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ABSTRACT

The subject of this paper is to investigate the
level of use of the internal financial statements
of budgetary users in their management pro-
cess. The main objective of this paper is to
determine the importance of internal financial
statements prepared according to the specific
requirements of managers in decision making
and budgetary user management. Another goal
of this paper is to assess the implications of
using a wide range of accounting information
on efficiency of budgetary users management,
rational spending of public resources, providing
quality public services and satisfaction of public
needs. As the result of application of the
modified accrual basis in government accoun-
ting in Croatia, the current system provides a
limited range of information presented in
external financial statements.

Initial hypothesis of the paper is that the
internal financial statements in the Croatian
public sector are underdeveloped and insuffi-
ciently used in decision making and budgetary
user management. By applying the survey
method, this paper aims at investigating the
current level of using external and internal
financial statements in decision making and
management of Croatian budgetary users. The
results obtained from the survey show that
managers of most budgetary users consider
that information presented in external financial
statements are generally sufficient for decision
making and successful management. Furt-
hermore, the research results indicate that
public managers are only partially familiar

with the cost accounting and management
accounting The information
offered in the internal financial statements are
not exploited enough in the pricing of services,
performance measurement and the perfor-
mance monitoring of service provision.

instruments.
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1. INTRODUCTION

In the last few decades, public sector
management is exposed to many modifi-
cations which imply that public managers are
expected to provide more effective and
efficient management of the budgetary users
and public sector as a whole and the rational
and efficient spending of scarce public resour-
ces. Good and quality public sector manage-
ment is necessary for establishing public
confidence in government and responsibility
for quality public resources management
imposes that public managers, while making
their duties, should meet a variety of political,
economic and social goals (Budimir 2010, p.
22). In order to satisfy public expectations,
public managers should manage public goods
and resources entrusted to them in a respon-
sible and transparent way.
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Accordingly, within the public sector reform
many new goals and tasks are set in front of
government accounting, which transform the
role of government accounting from a tradi-
tional and neutral system for transaction data
processing the contemporary
management system of the new public mana-
gement. One of the fundamental goals of the
new public management is to supply public
managers with reliable, comprehensive and
timely information that are required for
effective and efficient public sector manage-
ment. Accounting information presented in
external financial statements are of high
quality but they are not aimed at and suffi-

into and

cient for efficient decision making in the
public sector. Hence, it is necessary to develop
the system of internal financial reporting with
the existing external financial reporting for
increasing the efficiency of financial manage-
ment. This implies the necessity for the imple-
mentation of cost accounting and manage-
ment accounting instruments in the govern-
ment accounting
inform public managers about the cost
structure. Thereby, public managers will be
informed on a number of non-standardized

information system to

information that are oriented to the future
processes and are a precondition for prepa-
ring numerous planning reports essential for
efficient public resources management.

Consequently, the fundamental aim and pur-
pose of this paper is to investigate the level of
use of internal financial statements by the
Croatian public managers for decision making
and budgetary user management. Another
goal of this paper is to investigate the fields of
application for some of the cost accounting
and management accounting instruments in
the decision making process. The purpose of
this paper is to point out insufficient use of
internal financial statements in decision
making and budgetary user management in
Croatia. In achieving the above mentioned
goal, relevant theoretical features of manage-

ment process and the connection between

accounting information and management
process are elaborated below. Moreover, the
specifics of financial reporting of Croatian
budgetary users are discussed in this paper.
The initial hypothesis of this paper is that in
the Croatian public sector the internal finan-
cial statements are undeveloped and insuffi-
ciently used in decision making and budgetary
user management. In order to confirm this
hypothesis, the research was conducted by
using the survey method on the selected
sample that consists of the state budgetary
users and the local and regional budgetary
users. Public managers filled the survey ques-
tionnaires. The hypothesis is tested on empi-
rical data from the selected sample by using
the analysis of frequency of respondent per-
centage in offered modalities in the survey
and graphical presentation of the response
structure and by using chi-square test. Certain
conclusions are brought by using the methods
of synthesis and generalization.

The research results indicate that public
managers are partially familiar with cost
accounting and management accounting
instruments. Public managers use information
from the
planning, calculating and cost control, as well
as in measuring the results of operation. The
disadvantage is in insufficient use of this
information in the pricing of services, perfor-
mance measurement and performance moni-
torring of service provision. It is obvious that
public managers in Croatia require certain
internal financial statements, but they are
insufficiently introduced with the system of
internal accounting and internal financial
reporting in order to recognize the benefits it
provides and successfully use it in a quality
budgetary user management operation. Inter-
nal reporting as a basis for quality decision
making for budgetary users management is
undeveloped in Croatia and is used only in
making daily and operating decisions.

internal financial statements in
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2. PUBLIC MANAGER’S REQUIREMENT
FOR INFORMATION NECESSARY FOR
MANAGEMENT

Effective public sector management, respon-
sible spending of public resources and tran-
sparent financial reporting are the prere-
quisites for creating public confidence in the
public sector and public managers. Regarding
the objectives that are put before the public
managers and taking into account that they
manage public resources, public managers are
obliged to use public resources rationally in
accordance with regulations and “best prac-
tice”. Efficient and effective management
implies and requires clear communication
channels, openness and transparency in
maintaining activities and the clear elaborated
line of accountability.

