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Abstract

Using a sample of Italian local group, we investigate
the financial statement effects of adopting International
Accounting Standards. The consolidated financial
statements for the local public group, recently introduced
in the experimental stage by the Italian legislature, has
the potential to provide the information needed to verify
the degree of achievement of the objectives inherent
in the entire aggregate, especially with reference to
the composition the sources of the resources that the
composition of the loans of the same. In this context
allows to know the group’s financial structure, the degree
of financial independence and the level of debt, the
structure of ownership of the group, the overall cost of
the same, the structural composition of costs, especially
those that are the most significant items of part of the
output. The consolidated information permits, also, the
knowledge of the different composition of income as
well as the analysis of the relationship between revenue
from taxing ability of the parent and the income from
exchange relationships activated by the subsidiaries
with consequential possibility of forecast consolidated
business units as well as to formulate programs for greater
optimization is finding that the use of resources.Of course,
here and take over the limits, in his overview (overall) the
consolidated financial statements can conceal the meaning
of particular events and makes it difficult to compare
spatial/temporal data consolidated as the Group is, by its
nature, ductile (not is a stable) and flexible is the scope
of consolidation (directly dependent on the composition
of the Group) (Grossi & Reichard, 2006). It will strictly
depends by the criteria adopted in the consolidated

process: this paper aims to discuss the purpose of the
consolidated financial statements of the Public groups to
steer the preparation of the interests of stakeholders.
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INTRODUCTION

The consolidated financial statements is an effective
tool for governing the activities of the local public
group, communication to stakeholders on the economic
conditions and financial items (Grossi, 2001). A next step
is to clarify whether the consolidated financial statements
should be interpreted as an instrument that satisfies the
principle of utility in decision-making purposes (decision
usefulness) or accountability.The accounting policies
which discipline the consolidated financial statements in
Italy are:

- Annex 4 of the Prime Ministerial Decree of 28
December 2011.

- Accounting Standard 4 - observatory of public
accounting, which is, however, indicative only
and is not a law.

The International Accounting Standards, IPSAS

6, 7, 8, were not, however, transposed into Italian: the
test, among other things, the fact that the addresses of
IPSAS does not always coincide with the addresses of the
Italian accounting principles. This paper focuses on the
consolidation process, on the assumption that the criteria
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set by the national accounting standards and the IPSAS
are different.

The research aims is to examine the process of
consolidation of local government, through the application
of different national accounting standards and international
accounting standards in force IAS / IPSAS, assessing
which are more in line with the needs of stakeholders. The
goal, then, is to identify the differences of representation in
according to the different consolidated methods.

1. METHOD

This research uses a quantitative approach from analysis
of the financial statements of the public company and its
subsidiaries, and quality in reference to the analysis of the
implications of the preparation of consolidated financial
statements on management control and programming of
the local public group.

The method used is as follows:

- Evaluation doctrinal essence of local public groups.

- Analysis of international accounting standards
on consolidated financial statements for the local
public group (IPSAS 6, 7, 8), supplemented
with IFRS10, which regulates the consolidated
financial statements for private groups.

- Analysis of national accounting standards on the
consolidated financial statements of the group
local public.

- The comparison between local GAAP and
international standards accounting for public
sector (IPSAS 6, 7, 8).

- The effects of application of the different national
and international standards (IPSAS 6, 7, 8,
IFRS10), specifically on the determination of the
consolidation, applied to the sample analyzed.

- The evaluation of the results in the field of
information on the needs of the various stakeholders.

In particular, the study of the effects of application

of the local GAAP or international standards (IPSAS 6,
7, 8, IFRS10), specifically on the determination of the
consolidation, was analyzed by means of a questionnaire
sent to the office to find affiliates the following information:

a)  Draws up the consolidated financial statements?
If not, discarded.
b) Ifyes, additional information was requested:

- List Join with percentage of ownership.

- List of Non-profit organizations in which the
Municipality pays contributions.

- Principles of consolidation applied.

- Scope of consolidation to the consolidated
financial statements approved.

- Consolidation methods applied.

- Assets consolidated over the past three years.

- Debt consolidation over the past three years.
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- Turnover / income statements for the past three years.

The analysis started from the study of the state of the art
in relation to the consolidated financial statements of the
118 Italian municipalities, the provincial capital of Italy.

Were analyzed websites and, where deficient,
accounting offices were contacted to retrieve the following
information:

- The municipality prepares consolidated financial

statements?

If yes:

- Data relating to the consolidation.

Following the analysis of the reference sample, we
obtained that less than 10 % of the Municipalities of draws
reference at the time the consolidated financial statements.

