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What We WiIll Cover

PublicFinance

) P I: M an d I P S AS NEWS & COMMENT ON GLOBAL PUBLIC FINANCIAL MANAGEMENT
Financial management Financial reporting G

Governance

+ Development and Adoptror |

od governance and PFM Kkey to stability
and %owth , says IFAC ahead of G20

» Challenges and Strategies-

for better governance and public financial management to make it

* Economic Impact of PEWI““éffor

nternational Federation of Accountants has reiterated its call
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The Place of IPSAS in PFM

* IPSAS and accrual accounting
* Accrual accounting - one element of PFM
A PFM system Is a system

Strategic Planning
Klonitrc;_ringl I?ugg(:)ti't:?
eporting * Operating
Operations / Budget ‘/

Implementation
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Accrual Accounting and IPSAS

» Accrual accounting

— the value of good information
(cf. cash information)

e |PSAS:

— the value of independent
accounting policies

— The value of comparable
accounting information \

performance
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A Whole Systems Approach

CIPFA’s Whole System Approach to PFM:
Achieving intended outcomes while acting in the public interest at all times
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Long-term Fiscal

Reports

Appropriation
[ ELEE]
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and Objectives

Crown Financial
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BudgetPolicy
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Monthly making, I
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Development and Adoption of
IPSA

Public Finance Act 1989

Public Act 1989 No 44
Date of assent 26 July 1989
Commencement  see section 1(2), (4)

Contents

[ n
Title (Repealed) | 10 Appropriation limited by periad
. I Shont Title and commencement {1 Expenses or payments authorised
D other than by Appropriation Act
12 Timing of first Appropriation Bill

requirements
Jfor appropriations

13 Estimates and other supporting
IAL PROPOSAI e o oy
first Appropriation Bill
14 Content of Estimates.
s Other supporting information for
first Appropriation Bill

16 Supplementary Estimates must be
lh. presented with Supplementary
o the Appropriation Bill
y 17 Content of Supplemeniary
Estimates

 Demonstration effect id B ==
Special Grants Commilicc oS s prescraca ity

information presented with
Appropriation Bills

on

* Application elsewhere?|  Poiccfunding |-
* [IPSAS program within
I F AC International Federation of Accountants
Public Sector Committee
performance
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The Economist's
View:

Better financial information ought to
make it harder for the New Zealand gov-
ernment to ignore the future conse-
quences of short-sighted policies. Time
will tell. [t could be good news for tomor-
row’s taxpayers. [t is even better news for =
all the accountants whom the New Zea-

cipfa.org

BUSINESS

New Zealand Inc

Governments insist that pubhdyquoted
ng practi But. govemmems them-

counts in line with

5 31

ac-

P

selves ignore those rules. The one exception is New Zealand

S THE world turns, New Zealand is
the first industrial country to see the
light each day. Perhaps that is one small
reason why New Zealand has become the
first country to publish a rationai set of
government accounts which includes a
balance sheet of its assets and liabilities
and an accrual-based operating state-
mentof income and expenses—ie, similar
to the accounts of a public company.
Under the crude cash-based method
of accounting which governments have
traditionally used to measure their bud-

I 2 2 e AN T R B

land government has had to hire.

GV S HAULUIUGS WELT L LT ULs
lion ($7.8 billion) bigger than the esti-
mated value of its assets. [n other words. if
it were a company, it would probably be

| ECONOMICS FOCUS |

bankrupt. That is harnly surprising given
the government's persistent deficits over
the past two decades. But negative net
worth doesnothave quite thesame mean-
ing for a government as for a private firm.
Governments have the power 1o tax and

'so eliminate a financing gap rapidiy. A

negatve net worth for a government
means not bankmprcy but that tomor-
oW’ s taxpayers face a heavier tax burden.
“15 to December 1991,
which accounts have
government had an
Z$3.7 hiilion. Its old
s showed a deficit of
ast of this difference
.6 billion foreign-ex-
the currency boosted
reign debt.
emment’s assets was
‘ms werevaiued atthe
ist or current market
dings at current mar-
depreciated replace-

1g to the expected life

has included among

wure pensions of past
‘mployees, but for the
uded the capitalised
snsion and social-se-
thich will increase as
ulation ages. These
2d. Whatever the size
1id make the govern-
teven shakier.

A single snapshot of a government’s
net worth has little value because eco-
nomic theory offers no advice cn what is
the optimal level. But over time this new
reporting system will provide a clearer
picture of witether the government’s poli-
cies are sustainable and whether it is
maintaining or running down its assets,
such as roads.

