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The new regulation on the
legal status and financial
management of budgetary
organisations

The regulation and practical operation of the
financial management of budgetary organisa-
tions – including, in accordance with the classic
approach, planning, the modification of appro-
priations, financing and reporting – have come
to a crossroad again. This statement is justified
by the mere fact that the theoretical and tech-
nical principles that once yielded fundamental
changes go back one and a half decades, and in
many aspects as many as three decades.1 The
frequent modifications were usually not sys-
temic in nature, and they also meant changes in
orientation. Instead of the thorough examina-
tion of requirements, the need for and orienta-
tion of the new regulations can be more suc-
cessfully determined if adaptation to the
changing boundary conditions and compliance
with the modern and long-term requirements
are set as objectives. 

In relation to the nature and manoeuvring
room of this financial regulation it has been
considered an as-is condition that public
finances operate at macro-level and are admin-
istrative/arithmetic in nature. Further regula-
tions that determine the processes and the
implementation of public finances are assigned
to other competences. The Act on Public
Finances2 is adjusted to this approach since the
very beginning, and specifies – in conjunction
with the enforcing government decree3 – the com-

petencies and procedures (the “operation”) of
public finances. At the same time, the Act
assumes that the policy acts and the annual
budgets specify requirements, conditions and
methods appropriate for the sustainable opera-
tion of public finances, and “take back” expen-
ditures. (This is like a breakdown of the plan-
ning tasks assuming that budgetary fund users
comply with the control limits by themselves,
as if they were business partners.) 

The comprehensive and reform-scale change

launched in 20024 – which was also administra-

tive in nature and concentrated on a few impor-

tant subject matters – again and again got stuck

in the “drift-sand” of disinterest in, and hostili-

ty towards reforms due to the lack of a complex

vision, as it happened to attempts and passing

ideas from even earlier times. At other times the

energy and time constraint of the current fiscal

tasks represented an obstacle.

The recently adopted legal regulation that
became known as the Public Debt Ceiling Act5

has also become part of the regulatory environ-
ment. This act can effectively and efficiently
adjust public finance expenditures to the vari-
ous macro-level processes relying on mezzo
and micro regulations (i.e. not by causing
spontaneous cutbacks, but through the
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processes of the real economy, in a systemic
manner). If the public tasks, as well as the oper-
ational and financing models of the institutions
remain unchanged, it is impossible to properly
enforce the – otherwise unavoidable – require-
ments and stipulations specified in this act.

The tools used by the state and the institu-
tions are insufficient and not expedient enough
for keeping the financial impacts of public task
performance under control. The scope, size,
quality requirements and conditions (personal
and material resources, capacities, etc.),
processes (the method of task performance)
and the performance of the institutional sys-
tem should be influenced in a manner that can
ensure quality, yet financeable public services.
Since these attributes are the fundamental caus-
es (cost factors) that generate expenditures,
and thus the need for support from public
funds, and eventually these factors exercise
pressure on the limited resources on the side of
real processes. The comprehensive approach,
the representation of public interests and effi-
ciency are present in the public sector depend-
ing on subjective endowments, and not due to
being extorted by the system. This is how the
rights, techniques, approaches, regulatory
mechanisms, risks and self-controls of the mar-
ket sector could gain space in the budgetary
sector, without any commitments towards the
“general public”.

The regulation and control of the level of costs

and performance are neither sufficiently con-

scious, nor cost sensitive. The regulations, deci-

sions and techniques of leadership, manage-

ment, organisation, task-solving technology,

financing and financial management do not

express markedly enough that public funds and

public assets are being used. The public interest

in the given tasks and cost levels must be

proven, for which specific methods are available.

The role, operation and appearance of market

mechanisms are obviously different from those

in the competitive sector. Some of the require-

ments cannot even be directly interpreted by the

micro-sector alone.

The employment relationships and the
remuneration conditions are regulated in
another approach despite the fact that they
influence more than fifty percent of the current
costs, and through live labour they also affect
the quality of services. 

This means that the fiscal, professional,
employment and wage policy requirements are
not unidirectional, the enforcement thereof is not
coordinated by regulation. 

Policy regulations – which yield direct benefits

by allocating funds – are being worked out irre-

spective of the fact whether the required funds

are available in the annual budgets, or not.

Specific decisions are also made in the spirit of

similar professional task performance.

Therefore, the institutions struggle between the

professional requirements and their own initia-

tives on one hand, and actual financial condi-

tions specified for them concretely in the budg-

et only – i.e. not directly from the professional

point of view – on the other. 

It is irrational to assume that self-regulation,
i.e. efficient adjustment to the changing macro-
and micro-financing conditions, will work in
the management and operation of the institu-
tions. Preference is given especially to schemes
and automatisms counteracting such abilities,
and distribution based on the declaration of the
importance of the “goal”. On the other hand,
the initiatives act against the regulation and
measurement of the costs and performance.
Therefore, profusion and scarcity necessarily
exist side by side.6

This type of management of the institution-
al sector has contributed to the fact that the
real processes, as well as the professional oper-
ation and maintenance of the institutions have
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altogether become impossible to finance. At
the same time, “underfinancing” seems to be
evident. The recurring tensions are resolved on
an ad hoc basis. The system cannot resist a
greater trial, especially due to being too frag-
mented (and consequently, due to the high
overhead costs, material supply needs and pro-
fessional deficiencies) and due to its need for
live labour. The quality of public services falls
short of the potentials, and is also out of pro-
portion to expenditures. The ambient condi-
tions (economy, public finances) are becoming
more and more stringent, however there are no
organised and efficient adaptation mechanisms
in place.

From another approach: the representation
of the “general public” – i.e. the users of servic-
es – in the regulations and real processes is weak
compared to the representation of institutions
and the staff of such institutions. It seems that
public institutions exist for the sake of the lat-
ter, and legislation and financing should also
serve these interests. (This is reinforced by the
often determining influence of people that are
directly affected professionally, as employees,
on the preparation of policy acts.)

The taxpayers' interest in the public institu-
tional sector grows in times of necessary austeri-
ty measures in order to lay the foundations for
tax cut moves. However, this is not accompanied
by real, competent, systemic and long-term
suggestions for the reduction of the evident
profusion in financial management, and for the
cancellation of professional and thus financial
commitments requiring excessive means.
(Astounding information circulates in profes-
sional circles, too, in relation to “over-finan-
cing”, i.e. the size of certain expenditure items.)

Professional and common knowledge about the

micro-sector of the budget is much less abun-

dant than that about macro finances, the partic-

ipants of the competitive sector, non-profit

organisations and local governments. Budgetary

institutions are tacitly regarded as underdevel-

oped enterprises, or as parts of the local govern-

ments, and the presumably modern direction of

change is set either without giving any explana-

tion, or under the pretext of emergency. 

“Outsourcing” some of the public tasks
financed from public resources to business asso-
ciations and foundations has been going on for
one and a half decades. This is a dysfunctional
solution, incompatible with the boundary condi-
tions. However, it can also be justified with the
fact that the budgetary institutional form did
not provide a simple and efficient framework
for the operation and financial management of
this well-definable group of institutions. The
same was suggested by the liberal (global)
method of the allocation of subsidies, and the
minimalist nature of the related regulations. It
must be added that this organisational status is
accompanied by the civil service status of the
employees, as well as systems of employment
and remuneration that are not sufficiently per-
formance oriented. These systems acknowl-
edge excessively the abilities, skills and circum-
stances of the employee, and through this the
assumed performance in those activities, too,
where greater institutional independence
would be required for the cost-efficiency and
effectiveness of employment. Tools available
for incentives and sanctioning in practice are
limited (which is why several budgetary organ-
isations opted for “outsourcing”).

Instead of the competent interpretation
and “venturesome” management of these prob-
lems it is easier to quote the scarcity of funds as
a pretext. As a result of the given – but not nec-
essary – concrete requirements, conditions and
task performance (when those are being trans-
lated into costs) this may even be true arith-
metically. On the other hand, so far it has been
neither welcome, nor proposed in a compre-
hensive manner to provide this sector with a
bigger room for manoeuvre and tools with real,
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adequate reforms in order to enable it to pro-
vide systemic and sustainable solutions in com-
pliance with the lawfully set fiscal and profes-
sional requirements. The expectations and the
tools are not in harmony.

