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From cash-based to accrual accounting 
- Hesse’s path to commercial financial reporting -

14/7/1998 Resolution by the government of Hesse to introduce commercial 
accounting

2/6/1999 Resolution by the government of Hesse: implementation 
throughout Hesse by 2008

since 2003
Court of Auditors: audit procedures for selected opening balance sheets 
and annual accounts issued by individual accounting areas of the State 
of Hesse Group, with assistance from outside auditors

since 2007 Court of Auditors: pilot audit procedures for the opening balance sheets 
and annual accounts of all Hesse’s higher state authorities

20/11/2009 Presentation of the consolidated opening balance sheet of the 
Federal State of Hesse, audited by the Court of Auditors of Hesse

2/11/2010 Presentation of the first consolidated account of the Federal State 
of Hesse, audited by the Court of Auditors of Hesse

Moderador
Notas de la presentación
Hesse is not the first federal state to have commercial end-of-year accounts, but it is the first to have an audited balance.
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The Court of Auditors as advisor in the process of developing The Court of Auditors as advisor in the process of developing 
publicpublic--sector accounting standardssector accounting standards 

- legal bases legal bases -
• Section 33 a HGrG (f.v.)*: Public-sector accounting according to the 

principles of proper bookkeeping in faithful application of HGB** 
(additional, optional) 

Hesse decided at an early stage to adhere closely to the accounting 
principles of  HGB**

• Section 1 a (1) HGrG (n.v.)*: The budget can be managed according to 
the principles of public sector double-entry bookkeeping as established in 
Section 7a (as of 1 January 2010)

Under Section 7a HGrG* (n.v.), the accounting principles of 
HGB** are mandatory for public entities that decide to pursue 
commercial bookkeeping.
*German law on public-sector budget principles (f.v. = former version / n.v. = new 
version). **German Commercial Code 

Moderador
Notas de la presentación
The actual design of the accrual accounting could vary according to the interpretation of Section 33a HGrG (f.v.) in the light of HGB, as well as international accounting standards (e.g. IAS/IFRS or IPSAS as a filler).

Use of the German Commercial Code instead of international accounting regulations because:

the HGB involves a conservative and more objective profit assessment. At least the conservative picture created by the HGB helps make completion of tasks sustainable if, during budget planning, the consequences on the balance of the later budget implementation are taken into consideration (working to a planned balance!)

accountants and auditors in Germany have more experience of their national regulations and using international rules would have made the switch from cash-based to accrual accounting even harder (e.g. forestry office in Grasellenbach)



At the outset of the last decade, the decision to use the HGB seemed “old-fashioned”. Nevertheless, it has proved the right choice with retrospect: As a consequence of the financial crisis, the IFRS came under strong criticism.
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The Court of Auditors as advisor in the process of developing The Court of Auditors as advisor in the process of developing 
publicpublic--sector accounting standardssector accounting standards

- legal bases -

Section 71 a LHO*: “Details will be regulated by the Ministry 
of Finance with the agreement of the Court of Auditors.”

For example:

• Double-entry bookkeeping 

• Accounting principles and valuation methods

• Presentation of annual accounts and subgroup accounts

• Standard form of accounts
*Hessian state financial regulations

Moderador
Notas de la presentación
Intensive expert dialogue with the HMdF about the bookkeeping, accounting and assessment concepts developed by it.

Regulations

as part of the account allocation handbook, based on Section 71 a (2) LHO

as part of the resolution on end-of-year accounts and rules on creating annual or sub-group accounts
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• Content and issues specific to the public-sector must be entered in 
the system of commercial accounting principles

• Exploiting options for simplification in HGB* (e.g. asset valuation)
• Further simplification only if necessary 
• Limits to simplification: when it would breach the principles of 

proper bookkeeping.
*German Code of Commercial Law

The Court of Auditors as advisor in the process of developing The Court of Auditors as advisor in the process of developing 
publicpublic--sector accounting standardssector accounting standards 

- guided by the accounting principles of HGB -

Moderador
Notas de la presentación
Content and issues not covered by explicit regulations of HGB: reflection of taxes

Simplification possibilities according to HGB:

	- Section 240 (3) HGB: establishing fixed values

	- Section 240 (4) HGB: group formation, balanced average value

	- Section 241 (1) HGB: spot tests compared to mathematical–statistical methods

	- Section 241 (2) HGB: Forgoing corporate stocktaking (inasmuch as alternative procedures can establish stocks)

	- Section 256 HGB: LIFO and FIFO Assessment



Erstansatz von Vermögensgegenständen zum Zeitwert. HGB geht von AK/HK aus, die jedoch regelmäßig nicht vorliegen (können). Die Bewertung zu Zeitwerten kann jedoch aus dem Gesamtzusammenhang der Bewertungssystematik des HGB gefolgert werden. (unklar, ob es sich daher hierbei um eine Vereinfachung nach HGB oder um eine weitergehende Vereinfachung handelt)

Nicht HGB konform wäre z.B. der vollständige Verzicht auf (Erst)inventur mit dem Argument des großen Zeitaufwandes! Zwar gibt es in der Privatwirtschaft keinen vergleichbaren Fall einer umfassenden Erstinventur. Jedoch hieße der Verzicht, dass Mängel der Aussagekraft der Bilanz sofort hingenommen würden.
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• Section 88 (1) LHO*: “The financial management of the entire state 
budget, including separate property funds, is subject to the audit 
powers of the Court of Auditors, pursuant to the following 
provisions.”