Financial statements of the budget and
budgetary users are a source of data and
information on the spending of public funds,
and as such, they are the basis for achieving
communication between the state (local and
central) and the public (population). Further-
more, financial statements, as the source of
information about events and business pro-
cesses that incurred during the financial year,
represent background and instructions for
planning, decision making and budgetary user
management operation. “Financial statements
of budget and budgetary users have to satisfy,

primarily, two conditions:

1. provide relevant and reliable information
needed for making economic, social and
political decisions - information as a
management support;

2. provide information that will enable effec-
tive control of management of public
resources and help the development of
financial management by implementing
accountability standards - information as
a support of internal control and audit”
(Vasicek 1997, p. 138).

Regardless of the defined goals, successful
performance and execution of business tasks
of any business entity and budgetary user is a
consequence of their actions in the environ-
ment and adaptation to the changes in the
environment. The management of business
entity should make quality decisions in order
to provide success of the business entity. The
quality of decision making process and mana-
gement is directly related to the quality and
comprehensiveness of the information basis.
Managers and other users define information
needs and the structure of information. It is
necessary here to respect specific tasks, acti-
vities and the responsibility of information
users, and subject’'s management information
system should enable their ensuring. It can be
concluded that “the task of management infor-
mation system is to provide each of previously
analyzed groups of activities and management
levels with specific and relevant information”
(Gulin et al. 2010, p. 14).

Good accounting information required for
decision making should have at least these
features (Hocevar 2004, p. 23):

- Appropriateness, which means that it
should be tailored to the needs for
decision making. That requires the parti-
cipation of individuals who prepare and
use information in their design.

- Timeliness and accuracy, which means
that users of information should have
timely and accurate information. Given
that information management are mainly
focused towards the future, their accuracy
is lesser than that of return information
that are focused to the past.

- Intention, which means that the right
information should get to the right people.
The management needs different infor-
mation from those needed in other

subordinate decision making levels.

Completeness, which means that it should

include all data relevant for decision

making.
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The content and structure of the accounting
and reporting system is increasingly set
towards look more and more in the function
of increasing operational efficiency of finan-
cial management and evaluation of public
management, and not only the function of
execution of budget objectives (VaSicek &
Drazi¢ Lutilsky 2007). Management process is
based on
statements of the budgetary user it is possible
to see the achievement of its basic operation
objective, and its fulfilment determined by the
available financial resources. Also, the finan-
cial position and business performance of
each budgetary user can be seen from its

information. From the financial

financial statements. Taking into account the
achievement of fundamental goal of budgetary
users operation, it is obvious that decision
making and management process cannot be
imagined or maintained without the infor-
mation that are based on financial statements
as a result of accounting process. In this
context, it can be concluded that the dominant
source of information used in decision making
and management process is exactly accoun-
ting information arising as a result of the
accounting process and data processing.

3. INTERNAL FINANCIAL REPORTING OF
THE BUDGETARY USERS

Accounting has the role to collect data about
the operation of business systems and their
presentation to the interested users in a
standardized or non-standardized form. Fi-
nancial statements of the budgetary users
should ensure actual and reliable information
needed for management and oversight of the
spending of public funds, as evidenced by
planning, voting and executing the budget and
supervision of budget execution. The most
important objective of financial statements is
to provide quality information required for
making different decisions. “Depending on the
types of users and their needs, there are two
basic types of financial statements:

- External financial statements that are,
typically,
with the meaning of content synthesized
and comprehensive information and that
meet the needs of most users in the envi-
ronment of the reporting entity, and

- Internal financial statements that are non-
standardized (non-unified) because they
are prepared according to the require-
ments of each user within the reporting
entity” (VaSicek 2004, p. 49).

