accounting order and organization emerged in the mid-fifteenth century 
when financial management was structured within the government organization. Government 
accounting was regarded as a place to hide the secrets for Ottoman Empire. It also empha-

sizes the importance of government accounting. In the mid-seventeenth century, when there 
were no budget applications in the west; the idea of government budgets was brought in 
Ottoman Empire. Budget expenditures were higher than budget revenues at that period. This 
deficit became chronic as the wars were longer and more expensive. When Europe became 
richer and stronger in the seventeenth and eighteenth centuries, Ottoman Empire fell behind 
in economic and military terms. Being a part of the reforms, Imperial Edict of Reorganization 
in Ottoman Empire was announced in 1839. This edict brought reforms in the field of law, 
and then the most important reforms were made in the field of finance. Works of writing the 
legislation of expenses which started toward the end of Period of Reorganization continued 
until Constitutionalist Period and ended in this period. Subsistence, salary, and retirement 
laws were put into force in this period by completing the legislation of expenses and starting 

to keep the records of government officers working in provinces and at the headquarters. 
These legislations of expenses created the basis of current legislations of expenses in Turkey. 
After 1876 Constitution was put in legal basis again and Second Constitutionalist Period was 
announced, the First Parliament and Assembly of Notables accepted the budget of that year 
in 1909. This budget is of high importance to create the basis of the budgets in the other 
years in Republic  Period. After the announcement of Second Constitutionalist Period in 1910, 
the first “General Accounting Law” and “By-Law on Restrictions on Accounts to be kept in 
Subdivisions of Treasury” was put into practice. This main law was practiced until 1910 abol-
ished in 1927 through the Law No. 1050 upon the enactment of General Accounting Law [53].

The first difference in government accounting applications in Turkey is composed of gov-

ernment accounting and budget system in Ottoman Period, while the second difference is 
composed of government accounting which is applied by the regulations in the field of gov-

ernment accounting throughout Regovernmentan Period. There are important differences in 
terms of state organization and legality of regulations between Ottoman and Regovernmentan 
Periods. From this point of view, it is more appropriate to analyze the development process of 
current government accounting applications in Turkey within the scope of Regovernmentan 
Period.

After the announcement of Regovernment, there has been important progress in develop-

ment of government accounting and commercial accounting in our country. While there were 
progresses in commercial accounting depending on the share of the statist economic policies 

and so the government in the production of goods and services, there were also important 

studies in the field of government accounting. As a result of these studies and efforts, General 
Accounting Law No. 1050 which is regarded as excellent was enacted on May 26, 1927, in early 
Regovernmentan Period. This law includes authorities and duties of accrual  departments, 
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government officers, and accountants of the ministries as well as government budget and 
other relevant issues [54]. Law No. 1050 had been the legal basis of government accounting 
system in our country for 76 years until 2003 when Government Finance Management and 
Control Law No. 5018 was enacted. However, as a natural result of changes in government 
management concept and government organization structure, Law No. 1050 became insuf-
ficient, so the Law No. 5018 was put into force in 2003 as the main law which regulated gov-

ernment financial management. Law No. 1050 fundamentally aimed at basing on the existing 
administrative structure and establishing financial structure on it. Financial system which is 
composed of this fundamental structure is as follows [55]:

• Legislation and judicial institutions affiliated with sole government legal entity as well as 
ministries and organizations are affiliated to a ministry, while their allocations are included 
in general budget of general administrations (departments) as a separate division.

• Defined in state organization, independent administrations having separate legal entities 
which are not included in sole government legal entity (service place administration) are 
included in government budget in the name of value-added administrations. Value-added 
administrations have their own budgets on account of their separate legal entities. So gov-

ernment budget includes general budget which represents the budget of administrations 

within the scope of central administration and added budget which represents the budget 

of the administrations within the scope of service place administration. On the other hand, 
budget of local administrations named as special budget is excluded from government 

budget [56].

General Accounting Law which regulates the decisions to determine the officers who are 
responsible from spending the government expenses, collecting the government revenues, and 

regulating the final accounts was enacted in 1927. Then, By-Law on Procedures of Treasury 
Account was put into force in 1928. This bylaw facilitated accounting transactions; abolished 
Principal Register, which was previously recorded; and put Classification Journal into use. 
After that, remittances, allocations, and general revenue accounts of current treasury account 
were also abolished, and money accounts from treasury and branches, collection accounts 

on behalf of other treasuries, and dispatch account from treasury branches were brought. 
Moreover, this bylaw abolished the accounts regarding the accrual of budget expenses and 
revenues, decreased the number of accounts, left the control of the accounts through bilateral 

recording method, and adopted the control with subsidiary ledgers. In other words, a new 
system was created by combining the cameral accounting system and the bilateral recording 

system with the said instruction [56].

“General Regulations of Government Accounting and Regulation on Government Accounting 
Procedures” have been put into effect since January 1, 1948. The operation of accounts has been 
explained with General Regulations of Government Accounting, and accounting documenta-

tion to be used has been included with Regulation on Government Accounting Procedures. 
These regulations, which went into effect in 1948, became part of regulations and joints in 
1953, 1974, 1975, 1977, 1981, 1986, 1987, and 1989; the number of accounts has been multiplied; 
accrual and commitment accounts have been added; and the number of off-balance sheet 
accounts that are available has been increased. Despite the existence of important documents 
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in this regulation such as period end and goods accounting transactions, the abovementioned 

additives have come to an extreme mixed state with the issuance of regulations, and the 

new generation of officials is having difficulty with the spelling language. Both regulations 
were then merged and entered into force as of January 1, 1990 under the title “Government 
Accounting Regulation” [56].

According to the application of Law No. 1050 in Turkey, an accounting system other than the 
accounting logic was established structurally aiming to record and report the results of the 

budget implementation in the units which are included in the general and annexed budgets. 
Later, when General Regulations of Government Accounting entered into force, entities that 
are not included in cash-based and noncash-generating debts, affiliates, loans, assets such as 
extra-budgetary capital, and record of income accruals have also begun to be included in the 

accounting system in addition to the cash-based accounting system which records budget 

results. As it is known, all accounts based on cash are closed on December 31. However, after 
the regulation accounts were not closed on this date and kept open for one month so that past 
year’s accounts can be completed. As it is seen, past practice is neither a totally cash basis nor 
an accrual accounting system. The application is seen as a system between the adapted cash 
basis and the accrual basis.

When Government Accounting Regulation is examined, it is seen that the accounting system 
applied in the general and annexed budgetary administrations accounted for transactions 

such as deposits and cash capital formations, which are not based on cash basis and income 

accruals in addition to cash-based budget applications. In addition, accounts are not closed on 
December 31, the end of the fiscal year, and are kept open for 1 month to complete the bud-

get process for the previous year. When assessed with these characteristics, the government 
accounting applied for units with general and annexed budgets can be expressed as a system 

between the adapted cash basis and the accrual basis [24].

3.2.2. Reforming government accounting practices in Turkey

The reform studies in the field of government accounting in Turkey were initiated in 1995 
under the name of “Government Financial Management Project” with loan support of the 
World Bank and maintained in 1999 with the “Regulation on the Accounting of Companies 
with Circulating Capital”. Within the scope of the project, on March 2, 1999, it was planned 
to be transferred to automation in all the accounts, and the pilot accountancy for Say2000i 
“Web-Based Accountancy Automation Project” was selected and the first application started. 
The Say2000i project is a bill management automation system aiming at transparent, fast, 
and secure service on a virtual network that links all the accounts to each other centrally and 
across the country. The Say2000i system was started to be implemented in all the accountan-

cies as of December 31, 2001 [57].

Following this, in 2003, “General Regulations of Government Accounting” entered into force, 
and the accounting plan created according to this regulation also resulted in the change of 

accounting method. As an accounting method, accrual accounting method has been adopted 
instead of the government accounting method, which is somewhere between the adjusted 
cash basis and the accrual basis [11].
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Pilot applications were made following the General Regulations on Government Accounting, 
and all information could be obtained from central computers by providing transparency in 

government accounts. The pilot works of accrual-based government accounting were initi-
ated in 47 accounting departments carrying out the transactions of 6 pilot institutions selected 

in 2002 (under Secretariat of Treasury, General Directorate of Highways, Ege University, 
Hacettepe University, Ministry of Energy and Natural Resources, and Coast Guard com-

mand). The transactions carried out in these accounts were recorded according to the cash-
based accounting system from one side and according to the accrual accounting system. These 
records were made in a systematic and accurate basis with around 6000 detail codes classified 
according to their qualifications. The developments in the accounts and registration methods 
in the government accounting continued with the abolition of the “General Accounting Law” 
Law No. 1050 in December 2003, and the “Government Financial Management and Control 
Law” No. 5018 was put into effect [58].

The criticisms of this system applied in Turkey before 2003 are as follows [24]:

• Since the government accounting system focuses only on the budget, only the budgetary 
operations are accounted, and government activities that are out of the budget are not 

monitored.

• The current accounting system is based on cash basis. In the accounting system based on 
the cash basis, information about the assets and responsibilities of the state cannot be re-

corded in full and on time. This situation causes much information that is important for 
financial reporting not to be recorded and lost.

• Government accounting system is limited by scope. Government Accounting Regulation 
includes annexed budget administrations, without prejudice to the provisions of general 
budget departments and special legislation. However, there are also institutions in the gov-

ernment sector that hold and use financial resources in their hands such as municipalities, 
private administrations, funds, and social security institutions.

• There is no accounting unit in the government. Since the existing accounting system in-

cludes general budget administrations and annexed budget institutions, institutions outside 

of them have created their own special accounting systems. Because of this multi-structure, 
it is not possible to consolidate accounts across all the government sectors.

• Accounts do not have a systematic code, and there are no time separator accounts in the cur-

rent accounting system. Accounts are classified according to their qualifications. The quali-
fications of the accounts and the meanings they bear are only understood by the experts in 
this field. For this reason, financial reports and information that all users can understand 
and interpret from the existing accounting system cannot be produced, and government 

accounting remains a specialty.

• Continuity is one of the basic accounting principles. In the current accounting system, ac-

tivity and budget practices remain in their respective years, while assets such as govern-

ment assets, liabilities, and receivables are not transferred to the new fiscal year. The results 
of government action and budget implementation cannot be carried to forwarding years. 
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This removes the continuity of current government accounting and the comparability of 
these accounting-generated reports.

• The government accounting system is not as detailed as its competence. The current ac-

counting system is not suitable for generating detailed information both because of the 

coding system and because it is not fully automated. Since the accounts are not divided into 
subaccounts, different and detailed information within an account cannot be decomposed 
and displayed and reported by the accounting system.

• The government accounting system is not suitable for reporting and generating results in 
this situation. Due to the problems mentioned above, the current system recognizes the 
transactions of general and annexed budgets and is only able to produce information in the 

form of rules that can be prepared by non-accounting transactions related to budget imple-

mentation results; it is unable to issue financial reports covering the government sector.

• The treasury general account and final account law, which the state is liable for account-
ability of the budget implementation results, does not have a similar financial reporting 
feature, and since they are communicated together with the new fiscal year budget in plan 
budget committee and the general assembly, they are voted and accepted in about 15 min 
and thus completely loses its effectiveness.

• Many accounts used in the account plan have lost the sense of accounting; different trans-

actions by nature have been recorded on the same account. Reasons for this situation, espe-

cially occurred in payable accounts, are that some of government debts are monitored out 

of budget and a cash basis accounting cannot respond to the accounting needs of emerging 

borrowing instruments.

• In this accounting system, the government’s assets are not recognized and cannot be 
reported.

• Most semi-fiscal transactions are carried out outside the accounting system, the ones that 
the system registers are lost in bag accounts which are emerged as the result of not using 

the accounts in accordance with their qualifications; as a result semi-fiscal transactions can-

not be reported.

• Since this accounting system, in which the financial transactions of the government are re-

corded and therefore the financial reports are generated, does not register enlisted commit-
ments, cannot separate noncash flows from cash-generating flows, cannot show pending 
expenses, it is not eligible for making allocations and cash projections.

• Accounting of budget implementation and reporting it at both local and central levels is 
usually carried out manually. This affects the accuracy and speed of information in a nega-

tive way.

• The manager should be able to access the information as soon as possible in order to make 
the right decisions. Information provided with day delay is not sufficient for good and ef-
fective management.

“General Regulations of Government Accounting” which is one of the products of “Govern-
ment Financial Management Project” and regulates accounting and  reporting  standards and 
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 framework account plan for units included in the scope of general management has been 
published in the Official Gazette on November 19, 2003 with the decision of the Council of 
Ministers dated October 16, 2003 and No. 2003/6334. However, it has been stated that this 
regulation will be postponed until the enforcement date of regulations to be made in accor-

dance with the Law No. 5018 dated  December 10, 2003. “Accounting Regulation of Units 
Included in General Budget and Added Budget Administrations” which was included in the 
units within the central government in 2004 and is on accrual basis has entered into force 

on February 20, 2004. This regulation terminated the “Government Accounting Regulation” 
which entered into force in 1990 [59].

Government Financial Management and Control Law No. 5018 was issued in 2004 in order 
to harmonize Turkish government financial management system with contemporary finan-

cial management principles and practices such as efficient, economical, and the effective use 
of government resources; transparency; accountability; accrual-based government account-
ing; analytical budget system; and internal control. This law, which is fulfilled with the 
General Accounting Law No. 1050, was adopted in the Turkish Grand National Assembly on 
December 10, 2003 and was started to be implemented on January 1, 2006 with all its provi-
sions. Following the governmentation of some provisions of Law No. 5018 in 2003, “General 
Management Accounting Regulation” which was entered into force by being published on the 
Official Gazette dated June 8, 2005 with the decision of the Council of Ministers dated May 3, 
2005 and No. 2005/8844 abolished General Regulations on Government Accounting dated 2003 
from the date of enforcement. The purpose of this regulation has been expanded according to 
“General Regulation on Government Accounting”. Accountability, which is an indispensable 
element of financial transparency, has been added to the text of the regulation. Furthermore, 
“General Budget Accounting Regulation” was issued in 2005 and put into force as of 2006. 
With the governmentation of the said regulations, General Regulations on Government 
Accounting issued in 2003 and “Accounting Regulation of Units Included in General Budget 
and Added Budget Administrations” issued in 2004 have been abolished. Finally, General 
Budget Accounting Regulation has been abolished with “Central Administration Accounting 
Regulation” which is prepared for administrations within the scope of central government in 
line with the amendments made in the Law No. 5018 with Law No. 5436 and has been effec-

tive as of January 1, 2007. In the first article of the Law No. 5018, which is formed within the 
scope of the government accounting reform implementations in Turkey, the aim of the law 
is expressed as follows: the mission that the law is undertaken is emphasized by telling “The 
purpose of this Law is to regulate the structure and functioning of government financial man-

agement, preparation and implementation of government budgets, the accounting, report-

ing and financial control of all financial transactions to ensure accountability and financial 
transparency to obtain and use goverment resources effectively, economically and efficiently 
in line with the policies and targets contained in the development plans and programs” [60].

