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Abstract 
Financial reporting is one of the key tools of Accountability. The government performs accountability through 
preparing and publishing financial reports to the citizens. In fact, democracy requires governments to be 
accountable against people who have delegated power to them. In Cash basis of accounting  only  receipts  and  
payments  have  been  emphasized. In this method, assets, liabilities, revenues and expenses do not be fully 
identified and reported. Although, accrual accounting is not the ultimate goal of financial reporting for enterprises 
but it is considered as a tool for changing the budgeting process from input cash to output. Governments hope to 
achieve more and better results from transferring to accrual accounting and get more managerial efficiency. The 
accrual basis establishment results in improving accountability, improving financial management, better financial 
performance comparison and stable government policy. Accrual financial reporting systems with an effective, 
powerful and high quality feature are considered the most comprehensive reporting system to enhance 
accountability and transparency for government financial reporting. 
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Introduction 
The attempt to define business views with 
government economic logic caused them to set 
aside budget and cash accounting methods and 
introduce accrual accounting system that has been 
entered from the private sector into the public 
sector. In fact, it was argued that without accrual 
accounting, some developments of modern public 
management will not be realized .It was expected 
that this change has enhanced response 
(particularly operational accountability) and in 
turn, improve management tools. Moreover, it is 
claimed that accrual accounting increases financial 
transparency of public organizations and the 
ability to match the real economic costs of results 
and thus provides better assess performance. 
Famous fans of accrual accounting believe in the 
statement “The only thing that can be measured 
can be managed”. They argue that because accrual 
accounting has the possibility of measured and 
accurate reporting of assets, liabilities, revenues 
and expenses, then could facilitate the 

management of these items (Rahmani and 
Gholamzadeh, 2010).  
Many developed countries and the developing 
ones, along with recent developments in the public 
sector in order to increase productivity and 
communicate the strategic objectives and the 
macro aims and also to strengthen their ability to 
respond are trying to change in governmental 
accounting level. Implementation of accrual 
accounting system that entered into force at the 
beginning of 2015 for Iran. In addition to the 
importance of the financial reporting method and 
accountability, provides a context for operational 
budgeting. Ministry of Economic Affairs and 
Finance as the governmental financial manager 
always improve public sector financial 
accountability and transparency and also 
government financial resource efficiency. Proper 
implementation of full accrual basis would 
complete government accountability. Moreover, 
the proper implementation of the approved 
budget, predicted projects and activities requires 
continued monitoring of people's representatives. 
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Proper acquisition and consumption of resources 
will be in order to achieve the approved objectives 
and this aim will be achieved through the financial 
and operational monitoring as well as the 
implementation of full accrual accounting system 
(Babajani, 2008).  
The right time to identify and record the revenues 
and expenses determines via accounting basis. In 
other words, the basis of accounting means that we 
choose one of the following time periods for 
identifying and recording revenues and expenses:  
 When occurring the expense or realizing the 

income, regardless of the time of payment an 
expense or receiving a revenue 
 while receipt of cash, regardless of the time 

of acquisition or realization of revenue and while 
the payment of cash regardless of time of occurring 
expense   
In the full cash basis, revenues are identified and 
recorded in the time of cash receipt and the 
expenses in the time of paying cash. In this 
method, the realization of revenue or the 
occurrence of expenses are not considered in the 
identification and recording. The biggest 
advantage of this system is its simplicity. Its 
application does not require a professional 
accounting skill. The greatest limitation of this 
method is that it does not report how to manage 
the government's long-term assets and liabilities. A 
key difference with the previous basis (cash basis) 
is that the real expense of an accounting period 
using the cash basis of accounting is not 
reportable. Choose the appropriate accounting and 
financial reporting purposes depend upon the 
objective of the reporting unit (Babajani, 2013).  
Although, accrual accounting is not the ultimate 
goal of financial reporting for enterprises but it is 
considered as a tool for changing the budgeting 
process from input cash to output. Governments 
hope to achieve more and better results from 
transferring to accrual accounting and get more 
managerial efficiency (Wynne, 2003). The accrual 
basis establishment results in improving 
accountability, improving financial management, 
better financial performance comparison and 
stable government policy (Ofoegbu, 2014).  
Accrual financial reporting systems with an 
effective, powerful and high quality feature are 
considered the most comprehensive reporting 
system to enhance accountability and 
transparency for government financial reporting 
(IFAC, 2014). 
 
Research Literature 
In the Oxford Dictionary accountability means the 
requirement for a person to give a statement or 
explanation about his/her performance and 
responsibility. Responsibility is an ethical or legal 

obligation to take care of something or to perform 
a task that a responsible person due to preventing 
damage or failure try to do his/her best supposed 
not to be blamed (Hupkes et al, 2005). 
Accountability is a duty that individuals prepare 
convincing explanations for doing their functions 
and obligation and offer reports. Accountability 
covers two functions: To perform specified action 
and provide logical reasons for action done 
(Babajani, 2000). 
 