• Section 1 (1) RHG**: “… It (the Court of Auditors) approves the 
opening balance sheets and the annual accounts of the higher state 
authorities.”

• Section 94 (2) LHO*: “The Court of Auditors can call in experts.”
*   Hessian state financial regulations 
** State Code on the Court of Auditors

The Court of Auditors as auditor of the consolidated accounts
- legal bases -

Moderador
Notas de la presentación
Der Rechnungshof stellt nur fest, wenn zuvor eine Prüfung durchgeführt wurde.

In der Feststellung würdigt der Rechnungshof die Ergebnisse der Prüfung des Abschlussprüfers

Feststellung durch den Rechnungshof hat Parallele zum Aktienrecht: Aufsichtsrat prüft und stellt Jahresabschluss fest, vgl. §§ 171, 172 AktG)

Rechnungshof erteilt Auftrag an externen Wirtschaftsprüfer (Sonderform eines PPP)
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By the Court’s own personnel
• Initially, too few of the Court’s 

staff members had experience 
in auditing commercial annual 
statements.

• It would have been necessary 
for the Court to establish two 
additional departments.

By external accountants
• Experience in auditing annual 

accounts 
• Auditor’s report delivered 
• Technical coordination by a 

steering committee at the Court 
of Auditors

• Auditing annual accounts is a 
seasonal business, taking just 
3-4 months per year.

The Court of Auditors as auditor of the consolidated accounts
- Auditing by external accountants or by the Court’s own personnel? -

Audit by external accountants is more efficient

Moderador
Notas de la presentación
Weitere Vorteile der gewählten Lösung:

Prüfung bleibt Prüfung des Rechnungshofs („Herr des Verfahrens“!)

Die Prüfung in Umstellungsphase ist eine Pionierleistung. Sie dürfte besonders personalintensiv sein. Das Personal muss nicht vom HRH gestellt werden. Das Preisrisiko geht zu Lasten der WP.

Nach der Umstellungsphase besteht immer noch die Möglichkeit, die Prüfung auch durch eigenes Personal durchzuführen. Personal wurde sukzessive dahingehend aufgebaut.

Die bei der Prüfung aufgetreten Schwierigkeiten wurden von einer zentralen Stelle im RH (III 3) bearbeitet. Multilaterale Kommunikation mit den geprüften Stellen, dem HMdF sowie den Prüfern vor Ort war optimal gewährleitstet. 

Unabhängigkeit des WP bleibt gewahrt. 

Weitere Nachteile: 

Zusätzliche Kosten durch WP

Die Notwendigkeit des Einsatzes externer Prüfer könnte Zweifel an der Kompetenz der RH wecken

Wenig Synergien zum Kerngeschäft des HRH. Erkenntnisse aus Abschlussprüfung fließen kaum in die Prüfungstätigkeit des HRH ein.

Aufwand zur Aufstellung und zur Prüfung eines HGB konformen Gesamtabschlusses stehen noch in keinem Verhältnis zum bisher genutzten Informationsgewinn. Vgl. Vortrag „Hessen am Mittag 2“

Wichtig: Bilanzierung und Prüfung in der Einführungsphase nach den gleichen Grundsätzen wie im Echtbetrieb hilft, Mängel frühzeitig zu erkennen
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- Reactions to the disclosure of Hesse’s 
opening balance sheet -

Bold Honesty(…) By switching the state’s budget management  from cash-based to 

accrual  accounting, Hesse is setting a good example for  

transparency.  (…) Exactly this kind of discussion is overdue. It could 

well be encouraged by this new, more honest way of accounting.

FAZ. NET 11/21/2009

Hesse undertakes honest accounting

It’s a pity this kind of data system isn’t available 

at the federal level: this is an honest account. 

Frankfurter Rundschau 11/21/2009

Hesse’s Balance Sheet: The state is now calculating like a private 

Enterprise, and it’s highlighted a tremendous need for action.

Wiesbadener Kurier 11/21/2009

This i
s n

othing les
s th

an an oath 

of discl
osure.

Norbert
 Schmitt 

(SPD)

We welcome the fact that, 

in disclosing the balance 

sheet, the government 

has taken a big step 

towards greater honesty.

Frank Kaufmann (Grüne)

Moderador
Notas de la presentación
Note: These selected quotations reflect the benefits of the balance (except for Norbert Schmitt). Not all the reactions were so positive. Phrases like “broke’, “bankrupt” and “oath of disclosure” were used quite often.

(See the press review)
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- Outlook -

• One flaw (still) remains, which caused a qualification to the auditor’s report, and 
which still needs to be corrected (the valuation of art objects).

• Cash-based accounting will become dispensable in Hesse, once the amendment to 
the State Budget Code (LHO) is adopted. 

• Information gained through the new public-sector accounting should be used more 
effectively, for both global budget steering and the fine-tuning of expenditure:
– Budget planning must reflect the findings in the annual accounts.
– Balance sheet data (and data from-profit and-loss reporting) must be used for 

cost accounting and controlling.
– Opportunities must be sought for decentralized management and decentralized 

budgets.

Moderador
Notas de la presentación
Final shortcoming (qualification to the auditor’s report) in end-of-year account on 31/12/2009:

Inventory and evaluation of art objects (c. EUR 5.1 billion). 

A working group is currently working to solve this problem.



For measures that still need to be taken with regard to the introduction of the NVS, compare with the Hesse lecture on 2nd afternoon!
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