prescribed and standardized

The above classification on the internal and
external financial reporting reflects different
needs of certain users of financial statements.
The characteristics, types,
content of the individual financial statement
are different according to the individual
(internal and external) user. External financial
statements are compiled at least once a year
and are designed for a wide range of users.
Opposite, the form, content and scope of
information in internal financial statements
are determined by the requirements of indi-
vidual internal users, and the purpose of
internal financial statements is to satisfy
specific user requirements. Applied accoun-
ting basis is the key determinant in defining
the scope of information, which is the result of
accounting process.
prepared consistently according to different
accounting basis in different ways comprise
and present elements of financial statements,
which means that the application of different
accounting basis provides a different view of
the financial position and business perfor-
mance of the reporting entity (Vasicek 1997;
Vasicek 2000; Vasi¢ek & VasSicek 1998). The
objectives of general purpose
reporting in the public sector should be to
provide information useful for
making, and to demonstrate the accountability
of the budgetary user for the resources
entrusted to it, by (IFAC - IPSASB 2011, p. 35):

structure and

Financial statements

financial

decision

a) providing information about the sources,
allocation, and uses of financial resources,
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b) providing information about how the
budgetary user finances its activities and
meets its cash requirements,

c) providing information useful in evaluating
the budgetary user’s ability to finance its
activities and to meet its liabilities and
obligations,

d) providing information about the financial
position of the budgetary user and
changes in it,

e) providing aggregate information useful for
evaluating the budgetary user’s perfor-
mance in terms of service costs, efficiency
and accomplishments.

Also, financial statements should provide
information whether the
acquired and used in accordance with the
adopted budget, and indicate whether the
resources are acquired and used in accor-
dance with legal and contractual require-
ments, including financial constraints given by
the competent (IFAC-IPSASB
2011).

resources are

authorities

With the above
primarily oriented to the past and former

information which are

business events, financial statements can also
provide future oriented information useful in
predicting the level of resources required for
continued operations, the resources that may
be generated by continued operations, and the
associated risk and uncertainties (IFAC -
IPSASB 2011, p. 35). The role and importance
reporting in the
budgetary system, which primarily implies the
implementation of cost accounting and mana-
gement accounting, is to provide public sector
managers with information about costs and to
allow the preparation of numerous plan
reports that can improve their functioning.
Cost information can be used in many areas of
the public sector (IFAC - IPSASB 2000, p. 7):
budgeting, cost control and reduction, setting
prices and fees, performance measurement,
program and a variety of
economic choice decisions. Better use of the

of internal financial

evaluations

information from internal financial statements

can significantly raise the quality of ac-
counting information used in decision making
of public management, which would directly
reflect on effectiveness and efficiency in
delivering public services. Furthermore, the
existence and use of cost information about
programs and
facilitate the planning of future budgets. Also,
the usefulness of information from internal

certain activities would

financial statements is reflected on the

performance measurement of individual
programs, and in these activities, groups of
financial and non-financial indicators already
used in the profit sector can be used.
Knowledge on cost information of certain
programs is crucial in making decisions on the
choice  between individual programs.
Accordingly, it is evident that, besides infor-
mation from external financial statements,
public management also needs information
from

successful decision making.

internal financial statements for

The circle of users of accounting information
is very wide, which complicates the
standardization of accounting information in
financial statements that would be acceptable
and understandable to most users. The most
important users of the accounting information
for making management decisions are mana-
gement structures of the budgetary user.
Accounting information from external finan-
cial statements which are important for the
management of the budgetary user, refer to
the relationship between used and planned
resources, sources and types of revenue,
financial position and changes in it and
planned dynamics and scope of the cash flow.
Observed through the perspective of the
needs of the new public management, such as
“improving efficiency and effectiveness in the
public sector, encouraging accountability of
government units to users and buyers of their
services, reducing public expenditures, impro-
ving and strengthening the accountability of
management” (VaSicek 2006, p. 2), the need
for the expansion of accounting information
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through the target-oriented quantitative and
qualitative, financial and nonfinancial infor-
mation is evident. Management looks for
assistance in making high quality decisions
through different types
internal financial statements.

and formats of

A starting point in establishing the system of
internal financial reporting in the public
sector should be the recognition of the
objectives of an individual budgetary or extra-
budgetary user
methodological approach that is successfully
applied in the profit sector (Persi¢ 2009, p.
258).

in accordance with the

“Cost accounting comprises accounting con-
cepts and practice of recording, measuring,
planning and forecasting of costs in the
realization of various business activities”
(Habek & Persi¢ 1995, p. 7). Consequently,
cost accounting can be defined as the process
of cost accumulation in order to determine the
total costs of each activity, whether on goods
production, providing services or execution of
certain functions.

Management requires the statement of costs
according to different classifications, for
stocks valuation, determination of operating
result, financial planning, control of opera-
tions and decision making (Gulin et al. 2006).

Cost accounting can be observed separately or
as a part of management accounting. The basic
task of cost accounting is to ensure collecting,
evaluating,
publishing relevant data which will be
transformed in the target information eligible
for goal oriented decision making (Persi¢ &
Jankovi¢ 2006, p. 5). Therefore, the task of
management accounting is to provide relevant
information to the internal users (managers)
to assist them in decision making and in

organizing, summarizing and

control and
processes. Information from management
accounting is not statutory nor there is a

prescribed form of its presentation.

planning, organization of

“In order to satisfy management needs,
management accounting extends beyond the
borders of traditional measurement of costs
and revenues of past transactions, including
statements information about unperformed
orders, unit costs, prices, demand and existing
capacities, as well as comprehensive efficiency
indicators based on quantitative or nonfi-
nancial measures” (Kaplan & Atkinson 1998,
p. 1). Information that is a product of mana-
for better

of new

gement accounting is useful

decision making, development
strategies and evaluation of the existing
strategies, increasing the efficiency of busi-
ness entity and the evaluation impact and
outcome of organizational units or indi-

viduals.

