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Good afternoon ladies and gentlemen. My name is Ian Ball, and I am the CEO of IFAC. 
It is a pleasure to be here today to talk about government financial reporting, a topic that is of great importance to me and one that is certainly receiving attention from the media, the public and governments themselves. 
I would like to introduce our speakers for today’s workshop:

· Simon Bradbury, who is Division Manager of the Loan Department at the World Bank;

· Rick Cottrel, who is Chairman of the South African Accounting Standards Board;

· Katarina Kaszasova, who is Director General of the Reporting Section of the Slovak Ministry of Finance; and 
· Anne Hazell, who is Chief Financial Officer for Australian Government Financial Reporting.
I look forward to their presentations, outlining a range of issues faced when governments seek to improve their financial reporting. 
For twenty years, the International Federation of Accountants (IFAC) has been working to improve the financial reporting and financial management of governments and public sector entities worldwide. During that time, significant progress has been made.
IFAC’s International Public Sector Accounting Standards Board (IPSASB) establishes International Public Sector Accounting Standards (IPSASs). A key component of any governance and accountability system is the preparation of financial statements in accordance with well understood and generally accepted accounting standards. The International Public Sector Accounting Standards set by the IPSASB, therefore, provide the foundations for better reporting and better governance.
The IPSASB has just issued its twenty-second accrual basis IPSAS with a number of others pending issuance. In fact, the IPSASB met last week, and as a result, you will shortly see a number of new IPSASs as part of the general improvements project to converge IPSASs with International Financial Reporting Standards (IFRSs). In addition, the IPSASB is working on some public sector specific projects that will culminate in IPSASs that are specific to the public sector on issues like non-exchange revenues and social policy obligations.

The IPSASB recently set out four priority areas for its standard-setting program. These are:
· Developing a conceptual framework for public sector financial reporting;
· Addressing public sector specific projects, such as convergence with statistical bases of reporting, where appropriate;
· Convergence with IFRS, also, where appropriate; and 
· Other priorities, including promotion and communication.
As a result of new funding commitments, including significant support provided by the Government of Canada and the Canadian Institute of Chartered Accountants as well as the Chinese government, the IPSASB now has a full staff complement and its work plan for the next three years will be comprehensive. Consistent with its priorities outlined above, the IPSASB is currently considering topics including service concessions, financial instruments, long-term fiscal sustainability, MD&A and others.

So you can see that from the standard-setting side IFAC is working hard to develop a robust set of financial reporting standards for the public sector on both an accrual and a cash basis.

But I would also like to focus for a moment on where current financial reporting practice in the public sector stands – and why that should be a concern for all of us.

Over recent years, our expectations of the quality of financial reporting and auditing in the private sector have increased dramatically – the responses to various high profile failures both nationally and internationally have been a watershed. Regulatory and professional reforms designed to protect investors from financial reporting and audit failure and other forms of corporate malfeasance have been nothing short of revolutionary. And they have cost literally billions of dollars. 
And while there are, certainly, public interest issues associated with the transparent reporting of information on a company’s performance – I would argue that there is an even stronger public interest argument for demanding transparent financial reporting from governments.

Why should we demand high quality reporting from governments? I’d like to highlight three main reasons.

