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Martin Wolf Sums It Up.....

PO = Oy

Columnists

o o - L= o Llmrigts -

EomreeTry [ =

Foctad
e e e

F’"ubl-ic.s-cctor needs to do a better job with

assets
i i B
- -
R e bl ~ B S S ;
SChais By
Professicnal management might ra ;
anmrenlly

hat is not measured does not count. This is dramatically true in discussion of

the public sector. A few numbers — the annual financial deficit and the stock
of debt — dominate the debate. The result is chronic mismanagement. The current
UK debate, for example, largely ignores assets and makes little distinction between

current and capital spending. The present focus also ignores many liabilities and
pays little attention to management of assets.

performance
in public services
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Korea: A Highly Successful Transition

Getting from Here to There: Approaches to Overcome Main
Challenges

* There is no one “tried and true” method which fits every country

* Few countries have tried and succeeded: examples of Korea, New
Zealand, Chile (still in process) ...

* How their experiences can be used to help other countries:
* MNecessary elements of legal and regulatory frameworks and determination of

opening balances (approach to the identification and valuation of assets)
* Provision of suitable training to the staff

Property, Plant and Equipment; Accrual * Elimination of ghost assets
Accounting and Asset Management in * Improvermnent of information and data systems
Latin America * Parallel focus on accounting and fixed assets management...
Tt g Unrreembn
Leac Francdl Wanagernen? Soeodial
eorid Bai

performance
in public services
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Accrual Accounting, PFM and Korea

 CIPFA sees accrual information
as essential to excellent PFM

 Five-year anniversary warrants
congratulations and celebration!

« Important to recognize both the
effort and the value of what has
been achieved.

SrEZMEATE =7t AMESAHMH 20
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Current status — 2016 OECD
Accrual Survey

Accounting basis (OECD Countries, 2016)

In less than 15 years, from 24%
to 84% of OECD Countries using
accrual accounting.

21
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Current Status — IMF Report

Figure 1. Map of Countries Accounting Bases for Annual Financial Statements in 2015

Implarmanting Accrual Accowmting
in tha Public Sactor

Prepared iy Fes Lmwogh, Saares P, and Deiphine MomsS

HTERMATIODMAL BONWNETARY FUMND

Accounting Basis

Mot Availatie [ Modified Cash Basis N Full Accrual Basis
B Cash Basis I Modified Accrual Basis

Source: DECD and IMF staff estimates, based on public inforrmation, ncluding Blandsl and Morstti (2016 and Ewostat 2014)
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What has accrual accounting achieved?

Table 3. OECD Countries: Achievement of Reforms Objectives

Fully achieved Partially achieved Ongoing
Enhancing Accountability ALS, AUT, CAN, FIN, FRA, ISR, BEL, DNK. HUM, ISL, ITA, POL, CHL, CZE, IRL. PRT, GBR
KOR, MEX, NZL, ESP. CHE, TUR SVK, SWE
Increasing transparency towards ALIS, AUT, CAN, FIN, FRA, ISR, DNK, HUN, ISL, ITA, POL, SWE BEL, CHL, CZE, IRL, PRT, GBR
public at large KOR, MEX, NZL. ESP. SVK, CHE,

Producing meaningful figures/
financial analysts for cabinet and/
or parliament and/or citizens
Increasing political and public
awareness about the state of
public finances

Better information on full costs of
operations

Maore informed decisions on asset

and fability management
Efficiency of the administrator’s
business processes

TUR

ALIS, AUT, FRA, ISL, ISR, KOR,
NZL, ESP, SVK, CHE

ALIS, CAN, FRA, ISR, KOR, MEX,

MLD, NZL, SVK, ESP

AUS, AUT, ISL, ISR, KOR, MEX,
MZL, ESP, SWE, CHE
ALS, AUT, DNK, FRA, ISR, KOR,
NZL, ESP, CHE
AUT, CAN, ISL, ISR, KOR, NZL,
ESP

BEL. CAN, FIN, HUN, ITA, MEX,
POL, SWE

AUT, CZE, FIN, ISL, ITA, POL,
SWE, CHE

BEL, CAN, DNK, FIN, FRA, ITA,
POL
CAN, FIN, ISL, ITA, MEX, POL,
SVK, SWE
BEL. DNK. FIN, ITA, MEX, POL,
SWE, CHE,

CHL, CZE, DNK, IRL, PRT, TUR,
GBR

BEL, CHL, HUN, IRL, PRT, TUR,
GBR

CHL, CZE, HUN, IRL, PRT, SVK,
TUR, GBR
BEL, CHL, CZE, HUN, IRL, PRT,
TUR, GBR
AUS, CHL, CZE, FRA, HUN, IRL,
PRT. SVK, TUR. GBR

Source: OECD Accruals Survey (2016).
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Generically...