The scope of the law is shown in the second article of the Government Financial Management 
and Control Law No. 5018: “This Law includes the financial management and control of gov-

ernment administrations that are within the scope of general management which constitutes 

of government administrations within the scope of central government, social security institu-

tions, and local administrations”. The use and control of resources provided by the European 
Union funds to government administrations from within and outside the country is also subject 
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to the provisions of this Law, provided that the provisions of international agreements are 
reserved. The domain of financial management and control is set forth by telling that “regula-

tory and supervisory agencies are subject to articles 3, 7, 8, 12, 15, 17, 18, 19, 25, 42, 43, 44, 47, 
48, 49, 50, 51, 52, 53, 54, 68, 76, and 78 of this Law” [60]. The accounting system prescribed by 
Government Financial Management Control Law No. 5018 includes the following matters [61]:

• Taking the overall management sector and all of economic transactions into full coverage.

• Enabling officers and officials to account and be controlled.

• To be detailed enough to be able to produce data suited to the needs of administrators and 
staff.

• Allowing the preparation of final accounts and financial reports.

• Accrual accounting of all financial transactions and at the same time recording the budget-
ary transactions in cash basis.

• Determination of accounting and reporting standards by a board—preparation of financial 
reports and financial statistics in line with international standards.

• Governmentation of financial reports and financial statistics by the Ministry of Finance for 
specified periods.

Government financial management system in Turkey is fundamentally changing with Law 
5018; especially the boundaries of government financial management have been specified; 
common terminology has been prepared; financial reporting, financial statistics, and govern-

ment accounting have been rearranged; new arrangements have been introduced in parallel 
with international developments in the scope, implementation, and realization of the central 
governed budget. By this law, provisions relating to government accounting and government 
financial statistics have been arranged between 49 and 54 articles of the fourth part of the law 
entitled “Government Accounts and Financial Statistics” [57].

In Article 49 of the Law, the government accounting system is defined as to ensure that mak-

ing decisions, controlling, and giving accountability steps are effective and to be established 
and implemented in such a way that it will be based on a quick calculation of the final account 
and financial reports. In the second paragraph of Article 49, the features of the government 
accounting transactions are introduced, and the reasons for the recording of accounts related 

to accounting transactions are explained. In the said article, it is said that “Records are kept 
to provide information to the government by the authorities in the control and management 

in government accounting accounts by taking into account the commitments and trusts in a 
predetermined system for the assets of government institutions with financial transactions 
that have any financial consequences and which cause the equity to decrease or increase” [61].

The time and conditions under which accounting transactions are to be recorded are set out 
in Article 50 of Law No. 5018. In accordance with this article, accounting transaction is “When 
any economic asset emerges, is converted to a different style, sold or completely left out, it is 
taken into account. It is essential that all financial transactions are included in accounting and all 
accounting entries are made based on absolute documents” [61]. Regarding budget expenditures 
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and revenues, it is stated in Article 51 of Law No. 5018 “Government expenditure and income 
must be shown in the accounts of the accrued year, budget expenditures and revenues must be 

collected in the accounting records of the year in which the collection is made”. In this article 
government revenue costs and related accounting records are tracked in the accounts of the fiscal 
year accrued according to the accrual-based registration system. However, recording of budget 
transactions continues to be recorded on a cash basis as it was in the past [61].

According to the regulations regarding financial statistics made by Article 54 of the Law No. 
5018, the provision “Financial statistics for a year are examined by the Court of Accounts for 
regulation, reality, governmentation, reliability, suitability for predetermined measures and 

then the conclusion of the review is sent to the Ministry of Finance, to the Turkish Grand 
National Assembly. The Ministry of Finance takes necessary measures regarding the evalua-

tion of the report” is available [61].

Consequently, while the government accounting system applied in Turkey until 2004 was 
based on cash basis, Law No. 5018 was published in 2003 within the framework of the studies 
initiated in 2001, and with the regulation introduced in 2004, the accrual-based government 

accounting system was introduced.

Within the scope of secondary legislation regulations of the Government Financial 

Management and Control Law No. 5018, “General Management Accounting Regulation” 
and “General Budget Accounting Regulation” were issued in 2005 and put into force as of 
2006. With the governmentation of the said regulations, General Regulations of Government 
Accounting issued in 2003 and Accounting Regulation of Units Included in General Budget 
and Added Budget Administrations issued in 2004 were abolished. Finally, together with 
“Central Management Accounting Regulation” issued in 2006 and put into force as of 2007, 
General Budget Accounting Regulation has been abolished.

4. Conclusion

Government accounting assumes the most important role in taking forward rational and 
sound decisions as a means of providing budgetary control. It is therefore a fundamental 
task of government accounting to keep records of financial policy transactions and to report 
them in a manner that is understandable to everyone, by providing the control of the state 

and other government institutions’ compliance with the budgeted revenue and expenditure 

outcomes of a fiscal year.

Studies that started at the beginning of the 1980s in the world with the purpose of provid-

ing efficiency in government financial management, performing accountability to society, 
making financial reports, and making information transparent resulted in the change of 
the structure and functioning of government accounting. In general, government financial 
management, in private, especially developments and changes in government accounting 

continue. In government financial management, international organizations contribute to 
government accounting, national accounting, and budgeting. It has been important in the 
development of accounting that IMF, OECD, the World Bank, and the European Commission 
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have contributed in national accounting subject, but in fact the United Nations has pioneered 
this issue, IMF has pioneered in budgeting, and International Accountants Federation has 
leaded on the accounting discipline. Especially the work of the International Accountants 
Federation and the government sector committee within that continues to meet the new 
demands expected from accounting. International developments in government financial 
management and accounting caused countries to review their financial management and 
accounting systems. Developments that were started in this direction in New Zealand and 
Australia continued in the USA, Canada, Sweden, the Netherlands, England, Germany, 
Switzerland, Korea, and Turkey although the starting years were different. New Zealand, 
the country where first developments in government financial management were experi-
enced, started working in 1989 and has become to record state accounts with accrual-based 
accounting in 1992. We believe that New Zealand thinks of these things as things that should 
be in their own internal structure rather than thinking internationally. In other words, we 
think that the importance of the effective use of government resources and the integration 
of accountability are socially integrated and work is started in this direction. New Zealand 
practices led to other countries. The studies carried out by other countries were also carried 
out for the same purpose in order to gain a certain discipline in government financial man-

agement and to realize government accountability.

Cash-based government accounting based on the Accounting Government Law num-

ber 1050, which has been implemented for many years in the government sector after the 

Regovernmentan period in Turkey, was kept totally based on the budget. Only the results of 
the budget implementation could be seen; it could not ensure that the results of the original 
work of the government were visible. While the transactions related to the budget were being 
recorded, the transactions out of that could not be recorded. A simple accounting system was 
used to record only the cash inflows and outflows from financial transactions regardless of 
when the benefits from financial transactions come into play. Since the changes that have 
taken place in the commodities owned by the state have not been recorded in the accounting 
records, the account of these goods could not be kept, and therefore the borrowing capac-

ity of the state is kept hidden; the actual size of the state could not be determined. For this 
reason, government-owned assets and accrued income and expenses, commencing commit-

ments, payables, and receivables could not be recorded and reported. It was not possible to 
obtain financial reports and healthy information from this system. In addition, global and 
scientific developments emerged in the world have increased the social requirements. State 
that determines revenue and expenditure according to budget realizations had to pay unnec-

essary interest by borrowing extemporaneously.

Due to all these reasons, the Law on Accounting Government Law No. 1050 was insufficient 
against the changing conditions. For this reason, government financial management reform 
initiatives have been initiated starting from 1995. The first step in the reform of government 
accounting was taken at the beginning of 2002 with pilot applications made to test accrual-
based government accounting by creating a working group within the General Directorate of 
Accounts. The results of testing the account plan prepared as a result of pilot applications have 
been successful. It has been seen that it is possible to produce financial reports in accordance 
with international classification, data can be collected on the basis of institutions, and reports 
can be produced as classified institutional. It has been understood that budget applications can 
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be reported daily through the Say2000i system. Successful results as a result of pilot applica-

tions have shown that accrual-based accounting and reporting system could be implemented.

“General Regulations of Government Accounting” has been prepared after these studies for the 
transition to accrual-based state accounting in 2003. Then, in 2004, the “Accounting Regulation 
of Units Included in General Budget and Added Budget Administrations” was put into effect. 
The regulation, which was in force for 2 years, underwent some amendments under the 
Government Administration and Control Law No. 5018. “General Management Accounting 
Regulation” which aims to cover the entire government sector pursuant to this law was pub-

lished in the Official Gazette on June 8, 2005 and entered into force as of January 1, 2006.

A number of problems were encountered during the transition to accrual-based accounting 
system that enabled more effective fiscal management and drastic changes in the government 
accounting system, and it is inevitable that problems will be experienced in the following 

period. However, with the arrangements made, government accounting has come to be able 
to fulfill the functions expected from accounting. This used system will be more effective over 
time by eliminating the deficiencies in implementation and by increasing the knowledge of 
the staff with better adaptation to the system and will fully fulfill the benefits expected from it.
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Abstract

In the literature, it is often found that institutional theory is used as the theoretical 
framework to explain the development and application of accounting. By means of 
these studies, it becomes easier to understand accounting as a social and political 
activity within itself and thus to be able to understand the economic, institutional, 
political and social environment of the turnover of the practices. In this regard, the 
main aim of this study is to explain the development of the public accounting system 
in Turkey with the help of institutional theory. Thus, it is aimed to explain all the 
dynamics that provide the institutionalization of state account in the national sense, 
together with the economic, political and social processes of the period in question. It 
is revealed that the regulatory arrangements directly contribute to the institutionaliza‐
tion of a field, and as a result, how the public organizations directly contribute to the 
institutionalization process.

Keywords: public accounting, institutional theory, public administration reform

1. Introduction

Historical processes have shown that states, which are powerful central structures in the 

collection and dissemination of incomes, are more successful in shaping internal and exter‐

nal politics than other states [1–3]. Such a centralization will not prevent the increase in tax 

revenues, but will prevent the lost income from being lost in middle‐man stages. This is the 

most important influence underlying the search for a transparent and accountable state that 
continues to increase in importance throughout history. Nowadays, public institutions need 

to provide a rational accountability in order to be able to sustain an accountable, effective 
and efficient state structure. For this, there is a need for an accounting system that facilitates 

© 2017 The Author(s). Licensee InTech. This chapter is distributed under the terms of the Creative Commons
Attribution License (http://creativecommons.org/licenses/by/3.0), which permits unrestricted use,
distribution, and reproduction in any medium, provided the original work is properly cited.



accountability, whether it is a strong and controlled state or a state structure that is maintained 

at a minimum level of control.

According to Hopwood [4], accounting has a vital role both in organizations‐states and in 

social relationships. Accounting knowledge can affect perceptions, change languages and 
offer new possibilities for new actions. In this case, accounting also plays an active role in 
the realization of economic action. Abstracts and objectifications in the field of account‐
ing are created within the economy. For this reason, the economic information that forms 
also shapes organizational activities, interests and preferences. From Hopwood’s point 
of view, it can be said that there is a close relationship between accounting and organi‐

zational theory. This brings about the convergence of the two areas that are seen as far 

apart. Namely, it is possible that the approaches used in the theory of organization can 

be used to explain the accounting applications. Especially since the 1980s, this situation 

is often encountered.

Dillard et al. [5] explains this situation by the failure of the accounting discipline to empiri‐

cally fail to explain the emerging accounting techniques and systems of theory, such as 

efficient market theory and theory of power of attorney. According to them, the account‐
ing discipline needs to be re‐conceptualized. Also, they add that as a result of this, the 

questions in the accounting researches have changed and the researchers have started to 

work interdisciplinary and applied the theories in different disciplines in order to be able 
to search for better answers to the questions such as how accounting is affected and how 
it affects. One of the theories that have been used to answer these questions has been 
institutional theory. Thus, accounting practices and change processes can become more 

expressible.

In the literature, it is often found that institutional theory is used as the theoretical frame‐

work to explain the development and application of accounting [1]. Some pieces of the 

literature indicate that accounting researchers investigate the development of accounting 

idea, explain how and why it changes, and discuss the social, economic, environmental and 

individual factors that influence changes. By means of these studies, it becomes easier to 
understand accounting as a social and political activity within itself and thus to be able to 

understand the economic, institutional, political and social environment of the turnover of 

the practices [2].

In this regard, the main aim of this study is to explain the development of the public 

 accounting system in Turkey with the help of institutional theory. In this chapter, the 

standardization studies of the accounting system, especially the nineteenth century and 

the Republican period, which are experienced from the day to the day, are handled, and 

the transfers to the public accounting system, which is directly affected by the regulations 
and the conditions of the day, are studied. Thus, it is aimed to explain all the dynamics 

that provide the institutionalization of state account in the national sense, together with 

the economic, political and social processes of the period in question. It is revealed that 

the regulatory arrangements directly contribute to the institutionalization of a field, and 
as a result, how the public organizations directly contribute to the institutionalization 

process.
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This study more specifically highlights the institutionalization process and institutional iso‐
morphism and legitimization process. On the basis of this—as explained above—is the process 
of institutionalization that the accountant has as an occupational field and the contribution 
of this process to the institutionalization of the organizations. Globally, countries in the insti‐
tutionalization process can adjust their own regulatory accounting systems and standards 
according to regulations in the actor countries [6]. As a result of this process, accounting spe‐
cialization is provided. Especially in a sophisticated combination of theoretical knowledge, 
universality in the global context of a field of expertise, such as accounting, which incorpo‐
rates analytical power and decision‐making capability, offers the advantage of socio‐political 
growth and potential advantage in terms of potential conceptual diffusion in this area [7].

