
1	� Introduction

Starting in the 1980s, the so-called “New Public Management” (NPM) 
(Hood 1991) has heralded a new era for the public sector, but its ration-
ale has rapidly been criticized for its lack of multi-organizational focus 
(Rhodes 2000). As response to the increasingly complex and plural nature 
of public policy implementation and service delivery, a New Public 
Governance (NPG) idea has emerged (Osborne 2009, p. 7), emphasizing 
the relationship with the external environment and the inter-organizational 
(between governments and, especially for the provision of services, between 
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public- and private-sector organizations) relationships, called governance of 
networks (Kickert 1993; Considine 1999).

At the same time, some scholars (Guthrie et al. 1999, 2005) have con-
centrated their attention on “the technical lifeblood of NPM organizational 
structures” (Guthrie et al. 1999, p. 211), such as accounting techniques, 
financial management, and different tools that could be implemented 
to support managerial reform agendas, called New Public Financial 
Management (NPFM). Special attention has been paid to financial sustain-
ability (FS), given the fact that no services will be properly delivered if gov-
ernments do not have appropriate resources or if their accounting systems 
fail to play the central role of supporting decision-making processes.

One key point in the study of FS is the need to consider the blurring 
boundaries of public sector organizations and their relationships with 
other entities that are involved in policy implementation and service 
delivery. Nonetheless, nowadays most public organizations, especially 
local governments (LGs) still experiment difficulties in playing the game 
of networking, and appear more as stand-alone organizations. It seems 
to worth noting that some scholars have identified and characterized 
different institutional settings or governance models (Considine and 
Lewis 2003; Considine 1999, 2001) in this respect.

Although there is a wide literature discussing FS in the public 
domain (Brusca et al. 2015; Cohen et al. 2012; Navarro-Galera et al. 
2016; Padovani and Scorsone 2011; Rodriguez-Bolivar et al. 2014, 
2016; Zafra-Gomez et al. 2009) and studies have highlighted the con-
nection between financial condition and service delivery (Jones and 
Walker 2007; Andersen and Mortesen 2010), there is a gap in the litera-
ture concerning the link between FS and the governance setting for ser-
vice delivery adopted by LGs (Osborne et al. 2010). The chapter aims 
to fill this gap analyzing how specific accounting tools and techniques 
can assist in the control of an LG’s FS based on the governance setting 
adopted for service delivery. More precisely, a standard accounting tool 
or technique (e.g., a set of indicators, a standard source of accounting 
information), to detect fiscal distress, would not be effective for all LGs. 
In contrast with previous literature, which has discussed FS measure-
ment systems in LGs as an all-compassing tool, we stress the idea that 
measuring and promoting FS should be considered in the context of the 
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governance setting in use. Each governance setting requires the moni-
toring of different aspects, and therefore the collection of different types 
of accounting information, in order to keep FS under control, and at 
the same time to assure service delivery, at the required standards. To 
this end, the Italian setting represents an interesting condition, given 
that the Italian law offers the same accounting methodology for all LGs 
regardless of the chosen governance model. The aim of the research is to 
grasp a lesson to learn by some illuminating observations drawn from 
few cases suggesting highly useful conclusions about some important 
issues in controlling FS that can be suitable for a wide variety of munic-
ipalities. To this end, the chapter unfolds as follow: after this introduc-
tion, an overview of the literature concerning FS in local governments 
is presented, highlighting the extent to which accounting might be of 
help in the assessment and control of FS conditions. The discussion is 
connected to the consideration of the different governance settings for 
service delivery adopted in local governments, as they are categorized 
in literature. After having clarified the methodology (Sect. 3), five cases 
are presented (Sect. 4). Section 5 provides a discussion of the case stud-
ies by linking evidence to previous literature about accounting tools 
and techniques to face the different FS management problems, coor-
dination, cooperation, and conflict, in the different governance mod-
els identified. Findings give evidence that a local government needs to 
avail itself of specific FS measurement systems and accounting tools 
and techniques that are consonant with the governance model it has 
adopted. Section 6 draws some conclusions and discusses possible con-
sequences of the research for managers and legislators.

2	� Accounting, Financial Sustainability, 
and Governance Settings in Local 
Governments: The Missing Link

The study of FS is a relevant topic nowadays: standard setter and profes-
sional bodies are providing several guidelines and documents in the aim of 
supporting public administration in gaining FS. In this sense, the IPSASB 
(the International Public Sector Accounting Standards Board founded 
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by the IFAC—International Federation of Accountants) has issued the 
Recommended Practices Guideline n.1 (RPG) in which three intertwined 
dimensions of long-term FS are settled: service dimension (including the 
volume and quality of services to recipients and beneficiaries), revenue 
dimension (including taxation levels and other revenue sources), and debt 
dimension (which consider the debt levels in a certain period, including 
the ability to meet financial commitments) (IPSASB 2013).

Also professional bodies contribute to develop some guidelines to 
monitor financial condition: the ICMA (International City/Country 
Management Association) published the Handbook for local gov-
ernment (2003), as well as the Canadian Institute for Chartered 
Accountant issued in 2009 a Statement of Recommended Practices 
(SORP) 4: Indicators of Financial Condition. Meanwhile, the main 
challenge is to determine how to measure FS.

Literature highlights problems related with a bad FS, focusing on 
“financial health,” “fiscal distress,” “financial risk,” “fiscal crisis,” or 
“fiscal strain.” Although external forces, mostly socio-economic, could 
heavily affect an LG’s financial equilibrium (Falconer 1991), we con-
sider more useful to refer to the ability of a single entity to keep a finan-
cial equilibrium; to this end, in line with the IPSASB’s point of view, 
we define FH more narrowly as the condition in which an LG is regu-
larly able to meet its payroll, pay its current liabilities, meet its debt service 
(Downing 1991, p. 323), and undertake service obligations as demanded 
by constituents (Falconer 1991, p. 812; Krueathep 2010, p. 224).

Some authors have focused their research on LGs’ credit ratings 
and solvency assessment (Manes Rossi 2011), others have concen-
trated their attention on the possible influential factors: thus, some 
have emphasized short-term solvency, represented by an LG’s ability 
to meet its payroll and generally make payments in a timely manner, 
while others have focused on the long term, where the point of view 
is more on the trends in an LG’s tax base relative to its expenditures 
and commitments (Brusca et al. 2015; Navarro-Galera et al. 2016; 
Rodríguez-Bolívar et al. 2014, 2016). The possibility to measure FS by 
using a set of indicators ranges from a limited number (Brown 1993) to 
a larger one (Ammar et al. 2001), almost focusing on financial aspects, 
even sometimes including socio-economic variables (Andersen and 
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Mortesen 2010; Cohen et al. 2012). They are all tightly intertwined 
with accounting data, meaning that the measure of FS depends on 
accounting information availability. These measures range from basic 
approaches such as accounting information and financial reporting 
analyses (e.g., Dothan and Thompson 2009) to qualitative analyses con-
tained in audit reports. LGs often employ more sophisticated statistical 
modeling approaches (e.g., Murray and Dollery 2005). An important 
aspect of all the approaches is the proxy used in order to discriminate 
financially unhealthy LGs from the healthy ones. Several variables have 
been proposed for this purpose such as ratio indicators (ICMA 2003), 
the incidence of mergers or amalgamations, the quantity or quality of 
service delivery, and the cost of restoring infrastructure assets to satis-
factory condition (Jones and Walker 2007; Zafra-Gómez et al. 2009). 
This wide array of options has determined a diversity of approaches to 
LGs’ FS assessment by audit bodies throughout the world (Padovani 
and Scorsone 2011).

