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Abstract

In recent decades, all member countries of the Central American Integration System
(SICA), comprising Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua and
Panama, are making a significant efforts to modernize both the legislation of
governmental financial management as the systems of governmental financial
information. Regarding this, SICA pursues to ensure a major increase in the quality of
the public financial information system in order to improve the decision-making

processes, decrease the level of corruption, and to keep citizens informed.

Moreover, at an international level, there are important changes in the field of public
accounting. According to this, we find that the International Federation of Accountants
(IFAC), via its Public Sector Committee (PSC), is pressing for the adoption of a set of
international accounting standards (IPSAS). The goal of this organization is to become a
reference point of public accounting information. In this sense, IFAC’s goals is to
ensure the consistency and to improve the comparability of the accounting information

issued by different governments.

In this context, the aim of this paper is twofold. Firstly, to assess the degree of similarity
of the financial information that is drawn up by the central governments of SICA with
regard to the recommendations set up by IPSAS and, secondly, to analyze the efforts
and the strategies that these countries are carrying out in the process of implementing

these standards.



The methodology of this paper includes both the review of annual reports issued by the
countries aforementioned, as well as the personal interviews with people that are key in
the reform of the systems of governmental financial information such as Directors of the

Governmental Accounting Departments and officials of the Comptroller's Office.



Convergence toward IPSAS by Central American Integration System member
countries

Introduction

Little research has been carried out on questions related to governmental accounting
practice in Latin American countries, and less so in those of Central America (Chan,
2003). In the latter region, public financial administration systems have been reformed
in a process aimed at ensuring that high quality, reliable and timely information is
obtained. This would constitute, among other aspects, a good basis for decision taking
by users of this information, compliance with the recommendations of financial
organisations and of international cooperation agencies, and a factor for improved

transparency and accountability.

These reforms have led to the publication of new regulations in the field of public
financial administration and the development of programmes to achieve technical and
operational advances in financial information systems (Acevedo, 2007). The new
legislation establishes, among other aspects, the incorporation of the accrual basis for
governmental accounting systems. Moreover, these countries undertake to transmit
periodic financial information to international financial organisations, such as the
International Monetary Fund (IMF), which publishes the Government Finance Statistics
Manual to promote the improvement of governmental accounting information systems.
These initiatives, together with the global trend toward convergence with the
International Accounting Standards (IPSAS) issued by the International Federation of
Accountants (IFAC) (Benito et al., 2007), have resulted in a process of increasing
approximation to these rules by governmental accounting systems in Central America.
Thus, in recent years, most of these countries, to a greater or lesser extent, have taken
actions aimed at bringing their governmental accounting systems into line with the

IFAC standards for the public sector.

In this context, the present study has a twofold objective: on the one hand, to analyse
the efforts and strategies implemented by member states of the Central American

Integration System (SICA) in introducing IPSAS, as proposed by the IFAC; and, on the



other, to assess the levels of compliance achieved to date by central governments in
Central America with respect to these standards for the presentation of financial
information. Therefore, in Section 1 we examine the reforms made in governmental
accounting systems, followed in Section 2 by a description of the main actions taken by
these countries to adopt or adapt their accounting norms in line with the IPSAS. Section
3 sets out the methodology employed in this comparative study, presents the results
obtained and points out some limitations affecting the introduction of the IPSAS.

Finally, the main conclusions drawn from this study are highlighted.

Reforms to governmental accounting systems: the situation in Central America

In recent decades, a series of notable changes have been made in the management
policies of governmental organisations, aimed, among other goals, at making public
administration an efficient, effective instrument, capable of resolving citizens’
problems, overcoming outmoded bureaucratic attitudes and advancing toward a new
understanding and philosophy of public management, with particular attention being

paid to transparency and accountability (Montesinos and Vela, 1995).

Governmental accounting has become a priority element in this reform process; as
observed by the IMF (2001), an adequate accounting system is essential for
transparency, accountability and decision taking by public managers. Reforms of
governmental accounting systems are aimed at transforming a previously opaque
system into one facilitating comprehensive and trustworthy information on public
finance, and provide a basis for improving the financial control of governmental
activities, to achieve more informative, useful information for decision-taking purposes

and accountability (Liider, 1992).

Governmental accounting has undergone fundamental changes, especially since the
1980s, when various developing countries, including New Zealand, the United
Kingdom, the United States, Canada and Australia, undertook the modernisation of their
accounting systems. In recent years, this process has also begun in developing countries,
and in many cases it has enjoyed the resolute support of international financial

organisations (Ouda, 2007).

