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HARMONIZATION OF ACCOUNTING
AND THE SYSTEM OF NATIONAL ACCOUNTS

Summary: The article presents scientific grounds for the methodological development of
the harmonization of accounting and the system of national accounts (SNA). The followings
tasks are covered: a) certainly correlation and intercommunications of accounting and statis-
tical account in modern terms; b) finding out pre-conditions to the harmonization of ac-
counting and SNA; c) exposing the potential of accounting in relation to its harmonization
with SNA; d) describing an approach to the concordance of the concepts of accounting and
SNA for the harmonization of accounting information; e) systematizing the basic elements
of accounting (financial) reports, tax accounting and SNA.

Key words: harmonization, accounting, system of national accounts.

1. Introduction

The influence of the global economy and international competition on the method-
ology of accounting, financial reporting and economic statistics (particularly, the
system of national accounts — SNA) continues to increase. Another pressing issue
for Ukraine is unification of information space. The choice of a subject and the
relevance of this research are defined by an ongoing search for the ways to harmo-
nize accounting and statistics, namely, defining a set of principles for systematizing
and unifying accounting information.

Scientific research on the issues of the interrelation between accounting and
economic statistics, whether theoretical or practical, is relatively scarce in Ukraine.
Ukrainian analytical publications on the subject of the SNA and its interrelation
with accounting date back to the introduction of the SNA in Ukraine, starting from
the second half of the 1980s. Such publications include works by S. Gerasymenko,
V. Golovko, I. Nikitina [Gerasymenko et al. 2005], A. Golovach [2004], M. Mela-
med [2004], T. Motoryna [Motoryn, Motoryna 2001], P. Nagirnyak [1997] and
other authors.
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The objective of the article is to substantiate methodological approaches to
harmonizing the national accounting systems and the SNA. In order to achieve this
objective, the following tasks must be accomplished:

— determining the relation and connection between accounting and statistics in
the current conditions;

— determine the prerequisites for harmonizing accounting and the SNA;

— discovering the potential of accounting in terms of its harmonization with the SNA;

— characterizing the approach to coordinating the sets of the terms and definitions
of accounting and the SNA in order to harmonize accounting information;

— harmonizing basic elements of accounting, tax accounting and the SNA.

The objects of the research are the main terms and categories of accounting and
the SNA, and the basic elements of economic statistics, financial accounting and
tax accounting of companies in Ukraine. The subject of the research is the issue of
a theoretical and practical harmonization of accounting and the SNA.

2. Accounting models

Traditionally, two approaches to organizing accounting are used across the world.
Each approach has exactly opposite consequences for the state statistics bodies,
compared to the other one.

1. The first tradition is aimed at satisfying a number of requirements, particu-
larly, at ensuring that company data is comparable. Revenues and expenses are
classified, which allows economic analysis. Statistical macroeconomic systems use
such sources as the basic data for constructing appropriate models.

2. The second approach envisages analyzing company reports — namely, in-
come statements — with a focus on parameters that reflect the profitability of in-
vestments. It does not distinguish between managerial and financial accounting.
The income statement presents information on financial results, which are carefully
observed by investors and shareholders. Such a presentation of data does not de-
scribe the main business process, i.e. it does not use production factors. Therefore,
the structure of this approach is not acceptable from the point of view of an eco-
nomic analysis.

The two above approaches to organizing accounting define different relations
between statistics and accounting in various countries.

In the countries using the first approach (such as France), statisticians actively
use financial accounting data, and the financial accounting and reporting system is
designed to structure the information system. The system of statistical data on
companies is tightly integrated, and databases are widely unified. It is obvious that
integrating the languages of accounting, statistics, taxation and legislation provides
for considerable savings of the entire society’s resources and decreases the total
cost of information.
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In the countries following the second approach (such as the USA), statisticians
do not rely on financial accounting data of companies in their work. Because of
this, they need to perform considerably more operations in order to coordinate dif-
ferent information sources on the macroeconomic level. In this case, the integration
level of the statistics system is relatively low, and databases are not unified. Statis-
ticians do not use the data of financial accounting. Once per five years, they con-
duct a survey encompassing the entire production system, and hold annual inspec-
tion of companies on an annual basis. Tax accounting has no link to existing finan-
cial accounting practices and does not play a significant part in statistics.

Under this approach, the quality of statistical data is decreased due to the lack
of harmonization between statistical and accounting concepts, as the latter are cre-
ated by companies themselves, for the purposes of internal accounting. Further-
more, the cost of information increases significantly. This is something that transi-
tional economies, such as Ukraine, can hardly afford.

In any case, regardless of a data collection method, statisticians have to process
data received from companies in order to prepare consolidated figures required for
economic analysis. Therefore, Ukraine must have a financial accounting database
that would be harmonized with statistics and aimed at all user categories.