Past fiscal data makes it possible to
glean some clues about how the New Zea-
land government’s net worth has
changed. If all the country’s budget defi-
cits since 1972 are added together, exclud-
ing capital spending but inciuding the
impact of a declining currency on the
value of foreign debt, then the net worth
of the government has deteriorated by $12
billion over the past 20 years.

This new system of financial reporting
is part of a much wider public-sector re-
form in New Zeaiand. Heads of govemn-

ment departments are now called “chief i

executives”. Instead of permanent tenure
they now have contracts for up to five
years, They also have greater control over
the hiring of staff and wages, and are ex-
pected to meet specific targets.

Since July 1989 departments have had
to prepare balance sheets and operating
statements which include depreciation.
Theaim is to make departmental manag-
ers more conscious of costs and the value
of their assets. From April of this year ac-
counts for the whole government must be
published twice a year. The government
will, however, continue to publish irs old

cash-based accounts to provide a consis~

tentseries.

Better financial information ought to
make it harder for the New Zealand gov-
ernment to ignore the future conse-
quences of short-sighted poiicies. Time
will tell. It could be good news for tomor-
TOW’s taxpayers. [t is even better news for

all the accountants whom the New Zea-

land governmenr has had to hire.
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INITIAL PROPOSAL

Original Objectives

World Bank
Special Grants Committee

on

BENEFITS OF THE PROJECTS

' - Project Funding
40. By setting guidelines of best financial reporting practice for each accounting basis and
by establishing a core of accounting standards applicable under each accounting bases
the PSC believes that it will contribute to: from the

@ improving the quality and reliability of accounting and financial reporting by
governments; International Federation of Accountants
Public Sector Committee

(b) improved financial and economic performance;

(c) improved financial management and financial discipline; 18 September 1995

(d) harmonisation between economic and financial reporting requirerments;

(e) harmonisation between jurisdictions using the same accounting basis.

performance
in public services
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C.97/86

IFAC PSC Strateqic | . =

PUBLIC SECTOR COMMITTEE

STRATEGIC PLAN

DECEMBER 1996
—
The purpose of this plan is to set the direction and priorities for activities of the Public Sector

Committee (PSC).

BACKGROUND

The PSC is 3 standing committee of the Council of the International Federation of Accountants
(IFAC) formed to address, on a coordinated worldwide basis, the needs of those involved in

1. STANDARD SETTING ' ; : i
public sector financial accounting, reporting and auditing. In this regard, the term “public sector”
. o refers to national gevernments, regional (e.g. state, provincial, territorial) governments, local
Strategic Objective: (e.g. city, town) govemments and related governmental entities (e.g. agencies, boards,

commissions and enterprises). The PSC has been given the authority on behalf of IFAC Council

To establish a body of generally accepted accounting and auditing standards for the public to issue IFAC pronouncements on accounting, reporting and zuditing.

sector. - S . B ﬁ
¥ MISSION

The mission of the PSC is to enhance the performance of the public sector by contributing to
better decision making, financial and ac ability by governments. This is
achieved through the development and promotion of best practice in:

2. PROMOTION

Strategic Objective:
St ) X N . * accounting and financial reporting;
To promote the PSC as the authoritative international source in public sector accounting and o auditing; and
financial reporting and, in conjunction with IFAC's International Auditing Practices e financial management.
Committee, as an authoritative international source in public sector auditing, thereby also ) ) . X . i
ing the PSC’ Aoritative recommented standards The public sector is undergoing profound and rapid changes in many countries and the PSC has a
promoting the S authoritative recomnt . vizal role to play in influencing change and raising awareness regarding best practice.
a The strategic focus of the PSC is to be on the development of authoritative statements of
3 accounting and financial reporting practice. This is seer: as the manner in which PSC can best
3. HARMONIZATION contribute to its mission. In adopting this stance, the PSC can both draw on its own strengths,
capacity and international role, and also leverage effectively off the work of other bodies, such as
Strategic Objective: the International Accounting Standards Committee.

To harmonise accounting, financial reporting and auditing across jurisdictions and, where
appropriate, between the public and private sectors, and to harmonise financial reporting
berween accounting and economic bases.

performance
in public services
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2017 OECD Accrual Survey

1. ANALYSING AND COMPARING COUNTRY PRACTICES - 13

In 15 years, from
24% to 73% of OECD
Countries use accrual
accounting.

Another 9% are
transitioning.

