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Introduction

6.

While users can be assumed to have a reasonable knowledge
of financial statements, boards should make efforts to prepare
their accounts with due care and attention to allow users to
obtain the information they need.

7.

Boards are required to prepare their accounts in accordance
with a direction issued by Scottish Ministers. The direction
requires compliance with the accounting principles and
disclosure requirements of the Government financial reporting
manual (the FReM) and with the requirements of the NHS
boards accounts manual for directors’ report and accounts (the
accounts manual).

8.

The FReM states that disclosure is not required if it is not
material or does not apply to the board’s circumstances.

9.

Auditors have a role in assisting boards to produce relevant,
concise and clear accounts which provide the users with an
understandable and balanced assessment of the performance
and financial position of the board. They can assist boards in
determining when disclosures are not material.

Purpose
1.

2.

The annual report and accounts (the accounts) are a public
report on the financial and governance affairs of each NHS
board for the financial year and are laid in the Scottish
Parliament. As such they should be prepared to the highest
standards and presented in a way that is helpful and
informative to the user. Audit Scotland carried out a review of a
sample of 2013/14 accounts and found significant variations in
the quality of their presentation.
The best examples had only very minor scope for improvement
but several could be significantly improved for very little
additional effort.

3.

This good practice note is designed to help all boards improve
their accounts presentation to reach the standard of the best in
2013/14.

4.

All of the illustrations used in this note are actual examples
from signed 2013/14 accounts.

Background
5.

It is the responsibility of the Accountable Officer and board
members to prepare the accounts. The accounts are an
important method of communicating effectively with
stakeholders on issues of finance and governance.
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Summary of issues identified
10.

Our review identified a number of issues which indicate a lack of care, consideration and thoroughness in the preparation of the accounts.

Number of
boards

11.

12.

1

where the Chief Executive did not sign the Remuneration Report, as required by the accounts manual

2

where the Chief Executive did not sign the Governance Statement, as required by the accounts manual

13

where the Chief Executive did not sign the Strategic Report, as required by the FReM

3

that did not include an index or table of contents. A list of the contents is invaluable when users try to find
their way around a set of accounts running up to 130 pages

6

that have included Scottish Financial Returns (SFRs) within the published accounts

Our review highlighted the three main causes of poor presentation that could be addressed easily by boards as


an over-reliance on the template provided by the Scottish Government



the inclusion of irrelevant disclosures



a lack of attention to detail in the preparation of the accounts.

The following pages include examples of these issues and some of the good practice adopted by boards.
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Issues arising in the annual report
13.

There is a significant drive within the accounting profession to
remove clutter and streamline the information presented in the
accounts.

14.

The Financial Reporting Council report, Towards clear and
concise reporting, looks at what companies have done to aid
clarity and conciseness, including

15.



reporting on actions rather than just process



removing standing information from the annual report to
improve the prominence of the remaining disclosure



reducing the detail presented in the financial review



removing elements which are no longer relevant or
required.



cross-referring to other areas within the annual report or
signposting to other supplementary information



presenting tables only (where no further narrative was
necessary).

A quick look at the annual report and other narrative elements
of the accounts (i.e. governance statement and note on
accounting policies) highlights that some boards have made
significant strides in reducing the length of the accounts, while
adding value for the user.

16.

This has been achieved by removing duplication and directing
the user to other available sources of information.

These boards have used effective cross-referencing to remove
duplication and help the user find their way around the accounts
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17.

There is more that can be done to improve the presentation of
information and reduce clutter. Examples where a different
approach could have improved presentation include

This board could have included
the sickness absence rate with
other related disclosures in the
Directors’ Report rather than
including it on a separate page

This board included four
pages describing the
committee structure and
process in the Governance
Statement, only to repeat
the same four pages in the
Directors’ Report
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Issues identified in the annual accounts
18.

Financial reporting is not an end in itself and the information to
be included should be determined by the needs of users. The
information disclosed in the annual accounts should be


relevant



concise



understandable



comprehensive.

19.

In addition to preparing their published annual accounts, NHS
boards are required to submit financial information to the
Scottish Government to allow the boards to be consolidated
with the Health and Social Care Directorates. The Scottish
Government provide boards with a template for the accounts
and SFRs to be completed and submitted. Most boards use
the template as the basis of their published accounts.