Due to this, Ukraine’s transition to the SNA was tightly connected to the finan-
cial accounting reform, which is clearly indicated in the Concept for Development
of the System of National Accounts [Cabinet Council of Ukraine 2002], the Pro-
gram for Developing the System of National Accounts for the Period Ending 2010
[Cabinet Council of Ukraine 2003], the Strategy for Modernizing the Financial Ac-
counting System in the State Sector in the Years 2007-2015 [Cabinet Council of
Ukraine 2007], and the Resolutions of the Cabinet of Ministers of Ukraine [Cabinet
Council of Ukraine 1992, 1993]. Therefore, Ukraine uses the so-called “continen-
tal” approach to organizing accounting, which predicts that financial accounting
data can be used by numerous external users, including statistics bodies. This gives
relevance to the study of the possibilities and ways of reconciling the SNA and ac-
counting, primarily in terms of terminology, interpretation, and classification of as-
sets, revenues, expenses, taxes, and other terms and figures.

3. Harmonizing accounting and the system of national accounts
as a form of interrelation between the two systems
in the current conditions

At the current stage of the international integration in the sphere of economics, the
issue of unifying accounting and statistics has been receiving more and more atten-
tion. Today, two approaches are known to solve the issue of harmonization and
standardization.
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Harmonization of accounting envisages certain consistency and coordination,
adhering to the principles of accounting and statistics, and preparation of reporting
by a group or alliance of countries, such as the EU or CIS. It also predicts unifica-
tion and mutual conformity of countries’ legislations on accounting and statistics,
and each country having its own model for accounting organization, as well as a
system of standards. The main task of harmonization lies in ensuring that such
standards do not significantly differ from similar standards of other countries that
are members of the alliance, i.e. that the standards are in mutual harmony.

Standardization of accounting and statistics envisages establishing single
norms and requirements for accounting and statistics, and applying a unified set of
standards to provide for relative regulation of an accounting event and its reflection
in the report. It allows globalizing the accounting policy, and the principles and
systems of financial accounting on the international level, as implemented by the
Committee on International Financial Reporting Standards. The standardization
approach means that a unified set of standards must exist for any accounting situa-
tion that may arise in any country, and therefore no need to develop national stan-
dards arises.

Financial accounting is an accounting system that can satisfy information-
related queries of a wide range of users and that allows aggregating financial ratios
by means of preparing consolidated and summarized financial reporting. Being a
micro-level accounting system, financial accounting is required as a source of in-
formation for macroeconomic summaries, particularly, for creating a statistics sys-
tem of national accounts. At the same time, there is an issue of data consolidation
and coordination.

In the system of national accounts, transactions are accounted for according to
the accrual method, while the reports of the state and local budgets show the reve-
nues and expenses at the time of appropriate payments, therefore using the cash
method. Taking this into consideration, the financial accounting system in the state
sector must be improved with regard to the requirements of the international stan-
dards; a single methodological approach to financial accounting and reporting must
be adopted. This issue, among others, will be resolved as part of the Strategy for
Modernizing the Accounting System in the State Sector in the Years 2007-2015
[Cabinet Council of Ukraine 2007].

Furthermore, different classifications of financial assets and liabilities used to
prepare financial reports in different institutional sectors and subsectors of the
economy make it more complicated to develop a financial account for financial as-
sets classified according to the appropriate unified international classification.
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4. Potential of financial accounting
in harmonizing financial accounting, tax accounting
and the SNA systems

The potential of financial accounting is explained by its place among the account-
ing systems. Only the SNA, financial accounting and tax accounting systems are
recognized on the national level. These are the systems that each company encoun-
ters, and therefore, both tax and financial accounting can be viewed as sources of
useful information for the SNA purposes. The official status of financial account-
ing, the SNA and tax accounting makes it necessary to harmonize them in order to
coordinate accounting information on different levels of the economy.

Harmonization of the official accounting systems is caused by their similar
characteristics, such as:

— the use of economic categories in the set of terms and definitions;
— orientation at external users of information;

— the use of accounting principles;

— aggregation (consolidation, summarizing) of received data;

— the basis for ratings;

— using monetary terms;

— initiatives aimed at constant improvement of data quality.

Creating accounting systems according to the “deviation” method demands a
great amount of research and descriptive work (first of all, in the field of terms and
definitions) in order to establish the rules for transforming financial accounting
figures into SNA figures.

The financial accounting system will play a definitive part, because out of all
accounting systems only financial accounting is potentially capable of presenting
the fact of business activity in a form that reflects its economic essence to the
maximum, owing to the subject and methods of financial accounting that had been
developed over centuries. Accounting policies of companies allow choosing eco-
nomically feasible accounting methods in order to reliably reflect company’s fi-
nancial and business activity.

Organizing financial accounting from the standpoint of the interests of statistics
bodies is theoretically possible, but would violate the principle of neutrality of finan-
cial accounting, which protects the interests of other users of financial accounting.