Among the main factors that have favoured transformations in the area of governmental

accounting are the following: the regulatory efforts made at governmental level in
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various countries (Fuertes, 2006); the proliferation of committees dedicated exclusively
to the public sector within professional organisations, at national and international
levels (Benito et al., 2007); and the manifest interest shown by the academic sector,
which has produced a large body of research and publications on the development of
governmental accounting in various countries, with respect to both central and local

government, as well as comparisons between these countries (Chan, 2003).

In addition, it is generally accepted that the regulatory initiatives undertaken since 2001
by the IFAC, through its Public Sector Committee (PSC), with the economic support of
the World Bank, the Asian Development Bank, the UN Development Programme and
the IMF, and which have resulted in the publication of the IPSAS, are promoting and
producing improved quality and uniformity in financial information throughout the

world (IFAC, 2007).

Adoption of the IPSAS by governmental organisations will improve both the quality
and the compatibility of financial information provided by public sector bodies,
worldwide (Brusca and Montesinos, 2006). For this reason, some international
organisations, such as the OECD, NATO and the EU, have already adopted the IPSAS
(Benito et al., 2007), while others, such as the IMF, the World Bank and the Inter-
American Development Bank (BID), have urged different governments (especially

those of developing countries, to adopt or adapt these standards (Chang et al., 2008).

In the particular case of the countries in Central America, the high levels of debt and
budget deficits arising from the economic crises of the 1980s led these governments to
embark on a process of structural adjustment, with the aim of controlling public
expenditure, together with a process of re-insertion into the world economy by means of
greater economic openness (Large, 2005). In addition, international financial
organisations promoted a series of structural reforms and economic adjustments aimed
at modernising public financial administration to make it more efficient, effective and
transparent (World Bank, 2000). In this context, a series of State modernisation
programmes began to appear in Central America, including reforms of financial

administration, and a renovation of the operational aspect of public finances.

Nevertheless, dramatic advances in financial administration reforms in Central America

did not take place until the early 1990s, with the combined effect of various factors, but



especially that of the rigorous position taken by financial organisations and donors.
These bodies insisted that a fundamental requirement for greater international
cooperation with the countries of Central America was that adequate use be made of the

financial resources assigned to them (Maldonado and Berthin, 2004).

The reform process got under way with the implementation of the Integrated Financial
Management System (SIAFPA) in Panama in 1992, and its first stage concluded in
2005 with the entry into force of the Financial Management and Budgetary System
Law, No. 550, in Nicaragua (see Table 1).

Table 1
Financial management reforms and legislation in Central America
Country Legislation Passed in
Costa Rica Financial Management and Public Budget Law, No. 8131 2001
El Salvador | National Financial Management Organic Law, No. 516 1995
Honduras Organic Budget Law, No. 83-2004 2004
Guatemala Organic Budget Law, No. 101-97 1997
Nicaragua l;isrg)ancial Management and Budgetary System Law, No. 2005
Annual National Budget Law and International Standards of
Panama ; 1997
Government Accounting

Source: The authors, based on the laws published by each country

With respect to public sector accounting, it can be seen that, in general, under the new
legislation passed in these countries, the subsystem of governmental accounting is
comprised of a body of principles, norms and technical procedures for the systematic
compilation, registration, processing and control of all information obtained concerning
financial operations in the public sector. One of the main innovations made to
governmental accounting systems is the introduction of accrual as the basis for
recording economic transactions (although, at the present date, this accounting principle

is not yet being fully applied in any of the countries studied).

During the last four years, various factors have led all the countries in the region except
Nicaragua to undertake actions aimed at bringing their accounting systems into line
with IFAC rules for the public sector. Among others, the initiatives present the

following aspects of interest:

e The process by which the International Financial Reporting Standards (IFRS) of
the International Accounting Standards Board (IASB) are being adopted as



norms regulating private sector accounting in all countries in the region. This
move to introduce internationally applicable standards into the governmental

sector has aroused considerable interest among public managers.

e The interest expressed by audit bodies in enforcing the legislation passed with

respect to governmental accounting systems.

e The conviction among staff in governmental accounting organisations, in each of

the countries concerned, of the need to modernise accounting systems.