20.

The template is a useful tool to enable the consolidation of the
22 boards’ accounts. While the template can be a useful in
ensuring consistency across the boards, there are a number of
disclosures that will not apply to an individual board.

21.

If it is not considered carefully, the use of the template in the
production of published accounts can result in a cluttered and
confusing publication. Boards should ensure that they tailor
the template to their own circumstances. Some of the issues

that result from a slavish adherence to the template are
included on the following pages.
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Property plant and equipment
22.

23.

Property, plant and equipment (PPE) disclosures in the accounts are extensive and
should be considered carefully. Where no consideration has been applied in their
preparation, the user is presented with ten pages including the example below.

Where boards have removed
irrelevant and immaterial disclosures
the PPE note can still run to six
pages. However they present a much
more articulate explanation of the
assets held.

By removing the irrelevant columns and
rows, this board has not only simplified
the disclosure but could present the
current year and prior year disclosures on
a single page
.
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Intangible assets
24.

In this example, the only intangible assets that the board has are software licences. The
disclosure of every other type of intangible asset makes the note confusing and
unhelpful.

25.

With a little consideration the board
could have simplified the note in a
similar way to the following example.

This board has removed items that
are not relevant and simplified the
disclosure (EC Carbon Emissions
have been included because there
was a figure included in the previous
year)
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The simple removal of rows containing zeroes can
de-clutter the presentation of the information,
reducing the length of the accounts and making
them more user friendly

Higher paid employees remuneration

27.

26.

The same logic can be applied to any line or column which
contains a zero. The board should consider whether the
inclusion of the entry adds anything to the information
provided. Is it useful to the user of the accounts?

Where a board has taken the time to consider the relevant
information to disclose, it can provide a clearer and more
concise disclosure.
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Exit packages
28.

This board has removed unnecessary bandings

A very similar example is the note disclosing the number of
agreed exit packages.

They have also used this simple footnote that
allows them to remove unnecessary
columns, and include the prior year as a
single column rather than another full table

The rest of the bandings are unneccesary and simply
confuse the disclosure. The user can identify the
information required from the relevant banding and
the total number disclosed

The board should consider whether a
disclosure adds anything to the users’
understanding of the accounts
This disclosure is adequate
but some boards have
removed the note
completely
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Third party assets
29.

The template includes a page of disclosures for third party
assets held by the board.

Inventories
31.

This board has not considered the relevance
of items prior to making a disclosure

30.

Most boards will only have to disclose raw materials and
consumables in their inventories note. Some boards have
removed lines which are not relevant from the note

But not all boards have done so

In most instances the board will only hold patients' private
funds. Boards can remove most of the other lines, as the board
has done in the example below
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Contingent liabilities
32.

The template disclosures for contingent liabilities are quite
long.

Trade and other receivables/payables
34.

Boards rarely issue guarantees or letters of
comfort and the removal of these references
can remove a full page of irrelevant disclosures
to provide a meaningful and concise description
of the contingent liabilities facing the board

33.

The template has a number of lines included to allow boards to
include specific disclosures where necessary. For example,
the note for trade and other receivables and payables include
the following lines.

These lines are only required where there is a specific
item to be disclosed due to its material nature or amount.
Where boards have made specific disclosure they should
amend the line narrative to provide the user with the
information they require

Other boards have removed the irrelevant narrative and
disclosures from the note.
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Capital commitments
35.

There are a number of irrelevant disclosures included within
this note on financial commitments.

Segmental Information

36.

A board with more commitments has produced a shorter and
more meaningful disclosure by removing irrelevant items.

37.

Accounting standards require boards to include a segmental
analysis in the form that they report to management, where
this is different from the analysis in the accounts.

38.

Some boards provide management information on a
geographical or a divisional basis and report this accordingly
under the segmental information note. Other boards may not
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manage their operations in this way. It is therefore
unnecessary for these boards to include segmental analysis.
This board does not have different operating units
and reports to its management board as a single
unit. The inclusion of segmental information is
both misleading and unhelpful to the user
This example provides the analysis in the form reported to
management including only the relevant information

These disclosures include instructions from the accounts manual to
assist boards. These were not meant to be included in the note
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PPP/PFI commitments
39.

