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Background 

1. In the oral evidence session CIPFA was asked what benefits International 
Financial Reporting Standards (IFRS) implementation would bring to the 
public sector. Due to lack of committee time an undertaking was made to 
provide a brief written submission on the key benefits of IFRS. 

 
2. The decision to produce public sector financial statements on an IFRS 

basis was announced in the UK 2007 budget. The announcement indicated 
that the intention was to provide appropriate financial data in order to 
bring benefits in consistency and comparability between financial reports 
in the global economy and to follow private sector best practice. 

 
 
IFRS Objectives 

3. In developing IFRS the objective of the International Accounting Standards 
Board (IASB) has been to promote increased transparency through : 

 
a. Greater focus on the balance sheet 
b. Increased disclosure requirements to provide the users of financial 

statements with sufficient information to be well informed 
c. Increased comparability between organisations 

 
A. Greater Focus on the Balance Sheet 

4. The improved transparency achieved through greater focus on the balance 
is best demonstrated through specific examples : 

 
i) Financial Instrument Standards (IAS 32, 39, IFRS 7 ) 
 
These require an organisation to be aware of, and account for, the 
economic consequences of various contractual arrangements. In particular 
the liabilities and rights of complex contracts now have to be assessed in 
order to ensure that they are correctly accounted for and properly reflect the 
nature of the transaction. For example – 

 
i. An organisation providing a soft loan (eg an interest free loan) 

must now recognise that there is a cost to this loan in terms of 
the interest that would have been earned if the cash was 
retained by the organisation. Under previous accounting 
requirements this would not have been explicitly recognised in 
the financial statements. 

 



 

ii. A ‘financial guarantee’ (a promise to pay a debt on a third 
party’s behalf if the third party cannot repay it) is now 
recognised in the financial statements by charging the I&E 
Account with an amount generally equal to the ‘expected 
value’ of the guarantee (which is based on the probability of 
the guarantee being called). Previously such contracts would 
not normally have been reflected in financial statements 
unless they were specifically disclosed as ‘contingent 
liabilities’ in the notes to the accounts. 

 
iii. Interest on loans is now generally required to be spread or 

‘smoothed’ over the life of the loan. Some contracts specify 
that low interest charges are made in the early life of the loan 
with higher interest charges in later years. Previously the 
interest charges on such loans would have followed the 
contracted profile. This effectively obscured the fact that there 
was a liability to pay higher interest charges in future years. 

 
 

ii) . Public Private Partnerships (PPP) / Private Finance Initiative (PFI) 
 

PFI schemes typically require an operator to provide an asset and services 
related to that asset (eg to provide a school building and to clean and 
maintain it) for a number of years. Many PFI schemes involve the public 
sector organisation taking ownership of the asset at the end of the contract 
for no additional payment. IFRS requires that an organisation which 
effectively has control of the asset (eg through the contract terms) and 
rights over the asset at the end of the contract should show the asset, and 
the liability to pay for the asset, on its balance sheet. This clearly indicates 
that the asset is being used for public service provision on a long-term, 
continuing, basis. Previously an analysis of the ‘risks and rewards’ (or 
potential profits from) the asset normally meant the asset was excluded 
from the public sector balance sheet despite the planned long-term use of 
the asset for public services and an accompanying long-term contractual 
commitment to pay for this .   
 

B. Increased Disclosure Requirements 

In general terms IFRS requires increased disclosures and explanations of 
transactions and contractual rights and commitments.  As an example the 
Financial Instruments standards require explicit information and 
commentary on the organisation’s exposure to various types of risk. Private 
sector financial statements typically increased in length by some 50% 
following IFRS implementation. 

 
5. The increased transparency, as illustrated above, will improve financial 

management in various respects : 
 

a. Through external audit and public interest inspection of more 
detailed and comprehensive financial information 

 



 

 
b. Through the provision of more detailed and explicit financial 

information to organisation governance arrangements, allowing more 
internal challenge of executive actions.  

 
c. Through the increased internal financial discipline that will be 

required to comply with IFRS requirements 
 
C. Increased Comparability Between Organisations 

6. With the whole public sector moving towards IFRS the production of Whole 
of Government Accounts should be assisted, through ensuring greater 
consistency and comparability between different segments of the public 
sector.   
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