Finally: the practice and regulatory approach of
the financial management of the institutions are
outdated. What is more, they have become non-
transparent as a result of the multi-directional
and ad hoc attempts to resolve the various ten-
sions described above. The individual attempts
and solutions to break out are based much
more on the local institutional and consultative
knowledge and interests than on compliance
with the attributes and expectations of the
field. The unsustainability of the situation is
evident at this point, too. 

The scope of the required regulation is
characterised by the fact that there are 560 cen-
tral budgetary organisations and there are
around 12,700 institutions supervised by the
local governments. Employees total around
280 thousand, and 470 thousand, respectively.
The expenditures of the central and local gov-
ernmental organisations totalled HUF 2.4
thousand billion and HUF 2.9 thousand bil-
lion, respectively, in 2008. The regulation influ-
ences around one third of public finance expen-
ditures (public spending equalling one fifth of
the GDP), and affects nearly 20 per cent of all
employees.

However, based on the spirit of the new reg-
ulation, as well as its system of tools that
strongly support financeability and efficiency it
can be stated that the scope of the regulation in
fact extends to taxpayers and the users of pub-
lic services, too.

Several attempts have been made to devel-
op new regulations in the past years.

The Act on Public Finances has been regularly

amended in support of/under the pressure of

the convergence programme (and its predeces-

sors) as well as the sectoral reforms managing

the real processes. However, as I mentioned it

above, the act is not suitable to implement these

objectives due to its original aspect. 

The policy acts are not sensitive enough to the

requirements of public finances: they are often

counterproductive, they generate unidentifiable

budgetary burdens, and occasionally neglect the

requirements and rules of public finances.

The annual budgets, the ad hoc interventions serv-

ing the restoration of the balance can evidently be

one-sided fiscal techniques. They cannot perma-

nently influence the operation and cost needs of

the public sector, and are especially insensitive to

the quality and efficiency of services.

The spontaneity of processes, the ad hoc and

merely fiscal management of the accumulated

liabilities have led to the fact that the public

institutional sector is no longer able to fulfil the

performance expectations, while the dimensions

of public finances have also exceeded the rea-

sonable and tolerable level.

In 2006 the Government increasingly
focused on the restoration of the sustainability
of fiscal processes, and on enhancing the effi-
ciency of public services. The possibilities to
harmonise the funding needs of the institution-
al sector with the available funds with the help
of fiscal techniques – without the deterioration
of public services – have been depleted. A sys-
tem enforcing both approaches in a coordinat-
ed manner needs to be developed. In this sector
cost generating real processes, operational
modes and performances cannot come into
being merely through adjustment to the mar-
ket conditions. Therefore, differentiated, task
and cost sensitive regulations are needed.

This task is undertaken not because of the

“reform rage” of the government or the staff of

public institutions. The streamlining of the func-

tions of public services, as well the guaranteed,

sustainable and efficient performance and financ-

ing of public tasks are in the public interest.
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Otherwise – without a reform – the interests
of the taxpayers can be manifested on an ad hoc
basis, one-sidedly, by confining to the financial
possibilities, cost saving, restrictions and oper-
ative interventions. In the meantime these
techniques trigger criticism (and are labelled as
“fiscal terror”, “across-the-board cuts”). There
is no doubt that these techniques require less
extensive preparation, and imply more easily
manageable tensions in the short run than the
understanding and assumption of systemic
reforms. 

Unchanged system inputs, processes and
“software” regularly yield the same results.
These elements make public services unfi-
nanceable, and prevent the enhancement of
performance.

The legal foundation for the reform of finan-
cial management was created by the so called
Status Act II, i.e. the proposal prepared by gov-
ernment commissioner professor Tamás
Sárközy by early 2005 (published in 2006). This
proposal contained an extremely rational and
clear standpoint in relation to financial man-
agement, too. The clarification of the legal sta-
tus of the budgetary organisations relying on
this proposal also required the amendment of
the provisions of the Act on Public Finances
and its enforcing decree on the financial man-
agement of institutions. In addition, the pro-
posal of the government commissioner was
used as a basis for the widely publicised
“Theses on the regulation of public finances”
issued by the State Audit Office of Hungary
(SAO) in 2007, as well as the study titled State
reform, public finance reform.

The documents also encouraged that the recon-

sideration of the rules of the financial manage-

ment of budgetary organisations should be

taken out from the efforts that were launched

for the formulation of the financial require-

ments pertaining to the operation of public

finances. Later on the results of the background

work – both the above documents and the pro-

posals formulated in a series of reports – were

forwarded to the public administration organi-

sations, and the SAO, i.e. one of the creators of

the regulations.

These systemic approaches and experiences
unanimously pointed to the fact that correc-
tions – that may be significant in solving day-
to-day problems and tasks, yet only in the
short run – should be replaced with a compre-
hensive, reform-scale re-regulation, i.e. instead
of changing a series of rules, the system itself
should be changed. The act7 was prepared rely-
ing basically on the draft of “Status Act II”,
however some elements were changed (due to
financial regulatory requirements, among other
things), and the requirements were formulated
in a more detailed manner, as the proposer
found it necessary. The specifically financial
management related parts of the act are con-
nected to, but naturally show well beyond
these elements.

Finally, among the “foundations” of the act
I must mention the government decision8 on
the restructuring of the system of the central
budgetary institutions, which was started in
2006. The main part of the transformation
schemes specified in that decision concretely
assumed that organisational and financial
management models would come into being
to directly support the evolution of the
impact of administrative saving-like measures
that would also trigger the enhancement of
efficiency. The adoption of the act has on one
hand made it possible – albeit with delay – to
internally “fine-tune” and organisationally
further develop restructuring at the level of
organisations (e.g. through the establishment
of an organisational unit vested with a legal
personality), and on the other hand to imple-
ment decisions that were postponed for the
lack of an adequate model (e.g. “reversed out-
sourcing”). 
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THE LOGIC OF THE ACT

The current situation

The former regulation of the financial manage-
ment and accounting of budgetary organisa-
tions specified in acts and government decrees
has become obsolete. 

The substantiation of budgetary planning
and reporting by the definition of tasks and
performances, as well as by organisation, and
the derivation thereof from the set of con-
tentual (professional) requirements and condi-
tions is usually very much indirect.
Consequently, transparency and traceability are
limited. The allocation of appropriations focus-
es on the direct distribution of resources and
mechanically checkable aggregate figures (rev-
enues-expenditures-staff). (Professional sub-
stantiation is independent from the set of fig-
ures of the budget, while arithmetic justifica-
tion is nothing but a document of “counting”.)
On the other hand, the regulation of financial
management aims at the administrative
“enforcement” of the limits (the mere enforce-
ment of the budget) throughout the year, and
at best specifies the related responsibilities. 

In the meantime sufficient guarantees exist
for the completion of neither the original fiscal,
nor the professional requirements. The execu-
tion of budgets that are not substantiated and
organised professionally (on the activity side)
typically relies on professionally oriented man-
agement. The function of distribution, and
then in the execution phase the operative man-
agement is disproportionate in the activity of
supervisory bodies.

In terms of authorised business activities
and approaches budgetary institutions are too
homogeneous. The system is neither struc-
tured, nor transparent, regulation is not suffi-
ciently stringent, where this could be possible
under the given conditions, and is not flexible
where such regulation would be more effi-

cient; a registration-type and institution-level
(not activity based) information system is in
place.

For the lack of mandatory orientation it is
uncertain whether the different public tasks are
performed by budgetary or business organisa-
tions. (Tangible local benefits and the lack of
control give preference to the latter in contrast
with public interests.) There is no registration
system relying on effective decision-making
and operative procedures that would ensure
sufficient transparency and legal certainty. 

