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11 January 2014 marked an important change in 
the accounting system of budgetary institutions 
when a new business administration approach 
appeared in addition to the old cash-based 
economic system that gave exclusive priority 
to budgetary criteria. (Pályi, 2015)

In the “cross-fIre” of changes

The “double double-entry” bookkeeping 
is a big challenge even today for economic 
organisations operating under public finances. 

This sector finds it difficult to “get over” and 
change the approach based on the budgetary 
criteria that has been in use for years. (simon, 
2012) it can be established that even after the 
second financial year it is quite rare for the 
players in this sector to use realised profit as 
the basis for financial performance in line with 
the principle of matching, which is based on 
the business administration approach. The 
cash-flow-based financial analyses that monitor 
and support the financial performance of the 
budget continue to dominate the evaluation of 
the organisations’ finances. Obviously, there has 
been some change recently but it will definitely 
take more time to change the general attitude.
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if the changes, required for this currently 
emerging new approach, are coupled with fur-
ther changes in the institutions’ organisational 
frameworks that affect their operative func-
tions, then we can talk about a real profes-
sional challenge. On top of all that, this pro-
cess is taking place in a sector within public 
finances, that is, in higher education, where 
the calendar, that is, the fiscal year – using the 
terminology of the accounting act (hereinaf-
ter: the Act on Accounting) the business year 
– is different from the temporal cyclicity that 
characterises this activity.

The national higher education is an area 
where the above challenges are concurrently 
present. The long-term plans that affect the fu-
ture of the sector fill a basic gap in the national 
higher education system. (drótos, 2010) The 
underlying expectations include the basic 
principles of both competitiveness and per-
formance-oriented higher education systems, 
which pave the processes that entail numer-
ous changes. (Barakonyi, 2014) The transfor-
mations launched on the basis of the sectoral 
strategy paper “Gear shifting in higher educa-
tion” that was adopted in 2014 are not unique. 
The same tendency has been seen in the higher 
education of europe in recent years. (Pruvot 
et al., 2015) The legislative frameworks for 
the strategic objectives are largely in place in 
Hungary as a result of the Act CCiV of 2011 
on Higher education (hereinafter: Act on 
National Higher education) and the related 
government decrees that have been amended 
several times. Apart from the change in the 
governance model – which began with the ap-
pointment of chancellors in 2014 and was fol-
lowed by the establishment of advisory boards 
on 1 January 2016 – the strategy launched a 
multidimensional reform in the sector by re-
thinking the training structure and transform-
ing the institutional system. in the meantime, 
the financing model of the sector is also taking 
shape in line with the intention of the legisla-

tor. (Hrubos, 2015) There are different con-
siderations behind the transformations, which 
have partly academic and partly governance-
management-administrative aspects. Obvious-
ly, the criteria of efficiency and economy are 
also present. (skodvin, 1999)

This paper intends to highlight and ex-
plain the legal, financial and accounting di-
mensions of the structural transformation of 
higher education institutions from the aspect 
of “the changing world.” (Ormos, et al., 2012) 
Additional challenges also emerge during the 
transformation, such as the response to organi-
sational resistance and the need for effective 
communication, but this paper does not intend 
to address these “success factors.” (shaw, 2012)

the legal fraMework of the 
InstItutIonal-organIsatIonal 
restructurIng

The underlying legislation of the Act on Na-
tional Higher education, which contains 
the sectoral rules for the transformation of 
higher education is Act CXCV of 2011 on 
Public Finances (hereinafter: Public Finances 
Act). section 11 of this act regulates the 
different forms of transformation.1 One way 
of transformation is the dissolution of a 
budgetary institution with or without a legal 
successor. An institution may be terminated 
with succession through the merger or 
demerger of several budgetary institutions, but 
also by the founder terminating a budgetary 
institution and establishing a new one. On 
the basis of this provision of the Act on Public 
Finances, section 20 of the Act on National 
Higher education stipulates that the higher 
education institutions shall be restructured 
in order to coordinate their activities. The 
proprietor is entitled to make a decision on 
this by taking into account the opinion of the 
senate. The transformation may be realised 
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by fusion (merger, integration) or demerger 
(division, separation).

in the case of a merger or division, the legal 
predecessor institutions are dissolved and a new 
institution or new institutions are established 
as legal successors. in the first case, succession 

is joint and several, while in the second case it 
is special. (dobos, 2012) (See Figure 1)

in the case of an integration the integrated 
budgetary institution ceases to exist an con-
tinues to operate as part of the integrating in-
stitution. (See Figure 2)

Figure 1
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in the case of a separation, the budgetary 
institution affected by the separation contin-
ues to operate and a new budgetary institution 
is created.in this case, unlike in the previous 
three cases, the Act on Public Finances does 
not say whether the new budgetary institution 
is created as a legal successor with respect to 
the separated organisational unit. However, 
section 20 (4) of the Act on National Higher 
education – amended by Act CCVi of 2015 
– clearly states that the legal successor insti-
tution is created as the legal successor of the 
original higher education institution with re-
spect to the organisational units affected by 
separation. (See Figure 3)

The combination of the previous scenarios 
is also possible inasmuch as it can also be in-
terpreted as demerger when the separation 
takes place through integration(s) (division 
by integration), which is also interpreted by 
the Act on Public Finances as legal succes-
sion. in this case it is also possible that a new 
organisation is created through division. (See 
Figure 4)

demerger may take place through the sepa-
ration of the organisational unit(s) and the 
simultaneous merger into another institution 
(separation by integration). The Act on Public 
Finances does not say anything either whether 
in these cases the budgetary institution affect-
ed by integration continues its activity as the 
legal successor of the original institution. (See 
Figure 5)

The Act on Public Finances stresses legal suc-
cession in cases when the legal predecessor is 
dissolved as a result of reorganisation. However, 
the amendment of section 20 (4) of the Act on 
National Higher education that became effec-
tive on 1 January 2016 makes it clear that “(4) 
in the event of separation the original higher edu-
cation institution shall continue to operate and 
the separated organisational unit may be estab-
lished as a new institution or can be merged with 
another higher education institution. The new 
higher education institution or the other higher 
education institution shall be the legal successor 
of the original higher education institution with 
respect to the separated organisational unit.”

