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Thank you, Tim, for the introduction. Good afternoon, ladies and gentlemen. It is a pleasure and a 

privilege to be here today. I note that I am in the after-lunch panel, I am the last of four speakers, 

and my topic is accounting.  Not a good start!  

As I have no doubt that some of you are not familiar with IFAC, I should very briefly explain who we 

are, and what relevance our activities have to this forum. IFAC is the global body for the 

accountancy profession—our members (164 of them in 125 countries) are professional accountancy 

organizations like the Collegio de Contadores de Chile, or the American Institute of CPAs in the 

United States. Amongst other things, we are involved in setting professional standards in a number 

of areas, including auditing; but for the purposes of this forum our relevant activity is that we set 

International Public Sector Accounting Standards (IPSASs), through an independent International 

Public Sector Accounting Standards Board (IPSASB).  IPSASs are best seen as the public sector 

equivalent of International Financial Reporting Standards (IFRS) for the private sector. IFAC is 

based in New York. 

My topic is government transparency and the role financial reporting standards can play. I will draw 

particular attention to IPSASs, but I will come to that rather than start there. The subject of this panel 

discussion is ―New Rules and Regulations for All.‖  My component of this session is not so much 

new—as more necessary and more urgent than ever before.  

One of the comments made yesterday by a forum speaker was that the assumption that Developed 

Market sovereigns were risk-free was being called into question. I think that is clearly the case. And 

let’s remember that sovereign restructurings are not that unusual.  
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He also noted in relation to the international role of the US dollar that ―there is no alternative,‖ and 

that any change from that situation would be ―a very, very long story‖. I am inclined to agree, but 

recently I saw the following chart, which I think paints a pretty unsettling picture. If you think first 

about how sustainable this position is, and then consider the capacity of the American budgetary 

system to unwind it, it is at the very least troubling. 
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I should also note what a significant part of capital market activity are trades in sovereign debt. The 

following relates to NYSE activity for 2009. You might note that the very rigorous reporting 

requirements that apply to equity trades do not apply to the much larger category of U.S. 

Government securities. 
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Finally, by way of introduction, let me recall another point he made, that in some respects 

government bonds are now trading more like corporate bonds. Or as another speaker said this 

morning, ―the whole concept of investing in government bonds has changed‖ and that they are now 

subject to micro-analysis, requiring detailed financial information. 

These points all bring me to the conclusion that we should regard investors in government securities 

as being entitled to essentially the same high-quality financial information as they receive in relation 

to investments in corporate bonds or equities. Increasingly they are asking for that information. 

I should note in passing that there are other than securities market reasons why governments 

should produce good financial information—political accountability and effective financial 

management are two—but I will put those to one side, important though they are. 

The incoming Chairman of the IASB (until recently chair of the Technical Committee of IOSCO) 

Hans Hoogervorst, said at a recent conference in Brussels, ―Without transparency, there can be no 

enduring stability.‖i In response to a question from the floor, he noted that this was as valid for public 
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finances as it was for the private sector. So what is required for transparency in governmental 

financial reporting? 

It is little different to what you would expect in the private sector. Two key elements are: 

 Reporting according to a set of accounting standards, determined through a process which 

by virtue of its independence gives those standards legitimacy;  

 An independent audit to give assurance that the information reported is reliable.  

My focus today is largely on reporting—auditing of course has relatively less value if it is not against 

an appropriate set of accounting standards—so accounting standards are the first order of business. 

In relation to the first point, the information is of greater value if it enables comparisons to be made 

between entities—in this case sovereign governments. This objective, comparability through 

convergence, is one which in the private sector has given rise to the G20 seeking early convergence 

between IFRS and US GAAP, and the respective boards investing significant effort into achieving 

that. 

What would those financial reporting standards look like for governments?  Without seeking to give a 

comprehensive answer in the time available today, some obvious points are: 

 Cash based accounting, though still commonplace even in developed countries, is simply 

inadequate. That is why GFS is, in principle, on an accrual, not a cash basis. It is why 

companies listed on every capital market are required to report on an accrual basis.  The 

cash basis fails to provide sufficient information to enable a reasonable assessment of 

financial performance or position  

 The entity should include in its financial reporting all the activities or sub-entities that impinge 

on its position and performance, and the associated risks—including all governmental 

financial institutions and all commercial activities 

 Unless there is a good public sector specific rationale for a different treatment, an asset, 

liability, revenue or expense, should be accounted for in the same way as it is in the private 

sector 

At present investors in sovereign debt generally do not get such high-quality financial information. In 

other words, transparency is lacking. 