Have been taken, therefore, in view of the consolidated
documents relating to 10 local public groups, as follows:

- Municipalities capital of Region: 3 (Bologna,

Turin, Venice)
- Others municipalities: 7 (Parma, Pesaro, Pisa,
Pistoia, Reggio Emilia, Verona, Udine)

2. THEORETICAL BACKGROUND

The principle of accountability emphasizes the need to
highlight the overall performance of a company (Annessi-
Pessina, 2007), in the interest of a wide audience of
recipients. The principle of accountability is relevant
in the context of the public, where the categories of
stakeholders are large and the need for transparency is
a priority. This gives rise to the need for a toolable to
represent in a clear and comprehensive to stakeholders
(Hayes, 2009; Liguori, 2007; McNabb, 2005). The tool
is the consolidated financial statements. With reference
to the relationship between the carriers ofinterest,
according to the stakeholder theory, there exists aclose
link between voluntary disclosure andexpectations of
public opinion (Friedman & Miles, 2002). Each category
of stakeholders incontact with local needs hasspecific
information. The overall performance should be evaluated
using information from which to express an opinion on
the financial sustainability, production processes and to
the total energy used to achieve the public purpose and
the resulting satisfaction of the needs related (Grossi &
Mussari, 2008).

The debate on the relative superiority of the Anglo-
Saxon shareholder-oriented versus the continental
European stakeholder-oriented accounting models(Ali &
Hwang, 2000) my include the public local group. Prior
studies using cross-country comparisons conclude that the
shareholder-oriented model is more value relevant but are
unable to disentangle the effects of accounting standards
from other institutional factors such as shareholder
protection or market development. Ball et al. (2003) show
that institutional factors such as shareholder protection




may play a more important role than accounting standards
in explaining cross-country variation in the valuation
properties of accounting data.

The technical tool that can be used for accounting
for the overall performance of the local authority’s
consolidated financial statements that provides an
overview of the economic, financial and patrimonaile
group, improving internal and external accountability
(Landa, 1996).The local gaap and the international
accounting standars are different, but integrated in order
to provide an informative consolidated, representative
of the local public group, composed of heterogencous
reality at the same time, public company, non-profit
and for-profit companies, and significant in the interests
of stakeholders. Beyond any taxation legislation, the
exclusion from consolidation non profit dell’aziende
implies in our opinion a serious shortcoming that affect
the significance of financial statement: before opting for
exclusion must be careful reflection on aspects of control
and governance, which we discussed earlier, but also the
relevance of the activity for the area and for the local
parent company. An indicator of relevance is, for example,
the amount of contributions paid by the company public
parent company. The choice of the employees of the
subsidiary is an another element of importance. On the
other hand, for examples, the companies excluded from
the consolidation of the territorial scope of the opera
houses or theaters stable, regulated form of foundation,
to which the company delivers relevant local public
contributions at the consolidated level, does not represent
the true financial condition of financial position, excluding
stakeholders from relevant information for the monitoring
of the results and the programming of new initiatives.
It will compare, in the interests of the recipients of the
consolidated financial statements, the local gaap and the
international standards on the topics of consolidation
methods and disclosures (Biancone & Secinaro et al.,
2014). The stakeholderstheory is also applicable to local
authorities, as it allows to pass from a concept of public
accountability-oriented citizens to a broader concept of
public accountability-oriented community.

3. DISCUSSION

The stakeholders involved in Municipality are different:
they are part a community and they need a specific
map, that explain the relationship. Internal stakeholders
are: subsidiaries, employees, local politicians, External
stakeholders are: citizens, local authorities, local
companies.In this context, the consolidated financial
statementis not intended as a simple document, but as the
result of a process aimed at supporting municipalitiesin
relations with its stakeholders.

The consolidation process is influenced by different
criteria: the national accounting standards and the IPSAS
are different (see comparison table below).
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Table 1
The Comdparison Between Local Gaap and International
Standards

Accounting standard IPSAS/IAS/

Local GAAP observatory IFRS
Integralmethod Subsidiaries Subsidiaries Subsidiaries
Equitymethod No Related Related
Proportional Related No Joint venture
method

Therefore, it is necessary to understand what are the
entities that fall under the control of the local authority
and, before that, what is meant by the term “control”. To
this end, one wonders if they are appropriate to the criteria
set out in Article. 2359 of the Italian Law, in conjunction
with Art. 26 of Legislative Decree no. 127/1991, and in
the light of the IFRS10 and SIC 12.

From the point of view of civil law,the control is : - In
which a majority of the voting power of an ordinary (so-
called situation of law); - Which in any case will have
enough votes to exercise a dominant influence (facts); -
Where the dominant influence is exercised, however, in
virtue of contractual obligations (contractual situation).
In particular, the art. 26 of Legislative Decree no. N.
127/1991 has changed the concept of contractual control
not recognizing him in a general sense, but configuring
it as a further hypothesis “of law”, referring to cases in
which the law, the articles of association or shareholders’
agreements allow the participant the opportunity to elect
a majority administrators. In any case, the definition is
quite broad and includes all situations where a company
is in a position to exercise a dominant influence over
the investee, creating a concrete power of appointment
and address. For our purposes, they are - we repeat -
the ones to define the area of consolidation of local
government, the rule is flawed because it does not address
a particular case in an appropriate manner but frequent
in local government. In fact, they are anything but rare
cases where the municipality does not exercise a right of
appointment and does not own shares, but it is strongly
interested in the fate of an institution to the point of being
responsible for his survival. In this specific case, the limit
of the approach is privatized will identify the relationship
of control as a matter of proprietary nature, ignoring the
sense of social responsibility that is inherent in the nature
instead of the local authority. For example, many cities
in the “City Theatre” takes the legal form of a foundation
and has a high degree of autonomy with respect to the
municipality in which, often, it is not even the right to
appoint directors on (or rather their majority).