Types of accountability 
Vertical accountability: accountability of the 
executive to the Minister (or higher the Minister) 
or vertical accountability to Parliament.  
Cross Accountability: That is accountability 
hierarchy of organizations through supervisory 
bodies (inspectors, auditors, etc.)for organization 
performance.  
Horizontal accountability: accountability of 
organizations which are in a range line and similar 
nature of activities based on the same legal 
obligations (Bovens, 2006).  
It is related to lack of sufficient attention to the 
concept of public accountability by managers of 
large organizations in the public sector. Lack of 
citizen's requests about accessing the right to the 
facts and monitoring public economic and financial 
resources are some reasons that faced Iran public 
sector financial reporting system with challenge. 
Therefore, lack of a proper system of financial 
reporting and the preparation of balance sheet and 
other financial statements, including report of the 
assets, liabilities, revenues and expenses is 
necessary in the public sector reporting. So, to 
access clear, high-quality and timely financial 
information and its usefulness in decision making 
by managers, full accrual accounting has a good 
capability. The accountability in cash accounting 
system is incomplete and leads to financial 
disturbance and financial disturbance would be 
the field of corruption (Ghoreishi et al, 2014).  
Theoretical Foundations of governmental 
accounting emphasize on accounting systems and 
financial reporting based on accountability. 
Accounting and financial reporting system also 
acts as a tool for officials' accountability on the one 
hand and as a tool to assess the accountability of 
elected officials by citizens on the other hand 
(Babajani, 2003).  
The purpose of financial accountability is not 
limited to ensure proper use of funds in the budget 
and achieving annual goals organization. 
Accountability needs to be expanded so that 
includes success in a certain economic stability. 
The main tool of financial accountability for 
governments generally include budget reports, 
annual accounts (financial statements) and reports 
of organizations 'independent public research.  
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Elements in a financial reporting system are as the following diagram: 
Elements of a financial reporting  

 
 
In assessing of financial reporting systems study 
the basic elements of the system that include 
internal accounting system, financial reporting 
requirements, features of users and control 
mechanisms and monitoring is so important 
(Keating and Frumkin, 2000). 
But we must consider that financial reporting is 
not the only source of information used for 
decision making and accountability and it cannot 
ensure the fairness of government operations but 
it can play a useful role to achieve the objectives of 
governmental financial reporting (Saffar and 
Rahimian, 2001). 
 
The advantages of accrual accounting in the 
public sector 
1. Developments and reforms in public sector 
management 
2. Study of many countries’ experience indicates 
that using this basis has caused an important 
developments and reforms in the field of 
management 
3. Removing the problems and failures of utilizing 
cash accounting basis 
4. Using cash basis of accounting cannot simply 
present a favorite picture of financial position and 
financial performance of an institute. Because only 
focus on inflow of financial resources. 
5. Using accrual accounting can remove many 
failures in applying cash accounting. 
6. To improve management of assets and liabilities 
base on economic resource inflow 
7. The accrual accounting can coordinate all the 
accounting system in total levels of the public 
sector 
8. Governments tend to provide goods and services 
with the best quality. Some scientists believe that 
global competition in the next two decades will 
force all countries to use accrual accounting in the 
public sector. Sever economic problems are one of 
the drivers of change in the system of public sector 
accounting and financial reporting of the 
companies. 
9. Using accrual accounting can improve integrity 
and reliability level of financial information. 
10. Corruption and fraud phenomenon can 
partially be reduced and controlled using the 
accrual basis of accounting in public sectors 
(Ghoreishi et al, 2014). 
 

Public sector financial reporting purposes 
Today, using the accrual basis of financial 
reporting can evaluate the performance of public 
sector information such as the cost of programs 
and services, evaluation of resources used, 
efficiencies, cost reduction and programs 
economies. In this way the organizations can meet 
the main goal that is response to the citizens. 
Accountability through financial reporting based 
on accrual basis should be developed in such a way 
that contains the success of economic stability. Of 
course, we must consider financial reporting on 
accrual basis is not the only source of information 
for decision-making and accountability to citizens. 
In many cases, users of financial and non-financial 
information can access information from other 
sectors of society such as economic reports (Saffar 
and Rahimian, 2001). 
 