This regulation, and the even more obsolete
practice are not competitive with the regulation
and practice of the business sector. (In the
meantime some of the public tasks are per-
formed by non budgetary organisations.) At
the same time, this system does not profound-
ly enforce the specific features of public task
performance from public funds either. These
specific features include in brief:

•the difference between demand and liquidity, 
•the community nature of some services,
•the forced nature of task performance, 
•general professional requirements and

guarantees, 
•system operation, plannability, measurabil-

ity and protocol of tasks, 
•calculable and prescribable costs, cost ele-

ments and wage policy, 
•evaluability of results and expenditures, 
•need for transparency, 
•specific way of resource acquisition by the

state.

The aspect 

In the past decade standpoints managing fiscal
problems directly, through administrative tech-
niques and standpoints representing the princi-
ples of competition and individual (group)
benefits have been equally formulated in rela-
tion to the development of the new regulation.
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A comprehensive model or regulation has been
elaborated for neither of them. However, it
must be noted that all of the disclosed concep-
tional ideas were based on a differentiated sys-
tem. The difference presumably existed in the
institutional extension of the different system
elements (regulators linked to the individual
groups of institutions), in the application of
the market model, as well as in the fact that the
pronounced specific rules are detailed to vary-
ing extents.

During the elaboration of the bill various
starting points were kept in mind: on one hand,
the general fiscal requirements related to the
operation of public finances, on the other hand,
the identity and natural endowments and func-
tions of the budgetary institutional sector.
Greater incorporation of the management of
the real processes and activities into the envi-
ronment of financial requirements naturally
goes beyond the direct regulation of spending
money, and the schemes thereof based on
administrative restrictions. What is more, the
proposed solutions are differentiated, too.
However, putting professional services and
performance in the foreground does not lead to
the full-scale application of the market model
or the elements thereof; tools and techniques
are adopted and a range of transitional schemes
is introduced. This means that the multilevel
regulatory model that acknowledges the specif-
ic characteristic features of the real sector – i.e.
here the public sector – can be found between
two approaches and concepts.

The system of public finances must implement
three basic objectives. These are the following:

•creation and maintenance of fiscal disci-
pline (keeping the gross sums of the budg-
et under control in order to facilitate the
reduction of public dues and to improve
the competitiveness of the economy), 

•allocation deficiency, distribution of the
funds according to the priorities (due to
prioritisation the funds are regrouped from

former priorities, determinations, actual
and possible issues to the new priorities,
from the less successful programs to the
more successful ones), 

•promotion of the cost-efficient perform-
ance of public functions (reduction of costs
required for the effective completion of
tasks to the minimum, putting performanc-
es in the focus).

The interdependence of these three objec-
tives can be formulated as follows: “If we can-
not count the money, we cannot distribute it,
and if we cannot distribute it, we cannot use it.”
The act builds on the correlations of this state-
ment, and focuses on the very last from among
the above written.

The act supports the reinforcement of fiscal dis-

cipline not by the description of the directly

related techniques. (That happens in other rules

of law.) This objective (too) is served by a con-

tent oriented set of tools, i.e. by the wide-rang-

ing regulation of the need for public funds and

the reduction of such need, the mitigation of the

inherent risks, as well as by the regulation of

performance.

The regulation contained in the act is also
compatible with the Act on Business
Associations9, it applies the approach and tech-
niques of the competitive sector in relation to
interpretable subjects and in an interpretable
manner. At the same time, it is in general of a
markedly budgetary nature, supporting order,
discipline and public task performance, ensures
management/supervisory control and execu-
tive responsibility, and gives preference to the
legal status and financial management solution
developed for budgetary institutions for the
performance of public tasks. 

Furthermore, the regulation in general calls
for the extended interpretation of the financial
culture: a complex (financial and professional)
system of objectives, systemic nature, trans-
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parency, being of public interest, performance
oriented management and financial manage-
ment (managing organisation, institution).

The new approach 

After considering the situation that had
evolved, and the characteristic features of the
public sector, a new system came into being –
with reform-scale changes. This means the
introduction of significant new schemes, as
well as the supplementation of the existing
schemes with elements of similar orientation. 

On one hand, fiscal and professional guaran-
tees have become stronger in the planning and
execution of the budgets. First of all, planning
takes its proper place in the operation of the
institutions. Specific budget planning is a
determining link between the budgets distrib-
uting the given resources and regulated task
performance, which also has a definite profes-
sional content. This type of planning is repre-
sented on one hand by the budget document
proper, which contains the figures, and on the
other by professional, organisational and per-
formance plans that lay the foundations for
the contents, and also support the execution
thereof. This is also the basis for accountabil-
ity. This means that regulation must be suffi-
ciently sophisticated for the joint manage-
ment of professional activities and financial
management in institutions that perform
public tasks from public funds: a thoroughly
elaborated, organised solution must be pro-
vided for that case too, when funding must be
cut back in the public interest, and additional
resources may also be granted in the same
manner. (I.e. not by the “distribution” of
funds, which serves daily, partial successes
not necessarily through prioritisation.) This
is in fact about the further development of
the classic budgetary logic on a broader
approach.

On the other hand, a differentiated system
has come into being from the homogeneous
group of budgetary organisations, which is a
significant novelty. Within this, bureaucratic
rules based on traditional and more stringent
planning remain characteristic, what's more,
at certain significant points they become even
stronger in the “classic” institutions that rep-
resent a determining proportion within budg-
etary organisations as a whole. These institu-
tions include public power organisations (e.g.
organisations of public and justice adminis-
tration, as well as the armed forces), and pub-
lic institutions (e.g. public education and
social institutions, public collections). At the
same time, for efficiency considerations
“more market-like” rules that take into
account working capital costs, too, may be
enforced at certain types of service providing
organisations. Here the requirement of
adjustment to the demand and the situation,
as well as the enforceability of the principle of
performance require flexibility in planning
and financial management alike, as well as
independence without the curtailment of
responsibilities. These are the public institu-
tions (e.g. research, healthcare, higher educa-
tion and arts institutions), entrepreneurial
public institutions (institutions selected from
the former group of institutions through
legal regulation and case-by-case decisions),
public utilities (e.g. settlement management
by the local governments). 

The 'entrepreneurial public institution' is not an

“original” category. It rather means that certain

institutions representing certain professions and

selected on a case by case basis may be governed

by separate rules based on different acts. This

structure is competitive with the structure of

similar business organisations, but enforces the

requirements arising from the use of public

funds and public assets, and keeps the institu-

tions within budgetary organisations. 
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The duality and connection of the financial
and real processes are different in the various
types of budgetary institutions, and differ from
the market sector due to the very nature of
such processes. 

However, this dual approach implies risks,
too. Due to being different and due to the
restricted competencies of the financial regula-
tion, structures and rules that are directly relat-
ed to the performance of special tasks cannot
appear concretely enough in the act, and they
cannot fully implement the above approach. So
the question is whether those concerned are
willing to undertake sectoral and institutional
regulations and decisions, the extra work and
struggles inherent in the transition for the sake
of long-term efficiency and fianceability bene-
fits, or want to try to mitigate the increasing
tensions and achieve results in an ad hoc man-
ner, with the usual daily techniques of conflict
management, by passing on responsibilities, by
acquiring additional resources, and by passing
costly policy acts and decisions “lined” with
these extra funds.

The theoretical aspects of regulation

The theoretical and economic basics
The specific characteristics of the public sector
that are taken into account in this respect are
the following. 

Public functions are usually fulfilled from
resources to be planned by the state in the
budget, mostly from public funds, relying on
the provisions of the sectoral regulations. The
tasks – as public services – are determined in
terms of content, and shall be performed in the
public interest. Therefore, the professional and
economic requirements and conditions, as well
as the costs and revenues can be regulated
directly in an interrelated manner, and unique
management interventions are also possible in a
broad range. (In practice it cannot be predicted

which attempt will yield success at the expense
of the other under the given circumstances.)
Therefore, in theory not only allocated
resources (resources that were available from
the budget) are available for financial manage-
ment. Cost generating processes and perform-
ances can be predictably managed and checked
based on the specific characteristics of the
given activities and expectations. In case these
elements are managed in a conscious and respon-
sible manner, funds that are “due” as resources
are in fact available. This procedure of planning
and use, a well as this content are mandatory in
institution models that spend public funds, and
that basically lack market mechanisms and are
based on bureaucratic control.