In the discussion yesterday and today, and commonly in discussion of government debt, there is 

reference to ―sovereign balance sheets.‖ Of course in fact most governments do not produce a 
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balance sheet as I understand the term. A very few do. Here is one, and in selecting this one, I plead 

guilty to any charge of bias! 

 

It has some interesting features—assets (physical and financial), liabilities (debt and non-debt), and 

equity or net worth. All these elements are essential for a coherent picture of fiscal position. It 

enables the investor to see all the claims against the government, including those that are not debt, 

and it reports the assets available to meet those claims. It also, importantly, reports net worth, giving 

information which is useful in assessing vulnerability to shocks. And note that it is possible not only 

to produce a balance sheet, it is possible to produce one each month. 
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To take the New Zealand example a little further, I believe the second of the two graphs I am about 

to show presents a better picture than the first of financial position, capacity to withstand shock and 

to meet obligations. 
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It would be interesting to consider what the net worth graphs would look like for those peripheral 

countries in Europe who have recently encountered sovereign debt problems.  Or indeed for some 

of those not at the periphery, who do not produce a recognizable balance sheet. Unfortunately, we 

do not generally have this information, though in fairness some European governments are moving 

in this direction. 

My point is simple; governments should provide essentially the same information as issuers that 

they, through their securities or corporation laws and regulations, require of corporates. Not only 

should they provide the information, it should be subject to independent audit.  

Again, to stress the difference between what governments require of corporate issuers and how they 

behave themselves, I would draw an example from one of the governments that actually does better 

than most—the U.S. Government.  It does produce accrual based financial statements, which puts it 

in the leading bunch.  But to quote from a CNN report, in a statement explaining why it was unable 

to put forth an opinion on the consolidated financial statements of the federal government last year, 
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(the Government Accountability Office) cited, "serious financial management problems at the 

Department of Defense that made its financial statements unauditable."ii 

Just to be clear, the GAO gives a disclaimer on the financial statements of the US Government and 

it will not express an opinion because the underlying information is too unreliable. 

The sovereign debt crisis makes it abundantly clear, if we did not already know, that governments in 

general account very badly for their financial performance and position. This could, and in the 

present circumstances should, lead to significant reform. We saw how financial reporting failure 

(Enron et al) in the private sector led to dramatic action, including the passage of the Sarbanes-

Oxley Act, and the creation of regulatory bodies for private sector audits in most major countries. But 

that was the private sector. In this case, it is the public sector where the reporting failure, and in at 

least one case financial reporting fraud, has occurred. Not only has the situation not been remedied, 

it is attracting amazingly little attention—though it was heartening to see Bill Gates recently, in the 

context of reporting by US states, refer to reporting practices that ―would make Enron blush.‖iii So 

perhaps there is some cause for optimism that the crisis will lead to recognition of the need for 

change. 

But, and it is a very big ―but,‖ the crisis also creates even more powerful incentives than previously 

existed for governments NOT to be transparent. Recently a number of smaller European countries 

proposed that something should be done to address one of the most egregious areas of government 

accounting—pensions. They were firmly rebuffed by the larger countries in the European Union. In a 

similar vein, the German Government has recently decided not to proceed with its move from cash 

to modified cash accounting—to an accountant it seems rather like not wanting to make the shift 

from a land-line phone with a circular dial to one with buttons you could press—in a world of mobile 

technology both are outdated. 

What are the obstacles? 

There are many obstacles, but in my view just one serious one, at least for middle-income and 

developed countries.  

Obstacles that are often identified include: 

 Financial reporting policy issues 

 Accounting resources: 

o people 

o systems 
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 Constitutional and legal restrictions 

Let me pause for a moment on the question of resources. In developing countries this obstacle is 

real. But in developed countries, it is just an excuse. Imagine a listed corporate entity going to its 

regulator and explaining that while they were keen to meet the financial reporting requirements, they 

did not have the resources to operate such a sophisticated accounting system. 

