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Abstract 

This study examines the role of government budget and subsidies in financial reporting within the framework 

of International Financial Reporting Standards (IFRS). In the context of increasing state participation in economic 

development, the proper recognition, measurement, and disclosure of government assistance have become critical 

factors in ensuring the transparency and comparability of financial statements. 

The aim of this research is to analyze the impact of government grants and subsidies on the structure, accu-

racy, and reliability of financial reporting. The study is based on a comprehensive analysis of IFRS requirements, 

particularly IAS 20 “Accounting for Government Grants and Disclosure of Government Assistance,” as well as 

comparative and analytical research methods. 

The results indicate that government subsidies significantly influence financial performance indicators, asset 

valuation, and income recognition processes. Improper accounting treatment of such subsidies may lead to distor-

tions in financial results and reduce the reliability of financial statements. At the same time, the application of 

IFRS provides a systematic and transparent approach to accounting for government assistance. 

This study contributes to the existing body of knowledge by offering a structured analysis of the interaction 

between public financial mechanisms and corporate financial reporting. The findings may be useful for policy-

makers, accountants, and auditors in improving the quality and transparency of financial information. 
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1. Introduction 

In recent years, the role of government interven-

tion in economic development has increased signifi-

cantly, particularly through the allocation of budget 

funds and the provision of various forms of subsidies. 

Governments use these instruments to support key sec-

tors of the economy, stimulate investment activity, and 

ensure social and economic stability. As a result, the 

proper accounting and presentation of government as-

sistance in financial statements have become increas-

ingly important. 

Within the framework of International Financial 

Reporting Standards (IFRS), the accounting treatment 

of government grants and subsidies is regulated by IAS 

20 “Accounting for Government Grants and Disclosure 

of Government Assistance.” This standard defines the 

principles for recognition, measurement, and disclosure 

of government support, ensuring consistency and com-

parability of financial information across different en-

tities. 

However, in practice, the application of IAS 20 re-

mains complex. Issues such as the timing of income 

recognition, classification of subsidies, and their impact 

on financial performance indicators often lead to differ-

ences in accounting approaches. These challenges can 

result in inconsistencies in financial reporting and re-

duce the reliability of financial statements. 

At the same time, the growing scale of government 

support in modern economies increases the importance 

of transparent and accurate financial reporting. Im-

proper accounting for subsidies may distort financial 

results, mislead stakeholders, and negatively affect de-

cision-making processes. 

Although previous studies have addressed various 

aspects of financial reporting and public finance, lim-

ited attention has been given to the integrated analysis 

of government budget mechanisms and their reflection 

in corporate financial statements under IFRS. This in-

dicates the existence of a research gap that requires fur-

ther investigation. 

Therefore, the aim of this study is to examine the 

role of government budget and subsidies in financial re-

porting in accordance with IFRS, with a particular fo-

cus on IAS 20. The study analyzes their impact on fi-

nancial statements and identifies key challenges asso-

ciated with their accounting treatment. 

The paper is structured as follows. The next sec-

tion presents a review of relevant literature, followed 

by the methodology and analysis. The final sections 

provide conclusions and practical implications. 
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2. Literature Review 

2.1. Theoretical Foundations of Management 

Accounting and Economic Analysis in Financial Re-

porting 

Management accounting and economic analysis 

play a fundamental role in ensuring the effective use of 

resources and improving the quality of financial report-

ing. In modern conditions, the application of analytical 

methods is closely linked to the need for operational 

control and efficient decision-making within enter-

prises. 

As noted in prior research, the effective utilization 

of resources requires not only accurate accounting rec-

ords but also continuous operational analysis and strict 

control at all levels of the enterprise . This highlights 

the importance of integrating accounting systems with 

analytical tools in order to ensure transparency and ef-

ficiency in financial management[1]. 

The literature emphasizes that the production pro-

cess of enterprises is characterized by both quantitative 

and qualitative indicators. While quantitative indicators 

reflect production volume and output structure, qualita-

tive indicators are associated with the efficiency of re-

source utilization and the organization of labor and ma-

terial costs[1]. This distinction is essential for under-

standing how financial information is formed and 

interpreted within accounting systems. 

A significant contribution to management ac-

counting theory is the development of cost accounting 

and cost calculation methods. These methods include 

job order, process, and normative approaches, each of 

which provides different perspectives on cost measure-

ment and control. Among them, the normative method 

is considered one of the most progressive, as it allows 

for the identification of deviations from established 

standards and supports operational cost management. 

Furthermore, the integration of accounting and an-

alytical approaches enhances the ability to assess finan-

cial performance and identify inefficiencies. Economic 

analysis provides tools for evaluating cost structures, 

detecting deviations, and supporting managerial deci-

sion-making processes. 