Cost accounting and management accounting
of budgetary users differs from the previously
highlighted features of internal reporting for
profit entities. Differences in approach to
internal financial reporting arise from the
appreciation of specificities of budgetary
users that are listed below. Through the
processes of public sector reform, a necessity
was imposed on budgetary users for more
efficient and cheaper better
allocation of public resources with reference
to better management of collected tax
revenues with less tax burden. For the
successful public sector management that is
based on efficient decision making process,
true, reliable and quality information is
needed. It is necessary to introduce cost
accounting and management accounting as
the tool of the “new public management” in
order to improve the management of bud-
getary users and public sector as a whole,
which is reflected in the need for reducing
costs while simultaneously improving the
quality of provided services. It is impossible to
implement cost reduction without the know-
ledge of the cost structure and different
concepts of cost evaluation. The current

operations,

experiences and practice in our country as
well as in many other countries indicate the

8 Economic Review - Journal of Economics and Business, Vol. IX, Issue 2, November 2011



Application of internal financial statements in budgetary user management in Croatia

low level of the application of cost accounting
and management accounting instruments in
the public sector. Acceptance and develop-
ment of cost accounting and management
accounting instruments in the public sector is
a prerequisite for efficient governance of
public management (Drazi¢ Lutilsky 2006, p.
164).

“Cost accounting has a number of primarily

management functions, including:

- budgeting,

- cost control and reduction,

- setting prices and fees,

- performance measurement,

- program evaluations and

- variety of economic choice decisions”
(IFAC - IPSASB 2000, p. 7).

Cost information has an important role in the
public sector as a mechanism of control and
management of budget and budgetary users.
One of the reasons for this is a need for
management based on transparent results and
a need for allocation of limited resources to a
large number of individually significant
programs that often have complex goals and,
at the same time, are not profit-oriented.
Information about the costs of past programs
and activities is necessary for the estimation
of future costs and the preparation of future
budgets. Cost information is required in the
process of decreasing and control of costs of
the budgetary users.

Since the main objective of the public sector is
to meet the public needs, budgetary users (as
well as the public sector in general) do not
often have defined performance and profi-
tability indicators or indicators to assess
return of investment in different programs
and activities. Therefore, budgetary users do
not have some basic economic indicators to be
able to manage costs. Information about costs
is an important element for public mana-
gement in making decisions about prices and
fees for delivered goods and services. Full cost
evidence is important in situations where, due

to political or social reasons, goods or services
are supplied at prices lower than the actual
costs, as well as in situations in which the
price of these goods
determined by the market. In Croatia, the
practice of establishing fees for delivered
services is usually a political issue and a
certain amount of fees or charges have more
political and social than economic chara-
cteristics (Vasicek 2006, p. 7). Information
about costs and prices is extremely significant

and services is

for internal calculations.

Although many consider performance measu-
rement for budgetary users questionable
because indicators of these measurements do
not affect their existence, the governments of
many countries perceive the importance of
establishing the system of performance
indicators for program The
performance indicators of executing the goals
of the public sector are equivalent to the
profitability measurement that is
cteristic for the profit sector. In Croatia
planning by programs is adopted, which
shows costs primarily according to the
defined programs and their holders, and only
then according to the type of expenses (Drazic¢
Lutilsky 2006, p. 171). Program planning is
focused on measuring and reporting on the
results of activities and projects carried out,
where there is a problem of defining the
objectives of programs, the costs of achieving
set goals and the performance measurement
of programs. The use of cost accounting in the
evaluation of programs is of help in making
decisions on the authorization of programs,
continuation or termination of programs and
their changes. The choice among competitive
programs is complicated when there are
incomplete data about costs (Drazi¢ Lutilsky
2006, p. 171). Information from cost accoun-
ting and management accounting is necessary
in the series of management processes in the
public sector. The cost information should be
used as the basis for the estimation of future
costs in preparing and planning the budget,

execution.

chara-
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while the calculation and control of costs in
the execution of the budget should be used to
assess the sustainability of the budgetary
users programs. Information on planning,
calculating and cost control can be used with
the goal of cost reducing and increasing the
efficiency of service provision (Drazi¢ Lutilsky
2006, p. 405).