Firstly, governments, just like companies, need timely and accurate financial information to monitor and manage their performance. If governments do not operate in an efficient and effective manner, or invest wisely, this represents a huge drain on any economy. 
The second reason is accountability. Governments are not spending their own money. They are spending tax payers’ money. They are entrusted with the management of assets and liabilities that have been built up over decades and which will have an impact on the welfare of citizens for many more decades. Taxpayers and citizens are entitled to information which allows them to hold governments accountable for their use of these public resources. This reporting should include the extent to which current revenues are sufficient to pay for the services provided, and whether balance sheets are strong enough to withstand external shocks and to meet obligations associated with long-term trends like an aging population.
The third reason for seeking high quality financial reporting is that transparent financial reporting is one means by which governments can engage constituents in the political process, and engender confidence. A government, regardless of the form it takes, represents the interests of the people it governs. Good government requires that constituents have confidence in those that govern. This confidence is enhanced when governments fully inform their constituents, and provide them with reliable financial information. 
Having established that we have a right to demand high quality reporting from our governments, what do we see in practice? Internationally, we see widespread and continuing poor quality financial reporting. In comparison with many governments, Enron would be a model of transparency. It did, at least, have a balance sheet.
There are many examples of poor financial management and financial reporting by governments. The point is not to single out any one government but to highlight that this is an international problem and yet insufficient progress is being made towards resolving it. There is a large gulf between the inclination of governments internationally to act to enhance private sector financial reporting and the relative lack of urgency devoted to improving their own financial reporting and financial management. 
But progress is being made.
Recently, the United Nations General Assembly adopted a financial management reform program that calls for the adoption of IPSASs by all the organizations within the UN System. The UN joins several other significant public sector entities – including the Organisation for Economic Co-operation and Development, the North Atlantic Treaty Organisation, and the European Commission – that have adopted IPSASs. In addition, IPSASs have also been adopted, or are having a significant influence on the development of national standards, in countries around the world.
The World Bank, along with others, has supported the development of the IPSAS through the provision of resources, and encourages their adoption. The World Bank and the International Monetary Fund have actively supported and been involved in the development of IPSASs. 

Although I have been critical of the general standard of financial reporting by governments, it is only fair to acknowledge that a number of governments have established or are establishing a higher quality of financial reporting. The United States government is producing accrual based financial statements, and this certainly constitutes progress, though it has yet to receive a clean audit opinion.
The United Kingdom government has adopted accrual accounting within both local and central government. At present, this is still at an agency and local authority level, but consolidated audited reports are expected in 2006/07. The Canadian government has issued financial statements on a full accrual basis and receives a clean GAAP audit opinion as do the governments of most of the Canadian provinces.
The Australian and New Zealand governments have been reporting on the accrual basis for over a decade now. Both countries have recently announced the adoption of IFRSs in full, not only with respect to companies, but also for the public sector. This move illustrates how governments can lead by example – reporting in accordance with exactly the same reporting standards as they expect from companies. 
Those jurisdictions that have fully adopted the accrual basis (that incorporated into appropriations, budgeting and reporting processes) have found it to generate very significant benefits. So why do governments generally not account properly? I do not consider the impediments to proper accounting by governments (at least in developed countries) to be related to cost, nor do I believe them to be related to available expertise. I do believe it requires more than the goodwill of committed professionals – it requires a commitment at the political level that transparency is not a choice but an obligation, and, like the private sector, the rules are written not for the reporting entity but for the users of the financial statements.
What is most troubling with respect to the generally poor financial reporting by governments is the lack of demonstrated commitment on the part of these governments themselves to the production of high quality financial reporting. At best, it seems to be something governments will address as an “optional extra.” It is not seen as a fundamental obligation. Yet, ultimately, investors can choose whether or not to invest in a corporation – as citizens, we have no such choice in relation to the contribution we make to government through taxation. I would argue that within a representative government the exercise by governments of the power to tax carries a fundamental responsibility to account properly for the money so raised.

If governments around the world genuinely believe in the importance of transparency in financial reporting, as suggested by their regulation of public companies, then they need to lead by example. The consequences of poor financial reporting and poor financial management within governments are arguably even more serious than a loss of confidence in securities markets, since it violates the relationship between the governed and the governing, and creates an environment ripe for corruption and fraud. Fundamentally, it puts the growth of the global economy and, therefore, the welfare of citizens at risk. 

Ladies and gentlemen, with respect to financial reporting, governments have raised their expectations of the private sector. We must raise our expectations of governments.
I would now like to call on the first of today’s panelists, Simon Bradbury.
PAGE  
1

