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Item 6. LASAAC 29/08/13
To: 

LASAAC     
From:

Gareth Davies
Date:

29 August 2013
Subject: 
Simplification of Financial Statements – Explanatory Forewords
Background
1. Following discussion at LASAAC in June 2013 it was agreed that a review of explanatory forewords should be undertaken.

2. This reports presents the results of a review of a sample of 12/13 unaudited explanatory forewords, and provides suggestions for potential good practice based on that review.

3. For the benefit of recently joined LASAAC members it also provides an analysis of 2010/11 audited explanatory forewords which was presented to LASAAC early in 2012.

Review of 12/13 Unaudited Explanatory Forewords
4. A sample of 10 (out of 32) authority unaudited explanatory forewords were reviewed. Details are provided in Appendix B (page 1).
5. A summary of the initial suggestions for good practice based on this review are provided below.  
	
	Possible Suggestion for Good Practice

	A
	Assessment of sustainability of the financial model. Recurring / non-recurring split &/or details of one off funding?



	B
	Enhanced explanation of group situation, reasons for group and the benefits and risks arising etc 



	C
	First sentence of each item could summarise each item - show in bold or in 'box'?



	D
	Have an 'executive summary’ at the start (cf Audit Scotland 'key findings'), especially for longer forewords.



	E
	Explanation of statements - could be left to end and be more concise (cf Inverclyde)



	F
	Use of graphs / charts, minimise dense text



	G
	Financial ratios - focus on interpretation & explanation, with less emphasis  on the figures?



	H
	Commentary to explain key features of the main statements. Could use diagrams cf Whole of Government Accounts examples


	I
	Order of items - cf East Ayrshire starting with a review of past year then outlook ahead seems sensible



	J
	Subjective analyses of spend & income – with a possible commentary on the main ones (cf Edinburgh & Perth Kinross - workforce planning / management / factors)



	K
	Concise explanation of statutory mitigation & role in interpreting the accounts



	L
	Reserves - contingency policy, key risks, explain 'cash backed' (cf Shetland)



	M
	Trend analysis and /or graphical presentation.


	N
	Identify key cost / funding pressures (e.g. Shetland listed in a table and quantified them)



	O
	Sensible use of headings (especially for longer forewords)



Review of 2010/11 Audited Explanatory Forewords
6. LASAAC undertook a review of 2010/11 financial statements to identify presentation practices on the implementation of IFRS. Explanatory forewords were reviewed as part of that exercise. 
7. Potential good practices were identified, with an analysis made to indicate which key principle of good communication was supported by each practice. A tabular summary is provided in Appendix A. Appendix B page 2 provides more details.

Conclusions
8. From both reviews the following principal conclusions are suggested:

a. Supporting ‘focus’ and ‘engagement’ are probably the most challenging principles to support. Supporting these however may be seen to be contradictory with a desire for an explanatory foreword or management commentary to provide a significant level of detail.

b. Identification and promotion of good practice suggestions is unlikely to result in significant behavioural change

Recommendations
9. The following is recommended:

a. The development of an example, or a variety of examples, of different explanatory forewords using the good practices identified.

b. The example(s) would preferably be based on a real set(s) of financial statements. 
Committee Action 

10. The Committee is requested to:
· Approve or amend the recommendations above
Appendix A –2010/11 Audited Statements Review

	
	Possible Practice [Re Explanatory Forewords 2010/11]
	Key Principle(s) Supported

	
	[NB These practices intended as supplementing Code of Practice recommendations]
	Focus
	Open &
Honest
	Clear &
Understood
	Engaging

	1
	Starting with a general overview of the economic climate and a summary of the authority’s financial performance and position within that situation.

	√
	√
	√
	√

	2
	Impact of the economic climate: outline of the main impact (possibly quantified) of the economic situation on income, expenditure, balance sheet items and cash flow. 

	
	√
	√
	

	3
	Impact of the economic climate: description of action or strategy being undertaken, with details of forward plans and key risks and uncertainties 

	√
	√
	
	

	4
	Explanation of the role of the accounting standards with reference to the role and impact of statutory mitigation and how this affects the financial management of the authority

	√
	√
	
	

	5
	Explanation (and possible quantification) of the main funding sources for the council, including reference to any risks or uncertainties  

	
	√
	√
	

	6
	Explanation (and possible quantification) of the movement in Net Assets (i.e. change in financial position)

	
	√
	√
	

	7
	Explanation (and possible quantification) of Treasury Management activity, both investment and borrowing

	
	√
	√
	

	8
	Cross reference to relevant disclosure notes, to assist readers and minimise duplication / length of the foreword.

	√
	√
	√
	

	9
	Explanation of distinction in local government between revenue and capital

	
	
	√
	

	10
	Style: balancing the foreword between reviewing stewardship performance and providing a forward view

	
	
	√
	√

	11
	Explanation (and possible quantification) of the performance, position and outlook of Common Good & Trust Funds, including a description of their status 

	√
	√
	
	

	12
	Explanation of distinction between internal debt (Loans Fund Advances) and external debt, including impact on financial management

	
	√
	
	

	13
	Style: Use of brief summary tables (and potentially charts) to summarise quantified information

	
	
	√
	

	14
	Placing a brief explanation of the financial statements at the end of the explanatory foreword.

	
	
	√
	

	16
	Ending the foreword with a brief summary or conclusion

	
	
	√
	√

	17
	Brief reference to financial control, discipline and/or financial management, especially if there are any notable aspects (positive or negative). Possible cross reference to SSIFC/AGS.

	√
	√
	
	

	18
	Analysis (table or chart) of expenditure on a subjective basis (eg employee costs), potentially with explanation of key risks and uncertainties of major categories.

	
	√
	√
	

	19
	Use of headings and sub-headings

	
	
	√
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