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ABSTRACT 

 

We review and compare the accounting principles applied by public institutions, namely universities in Anglo-

Saxon and post-Communist countries. We show, that the principle of going concern results in accrual 

accounting in Anglo-Saxon countries, while in post-Communist economies, especially in Hungary, the cash 

method is applied. The most important issue of Hungarian public universities’ accounting system is to create 

information for the managing authority, and all other information functions are almost totally neglected. In 

Australia, the USA or the UK, a similar approach is used to gain information, in both the private and public 

sectors; therefore easily comparable data sets are available. 
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1. ACCOUNTING REGULATIONS OF HUNGARIAN PUBLIC UNIVERSITIES 

In Hungary, as in most post-Communist economies, State-owned higher education institutions are central 

budget organisations empowered with full authority to operate independently with Treasury funds. They come 

under the control of the Ministry of National Resources, which is the managing authority. They may operate 

independently with both State and own property, budget appropriations and income from any other sources. The 

appropriation residue that has been set aside for already undertaken obligations, can be used for institutional 

tasks in the following year. The basis of their operation is the ‘basic institutional budget’ approved by the 

managing authority. The appropriation quotes of the basic institutional budget (cash in- and outflow forecasts) 

are determined by the managing authority in its annual budget, according to, and within the framework of the 

approved rules and forecasts of the Republic of Hungary.  

 

Hungarian universities, as public institutions financed by central government, apply a special cash method 

reporting system instead of accrual accounting. The major legislation concerning the accounting of Hungarian 

higher education institutions as budgetary bodies, is found in Act C of 2000 on Accounting (Law of Accounting 

- LAcc.) The obligations of budgetary organisations regarding reporting and the supporting accounting are, 

owing to their unique operating environment, regulated by Government Decree No. 249/2000. (XII. 24.) on the 

Special Features of the Reporting and Accounting Obligations (SFRAO) of organisations financed from the 

central budget. The decree is based on and is within the framework of LAcc. Consequently, Hungarian higher 

education institutions are obliged to prepare their accounting reports in accordance with the unique regulations 

defined in the SFRAO and the frameworks stipulated in LAcc. As a result of the appropriation-residue oriented 

operation and the supply of data required for the preparation of a cash basis elementary budget, budgetary 

organisations keep modified cash basis records of every transaction affecting their financial status and assets, 

                                                 
1  We would like to thank Katalin Borbély’s comments and suggestions for the previous version of this paper. 
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using double entry bookkeeping, which they balance at the end of the given financial year.
2
  [SFRAO 8. § (1, 2)] 

The required reports disclosed by the universities are a quarterly balance sheet report, biannual financial report 

and an annual financial report. The annual financial report contains the balance sheet, the statement of cash flow 

– which is compiled in a similar form and structure as the government’s elementary budget – the appropriation 

residue statement and the notes. 

 

The authority’s supervision is carried out through the financial reports, but the information is likely to be hard to 

interpret for those other than governmental bodies. Moreover, several studies argue that accrual basis accounting 

in the public sector ensures better planning, financial control and decision-making, and opens up new ways for 

measuring business performance and efficiency (Borbély and Evans, 2006). It is worth noting that the 

Hungarian authority made an attempt to introduce the accrual method for public institutions in 2010. According 

to the regulation on ‘The accrual basis accounting and reporting’, published in SFRAO (44/B. - 44/P.), and 

modified with effect from 1 January 2010, budgetary organisations besides the ‘normal’ cash method 

accounting report were obliged to prepare accrual basis annual financial reports as well. However, with a 

modification the regulation was repealed. According to the original intention, the budgetary bodies concerned 

should have prepared an annual financial report based on accrual bookkeeping with the original interpretation of 

the principles set out in LAcc, as well as the ‘normal’ financial report based on modified cash basis 

bookkeeping. As part of the annual accrual basis financial report, balance sheets, income statements and notes 

different in structure and content from the annual financial report, should have been prepared. According to 

transient regulation, transactions that occur during operation should have been booked using accrual basis 

accounting as well (resulting in bookkeeping every transaction twice). Moreover, besides filling in obligatory 

forms attached to the financial reports, there should be another financial report prepared in the usual way by 

business enterprises. It is likely that the original decree was repealed owing to the additional labour and cost 

requirements for the introduction of an accrual basis accounting system. 