However, this process can occur differently in different countries. Sometimes, the cultural 
environment [7] and sometimes the economic and political situation of the period (such as 
the war period) can be decisive in terms of ensuring and maintaining professional develop‐
ment. For example, such an environment can occur which needs a new cost‐accounting sys‐
tem—after First World War [8]—or may occur as a result of dual regulations such as the one 
between the USA and Canada [6]. Or, as it happened in Turkey, it can be done with national 
reforms which are direct transfers from decisive countries. In this case, it is the subject of 
observing all of the figures considered. In short, the scope of this work is the public account‐
ing reform in Turkey. Thus, the study evaluates the institutional theory of the public account‐
ing reform process in Turkey from 1800s to 1950s.

2. The conceptual framework of institutional theory

As Dillard et al. defines institutional theory is, in general, a way of thinking about the relationship 
between formal organizational structures and the social processes that contribute to the devel‐
opment of these structures [5]. On this basis, the phenomenon of institutionalization is defined 
as the merging of new norms, values and structures with existing norms, values and construc‐
tions [9]. This process provides equilibrium and predictability in social relations, and accord‐
ingly these relations continue to occur [10]. The main reason for this is that institutionalization 
is seen as a social process [11]. In short, the foundation of the theory of institutionalization is the 
tendency of organizations—states to adapt to changing norms and social influences—processes 
of institutionalization. If they do not, naturally they will lose their legitimacy. This encourages 
organizations to homogenize their organizational structures and practices [6]. This is the start‐
ing point of many studies in the literature that explains the institutional theory.

As is known, the development of this theory involves more than half a century. Özen [12] 
examines the historical development process, the years of the 1980s were the beginning of 
the theory; the end of the 1980s and beginning of the 1990s were the years when the differ‐
ences between the approaches explaining the institutional theory are being questioned and 
the effects of the 1990s on the organizations of the state and professional organizations as the 
years in which empirical studies continue. Within the development process of the theory, 
there are five different approaches that explain the institutional theory in the literature. These 
approaches are summarized in Table 1.
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Based on the pioneering work that contributes to the formation of institutional theory,1 it 

forms the basic thesis of theory, the structures and processes of organizations by adapting 

them to the institutional environment they are in. In other words, in order for organizations 

to survive, they need to be productive not only in technical terms but also to legitimize them‐

selves [12]. In order to do this, organizations need to respond to pressures from their institu‐

tional environment and adapt their organizational choices to socially accepted constructs or 

procedures [13]. This finding is the common point in all studies. The main difference in the 
studies is the form of institutionalization and institutionalization process. The question of 

these fundamental differences, together with the institutional theory itself, causes disagree‐

ments within it. This situation brings to mind the old and new concepts of institutional theory.

The piece of DiMaggio and Powell in these studies is shown as a study explaining the new 

institutional theory. The most important contribution of this work to the new institutional the‐

ory is the clarification of the concepts of isomorphism and organizational domain. DiMaggio 
and Powell argue that with modern life, organizations—even public institutions—are becom‐

ing more and more like each other. This process is expressed as the structural change process 

that the state and the professions shape as the greatest rationalizers, and as a result, the orga‐

nizations according to the process are similar to each other [12].

1For detailed reading, please see Ucma T. (2012). Türkiye’deki Muhasebe Sisteminin Gelisiminin Kurumsal Teori Çer‐

çevesinde Açiklanmasi, Muhasebe ve Finans Tarihi Arastirmalari Dergisi, MUFAD Yayinlari, Sayi: 2, Ocak, S. 145–178.

Year Researchers Institutionalization 

approaches

The way of 

institutionalization

Organizational goal

1957 Selznick Adaptation tool By creating values Balance

Legality

1977 Zucker Formation of social 
order

By developing joint 

appropriate and 

meaningful behaviour 

together with the 

environment and 

transferring them to  

other individuals

Relevance

Legitimacy

1977 Meyer and Rowan Formation of social 
order

By creating a shared  

value system

Legitimacy

Increasing resources

Continue your life

1983 DiMaggio and Powell Adaptation tool Imitating successful 

organizations

Escaping uncertainty

1987 Friedland and Alford Affect conscious and 
normative pressures

Changing corporate 

environment to protect 

interests

Follow‐up of benefits

Source: Ref. [10].

Table 1. Institutionalization approaches.
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DiMaggio and Powell [14] call it isomorphism as long as organizations tend to adapt to the 

same constructs and practices. Isomorphism is often expressed as a similarity in the organi‐

zational and institutional context as a term used in mathematics, chemistry and biology [6]. 

According to DiMaggio and Powell [14], the concept of isomorphism is the best expression of 

the homogenization process and is expressed as the process of resembling others in a popu‐

lation with the same environmental conditions. It is understood that organizations should 

change themselves according to their characteristics.

DiMaggio and Powell describe their work as a process of isomorphism. Two types of isomor‐

phism are mentioned in this process. The second one is competitive isomorphism. According 

to DiMaggio and Powell [14], institutional isomorphism occurs in three mechanisms. These 

are as follows:

Coercive isomorphism: It emerges from political influences and legitimacy problems. The coercive iso-

morphism arises from the official or non‐official pressures of other organizations and the cultural ex-

pectations of the community they are in. These pressures can sometimes be in the form of a force, a 
means of persuasion or an invitation. Under certain conditions, however, organizations respond to this 
pressure. In other words, the organization directly affects the behaviour and structure of the organiza-

tion in many ways around the periphery. For example, legal and technical requirements such as annual 
reports, budget, financial reporting requirements in a country shape organizations. In this case, the 
organizations are becoming increasingly homogenous [14].

Mimetic isomorphism: In such isomorphism uncertainty is a force that pushes organizations to imitate. 
When goals are ambiguous and the environment creates symbolic uncertainty, organizations can model 
themselves to other organizations. Thus, the uncertainty is answered. The model received does not know 
that it is sometimes modeled or even does not want to be imitated. As a result, organizations in this kind 
of isomorphism make themselves more similar to other organizations and thus become more legitimate 
or more successful [14].

Normative isomorphism: The third source of organizational isomorphic changes is normative isomor-

phism. It means here that all members of a profession, expressed by specialization, can jointly define the 
conditions and methods of work and contribute to the legitimacy of the profession and its foundations. 
Both aspects of the specialization are important in terms of isomorphism. While the educational and 
cognitive‐based legitimacy provided by the universities is mainly provided, the second is the establish-

ment and expansion of professional relations and therefore the dissemination. Universities and voca-

tional training institutions are important for the development of organizational norms [14].

Regardless of what mechanism occurs, institutional isomorphism refers to the cohesion of 

an organizational practice with other organizations. Institutional environmental structure 

is one of the main determinants of isomorphic process formation [5], and organizations are 

becoming isomorphic, that is, uniform, with the institutions of the public institutions adopt‐

ing them [12].

It is possible to discuss the process of isomorphism in public organizations in terms of public 

accounting. Even though the theory of organization and the theory of accounting are reflected 
as far apart, they have an effective role in the rationalization of accounting organizations. 
It can be shown that the main reason for this is that the accountant is determinative of the 

legitimacy and transparency of the public organizations. In particular, it is considered that 

the concept of isomorphism that best expresses the international standardization in the field 
of accounting, namely homogenization, isomorphism, imitator, normative or compulsive 
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 isomorphic tendencies that arise due to institutional environment structure, causes institu‐

tional theory to constitute the theoretical basis of study. This approach, which is included in 

institutional theory, is expected to facilitate the understanding of the development or forma‐

tion of the national accounting system, which is specifically described in subsequent parts.

3. Public accounting transformation between 1800 and 1950: reasons, 

implications and insights

An examination of the transformation in an area based on institutional theory is possible by 

evaluating the environmental, economic and political factors that emerged during the trans‐

formation process. In order to be able to interpret the historical development of the Ottoman 
reforms on public accounting, it is necessary to examine the aforementioned factors. When 
the history of public accounting in Turkey is examined, it is known that the history is based 

on ancient periods of Ottoman. According to information obtained from the accounting his‐

torians and the Prime Ministry archives, it seems that the public accountancy in the Ottoman 
Empire came into existence in the first years of the establishment of the Empire. The Ottoman 
Empire’s first regular taxes based on traditional taxing regulations—tımar ve zeamet—were 
made by Çandarlı Kara Halil Pasha during the Sultan Orhan, the second sultan of the state. 
According to this method, a land conquered by the Ottoman armies was shared among the 
state treasury and soldiers; and, in the General Directorate of the Archives, the books, which 

are still known as the examples of them, are recorded and the taxes are allocated on them. It 

is possible, however, to find out that the expenses of the empire from the time of its establish‐

ment were regularly recorded on the day of the day.

Historical records also include budgetary examples that are not modern. During the reign of 

Sultan Mehmed IV, Tarhoncu Ahmet Pasha presented the state budget of 1651, which shows 

the state’s income and expenditures and the precautions to be taken due to the budget deficit. 
Later on, these revenues were recorded in the books called Ruznamçe which are still stored in 

the General Directorate of the Archives, and tax is allocated on them. It is possible, however, 

to find out that the expenses of the Empire from the time of its establishment were regularly 
recorded on the day of the day. Historical records also include budgetary examples that are 

not modern. During the reign of Sultan Mehmed IV, Tarhoncu Ahmet Pasha presented the 

state budget of 1651, which shows the state’s income and expenditures and the precautions to 
be taken due to the budget deficit [15].

The most striking point in this budget, which belongs to the seventeenth century, is the bud‐

get deficit. In order to assess the budget deficit, it is necessary to look at the characteristics of 
the period before this century. The financial problems that could lead to budget deficits in the 
Ottoman Empire began in the middle of the sixteenth century and continued to increase in 
the seventeenth and eighteenth centuries, reaching a summit in the nineteenth century that 

would lead to the demise of the empire. In order to get there from above, external borrowing 

was done in the empire. This has caused the Ottomans to become a good market in terms 
of Europe [16]. The process of overcoming the increasing financial strains in the Ottoman 
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Empire, especially through external borrowing, has been one of the most important triggers 

of public accounting reform in the empire. Raccagni [17] expresses the process in this period 

as follows:

“The situation in the Ottoman Empire was favorable to the expansion of French business. The Com-

mercial Agreement of I838 enabled France and Great Britain to sell their manufactured goods all over 
the Ottoman Empire without being hampered by customs regulations. The Capitulations were used to 
its ever‐increasing detriment. By the late eighteenth century, members of the religious minorities of the 
Empire came to establish close ties with their foreign coreligionists, and, by adopting the latter’s citizen-

ship, were able to enjoy legal immunities and fiscal advantages denied their Muslim countrymen by the 
ruling authorities (Raccagni, 1980: 340)”.

In terms of being influential on state policies, France plays the most active role in the Ottoman 
market. However, France’s influence over the Ottomans was not only limited with public 
financial reform but also encapsulated the military and education. Raccagni (1980) expresses 
this in the following way:

“The Ottoman government often welcomed French assistance. Military and educational reforms were 
carried on French patterns, often under the supervision of French officers and teachers sent by the Gov-

ernment of Louis‐Phi‐ lippe.11 The leaders of the Tanzimat period (I839‐1876), who had been exposed 
to French influence during their formative years in Europe, resorted to French collaboration in order 
to counterbalance the influence of Russia and Austria, who had gnawed at Turkish territories for more 
than a hundred years, and of England, who already had a strong incentive to get a foothold in their 
realm to secure her imperial communications (Raccagni, 1980: 340‐341)”.

Although the Ottoman Empire had similar practices with Europe until the eighteenth cen‐

tury, after that date, the greatest cause in the differentiation and influence of Europe is the 
decentralized tax systems. According to Karaman and Pamuk [3], taxation is the distribution 

of resources in centralized states in Europe early in the modern era. These states have tried to 

increase the effectiveness of internal sources with a more efficient centralized tax system and 
to achieve military success in the international arena. In addition, some of these states have 

provided a great deal of financial centralization, and since the second half of the eighteenth 
century, they have made considerable differences both financially and militarily compared 
to other states. This is because the centralization of income is a financial phenomenon and 
the differences in this century can be seen clearly in the countries that cannot manage this 
financial phenomenon.

For example, it is known that in the sixteenth century the Ottomans showed similarities with 
France in many respects when the European influence in the nineteenth century was assessed 
on the Ottoman public financial system. Both countries were not very complex and central‐
ized. By the seventeenth century, both the Ottoman and French tax systems had developed 
at significant levels. War and financial needs have been the driving forces of change in early 
public funding. In particular, the increase in the wartime financial deficits caused changes in 
French and Ottoman financial institutions. In this respect, the tax systems applied to central‐
ize both France and the Ottomans in the first half of the seventeenth century appeared in 
various forms. The system applied as a tax‐farming system was effective in the eighteenth 
century when it was operated in France, but did not find a successful application area in the 
Ottoman Empire [18].
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In the direction of these developments, nineteenth century has been the period of significant 
changes in terms of financial and monetary policies in the Ottoman Empire. This century was 
not only the period when the reforms in financial systems took place but also the period in 
which the results of the different periods of Ottoman financial structure were taken due to 
internal and external borrowings [19]. The basic statements mentioned were influential in 
the selection of the period of study focus. This is because the need for reform of the public 

accounting in the Ottoman Empire came about not in a single century but in the evaluation 
of the results of more than one hundred centuries. In other words, it is possible to relate the 

dynamic of the changes that took place in the Ottoman period in the nineteenth century to the 
problems that have been effective since the fourteenth century [20].

Nineteenth century was a period when the foreign influence increased due to the policies 
applied in the Ottoman Empire. Reform Edict (Tanzimat Fermanı‐Gülhane Hatt‐i Humayunu) 
was declared on 3 November 1839, in order to manage this perception that occurred in the 

international arena and to restrict Europe’s intervention areas on the Ottoman side. The word 
reform has been chosen in particular and has been used in order to prevent chaos in the 

country and to regulate it in terms of the state mechanism. Therefore, between 1839 and 1876, 

it was defined as the Reform Era in the Ottoman Empire [16]. In the Ottoman Empire, inno‐

vation movements, which had started at the time of Selim III (1789–1808), and increasingly 

continued during the period of Mahmut II (1808–1839), did not give much importance to the 

financial management. However, those movements had been manifested in the military and 
administrative field. Especially after 1830, developments were seen in this area, and a year 
before Tanzimat, in 1838 the foundations of the current centralized financial management 
were established [12].