Withdrawals by the state from the primary
sources of income and from income owners by
virtue of power require – just like the rate of
withdrawal – convincing and detailed explana-
tions, and specific measurability both towards
the entities hit by the withdrawals and the ben-
eficiaries (as well as towards those entities that
were not allocated resources). The explanation
must specify the objectives, legal titles and
extent of use, and all this must be accounted
for. Consequently, measurement in this field
cannot be reduced to the measurement of prof-
its, growth in assets and markets, etc.

When applying for subsidies, the benefici-
aries and their background entities name a cer-
tain social need [requiring significant state
(public) financing] as a reason.

The budgetary institutional sector is not a
part of public finances seen as a set of mere fig-
ures and calibrated to a much smaller scale,
which in this manner can be arbitrarily and
directly changed merely on the resource side.
The processes are necessarily determined by
the multitude of sectoral rules related to public
tasks, professional and economic aspects, the
institutional system, and decentralised deci-
sions made at several points of the institution-
al system and the management/supervisory
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organisations. Therefore, the strong fiscal con-
straints can be really enforced through these
elements. 

Processes that are deemed to be as-is ele-
ments during budgetary decision-making, and
that can be re-regulated only in the longer run
have already been extensively used.

It is basic requirement that macro-economic
aspects should be taken into account when
deciding on the size and structure of public
finances. However, this is not an end in itself,
and it shall not serve other partial interests. Its
designations and fundamental functions
include the cost-efficient financing of the sys-
tem of budgetary institutions. Public finances
is not a sack the opening of which should be
held so that the least possible amount could go
into it (the smaller the loss or the possibility of
loss), but it is also a guaranteed system of con-
ditions for public task performance by the
institutions.

As a result of the aforementioned, the
operation and financial management of public
finances and its organisational system are regu-
lated by detailed legal, financial management
and accounting principles with specific con-
tent.

At the same time, there is rightful demand
for the proven market type, rational and per-
formance proportionate resource acquisition
and use, as well as solutions for planning and
accounting based on the working capital costs.
This means that market control also appears in
part of the budgetary institutional sector.

Public funds are expected to be used effi-
ciently, cost-efficiently and effectively.
However, according to the above written, the
regulation of the public sector operating under
non-market boundary conditions, i.e. not rely-
ing on the actions of the “invisible hand”, can-
not be business-like in nature. Yet, the comple-
tion of the requirements cannot be fully trust-
ed to the knowledge, versatility, mentality and
bona fide sacrifice of the individuals working in

the public sector – that must be achieved
through the operation of the system.
Administrative, absolute financial limits are
one-sided. They are justified to be used exten-
sively in this sector, but by no means every-
where. At the proper points the relevant,
authentically interpretable elements of the
rational economic approach and tools must be
built into the institutions' “own” system (that
manages and controls the characteristic fea-
tures in a special way). This means the applica-
tion of the performance and responsibility
principles, the financial management and work-
ing capital cost centred approach, as well as the
planning, reporting and accounting techniques
of the market sector, where such can be inter-
preted. The “separation” of the institutional
sector and its financial management rules rep-
resents this approach.

Transparency
Transparency is a fundamental precondition for
the operation of the public sector. The act specif-
ically refers to the enforcement and supervision
of the existing rules (e.g. the “glass pocket”
act). However, it is especially the new rules of
the act that formulate several elements in sup-
port of transparency expected by the “general
public”. The comprehensive nature of the reg-
ulation itself serves this objective by systemis-
ing the wide-ranging institutions. These ele-
ments include: 

•budgetary and financial management
organisational criteria and organisational
expediency, 

•varied division of the institutional system
into subsystems, 

•related relevant and differentiated financial
management rules (from planning to
reporting), and the related documents, 

•economics-based revenue system (from
those that are related to public power in
nature to those designated to carry out dif-
ferent tasks), 
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•the role of management organisations in
system operation, structured functions and
responsibilities of institution management
(from single-person management to colle-
giate management), 

•detailed rules for the establishment, liqui-
dation and registration of organisations,
procedural and responsibility rules, stan-
dard content of documents, 

•creation of cause and effect relations in
general among the various processes and
regulatory elements.

Systemic nature
Relying on a new approach and decades-old
experiences the subject matter of the new
regulation is much more comprehensive and
wide-ranging, and is systemic, too. 

The act does not endeavour to solve unique
and day-to-day issues. It expects that the rules
and the system would provide efficient solu-
tions complying with the fiscal requirements
and the public interest. It provides compre-
hensive and highly differentiated regulations
for state and local governmental institutions
providing public services, as well as the inter-
nal structure, professional operation and
financial management of such institutions,
with regard to the various functions. It ma-
nages the multitude of interrelated regulatory
points in a uniform process. With regard to the
emerging security issues of the users of public
services and suppliers – while the act takes this
into account, too – the comprehensiveness and
significance of the new system are even more
evident. 

The act creates a new mode of operation and
new responsibility systems keeping in mind the
performance of public tasks and the interest of
the general public, the citizens and the users of
services. In other words: the regulation was not
prepared in the interest of certain interest
groups, institutions or persons. 

The following description of the framework-

like nature of the system presents the further
aspects of the systemic structure.

The framework-like nature
Despite the above written, the act does not
directly regulate the policy actions. However, it
calls for and authorises the reconsideration and
modernisation of their requirements and con-
ditions. Without questioning the so called lex
specialis doctrine, the act makes it possible to
manage activities and other legal regulations in
a systemic manner, and points to the cause and
effect correlations derived therefrom (correla-
tions that generate costs or performance ori-
ented correlations). Naturally, the commit-
ments of public finances, and indirectly those
of taxpayers are generated not only by financial
management and spending taken in the narrow
sense of the word. 

In the act this appears in that several refer-
ences are made to the provisions of special acts
or legal regulations. This is not an indication of
the uncertainty of regulation. Rather, it comes
from the fact that the area to be regulated: the
system of public task performance, the dual,
professional and economic objectives thereof, as
well as the management of the sector are hetero-
geneous. Therefore, despite the “legal beauty” uni-
form regulation thereof within a single legal regu-
lation is impossible. All this would only result in
the prescription of meaningless elastic rules or
the tacit acceptance of the fact that different re-
gulations may be adopted in other fields.

However, reference to the special acts (usu-
ally to policy acts) is not merely “authorisa-
tion” for different regulation. On the contrary:
it calls attention to the fact that by taking on
the general requirements enforcing the sectoral
specialties policy acts must provide regulation
(for example when determining the various
requirements pertaining to public tasks and the
operation of budgetary organisations, in cer-
tain issues of legal status, in relation to employ-
ment by and management of the organisa-
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tions). It must be apperceived that the direct
financial and administrative rules of public
finances by themselves do not provide a rele-
vant framework for the operation and financ-
ing of the public sector. The latter very much
depends on the compliance of policy acts with
the financeability and efficiency requirements.

Organisational expediency in public task
performance
The original subject matter of the initiative for
the elaboration of the act was the restructuring
of the legal status, operation and financial man-
agement of the budgetary organisations.
However in the meantime it became necessary
that by the formulation of more comprehen-
sive and general regulatory elements pertaining
to the conditions of public task performance it
should provide momentum for actions that
were launched independently during the prepa-
ration of the act, but which have not yet yield-
ed mature results. Therefore, the comprehensive,
detailed and differentiated regulation of budget-
ary institutions is supplemented to the required
and possible extent with rules pertaining to the
other forms of public task performance.