Underestimating the analytical capabilities of financial accounting leads to a
disruption of the balance of interests of economic process participants. Further-
more, financial accounting is prepared by specially trained professionals and sub-
ject to mandatory audit; therefore, the reliability of data contained in financial ac-
counting is increased, in turn increasing its usefulness as a source of information
for statistics.
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5. Systemic representation of the basic elements
of financial statements, tax statements and the SNA

After identifying substantiated and unsubstantiated deviations between the termi-
nology used in the SNA and in tax accounting, financial statements figures that can
be used to form national accounts can be identified, with consideration to the coor-
dinated set of terms and definitions. In other words, an algorithm can be created to
coordinate the figures of financial statements, tax statements and the SNA for the
purposes of the SNA accounts: the production account, the revenue creation ac-
count, the primary income distribution account, the capital account and the finan-
cial account.

A comparative analysis of the terms “sales revenue”, “sales”, “output”, “reve-
nue” and “capital”, namely, the terms describing the business activity of a business
entity on micro- and macroeconomic levels, provided the following basic results:

— the SNA term “output” and the financial accounting term “sales” are not equi-
valent, either in qualitative or quantitative terms; the term “sales” approximates
“output” for VAT purposes, because it includes goods evaluated at market
prices; in this case, the SNA can be provided with additional information; the
associated transformation expenses would be low (VAT declarations are sub-
mitted electronically);

— the term “services” in the SNA corresponds to the term “services, works” in fi-
nancial and tax accounting;

— the term “goods” (a part of material and production inventories intended for sale)
in financial accounting is narrower compared to the same term used in the SNA
and tax accounting, where goods are defined as products intended for sale;

— the term “property rights” is only used in tax legislation, with the same mean-
ing as it has in the civil law; the financial accounting system and the SNA need
development in terms of accounting for property rights;

— the SNA term “product output for own end consumption” coincides with the
tax accounting term “consumption for own needs”; terminology on this subject
should be unified;

— the terminology on the prices used by different accounting systems.

This analysis of the set of the terms and definitions of different accounting sys-
tems demonstrated the implementation of the semantic principle during harmoniza-
tion of terms. It also formed a foundation for creating an algorithm for coordinating
the figures (elements) of financial statements, tax statements and the SNA by iden-
tifying the financial accounting figures that can be used to form, for example, the
production account. The resource part of the production account for the economy
as a whole shows the output of goods and services in basic prices, net product taxes
and net import taxes. The output of goods and prices is the value of goods and ser-
vices, that is, the result of production activities of residents during given time, in-
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side and outside the economic territory of a country. A difference is made between
market and non-market output. Market output of goods must include goods sold
(including goods transferred to other branches of the same company and goods
provided to company employees as labor remuneration in kind), and changes in the
amount of finished goods, in-house intermediate products and work-in-progress.

Non-market output includes goods and services that were produced during the
current period and used for own end consumption or accumulation of equity, pro-
vided to other institutional units of a company free of charge or at prices that do not
influence demand, or retained by the manufacturer as reserves of floating material
assets to be used in future periods for non-market purposes.

Table 1. Comparison indexes of tax statements, SNA and financial statements

Index from tax statements Index Index from financial statements
from SNA
Value-added tax Market Sale (net) proceeds (minus VAT and excise)
Custom duty output Change of costs goods in process
Sales of products without return
Transfer of products for own needs Non-market | Change of finished commodity
Building and assembly jobs for own needs | output

Source: author’s own study.

According to SNA-2008, the production account includes the output of the
“hidden economy” [U.N. 2009, p. 471]. Obviously, financial accounting does not
contain such information.

The “consumption” column of the production account reflects intermediary
consumption, which is equivalent to the value of goods (except for equity) and
market services consumed in the production process during the current period.

The sources of information for forming national accounts are financial account-
ing forms (balance sheet (form N 1), income statement (form N 2), statement of
shareholders’ equity (form N 3), statement of cash flows (form N 4), notes to fi-
nancial accounting (form N5) as well as tax and customs declarations.

6. Conclusions

Resolving these issues allows the users to conduct a more in-depth analysis of mac-
roeconomic processes and structural changes in the economy and increase the qual-
ity of forecasting the economic development of a country and of state economic
policy development.
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HARMONIZACIJA RACHUNKOWOSCI
ISYSTEMY RACHUNKOW NARODOWYCH

Streszczenie: W artykule uzasadniono metodyczne podejscie do harmonizacii rachunkowo-
$ci 1 systeméw rachunkow narodowych (SRN). W szczegdlnosci w artykule zrealizowano
nastgpujace zadania: a) przedstawiono wspotzalezno$¢ i zwiazki wzajemne pomigdzy ra-
chunkowoscia i metodami statystyki; b) przedstawiono przestanki do harmonizacii ra-
chunkowosci i SRN; ¢) scharakteryzowano podej$cie do uzgodnienia aparatu rachunkowo-
Sci i SRN w celach harmonizacii ewidencji zdarzen gospodarczych; d) poddano sys-
tematyzacji bazowe elementy sprawozdawczosci finansowej, podatkowej i SRN.

Stowa kluczowe: harmonizacja, rachunkowos$¢, system rachunkow narodowych.