One of the most important innovations in this period was realized on the tax collection sys‐

tem. In the Ottoman Empire, the greatest failure of the state occurred during the tax collection 
process. Only certain taxes were collected by the Taxman and linked to a tax collection system 
called iltizam. In this process, Taxman brought his tax obligations to increase his income and 

sent certain parts of the collected tax to the state [21]. Taxes from foreign merchants, however, 

were gradually declining—initially as a result of agreements made with the United Kingdom 
and later with other western countries. In order to prevent this, it was stated that the taxpay‐

ers would collect the people according to their income and that the soldiers could only take 

part in this process as observers [16].

Another innovation in the reform period is related to the budget. Looking at the historical 

development of the budget, it is not possible to mention a modern budget estimating the gen‐

eral income and expenses of the state before the reform period in the Ottoman Empire. Only 
income was collected from various sources for specific services. In the reform process of 1839, 
there is no clear statement of the budget. However, there are explanations about the fact that 

the expenses are determined by law. For the first time in 1845, the decision to prepare a mod‐

ern budget is announced in accordance with the estimation and collection principles. In the 

Ministry of Finance, a decision was taken every year to start budgeting in 1846. A framework 
has been presented taking Western models into consideration.
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After this date, the Finance of Treasury has published annual books called the Muvazene 

(Balance). The first legal arrangement in the name of the budget was realized in 1855 [16]. 

Bütçe Nizamnamesi (the Budget Ordinance) published with the 1856 Islahat Fermanı brought 
important provisions about the budget. With this regulation, every year the income and 
expenditures of the state will be determined and a notebook called Muvazene will be pre‐

sented to the Sultan. Even though this regulation has introduced the principles of budgetary 

technique, a parliament has been given to the commission, instead of a parliament represent‐

ing the nation who has authority to prepare and approve the budget.

In 1859, the Islahat‐ı Maliye Komisyonu (Finance Reform Commission)—consisting of four 
Turkish and three foreign members—was established and a year later the name of this com‐

mission was changed to the Treasury Assembly. The Commission faced great difficulties; 
hence the desired information about the financial and economic situation of the country has 
not been reached. However, based on the figures and information gathered in the relevant 
departments, the first budget could be prepared in 1863–1864. At the beginning of the 1860s, 
British Hobart and Foster, who came to Istanbul to study the Ottoman state’s financial situa‐

tion on a new debt request, spoke of the necessity of making a realistic budget in their reports. 

The first budget was set, but the system and necessary organizational structure was not estab‐

lished. The budget has been prepared to allow the state to obtain foreign debt more and to 

show the financial status of the state to the foreign states. In other words, the first budgets and 
then the other budgets that follow these budgets have not gained much importance. It was the 

documents that were approved by the persons who were brought to the administration by 

appointment and presented to the absolute will of the Sultan.

In 1872, a new regulation was issued in the name of ‘Budget Regulation of the State Treasurer’. 
An important difference brought by this regulation is that the Budget Commission should 
examine the budget before it is sent to parliament [22]. In 1874, the second legal regulation on 

the budget was made accordingly. The second regulation, which has the same framework as 

the first regulation, includes the submission of the budget proposal prepared by the Ministry 
of Finance to the approval of the Sultan by the Board of Ministers after being discussed in 
the budget commission. One of the most important ones in the budget regulation during 
the reform period is to make the Julian Calendar (financial year) for the budget preparation 
according to the Islamic order [16].

In this respect, the first law concerning the Ottoman budget was the 1876 Constitution. The 
state budget was defined on the basis of the provisions of the French constitution. The annual 
income of taxpayers, the approval of income and expenditures in terms of departments and 

the annual principles of the budget were included; the Court of Accounts Law and the final 
account law were adopted [22]: 1876 Constitution (Kanun‐i Esasi). Kanun‐ı Esasî has given 
the budget right to the Assembly and the Assembly established by the Parliament and Ayan 

Parliament. In the Kanun‐i Esasî, it is stated that (1) the money cannot be collected from 
anyone under the name of tax, charge without legal foundation, (2) the state revenues and 

expenditures will be executed every year after being approved by the Muvâzen‐i Umumiye 

Law and (3) the recognition of income and expenditure as separate items. However, these 
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 principles were not practically applicable until the declaration of Second Constitutionalist 

Period in 1908, and taxpayers continued to gather with the will of the sultans and spend the 

places that the sultan approves. Until 1880, there were no institutions related to accounting 

and auditing in the Ottoman Empire. Because of this lack of organization, an undecided and 
ineffective tax collection system has emerged, and as a result, the state has lost its high income 
[23]. This has led to a debated and criticized state mechanism.

The publication of the first law on Ottoman public accounting also took place in this process. 
The first public accounting law in the Ottoman Empire was dated 1880. This law has been 
put into practice since 1881 and has been transformed into a system that shows the system 

of Kameral Accounting, that is, income and expense accrual depending on the budget [15]. As 

it is mentioned above, Kanun‐i Esasi (The Constitution), which was put into effect with the 
Second Constitutional Monarchy in 1908, has also established the budget system that has been 

implemented to this day. Later on, in 1910, the first budget of the Mesrutiyet was accepted 
and a new accounting system without classical budget rules was established. The first public 
accounting law, which was drafted by the French and Belgian government accounting laws, 
was enacted in 1910. In the next 2 years after the application of this law, the problems in prac‐

tice were revealed and the Accounting‐Public Law was adopted on 26 May 1927 as a result of 

a 15‐year study of the French, Italian and Belgian public accounting laws. This law not only 
describes the procedures for maintaining records in the field of public accounting but also 
contains some rules regulating tax, budget and commercial life with the state [24].

With the arrangement made, since the accounting system in the new system is required to 
be maintained in the Kameral System, it is not fully compatible with the two‐sided recording 

system. In 1923, there was a transition to a new law and budget accounting to be applied 

according to the bilateral registration system. After the new arrangement, it is worth noting 

that the features of the books in the American accounting system have been utilized [15]. 

This law was another important step for a modern and established financial structure and 
formed the basis of the financial order to be established during the Republican era [22]. 

In 1928, with the guidelines issued, the accounts used in the public accounting system 

have been simplified and some kind of cameral dual‐sided registration system has begun 
to be used. With this arrangement, the public accounting system that was started to be 
implemented was criticized and the system was re‐opted [15]. Because, in 1927, with the 

Accounting‐General Law, it was aimed to prepare a budget, to formulate a solid basis for 

financial affairs by arranging provisions, allocations and form conditions to be included in 
the budget.

From the 1930s onwards, the influence of the big economic crises experienced by the capitalist 
system around the world has shifted to the politics of the statist economy, and a change in the 

understanding of the equivalent budget has been experienced. In this period, the balance of 

the economy has become more important than the budget. In other words, the budget deficit 
or surplus of the budget is considered insignificant as long as it contributes to the balance in 
the economy. New ideologies that affected the whole world after the Second World War also 
had an effect in Turkey. In this process, social state and understanding of social welfare have 
gained importance. This approach tried to find its place in the classical budget, but as a result 
of the change experienced in the country, the reconstruction of the financial landscape came 
to the forefront [22].

Accounting and Corporate Reporting - Today and Tomorrow286



For this reason, the new accounting system, which was started to be used on 1 January 1948, 
fully adopted double‐sided registration and budgetary accounting. However, it is seen that 

the accounting system still does not include accrued expenses, and modern public account‐

ing is not introduced. A more cash‐based budget accounting explains the public accounting 

system in 1948. For this reason, the issue that is mostly discussed in this period is whether 
Turkey’s state account is composed of a budgetary account. Because if the goal is only budget, 
then the system used at that time is the Kameral Accounting system. However, there are also 

parties that are separated from budgetary accounting within the system [15]. A more rational 

public accounting system has been established than in previous periods, but it has not been 

able to switch to a public accounting system that covers incomes and expenses fully accrued.

The Ottoman financial organization can be examined in two ways as the central finance and the 
autonomous provincial finance. This binary system is generally supported by external treasury, 
but in special cases, some transfers can be made in the interior with the permission from the 

sultan [25]. One can say that this financial system is operated by a budget tradition and there 
are about 50 budget examples from that day [26]. Unlike today’s budgets, these budgets do 
not have the income item in detail, but they cover the costs in detail [25]. When the nineteenth 
century came, the integration of the western world began to transform the economic and finan‐

cial life of the Ottoman State and all the dynamics that regulated them. In general, the public 
financial system, in particular, the budget system, is at the forefront of transforming areas.

Briefly, Turkey is one of the late countries in terms of modern budgeting and application of tech‐

niques. The passage of budget preparation, reparations and control rights to the national rep‐

resentatives became possible only after the great difficulties and delays in the late nineteenth 
century [27]. Reform movements have started in Tanzimat Term but these have remained in the 

administrative and military areas. Today’s centralized financial management can be called begin‐

ning at that time. Although reforms have introduced financial management provisions such as 
taking gore tax for heroic financial power, bringing in the salary system, converting the Sultan’s 
treasury and expenditures to state treasury instead of the bargaining and dues methods, there 

has never been a mention in the budget of the financial power [28]. Moreover, as it is stated above 

the development of accounting principles in the era of the Turkish Republican (1923‐present) can 

be understood from various historical perspectives. From 1923 onwards, there have been several 
attempts to develop well‐established principles in the accounting system.

The most important factor in the transformation between 1923 and 1950 is the establishment 

of the Republic of Turkey. In this period, most of the state regulations were aligned with 

the practices of the developed Anglo‐Saxon and Continental Europe. Besides, in the period 

between 1950 and 1980 (1980 was the beginning of the economic liberalization in Turkey), it 

is seen that Jewish Professors such as Fritz Neumark, who fled from Hitler’s Nazi Germany 
and took refuge in Turkey, constitute the public financial system. In the post‐1980 period, a 
standard accounting system was introduced. After 1980, an understanding of performance 

management, aimed at improving management performance, including items such as effi‐

ciency, effectiveness, frugality, service quality, performance measurement, etc., has become 
a key element in many countries’ reform programmes—Turkey is one of them. In the per‐

formance management framework that characterizes the results‐based management system, 

it has become important to maintain public accounting efficient and to increase aggregate 
accountability for all public account and public accounts together with it.
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4. Conclusion and discussion

In this study, it is aimed to explain the transition period of the public accounting system of 

the Ottoman from the nineteenth century to the first half of the twentieth century within the 
frame of institutional theory. In the Ottoman Empire, which had a similar financial system to 
many European countries until the middle of the eighteenth century, there was a need to anal‐

yse the budget deficits caused by internal and external borrowing in the midst of a financial 
crisis. The process specified in line with this requirement initiated a serious reform process in 
the Ottoman Empire and triggered the need to maintain the tax collection system and public 
accountancy. There are various reasons behind the lack of a centralized tax collection system 

in the Ottoman Empire. According to Balla and Johnson [18], the main reason for this is that 

taxmen (tax collectors) are more heterogeneous due to the breadth of the Ottoman land.

In other words, the different ethnic and religious roots of tax collectors in the Ottoman Empire 
hinder the centralization of the tax collection system. According to Karaman and Pamuk [3], 

factors such as difficult terrain conditions, differences in capital distribution and low urbaniza‐

tion rates made tax collection difficult compared to the smaller and more urbanized Western 
European countries in the Ottoman Empire. The differences in per capita national income 
have also caused difficulties in total taxation. In addition, wrong money policies applied in 
the Ottoman Empire also caused the acceleration of the effects of the process. Because foreign 
borrowing in the Ottoman Empire was first taken in 1854 during the Crimea War, the type of 
money called Kaime entered into force in 1840 and was abolished in 1862. When it came to 
1861, internal and external debts were realized at 1/8 of the state expenditures [16]. The stated 

reasons have led tax incomes to not be able to generate the income mechanism of the state 

well and therefore to follow their expenses effectively.

Various improvements have been made in order to get out of this process. Ozekicioglu and 
Ozekicoglu [16] summarize the improvements in five basic topics. The first one is to maintain 
records more regularly. The second is to prepare a detailed budget. The third is the improve‐

ment of the money system. The fourth is the simplification of the tax system and the central‐
ization of the financial centre and the improvement of the treasury and the budget. The fifth 
amendment is to make arrangements for the establishment of banks and similar financial 
institutions on 18 February 1856 in order to understand the banking sector. There was also a 
need to establish a state bank. Thus, the negative effects on the value of the money were tried 
to be prevented by the mechanism of the state bank. Each remedy made was aimed at balanc‐

ing budget deficits with money and financial policies. It can be said that the most useful point 
of view for monitoring the financial transformation process in the mentioned Ottoman period 
is to evaluate the state budgets and the changes made in this area.

Table 2 summarizes the transformation process of the Ottomans which was prepared in line 
with the explanations made in this study. Table 2 also maps each reformist regime to the type 

of institutional theory involved. The type of institutional theory in the table is designed taking 

into account the structure and the reasons for the reformist arrangements made. This is because 

DiMaggio and Powell [14], who point to the isomorphism approach in institutional theory, 

tend to show the social and economic cohesion of states—especially those with ambiguous 
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Date Underpinnings of the reforms Reason(s) Application area Type of institutional theory

Between seventeenth and 

nineteenth centuries

The necessity of reformer 

developments

Decentralized tax system, 

wrong monetary policy, 

Internal and external debt 

increase

Military system Coercive isomorphism

Ottoman turn into an open‐
bazaar in terms of European 

market

Education policies Mimetic isomorphism

Financial system

1839 Reform Edit (Tanzimat 

Fermanı)
To reduce the Western influence 
in the Ottoman Empire

The foundations of 

current centralist financial 
management have been laid

Coercive isomorphism

Mimetic isomorphism

Normative isomorphism

1856 Royal Edict of Reform (Islahat 

Fermanı)
Publication of the Budget 

Ordinance: the need to keep the 
state’s income and expenditures 
annually and the need to make 

budget‐related adjustments

Financial system Coercive isomorphism

Mimetic isomorphism

Normative isomorphism

1859 Finance Reform Commission 
(Islahat‐ı Maliye Komisyonu)

The commission formed by the 

French and English members 
due to the regulatory reforms in 

the reform period to activate the 

tax system and to achieve the 

desired result in the prevention 

of the economic crisis

Financial system Mimetic isomorphism

1872 Government Budget Ordinance 
(Devlet‐i Aliyenin Bütçe 
Nizamnamesi)

It is a budget law prepared in 

line with the need to develop 

and renew the tax system in 

line with the proposal of the 

Reform Commission. Based on 

the provisions of the French 
constitution, the state budget 

was defined and presented in 
1876 constitution

Financial system Mimetic isomorphism
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Date Underpinnings of the reforms Reason(s) Application area Type of institutional theory

1880 Publication of Public 

Accounting Law

The First Public Accounting 
Law: The Kameral Accounting 
System has been adopted in 

line with the influence of the 
developed Western States of 
the time

Financial system Mimetic isomorphism

1910 Establishment of a First Budget 
and a new accounting system 

during the Constitutional 

Period

The first law, inspired by the 
French and Belgian Public 
Accounts Act, is the state 

budget

Financial system Mimetic isomorphism

1927 General Accounting Law France, Italy and Belgium 
Government Accounting Laws 

were taken into account again. 

