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introduction

Public sector financial reporting needs to improve.

That is the clear message from the G20, the International Monetary Fund (IMF) and Eurostat.  
A flurry of activity at the end of 2012 and the beginning of 2013 saw all three organisations 
make statements to this effect.

The sovereign debt crisis has prompted the G20 to consider the causes of the crisis, and 
what steps can be taken to prevent a recurrence of the factors that led to it.  The G20 
finance ministers identified a lack of transparency and weaknesses in public sector financial 
reporting as areas for improvement, as was made clear in a Communiqué issued in February 
2013:

In pursuit of our goal of strengthening the public sector balance sheet, work is needed 
to better assess risks to public debt sustainability.  This includes, inter alia, taking into 
account country-specific circumstances, looking at transparency and comparability of 
public sector reporting, and monitoring the impact of financial sector vulnerabilities on 
public debt.

Source: Communiqué issued at the close of the G20 Finance Ministers and Central 
Bank Governors’ Meeting held February 15 and 16 2013 in Moscow.

This is not to say that weak public sector financial reporting was a cause of the crisis 
(although in countries with poor public financial management, it may have been a 
contributing factor); rather that improved reporting is an important tool for policy makers 
in repairing the damage caused by the crisis.  You need to know the scale of the problem 
before you can fix it, and public sector financial reporting as it currently stands in some 
countries (but not the UK) does not always give you that.

This call for improvement echoed similar sentiments in an IMF report issued in 2012.  
Independently of the G20, the IMF reached the conclusion that greater transparency and 
greater adherence to financial reporting standards was required:

Fiscal transparency is a critical element of effective fiscal policymaking and the 
management of fiscal risks.  The last decade and a half has seen a concerted effort to 
develop a set of internationally accepted standards for fiscal transparency and to monitor 
and promote the implementation of those standards at the national level.  This period has 
also witnessed a steady improvement in the comprehensiveness, quality, and timeliness of 
public financial reporting in countries across the income scale.

Despite these advances, understanding of governments’ underlying fiscal position and the 
risks to that position remains inadequate... These shortcomings in fiscal disclosure are due 
to a combination of gaps and inconsistencies in fiscal transparency standards, delays and 
discrepancies in countries’ adherence to those standards, and a lack of effective multilateral 
monitoring of compliance with those standards.

Source: Fiscal Transparency, Accountability, and Risk, IMF, 2012.



FINANCIAL STATEMENTS \ A GOOD PRACTICE GUIDE FOR LOCAL AUTHORITIES

Page 2

The Eurozone has experienced particular problems as a result of the sovereign debt crisis, 
and this has prompted the European Commission and Eurostat to seek ways of improving 
the quality of government financial information in the EU.  Indeed, the Commission is 
considering mandating public sector accounting standards across Europe as part of this 
drive for improved financial information:

Government activity accounts for a major part of gross domestic product (GDP) in all EU 
economies, and government assets and liabilities are substantial in all EU countries.  It 
is therefore important that they are effectively managed and that governments are 
accountable for this management to their citizens, their representatives, investors and other 
stakeholders.

... Reliable government financial accounts are essential for the preparation of national 
accounts and of course for fiscal planning, coordination and supervision.

Source: Towards Implementing Harmonised Public Sector Accounting Standards 
in Member States: The Suitability of IPSAS for the Member States, Report from the 

Commission to the Council and the European Parliament, 2013.

These calls for improvement were aimed at national governments, many of whom still 
account on a cash basis.  But the UK cannot be complacent.  Public sector organisations 
in the UK may be ahead of many of their continental cousins in producing high quality, 
audited, accruals-based financial statements.  However, is the information they 
contain being used as intended by the standard setters, to inform decision making and 
accountability?

The signs are not good.  The recent report by the Public Accounts Committee on the Whole 
of Government Accounts raises concerns that would be familiar to readers of the G20, IMF 
and European Commission documents:

The Treasury acknowledges the potential of the WGA to help it manage the public finances 
more effectively.  But the Treasury does not have a clear plan to realise that potential or 
improve the quality and timeliness of the WGA to improve its usefulness...

... More needs to be done to make the accounts easier to understand.

Source: HM Treasury: Whole of Government Accounts 2010-11,  
House of Commons Committee of Public Accounts, 2013.