Moreover, since the late 1980s there has been growing pressure to 
implement accrual accounting, replacing or adding to the traditional 
budgetary cash-based or modified accrual accounting (Guthrie et al. 
2005) to feed the need of measuring and monitoring economic quanti-
ties. Accrual accounting has been considered by IPSASB as the system 
more suitable to assure decision-makers with an accurate picture of the 
actual consumption of wealth and resources, and the real financial situ-
ation, which—in turn—would provide politicians and managers with a 
better support for monitoring FS (Pina et al. 2009; Padovani et al. 2010).

At the local level, fiscal autonomy has acted as the ultimate affecting 
driver, since the object of control has moved from the “correct use of 
governmental grants” to the “efficient and effective use of local citizens’ 
taxes” (Caperchione and Mussari 2000). In this context, accounting sys-
tems have been more focused on managers’ goals rather than on total 
outcomes, as well as on the possibility for compliance with standards 
rather than with stakeholders needs (Gray and Jenkins 1993; Cepiku 
et al. 2016).

During the last 20 years, a new trend in public service provision has 
emerged, the externalization of public services through corporatization, 
contracting out, public–private partnership, and privatization (Torres and 
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Pina 2002; Boivard 2004; Grossi 2007; Reichard 2002). The transfor-
mation of the public service system took place at all governmental levels 
even if the result of the institutional transformation is most visible at local 
level, as can be seen in Italy and Germany (Grossi and Reichard 2008). 
LGs have set up new organizational structures with public and private 
partners (Kettl 1993; Rhodes 2000; Osborne and Brown 2005), putting 
in place different governance settings that reflect their unique social, eco-
nomic, and political interdependencies (Kooiman 2001, p. 72).

One result of these movements is the identification of six ideal-type 
structures for service provisions adopted by LGs (Grossi and Reichard 
2008), namely (a) direct provision through an LG’s organizational unit 
(direct provision); (b) the use of an autonomous entity belonging to the 
same local authority or to one or several other jurisdictions (corporatiza-
tion); (c) collaboration of several public authorities like a consortium of 
municipalities (public–public collaboration); (d) partnerships with pub-
lic and private entities (public–private partnerships); (e) outsourcing to 
a private for-profit company (contracting out); and (f ) devolution to a 
private nonprofit (devolution).

This process of transferring the delivery of local public services to 
third parties (private and public) implies on the one hand a loss of 
involvement in the direct service provision, even if the overall respon-
sibility for quality level of service delivery still remains on the LG 
(Kettl 1993). On the other hand, it implies the introduction of differ-
ent kinds of players, where LGs need to coordinate concurrent activities 
delegated, balancing various interests that may conflict with the LGs’ 
interests. There is a variety of institutional arrangements used to supply 
public services with external providers, ranging from intergovernmental 
agreements to franchises. The institutional landscape for service provi-
sion and delivery may vary within OECD countries (Considine 2001; 
Hodge and Greve 2005; OECD 2005). As a result, it seems clear that 
not all “not in-house” arrangements can be considered as outsourcing, 
i.e., those settings where the producer differs from the original arranger 
(the actor who assigns the producer to the consumer or vice versa). In 
countries, such as Italy, where new autonomous public sector organiza-
tions have been established at the LG level, that there is a “corporate 
governance model.” Corporations, authorities, and agencies owned by 
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a municipality form the so-called “municipal group,” in which the pro-
ducer of service is a legally distinct jurisdiction, but still controlled by 
the same municipal government (Grossi and Mussari 2008).

At the local level a public service can be delivered by an LG depart-
ment, by an autonomous entity belonging to the LG or to one or 
more other jurisdictions, by a collaboration between public entities or 
between public and private partners, or by contracting out the service 
to a private company. Lastly, a public service can be completely privat-
ized, with the complete exclusion of public responsibility. All those vari-
ants for public service provision and delivery can apply in mixed forms, 
so that an LG has a considerable choice among all these institutional 
arrangements or governance settings.

Considine (2001) offers a systemization of conceptualizations con-
cerning governance models of public services where the public retains 
some kind of managerial responsibility (Hutt and Walcott 1990; Pierre 
1999; English et al. 2005). Each of the Considine’s four models (proce-
dural, corporate, market, and network) has a distinct source of rational-
ity, form of control, primary virtue, and service delivery focus.

Considine’s first three types of governance—procedural (PG), cor-
porate (CG), and market (MG)—correspond to phases in the develop-
ment of public governance in OECD countries, from its emergence to 
its periods of transformation in the 1990s. The fourth type, network 
governance (NG), is identified in a post-bureaucratic era (Considine 
1996; Osborne and Gaebler 1992), and it is evident to some degree in 
specific policy fields such as city management (Considine and Lewis 
2003, p. 133). NG functions even when there is no government to pro-
vide public services (Denters and Rose 2005); it is less frequent in uni-
tary and regulatory countries, and more present in plural and pluralist 
ones (Osborne 2010).

Core attributes of PG are adherence to rules and protocols, high reli-
ance on supervision, and an expectation that tasks and decisions will 
be well scripted, including information technology systems used in the 
organization. In this kind of institutional setting, a system of financial 
indicators (mainly on input and output, as well as on efficiency) can 
support the assessment and control of FS. Indeed, in PG, accounting 
systems support the possibility to provide standardized services at the 
lowest per-unit cost (Farneti et al. 2009, p. 256).
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As Hood (1990) points out, in the 1980s a new CG model emerged 
in several countries, viewing public organizations as “corporations” run 
by business managers, with a perception that the PG did not fit with a 
variety of administrative requirements for outsourcing, mainly the need 
to maintain greater control over public expenditures (Pallot 1992; Pierre 
and Peters 2000). In addition, the PG model was not able to deal with 
the increasing complexity of government (Lapsley 1988), and the need 
to target some services for a subset of the population. In the CG model, 
planning, budgeting, and reporting have a considerable importance, 
and a public administration using it concentrates on outputs instead of 
inputs, focusing on specific groups of citizens who are receiving services. 
Great emphasis is on the shift from following rules to achieving results, 
and, consequently the accounting system has to produce data and infor-
mation useful to monitor the condition of FS while politicians and man-
agers are planning how to manage public service delivery. Management 
accounting data, standard costs, and other reporting tools, including 
consolidate accounts, have to be coordinated in order to support decision 
making in a FS approach, since the availability of appropriate informa-
tion will facilitate the efficient allocation of resources (Coy et al. 2001).