Accrual accounting and Performance Budgeting 
and Accountability 
With proper implementation of accrual accounting 
condition can be provided for implementation of 
Performance Budgeting and the organization 
assessment can be a real evaluation and budget 
settlement reporting will be a comprehensive 
report. The implementation of this basis causes the 
appropriate allocation of resources and accurate 
calculation of the cost of services. Then budget can 
be purely achieved based on resources rather than 
bargaining. Thus, accountability will be improved 
in governmental agencies. Accrual accounting is a 
cost base in operational budgeting. Accrual 
accounting information is a mechanism to support 
decision-making and better resource allocation 
(Ijiree, 2004).  
In a society that citizens know their economic 
rights, want accountability, efficiency, effectiveness 
and plans and programs economy. using 
professional officials , training managers and even 
employees to know the goals of the organization 
better , monitoring and evaluation of projects and 
programs and ... are of other approaches that could 
be used to deal with problems in budget 
formulation and budget execution used in Iran. 
This requires activities and cooperation of all 
responsible experts (Safari and Gholamrezaee, 
2006).  
The main tasks of General Treasury in 
implementing the operational budgeting are 
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preparing Government Accounting Standards with 
emphasis on the use of accrual basis, reviewing 
governmental accounting headlines through 
accrual approach, using information technology 
and organizing financial issues , education and 
training of financial managers and treasury officers 
(Hassanabadi and Najjar Sarraf, 2007). 
 
Research history 
Tudor thinner and Motive (2005) examined the 
cash accounting against the accrual accounting and 
they replied to this question, whether the 
transition from cash accounting to accrual 
accounting in the public sector is beneficial or not. 
The results showed that the implementation of 
accrual accounting requires the development of 
future systems and improving administrative 
procedures. In order to ensure fully, timely and 
accurate accounting information, officials should 
design a legal framework for that. Today trying to 
remove this problem is essential (Tiron, and 
Mutive, 2005). 
McPhee (2006) researched on the subject of how 
accrual accounting improves accountability and 
strategy. He concluded the selection accrual 
system in the public sector increase government 
accountability to its clients, better financial 
management and the ability to compare the 
performance of management in various fields 
(McPhee, 2006).  
Hyndman Claus (2010) performed a research and 
showed that movement from cash to accrual 
accounting in many governments has been 
designed as part of the new management agenda. It 
can be used to achieve greater focus on the 
performance of the underlying businesses in public 
sector. Proponents of this system argue that the 
items of accrual accounting provides suit 
information for decision makers and ultimately 
lead to better performance and more efficient in 
public sector (Hyndman, 2010).  
Rafiee (2007) in his research entitled "Application 
of full accrual basis in governmental accounting” 
came to the conclusion that accrual accounting in 
most cases, may lead to inaccurate and misleading 
information to users of financial reports in unusual 
situation (Rafiee, 2007).  
Saber (2008) in their study examined “Barriers of 
reporting on the basis of accrual accounting in the 
public sector. The results showed that the most 
important barriers are: 
1. Lack of capacity and financial regulations and 
accounting rules 
2. Lack of necessary human resource capacity 
3. The lack of capacity of government accounting 
standards and procedures (Saber, 2008). 
Biglrkhany(2009) by conducting a study to 
determine the need for transition from cash to 
accrual accounting system of government in Iran 

examined strategies used in other countries 
(Biglrkhany, 2009). 
 
Research method 
The method of current study is descriptive method 
and to collect data, a text mining and a library 
method was used. In this study, literature and 
research history reviewed by referring to books 
and scientific articles and other essays. 
 
Conclusion 
Theoretical Foundations of governmental 
accounting emphasize on accounting systems and 
financial reporting based on accountability. 
Accounting and financial reporting system also 
acts as a tool for officials' accountability on the one 
hand and as a tool to assess the accountability of 
elected officials by citizens on the other hand. 
Indeed, In fact, democracy requires governments 
to be accountable against people who have 
delegated power to them. In Cash basis of 
accounting only receipts and payments have been 
emphasized. In this method, assets, liabilities, 
revenues and expenses will not be fully identified 
and reported. Although, accrual accounting is not 
the ultimate goal of financial reporting for 
enterprises but it is considered as a tool for 
changing the budgeting process from input cash to 
output. Famous fans of accrual accounting believe 
in the statement “The only thing that can be 
measured can be managed”. They argued that 
because accrual accounting has the possibility of 
measured and accurate reporting of assets, 
liabilities, revenues and expenses, and then could 
facilitate the management of these items. The 
accrual basis establishment results in improving 
accountability, improving financial management, 
better financial performance comparison and 
stable government policy. Accrual financial 
reporting systems with an effective, powerful and 
high quality feature are considered the most 
comprehensive reporting system to enhance 
accountability and transparency for government 
financial reporting. Accountability needs to be 
expanded so that includes success in a certain 
economic stability.  
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