Figure 1. OECD Countries: Accounting basis for Annual Financial Reports

Cash

Cash
Transitioning
to Accruals

Greece 9%

3%
oland Portugsl

apen

Notes: The figure above (and the following figures) reflects the answers provided by countries unless stated
otherwise.
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IPSAS — the benchmark

International Public Sector
Accounting Standards Board®

IMF IPSAS are the only international accounting standards designed for the
public sector (2014)

EC IPSAS is currently the only internationally recognized set of public

sector accounting standards (2013) Handbook of International

Public Sector Accounting
World Bank As the only available international financial reporting standards for governments that are Pronouncements

based on generally accepted accounting principles, IPSAS can contribute to greater
quality, consistency, and comparability of government financial information within and
between jurisdictions. (2004)

FEE International standards (IPSAS) already exist. They are the only recognized set of
international standards. (2014)

2014 Edition

IFAC High-quality and timely accrual-based financial reporting in the public sector can be
Volume |

achieved through the adoption of globally-accepted, high quality reporting standards
developed specifically for the public sector, i.e., IPSASs. (2014)

IF The IIF supports the implementation of international public sector accounting standards
(IPSAS) for governments due to their importance for global growth and stability. (2013)

performance
in public services
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However...

38% of OECD countries

Implementing accrual
budgeting.

About 50% of OECD
countries budget on a cash
basis and report on an
accrual basis.

cipfa.org

Figure 3. OECD Countries: Selected budgeting practices

a. Preparation basis for budgets

performance
in public services
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And Further...

Only 2 OECD countries
appropriate fully on an
accrual basis.

Cash and
Accruals
21%

The result is very mixed
Incentives.

b. Nature of appropriations

Cash (and/or
commitments)
73%

Note: Sweden and Finland are presented (Figure 3.a) in the “Cash and Accruals™ category as the budget includes both accrual
and cash elements, Estonia is planning a transition to accrual accounting to be completed by 2017,

Source: OECD Accruals Survey (2016).




‘ IPFA\ The Chartered Institute of )
Public Finance & Accountancy cipfa.org

A Problem Recognized...

POTENTIAL RECOGNITION BASIS DISPARITIES AFTER REFORM

After Reform

Countries Accounting Basis (F5) Recognition Basis (Budget)
Arnguilla Cash Cash
Artigua & Barbuda Cash to Accrual Cash to Accrual
Aruba Accrual Zash
Baharmas Accrual Zash
Barbados Accrual Accrual
Beliza Cash to Accrual Cash to Accrual
British Virgin Islands Cash Cash e
Cayrman lslands Accrual Accrual @m‘"‘ﬁm ACCOUNTABILITY. NOW.
Guyana Cash Cash
Jarmaica Zash Zash
Montserrat Zash Zash
Saint Lucia Accrual Zash to Accrual
éﬁ;‘:;;i;;& the Accrual Zash to Accrual
Trinidad & Tobago Accrual Cash

Turks & Caicos |slands

Cash to Accrual

Cash to Lccrual

performance
in public services
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* Challenges and Strategies
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OECD - Challenges and Strategies

Table 3. OECD countries: Strategies and measures to address the reform challenges

Major Challenges Strategies and Measures
Adapting existing laws and e Working collaboratively with the political level, and obtaining cross-party support for
reguiations legislative changes.
e Establishing special units to deal with the legal and regulatory issues Accrual Practices
Design, development, and e Strong project management ?nd Reform Exp_eriences
JIpAmtssion o RS e Using consultants/experts with specialist skills and technical knowledge in OECD Countries
®  Developing requirements (e.g., conceptual design and functional requirements) of the
system at an early stage.
e  |everaging off corporate systems and practices
Identification and valuation of o Consultation with, and engagement of, the appropriate departments early in the
assets apd liabilities as part of process.
PO LM YR e e Development of a model for costing capital assets where no records exist for actual
historical cost.
e  Adopting a phased approach and allowing more time to ministries and departments
e Coordinated effort by preparers and auditors.
Emm tg::tf;cn% ﬁvemg e Establishing dedicated team(s)
training ®  Training existing staff and hiring people with subject matter skills and experience
o Training existing staff
®  Quality assurance of training materials
::tzzie”ngtsw“w“da‘ed financial e Role of experienced and qualified staff critical
e  [ffective coordination with entities to be consolidated
®  Adopting a phased approach—starting with a few eliminations
i?:;gglyﬁ”m:n“;':r‘ statements e Strong project management and coordination
o  Role of experienced and qualified staff critical
Preparing for audit requirements e Auditor relationship management and communication
and addressing audit
qualifications
Estimating, monitoring, and e Effective project management erformance
m:ﬂg the costs of the PIOETEeg pin public services
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ACCRUALS PRACTICES
AND REFORM EXPERIENCES

2017

@))OECD

Preparation and Implementation Challenges

Preparation Phase Implementation Phase

63%
a8% 47% 47%
a2% 42% A42%
ITH 3%
33%
29%
I I ] ] I I Izs%

Opening T systems  Adapting Guidance  Design of Establishing  Standard Roling-out T Consolidation Closing Period Awditissues  Costs of
Balance design Legal  and Manuals  Training a Reform setting systams
Sheet Framewaork Programme Team

Internal fdanaging
Reform Control Transition

= Similarities in challenges pointed out by countries.