Disclosure of service concession arrangements or public
private partnerships (PPP/PFI) require consideration in the
accounts. These can be complex and the user needs
appropriate information to understand the assets and liabilities
that exist under the contract.

40.

The template includes some 4 pages of disclosures around
PPP/PFI contracts. Boards with such contracts need to
present this information carefully.
The failure to remove these
unused columns complicates
an already complex disclosure

42.
41.

The inclusion of PPP/PFI disclosures in boards without projects
is not helpful.

Other boards have simply said

This disclosure is adequate,
however other boards have
simply removed the
irrelevant PPP/PFI
references
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Financial instruments
43.

Financial instruments are another example of a complex issue
that needs to be presented in as clear a way as possible.

This is a very cluttered way of saying the board only
has trade and other payables less than one year

This board has needed to include a more detailed analysis
but has done so in a more streamlined manner

This board has streamlined the standard disclosures.
Not all boards appear to have considered how the
presentation could be improved and the disclosures
ran to two pages in some cases

44.

The analysis of instruments by maturity should also be
considered carefully.
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45.

The example below highlights a number of issues with the
disclosure of financial instruments.

The template includes standard disclosures to
assist boards, but they may not be required

If there are no financial instruments, an analysis of their
maturity and the risks associated with them is irrelevant

There are no payables disclosed here but the
board discloses payables on the balance sheet
These standard
disclosures of
market risk are
cumbersome
and largely
irrelevant

Derivative financial instruments
46.

The board then go on to include three
pages of standard template disclosures
which are irrelevant

Again, this is an adequate disclosure, but some
boards have removed any reference

Boards may have assessed that they have no derivative
financial instruments.
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Remuneration report disclosure of median pay ratio
47.

The FReM and the accounts manual require boards to explain
changes in the ratio between the highest earning director and
median total staff remuneration. Boards’ explanations of the
ratio ranges from non-existent or unhelpful to clear and
concise.

This example provides no explanation of the change in the ratio
between years. The narrative provided could easily be seen as
misleading. An explanation of the £25000 (14.5%) reduction in
highest paid director’s remuneration would seem appropriate

This explanation is unclear and could be considered as misleading. The
main driver to the change in the ratio would appear to be the £10000
increase in the highest earning director’s remuneration rather than the
small incremental drift of the median pay

This disclosure is clear and to the point.

This board provides a clearer explanation of a
relatively smaller movement in the ratio
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Accounting policies
48.

52.

However, not all boards had correctly identified that there were
standards that required consideration

Boards are required to apply accounting policies consistent
with the accounting policies of the Scottish Government.
However, boards still need to consider which policies are
appropriate and relevant to their specific circumstances.

Standards issued not yet adopted
49.

The accounts manual requires boards to consider the effect of
accounting standards that have been issued but not yet
adopted.

50.

HM Treasury issue a paper each year highlighting new
standards issued. This would assist boards in identifying the
relevant standards.

51.

Some boards had considered the relevant standards and made
appropriate disclosures. This disclosure is particularly concise
and helpful to the user.

The Treasury paper states the application of
IFRS 13 is subject to further review and did not
apply in 2013/14, but one board disclosed the
following
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Accounting policies – Asset lives
53.

54.

Some boards have provided a more meaningful disclosure.

To enable the user to form a judgement on the appropriateness
of accounting policies the disclosures need to provide
meaningful information.

This range of asset lives disclosed for buildings is not helpful. If
such a wide range is used by the board then the disclosure needs to
provide a more informed breakdown of asset categories
This board has considered the disclosure and
provided a more informed breakdown for buildings

However, this disclosure is even more unhelpful as
it does not disclose the useful life of buildings
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Accounting policies – Intangibles
55.

As with the notes on intangibles, it is for boards to determine
the relevant categories and related disclosures.

56.

There are some very good examples of boards improving the
relevance of disclosures.
This board has disclosed more categories of
intangibles in a relevant and helpful way, and
in a shorter and more concise disclosure

If the board only have
software licences, the
amortisation policy for
other assets is irrelevant

This vague description is
unhelpful. The board only
has software licences and
should say so

Accounting policies - Key sources of judgement and
estimation
57.