Main actions taken by Central American countries to adapt or adopt the IPSAS

In El Salvador, in 2005, the Regulatory Department of the Directorate General for
Governmental Accounting (DGCG) began a process to analyse the possible
implications and benefits of adopting or adapting the IPSAS in the context of El
Salvador. On the basis of the results obtained from this study, an action plan was drawn
up to standardise the existing governmental accounting system with the
recommendations made in the IPSAS. This action plan consisted of six phases:
diagnosis, design, development, testing, implementation and evaluation, and human

resources skills training.

As part of the actions taken in the first and second phases, legislation was proposed to
regulate the system of governmental accounting in accordance with the IPSAS
recommendations. Similarly, the proposal was made for a new conceptual framework
for the system of governmental accounting, and a new protocol for the processing and
cataloguing of public sector accounts was prepared, also in accordance with the IPSAS.
According to the information supplied by the Director of the DGCG, from 2012, the
rules and procedures regulating governmental accounting will be adapted to the content

of the public sector accounting regulations published by the IFAC.

In Guatemala, also in 2005, with the support of a group of international consultants and
that of the Guatemala Institute of Public Accountants and Auditors, an analysis was
made of the system of governmental accounting. This led to the decision by the State

Accounting Directorate (DCE) to issue its own accounting rules, but in convergence



with the IPSAS. Thus, in late 2006, the first version of the Accounting Rules for the

Public Sector in Guatemala was published.

Despite the importance of the legislative project and the considerable time that has
elapsed since its publication as a ‘“definitive draft”, at the present date, the

corresponding authorities have yet to give their final approval of this document.

Meanwhile, in Honduras, in 2006, the Comptroller-General of the Republic (CGRH)
issued a Ministerial Decree of Technical Standards for the Governmental Accountability
Subsystem, in which it was stated that the rules and accounting procedures in the public
sector “should be in accordance with the Accounting Standards for the Public

Sector...".

To this effect, an action plan was developed to implement the IPSAS between 1 July
2010 and 31 December 2014. Accordingly, the financial statements prepared from 2015
onwards should be standardised in all respects with the content of the international

IFAC rules for the public sector.

In Panama, during 2007 and 2008, the Directorate for Accounting Methods and Systems
(DMSC) began a process to review and adapt governmental accounting standards, and

carried out an initial comparative analysis of these norms and those stated in the IPSAS.

Following this study, and with financial support from the BID, in 2010 an international
consulting firm was hired to perform a diagnostic study, including a comparison of the
present regulatory system with the IPSAS, with the IFRS, with the IMF Government
Finance Statistics Manual, and with the relevant legal aspects in Panama. The
consultants were also asked to formulate a proposal for a new General Manual of
Governmental Accounting, to propose Regulations for the preparation of financial
statements, and Guidelines for the application of accounting rules; and finally, to
propose and implement a skills-building plan on conceptual and practical aspects of the

new version of the above-mentioned General Manual of Governmental Accounting.

In Costa Rica, in 2008 the Directorate General for National Accounting (DGCN)
proposed the adoption of the IPSAS issued by the IFAC. To this effect, a series of



executive decrees were drafted, concluding with the approval of Decree No. 34918-H of
9 December 2008, by which approval was granted to the “Adoption and Implementation
of International Accounting Standards for the Public Sector in Costa Rica”. This process
began with partial implementation from 2 January 2010, and during 2011 a double
accounting register will be maintained: one based on the former system and the other, in
parallel, based on the new General Plan for Public Accounts. Finally, from 2 January
2012, without exception and in a generalised form, the IPSAS will be definitively
applied.

In order to advance the implementation of the new regulations, the government of Costa
Rica, with financial support from the Costa Rica-USA Foundation (CRUSA), hired an
international consulting firm to design the General Plan for Public Accounts, which at
the present date is completed and has received initial approval from the Ministry of

Finance.

Other important actions that have been taken include: specific skills-building
programmes; hiring a project leader; informing the public of the progress made in the
General Plan for Public Accounts and inviting observations and suggestions; providing
e-mail and telephone facilities for inquiries from public sector employees in this field;
the monthly publication of an information bulletin detailing the main actions taken,
together with general information concerning the IPSAS; and the development and
approval of an Action Plan to implement the IPSAS, setting out the strategies to be

developed in order to effectively comply with the provisions of Decree No. 34918-H.