> Achievement of Reforms Objectives

What did accrual reforms achieved ?

* Large range of objectives in
all cases.

»  Better accountability and
transparency achieved in a
majority of cases.

» Lack ol interest fuse of
accrual information is a
CONMCErn .-

On-going initiatives to meet objectives : analysis of the performance in
managing the balance sheet; fiscal ratios ; shortening delays for establishing
the financial statements; "Citizen Accounts™...

SFEEMMYUTE =72 AR SA HE 24
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The State of Play

= Accrual accounting is the benchmark
= Increasing adoption globally

= Korea is amongst the leaders and is
seen to have achieved all the 7 reform
objectives

= But in many countries, the usefulness
of the information is a concern

25
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Challenges to the Effective Use of

Accrual Information

V. Achievement and Future Challenges

Improvement of Financial
Statement Reporting

Enhancement of

effectiveness of financial
information

Accrual Accounting System of
Korea Government

Enhance efectve wsage i

- cost management
Better link financial
—1 imformation with fiscal

Sytem

Promote cooperathon
et bebwveen central and local

cipfa.org

SrEZMEATE =7t AMESAHMH 26
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Using the Information

Population
2016

= The New Zealand case, but first: 50.5 million
Does size matter? 4:6.milllion

27
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Using the Information

Sy | Geieg
= The New Zealand case, but first: N

50.5 million
Does size matter? e imllien

2016
4.6 million
105 thousand

SrRZMMHEATE =7t AMESAUH 28
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Examples of Decision
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Impact

ISSUE

Ownership of
commercial forests

Settlement of Treaty
claims

Maintenance
program for huts and
tracks

Payment of invoices
for services received

CASH TREATMENT

Received dividends from
New Zealand Forest
Products

Costs recognized as
payments made over
multi-year period

Cash outlays on track
and hut construction
and maintenance in the
yvear they occur.

Cost recognized when
invoice paid.

ACCRUAL
TREATMENT
Significant volatility in
value of assets,
impacting net worth.

Recognized as liability
and impacts net worth
immediately when
settlement reached.
Construction costs
capitalized (recognized
as assets) and
depreciated;
maintenance costs
scheduled and charged
to the year in which the
work is carried out.
Cost recognized and
reduction in net worth
when the service is
received.

RESULT

Sale of most of the
forests to remove
exposure to
commercial risk
Greater focus in
negotiating as full
cost recognized
immediately.

More rational asset
management—
some facilities
closed or not
maintained, others
invested in more
heavily.

Reduced scope for
end of year
manipulation.

29
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Without Accrual Information...

= Some decisions never addressed e.q.
structure of balance sheet

= Some decisions made poorly e.q.
(ironically) cash management

= Incentives are very different e.g. when to
pay creditors, nature of remuneration

SrEZMEATE =7t AMESAHMH 30
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Accrual Information and Fiscal Policy

However, governments have become less liquidity

OVERNMENT T ARGH constrained in carrying out fiscal policy and have become

S ATISTIOS NEANIIAL 2001 increasingly concerned about the resource implications of
fiscal actions as well as their financing. Cash transactions

COMPANION MATEREAL do not adequately capture either the timing of the

policy action or its impact on the economy. In
consequence, there has been increasing dissatisfaction
THE GovrCavMINT Foiawce STa resracs Mastor 2000

AND 175 R ELA TI0% SHIFWITH with cash transactions as the sole basis for assessing fiscal
THE EUrROPEQ SYSTEMOF ACCOUNTS 1985 pﬂllC"f

A

The new framework facilitates a more comprehensive
‘6'; assessment of the economic impact of government
=4 activity and the sustainability of fiscal policy.

f_','-w

For example, a government’s policies will not
N Dsmmen tees be sustainable if they significantly reduce
its net worth.
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31% of OECD Countries
implementing accrual
budgeting.

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

(OECD Countries, 201060)

cipfa.org

Financial Information and the Fiscal System

SrRZMMHEATE =7t AMESAUH
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Excellent Public Financial Management

&5
® CIPFA Ancial manage™ S LB
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LT fiscal objectives are accrual based

Table A1.2 — Long-term fiscal objectives

Fiscal Strategy Report 2016

Debr

Manage total debt at prudent levels.