The use of cost accounting and management
accounting is significant and important for the
economical public
management and is a useful tool for budgetary
users making effective decisions.

and efficient sector

4. ACHIEVED LEVEL OF THE APPLICATION
OF INTERNAL FINANCIAL STATEMENTS
IN BUDGETARY USERS MANAGEMENT
IN CROATIA

4.1. Overview of the previous

researches

There are only a few studies about the
importance and use of internal financial
statements in budgetary user management in
Croatia. In 2006, the Faculty of Economics and
Business in Zagreb conducted a survey for the
internal research project “The possibility of
applying calculating costs methods in the
budgetary sector”. The aim of this study was
to test the hypothesis about the impact of
insufficient use of cost accounting and
management accounting
procedures on the quality of public mana-
gement decisions.! The
suggest that the costs
insufficiently used and that the administrative
ability of the budgetary users is low. Costs
reports are carried out at the level of the
whole organization and not by individual

instruments and

research results
information is

programs or services. The budgetary users in
Croatia do not have the possibility of
independently setting the prices of services
and they do not express interest in the precise
determination of the same. The program

success is evaluated solely on the basis of
acquired knowledge and experience or this
assessment is not conducted at all.

The research conducted by Lutilsky? was
aimed to determine the opportunities and
needs
management accounting information in higher
education institutions and their importance
and scope in the management process. The
research results suggest the use of certain
internal reporting instruments with the low
level of information required by higher
education public management. The current
budget accounting system is not supportive
enough for the management of budgetary
users. The development of the “new public
management” requires the establishment of
cost accounting and management accounting
as management tools. The existing budget
accounting system has not developed the
models of internal accounting reporting and is
intended for the external users only.

to use the cost accounting and

In the context of a broader research on the
feasibility and possibility for selective imple-
Public Sector
Accounting Standards in the Croatian bud-

mentation of International

getary system, the survey was conducted
about accountant attitudes on the quality and
the appropriateness of the current accounting
and financial reporting system3 (Vasicek,
2009). The study was conducted in the
Croatian public health system. The objective
of this study was to examine the situation and
the need for improving the current budgetary
accounting system as well as the reporting
system, the state and development of cost
accounting and management accounting in
this very important part of the public sector.
Based on the research results, it was con-
cluded that the current system of national
government accounting is not appropriate for
objective monitoring of the business and
performance reporting of healthcare insti-
tutions. Basic financial statements do not
present the objective financial position and
financial system performance. They are used
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primarily for compliance with the formal legal
requirements of reporting and only secon-
darily for the conducting of business policy
and comparison among the budgetary users.
The level of development and the application
of cost accounting and management accoun-
ting in public healthcare are low and should
be significantly improved.

In order to determine the public sector
management information requirements as
well as the achieved level of development and
use of external and internal financial re-
porting and performance measurement in the
function of the Croatian budgetary user
management, the empirical study was carried
out in 2009 on a representative sample of
selected budgetary users (Budimir, 2011). As
a part of this research, a questionnaire was
developed and sent to the selected sample of
budgetary users. The primary objective of the
survey was to get the answer to the question:
Which accounting information do public
managers use in order to make quality
decisions and whether they measure and
evaluate performance through
financial and nonfinancial indicators. Accor-

business

dingly, the questionnaire was structured into
Six parts:

1. Basic information on the subject.
2. Information about the
operations with the

institution.

compliance of
mission of the

3. Data on the public management infor-
mation requirements.

4. Information on the use of external and
internal reports in the management the
budgetary users operation.

5. Information on the use of performance
indicators in budgetary user management
operations.

6. Information about the need for perfor-
mance measurement in the function of
control and supervision.

The research results about the achieved
degree in using internal financial statements

in the Croatian budgetary user management
are presented in the remaining part of the

paper.

4.2. Research hypothesis

The research aim is to verify the assumption
that public managers in Croatia are insuffi-
ciently familiar with the advantages and
benefits of the
internal financial statements and that these
statements are insufficiently used in making
quality management decisions and rational
spending of public resources.

information contained in

The following hypotheses are set:

H1: Internal financial statements as the basis
for budgetary user making quality decisions
are insufficiently developed in Croatia.

H2 - H6: Decisions about the requirement for
internal financial statements as well as about
the costs (expenses) and the application of
cost accounting and management accounting
instruments in the process of decision making
are mutually independent. The instruments of
cost accounting and management accounting
are: planning, accounting and controlling of
(H2), (H3),
measurement of results (H4), performance
measurement of provided services (H5) and
performance monitoring of provided services
(H6).

costs pricing of services

4.3. Research sample

The hypotheses in the further part of this
paper were tested by using the chosen
statistical methods on empirical data. The
survey was conducted by interviewing public
managers. The selected sample consists of
state budgetary users, as well as budgetary
users of local and regional governments,
included in the Register of budgetary users
(Data from The Register of budgetary users,
Official Gazette 81/2007). According to the
mentioned Register, 818
budgetary users and 2153 beneficiaries of

above state
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local and regional budgets operated in 2008.
The sample included budgetary users within
all state functions, subjects with a different
number of employees as well as the different
amount of available annual revenues* The
study was conducted from July to December
2009. The survey results are based on a
sample of 165 respondents.