Figure 3
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Figure 4
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Source: author’s own editing
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This amendment of the Act on National 
Higher education is extremely important. 
in several respects, it makes clear how insti-
tutions should be reorganised in the course 
of which the higher education institution 
affected by separation continues to operate 
while the new institution is established or 
the organisational units of the higher educa-
tion institution affected by separation are in-
tegrated into an existing institution. All this 
is true for the settlement of obligations that 
are based on contracts and legal regulations 
in force on the effective date of reorganisation 
as well as for the procedures to be followed in 
the future operation of the institutions, one 
of which concerns the legal status of students. 
in practice, this amendment is of key impor-
tance in cases where the organisational units 
becoming separated from a higher education 
institution offer training programs and have 
students with student status, which requires 
the performance of several tasks for years to 
come. On the basis of the amendment of the 
Act on National Higher education it can be 
established that the institution receiving the 
separated organisational units qualifies as a 
legal successor not only with respect to the 
student statuses that are effective on the ef-
fective date of separation but also for the 
previous student statuses at the separated or-
ganisational unit that have been closed on the 
effective date.

specIfyIng the effectIve date 
of reorganIsatIon

The effective date of reorganisation is a crucial 
issue for several reasons. Obviously, in an 
economic sense this is the day in the course of 
the transformations for which the final balance 
sheet must be prepared for the reorganisation 
and several other tasks must also be performed 
in connection with the division of property, 

including both on-balance and off-balance 
items.

“severing” the economic processes in itself 
is not a simple task, but in higher education 
this is coupled with the fact that the training 
programs are structured into academic years 
and semesters. Neither the academic year nor 
the real unit of training, that is the semester 
coincides with the effective calendar date of 
the year, that is, with 31 december, which in 
an economic sense would be the most optimal 
date for reorganisation.

Thus, it is not surprising that when ask-
ing economic experts for their opinion, they 
specify the effective date of the business year 
of economic organisations as the best date 
for reorganisation – if this date can be freely 
chosen. This can be further supported in the 
case of budgetary institutions by taking into 
account that the state subsidies are tied to 
the calendar year in line with the annual Act 
on the Budget. if reorganisation takes place 
during the year, the distribution of budgetary 
subsidy entails an extra task that can definitely 
be spared or at least minimised if the effective 
date of reorganisation is 31 december.

However, in addition to the effective date 
in the economic sense, it is also expedient to 
take into account the cyclic nature of higher 
education activities mentioned before accord-
ing to which the autumn semester typically 
starts in september and ends at the end of 
January while the spring semester typically 
starts in early February and ends in June.

Accordingly, there are two time points in 
a year that should be selected as the effective 
date for transformations in higher education:

•	in an economic sense, the effective date 
that entails the least amount of extra work 
is 31 december. in this case, the “only” 
area that requires special treatment is the 
period of the autumn semester that goes 
into January, including the effect on the 
student statuses and the financing processes 
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resulting from them in order to align the 
financial transactions with the accounting 
requirements (the principle of authenticity, 
the principle of matching, the principle of 
accruals, etc.) and to avoid the continuity 
being jeopardised in the training process.

•	On the basis of the cyclic nature of higher 
education activities the most reasonable 
effective date seems to be 30 June with 
respect to the administration of student 
matters as in this case there are two 
“free” months that can be used for the 
implementation of the tasks related to 
reorganisation in a less stressful manner. 
However, in this case a significant amount 
of extra work arises in the area of economic, 
financial and budgetary processes in the 
course of which the special features of the 
funding of institutions need to be managed 
in line with the financial processes of the 
fiscal year when the budgets are planned 
and the subsequent accounts based on 
the reports for the effective dates of the 
previous fiscal year are prepared.

When the two previous dates are com-
bined with the various forms of organisational 
changes presented before, we can conclude that 
either one or the other date is optimal for the 
different types of reorganisation, depending 
on their special features. One of the most im-
portant principles of the Act on Accounting, 
the going-concern principle should be borne 
in mind in the course of all this. in the case of 
reorganisation when the affected institutions 
continue to operate afterwards – for example 
in the case of separation by integration where 
the going-concern principle is satisfied at all 
the institutions affected by reorganisation even 
after reorganisation – the effective date that 
entails “the least amount of extra work” is 31 
december. This is the best way to ensure that 
all of the minimum two institutions affected 
by the reorganisation can have full business/
fiscal years in a financial-accounting sense 

both before and after the effective date of re-
organisation. in this case, there is no need for 
a special treatment of midyear events entailed 
by separation/integration that would create 
significant difficulties at the time of planning 
the budget. Obviously, one issue that has to 
be managed in this case is that the semester 
that has already started “extends” through the 
effective date of separation/integration by one 
month. in other words, if 31 december is cho-
sen as the effective date of reorganisation, we 
are facing a “double” effective date as it shifts 
from 31 december to 1 February with respect 
to the student statuses.