Finally, in Nicaragua, to date no specific actions have been taken to harmonise national
law and practice in governmental accounting with the IPSAS. Nevertheless, the head of
the Directorate General for National Governmental Accounting (DGCGN), in a
personal interview with the authors, observed that in the near future a strategy in this
respect will be defined. There are various indications that Nicaragua will implement a
process similar to that followed by the other countries in the region in the field of
governmental accounting. This process will foreseeably include the following: the
adoption of the IFRS as the regulatory framework for accounting in the private sector in
Nicaragua; the trend towards standardising rules with neighbouring countries, within the

SICA framework; compliance with the demands for greater transparency made by



financial organisations and by international cooperation agencies; and convergence with

the international trend favouring the adoption or adaptation of the IPSAS.

Table 2 summarises the main actions taken by countries in Central America to adopt or

adapt the IPSAS.

Table 2

Main actions taken in processes of IPSAS adoption-adaptation

Country

Main actions taken

Costa Rica

Decree No. 34918-H, of December 2008, approved the adoption of IPSAS in
Costa Rica.

El Salvador

Currently adopting its regulations to those stipulated in IPSAS. An action
plan has been prepared, according to which implementation is scheduled to
begin in 2012.

Guatemala

In 2006, a Single Plan for Accounting, a Manual of Accounting for the Non-
Financial Public Sector and Accounting Standards for the Non-Financial
Public Sector in Guatemala were developed, all based on IPSAS. At present,
these documents are in the consultation phase.

Honduras

The Technical Standards for Accounting, approved in 2007, state that the
necessary changes must be made to adapt governmental accounting systems
to IPSAS; during 2010, a skills-building programme, a diagnosis, a draft of
the new legislation and an action plan were all implemented, and it is
stipulated that by the year 2015 financial statements should meet IPSAS
requirements.

Nicaragua

No actions taken in this respect.

Panama

In the second half of 2010, a firm of international consultants was hired to
perform a comparison of the current regulatory system and IPSAS. According
to the results obtained, a process to implement the necessary changes will be
proposed.

Source: The authors.

Convergence of governmental financial information in Central American countries

with the IPSAS of the IFAC

The methodology of the comparative study

In accordance with the methodologies used by Torres (2004) and Caba and Lopez

(2007), in order to verify the extent to which the information requirements of [IPSAS 1

and 2 have been achieved to date by the central governments of SICA Member States,

we created an index, setting out the minimum requirements applicable to annual

financial statements. For this purpose, two levels were considered.
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Level 1. This level distinguishes countries in terms of their presentation of the different
financial statements which, according to IPSAS 1, must be presented at year end,
irrespective of their content. This first level refers to the five components that constitute
annual financial statements, namely: Statement of Financial Position, Statement of
Comprehensive Income, Statement of Cash Flows, Statement of Changes in Equity and

Notes to the Financial Statements.

Level 2. This level focuses on the content to be published in each of the above financial
statements, distinguishing 76 aspects that should be considered in annual financial

statements, as detailed in Table 3.

Table 3

ITEMS

1. BALANCE SHEET ITEMS: 1.1. Non-financial fixed assets; 1.2.Tangible assets; 1.3.Intangible
assets; 1.4.Investments; 1.5. Short and long-term financial assets disclosed separately; 1.6.
Receivables; 1.7. Short and long-term receivables disclosed separately; 1.8. Cash and cash
equivalents; 1.9. Prepayments; 1.10. Payables; 1.11.Short and long-term payables disclosed
separately; 1.12. Borrowing; 1.13. Short and long-term borrowings disclosed separately; 1.14.
Current portion of borrowing disclosed separately; 1.15. Provisions; 1.16. Net asset/equity; 1.17.
Current and non-current assets and current and non-current liabilities as a separate classification or in
order of liquidity.

2. OPERATING STATEMENT ITEMS: 2.1. Revenue from operating activities; 2.2. Surplus or deficit
from operating activities; 2.3. Finance costs; 2.4. Surplus or deficit from ordinary activities; 2.5.
Extraordinary items; 2.6. Net surplus or deficit for the period; 2.7. Expenses are aggregated
according to their nature, programme or purpose.