Table 4.1. Budgetary users by source of bud-
get funding

Number of
Budget
budgetary users
State Budget 79
Regional government budget 35
Local government budget 51
Total 165

Source: Empirical Research

4.4. Research results

Public managers were asked about the extent
in which they apply some of cost accounting
and management accounting instruments in
decision making. The elements of cost
accounting and management accounting were
ranked by the budgetary user management as
follows:

Towhai extent the budgetary user applies some of these insiruments
of cost ace ing and o Lace ing in decisi kil
(1 least impaortant, 5 most important)

Tlanninz,
accounlirand
vos coudrol

Tricing of
services

Tleamring
busmess
pelompnce

Wezring the Tlomvitoring
pafomees]  palommuceof
svices sETvIces
provided provided

Figure 4.1. Ranking of the importance of
internal financial statements
Source: Empirical Research

The research results show that budgetary
users apply cost accounting and management
accounting instruments mostly for planning,
accounting and cost control (average grade
4.37) and for the measurement of perfor-
mance (average grade 3.80). They use them

least for the pricing of services (average grade
3.09). Public managers use internal financial
statements less for control (average grade
3.43) and the performance measurement of
provided services (average grade 3.25).

Public managers were asked for their opinion
whether detailed costs information contribute
to better governance and effective decision
making. Managers had the option of ranking
grades 1 (least important) to 5 (most impor-
tant) for the importance of cost information
for planning, accounting and cost control,
pricing of services, business performance
measurement, performance measurement of
services provided, and monitoring performa-
nce in service delivery. The responses show
that managers are aware of the importance of
costs information in the management process
and quality business decisions. Most mana-
gers said that the costs are of primary impor-
tance (grade 5) on all the elements proposed.

Inyour would more cost infor o

Tretter managing aml decision making (1 Tast important, 5 most
important)

Floammze,
scconmiling sl
cost eontrol

Fricingzof
sarvices

Messurmy
busmicss
performance

Bewsurme e Mondlorire
P Y S S—
services sorvices
provided provided

Figure 4.2. Ranking of the importance of cost
information
Source: Empirical Research

1o you require internal financial statements on the costs (expenses)
[rom the sccounling service
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Figure 4.3. Internal financial statements on
the costs (expenses) of the budgetary user
Source: Empirical Research
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Internal financial statements on the costs
(expenses) from the accounting services are
required by 96.3% of respondents.

According to cconomic classification, how do You require
pr tiom of costs by acc i

services

ALcod pentes
By prozram

cost cantiecs Csevice
ypes)

By

internal financial statements
Source: Empirical Research

Do you require internal reporting on business results of the
budactary user

82.1%

17.9%

Tes Mo

Figure 4.5. Internal reporting on business
results of the budgetary user

Source: Empirical Research

Most of the budgetary users require the cost
information by sources of funding, 66.3% of
them, and at the level of budgetary benefi-
ciaries as a whole, 64.1%. Less than half of the
respondents require the cost information at
cost centers (47.3% of them) and by cost
carriers (44%), and least of them require the
presenting of cost information by programs
(38.6%).

A number of 82.1% of the respondents
require reports
results. The respondents who require internal

internal about business
reports about the results,
usually for the budgetary user as a whole,
then by the programs, and a smaller number
of them require these reports by the service.
Four of the budgetary users require reports
about the results for cost centers, or
organizational units, and only one budgetary

require them

user requires these reports by the source of
funding.

Thew du you require intermal reporting on the usiness resulls

i
5
- b‘j""

D services

55

Torbudyetany users
s awhole

D prowins Chlier

Figure 4.6. Ways of presenting business
results in internal reporting
Source: Empirical Research

Given that the tasks of cost accounting and
management accounting are related to
planning and calculation of revenues and
expenses for the unit of product (or service),
quality internal financial statements should
include such
quality budgetary user management is a
relevant complete
revenues, costs and business results by cost
carriers and programs. The results of this
study suggest that Croatian public managers
require from their accounting services certain
additional information on the revenues and

information. The surface for

and information on

expenditures,
insufficient accounting knowledge to collect
high-quality, relevant and complete infor-
mation about costs and results by the carriers
and programes.