And the problems of the first 
law have been tried to be solved

Financial system Mimetic isomorphism

Trade laws

1948 Transition to Double‐Sided 

Recording Accounting System

Acceptance of a state 

accounting system that is 

compatible with capitalist new 

world order under Anglo‐Saxon 

influence

Financial system Coercive isomorphism

Mimetic isomorphism

Normative isomorphism

Source: This table is adopted from the related literature by the authors.

Table 2. Historical evolution of the public accounting reforms in Turkey.
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aims and unreliable performance measures. In order to ensure the institutionalization of the 

states, the first of the manifestos constitutes a large proportion of specialized knowledge and 
adapts to them [13]. From this point of view, it is also easy to understand the transfer processes 
that are living in the national sense. It seems that isomorphic tendencies prevail in applications 

which are based on responding to the uncertainty that is at first economic and social in nature, 
that is to say those which are shaped according to the institutional environment.

Thus, the effects of ambiguity are reduced and the required application environment is pre‐

pared for the future. The level of uncertainty in such practices constitutes a driving force in 

terms of imitation [29]. There can be many reasons for the ambiguity that exists. The most 

important dynamics of the uncertainty that betray Turkey are the need to make adjustments 

in the decentralized tax collection system, the economic downturn after the war period, the 

reformist practices, economic policies, the declaration of the Republic and the industrializa‐

tion efforts of the capitalist system. Turkey has tried to overcome the effects of this envi‐
ronment primarily with French, later German and American systems. Regulations in Turkey 
show that the actively taking part in the state takes place on the basis of coercive isomorphism. 

However, the regulations are the same as the transfer. In the later period, the emergence of 

the standardization phenomenon as a necessity in the whole world, and the phenomenon 

of globalization that accelerates it, manifests itself in the practice of sometimes coercive and 

sometimes normative isomorphic tendencies for a country that is trying to achieve political 

harmony within the global system.
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Abstract

Performance-based budgeting (PBB) is the practice of developing flexible financial 
management tools to increase the efficiency and productivity of public institutions 
both in developed and developing countries such as Turkey. It can be seen from 
international literature gathered as a result of researches that developing countries 
have come a long way in developing performance-based budgeting activities. In 
developed economies, successful international institutions such as Organization for 
Economic Cooperation and Development (OECD) and International Monetary Fund 
(IMF) promote the implementation of performance-based budgeting for a developing 
world. Fiscal transparency, medium-term expenditure framework, and other institu-
tional arrangements are factors effective in developing performance-based budgeting. 
Budget experts regard these factors as important factors, and the view that it is diffi-
cult to implement these prevails. Within the context of this theory, the main purpose of 
this study is to determine the preparation and implementation of performance-based 
budgeting in public institutions of developing countries such as Turkey, which has an 
important economy in the world, and to measure the perception levels of employees 
working in these institutions. As a result of the confirmatory factor analysis (CFA) 
based on the main findings of the study, goodness-of-fit values of the measurement 
model were found to be sufficient. Independent t test and one-way ANOVA analyses 
were conducted to find out the perception levels of the participants in the study. As 
a result of the analyses, significant differences were found between demographic fea-
tures and perception levels.

Keywords: confirmatory factor analysis, performance-based budgeting, perception, fiscal 
transparency, Turkey
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1. Introduction

Performance-based budgeting (PBB) has been developed in many countries within the frame 
of a new administrative mentality based on the performance of public sector as of 1980s, 
which included primary objectives such as increasing the quality of public services, rein-

forcing decision-making processes by getting more information about the activities of the 
state, and ensuring accountability and fiscal transparency. With the aforementioned objec-

tives, governments focused on the effective and productive use of public funding and, within 
this context, tended toward allocation of resources in line with the results reached through 
goods and services produced rather than information regarding the input in budget processes 

Although it does not have only one accepted model in the world, performance-based bud-

geting, which is defined as a type of budgeting that associates resources with measureable 
objectives in the widest sense, has found area of implementation in many developed coun-

tries in various forms with its outcome-oriented mode of management. Within this context, 
while some countries followed a transition process that included all the public administration 

gradually, other countries allowed public administration to switch to the application in pro-

cess on a volunteer basis [1].

New Zealand and Australia at the end of 1980s, Canada, Denmark, Finland, France, Holland, 
Sweden, England, and the USA in 1990s, and Austria, Germany, and Switzerland at the beginning 
of 2000s started various practices of performance-based management, budgeting, and reporting.

“The law no. 5018 on public financial management and control” issued at the end of 2003 in 
Turkey is about the efficient, economic, and effective use of public resources. With the effi-

cient and effective use of resources, accountability and fiscal transparency will also increase 
in institutions. Performance-based budgeting practices started with the Article 9 of the Law 
no. 5018 on public financial management and control, which makes the statement that public 
institutions prepare their budgets in line with the mission, vision, strategic goals, and targets 

in strategic plans and based on performance.

The reasons for switching to performance-based budgeting system include public financial 
crises, inefficient use of public resources, increase in the amount and quality of public expen-

ditures, rapid changes in technology, and the new mode of public administration [2].

With the development of democratic systems in the whole world, public services are per-

formed in line with the needs of society. Accordingly, there has been an increase and variety 
in demands from administrators directed at public services. The increase in the expectations 
of the society for public services has led to an increase in public spending and tax load, which 
in turn made it imperative to ensure efficiency in the use of resources.

Strategic planning-oriented PBB model: the model makes it imperative for public institutions 

to prepare strategic plan, and these plans constitute the basis of preparing the budgets of 

public institution [3].

• Performance agreement-oriented PBB model: in this model in which it is not imperative to 

prepare strategic planning in terms of public institutions, performance agreements have 
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to be made with the top executives of the institution in order to be able to maximize the 
performance of employees.

• Budget format PBB model: unlike the other two models, no document is prepared to mea-

sure performance except the budget text in this model. Thus, the budget has information 
about only performance and allowance. In addition, there is no independent performance 
report.

Performance programs bring an output and result-oriented budgeting system to the forefront 
by making performance information available as well as fiscal information in the budget doc-

uments and thus bring fiscal transparency and accountability principles into force to which 
our new public financial administration system depends on [1].

The items in the questionnaire given to employees in this study were designed on four basic 
factors. Confirmatory factor analysis (CFA) analysis results show that the goodness-of-fit 
values of measurement model are sufficient. Significant differences were found between the 
genders and education levels of the participants in terms of performance-based budgeting 

practices level of perception.

2. Literature review

Some of the national and international literature studies about performance-based budgeting 

practices and researches and the key findings of these are explained below.

In Egeli et al.’s study [5], titled “Analysis of Critical Control Points of Strategic Planning 
Oriented Performance Based Budgeting System: The Applications of Turkey’s Public Institutions,” 
a general conclusion was reached that the system may not be effectively applied before the 
completion of all steps toward the performance-based budgeting within the framework of 

the results obtained from the critical control points and analysis of public institutions in 
Turkey [5].

According to Kim and Park’s study [6] titled “Performance Budgeting in Korea,” Korea is 
in the initial stages of implementing performance-based budgeting; it is therefore too early 
to form an assessment. However, it has been concluded that it should be noted that having 
introduced performance-based budgeting as one component within a broader range of com-

prehensive reforms has helped to lower resistance and resolve institutional problems [6].

Jordan and Hackbart’s study [7], titled “The Goals and Implementation Success of State 
Performance Based Budgeting,” concluded that accountability can be seen as a goal, rather 
than budget allocation, makes a stronger foundation for determining performance-based 

budget success [7].

In Çildir’s study [8] titled “An Assessment of United Kingdom’s Performance Based Budgeting 
System,” since the application of Public Service Agreement started in England in 1998, a lot of 
changes have occurred. Each expenditure analysis underwent some changes in terms of their 
structure. Ever since it began to be applied, the Public Services Agreement framework has 
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guided the government in terms of the increases in public expenditures. The Public Services 
Agreement places importance on focusing on the data that create a problem for those who 
make use of management inputs and public services, prioritizing public services that should 

specifically be conducted and providing more flexibility [8].

In their study titled “Theoretical and Practical Problems of Performance-Based Budgeting 
System,” Çelebi and Kovancılar [9] stated that advantages of performance-based budget sys-

tem in terms of public fiscal management were effective in their being preferred by other 
countries. However, it was also stated that the aforementioned system included some theo-

retical and practical problems and difficulties within the structure of the system [9].

In their study titled “Performance-Based Budgeting Process in Turkey: Kocaeli University 
Case,” Badem et al. [10] concluded that if the performance-based budgeting system is fully 
applied in Turkey, an awareness of transparency and calling to account will be developed in 
the society; policies and strategic goals will be evaluated by everyone; and the performances 
and policies of top executives in both the government and the public institutions will become 
questionable. In addition, by means of PBB, institutions’ expenditures will be questioned 
through performance auditing, and it will be possible to find out whether public resources are 
used economically and effectively. In terms of Turkey, time, interest, care, raising an aware-

ness of questioning in the public, and increasing the legal sanctions of this are evaluated as 
what is needed for a full implementation of PBB [10].

In Liu’s study [4] titled “What Drives Performance Budgeting to Perform? A Survey 
Examination in Taiwan,” it was found that while there was high consensus over international 
experiences in Taiwan, respondents in different categories featured slightly different attitude. 
The survey results revealed that experts in academia were more affirmative toward auxiliary 
institutional arrangements for performance budgeting compared to the practitioners in selec-

tive government’s agencies [4].

Demirel’s [11] study titled “The Financial Aspect of Performance: Performance Based 
Budget” aimed to ensure fiscal transparency and accountability through performance-based 
 budgeting. Performance-based budgeting, which is indispensable in popularizing perfor-

mance-based practices in public administration, is also closely related with a great number of 
concepts. One of these concepts, strategic planning, contributes to the preparation process of 
performance-based budgeting through missions which clearly reveal the duties and  functions 
of the institution with future visions. Performance programs and indicators reveal the adapta-

tion capacity of an institution to specified strategies. Announcement of activity reports pre-

pares the basis for a healthy comparison of past and future results [11].

In their study titled “Performance-Based Budget Arrangements, the Implementation Process 
and Advancements in Turkey,” Karacan and Yazıcı [12] stated that the Law no. 5018 brought 
radical changes in the financial management and control system, the findings, evaluations, 
and suggestions related to the ownership, coordination, role of the parliament, capacity, 
 calendar, reporting, and budget connections in Turkey undergone during the 10-year period. 
They stated that the public management sector is a sector where the outputs and results are 
seen in the long term. They also added that the best practices are experienced for long years 
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in planning and nearly 30 years in management and PBB. As a result, when the best practices 
and other applications in the world are considered, they concluded that we can be optimist 
about the future of the PBB in Turkey [12].

In Ciubotaru and Hincu’s study [13], titled “Implementing Performance-Based Budgeting 
in Republic of Moldova,” the researches stated that the analysis of performance indicators 
shows the linkages between the policies, and budgeting, as well as budgeting performance in 

compliance with European principles in this area [13].

3. Budget reform in Turkey Law no. 5018

Public Financial Management and Control Law no. 5018 foresees public administrations to 
prepare strategic plans which include their medium- and long-term objectives, basic princi-
ples and policies, targets and priorities, performance criteria, the methods to reach these, and 

their resource distributions and also to prepare these in line with and based on the missions, 

visions, strategic goals, and targets included in the strategic plans of budgets [1].

Public administrations prepare strategic plans with participatory methods in order to create 
future missions and visions, to find out strategic objectives and measureable targets, to mea-

sure performance in line with present indicators, and to follow and evaluate this process within 

the framework of development plans, programs, applicable law, and adapted basic principles. 
Public institutions prepare their budgets in line with the mission, vision, strategic goal, and 

targets in their strategic plans and also based on performance. The Ministry of Finance is autho-

rized to audit the suitability of public institutions’ budgets to the performance indicators in 
strategic plans and other issues related with the activities of institutions and their performance-

based budgeting. Performance indicators, which are determined by the Ministry of Finance, the 
under secretariat of state planning organization, and the relevant public administration appear 

in the budgets of institutions. Performance audits take place within the framework of these 
indicators [14].

Performance planning has been predicted to take place through strategic plan. Strategic plan, 
according to its definition in Article 3 of Law no. 5018, refers to the plan which includes 
medium- and long-term goals, basic principles and policies, objectives and priorities, and per-

formance indicators of public administrations, as well as the methods and the resource distri-

bution to achieve these. In the legislation, the period of strategic plans has been  predicted as 
a period of 5 years within the scope of regulations related to the period, updating and renew-

ing. Updating of strategic plans has been made possible only 2 years after they have been 
implemented. Updating has been defined as quantitative changes in goals without changing 
the mission, vision, and goals of the strategic plan [15].

Performance-based budgeting, proposed by Law no. 5018, has been defined as the kind of 
budgeting that shows the information about what public institutions will do with the bud-

get allocated to them. The basic expectations of countries which have adapted or which are 
about to adapt performance-based budgeting from this system are classified as follows [16]:

The Factors Used to Create Performance-Based Budgeting: A Research on Turkey
http://dx.doi.org/10.5772/intechopen.68920

301



• Effective distribution and use of resources,

• Establishing a mode of administration based on targets,

• Reinforcement of the processes of preparing, implementing, and auditing a budget,

• Increasing the quality of service, and

• Ensuring fiscal transparency.