= Most countries underline the importance of :

Allowing sufficient time to preparers (ministries/departments and agencies)and providing
guidance/assistance.

— Human resources management (training and/ or recruitment).

— Collaboration with external auditor.
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"‘Reforms gone Wrong” (1)

* |nattention to authorizing environment
« Ambitions beyond capability

« Lack of MoF commitment

* Impatience and lack of persistence

« Key person risk

« Capability shortages

Source: Graham Scott, Fourth Asian Regional Conference on PFM, November 2014 \
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"Reforms gone Wrong” (2)

» Central-local financial relationships

* Inattention to public enterprises et al.
« Large scale ICT projects

* Inflated expectations of PFM

* Donor relationships

* Project planning and management
capability

perfor
. ) in pu
Source: Graham Scott, Fourth Asian Regional Conference on PFM, November 2014 \

mance
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* Economic Impact of PFM Reform
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Global

Financial Crisis \

Canterbury
Earthquakes
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bpportunities for Knowledge and
Management of Government Balance Sheets
to Improve Financial Performance and Risk

PS
Balance Sheet Task Force
Improving Fiscal Performance: Assessment & Transparency
How Better Managing Governments' Balance Sheets
Can Enhance Productivity and Growth
Centre for European Policy Studies
July 2016
Brussels

Governments Have A Net Worth

Total Assets
Total Debts

GDP
Net Worth / GDP

Total Assets
Total Debts

GDP
Net Worth / GDP

Israel,
Australia, Canada, France, Government of
Commonwealth of Government of Republic of the State of
$532 $411 € 982 503
$341 $1,024 € 3,820 m 2,229
-$309 -5612 € 2,838 -y 1,727
Net Worth Accumulated Deficit Net Worth Equity
$1,637 $1,975 € 2,184 o 1,004
-19% -31% -130% -158%
United Kingdom
New Zealand, Swiss (Whole of United States
Government of Confederation Government) Government
$279 CHF 106 £1,699 $3,230
$187 CHF 144 £3,559 $21,452
$o2 -CHF 38 -£1,859 -$18,222
Net Worth Equity Taxpayers' Equity Net Position
%241 CHF 640 £1,817 $17,968
38% -6% -102% -101%

36
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New Zealand’s Successful Implementation of Public Financial Management (PFIV) Has

Without Doubt Contributed To Extraordinary Financial Performance Compared to Peers
(2006 - 2073 as avallablg)

GDP Value Created/Lost Ratio Return on Ass ets Net Worth % of GDP
S B 'I'Bﬂ'l:mmﬂﬂ 10 'l'ﬂﬂrmﬂﬂﬂﬂ Ell:lo'::l B 'l'ﬂﬂ'.l:l.l.ﬂmﬂﬂ 0 'I'BHFMHHB Ell:lo‘:':l B '.'mrl:hanun 1] 'ﬂ!rﬂﬂmun
0% (A 112081 A08-2016) 40% 20 11-2016) 1] B BT A0% 2011-2018) (X08- A 18
??“" 30% 30%
20 15“-&- 20% 20%
10 10% aag 10%
0% — 0%
Y 1% ) -11%: A
- 204 1594 A7 20
B 0% 0%
= -38% 40% 40% :
39%
-50% -40% al% Sl%:
Net Worth Annual % Change Net Debt % of GDP
50% 50%
40% B fmroerge 1 Yo Suerage 0% B fearChange 10 Year Change
201+M 16 2008-20 K] 2011-M 16] 200820 %)
30% 30%

19%

20% 20% 17% 13%
0% 0% " ‘
. 0%
1% F F 10%
20 -13% a0 - Hew 7 ealand

0% 30%

40% 40% - UK
50% -50%
- France

Niodes: United Kingdom balance sheet data available beginning in 2010,
Baze “vear MZ: 2005, UK 2010, FR: 2005
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Financial Statements
of the Government of