In the market governance (MG) model, contracting out, competi-
tive tenders, and principal–agent separation are employed to respond 
to financial signals and competitive pressures. In this model, compe-
tition among potential vendors is encouraged, and the LG develops 
contracts that stress quality as well as cost. Considerable emphasis is 
placed on meeting citizen needs (Pierre and Peters 2000) and defin-
ing relationships (English et al. 2005). To that end there is a need for 
arrangements with commercial companies, public authorities, and/or 
nonprofit organization (Pollitt 2003), whilst in other cases public insti-
tutions use their corporate habitus for directly running their business 
activities, or they sell relevant assets to external entities (Broadbent and 
Guthrie 2008). Since market dynamism and increased autonomy help 
to assure accountable managerial behavior, the MG model requires an 
appropriate set of reporting and feedback relationships to help assure 
that aim (Osborne and Gaebler 1992). Moreover, in many public enti-
ties, developing the requisite management control system runs contrary 
to their long-standing, input-based, managerial cultures, and therefore 
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is a difficult transition to make (Padovani and Young 2008; Padovani 
et al. 2014). Accounting figures have to sustain make-or-buy decisions, 
as well as assist with cost control and the quality of outsourced services. 
More specifically, to preserve FS, the accounting system has to focus on 
the LG’s ability to maintain a certain level of public services in accord-
ance with available resources and costs related to contracts already 
in place. The use (and not only the availability) of proper indicators, 
provided continuously, not only at the end of the year, becomes a key 
aspect of monitoring FS.

In the network governance (NG) model, a government continues 
to rely on outside agencies, but in the form of a strong strategic part-
nership. Competition and confidentiality of contracts is supplanted 
by joint action. This model aims to increase competition so as to help 
contain costs, and its contracts generally focus on just one service. It 
is inappropriate when some outsourced services need to be coordinated 
with others. The NG model is designed to achieve this coordination. 
With NG, LGs are interested in building trust, and clients, suppliers, 
and producers are linked together as co-producers. Instead of fixed 
organizational boundaries and roles, the system promotes a new ration-
ality based on the creation of a shared organizational culture. In order 
to achieve FS, in this kind of governance model, consolidated budg-
eting and reporting have to be added to the tools already described: if 
one partner has a financial problem, it would necessarily affect the LG’s 
financial condition. As a result, FS must be considered at network level 
(Grossi and Mussari 2009; Heald and Georgiou 2011).

In discussing governance of outsourcing, some authors (Farneti et al. 
2009) have stressed the idea that a public entity should not be attempt-
ing to move from PG to NG for service delivery deliberately. Instead, 
Considine’s framework is a contingent tool that helps to consider which 
model is appropriate to the nature of the service delivery being out-
sourced. Similarly, it seems clear that when a given model prevails, there 
are consequences for the FS measures that are used to detect financial 
conditions, and on accounting tools and techniques adopted to report 
on such FS measures.
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In Table 1, each Considine’s model (procedural, corporate, market, 
and network) and its features in terms of source of rationality, form of 
control, primary virtue, and service delivery focus, are matched with 
Grossi and Reichard’s structures for service provision (2008, p. 600). The 
latter is defined in terms of kind of structures for service provision (LG’s 
direct service provision, corporatization, contracting out, devolution, 
public–public collaboration, public–private partnership) and subjects 
involved, internal (a LG), external (corporation, private company or non-
profit organization, other jurisdictions, other public entities), or both.

Even if the chapter is under a municipal’s FS perspective, the discus-
sion of the different case studies took place considering the interaction 
with other actors within the network, as suggested by Caglio and Ditillo 
(2008). When an LG participates in a network, it is because its own 
purposes are based on perceived financial costs and benefits. The munic-
ipality takes part in a network as long as it feels that network participa-
tion can serve its interests, even if participants can be driven by external 
motivation.

3	� Methodology

The methodology adopted entailed the selection of several cases in con-
nection with an evaluation of literature. In particular, we chose one 
case for each organizational structure for service provision as provided 
by Grossi and Reichard (2008) discussed above. The cases were selected 
because they addressed emblematic situations of FS mismanagement 
that compromise in the long-term FS due to the lack of specific account-
ing tools and techniques. The aim of the research is to draw some use-
ful conclusions from illustrative cases which can suggest some important 
issues in controlling FS. Indeed, if the information obtained from the 
research can lead to some concepts that “resonate” with municipality 
managers, as we believe will be the case, then the conclusions have valid-
ity for improving FS control in a wide variety of municipalities.

Data were collected through on-line, publicly available resources. 
More specifically, financial statements for the year 2014, with all 
related documents, have been collected, and information about the 
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organizational structure, contracts, and partnership have been taken 
into account. Moreover, to better understand the dynamics underpin-
ning the relationship with the different partners, for the same year the 
minutes of the city council meeting have been examined.

The five cases cover corporate, market, and network Considine’s gov-
ernance models, organized into Grossi and Reichard’s division in cor-
poratization (for corporate governance model), contracting out and 
devolution (for market governance model), and public–public partner-
ship and public–private partnership (for NG model). We do not inves-
tigate cases about procedural governance (direct provision in Grossi 
and Reichard’s terms), because in that model the structure of service 
provision, the FS problem, as well as the accounting tools and tech-
niques used, depend on the LG itself and not on other subjects. In the 
PG model, the issue of controlling FS is a matter of internal control 
accounting tools and technique “package” (Malmi and Brown 2008) 
widely discussed in the literature.

The attention has been focused on Italian municipalities as in Italy 
there is a need to reframe the LG control systems to ensure FS, which 
has worsened considerably in the last years. In the early 1990s, the pres-
sures stemming from public deficit and debt (large as annual GDP), 
the NPM ideas and the EU reform of structural funds, helped intro-
duce new ideas about financial management, planning, and evaluation 
(Bouckaert and Pollitt 2005, pp. 264–269). With the reform process, 
municipalities were given greater financial and organizational auton-
omy, ensured by allowing municipalities to self-regulate within specific 
national rules and principles. One consequence of this organizational 
autonomy and the parallel impulse towards “liberalization” and “privati-
zation” caused the increasing proliferation of outsourcing and the birth 
of new autonomous public organizations under the form of agencies, 
corporations, and authorities owned in majority or in total by LGs.

This latter pervasive phenomenon gave rise to the shift from direct 
service provision to direct and indirect corporatization, contracting 
out, devolution to nonprofit, public–public collaboration, and public–
private partnerships. A recent study made by the Italian Audit Court 
(Corte dei Conti 2015) on the situation of corporations and companies, 
another kind of public–private partnership reveals that these kinds of 
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organizations have reached approximately 5000 units, totaling €6915 
billion of current expenditures.