3. CASH FLOW ITEMS: 3.1. Net use of cash payments arising from operating activities disclosed
separately; 3.2. Major classes of gross cash receipts and gross from operating activities disclosed
separately; 3.3. Use of net cash payments arising from investing activities disclosed separately; 3.4.
Major classes of gross cash receipts and gross from investing activities disclosed separately; 3.5. Net
use of cash payments arising from financing activities disclosed separately; 3.6. Major classes of 9
gross cash receipts and gross from financing activities disclosed separately; 3.7. Cash flows
associated with extraordinary items disclosed separately; 3.8. Cash flows associated with interest
received and paid as either operating, investing or financing activities disclosed separately; 3.9.
Reconciliation of the amounts in the cash flow statement with the equivalent items reported in the
statement of financial position disclosed.

4. CHANGES IN NET ASSETS: 4.1. Net surplus or deficit for the period; 4.2. Each item of revenue and
expense, recognized directly in net asset/equity, and total of these items; 4.3. Contributions by
owners and distribution to owners, in their capacity as owners; 4.4. Cumulative effect of changes in
accounting policy and the correction of fundamental errors; 4.5. The balance of accumulated 6
surpluses or deficits at the beginning of the period and at the reporting date, and movements for the
period; 4.6. A reconciliation between the earning amount of each component of net asset/equity at
the beginning and end of the period.

17

5. NOTES TO THE FINANCIAL STATEMENTS 37
5.1 Balance sheet backup information. 16
5.2 Operating account backup information. 2
5.3 General financial balance sheet backup information. 19
TOTAL 76

%

22.3%

9.2%

11.8%

5.2%

48.6%

100 %

Source: Own production

The total number of requirements for financial statements presented by central

government in compliance with IPSAS provisions is obtained by summing the score for
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each of the areas shown in Table 3, that is, a total of 76 items for the five components

making up the basic financial statements.

To determine the score awarded to each country, a dichotomous procedure is used in
which one point is awarded if the item is included in accordance with IPSAS
stipulations and zero points otherwise. When all the items have been verified, an index
is constituted to measure the total level of compliance with the minimum requirements
stipulated for central government financial statements in each country, as established in
the IPSAS (CT) and an identical evaluation is made for each of the components of the
financial statements, that is, an evaluation of 20% for each of the five basic statements.
The partial weighting for each financial statement is obtained by dividing the total score
obtained (CP) by the maximum number of items that can be achieved (m), i.e.,
CPb=Po/m*100 for the Statement of Financial Position, CPr=Po/m*100 for the
Statement of Comprehensive Income, CPf=Po/m*100 for the Statement of Cash Flows,
CPp=Po/m*100 for the Statement of Changes in Equity and CPn=Po/m*100, for the

Notes to the Financial Statements.

Therefore, to generate the total level of compliance in Level 2 (CT), we sum the partial
results obtained for each component and divide this value by the total number of

components of the financial statements, as follows:

CT =CPb + CPr+ CPf+ CPp + CPn/5

For each of the items in Level 1, we obtain a partial index of compliance, defined as
follows: CTb for the Statement of Financial Position, CTr for the Statement of
Comprehensive Income, CTf for the Statement of Cash Flows, CTp for the Statement of
Changes in Equity and CTn for the Notes to the Financial Statements.

Results of the implementation of IPSAS 1 and 2

Before detailing the results of this study, it should be noted that despite much effort and
many contacts with the authorities of the Ministry of Finance and Public Credit of the
Republic of Nicaragua, at the present date, we have been unable to obtain the

consolidated financial statements from the central government of this country.

In the present study, we analysed the information provided in the consolidated financial

statements for the public sector for each of the countries in question for the year 2009.
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To complement this information, during September and October 2010, we held personal
interviews with the Directors General of Accounting and representatives of the

Comptroller General in each of the same countries.

As shown in Table 4, the only Central American country that fulfils all five components
that make up the annual financial statement, in accordance with the provisions of IPSAS
1, is Costa Rica. This is a noteworthy result; although this country was the last to begin
the process of adaptation to the IPSAS, to date it has made most progress in this field.
On the contrary, the countries which took the first steps to introduce the IPSAS, namely
El Salvador, Guatemala and Nicaragua, have achieved the poorest results, with a
convergence of only 60%. In the case of Panama, although the process of introducing
the IPSAS has not yet begun (it is currently diagnosing the situation of its accounting
models in this respect), at present its information preparation practices are reasonably
close to the recommendations of IPSAS 1, with four of the five financial statements

cited being published.

Similarly, Table 4 shows that of the annual financial statements required by the IPSAS,
those most often provided are the Statement of Financial Position and the Statement of
Comprehensive Income, which are presented by the five countries analysed. On the
other hand, the Statement of Cash Flows and the Statement of Changes in Equity are

provided by only two countries.