Fiscal transparency allows a better analysis and assessment of the government’s budget poli-
cies. This in turn allows development of programs and more efficient use of resources. Thus, 
one of the eventual objectives of reforms in budget systems, maybe the most important, is 
fiscal transparency [17].

The concept of fiscal transparency entered into application with performance-based budget-
ing. Fiscal transparency makes it obligatory to provide flow of information to those concerned 
and the public about the performances of public institutions. To do this, public institutions 
prepare activity reports, and they present these for public use in electronic or printed version. 
The objective of fiscal transparency is to prevent exploitation and waste in public resources. 
However, activity reports prepared by public institutions cannot provide the expected ben-

efits. In addition to having too much information, these reports are far from reflecting the 
performance of public institutions [18].

Performance-based budgeting assumes that all the officers, administrators, and executives 
in the process have the necessary skills and equipment. A full implementation of a real per-

formance-based budgeting will take years, and it requires administrative capacity. Most of 
the countries, especially developing countries, seem to be deprived of institutional capacity 
in this sense. Within this context, the perception levels of employees working in institutions 
and departments, in which it is essential to implement performance-based budgeting, will be 

examined. In addition, employees’ fiscal transparency and medium-term expenditure frame-

works and their views about other factors will be analyzed.

4. Research design

Fiscal transparency, medium-term expenditure framework, and other institutional arrange-

ments are factors effective in developing performance-based budgeting. Budget experts 
regard these factors as important factors, and the view that it is difficult to implement these 
prevails. Within the context of this theory, the main purpose of this study is to determine 
the preparation and implementation of performance-based budgeting in public institutions 

of developing countries such as Turkey, which has an important economy in the world, and 
to measure the perception levels of employees working in these institutions. In the study, 
a questionnaire was given to employees of public institutions in Turkey through question 
forms. The question forms were prepared by using a study from Taiwan (Liu [4]), which is a 

developing country like Turkey. The question forms were designed on four basic factors. The 
first factor is about measuring the comprehension or perception level of performance-based 
budgeting activity. The second factor is about the role of  performance-based  budgeting 
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on fiscal transparency. The third factor is about how performance-based budgeting influ-

ences medium-term expenditure frameworks. The fourth factor consists of elements that 
in performance-based budgeting implementation, other institutional organizations may be 
necessary. The factors in the question forms were formed with five Likert scale. The uni-
verse of the study consists of institutions within the body of the Ministry of Finance, which 
implement performance-based budgeting, universities, provincial special administrations, 

and municipalities, which have a level of information about performance-based budgeting 

practices.

Since the number of staff working in institutions which have performance-based budgeting 
is unknown and it was not possible to reach the employees in the universe and due to limita-

tions such as the cost of data collection and time, sampling was thought to be appropriate. The 
exact number of the employees in the universe of this study is unknown. Thus, the following 
formula was used to find out the sample size [19]:

  n =   
 z   2   (  pq )   

 _____ 
 e   2 

    (1)

In this formula,

n is the sample size,

p is the incidence of the phenomenon examined, the probability of occurrence (50%),

q is the non-incidence of the phenomenon examined, the probability of non-occurrence (1 − p),

e is the level of acceptable error (±5%), and

z is the standard error within the specified confidence interval (95%).

Since the universe is unknown in this study, the incidence (p) and non-incidence (q) of the 

phenomenon examined was taken as 0.5. Error tolerance was accepted as 0.05, while the level 
of confidence was accepted as 95%. When these values are inserted in the formula, the sample 
size was calculated as follows:

    
 1.96   2   (  0.5  ×  0.5 )   

  _____________ 
 0.05   2 

   = 385  (2)

The sample size consists of 385 people. In this study, the first factor is about measuring the 
comprehension or perception level of performance-based budgeting activity. The second fac-

tor is about the role of performance-based budgeting on fiscal transparency. The third factor is 
about how performance-based budgeting influences medium-term expenditure frameworks. 
The fourth factor consists of elements that in performance-based budgeting implementation, 

other institutional organizations may be necessary. After the sample size was determined 
as 385, in order to reach the desired sample size, samples were gathered from different public 
institutions that use performance-based budgeting and 416 questionnaire data were obtained 
for analysis from different cities and public institutions as much as possible. The confirmatory 
factor analysis (CFA) method was used to test the suitability of each dimension of the factors 
used in performance-based budgeting practice in the study.
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The confirmatory factor analysis (CFA) is an analysis method that is frequently used in 
developing measurement models, and it provides significant conveniences. The CFA is used 
in both scale development and validity analysis as well as in the verification of a present 
 structure [20].

5. Empirical results

In terms of the demographic features of the data obtained from the study, data about the indi-
viduals’ genders, educational status, occupational experiences, and working positions were 
collected, and the data obtained were shown in Table 1 with frequency and percentages.

According to the descriptive analysis results, 66% of the participants are males, while 34% 
are females. In terms of education, it can be seen that 72% are undergraduates, while 17% 
have master’s degree. In terms of professional experience, 57% have 1–5 years of profes-

sional experience, 21% have 6–10 years of professional experience, 9% have 11–15 years of 
professional experience, and 13% have 16 and over years of professional experience. About 
41% of the participants are staff directly responsible for the performance-based budgeting 
activities, 6% are executives, 7% are auditors, and 46% are assistant qualified personnel for 
performance-based budgeting activities. In Table 2, sub-dimensions related to performance-

based budgeting are given.

The confirmatory factor analysis (CFA) was conducted for the performance-based budget-
ing scale used in the study (Figure 1). As a result of CFA, goodness-of-fit values such as 
Chi-square statistics (χ2), Chi-square/Degree of freedom (χ2⁄df), root mean square error of 
approximation (RMSEA), comparative fit index (CFI), goodness-of-fit index (GFI), and AGFI 
were checked first, and the fitness of the model was found.

As a result of CFA, goodness-of-fit values of the measurement model were found to be suf-
ficient (χ2 = 227.360; sd = 84; χ2/sd = 2.707; CFI = 0.87; GFI = 0.93; AGFI = 0.89; RMSEA = 0.067). 
The most commonly used goodness-of-fit indices are Chi-square statistics (χ2),  Chi-square/
degree of freedom (χ2⁄df), RMSEA (root mean square error of approximation) and CFI (com-

parative fit index), goodness-of-fit index (GFI), and adjusted goodness of fit. (χ2⁄df), an accept-

able model fit value less than 3, a value equal to or less than 0.05 for RMSEA means perfect 
fit and a value equal to or less than 0.08 means acceptable fit. For AGFI, GFI, and CFI, values 
equal to and more than show perfect fit, while values between 0.85 and 0.95 show accept-
able fit [21–23]. In addition, according to another method that examines whether discrimi-
nant validity is met, correlation coefficients between the specified dimensions differ between 
−0.110 and 0.602. Since these values are less than 80, it can be said that discriminant validity 
is met [24].

Independent t test and one-way ANOVA analysis were used to show whether the perceptions 
of the participants differed on performance-based budgeting.

In Table 3, significant difference was found between female employees and male employees 
in terms of level of perception about performance budgeting [t(414) = −2.145; P < 0.05]. When the 
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 reason for this difference was examined, it was found that when compared with male employ-

ees (µ = 3.68; sd = 0.876), female employees (µ = 3.48; sd = 0.933) agreed less with the thought 
that their level of perception about performance-based budgeting was insufficient.

Similarly, when the Independent t test results about the expression “Ministry of Finance 
should develop medium-term expenditure ceilings in all ministries for performance-based 
budgeting to be successful” were analyzed in terms of gender, a significant difference was 
found between female employees and male employees in terms of this expression (t(414)= 3.067; 
P < 0.005). When the reason for this difference was examined, it was found that when com-

pared with male employees (µ = 3.23; sd = 0.841), female employees (µ= 3.13; sd = 0.887) agreed 
less with the thought that the Ministry of Finance should develop medium-term expenditure 
ceilings in all ministries for performance-based budgeting to be successful.

Under the assumption that the data obtained from the employees were homogeneous, 
when the ANOVA analysis results were examined in terms of level of education in Table 4, 

Demographic features Frequency Percentage

Gender

Female 143 34

Male 273 66

Education

High school 21 5

Two-year degree 21 5

Undergraduate 299 72

Master’s 72 17

Doctorate 2 1

Professional experience

1–5 years 238 57

6–10 years 87 21

11–15 years 37 9

16 years and above 54 13

Professional field

Executive 25 6

Staff directly responsible for the performance-based 
budgeting activities

171 41

Auditor 29 7

Assistant qualified personnel for performance-based 
budgeting activities

191 46

Table 1. Results of demographic features.
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a  significant difference was found between participants with undergraduate and master’s 
degree and participants with doctorate degree [F(4-411) = 3.459; P < 0.05] in terms of “opinion 

about the implementation of performance-based budgeting in OECD countries, in which Turkey 

is a member.” When the reason for this difference was analyzed according to the Tukey 
test, it was found that compared with employees with undergraduate degree (µ = 3.14) 

Level of perception A1 Your level of perception about performance-based budgeting

A2 Your opinion about the implementation of performance-based budgeting in OECD 
countries, in which Turkey is a member

A3 Your opinion about the implementation of performance-based budgeting in Turkey

Fiscal transparency B1 Public sector should explain the policies that will be implemented clearly to the public 
for performance-based budgeting to be successful

B2 The state’s asset-liability management policy should be clearly defined for 
performance-based budgeting to be successful

B3 Same policies should be used in preparing fiscal reports for performance-based 
budgeting to be successful

B4 The state’s activities and finance should be audited with transparency by national audit 
firms for performance-based budgeting to be successful

Medium-term 

expenditure 

frameworks

C1 Medium-term income and expenditure frameworks should be prepared with 
macroeconomic models for performance-based budgeting to be successful

C2 All ministries should develop a medium-term expenditure ceiling to present to the 
Ministry of Finance for performance-based budgeting to be successful

C3 Ministry of Finance should develop medium-term expenditure ceilings in all ministries 
for performance-based budgeting to be successful

C4 Ministry of Finance should hold regular meetings periodically for all ministries about 
medium-term expenditure ceilings for performance-based budgeting to be successful

Other institutional 

organizations

D1 The support and assurance of agency leaders are essential for performance-based 
budgeting to be successful

D2 Professional skills of employees of the institution are essential for performance-based 
budgeting to be successful

D3 A customer-oriented organizational culture of the institution is essential for 
performance-based budgeting to be successful

D4 Performance evaluation involving citizen participation is essential for performance-

based budgeting to be successful

Staff information E1 Gender?

E2 Level of education?

E3 Professional experience with budgeting activities?

E4 Professional field (work position)

Table 2. Distribution of items in sub-dimensions.
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and employees with master’s degree (µ = 3.14), employees with doctorate degree (µ = 5) 
thought that the implementation of performance-based budgeting in Organization for 

Economic Cooperation and Development (OECD) countries, in which Turkey is a member, 
is very sufficient.

In terms of Turkey’s performance-based budgeting implementations, significant differences 
were found between both high school graduate employees and employees with under-

graduate and master’s degree and between employees with master’s degree and employees 
with doctorate degree [F(4-411) = 6.238; P < 0.01]. According to Tukey test results, which was 
conducted to show the reason of differences, it was found that when high school graduate 

Figure 1. General CFA model goodness of fit.
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employees (µ = 3.52) were compared with employees with undergraduate degree (µ = 2.76) 
and master’s degree (µ = 2.76), they thought that performance-based budgeting implementa-

tions in Turkey are very sufficient. In addition, employees with doctorate degree (µ = 3.50) 
rather than employees with master’s degree (µ = 2.76) accept that performance-based budget-
ing implementations in Turkey are more sufficient.

As can be seen from Table 5, “level of perception about performance-based budgeting” differs 
in terms of work position [F(4-412) = 6.410; P < 0.01]. According to the Tukey test, the reason for 
the difference is the fact that the staff directly responsible for performance-based budgeting 
activities (µ = 3.73) believe that their level of perception about performance-based budgeting 
is more sufficient when compared with assistant qualified personnel for performance-based 
budgeting activities (µ = 3.33).

On the other hand, “opinion about the implementation of performance-based budgeting in 

Turkey” also differs in terms of work position [F(4-412) = 2.631; P < 0.05]. According to the Tukey 
test, the reason for the difference is the fact that the staff directly responsible for performance-
based budgeting activities (µ = 2.65) think that the implementation of performance-based 
budgeting in Turkey is more sufficient when compared with assistant qualified personnel for 
performance-based budgeting activities (µ = 2.92).

The perceptions about the expression “Ministry of Finance should develop medium-term 
expenditure ceilings in all ministries for performance-based budgeting to be successful” also 
differ in terms of work position [F(4-412) = 3.091; P < 0.05]. When Tukey test results are exam-

ined, the reason for this difference is the fact that auditors (µ = 3.31) agree with this view 
less than assistant qualified personnel for performance-based budgeting activities (µ = 3.81).

Finally, the perceptions about the expression “Performance evaluation involving citizen par-

ticipation is essential for performance-based budgeting to be successful” also differ in terms of 
work position [F(4-412) = 6.065; P < 0.05]. When Tukey test results are examined, the reason 
for this difference is the fact the auditors (µ = 3.20) agree with the approach less when com-

pared with executives (µ = 3.96), staff directly responsible for performance-based  budgeting 

Items Levene’s test for 

equality of variances

F Sig. t df Sig. (2-tailed)

Your level of perception 
about performance 

budgeting

Equal variances assumed 1.450 0.229 -2.188 414 0.029

Equal variances not assumed −2.145* 273.037 0.033

Ministry of Finance 
should develop medium-

term expenditure 
ceilings in all ministries 

for performance-based 

budgeting to be successful

Equal variances assumed 22.898 0.000 2.876 414 0.004

Equal variances not assumed 3.067 343.883 0.002

Equal variances not assumed 0.114 314.385 0.910

*P < 0.05; N = 414.

Table 3. Independent t test statistics of performance-based budgeting in terms of gender.
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ANOVA

Sum of squares df Mean square F Sig.