4	� The Governance Setting Cases

The accounting tools and techniques for the governing of FS adopted 
in the five cases do not fit with Considine’s governance models of ser-
vice delivery. Instead, the municipalities considered in the present study 
adopted accounting tools and techniques that fit well with an idea of 
direct service provision or a PG model. Each case offers an example of 
different service provision settings where financial problems could have 
been better controlled if specific accounting tools and techniques had 
been implemented. The following cases help us to identify the broad 
accounting tools and techniques needed for each service delivery setting.

4.1	� Municipality A: A Corporate Governance Case

Municipality A owned the totality of the shares of seven agencies 
through one wholly owned corporation, which acts as a holding corpo-
ration. These seven agencies are separate jurisdictions and are involved 
in several projects for new infrastructures for the town; each is devoted 
to specific areas and aims: exhibition center development, housing, 
university buildings and services, new subway, central station renewal, 
development of industrial areas, and arts and crafts centers. While these 
agencies were created to avoid limits on financial outflows established 
by the central government under the “internal stability pact” rules 
(Ministero dell’Economia e delle Finanze 2009), the holding corpora-
tion was created in 2009 with the specific aim to improve the finan-
cial management of the municipality’s seven different corporations. The 
holding company prepares its own consolidated financial report but the 
municipality does not, so the net financial results of this sub-group of 
agencies are known but the financial situation of the overall municipal 
group is not.
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Since its inception, the holding corporation was considered by 
the minority of the municipal council as a place where decisions were 
made without political debate and with an increasing opacity in terms 
of financial management. Only investments with a value of more than 
500,000 Euros required a specific authorization by the municipality. In 
2010, Standard & Poor provided its first rating assessment of the hold-
ing corporation. Even though debts were very high (the long-term debt/
asset ratio was about 1), it received a moderately good rating assessment 
(BBB). This was mainly caused by letters of patronage that the munic-
ipality signed to guarantee creditors, so it was considered quite likely 
that the municipality would have supported the sub-group in case of 
financial difficulties.

During 2011, financial difficulties caused by increased debt worsened 
the financial status of the seven corporations, especially for two of them. 
First, the one responsible for the central station renewal, which was sub-
ject to a foreclosure for unpaid bills. Second, the agency responsible for 
the development of industrial areas and arts and crafts centers, which 
went through a negotiation with creditors. This compromised financial 
situation required the municipality to find resources, worsening its own 
FS, which had always been on an average level when compared to other 
municipalities of the same size. Consequently, on one hand, the munici-
pality worsens its global financial situation, and on the other hand, it 
hampered its ability to fulfill its infrastructure-related goals.

4.2	� Municipality B: A Contracting Out Case

Municipality B outsourced revenue management to a private firm. The 
activity outsourced is a pivotal municipal function of several towns 
and cities, especially in view of the need to increase the FS through the 
improvement of tax assessment, tax verification, and the effective man-
agement of other municipal revenues.

While the vendors’ market is subject to a strict regulatory framework, 
there is no explicit specification about the pricing method for the rev-
enue management activity. Italian municipalities are encouraged by the 
system of rules and by their accounting system to increase the amount 
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of receivables instead of the amount of cash inflows. In fact, budgetary 
accounting aims to balance, under the commitment-based logic, rev-
enues and expenditures accounted when the obligations occur, instead of 
balancing cash inflows and outflows. Furthermore, the “internal stability 
pact” pushes municipalities to increase receivables, which may take some 
time to turn into cash inflows. This may have persuaded Municipality B 
to provide a pricing mechanism in the contract where the price it agreed 
to pay, and thus translated to cash outflows, was a percentage of the 
amount of receivables levied instead of cash inflows received. While this 
incentive system may have persuaded the vendor to improve its activity 
of municipal tax and fees verification, and thus to improve some of the 
financial indicators, this mechanism could be extremely risky in terms 
of long-term balancing of cash flows. Municipality B had a very high 
percentage of receivables not collected (within the lowest 0.15 percen-
tile of municipalities of the same size). Therefore, it is very likely that 
the vendor would emphasize the increase of receivables, and place mini-
mal attention on collecting activities. This would turn into two negative 
effects: the increase of financial outflows for the payment of the vendor, 
not covered by financial inflows; and the increase of expenditures that is 
possible by the increase of receivables, but without cash coverage. The 
municipality would have then the possibility to terminate the contract to 
limit negative effects, penalty for unilateral withdrawal included.

4.3	� Municipal Consortium C: A Devolution Case

Municipal Consortium C is aimed at providing social services to its 
local communities, three nearby municipalities. It has been in operation 
since 1997.

In 2010, in conjunction with the need to make a general and thor-
ough audit for the transformation of the legal status of the consortium 
following the new regional rules, the newly appointed audit body found 
out off-balance outlays and other accounting errors and misrepresenta-
tions for a total amount of nearly 9 million Euros. A board of inquiry was 
appointed by the municipal council of the majority shareholder (52%) to 
further clarify the work done by the new audit body, and to understand 
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the reasons underlying the deficit. It turned out that there were several 
issues not captured by audit reports, like unsupported account receivables, 
off-balance outlays, and payables shifting from one year to the next.

The most important part of this multi-million deficit resulted from 
off-balance outlays. According to the audit reports, this is due by several 
“open agreements” with nonprofit organizations providing more than 
90% of the services (e.g., elderly care, in-home assistance, retirement 
homes, afterschool care for handicapped) on behalf of the consortium 
through contracts. The nonprofits had delivered the services prop-
erly but had not controlled costs and prevented expenditure overruns. 
In this setting, all nonprofit organizations had provided the services to 
users, at the same time had accumulated credits with the consortium. 
Even with periodical coverage of expenditure overruns, the result was 
not fully satisfactory. This constant overspending resulted in severe off-
balance outlays for two reasons: (1) the increase of social expenditure 
due to financial crisis and (2) the related difficulty of the governments 
belonging to the consortiums to allocate further resources to finance the 
deficits.

4.4	� Municipality D: A Public–Public Collaboration Case

Municipality D is one of the towns that managed social services 
through the Municipal Consortium C above. Municipality D had a 
share of 1% in this consortium, which gave it the least decision-making 
influence and no power to appoint any audit body member.

The board of inquiry (see Municipal Consortium C) found out that 
roughly 78% of the deficit was due by activities for which the majority 
shareholder’s citizens were the beneficiaries. For this reason, while some 
council’s members of the minority argued that 52%—the shareholding 
rate—was the right rate, 78% of the deficit has been taken on by the 
majority shareholder. For Municipality D, this unexpected deficit was 
fixed to a total of 45,000 Euros (0.5% of total deficit) in place of the 
regular rule of deficit covering based on the amount of shares owned, 
i.e., 1% or 90,000.
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4.5	� Municipal Consortium E: A Public–Private 
Partnership Case

The Municipal Consortium E represents a case where a “complex” 
public–private partnership occurred. It promoted, in conjunction with 
another nearby municipality, a new infrastructure project with the 
involvement of a private corporation.