but public managers show

In order to determine the connection between
requirements for internal financial statements
and the use of cost accounting and mana-
gement accounting instruments in the process
of decision making, a test for the inde-
pendence of characteristics was conducted
using the chi-square test. Testing included the
following questions: 1. Do you require internal
financial statement on the costs (expenses)
from the accounting service? (Figure 4.3) and
2. To what extent the budgetary users apply
some of these cost accounting and mana-
gement accounting instruments in decision
making (1 least important, 5 most important)
(Figure 4.1) for testing the hypotheses H2 and
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H3. Questions: 1. Do you require internal
reports on business results of the budgetary
user? (Figure 4.5) and 2. To what extent the
budgetary users apply some of these cost
accounting accounting
instruments least

and management
in decision making (1
important, 5 most important) (Figure 4.1) for
testing the hypotheses H4-H6. The null
hypothesis contains the assumption that the
decision on request for internal financial
statements on the costs (expenses) and the
application of cost accounting and mana-
gement accounting instruments in the process
of making business decisions are mutually
independent, while the alternative hypothesis
has the opposite assumption.

Table 4.2. Results of chi-square test analysis
Internal
accounting
instrument

Critical
Value

Chi-Square

-value
Test Statistic P

Planning,

accounting

9.487729 22.95889| 0.000129

and cost
control

Pricing of
services

Source: Author’s calculations

9.487729 9.268161| 0.054735

With the significance level of 5% hypothesis
HZ is rejected: the decision on the request for
internal financial statements on the costs
(expenses) and the application of cost accoun-
ting and management accounting instruments
in the process of planning, accounting and cost
control are mutually independent. Hypothesis
H3 is accepted: the decisions made by
budgetary users are independent on the request
for internal financial statements on the costs
(expenses) in the process of pricing the services.

Table 4.3. Results of chi-square test analysis

Internal . Chi-Square
. Critical

accounting Test p-value
) Value _—

instrument Statistic
Busi It

USINESSTESUES | g 487729| 3.653382| 0.454943
measurement
Measuring the

fi f
periormance ot 1 487729| 9.003752| 0.061006
services
provided
Monitoring the
performance of | ¢ 4o7799| 14.55802| 0.005711
services
provided

Source: Author’s calculations

With the significance level of 5% hypothesis
H4 is accepted: the management of the
budgetary user is independent on information
about business results in the process of the
measurement of business results. Hypothesis H5
is also accepted: the budgetary user decisions
are independent on the request for internal
financial statements in the process of mea-
suring the performance of services provided.
Hypothesis H6: the budgetary user decisions
are independent on the request for internal
financial statements in monitoring the perfor-
mance of provided service is not accepted.

The cost accounting and management ac-
counting instruments partially
resented in the processes of planning,
accounting and cost control and monitoring
the performance of services provided. The
above is consistent with the fact that the area
of planning and monitoring is developed and
regulated by law, and thus widely represented
within the budgetary users.

are rep-

How do you delermine the price ol services

& Independently
o hiainby alonc
Ehainty externally

W Fxtornalty

Figure 4.7. Way of determining
services
Source: Empirical Research

prices of
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The answers to the question about the way of
pricing services provided by budgetary users
suggest that the different budgetary users
apply different methods and that there is not a
generally accepted form of the determination
of the prices of public services. Most respon-
dents determine the price of services mainly
alone (58) or totally independently (38). In 32
examinees the pricing is carried out exter-
nally, and in 36 subjects mainly externally.

Which caleulasion method do you use [or independent
determination of the price of service

- 28,1%

0,04 2655,

25.0% 20:4%

20,0% 151% i

15,0% 99%

10,00% .

505 >

) _
0.0% ' T "
st

Covering al Covering all Covening all Price Else
the rosts th the =+a determined by
market

conditions

method for determining the price of services
Source: Empirical Research

Budgetary users that determine the prices of
services partially or completely independently
use some of the calculation methods. The
largest number (37 respondents) of the bud-
getary users apply the method of covering
costs plus a percentage margin. A number of
35 subjects determine the price of services to
cover all costs and for 27 subjects price is
determined by market conditions.

Twenty subjects determine the service price
on the basis of covering all the costs included
amortization and 13 subjects in some other
way.

Tsthe information ahaut prices of services useful in decision making
aboul the provision of certain services

5.-“0

BYe
Ny
@ Partly

Figure 4.9. Usefulness of the information
about the price of service
Source: Empirical Research

For most of the respondents, information
about service price is useful in making deci-
sions about the provision of certain services.

Is the infornetion aboul prices of services uselul in decision making
about the provision of certain services

m¥es
Mo
ETarthy

&

Aanly extemally

Indeprandantly annly alone Fxlenally

Figure 4.10. Usefulness of the information
about prices of services in relation to the way
of pricing

Source: Empirical Research

Examinees, who determine the price of ser-
vices externally, assume that the information
about the prices of services do not assist or
only partially assist in the process of making
decisions about service provision.

The information about the price of service is
the most significant for the state budgetary
users, and 74.4% of the respondents gave a
positive answer. The same response was given
by a slightly lower number of respondents,
72.5%, financed from the city or municipal
budget, and 68.6% of the budgetary users
financed from the county budget.

