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entities. These bodies have been sanctioned by the
American Institute of Certified Public Accountants
(AICPA) to establish accounting principles pursuant
to Rule 203 of its Code of Professional Conduct. Rule
203 provides that an auditor should not express an
unqualified opinion on financial statements that are in
violation of the standards established by the designated
authorities. In addition, the AICPA provides accounting
guidance on issues not yet addressed by either the
GASB or the FASB. Its guidance is incorporated into
“industry audit guides” and ‘‘statements of position”
(SOPs) which are all part of the FASB’s Accounting
Standards Codification as of July 1, 2009.

Governmental entities produce financial statements
in several forms. It may be a set of basic financial
statements, a comprehensive annual financial report or
(“CAFR,”) a popular or citizens — centric financial report
or even a performance based financial report. A majority
of governmental entities also provide their financial
statements on the Internet using either Hypertext
Markup Language (HTML) or Portable Document
Format (PDF) document and thus do not routinely have
to send their reports to the local newspaper. In fact, few
local newspapers have reporters who can understand
and interpret these reports.>

Citizens obtain financial data through a variety of
“filters,” including civic associations, political action
groups, newspapers, TV, and radio. Even if they do not
pay attention to the annual report, they most definitely
take notice during instances of fiscal mismanagement or
other unforeseen circumstances that cause unexpected
revenue shortfalls or cost overruns. The extent to which
donors and members of not-for-profit organizations are
interested in either the financial statements themselves
or the data derived from them depends largely on the
size of the organization and their involvement in it.

Financial statements demonstrate what happened to an
entity in the past. But they present the evidence from
the perspective of the accountant who prepared them.
Other accountants may describe the events differently.
The underlying accounting principles dictate how the
evidence is presented. Accounting principles can—and
frequently do—have economic consequences. Important
decisions and determinations are made on the basis
of financial data as presented and without adjustment
as current reporting practices are anything but user
friendly. Users of these reports also notice that there
are multiple views of similar elements of the financial

If governmental entities utilize XBRL (eXtensible Y
Business Reporting Language) for financial reporting,
financial data will be more user-friendly, allowing for

extensive analysis of financial data and performance measures

(www.xbrl.org).

The Opportunities and Challenges of Public
Sector Accounting

Dr. Saleha B. Khumawala, Ph.D. CPA
Professor of Accounting & Taxation
Director of Microfinance

C.T. Bauer College of Business
University of Houston

Houston, Texas, USA

The current dynamic and changing global
environment presents intellectual challenges for public
management. It also highlights the importance of
Government and Not-for-Profit accounting which has
changed dramatically in the past few decades. For the
most part, the accounting issues faced by governments
and not-for-profit organizations are far less tractable
than those encountered by businesses. Businesses have
the luxury of directing attention to profits—a metric that
is relatively easy to define—in as much as the overriding
objective of businesses is to earn a profit. Governments
and not-for-profit entities (NFP), by contrast, have
broader, much less clear-cut goals. They must determine
not only how to measure their performance, but also
determine what to measure.

This area is becoming increasingly more
important as most governments and not-for-profit
organizations actively seek to improve their ability to
provide vital services more efficiently and effectively.
As a result, the governmental and not-for-profit sectors
provide a growing market for public accounting firms in
providing accounting, auditing, and consulting services.
Opportunities for professional accounting and auditing
careers in government continue to grow as well. Most
professionals can expect to have some involvement
with government and not-for-profit entities during their
professional careers, either as a Controller/CEO of a
governmental/NFP entity, as an auditor with a public
accounting firm or State Auditor, or as an accountant
or financial manager with such an entity, be on the
Board of a NFP or even hold a public office. Hence,
the accounting profession is certain to be dealing with
fundamental questions throughout the professional
careers of today’s public managers (bureaucrats) and the
institutions that they serve (bureaucracies).

In the United States, the primary standards-setting
authorities are the Governmental Accounting Standards
Board (GASB) for state and local governments (non-
federal governments),! the Financial Accounting
Standards Advisory Board (FASAB) for the federal
government and the Financial Accounting Standards
Board (FASB) for not-for-profit (non-governmental)

GASB 1¢3; GASB Structural Agreement (Jan. \
1984.)
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