Pllblicrillance New Zealand

Forthe Ten Months Ended
30 April 2017

NEWS & COMMENT ON GLOBAL PUBLIC FINANCIAL MANAGEMENT
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MENU THE LEGATUM PROSPERITY INDEX™ 2016

Bringing Prosperity to Life LEcaTin
iNeTUT

New Zealand

Ranked 1

THE LEGATUM PROSPERITY INDEX™ 2016
Bringing Prosperity to Life LEGATUM®

INSTITUTE

AT A GLANCE

Ranks

st

on the Legatum
Prosperity Index™

COUNTRY PROFILE

=y — : " SUB-INDEX RANKINGS
IMBERATIV Business Environment In the Prosperity Sub-Index rankings, New

2na
- Zealand performs best on Economic Quality
20

N ——————— and Social Capital and scores lowest on the
Education 15 Safety & Security sub-index.

° . @
Social Progress-Index e iasccumamunm  F _
Visit our Rankings table to see how New

B e,  Z°Z= -
Zealand compares to other countries.

:
:
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g
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i
i

Matural Environment 3=

NEW ZEALAND v

=<t on Water and Sanitation
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OPEN BUDGET INDEX RANKINGS

The Open Budget Index (OBI) is the world's only independent, comparative measure of central
government budget transparency. The OBI assigns countries covered by the Open Budget Survey a
transparency score on a 100-point scale using 109 of the 140 questions on the Survey. These
questions focus specifically on whether the government provides the public with timely access to
comprehensive information contained in eight key budget documents in accordance with international
good practice standards.

I——Sc-rt by year—— 2017
ECONOMIC FREEDOM

Q Find Your Country

2 0 1 5 COUNTRY RANKINGS GRAPH THE DATA INTERACTIVE HEAT MAP EXPLORE THE DATA DOWNLOADS ABOUT THE INDEX

New Zealand ==

< Previous: #2 Singapore Next: #4 Switzerland >

OVERALL SCORE 83.7 WORLD RANK 3

Create a Comparison Chart
See how New Zealand compares
to another country using any of

(3-]
=
[1=]
Rotorua Property Rights 96.1.A  Govemnment Spending 46.5 A
w the measures in the Index.
= - ie Government Integrity  89.9 % Tax Burden 708
Palmerston
=2 Nort Judicial Effectiveness  88.5—  Fiscal Health 97.8— New Zealand
D » Wellington
2 : eccaroee srcever ] ormosers -
— '
— ] L Business Freedom 918 A Trade Freedom 87.4 A
% Labor Freedom 862 A  Investment Freedom  80.0—
, . COMPARE
> "G I Monetary Freedom 90.1 A  Financial Freedom 80.0 —
(00 0I€ bt Tarmaof use
B Embed This Data
.
(=] , .
New Zealand's strong commitment to economic freedom has
resulted in a policy framework thatencourages impressive
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tight rein on spending, keeping public debt under control
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Reforms OQutcomes

Satisfaction with Achievement of Acerual Reforms’
Objective
(OECD 2016 Accruals Survey)
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And then there are the excuses.

They cannot go bankrupt

They can always raise more taxes

Their debt is risk-free

Timely financial information is not required, because
no deC|S|ons are based on it

5. It costs too much to implement a proper accounting
system

6. Politicians are not intelligent enough to understand
financial statements

7. Voters do not need to understand their government’s
financial position and performance

8. Voters are not intelligent enough to understand
financial statements

9. Credit rating agencies do not need financial
statements to assess credit risk

10. Governments do not have the staff resources
needed to produce financial statements

11. Economic statistics do not need to be based on
reliable accounting information

12. Economists do not understand accrual accounting
13. Public services can be delivered efficiently without
knowing what they cost

hownE

14. Governments have always managed their finances
well without proper accounting

15. Governments can always legislate to address
financial difficulties

16. Investors in sovereign debt do not need protection
17. Government-owned assets are not for sale

18. Only cash matters, other assets and liabilities are
not important

19. Large governments are too complex to account
properly

20. Small governments do not have the resources to
account properly

21. The current generation will be happy to pay the
pensions of the old folk

22. Public servants will be happy to forgo their
pensions if it is necessary to maintain public services
23. Financial systems that make corrupt behaviour
more difficult are not needed as governments always act
in the public interest

24. Events outside their control, for which they cannot
be held accountable, can have an impact on a
government’s financial position \

performance
in public services
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The International Experience
of PFM Reform

Ian Ball
Chair, CIPFA International

Chair, Audit Committee for Financial
Statements of the NZ Government,

Georgetown, 23 June, 2017
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