Your opinion about 
the implementation 

of performance-based 

budgeting in OECD 

countries, in which 

Turkey is a member

Between groups 9940 4 2.485 3.459 0.009

Within groups 295.288 411 0.718

Total 305.228 415

Your opinion about 
the implementation 

of performance-based 

budgeting in Turkey

Between groups 22.966 4 5.741 6.238 0.000

Within groups 378.262 411 0.920

Total 401.228 415

Table 4. Statistics of one-way ANOVA for education level.
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ANOVA

Sum of squares df Mean square F Sig.

Your level of perception about performance-based 
budgeting

Between groups 15.394 3 5.131 6.410 0.000

Within groups 329.828 412 0.801

Total 345.221 415

Your opinion about the implementation of 
performance-based budgeting in Turkey

Between groups 7.541 3 2.514 2.631 0.050

Within groups 393.687 412 0.956

Total 401.228 415

Within groups 605.186 412 1.469

Total 607.962 415

Within groups 356.565 412 0.865

Total 359.094 415

Ministry of Finance should develop medium-term 
expenditure ceilings in all ministries for performance-
based budgeting to be successful

Between groups 8970 3 2.990 3.091 0.027

Within groups 398.509 412 0.967

Total 407.478 415

Performance evaluation involving citizen participation 

is essential for performance-based budgeting to be 

successful

Between groups 18.191 3 6.064 6.065 0.000

Within groups 411.941 412 1.000

Total 430.132 415

Table 5. Statistics of one-way ANOVA for work position.

A
ccounting and Corporate Reporting - Today and Tom

orrow
310



 activities (µ = 4.02) and assistant qualified personnel for performance-based budgeting 
activities (µ = 3.96).

No differences were found in other expressions about performance-based budgeting in terms 
of gender, level of education, work position, and professional experience.

6. Conclusion and evaluations

According to key findings obtained as a result of the study, the confirmatory factor analysis 
showed that goodness-of-fit values were sufficient for the measurement model. Independent 
t test and one-way ANOVA analysis were conducted to show whether the perception levels of 
the participants differed. According to the findings, a significant difference was found between 
female employees and male employees in terms of the perception levels about performance-
based budgeting. When the Independent t test results were examined about the expression 
“Ministry of Finance should develop medium-term expenditure ceilings in all ministries for 
performance-based budgeting to be successful,” significant difference was found between 
female employees and male employees in terms of this expression. When the ANOVA analy-

sis results were examined in terms of the level of education, significant difference was found 
between participants with undergraduate and master’s degree and participants with doctor-

ate degree in terms of “opinion about the implementation of performance-based budgeting in 

OECD countries, in which Turkey is a member.” Perception levels about performance-based 
budgeting differ in terms of work position.

In terms of Turkey’s performance-based budgeting implementations, significant differences 
were found between both high school graduate employees and employees with under-

graduate and master’s degree and between employees with master’s degree and employees 
with doctorate degree. Finally, perceptions about the expression “Performance evaluation 
 involving citizen participation is essential for performance-based budgeting to be successful” 
also differed in terms of work position.

No differences were found in other expressions about performance-based budgeting in terms 
of gender, level of education, work position, and professional experience.

Importance should be attached to performance-based budgeting in public institutions, and 
institutions should organize meetings and briefings to emphasize the importance of perfor-

mance-based budgeting. Especially at the end of the year, expenditures of institutions should 
be presented online in detail in terms of transparency and accountability. Public audition 
should be made independent, and its activities should be increased. Legislation should be 
developed for these. Performance-based wage for employees will increase the efficiency of 
performance-based budgeting. It is also thought that public institutions should be audited by 
a national audit firm in terms of fiscal transparency. It has been stated that only the necessities 
of the legislation are realized in public institutions within the context of performance-based 
budgeting. In terms of medium-term expenditure frameworks, in case of a change in the poli-
cies of the institution, institutions should be able to update their activities and expenditure 
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frameworks, and there should not be strict rules about updates. Performance-based budget-
ing activities should be seen not as written works on documents, but as policies with which 
institutions can realize their missions, analyze their visions, and be eager about providing 
service. At this stage, it seems important both to adopt the process and to control it with audit 
mechanisms.
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Abstract

In Italy, the machinery of justice has been, on more than one occasion, the subject of 
criticism. For the most part, the criticism has been relative to the slowness of trials and 
the inadequacy of the judicial system, deemed not capable of confronting the request for 
continuously evolving justice in an exhaustive manner, whose characteristics change in 
time based on the emerging needs of society. The analysis of the justice system was, in 
fact, generally not subject to enquiries on offices’ productivity and to evaluation of the 
management of resources invested in the sector. The same centres of data elaboration and 
the related departments at the Ministry of Justice, for example, have not gone much fur-
ther than collecting the statistical data and creating the generic indicators of service qual-
ity. Such parameters, though, are often revealed to be too bureaucratic and of little use in 
proposing ameliorative solutions of the service offered to citizens, who desire levels of 
protection that are more responsive to their expectations. In this sense, the application of 
the system of accountability within the judicial system can contribute to the managerial-
ization of the service.

Keywords: judicial administration, business, accountability, Ministry of Justice, service

1. Introduction

An efficient and effective operation of the judicial system in which a request put forward by the 
citizens and an offer from the judicial institution represents one of the indispensable conditions 
for promoting and guaranteeing the proper operation of an economic and social system [1].

At first glance, the use of the criteria of efficiency, effectiveness and economy, which are typi-
cal economic business parameters in the study of the operations carried out by the courts, can 

be surprising.

© 2017 The Author(s). Licensee InTech. This chapter is distributed under the terms of the Creative Commons
Attribution License (http://creativecommons.org/licenses/by/3.0), which permits unrestricted use,
distribution, and reproduction in any medium, provided the original work is properly cited.



The analysis of the justice system was, in fact, generally not subject to inquiries on offices 
productivity and to evaluations of the management of resources invested in the sector [2].

The same centres of data elaboration and the related departments at the Ministry of Justice, 

for example, have not gone much further than collecting the statistical data and creating the 

generic indicators of service quality. Such parameters, though, are often revealed to be too 

bureaucratic and of little use in proposing ameliorative solutions of the service offered to citi-
zens, who desire levels of protection that are more responsive to their expectations.

Not infrequently one speaks of inefficiency in the justice sector as well as of the excessive delays 
in proceedings which are required to give replies to public and private interest derived from the 

acknowledgement of the interests recognized in court. Usually, however, the support of the con-

siderations expressed is omitted with a suitable analytical technique to formulate corrective solu-

tions. Instead, the attempt to apply criteria typical of the economic business analysis to the study 
of trials (civil and criminal) and to the organization of judicial offices could prove useful [3].

The observation of the offices and the concrete verification of the organization of the solutions 
adoptable for improving it would become, therefore, useful instruments with which to study 

reality, even if it is as complex as the courts.

Only if the reasons that determine a disadvantageous or a crisis situation are known can there 

be an intervention in some form to orient it, considering the judicial organization as a single 
productive unit that aims to maximize the beneficiary who could draw from the resources 
available (thus reaching the efficiency of the office itself or through a more parsimonious use 
of at least one input, for the same output, or through the increase of the amount of output, for 

the same input) [4].

In view of the progress achieved by other sectors in public administration, where the applica-

tion of economic business criteria has registered considerable results in terms of the optimi-

zation of resources and good performance of the service (local health-care authorities, local 
authorities, universities, chambers of commerce, etc.), virtually as much concreteness is not 

found within the justice system. This environment, in fact, has always drawn out objective 

problems of conceptual order connected, first of all, to the difficulty of reaching a definition 
that is not contrary to the judicial function itself (or jurisdictional) and secondly to the par-

ticular nature of the principles and values involved. Repression of crime, sense of safety and 

legality, substantial equality for all citizens before the law, presumption of innocence until 
tried, reasonable length of trial, guarantee of defence for the defendant, judicial protection for 

victims, and separation of power are some of the values for which only effectiveness is looked 
at, instead of implementing them in an efficient manner [5].

This has produced, not infrequently, a result conversant with measures and provisions that 

are neither effective nor efficient.

The judiciary organization, as a whole, and singularly of all those who operate within it 
(clerks, public ministers and judges, civil or defence lawyers, witnesses or consultants, asses-

sors and judicial officials, investigative police, etc.) uses considerable resources in carrying 
out the proper functions [6].
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It is often from the resource entities themselves who choose to assign one activity rather than 

another on which the outcome of the action plan depends; just as it is from the entity and 

the nature of the resources available that certain strategic choice can depend. Each strategic 

option, in fact, has a cost that is also represented by the alternative that is renounced in order 

to go with preferences, and even the choice between different procedural stances must be 
studied on the base of cost opportunity that each determines.

To this logic, one certainly cannot take away anyone involved in the judicial sector, but with-

out a doubt nor does it take away the legislators, who must face budget constraints, problems 

connected with the managerialization of the service and with the costs and opportunities of 
each policy [7].

2. Public administration and corporatization

The definition of new functions, services and development strategies of which public admin-

istrations are recipients (id est judicial administrations) necessitates a reflection in regard to 
the process of corporatization of public administration [8].

The starting point of the important changes that have interested public administration in the 

last few years is made up of reform processes that can be defined ‘as explicit modifications of 
the operating rules of the systems’ [9]. A positive change of a determined situation is implicit 

in the achievement of these reforms. With reference to public administrations, the necessity 

to carry out these transformations emerges from various motivations, traceable to a gap that 

was progressively growing between what public administration should have done from an 

institutional point of view and what it actually did do, in view of an always greater quantity 

of resources absorbed.

In short, reform functions as a factor that produces, promotes or facilitates change, in that the 

system that is the subject of the reform manifests a motion of development that is inferior in 

respect to that necessary. The regulation consists of a fundamental passage to institutionally 

accredit innovation in planning and oversight functions and the introduction of new organi-

zational and managerial instruments.

Public administration, besides Administrative Law, has for a number of years been consid-

ered a subject in Business Administration, a discipline that puts into practice a unified study 
with the theme of economic activity, independently from the nature of those involved in its 

practice, from its dimensional characteristics or from its legal background.

Even in public administration, in fact, all those requisites of Business Administration that 

qualify a business are recognized. These are autonomy, continuity, dynamism and coordina-

tion, reason for being and social legitimization to be constantly achieved in the interaction 
with the environment.

Autonomy of a business intends its ability of self-determination. This requirement allows 

business activities to be distinguished from all the economic activities conducted within an 
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institution, but bound by a relationship of accessoriness. Speaking of autonomy, it is also 

necessary to recall its three main specifications. One speaks, in fact, of decision-making auton-

omy, which is the ability of self-legislation, of choosing conduct and behavioural guidelines; 

of asset autonomy, such as conditions of self-determination in economic choices in the admin-

istration of its own resources; finally, of economic autonomy, such as the power to control the 
flow of resources that characterize carrying out the activity of management [10].

It can be absolutely agreed upon that all three of the specifications indicated belong to the public 
context. To safeguard these forms of autonomy, the Law itself and the Constitution are in place.

The second aspect, continuity, manages to translate the necessary continuity of existence of 

the public authorities foreseen in different constitutional and administrative ordinances into 
economic—business terms. If on the one side there is a necessity for continuity for legal and 

political motives, on the other side, a balance that allows for the correct economic and finan-

cial survival of these authorities should be necessarily guaranteed.

It is, therefore, a continuity that is characterized by dynamism and subject to evolutionary 
phenomena and adaption (coordination) to the requests of the service users.

The reason of being and the social legitimization of the public authority, furthermore, are 
phenomena that do not lend themselves to particular objections, from the moment that they 

find their origins not only in the law but also in the social contract of a country [11].

So, if the public authority takes on all the characteristics typical of a business, it is a business 

itself, and, as such, can be studied in a homogeneous manner, prescinding from characteris-

tics of form that distinguish the typologies.

Moreover, discussing public businesses only means putting together two terms of a diverse 
nature: the first is of a business origin, the second of a judicial origin.

Business [12] is a typical concept of Business Administration that answers the theoretical con-

structions and the relative operative indications, while public is the qualification that repre-

sents a particular mode of being of the business phenomenon.

This allows for the public authority (administration) to be put into a framework as a business 

equipped with specificities and, as such, characterized by communal rules independently of 
its dimensional, organizational or regulative characteristics.

Its process of administration and control becomes, therefore, identifiable with that of an activ-

ity with all the typical connotations of a business, with respect to the principles and laws of 

Business Administration.

All this brings about the recognition of two different operating dimensions within public 
administration:

• a political dimension, adopted in a determined moment and in a determined space by in-

stitutional bodies and by logic that controls the operation of economic governance, within 

which the interpretations of the aims of the authority are expressed and where the concept 

of the institution itself is explicated;
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• a business dimension through which the carrying out of the operations of production and 

consumption, as well as administration of the assets are assured.

For this reason, it is necessary to classify the various authorities of public administration 

based on the different relationships between the two dimensions and the different contribu-

tions that they variably will give in time to the achievement of the primary aims, analysing the 

so-called level of corporativity that it characterizes, in other words, the role that the objectives 
take on in an economic business nature in which they reside.

The presence of such different levels will depend on two factors:

• a political-institutional factor, that is, the choices that the Legislator has made on these 

types of authorities and the degree of financial and proprietary autonomy that each will 
recognize;

• a factor pertaining to the economic situation, that is, the economic-financial characteristics 
of a single entity and the needs that they set down [13].

Corporatization has the objective of bringing the essential and indispensable qualities of pri-
vate companies into any public enterprise. Amongst them, these play a primary role: (1) the 

decision-making autonomy and the correlated taking on of responsibility for the decisions 

made, as well as for the results attained, (2) the effectiveness, efficiency and economy of man-

agement and (3) the professionalism of the managers and the workers and the formation of a 

corporate culture.

The terms effectiveness, efficiency and economy are keywords in the economic-business dic-

tionary; it is not by chance that the search for such conditions is communal and indispensable 

objectives for all enterprises. A brief description would be that effectiveness identifies the 
capacity to reach set objectives, efficiency is that of reaching a given goal with the minimum 
waste (optimizing, namely, the use of resources and therefore improving the input-output 
relationship), economy identifies a situation of balanced and complete valorization of the 
economic, organizational and professional resources of a company.

Within the process of corporatization, the concept of effectiveness is tied to that of the quality 
of services. The public enterprise carries out its activities at an advantage over other enter-

prises of singles users or groups, to each of which it must assure the satisfaction of the needs 

expressed. Contemporarily, such enterprises must also commit themselves to the achieve-

ment of technical and economic efficiency, namely reaching their managerial goals by reduc-

ing the degree of the means used and, compatibly with its size, the level of costs.