 

2. ACCOUNTING PRINCIPLES AT PUBLIC UNIVERSITIES IN HUNGARY  

The financial reports of Hungarian universities exhibit series differences to those of private firms. The main 

differences arise from the redefinition of accounting principles in SFRAO. The principle of going concern is of 

great importance during the preparation of higher education institutions’ financial reports as, owing to the 

responsibility of fulfilling public functions, the management of the institution should operate with elaborate 

planning, a rational economic approach and careful workforce management. According to the principle of full 

disclosure and periodicity, all information and values pertaining to the financial position of a business must be 

disclosed in the annual report, but cash in- and outflows after 31 December should be booked into the following 

financial year, even if they belong to the operation of the actual financial year. The principle of consistency 

should be ensured by the system and the standard set-up of the cash flow statement, identical to that of the 

elementary budget, and the accounting policy of public higher education institutions. The reports of higher 

education institutions, as opposed to corporate financial reports, are not based on the accrual method; the most 

important indicator of the efficiency is the appropriation-residue, which is the difference between the actual cash 

in- and outflows in the financial year. Consequently, the matching principle cannot be applied to the Hungarian 

central budget environment, even though the Government decree implies its application. Similarly, the 

conservatism principle cannot be applied to financial environments of appropriation-residue oriented 

organisations. Recognising depreciation and value losses of assets is obligatory for public higher education 

institutions, irrespective of ‘efficiency’, but the recording of these does not affect the appropriation-residue. In 

the public sector, in accordance with the principle of non-compensation, revenues and expenditures should not 

be offset against each other, which is assured by the forms, identical in structure to the elementary budget, to be 

filled in as parts of the statement of cash flow. The second pillar of the non-compensation principle, which states 

that liabilities (claims and commitments) cannot be offset against each other, should be applied during the 

bookkeeping of higher education institutions. Financial reports of public universities are prepared using the cash 

method of accounting, and cover a given calendar year. Therefore, only expenditures actually paid in the given 

year and revenues actually received in the given year may be booked as revenues and expenditures, respectively, 

                                                 
2 Financial year matches the calendar year. [SFRAO 5. § 4.] 
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for the given financial year. Consequently, the accrual principle cannot be applied in this uniquely regulated 

environment. The application of the materiality principle is ensured by the accounting policy prepared by the 

institutions, in accordance with Section 8 (5) of SFRAO. This policy regulates significant and non-significant 

items of accounting and evaluation. The principle of cost-benefit comparison does not apply in the financial 

reports. As with the comparison of the usefulness to the related costs of information in the financial reports, we 

cannot calculate with the preparation costs the compulsory information that must be included in the report, in 

accordance with the relevant Government decree. Moreover, measuring the usefulness of information in 

financial reports is not the task of the university, but that of the recipient of these financial reports. Higher 

education institutions apply the principles of objectivity, clarity, continuity, item-by-item evaluation and 

substance over form, in accordance with the general principles set out in LAcc or in the IFRS/IAS.  

 

3. FINANCIAL REPORTING SYSTEMS OF UNIVERSITIES IN ANGLO-SAXON COUNTRIES 

The accounting regulation applied to Hungarian public universities is not unique. However, most countries take 

a different approach. With the evolvement of the market economy and the capital market, cash basis accounting 

was replaced by accrual accounting based on the matching principle. This method is used at various 

organisations in the institutional, budgetary sector (Fekete, 2009). However, the Hungarian system is special 

since companies and budgetary institutions apply different methods of accounting. Consequently, presenting 

assets and profits and losses in a cash basis environment is often unmanageable with the usual analysis 

techniques. Pallot (1992) points out that the increasing information demand towards the operation on public 

funds has a great influence on the accounting practices of the public sector. In his work he argues for a more 

detailed and transparent presentation of available resources, and advocates the use of accrual basis accounting in 

the accounting practices of budgetary organisations, on the grounds of it being widely accepted in society.  The 

need to use accrual basis accounting based on the principles of clarity and intelligibility is not solely a social 

claim. For a comparison at international level Broadent and Guthrie (1992) recommend the use of a standardised 

performance-oriented accounting system in the institutional sector, that reflects the sector’s special properties in 

terms of accounting. The empirical analysis regarding the institutional sector's performance has revealed 

cyclicality, which underlines the extraordinary importance of the above facts.  

