RESOURCE ACCOUNTING AND BUDGETING
· The white paper ‘better accounting for the taxpayer’s money’ set out the governments proposals for ‘resource accounting and budgeting in government’ in July 1995 (RAB).
· It recommended preparing accruals-based resource accounts, and changing the survey and estimates from a cash-basis to a resource-basis called resource budgeting.
· Resource accounts are different to cash accounts because they will include information on:

· the classification and value of all assets and liabilities.

· the cost of capital over time and a charge for depreciation.

· timing differences in the recording of debtors, creditors and stocks.

· Resource accounting is more than simply preparing accounts on an accruals basis.

It provides a number of benefits

· An accurate way of measuring all resources consumed, and give better information on the cost of providing services.

· A better accounting basis to reflect the significance of capital.

· A reporting structure that matches resources with departmental objectives.

· Linking those objectives to quantifiable measures of output and performance.

· A more straightforward way of comparing public service organisations with each other, and with the private sector. 

· Resource accounting will follow UK GAAP as far as is practical in the public sector.

· Resource accounts will provide the basis for the new system of public expenditure planning called ‘resource budgeting’

Under this system there will be:

· an accruals-based resource budget for each department,

· an associated financing requirement for each budget,

· an analysis of how resources allocated will contribute to departmental aims, objectives and outputs.
· RAB fits within and supports the new fiscal framework, announced in the ‘Economic and Fiscal Strategy Report’ (June 1998).

Two key fiscal rules will apply:

· The ‘golden rule’ that over the economic cycle, the government will borrow only to invest and not to fund current spending.

· The ‘sustainable investment rule’ that the net public debt as a proportion of GDP will be held at a ‘stable and prudent level’ for the economic cycle.

· It requires that the full costs of all resources consumed in delivering government policies are reported and analysed.

· It provides the information necessary to control spending in line with the new fiscal policies.
· The government has set out its commitment to produce GAAP-based whole of government accounts, for the public sector.

· The new ‘public expenditure survey’ will

· Contain both accrual and cash based financial flows,

· Clearly separate and identify current and capital spending plans,

· Take full account of the resource implications of agreed policy outputs.

· Each department will also have to produce a ‘Departmental Investment Strategy’ (D.I.S.) to show capital resource requirements and how they will be used to meet objectives.

· There will be a reconciliation between the resource budget and the net cash requirement.

Resource Accounting

· Resource accounts include the following statements:

· summary of resource outturn

· operating cost statement, including a commercial style ‘statement of recognised gains and losses’.

· a balance sheet.

· a cash flow statement.

· a statement of resources by departmental aims and objectives.

· notes to the accounts.

· The balance sheet will represent ‘taxpayers’ equity’, which is made up of the general fund and any other reserves held by the department such as donated assets reserve, revaluation reserve, government grant reserve.

· So why was it necessary for such a dramatic change?

· Firstly, the electorate and markets leave the government no choice but to persist with tight public spending limits.

· Secondly, the labour government has an ambitious policy agenda and will have to find some additional resources (despite the spending reviews) to prevent the long-standing squeeze on running costs from intensifying.

· RAB enables public sector financial management to match the radical changes taking hold in the private sector.

· Saving’s targeted should at least equal those currently being achieved from benchmarking private sector finance functions.

· The introduction of commercial style accounting for fixed assets should be seen as a change to harness the tremendous strength of the public sector in capital project appraisal, into the even larger task of properly managing the existing asset portfolio.

· The national asset register without resource accounting is a catalogue for a fire sale, with it, and professional management advice, it can become a serious attempt to get the best over the long term from a huge pool of assets which belong to all of us.
· Integrating valid measures of financial and non-financial performance into a holistic approach to organisational management, would shift government from a pre-occupation with input costs towards budgeting and management by output.

· Commentator’s have pointed out the difficulty of imposing resource accounting on the MOD against a background of what some have called reinventing government as business.

· The basic difference between the government and its aims, and a private business and its aims are already forcing changes to the commercially derived resource accounting concept.

· There is evidence that some government agencies already producing resource accounts simply run them as an exercise, while actually operating on the traditional cash basis.

· The problem of ‘creative accounting’ could become prevalent in government accounting practices.

· There is a difficulty in valuing certain public assets eg heritage sites – castles; parks and open spaces; road network.

· What should be the basis for calculating the ‘cost of capital’ in the public sector?
· There is resistance to the concept.

· Those who see the exercise as being purely academic, and unlikely to yield useful information.

· Those who resist the process because they do not like the results.

For example – managers who want to portray their markets or their car parks as profitable activities do not appreciate the accountant who tells them that these are actually loss-making activities.

· Furthermore, a councillor who has pressed for the construction of a new Heritage Centre, using European and other external sources of funding, does not appreciate the accountant who insists on introducing a capital charge and ‘creating the impression’ that the Heritage Centre is expensive.