Similar criticisms have been made about local authority accounts.  The need to produce 
financial statements that address both an accounting framework and a legislative 
framework does lead to complexity.  This ‘dual reporting’ approach not only results in 
additional information being provided – additional notes required by regulations – but 
also requires some items to be accounted for in ways that do not reflect how the authority 
manages its budget.  Timing differences in recognising expenditure and a service analysis 
that reflects national accounts (and a need for consistency) rather than how the authority is 
organised are just two examples.

Consequently, decision makers struggle to understand financial statements, and the 
valuable information they contain can be overlooked when policies and strategies are being 
considered.
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This situation is not unique to local authorities, or even the public sector.  Financial 
statements in all sectors have dramatically increased in size and complexity over recent 
years, and have led to calls for standard setters to ‘cut the clutter’ in annual reports and 
financial statements.

The response of the standard setters to this call has been positive, with the agendas of 
the various standard-setting bodies across the globe now including projects to review 
disclosures.  Indeed, the International Accounting Standards Board (IASB) asked the 
Institute of Chartered Accountants of Scotland and the New Zealand Institute of Chartered 
Accountants to undertake a project to review the levels of disclosure requirements in 
existing International Financial Reporting Standards (IFRS) and to recommend deletions and 
changes to disclosure requirements.1  And in a speech in June 2013 at the IFRS Foundation 
conference, Hans Hoogervorst, Chairman of the IASB, talked about the steps the IASB was 
proposing to take to ‘make disclosures less indiscriminate and more meaningful’.

This emphasis on improving the disclosures is not limited to the international arena.  At 
the time this publication was being written, both CIPFA/LASAAC and HM Treasury were 
consulting on how to simplify the accounts in the UK public sector.

But changes to standards and regulations will take time.  All the disclosures currently 
required under accounting standards are useful to someone.  One person’s clutter is another 
person’s essential information.  Balancing these competing needs will be no easy task.

Yet waiting for the standard setters to complete their review is not the only option.  There 
is much that individual organisations can do to review their financial statements and make 
them fit for purpose.  Cutting the clutter is not something that can only be achieved at 
standards level; each organisation can and should be removing the excess baggage from its 
own financial statements.

How?  By considering what information is material to the readers of the accounts.  Too often, 
organisations play safe by including every disclosure required by standards, just in case 
an omission is questioned.  And too often, auditors question the omission of non-material 
disclosures, encouraging this behaviour.  If financial statements are to reduce in size, 
everyone involved in the process needs to take materiality seriously.

This does not mean that shorter, leaner financial statements are an end in themselves.  They 
are desirable because, done correctly, this transformation should make them easier to use.  
Readers should be able to identify the important messages, and to find them more quickly 
without the clutter of less important information obscuring those messages.

Making use of materiality to reduce the size of financial statements isn’t the only thing 
that organisations can do to assist readers of the accounts.  Improving the presentation 
of the accounts so that readers can more easily identify key information will also help.  
The information in the financial statements can be complex, and therefore needs to be 
presented in as accessible a manner as possible to help readers understand it.  Innovations 
such as graphical or narrative approaches are likely to be needed if we want to improve the 
accessibility of the accounts.

1. The institutes’ recommendations can be found in their report Losing the Excess Baggage – Reducing 
disclosures in financial statements to what’s important, 2011.
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None of this can be achieved without some effort, and a willingness to exercise professional 
judgement in deciding what information to omit or present in a new manner.  Yet important 
information can be hidden in the financial statements; making this accessible could better 
inform readers of the accounts, and improve decision making.

Financial statements are one part of a wide range of financial information provided by local 
authorities.  Many users will obtain the information they want from other publications, such 
as budgets and summarised accounts.  But the financial statements include information not 
found elsewhere; information that can be critical for decision making.  Too often, it may be 
ignored because readers find the financial statements difficult to read.  Shorter, leaner, more 
accessible financial statements will help to overcome this problem.

This publication is intended to help local authorities starting down this path by providing 
examples of good practice.  There is no right answer; no template to follow.  Instead, each 
authority will need to determine what is right for its readers.  This requires an understanding 
of who those readers are – or should be – and what they (should) want to know.  By providing 
examples of good practice along with some more innovative ideas, this publication aims to 
encourage the debate about what will work best for individual local authorities.

Part 1 of this publication considers general principles, such as identifying the users of the 
accounts, and how to apply the concept of materiality.  Part 2 discusses good practice 
in the production of each of the primary statements, the notes to the accounts, and the 
explanatory foreword, and considers how alternative presentation formats may help make 
information – especially in the notes – more accessible.

Local authorities produce high-quality financial statements that contain valuable 
information.  The challenge is to make that information accessible, so that it can inform 
decision making and accountability.