June 30 seems to be a better date for merg-
ers and divisions, thereby giving priority to 
the date that is important for student statuses 
and making use of the “more relaxed” summer 
period. On the basis of all this we can estab-
lish that these forms of reorganisation result 
in the establishment of one or more new in-
stitutions, while the legal predecessors cease to 
operate, thus their operation can be closed in 
a budgetary sense. in this scenario, the going-
concern principle need not be satisfied at any 
of these actors as none of the affected insti-
tutions continues to operate after reorganisa-
tion, thus their fiscal year is not broken by 
reorganisation.

As for the forms of reorganisation men-
tioned in the previous two sections, the picture 
is mixed because the going-concern principle 
is satisfied for one of the actors affected by re-
organisation, but it is not for the other actor. 
One example of this is separation where this 
basic principle is satisfied for the organisation 
that continues to operate while it does not for 
the new organisation created through separa-
tion. in these cases other criteria may domi-
nate the choice of the effective date. One of 
them that needs to be highlighted is the spe-
cial feature arising from the cyclic nature of the 
activity, on the basis of which the best choice 
might be the end of the spring semester.
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an accountIng approach 
to transforMatIon

The transformation, merger and 
demerger of  business associations – main 
ideas in the sense of  the accounting act

The rules to be observed for transformation2, 
merger and demerger are included in the Act 
on Accounting. There are many different 
forms of transformation, merger and 
demerger, which is true not only for budgetary 
institutions, but for business associations 
as well. (Bakos ‒ Kovács, 2015) One of the 
biggest differences in the transformations – 
which manifests itself in an accounting sense 
too – is that while it is important to examine 
what happens to the invested value at the 
owners of business associations affected by 
transformation, the investors, this is not an 
issue to be resolved in an accounting sense in 
the case of budgetary institutions. in the case 
of budgetary institutions, the state exercises 
the ownership rights for which the ownership 
stake in the institutions is not represented as 
an investment. The state is not an investor 
in a classical sense, whose investment in an 
organisation affected by transformation, 
merger or demerger should be evaluated as in 
their case this issue cannot be interpreted.

it is expedient to provide a short overview 
of the accounting tasks related to this special 
situation of business associations in order 
to be able to identify the special features of 
budgetary institutions.3

if a business association ceases to operate 
without a legal successor, the investment ceas-
es to exist at the owner company and it should 
be cancelled in the books. There is no other 
stake in the dissolved company to replace the 
stake previously owned by the investor that 
should be evaluated as there is no legal suc-
cessor after transformation. The investor com-
pany takes over various components (assets) 

of the property of the dissolved company in 
proportion to the nominal value of its invest-
ment, which must be entered into its books 
at the cost value in accordance with the pro-
posal on the distribution of property. (Ador-
ján, 2015)

if termination with legal succession takes 
place (transformation, merger, demerger), 
then the terminated stake in the affected busi-
ness association is cancelled in part or in full 
at the owner4 and the cost value of the new in-
vestment must be determined. The cost value 
of the new stake is given by the value of the 
equity capital in proportion to the terminated 
stake – according to the market valuation of 
the legal predecessor or according to the final 
balance sheet of the legal successor business 
association created through separation. The 
profit results arising from the cancellation of 
the stake should be accounted in the financial 
result as a net value, taking into account the 
holding of the stake for investment purposes 
and the loss or profit-making nature of the re-
sult.

For budgetary institutions the considera-
tions mentioned in the previous two sections 
cannot be interpreted either in an economic 
or in an accounting sense.

Another major difference between the 
transformation of business associations and 
the reorganisation of budgetary institutions 
is that in the case of business associations the 
transformation is a special situation for the 
company that requires the preparation of a 
balance sheet supported by the asset inven-
tory in which the proper valuation of each 
asset item plays a cardinal role in the value 
of equity capital. Business associations sub-
ject to the obligation to register at the Court 
of Registration must prepare a balance sheet 
report and an asset inventory twice in this 
process in order to ensure that the registra-
tion process can be carried out as required 
by law. A draft balance sheet and a draft asset 
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inventory must also be prepared to support 
the owners’ decision on transformation be-
fore the effective date and prior to the final 
balance sheet and asset inventory to be pre-
pared for that date.

Budgetary institutions are not required to 
prepare a draft asset inventory. The balance 
sheet supported by the (final) asset inven-
tory should be prepared by the effective date 
specified by the proprietor, which is also the 
effective date for the amendment of the deed 
of foundation of the higher education insti-
tution affected by the reorganisation. One of 
the main reasons for this might be that all the 
steps that need to be presented in the draft as-
set inventory and in the final asset inventory 
cannot be taken at a budgetary institution.

The draft asset inventories and the final as-
set inventories are different in structure de-
pending on the form of transformation, merg-
er or demerger.The balance sheets of the legal 
predecessor consist of one or three columns 
depending on whether the revaluation of the 
property to market value is permitted or not 
by law. (See Table 1)

in the case of separation, the asset compo-
nents of the separated and the remaining units 
and in the case of division those of the divided 
units should be separated at the appropriate 
value in the balance sheet of the legal prede-
cessor. This means the separation of the prop-
erty at book value in the case of separation 
and at market value in the case of division, 
which difference is in line with the legal op-
tion of revaluation. (See Table 2)

The property is revaluated when the going-
concern principle is not satisfied.

it is an important feature that the asset 
components cannot be revaluated during the 
reorganisation of budgetary institutions, thus 
they are transferred at book value in every 
form of reorganisation.