 

Carnegie and West (2003), focusing on museums and libraries, discuss the connection between accrual basis 

accounting and the reporting obligation of budgetary bodies that are different in their scope of activity from 

higher education institutions. Here, business activities are mostly secondary, so the advantages of accrual basis 

accounting do not have a great effect, but its complexity does. Carnegie and West (2003) admit that corporate 

reporting systems are more beneficial than the amount they cost, at institutions where long-term business 

transactions are typical, but they claim that, generally, it is not necessarily desirable to follow the New Zealand 

or Australian method and use accrual basis accounting in the case of budgetary bodies. They support this claim 

despite the fact that Potter (2002) elaborated, in his analysis a year earlier, that in Australia, the ‘new’ 

proceedings in accounting mean a great step forward in the operation of budgetary bodies, and the availability of 

information published by them. 

 

According to Barton (2005), the application of accounting procedures used in the corporate sector on budgetary 

bodies could result in misleading figures. During the development of accounting systems the authorised body
3
 

should take the needs of the ‘customer’ of the data into account, and use them as a basis.  This fact was not 

disregarded when the switch was implemented in Australia, so the AAS 29 and the AAS 31
4
 discuss the unique 

situation of budgetary bodies in great lengths, redefining it in part. At the same time, the structure and content of 

the presented information follows the corporate pattern; the difference means extension. Barton (2005) finds that 

the application of the matching principle improved the efficiency of the sector, and its presentation promoted the 

well-informed nature of the enquiring parties.  

                                                 
3 Standard constituent committee as IASB (International Accounting Standards Board), AASB (Australian Accounting 

Standards Board), or the committee set up in Hungary by MKVK (Magyar Könyvvizsgálói Kamara;  Chamber of Hungarian 

Auditors). 
4 AAS – Australian Accounting Standard; AAS29 – Financial Reporting by Government Departments; AAS31 – Financial 

Reporting by Government. 
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A similar fundamental question is whether the State-founded higher education institutions really belong to the 

public. If we examine the operation of our colleges and universities we realise that in terms of their operation 

they resemble business associations as they compete for available resources, aim at efficiency, high performance 

and the increase in ‘output’, which makes their operation identical to corporate operation. Nagy and Robb 

(2008) introduce a new term when they refer to universities as corporations, using the term ‘corporate 

university’. They prove deductively that higher education institutions appear not as public properties, but as 

competing corporations, since they compete in the market (for students) and lobby politically (for resources), 

and aim at allocating the scarce resources optimally. It is important to add that social investments are beginning 

to play an increasingly important role in the operation of corporations, while higher education institutions realise 

a reversed tendency. So the difference between the two types of organisations is decreasing.  

 

It is difficult to understand the different standards of reporting even though we need to realise that, in the 

structure of reporting obligations of budgetary bodies, the aim is not to provide detailed information, but to 

simplify the preparation of the budgetary balance, and the audit carried out by the State as proprietor.  

 

Edwards et al. (2002) expressed similar views when they analysed the higher education accounting and budget 

system of the United Kingdom. According to their arguments, the neo-liberal economic wave, which started in 

1993, put a new type of responsibility on the management of institutions, since decision-making requires 

detailed background information. Essentially, as these decisions are managerial, executive ones, the decision-

makers cannot afford not to introduce management information systems, which can easily provide basic data of 

the accounting system. Edwards et al. (2002) point out the easily recognisable changes in the operation of 

budgetary bodies, owing to the ‘new’ economic background, which reflects the managerial attitude and 

operational steps based on economic rationality.   

 

Coy et al. (1997) examined 32 New Zealand higher education institutions. The financing structure of the 

examined institutions on average were as follows (for 80 thousand full-time equivalent students): the state 

budget appropriated 1.25 billion dollars to higher education; the tuition fee income was 300 million dollars; and 

20% of the full institutional budget came from the so called spring tuition fees.
5
 After the financing reform of 

1984, the state budget requires institutions to produce income, a negligible amount of which comes from loans. 

It is an important fact that, in this case, the amount of support from alumni, donors and sponsors is also 

negligible.
6
 Consequently, creditor information provision is not dominant as long as the State budget undertakes 

guarantees for the institutions’ obligations, which change greatly when taking institutional autonomy into 

account. 

