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1. EPSAS as a Result of the 
European Debt Crisis
The ongoing cohesion process of the 
 European Union is hindered by the per-
sistent debt crisis in most of the Member 
States in Southern Europe, by isolated 
national fi scal policies, and by a high level 
of heterogeneity in  government fi scal 
 reporting systems in the individual EU 
Member States. This makes it very diffi -
cult to assess the fi scal condition, in par-
ticular risks and opportunities, debts and 
assets, and the inherent threats to budgets 
and budgetary policies. Despite a clear 
trend of reform in converting from the 
cash accounting method to the accrual 
accounting method, this process has not 
led to a homogenous situation in public 
sector accounting across Europe. The EU 
Commission initiated a reform process in 
2012 as a response to the debt crisis in 
November 2011 and because of the con-
tinuing and sometimes enormous burden 
of national debt and of the fi nancial inter-
depen dence of the EU Member States. 
Its objective was to develop standards to 
be based on a private sector account ing 
philosophy and mainly on International 
Public Sector Accounting Standards 
(IPSAS) derived from IFRS. 

Today the European Statistics Agency, 
Eurostat, has been commissioned to 
 explore and to create uniform accoun ting 
standards for the EU. After having started 
with public consultations in 2013 and 
having held working groups, the reform 
path is now clear: although IPSAS could 
not be fully used as a basis, they were 
 regarded as useful to  provide a frame-
work for developing the European Public 
Sector Accounting Standards (EPSAS).

At the macro level EPSAS should, from 
the European Commission’s point of view, 
ensure better monitoring (and eventually 
governance) of the fi nancial, economic 
and structural reform policies of EU 
Member States. At the same time the 
aim of EPSAS is to improve the quality 
and validity of European fi nancial statis-
tical data. At the micro level (for instance 
at local and state levels), EPSAS should 
additionally improve the transparency of 
the fi nancial  position of national govern-
ments and facilitate benchmarking fi scal 
performance information across borders. 
Furthermore, EPSAS should strengthen 
the accountability of public decision- mak-
ers and ultimately promote sustainable 
fi scal policies. 
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2. The Survey and Its  Design

3. Key Results

In order to obtain an overview of previous 
accounting reform experiences and to 
evaluate future ways to reform and to 
modernise, KPMG in Germany conducted 
a scientifi c study of public accounting in 
Europe.  Executives in ministries at the 
national level of government (in particular 
Ministries of Finance, Treasury, Minis-
tries of the Interior or Ministries of the 
Economy) were questioned. Seventy-fi ve 

decision- makers and budget offi cials 
from 24 European countries took part in 
the standardised online survey acting as 
an expert panel on public fi nance and 
 accounting. Responses from all EU coun-
tries (including the United Kingdom) and 
 Switzerland, except Bulgaria, Estonia, 
Hungary and Croatia, were received. The 
fi ndings were fi rst published in German 
in 2018. 

EPSAS are well known and 
deemed as useful for 
 benchmarking, reporting and 
evaluating bail out risks

Although public accounting in Europe is 
characterised by a high degree of hetero-
geneity, a trend to accrual accounting can 
clearly be seen. The survey respondents 
generally assessed EPSAS as being 
 positive (see Figure 1). The EPSAS initia-
tive was not only well known to those 
surveyed (79 %), but the objectives 
 announced by the EU Commission were 
also confi rmed. Eighty-four percent of 
the respondents believed that compa-
rability among Member States would 
 increase with EPSAS-based  fi nancial 
statements. Almost three-quarters (73 %) 
of the respondents confi rmed that intro-
ducing EPSAS would enable bail out risks 
between EU member states to become 
increasingly more transparent. In addition, 
74 % affi rmed the general suitability of 
EPSAS to account for the government’s 
fi nancial position towards citizens. The 
 issue of EPSAS not improving existing 
public sector budgeting and accounting 
has clearly to be viewed in  connection 
with conversion dates to accrual account-
ing. The further the change lay in the past 
(accounting  maturity), the greater the 
agreement was that EPSAS would not 
lead to any improvement.

EPSAS conversion: experts 
expect high conversion and 
training costs, half of them 
see their organisation ready

Concerning reform costs within a public 
organisation, 91% of the respondents 
saw a high need for training employees 
should EPSAS be implemented (see 
 Figure 2). The participants also expected 
high conversion costs (70 %) and a high 
demand for external consulting services 
(65 %). Apparently, the high response 
rate for wanting a third party to cover 
costs (e. g. the European Union) was 
strongly linked to the statement that the 
EPSAS reform would trigger high conver-
sion costs. On the other hand, half of the 
experts surveyed saw themselves as 
ready for the EPSAS reform from an 
 organisational point of view.

This text is an abridged version of:
Hilgers, D. et al. (2018): Sind die EU-Staaten 
bereit für die EPSAS? Die European 
Public Sector Accounting Standards und 
die Harmonisierung des öffentlichen 
Rechnungswesens aus Sicht europäischer 
 Experten. 
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Figure 1: Assessment of the EPSAS Project (fi gures in percent; n = 57–56)
To what extent do you agree with the following statements?