The balance sheet of companies created 
through transformation can have several col-
umns depending on the special situation of 
the company. The default conditions are illus-
trated as follows. (Nagy 2014). (See Table 3)

the presentation of property at the ap-
propriate value means that the assets of the 
business associations affected by transfor-
mation are entered into the balance sheet of 
the legal successor at book value or at a val-
ue after revaluation depending on whether 
the legal predecessor had the possibility to 
revalue the assets in its own balance sheet. 
All these values should be presented in sep-
arate columns next to one another for the 
business associations affected by transfor-
mation. in the case of separation or sepa-
ration by integration, the property can be 
revaluated at the business association into 
which the integration takes place, but not 
at the legal predecessor, which difference re-
sulting from revaluation should be listed in 
a separate column as well.

The following must be shown in the devia-
tions column:

•	the cash and non-cash (in kind) contri-
butions of the new owners,

•	the additional cash and in-kind contri-

Table 1

the general structure of the legal predecessor’s 
balance sheet

name valuation: at book value 

(a)

revaluation difference 

(b)

value on the basis of 

property valuation (a + b = c)

Source: author’s own editing
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butions to be made by the existing members 
(as a precondition for transformation),

•	the property to be transferred to the 
members who withdraw capital,

•	in the case of mergers, filtering out the 

mutual stakes as well as the mutual claims 
and liabilities.5

it is obvious that these are less relevant for 
budgetary institutions. Neither the invest-
ment nor the withdrawal of capital and the fil-

Table 2

the relationship between the going-concern principle and the revaluation 
of property

name going-concern 
principle

can the property 
be revaluated?

tr
an

s 
fo

rm
at

io
n Change in organisational form

legal predecessor

legal successor

not satisfied

not satisfied

yes

yes

fu
si

on

Integration

Integrated institution (dissolved)

receiving institution (continues operation)

not satisfied

satisfied

yes

no

Merger

Merging institutions (dissolved)

Institution created through merger

not satisfied

not satisfied

yes

yes

de
m

er
ge

r

Separation

separating institution (to be created as a new one)

transferor (continues to operate)

not satisfied

satisfied

yes

no

Division

Institution separated by division (discontinues its operation)

Institution created through division

not satisfied

not satisfied

yes

yes

co
m

bi
ne

d 
so

lu
tio

ns

Separation by integration

transferor

receiver

satisfied

satisfied

no

no

Division by integration

Institution separated by division (discontinues its operation)

Institution created through division

receiving institution (continues operation)

not satisfied

not satisfied

satisfied

yes

yes

no

Source: author’s own editing

Table 3

the general structure of the legal successor’s balance sheet

name property at 

appropriate value

deviations 

(differences) 

(d)

settlement 

(e)

assets of the legal 

successor company 

(c + d + e = f)

Source: author’s own editing
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tering out of mutual stakes can be interpreted 
in this context. However, the mutual claims 
and liabilities may exist on the effective date 
of transformation, which should be specified 
in the agreement on the transformation of 
the affected institutions and they should be 
filtered out as a consequence of the transfor-
mation. The solution for this is to enter these 
claims and liabilities into the books of the 
legal successor and then to cancel the claims 
and liabilities against one another at the legal 
predecessor.

The sorting column includes the adjust-
ments of equity capital because the equity 
capital of the legal successor may only con-
tain positive capital components and it should 
comply with the legal requirements for the 
structure of equity capital in that the amount 
of equity capital reduced by tied-up reserves 
may not be less than the subscribed capital.

The structure of the equity capital of budg-
etary institutions and the requirements for 
them are based on very different criteria, thus 
there are no tasks to be performed in the sort-
ing column when budgetary institutions are 
transformed.

some of the transformations are concluded 
when the legal predecessor ceases to operate. 
in the course of this, the business association 
to be terminated closes its books on the effec-
tive date of transformation and prepares the 
financial statements in accordance with the 
Act on Accounting, which is then published 
and deposited. in the course of transforma-
tion, the business associations that continue 
to operate prepare their final balance sheet 
without closing their books. The bookkeeping 
tasks related to transformation are performed 
under continuous bookkeeping with the in-
clusion of the effective date of transformation.

The key considerations summarised above 
suggest that the transformation of budgetary 
institutions should be treated in terms of the 
special features of their “ownership”, govern-

ance and management, which are specified by 
special legal regulations. This is what the Act 
on Accounting refers to when it says in sec-
tion 144 that “during the transformation of 
economic entities other than business associa-
tions, if such transformation is permitted by 
law, the provisions of sections 136–143 shall 
apply, in observation of the regulations set out 
in the underlying act.” The law governing the 
transformation of budgetary institutions as 
economic entities other than business associa-
tions under the Act on Accounting is the Act 
on Public Finances; therefore, the provisions 
of this act as well as the provisions of the Gov-
ernment decree on specialities of the General 
Government Organisations’ Reporting and 
Public Accounting Rules should be observed. 
it is to be noted here that while the Act on 
Accounting stipulates auditing requirement 
for the transformation, merger and demerger 
of business associations, the transformation 
of budgetary institutions is not subject to this 
obligation.