 

Guthrie (1998) reviews the Australian budgetary bodies’ accrual basis accounting practices, and examines the 

accounting and financial management issues of the institutional sector. He comes to the conclusion that the 

switch to accrual basis accounting has brought significant changes. The terms deficit, loans, liabilities, assets 

and operating profit and losses gained new meaning, which changed the operational abilities of these institutions 

fundamentally. Boradbent (1995) draws our attention to the aspect of cultural differences, in connection with the 

interpretation of information borderlines found in international comparisons. 

 

The rather complex regulations regarding the higher education institutions of the United States are also worth 

mentioning, as they differ slightly from the ones mentioned above. Before 1995, the auditing regulations of the 

American Institute of Certified Public Accountants’ (AICPA) were applied to both public and private 

institutions’ reporting obligations. From this date on, the regulations of the Financial Accounting Standards 

Board model were applied to private institutions, and recorded in the Statement of Financial Accounting 

Standards (SFAS) Nos. 116 (1993a), 117 (1993b), and 124 (1995), while in the case of public institutions, the 

standards 33 (GASB, 1998), 34 (GASB, 1999a) and 35 (GASB, 1999b) prepared by the Governmental 

Accounting Standards Board were applied. It is worth noting that although there is a significant difference 

                                                 
5 These fees only accounted for 5% of the total in 1984. 
6 As opposed to the practices in US and UK higher education. 
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between the two approaches, both are accrual basis in method. Fischer (2010) reviews the transient periods 

regarding the switch in great detail, and reports high transients. 

 

Altogether we state that, according to Anglo-Saxon practices, not only the interests of the managing authority 

represented in the preparation of accounting figures reviewing the higher education institutions’ financial state 

and operation, but also the other stakeholders’. 

 

4. NOTES AND SUPPLEMENTARY INFORMATION TO THE ANNUAL REPORT 

From another point of view, it is common practice in a corporate environment for business operators to provide 

detailed analyses with indices and other measures of operational performance, in the periods prior to the current 

one, in the notes to the financial report. The managing authority's demand for such indices showing performance 

appears in the institutional development plans stipulated for Hungarian institutions of higher education. The 

expectations regarding these indices are, however, unspecified. Consequently, the institutions may specify these 

within their own power. The advantage of these index systems is clear,  since with their help one can provide 

comprehensive and clear information regarding the institutions’ operation. The fact that we can find such 

systems at international level is not a coincidence.  

Smith (1995) analyses the performance evaluation methods based on indices in the United Kingdom. He 

expresses severe criticism as many had high hopes of the performance-increasing effect of the use of such 

indices, but in most cases they disregarded the costs required for the introduction of such systems, and the 

income loss from transactions not measured by them. He emphasises the disfunctionality of index systems 

regarding institutions, which are the result of power struggles, supported in many cases by the decision-makers. 

Smith (1995) claims that the philosophy of performance indicators is usually based on inadequate models, so 

they fail to function in many cases and cause improper operation. We should bear in mind that considering such 

norms as performance indicators, especially if they serve as a means for resource allocation, may have high 

motivational effects. When the regulator stipulates the introduction of such indicators, the fact that such a step 

influences the operation to a great extent cannot be disregarded.   

 

In his study, Modell (2004) introduces the strategic, purpose-oriented index systems used in the public sector, 

which target the multi-dimensional measurement of performance, e.g. he introduces the Balance Score Card 

(BSC) system, which is gradually gaining ground in the operational practices of budgetary bodies. Modell 

(2004) admits that it is necessary to use a basic information system, and tries to alleviate the disapproval based 

on the afore-mentioned problems with the indices. Examining the basic questions of performance evaluation, he 

admits that they effect the operational level, which is more favourable than the financial control that often 

affects the institution management exclusively and results in a centralised business operation.  

 

5. CONCLUSON 

We conclude that the financial reporting of Hungarian public higher education institutions differs greatly from 

the accrual type of accounting reports used in the corporate sector. In contrast, accounting information provided 

by higher education institutions in Anglo-Saxon countries is similar to information presented by business 

enterprises. Additional information, based usually on the use of indices, shows significant differences, but the 

greatest importance of these indices lies in operational motivation, so these differences are acceptable. 
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