Manage net debt within a range of 0 per cent to 20 per cent of GDP.

Operating balance

Deliver operating balances sufficient to meet the Government’s net capital requirements, including
contributions to the NZS Fund, and ensure consistency with the deblt objective.

Operating expenses
Control the growth in govemnmment spanding so core Crown expenses are below 30 per cent of GDP.
Operating revenues

Ensure sufficient operating revenue to meaet the operating batance objective.
Net worth

Ensure nel worlth remains at a level sufficient to act as a buffer lo economic shocks. Consistent with the
debl and operating balance objectives, the Crovm will build up net worth ahead of the full fiscal impact of
the demographic change expected in the mid-2020s.

performance
in public services

SrEZMEATE =7t AMESAHMH 34
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What that means in practice...

Figure 11 — Net worth attributable to the Crown
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in public services
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Advantages of a strong balance sheet

Governments with a strong balance sheet have more flexibility to manage the =
investment cycle in alignment with the wider economic cycle. For example, a number -
of infrastructure projects were brought forward supporting economic growth during the M=

recent economic slowdown as a result of the global financial crisis. On the other hand,
too much stimulus as the economy reaches capacity could push up interest rates, put 5
upward pressure on the exchange rate and increases pressure on the tradable sector. ¥ Tk

A strong balance sheet supports a favourable credit rating and lowers the cost of
capital for government and domestic borrowers, which helps support increased
productive investment. Even after the effects of the global financial crisis and the
Canterbury earthquakes, both of which resulted in an increase in Crown debt,

Mew Zealand's credit rating remains strong and it is one of the highest rated sovereigns
in the world (see Figure 2.2).

A strong Crown balance sheet can also help manage the effects of shocks that may
otherwise have a major destabilising effect on a country.| It also allows for the sharing
of consequences among individuals and across generations that would otherwise fall
unewvenly.

perrommance
in public services
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Financial Position — Two country comparison

Gross Total Total Net
200 Debt Assets Liabilities Worth
190
150
100 ——
S — 78 |
2
_5{} | Ll
-100 -113
-150 -

Note: New Zealand data for year ended 30 June 2016
UK data for year ended 31 March 2015

performance
in public services
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Tabde 1.C: Azcet: and Babilities surmsmary
2010-11 200012 20313 HM3-14 201415
restated’
fbm Eln £hn o e
Preerty, plant and sqpames T1a0 7445 T4 B 8123 BATE
- Gobd, cach and other finanoal asety 2548 2.1 LN ] IE0T 3561
Change in Net
Ecunty in putilic tecior bamlis S9.5 40 B 400 230 a£3
Ivtangithe st 343 352 ME ng aiza
Worth over Four B
Tkl Smety 1,2343 12706 12875 ta1se 1,4553
Years — NZ and UK e
Govemment Bamowing 508 2 SES. 5 o 1.096:1 11745
Frnancu kabsboe 2954 3743 B srR7 sa3%
Trade payabie rag.L 1553 1535 1TED 17135
L — 1070 a0 1310 1588 1753
Tetal Liakikties 24300 TENTS 18054 3,3555 15585
Mt Liabiities 11857 1.348.9 16279 18206 21032
Net Worth Attributable to the Crown S e e e
Table 13 — Net worth
Vear ended 30 June Forecast
Actual Actual Actusl Actus] Actaal 30 June 3016
& million iz 3 04 s 2016 Budget 2015 Budget 2016
Met worth afributabie to the Croan 50,348 68,071 75,466 BE 454 80,088 TTE2 83,547
Met worth afributable o minonty inferests &352 1,240 5.211 5,782 8,155 5,323 5,755
Tiotal net worth 58,780 o 0,657 82 236 §5.571 83,035 88,302
Net warth attributable fo the Crown % of GDP 2.6 na 21 353 355 Ha 334
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Even when the information is there, it
may not be used.

Appendix IV. Korea Public Sector Debt Sustainability Analysis (DSA)
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Key Messages

Accrual accounting produces information that is
critical to effective PFM

= Korea has successfully implemented accrual

accounting — which is a solid platform for further
progress

A key factor in making the information more useful
is to incorporate it into fiscal decision-making

= Accrual information has greatest value for its use
in decision-making, even though it also serves
accountability and transparency.
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Accrual Information — the Antidote to
Chronic Mismanagement

Ian Ball

Chairman, CIPFA International
Seoul, 11 November, 2016
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Public scctor needs to do a better job with

assets
.i Lhartn v
el
: hat is not measured does not count. This is dramatically true in discussion of
“ the public sector. A few numbers — the annual financial deficit and the stock
of debt — dominate the debate. The result is chronic mismanagement. The current

UK debate, for example, largely ignores assets and makes little distinction between
current and capital spending. The present focus also ignores many liabilities and
pays little attention to management of assets.