Special features of  the transformation 
of  budgetary institutions

On-balance sheet items
Government decree on specialities of the Ge-
neral Government Organisations’ Reporting 
and Public Accounting Rules lays out the 
special rules for the accounting procedures 
of higher education institutions, which is 
complemented by decree No. 38/2013 
(iX. 19.) NGM of the Minister of National 
economy on the mandatory accounting of 
certain economic events frequently arising in 
public finances (hereinafter: NGM decree). 
(Lilliné, 2015)

some of the special features can be antici-
pated on the basis of the criteria presented for 
business associations, as both the content and 
the structure of equity capital are different.
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D. Equity capital (Act on 
Accounting, Annex 1)

G. Equity capital (Annex 
5 of the Government 
Decree on Specialities of 
the General Government 
Organisations’ Reporting 
and Public Accounting 
Rules)

I. share capital I. Initial value of national 
property

II. Share capital that has not 
been paid yet (–)

II. changes in national 
property

III. capital reserves III. Initial value and changes 
in other assets

Iv. retained earnings Iv. accumulated profit

v. tied up reserves v. source of the adjusted 
value of assets

VI. Valuation reserves vI. profit/loss for the year 7

1.  Valuation reserves of 
adjusted value

2.  Valuation reserves of real 
valuation

VII. Profit after tax 6

Without addressing the content of each 
component of equity capital, we will first 
highlight the requirements for equity capital 
in accordance with the balance sheet of the 
business associations that are being trans-
formed, merged or demerged. in this situation 
there may not be any subscribed but not yet 
paid capital and valuation reserve within the 
equity capital and the profit after tax appears 
in the retained earnings. The owners share the 
asset items that embody the equity capital in 
proportion to their share. in addition to the 
valuation of the assets items behind shares at 
a unique market value, it is extremely impor-
tant for the owners to take into account the 
future capacity to generate income that also 
includes the synergy effects due to the trans-
formations. The exchange ratio pertaining to 
the shares/stakes in the legal predecessor and 
a legal successor is determined on the basis of 
all this during mergers and demergers, which 
also specifies the share of the legal predecessor 
owners in the equity capital of the legal suc-
cessor. The range of assets affected by trans-

formation is determined on the owners’ side, 
that is, from the aspect of the equity capital, 
mainly on the basis of the owners’ considera-
tions regarding the future capacity of the as-
sets to generate income.

There is no “direct” ownership based on 
shares, which is typical of business associa-
tions, behind the equity capital of budgetary 
institutions, such as higher education institu-
tions maintained by the state, that would de-
termine the ratio of asset distribution during 
the transformations. The structure of the eq-
uity capital also reflects this basic difference. 
Thus, the above approach cannot be used for 
budgetary institutions since there is no “iden-
tifiable” group of owners at the organisational 
units affected by transformation that can be 
linked to a value of equity capital in propor-
tion to a specific share. Therefore, another ap-
proach to asset transfers is applied in respect 
to the asset movements during the transfor-
mation of budgetary institutions.

One of the most important features is that 
the asset components cannot be re-evaluated, 
which should be cancelled at the current value 
in the course of continuous bookkeeping in 
the transferor’s books and entered into the 
books of the receiving organisation created 
through transformation or in the organisation 
that the entity is integrated into. section 49/A 
of Government decree on specialities of the 
General Government Organisations’ Report-
ing and Public Accounting Rules addresses the 
foundation of budgetary institutions where 
subsection (1) concerns foundation through 
separation, including the accounting settle-
ment rules for transferring assets to the organ-
isation to be founded after separation. section 
49/B addresses the termination of budgetary 
institutions and also refers to integration. sec-
tion 49/B (2) specifies the rules for receiving 
assets by the legal successor during integration. 
in other words, if sections 49/A and 49/B are 
“interpreted in combination” we can find the 
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accounting rules that should be applied in the 
case of separation by integration, where prac-
tically there is neither foundation nor dissolu-
tion as shown in the subtitle of section 19/A, 
summarising sections 49/A and 49/B.8

This is also in line with the general require-
ments of the Act on Accounting in that the 
business association that continues to operate 
after separation must also cancel the affected 
asset components in its books in the course of 
continuous bookkeeping.

The institution created by foundation en-
ters the asset components in its books on the 
day of foundation and a budgetary institution 
that an entity is incorporated into, which has 
been operating before, should follow the same 
procedure. All these accounts are carried out 
for and against the equity capital components 
under ii. Changes in national property or iii. 
initial value and changes in other assets if the 
legal predecessor continues to operate.9

if during integration, merger or division 
the “original” budgetary institution ceases to 
operate, the legal successor(s) enter(s) into its/
their books the assets of the terminated en-
tity, the initial value of national property, the 
changes in national property, the initial value 
of and the changes in other assets as well as the 
obligations under the same ranking as in the 
closing financial statement of the terminated 
budgetary institution. The Profit/loss for the 
year10 and the Accumulated profit should be 
entered into the books under the initial value 
and the change in other assets. All this is en-
tered into the books on the day of termination 
in the case of an integration or on the day of 
foundation in the case of a merger or division.