The decades long efforts that aimed to define
public and market financing partially on the
basis of insufficient knowledge, and which
resulted in the large-scale “outsourcing” of
public task performance had to be readjusted.
The efficiency of the public sector is not a busi-
ness requirement (as it would be assumed from
the market conditions), but the expectation of
the general public in relation to the use of pub-
lic funds. This can manifest itself through spe-
cific, non-market mechanisms. There is no
doubt: the former regulatory system did not
offer sufficiently high-quality and versatile
solutions for the operation and financial man-
agement of the budgetary organisations.
Therefore, from time to time the performance
of public tasks from public funds and public
assets by business organisations was given pref-

erence, while the 'budgetary organisation' form
is available for especially this purpose. 

The act resists the excessive and fashionable
marketisation and outsourcing of public task
performance, as well as the association of the
concepts of cost-effectiveness, efficiency and
performance exclusively with the competitive
sector. In relation to the performance of public
tasks from public funds the act gives preference
to fundamentally modernised budgetary insti-
tutions. 

In this sense the two types of financial man-
agement converge, and that of the budgetary
organisations becomes competitive. The above
mentioned duality – i.e. that the objective of
operation cannot be simplified to a few busi-
ness indicators that would provide a compre-
hensive evaluation – does not only remain, but
becomes stronger. Policy activities and finan-
cial management together provide the system
of requirements. This also requires that the
tasks, performance and responsibility of the
managing organisation and the management of
the institution should be interpreted, regulated
and called to account in a dual system.

By interpreting its subject matter in the
broader sense, the act also aims to resolve the
situation in which public tasks are also per-
formed by non-budgetary organisations, and
are also funded from non-public financial
resources. Therefore, in a separate work
process the characteristic features and condi-
tions of operation as a non-profit business
organisation were specified, and the opera-
tional conditions, rules of business organisa-
tions, as well as rules of “transformation” were
also incorporated into the act.

Hence, the budgetary institutional model is
supported from three sides. On one hand, on a
case by case basis and pursuant to specific legal
regulations budgetary organisations that in part
function under market conditions may trans-
form into budgetary organisations of a specific
structure (these are the so called entrepreneur-
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ial public institutions). A “strange” result of
this transformation is when an organisational
unit (or organisations units) of a budgetary
organisation that structurally remains to be
public institution is/are vested with a legal per-
sonality and is/are transformed into an entre-
preneurial public institution. On the other
hand, the “transformation” of budgetary
organisations that are engaged in a significant
amount of business activities into state or local
government owned business organisations, and
the continued performance of public services
are supported by further procedural rules.
Finally: the “re-transformation” of business
organisations and (public) foundations that
currently perform public tasks practically from
public funds into an adequate form of opera-
tion becomes regulated. All this means the
requirement of “organisational expediency” in
public task performance, for which the act stip-
ulates various standpoints. It is not difficult to
discover the directions of the above mentioned
government decision on “restructuring” in the
central budgetary organisations.

Another aspect of organisational expediency
is functional task organisation within the indi-
vidual institutions, the development of a struc-
ture corresponding to the organisational units.
This means that some of the organisations
maintain separate organisational units for the
performance of the professional basic func-
tions, and the related intellectual and physical
supporting tasks. However, in other institu-
tions it is sufficient to employ persons directly
engaged in the professional activities, and other
persons shall by no means be employed in a
separate organisational unit. In this manner the
concentration, cost-efficiency and professional
standards of the fragmented institutional struc-
ture can be – at least in part – enhanced. This
means that the new model goes beyond the
widely used consolidation of the financial appa-
ratuses, and offers a new scheme for the
enhancement of efficiency.

Finally, there is another solution: the pri-
mary, activity-based categorisation of the insti-
tutions and the related regulation of financial
management should not be handled rigidly.
Deviation from the former determination is
possible in two directions, too. This means that
financial management rules pertaining to either
more stringent or flexible types of activities can
also be applied if the actual characteristics
(especially the resources) of the institution sig-
nificantly differ from the characteristics of its
own type. This is what we call “reclassification”
in terms of financial management.

Rules of employment and remuneration 
Before going into the details let me refer to
another boundary condition that the act does
not deal with for the lack of competence. The
regulation of personal conditions generates
actual costs, which cannot simply be regarded
as determination. On the other hand, live
labour (task performance by the employed per-
sons) is mostly identical with the provision of
public services, in relation to which profession-
al and performance requirements can be set. 

Some of the problems of these regulations
are wage policy problems. However, efficiency,
expenditures, performances and the related
financial regulations need to be harmonised
(not to mention the eternal pressure related to
the resolution of the tension among the bene-
ficiaries of the different wage systems through
the use of additional resources). Tension
between the employment and remuneration
system on one side and the various financial
management systems on the other have existed
even before, since the former systems think in
terms of “persons”, while the latter think in
terms of institutions and/or normative units
and wage bill management. The aim of the act
to make the result and efficiency of service pro-
vision an objective of institutional operation
makes the management of differences impor-
tant.
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The task is to make techniques that are more
sensitive to the characteristic features of the
activities (continuity or task-based nature,
daily, etc. time requirements, measurability and
financing), and to quantitative and qualitative
performances appear in the (mostly career path
principle based) employment and remunera-
tion systems, similar to and supporting capaci-
ty financing and resource allocation. The room
for manoeuvre, which – no doubt – is present
in the rules even today, must be made more vis-
ible and reference-like. Therefore, the solution
is not the total and mechanical adoption of the
system applied in the business sector under
market conditions – but, similarly to the finan-
cial regulation – the incorporation of “custom-
made” (various), performance oriented public
service rules (elements) adjusted to the specif-
ic requirements and differentiated conditions
of the sector. This is all the more possible, since
there is no comprehensive “public service
remuneration system”.

III. THE STRUCTURE OF THE ACT –
THREE DISTINCT PARTS

The first part (the further development of
Status Act II) contains sui generis regulation
about the status of the budgetary organisa-
tions. It fills a void in the regulation of the legal
status and characteristic features of budgetary
organisations; as well as in the modernisation
and systemisation of the powers of the manag-
ing and supervisory organisations. After the
adoption of the act this part of the legal regula-
tion will function as a separate act, it will be
incorporated neither into the Act on Public
Finances, nor into other existing acts.

This regulation stipulates
•the definition, characteristic features and

general legal status of budgetary organisa-
tions; 

•the procedure and content elements of

establishment, transformation and liquida-
tion, as well as registration, 

•the general requirements and conditions of
establishment, operation and categorisa-
tion (in the Act on Public Finances), and
mostly the specific requirements and con-
ditions of regulation (in the form of policy
acts and government decrees), 

•the content of the management and super-
visory functions, 

•the requirement of the institutional inter-
nal regulation of task performance and the
conditions of task performance, 

•the emerging institution of the organisa-
tional unit vested with a legal personality, 

•the major types of budgetary organisations
and the types of tasks to be performed
depending on the nature of the activities
and the functional structure of the organi-
sation.

The second part modifies the Act on Public
Finances. This is in part carried out by the
complete replacement of one chapter (Chapter
VII) of the Act on Public Finances. It includes
the fundamental and systemic modification of
the regulation of the operation and financial
management of budgetary organisations along
standard principles, and mostly with standard
general rules, however in a differentiated man-
ner with consideration to the different types of
institutions. On the other hand, in general in
connection with this, several requirements
contained in other chapters are modified or
transferred into other chapters.

The regulation extends to 
•the general principles of the operation and

financial management of the budgetary
organisation, 

•the resources of the budgetary organisation
and the management thereof, 

•the head of the budgetary organisation
(typically financial management related
requirements), the specific solutions of
internal management, 
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•the general and specific types and subtypes
of financial management, including

•the need for making planning more sub-
stantiated and task-based; for making rev-
enues cost-proportionate, and for the dif-
ferentiated management thereof, 

•other important elements of financial man-
agement (modification of appropriations,
financing, staff and wage bill management,
reserve management, etc.).

Finally, the new Chapter VII/A contains the
framework rules pertaining to the requirements
and conditions of public task performance by
state-owned business organisations, and of the
transformation of budgetary organisations into
business organisations (and vice versa). (One
of the conditions of public task performance
by public foundations is regulated in another
rule of law.)