EPSAS would enhance accountablity 
towards the general public on the 

government‘s fi nancial position

EPSAS would be useful because 
EPSAS based fi nancial statements would 

be comparable across countries

I have already heard a lot about the EPSAS 
initiative

2

2 2

2

EPSAS would be useful because bail out 
risks between EU member states would 

be made more transparent

EPSAS would better display my country’s 
debt situation

4

4
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EPSAS would not improve our existing 

public sector budgeting and accounting
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Source: Own illustration, 2018
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Figure 2: Assessment of the reform requirements for introducing EPSAS (fi gures in percent; n = 57)
To what extent do you agree with the following statements?

Source: Own illustration, 2018
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About 90 percent assumed 
EPSAS would be adopted – 
regional differences regarding 
the date 

Concerning the question as to when 
 decision-makers expected EPSAS to be 
introduced, it appeared that almost two-
thirds expected EPSAS to be introduced 
within the next 10 years. Eleven percent 
forecast this introduction to be in more 
than 15 years and only 13 percent did 
not believe it would ever be introduced 
(see Figure 3). Regional  differences are 
substantial: respondents from eastern or 
southern nations expected earlier con-
version dates than those from western 
countries. 

Figure 3: Expected conversion date to EPSAS (fi gures in percent; n = 54)
When do you expect your organisation to introduce EPSAS?

Source: Own illustration, 2018

   within the next 10 years    within the next 15 years    much later   never    within the next 5 years
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IPSAS – regarded as adequate 
for certain accounting 
 purposes, but a need 
for  simplifi cation for smaller 
entities

The decision-makers were also asked 
about IPSAS. Three-quarters of the 
respon dents argued that IPSAS are an 
adequate basis for valuing public assets 
(see Figure 4). Sixty-nine percent con-
fi rmed that IPSAS were adequate for 
group accounting in the public sector 
(whole-of- government accounting). On 
the other hand, experts  indicated a need 
for improving the existing IPSAS. Three 
quarters of the respondents (73 %) high-
lighted the need for simplifi cation and 
 exemption rules, especially for small enti-
ties. With regard to the general suitability 
of IPSAS for public sector accounting and 
to a need for EPSAS to be the new stand-
ard, respondents clearly did not support 
or reject the statements given. A similar, 
even more balanced picture resulted from 
the responses to the issue of IPSAS being 
good for reducing public debt.  

IT – a third see their systems 
ready for EPSAS

Past cost estimations have proven the 
high impact con version will have on IT 
 infrastructure facing a conversion to the 
accrual accounting system. Forty-nine of 
the respondents in our study saw a need 
for bigger adjustments in their IT infra-
structure if EPSAS were to be  introduced 
(see Figure 5). In contrast to this, only 
13 % of the respondents had already per-
formed an IT system check for assessing 
its readiness for EPSAS. On the other 
hand, 35 % of the experts indicated that 
their IT architecture had already been pre-
pared for EPSAS. 

In terms of the costs triggered by an 
 EPSAS-related conversion of the whole IT 
infrastructure, decision-makers appeared 
uncertain. Only 9 % of the respondents 
had set up a budget for such a transition.  
According to Figure 3, only 22 % expected 
EPSAS to be introduced within the next 
5 years. Against this background, it did not 
seem surprising that only a few respond-
ents included potential IT costs in their 
current fi nancial planning. Nevertheless, 
three quarters of the respondents would 
like to perform an assessment of their 
IT architecture in order to identify any 
 potential risks related to implementing 
EPSAS.
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Figure 4: Attitude towards IPSAS (fi gures in percent; n = 57–54)
What is your opinion on IPSAS?

IPSAS standards are appropriate for 
monitoring the fi nancial situation of the 

whole government accounting

The IPSAS should be simplifi ed for 
smaller units of government

IPSAS standards are appropriate for 
valuing public sector assets

2

2

2
As the IPSAS standards are well 

developed and comprehensive, there is no 
need for any EPSAS

IPSAS are not well enough developed yet 
for public sector accounting issues

4

418

18

Fiscal decision making based on IPSAS 
fi nancial statements will reduce public debt 

in the long run

7

Source: Own illustration, 2018

0 1005025 75

11

11

7

7

7

14

14

14

25

30

30

34 9

9

9

32 16

16

16 13

13 13 13 5

23

23

2316 16

21 20

36

Deviations from 100 percent are due to rounding errors.

   Agree    Slightly agree    Neutral    Slightly disagree    Disagree    Strongly disagree Strongly agree

|  5

Figure 5: IT system readiness for introducing EPSAS (fi gures in percent; n = 55)
To what extent do you agree with the following statements?

The IT architecture in my organisation is fi t 
for introducing EPSAS

Our organisation has conducted an 
IT system check in order to examine its 

readiness for EPSAS

Only small adjustments in our 
IT infrastructure are needed in order to be 

prepared for implementing EPSAS

11

18

Source: Own illustration, 2018
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EPSAS readiness varies from 
country to country and 
 correlates to a country’s 
debt level

In order to be able to assess a country’s 
readiness for implementing EPSAS, an 
index was formed in order to consolidate 
respondents’ assumptions regarding re-
form readiness. This index consisted of 
fi ve infl uencing factors:

–  Knowledge (What information about the 
EPSAS initiative do the experts already 
have?)