Although it has not been stressed so far, this 
subsection addresses the accounting settle-
ment of the property items (assets, obligations 
and the value of the equity capital arising 
from the difference between them) within the 
balance sheet. However, we have not answered 
the question as to how the property items af-

fected by the transformation are actually de-
termined. Obviously, this issue is important 
in those cases of transformations where sep-
aration or demerger takes place since in the 
case of full integration and merger the legal 
predecessor institution(s) cease(s) to exist and 
the transformation affects the entire property 
in the same way, that is, it is transferred to the 
legal successor in full in accordance with the 
classification in the balance sheet.11

However, it needs to be identified in the 
course of separation and demerger which 
group of asset items are affected by separation 
and which assets will remain with the budget-
ary institution that continues to operate and, 
in the case of demerger, how the assets of the 
legal predecessor are distributed among the 
legal successors. The basis for this can be cre-
ated by a controlling system that reflects the 
organisational structure of the institution. 
(szekeres, 2014)

This question can be approached different-
ly in the case of non-monetary assets (such as 
intangibles, tangible assets, stocks) and mon-
etary assets (such as funds), as opposed to li-
abilities.

in the case of non-monetary assets, the 
separation of the assets of the organisational 
units affected by transformation can be based 
on analytical records supported by the inven-
tory if the assets were recorded separately in 
the controlling system that was created in ac-
cordance with the organisational structure. if 
this is not the case, then it may be difficult 
to determine the group of assets serving the 
operation of the affected organisational units, 
which may also burden the agreement on 
separation/demerger with conflicts. in every 
case, this agreement may be made with the 
approval of the proprietor exercising “propri-
etary rights.”

As for the monetary assets, that is, the 
amount of cash at the effective date, the “dou-
ble double-entry” bookkeeping of the budg-
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etary institutions provides a sufficient basis 
for bookkeeping since the realisation of items 
involving cash flow, that is, the realisation of 
expenditures and revenues must be constantly 
monitored under budgetary bookkeeping. 
These records – if funds assigned to organi-
sational units have been created in the con-
trolling system – provide a good basis for the 
distribution of funds on the effective date.

The claims and the (final) liabilities out-
standing on the effective date should also be 
deferred, which are also based on a well-or-
ganised controlling system. if this is missing, 
the decision on distribution should be made 
also during the reorganisation.

Off-balance sheet items
in addition to the distribution of on-balance 
sheet items, the treatment of “off-balance sheet 
items” is equally important. The outstanding 
contractual claims and liabilities, that is, 
the previous commitments are attached 
special importance in the case of budgetary 
institutions, due to the stringent rules of 
funds management. Obviously, the decision 
on the contractual claims and obligations is 
indispensable for business associations as well; 
however, due to the requirements arising from 
the stringent funds management system, this 
should be carried out within the closed system 
of budgetary accounting. Public procurement 
contracts and PPP (Public-Private Partnership) 
contracts represent another special feature 
of budgetary institutions, and the business 
associations resolve the legal issues pertaining 
to transformations with respect to the off-
balance sheet items of business associations. 
These contracts are generally made in a 
wide range of national higher education 
institutions.

it is a basic requirement for demerger – 
which must be concomitant of stringent funds 
management – that the amount of cash to be 
transferred during separation or division – the 

residue – should be able to cover both the fi-
nal and the preliminary commitments that 
are imposed on the available funds. it is well 
known however that several higher education 
institutions use cross financing across the dif-
ferent organisational units, therefore, it may 
turn out during the reorganisation that the 
funds that are necessary to cover the com-
mitments related to their own operation are 
not available at (some of ) the organisational 
units affected by separation/division. in this 
case, the institutions affected by reorganisa-
tion should analyse the concrete situation and 
make a decision together with the proprietor 
by taking into account this fact in the agree-
ment.

the effect of reorganIsatIon on 
goIng-concern – the treatMent 
of the “dual” effectIve date

Special features of  the accounting 
of  public grants

Referring back to what has been discussed 
before, in cases where both the legal predecessor 
and the legal successor institutions continue 
to operate after reorganisation, it is expedient 
to choose the effective date of the fiscal year as 
the effective date of reorganisation. in doing 
so, the violation of student interests can be 
mitigated by the fact that the effective date 
of the reorganisation does not interrupt the 
current semester, that is, the student statuses 
are transferred from the legal predecessor to 
the legal successor institutions as of 1 February. 
Thanks to this, the electronic education system 
documentation can be operated and the data 
pertaining to student statuses can be migrated 
in an optimal manner. The students who 
are just completing the last semester of their 
studies and are going to obtain their degree 
can do so at the institution where they were 
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admitted and where they established their 
student status at their own choosing.

There are some legal consequences to the 
fact that the student statuses “extend” beyond 
the effective date of the separation in an eco-
nomic-legal-accounting sense, in terms of the 
state grants pertaining to student appropria-
tions and eligibility for training grants, which 
should be properly managed. This should be 
resolved in such a manner that the “original” 
effective date of the separation – 31 decem-
ber12– is not violated in the accounting sense. 
since according to section 85/A of the Act on 
National Higher education the legal prede-
cessor is entitled to the January student ap-
propriation and the training grant, the pro-
prietor plans this amount in the budget for 
the year following the transformation of the 
legal predecessor institution (hereinafter: the 
current year). Accordingly, the student appro-
priation and the training grant for the first 
month of the current year are paid to the le-
gal predecessor institution. The grants should 
be settled in the financial and the budgetary 
accounts of the predecessor institution under 
the appropriate legal title as revenue (student 
appropriation, training grant) in the account-
ing settlement. The amount so received should 
be transferred to the legal successor institu-
tion that – since as of 1 January the personnel 
and material resources are transferred to the 
legal successor and, as a result, all the costs 
and expenditures incurred by the grants arise 
at the legal successor. This transfer should be 
recorded in the books of the legal predecessor 
and the legal successor as delivery/handover 
of funds within public finances.13 This ac-
counting settlement ensures compliance with 
the principle of matching set out in section 
85/A of the Act on National Higher educa-
tion, in Government decree on specialities of 
the General Government Organisations’ Re-
porting and Public Accounting Rules, as well 
as in the Act on Accounting with respect to 

revenues, costs and expenditures, and the area 
of cash flow.