The key sources of judgement and estimation used in
preparing the accounts provides an insight into the strategy
and direction that the board adopt. The disclosures within the
accounting policies note should enable the user to determine
the reasonableness of these judgements.
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58.

As the following examples highlight, the standard of
disclosures within the boards’ accounts is varied.

In this example, the wording has simply been copied verbatim
from the accounts manual and does not provide any information
to the user on how judgements have been applied.

This example provides a useful explanation of
the judgements made in the preparation of the
accounts and the impact of these judgements

This board has not included any judgements, indicating a lack of care
in the preparation of the accounts
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While a table of contents is helpful this board
highlights some issues

Issues arising from a lack of attention to detail
59.

While the previous examples may result from a reticence to
amend the accounting disclosures, the following examples
show a more basic lack of care or attention to detail in the
preparation of the accounts.

The primary financial
statements are described
simply as forms
The SFRs do not form
part of the accounts
and are unnecessary

Unclear and inconsistent headings

These template pages are for
information to be included in
the annual report, not
separate disclosure

This board’s inconsistent heading of the same
statement could be confusing to the user of the
accounts

Inclusion of unnecessary material
60.

Most boards were consistent throughout

As highlighted above some boards included SFRs in the
published accounts. The template for accounts includes SFRs
to provide Scottish Government with additional detail to assist
in, among other things, the preparation of the Whole of
Government Accounts. The SFRs do not form part of the
annual accounts and should not be included. Simply by
excluding the SFRs from the published accounts a board could
reduce the length of the document by almost a quarter.
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Unclear, imprecise or unhelpful terminology

The board reported £116.5m of liabilities on the balance
sheet but stated in the Directors’ Report there were none

Inconsistent and inaccurate cross referencing

Cross-referencing can help the
user but care needs to be taken
to ensure it is accurate

This is confused terminology. The board either has
a provision for bad debts or has an impairment of its
receivables

A review by someone not involved in the
accounts preparation could eliminate
such mistakes

14 of the Boards referred to departmental
assets rather than board assets in the third
party assets disclosure, presumably
because that is what the accounts manual
says

Care needs to be taken when removing
notes to ensure that all cross-references
are updated accurately
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Although this board had correctly removed the
SFRs from the published accounts, they had
failed to remove the cross-references.

Improvement checklist
61.

The accounts are a public document and should be prepared
to the highest standard. The issues highlighted in this note can
be easily addressed by boards. The simple checklist below
can be used to assist boards address these issues. With a
little more care and effort, the quality of the published accounts
can be improved to provide users with concise and clear
information on the board’s performance and financial position
in the year.
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How can we improve?

Yes

Have you discussed with your auditor what you consider a material disclosure?
Have you included a contents page?
Have you checked that all cross-references are correct?
Does the annual report section include clear headings in line with the FReM?
Does the explanation of the median pay ratio properly explain the cause of the movement?
Have you ensured that all relevant pages have been signed?
Are all statements and notes clearly and consistently identified?
Have you considered the accounting policies to ensure they are consistent with Scottish Government
requirements, while being relevant and appropriate to the board?
Have you stripped out columns and rows which contain zeroes, where appropriate?
Have you removed irrelevant notes and disclosures eg PFI/PPP?
Have the SFRs been removed from the document to be published
Have the accounts been proof read by someone not involved in their preparation to sense check the
language used?
Have the published accounts been prepared to the highest standard you would expect other public
documents issued by the board?
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Other useful resources
62.

There has been a drive by standard-setters, professional bodies and government to reduce clutter, and streamline and improve the
usefulness of accounts. The following documents are by no means the only publications on the subject but represent a useful source of
information and can be obtained from the websites below or by following the hyperlinks.

archive.auditcommission.gov.uk

www.frc.org.uk

www.icas.org

www.efrag.org
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Contact details
63.

Enquiries concerning this good practice note should be directed to


Neil Cameron ncameron@audit-scotland.gov.uk or 0131 625 1797



Helen Cobb hcobb@audit-scotland.gov.uk or 0131 625 1901
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