Table 4
First Level Degree of Compliance with the IPSAS Proposed by IFAC
C.R. E.S. GT HN PA
Balance Sheet 1 1 1 1 1
Statement of Financial 1 1 1 1 1
Performance/Operative
statement
Statement of changes in net 1 1 0 0 0
assets/Equity
Statement of Cash flow 1 0 0 1
Accounting practices & 1 0 1 1 1
financial statement notes
First level degree of 5/5=100% 3/5=60% 3/5=60% 3/5=60% 4/5=80%
coincidence

Source: Own production

On the basis of the information detailed in the previous section, we analysed the
fulfilment of Level 2, making a closer analysis of the content that should be published

in each of the financial statements, as summarised in Table 5.
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Table 5
Second Level Degree of Compliance With The IPSAs Proposed by IFAC

CR

ES

GT

HN

PA

Scor

%

Scor

%

Scor

%

Scor

%

Scor

%

COMPLIANCE WITH ITEMS TO BE
PRESENTED ON THE FACE OF THE
BALANCE SHEET (m,=17)

17

100
%

15

88%

16

94%

16

94%

12

71%

COMPLIANCE WITH ITEMS TO BE
PRESENTED ON THE FACE OF THE
STATEMENT OF FINANCIAL
PERFORMANCE (m,=7)

86%

57%

57%

57%

71%

COMPLIANCE WITH ITEMS TO BE
PRESENTED ON THE FACE OF THE
CASH FLOW STATEMENT (m.=9)

89%

67%

COMPLIANCE WITH ITEMS TO BE
PRESENTED ON THE FACE OF THE

CHANGES IN NET ASSETS/EQUITY
(m,=6)

67%

50%

COMPLIANCE WITH INFORMATION
PRESENTED IN THE MAIN
SECTIONS OR IN THE NOTES TO

THE FINANCIAL STATEMENTS
(m=37)

14

38%

14

38%

8%

16

43%

A. Supporting information for the
items included in the balance sheet

24%

35%

47%

B. Supporting information for the
items included in the statement of
financial performance

100
%

100
%

C. Supporting information to the
financial statement in general

10

53%

32%

16%

32%

Source: Own production

Our analysis of the items making up the financial statements shows that, for the
preparation of the Statement of Financial Position (see Table 5), the information
presented by each of the countries presents a very high level of compliance with the
requirements of IPSAS 1. The case of Costa Rica is outstanding; this country’s
Statement presents all of the items recommended, and therefore it has totally introduced
the informational requirements of IPSAS 1. The cases of Guatemala, Honduras and El
Salvador also present a very high level of compliance, with 94% in the first two cases

and 82% in the third.

With respect to the components of the Income Statement, the level of compliance with
IPSAS recommendations is reasonably satisfactory. The countries with the highest

indexes in this respect are Costa Rica and Panama, with 86% and 71%, respectively.

14



Honduras, Guatemala and El Salvador provide 57% of the elements constituting this
section of the financial statement. It is striking that only Costa Rica includes the surplus
or deficit of ordinary activities in its Income Statement. Moreover, only Panama details
the extraordinary items in its Income Statement. These aspects indicate that it is
necessary to continue working to adapt this financial statement to fully comply with

IPSAS 1.

As remarked above, the cash flow statement is only presented by Costa Rica and El
Salvador. Costa Rica complies with 89% of the IPSAS 2 stipulations, and El Salvador,
with 67%. In neither case are cash flows associated with extraordinary items described

separately.

As observed in our analysis of Level 1, an equity change statement is only presented by
Costa Rica and Panama, which currently apply 67% and 50%, respectively, of the

recommendations set out in IPSAS 1.

According to the IPSAS, the notes to the financial statements form an integral part of
the set of financial statements. Of the countries analysed, only El Salvador fails to
include this information. However, the other countries analysed achieve very low levels
of compliance with the IPSAS recommendations, with Costa Rica and Guatemala
recording 38%, while the best performance in this respect is that of Panama, with only

43%.

In general, the presentation of the notes is the item that is least well applied in the
preparation of financial statements. Within the subdivisions of this area, the category
that is most poorly applied concerns the data supporting the general information in the
financial statements, that is, the long-term data constituting the reference framework on
the basis of which users of financial statements may comprehend the context and the
principal accounting policies on which the financial information detailed in the annual
statements is grounded. With respect to the notes concerning the overall statement of
financial position, little importance seems to be granted to aspects such as leasing,
construction contracts, recognition, the depreciation and deterioration of tangible and

intangible assets, provisions and contingent debt or contractual obligations.