Another important criterion is that the stu-
dent appropriations are accounted on the ba-
sis of the March and October statistical data 
on the students in the current year, that is, the 
students of the organisational units (faculties) 
affected by the separation no longer appear 
in the current year’s account to be prepared 
by the legal predecessor in the following year, 
thus there will be no actual entitlement in 
respect of these students. At the same time, 
the affected students will already be listed in 
the current year’s account to be prepared by 
the legal successor in the following year as 
March and October statistical data, thus the 
actual entitlement will belong to the legal suc-
cessor. As a result, the student appropriation 
paid by the proprietor in the current year that 
has been planned in the budget of the legal 
predecessor will appear as a refundable grand 
for the legal predecessor in the current year’s 
actual account to be prepared in the following 
year, while it will appear as a need for extra 
grant for the legal successor. since the legal 
predecessor paid the entire January student 
appropriation “in advance” in the form of 
transfer of funds to the legal successor, thus 
in the year following the current year, the le-
gal successor should settle the necessary cash 
movement against the legal predecessor. This 
means that the legal predecessor is entitled to 
receive the grant to be reimbursed on the basis 
of its own accounts as funds accepted, which 
the legal successor should pay to it as funds 
transferred.

in accordance with the above, the legal 
predecessor institution must pay the students 
the January scholarship disbursements that it 
approved for the 5 months of the autumn se-
mester within its own budget at the beginning 
of the semester, which also includes January. 
Furthermore, the proprietor plans the amount 
to cover the January scholarships disburse-
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ments in the budget of the legal predecessor as 
part of the student appropriations. However, 
this appropriation – as mentioned before – 
must be paid to the legal successor as transfer 
of funds, that is, the necessary funds for the 
scholarships are already with the legal suc-
cessor. Accordingly, the legal successor must 
reimburse the amount of the scholarships 
paid by the legal predecessor for the month of 
January as transfer of funds. The legal prede-
cessor will record the January stipends arising 
as expenditure under the legal title of scholar-
ship since the legal predecessor received the 
appropriation on the basis of the current stu-
dent statuses up to 31 January.14

The settlement of accounts in the case of 
the training grant is somewhat different from 
the above. The proprietor takes into account 
1/10th of the October statistical student num-
ber of the year prior to the current year in the 
account to be prepared in the following year 
for the current amount of the training grant. 
As a result, the accounts of the legal predeces-
sor will contain the students of the faculties af-
fected by separation for the month of January, 
which means that both a need for extra grants 
and a reimbursement obligation may arise in 
connection with the planned monthly entitle-
ment and the actual entitlement. if the legal 
predecessor has a reimbursement obligation, 
the legal successor must repay this amount to 
the legal predecessor by transfer of funds. if 
the legal predecessor has an entitlement for 
extra grants for the affected period, the legal 
predecessor must pay this amount to the legal 
successor by transfer of funds.

There are no special financial-accounting 
settlements for other legal titles of state sub-
sidies that may arise from the “dual” effective 
date. For example, the Grants for special pro-
grammes and other grants, such as the plan-
ning of PPP grants do not entail any special 
features due to the reorganisation in the budg-
et of the affected institutions.

Special accounting features 
of  operational and accumulation revenues, 
costs and expenditures

The public grants appear in the same period 
in the cash-based and the accrual-based 
approach alike, thus there is no need for 
using the principle of accrual in this area 
to determine the realised profit. However, 
when the operational revenues, costs and 
expenditures are accounted for, accruals are 
indispensable. The operational revenues are 
settled for the appropriate period on the 
basis of the underlying performance and 
accruals need to be taken into account for 
these items affecting the results depending on 
whether this period is closed with respect to 
the effective date of the reorganisation or it 
extends through this date. This is typically the 
own revenue of the institutions coming from 
fee-paying students for their training, who 
paid their tuition fee for the autumn semester 
covering the period up to 31 January at the 
beginning of the semester, before the effective 
date. This revenue has been settled both in 
the budgetary and in the financial accounts, 
but deferred income should be calculated in 
the december 31 balance sheet for the pro 
rata amount of the revenue extending to 
the month of January, thereby reducing the 
realised profit. After separation /demerger, 
this deferred income is transferred to the 
relevant legal successor where it should be 
resolved, increasing the realised profit of the 
legal successor. The same procedure should 
be applied to costs and expenditures for the 
items extending beyond the effective date. 
The accruals and deferrals, their transfer to 
the legal successor and their resolution by the 
legal successor puts the profit and loss effects 
“in place” with respect to the realised profit 
and loss.

The distribution of cash on the effective 
date should obviously be treated independent-
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Notes

1 Act V of 2013 on the Civil Code of Hungary and 
Act CLiiVi of 2013 specify the transformation, 
merger and demerger of legal entities. under these 
legal regulations transformation involves changing 
company form, which cannot be interpreted 
for a budgetary institution, thus in this case 
transformation is not possible in the interpretation 
of the Civil Code. Accordingly, we can only talk 
about merger and demerger in the sense of the Civil 
Code, in other words, when the term reorganisation 
is used here, it is not a synonym of transformation, 
but a collective term for the merger and demerger of 
budgetary institutions.

