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We hear about public services like health care and pensions
in the news every day. In 2020, the revised Local Autonomy Act
made it obligatory for local public entities that provide public
services to establish internal control systems and introduce
governance similar to that of private companies. However, do the
central and local governments really take residents' views into
account in their administrative and fiscal management? What is
needed to prevent the system from losing substance?

Professor Ryoko Shimizu stressed the need for an independent
auditing organization and standards for accounting and auditing
that are as established as those in the United States, and
encouraged students to be familiar with public accounting as
members of the community.
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State-based independent auditing organizations have
strong authority in the United Stated

—— You published Auditing and Internal Control in Local Govern-
ments: The Significance of the 2020 Revised System and Its Compari-
son with the United States and the United Kingdom (Dobunkan) in
September 2019.

Since the internal control evaluation system for listed companies
was introduced in Japan, the governance of private companies has
accelerated, but the efforts of local public entities have been far from
sufficient.

So, for one year from 2016, | visited sites to see how the ac-
counting and auditing practices of local public entities are conducted
in the United States that stays ahead of Japan.

In the United States, each state has its own audit organization
which has strong authority, is independent of the government, and
employs their own staff. The number of personnel in such an orga-
nization is over 100, and the compensation system and treatment
are guaranteed. A rating agency assigns a credit rating to the fiscal
soundness of local public entities, and funding costs vary according
to the rating. On the other hand, since Japan has a government guar-
antee, it is uniform. That's the difference. In the United States, if you
are not proactive in disclosing information using corporate accounting
methods, you will be downgraded and not be able to raise funds in
an advantageous fashion. | frankly thought this was wonderful.

Based on the background of the preparation of the report of the
31st Local Government System Research Council for which | served
as a committee member until 2016, and the findings on the gover-
nance in the U.S. public sector obtained from this study, | compared
and summarized the differences between the two auditing systems.

Audit system that could make administrative organizations

more important than residents

—— Is there a big difference between Japan and the United States?

| served on the Osaka Prefectural Audit Committee for four years
starting in 2011. There are five members in total. One of them is an
assembly member and elected every year, and the others are CPAs,
lawyers, and people from the private sector. There are few full-time
auditors in Japan, and even in Osaka, there is only one. This is a big
difference from the United States.

There is also the Audit Committee Secretariat, which supports
the Audit Committee members, but the Secretariat staff are regular
civil servants, and about 70% of them transfer within three years
without fully mastering the knowledge needed to perform audits. The
authority for personnel transfers within the Osaka Prefectural Office
is, in practical terms, held by the center of the organization. There-
fore, the chief's attitude greatly affects the Secretariat, and the staff
follow the chief who is enthusiastic about reform, but as soon as he
is replaced, the secretary-general and others are replaced as well by
the old school and tone down. Such a situation is a real problem for
the Audit Committee members, who should conduct audits from the
viewpoint of residents.

—— Residents may wonder if the Audit Committee Secretariat is re-
ally fair.

The current system is fraught with the danger of audits being for
the sake of the organization rather than from the viewpoint of resi-
dents.

Due to the revision of the law in 2017, it became the duty of the
chiefs of prefectures and ordinance-designated cities to develop inter-
nal control systems, and other municipalities are obliged to make the
best efforts. It is true that some small cities, towns, and villages have
no staff and no CPAs. But auditing is absolutely necessary. In Japan,
the examination of financial results often ends with an actual cash
flow check and does not include confirmation of assets and liabilities.
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In the United States, the state audit organization basically over-
sees all the towns in the state, large and small, and performs detailed
audits from various viewpoints. The state of Massachusetts, which |
visited, had an independent audit organization. Financial statements
that conform to sophisticated accounting standards expose hidden
liabilities, and its impact on Boston's credit rating was the talk of the
town. Although there are no established accounting standards in Ja-
pan, global-level accounting and auditing standards are necessary.

| want to identify issues concerning the accounting gover-
nance of IR, including casinos

—— You are studying the governance of integrated resorts (IR), which
are centered on casinos.

There is a casino operated by Native Americans in Washington
state, a researcher | met while | was in the United States said, "I'm
interested in accounting issues of casinos. Let's study casinos in
Japan together." This research was selected as a science funding
project by the Ministry of Education, Culture, Sports, Science and
Technology, and we started the research and study in April 2020.
Gambling involves many cash transactions and complicated gov-
ernance. At present, we have finally sorted out the issues of similar
industries in Japan, such as pachinko and horse racing. | am plan-
ning to visit the United States in August this year and asking MGM
Resorts International (U.S.), which is aiming to establish IR in Osaka,
to cooperate in the field study in Nevada.

U.S. companies have a solid revenue base, independent gov-
ernance, and are monitored by regulatory agencies. In Japan, | am
not sure if the profitability of the business operators can be secured.
Also, it seems strange to think of IR as a separate category when
gambling businesses already have a large market in Japan. It is a
manifestation of the vertically divided public administration. | don't
see the attitude of trying to develop gambling businesses for the
ultimate purpose of economic development. | wonder if they will
succeed while the government and local public entities impose their
opinions on business operators. IR in Japan is positioned as a point
of contact between the public and private sectors, and | would like to
identify governance issues that will guide this business to success.

Public accounting has the depth to enable us to practice it
while learning theory

—— How did you come to study accounting?

| studied law, not accounting, in college and took a general man-
agement position at a foreign bank. | started studying accounting
when | came across financial accounting as a subject in the securi-
ties analyst exam while in office. Professor Toshio lino's Financial Ac-
counting Theory was very theoretical, so a beginner like me was able
to understand accounting well. When | left the bank, | started study-
ing for the CPA exam and passed it in 1988. | worked at an auditing
firm for 18 years, concentrating on corporate accounting in the first
half and public accounting in the second half.
Around 2000, the idea of New Public Management (NPM) spread,
which improves the quality of public services by introducing private
management methods into the public administration. | became in-
terested in public accounting, which uses the viewpoint of residents
and is able to put this theory into practice.

—— How do you teach students about public accounting?
It can be difficult for students, but | want them to be interested
in the local public entities around them. So, | ask them to look up

the balance sheet on the homepage of the city or town where they
live. | tell them, If you look at the financial statements, you can see
what kind of financial condition your city or town is in. "You need to
be familiar with it." One of the reasons why it is difficult for people to
get interested is that public accounting is not included in the CPA
exam. We should have generally accepted accounting and auditing
standards as in the United States. | think it is also important that the
government does not fully recognize the importance and necessity of
public accounting and auditing.

Accounting and auditing are not limited to the private sector.
Public accounting needs to take into account equitability and fair-
ness, which the private sector does not have. There are still some
parts that remain undeveloped, so we can study it in parallel with
practical work and change it for the better. | think public accounting
is a deep and interesting world academically.

—— Can you give a message to students?

Accounting is the quickest way to understand things, as it can
be clearly described with numbers. If you look at financial state-
ments, you can see what companies and governments are doing.

With regard to public accounting, instead of subconsciously en-
joying public services, | want everyone to consider how accounting
and auditing can be used to provide and improve public services.
The younger generation are the leaders of the future.
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