While the considerations expressed above on the concepts of effectiveness and efficiency 
are valid for both private enterprises and public, there are some differences for economy. 
Indubitably, reaching a balance that has value over time is an indispensable objective for all 

enterprises on par with that of effectiveness; however, from the public characterization of the 
economic subject and with the aims of general socio-economic interest pursued, they carry 

constraints and requests that are different in respect to private enterprises which, in fact, can 
limit their profitability in a brief period.
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Nevertheless, the actions of public enterprises must always be brought back to the principles 

of maximum efficiency, economic rationality and the achievement of the conditions necessary 
for economic self-sufficiency as well as global and total quality.

In summary, the public admiration-business system relationship develops through the re-

establishment, or the introduction, of the managerial perspective, which in turn is based on 

(a) the search for consonance amongst the aims, the objectives and the constraints, in order 

to guarantee the unity of the management, (b) the adoption of a strategic perspective, which 

combines long-term needs with those derived from everyday management which then con-

tributes to guaranteeing a lasting operation of the organization and (c) the orientation towards 
effectiveness, efficiency and economy (Figure 1).

For this reason, for more than two decades by now, institutional, regulative and managerial 

reforms are significantly modifying the face of public administration, pushing to be closer to cit-
izens and for better quality of the services offered. This sometimes entails the redesign of insti-
tutional structuring and calls for innovative organizational models to respond to new demand.

Therefore, the path to reform undertaken by public administration has tried to outline a new 

‘public administration model’ oriented towards understanding the principles of ‘business 
management’ [14].

In this context, the planning of the activity of direction and guidance of the entire system can 

be seen, or rather the activity through which the objectives of their own actions as a ‘business’ 
are identified and decided, activating adequate and correct decisions capable of reaching the 
set objectives in the execution phases.

Figure 1. The dynamic system of public administrations. Source: personal elaboration.
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Consequently, the activity of control consistent in the survey, analysis and valuation of the 

results obtained and of the connection between these and the set objectives or decisions of the 

enterprise bodies appears of undeniable relevance.

In this direction, legislation has done much, forming an unavoidable constraint which must 

be necessarily taken into consideration, essentially looking towards the aims indicated by the 

legislator without, though, creating a ‘regulative guide’ [15].

The business paradigm, even if it intervened late in offering its contribution to the study of 
public administrations, represents a third dimension, alongside political and institutional, 

that guides the behaviour of public businesses in the pursuit of their own institutional goals. 

The consensus and the legitimization on the part of the stakeholders cannot prescind from the 
ability of the public business [16] to operate according to the principles of economic rational-

ity and, in particular, that of economy [17].

In this sense, the authority of the resources absorbed by the public sector, the extent of the 

tasks and the competences entrusted to them impose the daily confrontation, upon political, 

economic and administrative players, scholars and researchers, with a managerial approach, 

of problems connected to efficiency, effectiveness and economy of the administrative acts and 
of management that characterize the daily behaviour of even judicial administrations.

3. Judicial administration and managerial perspectives

A new paradigm has imposed itself onto judicial administration: obtaining and managing 

consent both externally, by obtaining the trust of the stakeholders, and internally, through 

values that can consolidate the various organizational levels.

In light of the considerations carried out, it is possible to identify certain criteria that in sub-

stance reconnects itself to the principles of business economy and that in their organic whole 

make up a system of ‘values’, which by integrating themselves into the operative plan and if 
knowingly made up of all the institutional participants (stakeholders) are capable of obtain-

ing, in an economic-business and managerial sense, judicial administrative management.

Schematically, the previously mentioned system of values refers to the following concepts [18]:

• economy of management: as the judicial system is an economic ‘institute’ with the purpose 
of enduring in time, economy of management is placed at the apex, meaning that its opera-

tions must be based on criteria of ‘economy’ geared towards results. Here, as opposed to 
the enterprise that produces for the market, economy is not measured by profit, but rather 
by utility, which is reached by ‘efficiently’ producing goods and services which are capable 
of ‘effectively’ satisfying the needs of the citizen user. This means that in judicial adminis-

tration, the quantification of results, which cannot be entrusted towards a sole indicator of 
profit, is reached for in other indicators that are different based on the type of production 
of goods or services, entrusting the budget specifications to a model that, in respect to the 
conditions of efficiency and effectiveness [19], can concretely inform the entire business 
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activity, focalizing attention on reengineering and on simplification, with the objective of 
reducing waste, re-thinking and re-inventing the so-called Judicial Government, with the 

intent to increasing the effectiveness of the services.

• planning and oversight: these two elements make up an essential value in judicial admin-

istration, in that planning allows for, on the one side, the rationalization of the behaviour 
of the ‘deciders’ and, on the other side, the defining of the model capable of stabilizing the 
economic conditions that must guide the business activity. Oversight allows for the verifi-

cation of the manner and measure that the economic conditions are realized in the effective 
carrying out of the business management.

• the information system: intended as an interrelated whole of elements, it attributes opera-

tional concreteness to planning and oversight, in that it allows the identification, through 
the handling of information, of the parameter of economy, offering a base, as objective and 
rationale as possible, to the management of the business. The managerial data acquire eco-

nomic and juridical value, thus becoming information, only if they are properly organized 
and actually used in the decision-making processes in relation to their identification abilities.

It is a shift from the exclusive use of top-down-type logic promoted by the ‘centre’ through 
laws that reward and punishment systems could be associated, to bottom-up-type logic char-

acterized by voluntary experimentation on part of single tribunals and by the subsequent dif-
fusion in the public administration system of the emergent models. Consolidating, therefore, 

the action coordinated between the policies of support promoted on a central level and the 

promotion and diffusion from the bottom of innovative experiences and best practices, such 
as good-quality projects, innovation rewards and the systematic benchmarking of results and 

processes.

• the organizational culture: it interests above all the valorization of human resources, the 
personal qualification of the managers, the involvement of the staff, who must be made re-

sponsible for the expected results. The process of gradual re-orientation of the staff towards 
the business values, which in the general public are more difficult to learn, often reducing 
itself to mere formal acts, entails a symmetrical and equally gradual overcoming of the 

typical bureaucratic-administrative culture (government), characterized by exclusively ju-

ridical knowledge, oriented towards the oversight of the acts more than the results, fraught 

with formal responsibility in the direction of respecting the regulations as such without the 

due attention for the results that the same regulation aims to achieve (governance), without 
stimuli in the direction of change imposed by the constant reform of public administration.

• social control and the ethical dimension: the first value permeates judicial administration 
from the political-social point of view, as it is exercised by the people interested in the 

business itself, that is, the citizen users, or by who represents them, that is, the determined 
body (Ministry of Justice, magistrates). The ethical dimension, instead, re-enforces social 

control in the sense that the economic rationality and the ethical values in operating in the 

public administration are complementary aspects of a single ‘system of values’, adopted as 
a model of operation of the judicial administration, founded on values that are necessarily 

both ethical and economical [20].
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The whole of these values outlines a virtuous cycle capable of distinguishing the actions of the 

judicial administration [21].

4. Judicial accountability and its application

Accountability in public administration proposes a report that is geared not only towards a 

higher-level public body, a monitoring body or, generically, to the administrative community, 

but also to all the principle categories of stakeholders, in the knowledge that all are interested 

in the business activity, or benefit from the results, and furthermore that all, with their active 
and reactive behaviour, have the ability to influence the activity itself, collaborating posi-
tively, or posing obstacles which would hinder the possibility of the business reaching their 

planned objectives [22].

The concept of accountability is considered as one of basic principles in the process of change 

and reform in public administrations that, even in an Italian context where it has not found a 

specific translation, it has been interpreted in its acceptance of attitudes of being accountable, 
of transparency and responsibility, distinguishing the aims and the external or internal focus 

to the business [23].

Despite the proliferation of definitions proposed on the concept of accountability, they seem 
to be accumulated:

1. from the greater complexity of the contextualized concept in the public sector in respect to 
its application in the private sphere;

2. from necessity, in order to speak about accountability, of the presence on one part (accoun-

tee) that must wait for another (accountor), responsible for accounting for how to respond 

to the same.

Specifically, the concept of accountability in judicial offices requires a transfer of informa-

tion from the accountor (judicial office) to the accountee (citizen, political body, etc.) to 
whom the possibility of assessment of the public action based on the information obtained 

is recognized [24].

It can be stated that the aim is to create a ‘relationship’ between public administration and 
general stakeholders (stakeholder relationship), through a process of one-to-one communica-

tion (Figure 2).

In particular, in order to speak of judicial accountability, not only is the availability of infor-

mation a necessity but they must also have the characteristics of reliability, comprehension, 

accessibility, diffusion and distribution.

Finally, the process of accountability must foresee the possible judgement expressed by the 

accountee that represents feedback on the part of who receives the information towards who 

sends it.

The Managerial Perspective and Systems of Accountability in Judicial Offices
http://dx.doi.org/10.5772/67555

323



In merit of the focus that addresses the process of accountability, a relevant distinction is 

highlighted among

a) an external orientation. In this case, the judicial offices should demonstrate that they are 
accountable, assuming responsibility for their actions and the results obtained, communi-

cating them to the stakeholders, denoting transparency on the acquisition and the use of 

resources and on the performance achieved;

b) an internal orientation. In this hypothesis, accountability has a value as internal decision-

making support entailing utility towards managers and magistrates. This would allow 

these figures to assume responsibility in a conscious manner, acquiring greater aware-

ness about the objectives to be reached and regarding the necessity of accounting for the 

choices made and the results reached.

In order to better illustrate the different dimensions that can assume responsibility in judicial 
offices, it can be useful to consider a matrix analysis model composed of two principle dimen-

sions of analysis (Table 1): (a) the recipient of accountability (internal or external) and (b) the 

type of results on which accountability is founded (financial-economical or meta-economical).

As it can be easily inferred from this model, accountability applied to judicial offices appears 
as a complex concept characterized by numerous aspects. In an environment with ‘the need 
to account’, in fact, a multitude of functions and tasks are included.

In other words, therefore, the manner with which judicial administration ‘accounts’ to the 
citizens can be varied.

As has happened for various types of public administration, even for judicial offices, the evi-
dent gap created in the years between user expectation and the services actually delivered has 

contributed to raise awareness of the nature of public service, which must be delivered with 

efficiency and economy.

The need for reform processes that are capable, on one hand, of developing a greater consis-

tency between demand and supply of the services, and, on the other hand, of favouring the 

recovery of administrative action transparency and of the oversight on behalf of all the stake-

holders is thus rendered evident.

Figure 2. Relationship management with stakeholders. Source: personal elaboration.
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In other words, an evident need for new governance mechanisms and accountability logic in 

judicial offices that are compatible with the independence of the magistrature was created.

Intended in terms of taking on responsibility, as well as reporting accounts, accountability 

represents, therefore, a necessity in the public sector in general, and in the judicial system in 

particular.

Anywhere resources are used in order to guarantee the attainment of a result, be it of public 
interest, or in the interest of a few, there is the need to take on responsibility for the results 

and accounting for them, to verity if, and in what way, the awaited results were met.

From the above-mentioned considerations emerge, therefore, the particular significance of the 
process of accountability in judicial offices.

If, in fact, transparency and reporting accounts through methods that go beyond those 

imposed by law are useful for enterprises and can produce important benefits for them (trust, 
image, shares, etc.), for judicial office it is a duty towards the recipients of the accountability 
process, in respect to the purpose of collective interest of this type of ‘business’ and the rela-

tionship of trust on which their actions are based, namely, as the need for reporting accounts 

and taking on responsibility not only for the efficient use of resources but also for the result 
obtained in terms of output and outcome.

5. Conclusion

The attempt of adopting a managerial logic in the judicial sector is certainly more complex 
because the service rendered by the courts is characterized by publicity and by specific needs 
and rules that make it more peculiar.

Financial-economic dimension Social dimension

Internal accountability Function

Taking responsibility for the 

financial-economic results and the 
articulation of authority costs

Instruments

Oversight of management, ABC, 

remuneration tied to performance, 

etc.

Function

Taking internal responsibility for the 

strategic objectives

Instruments

Balanced score card, MBO, etc.

External accountability Function

Accountability and representation 

of costs and income of a financial 
nature

Instruments

Financial accounting

Function

Accountability and representation of 

effectiveness, social impact and mission 
consistency

Instruments

Social balance

Source: modified by F. Monteduro (Ed.) Amministrazione Pubbliche: principi e sistemi contabili. Aracne, Rome, 2006.

Table 1. The dimensions of judicial accountability.
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It is this character, however, that renders worthwhile each analytical attempt that aims to 
obtain a higher and higher level of satisfaction for the user.

Despite the evident need, the diffusion in the judicial offices (and therefore the same through-

out the judicial system) of accountability logic and managerial orientation that could promote 

the recovery of higher levels of efficiency is often opposed by constant reminders of the neces-

sity to guarantee the independence of magistrates. This independence is considered the most 

important ruling posed by the Constitution to guarantee individual freedom but, translating 

it into reality it is the principle element of a more complex immunization strategy put into 
place to oppose change.

Making the justice system more efficient with the knowledge that even justice is a stimulus factor 
for the economy and, moreover, can contribute to leading the country out of this crisis does not 

undermine the independence of the magistrate. On the contrary, the independence of the mag-

istrate is reserved for exercising its function, but the magistrature must also understand that it is 

part of a complex organization, whose rules of efficiency must be toughened and made binding.

In the countries in which the managerialization process of the justice system is more 
evolved, substantial compatibility between independence and accountability has been estab-

lished. Both, in fact, represent fundamental presuppositions of the public action of Judicial 

Administrations, in view of safeguarding collective interests.

Reducing the influx of judicial demand, increasing the adaptability of the judicial instruments 
and increasing the efficiency of the judicial organization: these are the three guidelines that 
can inspire a period of reform to address the emergency that involves justice in a manner that 

is no less worrisome than the economy.

In the knowledge that courthouses are not temples for novices, but a crossroads of social-

economic development of a country, it can be concluded that even a judicial office can no lon-

ger avoid the responsibility that is typical in every public institution of reporting the results 

achieved by reconciling a business approach with the provisions, the regulations and the 

directives that daily regulate judicial activity.
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