In addition, modern approaches emphasize the im-

portance of classifying costs into variable and fixed 

components. This classification improves the accuracy 

of financial analysis and allows organizations to better 

understand the relationship between costs, production 

volume, and profitability. As highlighted in previous 

studies, such an approach is essential for effective fi-

nancial planning and control. 

Despite the development of various accounting 

methods, the literature indicates that there is still a need 

for a comprehensive approach that combines account-

ing standards, management accounting, and economic 

analysis. This is particularly relevant in the context of 

government subsidies, where accurate accounting and 

analysis are necessary to ensure transparency and reli-

ability of financial reporting. 

Thus, the theoretical framework suggests that the 

integration of management accounting methods and 

economic analysis is a key factor in improving the qual-

ity of financial reporting and supporting effective fi-

nancial decision-making. 

2.2. Empirical Studies on Government Support 

and Resource Efficiency 

Empirical studies on government support and re-

source management emphasize the importance of effi-

cient allocation and utilization of financial and material 

resources in achieving sustainable economic develop-

ment. In particular, the role of state support mecha-

nisms, including subsidies and budget financing, is 

widely discussed in the context of improving produc-

tion efficiency and strengthening the economic poten-

tial of enterprises. 

Previous research indicates that the development 

of material and technical resource markets is a key fac-

tor in enhancing the productivity and competitiveness 

of the agricultural sector[1]. Effective management of 

these resources requires the application of modern eco-

nomic analysis tools and the improvement of market in-

frastructure, which allows for better coordination be-

tween supply and demand. 

It has been noted that insufficient development of 

resource markets and weak institutional mechanisms 

may limit the efficiency of government support. In such 

conditions, subsidies and budget allocations may not 

produce the expected economic outcomes unless they 

are supported by appropriate management systems and 

transparent financial reporting practices. 

Furthermore, empirical evidence suggests that the 

effectiveness of government subsidies largely depends 

on their targeted use and proper monitoring. The ab-

sence of clear control mechanisms and performance 

evaluation criteria can lead to inefficient allocation of 

funds and reduced economic returns. 

Studies also highlight that the integration of finan-

cial reporting systems with resource management prac-

tices improves the transparency and accountability of 

government support. In particular, the use of standard-

ized accounting approaches allows for better tracking 

of subsidies and their impact on financial performance 

indicators. 

In addition, the development of market-based 

mechanisms for resource allocation contributes to the 

optimization of production processes and cost struc-

tures. This is especially relevant in sectors such as ag-

riculture, where the efficient use of material and tech-

nical resources directly affects productivity and profit-

ability. 

Despite the growing body of empirical research, 

there remains a need for further studies that link gov-

ernment budget mechanisms with financial reporting 

practices under international accounting standards. 

This gap is particularly important in the context of 

IFRS, where the proper recognition and disclosure of 

government subsidies play a crucial role in ensuring 

transparency and comparability of financial statements. 

Overall, empirical studies confirm that the effec-

tiveness of government support depends not only on the 

volume of financial resources provided but also on the 

quality of their management, monitoring, and report-

ing. 

2.3. Accounting Treatment of Government 

Subsidies under IFRS 



74 Norwegian Journal of development of the International Science No 178/2026 

 

The accounting treatment of government subsidies 

within the framework of International Financial Re-

porting Standards (IFRS) represents a critical area in 

ensuring the transparency and comparability of finan-

cial reporting. IAS 20 “Accounting for Government 

Grants and Disclosure of Government Assistance” pro-

vides the primary guidance for recognizing, measuring, 

and presenting government support in financial state-

ments. 

According to IAS 20, government grants should 

be recognized only when there is reasonable assurance 

that the entity will comply with the conditions attached 

to them and that the grants will be received. This prin-

ciple ensures that financial statements reflect economic 

reality and prevents premature recognition of in-

come[11]. 

The standard allows two main approaches to the 

presentation of government grants. They can either be 

recognized as income over the periods necessary to 

match them with related costs or deducted from the car-

rying amount of the related asset. Each approach has a 

different impact on financial indicators, particularly 

profitability and asset valuation. 

Empirical and theoretical studies suggest that the 

choice of accounting method for subsidies significantly 

influences financial reporting outcomes. For example, 

recognizing grants as income increases reported earn-

ings, while deducting them from asset values reduces 

depreciation expenses in future periods. As a result, dif-

ferent accounting treatments may lead to variations in 

financial performance indicators, even when underly-

ing economic conditions remain the same. 

In addition, disclosure requirements play an essen-

tial role in enhancing transparency. IAS 20 requires en-

tities to disclose the nature and extent of government 

assistance, as well as the accounting policies applied. 