The project was a 4-km tunnel designed to connect quickly and safely 
two towns separated by a mountain, but belonging to the same industrial 
district, and thus having several commuters and commercial relationships. 
The idea to build the tunnel originated in the late nineteenth century by 
local public officials. It finally became a project in 1988, and in 1989 a 
consortium between the two towns was created. This consortium used the 
project financing setting to build and operate the tunnel through a private 
contractor who was selected through a competitive bidding. According to 
the project financing contract, the winner of the competition would have 
had been required to build and operate the tunnel for 35 years and the 
right to collect user fees during the same time. The aim of such behav-
ior was not to spend public money, other than what was already spent for 
the project and administrative expenses for the consortium. Therefore, the 
budgets of the two municipalities would have been untouched.

While the first plan demonstrated the financial feasibility of the 
arrangement, it subsequently turned out that the tunnel was not a profit-
able business for the contractor. The increasing construction costs, from 
an initial €53 million to €82 million (55%), and the overly optimistic 
assessment of users’ willingness to pay fees were at the basis of the failure. 
The contractor resigned and left the business after only 9 years (instead 
of 35) of operation, asking the consortium to pay an amount of €17 mil-
lion. This amount was paid in 2007 by a new consortium among the two 
municipalities and the provincial government. Only a political agree-
ment between the two municipal governments and the province avoided 
requiring the two municipalities to pay for their failures of not having 
correctly computed the financial inflows and outflows. In 2008, the con-
sortium was transformed into a wholly owned provincial corporation.
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5	� Dealing with Coordination, Cooperation, 
or Conflict?

From the consideration of the five governance settings settled above, 
it is possible to identify three main problems, a coordination problem 
in corporation settings, a conflict problem in market settings (contract-
ing out and devolution) and a cooperation problem in network settings 
(public–public collaboration and public–private partnership). In this 
section, these three main problems are discussed, identifying the key 
factors that cause each of them. Then, starting from the evidence given 
by the five settings analyzed, some accounting mechanisms that would 
support FS are identified.

5.1	� The Coordination Problem in Corporate 
Governance Settings

In the corporate governance setting, a coordination problem arises. 
It depends on the distribution of power and competencies, the struc-
ture of decision making (internal control), and the kind of relation-
ships that each corporation establishes with other entities operating in 
the same environment (external control) (Grossi and Reichard 2008). 
Organizational theory suggests that several variables may influence the 
coordination problems, all of which are related to component com-
plexity, due to the number of parties involved in the relationship, the 
number of activities carried out, and the level of interconnection among 
them (Grandori 1997; Ditillo 2004). When the number of transac-
tions to coordinate becomes high, the control mechanisms are affected. 
This is because a high level of transactions requires that the information 
exchange is codified and formalized, and that the tasks are regulated by 
rules and procedures to ensure timing and interfaces among the respec-
tive entities (Grandori 1997). Another variable is related to the cogni-
tional complexity which is a situation in which contributions (input) 
and outcome (outputs) are unmeasurable or unobservable. The control 
of this relationship must be based on social peer-based mechanisms, 
rather than on rules (Grandori 1997).
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FS problems occurred in Municipality A (the corporate governance 
case) because of a lack of knowledge about the impacts on the over-
all municipal group’s financial situation of the decisions made within 
a sub-group of municipal corporations and agencies. While the infor-
mation about the substantial financial difficulties of the sub-group was 
evident from reading the Standard & Poor’s reports, the lack of an over-
all financial (consolidated) report hindered the municipality council to 
fully understand the magnitude of the problem.

5.2	� The Conflict Problem in Market Governance 
Settings

The conflict problem between profitability (in the case of for-profit 
organizations) or specific-related goals (in the case of nonprofits) of the 
external entity and the social goals of the LG arises under two perspec-
tives. The first is the legal issues in the phase of preparing an appropri-
ate contract, and the second is the measurement and reporting issues 
associated with monitoring the vendor’s performance (Osborne and 
Gaebler 1992). The latter is not only a systematic procedure to monitor 
the performance of the contractor and compare it to that specified in 
the contract, but should also consider the possibility that some vendors 
engage in quality shading, attempting to save costs. Authors have high-
lighted that, due to a wide variety of arrangements, it is not possible to 
develop a single model that will serve all of a municipality’s relations 
with its vendors equally well (Kettl 1993). Indeed, a municipality needs 
a risk assessment, which has three dimensions, citizen sensitivity, sup-
plier market, and switching costs, the combination of which dictates an 
appropriate governance strategy (Padovani and Young 2008).

From the financial perspective, the conflict problem between the 
municipality and the third party is regulated by the contract and by 
other site mechanisms, such as meetings and joint commissions to agree 
on the amount of contractual penalties (Padovani and Young 2008). 
The price the municipality agrees to pay to the vendor might be prede-
termined in several ways. There are two basic situations (although a mix 
of the two is also possible): (a) a fixed amount to be paid for a specific 
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interval (e.g., one year of service delivery), or (b) a variable amount 
depending on the volume of service purchased from the vendor. Both 
possibilities have advantages and disadvantages. In a fixed-amount con-
tract setting, the municipality pays but it needs to make sure that an 
appropriate volume of service is provided. In a variable-amount contract 
setting, the municipality pays only for the service received on a per-unit 
basis but it needs to keep under control of the total volume of service to 
avoid expenditures overruns (Padovani and Young 2011).

It is evident that two key accounting tools and techniques are needed 
for market governance settings. On one hand, cost behavior (fixed ver-
sus variable) may be useful to control the municipal financial situation 
in relation to variations in volume of service. On the other, performance 
measurement basics in the public sector may be useful to drive the 
selection of those performance indicators that best fit the performance-
related payments to external providers.

In both the contracting out and devolution cases described 
(Municipality B and Municipal Consortium C), there was mismanage-
ment concerning either the decision of the unit of volume used (con-
tracting out case) or the lack of control of cost increases due to output 
units used by the contract to compute the contractual amount (devolu-
tion case). This hampered the municipality’s ability to control the finan-
cial outcomes of these arrangements.

5.3	� The Cooperation Problem in Network Governance 
Settings

The cooperation problem differs from coordination one since the enti-
ties involved in a corporate governance setting have the same goals as 
opposed to different goals in the network setting. The principal–agent 
theory suggests that the various autonomous entities may have incen-
tives to cheat and free-ride in order to attain their own specific goals at 
the expense of the objective of the collective undertaking. There thus 
is a need for mechanisms to align their objectives, and the partners 
need to safeguard themselves against the others’ opportunistic behav-
ior. Consequently, the interdependencies resulting from this kind of 
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interaction require some form of harmonization, and the resulting joint 
action should be aligned across organizational boundaries to guarantee a 
match between partners’ interface (Caglio and Ditillo 2008).