N\ e
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Property, Plant and Equipment: Accrual
Accounting and Asset Management in
Latin America
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Getting from Here to There: Approaches to Overcome Main
Challenges

* There is no one “tried and true” method which fits every country

* Few countries have tried and succeeded: examples of Korea, New
Zealand, Chile (still in process) ...

= How their experiences can be used to help other countries:

* Necessary elements of legal and regulatory frameworks and determination of
opening balances (approach to the identification and valuation of assets)
* Provision of suitable training to the staff

= Elimination of ghost assets
* Improvement of information and data systems
* Parallel focus on accounting and fixed assets management...

= H: Svetlana Kimenko, Lead Financial Management Specialist,
World Bank performance
o in public services
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Figure 1. Map of Countrias Accounting Bases for Annual Financial Statements in 2015

Implamanting Accrual Accoussiing
in the Public Sector

Prepared by Jow Covamagh, Sxarme Fien, snd Oelpfine: Mo S
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Accounting Basis

| Mot Avafabie [ Mocifed Cash Basis N Ful Accrual Bass
N CashBass [ Mcodlied Accnaal Basis
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AUS, AUT, CAN, FIN,
FRA, ISR, KOR, MEX;
NZL, ESP, CHE, TUR

AUS, AUT, CAN, FIN,
FRA, ISR, KOR, MEX,
NZL, ESP, SVK, CHE,
TUR

AUS, AUT, FRA, ISL,
ISR, KOR, NZL, ESP,
SVK, CHE

AUS, CAN, FRA, ISR,
KOR, MEX, NLD, NZL,
SVK, ESP

AUS, AUT, ISL, ISR,
KOR, MEX, NZL, ESP,
SWE, CHE

AUS, AUT, DNK, FRA,
ISR, KOR, NZL, ESP,
CHE

AUT, CAN, ISL, ISR,
KOR, NZL, ESP

BEL, DNK, HUN, ISL,
ITA, POL, SVK, SWE

DNK, HUN, ISL, ITA,
POL, SWE

BEL, CAN, FIN, HUN,
ITA, MEX, POL, SWE

AUT, CZE, FIN, ISL,
ITA, POL, SWE, CHE

BEL, CAN, DNK, FIN,
FRA, ITA, POL

CAN, FIN, ISL, ITA,
MEX, POL, SVK, SWE

BEL, DNK, FIN, ITA,
MEX, POL, SWE, CHE

CHL, CZE, IRL, PRT,
GBR

BEL, CHL, CZE, IRL,
PRT, GBR

CHL, CZE, DNK, IRL,
PRT, TUR, GBR

BEL, CHL, HUN, IRL,
PRT, TUR, GBER

CHL, CZE, HUN, IRL,
PRT, SVK, TUR, GBR

BEL, CHL, CZE, HUN,
IRL, PRT, TUR, GBR

AUS, CHL, CZE, FRA,
HUN, IRL, PRT, SVK,
TUR, GBR
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> Achievement of Reforms Objectives

What did accrual reforms achieved 7

+ Large range of objectives in
all cases.

*  Better accountability and
transparency achieved in a
majority of cases.

« Lack of interest fuse of

accrual information is a
COnoern .

On-going initiatives to meel objectives : analysis of the performance in
managing the balance sheet; fiscal ratios ; shortening delays for establishing
the financial statements; "Citizen Accounts™...
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V. Achievement and Future Challenges

Improvement of Financial
Statement Reporting

EH: 21

1
il

Enhancemant of

effectiveness of financial
information

Enhance effecthve usage in
COST Management

Better link financial
— imformation with fiscal
System

Promobe cooperation
e bebwesn central and local
o ErTETIENES
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However, governments have become less liquidity
constrained in carrying out fiscal policy and have become
increasingly concerned about the resource implications of

SOVERNMENE = ARCE fiscal actions as well as their financing. Cash transactions
ST ATISTICS MANUAL 2001 do not adequately capture either the timing of the policy

action or its impact on the economy. In consequence,
oM AT MAYERIAL there has been increasing dissatisfaction with cash

transactions as the sole basis for assessing fiscal policy.
BFHNE S &/ AE O IO SN O/ T =
By -~ oo oSS XI5 20l FA BEICL

THE EUrROFELDY SYSTEM OF ACCOUNTS 16025
The new framework facilitates a more comprehensive
assessment of the economic impact of government
; activity and the sustainability of fiscal policy.
zl'h,. ‘a, SPEESS IS SIS WNE ZFE S IS5 N S
= P EEEE WF IS

For example, a government’s policies will not
be sustainable if they significantly reduce

e s 14 its net worth.
EEZIO =TGMNE SN EFAEHE 0 FEE=
A5G ol =E 2
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Table A1.2 — Long-term fiscal objectives

Fiscal Strategy Report 2016

Debr

Manage total debt at prudent levels.