–  Benefi t (What perceived added value 
would EPSAS  provide?)

–  People (How well prepared is staff for 
the possible reform?)

–  Structure (How do participants appraise 
the organisation’s condition for imple-
menting EPSAS?)

–  Budget (Are cost estimates available 
 regarding the EPSAS initiative?)

An EPSAS readiness matrix was devel-
oped by taking all of these factors into 
 account. With regard to EPSAS readiness 
across Europe, a very heterogeneous pic-
ture emerged (see fi gure 6). Among the 
top fi ve countries, Greece, Cyprus and 
 Italy showed a rather unfavourable fi scal 
situation. Britain already has an IFRS-
based accounting system, which would 
mean a rather small step towards IPSAS-
related standards. Behind Italy, a group 
of countries followed that have a rather 
favourable fi scal position, e. g. Sweden, 
Denmark, Romania. The last group con-
sisted of countries such as Latvia, 
 Lithuania, Malta and Portugal. The latter 
adopted IPSAS in 2017 and received 
EU funding for the conversion. Finland, 
 Germany and Luxembourg are at the 
 bottom of the readiness ranking; they 
shared a good fi nancial status and were 
 possibly rather reluctant towards con-
verting to EPSAS because their current 
systems seemed to be suffi cient. 

The assumption that there is a correlation 
between the aggregated expert estima-
tion of being ready for the EPSAS reform 
and the fi scal situation in each country 
was confi rmed as shown by EPSAS 
readiness in relation to each country’s 
public debt in 2016 (measured in relation 
to gross domestic product). Respondents 
from countries with a higher ratio of public 
debt showed a corresponding higher level 
of EPSAS readiness. 

 

Figure 6: EPSAS readiness across Europe – country based display of survey participant’s attitude 
towards an adoption of EPSAS

Source: Own illustration, 2018
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Figure 6: EPSAS readiness across Europe – country based display of survey participant’s attitude 
towards an adoption of EPSAS

4.  Policy Implications
Accrual accounting has 
become the reference system 
in Europe

The EPSAS initiative can be judged as an 
approaching reform that will affect fed-
eral, state and most likely local levels of 
government across Europe. It is expected 
that an EU legislative process will require 
EPSAS to be implemented within the 
next decade. Until then, the majority of 
European Member States will not only 
have changed their accounting systems 
from the cash accounting system  to the 
accrual accounting system on a  voluntary 
basis, but their systems will closely be 
oriented to IPSAS. Therefore, a general 
discussion of a harmonized European 
 accounting regime such as EPSAS makes 
sense. Those European countries that 
have already moved to IPSAS will only be 
faced with a minor effort of adjustment 
should it become mandatory to imple-
ment EPSAS. It may be assumed that 
these countries will support the EPSAS 
initiative and perhaps even promote it. 

Standardisation as a feature 
of modern fi scal management

This study shows that the experts inter-
viewed perceived the EPSAS project of 
the European Commission to be a rational 
idea. The EPSAS initiative is well known 
and the objectives announced such as 
enhanced fi scal comparability among 
member states and their bail-out risks 
have been confi rmed. Half of the respond-
ents even stated that from an organisa-
tional viewpoint, they are currently ready 
to introduce EPSAS. Yet, EPSAS readi-
ness apparently depends on a country’s 
fi scal situation. Public debt levels and 
public accounting reforms seem to cor-
relate. Thus the question on the table 
is how much EPSAS accounting and 
 EPSAS-based fi nancial statements will 
infl uence public budget management 
and fi scal policy behavior. 

An inclusive approach 
to public budgeting 
and accounting is needed

Our study shows that a public budget 
system that system atically uses data 
from an accrual accounting system for 
budget planning can scarcely be found in 
any of the EU Member States. However, 
the budget continues to be the main con-
trol instrument for the public sector. If 
 accounting has an accrual character and 
budgeting is still cash- oriented, there is a 
risk that decision-makers will continue to 
decide on a cash basis. Against this back-
ground, it is important that the EPSAS 
 reform also includes budgeting and out-
lines rules for a budget based on accrual 
principles. It would therefore be neces-
sary to develop recommen dations for a 
unitary budget system among the Mem-
ber States in line with the development 
of EPSAS.

Accrual Debt Brake

Europe is facing a sovereign debt crisis, 
which seems barely manageable politi-
cally and economically. Along with low 
 interest rates and a lack of sanctions in 
the case of poor fi scal policies, the debt 
crisis may have been caused or at least 
intensifi ed by a lack of transparency in 
traditional public budgeting and account-
ing procedures. If a mandatory harmo-
nised EPSAS-based budgeting system 
proves to be unrealistic as prescribed for 
the Member States (due to the character 
of sovereign states), we should think 
about strengthening European institu-
tions by monitoring Member States and 
developing debt rules, regulations and 
sanctions based on accrual accounting. 
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