This cooperation problem depends and increases with growing 
asset specificity, uncertainty (level of trust, type of network, and level 
of interdependencies), and frequency of exchange (Williamson 1985; 
Park and Russo 1996; Zenger and Hesterly 1997). The organizational 
theory perspective suggests that the variables that play a role in con-
trolling cooperation problems are referred to influence the level of inter-
dependencies among entities (Tomkins 2001), and the type of network 
(Kajuter and Kulmala 2005). On the other hand, the management 
accounting literature has drawn on these theoretical domains to deal 
with the roles that control mechanisms can play in achieving coopera-
tion (Dekker 2004; Cooper and Slagmulder 2004), focusing on con-
trol solutions. Dekker (2004) highlights some variables that are key in 
explaining control configurations. For example, in high asset specific-
ity, the steam of control suggests the use of alternate models of control. 
They are based on trust (Langfield-Smith and Smith 2003), or on the 
use of formal behavioral and output control only mediated by trust 
(Dekker 2004). On accounting and cost controls perspectives, there is a 
focus on the use of inter-organizational accounting techniques, and the 
consideration of trust as a contextual factor of the relational environ-
ment (Cooper and Slagmulder 2004).

With reference to the use of management accounting practices, a 
common topic is the need of “accounting openness” between the par-
ties. This translates into the use of open-book accounting practices in 
supplier–buyer relationships that demand transparency on cost infor-
mation, including data that would traditionally be considered pro-
prietary (Lamming 1993). Others suggest the use of target costing 
principles (Carr and Ng 1995) which again raises the idea of open-book 
of accounting. Nonetheless, existing evidence of the use of open-book 
accounting is rather sparse, and little is known on how to make it work 
(Kajuter and Kulmala 2005). Lastly, it should be considered that, par-
adoxically, openness could conceal opportunistic behaviors, and this 
might lead to the related issue of the need to standardize inter-firm cost 
accounting systems or at least to audit them (Kulmala 2002).
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The two cases on network governance (Municipality D and 
Municipal Consortium E) present circumstances where the availability 
of financial and nonfinancial information (i.e., volume of service deliv-
ered, under the open-book accounting principle during the operation 
of the services) would have prevented or at least minimized the nega-
tive financial effects. In the public–public collaboration, the number of 
hours of service provided to users by the three different communities 
would have clearly identified that one municipality (the majority share-
holder) was paying less for the services received than its counterparts. 
In the public–private partnership, the cost for infrastructure building, 
operation costs, and revenues information through open accounting 
practices would have improved the knowledge of the financial situa-
tion faced by the two municipal governments so they could address the 
financial unbalance problem before the contractor resigned. Thus would 
have given them the opportunity to anticipate the strategic decisions 
then made by the consortium.

Table 2 provides a synopsis of the accounting tools and techniques 
that would fit with each specific governance model.

6	� Conclusion

FS assessment and control is a crucial topic for LGs. So far, while deliv-
ery settings have changed rapidly in several economies in the last few 
years, research has given limited importance to the accounting tools 
and techniques needed to keep FS under control in more complex ser-
vice delivery situations than in direct provision. Previous literature 
has discussed FS measurement systems in local governments as an all-
compassing tool. Instead, the analysis of the cases above stresses the 
idea that measuring and controlling FS cannot be done in the same way 
regardless of the governance setting. In other words, the traditional inter-
nal control package of accounting tools and techniques (budget, finan-
cial measurement systems, nonfinancial measurement systems, hybrid 
measurement systems) is not enough when the prevailing model of gov-
ernance differs from direct provision. Out of the traditional set of finan-
cial indicators, which have been emphasized in literature, municipal 
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governments need to assess their FS based on different accounting tools. 
The accounting tools depend on the type of governance model used in 
service delivery: consolidated financial statements are needed to foster 
coordination among the different accounting systems in corporate gov-
ernance models, so as to give an overall, coordinated view of the FS. 
Sensitivity analysis, cost behavior analysis, and performance measure-
ment fit with the necessity to manage the potential conflict of interests 
in market governance settings. Open-book accounting extended to non-
financial information is crucial in network governance service delivery 
since it supports cooperation among the network’s members.

The main contribution of the present study is to show the extent to 
which FS control is not a one-size-fits-all exercise as it has been done 
so far by several central governments when requiring compulsory FS 
control tools and fiscal distress determination from their LGs in order 
to assess their FS. Instead, it requires a thorough examination of the 
prevailing governance model adopted so as to use the most suitable set 
of accounting instruments. Consequently, LG managers need to iden-
tify the directions in which investments in accounting information 
improvements must be made, in order to be attuned to the governance 
model in use for service delivery. This conclusion can be beneficial also 
for legislators, especially in those countries—like Italy—where “regula-
tive forces play a fundamental role in shaping public sector organiza-
tions’ structures, systems and behaviors” (Liguori and Steccolini 2011, 
p. 34). Accounting changes take place progressively and need to be con-
sistent with the governance model adopted by each local government 
and be supportive for achieving FS condition.

References

Ammar, Salwa, William Duncombe, Yilin Hou, and R. Ronald Wright. 2001. 
Evaluating City Financial Management Using Fuzzy Rule—Based Systems. 
Public Budgeting & Finance 21 (4): 70–90.

Andersen, Simon Calmer, and Peter B. Mortensen. 2010. Policy Stability 
and Organizational Performance: Is there a Relationship? Journal of Public 
Administration Research and Theory 20 (1): 1–22.



5  Accounting for Financial Sustainability …        133

Bouckaert, Ghert, and Christoper Pollit. 2005. Public Management Reform: A 
Comparative Analysis. Oxford: Oxford University Press.

Bovaird, T. 2004. Public–Private Partnerships: From Contested Concepts to 
Prevalent Practice. International Review of Administrative Sciences 70 (2): 
199–215.

Broadbent, Jane, and James Guthrie. 2008. Public Sector to Public Services: 
20 Years of “Contextual” Accounting Research. Accounting, Auditing & 
Accountability Journal 21 (2): 129–169.

Brown, Ken W. 1993. The 10-point Test of Financial Condition: Toward an 
Easy-to-Use Assessment Tool for Smaller Cities. Government Finance Review 
9: 21–26.

Brusca, Isabel, Francesca Manes-Rossi, and Natalia Aversano. 2015. Drivers 
for the Financial Condition of Local Government: A Comparative Study 
Between Italy and Spain. Lex Localis 13 (2): 161–184.

Caglio, Ariela, and Angelo Ditillo. 2008. A Review and Discussion of 
Management Control in Inter-Firm Relationships: Achievements and 
Future Directions. Accounting, Organizations and Society 33 (7–8): 865–898.

Carr, Chris, and Julia Ng. 1995. Total Cost Control: Nissan and Its UK 
Supplier Partnerships. Management Accounting Research 6: 347–365.

Cepiku, Denita, Riccardo Mussari, and Filippo Giordano. 2016. Local 
Governments Managing Austerity: Approaches, Determinants and Impact. 
Public Administration 94: 223–243.

Cohen, Sandra, Michael Doumpos, Evi Neofytou, and Constantin 
Zopounidis. 2012. Assessing Financial Distress Where Bankruptcy is Not 
an Option: An Alternative Approach for Local Municipalities. European 
Journal of Operational Research 218 (1): 270–279.

Considine, Mark. 1996. Market Bureaucracy? Exploring the Contending 
Rationalities of Contemporary Administrative Regimes, Labour and 
Industry. A Journal of the Social and Economic Relations of Work 7 (1): 1–27.