Manage net debt within a range of 0 per cent to 20 per cent of GDP.

Operating balance

Deliver operating balances sufficient to meet the Government’s net capital requirements, including
contributions to the NZS Fund, and ensure consistency with the deblt objective.

Operating expenses
Control the growth in govemnmment spanding so core Crown expenses are below 30 per cent of GDP.
Operating revenues

Ensure sufficient operating revenue to meaet the operating batance objective.
Net worth

Ensure nel worlth remains at a level sufficient to act as a buffer lo economic shocks. Consistent with the
debl and operating balance objectives, the Crovm will build up net worth ahead of the full fiscal impact of
the demographic change expected in the mid-2020s.

performance
in public services
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Figure 11 — Net worth attributable to the Crown
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LA A EE 71X Meys  Governments with a strong balance sheet have more flexibility to manage the 3
EX} =718 BC} SHESHA investment cycle in alignment with the wider economic cycle. For example, a number ¥,
22| 7= of infrastructure projects were brought forward supporting economic growth during the v

recent economic slowdown as a result of the global financial crisis. On the other hand, =
too much stimulus as the economy reaches capacity could push up interest rates, put L
upward pressure on the exchange rate and increases pressure on the tradable sector. Pk

L HASH IHAE RS 22|38 A strong balance sheet supports a favourable credit rating and lowers the cost of
MEEol e o1 2y xpelxtoy capitalfor government and domestic borrowers, which helps support increased

e %ol 7t M= productive investment. Even after the effects of the global financial crisis and the

Canterbury earthquakes, both of which resulted in an increase in Crown debt,
New Zealand's credit rating remains strong and it is one of the highest rated sovereigns
in the world (see Figure 2.2).

- AT 2FAl I A B = A strong Crown balance sheet can also help manage the effects of shocks that may
271E SorESA| St =209 otherwise have a major destabilising effect on a country, It also allows for the sharing
SR ety =28 = of consequences among individuals and across generations that would otherwise fall

unevenly.
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Tabbe 1.C: Azcets and liabslities summarny

01011 2001-12 200 F13 H01E-14
b fba
Propesty, plam and squecsment TIa0 7445
i Golkd, cnsh and o Snancl st 548 282
Trads recewalien 481 418
452 _,_.Axl.é}ol |:l:|2|.
! ! L —_ Equry o ptibe penize banks 585 ame
Intangesie Jasaty 348 552
— l— xl a{ : 2'. al :— Crer physacsl siies 263 6
] I C D | Tertal et 52343 1276 1. 2975 14149
Pute sscuer penmions 610 1005 8 L.i7Ls 3031 283 3
Gowvmmment borrowing 087 55 5.1 TGS 1 1,745
Pt Bt it 2954 iv4z 4728 ST HIE
Trace mawaltie 1484 i58.8 1535 1730 12 s
Prosizany 81l 113.0 1310 1SLE 1Te3
Tiota! Liabdrtes 24200 TEITS 25254 31555 asses
Heet Lishites 51857 134588 16279 1,840 6 2,033
Net Worth Attributable to the Crown T T e T ———

Table 13 — Net worth

Vear ended 30 June Forecast

Actual Actusl Actual Actssl Achaal 30 June 2016
§ million M2 3 W 215 2016 Budget 2015 Budget 2016
Net worth atributatde 1o the Croes 50,348 68,071 75,466 BEAS4 80,088 TTe2 83,547
Met worth attributabde (o minority inferests £32 1,540 521 5,782 8,155 5223 5,755
Tiotal net worth 58,780 0T B0, 657 82236 §5.571 83,035 88,302
Net warth attributable fo the Crown % of GDP 2.6 na 21 353 355 Ha 334
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Appendix IV. Korea Public Sector Debt Sustainability Analysis (DSA)

Baseline Sesnario J~ percort of GO o ess. ofhenadse Tndl cotecl)

Debt Econsmic and Market Indieators
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