Such disclosures allow users of financial statements to 

better understand the impact of subsidies on financial 

performance and position. 

However, the literature indicates that, in practice, 

the application of IAS 20 is not always consistent. Dif-

ferences in interpretation, lack of detailed guidance, 

and variations in national practices may lead to incon-

sistencies in financial reporting. These issues highlight 

the need for improved methodological approaches and 

greater standardization in the accounting of govern-

ment support. 

Furthermore, the increasing complexity of eco-

nomic environments and the expansion of government 

intervention require more advanced approaches to ac-

counting and reporting. The integration of accounting 

standards with analytical tools and digital technologies 

can enhance the accuracy and reliability of financial in-

formation related to government subsidies. 

Overall, the analysis shows that proper accounting 

for government subsidies under IFRS is essential for 

ensuring the credibility of financial statements and sup-

porting informed decision-making by stakeholders. 

3. Research Methodology 

3.1. Methodological Framework and Research 

Design 

The methodological framework of this study is 

based on an integrated approach combining theoretical 

analysis, comparative evaluation, and elements of eco-

nomic analysis. The research is aimed at examining the 

role of government budget and subsidies in financial re-

porting within the framework of International Financial 

Reporting Standards (IFRS), with particular emphasis 

on IAS 20. 

The study adopts a qualitative research design, fo-

cusing on the analysis of accounting principles and 

their practical implications. Special attention is given to 

the recognition, measurement, and disclosure of gov-

ernment grants, as well as their impact on financial re-

porting indicators. 

In order to ensure a comprehensive analysis, sev-

eral research methods are applied. These methods allow 

for the evaluation of both theoretical concepts and prac-

tical accounting approaches related to government sup-

port. 

The main research methods used in the study are 

presented in Table 1. 

Table 1. 

Research methods and their application 

Method Purpose Application in the study 

Analytical method Evaluation of financial indicators Assessment of subsidy impact on reporting 

Comparative analysis Comparison of accounting approaches IFRS vs alternative treatments 

IFRS analysis Study of accounting standards Application of IAS 20 

Economic analysis Evaluation of efficiency and costs Analysis of resource allocation 

System approach Integrated analysis Interaction between budget and reporting 

As shown in Table 1, the study applies a combina-

tion of analytical and comparative methods, which en-

ables a deeper understanding of the relationship be-

tween government support and financial reporting. 

Furthermore, the methodological framework is 

structured as a sequence of interconnected stages, start-

ing from the analysis of government budget mecha-

nisms and ending with the evaluation of their impact on 

financial statements. 

3.2. Research Model and Analytical Approach 

To provide a structured understanding of the re-

search process, a conceptual model is developed that il-

lustrates the relationship between government budget 

mechanisms, accounting standards, and financial re-

porting outcomes.The proposed research model is pre-

sented in Fig. 1.
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Government Budget & Subsidies 

↓ 

IFRS (IAS 20) 

↓ 

Accounting Treatment 

↓ 

Financial Reporting Impact 

↓ 

Transparency and Decision-Making 

Figure 1. Conceptual research model (author’s development) 

 

The model demonstrates that government subsi-

dies influence financial reporting through the applica-

tion of IFRS principles, particularly IAS 20. The ac-

counting treatment of subsidies affects key financial in-

dicators, including profitability, asset valuation, and 

financial stability. 

The analytical approach of the study is based on 

evaluating these relationships through the lens of finan-

cial reporting quality. The study examines how differ-

ent accounting treatments of government grants influ-

ence the structure and reliability of financial state-

ments. 

In addition, the research considers the role of 

transparency and disclosure in improving the useful-

ness of financial information. Proper application of 

IFRS ensures that government assistance is accurately 

reflected, which enhances the credibility of financial re-

porting. 

Overall, the developed model provides a system-

atic representation of the research problem and sup-

ports the analysis of the interaction between public fi-

nance mechanisms and accounting practices. 

4. Results and Discussion 

4.1. Impact of Government Subsidies on Finan-

cial Reporting Indicators 

The analysis shows that government subsidies 

have a significant impact on key financial reporting in-

dicators, particularly profitability, asset valuation, and 

income recognition. In accordance with IAS 20, the ac-

counting treatment of subsidies determines how these 

effects are reflected in financial statements. 

Government grants recognized as income contrib-

ute directly to an increase in reported earnings. This ap-

proach improves short-term financial performance in-

dicators, such as net profit and return on assets. How-

ever, such recognition may also create distortions if 

subsidies are not properly matched with the related 

costs. 

Alternatively, when subsidies are deducted from 

the carrying amount of assets, they indirectly affect fi-

nancial performance through reduced depreciation ex-

penses. This approach provides a more gradual impact 

on financial results and is often considered more con-

sistent with the matching principle. 