EVALUATION OF THE FORMER 
REGULATION, THE NEW CONTENT 
AND IMPACT OF THE ACT10

PERFORMANCE OF PUBLIC TASKS

The definition of the requirements and
conditions is fragmented and deficient. A com-
prehensive system of tools designed to specifi-
cally manage and replace the lack or partial lack
of market conditions in the institutional sys-
tem is non-existent.

Tasks are formulated for the development
of requirements and criteria for each type of
institution. On this basis, the professional,
financial and cost-efficiency requirements set
for the establishment and operation of institu-
tions, and the individual public services can
appear in a systemic, coordinated manner, and
in this case such requirements will be set by the
state. 

Financeability and the quality of services
will improve on a permanent and well-founded
basis, since the different public services need to

meet quantitative and qualitative expectations,
and systemic (non mechanical) relationship is
established between the budget constraint and
the performance of public tasks. The principle
of performance also appears, however this is
not identical with the application of the differ-
ent corporate forms. The level of “fundedness”
becomes manageable on this basis.

THE DEFINITION, CHARACTERISTICS AND

REGISTRATION OF BUDGETARY ORGANISATIONS

The definition is deficient, and not com-
pletely adequate for the expression of the legal
(e.g. sectoral) background and the characteris-
tic features – specific compared to other types
of organisations. Registration is neither trans-
parent, nor measurable, and it does not provide
legal certainty.

The regulation is to be supplemented with
the term “public interest nature”, the clarifica-
tion of management/supervision, the formula-
tion of state requirements and conditions rela-
ted to task performance, as well as with the con-
dition of comments with a specific content.
Consequently, the characteristic features are
separated at several points from entrepreneurial
and private law schemes (in terms of activity,
interest and management). Registration is based
on the criteria, through a clear-cut procedure,
with expanded and expandable data content.

The requirement for the management and
organisational expediency of public task per-
formance appears. The content and differenti-
ated nature of the criteria and the legal status
lay the foundations for the regulation of finan-
cial management. The organisational forms and
the related financial management rules support
efficiency. Registration is fair, reviewed and
authentic. 

TYPES OF ACTIVITIES

In the regulation, and especially in practice
the types of activities are not completely sepa-
rated, and the consequences are not clear.
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Marked criteria are formulated. The relat-
ed financial rules are differentiated (resources,
calculation: cost and profit content, price, plan-
ning and financial management requirements).

The basic functions are protected, the
ability to pay the overhead costs improves.

TYPES OF BUDGETARY ORGANISATIONS

Categorisation of the activities is designed
to support operative financial functions, how-
ever in practice it serves a somewhat different
function.

The new system is broken down by pro-
fessional task types (subtypes) and functions
(in accordance with the organisational solution
of task performance within the institution).
This latter classification is based on the fact
whether the institution includes all the sup-
porting intellectual and physical organisational
units, or just the first one.

The new system lays the foundations for
custom-made regulation for a great variety of
activities, the level of management, the
resource structure, the internal organisational
structure and the elements of the financial
management process, and is efficiency orient-
ed. Regulation, which has so far been homoge-
neous, and therefore did not follow reality, and
regulation, which was developed individually
for the different professional activities will be
replaced by heterogeneous, yet systemic and
transparent regulation able to adjust to the
conditions of the market economy and a great
variety of public tasks. The differentiation of
the internal organisational solutions will also
influence the structure and streamlining of the
entire institutional system.

THE MANAGING/SUPERVISORY ORGANISATIONS

The current managing and supervisory
organisations are not sufficiently regulated,
They focus more on the enforcement and rep-
resentation of individual rights and interests
than on the liabilities arising from (public)

orders, as well as governmental and social inter-
ests taken as a whole.

Management and supervision will be dif-
ferentiated and supplemented – with regard to
other rules of law as well. A new element – in
connection with the provided rights – is liabili-
ty for the debts of the institutions. The institu-
tional categorisation of the middle-level man-
agement organisation is specified in the act in
order to support the network-like operation of
institutions.

The operation of the system is reinforced:
it will become a more responsible and active
function ensuring the definition of tasks,
requirements and conditions, financing, con-
trol, evaluation and publicity, in line with the
(unique) legal status of the task performer.

METHOD OF PUBLIC TASK PERFORMANCE

There is no direct provision in the com-
prehensive financial regulations.

The managing organisations are mandated
to enforce and regularly review organisational
expediency; continuous monitoring to ensure
operation complying with the foundation deed
and the by-laws; laying the foundations for
budgetary planning with various professional
techniques. (The exact definition of public
tasks is yet to come).

The act ensures guaranteed, transparent
and financeable public task performance in effi-
ciently functioning budgetary organisations
and adequate types of organisations.

THE LEGAL PERSONALITY ORGANISATIONAL

UNIT OF THE BUDGETARY ORGANISATION

Exceptional, legally unique solution.
Its new structure ensures (without a sepa-

rate act, within the scope of the founder) control
by the founder, and institution-level solution
with specific internal and external links, while
maintaining the financial management unit. 

It provides a solution for the rational, cen-
tralised, yet professionally independent opera-
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tion of a priori complex institutions and net-
works; in addition, simple (consolidated or
independent) institutions may also acquire a
legal form, without the operation of small-scale
institution. The applicability of business
licences within institutions that are categorised
as public institutions provides further possibil-
ities to ensure that although the state and mar-
ket relations of the institution and its organisa-
tional unit are at different levels, the partially
common professional and financial base can be
utilised efficiently, serving common interests.

THE BASIC REQUIREMENTS OF OPERATION

(COST-EFFECTIVENESS, EFFICIENCY, EFFECTIVENESS) 
The so far theoretical phrases have been

clearly defined in the act.
The basis for the use of public funds for

public purposes, yet by certain institutional
independence is the definition of requirements
that pertain both to the professional activities
and financial management.

THE REVENUE STRUCTURE

The revenue structure is merely for regis-
tration purposes, and is technically coordinated
at the level of implementing regulations.

Revenues are categorised into distinct
groups that provide evaluable data both at
macro and micro levels. (In fact, the system,
which came into being a few years ago, is rein-
forced at statutory level). The different types
of revenues are linked to economically ground-
ed, differentiated financial management
licences and liabilities (usability, payment) and
calculation requirements (cost and profit con-
tent), since the revenues concerned are rather
varied (and only part of them are market rev-
enues).

Revenue planning and calculation become
substantiated, transparent and adjusted to the
expenditures; financial management becomes
more flexible, accumulation (i.e. the appear-
ance of the same revenue and expenditure

items in several phases in the institutional sys-
tem) and the restructuring of funds become
traceable. In the case of identical activities it
can be ensured that the cost structure is identi-
cal with that of the enterprises, too.

MANAGEMENT OF THE BUDGETARY

ORGANISATIONS

The requirements and expectations rely
on policy acts, and in general they are unrealis-
tically too broad, covering anything from pro-
fessional activities to statistical and financial
management knowledge and responsibility
(and therefore they exercise no impact).
Altogether they do not sufficiently support the
protection of public funds and public assets.

The regulation reflects real life, through
solutions realising the specific professional and
economic function of the institution and its
management it also includes the possibility for
the division of functions and responsibilities in
a differentiated manner, separately for each
type of institutions. For this purpose single-
person or collegiate decision-making and con-
sultation models have been defined.

It gives competence guarantees alongside
the complexity, professional and economic
independence, and various personal endow-
ments of the institutions. It serves as a founda-
tion for the actual scope and responsibility
from the aspect of public finances, too.

THE BUDGET

It contains a large amount of (arithmetic)
data, and although being fiscal in nature, it does
not manage unsubstantiated allocations. Its
structure does not reflect goods-producing
industries, it has no links with professional
tasks and task organisation.

The approval procedure that complies
with the requirements of “order” or “commis-
sioning” is restored (reconciliation, mutual lia-
bility). It focuses on those appropriations that
are of major importance in terms of economics
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and the regulatory consequences (constraints)
(this is where administration becomes smaller).
Preparation and reconciliation are adequate for
the nature of task performance; the budget is
substantiated in terms of tasks, organisation
and performance. The documents that can be
evaluated and checked include the protocol, the
performance plan and the task performance
agreement. 