Ts the information about prices of services useful in decision making
about the provision of certain services

Slale Budad Counly Duded Cily or Municipal Budzel

Figure 4.11. Sources of financing and the
usefulness of information on service price
Source: Empirical Research

5. CONCLUSION

Effective budgetary user management and
successful execution of tasks is the result of
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the quality decisions made by public mana-
gers, which are determined by relevant, timely
and complete information. For public sector
managers, the key role in making decisions is
given to accounting information contained in
internal and external financial statements of
the budgetary users. External financial state-
ments provide information about the financial
position, business performance and changes
in the budgetary user financial position. The
information contained in external financial
statements is related to the past as the result
of previously incurred business events and
public sector managers’ past decisions. In
contrast, internal financial statements try to
provide information aimed to the future and
future events that will be the basis for the
assessment and the prediction of the level of
resources necessary to carry out the already
initiated budgetary user activities and prog-
rams. The key role of internal accounting and
internal financial reporting is to supply public
management with cost information on the
basis of which they can: make decisions on the
public services prices, facilitate the process of
budget planning for future periods, provide
program assessment, measure the performan-
ce of individual programs, and allocate public
resources more rationally and equitably.

In order to test the initial hypothesis about the
insufficient development of internal reporting
in the Croatian budgetary system, the paper
presents the results of the empirical research
conducted on the selected sample of bud-
getary users. Respondents were asked about
the importance of internal financial statement
for decision making as well as their opinions
on the need for developing internal reporting
in order to offer quality business mana-
gement.

The hypothesis that request for internal
financial statements on the costs and the
application of cost accounting and mana-
gement accounting instruments in the process
of planning, accounting and cost control are
mutually independent, is dismissed. Further-

more, the hypothesis that decisions made by
the budgetary users are independent on the
request for internal financial statements on
the costs (expenses) in the process of making
decisions on the services pricing is accepted.
The hypothesis that budgetary user mana-
gement does not depend on the information
about business results in the process of
measuring business results is also accepted.
The results of the empirical research show
that hypothesis by which the budgetary user
decisions are not dependent on a request for
internal reporting in the process of per-
formance measurement of provided services
is accepted. The hypothesis that the budgetary
user decisions are independent with the
request for internal reporting in monitoring
the performance of provided services is
rejected.

Public managers are partially familiar with the
cost accounting and management accounting
instruments. Namely, public managers use the
information provided by internal financial
statements in planning, calculating and cont-
rolling costs as well as in measuring out-
comes. However, the same information is
insufficiently used in the pricing of services,
performance measurement and performance
monitoring. The conclusion is that public
managers require certain internal financial
statements, but they are only partly familiar
with the system of internal accounting and
internal financial reporting to recognize the
benefits it provides, and to use it successfully
in budgetary user management.
reporting as the basis for making quality
budgetary user management decisions is
insufficiently developed in Croatia and is used
only in the process of making daily and
operational decisions. Public sector managers
are of the opinion that detailed cost infor-
mation could contribute to better manage-
ment and decision-making and that in order to
increase budgetary user efficiency, appro-
priate cost accounting and management
accounting instruments need to be developed

Internal

16 Economic Review - Journal of Economics and Business, Vol. IX, Issue 2, November 2011



Application of internal financial statements in budgetary user management in Croatia

as well as internal reporting with the focus on
the comprehensive monitoring of past, pre-
sent and future events.

Since this study has included budgetary users
from all state functions, it would be very
useful in future research to investigate the
role of internal financial statements in
budgetary user management separately by
individual state functions and thus explore
possible similarities and differences in the
management of individual budgetary users,
the representation of cost accounting and
management accounting instruments and the
way of pricing services provided by budgetary

users.
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NOTES

1 Professor Vesna Vasic¢ek, Ph.D., Ivana Drazi¢
Lutilsky, M.Sc. and Hrvoje Percevi¢, M.Sc. parti-
cipated in the project. The study was conducted on
the sample of 123 of budgetary users. The
questionnaire contained 24 questions (Drazic¢
Lutilsky 2006, p. 174-192).

2 The study was conducted in 2006 for the purpose
of writing a doctoral thesis. The survey was
conducted at the higher education institutions in
two ways because it was sent to the vice dean for
finance and to the accounting managers. 17 vice
deans and 25 heads of accounting responded to the
questionnaire. The questionnaire comprised six
sets of questions (Drazi¢ Lutilsky 2006, p. 193-
287).

3 The survey was conducted during 2007. The
selected sample consisted of 36 hospitals in
Croatia (Vasicek 2009, p. 313-338).

4 For the purpose of this study, respondents were
asked about the number of employees and
available annual revenues. The survey results are
based on the analysis of collected responses from
different sizes of the subjects (Budimir 2011, p. 94-
101).
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