Empirical findings indicate that different account-

ing treatments of subsidies may lead to variations in fi-

nancial indicators even under identical economic con-

ditions. For example, organizations applying the in-

come approach may report higher profitability in the 

short term, while those using the asset-based approach 

demonstrate more stable financial performance over 

time[2,3]. 

To illustrate the impact of different accounting ap-

proaches, the comparison is presented in Table 2. 

Table 2.  

Impact of accounting treatment of subsidies on financial indicators 

Accounting approach Effect on profit Effect on assets Impact on reporting 

Income recognition Increases profit No direct impact Short-term improvement 

Asset reduction Gradual profit effect Decreases asset value Long-term stability 

As shown in Table 2, the choice of accounting 

method significantly influences the interpretation of fi-

nancial results. This highlights the importance of con-

sistency and transparency in applying IFRS standards. 

4.2. Challenges in Accounting for Government 

Subsidies 

Despite the existence of clear guidelines under 

IAS 20, several challenges remain in the practical ap-

plication of accounting rules for government subsi-

dies[12]. 

One of the key challenges is the timing of recog-

nition. Determining the moment when there is reasona-

ble assurance that the entity will comply with the con-

ditions attached to the subsidy requires professional 

judgement. This introduces subjectivity into the ac-

counting process. 

Another issue is related to the classification of 

subsidies. In practice, it may be difficult to distinguish 

between income-related and asset-related grants, espe-

cially in complex financial arrangements. This may 

lead to inconsistencies in reporting practices across or-

ganizations[13].. 

Furthermore, insufficient disclosure of govern-

ment assistance reduces the transparency of financial 

statements. Users of financial reports may not fully un-

derstand the extent and impact of subsidies if disclosure 

requirements are not properly followed. 
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4.3. Discussion of Results 

The results of the study confirm that government 

subsidies play a dual role in financial reporting. On the 

one hand, they support financial stability and improve 

performance indicators. On the other hand, they intro-

duce complexity into accounting and may affect the 

comparability of financial statements. 

The findings are consistent with previous studies, 

which emphasize the importance of proper accounting 

and analytical methods in ensuring the reliability of fi-

nancial information. In particular, the integration of 

management accounting and economic analysis en-

hances the ability to evaluate the effectiveness of gov-

ernment support[9,10]. 

Moreover, the study highlights the need for im-

proving disclosure practices and strengthening regula-

tory guidance in order to reduce inconsistencies in ac-

counting treatment. 

Overall, the results demonstrate that the proper ap-

plication of IFRS, especially IAS 20, is essential for 

maintaining transparency, comparability, and reliabil-

ity in financial reporting. 

5. Conclusion 

The present study examined the role of govern-

ment budget and subsidies in financial reporting within 

the framework of International Financial Reporting 

Standards (IFRS), with particular emphasis on IAS 20. 

The analysis demonstrates that government support 

mechanisms significantly influence the structure, relia-

bility, and interpretation of financial statements. 

The findings indicate that the accounting treat-

ment of government subsidies has a direct impact on 

key financial indicators, including profitability, asset 

valuation, and income recognition. Different ap-

proaches to accounting for subsidies may lead to varia-

tions in financial results, even under similar economic 

conditions. This highlights the importance of con-

sistency and transparency in the application of IFRS. 

The study also identified several challenges re-

lated to the practical implementation of accounting 

standards. These include issues associated with the tim-

ing of recognition, classification of subsidies, and dis-

closure practices. Such challenges may reduce the com-

parability of financial statements and affect the deci-

sion-making process of stakeholders. 

At the same time, the integration of management 

accounting and economic analysis enhances the effec-

tiveness of financial reporting. The use of analytical 

tools allows for a more accurate assessment of the im-

pact of government support and improves the quality of 

financial information[6]. 

From a practical perspective, the results suggest 

that organizations should strengthen their accounting 

policies related to government subsidies and ensure full 

compliance with IFRS requirements. In addition, im-

proving disclosure practices and adopting a systematic 

approach to financial reporting can increase transpar-

ency and reliability. 

The study contributes to the existing literature by 

providing a comprehensive analysis of the interaction 

between government budget mechanisms and financial 

reporting. It also offers practical implications for ac-

countants, auditors, and policymakers in improving re-

porting standards and financial control. 

However, the study has certain limitations, includ-

ing the reliance on theoretical and comparative analy-

sis. Future research may focus on empirical data and 

quantitative evaluation of the impact of subsidies 

across different industries and countries. 

Overall, the results confirm that the proper ac-

counting and disclosure of government subsidies are 

essential for ensuring high-quality financial reporting 

and supporting effective economic decision-making. 
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