Planning must take into account the
resources and costs of activities performed
with institutional capacity.

The annual fiscal limits are to be loosened in
institutions that are not run on a calendar year
to calendar year basis.

Major restructuring in procedures and
content is taking place in order to reinforce the
fundamental role of the budget in part with
enforceability, and in part with professional,
supply and performance guarantees (in addi-
tion to the avoidance of debt generation). The
budget, taken in the broader sense of the word,
can play its role, if supported by proper tools.

PRICE REGULATION

It systemises the calculation of various
activities, usually starting out from the princi-
ple of cost levels. It defines the cost content
and regulatory levels in a differentiated manner.

In the different activities the level of cost
bearing can be based on measurements, and can
be linked to interests. Own revenues from
non-core activities must cover the costs even
beyond the variable element. This makes it pos-
sible to avoid cross-financing from the budget-
ary subsidies. The calculation of price revenues
also supports the principle of non-competition
(for example by the accounting of depreciation
in the case of certain activities). 

EXECUTION OF THE ANNUAL BUDGET, 
MODIFICATION OF THE APPROPRIATIONS

The regulation of the amendment and
regrouping of the appropriations is still complex.

It strengthens the role of planning, and
the necessary guarantee of operation and serv-
ice supply by restricting the possibilities for
amendments, where the planning conditions
(tasks, resources, etc.) are known in due time;
it also fosters flexibility where this is justified
so by the dynamism and market dependence of
the resources. (The categorisation of the insti-
tutions appears at this point, too.) The rules
also address wage policy issues and the security
of funds for renovations (with a longer-term
interest) by restricting in general deviations
from the originally planned expenditures.
Special features and restrictions are enforced in
the use of revenues of the organs of public
power (i.e. these revenues can be used on the
basis of separate regulations and depending on
the conditions, through the proportionate
enforcement of interests and disinterests). 

THE FINANCING METHOD

The solutions mostly express time pro-
portionateness.

Practice is increasingly adjusted to the
nature and endowments of the activities
through the guarantees of differentiated, task-
based financing. Global institution financing
and normative financing can be time propor-
tionate, however when financing costs propor-
tionate to the tasks, it is necessary to make dif-
ferent scheduling possible. 

Financing supports fiscal discipline, liq-
uidity and task performance.

REPORTING

Reporting is formal and arithmetic in
nature.

Its dual, professional (tasks, performance)
and financial content becomes stronger and
interrelated. Interest and publicity are based on
this.

It becomes crucial in the preparation of
planning and in the reinforcement of the prin-
ciple of performance. Its significance increases
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especially in institutions that prepare perform-
ance plans.

RULES PERTAINING TO THE ACCOUNTING

OF RESERVES

The regulation continues to sanction the
commitment of resources without a cause:
resources committed due to delayed task per-
formance shall be withdrawn entirely, resources
that are not burdened by commitments can be
withdrawn or used on the basis of differentiat-
ed regulations.

In order to prevent squandering and to
support savings the regulation acknowledges
rational and standard reserve formation, and
the efficiencies of institutions that function
more like market organisations. 

PRESENTATION OF THE PUBLIC POWER AND

PUBLIC SERVICE ACTIVITY IN FINANCIAL

MANAGEMENT

The general legal regulations hardly con-
tain provisions that would fit this differentia-
tion. Even upon authorisation, in certain fields
rules that are law unto themselves and are
incompatible with the otherwise standard fiscal
and efficiency requirements have come into
being.

In relation to the legal status, the regulation
is “drawn apart” from the theoretical aspect: at
the organs of public power activities and finan-
cial management are mostly separated, while in
public service organisations the relationship
between activities and financial management
becomes differentiated (also by subtypes).
Pursuant to the regulation, institutional inde-
pendence becomes more pronounced in certain
types of institutions depending on the emer-
gence of market relations and the principle of
performance, and on the different management
of the various revenues.

Different elements in the financial manage-
ment of the different types of budgetary organ-
isations: scope of activities, governance and

management, definition of the financial frame-
works (resources), protocol, performance plan,
task performance agreement, personal remu-
neration, staff planning and management, per-
formance incentives, regrouping of appropria-
tions, scheduling of financing, reserve manage-
ment, treasury loans and utilisation of savings
(same place), accounting, auditor, “reclassifica-
tion” in terms of financial management versus
activities.

A major, differentiated, but theoretically
structured and transparent system of tools will
come into being for the improvement of the
fiscal discipline and efficiency of operation and
financial management. 

MANAGEMENT OF STAFF AND PERSONAL

REMUNERATION

Wage bill management will be fully or par-
tially strengthened and made clear-cut. Staffing
levels will also be determined at the central
organisations of public power and at public
institutions.

At public power organisations well-found-
ed and direct planning of staffing levels and
remunerations will get into the focus, while at
the more business-like subtypes of public serv-
ice organisations (public institutions, entrepre-
neurial public institutions, publicly owned
companies performing public services) the
employment and remuneration conditions fos-
ter services and performance (with unchanged
public service pay structures).

BOOK-KEEPING

In addition to the (former), modified
cash-based book-keeping in more business-like
subtypes it is necessary to collect, or make it
possible to collect expenditures and revenues
on an accrual basis (supporting task based plan-
ning and financial management that take into
account working capital costs), and independ-
ent audits (to compensate the limited manage-
ment functions). 



PUBLIC FINANCES – Budgetary Management 

462

PERFORMANCE OF PUBLIC TASKS

BY STATE-OWNED BUSINESS ORGANISATIONS

The conditions are not regulated: what
basic requirements must be met when public
tasks are performed by business organisations;
what requirements must be set, and what pro-
cedure must be followed when “outsourcing” a
budgetary organisation as a business organisa-
tion, as well as in the case of restructuring in
the other direction. In practice, organisations
are established and public funds are used with-
out principles and conditions, concrete deci-
sions are made on an ad hoc basis.

The detailed description of the criteria,
conditions and procedures (including require-
ments for restructuring in both directions) will
follow in a suppletory manner. It is specified in
detail when (in the coexistence of which condi-
tions) public tasks can be performed by
state/local government owned business organi-
sations: 

•the performance of public tasks and public
services is ensured, there is no state liabili-
ty for reorganisation, 

•the fairness and freedom of economic com-
petition is ensured, the number/type of
service providers is not restricted, informa-
tion is available, 

•cost-effectiveness, efficiency and trans-
parency are ensured, 

•market resources play a dominant role,
budgetary support can be won by competi-
tive bidding, manager control is in place, 

•the professional background for cost- and
task-based planning is available, and the
value of performance is defined, 

•beneficial in terms of financing from public
funds.

It is specified unanimously that no back-
ground institution can operate as a business
organisation. 

Organisational expediency is developed in
the performance of public tasks, with real mar-
ket control. Business organisations concentrate

on the area yielding real benefits, under mana-
gerial responsibility, and aspects that provide
orientation (alternative solutions) mostly to
local governments.

ESTABLISHMENT OF BUSINESS ORGANISATIONS

In the reinforced, new regulation the cri-
teria are formulated in the following area
(progress is evident primarily in the local gov-
ernmental sector): limited liability, majority
influence, ban on further restructuring, legal
regulation, licensing (necessity, cost-effective-
ness, content), resource proportions (that
reflect the actual manifestation of the market
nature of the activity), supervisory committee,
auditor.

Regulation protects public funds and pub-
lic assets. 

OTHER ASPECTS, IMPORTANT ISSUES

PARTICIPANTS, EXPECTED IMPACTS

Citizens as taxpayers will benefit finan-
cially, since the field and organisational expedi-
ency, and method of public task performance,
as well as the rules for financial management
will keep public funding obligations, and con-
sequently, public dues within reasonable limits.

The state acquires tools for the adjust-
ment of the cost and resource needs of the
institutional system to the budgetary macro
limits, and to the provision of extra services
from the resources. 

The tasks imposed on/undertaken by the
budgetary organisation, as well as the public
and other resources are coordinated in a sys-
temic and predictable manner. 

