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Government Finances are important

Government-issued Financial Instruments are a very
Important part of the Financial Market

2009 NYSE

o All equity trades $210 trillion
e Mortgage backed securities $94 trillion

e Mutual funds $2 trillion

e US Government securities $905 trillion

General Government accounts typically for more
than 1/3 of GDP




"Financial crises are caused by a lack of o
transparency

e lan St o Spain il Essence of a
Financial Crisis

Unexpected

Default (or near/partial
o of Debt

e (likely to spill over

In a connected world)

Transparency of financial position and financial pe rformance
reduces likelihood of unexpected surprises- and perh aps also
default risk
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Sovereign Debt crisis not so sound

PFM

HUN  DEY ESP IR AN DN SVK NIL CHE LUX
GRC IRl DEL PRT GBR CAN  AUT  NLD POL  SVN CZIE NOR* SWE KOR AUS

Sovereign Debt has become the key issue
at the later stages of the crisis

\ Source: OECD Economic Outlook No. 88




"Financial crises are caused by a lack of h
transparency

A closer look ...

* The subprime-debt crisis: Securitization obscured quality
of underlying debt

» The government interventions: Financial guarantees are
often not disclosed, nationalized entities often not

«= consolidated, toxic assets are not tracked in cash basis
of accounting

* The sovereign debt crisis: Accounts/statistics were
falsified, at least in the case of Greece, maturity of debt
was unknown due to inadequate statistical requirements
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IPSASB/IMF Government Reporting Initiative

Objectives — to learn and be informed.

How are governments accounting for and reporting
assets, obligations, and commitments acquired as a
result of their interventions?

How well do existing accounting standards report the
variety of government actions?

Compare the reporting and valuation approaches
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IPSASB/IMF Government Reporting Initiative

e Results

—IPSAS provide adequate guidance for all types of
Interventions

— Most interventions should be recognized or disclosed,
but unfortunately this is not the case in all countries

— Consolidation issues need further thoughts

— And so does treatment of financial guarantees
(provision/contingent liability or financial instrument)

— Sound accounting and reporting does support both
transparency and decision making
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Interim conclusion

The accounting profession has the methods and
concepts to improve transparency - even if they are
too often not applied ....




& Transparency and accountabllity in the area of
public finances is a fundamental principle of

democrac
y Bl
A look back ... N

e 1789 French Revolution
Introduces the separation
of powers :

#= . 1791 The new constitution included the government
budget in the list of decisions explicitly subject to the
separation of powers

* Implementing this democratic principal requires
transparency and accountability — solving the principle
agent problem
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I hitit i o of
public finances Is a fundamental principle of
democracy

= .
.........
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... and fast forward to 2011

» Government finances are g

an issue both in Tunisia and * 71 L A T

Eqypt Fu VR T ARV R

#= . Demonstrators are asking
transparency and acccountabllity

 What's different from 1798? Nothing in substance,
perhaps technology makes it even easier to achieve
today ...




/

Interim conclusion

The accounting profession has the methods and
concepts to enable democracy




“Comparability is an essential ingredient for b
continuous Improvement

A look back - again

e Same time in Russia:
Tsar Peter the Great introduces
accrual accounting for the

= government

* To achieve progress and economic
development — very much like China today

* Inspired by private sector accounting he experienced
during his visit to the Netherlands




“Comparability is an essential ingredient for o
continuous Improvement

... and fast forward to 2011

e Austerity programs are becoming effetive around the
globe — based on which financial information?
« Comparable information is essential for sanity in the

== design of austerity measures

 From personal experience: If you cut across the board,
profligacy is once again rewarded and efficiency punished

 e.g. per capita cost of a high school student varied by
factor 2.5 before the 1990°‘s austerity programs in
In Switzerland kicked in — they could easily be
Implemented without cuts for the efficient ones
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Interim conclusion

The accounting profession has the methods and
concepts to create comparability and enable efficie nt,
continuous improvements through sound Public

Sector Financial Management




"IPSASB has created a full suite of standards —
which are applied world wide and help ...

Adoption and implementation of Accrual Basis IPSAS
adds value

* Direct value added of fair presentation under IPSAS:

— Transparency and Accountability: Governments are
accountable to citizens, but increasingly also to other
stakeholders, like the economy

— Decision making: Is dramatically improved especially
In areas with capital expenditure, e.g. government
Interventions (loans, asset purchase, nationalization.

- | = Both are key areas for rapidly developing countries
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"IPSASB has created a full suite of standards —
which are applied world wide and help ...

Adoption and implementation of Accrual Basis IPSAS
adds value

* There Is significant positive correlation between
Accounting
and PFM performance in general (VANY, 2010)

« Key impacts of good Accounting are according to Vany:
] — Sound Medium Term Expenditure Frameworks

— Solid Cash & Debt Management, as well as
Commitment Control

— Reliable basis for Audit
~{ * Accounting is key for sound financial management
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IPSASB’s Environment

Added value In fiscal policy: Accruals support
focus on debt reduction

87)

percent of GDP nominal
(Source: OECD Outlook No.

Gross Financial Liabilities in

—e— Australia —s— Canada New Zealand Switzerland




"IPSASB has created a full suite of standards —
which are applied world wide and help ...

Adoption and implementation of IPSAS adds value

* Value added through conseqguential effects — obviously
not exclusively attributable to IPSAS:

— Reputation: Rating agencies take
accounting/reporting into consideration as one of the

- key elements. Capital markets are increasingly on

alert about financial reporting iIssues of governments
following the GFC.

— Motivation of employees involved.

| * Reputation effects are likely to gain importance In the
| aftermath of the GFC

\
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"IPSASB has created a full suite of standards >
which are applied world wide and help ...

 |[PSAS can also be implemented on regional/local level

 Many regional/local governments are important
service providers and therefore have a lot of assets
and liabilities

 Therefore important financial decisions are made on
regional/local level

e Local population asks for accountability due to high
== visibility of decisions taken

« Complexity Is increased by transactions rather than
accounting standards.

- | » All'levels of government can benefit from good
accounting and reporting
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Interim conclusion

IPSASS are creating value in the countries adopting
and implementing them through increased
transparency and improved decision making in

Important areas of the economy.
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Final conclusion

 |IPSASs are a complete suite of standards ready for use

oy governments of all levels.

 |IPSASs enhance transparency and improve decision
making in critical areas for economic growth.

* Implementing IPSASS is not just an accounting exercise

out changes public sector (financial) management.

s °* IPSASs are widely implemented around the world.
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Questions and Discussion

=

 Visit our webpage http://www.ifac.org/PublicSector/

e Or contact us by e-mail

Chair IPSASB andreasbergmann@ifac.org
Technical Director stepheniefox@ifac.org