Considine, Mark. 1999. Markets and the New Welfare State: Employment 
Assistance Reforms in Australia. Journal of Social Policy 28 (2): 183–203.

Considine, Mark. 2001. Enterprising States. The Public Management of Welfare-
to-Work. U.K.: Cambridge University Press.

Considine, Mark, and Jenny M. Lewis. 2003. Bureaucracy, Network, or 
Enterprise? Comparing Models of Governance in Australia, Britain, the 
Netherlands, and New Zealand. Public Administration Review 63 (2): 131–140.

Cooper, Robin, and Regine Slagmulder. 2004. Interorganizational Cost 
Management and Relational Context. Accounting, Organizations and Society 
29: 1–26.



134        F. Manes-Rossi et al.

Corte dei Conti. 2015. Gli Organismi partecipati degli enti territoriali 
Osservatorio sugli Organismi partecipati/controllati dai Comuni, Province e 
Regioni e relative analisi. Relazione 2015.

Coy, David, Mary Fischer, and Teresa Gordon. 2001. Public Accountability: 
A New Paradigm for College and University Annual Reports. Critical 
Perspectives on Accounting 12 (1): 1–31.

Dekker, Henry. 2004. Control of Inter-Organizational Relationships: Evidence 
on Appropriation Concerns and Coordination Requirements. Accounting, 
Organizations and Society 29: 27–49.

Denters, Bas, and Lawrence E. Rose. 2005. Comparing Local Governance: 
Trends and Developments. New York: Palgrave Macmillan.

Ditillo, Angelo. 2004. Dealing with Uncertainty in Knowledge-Intensive 
Firms: The Role of Management Control Systems as Knowledge Integration 
Mechanisms. Accounting, Organization and Society 29: 401–421.

Dothan, Michael, and Fred Thompson. 2009. A Better Budget Rule. Journal of 
Policy Analysis and Management 28 (3): 463–478.

Downing, Ronland. 1991. Urban County Fiscal Stress: A Survey of Public 
Officials’ Perceptions and Government Experiences. Urban Affairs Review 
27: 314–325.

Emanuele, Padovani, Rebecca L. Orelli, and David W. Young. 2014. 
Implementing Change in a Hospital Management Accounting System. 
Public Management Review 16: 1184–1204.

English, Linda, James Guthrie, and Lee D. Parker. 2005. Recent Public-Sector 
Financial Management Change in Australia: Implementing the Market 
Model’. In International Public Financial Management Reform: Progress, 
Contradictions and Challenges, ed. James Guthrie, Cristopher Humphrey, 
L. Jones, and Olov Olson Greenwich, 23–54. USA: Information Age Press.

Eugenio, Caperchione, and Riccardo Mussari. 2000. Comparative Issues in 
Local Government Accounting. Dordrecht, NL: Kluwer Academic.

Falconer, Mary Kay. 1991. Fiscal Stress Among Local Governments: 
Definition, Measurement, and the State’s Impact. Stetson Law Review, St. 
Petersburg: Stetson University College of Law: 809–826.

 Farneti, Federica, Emanuele Padovani, and David Young. 2009. Chapter 16: 
Governance of outsourcing and contractual relationships. In The New 
Public Governance? Critical Perspectives and Future Directions, ed. Stephen 
P. Osborne, 255–269. London: Routledge.

Grandori, Anna. 1997. An organizational Assessment of Interfirm 
Coordination Modes. Organization Studies 18: 897–925.



5  Accounting for Financial Sustainability …        135

Gray, Andrew, and Bill Jenkins. 1993. Codes of Accountability in the New 
Public Sector. Accounting, Auditing & Accountability Journal 6 (3): 52–67.

Grossi, Giuseppe. 2007. Governance of Public-Private Corporations in 
the Provision of Local Utilities in the Italian Case. International Public 
Management Review 8 (1): 130–151.

Grossi, Giuseppe, and Riccardo Mussari. 2008. Effects of Outsourcing on 
Performance Measurement and Reporting: The Experience of Italian Local 
Governments. Public Budgeting & Finance 28 (1): 22–38.

Grossi, Giuseppe, and Christopher Reichard. 2008. Municipal Corporatization 
in Germany and Italy. Public Management Review 10 (5): 597–617.

Grossi, Giuseppe, and Riccardo Mussari. 2009. The Effects of Corporatisation 
on Financial Reporting: The Experience of the Italian Local Governments. 
International Journal of Public Policy 4 (3–4): 268–282.

Guthrie, James, Christopher Humphrey, and Olv Olson. 1999. Debating 
Developments in New Public Financial Management: The Limits of Global 
Theorising and Some New Ways Forward. Financial, Accountability and 
Management 15 (3–4): 209–228.

Guthrie, James, Christopher Humphrey, L. R., Jones, and Olv Olson. 2005. 
International Public Financial Management Reform. Progress, Contradictions, 
and Challenges. Greenwich, CT: Information Age.

Heald, David, and G. George Georgiou. 2011. The Substance of Accounting 
for Public-Private Partnerships. Financial Accountability & Management 27 
(1): 217–247.

Hodge, Graeme, and Carsten Greve. 2005. The Challenge of Public-Private 
Partnerships: Learning from International Experience. Cheltenham: Elgar.

Hood, Christopher. 1990. Beyond the Public Bureaucracy State? Public 
Administration in the 1990s. London: London School of Economics.

Hood, Christopher. 1991. A Public Management for All Seasons? Public 
Administration 69 (1): 3–19.

Hutt, Karen M., and Walcott Charles. 1990. Governing Public Organizations: 
Politics, Structures and Institutional Design. Pacific Grove, CA: Brooks/Cole.

ICMA (International City/County Management Association). 2003. 
Evaluating Financial Condition: A Handbook for Local Government, 4th ed. 
Washington: ICMA.

IPSASB (International Public Sector Accounting Standards Board). 2013. 
Recommended Practice Guideline. Reporting on the Long-Term Sustainability 
of an Entity’s Finances. NewYork: IFAC.



136        F. Manes-Rossi et al.

Jones, Stewart, and R.G. Walker. 2007. Explanators of Local Government 
Distress. Abacus 43 (3): 396–418.

Kajüter, Peter, and Harri Kulmala. 2005. Open-Book Accounting in 
Networks. Potential Achievements and Reasons for Failures. Management 
Accounting Research 16: 179–204.

Kettl, Donald. 1993. Sharing Power: Public Governance and Private Markets. 
Washington, DC: The Brookings Institution.

Kickert, W.J. 1993. Complexity, Governance and Dynamics: Conceptual 
Explorations of Public Network Management. In Modern Governance: New 
Government-Society Interactions, ed. J. Kooiman. London: Sage.

Kooiman, 2001. Governance and Governability. In The New Public 
Governance, ed. S.P. Osborne, 72–86. New York: Routledge.