The head/management of the budgetary
organisation is competent, efficient and
responsible; it supports the enforcement of
public and organisational interests. 

The operational and employment require-
ments and conditions are predictable and
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encouraging for the employees of budgetary
organisations (with the limitations indicated
above), the users of public services receive
higher quality services in a more transparent
manner. 

The guaranteed terms and conditions of
the supplier increase security. 

THE EFFECTIVE DATE is 1 January 2009 with the
following conditions: 

Certain provisions of the act (practically the
legal status and organisational elements) can/shall
be implemented by the middle of the year.

With regard to the labour intensity of
preparation, as well as to the given topicality of
the regulated economic events, it is justified to
apply the provisions on financial management
for the first time during budgeting for and
financial management in 2010. It was a distin-
guished aspect that entities engaged in the
operation of law and further legislators should
be given sufficient time to understand the pro-
visions of the act and to make preparations.
Legislation first of all focuses on sectoral laws,
as well as on the government decree enforcing
the act.

An important element is the “three-year”
rule for the different “modifications”. This
means that the form of organisation and finan-
cial management can and must be changed
either immediately, or only in the third year
after the conditions exist for two years, both in
case the type of the budgetary organisation is
changed, and in case budgetary organisations
are transformed into business associations or
public foundations.

The preparation of the act protracted –
mostly due to the fact that new subjects were
included in the regulation – and the fate of the
bill was uncertain until the very end. The rea-
sonable extent and form of the preparation of
enforcement were developed with regard to
these circumstances, as well as the scheduled
application of the rules.

Tasks that arise directly from the text of the
act, as well as other related tasks are stipulated
in a government decree.11 “Task plans” are also
given by the authorising provisions. All these
are summarised by the central guidelines
(issued by the Ministry of Finance independ-
ently for the ministries and local governments)
in order to ensure compliance with all items of
the act, and to keep “introduction” under con-
trol, coordinated and balanced. On this basis a
management action plan shall be prepared, and
a similar plan shall be drawn up at institutional
level, too. The standard interpretation of law is
also supported by centrally organised educa-
tion and consultation series.

MODERNISATION OF THE SYSTEM OF SPECIAL

TASKS TO BE PERFORMED AT THE LEVEL OF PUB-
LIC FINANCES The modernisation of the system
of special tasks to be performed at the level of
public finances (and also institutions) is con-
nected – through a government decree – to the
task and performance orientation of the act, to
planning based on measurability and reporting.
Its objective is to lay the foundations for finan-
cial regulation, planning, funding and financial
management, performance evaluation, as well as
information supply and the generation of real
data. On this basis one can determine, describe
and define the relationship of the state and
other financing entities with the activities, the
expenditure and revenue legal tiles of individual
tasks (task groups), the resource structure of
the tasks: the burden to be borne by the state
and other players, the expenditure (and sup-
port) needs and the possible revenues (profes-
sional and maintenance requirements, condi-
tions, performances). The system supports the
improvement of the relationship between task
performance and financing by modifying the
quantitative or qualitative parameters (supply);
by withdrawal or progress; by the amendment
of legal regulations, by changing the organisa-
tional frameworks or improving efficiency.
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CLOSING ARGUMENT

The framework rules have been created for the
establishment, operation and financial manage-
ment of an efficient, transparent, measurable
state/local governmental organisational sys-
tem, which ensures legal certainty and has been
functionally adjusted by the act. On one hand,
budgetary organisations that mainly perform
mandatory public tasks by using public funds
and public assets, and are basically considered
as non-market players undergo major moderni-
sation together with the related support and
financial management system that provides
supply, financeability and efficiency guarantees.
In the case of the given, above described
boundary conditions this form of task per-
formance and financial management is clearly
given priority in the organisation. On the other
hand, the requirements and conditions of the
separate model of financial management organ-
isations are also stipulated in detailed regula-
tions, in order to avoid ad hoc solutions lacking
any concept. As a consequence of “organisa-
tional expediency” it was reasonable to regulate
“transfers” between the above forms.

The act intends to lay the foundations for
the sustainability and transparency of the
budget at the macro level, too by ensuring the
same at mezzo and micro level. This objective
is served by several major elements of the reg-
ulation. At the same time, the act does not
address the question of public tasks as such,
however, the issue is naturally being touched
upon in several requirements from the organi-
sational aspect. Assets and employment related
issues appear in the text only as reference to
other acts, without their own regulatory func-
tion.

The implementation of the provisions speci-
fied in the act requires corresponding govern-
ment decrees on financing and accounting, as
well as a series of mostly sectoral rules of law
(amendments, supplements).

Naturally, the transition may sometimes take
months or even years in practice. However,
inefficient task performance, organisational,
financial management and responsibility sys-
tems and the financing constraints (in terms of
capacities and processes between and within
the organisations) that are incompatible with
public interests can no longer be sustained.
Legislation must also prevent and reverse the
introduction of solutions that contradict public
interests. 

The requirements and tools of financial reg-
ulation have come closer to the nature and
processes of the real sector. It becomes clear
what conditions, decisions are in fact missing
and necessary for the efficient performance of
public tasks. This will make it possible to attain
the impacts described above. However, for the
same reason the number of factors on which
the renewal of the practice depends has also
grown. In order to avoid conflicts, the intro-
duction and application of the new schemes can
be avoided and postponed with decisions made
along other interests and ad hoc solutions. [For
example by the forced implementation of the
lex specialis doctrine, the formal completion of
planning/accounting/reporting commitments,
and managerial requirements; by neglecting
more developed requirements and opportuni-
ties (which of course contain greater expecta-
tions)] The “introduction” of the act outlined
above is designed to confine the predominance
of these and other disturbing factors.

Obviously, some entities having direct con-
trol over the institutions and this system will
initially continue with the old practice even
under the new rules, and will not use the possi-
bilities provided by the long-awaited up-to-
date model. (It is common knowledge that the
entities engaged in the operation of law always
come to support the otherwise continuously
criticised and neglected regulations once they
experience an incentive for change.) In this
case the current situation will remain in place,
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however fiscal aspects must continue to be
enforced separately. 

However, from now on references to uncon-
cerning, unifacial, technical type financial regu-
lations and decisions, as well as references to
the absence of general requirements, guidelines
and instructions for professional fields, institu-
tional systems and managing organisations will
lose credit. The representation of public inter-
ests, the accomplishment of the reforms will
sooner or later, hopefully, receive more
favourable judgement than day-to-day deci-
sions serving local interests only, or than inac-

tion, either because of sound judgement, or
favourable interests. The question is not about
the amount of extra thoughts and work
required for the transition, but about how long
the ad hoc practice legalised by the former reg-
ulations can prevail over a rational model that is
strictly based on principles. This means that in
terms of the operation and financial manage-
ment of budgetary institutions the country
must make a choice between splashing or
pulling at the public service and executive level,
and between rowing or navigating at gover-
nance level.

1 The regulation was elaborated by Pál Tucsni, a staff
member of the Ministry of Finance. His proposal
was enforced by Decree 19/1980. (IX. 27.) issued by
the Minister of Finance.

2 Act XXXVIII of 1992 on public finances

3 Government Decree 217/1998. (XII. 30) on the
rules of operation of public finances

4 Government Decree 280/2001. (XII. 26), see Zsolt
Aradi: Modernisation of the financial management
of budgetary organisations, Public Finance
Quarterly, 6/2002, pp. 587–606

5 Act LXXV of 2008 on cost-efficient public financial
management and fiscal responsibility

6 A recurrent finding in the SAO reports.

7 Act CV of 2008 on the legal status and financial man-
agement of budgetary organisations (hereinafter:
Act)

8 Government Decree 2118/2006. (VI. 30) on the
restructuring of public administration in order to
improve effective operation of public finances

9 Act CXLIV of 1997 on business associations

10 The text is usually subdivided in accordance with
these three subjects: situation before the adoption
of the act, situation after the adoption of the act,
and finally the impact of the act.

11 Government Decree 1013/2009. (II. 10) on tasks
related to the application of Act CV on the legal
status and financial management of budgetary
institutions
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