The local GAAP introduces the concept of
significance: they are to be included in the consolidation
area all subsidiaries that are characteristic of significance.
The definition of the public local group refers to a notion
of control “law” and “fact” and “contract” even in cases
where there isn’t a bond of participation, direct or indirect,
in the equity of subsidiaries and a notion of participation.
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The IPSAS 6 introduces the concept of power / benefit:

- Power to govern the financial and operating

policies of another economic entity;

- The entity obtains economic benefits of the

activity performed by another entity.

Regarding the Group local public the concept of
benefit, as established by IPSAS, is very significant.
The concept of benefit in the broad sense includes not
only the economic benefit, but also the social, territorial.
Where the parent company has the power to obtain and
determine the activity in the interests of the territory, it
exercises control on the company of reference, regardless
of title participatory and percentage of participation. For
example, in the case of permanent theaters, governed
by foundations, which receive periodic contributions by
holding, if the public company reference benefits from
the work done by the theater, being able to determine, for
example, policies sales activity and demand for billboard,
in the interests of the territory, is claimable the existence
of a state of power / benefit relevant to the consolidation.

The implementation of IPSAS implies, therefore, the
exclusion of non-profit subsidiary companies, in which the

Table 3
The Consolidated Area for IPSAS/IAS

principle of power / benefit is not observed. This results in
a significant change in the scope of consolidation of local
public group, with obvious impact on the presentation of
the performance of the group, through its consolidated
financial statements.

This is best demonstrated by the analysis of the case,
the City of Turin. The experience of the City of Turin is
represented by the establishment of some public services
through a complex system represented by corporations,
foundations, institutions and associations. To highlight
the approach above the sample reporting to prepare
consolidated financial statements was analyzed with a
data base, which has compared the following information:

a) On Subsidiaries:

Table 2
The Subsidiaries Control

Profit

Non profit

Governance control
<51% >51%

Subsidiaries
<51% >51%

b) On the consolidated area:

IPSAS/TIAS

Consolidated area

Consolidated data

Subsidiaries profit Subsidiaries non profit

Related non profit

Joint venture Asset Debt Turnover

Table 4
The Consolidated Area for Local GAAP

Local GAAP

Consolidated area

Consolidated data

Subsidiaries profit Related profit Non profit

Asset Debt Turnover

The analysis showed that only a municipality
has entered the scope of consolidation companies
“investments” non-profit organizations; the other, in
derogation to the accounting principles in force, do not
included them.

In the case analyzed, the effects on the application of
the consolidated areas is different.

Table 5
The Effects on Consolidated Area

Consolidated area

Method IPSAS Method local GAAP

Subsidiaries Integral Non profit Integral
Related Patrimonial Proportional
Not included profit

Non profit included Integral Proportional
Not included Non profit
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Table 6
The Results on the Different Method

Consolidated area

Method IPSAS Method local GAAP

Subsidiaries 13 13
Related 14 10
Not included profit 4

Sub total profit 27 27
Non profit included 70 21

Not included Non profit 39 88
Sub total non profit 109 109
Total 136 136

The effects of the application of different accounting
principles are also evident in the determination of the
consolidated financial statements:



Table 7
The Results on Consolidated Financial Statement

Consolidated financial statement*

IPSAS Local GAAP

Non current asset 9.294.428 8.719.979
Current asset 2.823.696 2.539.827
Total asset 12.118.064 11.259.806
Equity 3.233.901 3.007.044
Liabilities 8.883.163 8.272.760
Revenue 3.352.644 2.843.933
Operating profit 202.474 137.883
Profit -83.964 -95.887
Profit of owners 24.782 6.092

Note. * 000 Euro

The evaluation of financial ratios related is influenced
by the adoption of national local GAAP or IPSAS.

The research shows that the process of consolidation
of local government, through the application of different
national accounting standards and international accounting
standards in force IAS / IPSAS, assessing which are more
in line with the needs of stakeholders. The differences
of representation are important to the stakeholders,
in according to the true and fair accountability.The
implementation of IPSAS implies, therefore, the exclusion
of non-profit subsidiary companies, in which the principle
of power / benefit is not observed. This results in a
significant change in the scope of consolidation of local
public group, with obvious impact on the presentation of
the performance of the group, through its consolidated
financial statements.
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