In summary, in the financial statements published by countries in the Central American

region for 2009, a low level of compliance is achieved with the requirements set out in
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IPSAS 1 and 2. Thus, Costa Rica, which to date has achieved the greatest convergence,
scarcely attains 75% compliance, while the other countries do not even reach 50%. As
observed above, the presentation of the notes to financial statements is the section

presenting the lowest degree of convergence (see Figure 1).

Figure 1

Costa Rica

Panamé < " El Salvador

Honduras * " Guatemala

CR Costa Rica, ES El Salvador, GT Guatemala, HN Honduras, PA Panama

Source: Own production

Limitations to the IPSAS implementation strategies

With respect to the implementation strategies followed in the different countries in
adopting or adapting their systems to the IPSAS, it should be noted that with the
exception of Costa Rica and Guatemala, in all these countries the process is taking place
under the exclusive control and management of the accounting regulatory body. In other
words, in most cases the processes taking place are highly centralised, and this, as
observed by authors such as Liider (1992) and Ouda (2007), does not favour the
introduction of innovations into governmental accounting systems. Similarly, there has
been little participation in these processes by representatives from the academic sector,
professional colleges or organisations, or external audit firms. Bearing in mind the
important role played by these actors in similar processes in other geographic areas, and
the fact that diverse authorities consider such participation fundamental to the success of

the process, we believe the participation of these agents should be encouraged.

Furthermore, none of the countries in question has adequately estimated the costs

associated with the process of implementation, and has not allocated specific resources
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for this purpose, a shortcoming that is bound to hamper achievement of the goals
proposed. Similarly, with the exception of El Salvador, no country has studied the
technological requirements involved and the adaptations to computing systems that will

need to be carried out.

The existence of action plans for introducing IPSAS in most countries is evidence of the
interest among different governments in initiating processes of innovation within their
national accounting systems. Nevertheless, in the cases of El Salvador, Honduras and
Guatemala these processes have advanced at a very unhurried rate. Indeed, in the case
of Guatemala, at the present date, no additional action has been taken since 2006 and it
remains to be seen whether the political promoters of these reforms will reinitiate their
progress. These considerations lead us to assume that these promoters do not enjoy the
unreserved support of Ministry of Finance authorities to develop the adoption and

implementation of IPSAS in all its phases and aspects.

Conclusions

Over the last 15 years, the countries of Central America have made significant efforts to
modernise governmental financial information systems, both from the operational
standpoint and from that of legal reforms. This process has enabled these countries to
present in their annual reports both budgetary information and financial information,
thus affording greater utility, transparency, comparability and accountability, and

enhancing decision-taking processes in public management.

The countries in this region, to a greater or lesser extent, have taken action to bring their
accounting systems into convergence with IFAC standards for the public sector. They
have done so for various reasons, including the need to harmonise national financial
information with the requirements of international financial organisations, the
conviction among the authorities of governmental accounting bodies of the need to
modernise their accounting systems, and the worldwide trend favouring the adoption or

adaptation of IPSAS.

From our comparison of the IPSAS and the detailed information presented in these
countries’ financial statements, we conclude that the main concern of governmental

authorities is to present the statements of financial position and of income. On the
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contrary, non-financial information, such as performance indicators, receives scant

attention and publication.

In general, the annual financial statements presented by the countries of Central
America, although advancing toward the IPSAS recommendations, have not yet reached
a very high degree of convergence with this international standard. Much remains to be
improved, especially regarding the information that should be included in the notes to
the financial statements. Therefore, important changes should be applied, affecting not

only the statements and the notes as such, but also their content.

Costa Rica is currently the leading country in Central America in moving to introduce
IPSAS and innovate its governmental accounting systems. The decree to this effect has
already been approved, a detailed action plan has been developed, specific skills
training actions have been put in place, an international consulting firm has been hired
to develop the new General Plan for Public Accounting, and the complete
implementation of IPSAS in the public sector is scheduled to begin on 1 January 2012.
These advances, from the regulatory standpoint and that of the practical implementation
of innovations in its accounting systems, are reflected in the greater level of

convergence of its financial statements with the content of IPSAS 1 and 2.
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