2 As this article has suggested before, with the 
introduction of the new Civil Code transformation 
appears as an independent concept in the regulation 
and involves a change in company form. Merger 
means transforming several legal predecessors into 
a single legal successor, while demerger means one 
single legal predecessor being transformed into 

several legal successors. in order to simplify the 
wording where it does not result in confusion in 
terms of content, this paper uses transformation as 
a collective term for the previous concepts. Where 
the emphasis is specifically on a change in company 
form, this term is used in this paper.

3 Adorján – Lukács – Róth – Veit [2015]: számvitel 
speciális kérdései (special issues of Accounting). Ma-
gyar Könyvvizsgálói Kamara Oktatási Központ Kft, 
Budapest

4 The former share may not be cancelled because for 
example during the separation the share capital 
is not handed over to the legal successor created 
through separation. The stake created in the newly 
established company needs to be added to the 
previous shares in the investor’s books.

5 in the case of business associations, the mutual 
stakes are filtered out after the own capital busi-

ly of these profit and loss effects. By highlight-
ing one example we can show that the effect 
of the collected tuition fees on profit/loss, that 
is, the revenue collected in January should be 
recorded, due to the principle of matching, 
at the legal successor, since the January costs 
and expenditures are settled in the profit/loss 
of the legal successor. However, if the legal 
predecessor has already used these revenues 
by the effective date to settle various expendi-
tures, then these funds are no longer available 
on the effective date. it is very important to 
differentiate between the result in the business 
administration sense and the residual funds 
deriving from cash movements. several other 
examples could be raised here, which make it 
both easier and more complicated to perform 
the accounting tasks of budgetary institutions 

during the reorganisation process, due to the 
concurrent presence of business administra-
tion and cash based accounting.

The goal of this paper was to shed some 
light on some of the key considerations that 
should be borne in mind when managing and 
implementing the reorganisation of budgetary 
institutions, including higher education insti-
tutions. We have highlighted several impor-
tant features of the budgetary institutions that 
stem from the special nature of the “owner-
ship structure” and the special features of their 
accounting system, as well as the cyclicity of 
higher education that differs from the fiscal 
year. All these factors should be taken into ac-
count not only in an economic-legal-financial 
sense, but also with a view to social needs and 
the maximum protection of student interests.
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ness shares have been settled in the accounts, that 
is, which means that it affects retained earnings. 
Any possible difference due to the different values 
of the mutual claims and liabilities should also be 
accounted against the retained earnings.

6 Annex 1 and Annex 2 of the Act on Accounting as 
amended by Act Ci of 2015 specify Profit After tax 
as part of the Balance sheet equity Capital as well 
as the last category of Profit and Loss statement 
instead of the previous Profit/loss for the year. This 
means that the accounting of the dividend is not 
included in the balance sheet and the profit and 
loss statement that closes the business year, but the 
profit after tax is specified, which is carried over to 
the retained earnings and the dividend should be 
entered in the books as an item imposed on the 
retained earnings on the date the decision is made 
on the dividend.

7 At this point the amendment of Government 
decree on specialities of the General Government 
Organisations’ Reporting and Public Accounting 
Rules did not follow the terms used in the Act on 
Accounting as Annexes 5 and 6 include the term 
Profit/loss for the year when the schemes of balance 
sheet and profit and loss statement are presented. 
in our view it would have been better to harmonise 
these concepts with the Act on Accounting. since 
this issue is not in the focus of this paper, we will not 
present a detailed criticism on this.

8 19/A. special tasks related to foundation and 
dissolution

9 Note that in this case the value of the equity capital 
component under i. initial value of national property 
will be zero in the equally capital of the budgetary 
institution newly created through transformation.

10 Pursuant to section 49/B (4) of Government 
decree on specialities of the General Government 

Organisations’ Reporting and Public Accounting 
Rules the Profit/loss for the year shall also be entered 
into the books even though it is valid only “for a 
moment” and then its value shall be carried over to 
the Accumulated profit.

11 Obviously, in the case of a full merger or integration 
we need to address the filtering out of outstanding 
claims and obligations against one another.

12 Opinions vary whether the effective date should be 
31 december or 1 January. in our view the effective 
date of reorganisation should be 31 december, 
by which date the balance sheet should also be 
prepared, and 1 January should be the “initial date” 
of the organisational changes that are effected during 
the reorganisation.

13 it should be settled in the agreement between the 
institutions whether the amount of this grant is paid 
by the legal predecessor to the legal successor in 
12 instalments – in accordance with the payments 
made by the proprietor – or perhaps in a lump sum 
in advance. There is no legal provision for this.

14 The scholarships paid for the month of January 
and the student appropriation for January should 
be accounted to and fro under the legal title of 
transfer of funds and entered into the records under 
the appropriate legal titles because these amounts, 
that is, the scholarships approved and paid out 
to the students for the month of January and the 
amount of the student appropriation specified by 
the proprietor for January are necessarily different. 
in a financial sense, this difference should necessarily 
affect the legal successor, because in an economic-
financial-accounting sense the effective date of 
separation is January 1, therefore no result can be 
recorded in the financial accounting nor any residue 
can be recorded in the budgetary accounting at the 
legal predecessor institution after the effective date 
of separation.
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