Krueathep, Weerasak. 2010. Measuring Municipal Fiscal Condition: 
The Application of U.S.-Based Measures to the Context of Thailand. 
International Journal of Public Administration 33: 223–239.

Kulmala, Harry. 2002. Open-book Accounting in Networks. Finnish Journal of 
Business Economics 51: 157–177.

Lamming, Richard. 1993. Beyond Partnership. Strategies for Innovation and 
Lean Supply. New York: Prentice Hall.

Langfield-Smith, Kim, and David Smith. 2003. Management Control Systems 
and Trust in Outsourcing Relationships. Management Accounting Research 
14: 281–307.

Lapsley, Irvine. 1988. Research in Public Sector Accounting; An Appraisal. 
Accounting, Auditing and Accountability Journal 1 (1): 21–33.

Liguori, Maria Annunziata, and Ilaria Steccolini. 2011. Accounting Change: 
Explaining the Outcomes, Interpreting the Process. Accounting, Auditing & 
Accountability Journal 25 (1): 27–70.

Manes Rossi, Francesca. 2011. Analysis of Solvency in Italian Local 
Governments: The Impact of Basel II. IUP Journal of Financial Risk 
Management 8 (3): 17–42.

Malmi, Teemu, and David Brown. 2008. Management Control Systems as a 
Package—Opportunities, Challenges and Research Directions. Management 
Accounting Research 19: 287–300.

Ministero dell’Economia e delle Finanze. 2009. Italy’s Stability Programme. 
http://www.dt.tesoro.it/.

Murray, David, and Braian Dollery. 2005. Local Council Performance 
Monitoring in New South Wales: Are “At Risk” Councils Really at Risk? 
Economic Papers 24 (4): 332–345.

http://www.dt.tesoro.it/


5  Accounting for Financial Sustainability …        137

Navarro-Galera, Andrés, Manuel Pedro Rodríguez-Bolívar, Laura Alcaide-
Muñoz, and Maria Deseada López-Subires. 2016. Measuring the Financial 
Sustainability and its Influential Factors in Local Governments. Applied 
Economics 48 (41): 3961–3975.

OECD. 2005. Modernising Government: The Way Forward. Paris: OECD.
Osborne, Stephen. 2009. The New Public Governance? In Critical Perspectives 

and Future Directions. New York: Routledge.
Osborne, Stephen. 2010. Delivering Public Services: Time for a new theory? 

Public Management Review. 12 (1): 1–10.
Osborne, Stephen, and Kerry Brown. 2005. Managing Change and Innovation 

in Public Service Organizations. London: Routledge.
Osborne, David, and Ted Gaebler. 1992. Reinventing Government: How the 

Entrepreneurial Spirit is Transforming the Public Sector. Reading: Addison 
Wesley.

Padovani, Emanuele, and Eric Scorsone. 2011. Measuring Financial Health 
of Local Governments: A Comparative Framework. In Yearbook of Swiss 
Administrative Sciences, 93–104. Zurich: Swiss Society of Administrative 
Sciences.

Padovani, Emanuele, and David Young. 2008. Toward a Framework for 
Managing High-Risk Government Outsourcing: Field Research in Three 
Italian Municipalities. Journal of Public Procurement 8 (2): 215–247.

Padovani, Emanuele, Ana Yetano, and Rebecca Levy Orelli. 2010. Municipal 
Performance Measurement in Practice: Which Factors Matter? Public 
Administration Quarterly 34 (3): 591–635.

Pallot, June. 1992. Elements of a Theoretical Framework for Public Sector 
Accounting. Accounting, Auditing & Accountability Journal 5 (1): 38–59.

Park, Seung, and Michael Russo. 1996. When Competition Eclipses 
Cooperation: An Event History Analysis of Joint Venture Failure. 
Management Science 42: 875–890.

Pierre, John. 1999. Models of Urban Governance: The Institutional 
Dimension of Urban Politics. Urban Affairs Review 34 (3): 372–396.

Pierre, J., and G. Peters. 2000. Governance, Politics and the State. London: 
Macmillan.

Pina, Vicente, Lourdes Torres, and A. Ana Yetano. 2009. Accrual Accounting 
in EU Local Governments: One Method, Several Approaches. European 
Accounting Review 18 (4): 765–807.

Pollitt, Christopher. 2003. The Essential Public Manager. Berkshire, UK: Open 
University Press.



138        F. Manes-Rossi et al.

Reichard, Christoph. 2002. Marketization of Public Services in Germany. 
International Public Management Review 3 (2): 63–79.

Rhodes, Rod A. 2000. Governance and Public Administration. In Debating 
Governance, ed. J. Pierre, 54–90. Oxford: Oxford University Press.

Rodríguez-Bolívar, Manuel Pedro, Andres Navarro-Galera, Laura Alcaide-
Muñoz, and Maria deseada ópez-Subires. 2014. Factors Influencing Local 
Government Financial Sustainability: An Empirical Study. Lex Localis 12 
(1): 31–54.

Rodríguez-Bolívar, Manuel Pedro, Andres Navarro-Galera, Laura Alcaide-
Muñoz, and Maria deseada López-Subires. 2016. Risk Factors and Drivers 
of Financial Sustainability in Local Government: An Empirical Study. Local 
Government Studies 42 (1): 29–51.

Tomkins, Cyril. 2001. Interdependencies, Trust and Information in 
Relationships, Alliances and Networks. Accounting, Organizations and 
Society 26: 161–191.

Torres, Lourdes, and Vicente Pina. 2002. Changes in Public Service Delivery 
in the EU Countries. Public Money & Management 22 (4): 41–48.

Williamson, Oliver E. 1985. The Economic Institutions of Capitalism. New 
York: The Free Press.

Zafra-Gómez, José Luis, Antonio Manuel López-Hernández, and Augustin 
Hernández-Bastida. 2009. Developing a Model to Measure Financial 
Condition in Local Government: Evaluating Service Quality and 
Minimizing the Effects of the Socioeconomic Environment: An Application 
to Spanish Municipalities. The American Review of Public Administration 39 
(4): 425–449.

Zenger, Todd, and William Hesterly. 1997. The Disaggregation of 
Corporations: Selective Intervention, High-Powered Incentives, and 
Molecular Units. Organization Science 8: 209–222.


	5 Accounting for Financial Sustainability. Different Local Governments Choices in Different Governance Settings 
	1	Introduction
	2	Accounting, Financial Sustainability, and Governance Settings in Local Governments: The Missing Link
	3	Methodology
	4	The Governance Setting Cases
	4.1	Municipality A: A Corporate Governance Case
	4.2	Municipality B: A Contracting Out Case
	4.3	Municipal Consortium C: A Devolution Case
	4.4	Municipality D: A Public–Public Collaboration Case
	4.5	Municipal Consortium E: A Public–Private Partnership Case

	5	Dealing with Coordination, Cooperation, or Conflict?
	5.1	The Coordination Problem in Corporate Governance Settings
	5.2	The Conflict Problem in Market Governance Settings
	5.3	The Cooperation Problem in Network Governance Settings

	6	Conclusion
	References