The serious obstacle is the absence of a political will for transparency on the part of too many 

governments. Why is it that even in the middle of a sovereign debt crisis, triggered at least in part by 

the financial reporting fraud of the Greek Government, there is not a stronger will by governments for 

better financial reporting? My own answer is that the structure of incentives faced by politicians 

makes them keen to avoid transparency, and the institutional arrangements that would be effective 

in forcing this transparency do not exist in most countries. There are two elements to this answer: 

 The incentives, which for an individual politician, as well as a political party, are generally 

short term and often less strongly related to serving the public interest than we might wish 

 The current institutional arrangements, such as the budgeting and appropriations rules, 

requirements for fiscal responsibility and transparency, accounting methodologies—which 

provide weak incentives for high-quality reporting and financial management. 

Politicians like to get re-elected, and in general they like the benefits they receive from being in 

office.  I see nothing wrong in this. But if transparency puts those benefits at risk we should not be 

surprised that politicians resist it.  

I cannot be sure of this, but I would still hope that out of the current crisis we will get pressure for 

improved reporting. You may be one source of that pressure, especially when investors are asking 

you for better information than many of you are currently able to provide. My own view is that this 

type of financial information should make the job of a DMO easier, but perhaps when we move to 

the discussion stage of this session Phil Combes, the Treasurer in the New Zealand Debt 

Management Office, might make a few comments, from his perspective, about the value of good 

financial information. 

The IPSASB 

I would like to end by spending just a couple of minutes introducing the IPSASB. It is 15 years since 

the International Public Sector Accounting Standards (IPSAS) program started within IFAC, aimed at 

developing a single accounting language for the public sector. The IPSASB encourages public 

sector entities, including sovereigns, to adopt the accrual basis of accounting. Our deliberate intent 
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was to change the paradigm for governmental financial reporting, and create an international 

environment in which cash accounting is accepted as being seriously deficient.  

Increasingly, in the context of the sovereign debt crisis, we have pressed for government action in 

this area, for example through our submissions to the G-20. The IPSASs are based on International 

Financial Reporting Standards, which are amended only insofar as it is necessary to reflect the 

situation in the public sector. Since 1997, the IPSASB has developed and issued a suite of 31 

accrual based standards—plus a cash-basis standard for countries moving toward full accrual 

accounting.  

The current board, which is independent in its standard setting role—is made up of 18 members 

from around the world who have a variety of different roles and expertise, including people from 

Ministries of Finance, audit office staff, people from accounting firms, and academics. 

 

It also has observers from a range of different international organizations, including: 

 Asian Development Bank 
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 European Commission 

 Eurostat 

 International Accounting Standards Board 

 International Monetary Fund 

 International Organization of Supreme Audit Institutions 

 Organisation for Economic Co-operation and Development 

 United Nations  

 United Nations Development Programme 

 And, last but not least, the World Bank, which has been one of our strongest supporters for 

the past 15 years. 

Adoption of IPSASs to date: 

 

There are also a number of countries that have moved to adopt accrual accounting, but for a variety 

of reasons have not adopted IPSAS. This list includes Australia, Canada, New Zealand, the United 

Kingdom, and the United States. While I would like to see all developed market governments adopt 
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accrual based IPSASs, just moving to accrual accounting, and not adopting IPSAS, is still making 

very significant progress towards transparency. But failure to adopt and comply with international, 

independently set standards, leaves room for local variations which might, in a tight spot, seem 

particularly attractive, but may, for example, leave off balance sheets the liabilities associated with 

employee pensions. 

Finally, I should stress that the financial information I have been talking about is necessary, but not 

sufficient. While fiscal performance and position are reflected in the financial statements, other 

factors also have a bearing. This is no different than the private sector where the financial 

statements are helpful, but they need to be viewed in the context of the organization’s business 

model, market position, technological readiness etc. So with governments—but this is not an excuse 

for not producing the basic financial information. 

 

Thank you for your attention. I look forward to the discussion.  

 

# # # 
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